The United States and the Allied Debts. |

~ Professor Nicholas John Spykman, Yale University.

Through the publicity given to the work of the commission to
‘revise the Dawes Plan in session in Paris, the world has once more
been forcibly reminded of the fact that the war still has to be paid
for. When the great struggle was actually on, immediate victory, not
- ultimate cost,  was the main consideration. Besides, there was a
feeling that somehow the vanquished would pay. The destruction
was carried on with great vigor and in the meantime the marvellous
possibilities of credit made it possible t6 charge a large part of the cost
to the generations yet unborn. ‘

Peace came, and with it the gradual realization that the hope of
making the defeated powers pay the cost was illusionary, — victors
‘and vanquished alike will have to bear a heavy tax burden during the
next half century in order to pay for expensive funeral ceremonies which
followed the death of the Archduke.

Complete payment by the defeated being 1mp0551b1e there arose
the question of relative payments. All countries involved in the late -
crusade were unanimous on one point, namely that they would prefer
to let the others pay for it. The stage of world politics has been occupied
during these last ten years with efforts to negotiate debt settlements
which would allow each country to pay a minimum and to receive a
maximum. The period of noble sacrifice for the cause of humanity was
over and the period of hard bargaining had begun, — if love, honor and
morality were still invoked it was usually to point out that somebody
else should make a sacrifice. Human nature being what it is, this is only
natural. It is much easier to see why the dead had to sacrifice their lives
for the honor of their country than to understand why the survivors
should tax themselves for half a century.

The great game of how to make the other fellow pay was really a
double game — a game within a game. There was, on the one hand, the
efforts of the Allies to make Germany pay, and on the other hand the
efforts of the Allies to make each other and the United States pay. The
first is known as the reparations problem, the second as the problem of
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the interallied debts. It is with the Allied Debts to the United States
- and their settlement as seen from an American point of view that this
study deals.

Origin of the Debts.

The need for American financing of the Allies arose in the last in-
stance from the fact that neither their agrarian economy nor their in-
dustrial organization was productive enough to allow them to carry on
the war without outside help. With the progress of the war and the
necessity of greater effort, they became more and more dependent on
the United States for foodstuffs and essential raw materials. Before
the political participation of the United States in the war these Allied
purchases were paid for partly through private loans with American
bankers, partly through the mobilization of sterling and dollar security
holdings. Through the sale of such securities the Allies probably ralsed
about 1500 million dollars.

When the United States entered the war on Aprll 6th, 1917, the
Allies were beginning to reach the end of financial resources that could
be turned into dollar exchange. The United States government was
opposed to a continuation of private borrowing by the European govern-
ments on the ground that this might interfere with its own war financing
in the form of Liberty Loan bonds, and for these two reasons the Amer-
ican government was therefore forced to make the problem of financial

" participation one of the first to be considered.

In his message to Congress on April 2, President Wllson called for
the organization and mobilization of all the national resources of the
country. He pointed out that American participation would require
not only the most practical cooperation with the governments at war
with Germany, but also the extension Eo these governments of the most
liberal credits, in order that the resources of the United States might so
far as possible be added to theirs.

Congress speedily passed the necessary leglslatlon and authorization
to give financial aid to the Allies was obtained through the Liberty
Loan Act which became law on April 24, 1917, and which provided
that part of the money raised by the sale of Liberty Bonds could be used
for extending credits to the European governments associated with the
United States, Subsequent acts passed at later dates contained in prin-
ciple the same provision as the first law and made available for credit
purposes for the Allies a total of $ 10,000,000,000. ‘

Act of APTil 24, TOI7 o\ ittt i it ittt $ 3,000,000,000.
Act of Sept. 24, 1017 .......... e e 4,000,000,000.
Act of April 4, 1018 ..... et aa e 1,500,000,000.
Act-of July 9, T9I8 .. iieiviiiiineiiiiiriinnieninnnnnans 1,500,000,000.

$ 10,000,000,000.
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‘The Liberty Loan Acts specifically restricted the loans to govern-

ments engaged in war with enemies of the United States and limited
‘the purposes for which the loans were to be granted. The Secretary of
the Treasury was instructed to enter into arrangements for the estab-
lishment of such credit, for the purchasing of obligations of the foreign
governments, and for the subsequent payment thereof before maturity.
It was also authorized that the money made available through payments
on these obligations be used for the retirement of outstanding Liberty
Bonds 1).

The report on the first bill by the Ways and Means Committee con-
tained the following description of its purposes:

“The bill authorizes the Secretary of the Treasury Wlth the
approval of the President, to extend credits. not to exceed
$ 3,000,000,000 to Foreign Governments. It authorizes the purchase
with the proceeds from the sale of these bonds by the Secretary of
the Treasury with the approval of the President, of the obligations
of Foreign Governments bearing the same rates of interest and
containing essentially the same terms and conditions as the bonds
issued under the authority of this act. It provides, however, that
should any of the bonds of the United States issued and used for
the purchase of such foreign obligations be converted into United
States bonds bearing a rate of interest higher than 37/2 per cent,
that in such event the obligations of the Foreign Governments held
by the United States shall be converted into obligations bearing
the same rate of interest as the like bonds of the United States.
It will therefore be observed that the $ 3,000,000,000 credit pro-
posed to be extended to foreign Governments will take care of
itself, and will not constitute an indebtedness that will have to be
met by taxation in the future.”

In following out the instructions of the Liberty Loan Act the Sec-
retary of the Treasury required the representatives of the borrowing
governments to sign promissory notes (on demand) for their indebtedness,
in much the same manner as would have been required from a borrower
in an ordinary commercial transaction. ‘

During the war the handling of interest was consistent with the
theory of relieving the American taxpayer from the burden of the foreign
loans. The First Liberty Loan bonds carried 3%, per cent interest
and advances were originally made to the Allies at the same rate. The
act contemplated an increase in interest if higher rates were paid by
the Treasury. Increased interest rates were charged to the Allies as new
Liberty Bonds were issued or converted. Finally the procedure became
so complicated that by agreement between the Treasury and the Allies,
5 per cent was fixed as representing the probable cost of money to the

1) Section 2, First Liberty Loan "Act. .
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United States, taking into -consideration the actual coupon rate, tax
exemption and the cost of flotation.

The advances. to the Allied Governments were made in the form
of credit established with the Federal Reserve Bank, upon which the
Allied Governments were allowed to draw in order to pay for goods
purchased in the United States. Practically the entire amount was
used in purchasing war supplies. The foreign Governments were required
to report to the United States Treasury an itemized statement of their
expenditures and the Treasury sold the credit in order to enable the
Governments to pay for the materials purchased. Under the authority
of the Liberty Loan acts the United States advanced to the Allied
Governments up to the signing of the armistice a total of $7,077,114,750
(See Column I).

After the armistice the United States Treasury continued to
extend loans to foreign Governments. For this it has been severely
criticised, as the Liberty Loan Act explicitly limited the loans to the
purpose of the prosecution of the war, and only to those countries
‘engaged in war with the enemies of the United States.. This objection
“has been answered by saying that peace was not officially established -
until after the German-American treaty had been ratified, and that,
therefore, the Treasury did not really exceed the authorization glven
in the act.

The chief purpose of the United States in continuing to extend loans
to foreign Governments was to prevent sudden cancellation of contracts
previously made for the purchase of American goods. Humanitarian
considerations also played their part, especially with reference to loans
‘made to a number of smaller European Governments. In the post-ar-
mistice penod the advances under the Liberty Loan Acts amounted to
$ 2,521,121,825.45. (See Col. II).

The expenditures of the European governments were as follows ?):

DOLLAR EXPEN DITURES OF THE EUROPEAN ALLIES IN THE UNITED

STATES
(From Aprll 1917 to November 1920)

Dollar Expenditures Total

_ . Munitions, including remounts.............. .00 $ 2,493,610,000
Munitions for other governments ................ 205,495,000
Exchange and cotton purchases ................. 2,644,783,000
CerealS  ti.iviieiiiiii ittt 1,422,476,000
Other foods ......covvvuveuns e iereeier e ’ 1,629,726,000
TOTAL - , ’ $ 8,396,090,000

2) Report of National Industrial Conference Board on “‘Inter-Ally Debts and the
United States” (1925) based on Treasury Dept. Reports, pp. 288 and 289. -
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Dollar Expenditures . - Total-

8,396,090,000
TODACCO vttt iteeeeetenereaeaaosroenanssnnenn 145,100,006
Other SUPPLIES vvvvvnvntvreneiianaeinnnanans B 613,107,000
Transportation ........ e, 136,083,000 .
Shipping ...ovveveienneenn.n P 173,397,000
Interest ............. feriereernteea e e aaans ) 730,504,000
Maturities .. vvv v v e e in ittt ittt 648,246,000
Relief ... it it iiaiieen 538,188,000
EST 1 PGP 267,943,000
Food for Northern Russia ........coveeeeeenens 4,029,000
Purchases from Neutrals ....................... © 18,718.000,
Special credit against credits to be established for
U. S. Government war purchases in Italy ........ 25,000,000
Miscellaneous . ...ovvevennonrnreenioneneneennnns 168,530,000
TOTAL '$ 11,867,043,000

Dollar Receipts
Dollars borrowed on Nov. 1, 1920 under Liberty

Loan Acts (Met) «euvveernnerneenerneaneanees $ 9,466,343,000
Dollars purchased from U. S. Government with

sterling, francs, and lire respectively .......... 1,490,600,000
Dollars purchased with rupee credits and sold from

India ......ooiviiiiiiiiiiiiaan, e 81,400,000
Dollars derived. from other sources (balancing

FIGUIES) uuriiiiiiiiiiee e iiieeneiaanaannans 829,600,000
TOTAL . $ 11,867,943,000

In addition to the transactions under authority of the Liberty
Loan Act, further credit was authorized under a number of acts known
as War Supply and Relief Loans.

~ (a) Act of July 9, 1918, authorizing the President, through the

head of any executive Department, to sell any surplus war supplies

on such terms as the head of the Department deemed prudent.

(b) Act of February 25, 1919, which appropriated § 100,000,000
as a revolving fund, for the participation by the United States at
the discretion of the President in furnishing foodstuffs and other
urgent supplies to certain populations of Europe and contiguous

countries ' .

(c) Act of March 30, 1920, which authonzed the United States

Grain Corporation, with the approval of the Secretary of the Treas-

‘ury, to sell flour in its possession, not exceeding five million barrels

on such terms as might be necessary to relieve the population in

certain countries of Europe.

The total advances made under these relief acts amounted to
$ 739,821,%776.75 distributed among the various countries as indicated
in Column IV. This brings the total of all advances, both under the
Liberty Loan Act and Relief Acts to § 10,338,058,352.20 (See Col. V).
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The principles which guided the Treasury Department in making
these advances to the European Governments have been clearly set
forth in an article by Assistant Secretary of the Treasury, R. Rathbone
in the April, 1925 issue of Foreign Affairs. The United States followed
* a policy of treating the advances to each nation as separate, distinct and
independent of the loans to other nations. Loans were made to each
nation solely for the need of that nation and upon the credits of that
nation alone and resulted for each nation in a specific obligation of in-
debtedness which was independent of any other obligation.

Mr. Rathbone has stated the loan policy as follows:

“The Allies and ourselves agreed that the financial requirements
of each of the allied and associated Governments fell into three
classes — according as they arose at home, in allied or associated
countries, or in neutral countries. In general, the view of the
United States Treasury was that the first class could and should be
met by the Government concerned through'taxation or domestic
loans; that as regards the second class, each country (if necessary)
should stand ready to provide or arrange to finance the require-
ments of its Allies for expenditures within its borders; and that
expenditures in neutral countries should, for reasons of finance, be
reduced to a minimum and should be met under some equitable
arrangement by those countrles able to prov1de the necessary ﬁnance
in the required currency.” :

Having determined the lender, the questlon as to which nation
should borrow was settled thus:

“This was that our loans should be made to each Allied Govern-
ment to meet the cost of commodities purchased here for its own
use; that we would not loan to one Government the dollars needed
for purchases to be made by or on behalf of another Government,
and that neither the financial condition of the borrower nor questions
of political expediency in our own country should be factors in de-
termining the Government to which our dollars should be loaned
‘and whose obligations we would consequently take 3).”

The policy actually followed was therefore very different from the
description given in the “Balfour Note” which suggested that the ad-
vances made to Great Britain were for purchases by other countries
and that it was against Bntlsh security that these other countries ob-
tained loans.

The Secretary of the Treasury made a public reply regarding this
1nterpretat10n in the Balfour Note on August 24,1922, in which he stated
the following: :

3) A. Rathbone,—Making War Loans to the Allies—Foreign Affairs, Apnl 1925,
Pp. 371—398.
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“The statement that the United States Government vir-
tually insisted upon a guaranty by the British Government of
amounts advanced to other allies is evidently based upon a misap-
prehension. Instead of .insisting upon a guaranty, or any trans-
action of that nature, the United States Government took the posi-
tion that it would make advances to each Government to cover
the purchases made by that Government and would not require any
Government to give obligations for advances made to cover the
purchases of any other Government. Thus, the advances to the
British Government, evidenced by its obligations, were made to
cover its own purchases, and advances were made to the other allies
to cover their purchases 4).” :
This view had already been clearly expressed two years ea.rher na

memorandum handed to the British Ambassador in June, 1920 by the
Secretary of the Treasury, in which occurs the following statement:
“It has been-at all times the view of the United States Treas-
- ury that questions regarding the indebtedness of the Govern-
ment of the United Kingdom of Great Britain and Ireland to the
United States Government and the funding of such indebted-
ness had no relation either to questions arising concerning the war
loans of the United States and of the United Kingdom to other
governments or to questions regarding the reparation payments
of the central Empires of Europe .... The respective borrowing
nations each gave their own obligations for the money advanced
by the United States and no guaranty of the obligations of
one borrowing nation was asked from any other nation. This
is the understanding of the Treasury as to the status of the- foreign
obligations growing out of the war, now held by the United States 5).”
From the foregoing discussion it is evident that from the American
point of view the advances to the Allies were loans authorized by
Congressional Acts defined in contractual agreements providing for
interest and repayment of principal and consisting of separate and
individual obligations of the. respective European Governments. They
were neither gifts to individual countries nor a contrlbutlon to a com-
mon war chest '

FUNDING AGREEMENTS.
Efforts to obtain Cancellation,

Shortly after the armistice the European borrowers began to suggest
that it would be advisable to have a general joint adjustment of all
debts arising out of the war. The United States was invited to change

4) Combined Annual Reports, p. 4. :

5) Combined Annual Reports, p. 5. L
Z. ausl. 8ff. Recht u. Vélkerr. Bd. I, T. 1: Abh. 11
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its policy of considering its creditor relation to each Ally by and for
itself and to join in a discussion for an all-round cancellation. This
invitation, coming as it did from countries who were both debtor and
creditor, was politely but firmly declined. »

This plan was first informally suggested by the Brltlsh Chancellor
of the Exchequer to the Assistant Secretary of the Treasury who was then
in Europe. Mr. Crossby repudiated the proposal and the scheme was
apparently dropped for the time being. The next one to take it up was
France. It appeared as a suggestion in the letter-of January 15, 1919,
of Mr. Edouard de Billy, French Deputy High Commissioner, addressed
to Secretary of the Treasury Glass, in the following form:

“The French Government looks upon these questions as con-

- cerning all the Allies and demanding a general and simultaneous
settlement, in which at the same time, would be taken into consider-
ation the respective positions of each of the interested govern-
ments towards the others, and the reaction which the peace condi-
tions might have on the financial possibilities of these govern-
ments 6).”

On January 29, 1919, Secretary Glass replied as follows::

“I am entirely in accord with the view that the scheme should
take into account the recoveries from the enemy which are likely
to be effected by your Government.”

“I do not, however, feel that these considerations lead to the
conclusion that discussion of the plans for repayment of debts
due to the United States can advantageously be undertaken in
‘Paris in conjunction with the Peace Conference. The conclusion
I draw therefrom is rather that the United States should be willing
to postpone discussions until the probable amount, time and form

" of recoveries from the enemy can be estimated and the financial
position of the receiving Government considered in the light of this

information.”
“After giving the views of your Government as expressed in
your letter careful consideration, .... I feel that discussion of the

scheme of repayment of debts due to the United States should take

place in Washington as soon as possible after the financial terms

of the peace settlement have been decided, or earher in the case

of any Government which so desires 7) .”

The Allies were however not convinced that the Treasury meant
what it said and they continued their efforts to obtain a general all-round
“discussion. It was learned that at the Peace Conference a meeting of

6) Combined Annual Reports of the World War Fereign Debt Commission, Fiscal
Years 1922—1926. Washington, Government Printing Office 1927. 'p. 64.
7) Combined Reports, p. 65.
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the Financial Drafting Committee appointed by the Executive Council
of Ten, one of the allied Governments had suggested as an item in the
agenda, the comsolidation, the reapportionment, and the reassumption of
the war debts. Thereupon the Treasury decided to define its point of
view with greater precision and add a little emphasis. It announced
that the idea of the debtors getting together and.deciding on what was
to be done about their obligations to the creditor was wholly unsym-
pathetic, notwithstanding the fact that they were kind enough to invite
the creditor to the party and would probably allow him a vote.

Mr. Rathbone, Assistant Secretary of the Treasury, wrote to M.
de Billy as follows: _ .

“I have, however, to state most emphatically that the Treasury,
which, as you are aware, is clothed by the Congress with full author-
ity to deal with foreign loans which it has made, will not assent to
any discussion at the peace conference or elseswhere, of any plan
or arrangement for the release, consolidation, or reapportionment
of the obligations of foreign Governments held by the United States.

You will appreciate also that the Treasury cannot contem-
plate continuance of advances to any allied Government which. is
lending its support to any plan which would create uncertainty
as to its due repayment of advances made to it by the United States
Treasury 8).”

M. de Billy apparently saw to it that the second paragraph quoted
above was brought to the attention of the French Government. He was
able to convince Mr. Rathbone that nothing really serious had been
intended by the Allied Government (Italy) who proposed to add the
subject to the agenda. At the same time he apparently removed all
uncertainty as to repayment by France of advances made or to be made
by her; at least France received subsequently to the reply of M. de
Billy on March &, 1grg; further loans aggregating $ 690 000 00o0.

. France apparently found it a little difficult to continue to write
letters advocating reapportionment with the left hand, while signing
receipts for new advances with the right hand. At least the rdle of
advocate of the plan was taken over by Great Britain. Mr. Basel I.
Blackett, British financial representative in Paris, wrote to Mr. Rath-
bone also in Paris in connection with the question of the conversion of
the demand obligation of the British Government into long term bonds.
and suggested once more a general reapportionment. A long correspond-
ence ensued in which the British urged general cancellation of war
debts and explained how wonderful the results would be for the world
in general, and the United States replied that general cancellation

8) Combined Reports, p. 66. L
11*
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apparently sounded better to the British than to the Americans. To
the latter it seemed too much like an invitation to pay the war.

Finding the Treasury a little too difficult to convince, the British
decided to address themselves to the President, apparently unaware
that under Constitutional limitation the President does not have a free
hand in such matters.

-On May 21, 1920, Austen Chamberlain wrote to Assistant Secre-
tary Rathbone at Paris, informing him that these were questions unsuited
for departmental treatment, which should be taken up by the Prime
Minister and the President. }

On May 24, Assistant Secretary Rathbone replied that he had
referred the letter to the Secretary of the Treasury and merely wanted
to reiterate that the indebtedness of other Governments to the United
States or Great Britain and payment of German reparations are in no.
way related to the postponement of interest upon and the funding of
the obligations of the British Government held by the United States
Treasury 9).

On August 5, 1920, Mr. Lloyd George wrote President Wilson that
M. Millerand was willing to accept the view that German liabilities
should be fixed at a figure which it was within the reasonable capacity
of Germany to pay, but that France could not accept anything less than
it was entitled to under the treaty unless its debts to its allies and asso-
ciates in the war were handled in the same way. This declaration
appeared fair to the British, but they could not remit any part of their
French debt unless as part and parcel of all-round.-settlement of interal-
lied indebtedness ).

On November 3, 1920, President Wilson .replied as follows r):

“The Secretary of the Treasury is authorized by United States

_law to arrange for the conversion of the demand obligations of the

British Government into obligations having a fixed date of maturity,

in accordance with the agreement of the British Government to make

such exchange on demand contained in its existing obligations.. ...

It is highly improbable that either the Congress or popular opinion

in this country will ever permit a cancellation of any part of the

debt of the British Government to the United States in order to
induce the British Government to remit, in whole or in part, the
debt to Great Britain of France or any other of the allied Govern-
ments, or that.it would consent to a cancellation or reduction in

“the debts of any of the allied Governments as an inducement

towards a practical settlement of the reparation claims.”

9) Combined, Reports, p. 71.
10) Combined Reports, p. 72.
11) Combined Reports, p. 73—74.
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“The United States Government entirely» agrees with the
British Government that the fixing of Germany’s reparation obli-
gation is a cardinal necessity for the renewal of the economic life
of Europe and would prove to be most helpful in the interests of
peace throughout the world; however, it fails o percesve the logic
i @ suggestion in effect either that the United States shall pay part of
Germany’s rveparation obligation or that it shall make a gratuity to
the allied Governments to induce them to fix such obligation at an amount
within Germany’s capacity to pay. This Government has endeavored
heretofore in a most friendly spirit to make it clear that it cannot
consent to conmect the vepavation question with that of mtergovem—
mental indebtedness.”

“The long delay which has occurred in the funding of the de-
mand obligations is already embarrassing the Treasury, which
will find itself compelled to begin to collect back and curvent interest
if speedy progress is not made with the funding. Unless arrangements
are completed for funding such loans, and in that connection for
the deferring of interest, in the present state of opinion here there
is likely to develop a dangerous misunderstanding. I believe it to
be highly imporiant that a British representative with proper author-
1ty proceed to Washington without delay to arrange to carry out
the obligation of the British Government to comvert its demand obli-
gations held by our Treasury into long-time obligations.”

The answer was undoubtedly different from what the British had ex-
pected. President Wilson merely confirmed the policy of the Treasury
and announced once more that the United States would neither accept
a general cancellation of debts nor admit that debts and reparations were
politically related. The efforts to influence the United States in that
direction having failed, the several European Governments were obliged
to' come to Washington to settle individually and to make funding
‘agreements of their several debts to the United States.

Individual Agreements.

The policy which was to guide the Treasury in the settlement of
the debts was defined by Congress on February g, 1922, in an act en-
titled, “An Act to create a commission authorized under certain con-
k ditions to refund or convert obligations of foreign Governments held
by the United States and for other purposes 12),”

The significant features of this act were the creation of a Debt
Funding Commission to consist of five members, including the Secretary

12) Publication No. 139, 69 th Congress, H. R. 8762.

http: /lwww.zaoerv.de
© 1929, Max-Planck-Institut fir auslandisches offentliches Recht und Volkerrecht


http://www.zaoerv.de

166 o " Spykman

of the Treasury, who should act as chairman and four others to be ap-
pointed by the President, by and with the consent of the Senate. The
commission was authorized to negotiate individual agreements to fund
the demand. obligations into obligations maturing within 25 years and
bearing 4%/, per cent interest, but not to cancel or to exchange bonds.

Section 2. ‘

“That subject to the approval of the Pre51dent the commission

- created by Section I is hereby authorized to refund or convert and
to extend the time of payment of the principal or the interest, or
both; of any of the obligations of foreign Governments arising out
of the World War, into bonds or other obligations of such foreign -

Governments in substitution for the bonds or other obligations

of such Government now or hereafter held by the United States

of America, in such form and of such terms, conditions, date or
dates of maturity, and rate or rates of interest, and with such secur-
ity, if any, as shall be deemed for the best interests of the United

States of America; Provided, that nothing contained in this Act

shall be construed to authorize or empower the Commission to

extend the time of maturity of any such bonds or other obligations
due the United States of America by any foreign Government
beyond June 15, 1947, or to fix the rate of 1nterest at less than

41/4 per centum per annum

Section .3.

" “That this act shall not be construed to authorlze the exchange
of bonds or other obligations of any foreign Government for those
of any other foreign Government, or cancellation of any part of
such indebtedness except through payment thereof 13).”

The foreign Governments were informed of the creation of the
Commlttee and it was conveyed to them that the Committee desired
to receive any proposals for the settlement or refunding of thelr obli-
gations under the provisions of the act. '

British Settlement.

The first country to start negotiations was Great Britain. The
British delegation arrived in the fall of 1922 under the leadership of
Stanley Baldwin, Chancellor of the Exchequer, and Montague Norman,
governor of the Bank of England. It became manifest from the outset
that no agreement was possible within the limits set by the Act of Con-
gress of February 9, 1922, and the Commission was therefore forced to
consider a more practical basis. The British contended that it would
be impossible to repay the principal in 25 years and pomted out that the
41/4°/0 interest would be higher than the market rate, which had fallen

13} Combined Reports, pp. 6—7.
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to about 37,%/, and they asked for 21/,%/o. The American Commission
offered 309/, for the first ten years and 31,9/ thereafter, and proposed
payment of principal over 62 years. This meant the equivalent of a
cumulative sinking fund of 1/, per cent.

The meeting adjourned in order to permit the Brltlsh Government
representatives to return to England for consultation. On February 1,
1928 the British Ambassador at Washington appeared before the Com-
mission and stated that he had been instructed by his Government to
reply to the Commission that the British Government had accepted in
principle, on January 31, 1922, the terms suggested by the Commission.

In accepting these terms the American Commission exceeded its
authority under the provisions of the act, and was forced to request an
amendment from Congress. Congress accepted the agreement on Feb-
ruary 7, 1922, and passed an amending act giving the Debt Funding
Committee larger discretionary powers 14).' '

Section 1 was amended to read:

““to consist of eight members one of whom shall be the Secretary
of the Treasury who shall serve as chairman and seven of whom
shall be.appointed by the President, by and with the advice and
consent of the Senate. Not more than four members so appointed
shall be from the same political party.” v
The second section was amended, taking out the proviso as to the

maximum length of maturity and minimum interest, and in its place
came the provision of the British agreement. '

The Commission was now authorized to make agreements to the
best interests of the United States without being restricted to minimum
conditions. The first agreement with the British became a model for
subsequent negotiations and the United States Government tried to
obtain acceptance of agreements as nearly similar to the British agree-
ment as the financial conditions of the borrower would allow. In each
case the principal was to be repaid over 62 years and the interest rate
was fixed at what was considered to be a fair rate of interest for first
class governmentalv credit over many years. Agreements were reached
with Finland, Hungary, Lithuania and Poland, with some modification
to relieve the burden in earlier years. It is to be noted that with the
probability of the average rate of interest over 62 years not Varying
much from 31/,9, these agreements provided for payment in full.

After these agreements were accepted and ratified, there occurred
a lag in the negotiations. They were resumed in 1925 but these later
negotiations had a different character. There was reluctance on the

) 14) Amendment, Public. No. 445, 67th Congress, H. R., 14254. Pp. 105, 106,
Combined Report. :
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part of the other allies to undertake negotiations although a deter-
mination of the charges of their debts was absolutely essential to balanc-
ing of their budgets and the stabilization of their currencies. This
reluctance was perhaps inspired by fear that the United States would
insist on terms similar to Great Britain’s.

The United States decided to help them overcome their reluct-
ance. In 1925 when London was closed to foreign capital issues, during
the execution of the plan to return to gold standard, the United States
was the only available market for the capital needed for European
restoration. Early in 1925 after much consideration it was decided
that it was contrary to the best interests of the United States to permit
foreign Governments which refuse to adjust or make reasonable effort
to adjust their debts to the United States; to finance any portion of -
their needs in this country. States, municipalities,  and private enter-
prises within the country concerned were included in the prohibition.

The Government then announced that it would object to flotation
in the United States of both private and government loans to a country
which had not negotiated a settlement of its debts. This meant theoreti-
cally the closing of the only available money market and apparently
provided enough pressure to encourage the European Governments to
commence negotiation. The objection expressed by the Government
against the flotation of loans in the American market did not stop com-
pletely the flow of American capital. A considerable amount of money
became -available through processes of indirect financing, — such as
the arrangement made between the Swedish Match Company and the
French Government whereby the latter was provided with money by

* means of a loan of the former floated in the American market. Never
the less, the restriction proved enough of an obstacle to influence the
Allied Governments. In any case during the summer and fall of 1925,
delegates from Belgium, France and Italy met with the Debt Fundmg
Commlttee

In these negotiations the Debt Funding Commission made full use
of its discretionary powers granted by the Congressional Act of February,
1923. It deﬁnitely formulated and made public the principle of ‘“‘capac-
ity to pay” which was to serve as the basis of negotiation for further

. debt funding agreements, and which had already partly guided its

previous settlements. v
. This principle was expressed in a statement issued by the American

Commission on October 1, 1925, with reference to the French negotia-

tions: “We believe it is fully recognized by the Commission that the
only basis of negotiations falr to both peoples is the principle of the
capacity of France to pay”. The principle of “capacity to pay” as inter-
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preted by the Debt-Funding Commission is stated in the Annual Report

of the Secretary of the Treasury for the year ending June 30, 1925 15):

“While the integrity of international obligations must be
maintained, it is axiomatic that no nation can be required to pay
to another government sums in excess of its capacity to pay. The
Commission in its settlement with-Great Britain, made on June 19,
1923, and in subsequent negotiations or settlements has adhered
to the principle that the adjustments made with each Government
must be measured by the ability of the particular Government to
put aside and transfer to the United States the payments called’
for under the funding agreement.”

“Nor does the principle of capacity to pay requlre the foreign
debtor to pay to the full limit of its present or future capacity. It
must be permitted to preserve and improve its economic position,
to bring its budget into balance and to place its finances and cur-
rency on a sound basis, and to maintain, and if possible, to improve
the standard of living of its citizens. No settlement which is oppres-
sive and retards the recovery and development of the foreign
debtor is to the best interest of the United States or of Europe.”
The application of this principle to particular debt settlements is

explained in the Secretary’s report as follows:

' ‘““The Commission has accordingly permitted the foreign debtor
to repay the principal amount of its debt, irrespective of the ma-
turity or the character of the indebtedness, over a period of 62
years, or nearly two generations. There is no government unable
to make the principal payments required on such a basis. It is felt
that the lack of capacity of a government to fund its debt on the
same terms as Great Britain can be readily met by appropriate
adjustment or modification of the rates of interest to be paid during
the period of repayment of principal. And in examining the capacity
of payment the Commission looks not only at the immediate ca-
pacity, but estimates so far as it is able to do so, the future devel-
opment of the nation concerned.”

Belgium. :

The first country to take up negotiations was Belglum The situa-
tion in relation to.the Belgian debt differed from that of other countries
because of agreements made at Paris during the Peace Conference.
Largely at the insistence of President Wilson, Belgium had reduced
her claim for war damages from $ 1,000,000,000 to $ 500,000,000 and
had abandoned her claim for $ 6,200,000,000 gold marks for redemption
of German paper marks forced into circulation in Belgium during the -

15) Combined Reports, p. 37—38.
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war. In exchange for this reduction of her claims, Great Britain, France
and the United States had agreed to forego re-payment. on their pre-
armistice loans and to look to German reparations for compensation.
This arrangement was incorporated in Article 232 of the Treaty of Ver-
sailles. The Treaty was not ratified by the United States. The Dawes
Plan contained the provision that 50/, of the annual payment for rep-
arations after certain deductions should be a charge providing the
repayment of the Belgian pre-armistice debt. France and Great Britain
agreed to accept their proportion, but the Debt Funding Committee
under the provision of the Act could not accept substitution of reparations
for Belgian obligations. It was therefore agreed that the sum due to
her was to be paid to Belgium and that the United States was to receive
from Belgium a series of payments over 62 years, repaying the principal,
interest payment being waived in consideration of the promise made in
Paris, although legally there was no such obligation. The post-armistice -
debt was to be paid with an arbitrary fixed sum for interest during the
first ten years, and 3%/:°/o thereafter ¢).

France.

The first French mission under Mr. Calllaux was not successful, the
principal difficulties arising from the fact that the French insisted on
a safeguarding clause which the Debt Funding Committee was 