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THE POLICIES OF MEXICO TODAY
By Plutarco Elias Calles

TO begin this discussion of the program of work that we are
carrying out in Mexico, and of the origin of the domesticand
international difficulties which now and then hinder my
Government, I wish to quote a paragraph from {an*address |de-
livered by the Viceroy of India, Lord Reading, in March of this
year, before the Legislature of that country, a paragraph which 1
take from the July number of Foreion Arrairs. Lord Reading
said: “The essential principle underlying English institutions is
based on a fundamental unity of sentiment and on a general
desire in issues of cardinal importance to waive the claims of
individual or sectional advantage for the benefit of a common
weal.”!

This is exactly what we are doing or trying to do in Mexico: to
waive the claims of individual or sectional advantage for the
benefit of a common weal. Of course it is neither easy nor agree-
able to develop such a policy truly and with energy in a country
where privileges of every kind and what are represented as rights
— frequently nothing less than immoral or unjust concessions —
have been in the hands of an insignificant minority, native or
alien. In any of the problems that revolutionary governments
have tried to solve in the past few years there is always found,
at the bottom, this struggle between large interests — the real
necessities of Mexico as a whole — and small individual interests
—small in origin, utility and purpose, though often large if
measured in dollars.

Hence the problem of the land in Mexico, the oil problem, the
problem of education of the great masses throughout the country,
and, finally, once again present, what is nowadays considered the
religious problem — which is, as I will explain later on, nothing
else but the conflict between the great chiefs of the Catholic

1“India in Convalescence.” G. Findlay Shirras, Forerey Arrars, Vol. IV, No. 4, p. 659.
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Church and the constitutional laws of Mexico that these chiefs
pretend to ignore.

If one bears in mind that Mexicans possess less than one-third
of the total wealth of the country, one can easily understand
why so frequently in the resolution of Mexican problems, which
of course have always had a marked economic character, we
have friction or difficulties either with foreign governments
defending the interests of their countrymen who consider them-
selves affected by our constitutional laws, or with Mexican land
owners controlling endless tracts of land. And if one considers,
furthermore, that of the third part of the national wealth owned
by Mexicans (running surely above 1,500,000,000 pesos) 60 per-
cent, at least, has been and still is in the hands of Catholic priests
or religious institutions or orders of the Catholic Church, one
can understand why we always have rebellions on the part of
the Catholic clergy who fear at every moment of the struggle to
lose their main strength: the millions that they have accumu-
lated against the definite and express provisions of the Funda-
mental Charter of our country.

The Executive realizes well the difficulties and complications of
all kinds that might come to the Government by following a policy
directed toward putting our nationality once for all on solid
foundations upon which a firm prosperity, certain for the present
and future, could be based. We know also that the work of the
present Administration could have been entirely simplified and
its individual success safely insured by endeavoring to solve only
immediate problems and seeking exclusively economic better-
ment at home, financial stability abroad, and military and polit-
ical power, thus making the way for the administration smooth
and without danger. Nevertheless the Executive, with the
cobperation of the other two powers of government, and backed
by the great mass of the population, has wished and has partly
fulfilled its wishes to formulate and perfect, legally, a system of
reforms of a just and advanced social tendency, with a strong
nationalistic lavor — reforms which will be in the future sources
of general organic peace, collective progress and public wealth,
and which mean the adoption of methods and systems designed
to secure profit from national resources and to defend equitable
national rights. These methods and systems have been adopted
and followed with success by the most civilized nations for
the purpose of preserving their political and economic inde-
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pendence and of assuring their economic prosperity and their
total development.

All that has been said clearly shows that in this work of national
progress, the Government has not been inspired by selfish mo-
tives, pride, or hatred to foreigners. The Government has never
refused to accept the benefits of international collaboration for the
development of the country. It does not think, either, that the
plans of action provided by constitutional law, the product of
the free but prudent exercise of its sovereignty, should prevent
foreign collaboration, which must be restricted only by respect for
our laws and which shall not develop to the point of absorption
working harm to our national interests.

Happily in all these frictions provoked by the nationalistic
policy I have outlined, the unbiased spirit of the courts, that have
studied our laws endeavoring to understand their meaning and
real range, and the reason which supports our cause, have paved
the way for truth and justice to show themselves.

We have wished, once for all, to organize the statutes of our
constitutional laws and enforce them, justly and strictly, in order
to be able to develop our national wealth, and to avert, also,
perpetual misunderstandings and false interpretations of our
legislation and see to it that capital invested in Mexico shall know
clearly what it has a right to expect in this country. Internation-
ally the Mexican Revolution “has no axe to grind,” but wants to
avoid entanglements by adopting clean-cut legislation and by
making foreign investors conform to Mexican law.

The domestic policy of the present Government can be sum-
marized in a sentence: we have believed and still believe that this
betterment can only be got through a formidable effort in favor
of the great masses of the people.

It was essential primarily to establish strict, energetic, honest
administration in all departments of the Government, in order to
solve the first problem: the balancing of the budget. This was
required so that we might resume service on our foreign debt,
meet internal obligations in Mexico, properly develop education,
agriculture and industry, and solve the difficult question of
monetary circulation in Mexico — which was on a purely metallic
basis — with the organization of the Bank of Issue. The success
of this administrative reorganization and financial rehabilitation
was so amazing, that at the end of the first year we had saved
70,000,000 pesos, with which the Bank of Mexico was established
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and later the National Bank of Agricultural Credits was opened.
Side by side with this financial reorganization the Government
has endeavored to establish the basis for a fitting, wise and steady
agricultural progress, paying special heed to irrigation, to the
construction of a network of highways and country roads, and to
an intensive movement in agricultural education. As it was
necessary to consolidate the situation which had been created
by the restitution of lands to the towns, in the form of ejidos,?
and by the division of large tracts of lands formerly always idle,
and in order that production might be stimulated and the sense
of responsibility be developed in the new owners of land, the
Mexican Congress approved the bill introduced by the Executive
creating the ownership of small parcels of land on a homestead
basis. This means the vesting of the ownership of lands recovered
by the revolution not in persons but in homes, so to speak, the
responsibility for neglecting or cultivating these parcels of lands
being, however, individual and not collective.

The system of agricultural production, which was irregular,
disorganized and unscientific — because irrigation works were
lacking ‘and because communication facilities were wanting —
was bound to produce disastrous results. It frequently happened
that a region having exceptionally abundant crops was without
means to transport them to market, wanting communication
facilities and capital and credit. In other regions crops of the
same produce were lost and had to be replaced by importations
from abroad. The result was poverty in the agricultural regions
and the upsetting of economic plans. Henceforth the Bank of
Mexico and the Agricultural Bank, with their many branches,
will contribute definitely towards the improvement of these con-
ditions.

In educational matters Mexico is following the same path
recommended by the Bureau of Education of the United States,
that is, more instruction every day in agriculture and in problems
of rural life, so that teachers and leaders may be developed for a
people of whom four-fifths live in the country.

In conclusion I wish to lay stress upon the fact that a real
religious problem does not exist in Mexico. I mean that there is no
such thing as persecution of a religious character against relig-
ious creeds or opposition on the part of the Government to the
dogmas or practices of any religion.

It is true that the Constitution of Mexico has provisions that

2Lands held in common by the people of an individual town or village.
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the Catholic high clergy consider incompatible with their constant
and illegitimate intervention in politics and questions of state, or
with their holding economic strength as a means of spiritual
influence and a principal factor of domination of a material order.
So long as the clergy do not obtain through the legal means and
methods contained in the Constitution itself, and through an act of
Congress approved by at least one-third of the state legislatures,
the derogation or amendment of the provisions that aim at
crushing the political strength of the clergy by means of making
their properties the property of the nation, the Government ful-
fills an elemental duty in complying with these laws and enforcing
a strict obedience to them. So long as the clergy in Mexico fail to
win over the confidence of the great liberal majority of my coun-
try (a result that can not be attained if the clergy, disregarding
their high functions, hold to the methods systematically employed
so far to secure advantages of a material and political order,
unbecoming to their religious character), I seriously believe
that the abolition or amendment of these articles of the Con-
stitution can not be accomplished.



THE PROSPECTS OF ANGLO-AMERICAN
FRIENDSHIP

By 4. G. Gardiner

QT the present time, the two great English-speaking com-

munities have attalned a state of _agreement unique in

their history. Not one issue of major diplomatic impor-
tance exists to mar the harmony obtaining between Washington
and London. Nor, so far as it is possible to see into the future,
does it seem hkely that such an issue will arise. The causes of dis-
pute are all settled, and there is an entire absence of diplomatic
friction.

But diplomatic relations, 1mportant as they may be, are not
everything. At best their value is negative. If the material pros-
perity and political strength of these two great nations are to be
the positive power for good in the world which they undoubtedly
could be, it is not sufhicient that there should be an absence of
friction between their respective foreign offices; there must be
that active sympathy and friendship between their common peo-
ples which can give rise to something more fruitful, and prov1de a
basis for the performance of those high duties which their joint
efforts alone can fulfil. The resources of the British and American
commonwealths are so commanding that if they were applied to a
common end they could together give a stability to human so-
ciety that has never been achieved in the past.

Unfortunately it is the will to cobperate which at present is
lacking in the relations between America and England. Our
diplomatic intercourse is correct and friendly, but 1t would be
idle to pretend that the more intimate relations between the two
nations are all that they might be and ought to be. Cordial per-
sonal feelings, of course, exist in abundance. When they are really
thrown together few people mix so well as Americans and Eng-
lishmen. But, so far as I am able to judge, popular sentiment in
England toward America has rarely been less cordial than it is
today; and, if the general tone of the press is any indication,
things are not much different in America. A spirit of coolness, if
not of actual host111ty, is abroad which paralyzes full codperation.

This spirit is all the more surprising in that, in large measure
at any rate, it represents a retrogression. Compared with the
relations of other powers, no doubt, the relations of America and
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England during the century preceding the war present a monu-
ment of sanity. To have settled the numerous points of difference
arising during all these years without recourse to force is an ac-
complishment of which both nations may justifiably be proud.
But it is notorious that such disputes have often been conducted
in a spirit of great acerbity, and that considerable bitterness has
remained even when they have passed. One by one, however, the
outstanding points at issue were settled. By 1914 most of the
immediate causes of diplomatic friction had been removed.

Then came the war and American intervention. And with that
intervention the hatchet at last seemed buried and the foundation
laid for solid and enduring friendship. On that memorable day in
April, 1917, when the American entry into the war was being
celebrated in this country, it seemed to those of us who were
privileged to hear the Battle Hymn of the Republic sung within
the walls of St. Paul’s Cathedral that the ancient feud could
never again be revived, and that the two peoples, so tragically
estranged in the past by despotic folly, were at last free to take up
the performance of that task to which their common ancestry
and common 1deals so obviously predestined them.

Nor did the end of the war immediately dim the new vision
that had opened out to us in the resounding aisles of the cathe-
dral. After a brief but disgraceful interregnum of chaos, the Irish
question, which had been for half a century a perpetual cause of
riction in Anglo-American relations, was settled finally and

istly. There is now no Irish question in English politics. With

e concession of virtual independence to Southern Ireland, and

e settlement of the Ulster boundary dispute, this age-long con-

't has vanished from the political landscape. It would be true

say that the proposed levy on the Channel Islands occupies a

ce of far greater importance in the public mind than the Irish
stion does. Indeed, there i1s no Irish question. However be-
1 the concession, and however questionable the motive, no
mable man can deny today that at last England has closed
long outstanding account with wisdom and justice. Nor, in
is it denied even by the Irish themselves. A negligible frac-
t is true, still strive to keep smouldering the ancient fires of
. But the vast majority are well content with the settle-
and through the mouths of responsible leaders like Mr.
ve have paid ample tribute to the spirit in which England
formed her side of the bargain.
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The omens were no less favorable in the sphere of international
relations. No Englishman in his senses ever supposed that the
Anglo-Japanese Treaty could be used against America. But it is
easy to see that to America, whose only possible rival in the
Pacific is Japan, the alhance had inimical potentialities. And
certainly it must be conceded that American criticism of the atti-
tude which it led us to adopt with regard to the ambitions of
Japan in China, were fundamentally sound and justifiable.
Largely in deference to American feeling that alliance has now
been allowed to lapse, and there is no prospect of its being re-
vived. On the contrary, in all that concerns our policy in the Far
East, 1t seems inevitable that our influence should be increasingly
exerted in a direction favorable to American interests and op-
posed to those of our late allies. Whatever may be thought about
the wisdom or unwisdom of the Singapore naval base, it is in
Japan and not in America that it is regarded with disquiet.

Similarly with the question of sea-power. Save in the minds of
congemtal jingoes and chauvinists, there can never have been
any question of serious rivalry between the navies of the twc
nations — at least in the twentieth century. But whatever fear
may have been entertained of a possible supremacy of the jingoe
and, with that supremacy, an insensate race of armaments, the
have been largely set at rest by the agreements signed at Washin
ton. And the history of that memorable conference makes it qu
plain that it was not the attitude of the representatives eithes
America or of England that prevented an even fuller measur
naval disarmament. If it had not been for French opposition
vestiges of this possible source of antagonism would have
totally removed.

It 1s not, therefore, for lack of favorable circumstances
the seeds of complete friendship and understanding which
planted during the war have failed of full fruition. On th
trary, as I have already remarked, the diplomatic relatic
tween the two nations have seldom if ever, been more s
tory. Ancient sources of irritation have been removed.
causes of disputes have been anticipated and destroyed A
is the memory of a common and glorious partlcx})at
struggle to preserve the characteristics and usages of a
dear to both nations. Yet, with all this, the mutual feeli
two peoples have once more become estranged. The fu
ation which might have taken place with such infinite
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the rest of the world has broken down, and an atmosphere of
aloofness and restraint, in which no real understanding can
flourish, clouds and embitters our mutual relations.

It is not the purpose here to attempt to assess and distribute
the measure of responsibility for the revival of Anglo-American
acerbity. That can only be done by one who has a greater degree
of impartiality than any present citizen of either nation can lay
claim to. We of this generation are too moved by the little eddies
of the day to be able correctly to estimate the force and the
direction of the main currents.

Partly no doubt it is due to English misdemeanors. There were
blunders in policy —to put a charitable name upon some of
them — which alienated the sympathies even of the best elements
in American public life. It would be useless, for example, to at-
tempt to excuse the folly and the short-sightedness of the step
whereby, at the election of 1918, the statesmen in charge of our
destinies bound their hands by impossible and unscrupulous
pledges, and prevented themselves in advance from affording the
representatives of America at the Peace Conference that full
measure of open support which should have been rendered. That
was a disaster which will be writ large on the annals of history,
and whose consequences neither this generation nor the next will
cease to expiate.

Partly, no doubt, the irritation is due to the recollection of
historic wrongs and ancient grievances. Englishmen, who pride
themselves on their sense of the past, will not find it difficult to
understand why Americans cannot easily forget the circum-
stances which gave birth to their independence. Nor will they
find it hard to see why it is that the disputes of the nineteenth
century, which to them were incidents of minor importance,
should appear to Americans in quite another perspective. No
doubt the memories of these things, which have become part and
parcel of the American tradition, are not to be wiped out by the
diplomatic unity of a single generation. Nor is it to be expected
that the bitterness which the English treatment of Ireland has
introduced into Anglo-American relations should disappear in an
instant. Just because many of those who now cherish such feelings
are far from the scenes and the incidents round which their re-
sentment lingers, it is perhaps natural that they should remember
when others are prepared to forget, and keep alive what others
are prepared to let sink into oblivion.



10 FOREIGN AFFAIRS

Again, I have no doubt that there is still much in our manners
which calls for improvement. The old attitude which treated
Americans as colonials who had broken away from the family,
and which regarded acquiescence on their part in our point of
view as something inherent in the order of nature, was intolerable
though not wholly unintelligible. We English have been noto-
riously lacking in the finer arts of international courtesy in the
past, and we have lost not a few friends and made not a few
enemies in consequence. But in this respect we are today the vic-
tims of the follies of our forefathers rather than of our own. So
far as I am able to judge, the old attitude which has made us dis-
liked is fast disappearing, and Americans of today labor under a
great misapprehension if they mistake our natural reserve for a
pose of superiority.

We were certainly never a less self-satisfied people than we are
today. Five years of depression and general stagnation of trade
have bred an acute and widespread distrust of our institutions
and our methods, and the prevalent tendency is to underestimate
rather than to overestimate the relative advantages of our posi-
tion and America’s. The amazing industrial triumphs of American
capitalism, the abounding material prosperity and comfort of
Americans, have made a deep impression on the minds of a people
who — wrongly, as I think — are all too ready to think that their
own days of opulence are past. The pendulum has swung right
over with a vengeance. Today no praise can be too extravagant
for things American. Do our industries languish? It is because
they have not adopted American methods. Are industrial rela-
tions at all strained? It is for lack of the American spirit. Is our
monetary policy vulnerable? We are told to look to American
bankers for guidance. America, in short, can do nothing wrong —
at least in the sphere of economics! Serried ranks of business men
return from America and exhort us to imitate things American.
Even the socialists now distinguish between American and other
capitalism, and the other day, in the House of Commons, one of
them went so far as to suggest that the Government should send
an industrial mission to America to see if there, in the Eldorado
of the West, were not to be discovered means for the healing of
British industry. I am convinced that Americans who still com-
plain of English arrogance are to a very large extent mistaking
the sentiment of the past for the present fact. Our state of mind
today is very far from being arrogant.
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Of course this view may be wrong. It is difficult to see ourselves
as others see us, and it may be that to outsiders we are still un-
regenerate. But even if this were so, even if all the accusations
which are brought against us were proved, there would still
remain another side to the question which no fair-minded judge
could refuse to take into account. We too, on this side of the
water, have our grievances, and any view of the general problem
of Anglo-American relations which does not take account of
these must necessarily be one-sided. It is as important for Amer-
icans to understand the causes that make for English irritation
with America as it is for us to appreciate the reverse case, and in
this article I am mainly concerned to indicate the springs of the
resentment which on this side of the Atlantic are contributing to
vitiate Anglo-American sentiment.

The chief cause of estrangement is the debt settlement. Wher-
ever one goes there is a deep undercurrent of dissatisfaction with
the way we have been handled in this matter. It is not very vocal.
It does not get into the papers very often. It is not one of the
matters we discuss much in public. But it is there, and careful
American observers have remarked it. Partly, no doubt, this is
due to mere resentment at having to part with our money. As
Jeremy Bentham once remarked, at no time in the history of the
world have creditors been popular, and the British taxpayer,
burdened as he is with a weight of taxation unprecedented in
history, would be more than human if he did not feel some morti-
fication at the fact that for every pound sterling he earns, he has
to pay 9d. to a creditor whose economic position he has come to
regard as being in almost every respect vastly more comfortable
and happy than his own.

But there is more in it than that. The resentment which really
counts is based on less ignoble feelings. In the main your English-
man, though like other men he hates partmg with his money, is
too much of a business man to harbor malice at having to meet an
obligation which he has contracted in the course of straight
business. He will dislike losing the money, but he will consider
himself under a moral obligation to pay, and though he may
envy his creditor, he will not like him any the less for it. But the
whole point is that, in this case of the war debt, he does not feel
that at bottom there does exist the same moral obligation. He
cannot persuade himself that it was contracted in the normal
course of business. He cannot agree that war debts and debts
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contracted in ordinary business are on the same footing. He re-
gards the expenditure on the war as being expenditure incurred
for a common object, and he cannot bring himself to believe that
the mere bookkeeping entries of such expenditure have the same
binding force as they have in the more material relations of
commerce.

On an impartial view of the matter, he has some justification
for this attitude. If we did wage a common war — and I have yet
to hear the man who denies it — is it really possible to allocate
the burden on purely commercial principles? No one has at-
tempted to apply such principles to the sacrifice in men. Is there
any more justification for applying them to materials? If America
sent a detachment of machine-gunners plus equipment for the
reinforcement of our defenses no indebtedness of this strictly
computable nature was incurred. The sacrifices she made were
agreed to be invaluable. But if she sent equipment only, ap-
parently the sacrifice was to be assessed on quite a different basis.
Are we wholly without reason if we sometimes find America’s
present attitude a little materialistic?

It is no answer to this indictment to point out that we, too, are
insisting on payment. Again and again we have made it clear
that the only ground for our insistence is the necessity of cover-
ing, at least in part, our payments to America. We did not incur
the debts for ourselves. We financed our efforts with our own
sacrifices. England was the one European power which conducted
her war finance on rational financial principles. If it had not been
for the necessities of our Allies we should not have owed a penny
to America. The £33,000,000 which we are now paying annually
to America is interest on sums which were borrowed 1n order to
make things easier for France and for Italy. All that we are now
saying to these two nations is that if America insists on exacting
her bond, they must do something to meet their share of the com-
mon obligation. It is notorious that if America had not insisted
upon a “business settlement,” England would have been quite
ready, in the common interest, to cancel all debts due to her. It is
no exaggeration to say that America is the real obstacle to com-
plete settlement of the problem of inter-allied indebtedness. Can
Englishmen be blamed for resenting it a little?

But putting all this on one side, and accepting the assumption
that the debts incurred in the common struggle are appropriate
objects for the application of purely business principles, English-
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men still feel that they have a grievance in this matter. When they
contrast the stern treatment which has been meted out to them
with the easy terms which have been accorded to others, it is not
unnatural that they should feel that they have been somewhat
roughly handled. They cannot but feel it unjust that they should
be called upon to pay more than three percent while the Italians,
for instance, should pay less than one. Was their conduct of the
war less meritorious than that of the Italians, they ask them-
selves. Were their motives less pure? Were their sacrifices less
onerous? What have they done, they say, that they should thus
be singled out for spec1ally severe treatment?

Indeed, surveying the course of international relations since
the war, the Englishmen sometimes find it hard to avoid the
suspicion that they are still the object of peculiar animosity in
America. No doubt this is very irrational, but it is not unnatural.
They see the mildest complaint on their part treated as if it were
a mortal insult. They see, on the other hand, the grossest outrages
against the common peace on the part of other nations allowed to
pass unnoticed. An Englishman visiting the States today will
encounter criticisms of his country in p%enty If he ventures to
defend his point of view, he may obtain a hearing, but he will al-
ways be regarded as a propagandist. Yet all around him he will
find the most blatant French propaganda accepted almost with-
out question. In fact, sometimes he might well ask himself, did we
march into the Ruhr, or did the French? Did our Prime Ministers
systematically oppose anything which might conduce to the
pacification of Europe, or did M. Poincaré? Is it possible that after
all we are the villains of the post-war drama, and our late Allies
on the other side of the Channel the most injured and the most
pacific nation in Europe?

All this may be very superficial, but it does not tend to the
establishment of friendly relations. Nor do we find the attitude of
certain American journalists and politicians very reassuring.
There 1s a certain game called “Twisting the Lion’s tail” which
is very popular among certain of your public men. It is a very
amusing game no doubt. But it does not conduce to mutual
friendship. When I was in America shortly after the war, a
Presidential election was in prospect, and Mr. Hiram ]ohnson of
San Francisco was regarded as a possible Republican candidate.
It was impossible to avoid observing that Mr. Johnson’s first step
in his campaign was to go to Boston and make a violent anti-
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British oration. I am not sure that Mr. Johnson wanted to do it.
But the fact that he did do it is obviously evidence that there is a
certain section of the public at any rate to which such demonstra-
tions are welcome. Senator Borah is another devotee of this game
of tail-twisting. He does it very effectively, too, on occasion. I do
not think any single incident in the relations of the two countries
since the war has caused such widespread indignation and feeling
of outrage as his recent resolution in the Senate. The Senator may
have been misunderstood. The question he raised was highly
technical in nature. But certainly to almost everybody over here
his resolution read like a deliberate attempt to embitter relations
between the two peoples.

No doubt it is possible to overemphasize the significance of all
this, but there can be little question that it leads to much ill-
feeling. Certainly there are many Englishmen who feel that it
considerably mitigates the force of whatever complaints of our
tactlessness and lack of consideration for the feelings of other
" nations may be uttered from time to time by Americans.

Apart from all these sources of local irritation, which after all
are largely of the sort that men of long views will find it wise to
ignore, apart even from the whole question of debt, there are
deeper causes of estrangement. And these causes are none the less
serious because it is the more liberal-minded Englishmen, the
Englishmen who set most store on complete harmony with
America, who are most keenly aware of them.

Frankly we do not feel that America is contributing her share
to the comity of nations. We do not feel that she is doing all that
we have a right to expect her to do towards the maintenance of
western civilization. We cannot forget that in the ultimate
analysis, it is America’s refusal to participate in the work of
European reconstruction which is responsible for our present
troubles. It was America’s refusal to agree to the Tripartite
Treaty and the Covenant of the League of Nations which is the

rime cause of the chaos and confusion which have characterized
European diplomacy since 1919. And, as we survey the history of
the years which have passed since that refusal, we find it hard to
withhold from America the condemnation reserved for those who
having put their hand to the plow turn away before the furrow
is done. Who can believe that if America had been in the League,
the French would ever have marched into the Ruhr, that the
German mark would have been allowed to collapse, or that
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Europe would have become as she is today, the distracted battle-
ground of mutually suspicious powers, not fighting only because
they are too exhausted to fight? In the light of the debacle of
Geneva, it is hard to refrain from the reflection that if America
had been playing her part, these things would never have been.

For this reason it is particularly hard to suffer in silence the
reproaches which are periodically hurled at us from across the
Atlantic that we are incapable of managing our own affairs, that
we have no will to peace, and that therefore reasonable people
will have nothing to do with us. Europe is hopeless, say our Amer-
ican censors; it always has been hopeless, and it always will be.
But why are we hopeless just now? Is it not just because our
critics have themselves let us down, have themselves shirked the
business which they had given us to expect they would undertake?
It is peculiarly galling for Europeans to be reproached by Amer-
icans for complications which would never have arisen had
America done what all her actions up to the time of her retire-
ment justified us in expecting of her.

Of course, if it had been anticipated that America would retire
at the last minute, the whole structure of alliances and treaties
which were built up at Versailles would have been different. The
League of Nations, if it had been formed at all, would have been
formed on another model. The subsequent history of Europe
would have flowed in another channel. I am not here concerned
to argue that the ultimate powers for good of the treaty structure
which would have grown up would have been greater than those
of the structure we know. But that it would have been better
suited to suffer the strains and stresses which we now endure is, I
think, incontestable. Americans may succeed for a time in avoid-
ing the evil effects of the consequences of their abandonment of
Europe, but they cannot evade responsibility for them. They
must not be surprised, therefore, if Europeans sometimes take it
amiss when they reproach them for these consequences.

Such are our grievances against America. If I have spoken with
greater frankness than is customary in dealing with this delicate
matter, I can only plead that my subject is of supreme importance
and that in all my relations with Americans I have never found
anything was lost by plain speaking. And the matter is urgent.
It has been the capital theme in world affairs since the signing of
the Armistice, and the seven years which have elapsed since then
have not diminished its importance. So far as this country is con-
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cerned the debt issue, indeed, is likely to become less urgent as
time goes on. With the aid of the share which we shall receive as
reparations and the payments from France and Italy, the contri-
bution which we ourselves shall be called upon to make will be
reduced to more manageable dimensions. As time goes on, and as
our industries recover, the dead weight of the burden whlch we
are bearing may be expected to be lightened. And if the Dawes
plan continues to work, the same will be true in large measure of
France and Italy. It will be for America to decide whether she,
who went into the war declaring that she did not want a mile of
terrltory or a cent of reparations, shall become the ultimate
remplent of the vast sums which year by year for three genera-
tions the German people will be called upon to contribute.

The main problem, the problem of organizing the peace of the
world, will remain. And unless and until America decides to
abandon her present pohcy of isolation, it is a problem which
must remain unsolved. It is 1mp0551ble to lay a permanent foun-
dation for peace among nations when the greatest nation of them
all—for that is what America has undoubtedly become, at least in
point of potentialities — remains distantly aloof. It is a supreme
irony of hlstory that the League of Nations, which was a con-
ception born in the minds of American statesmen and brought
into being by their fostering care, should today have to work
without American codperation. There is a vacant chair in the
Assembly at Geneva, and until its rightful occupant takes her
place the proceedings of that body will always have about them
something of the atmosphere of a sham.

The extent of her wealth, the quantity and the quality of her
population, her superb geographlcal position and her great pac1ﬁc
traditions, have all conspired to give America a unique position of
predominance among nations. That position carries with it great
privileges, but it also involves great responsibilities. And in the
long run they are responsibilities which cannot be evaded. The
doctrine of isolation 1s not only selfish: it is out of touch with
realities. The modern world is a unit, and no single nation, no
matter how great its wealth or wide its territories, can afford to
remain detached from the other nations without endangering its
own interests. It is not, and it cannot be, a matter of indifference
to America that Europe should be a political and economic chaos.
Americans, too, are damaged, even in a pecuniary sense, if Eng-
lish and German and French conditions are not all they might be.
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Even from the narrowest material point of view, America cannot
afford to let the rest of the world go without her aid and assist-
ance. Even if the whole structure of reparations and inter-allied
debt agreements remains exactly as it 1s today, America will be
forced by the mere aggregation of her claims on Europe to play a
bigger and bigger part in the organizing of the European comity.
She cannot continue to amass large holdings of property in
Europe without becoming vitally interested in the stability of
European institutions.

Yet this is not the real question. Even if it were possible for
America to remain permanently detached from the affairs of the
rest of the world without jeopardizing her own interests, it would
still remain questionable whether it was right for her to do so.
For any nation which regards its position in the world from any
but the lowest standpoint, the question of what is right for it to
do is not a question of what it can get out of the world, but what
it can do for it. The material greatness of America will avail her
little before the great tribunal of history if, when her record comes
to be examined, it is discovered that to the healing of nations she
contributed nothing but demand notes for debt payments and
smug aphorisms on the decadence of Europe. It is not thus that a
nation offers proofs of its greatness. And the plain fact is that at
the present day America could save the world, and that without
her the world will not find salvation.

It is for this reason that the establishment of a real friendship
between the two great English-speaking peoples of the world is of
such capital importance. Bound together by a common language
and a common tradition, by a thousand intimate ties of a com-
mon ancestry and a political heritage which we could not re-
pudiate if we would, we have it in our power not only to restore
peace to this troubled world, but so to organize it as to remove
once and for all the shadow of war and all its barbarous associa-
tions which now make civilized existence little short of a night-
mare. The one good thing in the history of the post-war period —
the Dawes Report and the London Agreements — is the fruit of
such cobperation, tentative and hesitant it is true, butabundantl
indicative of the immense power for good which could be wielded
in closer association. It is to promote that closer association,
not merely in the interests of the two commonwealths themselves
but in those of the world at large, that I have written with a can-
dor which T trust will not be misunderstood or resented.



WORLD FOOD RESOURCES
By Alonzo Englebert Taylor

ROM the standpoint of recovery from the war, the prob-
Flem of the food resources of the world is one of special

interest. With full recognition of the importance of agricul-
tural raw materials for industrial use, attention is here confined to
foodstuffs, feeding stuffs, and farm animals. It seems simplest to
proceed with the discussion topically rather than chronolog-
ically. Wherever comparisons are made between pre-war and
present positions, allowance for change in poFulation has been
made in accordance with the somewhat fragmentary data
available in official records.

The definition of the food resources of the world must include
terms both of statics and dynamics. The food resources are a
composite of the goods (the foodstuffs) and the services in com-
merce and distribution through which these are made avail-
able for consumption. It is easy to overemphasize the goods, to
undervalue the services. The Great War effected a decline of
production in Europe and Russia, a distortion of production
elsewhere. The services in commerce were directly perverted in
Europe and less directly, though still effectually, elsewhere.
Post-war reconstruction includes recovery from direct and in-
direct effects on production and restoration of the appropriate
services in commerce. The purpose of this article is to sketch in
broad outlines the war injuries and the post-war recoveries, and
to indicate that the processes of production have made rela-
tively more rapid recovery than the processes of commerce.

As the war developed, it affected, to some extent, the forces
engaged in ravitaillement in practically all countries of the world.
The specific injuries may be described and given a qualitative
appraisal, but not a quantitative estimation. World statistics
on food production, inadequate at the best, fell into disorganiza-
tion during the war. The forces tending towards recovery are
open to qualitative appraisal, but again cannot be stated in
quantitative terms, for reasons of deficiencies in statistical data.
It is, however, possible to formulate an appropriate statement
of the present position, as contrasted with that of 1914.

Agriculture 1s a complex operation; the results depend not
only upon technical considerations but upon the non-agrarian
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conditions as well — the monetary situation, fiscal policy, trans-
portation and trade restrictions. Broadly considered, in any
decade the position of agricultural production is as much de-
pendent upon external factors as upon the factor of agricul-
tural potential. By the term agricultural potential is meant the
productive force corresponding to maximum outturn represent-
ative of soil and climate under intensive operation. One may
say that agricultural potential is a driving force that is con-
tinuously modified by factors outside of climate and agricul-
tural technique. World agriculture is a part of world division of
labor; both within countries and between countries, agriculture
competes with itself and with urban industries. One must en-
deavor to appraise both world-wide and local circumstances,
but without overemphasis on either.

The first direct war injury to agriculture was the destruction
of workers in belligerent countries. We possess no trustworthy
tabulation of the proportion of the killed and disabled that
belonged to the rural class. Certainly, it was heavy. Indirectly
also, the working forces of agriculture were injured by overwork
imposed on women and children. The war wastage in horses
has imposed hardships on peasants in all countries. The loss of
trained farm workers was a serious injury to European agri-
culture; but the landed population has extraordinary powers
of recuperation, and the shortage of workers has found less ex-
pression in outturn than was expected. Following demobilization
there developed a tendency of country men to remain in the
cities, and this attractiveness of urban life seems to have per-
sisted. As against this, however, stands the continued residence
in Europe of many of the emigrants who returned to mother
countries during and after the war, a point of especial impor-
tance in countries like Italy.

Outside of Europe, the working forces of agriculture prob-
ably have been relatively increased, not in the United States, of
course, but in many other countries. To a considerable extent,
however, this finds expression in outturn of industrial materials
rather than in production of foods and feeding stuffs. The gross
toll of war, as affecting agricultural working forces in the world,
has probably been compensated for by increase of population
outside of Europe. But the abnormal distribution of farm en-
ergy is significant for Europe, because it is more important to
Europe to have foodstuffs raised at home than in distant parts
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of the globe. It may be years before the pre-war fluidity and
adaptability are restored to agricultural labor in Europe, in-
cluding Russia. And the effectiveness of the restoration of
agricultural labor within countries and migration between
countries will be dependent upon social developments within
the agrarian class that cannot be foreseen.

Farm labor wages are in most countries high compared with
the pre-war level, but stand lower than urban wages. Farm
workers regard the wages as low in purchasing power; land-
owners, however, regard them as high in terms of farm prices
of agricultural produce. The relations between real wages of
city and country workers and real labor costs of landowners
seem everywhere to be regarded by agrarians as out of line with

re-war conditions.

The soil of Europe suffered injury during the war. Direct
battlefield injury has been almost entirely effaced. But indirect
injury to soils occurred through disruption of rotation, lack of
chemical fertilizers, subnormal cultivation, deterioration of
drainage and terracing, infestation with weeds, and in some
regions through abandonment; and this has not been completely
made good. Established pastures were lost by being plowed up
or injured by overgrazing, and these have not been fully re-
stored. In each country some vestige of soil injury remains,
probably not to be entirely repaired for another decade.

Insofar as agriculture depends upon chemical fertilizers, the
world is in better position than before the war, since with the
perfection of the Haber method for fixation of atmospheric
nitrogen, the development of the phosphate deposits of northern
Africa, and the widespread testing-out of potash deposits in
various parts of the world, the measurable resources of these
fertilizers have been materially enlarged. The operations of the
Franco-German potash agreement mean expansion in produc-
tion and distribution. But to date, crop yields in many coun-
tries suffer from lack of chemical fertilizers, the prolonged deple-
tion has not yet been made good, and buying facilities are
cramped over most of Europe.

Agriculture in Europe, and also elsewhere in the world, was
injured through the disruption of established rotations. This
was done in order to secure larger immediate returns, but it was
to the detriment of later returns. The injury appeared directly
in the form of lowered crops, and indirectly through lack of
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crops in the period of transition. Grass-lands that went under
the plow are now being returned to grass, but for several years
will yield little pasturage. In surplus-producing countries estab-
lished rotations were disrupted in order to expand the cultiva-
tion of the crops with premium prices. The post-war reconstruc-
tion, the adaptation for current or prospective markets as against
the abnormal war market, entails a reversion to the pre-war
scheme of rotation or an adaptation of it, and repair of the soil
injury due to abnormal rotation.

1I

It is difficult to make comparison of pre-war and post-war
production of cereals. In Asia the estimate of cereal crops is
very defective. The pre-war estimate of cereal crops in Russia
was faulty and is still more defective at present. Changes in
boundaries in European countries complicate the situation.
Using the latest estimates of the crops, as given in the publica-
tions of the International Institute of Agriculture, with full
allowance for lack of comparability, one will derive the impres-
sion that the cereal crops (including wheat, rye, barley, oats,
corn, and rice), taking the average of the crop years 1924 and
1925, are somewhat below the average of five years before the
war.

The position of cereals is to be judged by acreage as well as
by yields. Surveying the tabulations of acreage in the latest
compilations of the International Institute of Agriculture, one
draws the inference that cereal culture in the years 1924—25 had
regained its pre-war range of dimensions for the world as a
whole, but was still somewhat behind in Europe, possibly by as
much as twelve million acres, largely in Russia. Yields per acre
tend to be lower than before the war, due to poorer cultivation
and scarcity of fertilizer. In some European countries, such as
the United Kingdom and the neutral countries surrounding Ger-
many, cereal acreage was expanded during the war, but has
already receded again. The cereal acreage of the Americas and
Australasia is above the pre-war level. India has changed but
little.

All in all, the crops of cereals seem restored nearly to pre-war
normal, so far as agricultural potential at least is concerned,
the remaining abnormalities being due to economic rather than
to agricultural limitations. The contractions in Russia have been
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partly balanced by expansions overseas. But these expansions
mean less to Europe than do the contractions in Russia.

Before the war, oil seeds were becoming increasingly important
to Europe. Excepting the flaxseed of Russia and Argentina, the
sunflower seed of Russia, and the ground nuts and soya beans
of Asia, most of the oil seeds were of tropical origin. The fats
were used in Europe as food and for the manufacture of soap
and other industrial products; the meal was very important as
concentrated fodder for dairies and feeding yards. During the
war the neutral and allied countries suffered from enforced
deprivation of oil seeds almost as much as the enemy countries.
The international trade in oil seeds has recovered slowly, for
various reasons, some of which are inherent in the backward-
ness of the countries of origin. The international statistics of
production, distribution, and consumption of oil seeds are very
defective; but it seems certain that European consumption of
oil seeds is still below the pre-war level.

The acreage and production of potatoes and legumes have
been restored. Probably the production of vegetables and fruits
has been increased.

The sugar production of the world is now 25,000,000 tons
and notably exceeds the pre-war outturn of 19,000,000 tons.
Before the war, the outturn of cane sugar (almost wholly out-
side of Europe) was about 10,000,000 tons, of beet sugar (almost
wholly within Europe) 9,000,000 tons; the present outturn of
cane sugar is some 16,000,000 tons, while that of beet sugar
does not exceed the pre-war figure. The war reduced the acreage
of sugar beets, but stimulated the planting of sugar cane. While
many of the countries of Europe have recovered their pre-war
outturn of beet sugar, Poland, Germany, and Russia are still
heavily in arrears. In consequence, the sugar supply of the
world has a different complexion and distribution than it had
before the war. When the prospective recovery of beet sugar is
attained, sugar will be the outstanding example of increased
agricultural production achieved as a result of the war.

The war inflicted a heavy reduction in the world herds of
domesticated animals. The herds were reduced in Europe in
order to supply army rations and to permit of greater efficiency
of agriculture in terms of calories, since primary foodstuffs are
much more efficiently produced than are secondary foodstuffs.
It is impossible to give figures for this reduction in herds, either
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in units or in outturn of meat and dairy products. The extent
of slaughter was exaggerated during the war, since peasants
quite generally concealed animals. For many countries the cen-
suses of domesticated animals are made at infrequent intervals
and with little accuracy. The best estimate is of horses and
cattle, the poorest is of sheep. The war naturally carried with
it a great reduction in the count of horses.

Converting domesticated animals into a common unit, with
the use of the figures for pre-war and post-war estimations of
livestock contained in the publications of the International In-
stitute of Agriculture, one arrives at the round figures of 1,025,
ooo,000 units for the pre-war estimate and 1,065,000,000 units
for the post-war estimate. The pre-war ﬁgures date all the way
from 1910 to 1914; the post-war figures date all the way from
1921 to 1925. The pre-war figures are more complete, as of
1914, than are the post-war figures, as of 1925. These, however,
are not enumerations or even relative estimates; they are “‘guess-
timates.” Changes in boundaries introduce uncertainties. Judged
as mere numbers, it seems reasonable to conclude that war losses
in livestock, outside of horses, have been made good. The average
age of the animals is probably lower than it was before the war.

Equally important was the reduction in outturn of edible
foodstuffs per head of domestic animals, due to undernutrition
of animals in most European countries during the war and to
reduction in the average age of slaughter in the surplus-producing
countries outside of Europe. This had in Europe the result of
making the ration of meat and dairy products relatively lower
than the count of animals. This defect has not yet been repaired,
since the purchasing power of Europe has not yet recovered to
the point of supporting the pre-war level of feeding operations.
Europe was a feeding yard, dependent directly and indirectly
uFon imported feeding stuffs to the extent of 20 to 40 percent

the outturn of meat and dairy products. In some countries
importations have been fully restored, in others only to a
minimal extent.

Since the agriculture of Europe cannot with domestic feeding
stuffs effectively maintain the present count of domesticated
animals, the outturn of animal husbandry is directly dependent
upon the purchasing power of the continent. Under these cir-
cumstances, animal husbandry in Europe stands below the pre-
war level in terms of edible outturn, and this may be expected
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to continue to a diminishing extent for possibly another decade.
The consequent shortage in milk supply naturally causes more
apprehension than the reduction in meat.

According to reliable trade statistics, the annual world export
of chilled and frozen beef, mutton, and lamb has now risen to
over 1,300,000 tons, as against less than 800,000 tons before the
war. Until that time the exports of British dominions furnished
over 40 percent of the total; at present their export is about the
same in tons but is little over 25 percent of the total. The heavy
expansion during this interval has occurred in South America.
The South American export in 1913 was under 500,000 tons;
the average of 1924 and 1925 was over 1,000,000 tons. European
imports of lard from the United States are roughly 400,000,000
pounds per year more than before the war.

The heaviest importer is the United Kingdom. During the
five years before the war, the average imports of frozen and
chilled beef, mutton, and lamb into the United Kingdom were
757,000 tons; at present, imports are a little under goo,000 tons.
Using trade estimates for present production of home-grown
meats and the estimate of Wood for pre-war production of home-
grown meats, it seems clear that the total consumption of beef,
mutton, and lamb in the United Kingdom is about 2,000,000
tons. Before the war, it was 100,000 less than that. Home pro-
duction, however, i1s smaller and imports are larger.

As to continental Europe, the consumption of animal products
in some countries has reached the pre-war level; but in some
countries home production still lags behind and consumption is
maintained by increased imports. In central European coun-
tries, however, the level of consumption of meat and dairy
products is below the pre-war normal. The commercial
world production of butter and cheese has been more than
restored to the pre-war level, mostly due to expansions outside
of Europe; it is still below the pre-war level in France, Germany,
and Russia. The international movement of butter and cheese,
heavily reduced by the war, did not recover the pre-war level
until 1924.

The imports of animal products must be paid for either with
goods and services or out of capital, except as they may be
secured through loans and credits. Since the industrial produc-
tion and export trade of Europe have not been restored to the
pre-war level, the increased importation of animal products may
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be reasonably regarded as one expression of European use of
American loans. With each year, however, we must expect the
feeding yards of Europe to be expanded, so that the continent
will import relatively more feeding stuffs and relatively less
animal products. The prospect of this readjustment is not attrac-
tive to the foreign countries that have expanded the production
of animal products, since they will be compelled to retrench,
cut prlces or develop new markets.

It is approximately correct to state that the food supply of
the world has been practically restored, in terms of calories.
The distribution, however, is abnormal, in that there is dimin-
ished production in Europe and Russia and expanded produc-
tion in outlying areas of both the northern and southern hemi-
spheres. As a result, there has been increased ocean tonnage of
foodstuffs, partly for the purpose of making up the deficit in
the domestic supply of Europe and partly for the purpose of
making good the lapse of Russia. If Europe and Russia are
restored to the relative pre-war outturn of agricultural produce,
the agricultural outturn of the world may be somewhat in excess
of the per capita level of 1914. Until then the dietary of Europe
may be expected to remain more vegetarian and lower in animal
products than before the war; neither the agriculture, the food
supply, nor the industry of Europe can be expected to recover
until Russia is restored to her position in reciprocal production
and consumption.

The low standard of living in Russia is part of the agricul-
tural disability of the country, since the inability of the peasant
class to come into contact with the goods of western European
countries lowers the agricultural outturn of that country. This
may look like putting the cart before the horse, since it has been
stated that the low agricultural outturn of Russia prevents her
from exchanging exportable surpluses of farm produce for man-
ufactured goods. Nevertheless, it is clear that the low standard
of living of the Russian peasant, his more or less complacent
adaptation to it, and the break-down of trading with Europe,
have left exportable surpluses unexported and have dulled the
incentive to agricultural production.

It is, of course, not to be inferred, because the food supply of
the world is not far below the pre-war normal in relation to pop-
ulation, that this holds for the separate continents in equal
proportions. The facts are quite to the contrary. The food supply
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of the United States is above the pre-war level; that of Europe,
even without including Russia, is below the pre-war level. But
within Europe no rule holds. In certain countries in Europe the
diet is fully the equal of the pre-war diet; indeed, in some coun-
tries, like Italy, it 1s distinctly superior. In other countries, of
which Austria is a pathetic illustration, the food supply is poorer
than before the war. Lastly, within any country there are vari-
ations within classes. Throughout Europe and Russia the middle
class has been grievously dispossessed during the past ten years,
both as to fixed investments and emoluments. This finds ex-
pression in restriction of the standard of living, including the
food supply. Wherever unemployment has long continued, the
dietary falls, despite doles and other forms of aid, as has been
the case in the United Kingdom. Everywhere it is necessary to
guard against generalizations and to particularize the state-
ments applied to the dietary. But signs are not wanting to sug-
gest that during the present season the purchasing power of
Europe will be under heavy stress.

III

The war and post-war political developments brought with
them extensive changes in the ownership of land. The war prac-
tically completed the defeudalization of Europe, including
Russia. Throughout Europe, with the exception of Hungary,
a definite scheme of parcellation of land has been undertaken
as a policy and to varying extents carried through in practice.
In no country has the process been completed, all are in transi-
tion of ownership with various degrees of resistance and lag,
the otherwise inherent difficulties being exaggerated by scarcity
of capital and credit. This defeudalization, the splitting up of
ancestral holdings into small parcels for peasants, was accom-
Ehshed in some countries without compensatlon to the original

olders. In some countries the programs of compensation agreed
upon have not been adhered to; in some countries the compensation
has been nullified by depreciation of state bonds and currencies.

Parcellation of the land may be expected to carry with it,
for a time, reduction in efficiency of cultivation and in outturn
of produce. Several factors contribute to this result. The pre-war
exportable surplus, especially of Russia, came from the large
estates and to a considerable extent represented exploitation of
farm labor. A low standard of living in the peasant class ac-
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counted for a large part of the produce supplied by the estates.
The families of the peasants, taking advantage of ownership of
land and control over their own produce, now allot to them-
selves a better and larger diet than they received as farm workers
on the large estates. They cultivate their holdings from the
standpoint of family subsistence, rather than from the stand-
point of merchandisable surplus, such as the large estates sought
for cash crops. When the land is subdivided, the small peasants
do not possess the capital and credit facilities formerly available
to the large landowner; they are not able rapidly to organize
codperative credit associations to take the place of the banking
facilities of the landed proprietor. Following parcellation, there-
fore, there is decline in cultivation directly due to deterioration
of equipment and lessened employment of chemical fertilizers.
Changes in distributions between rural and urban popula-
tions find expression in international trade and in the demands
made by the urban populations of European countries deficient
in production on the exportable supplies of surplus-producing
countries. The heavy European importations of bread grains
since the war have been necessary in part because the domestic
areas have supplied relatively less to the cities and used rela-
tively more in subsistence, either directly or in the form of
animal products. In a word, change of type of ownership of land
in Europe and Russia has indirectly increased the import re-
quirements of the urban population. One must expect one or
more decades to pass before the peasants of central and eastern
Europe will operate as efficiently as the peasants of France and
Belgium, before the food needs of Europe are again covered domes-
tically to the same relative extent as was the case before the war.
The war entailed a loss of working capital for agriculture in
Europe. This did not become apparent early on account of de-
preciation of currencies and other abnormalities of monetary
and fiscal policies. Indeed, for a time the peasants in many
countries regarded themselves as enriched because they had
paid off their mortgages with depreciated currency. But in every
European country that has been able to return to and maintain
sound fiscal policies, following deflation and restabilization of
currency, a scarcity of capital and credit has developed. And the
peasants newly freed from debt have been hit as hard as anyone
else. This is now one of the prime difficulties in Germany. Until
new capital is in hand and liquid credit available at rates of
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interest proportlonate to the price level, European agrlculture
faces difficulty in restoration of ePEectwe agricultural practices
and in outturn per unit of area or unit of land worker. To some
extent (apart from mortgage repayments with depreciated cur-
rency), the same thlng applies to agriculture outside of Europe.
In different classes in many countries, over one or more of the
crop years since the war, producers have suffered losses on top
of heavy commitments, and find themselves with their prop-
erties covered with frozen indebtedness, with scarcity of fresh
capital and credit, not because they are unavailable in the
countries but because farmers cannot take on additional liabil-
ities. Shortage of Workmg capital means diminished outturn and
reduced effectiveness in technical operations.

Not only are capital and credit scarce, but in many countries
the fixed charges of agriculture have mounted during the past
decade. During the war and directly afterwards landowners in
many countries enlarged their holdings at relatively high prlces
per acre under partial payments. For many surplus-producing
countries the volume of farm indebtedness has been heavily
expanded Taxes also have mounted, as the expression of public
improvements and war debts, at h]gh rates on high assessment
valuations. Thus per-acre fixed charges, inclusive of interest
and taxes, are for some countries substantially higher than before
the war.

v

The disorganization of markets throughout the world has con-
tributed to reduction in the effective utilization of food resources.
The effective division of labor, in terms of agricultural produce, is
dependent upon expeditious movement between surplus and
deficit areas. This movement occurs through the trading opera-
tions of middlemen operating on public markets and tradlng
exchanges. With extreme and abnormal changes in the price
level, with losses, exaggeration of risks and continuation of
prospective uncertainties, the distributive functions lag, the
margins between surplus and deficiency areas widen, and the
volumes of goods in process of exchange tend to be less than
would be the case if distribution were efficient. This state of
affairs exaggerates the export problem in surplus-producing
countries and the import problem in deficit countries. It involves
producers of primary foodstuffs, feeding stuffs, and raw ma-
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terials, and converters of these products, in both exporting and
importing countries. It is safe to infer that the agricultural
potential of the world, the degree of recovery from the war, and
the most favorable revealment of the food resources of the globe
will not become apparent until prices have become more repre-
sentative, trading practices more stabilized, and movements
more fairly reflective of supply and demand. A fair interpreta-
tion of the circumstances convinces one that the present posi-
tion of the food resources of the world is determined less by
agricultural productive technique than by subsequent factors,
and that the trend of development during the next decade will
be due to improvement in these factors more than to technical
advancement in agriculture.

Agriculture everywhere in the world was hit hard by the
heavy decline in prices in 1920-22. Industries were in position
rapidly to contract production when necessary and for the most
part possessed the capital and resources to enable them to reduce
inventories, curtail operations, and write off losses. The facilities
possessed by agriculture were circumscribed. Under these cir-
cumstances, the world drifted into a position of relative over-
production of agricultural goods and raw materials and relative
underproduction of manufactures, and the prices of manufac-
tures were better sustained than those of agricultural products.
The colors in the picture were of course not uniform from coun-
try to country. Some agricultures sustained themselves better in
some countries than in others; in some countries some industries
declined more than in others. Even to-day the outturn of agri-
cultural goods, in units, is relatively larger than the outturn of
manufactured goods in units. This situation naturally has made
for maladjustment of prices, which has reacted back on the con-
duct of agriculture.

Farmers the world over since 1921 have suffered to greater or
less extent from reduction in the buying power of farm products.
Increases in price of their products have usually been less than
increases in the prices of consumers’ goods. Regarding the farmer
as landowner, the real earning power of his investment has been
for the time being reduced. Regarding him as laborer, for the
time being his real wages have been reduced. This is of course
not true everywhere for all types of agriculture, but it seems
true as a statement applied in a weighted fashion to agriculture,
though in granting this one should not exaggerate it. The depriva-
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tions resulting from post-war reduction in buying power of
produce cannot be baﬁmced against high war prices, since for
the most part these were not built into reserves, but were used
for expansions or for investments outside of agriculture, or dis-
sipated in speculations.

Viewing the world as a whole, the period since the war has
been characterized by some reduction of real income measured
in terms of purchasing power. Under these circumstances, it
may be inferred that the proportion of income devoted to the
food supply is larger than before the war, since demand for food-
stuffs is relatively inelastic. Each year, with advancing restora-
tion of production and reconstruction of commerce, real income
tends to improve; this has the effect of giving wider choice in
the selection of foodstuffs and setting income free for additional
goods and services outside of foodstuffs. If statistics were avail-
able, the data of the past decade would afford abundant material
for testing out Engel’s law under modern conditions of living.
It will be recalled that Engel’s almost forgotten dictum stated
that with increases of income the proportion of income required
for food declines, that for clothmg and for rent remains un-
changed, and that for incidentals rises.

If the agriculture of the world becomes restored to the per
capita pre-war level (both of production and consumption), does
this mean restoration of the status quo ante bellum? Certainly
not. Many transformations that have developed out of the war
are irreversible. Countries refuse to relinquish war-born indus-
tries that have made them less dependent on foreign goods. The
appeal to self-sufficiency easily becomes translated into uneco-
nomic chauvinism; to beggar your neighbor means to convert
trade competitions into political antagonisms. Distribution and
trading practices, financing and transportation, are different.

The world relations of creditor and debtor countries have been
fundamentally changed, with enormous growth in international
obligations. There are heavy indebtednesses from governments
to governments, from governments to nationals in foreign coun-
tries, and from nationals in some countries to nationals in other
countries. War production expansions were financed on foreign
loans; war losses, post-war liquidations, and post-war develop-
ments have been correspondingly financed. The invisible items
in international accounts have been greatly expanded in amounts
and widely altered in directions. In many countries expenditures
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have been raised to abnormal levels in relation to foreseeable
revenues. Thus, the current position of gold reserves and the
current invisible items in the international accounts combine to
jeopardize the stability of national budgets. This state of affairs
1s in course of amelioration, but there is still room for improve-
ment. Different groups of producers and consumers are en-
deavoring to transfer to other groups the abnormal burdens of
post-war liquidations and reconstructions. The hand of legisla-
tion has grown accustomed to the feel of implements of state
control and has lost the sense of distinction between war pres-
sure and political pressure.

Out of war experiences and post-war distresses is growing up
a series of artificial controls that give cause for apprehension in
respect of their effects on production and distribution of food-
stuffs. Looking over the world, we observe a series of controls,
somewhat overlapping in application, developing both in num-
ber and in regions in excess of those that existed before the war.
These may be rather arbitrarily tabulated, as follows:

(1) Protective tariffs on agricultural products.

(2) Preferential tariff rates, such as “Empire Preference.”

(3) Production bounties on agricultural products.

(4) Export subsidies for agricultural products.

(5) Production restriction, applied to agricultural products.

(6) Export taxes resting directly or indirectly on agricultural
products.

(7) International cartels, such as the Franco-German potash
cartel, and the proposed International Coal Association and the
International Steel Association.

(8) Valorization of agricultural products.

(9) Double standard of marketing, applied to agricultural
products. ‘

For each one of these devices, in each country where it is
applied, a plausible case may be made out on paper, as a proper
advantage for the producing class or as a defense against foreign
aggression. It is, however, necessary to give attention to the
broader relations. The reader is invited to envisage the interna-
tional division of labor as applied to the resources of the world
under an accredited system ofp governmental controls in which all
importing and exporting countries employ as many of these devices
as possible. Undeterred by any formal theory in favor of unre-
stricted interstate supply and demand, discarding the long view
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for the short view, debtor countries may come to regard it as
advantageous, or at least defensible tactics, to facilitate their
international payments by using every artificial device to en-
large the volume and enhance the value of their exports and
reduce the volume and depress the value of their imports. Per-
haps the most disquieting result of debt settlements the world
over lies in the impetus that fixed international payments seem
to give to the development of offensive and defensive controls of
production and commerce.



OUR FOREIGN LOAN POLICY
By Fokn Foster Dulles

public statement in which, after referring to the increasing

number of foreign bond issues being floated in the American
market, it requested that American bankers contemplating
making foreign loans should inform the Department of State
with reference thereto, in order that the Department might
advise the bankers as to whether there was or was not objection
to any particular issue. The Department of State in its statement
frankly recognized that it had no legal power to require American
bankers to consult it. The statement was, in form, merely a
request that the bankers would “codperate” with the Depart-
ment of State in view of the bearing of their operations “upon
the proper conduct of affairs” and “in view of the possible
national interests involved.”

While thus nominally a request, the source from which it
emanated was such that the request in fact became a command.
Selfish considerations alone rendered compliance virtually oblig-
atory as no banker could afford to contract to purchase a bond
issue of important size with the possibility that, before distribu-
tion could be completed, the Department of State might publicly
indicate its disapproval. This would at once destroy the market-
ability of the issue. Bankers are but a channel for the distribution
of securities and when a contract 1s made for the purchase of a
foreign issue, it is with the expectation that the issue can promptly
be distributed to investors. If, before distribution, any official
expression of disapproval rendered the issue unmarketable, a
substantial part of the banker’s capital would be engaged in
carrying indefinitely bonds acquired for prompt resale to the
investing public. Any banking firm thus involved would be
largely disenabled from continuing its normal activities and
serious financial loss might result. Such practical considerations
are, however, in most cases but secondary. There is, generally
speaking, a real willingness on the part of American bankers to
subordinate their interest in aid of the attainment of important
national objectives in the field of international relations.

Since the issue of the State Department’s circular of March 3,
1922, over $3,000,000,000 of foreign securities have been publicly

THE Department of State issued, on March 3, 1922, a
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issued in the American market. Many millions more have been
the subject of negotiation and have been submitted to the
Department of State as prospective issues. The magnitude of
these operations has correspondingly increased the importance of
the control thus assumed by the Department of State. It is,
perhaps, inevitable that, with so many transactions, there should
be some criticism. In some sections of the country there is doubt-
less a feeling that the Department of State has acquiesced in too
many foreign loans. In other quarters it has been felt thatloans
have been disapproved which properly should have been allowed.
Some are concerned that our officials should have asserted,
extra-legally, so great a power over our national economy, fearing
lest hereafter the possessors of the power may be tempted into
employing it for purposes quite foreign to those which originally
led to its assertion.

11

Before considering matters of substance, there is one aspect of
the form in which the exercise of control i1s sought which deserves
mention.

From a technical standpoint, it often proves exceedingly
difficult for the bankers to comply literally with the terms of the
State Department’s request. Loans, foreign as well as domestic,
are often concluded with great rapidity. The better the credit
of the borrower, the more rapidly is his loan arrangement con-
cluded. In cases where the loan contract can be concluded only
after thorough legal accounting, and perhaps engineering investi-
gation, there is ample time for the bankers to obtain an expression
of the Department’s views before they need to commit them-
selves to a loan. In other cases the credit of the borrower stands
very high and there is no question of his ability to obtain large
sums on his unsecured notes. In such cases the decision to borrow
1s often quickly arrived at. The borrower seeks to take advan-
tage of some technical market situation which, if promptly
availed of, will permit him to secure funds on peculiarly favorable
terms. He may, by cable, invite bids from several bankers and
English, Dutch or other foreign houses may be competitors for
the business. Under these circumstances, an American banking
firm may be seriously embarrassed. The Department of State
in its circular, has stated that “offers of foreign loans should not
state or imply that they are contingent upon an expression from
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the Department of State regarding them.” Thus, unless this
injunction be violated, bankers cannot make a bid expressly
contingent upon the subsequent approval of the Department
of State. Equally it may be impracticable to secure, with the
necessary promptness, a prior expression of the Department’s
attitude. Experience has shown that, at a mintmum, about
twenty-four hours must elapse, and in some cases several weeks
have elapsed, before such an expression can be obtained. This is
doubtless due, in considerable part, to the fact that it is the
practice of the Department of State to give no expression of its
view until it has consulted the Treasury Department and the
Department of Commerce. This inevitably takes time and there
are doubtless occasions where it is necessary to reconcile diver-
gent views. Even a few days’ delay, however, may retard the
action of the American bankers to such an extent that a prospec-
tive borrower will close with a competitor in the belief that the
American bankers are not responding to its invitation for bids
with that expedition which is expected. As London regains its
position in the field of international finance, these considerations
assume greater importance.
I1X

Let us, however, now turn from this somewhat technical
aspect of the problem of control and consider matters of sub-
stance. Here we shall first consider the purposes sought to be
achieved by the control. These purposes, as disclosed by the
precedents which have so far been established, can be grouped
under one or more of the following: (1) To promote the accom-
plishment of some national objective in the realm of international
relations; (2) to emphasize, and perhaps promote the more
general acceptance of, some general humanitarian conception
which we advocate; (3) to accomplish certain results which, it
1s considered, will operate to the economic or financial advantage
of the American people.

In the field of international relations the most notable use of
control of foreign loans has been to exert pressure upon nations
which are considered by our government as derelict as regards
their debts owing to the United States Treasury. The position
“of the Administration in this respect has recently been expressed
in an article by Secretary Mellon as follows:

“Early in the year 1925, after much consideration, it was decided that
it was contrary to the best interests of this country to permit foreign



36 FOREIGN AFFAIRS

governments which refused to adjust or make a reasonable effort to
adjust their debts to the United States, to finance any portion of their
requirements within our borders. States, municipalities and private
enterprises within the foreign country concerned were included in the
prohibition, and bankers consulting the State Department were notified
that this Government objected to such financing.

“While the United States is reluctant to exert pressure by this means on
any foreign government to settle its indebtedness, and while this country
has every desire to see its surplus resources at work in the economic
reconstruction and development of foreign nations, our national interest
demands that our resources be not permitted to flow into countries which
do not honor their obligations to the United States and to its citizens.”

The desirability of exerting pressure upon governments which
ignore their debts to the United States readily suggests itself.
It may indeed be surmised that the formal assertion by the State
Department in 1922 of its desire to control foreign loans had its
origin in the anticipation that such measures might prove
useful. Without questioning the propriety of the pressure thus
sought to be exercised in aid of our Treasury, the true significance
of the means should not be ignored. Secretary Mellon refers to
the fact that that control of foreign loans was exercised in order
that “our resources be not permitted to flow” into certain
countries. The “flow of resources” is, of course, nothing other
than our export of raw materials and manufactured goods, for
the purchase of which dollars are required. The cutting off of
these resources, through the vetoing of foreign loans, is in effect
the establishment of a partial embargo on our exports to the
nations in question. If, in fact, the State Department’s dis-
approval of loans in favor of certain countries has exerted any
economic, as distinct from moral pressure, it is because thereby
these nations have been embarrassed in buying and importing our
products to the extent that they would desire.

This close relationship between exports and foreign invest-
ments is strikingly shown by the recent study of the Department
of Commerce entitled “The Balance of International Payments
of the United States in 1925.” The report concludes by pointing
out that “the merchandise-export surplus of the United
States has approached $690,000,000 for the last four years, while
the corresponding new foreign securities issued, after deducting
refunding issues, has been $680,000,000. From this the inference
may be reasonably drawn that we have been putting the money
which we got from our export surplus into foreign investments.
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Another expression of the conclusions to be drawn from these
figures 1s that foreigners, during the past four years, have an-
nually had to borrow dollars (1) to refund maturing dollar obli-
gations, and (2) to pay for the goods which they purchased from
us to the extent that these goods exceeded in value the goods
which they sold to us. Thus, in 1925, foreign nations purchased
from us goods to the value of $4,900,000,000. In order to pay for
these goods, they were required to procure this amount of dollars.
$4,240,000,000 of the necessary dollars were procured as the
proceeds of goods which foreign nations sold us. The balance, or
$660,000,000 had to be borrowed.! It was also necessary to borrow
several hundred million dollars in addition for “refunding”
operations, i.e., payment of maturing debt previously con-
tracted. In other words, our foreign loans primarily operate to
provide payments in dollars here to our farmers and manufac-
turers for goods which they sell abroad, and to pay debts pre-
viously contracted for such purposes. Thus, the statement of the
Department of Commerce that we have been “putting our money
into foreign investments” should not be understood as implying
that the dollar proceeds of these loans passed as money out of
this country. Actually the dollar proceeds of foreign loans stay
in the United States and are used here either to pay principal or
interest maturing on dollar loans previously contracted or to
pay for American goods or services. This is inevitably the case,
since it is only here that dollars are legal tender. No foreigner
would, of course, ever borrow dollars if it were a condition of the
loan that the actual currency resulting from the loan had to be
permanently taken from the United States.

Since the economic function of foreign loans is thus to provide
foreigners with dollars to be spent by them in the United States
it follows that when foreign borrowing is artificially checked,
there is a corresponding check to foreign purchases of our goods.

1 Certain “invisible” items of debit and credit which substantially balance each other are
ignored for purposes of simplicity.

2 The only apparent exception to this general statement is in the case when gold bullion is
shipped. Public loans are seldom contracted for such a purpose as it is not an advantageous
procedure to incur an interest-bearing debt for the purpose of securing and shipping gold. Gold
itself is not productive and is expensive to insure and to ship and such a transaction is indulged in
only rarely as when some bank of issue requires gold as a metallic reserve for its currency issue. For
example, the proceeds of the German Reparation Loan were primarily used to recreate a gold
reserve for the German Reichsbank, as reorganized under the Dawes Plan. Such an operation is,
however, quite exceptional and, broadly speaking, it is correct to state, as we have done, that the
dollar proceeds of foreign bond issues are employed exclusively in this country to pay dollar debts
ar to pay for American goods or services supplied to foreigners.
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There has, however, been little disposition in any respon51ble
quarter to question the propriety ofp our Government’s action
in curtailing financing designed to create dollar purchasing power
in favor of those nations regarded as derelict in their payments
to our Treasury. Our bankers have readily acquiesced in this
policy. This does not, however, mean that there is general
acceptance of the view that our bankers and those dependent
upon exports should as a matter of routine be singled out to
sacrifice their interests to promote the accomplishment of every
objective of our Department of State. To embargo foreign loans,
and thereby partially embargo exports and embarrass the re-
funding of maturing debts previously created, is an unusual
power which normally should be exercised only with legislative
sanction. Its extra-legal adoption should obviously be rarely
indulged in, and then only in cases of unusual importance and
with the sanction of so strong a public opinion that in fact legisla-
tive authority could almost assuredly be obtained if sought.

This seems to have been recognized by the Department of
State. The present formal control of foreign loans was established
in 1922. It was not until 1925 that it was exercised to promote
debt funding. Nearly seven years’ time had then been afforded
to the debtor nations to take some action and, rightly or wrongly,
public opinion clearly favored action to induce those nations
which had not funded their debts to evidence their intention to
honor their obligations within the limits of their capacity.
Legislative action to this end could undoubtedly have been
procured. Such formal action would, however, have been ob-
viously undesirable because of the pubhc affront which would
thereby have been involved. Under the circumstances, there was
a general desire to see effective pressure exercised, but to see this
done, at least in the first instance, in an informal manner.
The Department’s procedure was perhaps also accepted the more
readily because responsible bankers generally realized that,
under the surrounding credit conditions, there might be some
hazard in new loans to nations which were regarded as derelict
in their past obligations.

iv

As exemplifying control exercised to promote humanitarian
conceptions which as a nation we advocate, we may consider
the refusal of the Department of State to approve of certain
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loans designed to build up armaments. The State Department’s
expressions on this subject, while couched in somewhat vague
language, on their face seem to indicate that the rule thus es-
tablished is general and based upon moral considerations and a
desire to promote disarmament. Closer analysis, however, raises
some doubt as to whether the rule thus established against loans
for armaments 1s in fact as general as the State Department $
expressions would indicate, and whether the rule is in reality
designed to promote some basic humanitarian objective. It has
to be borne in mind that, as a matter of national policy, we have
consistently advocated the rlght to traffic in arms as bemg an
aid to peace. The latter point became a matter of serious con-
troversy with Germany and Austria while we were neutral during
the late war. In a note to the Austro-Hungarian Government of
August 12, 1915, the policy of our Government in this respect
was reaffirmed in the following language:

“There is a practical and substantial reason why the Government of
the United States has from the foundation of the Republic to the present
time advocated and practiced unrestricted trade in arms and military
supplies. It has never been the policy of this country to maintain in time
of peace a large military establishment or stores of arms and ammunition
sufficient to repel invasion by a well-equipped and powerful enemy. It
has desired to remain at peace with all nations and to avoid any appear-
ance of menacing such peace by the threat of its armies and navies. In
consequence of this standing policy the United States would, in the event
of attack by a foreign power, be at the outset of the war serlously if not
fatally, embarrassed by the lack of arms and ammunition and by the
means to produce them in sufficient quantities to supply the requirements
of national defense. The United States has always depended upon the
right and power to purchase arms and ammunition from neutral nations
in case of foreign attack. This right, which it claims for itself, it can not
deny to others.”

There would not appear to be any valid basis of distinction
between permitting foreign nations to buy armament and permit-
ting them to borrow money to pay for armament. Certainly if,
durmg our period of neutrality, we had refused to permit the
Allies to finance their purchase of war material (as by the Anglo-
French loan) the principles which were then advocated would, in
practice, have been largely nullified.

It is to be assumed that the present attitude of the State
Department does not involve any departure from our historic
policy in this matter. Probably the control was never designed
to do more than to aid in maintaining close contact with policies
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and possible revolutionary tendencies within States, like the
Caribbean States, which because of geographical proximity or
other cause, were already the subject of a special diplomatic
policy. If so, this rule of practice established by the Department
of State really falls within the first category we have considered,
namely, control exercised to promote some national policy in
the field of international relations.

A second practice of the Department of State which might be

mentioned as perhaps falling into the “moral” category 1s the
control of forelgn loans in aid of maintaining the “open door”
policy in certain countries where heretofore forelgn loans have
often been utilized to secure exclusive concessions or exclusive
zones of influence in favor of the nationals of one power as
against the rest of the world. In the case of China, a plan was
conceived for the organization of an international banking con-
sortium, and the principal foreign nations having interests in
China undertook to take steps to cause prospective foreign
financing by their nationals to be offered to the consortium. It
was hoped that in this way exclusive spheres of influence in
China would be avoided for the future and the “open door”
policy established. In view, however, of the financial and political
débacle which occurred in China immediately following the
re-organization of the Chinese consortium after the war, no
public Chinese financing of any kind has been practicable and
the Department’s policy as regards China has, through the
course of events, ceased for the time being to have other than
academic interest.

\'4

We now turn to cases where the control is sought to be exer-
cised to promote what are believed to be the economic and
financial interests of the American people. In this field the
Department of Commerce rather than the Department of State
appears to have assumed the initiative in establishing the
policies to be pursued, the Department of State cooperating to
carry out the economic theories of the Department of Commerce.

The most notable example of this type of control is that
afforded:by the refusal of the Department of State to approve
of loans’in favor of government-sanctioned foreign monopolies.
The Secretary of Commerce, while disclaiming any desire to
see retaliatory legislation adopted by the United States, has
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expressed the view that such foreign monopolies should not be
afirmatively aided by loans obtained in the United States and
the Department of State has refused to approve loans to be
made directly to such monopolies.

In actual operation this action of the Administration has in
fact been retaliatory, and has assumed a form closely resembling
that of which we complain.

Foreign borrowers have sought to secure money in the
American market primarily because, until very recently, the
United States has been the only country having surplus capital
which could be drawn upon. England, for example, for several
years and until quite recently, did no public foreign financing as
it was felt that this would militate against the restoration of the
pound sterling to its gold parity. Thus, as regards free capital,
we have occupied virtually a monopolistic position. Furthermore
our Government, through the Department of State, has been
controlling that monopoly for national purposes.

Thus, when we denied certain foreign monopolies access to
our own monopoly of credit, we in effect pitted one monopoly
against another. Such a combat cannot be justified on moral
grounds. This is the more true since on the one hand our own
legislation specifically authorizes American concerns to combine
for sales abroad, and on the other hand because the foreign
monopolies, generally speaking, have not been created to mulct
American people, but rather because of the prevallmg conception
in a large part of the world that the “cartel” system, with gov-
ernment supervision of prices, is economically superior to our
own conception of competition enforced by law. Thus the fact
that, as a matter of pr1nc1ple, we put ourselves in opposmon to
all forelgn government-sanctioned monopolies can be justified
only on the ground that some practical gain will result thereby
to our own people.

Unfortunately this does not seem likely. The combat is too
unequal because our own monopoly is but an accident of the war
and is gradually waning. New capital is being gradually created
in England, The Netherlands and other financial centers. Long
before we produce coffee and potash, London will have repro-
duced a reservoir of capital in which she will invite the world to
part1c1pate Our dependence on certain foreign products is
virtually permanent; their dependence on our capital 1s but
fleeting. Already foreign monopolies, denied the right to borrow
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money here, have obtained in London the funds which they
required. Thus our control has not exerted any appreciable
economic pressure upon the foreign monopoly, but has merely
diverted certain advantageous financial transactions to our most
formidable financial competitor.

Not only do we thus diminish our banking prestige, but our
consuming public is more apt to be injured than helped. It is
well known that industries desire and need to create a good will
where they expect to borrow their money. If any foreign monopoly
desires to do its financing in the United States and becomes
accustomed to looking to the American market for such financing,
it is almost inevitable that it should seek to conduct its relations
with the American consuming public in a manner such that good-
will will result. If, on the contrary, it is prohibited from coming
into the American market for its financing, it is thereby deprived
of all financial incentive to moderate its exactions from the
American consumer. Its only interest is to obtain the highest
price for its goods.

There may, of course, be cases where the conduct of some
particular foreign monopoly involves such a threat to our people
that governmental aid 1s required to free us from a dependence
which should not be tolerated. Even retaliatory legislation might
be warranted. Such unusual cases should be dealt with on their
own facts. But the continental conception of economic stabiliza-
tion by agreement is not, in itself, so inherently and so uni-
versally vicious that our economic resources should be marshaled
against it wherever found, particularly if it is probable that the
net result will bring us loss rather than gain.

We should perhaps here allude to the possible exercise of con-
trol over foreign loans so as to insure that they will operate to
stimulate American industry and not aid foreign competitors.
There are those who would advocate a requirement that the
proceeds of every foreign loan should be specifically earmarked
for expenditure in the United States.

The State Department has refrained from adopting any such
general policy, which could not but defeat its own purpose. As
we have seen, the proceeds of our loans are dollars, which must
inevitably be employed in the United States. To require specific
earmarking at the time of borrowing would not only be unneces-
sary, but would probably diminish foreign purchases of American
goods. A large part of our exports go to small consumers who
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have not themselves the credit position to permit their doing
independent dollar financing on their own behalf. They obtain
their dollars, by banking transactions, from others who have the
credit position to do dollar financing and who do not, themselves,
need dollars to buy American goods. For example, the German
municipalities which have borrowed here have not, in general,
needed any American goods. They sought funds to finance the
development of public utilities and municipal improvements
which require German, not American, goods and labor. Thus
the mun1c1pahty does not come into our market because it
wants dollars, l.e., purchasing power in America, but because
American investors put a high value on municipal credit and, in
the face of prohibitive domestic money rates in Germany, it has
been advantageous to the German municipalities to borrow here.
When, however, the dollars are obtained the municipalities in
due course exchange them for marks. This they can readily do
through the banks because there are many Germans who have
marks and who are glad to exchange them for the dollars needed
to pay for American products which they require. Thus, even
when the borrower himself does not need foreign funds, the
existence of such a need in the borrowing country is a prerequisite
to the foreign loan, and the dollar proceeds are as surely spent
here as though it were the actual consumer of American goods
which had become the public borrower.

There has, however, recently been indicated a tendency on
the part of our officials to look with disfavor upon loans to foreign
manufacturers who are directly competing with our manu-
facturers for the business of a third country. Here the third
country was Russia and the Government’s attitude might,
perhaps, be explamed on the ground that the loan was regarded
as, indirectly, a loan in aid of a country (Russia) the government
of which we do not recognize and which has failed to seek to
fund its debts to our Treasury.

It appears, however, that our Government was also influenced
by economic considerations. If so, 1t would indicate a somewhat
questionable judgment on the economic operation of loans to
foreign manufacturers. Such a loan would inevitably benefit
American producers for, as pointed out, the dollar proceeds
would have had to be spent in the Umted States. Probably the
transaction would work somewhat after this fashion: In reliance
on the American credit, the foreign banks would finance the
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purchase by Russia of their domestic manufactured products.
This would create greater local industrial activity and the im-
portation from the United States of more raw material, such as
cotton and copper. The dollar proceeds of the loan would thus
be spent for American goods which would proceed to Russia via
a third country. Such a loan cannot, thus, properly be disap-
proved on the ground that it operates to benefit foreign manu-
facturers to the exclusion of American producers.

We should not leave the subject of control for economic and
financial purposes without referring to the possibility of the State
Department’s control of foreign loans being utilized to protect
the investing public from offers of securities believed to be un-
sound and the due payments on which the borrower would be
financially unable to maintain. The Department of State has
expressly and repeatedly disclaimed any intention to pass upon
loans as business propositions, and has pomted out that its
approval or disapproval was not to be considered as reflecting
upon the merit of the loan as such. In the main the action of the
Department of State with reference to loans has been entirely
consistent with its policy as thus expressed. In certain instances,
however, the Department of State has so far considered the
merits of loans as to point out to the bankers certain considera-
tions which might affect the ability of the borrower to repay.
On occasions the State Department has suggested to bankers
that prospective loans might not be “productive.” In other
cases it has pointed out that the foreign borrower might have
difficulty in hereafter obtaining the foreign exchange (i e. dollars)
necessary to pay interest on the loans. On occasions it has
pointed to certain pre-existing debts which might be or become
prior charges upon the resources of the prospective borrower.

It may be questioned whether it is sound for the Department
of State to go even so far in making suggestions which relate
primarily to the merits of loans as business propositions. It is of
the utmost 1mportance, as the Department of State itself is the
first to recognize, that there should be no popular impression that
the State Department, by permitting a foreign loan, assumes any
responsibility for its merits as a business proposition. It is the
function of the bankers to pass upon these matters and it is they
who should be held primarily and exclusively responsible. It
could not but be unfortunate if any impression were given that
the Department of State, even remotely, was assuming responsi-
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bility for investigating the merits of loans or guiding the bankers
in such respects.

\2!

Having thus analyzed, in the light of available precedents, the

Eurposes which are sought to be achieved by the control exercised

y the Department of State, let us turn in conclusion to certain
considerations of a general order.

Control over foreign loans implies, as we have seen, control of
the foreign commerce of the United States. Foreign loans are
primarily the medium whereby foreigners obtain the dollars
requisite to pay for American goods and services to the extent
that their value exceeds that of the goods and services which
foreigners supply to the United States. Foreign loans are also the
medium whereby dollars are procured to repay maturing debts
previously created to pay for goods and services.

Thus control of foreign loans involves a vast power over our
national economy. A sudden and rigid restriction of foreign loans
could not but reflect itself promptly in a curtailment of our
export trade and many existing foreign issues might go into
default through inability of the debtors to conduct refunding op-
erations. Any body which possesses such power could, by the
mere threat of its drastic usage, impose its will to accom-
plish purposes quite foreign to those which led to the original
assertion of the power. It is, therefore, of the utmost importance,
particularly during these formative years when our nation first
occupies a creditor position, that power to control foreign loans
should be exercised only with the utmost conservatism and in such
a manner as to establish a strong precedent against the use of this
power to carry out disputable and individual economic or
political theories. It would obviously be unfortunate if established
precedent warranted the use of control over foreign loans as a
medium for carrying into effect any economic or financial policies
which might happen at the moment to be those of the heads of
our executive departments.

Such considerations suggest that control over foreign loans
should be limited to cases where such control is necessary to
accomplish some objective of the Department of State within
the field of public international relations, which is of major
importance and which clearly has sufficient popular support so
that Congress, if asked, would give legislative approval to the
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employment of economic pressure to accomplish such objective.

It would appear to be a doubtful wisdom to exercise control
for the purpose of carrying into effect the economic theories of a
particular Administration as to what is best for the American
people. The economic views of the present Administration may
be entirely sound. It is almost certain, however, that in the
course of time different economic views will be held by succeeding
Administrations. Some of these views, though sincere, may
actually be unsound. Our foreign commerce and foreign financing
should not be continuously subjected to official interference in
aid of all such disputable and variable economic theories.

Even if, however, the actual prohibition of foreign loans were
to be resorted to only in the very limited class of cases suggested
above, there is of course no objection, but on the contrary a
distinct advantage, in the Department of State being kept fully
and promptly informed with respect to all foreign loans.

These loans have two aspects, on the one hand the dollars
which are thereby made available to foreigners to buy oar goods
and to pay their debts here, and on the other hand the foreign
securities which are received by American investors in exchange
for their dollars. The latter involve the acquisition by tens of
thousands of individual American investors of interests in
foreign enterprises. As these investments grow, in the aggregate,
into many billions of dollars, a situation is created which cannot
but influence our foreign policy. No foreign policy could be
intelligently conceived and carried out by a Department of State
which was ignorant of or indifferent to the past and current
acquisitions by Americans of interests in foreign lands. It might
well be that such a movement with respect to some particular
country might attain proportions such that it would tend to
deprive our Government of its freedom of action in dealing with
certain foreign problems and in carrying out some foreign policy
which, from other aspects, would be of major national importance.
The Department of State should have such information as would
enable it to protect against such a development. Accordingly, it
is most appropriate that the Department of State should be
fully and promptly informed as to what is going on with reference
to foreign loans. This result is substantially achieved by so much
of the present practice as requires the bankers to inform the
Department of State promptly with respect to all prosFective
public issues of foreign loans. It may be noted, however, that the
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State Department now requires no information with reference to
bank credits extended to foreigners, or with reference to foreign
stock issues, so that, from the standpoint of securing information,
more comprehenswe data might well be sought.

Is it, however, necessary to perpetuate indefinitely the present
requirement that the bankers, after informing the Department of
State of a prospective loan, must take no definitive action until
the proposed loan has been formally passed upon by the Depart-
ment of State? We have already alluded to the practical diffi-
culties which this practice throws in the way of the American
bankers and to the disadvantage to which they are thus put in
competition with foreign bankers. Obviously, the American
bankers should be free from such disadvantage whenever p0381ble
Furthermore, from the standpoint of the Department of State, it
would seem desirable to avoid formal action on prospective loans
in so far as this is practicable consistently with theaccomplishment
of the legitimate purposes of control. The reduction to a
minimum of formal aquiescence or disapproval would corre-
spondingly diminish the responsibilities of the Department of State
and the possibility of misunderstanding with reference thereto.

Avoidance of formal measures of control would appear to be
entirely feasible if, as a matter of principle, disapproval of
forelgn loans were to be limited to situations involving some major
policy in the field of international relations. Any such policy, if
sufficiently 1 lImportant to warrant resort to economic and financial
pressure, will certainly be known to all respon31ble bankers. If it
1s not known, and cannot be made known, that in itself should
be evidence that the situation is not of a character to warrant so
unusual a step as the cuttmg off of private sources of credit and
the imposition of economic pressure incident thereto.

Responsible bankers will always be glad to codperate with the
Department of State in the attainment of major objectives in
the field of international relations. Formal control is quite
unnecessary to secure this result. With respect to debt funding,
this 1s so nearly attained and our government’s policies are so
well known that banking compliance therewith can be assumed.
The same can equally be said with reference to our national
policy toward those countries over which we exercise a special
influence which is accentuated by the political implications
1mputed to the Monroe Doctrine. If new major policies are
evolved in consequence of new situations, it would seem that the
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bankers can readily be advised in an informal manner. If such
informal procedure proved in fact to be ineffective, the present
system could at any time be reéstablished either generally or
with reference to certain areas. The fact that bankers continued
to inform the Government of prospective loans would at all times
afford the Department of State an opportunity of promptly in-
tervening in the event of a tendency in foreign loans which ran
counter to any major diplomatic objective. If it happened that
some banking commitment were made before the State Depart-
ment could indicate its objection, the harm from such an
isolated transaction would scarcely be comparable to the benefit
which would result from minimizing formal government partici-
pation in matters of private finance.



ARE AMERICAN LOANS ABROAD SAFE?
By Henry M. Robinson

QRE our .foreign loans safe? Can Germ.any-keep up her in-

creasing reparation payments, maintain her exchange

position, and still pay her private loans? These questions
become of importance when we consider the extraordinary extent
of the public offerings of foreign securities in the United States,
with refundings eliminated. Since January 1, 1921 the totals are
as follows:

TQ2T . ottt e $ 553,000,000
1922 ot e e 734,000,000
1023 e e e 395,000,000
TG24. o oot e 877,000,000
125 . ot 1,031,207,200
1926 (firsthalf). ....... .. ... .. ... ... ... 432,658,200

$4)022)865)4OO

In the first half of 1926, exclusive of refunding operations, the
totals by countries are as follows:

Germany. ..... ... o $159,720,500
Restof Europe. . ............. .. ... .. ..., 48,882,000
Canada ............ ... ...l 102,715,000
Latin America................... ... 114,970,000
FarEast...... ... .. ... .. ... ... ... ... 6,370,700

$432,658,200

Whether the scattering and ofttimes loose comments of bankers
and economists to the effect that Germany cannot meet her
reparation payments when they reach the standard annual figure
amounting approximately to $625,000,000 may have a definite
purpose, is difficult to determine. It is also hard to determine
whether these pessimistic predictions are having any result. It
may be that financiers, in certain European countries, allow the
wish to father the thought so far as German economic instability
is concerned. But it is rather surprising that bankers and econo-
mists in the United States should be expressing opinions to the
effect that there must be a revision of the Dawes Plan when the
Agent General’s report gives them nothing on which to base such
assertions. The present attitude of Germany’s business leaders
does not afford any ground for doubt concerning the country’s
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ability to pay. Such apprehension as is being expressed on this
score within the borders of Germany seems to come, very largely,
from political factions which desire to make the matter a popu-
lar issue. It is part of the campaign carried on by the Nationalists
against the foreign policy of the Social Democrats and other
middle groups. In order to persist, even as a political issue in
Germany, this alleged inability to pay must have some basis of
fact, or some background of propaganda from outside — propa-
ganda which may lead the German people to believe that an ad-
ministration contending for payment would not be supported
even by the expectations of Germany’s creditors.

Curiously enough, all the evidence runs counter to any thought
that Germany will be unable to pay. The Dawes Plan contem-
plates the payment, into a German bank for the credit of the
Allies, of annual sums as follows:

Firstyear........ ... ... ... ... 1,000,000,000 Gold Marks
Secondyear..................... 1,220,000,000 “
Thirdyear. .. ................... 1,200,000,000 «
Fourthyear.................. ... 1,750,000,000 ‘¢ «
Fifthyear....................... 2,500,000,000 ¢ “

and each year thereafter 2,500 million gold marks (about $625,-
000,000). This is known as the “standard annual payment,”
to be continued at the same rate unless unusual prosperity ob-
tains in Germany, in which case provision is made fgr an increase.

For the first eighteen months of operation under the Dawes
Plan the Agent General’s report shows that the reparation pay-
ments have been made almost entirely through deliveries in kind
and collections under the Recoveries Act, and that the service of
the external loan of 1924 — a relatively small item —is the only
important one that has had to be met by direct transfer.

The standard annual collection for reparations may seem to
constitute a heavy burden, yet a careful examination of the an-
nual pre-war military expenditures in Germany, when all factors
are considered, indicates that it is not more burdensome, and is
probably less so, than was the cost of maintaining the German
military and naval establishments prior to 1914. This surely
implies that the reparations burden on German productiveness,
even in standard-payment years, will not prove excessive so far
as the collection of the money and its deposit in the Reichsbank
are concerned. Certain it is, at any rate, that the task of collection
and deposit has not encountered thus far any serious difficulties.
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Gathering a large sum of money and transferring it out of the
country are two very different things, the latter being by far the
more difficult problem. Nevertheless the transferring of the pay-
ments does not threaten at present to upset the exchange position

"of Germany. It is to be supposed and expected that the payments

can be liquidated to a considerable extent (possibly to the extent
of one-half the standard annual payment), through deliveries in
kind, without appreciably affecting the normal and satisfactory
exchange position. The remaining half of the payments may
complicate the problem, but can probably be handled for the
most part through the exportation of commodities from Ger-
many, if, as we have every right to expect, there is a continued
development of new countries and if the commodities paid for by
reparation credit are utilized in this development.

In this connection it should be explained that various plans for
the development of projects in the newer and more backward
countries of the world have been put forth and in some cases are
under way. These have been designated by some as “colonial
projects” and by others as “assisted schemes.” They may in-
volve economic developments in all the colonies and other outly-
ing parts of the British Empire, and in the colonial possessions in
Africa and elsewhere of France, Belgium and Italy, such as
Morocco, Congo, Libia, and other regions. This method of using
Germany’s productive power has two impelling incentives; first,
it would facilitate the application of reparation credits (that
might otherwise remain in the Reichsbank or be invested or
loaned in Germany) to something really valuable and ultimately
remunerative to the Allied creditors, and, second, it would hasten
the development of the new countries by providing finances for
the margin or equity which might not otherwise be easy to pro-
cure. These “assisted schemes” will supplement appreciably the
normal exports from Germany, and should also be of some bene-
fit with respect to German manufacturing costs, inasmuch as the
would help carry the overhead and also tend to diminish the
quantity variations in production.

In the final analysis, I believe, the “assisted schemes” method
of liquidating the reparation credits may easily prove to be of
great importance, especially in its effect on the producers of other
countries. If the payments concerned only Germany and her
immediate creditors, this would almost inevitably be so, but there
is an ultimate creditor, the United States, to be considered as a
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factor in the whole situation. Great Britain, France, and Italy are
entitled to receive payments from Germany, but when France has
funded her debt to us (as Great Britain and Italy already have
done), all three countries will become intermediaries between
Germany and the United States. On the face of the figures it may
easily be that more than half of whatever is paid by Germany will
be short-circuited between Germany and the United States.
Germany will be a great surplus exporter of goods and mate-
rials as a result of the liquidation of reparations credits. The
United States will be facing the forced exportation of German
products to the value of something more than half the standard
annual payment (possibly $350,000,000 a year). Apart from the
developments in new countries in “colonial enterprises” and
“assisted schemes,” the way by which other countries can con-
tinue to take German goods, and to absorb their share of these
large German exportations, will be for America to continue mak-
ing loans to and investments in these countries. Thus American
bankers will have a continuing and probably increasing incentive
to handle foreign loans and investments. The question whether
these loans are likely to be safe is therefore of no small interest.
More specifically there is the question as to the risk of loans
made privately by banks and individuals in the United States to
industrial or commercial concerns in the various European coun-
tries, or to their political subdivisions. From the standpoint of
risk some differentiation should be made between loans made to
Germany and those made to the other countries of continental
Europe. Apart from the reparations, Germany has no large ex-
ternal obligations. Control over these payments is exercised to a
degree by non-nationals, under a contract that is more specific
than, and with the security for payment somewhat different from,
the usual external obligations of a government. The constitution
of the German Reich, moreover, gives the central government
what is potentially a large measure of supervision over the
finances of the political subdivisions. The exercise of this super-
vision may well place the Reich in the position of becoming the
moral guarantor of foreign loans contracted by the German states
and municipalities. In effect, furthermore, the German national
overnment must strongly endeavor to protect the solvency and
credit of German industrial and commercial concerns, for it is
upon the prosperity of these that the collection of revenues for the
reparations account will depend. For these various reasons,
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namely, the absence of large foreign obligations (other than
reparations), the specific agreements and securities connected
with the reparation payments, and with their transfer, and the
considerable dependence of these payments upon German indus-
trial solvency, it does not appear that private loans to Germany,
or to her political subdivisions, or to German industrial and com-
mercial concerns are an unduly hazardous form of investment.

The chief hazard, in the minds of many, hinges on the question
of priority as between reparation payments and payments con-
nected with debts privately contracted by the industries, com-
~ mercial concerns, and political subdivisions of Germany. This

question has been under discussion ever since the Dawes Plan was
accepted. Of necessity the members of the Transfer Committee,
who are tasked with the work of seeing that reparation payments
do not unsettle conditions in Germany, have refused to state their
position on this question with any definiteness. This Transfer
Committee is composed of six members, namely, the Agent-Gen-
eral for Reparation Payments, as chairman, one other American
member, one French member, one English member, one Italian
member, and one Belgian member. Of this group, four would
appear to be strongly interested in enforcing the payment and
transfer of reparations as at present planned. The two American
members might alone be expected to harbor a divided fealty as
between reparation payments and the payment of private debts.

Yet it should be remembered that any f};ilure in a large way to
meet private loans because of the adverse position of exchange —
an adverse position resulting from transfers for reparation pay-
ments — would so affect the whole German economic structure
that subsequent payments on the reparations account would
themselves be seriously threatened. From a theoretical standpoint
it might be supposed that the Transfer Committee would not
hesitate to give governmental payments a priority over private
payments if the issue between the two should ever arise. But the
two kinds of payments are so closely inter-related that the Com-
mittee would be very reluctant to force transfers for reparations
if such action would entail a default on private loans.

The only shadow cast on the matter is the possible difficulty of
demonstrating that the failure to meet private obligations was
the direct result of transfers for reparations. Such relation of
cause and effect might exist, and yet be impossible to prove.
Nevertheless, I think that the Transfer Committee, composed of
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men of experience, training, and ability, will have a broad and
detailed understanding of the effects which any transfer of ex-
change approved by them may produce. It seems certain that they
will not be shortsighted in their approval, and that they will not
approve any transfers which entail a real danger of default on
private obligations contracted in good faith for productive pur-
poses. Evidence of the effects, in the case of improper or excessive
transfers, would probably show quite promptly, so that the Trans-
fer Committee need only wait for time to correct the situation.

This whole question of governmental and private payments has
an incidental bearing upon the policy of the United States with
respect to the funding conditions of the Allied indebtedness. If
American banks and investors hold the larger portion of the Ger-
man external private obligations (as is altogether likely to be the
case), and if the continued payment of reparations by Germany
should by any chance be made a condition for the payment of the
Allied debts to us (as some of our debtors would like to have it),
we should then be in a position where our government desired
priority for reparations while our banks and investors desired the
repayment of their prlvate loans. If, under these conditions, the
payment of reparations comes to require the transfer of exchange
in amounts so large as to affect adversely the payment of private
obligations, we might become a house divided against itself, with
our government and our investors each urging claims to preferen-
tial treatment. In that event it would seem that any Allied coun-
try which had succeeded in predicating its indebtedness to us
upon the continued payment of German reparation would be freed
from any worry over this problem.

At first glance it might appear that our European debtors would
gain advantage in having the payment of their indebtedness to us
predicated upon payments by Germany to them. The French
Government, In partxcular, has apparently held this conviction,
and has pressed the point. But a shifting of ultimate responsibility
from France to Germany could hardly result otherwise than in
forcing a virtual partnership between the United States and the
latter country, by which Germany would receive from us every
financial assistance to the end that she might be enabled to pay
both her reparations and her private obligations to us. France
could hardlyexpect to gain an advantage through such a situation.

The 0351b111ty may be made clearer, perhaps, by an analogy
drawn E‘om private business. Partnerships in extremis frequently
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arise out of private financial relations, and they have sometimes
arisen out ofP governmental relations as well. A wise creditor does
what he can, within reason, to help a debtor into a position where
the latter can liquidate his indebtedness, especially if the debtor is
showing energy, ability, and thrift. The United States, if an in-
direct relation of creditor and debtor were established with
Germany through the insistence of France on such an arrange-
ment, would be bound to assist and encourage a revival of Ger-
man economic prosperity in every way. Such assistance would
inevitably be at the expense of other European countries and
would militate against their rapprochement with Germany, which
is now making headway. So it would seem on the whole that our
Allied debtors would stand to lose considerably were they to make
good their insistence that payment of their debts to us be condi-
tioned upon collections from Germany.

One other factor of safety deserves mention. The stabilization
of European currencies on a gold basis will make for the safety of
private loans to the extent that this stability is achieved. Great
Britain and the United States, working together, took a most
important step in restoring the pound sterling to parity, thus
making it virtually certain that other important commercial
countries will be constrained to maintain gold-backed currencies.
I believe that the action of our Federal Reserve System, in agree-
ing to work with the Bank of England in getting the English cur-
rency back to a gold-backed basis constituted one of the wisest,
most courageous, and most farseeing actions ever taken by a
bank of issue. It has been of immeasurable benefit in international
trade; it has relieved us from the menace of devaluation of gold,
and it has diminished in the United States the danger of inflation.
Likewise the stabilization of the German currency on a gold basis
was in considerable measure achieved through American construc-
tive effort, inasmuch as more than half of a very considerable loan
to Germany, aggregating 800,000,000 marks, was contributed
directly by this country.

Today we hold a disproportionately large share of the world’s
gold reserve, and in the immediate future this position is likely to
be maintained. So long as it continues, and so long as we have an
excess annual income, we shall loan and invest outside our own
borders in close relationship to our excess income from abroad.
But because credit is so liquid, one of the effects of the restoration
of the gold standard in Europe will doubtless be, in time, to reduce
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the quantity of gold held in America. At present the central banks
of 1ssue in European countries are backing their currencies to
some extent by gold coin but in perhaps a larger degree by what
they call “earning gold,” that is, by obligations or securities
which call for payment in gold. To a considerable extent these
obligations are in such form that final payment is in gold coin of
the United States; it is not unlikely that at maturity they will be
so collected and the gold moved to Europe. Much depends, how-
ever, upon the extent to which this “earning gold” in the torm of
gold obligations can be made to serve as a workable substitute
for a reserve in idle specie. At any rate, if our present holding of
gold is in time reduced by transfer to Europe, this may eventually,
1n its turn, somewhat modify the extent of our loaning abroad;
but the present outlook, all things considered, is that we shall
continue this loaning in substantial amounts for some years.

This discussion relates particularly to the risks, or absence of
risk, in loans made by American banks and investors to the Ger-
man government, to its political subdivisions, and to commercial
or industrial concerns in Germany. But are the loans that we make
to other continental countries more, or less, hazardous? The
answer to that question can not be given in general terms because
the factors which make for safety or the reverse are different in
each country. France and Italy, for example, have large external
obligations apart from their indebtedness to the United States.
The burden of carrying these debts, moreover, has not been offset,
as in Germany, by reductions in the cost of maintaining the mili-
tary and naval forces. Again, the methods of collecting revenues
for meeting these obligations, and for transferring them to foreign
creditors, are not embodied in any definite agreement, nor is the
process of transfer placed under the supervision of an interna-
tional transfer committee. It is quite conceivable, although not at
present probable, that the governments of some European coun-
tries, by insisting on priority for the payment of their own external
obligations and the maintenance of their own credit in foreign
money markets, may bring about an exchange situation in which
private debtors will have difficulty in ﬁaying external creditors.

But this eventuality is not yet in sight, and the dangers which
our foreign loans now face are more illusory than real. Economic
necessity and the balancing forces that always make for economic
stability seem at the present juncture to be strong enough to
maintain a sound international credit.



THE WHITE MAN’S TASK
IN TROPICAL AFRICA

By Sir Frederick D. Lugard

probably the most outstanding event was the discovery of

the use of steam as a motive power, and it is of interest to
note how and why it led inevitably to the development of the
tropics and their control by the white races. On the one hand the
oceans ceased to be barriers passable only at the cost of long
delays and great discomfort. The gateways through which trade
gained access to the western half of the continent of Africa were
no longer the Mediterranean ports and the camel caravan routes
across the Sahara, but the ports on the West Coast, while the
construction of the Suez Canal opened new and shorter sea routes
to its eastern shores. On the other hand the rapid expansion of
every branch of industry under the stimulus of power-driven
machinery gave rise to a great demand for raw materials and
for markets for the products manufactured from them. These
demands were moreover increased by the phenomenal growth
of population and the improvement in the standard of living of
every class, which was the proximate result of the industrial
revolution of the nineteenth century.

The supplies of many of these raw materials — vegetable oils,
fibres, cotton, hides and skins, rubber, various minerals, etc. —
were wholly insufficient, unless supplemented by the wealth of
the tropics, while others were obtamable only from them. Nor
was the demand for human food, and the minor luxuries which
now for the first time were available to the working classes less
insistent — among others sugar, rice, maize, tea, coffee, cocoa,
and edible oils.

Of the great white races of the earth, the United States of
America aFone was for a time self-supporting, but as her popula-
tion increased she too became a large importer of tropical prod-
ucts, both vegetable and mineral, from Africa and other tropical
countries; their volume and diversity, compiled from statistical
tables, would probably be a revelation to the average reader.
Twenty years ago the trade of the United States with the tropics
was shown by Benjamin Kidd to amount to $346,000,000 (about
half that of the United Kingdom) and he sums up with the con-

IN the march of material progress in the nineteenth century
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clusion that “the development of the tropics will beyond doubt
be the permanent underlying fact of the twentieth century.’

His f};recast has proved true, and its truth will be more abun-
dantly proved as the century grows older. “The Control of the
Tropics” (as he named his remarkable essay) was probably one
of the not remote causes of the Great War, and the future is
pregnant with hardly less dangers from the same cause. If this
be so — if the essential needs of the white man and the jealousies
and misunderstandings to which they give rise, and 1if the so-
called “awakening of the colored races,” are indeed matters of
such world importance — it goes without the saying that public
opinion should be well informed as to the nature of the problem.
Its solution rests primarily on the shoulders of those who have
assumed the immense responsibility of governing the backward
races which people the tropics, nor can it be evaded by those who
use the products of the tropics and who exercise influence in the
councils of the civilized nations. The nations in control are, as
Kidd expressed it, “trustees for civilization” — a phrase which,
repeated in the Covenant of the League of Nations, has become
a household word throughout the world. In carrying out this trust
they exercise a “dual mandate”' — as trustees on the one hand
for the development of the resources of these lands, on behalf
of the congested populations whose lives and industries depend on
a share of the bounties with which nature has so abundantly en-
dowed the tropics. On the other hand they exercise a “sacred
trust” on behalf of the peoples who inhabit the tropics and who
are so pathetically dependent on their guidance.

The fulfilment of the former mandate is for the most part
undertaken with av1d1ty by private enterprise, and the function
of the Power in control is limited to prov1d1ng the main essentials,
such as railways and harbors, to seeing that the natives have their
fair share, and that material development does not 1nJur1ously
affect the fulfilment of the second mandate — an even more im-
portant obligation.
 Railways in Africa are generally constructed by the state.
Without arterial railways the cost of administration in the inte-
rior would be prohibitive and the slave trade and tribal wars
could not have been suppressed. Railways increase the moblhty of
the forces necessary to stamp out these evils and maintain law and
order. They render possible the advent of trade and commerce,

1 “The Dual Mandate in Tropical Africa.” By the present writer. Blackwood & Sons, Edinburgh,
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from which a considerable revenue is raised for administrative
purposes, and they encourage native production by providing a
market for native produce in return for imported goods, such as
textiles and hardware, and so add to the well being and prosperity
of the people. Along the lines they traverse they have super-
seded human porterage, and so set free vast numbers of men for
productive work. Their construction, if carried out on right
principles, is an educative agency of great importance, teaching
tribes hitherto at war the value of co6peration, and the principle
of a fair day’s wage for a day’s labor. Feeder roads, telegraphs
and harbors are ancillaries. For such works native labor is re-
quired, for the white man cannot, or at any rate will not (except
in Queensland) do manual work in the tropics. Private enterprise
also requires native labor, and hence the first problem is to de-
cide to what extent and under what conditions it can be em-
ployed without injury to the people. On the one hand the with-
drawal of too large a percentage of adult males from the village
community tends to destroy the social organization — slender at
best — and the tribal authority and tribal sanctions. Some of
these no doubt are based on superstition and barbarous traditions.
In course of time they must dlsap ear and be succeeded by a
higher type of social organlzatlon Eut if they are broken down
too rapidly, if whatever is good in them is treated with contempt,
and disappears with the bad before something better has been
evolved, the result is chaos.

Itis perhaps difficult for us to realise how great is the contrast
between the communal life of the primitive tribe, hedged round
with observances and customary rites, and the life of individual-
ism and license of the labor camp. Much can be done, and is done,
to ameliorate these conditions. Units of a tribe may be kept to-
gether under their own tribal authority, wives may be induced to
accompany their husbands, and if the absence 1s not too pro-
longed little harm may be done. Something of good, as has already
been said, may also result. The primitive savage in contact with
civilization learns the discipline of work, and the result of co-
operation He learns on a plantation new methods of cultiva-
tion which he can apply to his own fields. If well fed and
housed his physique improves with the regular day’s work. New
ideas and better standards of life are opened to his mind — in
housing, clothing, sanitation, and the utensils for field work.

The old order must change — as it has changed with us — and



60 FOREIGN AFFAIRS

the inexorable mandate of civilization forbids to stereotype the
conditions of savage life. Whether the primitive African dancing
in the moonlight through the livelong night, careless and im-

rovident for the morrow, will be the happier for it, who shall
say? Is the villager of England with his wireless set and his trade
unions, with motor cycles and cars dashing through the village
street and rattling the bones of the elders of the past in the village
cemetery, happier than they were?

To return to our subject. Men recruited from distant tribes
often suffer from the change of climate, diet and mode of life
before they become acclimatized. New diseases against which
they have acquired no measure of immunity cause a heavy death
rate. In spite of medical care, disease is sometimes carried back
to the village. Not only is the mortality high among the laborers,
but the birth rate decreases. In many parts of Africa it is esti-
mated that the population since the advent of the white man has
been stationary or has decreased, and this in spite of all that has
been achieved in the stopping of slave raids and of tribal war, and
the conquest of such diseases as smallpox which formerly ravaged
Africa unchecked. The security of life which the reign of law and
order has introduced is no doubt itself parodoxically in some de-
gree responsible, for the freedom of movement has facilitated the
spread of infectious diseases.

From a merely utilitarian point of view, it becomes a matter of
the first importance that the demand for labor shall not lay too
heavy a burden on the present generation. For essential public
works and services even compulsion may in the last resort be
justified and is authorized in such cases by the terms of the Man-
dates in tropical Africa, but “only if adequately remunerated” —
important words, which were omitted from the proposed Slavery
and Forced Labor Convention which is now under discussion
in Geneva.

In regard to forced labor for private profit the “traditional
policy of Great Britain” has been very clearly formulated in a
state paper, as being “absolutely opposed to compulsory labor
for private employment. . . . It 1s a fPoint: of fundamental
importance that there is no question of force or compulsion,
but only of encouragement and advice through the native chiefs.”

“In no British Dominion and in no British Colony,” said the
Under Secretary lately, “will it ever be tolerated that there
should be compulsory labor for private profit.”” Indirect pressure,
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on chiefs by advice which they dare not disregard, by unduly

heavy taxation, or by inadequate land allotment, is also repro-
bated. But voluntary labor is already insufficient to meet the
demands of settlers in the sparsely populated highlands, which
offer a congenial home for the white man, where by introducing
new cultures and improved methods he has increased the material
prosperity. What then is to be done? There are three possible
courses; first, to reduce the demand by limiting government
works to those of essential importance, and restricting European
immigration and private enterprise; second, to make the existing
supply go further by increasing the efficiency of the laborer and
by the use of labor-saving devices; or finally, to import labor
from overseas.

Each of these courses deserves brief consideration. The construc-
tion of railways may be limited to arterial lines and to such as
traverse densely populated regions and therefore afford an outlet
for produce, new markets, and 2 rapld means of transport for
labour recruits. It is of no use “opening up” for white planta-
tions sparsely peopled regions, however fertile, if there is no
labor for their development. In the second place, wage labor can
be made more efficient by good feeding and care of health, by
training, by piece-work — which means more European super-
vision — and by the use of machinery, either to supplement or
replace human labor. One illustration will suffice. The use of the
ox in agriculture and (on European owned estates) of mechanical
plows, etc., and the abolition of human porterage by the employ-
ment of draught transport and of “road-less”” mechanical vehicles,
would set free hundreds of thousands of men for productive
work, and add an enormous acreage to that which the natives at
present cultivate by primitive methods.

Finally there is the question of supplementing African labor
by importing workers from overseas. The two sources of supply
in the past have been India and China. The importation of In-
dian labor has raised in Natal and Kenya difficulties greater than
those of the problem it was hoped that it would solve. Moreover
the Indian Emigration Act of 1922 has prohibited the indenture
of Indian coolie labor. There remains China. It is necessary to
distinguish between immigrants, whose indenture provides for
compulsory repatriation, and those who on the expiration of
their contracts are allowed to remain as colonists, bringing their
families with them and using their period of indenture as a kind
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of apprenticeship, during which they can save a little money
and get to know the country. For reasons which cannot be dis-
cussed here, the Chinese would no doubt belong to the former
category. The cost of recruiting, transporting and repatriating
Chinese, and the high wages they demand, would make the
experiment a very costly one. The Chinese refuse to bring their
wives with them —or the wives refuse, as in Samoa, to come unless
paid the same wages as the men; they take back their earnings with
them and spend little or nothmg in the country; and there is the
serious question of racial miscegenation. On the other hand, if the
strict supervision exercised by a special official, which is adopted
in Malaya, is enforced, there are no grounds for humanitarian
objections so far as the Chinese themselves are concerned.

What, it may naturally be asked, in view of the difficulties with
which this labor question bristles, is the nature of the demand by
private enterprise, and what is the solution which it proposes it-
self? The demand is mainly either for mlnmg or for European-
owned plantations and estates; the requirements of traders and
others are comparatively negllglble

The mining companies which export gold, diamonds, tin,
copper, manganese, etc., generally make large profits, and are
able to offer every attraction possible to wage labor. The ex-
traction of coal, on the other hand, economizes expenditure on
railways and steamers, and is therefore of direct benefit to the
people of the country. In Nigeria, primarily on account of the
labor question, it has so far been retained as a government
monopoly. Foreign agricultural enterprise may either consist of
plantations of rubber trees or oil-palms, etc., which grow in the
lowlands and are supervised by Europeans who relieve each other
periodically, or of estates owned by settlers in the highlands,
whose altitude renders continued residence possible. If the
crops consist of exotic sfpe(:les which require skilled cultivation or
technical preparation for the market, such as Arabian coffee,
tobacco, sisal, tea and flax, these forelgn owned plantations are a
notable contrlbutlon to the economic resources of the country,
and they also should be able to offer attractive conditions to
wage labor, provided that the demand is not too heavy. It is,
however, a disadvantage that the heaviest demand is at the
season when the natives are most engaged in tending their own
food cr

But 1fP the foreign estate owner does not limit his enterprise to
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these cultures, and includes products which are successfully
grown by the natives, such as cotton, maize, cocoa, groundnuts
etc., it 1s inevitable that — unless artificially protected — he
cannot compete with the native grower who has no “overhead
charges” to meet and can work 1n his own time, in his own way,
for his own profit, and with the assistance of his family. Their
interests become antagonistic, and if the planter has a powerful
share in the legislation and policy of the government, strict im-
partiality, despite the best of intentions, becomes difficult.

The planter and the settler point to the capital and the efforts
expended in converting lands left derelict or used only as grazing
areas for nomadic cattle-owners, into estates of great value whose
produce forms the bulk of the exports. They hold that the natives
can only become good citizens by contact with the Europeans.
They would solve the labor problem by inducing the natives to
live on their estates as “squatters’ or tenants pledged to render
service for specified periods. The planters of Virginia solved their
labor problems three centuries ago in much the same way, by
importing slaves, but what was possible in the early seventeenth
century 1s not possible in the twentieth. The imported slaves
resided on their estates, and it was equally to the owners’ in-
terest that they should be well-cared for; but in order to maintain
the system they wisely made it an offense to teach the slaves to
read and write, for education must doom such a system to
failure. British settlers in Kenya and Nyasaland, on the contrary,
show much enthusiasm for native education. And here I touch a
new subject.

The policy and methods hitherto adopted in educational mat-
ters in Africa have not produced good results, and the fact has
recently received official recognition in England by the appoint-
ment by the Secretaggy of State of a Standing Committee at the
Colonial Office consi¥@ing of educational experts, representatives
of the churches and Tnissions, and others of practical adminis-
trative experience, under the presidency of the Under-Secretary.
A synopsis of the policy they advocated was published with the
approval of Government as a state paper. In this movement the
Trustees of the Phelps-Stokes Fund, with their intimate knowledge
of the methods by which such great results have been achieved in
the United States at Hampton and Tuskegee, lent assistance and
cobperated by sending two Missions to Africa and publishing
the results of their investigations. It is, however, only just to
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add that the principles they so ably advocated had already been
demonstrated and an attempt to give them practical effect by
legislation had already been made and would have been carried
out in detail had not progress been arrested by the war.

The new policy regards the education in the class-room of a
comparatively small minority of the youth in the principal
centers as only one phase — and that not the most important —
of education. The system of set examinations based on curricula
more appropriate to pupils in England, and conveyed in text
books 1ll adapted to African experience and mentality, must in
future give pﬁtce to a system which shall reach the heart of the
people and influence the village community. Its object will be
to retain what is best in African tradition, to make the village
agriculturist or craftsman more efficient, to replace superstitious
fear by the ethics of a higher religion, to fill in the great hiatus
between the illiterate masses and the so-called ““educated”
minority. Education, it is hoped, will mean the raising of the
standard of the people, not the denationalization of the few,
making of the Atlr)ican a better and more efficient African and
not an imitation white man.

So regarded, the Education Department is but one of many
agencies engaged in the work. And not least of the potent agen-
cies which operate outside the class-room is that of the Adminis-
trative Officer, whose task it is to train each tribal unit or separate
community to conduct its own domestic affairs under the guid-
ance of its own appointed head.

Among the more advanced sections the task is comparatively
easy. Habits of obedience to authority on the one hand, and of
respon51b1hty and initiative on the other hand, have already
been acquired in a greater or lesser degree. ut among the more
primitive, where as yet no higher authorityggian the head of the
famlly exists, where impulse to action is dlt‘ed by some prompt-
ing of superst1t10n or some motive hard t0 fathom, the District
Officer’s task is much harder. He will set up a petty tribunal
for the settlement of minor disputes and offenses, but it will ar-
rive at most astonishing decisions or be wholly unable to assert
its authority. The very standards of right and wrong will often
need to be created. It would be simpler and much more effective
to assume all powers himself. The interminable delays, the in-
ability to grasp simple fundamentals, the constant failure of
one chief after another in whom he had built hopes of success,
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are heartbreaking to the competent energetic officer, and it
becomes a chronic temptation to do the thing himself and do it
well. It is thus that the proverbial efficiency of the rural admin-
istration in British India and elsewhere has been achieved.

But is the white influence as effective as it seems on the sur-
face? No tropical administration has revenues adequate to sup-
port the army of officials required thoroughly to administer
these vast areas peopled by a mosaic of tribes speakmg scores of
different languages. Exigencies of climate, necessitating absence
on leave, together with the transfers due to departmental pro-
motion, cause frequent changes in personnel. At best the District
Officer, who thinks he is “running the show” himself, and with
success, is really in the hands of his interpreters, his court mes-
sengers and his police. Every now and then a scandal comes to
light which reveals the tyranny, bribery and peculation carried
on in the white man’s name.

Apart from such considerations, what is the ultimate result?
Ha.MP a century of direct assumption of control by the Ad-
ministrative Officer finds the community just where it was. The
more capable and energetic he has proved himself, the less com-
petent will it be to stand alone. Meanwhile, contact with civiliza-
tion, and the spread of education, beget as their natural offspring
the agitator for “self-determination” and a share in the control
of domestic affairs. The tribes are without leaders of influence,
for leadershlp has been at a discount. The only lesson they have
been taught is obedience to the will of another. The agitator
presses for elected representatives on the Legislative Council,
and a widening of the unofficial vote. But the native lawyers,
who for the most part constitute the native members of the
Council, are not representative of the masses, and know less
about them, their language and their needs than the District
Officer. Phllanthroplsts at home applaud the extension of “a new
measure of self-government.’

Better in my judgment all the early mistakes and absurdities
of the primitive native tribunals, the incompetence of the petty
chiefs, and the slow growth of efficiency, while the chief and his
village council acquire with the support of government a steadily
increasing authority. If their actions on occasion give cause for
protest, they cannot at any rate be laid at the white man’s door.

Democracy in the East (perhaps more logically than in the
West) begins at the bottom with the village panciayas in India
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and its counterpart, the #pao in China, — generally perhaps
with autocracy enthroned as a figure-head at the top, ostensibly
omnipotent but in reality with well understood limitations.

From all of these considerations there emerges, as I think,
one great lesson for all of those powerful states which have
accepted the grave responsibility of controlling and educating
— that is to say, “bringing forth” to a higher plane — the
backward races who are, in the words of the Covenant of the
League of Nations “unable to stand alone in the strenuous con-
ditions of the modern world.” The lesson is this: we should
abandon the idea that methods and policies found suitable to
ourselves are necessarily the best suited to the ancient civiliza-
tions of the East or to the evolution of African tribes. The pre-
dominant characteristics of the English- speaking races are indi-
vidual initiative, w1ll1ngness to accept responsibility, and belief
in the value of compromise in the settlement of affairs without
strict adherence to logic. From these characteristics have sprung
our system of representative government through parliaments.
We are prone to assume that our methods of government, our
religious formulee, our systems of education, the lessons of our
history, our appraisement of the degrees of crlmmahty and our
code of punishments, because we have proved them best for
ourselves, must be best for all the world. It may be so in the far
future, but the attempt to bridge the centuries without ade-
quate study of other mentalities, traditions and beliefs, is more
likely to lead to failure than to success.

With the realization of the dlﬁiculty and of the importance of
the work, there has come an mcreasmg recognition of the fact
that, as S1r Valentine Chirol puts it, the task demands not the
average man but the very best men we have got. When 1 first
went to Africa— and the assertion is obviously not flattering
to myself — there was undoubtedly a feeling that anyone
was good enough for Africa. Selection of officers was haphazard
in the extreme. The Indian Service enjoyed great prestige, and
next to it came the Eastern Colonial Cadet Service. To-day
neither the one nor the other can boast of better men than those
who serve in tropical Africa. And the credit is due to the Service
itself — though many, alas! of those who pioneered the way
have not lived to see the results.

Conditions in the early days, of housing, food, medical aid,
and overwork for the British staff were very bad, especially in
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West Africa, and the mortality was dreadful, but as a result of
the abounding material prosperity of these dependencies these
conditions have now improved beyond comparison. Wives accom-
pany their husbands, and the tone of European society has changed
greatly for the better, a change which includes all classes, — mis-
sionaries, traders, miners and officials. Its effect 1s not lost on the
black man. I do not refer to British colonies only.

And what are the results on the credit side of the dual task,
to compensate for the death roll. In material prosperity they
are amazing. Thousands of miles of railways, harbors both on
the East and West Coasts constructed at a cost of several millions
each, and a trade which now aggregates many scores of millions
of pounds sterling. The little colony of the Gold Coast has
built a hospital at a cost of a quarter of a million pounds sterling,
and is now engaged on school buildings at Achimota estimated to
cost double that sum. In non-material matters the progress made
cannot be so easily tabulated. I have spoken of education, of
methods of rule, and of principles of employing wage labor; in
these and in many other spheres there can be no doubt that the
white man’s standard has been raised. The endeavors of the
Mandates Commission to uphold the true principles of Trustee-
ship on the one hand, and the loyalty of Africa and its white
rulers during the war on the other are tangible tokens of progress.

A word in conclusion as to the Mandates. Has the system set
up by the Covenant of the League proved useful and effective?
The general verdict seems to be in the affirmative. The essential
features which distinguish territories held under Mandate from
Colonies and Protectorates are, first, that the Mandatory is
pledged to administer the country in accordance with certain
strict rules laid down in the Mandate — whether those rules
are in accordance with the practice in its own colonies or not;
second, that it must render an annual account of its stewardship
to the Mandates Commission, a body advisory to the League, and
that these reports, together with the full minutes of the discussion
upon them with the accredited representative of the Mandatory,
are made public; and third, that inhabitants have the right to
petition the League through the Mandatory, and the world at
large has the right to submit any memorial if it is considered
that the conditions of the Mandate are not being carried out.
Publicity and the expression of public opinion are the only forces
which can be brought to bear on a Mandatory, but they are very
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powerful forces. Whether the right of petition is sufficiently effec-
tive or whether it may be liable to misuse, are matters now
engaging the consideration of the Commission.

The Commission consists of ten members of different nation-
alities nominated by the Council of the League for personal
competence. They may not hold any appointment under their
governments. The examination of the reports, laws, petitions,
and the large volume of press articles, parliamentary debates
and other papers circulated by the Secretariat concerning the
administration of fourteen separate countries, in addition to two
or three sessions each year of some three weeks” duration each at
Geneva, 1s a task so heavy that it is perhaps doubtful whether the
system can long be efficiently carried out on its present basis.

Germany, in accordance with the Treaty of Locarno, will
before long become a Member of the League. Influential parties
in that country have long been engaged in propaganda having for
their object the restitution of one or more of her colonies. They
claim that until she is adjudged worthy to control a colony she
does not sit at the table of the League on a footing of equality
with Portugal or Spain, and that her industrial millions need free
and assured access to tropical resources. This she enjoys already
in all British territories whether under a Mandate or not, and will
have as of right in all other mandated areas in Africa when she
enters the League. Italy proclaims that if Germany were to obtain
a Mandate she would advance a similar claim. On the other hand
it is repugnant to right feeling that populations, to whom solemn
pledges of protection and of the permanence of the existing
arrangements have been made, should be bartered about as
mere chattels to suit the convenience or political exigencies of
European nations, and that the pledges should be treated as
“scraps of paper.” Nor can a Mandate be revoked (except in
theory for gross maladministration) without the consent of the
Mandatory.

I have touched on but two or three of the many problems which
tropical Africa presents to the twentieth century for solution,
but enough I think has been said to indicate their great interest
and the claim they have on the careful attention alike of those
who benefit by the products of Africa, and those who acknowl-
edge the obligations which wealth, leisure, civilization, and the
ethics of a higher creed impose upon the more favored nations.



DOUBLE TAXATION
By George O. May

assumed much increased importance as a result of the

war. Nor is the increased importance due solely to higher
rates of taxation, though the 1mp051t10n of taxes running up to
more than 50 percent has created situations in which double
taxation of income amounts to practical expropriation. Another
serious factor is the change in the fiscal situation of the leading
countries which the war has brought about. Countries which
before the war were in position to supply their own requirements
of capital or even had a surplus for investment abroad, have
become borrowers; other countries have found themselves not
only in a position to invest abroad but almost compelled to do so.
Our own country could hardly maintain its policies of restriction
of imports through high tariffs, exportation of surplus food
products, collection of foreign government debts and the building
up of a merchant marine, without making foreign investments to
balance the international account.

Again, lack of confidence in domestic finance and depreciation
of currencies have created a demand for foreign investments
even in countries whose capltal resources are inadequate for
their own requlrements and in the most stable European
countries anxious investors having seen the disastrous conse-
quences of war on the strongest of states, have felt that it was
unwise to put all their eggs in a single basket, and have invested
part of their capital abroad.

The setting up as separate nations of what were formerly parts
of a single kingdom, which remain more or less economically
interdependent, as in the case of the succession states of Austria,
is still another of the many contributing influences as a result of
which the subject has assumed very real and general significance.

DOUBLE taxation is one of many subjects which have

1

The problem arises mainly in relation to income and inheritance
taxes. In its international aspects double taxation of income is by
far the most important phase of the question, but in our own
country double taxation of inheritances by theStates hascreated a
particularly unsatisfactory situation. Attempts to deal with the
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roblem have been made in domestic legislation in our own
and foreign countries, and through international conferences —
notably those conducted under the auspices of the League of
Nations — which have resulted in a number of international
conventions for the mitigation of the burden.

Dealing first with the activities of the League of Nations, since
these have included authoritative studies of the theoretical and
practical aspects of the problem, the question was discussed at
the Brussels conference (1920) and referred to the Provincial
Economic and Financial Committee. In accordance with the
request of this Committee Sir Basil Blackett, of the British
Treasury, submitted two interesting memoranda — one dealing
historically with British income tax practice, and the other with
the purely economic question of the effects of double taxation on
foreign investments. In September, 1921, the Financial Section
of the League invited a group of economists consisting of Pro-
fessors Bruins of Rotterdam, Einaudi of Turin, and Seligman of
New York, and Sir Josiah Stamp of London, to prepare a report
on the subJect The group made in April, 1923, a full report
dealing first with the economic consequences of double taxation
on the equitable distribution of burdens and on the flow of
capital, and second with the possibility of relieving or mitigating
its evil effects either by domestic legislation of states or by
international agreements.

The Committee next brought together a group of technical
experts, requesting them to examine both this problem and the
collateral problem of tax evasion from an administrative point of
view. These experts used as a basis the report of the economists,
which they characterized as a masterly report of inestimable
value to them, and adopted resolutions that embodied the prin-
ciples which in their judgment should govern the formulation of
conventions for relief from double taxation. These resolutions
were set forth with extended comments in a report published
by the League under date of February 7, 1925. This report was
brought to the attention of the International Chamber of
Commerce, which had been continuously interested in the
subject, and that body after extended examination through a
Committee headed by Prof. T. S. Adams expressed its substantial
agreement with the experts.

The next step was to ask the same group, enlarged to include
representatives of other countries, to draft types of conventions
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of either a general or a bilateral character for the purpose of
giving effect to the principles agreed on. The enlarged group met
in Geneva in May last, but the session then held was occupied
largely in securing agreement on principles on the part of the
many new members, and it was not found possible at that time
to do more than prepare preliminary drafts of conventions which
are to be considered at an adjourned session to be held in October.

11

Double taxation of income arises from the fact that a tax may
logically, and can effectively, be levied either where the income
arises or where the recipient resides. In our own legislation both
these principles are applied, and in addition a tax is levied on
our own citizens even 1If they reside abroad and their income is
derived from foreign sources.! The English income tax, the oldest
of those in existence, though it is in the main a personal tax
nevertheless taxes the income of non-residents derived from
English sources. As a practical matter, it is hardly conceivable
that any state which levies an income tax would wholly relinquish
this source of revenue.

The question of the ultimate disposition of the burden of a tax
on income from domestic sources, levied upon non-residents, was
considered at length by the economists sefected by the League.
In the case of a country seeking to borrow capital from abroad,
a tax levied on the interest from the loan secured is likely to
be thrown back either directly or indirectly on the borrowing
country. Where, however, foreign capital is seeking to exploit
the natural resources or commercial opportunities of a state, the
tax on the income which that capital earns is not likely to be
passed on.

As a logical consequence countries whose natural resources
are relatively large in proportion to the foreign interests of their
residents are apt to stress the principle of taxation according to
the source of income (especially as there would be strong political
objection to the exemption of foreigners from a tax to which
citizens engaged in similar enterprises would be subject); while
the great capitalist countries are equally insistent on the prin-
ciple of taxation according to residence.

The technical experts in their resolutions drew a distinction

11n the 1926 law exemption was granted to non-resident citizens in respect of earned income
from foreign sources.
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between taxes which are independent of the status of the taxpayer
and those which are determined by such status; between im-
personal taxes and personal taxes, or, using the French terms
between impdts réels and impots gloéa/s They suggested that
the former should be levied only in the country in which is
found the source of the income, and the latter only 1n the country
of residence (domicile) of the recipient of the income. The
practical value of the distinction has been questioned, and it
must be admitted that the modern income tax is usually in some
respects a personal and in other respects an impersonal tax.

In applying the distinction the experts laid down the general
principle that taxes at progressive rates should be regarded as
personal taxes, and should be levied only by the state of domicile.
Acceptance of this principle would mean that no state would
levy surtaxes on non-resident individuals on income derived
from sources within the state either with reference to their total
income from all sources or with reference to their total income
from sources within the state.

Both the United States and Great Britain at present attempt
to levy surtaxes on non-resident aliens on the basis of their total
income from sources within the taxing country. There is, how-
ever, reason to believe that such attempts are not very produc-
tive, and on practical as well as on theoretical grounds the two
countries might well, under reciprocal agreements, forego such
surtaxes. The administrative difficulties of effecting collection
are great, and in any case in which the sums involved are sufficient
to warrant the expense the taxpayer can make these difficulties
practically insuperable by measures such as the interposition of
a foreign corporation under his ownership and control between
the source of the income and himself.

Apparently also, though this is not perhaps absolutely clear
from the report, the experts considered that no state should
levy on the profits of an enterprise owned by non-residents taxes
computed at progressive rates even if the scale were established
entirely without regard to the status of the owners. This question
is one on which American and British practice have differed
sharply.

The British laws have proceeded on the principle that the
ablhty to pay, which is the broad justification of the progressive
Income tax system, is a purely individual matter and while
income taxes are collected in Great Britain from corporations
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as a matter of administrative convenience, the system of relief
is so arranged that if the income of a corporation were wholly
distributed and the income of every individual shareholder were
nevertheless still below the exemption limit, the shareholders
would in the aggregate be entitled to recover an amount of tax
equal to the tax payable in the first instance by the corporation.
We have adopted the view that not only may corporations
properly be subjected to an income tax as separate entities, but
the principle of ability to pay may properly be applied to them
through a scale of graduated taxes without regard to the status
of their shareholders. This was the vital difference between our
excess profits tax and the British. Whatever may be said on the
question of principle, it is highly improbable that states in which
the most important enterprises are being exploited by non-
residents will in practice forego the right to levy graduated taxes
on such enterprises.

It should be added that the experts clearly recognized that the
principles laid down by them were not likely to be immediately
and universally adopted, and made suggestions for procedure in
cases where the states could not see their way to accept these
principles in their entirety.

III

The experts next proceeded to lay down rules for determining
the sources of income. These rules have been approved by the
International Chamber of Commerce and are substantially
similar to those embodied in our own Federal legislation. Income
from real estate (or mortgages thereon) and income from agri-
cultural enterprises are attributed to the country in which the
property is situated; earned income to the country in which the
services are rendered income from business to the country where
the business 1s conducted — an apportionment to be made if the
business is carried on in more than one country provided that in
each there is a real establishment and not a mere agency. In-
cidentally the experts recommended as a concession to prac-
ticability that maritime navigation undertakings should be
taxed in only one country, namely that in which the effective
control was exercised — a provision similar to that in our own
statutes exemptmg on a basis of rec1proc1ty the earnmgs from
shipping registered under a foreign flag. Some shipping interests
have urged that this rule should be accepted as based on principle
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rather than on expediency. It is difficult to see how such a
contention could be sustained, though the fact that shipping
income 1s earned mainly on the high seas and the extreme difh-
culty of making any satisfactory apportionment thereof between
states seem amply to justify the experts’ recommendation.

In regard to interest on bonds, deposits and current accounts
the experts suggested that:

The state in which the debtor is domiciled shall, as a rule, be entitled to
levy the schedular tax, but the experts recommend the conclusion of
agreements whereby (particularly by means of affidavits and subject to
proper precautions against fraud) reimbursement of, or exemption from,
this tax would be allowed in the case of securities, deposits or current

accounts of persons domiciled abroad, or whereby the tax would be levied
either wholly or in part by the state in which the creditors are domiciled.

They thus recognized the right of the debtor country to impose
the tax and the practical consideration that the tax is likely to
be passed back directly or indirectly to the debtor country.

The resolutions of the experts did not deal with inheritance
taxes at length, but merely indicated that the rules for income
taxes were applicable mutatis mutandis to them.

While the theoretical discussion was proceeding, substantial
progress was being made in negotiation of treaties for the mitiga-
tion of double taxation. In June, 1921, a convention was signed
at Rome between Austria, Hungary, Poland, Italy, Jugoslavia
and Rumania. A large number of bilateral conventions have
been entered into, Germany, Italy, Austria, Switzerland and
Sweden being among the parties to them.

The bilateral conventions which have been negotiated have
followed generally the lines of the experts’ resolutions. An inter-
esting exception, however, is the convention between Great
Britain and the Irish Free State, which adopts the principle of
residence and ignores the source of income.

v

Turning now to the consideration of internal legislation, the
question of double taxation within the Empire appears to have
been raised in the British Parliament as early as 1860, but it was
not until the heavy war taxes came into effect that an attempt
was made, in 1916, to alleviate the hardship. The question was
discussed at an Imperial war conference in 1917 and was ex-
haustively considered by a Royal Commission in 1919, and that
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Commission laid down the principles which in its opinion should
be the basis of any sound solution of the problem. The Com-
mission also considered the question of double income taxes in
relation to foreign countries but did not see its way in the existing
circumstances to recommend any change in the British practice.
British measures for relief have therefore with minor exceptions
been limited to double taxation within the Empire.

In our Federal practice the question of double taxation was
dealt with as soon as it became at all serious. The specific provi-
sions enacted have exhibited much the same characteristics as
our income tax laws in general. In many cases the spirit of the
provisions has been broad, and indeed liberality has at times
become prodigality. On the other hand, specific provisions have
frequently been arbitrary and 1mpract1cable and too often the
administration has been productive of irritation and expense to
taxpayers, rather than of revenue to the Treasury.

Since 1918 the law has contained provisions under which
taxpayers might make a deduction from their United States in-
come taxes in respect of income taxes paid in other countries.
Such provisions were the more necessary because of our practice
of imposing the tax on citizens irrespective of residence or the
source of the income. We could hardly tax our citizens represent-
ing American business abroad on their income earned where they
were residing, without substantial relief in respect of taxes paid
in that country.

The allowances made have not always been based on well
established principles of taxation; at times they have been
obV1ously excessive. For instance, under the 1918 law a citizen
resident in the United States could deduct from his United States
tax all taxes paid to foreign countries on his income from sources
therein, even though such taxes exceeded the domestic tax on the
foreign income in question. Thus if his American rate were 20
percent and one-third of his income were from foreign sources
and subject to a foreign tax of 6o percent, he would pay no
American, tax at all. A rule involving such sacrifice by our
Treasury of taxes on income which was derived from American
sources was quite uncalled for and it was changed in 1921.

By a curious oversight an even more anomalous situation
existed under the 1918 law, as a result of which a domestic
corporation might in effect exclude from its gross income divi-
dends received from a foreign corporation and yet deduct from
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its American taxes any taxes levied on those dividends by the
foreign country. This error was also corrected in 1921.

The principle of allowing a credit against the American tax
for foreign taxes paid has from the first been extended to taxes
paid by foreign subsidiaries of a domestic corporation. The rules
laid down in the statutes for computing the credit in such cases
have however been and still are unsatisfactory and impracticable.

Ever since 1918 any allowance for foreign taxes to a resident
alien has been conditional on his own country granting a similar
credit to citizens of the United States residing in that country.
The general theory of reciprocal exemption is entirely sound, but
our form of procedure is open to the objection that it requires
foreign countries to conform to a method of exemption which we
have devised instead of to a method mutually agreed upon.
This objection has particular force in a case such as that under
our 1918 law, where our scheme was theoretically unsound and
extravagant. It was not reasonable that a resident alien should
be denied all relief under that statute because his own country
did not grant relief to the same unreasonable extent as ourselves.
The law surely might have provided for relief either to the same
extent as our citizens were relieved in his country or to the extent
of the relief granted by us to residents who were citizens, which-
ever might be the lower.

In 1921, as already noted, exemption from United States income
taxes was granted to foreign shipping on a basis of reciprocity.
This broadminded provision, which undoubtedly involved a
sacrifice by our Treasury greater than the immediate gain to
our shipping interests, has been availed of by the principal mari-
time countries.

It is probable that any further steps in the direction of relief
from double taxation which we may take will be in the same
form. With our growing interests in foreign countries it would
seem wise to adopt a liberal policy. There are activities other
than shipping to which similar treatment might be given and we
might be well advised to offer exemption of non-residents from
surtaxes on a reciprocal basis.

Incidentally we should assuredly be wise to modify our attitude
towards non-residents in the matter of returns, penalties and
other matters of procedure. At present we proceed on the theory
that it is the duty of every one the wide world over to be familiar
with our law and to file a return under it if he has income from
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an American source as defined by us, whether he has an agent or
office here or not. Our laws levy the taxes on “every individual”’
and require a return from every individual having net or gross
income from American sources in excess of specified limits and
our regulations interpret the language literally. Penalties are
provided by law and the regulations apply these provisions to
residents and non-residents alike. The penalties collected from
non-resident aliens must have been trivial, but the trouble,
annoyance and expense occasioned by these prov151ons has been
con51derable The Enghsh courts, construing provisions which
required “every person” chargeable with supertax to make a
return and made “every person” failing to make such a return
liable to a penalty, held that a non-resident alien was not required
to make a return nor liable to the penalty. The Lord Chancellor,
Viscount Cave, said (Whitney v. Commissioners of Inland
Revenue) it was not easy to understand “by what right such a
penalty could even in express terms be imposed” and concluded
that the provision could not have been intended to apply to such
a person. Lord Phillimore said he was sure it was not the duty of
a non-resident and undomiciled alien to know English tax law,

and Lord Dunedin said:

“The next step lay with the appellant, and he made no return, and I
agree that the penalty section is inapplicable. For the appellant is not
subject to the jurisdiction of the English Court, nor has the British Parlia-
ment power to enjoin him personally to do anything.”

These views seem eminently reasonable and it is much to be
desired that the Treasury or the courts should interpret our law
similarly or that Congress should modify it to the same effect.
At present we are merely creating precedents to no profit, which
may be followed by other countries to the detriment of our citizens.

v

Our State income tax laws are not — with few exceptions —
unduly burdensome, though the methods of apportionment of
income are in some cases intricate and unsatisfactory. It is in
the field of inheritance taxes that our States have acquired
unenviable fame.

The situation can not be better stated than in the language of
the President’s address to the conference called at his suggestion,
which met at Washington on February 19, 1925:

“There is competition between States to reach in inheritance taxes not
only the property ot its own citizens, but the property of the citizens of
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other States which by any construction can be brought within the
grasp of the taxgatherer. A share of stock represents a most conspicuous
example of multiple inheritance taxation. It is possible that the same share
of stock, upon the death of its owner, may be subject to taxation, first, by
the Federal Government; then by the State where its owner was domiciled;
then by some other State which may also claim him as a citizen; again in
the State where the certificate of stock was kept; in the State where the
certificate of stock must be transferred on the corporation’s books; in the
State or States where is organized the corporation whose capital stock is
involved; and, finally, in the State or States where this corporation owns
property. All this means not only an actual amount of tax which may under
particular circumstances exceed 100 percent of the value of the stock, but
the expense, delay and inconvenience of getting clearances of the States
who claim a right to tax the property is a serious burden to the heir who is
to receive the stock. Particularly is this expense disproportionate to a tax
paid by a small estate which has but a few shares of stock. In many cases
the expense alone must exceed the total value of the shares which it is
sought to transfer. Looking at it from the standpoint of State revenue, I
am told it is probable that the full cost to executors of ascertaining the
tax and obtaining the necessary transfers is in the aggregate nearly as
much as the tax received by the States upon this property of non-resident
decedents. Here, indeed, is extravagance in taxation.’

As the President emphasized, the burden of expense and trouble
was in many cases more serious than the tax. By the transfer of
personal holdings to a corporation formed for that purpose, and
by other means, large taxes outside the State of the residence of
the decedent could usually be avoided. The amount of tax thus
became dependent on the foresight and ingenuity displayed by
the decedent rather than on any ability to pay. Calculations
made showing possibilities of taxes amounting to 100, 200 or
even 300 percent of the estate were merely mental exercises of
the expert.

Since the President’s speech was delivered various events have
improved the situation. By the Federal Tax Law of 1926 the
credit for State taxes against the Federal tax was increased from
2§ percent to 80 percent of the latter. Next came the decision
of the Supreme Court in the Frick case which declared invalid a
tax on tangible personal property without the State and held
that the State of residence must allow the tax on corporate stocks
owned by the decedent levied by the State of incorporation as a
deduction from the value of the gross estate in computing its
tax. This was followed by another Supreme Court decision
which held invalid a tax on the transfer of stock of a for-
eign corporation owned by a non-resident based on the ground
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that the property of the corporation was mainly within the
State.

Important States such as New York, Connecticut, Pennsyl-
vania, and Massachusetts, have enacted laws containing re-
c1procal exemption clauses, and conferences of the taxing author-
ities of these States have been held in an effort to make such
prov131ons effective. What the League has been seeking to brmg
about in the international sphere has thus been happening in
our own interstate field.

VI

In any review of the measures relating to double taxation
which have been taken since the war, it must be constantly kept
in mind that the period has been one of unexampled difficulties
in the field of government finance. Allowing for this fact the
progress made cannot be regarded as unsatisfactory. The efforts
of the League of Nations have borne and are bearing fruit.

The United States by reason of its prosperity and its increasing
foreign investments should be the leader in the adoption of
broad and liberal policies in this field. Notwithstanding the
amelioration of the situation in the recent past much remains to
be done to put our State taxation on a fair and sound basis.
There is room for improvement in our Federal law though even
more in our methods of Federal tax administration. A Federal
inheritance tax, for instance, is still levied on stock of a corpora-
tion owned by a non-resident decedent if either the corporation
1s organlzed under the laws of one of our States or the stock
certificate is physically in the United States at the time of the
death. Surely we might, on a basis of reciprocity, grant exemption
in such cases; at least we might adopt a single test of liability.
The Presxdent s criticisms of the States in this respect are justly
applicable to the Federal Law.

The United States has hitherto declined to join in the work of
the League of Nations, but if our apprehensions preclude us
from following the same precise path, we have at least taken
some steps along parallel lines. We have the opportunity and
it is to our interest to keep pace with, or even move ahead of,
other nations and to offer reciprocal rehef to any that are pre-
pared to advance with us. The fact that some of the best informed
students of the subject are among those whose judgment on tax
questions is most highly valued by Congress gives some grounds
for hope that we shall not neglect our opportunities and duties.

s et i amrs ama



RUSSIA AND GREAT BRITAIN IN CHINA
By Nicholas Roosevelt

have obscured the changes that have taken place in the

old rivalry between the Russians and the British for
power in the Far East. Prior to the Great War, the Russian
Imperlal Government sought to consolidate its polmcal influence
in North China without interfering with British commercial
interests. In the background of Russia’s China policy, however,
was the hope of ultimately dlsplacmg British supremacy in
Asia. It is not unlikely that the Tsar’s ministers thought of him as
the logical heir of the Mongol Emperors. Great Britain, confident
in her great political and naval strength, was willing to confine
herself to extending and consolidating her commercial hold in
China, as long as Russia did not interfere with this by bringing
political pressure to bear on China. In matters political, Great
Britain sought to check Russia only in her attempted advance
on India from the north.

The World War temporarily eclipsed Russia in China. She
lost all her special privileges and concessions, including the
Russian section of the foreign city at Tientsin. She also lost the
rights of extra-territoriality throughout the republic. Great
Britain’s trade in the meantime increased largely, and her prin-
cipal political concern was to see that Japan did not become too
powerful on the Asiatic mainland. This policy, according to
some of the British on the China coast, was rendered more
difficult by the expiration of the Anglo- ]apanese alliance with
the signature of the Four-Power Treaty at the Washmgton
Conference. There is a growing opinion among the British in
China that Great Britain made a serious error in relinquishing
the influence over Japan which the Anglo-Japanese alliance
gave her.

Britain has been handicapped in her Far Eastern policy since
the war by the internal political conditions in England It has
been clear, for example, that the anti-war reaction following
the Peace Treaty, together with the anti-imperialist ideas of
the Labor party, have made it difficult for Great Britain to
take any action in China that might involve the use of force.
This has, of course, been well-known to the Chinese who have

THE chaotic conditions in China during the last few years
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not failed to take advantage of it in order to serve their own
interests. The gunboats have been kept on the Chinese rivers,
and a small detachment of the British fleet has remained in
Chinese waters. These have only been used, however, in rare
cases when it was obvious that there would be no opposition to
them sufficient to make an actual conflict likely. This new tend-
ency was manifested at the time of the firing on the Island of
Shameen at Canton in June, 1925. The British Consul General,
Sir James Jamieson, was urged by many of his compatriots on
Shameen to use the gunboats to bombard Canton. They felt,
even as do many still today, that if this had been done there
would have been no further trouble with the Chinese. Sir James,
however, not only was wiser in his knowledge of the Chinese
than were his critics, but also had to consider home politics. He
realized that the temper of the Chinese people was different in
June, 1925, from what it had been during the previous decade,
and that drastic action might be answered with violence. He
knew that sufficient force did not exist to meet this violence,
and that unless the Chinese were instantly crushed, it might
develop into a new war which most certainly would not have
the support of the British Foreign Office. In other words, he
perceived that the day of the gunboat policy in China was ended.

Many of the *“old China hands” who feel that the gunboat
policy 1s obsolete, as well as those who believe in using force,
are secretly resentful of the determination of the British Gov-
ernment to work closely with the American Government. The
feel that the United States is not sufliciently well informed
about Chinese affairs, and that the State Department is too
much under the influence of the missionary element. They resent
the fact that the missionaries tend nearly always to accept
the suggestions of the Chinese Nationalists, and that on numer-
ous occasions they have unconsciously played the game of
Soviet Russia against Great Britain in China.

The first signs that Russia was again looking towards Asia,
and that the fgoreign policy of the Tsars had become the foreign
policy of the Commissars, were not apparent till 1922. The old
Russian ambition of dominating Manchuria and being the
preponderant power in Peking was then again manifested. The
Bolshevik leaders, having failed to stir up revolutions against
the governments of Europe, decided to try to undermine these
governments by striking at them through their colonies. This
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meant fomenting trouble in India and the overseas possessions.
Two years later, the astute Mr. Joffe, Russia’s representatlve in
China, concelved the idea of utilizing the unrest in China for
hampering Great Britain’s trade in China. He knew that the
Chinese markets were one of the most important outlets for
British goods, and that an effective blow to British trade in
China would surely be felt in England. A situation thus arose in
which the interests of the Russians and the new Nationalist
group in China coincided. The Russians played their part with
considerable skill and vigor, and so long as it was to the interest
of the Chinese to help them were successful. Their principal
weapon was anti-foreign propaganda but skillful as they were
in using this, they failed to see that in the long run it would be-
come a boomerang and work against them as well as against
other foreigners

The existence in China of a small but loud-mouthed group of
young Chinese, imbued with the western conception of national-
1sm, played into the hands of the Russians. Forelgn observers in
China differ as to whether or not this nationalism 1s more than
a new form of the age-old contempt for all forelgn barbarians.
English and Americans — more particularly the missionary ele-
ments — have, during the quarter century since the Boxer
troubles, been inclined to believe that the modern Chinese are
no longer hostile to foreigners as were their ancestors. This
impression is due largely to the fact that until a year ago there
were few active demonstrations against foreigners. During this
period there was a marked tendency on the part of the young
Chinese to go to the mission schools, and to study in England
and America. This was taken by the complaisant foreigners to
mean that the Chinese at last realized that European and Amer-
ican culture was superior to their own. It is undoubtedly true
that a small group of Chinese foreign students were convinced
that the salvation of China lay in adopting and adapting the
culture of Europe. They therefore pretended to ignore and look
down upon the old Chinese culture. In the last two years, how-
ever, the swmg has been in the other direction. A movement is
on foot to revive and modernize Chinese culture, and with it has
come a new scorn and bitterness towards the western peoples.

This latent hatred which had the sanction of age-old tradi-
tion made it easier for the Russians to spread the catchwords of
western radicalism among the Chinese. They encouraged the
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use of such terms as “foreign imperialism” and “‘unequal
treaties,” and did what they could to stimulate bitterness
towards the foreigners. It is a safe statement that not one
Chinese out of one hundred thousand who rejoices in denounc-
ing ““foreign imperialism” has the remotest idea of what he is
talking about. Furthermore, when he speaks of “unequal trea-
ties,” he imagines that China in some past age had been vir-
tually enslaved by the foreign powers, and that, if the treaties
made with these powers are torn up, all of China’s troubles will
disappear. He ignores the fact that most of the stipulations in
these treaties which he has been told are “unequal” were in-
serted by the European powers as concessions to the policy of
the old Imperial Chinese Government of keeping the foreigners
out of China. He forgets that the foreign “settlements” were
granted to the foreigners in order to isolate them from the rest
of China. When the territory of Hongkong was turned over to the
British by the Chinese in 1842, 1t was barren, rugged and inhabited
only by a handful of Chinese fishermen. The story is told that the
Chinese at the time prided themselves on their cleverness in giving
the hated English barbarians this utterly worthless piece of
property. In the case of the Shanghai concession, the territory
turned over to the British and the other foreign powers was a
piece of marsh land which even the poorest Chinese considered
unfit to live on. On both these sites thriving cities were built
and great sea-ports developed by the foreigners. It is not sur-
prising that the Chinese of today covet these territories and
feel that they should be handed over to China. Any Chinese
Government that succeeds in getting them back will do a good
piece of business for itself.

The Russians wisely sought to guide the anti-foreign propa-
ganda primarily against the British. I't was easier to concentrate
the hatred of the Chinese on the British, as they had been
longer in China than the other Europeans and were there in
greater numbers. Furthermore, the British, in their individual
relations with many Chinese, had given cause for bitter per-
sonal resentment. In some parts of China, notably in Canton,
the anti-British sentiment was traditional and had been marked
during the previous century by a number of serious clashes.
Also, Great Britain was the country which had the largest and
most successful foreign concessions within Chinese territory. In
urging the Chinese to demand that these be handed over to
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China, the Russians were appealing to the natural cupidity of
the Chlnese

It would be a mistake to exaggerate the part that Russia has
played in the recent attacks on Great Britain in China. It is
commonly said on the China coast that she has spent from thirty
to one hundred million dollars in propaganda, and that she has
thousands of agents throughout the entire country. Although no
accurate information is available, there can be no doubt that such
figures are recklessly high. A small sum of money goes a long
way in China. Furthermore, the Russians have very wisely used
the only cohesive organization in China — the student body —
to spread their propaganda. Owing to the fact that the schools
have been badly paid in recent years, it has not been difficult to
enlist the services of teachers, for a very small sum a month,
who, in turn, encourage radical groups among the students in
their general anti-foreign campaign. A few leaders, here and
there, modestly paid, can do and unquestionably have done a
great deal to cause trouble throughout all of China. It is doubt-
ful, however, whether this work has cost the Russian Ambassador
in Peking more than a few thousand dollars a month. To the
credit of Mr. Karakhan, the present Russian Ambassador, and
his predecessor, Mr. Joffe, it must be said that their campaign
of influencing the students was shrewdly conceived, and for a
long time shrewdly executed.

The exact part that the Russians played in engineering the
strike in Shanghai in May, 1925, and in the subsequent shooting
in Shanghai, and later in Canton, will probably never be accu-
rately known. Circumstantial evidence points to their having
been deeply interested in all three affairs. Certainly they used
these incidents skilfully to their own advantage in stirring the
Chinese against the British.

The Canton incident is probably the best single example of
this Russo-English conflict in China and of its results. It will be
recalled that following the Shanghai shooting on May 30, 1925,
a strike was started in Canton against the British. As feeling was
running very high, a parade was organized which was to march
past the Island of Shameen, where the foreigners doing business
in Canton live. The British Consul General, Sir James Jamieson,
an old China hand, thoroughly familiar with the political leaders
in Canton, foresaw that there might be trouble and warned the
Chinese authorities that the parade should not be permitted to
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pass along the Shakee Bund, as the street along the water front
1s called. His warning was ignored and when the parade took
place on June 23, it filed past the Island of Shameen for a number
of hours, and as one of the last detachments, including members
of the so-called “Whampoa Cadets,” which had been trained
under Russians, passed the Island, shooting occurred and for
about ten minutes the foreigners on the Island and the Chinese
fired at each other. The Russians and Chinese insist that the
first shots came from Shameen. Reliable British and American
observers on the Island of Shameen have stated categorically that
the first shots came from the Chinese. Aside from this testimony
of men whose integrity and judgment cannot be impugned, the cir-
cumstantial evidence all points to the fact that the shooting was
started from the Chinese side. The foreigners on the Island had
nothing to gain from ﬁrmg first; the Chinese and in partlcular
their Russian advisers in Canton had a great deal to gain. If
the popular ill-will against the British was to be kept alive in
Canton, occular proof must be given to the people of Canton
that the British were indeed the harsh imperialists that the
Russians had said they were, and that as such they would not
hesitate to shoot down Chinese in cold blood.

The result played finely into the hands of the Russians. The
Cantonese were greatly enraged, and willingly, and even enthu-
siastically embarked on the policy of boycotting eHectlvely all
British trade in South China. They refused to permit British
articles of any kind to be brought into Canton, and forbade any
ship which had even stopped at Hongkong, whether or not it
was of British ownership, to Jand in Canton. In order to enforce
these regulations, the so-called strikers’ committees, which dif-
fered only a little from the councils of soldiers, sailors and
workingmen of the Russians in Moscow, were armed and exam-
ined all goods after they left the Maritime Custom House, and
seized those which they suspected of being of British origin.
They also watched strictly against smuggling.

So effective was this boycott that a number of years will
elapse before the merchants of Hongkong recover their losses.
For several months after the boycott was started the business
activities of Hongkong were practically paralyzed. The complete
trade figures for Hongkong for the year 1925 are not yet available.
Only those for the first three quarters of the year have been
published. Inasmuch as the boycott did not start till the end of
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June, this means that one quarter alone, namely the third quar-
ter, gives any indication of the extent to which trade has fallen
off. The drop in exports for this quarter was nearly 5o percent
of the corresponding quarter in 1924, and the drop in imports a
little more than 40 percent. The losses during the last quarter
were estimated in Hongkong last February to be even greater.
It was pomted out there at the time that the trade ﬁgures by
themselves did not tell the whole story, as the losses on insur-
ance, on shipping, and on goods in storage were, and would con-
tinue to be, very large. In the face of the obvious difficulties of
making a correct estimate, it is impossible to suggest a definite
figure to represent the actual money losses to the merchants
and bankers of Hongkong. Recent reports from Hongkong indi-
cate a steady return to more normal conditions. According to
reliable estimates in Canton, the trade of that city declined only
about 20 percent.

The effects of the Hongkong boycott have been felt by British
interests throughout the Far East. The checking of importation
into South China of cotton and other manufactured goods from
England has had a repercussion on industries in the home coun-
try. From Borneo, Singapore, and other eastern possessions
under the British ﬂag have also come reports of serious curtail-
ment of business owing to the fact that the South Chinese mar-
kets have been closed to British goods. Oil and lumber from
Borneo were formerly shipped to Hongkong for distribution in
the interior of China. The volume of trade in these articles was
never very great, but from the point of view of the producing
country, was sufficient to cause serious hardships when the
South Chinese market was cut off.

The Chinese have resorted to the boycott as a weapon against
foreigners in past ages. Only twenty years ago American goods
were proscrlbed in China with serious resultant losses for some
of the American concerns that did a large trade in China.
Never before, however, has a Chinese boycott done so much
damage, nor from the point of view of the Chinese, been so suc-
cessful as this one. A spread of the boycott movement might do
much damage to all foreign business in China. Its effects would
probably be felt even by the missionary group.

Experience has shown that the missionaries nearly always have
suffered from what may be termed by-products of the boycott.
This has been notably true in Canton, where mission schools and
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hospitals have been subjected to great inconveniences. The
Canton hospital, for example, the oldest American medical mis-
sion in South China, was tf())rced to close on March 12, 1926, by
the high-handed plocedure of the Canton Government The
trouble arose when Chinese agitators sought to force the Chi-
nese employees of the hospital to join the Canton “miscellane-
ous workers’ union.” This was followed by a demand for an
increase of about 40 percent in wages. Had the matter rested
here it might have been peaceably settled. The agitators, how-
ever, sought to obtain control over the workers and to exercise
the rlght of approving the employment or dismissal of any
employee of the hospital. To this proposal the hospital author-
ities refused to acquiesce. The hospital management stated that
the discharging and employing of workers was in the control of
the hospital foreman, and that any protest which a discharged
employee wished to make could be addressed to the Arbitration
Association of the hospital. This, however, did not satisfy the
union agitators, and as a result the Chinese workers of the hos-
pital were urged by them to go out on strike. Pickets were
placed at the doors of the hospital and neither persons nor sup-
plies were permitted to be brought in. Shortly afterwards the
water and electric connections were cut.

Upon the foreign staff of the hospital thus fell the entire care
of the patlents The task was so formidable, and the difficulties
of getting food and water past the pickets were so great, that
there was no alternative for the hospital authorities but to close
down. Inasmuch as this hospital had for nearly a century min-
istered freely to the needs of the Chinese people, and inasmuch
as it was the Chinese patients and not the American and other
foreign staff who suffered from the strike and boycott of the
hospltal the 1 1mpressxon of this incident on American mission-
aries and others in South China was deplorable. The Canton
Hospital incident was followed by the closing down of the Stout
Memorial Hospital at Wuchow. Furthermore, pressure was
brought to bear on the Canton Christian College to force it to
cancel the expulsion of student agitators, and other American
schools and hospitals were threatened.

In this Anglo-Russian struggle in China, Great Britain has of
course risked the greatest losses. Russia had practically no trade
with China and had been forced to give up her territorial con-
cessions and special interests following the war. Great Britain,
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on the other hand, had hundreds of millions of dollars invested
in China and in the China trade. She therefore suffered heavily
when this trade was hampered and these interests paralyzed.

There have been many stories during the past year of Great
Britain and Russia using various Chinese war lords for their
own purposes. Plausible as are some of these tales, it is safe to
discount most of them. The one most commonly repeated is that
the British have been back of Marshal Wu Pe1 Fu and that the
Russians have backed the so-called “Christian General” Feng
Yu Hsiang. This story has rested on the assumption that Wu,
controlling a large part of the great interior basin on the Yangtse
in which British economic interests are still paramount, has
naturally had financial aid from the British. Whether or not
private British financial resources have been put at his disposi-
tion is impossible to ascertain. If they have been, it is doubtful
whether Great Britain has received a fair return for her invest-
ment. Wu helped to drive out Feng, but there is no reason to
believe that this could not have been accomplished by Marshal
Chang Tso Lin of Manchuria, unaided by the troops furnished
by Wu. In other words, although it was clearly to the interest of
the British to see Feng driven out of Peking, there is every indi-
cation that this objective could have been accomplished without
any interference of any sort on their part.

The case of Feng is clearer. The Russians openly boasted
that he was ““their man,” and reliable eye-witnesses reported
during the last eighteen months seeing truck trains of ammuni-
tion being brought across the Gobi Desert to the neighborhood
of Kalgan. As the leader of the Kuominchun party of North
China, which 1s allied with the Kuomintang party of Canton,
which in turn is actively supported by the Soviet authorities,
Feng had had close relations with the Russian leaders in China.
Furthermore, it was his troops, acting under the direct inspiration
of Karakhan in Peking, who fortified the Taku forts off Tientsin
early in March, 1926, and endeavored to blockade the port of
Tientsin in violation of the special stipulations of the treaties
made between the foreign powers and China at the close of the
Boxer uprxsmg

The failure of this effort to control the approaches to Tientsin
marked at the same time the beginning of the decline of Feng
and of the influence of Karakhan and the Russians in North
China. The Powers, it will be recalled, issued an ultimatum to
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the Chinese Government on March 11, demanding that the
troops be withdrawn from the Taku forts and that these be dis-
mantled. The Soviet representatives in Peking sought to stiffen
the Peking Government, dominated by Feng, to resist this latest
act of “aggression” by the ‘““hated imperialist powers.” The
crisis, as a matter of fact, was much graver than the outside
world has yet realized. Had Feng refused to accede to the de-
mand of the Powers, they would have been put in a most em-
barrassing position and serious trouble might well have been
started. But as Chang Tso Lin’s troops were already beginning
to advance on Feng’s troops, the “Christian General” decided
to accede to the demand of the Powers. His supporters not only
dismantled the Taku forts but at once started to retreat through
Peking to Kalgan. Thence Feng fled across the Gobt Desert to
the Trans-Siberian railroad and Moscow.

While the Taku incident was being settled, the Russians sought
to encourage the students in Peking to demonstrate against the
leaders of the Peking Government. They were met with ma-
chine guns, and about forty students lost their lives. The
efforts of the Russians to turn the blame upon the “imperialist
nations”’ for this ruthless act of the Chinese authorities did not
succeed. Instead, the Chinese papers took the attitude that the
student riots had already exceeded the bounds of usefulness and
propriety, and blamed the Russian agitators for having incited
the students to lawless activities. About two weeks later came
the news from Harbin that the Chinese municipal authorities
had decided to take over the government of the Russian sec-
tion, which had retained control of the municipal organization
in spite of the relinquishment by Russia of extra-territoriality
and other special privileges in China. Coming after the Soviet
ultimatum to the Chinese Government demanding the release
of the Russian manager of the Chinese Eastern Railway who
had been arrested by the Chinese, these incidents seriously dam-
aged Russia’s prestige in China. A few weeks later a number of
the principal Russian agitators in Canton were expelled, and
the general impression throughout China was that the Bol-
shevik influence, for the moment at least, was failing.

As has already been pointed out, Russia’s great weakness in
attempting to carry out her China policy is that her only weapon
is propaganda. This weapon, to be sure, she has used with ex-
ceptional skill. It is not powerful enough, however, to enable
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her successfully to combat policies which rest on large trade
interests or on strong military power.

Despite the weakened military prestige of Great Britain in
China, she derives great strength from the fact that the Chinese
need her products So long as Britain can prevent other nations
from winning her markets in China, the Chinese will be com-
pelled to compromise with her. It is the knowledge of this fact
which has made the British always so Insistent on codperation
between the foreign powers in their attitude towards China.
This has been particularly true in the case of the Hongkong
boycott. The British have resented bitterly the fact that Amer-
ica and the other nations refused to join her in boycotting Can-
ton in return for the Hongkong boycott. Not only have they
felt that this would have ended the trouble immediately," but
they have seen the Japanese, the Scandinavians, and nationals
of other countries entering markets in Canton and elsewhere in
South China where formerly British trade had been supreme.
The British do not want to lose any of this trade perm'mently,
not only on account of its inherent value, but because of its
importance in Great Britain’s political policy in the Far East.

Although In no country is the venture of prophecy so hazardous
as in China, yet it may be stated that there are in China today
two tendencies———ﬁrst the gradual weakening of British eco-
nomic and polltlcal supremacy in China, and the concentration of
Great Britain’s interests west of Singapore; and second, the
advance of Russia on Manchuria and North China, strangely
parallel to what was taking place prior to the Russo-Japanese
War. Both of these tendencies will be hastened or delayed by
the development of the so-called Nationalist movement in China
and by the activities of Japan on the Asiatic mainland.

Russia still dreams of dominating North China and of ultimately
being able to force the hated British out of Asia. Russia’s réle,
therefore, is fundamentally an aggressive one. For Great Britain
the great problem is to know how to hold what she already has.




THE RECONSTRUCTION OF HUNGARY
By Sir Arthur Salter

N June 3oth the two tasks of financial reconstruction
undertaken by the League of Nations, in Austria and in
Hungary, were brought to a successful and simultaneous

conclusion. In that month the Council was able to certify in each
case the attainment of an assured financial stability, and the
appointments of Dr. Zimmerman in Vienna and of Mr. Jeremiah
Smith in Budapest came to an end. ‘

Two years ago, in June, 1924, I had the privilege of describing
in these pages the task first undertaken, the reconstruction of
Austria. The corresponding work in Hungary, though concluded
on the same date, was begun eighteen months later.

In this second task of the League the central figures have been
those of the Prime Minister, Count Bethlen, and the Commis-
sioner-General, Mr. Jeremiah Smith, Jr., of Boston. The original
framing of the scheme on sound lines, and its negotiation through
the difficulties which beset its adoption, was a collective work 1n
which the members of the Financial Committee and other organs
of the League coGperated. But its successful, and above all
frictionless, application 1s due very largely to the qualities and
personality of the Commissioner-General. The Council at its June
meeting paid a deserved and appropriate tribute. “At the mo-
ment,”” runs the resolution, “when the Commissioner-General is
about to leave his office, on the successful accomplishment of his
task, the Council desires to express to Mr. Jeremiah Smith, Jr.
its deep appreciation of his work. The rapid completion of his task
at the date contemplated in the original programme is due in no
small measure to the personal qualities he has shown — to his
disinterested devotion and his sound judgment. The Council
desires to express to him and to his collaborators its gratitude for
the services they have rendered.”

The decision to terminate the office of the Commissioner-
General in Budapest at the end of June was of special interest for
several reasons. Not only did it mark the conclusion of the work
at the earliest date contemplated in the original scheme, but itwas
taken at the height of the political excitement which had been
roused by the franc forgeries in Hungary. Doubts have sometimes
been expressed as to whether the technical execution of the
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League’s financial reconstruction schemes might not be interfered
with by general political considerations. No severer test could
have been found than the submission to the Council of the
question of withdrawing the Commissioner-General at the time
when the indignation against the franc forgeries was at its height
in France and in Czechoslovakia. It is worth recalling, therefore,
that the decision to end his control was taken unanimously by the
Council (which included French and Czechoslovak members),
on the unanimous recommendation both of the Financial Com-
mittee (which also included French and Czechoslovak members)
and of a political Committee which included representatives of
France, Czechoslovakia, Rumania and Jugoslavia.

11

The importance of extending to Hungary the advantage of
stable financial conditions which, by the end of 1923, had already
been enjoyed for a year by Austria, needs little emphasis. Expe-
rience had shown the political advantages of stability in Austria,
and the situation of Hungary is even more vital. Her internal
conditions and her relations with her neighbors, especially
Czechoslovakia, Rumania and Jugoslavia, are the crucial factor
in the political situation of south-eastern Europe.

And in 1923, Hungary was well on the way to the collapse which
a year earlier had threatened her neighbor. Her budget was un-
balanced. Expenses largely exceeded receipts. The deficit had
been met by inflation. Her crown had fallen, was still falling, and
indeed ultimately reached an even lower point than the Austrian
at its worst. Meantime this diminished value of the crown reduced
the value of taxation receipts, and thus increased the budget
deficit and the need for new inflation. Her finances proceeded from
bad to worse in the vicious circle so familiar in the finances of
Europe during the post-war years. And the whole of her economic
life, deprived of a sound financial basis, was crumbling and rotting.

The problem was thus, in essentials, the same as that presented
a year before by her neighbor and, as we shall see, the solution
adopted was in its main features also the same. The similarities
must not, however, blind us to some very striking contrasts
between the situation and recent history of the two remnants ot
the old Austro-Hungarian Empire which have been restored by
the League.

The new Austria, although with more agriculture and forestry
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than is generally recognized, has in her great capital of Vienna a
concentration of population dependent upon banking, trade and
industry, which were originally adapted to the requirements not of
a small country but of a great empire. She is far from self-suffi-
cient, and the bulk of both her food supplies and her raw materials
require to be imported from outside her new frontiers. Hungary,
on the other hand, is more than self-sufficient in the prime neces-
sities of life. One result was that the fall of the currency which,
by deprlvmg Austria of her ability to import, menaced her W1th
imminent starvation, was less catastrophic for Hungary. The fall
of the Hungarian crown was less rapid, the immediate conse-
quences less serious. Ultimate disaster was indeed inevitable, if the
fall were not arrested, but there was more time to act.

Nor did the structure of the new Hungary cause such peculiar
and special difficulties. The new Austria was an amorphous
fragment of the older Austria, with a capital including nearly a
third of the total population, with frontiers whose new tariffs
formed barriers between her urban populat1ons and their food,
between her industries and both their raw material and thelr
markets. The new Hungary, though reduced to a third, retained
her essential character and configuration. Her population and
resources were alike reduced, but she remained capable of much
the same economic equlhbrlum Partly as a result of this, and
partly as a result of a difference in national temperament,
Hungary retained a strong sense of nationalism which, 1if it added
to her political difficulties, stiffened her efforts at restoration.

The histories of the two countries in the years succeeding the
war reflected these contrasts. Before the social upheaval the more
pliant Austria bent; there was no violent clash. The Left, the
Social Democrats, for a time assumed power. They were suc-
ceeded by the bourgeois party, the Christian Socialists, who for
over four years now have governed the country with the aid of
small mlnorlty parties, the Left Opposition throughout this
period comprising nearly half the Chamber.

The history of Hungary, with an intense national feeling and a
less pliant populatxon, was very different. The movement of
social unrest found its expression not in a political capture of the
reins of government, but in revolution. For four and a half months
Bela Kun ruled with the methods of Red Terror. The reaction
was equally violent. The Rumanian army marched in. The
Hungarian Right resumed power; a White Terror succeeded the
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Red. When order was restored, Hungary had a strong, competent
and drastic Government.

For a time the contrast in the financial history of the two
countries was no less striking. Austria’s difficulties were from the
first obviously too great for her unaided strength. Over $125,000,-
ooo of public loans, mostly in the form of relief credits, were used
on current consumption and no real financial reform had preceded
the international action of 1922. Hungary, on the other hand,
made a remarkable effort to restore her finances without external
aid. Her relief credits were only a fiftieth of the Austrian. Her
courageous but misguided Finance Minister, Hegedus, made a
really heroic attempt to balance the budget and restore the
currency. He failed for three reasons. Hungary had been weakened
and disorganized not only by the war but by the subsequent rev-
olution and foreign occupation. She was burdened not only by
specific debts but by the weight of an indefinite and unassessed
reparation obligation. And, lastly, Hegedus tried not only to
stabilize but to increase the value of the crown. No country could
have stood the strain of such an impossible and misdirected effort.
Failure was inevitable and it made any renewed attempt more
difficult. It is my personal conviction that if the reparation
charges had, two years earlier, been assessed at the amounts at
which, under pressure of the reconstruction scheme, they have
now been fixed, and if Hungary had aimed not at the appreciation
but at the stabilization of the crown, she would have restored
herself. No international action, no external loan, no external
control would have been necessary. The incidental results of the
reconstruction scheme, however, especially those of a political
character, have, as we shall see, been so valuable that it is difficult
to regret the past.

111

The crucial difficulty in the Hungarian case was the political
situation. Technically, the task was much easier than the one
which Austria presented. There the country was in actual
collapse; starvation and dissolution were immediately threatened.
There was no confidence in the country or outside in her recuper-
ative power. The scheme produced was an untried experiment;
the League itself had no record of achieved success in financial
reconstruction. But when the Hungarian task was begun the
principles of financial reconstruction were no longer theories;
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they had been tried in practice. Those who had applied them
enjoyed the credit which Austria’s recovery had given them and
were able to use it to launch a new scheme.

But there was one obstacle to Hungarian reconstruction which
had no analogy in Austria. Towards the latter there had been a
genuine and general good-will. No one feared a restored Austria.
But several countries speculated with doubt and anxiety as to
Hungary’s probable attitude when conscious of her new strength.
Now the League, by its constitution, can only undertake such
work as this if there is unanimous agreement in the part of all the
countries specially interested. And in this case these countries
included not only Hungary herself and the Great Powers, but
Czechoslovakia, Rumania and Jugoslavia. I need not dilate on the
long, difficult and intricate negotiations which preceded action.
Those who are familiar with the pohtlcal position in central and
south-eastern Europe in 1923 will realize what an achievement in
international conciliation was marked by the unanimous adhesion
of all the above countries in the winter of that year to a scheme
designed to reéstablish and strengthen Hungary. During these
earlier negotlatlons the necessity of securing unanimity was a
hard, and 1t often seemed an impossible, condition. But it proved
an extremely valuable one. If the political obstacles to agreement
were great, the political fruits of agreement were correspondingly
valuable. For years a host of unsettled differences had poisoned
the relations between Hungary and her neighbors. The feeling
between the countries was such as to make even discussion
difficult to arrange. Both Dr. Benes and Count Bethlen, for
example, had long recognized that a personal meeting between
them was desirable. But if Dr. Bene§ had gone to Budapest, he
would have had political difficulty in Prague. If Count Bethlen
had gone to Prague, he would have had dlﬂiculty in Budapest

The reconstruction scheme gave Just the impetus, the time, and
the material opportunities for negot1at1on that were required.
Everyone knew that reconstruction could not begin until every
interested country agreed; that this condition could not be
realized until the outstanding disputes had been settled; and that
it must begin soon, if it was to begin at all, or the confidence on
which an external loan depended would be destroyed. Moreover,
the meeting of the Assembly afforded the ideal opportunity, and a
favorable atmosphere, for the negotiations. Both Dr. Bene$ and
Count Bethlen, as well as representatives of the other negotiating
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powers, were at Geneva for a month as members of the Assembly.
Being there for this purpose they had the opportunity of meeting
frequently and quietly for long and intimate discussions. The
League, as everyone knows, assures the world of publicity for the
last stage of negotiations and for all conclusions and decisions.
It is not so generally recognized that it also affords new and very
valuable opportunities for the confidential conversations which
are often the indispensable preliminary to international agree-
ment. With these advantages the negotiations, protracted or
renewed throughout the winter of 1923-1924, were at last con-
cluded. Willingness to sign the Protocols was a barometer of good
relations; and on March 14th, 1924, when they were ultimately
signed, the glass stood higher than at any time since the war.
“There were,” said Count Bethlen at the Assembly of that year,
“at least a hundred questions outstanding between us and . . .
there were nearly as many disputes as questions. Most of the
questions have been settled and the disputes removed.”

v

The scheme launched with such difficulty may be briefly de-
scribed. It is based on the same principles as the Austrian. In-
flation was at once stopped. The monopoly of note issue was
transferred to an independent Bank of Issue. A scheme of admin-
istrative reform designed to give permanent budget equilibrium by
June 30, 1926, was enforced. Reparation charges were fixed at a
moderate figure. In order to meet budget deficits during the period
of reform (since inflation was stopped at once and was no longer
available as a means of meeting them) a reconstruction loan was
raised. This loan was secured on certain Hungarian revenues
(customs, tobacco, salt and sugar) specifically assigned and
controlled. The whole scheme was placed under the control of a
Commissioner-General appointed by and responsible to the
Council of the League. As a basis of confidence the technical
Protocol was supplemented by a political Protocol in which all the
countries interested undertook to preserve the political independ-
ence, territorial integrity and sovereignty of Hungary.

Lastly, the scheme was clearly limited to that of financial
reconstruction. “The Financial Committee,” so runs their Report,
‘““has no hesitation in recommending that, as in the case of
Austria, any financial operations for which the League undertakes
any responsibility should be definitely and expressly limited to
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remedying the budgetary, and therefore the financial, position.
. . . Itis true that the Hungarian trade balance needs improving;
but the necessary economic adaptation must be effected by
Hungary herself. The essential contribution of the proposed
scheme is to give a stable basis on which this adaptation can take
place.”

It is interesting to notice the differences between the two plans.
In the first place, Hungary’s case was less desperate. The loan
required was only 250,000,000 as compared with 650,000,000 gold
crowns. Partly for this reason, partly because of her more solid
agricultural basis and more stable conditions, partly because of
the confidence in the League’s methods of reconstruction acquired
through the Austrian experience, it was possible to issue the loan
without the guarantees of external governments, the obtaining of
which had been the most difficult part of the Austrian task.
Experience also enabled improvements in detail to be made. It
was provided that there should be a Bank Adviser for a limited
period; that Trustees of the loan should be appointed; that after
the Commissioner-General’s office and the control of the budget
had been terminated the assigned revenues should be under
the control of the Trustees, but that if things went seriously
wrong, his office, with his powers over the budget, could be re-
established. All these improvements have been introduced into the
Austrian scheme by subsequent agreement.

\4

The most interesting difference, however, between the Austrian
and Hungarian schemes is to be found in the provisions about
reparation, for the arrangement made for Hungary foreshadowed
in some important respects the solution of the German problem.

With Austria the position was simple. No one expected, at any
rate within any period near enough to be important, that she could
pay anything.

The Hungarian position was very different. Disorganized as
were the country’s finances for the moment, it seemed possible
that she would be in a position to pay substantial sums in a
few years’ time. Not only did her reparation creditors feel this
strongly, but some of them were nervous as to the uses to which
she might devote her restored finances. Her anxious neighbors
felt, not without reason, that it was hard to ask them not only to
sacrifice their treaty claims on her but in doing so to make a
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possible enemy free at a later date to turn her liberated resources
to preparations against themselves. And behind these local con-
siderations was the preoccupation of other reparation countries
as to the effect upon the German settlement otP another abandon-
ment of reparation. The Dawes Committee was about to meet.
Germany’s finances too were in disorder. She too would need an
external loan and reconstruction. Was the doctrine to grow up
that external loans to aid in reconstruction implied an abandon-
ment, or long postponement, of reparation? On the other hand,
there was the greatest reluctance on the part of some of those
without whose aid a reconstruction loan could not be successfully
issued to agree to its being used directly or indirectly for reparation.
This difference of view proved the most difficult part of the
negotlatxons The solution ultimately gave some satisfaction to
both points of view. Reparation payments were not excluded
altogether, but were fixed at a most moderate amount. The total
demands in respect of treaty ayments, mcludmg not only repara-
tion but restitution, costs ofp armies of occupation and armistice
obligations, were limited for a period of twenty years to an annual
average of 10 million gold crowns. But the most interesting and
novel feature is the provision that reparation payments are to be
made in Hungarian crowns, and are only to be converted into
foreign exchange so far as such conversions are compatible with
the maintenance of the exchange value of the crown. This
Ermmple, included in the Hungarian scheme pubhshed in Decem-
er, 1923, was the precedent for the famous “Transfer System,”
technically the most interesting feature of the Dawes Plan.

A\ 2!

The execution of the plan can be rapidly described. It is a tale
of rapid and unqualified success. A League delegation went to
Budapest in March, 1924. The detailed budget program was
agreed. The Bank of Issue was constituted under statutes
approved by the delegation. The necessary legislation was passed
strictly in accordance with the schedule. The loan was successfully
raised. The Commissioner-General, Mr. Jeremiah Smith, Jr., was
appointed and began his control on May 1st, with the assistance
of a small but most able staff, consisting of Mr. Royall Tyler
(American, Deputy-Commissioner-General), Mr. H. A. Siepmann
(English, since Bank Adviser to the National Bank), M. Charron
(French) and M. Licen (Italian).
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The Hungarian crown was at once stabilized, but in relation not
to the dollar but to the pound sterling. It has remained stable in
relation to the pound throughout the period, has appreciated with
the pound, is now on a gold basis and is strongly secured. Con-
fidence in continued stability has been marked by recent legisla-
tion for the introduction of a new standard coin, the “pengo”
(equivalent to 12,500 paper crowns), directly based on gold, which
will come into use at once and will become sole legal tender in
1927. All restrictions on transactions in foreign exchange have
now been removed, and a recent law has established the principle
that all balance sheets of banks, industrial and commercial enter-
prises will be shown in terms of the pengo, that is, on a gold basis.
The same confidence is reflected in substantially cheaper rates of
money. The discount rate of the National Bank, which at the end
of 1924 was 12} percent, fell to g percent in October last and is
now 7 percent, and general interest rates show a corresponding
reduction. '

This monetary position would have been impossible, or pre-
carious, if in the meantime the budget had not been placed on a
sound basis. This has been attained solely by an increase in the
yield of the revenues. While some economies in expenditure have
been made they have been offset by other necessary increases; a
net reduction would have been impossible and was never con-
templated in the original scheme. The remarkable increase in the
recetpts may be illustrated by the revenues assigned as security
for the loan, which in the last financial year gave, and are still
giving, a yield of approximately eight times the amount required
for the annual service charge.

The total achievement is astonishing. The budget was in chaos
at the beginning of 1924. League control started in May of that
year. The loan was drawn on for expenditure in the early months.
But the closed accounts of the financial year, July 1, 1924 to
June 30, 1925 — for which a deficit of 100,000,000 gold crowns
had been provided in the loan — showed instead an actual surplus
of 90,200,000 gold crowns. The following financial year, ending in
June last, again showed a surplus of about 60,000,000 gold crowns.
These surpluses exceed the deficits of the first few months of re-
construction. Thus, taking the period of reconstruction as a whole,
we have the astonishing result that the ordinary receipts of the
Hungarian budget will have been more than sufficient to meet all
its ordinary expenditure, including the service of the loan itself.



100 FOREIGN AFFAIRS

The whole of the loan, therefore, designed to meet deficits dur-
ing this period, will in effect have been available either to increase
Hungary’s productive resources by capital investment or as a
reserve for the future. As the experience in Austria has not been
very different, we draw the interesting conclusion that these
reconstruction loans, raised specifically for the purpose of meeting
budget deficits in the interval between the arrest of inflation and
the attainment of budget equilibrium, are scarcely needed for this
purpose. They serve the useful, and indeed indispensable, purposes
of clearing up the errors of the past, of restoring confidence, of
supporting the currency by the influx of foreign exchange, and of
increasing the permanent resources of the country by capital
investment. But the budget balances itself almost at once, how-
ever large the previous deficit, with the aid of restored confidence,
of stabilization of currency and the consequent stoppage of the
loss to Treasury receipts in the interval between assessment and
collection, and of improved administration stiffened by external
control. The recuperative effect of stabilization in disorganized
countries has largely exceeded the hopes of the most sanguine
experts, whose optimism was greeted with general scepticism
three years ago.

vil

A few words will suffice as to the economic position. As I have
explained, the League’s s}‘peciﬁc effort has been directed to fpro-
viding a solid foundation for economic development by the reform
of the currency and public finances. It remains true, however,
as the Financial Committee recognized, that “Hungary cannot be
in a sound position until both her budget and financial position
and also her trade position are satisfactory. She must not only
meet her public expenditure by taxation but she must produce
(and dispose of) as much as she can consume.” The economic
position has, therefore, been carefully studied in both Hungary and
Austria.

Hungary has never suffered from the graver anxieties which
have sometimes been felt as to the possibility of economic recov-
ery in Austria. The only question has been, not whether she could
live, but at what level of prosperity.

The progress during these last two years is at least encouraging.
Agricultural production has not yet reached, but is rapidly
approaching, a pre-war level. Foreign trade in 1925 showed a
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notable improvement over 1924, imports increasing by 5 percent
and exports by 16 percent. The visible adverse balance has fallen
during the same period from 98,000,000 to 51,000,000 gold crowns
(Hungary has always had an adverse showing on her visible trade
balance). Her population is increasing and may sometime cause
difficulties, but over-population does not constitute a serious
problem either of the present or any calculable future. Taxation is
heavy for a country where the population is agricultural, amount-
ing probably to something between 14 percent and 18 percent of
the total national income. But this is not an intolerable burden,
it can hardly be said to be repressive to economic development,
and the budget position indicates a prospect of relief.

It remains true, of course, that the tariff policy of central
Europe and of Hungary herself renders her level of prosperity less
than the maximum she should attain with her national resources
and the capacity of her people. The advice which the Financial
Committee gave in their original report they have never ceased
to repeat whenever they have since reviewed the situation. In
this sphere there is still much room for improvement. The prin-
ciples advocated are of such importance not only for Hungary but
for the whole of Central Europe (and perhaps for other parts of the
world, too) that I venture to quote the passage to which I refer.

“The most vital thing for Hungary is that she should
achieve the best production of — and find markets for — the
products for which her natural resources and her national
aptitudes best fit her. To the extent to which she diverts her
resources in labor and in capital to producing what can be more
cheaply obtained from abroad at the expense of what she can
produce better than other countries there must be a net eco-
nomic loss.

“We notice, for example, that her agricultural production
and to some extent the industries based upon it are far from
attaining their full development, and that markets for her
surplus (particularly of wine) are not available; while, on the
other hand, she is developing certain new industries which have
no affinity to her natural resources. We wish to point out that,
while we realize the many factors involved in the problem, the
development of such industries in this way must necessarily
have the triple result of diverting capital from her main
production (where it is urgently needed), increasing the cost of
living (with reactions on the whole of her economic life, includ-



102 FOREIGN AFFAIRS

ing the power to export), and increasing the difficulties of
negotiating commercial treaties which are needed to secure
markets for her most valuable produce.

“So far as Hungary develops a policy of producing (by arti-
ficial aids) for her own consumption those goods for the pro-
duction of which she has no natural advantages, she must
necessarilfy make 1t more difficult for herself to dispose of the
surplus of what she can produce better and more cheaply than
her neighbors and with greater advantage to herself.”

VIII

There are several points of special significance in connection
with the two great experiments in international reconstruction in
Austria and Hungary.

Excluding Russia, where the conditions are so different as to
make comparison diflicult, the only countries whose currency fell
to less than a thousandth part of 1ts original value were Austria,
Poland, Hungary and Germany. None of these has yet succeeded
in restoring itself except in conjunction with an international
scheme and an external loan. Hungary made an heroic effort and
failed. Poland made a much more effective attempt. She followed
closely the Austrian model but she had neither the international
codperation, the international loan nor the internal and external
confidence which follows from them. And for want of them,
though it looked for more than a year that she was achieving her
aim, she has not yet succeeded. Austria and Hungary have been
restored, as we have seen, through League action. Germany could
doubtless have restored herself, had she been relieved of repara-
tion, but with that burden upon her, international action and an
international loan, closely following the experience of Austria and
Hungary, were essential. For it is evident that the stabilization of
the Rentenmark, though achieved for the time before the Dawes
settlement, could not have been maintained without it.

Some of the countries, though unhappily as I write some only,
whose currencies though depreciated were never disorganized,
have achieved a practical stability. But the efforts would have
been vain, or at least much more difficult and precarious, if the
currencies which had been not merely depreciated but also dis-
organized had not been restored, and restored as they could only
be by international action. And in this action the League took the
lead and offered the model in Austria and in Hungary.



BRITISH POLICY IN THE
MEDITERRANEAN

By Sir Frederick Maurice

NO discussion upon foreign affairs can be properly staged

unless amongst the properties there is a bogie. The wise

producer keeps a stock of bogies. Sometimes, just as a
fortunate star of musical comedy continues to rule the stage long
after voice and figure have lost their first freshness, there is no
doubt as to which is the right bogie to have ready for the dé-
nouement; at other times the breeze of public favor changes rap-
idly. We are for the moment at the latter stage.

For long years the British impresario had no reason to hesitate.
Russia was the supreme bogie. Every time that a grey-coated
soldier appeared a few miles nearer to the frontier of Afghanis-
tan, there was “an incident.” Every time a new scheme for the
extension of the Russian railway system into Central Asia was
projected ominous conclusions were drawn. Even when the
colossus of Europe was checked by Japan in 1904 and 1903,
there was but a temporary disappearance of the Russian bogie,
for in 1906, when Lord Kitchener was commander-in-chief in
India, he based his plan for the reorganization of the Indian arm
on the probability of a great Russian advance through Afghan-
istan the details of which were worked out by his staft in an elab-
orate war game.

Then suddenly the promulgation of the German naval laws
changed the situation, though Germany never had, until quite a
short period before the outbreak of the Great War the prestige
as a scare-monger which Russia had so long enjoyed and many

who would willingly have voted millions to prepare for a war
against Russia hoped to the last that Great Britain would not be
involved in a quarrel between France and Germany.

Now after the war the search for the right bogie has become
more difficult. Attempts to re-dress the old favorites have not
been too successful. Much talk of Germany’s secret armies and
secret armaments has not been taken seriously by a public which
knows that Germany has but an insignificant fleet and no mili-
tary air force. For a time Russia re-appeared in an entirely new
costume, but however seriously her sinister political activities
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may be taken, the memory of her lack of military material during
the war and the knowledge of the extent of her disorganization
has prevented her from holding the front of the stage in the role of
a military menace to the rest of Europe.

So Germany and Russia were returned to the wardrobe ready
to be produced again when wanted, a complete change of scenery
was provided, the European and Eastern sets were stored away,
and the curtain was rolled up to display the Far West judiciously
mingled with a touch of the Far East. Kipling was to be proven
to be a false prophet and East and West were to meet in the
Pacific. Japan the inscrutable a\%)eared to be well suited to the
part of bogie. Then came the Washington Conference and the
Pacific pacts. Japan was found to be making serious reductions in
her military forces, and it began to be doubtful if she would long
hold the public eye. It seemed wise to have another change of
scenery ready and to look for another star. So rehearsals for pre-
senting the Mediterranean with an entirely new cast are in active
preparation.

The new production promises to present to us many old friends
in a new guise. When at the end of the Great War several crowns
came toppling down, we were assured that imperialism and autoc-
racy were dead. But autocracy has reappeared in a new form,
and nowhere more prominently than on the shores of the Med-
iterranean. Italy, Spain, Greece and Turkey are dominated by
autocrats.

Signor Mussolini’s press speaks of Mare nostrum in a tone
reminiscent of “My German Ocean.” There 1s talk also of an
Italian “place in the sun.” The African shores of the Mediter-
ranean are indicated as possessing the requisite degree of warmth
and light, with Malta as a convenient half-way house to the prom-
ised land. Il Duce’s visit to Tripoli has reminded more than one
observer of the Kaiser’s trip to Tangier. The agreements which he
has recently concluded with Jugoslavia and Greece have been
hailed as a triumph for Italian over French diplomacy, until
recently supposed to be dominant in those quarters. Certainly
when we remember the bombardment of Corfu and we see that
Greece has conferred an important decoration upon Mussolini,
we cannot but be aware that remarkable changes are taking
place in the Mediterranean. What do they portend?

First let us see what those things are. In the years when Russia
was for Great Britain the supreme bogie, the principal British
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fleet was stationed in the Mediterranean. The object was to secure
communication with India and the Far East, and the apprehen-
sion was that Russia issuing through the Dardanelles would at-
tack in flank. It was this apprehension which caused Lord
Beaconsfield to send the British fleet to Constantinople in 1878,
when Russia after a prolonged struggle had driven the Turkish
armies into the lines of Chataldja. He said to Russia “no further,”
and Russia exhausted by war agreed. It was this same apprehen-
sion which caused Beaconsfield to purchase Cyprus from Turkey
and Ismail Pasha’s shares in the Suez Canal. The former has
proved a less fortunate investment than the latter, for war has
shown that Cyprus is entirely unsuited for the purpose for which
it was acquired, as a base from which to watch the Dardanelles.
In those days British policy was directed to encouraging Turkey
to keep the Dardanelles closed to war ships, and to prevent
Russia from acquiring Constantinople.

““We don’t want to fight, but by jingo, if we do,
We’ve got the ships, we've got the men, we’ve
got the money too.
The Russians shall not have Constantinople!”

was the popular chorus of the music halls.

The Great War brought a complete reversal of this policy. An
agreement was signed with Russia, who had become an ally, that
her advance to the Bosphorus and the Dardanelles would be ap-
proved. The collapse of Imperial Russia cancelled this agreement
but not the reversal of British policy, which directed its efforts in
the peace settlements to getting the Dardanelles opened and
demilitarized. A Soviet fleet was not regarded as a menace to sea
communications.

When in the years preceding the Great War Germany took
Russia’s place as the bogie, the battle fleets of Great Britain were
concentrated in the North Sea. France, having concluded the En-
tente with Great Britain, then concentrated her fleets in the
Mediterranean for the purpose of assuring her communications
with North Africa. Now after the war the principal British fleet
is once more in the Mediterranean and the disposition of the
French fleet has not been materially changed. The consequence
is that there is today a greater display of naval strength in the
Mediterranean than there has been in all the varied and ad-
venturous history of the sea.
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France has enormously increased her possessions in Africa as a
consequence of the war, and communication across the Mediter-
ranean has come to be of greater importance to her than ever,
therefore the tendency has been to reduce the naval stations on
the Atlantic — L’orient and Rochefort —and to develop Toulon
and Corsica and those on the north coast of Africa — Bizerta,
Oran and Algiers. France’s African possessions including Mo-
rocco and her mandated territories now comprise an area of more
than 3,500,000 square miles, and include a population of 36,000,-
000, an increase since the war of about 400,000 square miles, and
in Syria she has a further addition of 60,000 square miles. She
has therefore more than sufficient to occupy her powers of devel-
opment and the distribution of her fleets connotes no desire for
further expansion.

Great Britain’s return in strength to the Mediterranean is for
the same reason which caused her to be strong there in the years
before she withdrew into the North Sea to maintain her communi-
cations with the East. When her battleships first re-visited Malta
the Allies were in occupation of Constantinople. There followed
the rise of Kemal, the ejection of Greece from Asia Minor, and the
crises which developed into the deposition of the Sultan and the
entry of the Turkish Republic into Europe. The Allies, pre-occu-
pied with the settlement with Germany and unable to agree as to
a common policy in the Near East, had let things drift and so lost
their opportunity of settling the age-long question of the control
of the Bosphorus and Dardanelles. The new Turkey, flushed with
victory, was disposed to make extensive claims, and in particular
asserted her right to Northern Mesopotamia and Mosul. A con-
flict between Great Britain and Turkey seemed at one time prob-
able, for Kemal showed little disposition either to recognize the
jurisdiction or to abide by the decisions of the League of Nations.
That dispute has now been happily settled, and the most difficult
and vital problem of the Mediterranean at the moment revolves
around the status of Egypt.

Great Britain entered Egypt in 1882 in order to quell a revolt,
headed by one Arabi, which involved almost the whole of the
Egyptian army and threatened both the security of the Suez
Canal and the rights and property of British subjects. France who
had also extensive interests in Egypt was invited by Great
Britain to intervene with her, but declined. A British expedition
quickly quelled the rebellion and occupied Cairo. The British
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occupation had been announced as temporary and for the sole
object of the restoration of order and the provision of security.
Both the Liberal Prime Minister, Mr. Gladstone, during whose
administration the first expedition was dispatched, and his Con-
servative successor, Lord Salisbury, were sincerely anxious to get
out of Egypt at the first possible moment, a fact clearly demon-
strated by their correspondence, though the foreign critic natu-
rally enough has had his doubts. It is, however, always easier to
enter into commitments than it is to get rid of them.

The suppression of Arabi was almost immediately followed by
risings in the Sudan, which threatened the safety of the garrisons
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was ceded to Italy, but the British Government granted Egypt independence before Parlia-
ment ratified the agreement, which Egypt refused to recognize. After long negotiations Egypt
ceded Jarabub to Italy on Dec. 7, 1925, in exchange for territory on the coast near Sollum

of loyal Egyptian troops in that country. Having disrupted the
old Egyptian army, Great Britain had clearly assumed responsi-
bility for the security of Egypt and for the safety of Egyptian and
other foreign subjects in the Sudan. Hence the dispatch of Gor-
don to Khartoum and of the expedition which in vain endeavored
to relieve him. The failure of that expedition and the subsequent
withdrawal of British troops to the frontier of Egypt naturally
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resulted in a great increase in the power and prestige of the
Mahdi who had led the rising in the Sudan, and a British with-
drawal from Egypt in those days would almost certainly have
been followed by an influx of Sudanese barbarians into the Nile
Delta. It was not until 1898, sixteen years after Lord Wolseley
had led the first British expedition into Egypt, that Kitchener
overthrew the Mahdi and re-occupied Khartoum, and the chief of
the Mahdi’s lieutenants, Osman Digna, was not captured until
two years later.

There followed the difficult task of establishing stable and just
government over the vast area of the Sudan. While all this had
been going on, the wise administration of Lord Cromer had re-
sulted in the reconstruction of Egyptian finance, the establish-
ment of a system of justice and the introduction of social reforms,
which had produced a steady development of trade and industry
and an era of increasing prosperity. This in its turn had caused
a great increase in the foreign population of Egypt, particularly
of French, Greeks and Italians.

The status of Egypt throughout this period was juridically and
officially that of a fief of Turkey. The Khedive, as the ruler of
Egypt was termed, was in name a viceroy of the Sultan, though in
fact he was a prince independent of Constantinople, and the suc-
cession to the Khedival throne had for long gone in the Khedival
family. The prime object of the British intervention in 1882 had
been the restoration of the Khedive, Tewfik Pasha, and the re-
establishment of his government which had been accomplished.
The status and rights of foreigners in Egypt had been secured
by a whole series of capitulations and treaties, most of which
dated from a period long before the British intervention took
place. When the event occurred the responsibility for assuring the
observance of these treaty rights devolved upon Great Britain.

Such was the position when the Great War broke out and Tur-
key joined Great Britain’s enemies. Egypt could then no longer be
regarded as a state subject, even in name, to Turkey, and a new
status had to be found for the country. This was done by de-
claring a British protectorate over Egypt, with a promise that
the position of the country would be reconsidered after the war.
The negotiations for this end resulted in 1921 in the dispatch of a
mission under Lord Milner to Egypt for the purpose of advising
upon the new constitution to be given to that country. This mis-
sion recommended that Egypt should be given the status of a
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kingdom with diplomatic representation abroad, that there
should be no British army of occupation save such as was re-
quired for the protection of the Suez Canal, and that during the
process of reconstruction the financial adviser to the Govern-
ment and a high official in the Ministry of Justice should be British.

The negotiations were complicated by the rise of an extreme
nationalist party under Zaghlul Pasha who demanded the entire
independence of Egypt and the return to her unconditionally of
the Sudan. Zaghlul was deported to Ceylon and in 1922 Lord
Allenby, the conqueror of Palestine, who had become British
High Commissioner in Egypt, negotiated a settlement which
resulted in the Declaration ofP Egyptian Independence subject to
certain reservations. Fuad, the Khedive, became King of Egypt
with Adly Pasha, a liberal who was prepared to negotiate on con-
stitutional lines, as Prime Minister. The questions which were
reserved for further negotiation were the protection of Egypt
against foreign aggression, the status of the Sudan, the protection
of the Suez Canal, and British responsibilities for forexgn interests.

At the time of the Declaration of Independence, the British
Minister announced that Great Britain would regard any attempt
at interference in Egyptian affairs as an unfriendly act, and would
consider aggression against Egyptian territory as an act to be re-
pelled by all means. This was in effect declaring a kind of Monroe
Doctrine in regard to Egypt, the declaration being accompanied
by an assurance that Great Britain held herself responsible for the
protection of foreign interests and the due observance of treaties
and agreements. On these terms the new Constitution of Egypt
was promulgated in 1923 and on the advice of Lord Allenby
Zaghlul was released.

There have been many criticisms of the wisdom of the Declara-
tion of Independence accompanied by assertions that Egypt is
not yet ripe for self-government. These criticisms are academic.
The declaration has been made and Great Britain cannot, and has
no intention of going back on it. The question is how the Decla-
ration and the new Constitution can be applied and developed,
and this depends mainly upon Egyptians themselves.

So far development has been persistently retarded by the action
of the extremists. Zaghlul’s release was followed by a renewal of
agitation which culminated in November, 1924, in the assassina-
tion of Sir Lee Stack, the British commander of the Egyptian
army. The Egyptian Parliament was thereupon dissolved and
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when, in 1925, new elections were permitted Zaghlul was chosen
Premdent of the new chamber. This was clearly a direct challenge,
so once more the Egyptian Parliament was dissolved, Lord
Allenby resigned his position as High Commissioner, and Lord
Lloyd became his successor. Under these auspices new elections
have just been held. They have again resulted in the return of a
large Zaghlulist majority, but after some straight talk from Lord
Lloyd, Zaghlul has wisely refused to form a government, a task
which has been undertaken by Adly Pasha, the premier of 1922,
who has always advocated constitutional methods.

While Adly is of course aware that he owes his majority to the
extremists, there is reasonable ground for supposing that he
would not have assumed office without assurance that his method
will be g1ven a fair trial. The Zaghlulist majority is Iargely com-
posed of the ignorant felaheen, who are unaware of the real issues
and are easily moved by the cry of “Egypt for the Egyptians,”
and still more, since they are all cultivators, by the entirely false
statement that Great Britain wants the Sudan in order to deprive
Egypt of the water of the Nile for the benefit of that province.
Adly is, however, assured of the support of the foreign element
and of the moderate Egyptians who have achieved prosperity
under British management. There are therefore reasonable
grounds for hoping that the perlod of agltatlon and disorder will
be followed by a period of negotlatlons, and it becomes worth
while considering on what lines negotiations may proceed.

Lord Milner’s advice, which has been accepted by successive
British governments, was that the reserved questions should be
settled by a treaty between Great Britain and Egypt. Zaghlul
has from the first opposed a treaty and is so deeply committed to
that attitude that it is highly improbable that he could change it
if he would. It is therefore improbable also that Adly Pasha can
at present venture to re-open the question of the treaty. There is
thus a tendency for the problem of Egypt to revolve in a vicious
circle, for agitation is likely to continue as long as the reserved
questions are unsettled and agitation hinders settlement. This
being the position, there 1s little ground for expecting that a per-
manent and satisfactory arrangement can be speedily concluded.
For that we shall probably have to wait until the majority of the
extremists realize that there are definite limits to the extent to
which their demands can be met.

Of these demands, that which calls for the absolute return of
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the Sudan to Egypt has least justification. Egypt had for long
years control of the Sudan, with the result that Egyptian Pashas
made themselves hated by ‘the Sudanese and the country became
a standing menace to Egypt, who had to be protected by British
bayonets. After Kitchener’s re-conquest of the Sudan the status
of that country was determined in 1899 by the Boutros-Cromer
convention, which set up what Lord Cromer described as a
“hybrid form of government.” Both the British and the Egyptian
flags fly over the Sudan and if in fact circumstances have made
the Government at present entirely British the two flags remain
and there is no reason, given Egyptian good will, why concessions
should not be made on the lines of the original convention, which
would go some way towards satisfying Egyptian amour propre.
Egypt 1s entitled to complete guarantees as to the supply of Nile
water, upon which her existence depends, but she is not entitled
to unrestricted control of a country which she had grossly mis-
governed, which she could not have re-entered without British
aid, a country against which she could not have defended herself
without that aid, and a country the inhabitants of which have not
the least desire to be handed back to a purely Egyptian govern-
ment. That is a matter upon which all political parties in Great
Britain are agreed, and Zaghlul received as firm and as decisive an
answer from Mr. Ramsay MacDonald as he did from Mr. Lloyd
George and Mr. Bonar Law.

The other reserved questions all turn upon the maintenance of a
British garrison in Egypt. For the defense of Egypt against foreign
aggression no permanent British garrison can now be said to be
necessary. Egypt is covered by Palestine on the east, by the
desert on the west, and by the Sudan on the south. An attack
upon Egypt from outside could only come by sea, and against
that the British fleet in the Mediterranean is the guarantee.

There is likewise the reserved question of the Suez Canal. The
Canal is commonly called in the British press “ the vital artery of
the British Empire.” That, like most catch phrases, is an exag-
geration. The British Emplre existed long before the Suez Canal
was constructed, and if the Canal were to disappear today the
British Empire would not therefore collapse. From a military
point of view the position of Great Britain as regards the Suez
Canal is not unlike her position in regard to the Dardanelles,
when there was danger of a Russian fleet issuing through those
straits to make a flank attack upon her communications with the
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East. It would be a matter of vital importance to Great Britain if
in time of war a hostile fleet could come through the Suez Canal
and the Red Sea to attack her communications across the Indian
Ocean, but that again would be prevented more certainly by a
British fleet based upon Malta and the British possession of
Perim and Aden at the southern exit of the Red Sea than by a
British garrison in Egypt. If in war with a Mediterranean naval
power the Canal were to be closed to both belligerents, either by
sabotage or by some other means, the loss to Great Britain
would not be great, for with modern large and fast steamers
troops and stores could be sent to the East by the Cape route more
rapidly than they could have been sent by the Canal route when
de Lesseps had completed his great work. Further, in the event of
war against a Mediterranean naval power, the submarme, for the
employment of which the indented coasts of that sea are ad-
mirably adapted, would almost certainly make traffic between
Port Said and Gibraltar so precarious that it would have to be
abandoned. For this reason we had during the latter part of the
Great War to rely more and more upon the Cape route.

The Suez Canal is not therefore vital to the British Empire,
because there is an alternative route to the East which in most
circumstances can be more easily secured. The Canal is the short-
est, cheapest and most convenient route to the East and the
Pacific in time of peace, and until conditions in Egypt are more
settled than they are today it may be advisable to keep a small
garrison to protect the Canal against sabotage. Such a garrison
would be much more conveniently placed for this duty elsewhere
than in Cairo and Alexandria, and quartered say at Tel-el-Kebir,
where it would be equi-distant from Port Said and Suez and in
easy communication with both, its presence would be unob-
trusive. There are thus grounds for negotiation as to the strength
and location of the British garrison, provided that the question
of the protection of foreign interests can be settled.

So'long as Great Britain declares that no other power shall in-
tervene in Egypt she ipso facto makes herself responsible for the
protection of the nationals and interests of other powers. Agita-
tion has been followed too frequently by violence, and until
Egypt is able herself to assure internal order the maintenance of a
garrison in the capital is necessary. Thus the question of a modifi-

1 From March 7, 1916, the Mediterranean was closed by the British Government to all traffic,
which could use another route.
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cation of the British occupation resolves itself primarily into
whether the Egyptians are prepared to abandon violent methods.

There remains the question of Britain’s right to forbid foreign
intervention. That right rests upon fifty years of successful tute-
lage which has brought Egypt from a state of bankruptcy and
vassalage to one of financial stability and has placed her on the
road to independence. To abandon that work to another power
which has not had the long and costly experience of Egyptian ad-
ministration acquired by Great Britain would be foolish and not
in the interests of the country.

There are not wanting signs that others would be prompt to
intervene if Great Britain were to resign her trust. Disciples of
Signor Mussolini are fond of inveighing against British control
of the Mediterranean. Why, they ask, should Britain hold Egypt
at one end of the Mediterranean and Gibraltar at the other?
Recently one of the leading Italian papers has been pointing out
that Italian territory in Africa, Cyrenaica in the northwest and
Eritrea in the south, touches two of the frontiers of Egypt
and has hinted plainly that in that country is to be found the
desirable “place in the sun” which Italy seeks. Signor Mussolini’s
own pronouncements have been more moderate, it is true, but
he 1s quite aware that few things would increase his popularity
more than a declaration of Italian control over Egypt. Were
Great Britain to leave Egypt to herself there is little doubt that
Italy,would not be long in finding a justifiable reason for inter-
vention in a country where there is a large Italian population
and extensive Italian business interests.

Such then is the present position in the Mediterranean. It is
complicated and difficult, but at present less dangerous than
it appeared likely to become a few months ago. The agreement
with Turkey over Mosul and the advent of a moderate Prime
Minister to power in Egypt have cleared the air. The Italian
agreements with Jugoslavia and Greece, while they have in-
creased Italian prestige in the Mediterranean at the expense of
that of France, in themselves make for peace, for in the ill-feeling
which for long existed between Italy and her western neighbors
in the Mediterranean there has been a constant source of anxi-
ety. If the Egyptian question can now be amicably settled by
negotiation between the British and Egyptian governments, there
will remain no Mediterranean problem which seems likely to dis-
turb the security of Europe.



THE FUTURE OF THE PHILIPPINES
By Stephen P. Duggan

WOULD rather see the Philippines sunk to the bottom of the
I sea than have them remain in permanent dependence upon
any nation.” These words were uttered in a political speech
last year by Manuel Quezon, President of the Philippine Senate
and leader of the Nationalista party, the party that demands
immediate and unqualified independence for the Islands. Does
Mr. Quezon represent the opinion of the majority of the people
of the Islands? Or rather, does he represent the opinion of the
maJority of the pohtically-mmded people of the Islands, — for
it cannot be assumed that the common Tao understands the
import of the problem any more than, let us say, the ignorant
peasant of Poland understands the import of the Polish Corridor
or the ignorant peasant of Rumania the meaning of the Bessa-
rabian problem? The opponents of independence say he does not.
They hold that the solid Filipinos do not believe in independence
but are coerced into professing it for fear of what might happen
to them or their property if they openly opposed it and it were
nevertheless to come. But it is significant that the old Federal
party which stood for the American connection has totally dis-
appeared, and that the other Filipino party, the Democrata, also
has an emphatic plank for independence. In this connectjon it
must be remembered that Flhpino elections are not like Mexican
in which a very small minority of the qualified voters participate.
On the contrary, a larger percentage of qualified voters appears
at the polls than in the United States, and the Voting is by secret
ballot. Due to the literacy and other tests for voting, the per-
centage of qualified voters to the total population is less than in
the United States. Inmdentally, it should be mentioned that there
is apparently a growing independence in voting. Finally, the pres-
ent writer, who met eminent and solid Filipinos in almost all voca-
tions found few who did not favor independence. Sometimes it was
a slightly qualified approval, favoring a little longer delay before
the connection should be severed, sometimes the approval was
for something less than complete 1ndependence, e.g. to allow the
United States to retain control over foreign relations and military
affairs. But generally it was for complete independence at the
earliest possible time.
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Who are those in the Islands opposed to independence and
why are they opposed?

In the first place, our own military men are opposed for strate-
gic reasons. They maintain that were we to get out of the Islands,
we should soon be replaced by some one else — generally Japan
is suggested — and that the Filipinos would have a much harsher
master. Moreover, they believe that the control of the Islands
is necessary to the United States, if it is to be protected in its
position as one of the great commercial nations trading with the
Far East.

In the second place, the Church is opposed to it. The Church
cannot forget what took place in the Revolution of 1896, the
expropriation of lands, the expulsion of the friars, the destruction
of churches and convents. The Church has prospered greatly
under the American régime and believes its prosperity to be
inseparably bound up with the continuation of the American
occupation.

In the third place, American business interests are opposed to
independence. There are some business men in the Philippines
who are not only intelligent and well read but who have a
sufficient knowledge of the history of political development not
to be impatient with the progress already made by the Filipinos
in the direction of self-government. But the majority of the busi-
ness men one meets in the Philippines frankly have no faith in
the capacity of the Malay for democratic self-government. They
believe he 1s incapable of conducting a sound business adminis-
tration of public affairs and is only interested in the political
control of the country. They believe he is ignorant of its economic
welfare and indifferent to 1t, whereas they themselves are con-
vinced that this economic development is, at present, the great
need of the Islands.

In the fourth place, the foreigners in the Philippines, the
thousands of Chinese who control retail trade, the British, the
Spaniards and others, are naturally cautious about expressing an
opinion on a domestic problem, but there can hardly be any doubt
that they are nearly all opposed to independence. The great
majority are engaged in business and hold the same view on the
independence question as the American business men. In fact,
with the exception of a few of the Protestant missionaries,
practically everybody in the Philippines, save the Filipinos, is
against independence.
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II

Before considering these and other objections more fully, let
us ask whether the Filipino, as is sometimes maintained, is un-
grateful for what America has done for the Islands and whether
he is justified on the grounds of American promises and Filipino
accomplishment in demanding independence. Certainly, had the
desire for independence never existed in the Philippines previous
to the American Occupation, it would have been stimulated by
that event. Practically from the day of the Battle of Manila
Bay down to the accession of General Wood as Governor-General,
every American President and most Americans of high official
position in the Philippines have made pronouncements looking
forward to the self-government and eventual independence of the
Islands. The most important statement with reference to the
subject is the preamble to the Jones Law, passed by Congress
in 1916, which 1s practically the Constitution for the government

of the Philippines. The preamble reads:

Whereas it is, as it has always been, the purpose of the people of the
United States to withdraw their sovereignty over the Philippine Islands
and to recognize their independence as soon as a stable government can
be established therein; and . . .

The first halt in the record of promises for eventual independence
was made by President Harding in 1922, when in answer to a
memorial presented by a mission of Filipinos, he stated that he
was not ready to recommend to Congress the concession of
independence but that “no backward step is contemplated, no
diminution of your domestic control is to be sought.” But it is
difficult in these days of rapid change merely to maintain a
status quo and there are few instances in history where a dependent
people once given increased control of their own affairs have been
willing to revert to a former condition of greater dependence.
Especially is this true where the rising generation have been
taught in school to look forward to and to prepare for independ-
ence. In view of all that has been said and done, can the F i})ipino
be blamed for expecting independence?

The question remains then, has their accomplishment justified
their request? The accomplishment in the Philippines since the
American Occupation has been amazing. Under the Spaniards
the Islands were constantly rent by uprisings, and brigandage
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flourished in most of the provinces. Today the excellently
organized Philippine constabulary maintain a security for life
and property equal to that found anywhere in the United States.
Under the Spaniards individual rights were constantly suppressed
and the judicial administration, like the administration generally,
was corrupt. Today there are constitutional guarantees of in-
dividual rights guarded by a competent and honest Supreme
Court. The Spaniards left Manila a dirty, fever-ridden port.
It is today one of the finest cities of the Orient in practically every
respect. In 1898 public health and sanitation were unknown in the
Islands and personal hygiene not generally practiced. Today
the splendid system of medical inspection, the drainage system
and the artesian wells that have been so widely installed have
practically put an end to the plague, small pox, cholera and
other scourges that formerly swept the Islands. The excellent
roads, the railways, the irrigation systems, the means of inter-
island communication, are all material evidence of this remark-
able transformation. So are the stable system of currency on a
gold basis, and the figures showing the impressive increase in
trade and industry.

Better still 1s the record in things spiritual. No one knows just
how many pupils there were in the schools of the Islands when
the Spaniards left, but the highest estimate would not place the
number as high as 50,000. Today there exists a system of ele-
mentary and secondary schools leading to the University of the
Philippines and forming an educational ladder up which 1,300,-
oco Filipino children are climbing. The Filipino people are
devoted to the public schools, and 2714 percent of the Insular
revenues are spent upon them. They have brought a new hope to
a formerly suppressed people. An entirely different spirit animates
the people OF the Philippines today from that which prevailed
when the Spaniards withdrew.

What part of all this accomplishment is due to the initiative
and creative capacity of the Americans and how much may 'oe
ascribed to the Filipinos themselves? No finer and more inspriring
chapter in American governmental administration will reobably
ever be written than that which narrates the work of the group of
devoted men that surrounded Mr. Taft and his early. successors.
They and most of the teachers and subordinate offycials W_h{J ac-
companied them were filled with a true misswonary spirit, a
determination to do a great work that would r«cdound to the credit

N
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of America and the welfare of the Filipino people. There is little
of value today the foundations of which were not laid by those
pioneers. Now the twenty-four years that have elapsed since
civil government was established in the Islands are divided into
two equal parts by the year 1913, when Burton C. Harrison
became Governor-General and introduced what the Filipinos
refer to as the New Era, i.e., the period of rapid Filipinization of
the administration in all its branches. Up to the year 1913 the
Americans commanded the situation and in that year numbered
approximately twenty-five percent of the government officials and
held most of the positions of influence and importance. Today they
hardly number three percent of the personnel of the government.
Yet, on the whole, the favorable condition of things described
in the previous paragraph remains. Whether as the Filipinos
contend it is proof of their capacity to administer their own affairs
efficiently, or whether as opponents of independence maintain it
is due to the few hundred Americans, some of whom still retain
places of influence, and particularly to the capacity of Governor-
General Wood and the vigilance of Luke I. Wright, the Auditor

of the Islands, is a question.

111

The most serious indictment which the opponents of independ-
ence cite is that the Filipino leaders are only desirous of political
control, partly because economic considerations are alien to them,

artly because they are not interested in the welfare of the mass
of the people, the common Taos. It is true that nowhere has a
Malay people shown sufficient business capacity to compete with
foreigners even in its own house. In the Philippines, as in the
Dutch East Indies and the British Straits Settlements, the Chi-
nese have a practical monopoly of retail trade, and they and
other foreigners control the commerce and banking of that
country. But the Philippines is a young country with compara-
tiwely little native capital. Under the tutelage of the Spaniard
noth.ing was done to encourage habits of thrift. Savings banks
were Winknown and little incentive existed to save. The natives
were not encouraged to enter business enterprises. It is unques-
tionably wrue that up to the present the great majority of
_high SChOOl"\graduates seek white-collar positions, especially
in the goverfument service, but within recent years several
schools of business: and commerce have been established because

AN
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of the growth of the interest shown in these pursuits. Their
graduates will, no doubt, at first fill only the humbler places
in business life, but it may reasonably be expected that in
time they will control an increasing share of the country’s
business.

The most frequently cited illustration of incapacity properly
to evaluate economic considerations is the probable loss of the
American market in case of the severance of the political tie
between the United States and the Philippines. When the Islands
were annexed to the United States, the commerce between the
two countries was negligible. As the result of the passage of the
tariff act of 1909 providing for reciprocal free trade between
the United States and the Philippines, the commerce between the
two increased by leaps and bounds. Today two-thirds of the
entire commerce of the Philippines is with the United States.
Fifty-five percent of the hemp, seventy-five percent of the sugar,
practically all the tobacco and cocoanut oil raised in the Islands
are exported to the United States. With the exception of hemp,
of which the Islands have a monopoly, the other products would
have to compete upon equal terms with the same products from
countries nearer to the United States. Free trade with the
United States has induced capitalists to invest millions of dollars
in these products, thus giving secure labor to thousands of men
and women. Certainly the loss of such a trade and of the income
resulting from it is a serious problem to face. But when did any
people permit such a consideration to be an obstacle to the realiz-
ation of its national aspirations?

v

It would occupy too much space to consider all the illustrations
that the opponents of independence cite as evidence of the in-
capacity of the Filipino to conduct a sound business administra-
tion of public affairs. A few must suffice. The war gave a boom
to Philippine industry as it did to the industry of all neutral
countries. The price of nearly all its products, especially sugar,
rose to hitherto unknown heights. But when the United States
went into the war and allocated assistance in finance and shipping
primarily to essential industries, the Philippines were hard hit.
Mr. Quezon went to the United States to secure the necessary
help to keep the sugar centrals going and to move their crops.
He was unsuccessful. The Philippine Government then established
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the Philippine National Bank, placing its own funds in it and
guaranteeing its securities. The Bank certainly saved the sugar
situation but later developments showed that this was done at
fearful cost. Money was loaned without proper security; it was
loaned to directors of the Bank in direct contravention of its
charter; it was loaned to friends of the directors without any
security at all. And, of course, the Bank went under. Its president
and several of its directors were sent to prison. It is a sordid
tale and there is no extenuation for the conduct of those con-
cerned. It happened during the boom days of the war when money
was easy and things were done in a hurry and without proper
governmental supervision.

During the prosperous days of the war the Government organ-
ized and engaged in a number of business enterprises which
it claimed were of national importance. It bought the Manila
railroad from an English company, it chartered and supplied the
capital of the National Coal Company, the National Cement
Company and the National Development Company, the last to
finance isolated commercial and industrial enterprises that the
Government thought desirable for the general welfare. Every
one of these enterprises has been run at a deficit and has been a
burden upon the treasury.

One of the causes of conflict between Governor-General Wood
and the Philippine legislature is his insistence that “the Govern-
ment get out of business” and put business principles into
administration. The Philippine Government is not the only one
that has found difficulty in administering government enter-
prises with profit. But that a people who up to twenty-five years
ago were utterly devoid of any business experience should think
themselves capable suddenly to conduct intricate banking and
industrial operations, displays considerable naiveté, to say the
least. The most charitable view is that men were led astray by the
excitement and loose thinking and acting which characterized
the period of the war in nearly all countries.

The opponents of independence make unfavorable comparisons
between the action of the Government in the cases mentioned
above and its attitude toward the Rural Credit Associations.
Ninety percent of the people of the Islands are engaged in
agriculture. Many of them are teo poor to carry on their farming
throughout the year without assistance and they must usually
secure this from the cacigue of the neighborhood. The cacique
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is the local boss who sometimes because of his power can control
the destinies of his district. His power is based upon his ability
to lend money to the farmer to enable him to tide over from crop
to crop. He charges usurious rates and sometimes is able to retain
a family in economic slavery for a long period of time. Caciquism
is not unique to the Philippines but is found in practically all
Malay countries. About the time the Government was “going
into business” in the manner already described, the Rural Credit
law was passed, October 19, 1916. Its purpose is to encourage
small farmers to codperate and furnish their own capital by the
organization of a local association. The Government does not
furnish any financial he]p except that the organizing staff is paid
and maintained by it. Moreover, the mun1c1pal treasurer acts
as treasurer ex officio and government auditors audit the books
of the association. Now the trouble with this procedure is that
so many of the farmers, especially those who need help most,
have no capital with which to codperate and little or no security.

What the opponents of 1ndependence maintain is that a sound
economic instinct would have dictated loans to the farmers
through the Rural Credit Associations rather than to the in-
dustrial associations mentioned above. The security in the one
case was as good as in the other. The showing of the Rural Credit
Association on paper is certainly good. There are over six hundred
in existence with a membership of nearly 100,000. The pres-
ent writer did not have the time properly to investigate their
real status. But in some instances reliable information would
seem to indicate that they did not function efficiently and that
they rendered but little help to the farmers of the nelghborhoods
in which they existed. The opponent of independence maintains
that they are not intended to function efficiently, for to do so
would sound the death-knell of caciquism. He insists that be-
cause of his control of the debtor class in his neighborhood the
cacigue can determine who shall represent the neighborhood in
the legislature. It is certainly true that large numbers of farmers
in the Philippines could not carry on from year to year without
the assistance of the cczczgue It i1s also true that since the war
nearly every government including our own has experienced
difficulty in discovering the best way to help the farmer recover
from the depression following the war. The Philippines were
particularly hard hit by this depression. It is nevert iieless true
that sound statesmanship would indicate that the Philippine
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Government should give preference to measures designed to
hasten the development of the chief source of national wealth,
agriculture.

\4

The question of national unity is fundamental to independence.
Is it true that the Filipinos are divided into irreconcilable groups
by differences of language and religion which prevent the organiz-
ation of a national state? There can be no doubt of their racial
unity. They are all Malays with big strains of Chinese and
Spanish blood in them. There exist several large dialect groups:
the Tagalogs in and around Manila, the [/ocanos in the northwest
of Luzon, the Bicols in the southeast, the V7sayans occupying the
central cluster of islands and the Moros of the southernmost
islands, as well as other smaller dialect groups. The people of one
dialect group do not understand those of another and no dialect
has a literature. There is no native national language and under
the Spaniards there could have developed no national state.
But this 1s not so today Enghsh is the language of communica-
tion in the Islands. All instruction is given in Enghsh from the
prlmary school through the Umver51ty Business in the large
towns 1s conducted in English. It is still permitted to address the
legislature and the courts in either Spanish or English but the
latter is rapidly superseding the former in both places. The
influence of the public schools in the extension of the use of
English is not merely due to its being the language of instruction.
The twenty-eight thousand teachers come from all provinces and
dialect groups. Promotion may mean transfer to a region of
different dialect than that spoken by the teacher. Not only does
he teach in English there but he must use it in all his life activi-
ties. Already, after but twenty-five years of occupation, twice as
many people speak English as speak Spanish. Only last year,
one of the last strongholds of Spanlsh influence, the University
of Santo Tomas, decided to give all instruction in English. The
best newspapers are in English and most of the Spanish journals
have English editions.

No advocate of independence desires to s })plant English by
either Spanish or a dialect as the language of the State. It will
probably take a very long time before English will become the
language of the home throughout the Philippines, if it ever does.
But because the common people of one region do not understand
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those of another is no obstacle to the formation of a national state.
France was a national state under Louis XIV but a Breton could
not at that time understand a Gascon. Certainly when Italy
attained unity in 1870, a Venetian could not converse with a
Sicilian. And to this very day there are language groups in
Russia wholly unintelligible to one another, a fact which has
not prevented the formation of an independent state. But a
democratic state, which is the kind of government we have
promised the Filipino people, i1s based upon public opinion.
Hardly anyone would maintain that a people half of which is
still illiterate, only one-eighth of which understands the lan-
guage of the government, and which numbers less than two
hundred thousand newspaper readers out of a population of
eleven millions, can have developed the public opinion neces-
sary for the existence of a really democratic government.

Of the eleven million inhabitants of the Philippines, more than
ten million are Christians. The less than a half million Moros of
Mindanao and Sulu are Mohammedans, and the similar number of
people of the mountain tribes of northern Luzon and some of the
other islands are still pagans. The problem of the latter can be
dismissed with a few words. With American penetration into
their regions have followed all the agencies of modern civiliza-
tion, especially schools, and the children of the mountain tribes
rapidly assimilate the new ideas. Catholic and Protestant mis-
sions have been established among them, and it can hardly
be doubted that within a reasonable time these people will be-
come assimilated to the mass of the Filipinos in religion as in
other things.

The problem of the Moro is far more difficult. He is a fanatical
Mohammedan who down into the nineteenth century was a
pirate, ravaging the coasts of his Christian neighbors and en-
slaving his captives. The Spaniards never conquered the Moros.
The Americans did so with difficulty but soon won their friend-
ship and confidence. Because of their confidence in the Americans
they have been willing to surrender all their arms. They have
always regarded the Christian Filipinos as their inferiors. They
are opposed to American withdrawal from the Islands and
threaten to revolt were that to happen and were they to come
under the sole control of the Christian Filipinos. The opponent
of independence insists that our withdrawal would be a betrayal
of the Moros’ confidence. He says, moreover, that a native
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Philippine Government would welcome a revolt of the Moros as
a pretext for their extermination. The Philippine Government
at the present time is trying to deal with the Moro problem
tactfully, and it has in recent years adopted a policy which in
course of time will go far to help solve the problem. The island
of Mindanao, the second largest of the archipelago and inhabited
chiefly by Moros, has immense areas of fertile unoccupied lands.
Some of the other islands on the contrary have congested popula-
tions. The Government has transplanted colonies of settlers from
the latter places to Mindanao and the colonies which the writer
visited looked very prosperous. There are almost as many Chris-
tian Filipinos in Mindanao today as Moros. The Moro, because
of his religion and customs, assimilates western methods of living
slowly, though even upon him the public school is beginning to
have a great influence. Increased contact with the Christian
settlers, who are peaceable and industrious, will probably modify
his unfriendly attitude. He will learn to live on terms of friendship
with those whom he formerly despised, as have the Mohamme-
dans of Bosnia since 1878.

It is obvious from what has just been said why the Filipino
leader sees little real justification for the suggestion that in the
event of the Philippines becoming independent, American control
should be retained over Mindanao, Sulu, and the smaller southern
islands inhabited chiefly by Moros. He maintains that the sug-
gestion has but one explanation — rubber. The United States
uses more rubber than all the rest of the world together. It must
pay an enormous annual tribute to Great Britain and the Nether-
lands in whose dominions in the East Indies most of the rubber 1s
raised. In those dominions the production of rubber is restricted
in order to maintain the price, and the United States is the
principal sufferer. Experiment has shown that the soil and climate
of Mindanao are peculiarly well adapted to the growth of the
rubber tree and some fine rubber plantations already exist.
In order to save the public lands of the Philippines for the
Filipino people, the United States Government, when it turned
them over to the Philippine Government, made provision against
their exploitation by concession hunters. An individual may not
buy more than two hundred and seven acres and a corporation
more than two thousand five hundred and thirty acres. Leases
run for twenty-five years, but may be renewed for another period
not to exceed twenty-five years.
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It is maintained that rubber cannot be raised on the scale
necessary to compete with the Anglo-Dutch combine, if a cor-
poration is confined to leasing two thousand five hundred and
thirty acres. The Filipino legislators profess to fear that larger
plantations would result in corporation interference in Filipino
politics and in the importation of foreign laborers. The opponents
of independence maintain that the legislators really fear that such
plantations would be additional ties binding the Islands to the
United States. But there ought to be little difficulty in securing
a proper modification of the law which will permit rubber to be
planted upon an adequate scale and at the same time will safe-
guard the interests of the Filipino people in their lands. Moreover,
the dearth of labor in Mindanao can be made good by immigra-
tion from the more congested islands as has already been done.

\2!

The American in the Philippines considers that the Filipino
takes the matter of his military security altogether too lightly.
His is a small nation of eleven millions which could not possibly
defend itself against a predatory power were the Americans to
withdraw. It is the American army and navy which permits him
to live and prosper in peace. It must be remembered that the
treaties that resulted from the Washington Conference guaran-
teed the signatory powers in their possessions in the Pacific.
Were the United States to withdraw from the Philippines and
grant them absolute independence, the Washington treaties
would no longer guarantee their security. At any time some
incident might happen to serve as an excuse for intervention.
No American in the Philippines believes that the Filipinos would
be permitted peacefully to go their way were the tie severed that
binds the islands to the United States. The archipelago is one
of the richest on the earth and is too great a prize to be left
unmolested. When pressed for an answer as to the Power that
would take the place of the United States, he usually replies that
1t might be the Dutch or the English but that it would probably
be the Japanese.

The Filipino is wholly unaffected by these arguments. He does
not believe that the Dutch or the English would attempt to
seize the Islands for fear of offending American sentiment.
He does not believe that the Japanese would dare to seize them
for fear of the Dutch and the English. Japanese possessions are



126 FOREIGN AFFAIRS

already strung out along the entire Pacific coast of Asia, which
they command. Even as things are now the British are building
the Singapore base with an eye to possible trouble with Japan.
Were the Japanese to obtain the Philippines, not only would they
command the coast of Asia but they would threaten the route
from the Pacific to the Indian Ocean, the route to India. The
Filipino insists that the British would never stand for such a
threat. Moreover, the occupation of the Philippines by the
Japanese would bring them a long distance nearer Australia, and
the Australians have made a bogey of them as it is. The Dutch
hold their rich East Indian possession by sufferance. They would
no more be able to protect them against a first class power than
would the Filipinos be able to defend their country. The Dutch
would unquestionably unite with the English to prevent Japanese
occupation of the Philippines, for they know that their turn
would come next. Such 1s the position of the Filipino leaders on
the question of security. But they do not stop there. They insist
that there would be little difficulty in obtaining an agreement
among the Pacific powers guaranteeing the neutrality of the
Philippine Islands. Moreover, were the Philippines to become
independent, there would be hardly any question that they
would join the League of Nations and secure the added protection
accruing from such membership.

VII

The crisis in Philippine affairs came with the appointment of
General Leonard Wood as Governor-General in 1921. Unques-
tionably the intent of the Jones Law was to organize the govern-
ment of the Philippines upon the model of the federal and state
governments of the United States based upon the doctrine of the
separation of powers with its accompanying system of checks and
balances. As a matter of fact, the executive was granted some
powers in addition to the usual American executive powers which
placed him in a strong position vis-2-vis the Philippine legislature.
The Filipino leaders, on the other hand, have deliberately aimed
at supplanting the American presidential system of government
by the European parliamentary system wherein the executive is
subordinate to the legislature in which all power is lodged. This
would make the Governor-General a mere figurehead. The skill
shown by the Filipino leaders in realizing this aim was quite
astonishing. The most important step in the process was the
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establishment of the Council of State consisting of the Governor-
General, the heads of the six executive departments and the
presiding officers of the two legislative bodies who really con-
trolled those bodies. As the theory had been tacitly accepted
under Governor-General Harrison that the heads of the depart-
ments were responsible to the legislature, it is obvious how little
influence would be exerted in the Council by the Governor-
General. The next step was so to enact legislation as to entangle
the entire routine of administration with the existence of the
Council of State, so that to abolish the Council would be to
bring government to a standstill. It is to be noted that no place
for a Council of State exists in the Organic Act, the Jones Law,
and that it has resulted in the formation of a government not
contemplated by that law. The Council could not have been
established except with the acquiescence of the Governor-
General. That was granted. Mr. Harrison, from the moment he
arrived in the Philippines as Governor-General in 1913, acted
upon the assumption that the way to teach the Filipinos self-
government, was to let them govern. By the time the Jones Law
was passed in 1916, he had already displaced most Americans
who occupied places of power and influence by Filipinos. After
the passage of the law, the movement to turn over the Govern-
ment of the Philippines to the Filipinos was accelerated. In his
last message to Congress, December 2, 1920, President Wilson,
upon the advice of Mr. Harrison, recommended to Congress that
the Philippines be granted independence.

It is obvious why President Harding’s promise that “no
backward step is contemplated” should have been interpreted
in entirely different ways by the new Governor-General and the
Philippine legislature. To the latter it meant that legislative
control of the Government organized under the Council of State
was to be continued. To the former it meant that the system of
government formulated in the Jones Law was to be enforced.
Either the parliamentary or the presidential system of govern-
ment was to prevail. The anger of the Filipino leaders as they saw
General Wood gradually resuming the powers abdicated by his
predecessor may well be understood. It culminated in the resig-
nation of the Council of State in 1923. Since that time, the
Governor-General has administered the Government in the
spirit of the Jones Law and within the limitations imposed by
legislation passed under the Council of State.
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No impartial observer can blame the Filipino leaders for their
attitude upon the political problem. They were doing only what
every dependent people has done throughout history — to use
whatever powers 1t possessed to secure more at the expense of
the sovereign state. Moreover, the Flllpmos did this with the
approval of the representative of the sovereign state. At the same
time, no one can condemn General Wood for using the powers
granted to him by the Organic Act in attempting to secure good
government for the Islands. If the American Occupatlon 1s to be
continued, the conflict between legislature and executive can be
solved only by a greater spirit ofg cooperation between the two
organs of government or by a modification of the Jones Law
increasing the powers of the one or of the other.

VIII

The writer of this article has scant sympathy with the view
that the possibility of a people leading an orderly, self-controlled
existence is almost. entirely a matter of race. He believes that
while race is a factor, geographic environment, historical develop-
ment, and the institutions which arise as the result of their
mterplay are also factors, and he believes that time is the greatest
factor. He has had the opportunity of visiting a large number of
countries in various stages of independent self-government and
he believes that the Filipinos are already better qualified for
mdependent nationhood than some of the others. He has a real
hkmg for the Flllpmo pe fple and an admiration for their achieve-
ment in the short time of their opportunity. It is because of this
sympathy that he should like to add his own view of the situation
to what he has attempted objectively to portray as the points
of view of the adherents and opponents of Philippine independ-
ence. He does not believe in immediate independence, but not for
the reasons usually put forward which have been recorded in the
foregoing paragraphs.

- The United States has conducted an experiment in the Philip-
pines in some respects under almost ideal conditions. The area of
the Islands is comparatively small, about the size of the com-
bined areas of New York, New Jersey, Pennsylvania and Dela-
ware. The population is somewhat larger than that of New York
State or Argentina or Canada. The Americans, therefore, did not
have to cope with a problem of such magnitude as that which
confronts the British in India. The people of the Philippines form
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an islet of Christianity in a sea of non-Christians, of millions of
Buddhists, Mohammedans and pagans. The Americans did not
have to struggle with customs and institutions repugnant to the
ideals of western civilization such as the British have met in the
religions of India. They did not have to combat the degraded
position of women and unsanitary and superstitious religious ob-
servances. Moreover, after the initial struggle with Aguinaldo
and because of the obviously honorable intentions of the Amer-
icans, they became popular with the Filipino people who wished
to learn their ways and views. Today, despite the intensity of the
independence propaganda, there is practically no anti-American
feeling in the Islands.

There were, therefore, favorable elements in the situation when
the Americans undertook to develop the principles and practices
of representative self-government among a people wholly ignor-
ant of them. But there were also unfavorable elements resulting
from the evil heritage of the Spanish régime. It is unnecessary to
accept the entire picture of society in the Philippines in 1896
portrayed by the Filipino patriot and martyr, José Rizal, in his
Noli Me Tangere and Il Filibusterismo, in order to appreciate its
vile nature. The facts of history suffice. It was an eighteenth cen-
tury tyranny in which there was a denial of all freedom of
speech, of the press, of worship; in which men were condemned
without being heard; in which violation of domicile and corre-
spondence on mere secret denunciation was an everyday occur-
rence. The administration of government was inefficient and
corrupt. Bribery and peculation prevailed in every part of it.
The poor man had small chance even in the courts of justice. It
was the spiritual degradation that was the worst feature. Men did
not lose social position for accepting bribes, for peculation, for
corrupt practice. Particularly unfortunate for future develop-
ment was the attitude of the Spaniards toward the natives, an
attitude of utter contempt. The natives were practically ex-
cluded from all participation in the administration of their
own affairs. A few of them rose to positions of influence in
the community by force of character.

It 1s a truism to those familiar with life in the Orient that a
dependent people adopts the standards and practices of the people
of the western nation which is its sovereign. It could not be ex-
pected that the Spaniards should have been three hundred and
fifty years in the Philippines without influencing the Filipino
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people with their attitude towards life. The Revolution of 1896
disclosed that some splendid figures had escaped the contagion.
The writer shall never forget, however, the statement made to him
by a prominent Filipino that the Filipinos in the early days of the
American Occupation were very much surprised when an Amer-
ican official was sentenced to imprisonment for misuse of funds.
It takes time for a changed point of view to extend throughout a
governmental administration, let alone a nation. Is twenty-five
years sufficient time? It would seem that a generation brought up
under the influences just mentioned must pass off the scene be-
fore the belief that government is really organized for the welfare
of the common man and not for the governing class can take hold.
Much as the present writer believes that the administration of
the Government of the Islands must be turned over to the Filipino
people, he thinks Mr. Harrison pushed the Filipinization of the
Government too rapidly in 1913. At that time the public schools
had been in existence little more than a decade, certainly not a
sufficiently long time to train a new generation imbued with the
ideas of the true meaning of the public welfare and with adequate
experience in administering those ideas even in local government.
Unquestionably, that fact explains some of the instances of in-
efficient administration since 1913 cited by the opponents of in-
dependence as evidence of the inherent incapacity of the Filipino
for self-government. The present writer is very much in favor of
the principle of the bill introduced by Congressman Fairfield in
the last session of Congress. The bill provided that at the end of a
period of twenty years, the people OF the Philippines should vote
whether they wish to retain or to sever their connection with the
United States. It is a question, of course, whether twenty years
would be the proper period.

The problem of our connection with the Philippines ought to
receive an early solution. The uncertainty of the future 1s not
conducive to the progress of the Islands. Economic development
is retarded because of the unwillingness of capital to invest until
it knows what is going to happen. Political development is re-
tarded because the political parties will not divide upon the real
issues that confront the people until the independence question is
settled. If Congress were to make known its intention progress-
ively to increase the amount of self-government granted to the
Filipinos until a status approaching that of Dominion rule were
attained, the agitation for immediate independence would prob-
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ably cease and the Filipino political parties could turn their at-
tention to the pressing problems that confront the Islands. The
solutions they would attempt for these problems would be evi-
dence of their fitness or unfitness for independent self-government.
When the time for the final decision arrives another generation
will have taken charge of public affairs, a generation more in sym-
pathy with the real objects of democracy, a generation with more
experlence in administering public affairs in such a way as to at-
tain those objects. In addition, the American Government, which
has now awakened to the importance of the problem, will have
had the opportunity to work out alternative plans of action
according to the nature of the decision. For whatever the final
decision may be, momentous consequences will flow from 1it.
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articles the responsibility for the war.! From them it

* might be concluded that the matter, so far from being

“une chose jugée” (as Mr. Lloyd George informed the Germans

in 1921), was more of a question than ever. Such indeed is the

case. For whereas at Versailles in May, 1919, the Germans were

willing to admit a partial responsibility, the thesis of their more
recent writings is that they were not at all responsible.

The present German tactics are to divert attention as far as
possible from the policy of their own and the Austro-Hungarian
Governments and concentrateupon the activities of their enemies,
making use principally of the documents published by the Bol-
shevists. A good example of this is Friedrich Stieve’s “Isvolsky
and the World War.” By extensive quotations from the secret
correspondence of A. P. Isvolsky, he seeks to prove the now fa-
miliar charge that the former Russian Ambassador in Paris and
M. Raymond Poincaré engineered the war in order to get Constan-
tinople for Russia and recover Alsace-Lorraine for France. The
book is extremely well written; to the uninitiated it will carry
conviction, and Professor Barnes swallows it whole. There is
reason for thinking that M. Isvolsky was a dangerous intriguer
who probably did say, “C’est ma guerre,” when the crash came;

1 ForeroN Arrairs, October, 1924, and January, 1926.

M POINCARE,Z and Dr. Marx have discussed in recent
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but in all his correspondence there is not one document, save a
telegram of very doubtful authenticity, in which he speaks of war as
meditated or desirable or quotes M. Poincaré on Alsace-Lorraine.
Throughout, Herr Stieve carefully ignores any French documents
— and there are many — which would invalidate his argument.
His remark that “the introduction of three years’ service [in
France] gave the Franco-Russian military forces an enormous
numerical preponderance over the united German and Austrian
forces” (p. 139) is entirely misleading. The effect of that measure
was simply to increase the number of men in the standing army,
for all men of military age were conscripted in France (as was not
the case in Germany or Russia), and the strength of the French
army when mobilized was not affected. In general, the method of
the book is to insinuate and suggest that because France and
Russia were preparing for war they were intending to provoke it.
No one who has read the documents will dogmatically assert that
Russia had no such intentions, but on Herr Stieve’s own showing,
Russian policy down to 1914 was not provocative of the Central
Powers; 1t was, in fact, so conciliatory that in 1914 Russia was
not expected to offer serious resistance to Austrian action.

Suspicions that M. Poincaré had worked for war were first
voiced in France in 1920, but ventilated as they were by socialists
they werelittle heeded. Butat last M. Poincaré has come forward
with an elaborate defense which compels attention. As a piece of
book-making “Au Service de la France” is hardly what might be
expected from a member of the French Academy. The style is
severely restrained, almost official, seldom relieved by any light
touch; French politicians and European diplomatists flit through
the pages for the most part like automata; even the author’s own
resolute personality is submerged under a record of cabinet-
meetings, interviews, despatches and speeches. M. Poincaré lacks
imagination and any sense of the dramatic; he has a passion for
logic and an intense conviction of his own rightness. He exhibits
enthusiasm only when denouncing the critics who have got under
his skin. But the substance of the book is extraordinarily inter-
esting and important, for he has attempted to answer each and
every charge levelled against him and has drawn freely on un-
unpublished documents of the Quai d’Orsay.

War for the conquest of Alsace-Lorraine was, M. Poincaré
asserts, never his aim. Should peace ever be broken, France had
“agreat duty to fulfil,”’ to fight until the provinces were recovered



134 FOREIGN AFFAIRS

(I, 143), but until peace was broken she would observe towards
Germany ““une conduite loyale, conciliante et pacifique” (I, 120).
Then why his incessant concern about the relations of France with
Russia and Great Britain? The sub- txtles of his volumes provide
the answer. “Le Lendemain d’Agadir”’: “much as France wished
for peace, she desired, with equal ardor, that threatening gestures
like those of Tangier and Agadir should not be repeated” (11I,128)
— and the attitude of Russia had not been unequivocal in 1911
(I, 194 f.). “Les Balkans en Feu”: there anything might happen.
To both Austria and Russia, the status quo was “wun pis aller
momentané et un expédientprovisoire (II 191). Russian reckless-
ness might drag France into war against her interests or con-
venience, Austrian ambitions mlght disturb the equilibrium of
Europe. “p) Europe sous les Armes”: the German army bills of
1911, 1912 and 1913 were so many warnings to France. M. Poin-
caré states that the decision to restore the three years’ service was
taken because in October, 1912, Germany ordered the immedi-
ate application of the law of 1911 and in January, 1913, the exe-
cution of the law of 1912; “at the same time our ministry of war
was informed by its secret service that a third military Jaw was to
be laid before the Reichstag . . . to increase the superiority of
the German troupes de couverture to 125,000 men” (III, 145).
There was no question of a demand on the part of Russia, who
never raised the question (I,121; II, 78, 112, 1385 III, 322)
Imperative, therefore, in the ex1st1ng European situation, for
France to know precisely where she stood with Russia, and hence
those repeated assurances that she would fulfil the obligations of
the alliance. M. Poincaré’s critics regard these promises as a com-
plete restatement of France’s obligations; he insists that his aim
was to restrict them to the terms of the treaty. “Do not count
upon our aiding you in a military way in the Balkans if you are at-
tacked by Austria,” he told M. Sazonov the Russian Foreign Min-
ister, (II, 117), and whenever Isvolsky broached the subject, he de-
clared that Russia must be attacked by Germany. But you
encouraged Russia to a forward policy in the Balkans, gave her a
free hand. Never, replies M. Poincaré. “In my conversations with
M. Isvolsky, I always declined to discuss what we should do if the
Ottoman Empire were to crash” (I, 336). His policy from March
1912 on (II, 27), and that of his successors, was to demand that
Russia should communicate her plans to France beforehand and
receive her ally’s approval. In &ovember, when Isvolsky tele-
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graphed to his government that M. Poincaré had said that
was for Russia to take the initiative . . . the réle of France is
to lend her the most active assistance,” the French Premier pro-
tested against this interpretation of his language; in addition he
addressed to the Ambassador a note approved by the Cabinet
stating that the French Government ““could not define its line of
action until the Russian Government had indicated its own
views,” that 1t “can agree to or discuss am1cably measures pro-
posed by Russia only when it knows what they are’ (11, 337-338).
In particular warnings were repeatedly addressed to St. Peters-
burg against isolated action at the Straits. Nor was Constanti-
nople promised to the Russians. “Neither in 1912, nor in 1913,
nor in 1914 was that promise made by France, nor, to my knowl-
edge, was it ever asked of us” (I, 336).

In general, M. Poincaré protests against the blind acceptance
of the reports of an ambassador who “was not ashamed to sub-
stitute his own ideas for those of his government.” Isvolsky, “ the
Snob,”” as he was called in Russian circles, “in his official corre-
spondence gratuitously (volomtiers) ascribed to his interlocutors
the language which it was to his interest that they should hold or
ideas which he wished to suggest to his government without him-
self taking the responsibility for them” (I, 301-2).

The first gun in the campaign against M. Poincaré was fired
when he was accused, back in 1920, of having replaced the pacific
Georges Louis at the Embassy in St. Petersburg by the bellicose
Delcassé. On this matter the Premier establishes his alibi.
The recall of Louis was formally requested by Isvolsky, ap-
parently at the order of M. Sazonov. The Ambassador was
allowed to come to Paris, where he convinced M. Poincaré that
neither the Tsar nor the Russian Premier desired any change; he
was therefore kept at his post for another nine months. When the
change was finally made, M. Poincaré was not in office, and he
shows that M. Briand, the then Premier, and M. Jonnart, the
Foreign Minister, acted on their own initiative because they were
not satisfied with Louis’ reports. M. Poincaré asserts repeatedly
that there were no differences on policy between himself and
Louis; but as the latter could not get on with the Russian
F oreign Minister, his replacement was desirable.

M. Poincaré is less successful in dealing with the corruption of
the French press. He says that he did not approve of this and
tried to dissuade Isvolsky from it; but finding him determined
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to try it, thought it wise to associate the French Minister of Fi-
nance with the enterprise in order to exercise some control over it
(I1I, g8 ff). It may be that only insignificant papers were involved.
At best, the episode is sorry enough. But it is not for Germans to
protest, for in July, 1914, their government was equally anxious
to bribe the press in many capitals.

After the Premier became President, he ceased to direct foreign
policy. He was consulted, as was proper, but responsibility rested
with the Ministry; indeed it is difficult to imagine men like MM.
Pichon and Jonnart accepting dictation from the Elysée. The
notion that Isvolsky continued to be M. Poincaré’s prompter
has no foundation, for after January, 1913, the ambassador, what-
ever he may have expected, rarely saw the President (111, g6).

By and large, the French statesman makes out a strong case for
himself, and his next volume, on the year 1914, will be awaited
with the greatest eagerness. Unless he is an unconscionable liar,
he did not desire war. He did expect it and therefore prepared for
it; but he strove to avoid it. He has no difficulty in showing that
contemporary European opinion credited him with the best in-
tentions. “Obstinately faithful to the idea of a European under-
standing” (II, 9), he refrained from setting the Triple Entente in
opposition to the Triple Alliance, pace Herr Stieve, and worked
for the Concert of Europe; at all times he was scrupulously cour-
teous to Germany and co—operated with her when possible, in splte
of an incurable suspicion of her intentions. One can fairly acquit
M. Poincaré of warlike ambitions; nor can he be blamed for taking
every possible precaution against an attack by Germany which,
whatever Germans may say, could not, in the light of the events
of 1911-1913, be considered by the French as an impossibility.

With the wisdom of hindsight, we can now see that by commit-
ting France to an active Balkan policy, M. Poincaré increased the
risk of a conflict with Germany, for if France felt it necessary, in
order to maintain the balance of power, to support Russia, no
matter with how many reservations, Germany was equally bound
to stand by Austria. Again, his efforts to strengthen the Triple
Entente, however defensive their purpose might seem to him,
compelled closer relations between the powers of the Triple Alli-
ance, and helped to intensify the schism of Europe. To put it in
another way, M. Poincaré strove simultaneously for peace and
for the balance of power, two objects which have been repeatedly
shown to be in the long run incompatible. If the issue were large
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enough, he was quite disposed to make war to maintain the
“honor and dignity” (II, 89) of his country as a Great Power;
in which he was at one with the other statesmen of Europe.

Unlike M. Poincaré’s book, Lord Grey’s “Twenty-Five Years”
does not add greatly to our knowledge, and it has been sharply
criticized because it does not deal with certain questions raised by
post-war discussions. It is none the less indispensable, for Lord
Grey lets us see the workings of his mind and explains why he
acted as he did. Whether he was always correctly or adequately
informed, may be doubted, as for example in the matter of the
exact relations obtaining between France and Russia. But if he
may be judged by his despatches, he attached less importance to
diplomatic technique than to common sense and good will. He
aspired to conduct international relations by the same principles
that obtain in business, and he had the saving grace of being able
to recognize the legitimate interests of other nations and to com-
promise. Of all the statesmen who have written on the war, Lord
Grey most easily and most successfully inspires confidence in his
readers. His book, incomplete as it is on many points, will remain
the classic exposition of British policy.

He took office in 1905 with “a feeling of simple pleasure and
relief ” that thanks to the agreement of 1904 * the menace of war
with France had disappeared” (I, 49-50). In spite of, or perhaps
because of, unpleasant recollections of the diplomatic methods of
Germany when he was Under-Secretary (1892-1895), he desired
good relations with that country; but “good relations with
Germany could not be founded upon bad relations with France”
(I, 51). That, right down to 1914, was a cardinal point; that, the
Germans long refused to understand, with the result that they
converted a tenuous friendship into a diplomatic entente. On the
other hand, “the entente with France was not to be used against
German policy or German interests” (I, 117). It did not prevent
agreements about Africa or the Bagdad Railway. Lord Grey
“accepted the Triple Alliance and made no attempt, however
covert, to weaken it” (II, 45). The one thing he would not do was
to promise Germany unconditional neutrality in the event of a
European war.

Neither would he promise France unconditional support. Lord
Grey remains convinced that ““there was such a thing as Prussian
militarism” (II, 278), which in the last analysis controlled Ger-
man policy and aimed at the domination of Europe. He remarks
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that he never used the phrase “balance of power.” “I have often
deliberately avoided the use of it, and I have never consciously set
it before me as something to be pursued, attained or preserved”
(I, 5). But unconsciously, one suspects, the idea governed his
attitude towards France, for he was firmly persuaded that British
interests required the maintenance of France as a Great Power. If
German ambition led to an attack on France, Britain must inter-
vene. But no pledge was ever given. The military and naval con-
versations of the General Staffs were so little binding that he did
not keep himself informed of their course; and he states that the
Grey-Cambon letters of November, 1912, were exchanged because
some members of the Cabinet demanded that ““the fact of the
military conversations being non-committal should be put in
writing”’ (I, 94). M. Poincaré agrees. “ For my part I should have
been happy if England were bound. But she was not, and if we
hoped that she would assist usin the event of a German aggression,
we were not sure of it” (“Au Service de la France,” 1, 184).
Lord Grey, it may be noted, believed that *“France dreaded war™
(“Twenty-Five Years,” 1I, 22); “the 1dea of the revam/ze C.
though not publicly dlsowned had been tacitly givenup” (I, 275).
Passionately and sincerely devoted to peace, Lord Grey hoped to
preserve it through the Concert of Europe. “Theintention and the
hope were that the Entente and the Triple Alliance might go on
side by side and preserve peace by settling diplomatically each
difficulty as it arose” (II, 45). Vain hope, because the German
military party had chosen its time for war (I, 26-27). Lord Grey
cannot forgive Germany for wrecking the Concert in 1914. His
proposal for a conference was “hopeful and attractive:”

It would be on the lines of the Conference of Ambassadors in 1912-13.
That was of good augury, and it could be set to work at a day’s notice. The
same personnel was stillin London; . . . we were all loyal colleagues, who
not only knew, but trusted each other. If our respective governments would
only use us and trust us and give us the chance, we could keep the peace of
Europe in any crisis. And it would be an honourable peace, there would be
no diplomatic scares; no vaunting on one side and humiliation on another.

That judgment may be too sanguine, but at least it may be said
that a conference was the one expedient for keeping peace which
was not tried in July, 1914.

As an antidote to polemics and apologiae, Mr. Lowes Dickin-
son’s “The International Anarchy, 1904-1914” may be recom-
mended. According to him, the war was the result not so much
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of the policies of individual nations as of the system, or rather the
lack of[;t, by which the affairs of Europe were managed. So long as
states armed and independent confront each other, there will be
war, for in their lust for territory and their worship of the balance
of power, which is not a balance but “a perpetual effort to get the
better of the balance” (p. 6), they will be driven sooner or later to
resort to arms. It has always been so, he argues, and the catas-
trophe of 1914 was an unescapable experience. This Mr. Dickinson
essays to prove by an analysis of the alliance system and a study
of the diplomatic incidents of the decade before the war, and he
has produced an admirable piece of historical writing. He has
read, and what is more important, digested the voluminous
materials published since 1918; he distinguishes unerringly be-
tween important facts and irrelevant details; he 1s not led astray
by the propagandists. If allowance is made for the avowed pacifist
bias of the author, his book must be voted the best account of
pre-war diplomacy yet written.

To Mr. Dickinson the *“ Kriegsschuldfrage,” so far as 1t affects
any one nation, is of small consequence, for all were guilty, and he
cannot find many shades in the blackness. He thinks, to be sure,
that France and Russia were rather more aggressive than Ger-
many and Austria, that the latter were less heavily armed than
the former; but he points out that the Austrian plan to absorb
Serbia (p. 181) was just as dependent on “European complica-
tions’’ as the Russian designs on the Straits, and he observes that
the Kaiser was a “real menace” to peace, ““not because he wanted
war but because he so constantly thought and spoke in terms of
1it” (p. 129). “Germany seems to have been as innocent as any
Great Power can be in the European anarchy” (p. 255), but she
repeatedly made it clear that if the European war broke out, she
would support Austria-Hungary. “Her attitude on this point is
precisely analogous to M. Poincaré’s about Russia, and as much,
or as little, blame is to be attached to the one as to the other”
(p. 327). Writing before the appearance of M. Poincaré’s memoirs,
he accepts the case against the French minister.

But we need not make too much of it. For we know that the European
anarchy make war inevitable sooner or later, and that the part played by

this or that statesman in postponing or accelerating it is a matter of
secondary importance (p. 325).

Proof of this he finds in the policy of his own country. England
“had a Government and a Foreign Secretary more pacific, per-
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haps, than has ever before been vouchsafed to any state in his-
tory” (p. 466), but she was dragged into the war as unavoidably
as if she had deliberately plotted it.

The weak point in Mr. Dickinson’s argument is that the peace
of Europe, if Balkan wars be left out, was not disturbed for more
than forty years; at least it does not altogether explain why the
war which had been avoided in 1905, 1909, 1911, and 1913
should have come in 1914. The immediate explanation is, of
course, as he shows, that after the collapse of Turkey the Balkans
had acquired a new importance in the European balance, and that
in 1914 an issue was raised which gravely affected the balance. It
may also be true that certain Powers, France and Russia accord-
ing to some, Germany and Austria in the opinion of others, had
decided the moment at hand for the realization of long-cherished
ambitions. But there is something more. Mr. Dickinson mentions
from time to time the various irredentist movements but only to
condemn them, for he has a bitter hatred of nationalism, and he
fails to make clear that at bottom it was the conflict between sub-
merged nationalities and autocratic governments which produced
the system of alliances and the rivalry in armaments. Adjustments
that had become necessary were postponed, and the longer they
were postponed, the greater was the danger of an explosion. Mr.
Dickinson has scant patience with Serbia because her aspirations
threatened the peace of Europe: he fails to see that it was pre-
cisely the refusal of Austria to make concessions to the Jugoslav
national movement which made Serbia a danger.

The Austro-Serbian quarrel was brought to a head by the
assassination of the Archduke Francis Ferdinand in June, 1914.
At the time it was known that the murderers were Austrian sub-
jects of Serb race who secured their arms in Belgrade. Beyond
that little could be established, though much was suspected or
imagined. Since the war, however, a flood of sensational revela-
tions, chiefly from Serbian sources, has gone far to clarify the
mystery. What is now known is put together by Miss Edith
Durham in “The Serajevo Crime” and by Professor R. W. Seton-
Watson in “Sarajevo.”

Miss Durham despises the Serbs. In her eyes the “Great
Serbian Idea” was a criminal ambition, for Serbia owed every-
thing to Austria and was too barbarous a country to lead any
liberating movement. The crime at Sarajevo was plotted by a
secret society called “Union or Death,” or in popular parlance
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the “Black Hand,” a terroristic organization founded by officers
who had murdered the Serbian sovereigns in 1903. At its head was
a Colonel Dimitrievich, who in 1914 was chief of the Intelligence
Section of the Serbian General Staff; he it was who provided the
assassins with weapons, from the government arsenal, and ar-
ranged for them to be smuggled across the frontier into Bosnia.
From evidence that was produced at the trial of Dimitrievich at
Salonica in 1917 (on another matter), Miss Durham argues that
the Serbian Government was kept informed of the activities of
the “Black Hand,” and she accepts unreservedly a compromising
statement made in 1924 by Ljuba Jovanovich, who was Minister
of Education in 1914. According to him, Premier Pashich informed
him and the Minister of the Interior several weeks before the
tragedy of what was in preparation. As Jovanovich goes on to say
that his colleague ordered the conspirators to be stopped at the
frontier, Miss Durham does not charge the Serbian Government
with arranging the assassination, but she insists that it was guilty
of criminal negligence in not warning Austria and in not ordering
a thorough investigation and punishment of the guilty persons.

All this has been very uncomfortable for Mr. Seton-Watson,
who has long been the exponent of the Jugoslav cause and who
during the war championed the view that official Serbia was
innocent of the crime. So he recently spent some months in Jugo-
slavia investigating the problem. He admits that it was Dimi-
trievich who fitted out the conspirators and sent them on their way,
but insists that the “Black Hand” was at daggers drawn with the
government and that, as Miss Durham unconsciously admits, its
field of activity was primarily Macedonia, not Bosnia. When
Dimitrievich informed his associates of what he had arranged,
they were aghast and demanded that the enterprise be stopped. In
other words, Dimitrievich was acting on his own responsibility and
his conduct cannot be held to implicate the Serbian Government,
which had every reason for avoiding a conflict with Austria at
that time.

On the question whether it knew of the plot before hand, Mr.
Seton-Watson thinks that Ljuba Jovanovich “has misrepresented
the true facts” (p. 157). The ground for this opinion is the compli-
cated situation of Jugoslav internal politics since the war. M.
Jovanovich is catering to the revolutionary element in Bosnia
which glorifies the assassins as heroes; M. Pashich, who privately
denied the truth of M. Jovanovich’s assertion, instead of vindicat-
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ing the honor of his country, preferred to use the incident as a
means of discrediting his rival. The argument is ingenious, but not
altogether convincing. Since Mr. Seton-Watson wrote, M. Pash-
ich has publicly given the lie direct to M. Jovanovich, who replied
by reaffirming his original statement and offering to prove 1t by
documents, which the government refused to permit. Since that
verbal duel a new version, from other sources, has been aired, ac-
cording to which M. Pashich spoke about the matter to M.
Jovanovich, not in the Cabinet, but privately. At the moment it
would be rash to say what the truth 1s. Mr. Seton-Watson agrees
with Miss Durham in condemning the indifference and laxity
of the Serbian Government after the crime.

The most important feature of Mr. Seton-Watson’s volume is
the account of the revolutionary movement in Bosnia, about
which little has hitherto been known. This, and not the intrigues
of Serbian politicians, he believes, was responsible for the murder
of the Archduke. The harsh Austrian régime had bred a
feeling of despair among the young generation in Bosnia, who
responded readily to agitators who were in touch with Russian
revolutionaries. Discipline in the schools was undermined, secret
societies were established, plots sketched, attempts made on the
lives of government officials. The Austro-Hungarian authorities
grew alarmed but were helpless because the dual system of the
monarchy prevented any political concessions. In this connection,
Mr. Seton-Watson emphasizes that twice, in December, 1912,
and again in October, 1913, Serbia made overtures for a rapproche-
ment with Austria, only to be met with studied rebufs.

The revolutionaries were unquestionably in touch with the
“Black Hand” at Belgrade; indeed the man who controlled their
organization, a school teacher in Sarajevo, took care of the assas-
sins when they arrived from Belgrade. But a number of other
youths had prepared, quite independently, to shoot the Archduke,
who was regarded as the symbol of the hated Hapsburg rule.
Whatever the exact responsibility of the Serbian Government, the
inspiration for the crime came from Bosnia, and it was executed
by Bosnians. Mr. Seton-Watson proves the negligence of the
Austrian authorities in the arrangements for the protection of
Francis Ferdinand; he dismisses, however, as absurd the stories
once circulated and sometimes believed that they had connived at
the murder in order to get rid of its victim. In the handling of the
conflicting evidence, Mr. Seton-Watson exhibits far greater skill
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than Miss Durham. His book is a real contribution to our knowl-
edge of an obscure subject.

Since the publication of Professor Fay’s well-known articles
some years ago, no American scholar has attempted to deal on a
large scale with the tragic events of July, 1914.There was real need
of a book which should take account of the more recent revela-
tions and discussions. If, in the hope of finding balanced judgment
and well-ordered presentation of the facts, one turns to Harry
Elmer Barnes’ “The Genesis of the World War,” the result will be
grievous disappointment, for Mr. Barnes is nothing if not a con-
troversialist and anything but dispassionate. To say this is not to
question either his courage or his sincerity. He seeks the truth
and is fearless in stating what he thinks it to be. But if his purpose
is highly honorable, his performance leaves much to be desired.

To begin with, Mr. Barnes does not present an orderly account
of what happened. After carrying the reader up to July, 1914, in
three introductory chapters, he treats the events of that month by
country, devoting one chapter to each of the five Great Powers.
Such a method makes it impossible to follow the development of
the crisis, for the attention 1s focussed on the conduct of a par-
ticular state and diverted from happenings elsewhere which, at a
given moment, may be all-important. Foreign offices maneuvre in
the light of information coming in from many sources; the situa-
tion 1s constantly changing; the policy of one day is often over-
taken by events before it can be applied. This was never more true
than in July, 1914, when Ministers were being almost hourly dis-
concerted by telegrams from half a dozen capitals. Thus, Mr.
Barnes’ account of the Russian mobilization does not mention the
refusal of Austria to open conversations, her declaration of war
against Serbia, or the bombardment of Belgrade; yet it was those
events which precipitated the mobilization.

Another serious criticism is that Mr. Barnes too often prefers
to rely on the writings of others instead of letting the documents
speak for themselves. One cannot avoid the impression that he
has not blazed his own trail through the documents, for there are
many of great importance to which he does not refer at all. Nor
does he apply much critical faculty to his secondary authorities,
unless they run counter to his argument. Thus he lays great store
by Mathias Morhardt, whose parti-pris 1s evident (see the quota-
tion on pp. 324-6) and by Hon. John S. Ewart, whose reasoning, as
it seems to the present writer, is sometimes specious. Similarly he
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accepts the story of an Austrian publicist that the Russian Mili-
tary Attaché in Belgrade was privy to the Sarajevo plot; perhaps
he was, but Mr. Barnes does not note that Mr. Seton-Watson has
challenged the reliability of the witness. Mr. Barnes follows Miss
Durham’s version of the plot, and states that Mr. Seton-Watson’s
review of her book ‘“does not upset or disprove a single vital
assertion” (p. 174); he then remarks, “the critical reader will

robably conclude that the truth lies in the ground intermediate
getween the versions of Miss Durham and Seton-Watson”” — and
lets his own account stand!

Mr. Barnes makes a number of statements for which he does
not adduce proof, for instance, “Before June, 1914, it was practi-
cally assured that Great Britain would enter any war on the side
of France and Russia against Germany” (p. 9o). Again: “France
had not erected any significant defenses on the Belgian frontier,
thus indicating her intention to enter Belgium to meet the
German advance” (p. 290). Often he distorts or stretches the
evidence. A telegram sent by M. Sazonov to Vienna on the day
before the ultimatum was dispatched is represented as a threat
(p. 328), whereas by any fair reading it must be construed as
a warning. It is stated several times that M. Poincaré gave Russia
a blank cheque on the occasion of his visit to St. Petersburg at the
beginning of the crisis: all that the evidence warrants is that
France agreed to act with Russia in making a strong stand. “The
Russian Chief of Staff, Janushkevich, urged Sazonov to prom-
ise him at this time that the Russians would make war solely on
Austria, and refrain from hostilities against Germany. Sazonov
refused ” (p. 338). Actually, Janushkevich, who was opposed
to a partial mobilization, asked M. Sazonov if he could guarantee
that war with Austria would not be followed by war with Ger-
many, and M. Sazonov replied that he could not, for he assumed
that Germany stood behind Austria. It is an exaggeration to say
that “on August 2nd, long before the German invasion, Grey
promised Paul Cambon, the French Ambassador in London, that
England would enter the war on the side of France” (p. 288): Sir
Edward Grey made the conditional promise that if the German
fleet came down the Channel to attack the northern coasts of
France, Great Britain would lend assistance. More than once Mr.
Barnes alleges that “even before she sent Belgium an ultimatum,
Grey refused the German offer to respect Belgian neutrality on
condition that England remain neutral” (p. 452). Germany never
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made any such offer; the most that can be said is that her Ambas-
sador petrsonally suggested this possibility to Sir Edward Grey. }
There are errors of fact. To say that Germany “unwillingly
tolerated” Austria’s local war against Serbia (p. 220), “did noth-
ing to incite Germany beyond giving her the blank cheque”
(p- 251), and “opposed the Austrian declaration of war on Serbia”
(p- 223),1s simply to fly in the face of documentary evidence to the
contrary. To declare that Russia declined Grey’s proposal for a
conference (pp. 261, 500) is misleading, to say the least; for while
M. Sazonov preferred to negotiate directly with Vienna, he did
finally accept the proposal. Itis incorrect to say that “the French
did not of course wait for the German general mobilization, but
ordered mobilization as soon as they were mformed of the German
proclamation of a state of imminent war” (p. 414): the French
waited twenty-four hours after learning of the proclamation.
There are serious omissions. In demolishing the myth of the
Potsdam conference of July 5, Mr. Barnes fails to mention the
conferences of the Kaiser with various officials. Herr von Jagow’s
lies about his ignorance of the ultimatum are not told, M. Sazonov’s
“formulae” are ignored. Much is made of M. Sazonov’s pressure on
the Tsar to secure mobilization, but nothing is said of the false
report of a Serbian attack by which Count Berchtold induced
Francis Joseph to sign the declaration of war on Serbia. The com-
promising telegrams of General von Moltke to Field Marshal
Conrad are indeed mentioned (pp. 234, 720), but rather casually,
without any indication that these telegrams determined Count
Berchtold to make no concessions. In harping on the fact that the
French decision for war was announced to Isvolsky sixteen
hours before the German declaration of war on Russia (pp 288,
415), Mr. Barnes does not mention that Germany had six hours
before presented an ultimatum requiring France to state her in-
tentions in the impending war between Germany and Russia.
This long criticism is not offered in any captious spirit, for mis-
takes can hardly be avoided in the handling of the voluminous
evidence; nor is it intended to whitewash Germany’s enemies by
implications or insinuations. But the errors of Mr. Barnes are nu-
merous and serious enough to suggest that he has not mastered
his sources and that his writing is often highly tendenzidz.
Mr. Barnes’ point of departure is seen in the title of Chapter
III, “The Franco-Russian Plot That Produced the War.” His
next step is to assert that in July, 1914, M. Poincaré “gave [the
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Russian extremists] to understand that the prospective Austro-
Serbian crisis would be satisfactory to him as the ‘incident in the
Balkans’ over which the Russians might kindle a European war”
(p. 372). Well, there is not a document which warrants any such
assertion. Continuing, Mr. Barnes discounts all the peace pro-
posals of M. Sazonov as a “diplomatic barrage” (p. 654) behind
which to prepare secretly the measures necessary for war, l.e.
mobilization, citing as proof statements of certain Russian
officials to the effect that M. Sazonov exclaimed, on hearing of the
ultimatum, “C’est la guerre européenne,” and that the military
group likewise assumed the war to be “on” (p. 200). It was gen-
erally understood, he says, not merely by Germany, but by
Russia, France and England (p. 356), that mobilization meant
war, Therefore, when Russia resorted to that measure, it was with
the deliberate intent of war; the French knew its consequences
equally well, yet they urged their ally to proceed secretly to it.
That mobilization was likely to produce war, was indeed gen-
erally understood; still, Mr. Barnes might have referred to M.
Sazonov’s repeated statements that this was not a necessary con-
sequence. It may also be observed that the language of M.
Sazonov and the soldiers may be interpreted to signify only their
expectation or their conviction that war would come. They were
bound to assume that Austria was determined on war and that
she was sure of German support; probably they did not expect
Russian mobilization to deter Austria and they had been warned
that Germany would make it a casus belli. But it does not follow
that Russia deliberately seized the chance to prec1p1tate war. She
waited six days for her mobilization, during which she gave
diplomacy every chance. That she mlght perhaps should, have
waited another day or two, may be granted; but all the German
talk about pressure on Austrla had produced no results, and we
know that Austria intended to yield nothing. That from a strictly
military point of view, the German position was sound, may also
be conceded. But strategy was not the only factor. Gen. von
Moltke and Von Bethmann-Hollweg both declared that it was
intolerable to German dignity to have to negotiate under the
pressure of Russian mobilization; in other words, they preferred
war to the diplomatic defeat whxch would stare them in the face
if they allowed Russia to complete her preparations — just as,
one hastens to add, Russia and ¥France preferred war to the diplo-
matic humiliation of allowing Austria to have her way.
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Of course Mr. Barnes contends that Russia had no right, moral
or other, to support Serbia, and that Russia should have been
satisfied with Austrian promises to respect the integrity and
sovereignty of Serbia. Whether these promises were sincere, is
more than doubtful; in any case, Count Berchtold refused to give
them in binding form. The weakness of the argument is that both
Germany and Austria fully expected Russia to object: only they
thought that she would not resort to arms. Similarly Mr. Barnes’
reiterations that Germany and Austria desired only a local war
(which is true) have to be discounted by the admissions of their
statesmen that a conflict with Russia might develop. Russia can
be fairly criticised for precipitate mobilization, France for undue
encouragement of her ally; but the Central Powers must be
charged with deliberately and recklessly embarking on a policy
which contained the possibility of a European war.

Mr. Barnes rightly emphasizes the efforts of Germany to re-
strain Austria when she perceived the danger of a general war, but
he fails to point out that Von Bethmann-Hollweg’s telegrams
were concerned as much with throwing upon Russia the responsi-
bility for a rupture as with advising Austria to make concessions.
The long chapter on Sir Edward Grey is far from convincing.
That “England in 1914 was determined to go to war if France
did” (p. 575), is an assertion refuted by what is known of the
dissensions in the Cabinet and the uncertainty of public opinion.
And one must really protest against the statements that “Grey
felt very comfortable” when Germany declined to answer his
question about Belgian neutrality (p. 511), and that he “light-
heartedly” despatched his ultimatum to Berlin (p. 554).

To sum up, it must be said that Mr. Barnes’ book falls far short
of being that objective and scientific analysis of the great problem
which is so urgently needed. As a protest against the old notion of
unique German responsibility for the war, it will be welcomed by
all honest men, but as an attempt to set up a new doctrine of
unique Franco-Russian responsibility, it must be unhesitatingly
rejected. The war was the consequence, perhaps inevitable, of
the whole system of alliances and armaments, and in the origin,
development and working of that system, the Central Powers,
more particularly Germany, played a conspicuous part. Indeed, it
was Germany who put the system to the test in fuly, 1914. Be-
cause the test failed, she is not entitled to claim that no responsi-
bility attaches to her.



BULGARIA AND THE AEGEAN
By Hamilton Fish Armstrong

UST as Jugoslavia presses for a trade outlet southward through Saloniki, so
Bulgaria frets at the thin Greek coastal strip — in one place only ten miles
wide — that shuts her off from the Agean and relegates her commerce to the
roundabout Black Sea route or the slow passage up the Danube. The Princi-
pal Allied Powers, speaking in the Treaty of Neuilly, promised Bulgaria that
in view of their decision to turn the northern Fgean seaboard over to Greece
they would arrange suitable facilities for the transit of Bulgarian Commerce.
But the facilities which they subsequently offered were refused as ““psycholog-
ically inadmissable” by Bulgaria, who apparently hoped, or thought it worth
while to pretend she hoped, that the original undertaking implied something
very much like Bulgarian sovereignty over a corridor to the Agean; Bul-
garia’s counter-propositions were rejected absolutely by the Allies; and there,
for official purposes, the matter rested. But though no formal negotiations are
admitted to be in progress as this is written, the question is continually under
discussion in the Bulgarian press and will one day have to be settled. Inci-
dentally, Greece may be presumed to desire a settlement because uncordial
relations with Bulgaria might prove disastrous in the event of serious trouble
with a third party — with Jugoslavia over Saloniki, with Italy over the Dode-
canese, or with Turkey over any one of many possible bones of contention.
Bulgarian aspirations for an outlet on the Agean received their first impetus
from Russia in 1878, at the time of the Treaty of San Stefano. In 1876 the
“Bulgarian atrocities” had aroused Europe. The following year Russia de-
clared war, and succeeded in routing the Turks and threatening Constanti-
nople. Her rapid success changed European sentiment overnight. British feel-
ing ran so high that, despite Gladstone’s opposition, a fleet was dispatched to
the Straits to show that a Russian seizure of Constantinople would not be
tolerated. Russia made peace, but decided to strengthen Bulgaria as much as
possible, perhaps with a view to future operations against the Turks. By the
Treaty of San Stefano she proposed to create a Greater Bulgaria, to include
most of Macedonia and part of the northern Agean coast. Britain and Austria
hastened to reject an arrangement which so greatly increased Russian influence
in the Balkans, and at the Congress of Berlin, convoked later in the same year,
the Treaty of San Stefano was set aside. Turkey was handed back the bulk of
her lost territory, including the ZAgean littoral, and Austria was given the man-
date to occupy the coveted Slav provinces of Bosnia and Herzegovina. But
although the San Stefano arrangement was so swiftly blotted out it was not
forgotten in Bulgaria, and the Zgean coast was one of her chiefobjectives when
she joined with the other Balkan states in 1912 in the war against Turkey.
Though the First Balkan War gave her much of the desired coast line, the
second Balkan War deprived her of it. She lost the port of Kavala and the sur-
rounding region, but retained the stretch between, roughly, the Mesta and
Maritza Rivers, including the two ports of Dedeagach and Kara Agach.
It was to recoup the losses suffered as a result of her unwise provocation of
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the Second Balkan War that Bulgaria in 1915 decided to gamble again. That
her ambitions were far from modest was demonstrated by her reply on Septem-
ber 26, 1917, to the Pope’s enquiry regarding her peace aims, as well as by the
earlier negotiations in which Tsar Ferdinand and his Cabinet took part before
they finally chose the side of the Central Empires. Premier Venizelos stated in
a Memorandum to the Peace Conference that in 1915, Greece, Serbia and Ru-
mania had offered to Bulgaria, as the price of her aid in the war, the part of the
Dobrudja which she had lost to Rumania in 1913, Thrace to the Sea of Mar-
mora, Kavala, and Serbian Macedonia westward to the Albanian frontier;
Bulgaria, he said, had scornfully refused, asking in addition a large slice of
southern Serbia and a part of Albania, so that her territories should extend
from the Black Sea to the Agean. It was for such great stakes that Bulgaria
played, and losing forfeited also the stretch of Agean coast that had been hers.
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The statistics are so unreliable that is is hardly possible to say whether there
is a Greek or Bulgarian majority in Western Thrace as a whole, though it seems
to be accepted that the Greeks have the better of it in the coastal strip because
of the predominantly Greek character of the sea towns.! (Itshould be noted
that as between Greeks and Bulgars, the Turkish section of the population —
which really includes many Pomaks, or Mohammedan Bulgarians — would
naturally prefer the Bulgars as rulers.) The frontier finally established followed
the watershed of the Rhodope Mountains. There seems no doubt, however,
that beyond all ethnic arguments the Allies were influenced by the desire to

11n Western Thrace, the Bulgarian census of December, 1914, showed: Bulgars, 185,524; Turks,
210,336; Greeks, 32,377; miscellaneous, 6,289; total, 434,526, This census further divided the Bul-
gars into Christians, 115,509, Pomaks, 70,015, At the Peace Conference in 1919 very contradictory
Bulgarian and Greek estimates were submitted. The Bulgarian estimate showed: Bulgars, 235,950;
Turks, 197,863; total, 433,813. At the same time M. Venizelos presented an estimate as follows:
Bulgars, 59,418; Turks, 285,083; Greeks, 70,558; total, 415,059. He probably counted the Pomaks
as Turks, just as the Bulgarians probably counted the Greek-speaking Mohammedans as Turks,
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diminish the strategic importance of a state that had cost them so dear by cut-
ting off Russia from her western allies, by bringing Germany to Constanti-
nople, and by all but destroying Serbia by attacking her on a new front.
The disaster of the Greek armies in Asia Minor was the signal for Bulgaria
to begin agitation for the fulfilment of the promise contained in the Treaty of
Neuilly (Nov. 27, 1919; Art. 48): “The Principal Allied and Associated Powers
undertake to ensure the economic outlets of Bulgaria to the Agean Sea. The
conditions of this guarantee will be fixed at a later date.” At the beginning,
Bulgaria’s former Thracian territory had remained under the joint military
occupation of the Principal Allied Powers. This had come to an end on August
10, 1920, when they handed it over to Greece by the so-called Thracian Treaty,
which, though unratified, entered into effect in that the Allied troops withdrew
and left the Greeks in possession. The Thracian Treaty specified that Bul-
garia should have free transit over the territories and through the ports
involved, with a permanent lease of the port of Dedeagach, and that an
international commission should ensure her enjoyment of these rights.
Now, three years later, in view of the changed conditions resulting from the
overturn of the Treaty of S¢vres, Bulgaria was invited to come to Lausanne to
put forward her case in the Thracianmatter. Premier Stambulisky,appearingin
person, stated it was essential that the Principal Allied Powers retain owner-
ship of the territory in question, that they neutralize it and allow Bulgaria
special facilities for building her own railways and a port at Dedeagach,ornear-
by at Makri. He reasoned that his government would in any case find diffi-
culty in securing capital for this work and that if Thrace were to be under
Greek sovereignty the outlook would be hopeless. A proposition that Dedeag-
ach be equipped as a “free port” and that it and the railway be administered
by a joint British, French, Italian, Bulgarian, Greek, Rumanian, Jugoslav and
Turk commission was refused by the Bulgarian delegation in a statement
which plainly indicated their real objective: “It is only by direct possession of
the territory in the neighborhood of the railway and port, or by placing that
territory under a completely autonomous régime, economically tied to Bulgaria
by special stipulations, that the port of Dedeagach can be constructed, con-
trolled and developed in accordance with the economic interests of Bulgaria.”
In subsequent discussions M. Venizelos said that if the arrangement in Ded-
eagach proposed by the Allies were inacceptable, he would gladly set apart a
Bulgarian zone in Saloniki similar to that being arranged there for Jugoslav
commerce. Replying, M. Stancioff said that one proposition was as unsatis-
factory as the other, and ended the matter so far as the Lausanne Conference
was concerned by adding that he did not wish to pursue the discussion further.
A word about the ports themselves. Dedeagach, a town of about four thou-
sand inhabitants, is the only Algean seaport east of Saloniki having a direct
railway connection. The railway runs down to the water’s edge, and there is a
small railway pier. But in its present state the port would be useless to Bul-
garia even if it were opened to her commerce freely, as the water inshore is
shallow and cargoes must be landed by lighters from vessels anchored over
half a mile out. Kavala, further west, likewise has nothing but an exposed
roadstead, and in its present state is not really a port. It still has to rely on
motor transport for reaching the railway at Drama, some fifteen miles to the
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north. Between Kavala and Dedeagach, on the edge of the rich tobacco grow-
ing plain of Xanthi, lies Kara Agach, known also as Porto Logos, possessing
the only sheltered port on all this coast. The district is marshy and unhealthy,
and the town has no railway connection, but it had been chosen by Bulgaria
before the Great War for development as a center of export trade.

All three ports would need dredging, Dedeagach or Kavala would need the
construction of elaborate breakwaters and moles, and Kavala and Kara Agach
would require railway connections. It is quite understandable that Bulgaria
does not wish to undertake the financing of any of these operations unless she
is sure of profiting permanently. The question as to whether she overplayed
her hand at Lausanne need no longer be argued. The Allies felt that they had
done their best at Lausanne to fulfill their obligations under the Treaty of
Neuilly, and refused to put pressure on Greece to make further concessions.
But geography continues to direct Bulgaria’s eyes southward to the new ports
of Greece.

Any possible solution of the difficulty can now be reached only by direct
negotiation between the two countries concerned. On October 19, 1925, the
Greek Free Zone was inaugurated at Saloniki for the purpose of giving “the
Balkan States, and especially Bulgaria, access to the Aigean Sea, under regu-
lations which will allow any country to use the port for the shipment of goods,
incoming or outgoing, without restriction as to duties, right of seizure or right
of search.” Though Jugoslavia has found that such promises often read better
on paper than they prove in practice, and though the facilities offered will
hardly satisfy Bulgaria, who once already has rejected such an arrangement
as wholly inadequate, Greece probably made the move with a sincere desire of
appraising Bulgarian opinion. She remembers, perhaps, how unpleasantly close
Jugoslavia and Bulgaria came to achieving codperation against her in 1922
when Stambulisky, ¢# route to Lausanne, stopped off at Belgrade and had long
talks with the King and with MM. Pashitch and Nintchitch. Unfortunately on
the very day that the Greek Free Zone was inaugurated occured the Demi
Hissar frontier incident, which for a moment threatened to bring the two coun-
tries to war. Relations were strained for some time, and it still remains to be
seen whether Bulgaria will attempt to make any use of the new arrangement
at Saloniki. A necessary preliminary would be the connection of the Greek and
Bulgarian railway systems. The easiest way of doing this would be to prelong
the Bulgarian line which now ends at Petritch, just short of the Greek fron-
tier, to join the Saloniki-Dedeagach railway at Demi Hisar. Reports from
Athens? have indicated that the Greek Government favors this step, though in
some quarters it is being urged that a better alternative would be for Bulgaria
to complete a long projected line southward through the mountains from
Karadjin, to be joined by a Greek line pushed northward from Gumuldjina.
The construction of either railway link would be an excellent preliminary to
the adaptation of one of the Agean ports to Bulgarian needs.

The Greek suggestion indicates a satisfactory tendency at Athens to settle
the question by direct negotiation with Sofia. The result will be awaited with
anxiety by those who look forward to the day when it will be possible for Balkan
statesmen to turn to the elaboration of a pact of amity and non-aggression.

2 See La Bulgarie (Sofia), Feb. 2, 1926, and Elefteron Vima (Athens), Feb. 7, 1926,
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THE PALMAS ISLAND DISPUTE

ALMAS ISLAND, a tiny point of land in the Pacific southeast of Min-
Pdanao in the Philippines, has become the subject of international arbitra-
tion proceedings between the Netherlandsand the United States. The American
claim has its origin in the peace settlement which followed the Spanish-
American War. The Dutch claim is based on Dutch contact with the island and
its natives. Both nations have submitted final briefs and exhibits this year to
Dr. Max Huber of Switzerland, one of the panel of judges of the Permanent
Court of Arbitration at the Hague, as sole arbitrator in the case.

Palmas Island is about two miles in length and three-quarters of a mile in
width, and contains slightly over 1100 acres of land. It produces cocoanuts,
oranges, bananas, and other tropical fruits and vegetables, tobacco and hemp,
but its only exports are copra and mats. It appears to have little strategic
importance or potential value for communications. Its inhabitants, numbering
between 650 and 700 persons, are reported to be divided in their preferences as
to rulers, between the Netherlands and the United States.

By the Treaty of December 10, 1898, Spain ceded to the United States all
islands west of the meridian of 127 degrees east longitude and north of the
parallel of 4 degrees 45 minutes north latitude. Palmas Island is near 126
degrees 36 minutes east longitude and 5 degrees 35 minutes north latitude,
that is to say, in the southeast corner of the zone ceded by Spain close to the
line marking its eastern limit. The map on the opposite page, compiled from the
best sources available, indicates that the disputed island is 4834 miles distant
from the nearest point of American territory, Cape San Augustin on Mindanao,
5124 miles from the small Nanusa Islands, which form part of the Dutch
East Indies, and 6034 miles from Karkelang, the largest adjacent island under
Dutch control.

Spain rested her title to Palmas Island upon Spanish explorations and
discoveries, upon the Bulls of Pope Alexander VI, issued in 1493, the Treaty of
Tordesillas of 1494, the Spanish-Portuguese agreement of 1529 with respect to
the possession of the Moluccas, and also upon her assertion of jurisdiction
for centuries.

The Netherlands Government asserts that Palmas Island has been Dutch
territory since the beginning of the 18th century. The Dutch term for the
island is Miangas. Certain of the Nanusa Islands, southeast of Palmas Island,
appear to have been called for a long time the Meangis Islands. The Palmas
Islanders also are said to have acknowledged that they were tributary to the
chiefs of certain tribes in islands some distance southwest of Palmas Island,
who made political contracts with officials of the Dutch East India Company
and, subsequently, the Netherlands Government.

The main point of the American argument is the cession by Spain in 1898. It
is supported by a variety of evidence and many maps. The problem laid before
Dr. Huber, the arbitrator, might be considered to fall into two parts: first, to
determine whether the island belonged in 1898 to Spain or to the Netherlands,
and then on the basis of that decision and of supplementary evidence to award
it either to the Netherlands or to the United States.
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DEUTSCH-SUDWEST IM WELTKRIEG. By Ricnaro Hennic. Leipzig: Brock-
haus, 1925, 313 pp. M. 8.
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THE TRUTH ABOUT THE CHINESE REPUBLIC. By H. G. W. WoODHEAD.
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ADDRESSES. By Sao-ke ALrrep Sze. Baltimore: Johns Hopkins Press, 1926, 142

pp. $1.25.
Five interesting lectures by the Chinese Minister to the United States.
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LA DEUDA EXTERIOR DE MEXICO. Mexico: Editorial Cultura, 1926, 341 pp.
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UNEMPLOYMENT AS AN INTERNATIONAL PROBLEM. By J. Morcan REks.
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DIE ERDOLWIRTSCHAFT DER WELT. By KarL Kriicer and G. R. PoscHARDT.
Stuttgart: Schweizerbart, 1926, 494 pp. M. 30.
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the world today.
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