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Preface

This book is the result of a long engagement with the history of the interwar 
period. This is easily the most heavily trodden field in history, and no rational 
scholar would deliberately set out to replace the accepted version of events that 
led from one world war to the next. Yet, over many years of teaching, research 
and reflection, I have become increasingly aware that the whole does not equal 
the sum of the separate parts. Academic historians, aiming to produce research 
based upon all the available evidence, usually become specialists in one or 
another aspect of their field. Such is the abundance of evidence on the interwar 
years that more than one historian has devoted his or her career to an aspect as 
precise as the Paris peace conference of 1919, war debts and reparations, central 
bank cooperation in the context of the revived gold standard, Italian fascism or 
Japanese militarism, the crisis of French foreign policy or the plight of Jews in pre-
war Germany. The result has been a dazzling abundance of outstanding theses, 
research essays, monographs and biographies. But because the underlying source 
of interest is the Second World War and the catastrophies that accompanied it, 
all the paths traced by historians lead towards this end which therefore appears 
hugely over-determined. As a result, little attention has been paid to how the dif-
ferent strands fit together and as yet there is nothing that could be regarded as 
a persuasive synthesis. Even after nearly seventy years, historians have still not 
produced a plausible explanation of why in barely more than a single generation 
a second world war followed the first.

But there has been another failing in the historiography which in its way is 
equally remarkable. Diplomatic historians acknowledge that interwar inter-
national relations broke down amidst the chaotic conditions created by the world 
economic depression; in other words that the collapse of the international polit-
ical system was due in part to the collapse of the international economic system. 
Yet there seems to be no satisfactory explanation of the economic depression 
itself. Economic historians, to be sure, have devoted a great deal of time and 
effort to explaining the origins of the depression that began in 1929, and pro-
duced studies of the highest quality on certain components of the depression. Yet 
they have made little attempt to explain why this depression became the deepest, 
most prolonged and catastrophic the world has ever witnessed. Once again, the 
price of specialization seems to have been an absence of a satisfactory general 
explanation. This led me to surmise that the chronic failure to devise persuasive 
answers to two of the largest questions of twentieth-century history owed to the 
fact that diplomatic and economic historians persist in treating them as essen-
tially discrete issues. Since, as seems likely, it was not a coincidence that the inter-
national political and economic systems collapsed at practically the same time, 
it followed that the answer to the one question is bound up intimately with the 
answer to the other. Put differently, neither question could be answered except 
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by treating the economics, politics and diplomacy of the period as dimensions of 
a single dynamic whole.

This seemed to be a plausible hypothesis, but of course it aggravated the prob-
lem of evidence, analysis and expertise. I have nevertheless persisted with the 
challenge, with the results set out in the following chapters. Doubtless, other 
students of the period will find much to criticise in it, since the work spans the 
office of four British prime ministers (three of them in office at least twice), five 
American presidents and twenty French présidents du conseil, and seeks to inte-
grate political, diplomatic, financial, monetary and commercial history as well 
as the influence of political ideas and beliefs, the history of the peace- making 
and the history of European reconstruction and integration. The result is a new 
history of interwar Britain, the United States and France, the international rela-
tions of the 1914–39 period, the world economic depression and the place of glo-
balization in the twentieth century. It is on the cogency of the broad thesis that 
the account deserves to stand or fall. But I hope readers will find it at the least 
thought-provoking and thus an aid to understanding both the interwar period as 
well as our own time.

I wish to thank Special Collections, Library Services, University of Birmingham 
for permission to quote from the Neville Chamberlain papers; the Baker Library, 
Harvard Business School, for permission to quote from the Thomas W. Lamont 
Collection; the British Library for permission to quote from the Earl Balfour, Lord 
Robert Cecil and Lord Curzon papers; the British Library of the Political and 
Economic Science for permission to quote from the Dalton diary; the Syndics of 
Cambridge University Library for permission to quote from the Baldwin Papers; 
the Bank of England for permission to quote from the Norman, Niemeyer and 
other papers at the Bank; the Federal Reserve Bank of New York for permission to 
quote from Harrison, Strong and other papers in the Bank’s archive; the Master, 
Fellow and Scholars of Churchill College, Cambridge, for permission to quote 
from the Hankey papers at the Churchill Archives Centre; the Yale University 
Library, for permission to quote from the Henry Lewis Stimson Papers; the 
Guardian and the Times, London, for permission to quote from their newspapers; 
the University of Newcastle for permission to quote from the Runciman papers; 
and Her Majesty Queen Elizabeth II for permission to quote from material in the 
Royal Archives, Windsor.

Since historical research could scarcely be advanced without the professional 
contribution of archivists and librarians, I am very grateful for the assistance 
I have received at the Hoover Presidential Library, the Federal Reserve Bank of 
New York, the Bibliothèque Nationale de France, the Archives Nationales, the 
archives of the Ministère des Affaires Etrangères, the Ministère de l’Économie, 
des Finances et de l’Industrie and the Banque de France, the Bank of England, the 
National Archives at Kew, the House of Lords Record Office, the British Library, 
the Churchill Archives Centre, the LSE’s British Library of Political and Economic 
Science and many other institutions in Britain and abroad.

In preparing this book, I have received help and encouragement from many 
people. At an early stage, I enjoyed the hospitality of Anne-Marie and Jean-Louis 
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Perol, which enabled me to spend several summers in comfort in Paris. Later, 
my work in that wonderful city was sustained by the kindness of Claude and 
Veronique Sauzay and Evelyn and Jean-Marie Courchinoux. My friends and 
former students, Ninon Vinsonneau and Clarisse Berthezene, with their hus-
bands, have also provided the warm welcome and hospitality that has sustained 
my research. In England, I have been sustained by lively discussions with my 
friends and colleagues, Alan Marin, Ray Richardson, Alan Sked and Robert Wade, 
while drawing upon the acute contributions of Stephen Schuker, Robert Young 
and other scholars.

I have tried out many of my arguments in preliminary and piecemeal form 
at conferences. While the papers were probably less than wholly persuasive, 
each occasion was invariably a stimulus to thought and analysis which has been 
indispensable in the preparation of the present work. Accordingly, my thanks 
for invitations go to Olivier Feiertag and Michel Margairaz to participate in the 
bicentenary conference of the Bank of France, to Jacques Bariéty and colleagues 
in the Association of Contemporary European History to speak at conferences on 
Aristide Briand, the League of Nations and Europe, to Ranald Michie and Philip 
Williamson to participate in the conference on the British Government and 
the City of London in the twentieth century, to Albert Kechichian and Nicolas 
Roussellier to contribute to their colloque on the economic education of French 
political leaders in the Third and Fourth Republics, to Laurence Badel, Stanislas 
Jeannesson and N. Piers Ludlow to speak at the conference on national admin-
istrations and European integration, and to Antoine Capet of the Université de 
Rouen to present papers at no less than four international conferences on British 
history and society. I am similarly grateful to my friends and colleagues, Georges-
Henri Soutou of the Université de Paris IV-Sorbonne and to Maurice Vaisse, Pierre 
Melandri and Jean-Pierre Azéma of the Institut d’Etudes Politiques, Paris, for 
inviting me to spend time at their institutions and providing the stimulus of 
their company.

My chief debt however goes to my wife, Dr Gudrún Sveinbjarnardottir, who has 
found time in her own busy career to take an interest in my work and share the 
strains that years of research and writing inevitably produce.
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Introduction

M. Seydoux is chasing a mirage of longstanding, viz. that economics in 
the case of France and Germany will overcome race antagonism.

Sir William Tyrrell, permanent under-secretary of state 
at the Foreign Office, 20 March 19281

I believe that that civilisation which he speaks of can only be saved by 
the co-operation of Anglo-Saxons; we cannot count on the other races.

President Hoover’s message to Ramsay MacDonald, 
British prime minister, 27 January 19322

I have rather come to the conclusion that the average Englishman – whilst 
full of common-sense as regards internal affairs – is often muddleheaded, 
sloppy and gullible when he considers foreign affairs. One often hears 
such phrases as ‘the Germans are so like us’. Nothing is more untrue.

Sir Horace Rumbold, ambassador to Germany, to 
Geoffrey Dawson, editor of the Times, 13 June 19363

If the history of the interwar period now seems familiar territory, this is hardly sur-
prising since the narrative has remained essentially unchanged for nearly seventy 
years. Summarized in seven sentences, it runs as follows. In 1918, when Germany 
sued for peace, the Entente and Associated powers imposed the Versailles settle-
ment in which, largely at French insistence, Germany suffered substantial losses 
of territory and population as well as onerous demands for reparations and the 
ignominy of blame for the war. Meanwhile in the East, Poland re-emerged along 
with several new states that further encroached upon German land and influence, 
while the Bolshevik seizure of Russia created an additional source of  instability 
in Europe and beyond. In the following ten years, the English-speaking powers 
assisted the recovery of Germany, Austria and other countries in Central Europe 
and sought to reduce the bitter legacy of the Versailles settlement. Their efforts 
were disrupted when the Wall Street crash triggered the onset of the world eco-
nomic slump. The collapse of trade and soaring unemployment created the condi-
tions for Hitler to take power in Germany and tempted Japan and Italy to embark 
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upon aggressive imperialist adventures. Attempting to avoid a breakdown of the 
existing order, the conservative powers Britain and France, with the encourage-
ment of the United States, appeased the aggressor powers. When appeasement 
failed, the conservative powers turned to policies of deterrence and accelerated 
their rearmament while drawing closer together in anticipation of the coming 
conflict.4

This largely unchanging narrative has given rise to two questions which under-
lie practically all the output of Western historians since the interwar period itself. 
First, did some means exist to forestall the rise of the aggressor powers? Second, 
after they did arise, why did the conservative powers not immediately recognize 
the danger they posed or act more effectively to resist them? Focus upon these 
questions has led historians to examine and re-examine the peace negotiations of 
1919, the Ruhr crisis of 1923–4 and the struggle to end reparations, the events sur-
rounding Mussolini’s and Hitler’s rise to power, the Manchurian crisis, the failure 
of the League of Nations and the Abyssinian, Rhineland and Czech crises. It has 
also yielded a generally sympathetic picture of Britain and the United States, since 
historians have found little to criticize in their policies unless it was for pursuing 
appeasement beyond the point when it ceased to be appropriate and turning too 
belatedly towards deterrence.

Yet remarkably, despite almost constant refinement of the conventional nar-
rative and the excellent treatment of many individual elements of the story, key 
issues and events remain a puzzle. Thus, for instance, no satisfactory explan-
ation exists for the breakdown of the coalition of victor powers almost before the 
Armistice was declared in 1918, nor why British political leaders, ‘realist’ as well 
as ‘idealist’, firmly closed their ears to the insistent warnings of their military 
advisers about Germany’s probable course of action and the basis for a suitable 
framework of security: this after Britain had incurred enormous casualties in a 
close-fought war with Germany. The conventional narrative treats the hollowing 
out of the Versailles settlement as a contribution to peace, although it encouraged 
German revisionism and insecurity elsewhere, and it overlooks all the evidence 
from modern history that the security of Western Europe cannot be purchased at 
the expense of insecurity in Eastern Europe. Finally, it fails properly to integrate or 
shed light on the terrible world economic slump of 1929–33, which is introduced 
merely as a sort of deux ex machina to explain the breakdown of international rela-
tions and which, left to economists and economic historians to analyse, has itself 
never been fully explained.

The purpose of the present account is to point towards a new way of under-
standing the course of events in this crucial period. It offers a different narrative 
which traces a different contour over the events, assigns different roles to the 
leading powers and yields different conclusions as to why the peace established 
after the First World War broke down within barely more than twenty years, 
as well as presenting a new explanation of the world depression and suggesting 
radically different connections with the world situation today. It is not a compre-
hensive account of interwar history. Indeed, for reasons that will become clear, 
most of the familiar landmarks listed above are touched on only briefly. Starting 
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at the peace settlement of 1919, with a brief backward glance at the origins of 
the First World War, the centrepiece of the study is the pattern of events that led 
to and through the global economic and political crisis that occurred midway 
between the world wars. Though mentioned in other studies, this crisis remains 
the most thoroughly misunderstood episode of the interwar years. Yet, as will be 
explained, it provides the key to understanding the course of interwar history and 
a unique perspective on the present crisis of our globalized world.

The contours of twentieth-century history were decisively shaped by the 
two world wars. The scale of the wars, their human cost and their long-term 
 consequences can scarcely be exaggerated. Yet, while constituting a radical break-
down of the international political system, their impact upon global economic 
activity was less straightforward. The First World War disrupted international 
trade and destroyed human and physical capital on a huge scale.5 Nonetheless, 
the belligerent powers in both the warring coalitions successfully intervened 
at the domestic and international levels of economic relations. By controlling 
imports,  rationing access to scarce resources and mobilizing manpower, all the 
major powers excepting Russia managed to contain inflation and sustain eco-
nomic activity at a high level until practically the end of the war. Similarly, the 
Second World War fractured the international trade and payments system, yet 
the leading powers of the contending alliances introduced parallel systems of 
regulated trade and payments that served their interests reasonably well. None 
of the powers succumbed to economic breakdown or radically altered course on 
account of economic constraints. In fact, both world wars stimulated the expan-
sion of agricultural and industrial production, and in the economic as well as 
the political sphere the wars produced winners as well as losers. In each case, the 
breakdown of the international political system was thus accompanied by the 
radical transformation of the international economic system, but not its collapse. 
The conjuncture of events that occurred midway through the interwar years was 
different.

Shortly after the First World War, economic and political dislocation resulted 
in a brief but severe world economic slump when international trade plummeted 
and unemployment soared. This, however, scarcely discouraged the leading cap-
italist countries from returning to the liberal policies of prewar times. On the 
domestic front, governments swiftly reduced taxes and spending, balanced or 
sought to balance their budgets and removed controls on production, prices and 
labour. Public sector employment, although higher than before the war, declined 
to levels far below those reached after the Second World War.6 Meanwhile, the 
victor powers rapidly restored the global trade and payments system. Within a 
few years they removed most of the quantitative trade controls that had been 
introduced as emergency measures during or just after the war. They also stabi-
lized currencies or where necessary created new ones, fostered the expansion of 
international credit and capital lending, restored the international gold standard 
and followed this by tackling the rise in tariff barriers. The second great era of 
globalization begun in 1815 and interrupted in 1914 thus resumed, and by the 
second half of the 1920s, international trade and capital movements were again 
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growing faster than physical output.7 As early as 1924, world trade exceeded the 
value reached in 1913; by 1929, it was 40 per cent greater.8 But already by 1927, 
signs appeared of declining commitment to economic liberalization, and in 1929 
the process halted with the onset of another slump, which rapidly intensified to 
become an economic depression of unparalleled severity.9

Between 1929 and 1933 world industrial production declined by perhaps 
37 per cent,10 world trade declined in constant prices by at least 27 per cent and in 
current prices by 68 per cent11 and world agricultural prices declined by 75 per cent 
from levels reached in 1923–5.12 Many countries retreated into autarky, foreign 
investment practically ceased, and by June 1933, the international  monetary system 
was reduced to chaos. At its worst, industrial unemployment reached 22 per cent 
in Britain, 37.6 per cent in the United States and 44.3 per cent in Germany.13 In 
Germany, wholesale trade declined below 1914 levels, foreign exports declined 
from over 1,250 billion RM a month to merely 374 million RM, and steel produc-
tion declined by nearly 75 per cent to levels not seen since the turn of the century.14 
In Japan, farmers dependent upon raw silk exports for purchases of essential mar-
ket goods faced a decline of 44 per cent in silk prices between 1925 and 1929, and 
a further 55 per cent decline between 1929 and 1931.15 France initially appeared to 
be unaffected by the slump, with registered unemployment reaching only 276,000 
in 1933. But many more were reduced to part-time employment, women and older 
workers withdrew from the workforce and some of the 2.4 million foreign work-
ers who had found employment in the country during the 1920s quietly returned 
home to Spain, Portugal and especially Italy.16 Faced with a serious budget deficit 
and an overvalued exchange rate, which led to fiscal, monetary and trade restric-
tions, unemployment in France continued to rise until 1936, when it reached 
850,000 or 7 per cent of the registered workforce. To this should be added the 
destruction of perhaps 1.3 million jobs in the same period and widespread hidden 
unemployment. French unemployment thus probably rose above 18 per cent and 
moreover did not substantially decline until 1938.17 In the United States, where 
the slump was particularly acute, 34 million of its 123 million people, according to 
one estimate, had no income at all.18 Collapsing prices and unsustainable farming 
methods drove thousands of sharecroppers and homesteaders westward thousands 
of miles in the hope of new lives in California. Canada, more dependent upon 
raw materials production, was even worse affected. For the first and only time in 
the twentieth century, emigration exceeded immigration as destitute settlers aban-
doned the New World and returned to their countries of origin.19 Peasants in rural 
Hungary, Roumania, India and China with nowhere to go faced starvation.

The slump also coincided with an extraordinary political crisis. Mussolini, leader 
of the first and as yet the only fascist state, did little to rock the inter national boat 
before 1930. But in May that year, his speeches became more aggressive, and by 
1932 he was not only siding with Germany on treaty revision but also had begun 
to consider armed aggression overseas and sent agents to look over Abyssinia.20 
In Germany, Hitler made his political breakthrough in the Reichstag elections 
of September 1930 when the Nazi party won 107 seats compared with a mere 
12 in the previous election two years earlier. Thereafter, with unemployment 
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soaring and the Nazis gaining support, German governments intensified their 
pressure for treaty revision, throwing Europe into turmoil with the revelation of 
secret plans for an economic Anschluss with Austria in March 1931, their refusal 
to stop  rearming and their declaration of a unilateral halt to further reparation 
payments in January 1932. One year later, with economic recovery barely under 
way, President Hindenburg invited Hitler to form a government.

Meanwhile in Japan extremists harassed, attacked and in several cases assas-
sinated liberal political leaders for their alleged failure to defend national inter-
ests at home or abroad. In September 1931, military units forced the hand of 
the civilian government in Tokyo by staging an incident that justified the con-
quest of Manchuria. That same month, Britain abandoned the gold standard and 
turned to a National government dominated by Conservatives who were com-
mitted to ending 90 years of free trade in favour of a policy of imperial pro-
tectionism. Having stared into the abyss of financial collapse, Britain delayed 
rearmament until 1936, and instead of seizing the proffered hand of France it 
intensified efforts to minimize its European commitments.21 France in turn 
delayed its  rearmament for financial reasons; indeed for several years it actually 
reduced defence  spending. Confronted with the emerging Nazi challenge, France 
was obliged to seek Britain’s interested friendship even if this meant pursuing an 
unwelcome policy of appeasement.

Thus, in contrast to the two world wars, midway through the interwar period 
the international economic system and the international political system simul-
taneously broke down. It was a unique moment and comparable in importance to 
the world wars themselves.22 But was it a single crisis or two separate crises – one 
economic, the other political – that simply coincided? If it was two separate crises, 
then diplomatic historians need not concern themselves with the economic crisis, 
which has its own discrete causes and separate trajectory. Coincidences happen 
in history, and to judge by the existing historical literature this is how one should 
see the period, since the output of diplomatic and economic historians remains 
almost wholly unintegrated. Their focus is different, their chronology is different 
and the stories they tell are almost wholly separate from one another.

Economists and economic historians, seeking to explain the extreme unevenness 
of economic activity between the wars, generally restrict themselves to economic 
factors. The author of a recent study of French interwar monetary policy refers 
to ‘the new orthodoxy in the historical literature, attributing the contractionary 
force causing depression to monetary policy and gold standard orthodoxy.’23 In 
fact, ever since Milton Friedman and Anna Schwartz published A Monetary History 
of the United States in 1961, economists have relied mainly on a monetary explan-
ation of the slump and indeed mainly on American monetary decisions to explain 
the course of world events.24 Most economic historians remain sceptical of the 
economists’ emphasis upon monetary policy. While acknowledging the role of 
policy errors by American central bankers, the absence of an international lender 
of last resort and the deflationary bias of the gold standard which locked coun-
tries into a downward spiral of prices, wages and employment, they also point 
to developments such as the rapid increase in commodity production and the 
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mounting dollar shortage in Europe in the 1920s, along with the rigidities created 
by trade unions, fixed debt, unemployment insurance and other factors, which 
made it hard for developed countries to adjust to declining price levels while 
holding to fixed exchange rates. A standard British/Australian text on modern 
economic history somewhat lamely concludes, ‘There is enough evidence to sug-
gest that both long-run and short-run factors were operating to bring about the 
depression of the 1930s, but as yet we have little understanding of how this com-
plex of forces interacted to produce a world-wide depression.’25 But while differing 
from the economists in their analytical breadth, economic historians similarly 
treat the economic crisis separately from the political crisis.

Diplomatic historians, seeking to define the path from the First World War to 
the Second, go further than economists or economic historians in accepting a 
partial link between the economic and political crises. They generally agree that 
the world economic slump created conditions that favoured the ascendancy of 
Nazism in Germany, militarism in Japan and a more reckless aspect of fascism in 
Italy, while at the same time causing the democratic powers to become more cau-
tious, hold back from rearming and turn inwards to address problems of public 
finance and mass unemployment or look towards overseas possessions or spheres 
of influence for alternative trade outlets. Diplomatic historians thus also assume 
two sep arate crises, while accepting a connection between them, with the direc-
tion of the causal relationship running from the economic crisis to the political 
crisis.26 This seems plausible enough, especially as the claim of a single crisis pro-
duced by the interaction of economic and political factors requires it to be shown 
that the causal connection ran in both directions, and that the economic slump 
was at least partly the result as well as a cause of the international political crisis. 
On the face of it, this seems thoroughly implausible, since the slump was pre-
ceded neither by war or threat of war nor by any other major political upheaval. 
The connection, however, can be grasped by bearing in mind two simple but 
crucial observations.

First, with the exception of Soviet Russia, all the major powers in the 1920s, 
including Italy, Germany and Japan, broadly shared the principles of economic 
liberalism and remained integrally linked through capitalist market relations. 
This enabled them to share in the benefits of the return to globalization which 
accelerated their postwar economic recovery, but it also reduced their autonomy 
and increased their vulnerability to events elsewhere in the world. Despite their 
different political regimes, therefore, global contagion was a serious risk.

Second, markets can function only within a framework of rules, restraints and 
institutions capable of ensuring social and political as well as economic stability. 
It may be commonplace to speak of free markets or laissez-faire capitalism and 
to suggest that an efficient capitalist system must be free from political interfer-
ence. But all economic activity is embedded within a legal, social and cultural 
framework sustained by a political system without which no market could func-
tion. At the national level, this framework consists of laws governing contracts, 
rules on accounting and regulatory agencies such as the central bank, treasury, 
law courts and police, as well as informal institutions which provide the basis of 
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trust on which most transactions rely. Under capitalism, the search for profits 
prompts entrepreneurs to shrug off restraints or press for reductions in regula-
tion. In good times, politicians often yield to their imprecations to remove ‘red 
tape’, relax banking and accounting rules, redraw labour and consumer laws in 
favour of capital and reduce taxes and public spending towards the minimum for 
civil order and national defence. The result is usually a period of excess, followed 
by a slump and the exposure of unacceptable business practices, when the pendu-
lum swings the other way towards greater regulation and public intervention in 
support of workers, consumers, savers and small investors. Capitalist market rela-
tions create scope for expanding employment and great wealth accumulation. But 
they also potentially lead to a rapacious consumption of resources, dangerously 
large externalities such as industrial injuries and environmental degradation and 
periods of large-scale unemployment, social distress and political upheaval. Most 
governments are wise enough to recognize both the benefits and the dangers of 
capitalist market relations, and the need to intervene to mitigate the worst conse-
quences. The framework of rules and institutions is thus periodically loosened or 
tightened, but it is never done away with, since to do so would lead eventually to 
a breakdown of the capitalist system itself.27

The same principle applies to capitalism at the international level. Here, too, 
investment and trade can function only within a framework of rules, restraints 
and institutions. Internationally, this includes the exchange of enforceable com-
mercial treaties, trustworthy information about markets, access to insurance, the 
coordinated intervention of central banks and in recent times the operation of 
international institutions such as the Bank for International Settlements (BIS), 
the International Monetary Fund (IMF), the World Bank and the World Trade 
Organization (WTO), to ensure that currencies remain convertible and markets 
remain open. It also includes an effective security system, although this is seldom 
recognized to be an essential underpinning for the economic system. In modern 
times, international security has been provided by one or more great powers, 
 willing and able to uphold the states system of the developed world while project-
ing their power further abroad to limit banditry and piracy on commercial routes, 
protect global marketplaces and safeguard large-scale overseas investments from 
arbitrary appropriation, political upheaval or revolution. Until the Great War, 
Britain provided the key institutions for the global economy, including the Bank 
of England, Lloyds of London, the Baltic Exchange and other institutions of the 
City of London, as well as the security provided by the far-ranging squadrons 
of the Royal Navy. After the onset of the Cold War, the United States undertook 
many of the same functions for the non-Communist world. The interwar years 
were quite another matter.28

In the aftermath of the Great War, Britain, supported by the international 
merchants and bankers of the City of London and New York, led the way in 
restoring the international trade and payments system. But this involved it in 
removing national obstacles to its global project, reintegrating Germany into 
the global system and systematically stripping away the framework of European 
security created at the Paris peace conference. First, it turned its back on the 
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 Anglo-American guarantee to France. Then, over the next ten years, it sought 
to reduce the rep arations burden upon Germany, end military inspections of 
Germany, accelerate the withdrawal of Allied troops from the Rhineland and has-
ten the return of the Saar to German political control. All the while it pressed 
France to disarm and abandon its alliances with countries in Eastern Europe, 
while indicating sym pathy for Germany’s revisionist ambitions in the East. 
Something similar occurred in the Far East. There the United States discouraged 
Britain from  renewing the Anglo-Japanese alliance in 1922, and instead to adopt 
the three treaties of the Washington conference, which lacked any enforcement 
mechanism and thus scarcely deserved to be called a security framework. Already 
by 1927, therefore, the global security framework had become remarkably flimsy. 
This played into the hands of nationalists and imperialists in both hemispheres, 
encouraging them to demand stronger defences or further revision of the inter-
national order. The result was a climate of insecurity which deterred states from 
wholeheartedly supporting international monetary, financial and commercial 
reform and led them instead to subordinate their economic policies to national 
security. Between 1927 and 1929, global economic relations as well as global 
political relations became increasingly precarious, with nearly all postwar trade 
treaties far shorter in  duration than before the war, gold hoarding on the rise and 
the international monetary system increasingly short of liquidity and lacking the 
means of forestalling minor crises from turning into major crises.

The capitalist system, always prone to fluctuations, was bound to experience 
a downturn sooner or later, and so far as can be judged the slump in 1929 was 
scarcely exceptional. But in both hemispheres the slump triggered a rapid deteri-
oration in international relations, which further damaged business confidence 
and support for liberal economic solutions. Thus a vicious circle was set in motion, 
with national insecurity turning an ordinary economic downturn into a deep 
and prolonged economic depression, while the deterioration in economic condi-
tions undermined the basis of peace. This therefore was not merely the coinci-
dence of two discrete crises, one economic, the other political, but a single crisis 
in which economic and political events reacted upon one another in a dynamic, 
if indeterminate, fashion to create the conditions for a radical breakdown, then 
to bring it about.

Historians almost invariably claim the primacy of either the economic or the 
political-diplomatic-security factors in this crisis, depending upon their area 
of competence or the starting-point of their analysis. But by resisting arbitrary 
choices and assembling the picture with care, it can be shown that the collapse of 
the world economic system and the collapse of the world political system between 
the wars were intimately bound up together. Accounts that present the two crises 
as discrete events are therefore unsatisfactory. Similarly, accounts that claim the 
direction of the causal relationship ran from economic crisis to political crisis are 
unsatisfactory, as are those that would claim the reverse, since the causal relation-
ship ran in both directions. The great interwar crisis, which included the slump 
and led to the Second World War, was thus a dual crisis, and one of the most 
important, if also thoroughly misunderstood, events of modern history.29
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A comprehensive survey of interwar history would treat the Middle East and Asia 
as well as the West, and devote extensive space to all seven major powers: Britain, 
France, Germany, Italy, Japan, Soviet Russia and the United States. But notwith-
standing important developments elsewhere, the fact remains that Europe was 
still the cockpit of the interwar world. At least six European countries – Austria, 
Bulgaria, Germany, Hungary, Italy and Soviet Russia – sought to revise the peace 
settlement of 1919, and renewed conflict in Europe threatened to draw in all of 
the world’s powers. In the event, some of the powers were more destructive of 
world order than others. The Russian Bolshevik regime from 1917 and Mussolini’s 
Fascist regime in Italy from 1922 constituted potential threats to the world order. 
But neither they nor for that matter Japan or China contributed substantially 
to the origins of the great interwar crisis. Not until it was fully under way, with 
economic conditions severely depressed and the global security framework shat-
tered, did they contribute importantly to the downward spiral of events.

The case of Germany is different. It was mainly to contain Germany that 
France agitated for a new security framework at the Paris peace conference, and 
with good reason, for thereafter Germany posed a continual challenge to the 
international system. In November 1918, Germany set aside its imperial regime 
in favour of a republic with a highly democratic constitution. But despite the 
formal transformation, Germany’s political culture remained little changed. Its 
civil and military élites continued to favour a hierarchical, authoritarian state. Its 
people generally believed that Germany had been undefeated on the battlefield, 
deceived by President Wilson’s offer of the Fourteen Points into accepting the 
Armistice, and forced to accept grossly unfair terms at Versailles. Their support 
for the republic was therefore conditional upon its commitment to revise the 
peace settlement. After the Ruhr crisis in 1923 and the nightmare of hyperin-
flation, their support became doubly conditional upon the republic’s ability to 
safeguard them against renewed inflation and currency chaos. With individual 
savings wiped out by the hyperinflation, however, Germany became highly 
dependent upon foreign bank lending and vulnerable to the shifting winds of 
international finance. Once foreign loans and credits began to dry up in 1927, 
declining economic fortunes confronted the government with the dilemma of 
declining revenues and increasing expenditure, the latter due to rearmament as 
well as a new scheme of insurance for the unemployed whose numbers rapidly 
grew. The government, a centre-left coalition, attempted to meet the crisis by 
modestly increasing revenue and decreasing expenditure. When the spectre of 
renewed inflation drove the German middle classes into the arms of extreme 
nationalist parties, republican politicians saw little alternative but to adopt a 
more aggressively nationalist stance of their own.

The uncertainty over Germany’s future and the speed with which it was over-
whelmed by economic and political troubles from the later months of 1927 
constitute a vital component of the great interwar crisis. But since it is the best 
understood component and likely to be familiar to readers, it is treated only 
summarily in the following account.30 Instead, the focus is upon the three great 
democratic powers, Britain, France and the United States. In the 1920s, they 
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constituted roughly 25 per cent of the world’s economic activity and produced 
nearly 60 per cent of the world’s manufactured goods.31 Together they  controlled 
33 per cent of world trade,32 and supplied no less than 70 per cent of manufac-
tured exports.33 In 1924–8, they provided over 85 per cent of the world’s capital 
lending and investment.34 In 1929, they possessed nearly 60 per cent of the world’s 
monetary gold reserves.35 They thus dominated the world economy. Moreover, 
as the main victors in the Great War, they also dominated the world’s political 
system. They therefore had the opportunity to construct a robust framework of 
international  security as well as a stable international payments system, and after 
the crisis began they possessed the means to alleviate it or forestall its worst con-
sequences. Since the world’s fate rested largely in their hands, they deserve to be 
the central focus of the history of the great interwar crisis.

Like Germany, interwar Britain, France and the United States have all been 
the subject of intensive historical examination, but they appear in a new light in 
this account. To take the United States first, something close to a consensus now 
exists among historians on America’s role in world affairs after the First World 
War. Summarized briefly, historians affirm that political leaders in Washington 
were aware of the nation’s continuing reluctance to become involved in foreign 
conflicts. Yet they were also alive to America’s global interests which required 
them to engage in international affairs, and they recognized the huge influence 
America was able to wield on account of its now unrivalled financial and com-
mercial strength. They therefore established an informal alliance with the inter-
national bankers and financiers of Wall Street, who shared their interest in the 
pacification and reconstruction of Europe and the liberalization of world trade. 
Woodrow Wilson, who occupied the White House from 1913 to 1921, chose to par-
ticipate directly in the negotiation of the peace settlement in 1918–19 and sought 
a leading role for the United States in the League of Nations. His Republican suc-
cessors rejected direct participation in international relations. But they too were 
internationalists who displayed a clear-sighted view of great power relations and 
exercised a leading, albeit indirect, role in world affairs. Largely through their 
informal alliance with Wall Street, they systematically reshaped the world to suit 
American interests.36

As the present account explains, scarcely a single element of this interpret-
ation of American history bears scrutiny. Despite the current practice of  treating 
America’s rise to world power as an ineluctable process stretching back to the 
founding of the 13 colonies, it is quite impossible to transform the postwar 
Republican administrations of Harding, Coolidge and Hoover into ‘independ-
ent internationalists’ without grave injustice to the evidence.37 Nor is it satisfac-
tory to remove Wilson from his time by transforming him into a champion of 
American corporate interests. This is scarcely an improvement upon the older 
view of him as the naïve or idealistic champion of global governance, to which 
he was  allegedly prepared to subordinate American independence.38 The origins 
of the current misrepresentation of America’s world role go back more than half 
a century to efforts by radical historians to present the United States as a country 
driven from its earliest beginnings by an ideological preference for individual 
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salvation rather than collective action. Accepting this version of the past, if not 
the radical politics that originally inspired it, most American historians have 
set aside the concept of isolationism, treating it as an irrelevance by the 1920s if 
not long before. The extraordinary historiographical shifts in the treatment of 
American foreign relations deserve a book of its own. Suffice it to say here that 
isolationism remains crucial to an understanding of American history, although 
like all such terms it requires careful definition based upon actual historical 
usage. Thus understood, isolationism re-emerges as the key not only to inter-
war American foreign relations but also to crucial aspects of American domestic 
politics.

The point so frequently overlooked is that in the American context isolation-
ism always meant the avoidance of political-diplomatic entanglements with ‘old 
Europe’, and in particular the imperial powers Britain, Spain and France, but it 
emphatically did not mean the avoidance of commercial and financial links with 
Europe. Isolationist attitudes did nonetheless have an economic dimension, for 
such was the suspicion of European entanglements that many Americans looked 
with fear and loathing upon New York as the chief conduit for capital imports 
from Europe and especially the City of London as well as the main reception cen-
tre for European immigration. This remained the case even after America became 
a net capital exporter. Indeed, at no time was the political gulf between New York 
and the rest of the country greater than in the period described in the present 
account.39 The claim that political leaders in Washington during the 1920s worked 
closely, if informally, with New York’s bankers to shape world affairs is thus not 
only unfounded, but also reflects a deeper misunderstanding of American foreign 
policy-making and American history itself. More important for our purposes, it 
obscures the actual role that the United States played in the origins, course and 
outcome of the great interwar crisis.

As the present account shows, the United States exercised a manifold influence 
upon the course of international events after the Great War. With an economy 
as large as that of Britain, Germany, Japan and France combined, a dominant 
position in nearly all the ‘sunrise’ industries of the day,40 producer of nearly half 
the world’s industrial output, the world’s greatest exporter and the largest foreign 
lender, it could scarcely fail to influence the world economy and the behaviour 
of other countries.41 Its influence was nonetheless inconsistent and frequently 
destructive of international stability, largely because Washington, its political 
capital, and New York, its financial capital, would not or could not work together. 
Through sins of omission as well as commission, the United States bears a heavy 
responsibility for the great interwar crisis.

In Britain, where economic history exists as a separate academic discipline, 
some excellent work has been carried out on institutions such as the Bank of 
England, the Treasury and the prime minister’s Economic Advisory Council, 
as well as certain commercial banks, manufacturing firms and shipping lines, 
which helps inform British foreign economic policy in the interwar period. 
Few of these studies, however, shed much light upon the dynamic relationship 
between economic decision-making, politics and foreign relations. Britain, even 
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more than the United States, was divided by its two main sources of wealth: 
manufacturing and extractive industries on the one hand, mercantile-financial 
activity on the other. Each of them imposed its stamp upon the social, the cul-
tural and even the physical landscape of the country, creating by the twentieth 
century two overlapping but distinct communities. In the half century before 
the Great War, the dominant business interests of the two communities were 
able to agree upon liberal economic policies, including free trade, the gold stand-
ard, unrestricted cap ital movements or ‘free trade in capital’, a balanced budget 
and fiscal restraint. But the war obliged the state to extend its control over the 
economy and spurred businessmen to organize themselves more effectively to 
influence as well as respond to state decisions. The Federation of British Industries 
and the National Union of Manufacturers emerged, and the Accepting Houses 
Committee, the Clearing Bankers Association and the Bank of England itself took 
on increased importance. Following the Armistice, business leaders in both com-
munities agreed in prin ciple on the desirability of returning to prewar policies, 
but their priorities sharply diverged. Industrialists objected to the deflationary 
action favoured by City merchants and bankers to hasten the return of sterling 
to the gold standard, and leaned increasingly towards trade protection. After ster-
ling was restored to gold in 1925 and interest rates remained at historically high 
levels, British industry found itself struggling to compete in world markets and 
displayed open frustration with the merchants’ and bankers’ dogmatic liberalism. 
The growing division between the two communities unsettled the Conservative 
government, which sought to represent both of them in Parliament, and left it 
practically immobilized.42

In a thoughtful analysis of the world slump, Charles Kindleberger identifies the 
main cause as the absence of leadership of the international economic system:

The 1929 depression was so wide, so deep and so long because the international 
economic system was rendered unstable by British inability and United States 
unwillingness to assume responsibility for stabilizing it in three particulars: 
(a) maintaining a relatively open market for distress goods; (b) providing 
 counter-cyclical long-term lending; and (c) discounting in crisis. ... The world 
economic system was unstable unless some country stabilized it, as Britain had 
done in the nineteenth century and up to 1913. In 1929, the British couldn’t 
and the United States wouldn’t.43

Kindleberger’s argument is in a sense self-evidently true, because had there been a 
hegemon, then order would undoubtedly have been maintained. Two  important 
caveats must however be entered.

In the first place, the distinction between inability and unwillingness is more 
difficult to establish than Kindleberger allows. Britain, for instance, was able to 
contribute to the rebuilding of international economic relations after the First 
World War. In fact, of all the victor powers, Britain contributed most to the recon-
struction of the global economic system. However, the division between British 
industry and finance over economic priorities was aggravated by the restoration 
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of sterling to the gold standard at the prewar rate of exchange, which intensified 
industry’s problems and increased its opposition to further unilateral domestic 
price-level adjustment. Britain’s international economic leadership therefore 
declined after 1925, but this was as much a consequence of inappropriate policy 
choices as unavoidable weakness.

The second caveat is that the necessity for leadership applies as much to the 
maintenance of international security as to the functioning of the international 
economic system. In the sphere of international security between the wars, Britain 
remained in a position to make a decisive contribution, indeed the  decisive contri-
bution, had it chosen to participate in a coherent European security framework. 
The fact that it did not, had consequences that are hard to exaggerate for the sta-
bility of the international economic system as well as the international political 
system.

As for modern British diplomatic history, the field has long been dominated by 
historians who emphasize, even celebrate, the realist character of the country’s 
external policy and the statesmen who made and applied it.44 Most of this histor-
ical output is however remarkably narrow in focus. Policy-making is represented 
as the preserve of experts operating largely free of external pressures, whose sole 
concern was the defence of national or imperial interests. Almost no attempt is 
made to link foreign policy to the political economy of the country or specific 
interests, or to investigate the links between foreign economic and diplomatic 
policies. One generally looks in vain for any reference in this literature to inter-
national monetary, commercial or financial policy: this of the great power that 
depended more than any other upon overseas commerce and finance for its pros-
perity, indeed its very survival.

Just as noteworthy are two other omissions. One is the political dimension of 
foreign policy. It is no doubt wrong to present British foreign policy as simply 
another field for party political manoeuvring. But it is scarcely more satisfactory to 
present foreign policy-making as a matter above politics, uninfluenced by doctri-
nal differences between the parties, the expedient purposes of their leaders or the 
preferences of powerful sectional interests. As described in the present account, 
Britain’s renewed commitment to globalization after the Great War and deter-
mination to remove obstacles to trade and investment created by the Versailles 
settlement were driven by the ambitions of the most internationalist element of 
the City of London, in face of strong reservations expressed by the most dynamic 
sectors of manufacturing industry. Similarly, Britain’s retreat from political as 
well as economic internationalism in the later 1920s cannot be understood with-
out proper regard for the struggle between the industrial and mercantile-financial 
communities over the direction of economic policy. Ultimately, nothing affected 
British diplomacy more than the undermining of the country’s leadership of 
the international economic system and its retreat into imperial protectionism. 
Discussion of foreign policy independently of economic policy and the political 
context thus obscures key influences upon the decision-making process.45

The second omission is that of ideological or pre-political influences upon for-
eign policy. Practically all modern statesmen no doubt prefer to regard themselves 
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as dispassionate, practical individuals, capable of resisting arbitrariness, ‘group 
think’ and small-minded prejudice. Foreign policy-making in modern times is 
however almost uniquely susceptible to such tendencies, given the insistence of 
politicians upon controlling foreign affairs, their domestic preoccupations and 
their generally parochial ignorance of other nations in the international states 
system. Historians of interwar Britain almost invariably present British states-
men as rational actors. Yet the same historians frequently acknowledge a puzzling 
lack of coherence, consistency or rationality in British foreign policy. Thus David 
Marquand observes of Ramsay MacDonald, who occupied 10 Downing Street four 
times between the wars: his ‘suspicions of the French seem perverse forty years 
later, [but] there can be no doubt that most of his countrymen shared them.’46 Paul 
Kennedy refers to ‘a curious blindness’ among the British public and its leaders 
towards the ambitions of the fascist powers, and describes Neville Chamberlain 
in particular as ‘a touch naïve’ in his attitude towards Germany.47 N. H. Gibbs 
acknowledges that ‘until the spring of 1939, British planners, civil and military 
alike, [who] counted on the alliance with France without sufficiently  examining 
its practical implications ... were guilty of the most elementary mistake of both 
wanting their cake and eating it.’48 Brian Bond claims that British statesmen 
engaged in a deliberate act of forgetting after the Armistice in 1918, behaving 
as if the war had been ‘abnormal’ and a ghastly mistake. ‘In retrospect it seems 
astonishing that virtually no official attempt was made to garner the experience 
of the First World War while it was still fresh.’ And he adds, ‘British Governments 
in the middle and later 1930s allowed wishful thinking to blind them to strategic 
reality’; even the military high command failed to face up to ‘geographical and 
political realities’.49 More recently, two historians offer a rational explanation of 
British postwar policy only to concede that there were ‘many ... paradoxes at the 
heart of British decision-making’, ‘obvious, yet confusing, contradictions’, more 
than one ‘tragic misreading of reality’ and a ‘failing to look far into the future’, 
and they conclude that ‘British policy was based too much on aspirations, wishful 
thinking and ... hope’.50 Two other historians, one English, one French, conclude,

The failure of appeasement was not only a failure of British diplomacy, but 
also of British understanding of Europe – in a sense, of British understanding 
of human nature. ... [T]he supposedly practical and empirical British – veering 
crazily between fear of French power and disdain for French weakness – had 
been governed by utopianism and wishful thinking.51

The issue underlying the statesmen’s puzzling behaviour was in each case their 
refusal squarely to confront the need for a Continental commitment alongside 
France and its Eastern allies to contain the recrudescence of aggressive German 
nationalism. At the end of the previous world war in 1815 a combination of insu-
lar influences and the pull of overseas interests had also led Britain to retreat from 
a Continental commitment. Nevertheless, its statesmen safeguarded their victory 
by joining the Quadruple Alliance and instigating fundamental and practically 
irreversible changes in the European balance of power. France was reduced to 
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its 1790 frontiers, a new buffer state was created by the amalgamation of the ter-
ritories making up present-day Netherlands, Belgium and Luxembourg, Austria 
was compensated by the acquisition of Venice and other Italian lands, and most 
importantly Prussia was extended westwards by placing the Rhineland under its 
control. But after victory in 1918, the behaviour of British statesmen was strangely 
different. They sought to profit from the outcome by seizing the German navy 
and acquiring much of Germany’s merchant marine and overseas possessions 
and demanding to be paid reparations. Yet they seemed deaf to all warnings that 
the European balance of power remained dangerously unstable and required a 
substantial Continental commitment. After the bloody battles of the Great War 
it was not surprising that the British public should be reluctant to confront the 
risk of another Continental conflict. But as the historians of interwar Britain 
acknowledge, it was also Britain’s political leaders and their expert advisers who 
displayed irrational behaviour.

The third of the major capitalist powers examined in this study is France. 
Throughout the interwar period, British and American statesmen regarded France 
with impatience and disdain that bordered on loathing. Even today, English-
language historians commonly represent French external policy in the 1920s and 
1930s as a study in misjudgement, incompetence and moral failure. Some have 
highlighted France’s excessive demands at the Paris peace conference in 1919 
and its support for Poland’s acquisition of Upper Silesia and a broad corridor to 
the sea, or its heavy-handed attempts to secure reparations from an impover-
ished Germany through the military occupation of the Ruhr in 1923–4 and its 
withholding of support from Austria and Germany during the great financial 
crisis of 1931. Others have dwelt upon its equivocation over sanctions against 
Italy for invading Abyssinia in 1935, its inaction when Germany reoccupied the 
Rhineland in March 1936 and absorbed Austria in March 1938, its appeasement 
of Germany at Munich in September 1938 and its failure adequately to rearm 
before May 1940. But whatever the focus, their work encourages the impression 
that France frequently had the capacity to shape the course of interwar affairs and 
all too often acted unwisely or incompetently.52

In fact, the Great War greatly weakened France while strengthening Germany, 
not least by removing Russia from the European states system and leaving France 
to rely upon a fringe of weak, politically unstable and economically vulner-
able countries in Eastern Europe. French statesmen were already aware of their 
country’s weakness when the Ruhr occupation confirmed that, supported only 
by Belgium, they could not halt Germany’s revision of the Versailles settlement. 
Without the support of Britain and if possible the United States, the postwar inter-
national security framework was doomed. Indeed, its prospects were thoroughly 
blighted because these same powers actively encouraged German revisionism 
while isolating France on account of its supposed intransigence and militarism. 
Most English-language accounts accept contemporary claims that France’s pre-
occupation with security was the source of revisionism when in fact it was the 
other way around. This has diverted attention from Britain’s and America’s share 
of responsibility for the postwar security framework, their role in subverting it 
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through pressure on France to disarm, disinterest itself from Eastern Europe and 
abandon constraints on Germany, and their opposition to regional economic 
arrangements that might have contributed to European stability. These are not 
minor errors. They leave the impression of French incompetence in foreign and 
defence policies, indeed a sort of political decadence, when something closer to 
the opposite is true.53

Of the three main victor powers in 1918, France alone squarely confronted the 
threat posed by the undiminished strength of nationalist and imperialist ideol-
ogy within Germany’s civil service, education system, business community and 
military establishment. It was also the only power to recognize that from the 
standpoint of politics, economics and above all security, Eastern and Western 
Europe constituted two halves of a single whole. As French strategists appreci-
ated, to ignore Eastern Europe was to lose sight of the probable dynamics of any 
future Continental conflict. Germany, lying at the intersection of the two halves, 
would seek to exploit the Western powers’ remoteness from Eastern Europe to 
extend its dominance over the region. Then, freed from any threat from the East 
and drawing upon its essential resources, Germany could expand westwards with 
such force that the Western powers would be unable to halt it unless perhaps by 
holding firm to the Rhine frontier. This, in the event, was precisely what hap-
pened. Not only did Britain, with American encouragement, dissociate itself from 
Eastern Europe, thus lending encouragement to German imperialism; but it also 
sought to isolate France by, among other things, holding out promises of security 
on condition that it abandoned its interest in Eastern Europe as well as the bridge-
heads on the Rhine. In turn, Germany, having regained its independence, first 
moved eastwards, then strengthened by Czech tanks and Russian commodities it 
proved practically unstoppable in 1940 when it moved against the West.

French leaders sought to maintain allies in the East through a variety of means, 
including the exchange of defence commitments, arms sales, access to the French 
capital market, help with currency stabilization and favourable treatment for 
their exports. But their ability to assist was limited. Historians commonly exag-
gerate France’s power by assuming that in peacetime it was a strong state, capable 
of harnessing national resources in the coordinated pursuit of national security 
objectives. In fact, having assumed the direction of the economy during the war, 
the state swiftly withdrew from its managerial role, returned to liberal principles 
and sought to ‘live within its means’. From huge deficits in 1918, governments 
were soon spending less on infrastructure and other economic and social func-
tions than before the war, and for five years between 1926 and 1930 the national 
budget ended in surplus.54 As a result, the diplomatic service became seriously 
under-funded,55 while defence spending remained below national requirements. 
This was due partly to the constraints of debt servicing, which now constituted 
the largest claim on tax revenues. But significantly French governments did little 
to coordinate commercial banking and industry with diplomacy in the further-
ance of national interests.56 Without coercion by the state, French bankers and 
businessmen were not prepared to subordinate their operations to strategic goals, 
since their first obligation was to their depositors and shareholders. Even the 
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Bank of France, whose governor was appointed by the minister of finance, zeal-
ously held to its role as the guardian of the national credit and stability of the 
franc, and discouraged France’s client states from spending on rearmament or 
other security measures when this conflicted with the rules of sound finance.57 
The complaint against France should thus have been that it was too weak, not too 
strong, and perhaps too liberal as well.

With some justice, French statesmen regarded their country as the leading 
defender of the international order after the First World War. Besides upholding 
the Versailles settlement, they sought to maintain the Entente with Britain, extend 
security guarantees to the vulnerable countries of Eastern Europe and contain the 
revisionist forces of Europe by promoting closer economic and cultural ties with 
Germany as well as broader regional arrangements. Economic liberals, they also 
supported efforts to reconstruct the international trade and payments system. 
Their efforts to maintain the postwar European order were however consistently 
opposed by the other victor powers whose revisionism encouraged Germany to 
challenge the status quo and shun French proposals for cooperation.

France’s predicament had contradictory consequences. Its early efforts to uphold 
the postwar settlement delayed the economic recovery of Europe and restoration 
of the franc to the international gold standard. Subsequently, its preoccupation 
with national security further damaged international economic relations, when it 
supported a franc fort, which involved the Bank of France in accumulating large, 
arguably excessive, gold reserves. The same concern for national security also 
left France suspicious of international disarmament initiatives and American for-
eign direct investment in Europe, which appeared to threaten France’s independ-
ence. French statesmen and bankers, who regarded themselves as liberals, were 
almost desperate for good relations with the other leading liberal powers, Britain 
and the United States. Yet they acted in ways that made them seem illiberal and 
antagonized their former allies. Inadvertently, therefore, they contributed to the 
fragility of international political and economic relations, which betrayed signs 
of crisis from as early as 1927.

The present account also casts a new light on the role of political ideas in interwar 
affairs. The conventional narrative of interwar history associates the breakdown 
of the postwar settlement with the rise of extreme political doctrines, includ-
ing militarism, aggressive imperialism, Communism, anarchism, anti-Semitism 
and above all fascism and its German variant Nazism. The shelves of academic 
libraries groan under the weight of learned tomes on these doctrines, and it is 
true that they made most of the running in the 1930s. But this was not the case 
in the 1920s or at least until the great crisis began. On the contrary, the dom-
inant political doctrine in this period was liberalism and its economic expression, 
market capitalism. The three main victor powers were all liberal powers. Though 
led by parties whose names in some cases suggested otherwise, they hewed to 
liberal policies of individual freedom, democracy, private property, severely lim-
ited intervention in the economy and multilateral trade. True, trade protection 
temporarily increased in the aftermath of the First World War, but much of it 
was due to the exceptional weakness of national currencies and international 
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accounts. The almost complete removal of quantitative trade controls, return to 
the  principle of unconditional most-favoured-nation treatment, restoration of the 
international gold standard and removal of constraints on capital exports confirm 
that in the 1920s the victor powers still firmly adhered to liberal economic prin-
ciples. Indeed, all the major powers of the world, excepting Soviet Russia, broadly 
adhered to economic liberalism until 1931, when the crisis was well under way.

Adherence to liberalism and the onset of the crisis were not merely coinciden-
tal. British statesmen and their American associates were pursuing liberal ideals 
when they pressed for the return to globalization after the Great War, including 
the rapid reintroduction of the international gold standard, which not only con-
tributed to the explosive growth in foreign investment in the later 1920s but also 
made the world vulnerable to hot money movements and rapidly shifting capital 
flows. They were also pursuing liberal ideals when they promoted the restoration 
of German national sovereignty, the reduction of reparations and armaments 
and the dismantling of the security system erected at the Paris peace conference 
in 1919. Thus it was liberalism, a political doctrine almost completely overlooked 
by historians of the period, which shaped the events leading to the breakdown of 
the international political and economic systems in the great interwar crisis. The 
ascendancy of extreme doctrines of Left and Right was largely the consequence 
of the crisis. While originating years before, they did little more than expand to 
occupy the space left by the failure of liberalism. The role of liberalism in shaping 
the interwar period was thus far greater and far more problematical than is gener-
ally appreciated. It deserves to be retrieved from the margins of interwar history 
to which constant emphasis upon other, ostensibly more extreme, destructive 
and ‘interesting’ doctrines has consigned it.

A second component of interwar political ideas is treated only cursorily in the 
present account, but is important enough to deserve mention here. This is the 
influence of racism upon the events that led to the interwar crisis. It is now com-
monly assumed that racism substantially influenced the behaviour only of the 
aggressor powers, and that insofar as it existed in the liberal democratic powers it 
appeared only in the form of mild anti-Semitism or colour prejudice. In light of 
the appalling consequences of the racial policies of the aggressor powers and in 
particular Nazi Germany’s responsibility for the Holocaust, the term racism now 
possesses an ineradicably sinister connotation. Yet, our unceasing preoccupa-
tion with Nazism and the Holocaust has obscured the ubiquitous place of  racism 
in interwar history. For, as will be seen, publicists, academics, politicians and 
statesmen in the democratic powers also frequently employed racial categories 
in their discourse and allowed them to influence their thinking on international 
affairs. Those who did so, one might imagine, were conservatives or reactionaries: 
individuals who in the 1930s sympathized with Nazi Germany on account of its 
authoritarian, anti-Communist and anti-Semitic policies. In fact, they were more 
likely to be liberals, whose sympathy for Germany existed in spite of its authoritar-
ian, anti-Semitic regime.

As they had done before the Great War, so in the interwar period members 
of the English educated classes casually and unselfconsciously employed racist 
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language, using the terms race, nation and people in a loose, interchangeable 
and frequently inconsistent way. Historians who equate racism with extremism 
or who define it in narrowly biological or genetic terms generally treat this usage 
as of little account. Yet it is clear that many if not most people in British public 
life engaged in racial stereotyping, and that whatever the biological or genetic 
assumptions they made, they accepted that racial groups possessed distinct and 
largely immutable characteristics which defined their suitability as friends or 
allies. Moreover, they assumed that the whole of humankind was comprised of 
distinct races, which they took to be a more basic and enduring order than that 
of religion or nation-states. Thus when they looked across the English Channel 
they saw a continent comprised not only of Protestants, Catholics and Jews or 
of Frenchmen, Germans, Italians, Poles and so forth, but also of a constellation 
of racial groups. Though they differed in the terms they used to describe them 
and recognized the existence of numerous minorities, they commonly assumed 
that Europe comprised three dominant racial groups, the Latins, the Slavs and 
the Germanic, Teutonic or Anglo-Saxon peoples. Britain, they generally assumed, 
belonged to the third group.58

While Britain had absorbed people of diverse origins, its educated classes gen-
erally believed that their traditions, leading institutions and spirit of liberty all 
derived from the country’s Anglo-Saxon heritage. Despite the Great War, which 
had found them on the side of the leading Latin and Slav powers against their 
Teutonic cousins, many continued to feel an affinity with Germans as well as 
Americans and their kith and kin in the British Empire. At the turn of the cen-
tury, the imperialist, Joseph Chamberlain, had confidently predicted that ‘If the 
union between England and America is a powerful factor in the cause of peace, 
a new Triple Alliance between the Teutonic race and the two great branches of 
the Anglo-Saxon race will be a still more potent influence in the future of the 
world’.59 The Great War reduced but by no means eliminated interest in an alli-
ance of this sort.60 Such was the enduring appeal of racial categories that even 
after four and a half years of war with Britain’s Teutonic cousins, the notion of an 
underlying solidarity remained.

Similar thinking also informed the outlook of American middle classes and 
contributed to a deeply ambiguous attitude towards Britain and the countries of 
Continental Europe.61 Since the war of independence, Americans remained suspi-
cious of ‘old Europe’. Yet, as school textbooks affirmed, America was an Anglo-
Saxon country, and its founding fathers, explorers, business leaders and statesmen 
commonly regarded themselves as part of the ‘Anglo-Saxon race’, whose blood 
alone bore the genius of America’s institutions and its unquenchable thirst for 
liberty.62 The Civil War had renewed antagonism with Britain, but towards the 
end of the nineteenth century, as the United States expanded its influence abroad 
and Social Darwinism became popular, Americans reaffirmed their Anglo-Saxon 
roots and cousinhood with Britain. As they did so, they assigned a hierarchy of 
value to other peoples of the world on closely similar lines to their British contem-
poraries.63 Most, it seems, regarded Germans as their kith and kin. Meanwhile, 
the huge influx of immigrants from Eastern and Southern Europe that began in 
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the 1880s aroused intense anxiety among older residents, who talked of ‘hybrid-
ization’ and the decline of the superior White Anglo-Saxon Protestant (WASP) 
stock.64 Anti-Semitism and colour prejudice were for the time being secondary 
issues. More pressing was the imagined threat posed by ‘inferior’ white stock, 
which gave rise to federal legislation intended to control their numbers before 
the First World War and more draconian measures in the 1920s.65 So evident was 
this preoccupation and so influential was it upon the course of international 
affairs that the present account employs the term Anglo-Saxon powers to reflect 
the racial basis of national self-definition in both Britain and the United States 
between the world wars.66

France, it is commonly assumed, was exceptionally afflicted by one form of 
 racism, namely anti-Semitism, which erupted at the time of the Dreyfus affair 
in the 1890s and again between the wars when Léon Blum, a secular Jew, led 
the Popular Front to electoral victory in 1936. But while anti-Semitism was viru-
lent in right-wing circles, the historical preoccupation with the subject creates 
a  misleading impression. For it obscures the fact that the French public, like 
their counterparts elsewhere in the developed world, commonly assumed that 
all humankind was comprised of races and that racial characteristics shaped the 
behaviour of all powers in the international system.67 In the years before and 
after the Great War they were chiefly preoccupied by the economic ascendancy 
of Britain and the United States and the military threat posed by Germany. They 
equated British and American economic success with a ‘capitalisme sauvage’, which 
they took to be synonymous with the more aggressive and unruly ‘races anglo-
saxonnes’.68 They also regarded Germans as a race apart, a belief reinforced by the 
Great War. While some French publicists defined the Prussians as the aggressive 
and brutal element in Germany, many more presented Germans generally as bar-
barians with inherently dangerous proclivities.69

Since Ernest Renan’s onslaught in the 1880s, surprisingly few French intellec-
tuals or academics accorded race a central place in explaining human behaviour or 
equated race with nation.70 This was true even of Charles Maurras, royalist agitator, 
author and darling of the Right. While encouraging anti-Semitism by denouncing 
all those who would not, in his opinion, assimilate within the nation, he explicitly 
rejected a biological basis for national character and scorned the Germans for doing 
so.71 In the interwar period few books appeared in France on race or with racist 
assumptions.72 Yet the wider public accorded race a more prominent place. Together 
with large-scale immigration from Italy, Poland and Russia after 1918, hostility to 
the German or ‘Boche’ sustained the appeal of Maurras’s warning against being 
swamped by aliens.73 So common and so casually did the language of race inform 
public discourse that a committee of the French Senate in 1927 rejected votes for 
women because ‘the woman of Latin race does not feel nor evolve in the same way 
as the woman of Anglo-Saxon or Germanic race.’74 That same year a new and rela-
tively liberal nationality law employed the term race française.75

What British, American or French writers meant when they referred to race is 
often unclear, and the extent of racial categorization in the liberal democratic 
powers cannot be precisely measured (though French statesmen left less evidence 
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of racial stereotyping in their diplomatic record than their British counterparts). 
What can be said with confidence is that so far from being the preserve of the 
aggressor powers, racism influenced the behaviour of all the powers in the inter-
war years. Indeed, implausible as this must now seem, it arguably had a greater 
effect upon the course of world affairs by its influence within the liberal demo-
cratic powers in the period leading to the great interwar crisis than by its influ-
ence within the authoritarian, aggressor powers in the 1930s.

The great interwar crisis did not lead inevitably to the Second World War any 
more than the First World War led inevitably to the interwar crisis itself. It did 
nonetheless create the conditions that enabled Hitler to take power in Germany 
and drove Mussolini in Italy and militarists in Japan towards aggressive expan-
sion overseas. It also diverted Britain from economic internationalism and onto 
the path of imperial protectionism, intensified American isolationism, deterred 
France and Britain from rearmament until the fascist and militarist powers had 
gained a large and intimidating lead, and increased support for the political left 
which deterred statesmen from allying with the Soviet Union. Since these were 
vital elements in the origins of the Second World War, the interwar crisis can 
properly be regarded as the main antecedent of the war. This being the case, the 
present study points to a radically new interpretation of not only the world eco-
nomic depression but also the origins of the Second World War. Blame, a moral 
judgement that lies outside the proper functions of the historian, can no doubt 
remain with the régimes that chose to embark upon military aggression. But 
responsibility for the war, a much broader concept, must be shared by the great 
liberal powers which, through their action or inaction, contributed importantly 
to the breakdown of the international political and economic systems between 
the wars, that is to say the great interwar crisis, and therefore to the war.

The significance of the great interwar crisis does not end there. In the short 
run, the crisis intensified empire building, but it almost certainly accelerated 
the downfall of empires as well. During the crisis, Britain, France and the lesser 
 imperial powers sought to compensate for declining trade, employment and pres-
tige by organizing their empires into coherent blocs. With the United States and 
Soviet Russia, empires in themselves, acting similarly, Japan, Italy and Germany, 
the  so-called have-not powers, followed suit. Increased imperialist rivalry and 
colonial exploitation in turn heightened national self-consciousness among the 
subject peoples of the empires.76 The Second World War merely accelerated the 
trends set in motion by the interwar crisis, and once the war ended nationalist 
movements gained sway in most of the colonial territories. But it was not just 
the colonial peoples who reacted to the crisis. Within the metropolitan countries 
themselves, the interwar crisis generated support for a more rational approach to 
national economic affairs. After the war, economic experts in the British Treasury, 
the French planning office and elsewhere deprecated captive markets and the inef-
ficiencies that accompanied them. And once the nationalist movements increased 
the cost of retaining the empire, they too opposed the imperial project.77

Following the First World War, the leading capitalist powers engaged in 
a concerted retour en avant to the globalized world of 1914. Following the 
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Second World War, all the capitalist countries, excepting only the United States, 
maintained interventionist policies owing to their awareness of the link between 
economic distress and political unrest. The political class had long been aware 
of this linkage, but after the devastating experience of the interwar crisis when 
liberalism threatened to give way almost everywhere to forms of political extrem-
ism, they were prepared to do far more to avoid mass unemployment and dep-
rivation, even if that meant setting aside some of their liberal principles. At 
the international level the interwar crisis led the capitalist powers to adopt the 
Breton Woods agreement and establish the International Monetary Fund (IMF), 
the International Bank for Reconstruction and Development (IBRD), the central 
component of what was to become the World Bank, and the General Agreement 
on Tariffs and Trade (GATT), forerunner of the WTO, which have regulated eco-
nomic relations within the ‘free world’ for the past 60 years.

After 1945, the absence of any event remotely comparable to the slump of 
1929–33 encouraged the impression that these institutions were sufficient to 
maintain international stability, and that appropriate lessons from the interwar 
crisis had been drawn. Yet arguably this is not the case. For just as scholars have 
consistently failed to grasp the dual nature of the interwar crisis, so experts and 
authorities almost invariably continue to apply a bifurcated approach to current 
international affairs, treating questions of international economic and political 
security as largely discrete issues. Until recently, with the United States acting as 
a hegemon and extending its security umbrella over the ‘free world’, this has not 
greatly mattered. Nonetheless, as explained in the concluding section, grounds 
exist for thinking that it may now matter greatly to all of us. Only one instance 
exists of the collapse of globalization in the industrial or post-industrial age. In 
face of the revolutionary changes in the international balance of power brought 
on by the past 60 years of globalization, understanding the great interwar crisis 
may be essential if we are to forestall the present crisis from ending in a calamity 
of comparable magnitude.
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1
The Liberal Powers, Peace-Making and 
International Security, 1914–19

1.1 Introduction

Despite the heavy rain, huge crowds gathered to welcome Marshal Ferdinand Foch, 
the Allied supreme commander, and Georges Clemenceau, the French premier,1 
when they arrived at London’s Victoria Station on Saturday, 30 November 1918. 
The procession, with King George V and Foch in the first carriage and David 
Lloyd George, the British prime minister, and Clemenceau in the second, set off 
for Trafalgar Square where the carriages separated, the first going to Buckingham 
Palace, and the second to the French embassy in Knightsbridge. Lloyd George later 
commented on the size and enthusiasm of the crowds, claiming that no previous 
visitors to England had ever received such a welcome. It was, he added, much 
greater than the crowd that turned out for Woodrow Wilson, the American presi-
dent, when he arrived at Charing Cross Station on Boxing day, four weeks  later.2 
The visit afforded the first occasion to celebrate Allied solidarity in the victory 
over the Central powers after a struggle lasting nearly four and a half years, and 
for the leaders of the great democratic powers to begin the task of constructing a 
durable peace. This was a remarkable opportunity, given their near monopoly of 
global power, one that would recur only once 70 years later when the Communist 
bloc collapsed in 1991, leaving the Western powers again in unchallenged control 
of international affairs. In public, spokesmen for the powers in 1918 encouraged 
hope that, having won the war together, they would now work together to cre-
ate a new world order. But the conversations between French and British leaders 
which began in Downing Street on the evening of 30 November revealed that 
Allied solidarity was already a thing of the past.

The great interwar crisis that began in 1927 did not follow inevitably from the 
breakdown in relations between the victorious powers in 1918 and their failure to 
construct a stable world order: too many opportunities arose in the  intervening 
decade to improve upon their peace-making efforts for such a claim to bear scru-
tiny. It was nevertheless a remarkable opportunity to place postwar political and 
economic relations on a solid footing. Their failure to do so aggravated the prob-
lems of global stability in the postwar period. This contributed to the great inter-
war crisis, and made it harder to contain it once it began.
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1.2 Britain and the deceptions of war

In the early years of the twentieth century, British statesmen set aside ‘splendid 
isolation’ – a phrase coined not long before, just as its relevance was coming into 
question – by promoting a rapprochement with the United States and entering 
into an alliance with Japan in 1902, the Entente cordiale with France in 1904 and 
a similar arrangement with Russia in 1907.3 The decision for the Entente with 
France, Britain’s oldest rival, reflected the coincidence of a number of develop-
ments, including the increased burden of Britain’s expanded empire, the spec-
tre of conflict with Russia with whom France was allied, and the rapid rise of 
Germany, now Europe’s industrial giant and its most restless power. Since the 
Kaiser’s accession to the imperial throne in 1890, practically every step Germany 
took on the international stage seemed calculated to raise suspicions as to its 
ambitions: its ‘meddling’ in South Africa, its decision in 1898 to construct a high 
seas fleet capable of rivalling the Royal Navy, its confrontation with France over 
Morocco in 1905 and again in 1911. When the Committee of Imperial Defence 
first assessed the risk of foreign invasion shortly after its creation in 1903, the 
putative enemy was France. When it repeated the exercise in 1908, the putative 
enemy had become Germany. Many in Britain, including Lloyd George, rising star 
of the Liberal party, still doubted the wisdom of the Entente, but leading soldiers 
and statesmen were persuaded of the need to go beyond its merely negative terms 
and convert it into a defensive alliance.4 As Sir Eyre Crowe, assistant secretary in 
the Foreign Office, warned ministers in January 1907, Germany now possessed 
the power to threaten British security and had repeatedly spurned its gestures of 
good will. Closer relations with France had therefore become a necessity.5

The General Staff in July 1909 explained the uniquely dangerous situation. For 
centuries, the cardinal principle of British defence policy had been to oppose any 
foreign power that sought to dominate the Continent and occupy the North Sea 
and Channel ports, since this would expose Britain to the disruption of its trade 
and the threat of invasion, and thus undermine its independence. In earlier times, 
Britain had been able to rely upon its naval power to blockade a Continental 
challenger, while preparing forces for a counter-attack at a time and place of its 
own choosing. But with Germany building a large naval fleet and modern tech-
nology increasing the speed and range of military operations, Britain no longer 
enjoyed the luxury of being able to wait on events and respond in its own time. If 
Germany attacked in the West, naval intervention would come too late to affect 
the outcome. France would face ‘overwhelming force’, and its defeat would leave 
Britain without a Continental ally and dangerously exposed to invasion. The 
General Staff therefore recommended a ‘military entente’, later redefined as a mili-
tary alliance, to which both powers committed their naval and military strength, 
and the creation of a British expeditionary force comprising five infantry divi-
sions and one of cavalry, totalling some 110,000 men, to be available for immedi-
ate despatch to the Continent.6 The Liberal government baulked at the idea of 
a formal military commitment to France. Nevertheless, by 1914, it had created 
an expeditionary force of six divisions and entered into a secret agreement with 
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France whereby, in the event of German aggression in the West, the Royal Navy 
would take responsibility for the North Sea and Atlantic coast while the French 
navy would concentrate its forces in the Mediterranean.7

On 4 August 1914, German armies invaded Belgium, smashed through Liège 
and swept across the frontier into France. The expectations of British soldiers 
and statesmen had been confirmed, and the expeditionary force proved its value 
when it was inadvertently thrust into the path of the westernmost German army, 
which was briefly thrown off stride by the encounter.8 Shortly afterwards, the 
British force joined the French in a counter-attack at the Marne that halted the 
German offensive and allowed time for Britain’s contribution to be augmented. 
Four years later, when the second battle of the Marne took place, the British army 
on the Western front numbered 60 divisions. This was an unprecedented com-
mitment to the Continent. Yet even then the coalition of 103 French divisions, 
60 British, 18 American, 12 Belgian and 2 Italian, or 195 divisions in all, was 11 
fewer than the German total and only just sufficient to stop the German forces 
from making a decisive breakthrough.9

Despite the pattern of events that had led to this situation, British politicians 
consistently refused to acknowledge the need for a Continental commitment. 
This was due in part to the ‘liberal conscience’, to use Michael Howard’s phrase, 
which was shared by Liberal and Labour party leaders and found strong expres-
sion within the Cabinet itself. By 1914, most liberals regarded war as the work of 
dynastic regimes or capitalists, evidence of human failure and acceptable only 
in the most extreme circumstances.10 But the politicians themselves had encour-
aged opposition to a Continental commitment by presenting Britain not as a 
European power with overseas interests but as a world power which derived its 
strength chiefly from its possessions in Asia and settler colonies in the temper-
ate zones of the eastern and western hemispheres, for whom Europe was more a 
distraction than a vital interest. One reason for turning away from Europe was 
the unwelcome economic and social costs of a Continental commitment. Britain 
had become a great power in the sixteenth century by seeing off challenges from 
major Continental powers, notably Spain and France, and thereafter as an island it 
had been able to limit the fiscal burden of defence and concentrate upon overseas 
trade and commerce. This had facilitated the rise of merchants and bankers to a 
central place in the national political-economy: economic groups who favoured 
liberal economic policies and a foreign policy that minimized the risk of war.11 
And after such a long period when isolationism – that is to say, isolation from 
Continental Europe – had apparently served the country’s interests so well, it was 
politically unpalatable to have to acknowledge that Britain was after all part of 
Europe, its fate inescapably bound up with the Continent. It was equally difficult 
to accept that Britain must ally with France, its ‘hereditary enemy’, since both had 
declined demographically and economically relative to Germany. The politicians 
did not want to admit it or the electorate to hear it. Accordingly, Sir Edward Grey, 
the foreign secretary, with the approval of Herbert Asquith, the prime minister, 
had entered into understandings with France on naval and military dispositions 
without acknowledging them to the public or, until the outbreak of war, even 
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to the full Cabinet where opposition to a Continental commitment remained 
strong.12

Liberal traditions, economic costs and historical conflict with France do not 
however fully explain the depth of unease about going to war in 1914. Almost 
certainly as important was the dismay among Britain’s educated classes at the 
predicament created by this particular war. For a century the country’s leading 
historians had taught that Britain was an Anglo-Saxon country. Other peoples 
had migrated to the British Isles, but it was the Germanic tribes whose courage, 
love of liberty and tradition of voluntary association that had shaped British soci-
ety. Magna Carta, the independent Church of England, parliamentary govern-
ment: all were fruits of their genius.

This was the view of Henry Lytton Bulwer, the Liberal politician, author and 
diplomat, who affirmed in 1832 that England’s liberty derived from its Germanic 
ancestry.

With that land, and the people of that land, the people of this country must 
be ever connected. It was in the free forests of Germany that the infant genius 
of our liberty was nursed. It was from the free altars of Germany that the light 
of our purer religion first arose.

Charles Kingsley, professor of modern history at Cambridge in the 1860s, wrote 
that the English were Teutons who had settled in Britain, ‘to till the ground in 
comparative peace, keeping unbroken the old Teutonic laws, unstained the old 
Teutonic faith and virtue’. Their mission, he added, was universal, for ‘the welfare 
of the Teutonic race is the welfare of the world.’ Sir Charles Dilke’s Greater Britain: 
A Record of Travel (1869) anticipated a racial struggle, ending with the triumph 
of the Anglo-Saxons and ‘the gradual extinction of the inferior races [which] 
is not only a law of nature, but a blessing to mankind.’ William Stubbs, Regius 
professor of modern history at Oxford from 1866 to 1881, similarly affirmed that 
the English ‘are a people of German descent in the main constituents of blood, 
character and language, but most especially ... in the possession of the elements of 
primitive German civilisation and the common germs of German institutions.’ 
Lord Macaulay, Thomas Carlyle, Goldwyn Smith, Lord Acton, Edward Freeman, 
James Froude, J. R. Seeley and J. R. Green, all in their turn contributed to the 
myth of Anglo-Saxonism.13

Reinforced by studies in philology, ethnology and the pseudo-sciences of 
phrenology and eugenics, the myth went beyond mere academic theorizing 
and became part of conventional wisdom for several generations of educated 
Englishmen before the Great War. Germany’s behaviour since 1890 had aroused 
deep suspicion among Britain’s diplomats, outbursts of public anger and popu-
lar speculation that German forces might mount a surprise attack on Britain.14 
Nevertheless, the English middle classes found it difficult to believe they could 
actually find themselves fighting their Teuton cousins: a sentiment widely shared 
by their counterparts in Germany.15 When suddenly war became imminent 
in the summer of 1914, they betrayed deep dismay at the prospect of Britain 
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aligning itself with France and Russia, the leading Latin and Slav powers, against 
Germany.

Thus on 1 August, the principals of Manchester and Mansfield Colleges, 
Oxford, the Cavendish professor of experimental physics at Cambridge and six 
other  leading academics issued ‘An Appeal to Scholars’, which affirmed that ‘War 
upon [Germany] in the interest of Servia and Russia will be a sin against civ-
ilisation’, and protested against ‘being drawn into the struggle with a nation so 
near akin to our own, and with whom we have so much in common’.16 Other 
academics endorsed the appeal,17 and on 3 August some sixty members of 
Cambridge University, including the historians J. H. Clapham, J. Holland Rose 
and C. K. Webster, the mathematician E. W. Hobson, the scientists J. E. McTaggart, 
G. H. F. Nuttall and G. Sims Woodhead, and the philosophers Bertrand Russell and 
James Ward signed an open letter urging neutrality. Leading liberals  including 
the Lord Mayor of Manchester, the Lord Provost of Glasgow and the Bishops of 
Lincoln and Hereford issued a manifesto calling for resistance to the jingoists 
and warning that Britain must not side with ‘only partly civilised’ Soviet Russia 
against Germany, which they described as ‘highly civilised ... with a culture that 
has contributed enormously in the past to Western civilisation, racially allied to 
ourselves and with moral ideals largely resembling our own’. A similar appeal was 
issued by the journalist and author J. A. Hobson, the historians J. L. Hammond 
and G. M. Trevelyan, the sociologist Graham Wallas, the Oxford classicist Gilbert 
Murray, the Labour politician James Ramsay MacDonald, and seven others.18 A 
few weeks later, T. B. Strong, the vice-chancellor of Oxford, expressed regret that 
Britain should find itself at war against Germany, ‘the one power in Europe with 
which we have the closest affinity’.19

John Maynard Keynes, the Cambridge-trained economist, evidently shared their 
racial assumptions and their horror at the implications of the war. Probably for 
this reason, he declared himself a conscientious objector, despite being excused 
from military service on account of his work at the Treasury.20 William Beveridge, 
the administrator and social reformer, was equally disturbed. On 3 August 1914 
he wrote to his mother,

The whole thing is an incredible nightmare come true. I can’t of course ... help 
feeling relieved that apparently we are to join in (because it seems necessary 
and in a sense our duty) but it’s all against the grain with me to go in against 
the Germans with the French and Russians.21

Beatrice Webb, the waspish chronicler of English political society, shared the 
gloom. Today they were being told the war was necessary to defend France, 
Belgium and Holland, she noted in her diary. ‘To the Englishman of tomorrow 
it may seem a mistaken backing-up of the Slav against the Teuton.’ Perhaps, she 
reflected, it would be better if no one won.22

Most Britons of all classes accepted that German aggression had brought on the 
war, and anger erupted in different parts of the country after reports of German air 
raids, the sinking of ships or alleged war crimes in Belgium. The same prejudice, 
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stirred up by elements of the press, led to the victimization of individuals with 
German names or connections, and prompted the Royal family to change its 
name from Saxe-Cobourg-Gotha to Windsor. But such was the anxiety among the 
middle classes that the government supported the rapid publication of Why We 
Are at War by a group of Oxford historians.23 Even so, Oxford University contin-
ued the German Rhodes scholarship scheme until forced by an Act of Parliament 
to suspend it in March 1916.24 To maintain morale among the troops, the Army’s 
propaganda depicted the enemy as an Asiatic ‘Hun’, and in the heat of battle sol-
diers expressed unreasoning hatred while engaging in extreme brutality. Yet, in 
spite of the mounting level of casualties, officers, drawn largely from the middle 
classes, seldom displayed anything but regret at the need to fight the Germans.25 
In many cases the carnage seems to have had the effect of increasing their hostil-
ity towards the French rather than the Germans. This displacement was equally 
evident among some upper-class officers, including Field-Marshal Haig, com-
mander of the British forces, whose diary is replete with hostile references to 
the French. Historians usually put this down to the frustrations of coordinating 
operations with their French allies and competition for scarce resources. But it 
was frequently evident among officers who had little if any dealings with their 
French counterparts. Many, it seems, suspected that the clever, self- interested, 
‘materialistic’ French had drawn phlegmatic and trusting Britain into a war of 
their own making and were now leaving the British to do all the fighting. The 
British middle classes had no quarrel with ordinary Germans. They reserved their 
criticism for the Kaiser and the High Command, whom they defined as Prussian 
rather than German and held chiefly responsible for the war.

Grey, the foreign secretary, drew this distinction, describing Prussians as brutes 
and aggressors and fundamentally different from ordinary Germans. As he wrote 
to a colleague in October 1914, ‘it is the Prussian Junkers alone, I believe, who 
have created all this [conflict], and the rest of the Germans are people more 
akin to ourselves than any other race.’26 Asquith, in his first statement on war 
aims, affirmed that they must fight on ‘until the military domination of Prussia 
is wholly and finally destroyed.’27 The popular novelist, H. G. Wells, repeatedly 
drew a similar distinction between the German people – ‘the greatest people in 
Europe’ – and those who had led them to war.28 Sir Nevile Henderson, later to be 
British ambassador to Germany, elaborated on the racial explanation of the war. 
‘[I]t was the Prussians rather than the Germans whom we regarded as our real 
enemies and ... not the Germans as a race.’ He personally had nothing but respect 
for ‘the great qualities of order and efficiency, probity and kindness of the purer 
German of Northwest, West, and South Germany, with whom an Englishman 
on his travels abroad finds himself in such natural sympathy.’ The trouble arose 
from the Prussians, whose character was corrupted by a ‘considerable admixture 
of Slav blood’, and who dominated the country through the Kaiser and military 
high command. ‘[T]he Prussians, of whom even Goethe spoke as barbarians, are a 
distinctive European type, which has imposed itself and its characteristics upon 
the rest of Germany.’29 It followed that once the Prussians were removed from 
power, there would be no basis for further Anglo-German enmity.
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Despite anger at the whole of Germany in some quarters, the ‘two Germany’ 
thesis remained a commonplace among the British middle classes.30 The Oxford 
historians who argued the case for war in 1914 presented it as a struggle between 
Prussianism and Anglo-Saxonism.31 Lloyd George, who succeeded Asquith as 
prime minister in 1916, subscribed to the same thesis.32 So too did Lord Haldane, 
the minister largely responsible for preparing the British Expeditionary Force 
before the war,33 Sir Cecil Spring Rice, ambassador in Washington, and Winston 
Churchill, first lord of the Admiralty. Churchill, addressing his remarks to the 
American public shortly after the outbreak of the war, affirmed that Britain was 
fighting ‘Prussian militarism’, which bore no relation to ‘the quiet, sober, com-
mercial elements in Germany, nor of the common people of Germany, with all 
their virtues’.34 Towards the end of the war, Spring Rice spoke of ‘gentle, kind, sym-
pathetic’ Germans and the Prussian brutes who had seized political control and 
‘put the soul of the German people in chains.’35 Leo Maxse, editor of the National 
Review, had constantly drawn this distinction before the war, despite agitating 
on behalf of the National Service League.36 J. L. Garvin, a fellow Conservative 
and editor of the Observer, made it the constant theme of his weekly editorials 
as the war closed. Only ‘rabid vengeance confounds the whole German people 
with its former militarist-political system and with the crimes of that system’, he 
warned readers, while making weekly appeals for generosity to the ‘German race’. 
Significantly, he never mentioned the plight of other ‘races’ whose fate was being 
settled at the conference.37

The dilemma confronting Asquith, Grey and the inner circle of policy- makers in 
August 1914 was resolved in timely fashion when Germany launched its Western 
offensive by invading Belgium on the way to France. This enabled them to point 
to Britain’s commitment to defend Belgian neutrality as their justification for 
going to war. As they well knew, Britain’s security requirements demanded inter-
vention to forestall Germany’s hegemony on the Continent and occupation 
of the North Sea and Channel ports, regardless of Britain’s legal obligations to 
Belgium or any other country. But it was politically more convenient to present 
the decision as the fulfilment of a moral obligation to defend ‘little Belgium’, 
deriving from a promise made in 1839, than candidly to admit the hollowness of 
prewar myths of invulnerability and indifference to the fate of Europe.38 Henry 
Wickham Steed, foreign editor of the Times, affirmed this point in an address at 
King’s College London in 1916, when he asked rhetorically if Britain should have 
remained neutral had Germany respected Belgian neutrality in its drive to the 
West. His answer was ‘Certainly not – though in that case the nation might have 
been less unanimous, thanks to the ignorance in which our responsible states-
men had left it as to the fundamental conditions of our national safety.’39

Thrice during the war, German armies came perilously close to smashing 
through the Allies’ lines, eliminating France and exposing Britain to the threat 
of invasion. After the launch of the final German offensive in March 1918, 
British leaders in desperation agreed to place their forces under the supreme 
command of Marshal Foch. Eight months later when the Armistice halted the 
fighting, Britain had lost 573,000 men, 511,000 of them on the Western front in 
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north-western France and Belgium.40 Yet, even this searing experience was not 
enough to prompt a frank acknowledgement that Britain was a part of Europe 
and must participate in a European security framework after the war. If any-
thing, it seems to have strengthened the temptation to escape from this unwel-
come prospect.

True, Britain’s status as a great power during the war, indeed its very sur-
vival, had depended upon its ability to draw resources from its overseas Empire 
and the United States. Support for Britain had also increased demands from 
Dominions leaders for a voice in future Imperial policy-making, which meant 
in practice opposition to a postwar Continental commitment. Added to this 
was the astounding scale of casualties, which increased reluctance within 
Britain to contemplate involvement in another Continental war. But powerful 
as these influences were, they did not alter by one iota the reality of Britain’s 
situation. Put simply, access to the vast resources of the Empire and Americas, 
albeit vital to Britain in the recent war, had become necessary only because of 
the breakdown of order in Europe. Moreover, a special relationship with the 
United States and close relations with Britain’s Empire partners could be no 
guarantee against the need to fight another major European war. It scarcely 
reflected well on the quality of Britain’s political leaders or their professional 
advisers that even after the Armistice they should have persisted in claiming 
that Britain had fought the war for Belgium’s or France’s sake and that Britain 
could disinterest itself from Europe’s fate if the postwar settlement was not to 
its liking. At the peace conference in Paris, Lloyd George affirmed that ‘Great 
Britain declared war on Germany in 1914 in order to honour its signature to a 
treaty that guaranteed the neutrality of Belgium.’ Britain also deserved credit 
for its ‘generosity towards France. We did our best to support her. Hundreds of 
thousands of our young men died on French soil.’ He had apparently persuaded 
himself that this was why Britain fought, but it remained a pernicious myth 
all the same.41

At the time of the Armistice and for the foreseeable future, Europe was bound 
to remain an extremely unstable place. Everywhere the sacrifices and pent-up 
frustrations of the war placed huge demands on governments to share out the 
national wealth more equitably. In Central and Eastern Europe, nationalism 
and revolution aggravated the turmoil. The victor powers broadly agreed on 
recognizing a resurrected Poland, ‘the redemption of the oppressed races in 
Austria and Hungary ... the completion of Italian unity’, and other measures to 
address national frustrations. The war had also stimulated much talk of reim-
posing international law upon interstate relations through a league of nations. 
But laws were of scant value without the means of enforcing them, and Europe 
would never be stable so long as Austria, Bulgaria, Hungary, Soviet Russia and 
above all Germany remained determined to overturn the territorial changes 
in the East. Since practically no one in Germany believed their country was 
responsible for the war, they opposed a peace settlement that recognized the 
national aspirations of the Lithuanians, Czechs and Poles. As Wickham Steed 
put it, the fundamental challenge facing the peacemakers was therefore ‘the 
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position of the German people as a solid block of some 70,000,000 in the 
 centre of Europe’.

As long as the German people are animated by the feelings and aspirations 
which led them to make war, and remain obedient instruments of Prussian 
dynastic policy, so long will they continue to be a peril to the peace of man-
kind. The Allies cannot and do not want to destroy the German people. But 
they can, and are morally bound to, build up against the weight of the German 
block a system of political and economic counterpoise that shall again create a 
true balance of power, military, political, and economic, and with it a guaran-
tee of freedom in Europe.42

This in a nutshell was ‘the German problem’, which had preoccupied British 
statesmen in the decade before the war and would preoccupy Western states-
men for much of the twentieth century. In the age of nationalism it was highly 
problematic to attempt to break up Germany (though the superpowers belatedly 
accepted this solution after the Second World War), nor was it realistic simply to 
trust Germany to be content with its postwar frontiers, given that it had not been 
content with its much greater prewar frontiers and was bound to be even less 
content with its post-1918 frontiers after they were reduced to meet the claims of 
France, Belgium, Denmark and especially the Slav countries to the East. Arguably, 
therefore, Steed offered the only realistic approach to the problem. Yet after the 
Armistice British statesmen were not prepared to acknowledge the problem and 
Britain’s essential role in maintaining European stability. Now that the Prussians 
were presumed to be gone, leaving Germany for the Germans, they resisted pres-
sure to join in ‘a system of political and economic counterpoise that shall again 
create a true balance of power ... and with it a guarantee of freedom in Europe’: in 
short, an effective postwar international security framework.

In November 1918, British policy-making was firmly in the hands of David 
Lloyd George, despite his somewhat precarious position as prime minister of 
a coalition government. A Liberal, he had appointed the Conservative Arthur 
Balfour to the Foreign Office in place of the Liberal Grey on entering 10 Downing 
Street in December 1916, and made further concessions to the Conservatives 
after the general election in December 1918, when they gained over 50 per cent 
of the parliamentary seats. Nevertheless, their preponderance in the Commons 
and the Cabinet had only a modest influence on Lloyd George’s handling of the 
peace negotiations. Although Balfour and Lord Curzon went to Paris as part of the 
British delegation, he consulted them only occasionally and was prepared to leave 
them in the dark on some of the most momentous decisions.43 Similarly with 
public opinion: although the British people initially favoured punitive measures 
against Germany and the other enemy powers, Lloyd George was scarcely a pris-
oner of their demands. In the latter stages of the 1918 general election, he risked 
stirring up public opinion by promising to make Germany pay heavily for the 
war. But he was a master of manipulating public opinion, and having encouraged 
hopes of revenge, he was also quick to exercise a moderating influence on the 
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country. Mentally agile, self-confident and frequently charming, he displayed 
rhetorical and tactical skills that left his political opponents in awe and somewhat 
afraid of him. There may never have been a more brilliant, recklessly energetic 
occupant of 10 Downing Street. But while master of the British parliamentary 
scene, he had seldom travelled abroad and possessed only superficial knowledge 
of European and international affairs. On domestic affairs he was a radical and 
capable of important innovation; on foreign affairs his outlook was thoroughly 
conventional and largely shaped by pride in Britain’s imperial greatness and the 
usual suspicions of Europe. A skilful negotiator, he enjoyed outmanoeuvring 
opponents, but often the short-term political gains seemed more important to 
him than the longer-term interests of his country.

With the exception of General Sir Henry Wilson, chief of the imperial gen-
eral staff, nearly everyone in the prime minister’s circle owed their reputations 
to imperial connections. This included Viscount Milner, the South African pro-
consul; Philip Kerr, Lloyd George’s private secretary and a former member of 
Milner’s ‘kindergarten’; Sir Maurice Hankey, the Cabinet secretary and former 
marine officer; and General Smuts, the South African minister of defence and sole 
Dominions statesman in the Imperial War Cabinet, who exercised the greatest 
influence on Lloyd George during the conference.44 Lloyd George was somewhat 
better qualified to address economic issues, having had four years of hands-on 
experience as chancellor of the exchequer. Yet here too he appears to have relied 
little upon experts, deferring to them only when it suited him to do so and 
 otherwise proceeding on the basis of his own calculations of political or national 
advantage. He eventually admitted deep disappointment with the outcome of the 
peace negotiations. But, as will be seen, it was probably for the wrong reasons, for 
Britain under his leadership signally failed to construct either a robust security 
framework or solid foundations for international economic stability.

1.3 France: Between realism and hope

France had entered the war in 1914 in a mood of resignation, its leaders aware 
of their country’s weakness, and emerged four years later relieved to be on the 
winning side but aware that the country remained essentially as weak if not 
weaker than before. The German armies had been hurled back beyond France’s 
northern frontier – but at what cost! Some 1,394,000 men had been killed and 
a similar number seriously injured. In relation to population this was a heavier 
casualty toll than any other belligerent country aside from Serbia, and in view of 
France’s uniquely low birth rate it seemed certain to affect its military strength 
for much longer than its potential allies and enemies. Along the Belgian frontier 
from Dunkirk to Metz, ten departments, hitherto the most industrialized in the 
country, lay devastated with scarcely a building intact. The cost of reconstruction 
would be enormous, as would be the cost of supporting the 700,000  invalids, 
600,000 widows and 1,100,000 orphans left by the war. The state, moreover, was 
already burdened by the massive internal and external debt accumulated  during 
the war.45 One bright spot was the resourcefulness demonstrated by French 
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engineers and technocrats during the war. Despite the relatively low status of 
technical education and the modest scale of French industry before 1914, they had 
succeeded in relocating industrial production outside the war zone and greatly 
expanding the output of weapons and munitions. By the autumn of 1918, France 
was able to supply not only its own three-million-man army but also much of the 
requirements of the two million American troops who had disembarked in France 
with little more than the uniforms on their backs.46 This was encouraging, and 
with the addition of the resources of Alsace-Lorraine and perhaps other territory 
along the Franco-German frontier, France could hope to reduce Germany’s rela-
tive industrial strength. But even then the postwar industrial balance was bound 
to leave Germany in a preponderant position, while the strategic balance seemed 
certain to favour Germany even more.

During the first three years of the war, France’s survival had depended upon 
its alliance with Russia. By the time Russia withdrew from the war in the autumn 
of 1917, its loss had been offset by the presence of Britain and the United States 
at France’s side. But the two Anglo-Saxon powers were as reluctant to remain 
engaged in Europe after the war as they had been to enter the lists against 
Germany. Russia’s absence was therefore bound to have a massive impact upon 
the European balance of power. An expanded Roumania and the new states of 
Poland, Czechoslovakia and the Kingdom of Serbs, Croats and Slovenes could 
be expected to line up with France in the new balance. But even then, Germany 
would stand like a colossus in central Europe, constrained only by small, divided 
and ill-defended states.

In several respects, French leadership in 1918 resembled that of Britain. In each 
case, one man dominated the scene. Georges Clemenceau, like Lloyd George, had 
made his reputation in parliament and consolidated it in the final phase of the 
war when as premier he led his country to victory. They were both intimidating 
figures, in Clemenceau’s case owing to a personality marked not by charm but 
brutality of language and an intense commitment to causes that seldom allowed 
for compromise. Like Lloyd George, Clemenceau was a radical liberal, interested 
in modest social reform and almost totally indifferent to economic issues. Like 
Lloyd George, he was also thoroughly uninhibited and frequently indulged in 
vulgar wit and sexual innuendo, and at the peace conference he found it almost 
unbearable to endure the earnest President Wilson with his folksy homilies and 
moralistic appeals for universal justice and peace.47 The French press treated 
Clemenceau with respect, although the majority of leading journals stood polit-
ically either to the left or the right of him. He had demanded that the Chamber 
of Deputies accord him the right to negotiate the peace-making as he saw fit 
and received an overwhelming vote of confidence. Potential opposition existed 
from political rivals frustrated at his high-handed exercise of power, and from 
the military high command, which now enjoyed enormous prestige and sought 
to ensure that the victory it had secured was not thrown away in the peace-
making. Raymond Poincaré, the president of the Republic, was deeply envious of 
Clemenceau for occupying centre-stage and frustrated at his own lack of influ-
ence.48 Aristide Briand, a rival in republican circles, was reputedly impatient to 
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step in should Clemenceau lose credibility or become incapacitated. Marshal 
Foch, the Allied supreme commander, was equally disgruntled at being excluded 
from the French delegation and disturbed that Clemenceau did not rely more 
heavily upon his advice. But despite his 77 years, Clemenceau was inured to strug-
gle and still remarkably vigorous. Like Lloyd George, he deferred to no man and 
entered the negotiations in a position of authority, confident that he spoke for 
his country.

There, however, the similarities ended. Although Clemenceau had played little 
part in the direction of foreign affairs before the war, he largely made up for this 
by foreign travel. As a young man just out of university, he had spent nearly four 
years working and travelling in the United States. He had been to England many 
times and made an extensive visit to South America just before the war. For many 
years he had also taken an annual cure at Carlsbad, then in Austria, now the 
Czech Republic, and made a point of passing through Germany to reach it. From 
Carlsbad he had occasionally visited his sister-in-law who lived in Vienna, and 
travelled to Galicia and other parts of Europe. He thus had first-hand knowledge 
of the Anglo-Saxon, the Germanic and the Slavic worlds. With good reason he 
was known as an Anglophile.49 While a student in Paris in the 1860s, his interest 
in politics had drawn him towards English liberalism. With the intensity that 
characterized his life, he translated John Stuart Mill’s study of Auguste Comte, 
which was published, as well as the first volume of Mill’s Logic. After the turn of 
the century he became a strong partisan of the Entente cordiale with Britain, and 
on becoming premier in October 1906 he had sought to transform it into a formal 
alliance. He was aware of the militarist dimension of German culture and from 
his frequent travels to Central Europe the potentially destabilizing influence of 
Austria-Hungary. Indeed, in 1914 he anticipated by several months its role in pro-
voking the events that would lead to a general war.

Clemenceau’s confrontational manner and brutal invective had made him 
many enemies during his career as journalist, editor and later politician. He had 
probably fought more duels in defence of his honour than any German polit-
ical contemporary. As war leader from November 1917 onwards he pursued vic-
tory with almost fanatical intensity, mobilizing the country’s resources as never 
before and hounding opponents suspected of favouring a compromise peace. Yet 
Keynes’s thumbnail portrait of him in The Economic Consequences of the Peace as 
a sort of French Bismarck, cold-bloodedly bent upon revenge against Germany, 
reveals more about Keynes’s chronic Francophobia than it does of Clemenceau’s 
character or intentions.50 A product of the severely rationalist Paris faculty of 
medicine, he placed a high value on plain speaking and decisive leadership, but 
his cause was the defence of republican values, including universal civil rights 
and equality before the law. He was not only a Dreyfusard and an atheist but also 
an anti-militarist and anti-imperialist. As premier before the war he had worked 
consistently for détente with Germany, and in his travels he deliberately avoided 
setting foot in any of France’s colonies or protectorates. He was also a nationalist, 
aware that nations had become practically the sole legitimate basis for sovereign 
states and hence the key determinant of international relations. This left him 
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deeply sceptical of talk of a new world order governed by a League of Nations. 
Once Russia under the Bolsheviks abandoned the Alliance, he offered to support 
independent Polish and Czechoslovak states in the hope that they might eventu-
ally contribute to the European balance of power. But he worried that national-
ism in Eastern Europe was not sufficiently developed to withstand the subversive 
efforts of Lenin’s Bolsheviks.

Clemenceau was also resigned to the prospect that, whatever the decisions 
taken at the peace conference, France would be left confronting a larger, faster 
growing German nation hard up against its eastern frontier. Twice in his lifetime 
German armies had invaded France, and he had known men who witnessed an 
earlier invasion in 1815. Although Germany had cast aside its imperial régime just 
before the Armistice and instituted a republican state, he did not believe that a 
change of régime necessarily meant a change in political and cultural values or 
the end of imperialist ambitions. This might eventually occur, but the presence of 
men at the head of the new government who had devoutly supported the Kaiser 
and the war left him sceptical. He, like many contemporaries in France as well 
as Britain, shared the notion of two Germanys: the Prussians and the rest. The 
Prussians were the evil geniuses of the country: aggressive, brutal and inherently 
ill-intentioned.51 But whereas his British contemporaries chose to believe that the 
Prussian element had been swept away with the end of the Kaiserreich, he and 
his French colleagues held that the Prussian influence had thoroughly infected 
Germany’s institutions and remained dangerously virulent. Indeed, French pre-
occupation with Prussianism, which continued long after the rise of Nazism, 
betrayed a racial view of Germany inherently predisposed to aggression.52 This 
left Clemenceau no choice but to concentrate upon constructing a postwar frame-
work of security. He accepted that in the short run security could be obtained 
by punishing the Germans who were responsible for the latest aggression and 
enforcing disarmament. But in the longer run he could see no practicable solu-
tion unless Britain joined France in deterring German revisionism. He was cau-
tiously hopeful that British leaders had drawn the appropriate lessons from the 
war. If the United States also agreed to enter the lists on the side of European sta-
bility, so much the better, but he had few illusions about its continued aloofness 
from the affairs of the ‘old world’.53

1.4 The United States: Returning from the crusade

With the benefit of hindsight it is possible to see a pattern in American history 
wherein the United States continuously expanded from 13 modest colonies on 
the eastern seaboard westwards across the Appalachians to the Pacific, south 
to the Rio Grande, north to Alaska, west to Hawaii and the Philippines, infor-
mally outwards to the Caribbean basin and Central and South America, and 
eventually to its present status as the world’s only super-power. But subjective 
reality and objective reality are seldom the same. Ever since independence, 
the strongest impulse behind American foreign policy has been the popular 
tendency to regard the world beyond America’s shores as a dangerous place 
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and to insulate the country from foreign threats, which until recently came 
chiefly from Europe. George Washington gave expression to this view in his 
farewell address to the nation in 1797, when he warned his fellow citizens to 
avoid entanglement with the European powers. ‘Europe has a set of primary 
interests, which to us have none or very remote relation.’54 Thomas Jefferson, 
the third president, issued a similar injunction in his inaugural address in 
1801: ‘Peace, commerce, and honest friendship with all nations; entangling 
alliances with none.’55 Several years later, referring to the struggle for inde-
pendence then taking place in Latin America, he made clear that it was Europe 
he had in mind.

[Whatever form the new states take], they will be American governments, 
no longer to be involved in the never-ceasing broils of Europe. The European 
nations constitute a separate division of the globe; their localities make them 
a part of a distinct system; they have a set of interests of their own in which it 
is our business never to engage ourselves. America is a hemisphere to itself. It 
must have its separate system of interests; which must not be subordinated to 
those of Europe ... 56

James Monroe, the fifth president, warned the European powers in 
December 1823 against attempting to reverse the trend towards independence in 
Latin America and went further by indicating that the United States now regarded 
the Americas as its exclusive sphere of influence. He did not suggest, however, 
that the United States should cut its commercial or cultural ties with Europe; it 
would not have occurred to him to do so. In fact, he specifically affirmed that 
these ties were desirable and should be developed:

Of events in [Europe], with which we have so much intercourse and from 
which we derive our origin, we have always been anxious and interested spec-
tators. The citizens of the United States cherish sentiments the most friendly 
in favour of the liberty and happiness of their fellow-men on that side of the 
Atlantic. In the wars of the European powers in matters relating to themselves 
we have never taken any part, nor does it comport with our policy so to do. It is 
only when our rights are invaded or seriously menaced that we resent injuries 
or make preparation for our defense.57

The Monroe doctrine, as it subsequently became known, summed up American 
foreign policy for over a century. The United States ensconced within its infor-
mal American empire wished simply to be left alone by the European powers, 
so it could pursue its domestic affairs and foreign commerce unhindered and 
reach out beyond the Americas to the countries across the Pacific. The term 
isolationism applied exclusively to Europe and specifically to political and stra-
tegic relations. Already in Washington’s time the United States was Britain’s 
largest customer, and in the following decades it grew to become Europe’s larg-
est supplier of primary products and manufactured goods as well as its largest 
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borrower of capital. Nevertheless, isolationism still informed American foreign 
policy at the end of the nineteenth century and well beyond.58

The outbreak of war in 1914 brought Europe’s quarrels dangerously close to 
America’s shores. By and large, Americans sympathized with the plight of their fel-
low Anglo-Saxons in Britain. But with their criticism of German aggression miti-
gated by the ‘two Germany’ thesis, they hewed to the isolationist policy of trading 
with both sides while avoiding any political involvement. After an initial slump in 
trade, American order books were soon swollen by Allied demand for foodstuffs, 
raw materials and munitions, while American banks engaged in huge loan oper-
ations to facilitate the business. William Jennings Bryan, the secretary of state, 
warned President Wilson that a policy of ‘business as usual’ would draw the United 
States into the conflict, and when Wilson disregarded his warnings, he resigned. 
Despite the country’s increasing commerce with the Entente  powers, Wilson won 
re-election in November 1916 with the slogan, ‘He kept us out of war’. He still had 
popular backing when he severed relations with Germany on 3 February 1917, 
after its announcement of unrestricted U-boat warfare against shipping in the 
Atlantic. The release of the Zimmermann telegram a few weeks later, confirming 
that Germany was prepared to extend its operations to the Americas by incit-
ing Mexico to aggression, sent a shock wave through the country. The sense of 
outrage at European interference in America prompted Congress overwhelmingly 
to endorse the President’s request for war powers.59 Yet the isolationist impulse 
remained strong not just in the mid-West, but also in Washington itself.60

Although Americans were now at war with Germany, they still harboured sus-
picions of Britain and indeed of Europe as a whole. Reflecting these suspicions, 
Wilson declared the United States to be an ‘associated’ power rather than an ally 
of Britain and France. The 1916 legislation authorizing a major expansion of the 
navy to keep America’s enemies at bay was supplemented in 1918 by a bill to create 
a navy ‘second to none’, that is to say one as large as if not larger than the Royal 
Navy. Wilson’s decision to set out his principles of peace in the Fourteen Points on 
8 January 1918 was a unilateral act intended as a warning to the Allies as much as 
an assurance to Germany and the Central powers that the United States remained 
opposed to European imperialism.61 Germany, facing total defeat in September 
1918, approached Washington to arrange an Armistice on the assumption that 
the United States would act independently and offer more generous terms than 
its European allies. As anticipated, Wilson agreed to bilateral negotiations, allow-
ing the Allies a say in the terms of the Armistice only after the negotiations were 
well advanced. On board the SS Washington at Hoboken, New Jersey, just before 
sailing to Europe in December, Wilson betrayed suspicions of Britain in answer to 
a question from journalists about plans to enlarge the US navy. The United States 
would build up its forces if Britain did not recognize America’s right to complete 
naval security:

the United States would show her how to build a navy. We would be in a pos-
ition to meet any program England or any other power might set forth. ... We 
have now greater navy yards, thousands more shipbuilders than we ever had 
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before, and an abundance of raw materials such as would make it possible for 
us to have the greatest navy in the world.62

In several respects Wilson was well qualified to lead the United States dele-
gation to the peace conference. A former academic and president of Princeton 
University, he had, to quote his biographer, a ‘thorough grounding in interna-
tional law, modern history, and comparative systems of government; and he had 
taught all these subjects with increasing effectiveness and some distinction after 
1885.’63 As a Southerner, he also shared the region’s interest in overseas markets 
and its preference for low tariffs. This has prompted one widely cited account to 
portray him at the peace conference as the managing director of USA plc, pursuing 
a world order that would serve the interests of American corporate enterprise.64 
But this is a caricatural study which overlooks the powerful influence of other 
American traditions upon his negotiating posture. During his time at Princeton 
and as governor of the state of New Jersey he had displayed a strong affinity with 
the Progressive movement. His record of reforms as governor, when he sought to 
check the irresponsibility of large corporations and reduce the corruption that 
threatened to undermine popular democracy, made him a Progressive in all but 
name. This in turn can be seen as a development from his deep-seated Southern 
suspicion of big business and banking.

In his campaign for the presidency in 1912 he had singled out Wall Street’s 
‘money trust’ as the greatest threat to the nation.65 One of his first actions as 
president was banking reform. He seized upon a proposal for a federal reserve 
system with branches located around the country to ensure that control over 
the money supply and credit would not be monopolized by Wall Street. To rein-
force the point, he also insisted that the governing board must be located in 
Washington, the political capital, rather than New York, the financial capital, 
and comprised mainly of regional bankers and political appointees. William 
McAdoo, his first secretary of the Treasury, wrote of the Administration’s strug-
gle to overmaster the ‘powerful, centralized and ruthless engine of high finance’ 
by creating a reserve banking system that would secure ‘its freedom from Wall 
Street control’.66 Jacob Schiff, senior partner at Kuhn, Loeb & Company, warned 
Paul Warburg, a young partner involved in preliminary discussions on establish-
ing an American central bank, that provincial critics regarded central control of 
money and credit as contrary to American tradition and feared the extension of 
Wall Street influence, which they associated with globalism, cosmopolitanism – 
and Europe. Warburg must therefore avoid any reference to European practice, 
since this would arouse certain opposition. With Wilson and McAdoo sharing 
this anti-New York, anti-European prejudice, the Federal Reserve System was 
the nearest the United States could come to a recognizable central bank. In its 
original form it was ill-equipped and remote from the markets it was meant to 
regulate.67 Wilson and McAdoo in fact had New York banking friends, and when 
America entered the Great War they relied upon Wall Street for finance. But by 
no stretch of the imagination could they be regarded as the agents of corporate 
America.
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For similar reasons Wilson shared the Progressives’ visceral suspicion of Britain. 
Until the First World War, the United States had been a large net exporter of 
commodities and importer of capital to finance the development of its infra-
structure and industry. Most of this capital came from London and most of it 
passed through New York. By the early years of the twentieth century, New York 
seemed to many Americans a suspiciously cosmopolitan city because it was the 
gateway for the recent wave of non-English speaking immigrants from Southern 
and Eastern Europe. These suspicions were intensified by New York’s intimate 
links with foreign, and especially British, commercial and financial interests, and 
its role as the channel through which the City of London’s loans and investments 
flowed into the heartland of America.68 Wilson, the author of several studies of 
the American constitution and government, was deeply imbued with the outlook 
of the founding fathers. Along with most of his contemporaries, he held Britain 
in healthy respect. But he exaggerated its influence and viewed it as an impe-
rial power with competing interests to America and a parliamentary system of 
government which reflected the interests of its upper classes. France he knew 
little about and tended to equate with Germany as a militarist, imperialist – and 
 typ ically European – power.

President since March 1913, Wilson could claim major accomplishments in 
banking, tariff reform, transport and other sectors. But he remained a solitary 
man who found it hard to delegate responsibility. This was particularly so in 
the field of foreign affairs, largely, one suspects, because of his intense suspi-
cion of the European powers. Thus he arrogated to himself the most sensitive 
work of his secretaries of state, and went so far as to type his own letters at 
critical moments of the war.69 Suspicious that his Republican opponents did 
not appreciate the national interests at stake, he called on voters to support the 
Democrats before the November 1918 congressional elections, which infuriated 
opponents who had set aside party rivalry on account of the war and contrib-
uted to the Democrats’ loss of control of both houses of Congress. Even then, he 
did not include any prominent Republicans in his delegation when he set off in 
December 1918 for the peace conference in Paris.70 On board ship, he referred 
to the European statesmen with whom he would be dealing as élites, remote 
from and ill-qualified to speak for the ordinary peace-loving people of their 
respective countries. Besides a strong hint of populism and even demagoguery, 
his observations revealed a profoundly cynical view of old world politics.71 In 
fact, it was not the European leaders who lacked a popular mandate, but Wilson 
himself, now that Congress was in Republican hands. But this became an issue 
only after the completion of the peace negotiations, which he played a key part 
in shaping.

1.5 Clemenceau, Foch and French postwar security

Clemenceau, speaking in the Chamber of Deputies just after news was received 
of Austria-Hungary’s abandonment of the war, affirmed his belief that France’s 
postwar security depended upon the maintenance of the Franco-British alliance. 
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‘We have made friends of our old secular enemies, the English, and we love them 
well. We see the enormous contribution they have made on the field of battle.’ 
Moreover, ‘the wartime alliance must be followed by an indissoluble peacetime 
alliance.’72 The great postwar challenge, he hinted, was no longer to put Germany 
in its place but to persuade Britain to remain involved in Europe. He was cautiously 
hopeful of succeeding, and from all the evidence his decision to make the Entente 
the centrepiece of French policy had strong support in parliament and throughout 
the country. In London on 1 December, he allowed Marshal Foch to set out his 
views on postwar security for Lloyd George and a small group of colleagues. Foch 
had been impressed by Britain’s forthrightness in seizing Germany’s colonies, 
its navy and a large part of its merchant fleet, and he therefore set out France’s 
 security requirements in similarly matter-of-fact terms.73 France, he explained, 
could not tolerate a reversion to its prewar predicament, where it faced a vastly 
more powerful Germany camped right on its eastern frontier. Though Germany 
was temporarily defeated, the European balance of power had been gravely dam-
aged by the Bolshevik seizure of Russia. The only way to restore the balance was 
to hold the Rhine and allow the Rhineland to contribute to the West’s defence. 
Even then, by his reckoning, Germany, including German-speaking territories 
in Central Europe, would have a postwar population of 65–75 million, while 
France including Alsace-Lorraine, together with Belgium, Luxembourg and the 
Rhineland would amount to less than 55 million. He therefore asserted that in 
addition to the Rhineland frontier, France absolutely needed Britain’s continued 
support if the European balance were to remain stable.

Lloyd George and Andrew Bonar Law, the leader of the House and chancellor 
of the exchequer, heard Foch out, but betrayed deep scepticism in their question-
ing. How, they asked, could it be reconciled with President Wilson’s Fourteen 
Points, which stressed the need to respect the ‘territorial integrity [of] great 
and small states alike’? What if the Rhinelanders wished to be reunited with 
Germany? Would their alienation not cause just the sort of friction that had 
been created in 1871 when Germany insisted upon absorbing Alsace-Lorraine? 
Foch rejected the comparison, since France was not proposing to absorb the 
Rhineland. On the contrary, it sought a tripartite Franco-British-Belgian condo-
minium for the region, the creation of one or more autonomous states within it, 
and the granting of economic advantages to induce the people to remain content 
with their new status; the details could be settled by the Allies.74 Nothing he 
could say reduced in the slightest British opposition or allayed their suspicion 
of French imperialism. Lloyd George nevertheless recognized the opportunity 
created by Foch’s appeal, and in subsequent conversation he allegedly persuaded 
Clemenceau to abandon France’s claim on Palestine and the oil-rich region of 
Mosul in return for the promise of British support for French policy towards the 
Rhineland. But this was never recorded and Lloyd George denied that any such 
agreement had been made.75 He later credited Clemenceau with his own brand 
of cleverness by claiming that the French premier had absented himself while 
Foch, the Allied supreme commander, spoke, to win the British audience around 
to the French plan.76
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Some historians have questioned Clemenceau’s commitment to Foch’s plan, 
suggesting that he allowed Foch to advance it simply as a bargaining tool or per-
haps to bring home to Foch himself the strength of British opposition to it.77 In 
his retirement, Clemenceau muddied the waters by accusing Foch (and Poincaré) 
of Bismarckian ambitions. But in fact their disagreement was limited to the post-
war status of the 5.5 million Rhinelanders: while Foch was prepared to see the 
Rhineland contribute soldiers to a French-led alliance, Clemenceau held that it 
should be left independent of both Germany and France.78 Not only was Lloyd 
George’s suggestion of an intention to deceive at variance with Clemenceau’s 
personality, but all the evidence also points to the conclusion that Clemenceau 
supported Foch’s plan, albeit remaining unsure of Allied support. Foch, with 
his government’s knowledge and approval, had already called in Paul Tirard, a 
senior assistant of General Lyautey in Morocco, to form the Contrôle général de 
l’administration des territoires rhénans occupés, and Engineer General Maugas to 
head an economic committee for the purpose of integrating the economy of the 
occupied territory with those of Belgium, Luxembourg and France.79 A few weeks 
later Clemenceau requested his closest collaborator, André Tardieu, to reformu-
late the plan so as to address British and American objections.80 At the time of 
his visit to London, Lloyd George and other ministers were in the midst of elec-
tioneering and promising tough measures against the ‘Boche’. Clemenceau, while 
disappointed by their failure to agree on policy, continued to assume that Britain, 
too, would wish to see Germany hobbled once and for all.81 Thus he remained 
cautiously hopeful of securing approval for the Foch plan or something similar. 
He could not know at this stage how far Britain had already turned away from 
questions of European security.

Since the Armistice, Germany had abruptly ceased to preoccupy or even ser-
iously to worry British statesmen. One reason was that Germany had been driven 
out of its overseas possessions, and thus no longer posed a threat to Britain’s 
imperial interests. Having been captured during the war, the German colonies 
were in the process of being handed over to one or another British dominion or 
in a few cases France, while German interests in China were transferred largely to 
Japan. The fifth of Wilson’s Fourteen Points, which the British government had 
endorsed, called for ‘a free, open-minded, and absolutely impartial adjustment 
of all territorial claims, based upon a strict observance of the principle that in 
determining all such questions of sovereignty the interests of the populations 
concerned must have equal weight with the equitable claims of the government 
whose title is to be determined.’ This was simply finessed by applying Wilson’s 
concept of League mandates to the German colonies, while modifying its applica-
tion to ensure that the colonies would remain indefinitely under the control of 
the mandate powers.82

Another reason for British indifference was that Germany’s high seas fleet had 
been interned at Scapa Flow and no longer posed a threat to British sea lanes 
or imperial interests. Added to this was the preoccupation of British statesmen 
with problems closer to home. Some ten thousand troops awaiting repatriation 
from northern France mutinied in early January 1919 and five thousand more at 
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the end of the month, while those who returned to civilian life flocked to join 
trade unions and threatened strike action when wages failed to keep up with 
inflation. In February the ‘triple alliance’ of miners, railwaymen and dockers was 
resurrected, raising the spectre of a national strike. At almost the same moment 
ministers suddenly realized that expenditure was threatening to exceed revenue 
by an even greater margin than in previous years, sending national finances out 
of control.83 Meanwhile employers, facing accelerating inflation and growing 
labour unrest, demanded an end to wartime restrictions and a return to ‘normal’ 
tax levels.84 If that were not enough, there was trouble in Ireland, India, Egypt 
and other parts of the empire.

Yet another reason was the terrible bloodletting of the recent war, which 
strengthened hopes that it was indeed the war to end all wars. But public opinion 
everywhere hoped for peace and Britain was by no means the worst affected by 
the war. In any case this does not explain why British military and diplomatic 
advisors – men selected for their ability to think clearly about national security 
and not be distracted by short-term problems or swayed by emotional or irrational 
influences – as well as leading politicians and commentators displayed such indif-
ference towards Germany. The decisive reason, it seems, was the confidence they 
placed in the ‘two Germany’ thesis.

To some of those who had taken to calling Germans barbarians or a primi-
tive orientalized ‘Hun’, the abdication of the Kaiser on 9 November and dissol-
ution of the German High Command was of little or no consequence. ‘Do not 
let us deceive ourselves,’ the Morning Post warned. ‘We are fighting not against 
Autocracy or Democracy but against Germany, and although the Germans, like 
PROTEUS, take new shapes when they are hard pressed, they remain Germans.’85 
But to most British observers, this was an event of signal importance since, in 
the words of the Daily Telegraph, ‘It is the Kaiser and the HOHENZOLLERNS 
who have made Germany what it is, and who are responsible for those sins 
against ethical and religious principles which have so revolted the conscience of 
mankind.’86 Thus, Evelyn Wrench wrote on hearing news of the Kaiser’s flight 
to Holland,

The great event we had been living for had come at last, for to us the Kaiser 
was the symbol of Prussian might, Prussian efficiency and Prussian war-spirit. 
Once the influence of the Kaiser and of the military clique was eradicated, we 
believed that ... Germany would adopt a democratic form of Government and 
settle down as a happy member of the European family.87

Lloyd George as well as Asquith and Arthur Balfour, both former prime min-
isters, were equally confident of this outcome. Speaking at the Lord Mayor’s 
Banquet at the Guildhall two days later, Balfour affirmed:

What ever may happen in the future, this at all events is certain in the present, 
that that nightmare of slavery that hung over mankind so long as German 
militarism remained undefeated has gone forever – (cheers) – and all the 
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 difficulties we may have to meet sink into insignificance compared with that 
great and unspeakable blessing.88

In the words of a leading liberal daily, ‘the fall of the Kaiser ... will stand in his-
tory, far more than the formal acceptance of any Armistice terms, for the ultimate 
symbol and guarantee of victory.’89 Despite more than four years of war, the ‘two 
Germany’ thesis thus emerged in Britain more strongly than ever. The Labour 
party leadership evidently subscribed to it.90 So too did much of the Conservative 
party: Austen Chamberlain, the chancellor of the exchequer, who remained scep-
tical of Germany’s transformation, found it unpopular to express his doubts.91 
Most crucially, Lloyd George and his inner circle subscribed to it. As Lord Riddell, 
Lloyd George’s closest companion, was to write

The official point of view is that the German nation were not responsible for 
the war, that the Junkers have been ejected, that the German Government 
should be supported, that German industries should be revived and that, gen-
erally, the Germans should not be regarded with suspicion.92

This was wishful thinking. More cautious French observers remained aware 
that Germany, despite its conversion to a republic, was governed by men who had 
doggedly supported the war, its civil administration, law courts and universities 
were dominated by men of a similar outlook, and its defeated military leaders 
continued to enjoy great prestige.93 But British statesmen seemed impatient to 
draw a line under recent history and assume that another war with Germany was 
out of the question. As a result, even before the peace conference began they were 
prepared to appease Germany. They refused to examine the potential threat that 
Germany posed to the European balance of power or the crucially important role 
of Eastern Europe within the overall balance. Instead, they took out their frustra-
tion on France for constantly raising these awkward questions.

1.6 The preliminary peace conference and the League of Nations

Once the Armistice was signed on 11 November 1918, the victorious powers had 
intended to hold a brief preliminary conference among themselves to establish 
a common position, then to convene a conference attended by all the belliger-
ent powers where the peace settlement would be negotiated. In the event, the 
latter conference never took place. The preliminary conference was delayed sev-
eral weeks to allow President Wilson to reach Paris, and when it convened on 
8 January 1919 so many contentious issues emerged that it proved impossible 
to make rapid headway. The preparation of a draft treaty lasted until 8 May, by 
which time delegates had hardened their positions on the main components of 
the peace, and were no longer willing to undertake full-scale negotiations with 
Germany. Instead, German delegates were summoned to Paris to receive the draft 
treaty and allowed only a few weeks to comment on its terms. The Allied del-
egates briefly considered their objections, then summoned them again to Paris 
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for a signing ceremony that lasted no more than ten minutes. Later, observers 
raised many criticisms at the way the business of the preliminary conference was 
handled, not least the insistence of the ‘big three’ leaders on taking direct control 
of practically every issue and their reluctance to delegate more responsibility to 
their professional advisers. There is something in this, although in the demo-
cratic age politicians have seldom been able to resist the temptation to engage in 
summit diplomacy. If there was an avoidable error, it was to underestimate the 
magnitude of the challenge brought on by the collapse of four great land empires 
of Russia, Austria-Hungary, Germany and the Ottoman Empire, and the insist-
ence of another continental empire, the United States, that valuable time should 
be devoted to establishing a new international forum for dispute resolution.

To Woodrow Wilson, the League of Nations was the keystone of the edifice 
to be constructed at Paris, and he saw to it that it should be the first substan-
tive item on the preliminary conference agenda. Lloyd George and Clemenceau 
were both sceptical that the proposed League would serve any important pur-
pose, but were prepared to put on a show of interest for Wilson’s sake.94 In 
Lloyd George’s case the popularity of the League idea among British Liberal 
voters encouraged him to endorse it, but he did so mainly as part of his nego-
tiating strategy. Several senior colleagues and advisers continued to regard the 
proposed League as a snare and a delusion, but the Imperial War Cabinet reluc-
tantly came around to the view that on balance it would serve Britain’s interest 
to have an international deliberative body after the war, particularly as it would 
provide a means of working with the United States and sustaining its interest 
in Europe.95 In December 1918, Wilson had allowed a bill to go before Congress 
for a massive increase in the American navy. The implications of the bill deeply 
disturbed ministers in London and strengthened their view that in the event 
Britain was forced to choose between France and the United States at the peace 
conference, it must choose the United States. Lloyd George, who strongly shared 
this view, pointed out to colleagues that as the League of Nations was the one 
thing Wilson keenly wanted from the settlement, Britain would be wise to sup-
port it. Wilson would then be more likely to side with Britain on other issues, 
and if he was obliged to return to Washington before the conference ended, 
he could claim that he had secured his main objective.96 But as Lloyd George 
told Sir Henry Wilson in March, ‘he was only in favour of a League of Nations 
when it was reduced in its activities to absolutely insignificant and innocuous 
proportions.’97

Clemenceau’s position was similar, if not the same. Writing some years later 
of Wilson’s proposal, he dismissed it as ‘a parliament of parliaments, without 
any instrument of authority, that was the talisman we were offered.’98 Like Lloyd 
George, he may have been modestly influenced by public opinion, since a move-
ment in support of the League had also arisen in France. But like his British coun-
terpart it was chiefly to retain Wilson’s goodwill, for strategic reasons, that he 
was prepared to support the League proposal. Unlike Lloyd George, however, he 
was determined to expose the limits of the League’s effectiveness to underline the 
need for other security provisions.99
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Lloyd George was content to delegate the task of negotiating the League of 
Nations constitution or ‘covenant’ to Lord Robert Cecil and General Smuts, both 
of them enthusiasts; Clemenceau called on Senator Léon Bourgeois, a leading 
French proponent of the League and author of an influential proposal for an 
international organization in 1910.100 Wilson, in contrast, demonstrated his zeal 
for the League proposal by insisting upon chairing the conference’s commission 
on the League and attending every one of its lengthy sessions. The importance 
he attached to the League and the campaign he undertook to secure American 
participation, which led to the breakdown in his health, contributed to the view 
that his aim was to abandon America’s traditional isolationism and play a leading 
role in world affairs. Historians therefore commonly portray him as an idealist 
confronted by realist opponents at the peace conference and in the Senate, or 
more generously as an internationalist opposed by narrow nationalists. On occa-
sion, the language he employed to describe America’s future world role did indeed 
point towards a radical break with the past. In his second inaugural address in 
March 1917, for instance, he declared

The greatest things that remain to be done must be done with the world for 
a stage and in cooperation with the wide and universal forces of mankind ... . 
We are provincials no longer. The tragical events of the thirty months of 
vital turmoil through which we have just passed have made us citizens of the 
world.101

Nonetheless, the crude dichotomies used to define his posture obscure the basic 
assumptions informing his initiative, which place him squarely within the 
American diplomatic tradition.

In the first place, if Wilson’s support for US membership of a League of Nations 
was new, the spirit that informed his policy was by no means so. As George Kennan 
has written, long before Wilson took office and until at least the Second World 
War, American foreign policy was dominated by a ‘legalistic-moralistic approach 
to international problems’. This derived from America’s own success in  resolving 
differences among its 13 founding colonies through the adoption of common 
institutions and laws, and from the hugely optimistic assumption that the Anglo-
Saxon concept of civil law could be applied with equal effectiveness to global 
interstate relations. Just such an assumption informed Wilson’s enthusiasm for the 
League.102 In the second place, Wilson envisaged the League not as a form of world 
government, but rather as an agency for containing and pacifying Europe. In early 
March 1919, he received word of a ‘round robin’ resolution signed by 37 US sen-
ators against American participation in the League in its current form. This was a 
disturbing development, since the signatories comprised over a third of the Senate, 
more than enough to block ratification of the scheme. Wilson’s colleagues advised 
him to appease critics by insisting upon a reference to the Monroe doctrine in the 
covenant, thereby excluding the Americas from the League’s writ. He hesitated 
only from fear that such a request would prompt demands for exclusion clauses 
from other countries, which would undermine the project altogether. But he saw 
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no objection in principle, and to reassure Americans he soon demanded a refer-
ence to the Monroe doctrine.103 For him the League’s role lay not in the Americas 
but elsewhere, in Europe and perhaps beyond. Back briefly in Washington, he went 
further and described the League as a means of extending the Monroe doctrine 
to the whole world.104 This was to become a favourite theme in his campaign for 
ratification of the peace treaty.105 While he never clearly spelled it out, the implica-
tion was that the League would effectively halt all further imperialist activities by 
the European powers, in Europe as well as overseas.106

Within the Senate and elsewhere in the United States, the main objection to 
the League was that it would draw America into ceaseless conflicts in Europe 
and elsewhere. In fact, Wilson sought to create the League precisely to contain 
Europe’s tendency to disturb the international order and force a response from 
America. In theory, membership of the League would require the United States to 
intervene against international law-breakers everywhere in the world. Article 10 
of the covenant seemed clear on this:

The Members of the League undertake to respect and preserve as against 
external aggression the territorial integrity and existing independence of all 
Members of the League. In case of any such aggression or in case of any threat 
or danger of such aggression the Council shall advise upon the means by 
which this obligation shall be fulfilled.

However, Wilson assumed that in practice, by uniting other powers against a 
would-be aggressor, the League would minimize the need for America’s direct 
involvement. Those closest to the source of trouble would be the first to be called 
upon, and he assumed that the threat of diplomatic censure and economic isola-
tion would usually suffice. In those rare cases where the United States’ involve-
ment was required, Congress could be expected to recognize the need, as had 
been the case in 1917. But even then he intended no automatic commitment of 
American forces.107 This became abundantly clear at the commission hearings in 
Paris on 11 February, when Senator Bourgeois exposed Wilson’s assumptions by 
setting out the French attitude to the League proposal.

Observing that it was Wilson himself who had called for the creation of ‘a force 
so superior to that of all nations or to that of all alliances, that no nation or com-
bination of nations can challenge or resist it’, Bourgeois proposed two amend-
ments to the draft covenant.108 The first would augment the League executive by 
creating a military agency to coordinate armed forces of its own or contingents 
earmarked by member states for its use. The second would accord the League the 
right to verify each nation’s force levels and to set limits on them in light of the 
risks to which the nation was exposed on account of its respective geograph-
ical position and the nature of its frontiers. France, he observed, was prepared to 
accept the limitations on its sovereignty that these amendments implied. Wilson, 
however, immediately ruled them out. The American constitution, he said, would 
not allow US forces to be placed under international control. In any case, he did 
not want to see the League become an armed power in its own right. ‘[I]f we 
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organise ... an international army, it would appear that we were substituting inter-
national militarism for national militarism.’ Bourgeois called on his colleague 
Larnaud to explain the case for a League with definite enforcement powers:

Several nations which have taken part in this war are afraid of having made 
sacrifices in vain. The protection which results from the existence of a League 
of Nations will perhaps become a guarantee of safety, but within what period 
of time? Perhaps within a hundred years. By that time the militarist spirit 
will no doubt have disappeared, but at the present moment we are emerging 
from a terrible war. Can it be thought that we shall pass immediately from the 
state of intensive militarism in which we live to a state of practical disarma-
ment? ... The idea of an international force is bound up with the very idea of 
the League of Nations, unless one is content that the League should be a screen 
of false security.109

Wilson, however, wanted nothing to do with a League that possessed inter-
national, let alone supranational, power. The only means of making it an effec-
tive agency for peace, he insisted, ‘lies in our having confidence in the good faith 
of the nations who belong to the League’. The United States would not commit 
itself in advance to provide armed forces for League operations.

All that we can promise, and we do promise it, is to maintain our military 
forces in such a condition that the world will feel itself in safety. When danger 
comes, we too will come, and we will help you. But you must trust us. We must 
all depend on our mutual good faith.110

Eventually members of the commission agreed to take up the French pro posals, 
but Wilson’s remarks confirmed that a League with the assured capacity to iden-
tify aggressors and intervene with military force was out of the question. The 
council of the League, comprised partly of permanent members representing the 
great powers, and partly of temporary members chosen from the lesser powers, 
would have the authority only to report to and advise the assembly. It was for the 
assembly to decide on sanctions against an aggressor. Initially 40 states would 
be represented in the assembly, each one with a single vote and, as decisions 
required unanimous approval, the power of veto over collective action. It was 
naïve to think that a body of this sort could substitute for traditional alliance rela-
tions, but Wilson’s refusal to support a more robust institution should be seen as a 
reflection of his unwillingness to contemplate a substantial increase in America’s 
commitment to postwar international security. By his lights, it was not the United 
States but Europe that must change, by accepting the rule of law and ending the 
anarchy that endangered world peace. The United States sought the League not 
to engage with Europe but to contain Europe and safeguard America’s freedom. It 
was, in short, a means of imposing American principles upon Europe in place of 
its supposed imperialist, militarist traditions, to contain the threat that Presidents 
Washington, Jefferson and Monroe had warned against. Notwithstanding the 
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institutional innovation, it thus reflected an isolationist approach to the postwar 
world order.111

The United States was not the only isolationist power. During the lengthy delib-
erations on Bourgeois’s amendments, Lord Robert Cecil said little and allowed 
Wilson to veto them. At one point he indicated that Britain might go part of the 
way with France by agreeing to ‘a permanent Commission ... to advise the League 
of Nations on naval and military questions.’112 But he left no room for doubt that 
Britain wanted only a deliberative body, not an armed league for the enforcement 
of peace terms on Germany, and in the corridors he warned a French representa-
tive not to press his demands further. The French should understand, he said, 
that ‘the League of Nations was their only means of getting the assistance of 
America and England, and if they destroyed it they would be left without an ally 
in the world.’113 The following day, after another lengthy meeting of the commis-
sion, Cecil repeated his warning. France, he said, should be grateful for America’s 
willingness to join a league, since it could easily disinterest itself from Europe. 
The same was also true of Britain, which had a greater interest in Europe, ‘yet 
to a certain extent could stand apart.’ France must therefore avoid antagonizing 
them, or they might wash their hands of Europe and join in an Anglo-American 
alliance.114

While the reasoning was deeply flawed, there was no doubt that Cecil spoke 
for the British delegation. Bourgeois, whose wartime league proposal had set out 
the enforcement function in detail, was no doubt disappointed. But Clemenceau, 
who had almost certainly anticipated this outcome, was now in a position to 
argue that as the Anglo-Saxon powers were not prepared to enforce the peace 
through the League, another means of enforcing it must be found.

1.7 Security in the East

Although statesmen in Paris were chiefly concerned with the settlement of 
Germany’s relations in the West, they appreciated that there could be no 
enduring stability unless a modus vivendi of some sort was established between 
Germany and its eastern neighbours. By the time the conference began, debate 
had ended on whether to recognize the six secession states, Estonia, Latvia, 
Lithuania, Poland, Czechoslovakia and the Kingdom of Serbs, Croats and 
Slovenes, soon to be known as Yugoslavia. Albeit reluctantly, Britain joined the 
other victor powers in recognizing them all. Nevertheless, wide disagreement 
remained over their frontiers, particularly that of Poland, as well as territorial 
changes affecting Czechoslovakia, Hungary and Roumania, and the appropri-
ate response to the challenge posed by the revolutionary Bolshevik régime in 
Moscow. Even before the first plenary meeting of the conference on 18 January, 
leading delegates meeting as the Council of Ten devoted several long sessions 
to the Bolshevik question. Clemenceau took the lead in calling for decisive 
military action against the Bolsheviks. Already, he claimed, they had the upper 
hand in the Baltic provinces, Poland and Hungary, and their influence was 
apparent in Vienna, Italy and even among workers in France. Unless decisive 



Liberal Powers, Peace-Making  49

action was soon taken, he feared they would gain sway throughout Central 
Europe.

Baron Sonnino, the Italian foreign minister, strongly endorsed his call, but 
neither Lloyd George nor Wilson could be persuaded to act. While acknow-
ledging that the Bolsheviks posed a threat to the international order, they con-
stantly emphasized the practical obstacles to intervention. As Lloyd George 
pointed out, the Germans had felt compelled to leave a million troops in the 
East even in March 1918, when the Bolsheviks at their weakest had signed 
the Brest-Litovsk treaty. De Scavenius, the Allied emissary, reported that an 
additional 150,000 troops were required just to keep the anti-Bolshevik forces 
from collapsing; and since Bolshevik forces numbered 300,000, they would 
have to arm at least 400,000 Russians if they hoped to defeat them. Britain 
and France already had troops with the anti-Bolshevik forces, but they were 
reluctant to stay on and fight. And since none of the Western powers was pre-
pared to supply more than a small fraction of the forces required for a major 
operation, Lloyd George ruled out a military solution. He proposed instead 
that the warring Russian parties, including the Bolsheviks, should be invited to 
Paris to negotiate a compromise settlement.115 Clemenceau strongly protested 
at inviting Bolshevik representatives to Paris and declared that he would resign 
before agreeing to this. Prinkipo, an island in the Sea of Marmora, was there-
fore selected as the meeting place.116

Back in London, Lloyd George chaired two meetings of the Cabinet on 
13 February devoted to the Bolshevik question. Winston Churchill, the recently 
appointed minister of war and air, vigorously argued for large-scale support of 
the White forces in Russia. But Lloyd George along with most of his colleagues 
remained cautious, and General Sir Henry Wilson, who attended at the prime 
minister’s request, was non-committal about the chances of a successful inter-
vention.117 Churchill nevertheless set off for Paris where he put the case for inter-
vention to the Council of Ten on 14 and 15 February. At the first meeting he 
got nowhere in face of President Wilson’s opposition.118 But the following day, 
with Lloyd George in London, President Wilson on his way back to Washington 
and Orlando off to Rome, Clemenceau was the only senior statesman present 
when Churchill, more forcefully than before, pressed for an ultimatum to the 
Bolsheviks and preparations for large-scale military intervention. That very day 
the Prinkipo conference was to have taken place, but as Churchill observed, since 
none of the White forces was prepared to meet the Bolsheviks, negotiations were 
out of the question.

Churchill obtained Clemenceau’s and Sonnino’s backing for military inter-
vention, but Sir Arthur Balfour and Colonel Edward House, standing in for 
President Wilson, entered reservations.119 Meanwhile Lloyd George, informed 
of developments in Paris, privately upbraided Churchill for his unauthorized 
initiative while letting it be known that he would countenance no action 
before he returned on the 28th.120 Churchill, deeply frustrated at the Allies’ 
appeasement of the Bolsheviks, appealed to Lloyd George to reconsider his 
decision,121 and was present on 27 February when Clemenceau again put 
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the case for military intervention. This time Churchill said little, leaving 
Clemenceau to confront a reluctant House. Despite his blunt request that the 
United States should stand aside and allow Europe to act, the Council merely 
referred the issue back to military advisers for further study.122 Three weeks 
later it came up again in a different form when Marshal Foch presented plans 
to transform the Polish and Roumanian armies into effective instruments for 
containing the Bolshevik advance. But Lloyd George, who was now present, 
impatiently dismissed the plans. Foch, he said, was seeking ‘the perpetuation 
of a great mischief’.123

Two days later, Jules Cambon, the French diplomat who chaired the confer-
ence’s commission on Polish affairs, presented its report on the future Polish-
German frontier to the Council. Despite the fact that the commission, including 
the British representative, James Headlam-Morley, had unanimously agreed to 
the report, Lloyd George vigorously rejected this as well. Referring to the pro-
posed inclusion of Danzig and Marienwerder in Poland, he warned that far too 
many Germans would fall under Polish jurisdiction. Not only would this violate 
the Fourteen Points, he claimed, but also that Germany was unlikely to sign a 
treaty that caused it such offence. Even if it were forced to do so, the result would 
be to store up trouble for the future: the equivalent of the prewar Alsace-Lorraine 
issue in the East.124 The commission reconvened, and on 22 March Cambon 
appeared before the Council to present its slightly modified report. Once again, 
the British representative on the commission had endorsed the report, and once 
again Lloyd George refused to budge. The proposed corridor, giving Poland access 
to the sea, was bound to antagonize Germany, he warned. ‘To add this corridor 
to Poland is simply to create another Alsace Lorraine.’125 Clemenceau raised the 
Bolshevik issue again on 27 March, when he called on Marshal Foch to present 
the Council of Four with a modified plan for military assistance to Poland and 
Roumania. With Bolsheviks installed in Budapest and support for them increas-
ing in Vienna, Slovenia and elsewhere, Foch urged the erection of a military bar-
rier behind which Bolshevik influence could be suppressed. By now, however, 
President Wilson was back from America, and with Lloyd George’s support he 
firmly rejected Foch’s plan. The most they would agree to was limited assistance 
to Poland alone.126

The opposition that Wilson and Lloyd George put up to further military interven-
tion against the Bolsheviks should be seen in the context of their attitude towards 
Eastern Europe as a whole. Differences between them were apparent, notably over 
Poland, for which Wilson displayed markedly greater sympathy than did Lloyd 
George. But neither man regarded Eastern Europe as an essential component of 
the international order. For Lloyd George and, it seems, Wilson and most of their 
colleagues, the Slavic region formed the lowest branch of the European racial tree. 
They recognized that there were talented Slav artists, musicians and scientists, 
but they nevertheless regarded them as a race driven by its emotions which made 
it prone to excesses and incapable of governing itself let alone others. They there-
fore sympathized with Germans who abhorred the thought of their countrymen 
being forced to live under the Polish flag. As a Foreign Office official warned in 
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March 1919 with regards to Danzig, placing Germans under Polish government 
‘would be like handing over a Scottish town to its Irish population.’127

The pervasiveness of this prejudice led one independent British expert to 
protest to London. British colleagues, he wrote, should not be so ready to 
assume that Germany was the sole bearer of civilization in Eastern Europe or to 
ignore the cultural accomplishments of the Slavic people.128 His complaint was 
ignored. Lloyd George observed, ‘The Poles are a hopeless set of people: very 
like the Irish ... . They have quarrelled with every one of their neighbours ... and 
they are going to be beaten.’129 Cecil made the same comparison and simi-
larly suggested that Poles understood only force: ‘Slavs’, he wrote, referring to 
the Poles, ‘have always seemed to me to be a kind of orientalised Irish. They 
demand more than they expect to get and they rather respect a man or a coun-
try which declines to yield to their unreasonable demands.’130 General Smuts, 
intensely pro-German and anti-Slav, drew on his South African experience to 
assert with equal condescension that the Poles were ‘kaffirs’.131 This led them 
to conclude that it was pure folly to allow Poles control over their Germanic 
neighbours, and appropriate for Germany to extend its influence eastwards 
so long as this could be done without war.132 Foch all too presciently warned 
against this British view. ‘They do not understand. ... It is serious. If Poland 
falls, Germany and Russia will combine. You will have a worse position than in 
1914’.133 But Hankey, the most influential of British administrators, encouraged 
Lloyd George to share his ‘dislike and contempt’ for the Poles, and to ‘orientate 
our policy so as to make Germany and not Poland the barrier between eastern 
and western civilisation.’134

As for Russia, the Slavic great power, British and American statesmen believed 
it had never enjoyed effective government except with the discipline provided 
by Germans or Jews. In keeping with this view, they regarded the Bolshevik 
revolution as a sort of Jewish-led revolt of the masses.135 During negotiations at 
the peace conference, they used the spectre of Bolshevism overtaking Germany, 
Europe or the whole of the West as a means of dissuading France from persisting 
with sanctions against Germany. Lloyd George eventually warned of a Bolshevik 
onslaught organized and led by officers of a disaffected Germany, in his attempt to 
bring the French to heel.136 But neither he nor President Wilson was able to grasp 
Lenin’s doctrine or ambitions. They found it impossible to think of Bolshevism 
as anything more than an uprising against Tsarist absolutism, which would lose 
its revolutionary impetus once Russia established representative institutions. On 
one occasion Wilson drew a parallel between the Bolsheviks and the independ-
ence movement in colonial Virginia.137 Several times Lloyd George equated the 
Bolshevik revolution with the great French revolution of 1789, not only in its 
excesses but also in its virtual inevitability and progressive impulse.138 He asso-
ciated those most anxious to crush it with the reactionary Right, and assumed 
that the only countries in serious danger of contagion were those still dominated 
by an ancien régime. Thus he minimized the significance of Bolshevik control 
of Hungary with the comment that ‘there are few countries so much in need of 
revolution.’139
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Appearing before the Council of Ten in January, Joseph Noulens, the former 
French ambassador to Petrograd, presented an acutely accurate report on Bolshevik 
leadership, its ambitions for world revolution and its attitude towards the bour-
geois powers of the West:

It meant to conquer the world, and to make peace with no Governments save 
Governments representing only the labouring classes. It stated openly that 
the only legitimate war was civil war. It would respect no League of Nations. 
Should we even be weak enough to undertake any agreements with such a 
Government, they would, on the very next day, send among us propagandists, 
money, and explosives. According to their open professions, they intended to 
spread revolution by every means.140

Lloyd George dismissed this as scaremongering. Disliking the message, he 
attacked the messenger, claiming that Noulens was a mouthpiece for reactionary 
opinion in Russia and France who had spent too long among the Whites. He was 
‘a shallow and unintelligent partisan rather than a witness. He repeated the gos-
sip and hearsay of the Parisian journals of the extreme Right about the horrors of 
Bolshevism.’141 French policy, Lloyd George believed, was driven by the frustra-
tions of small investors whose Russian bonds had become worthless.142 And on 
more than one occasion he deprecated Allied military intervention in Eastern 
Europe on the grounds that countries requiring foreign intervention to be saved 
from Bolshevism scarcely deserved saving.143 Like Wilson, he strongly suspected 
the French of raising the spectre of Bolshevism simply to justify arming the Poles 
and enabling them to expand their territory at the expense of Soviet Russia and 
Germany. The most urgent need, in his and Wilson’s opinion, was the demar-
cation of Germany’s frontiers, which would appease opinion in Germany and 
discourage it from turning to Bolshevism. They therefore became steadily more 
annoyed with France for its policy of siding with Poland over the fate of Danzig, 
West Prussia, the Polish Corridor and Upper Silesia.

No doubt France was seeking to build up Poland at Germany’s expense, and 
no doubt this would sow dragon’s teeth for future harvest. But for his part Lloyd 
George grossly exaggerated the injustice done to Germany. The territorial settle-
ment left twice as many Poles under German jurisdiction as it placed Germans 
under Polish jurisdiction.144 Besides, by any reasonable calculation Germany stood 
to lose nothing like 13 per cent of its territory and 10–13 per cent of its population 
that the Germans claimed and English language accounts henceforth uncritically 
accepted. As illustrated by the statistics cited in Table 1.1, actual losses were barely 
9.5 per cent of the territory and less than 2 per cent of the German population.145 
Nor did Lloyd George or Wilson address the question that Clemenceau and Foch 
insistently put, namely how to maintain stability in postwar Europe if Germany, 
with nearly all the war-making potential of 1914, remained determined to  re-draw 
the national borders of Europe and enjoyed the immense additional advantage 
of being able to dominate weak states on its eastern frontier unhindered by a 
powerful Soviet Russia. To Balfour’s suggestion that Britain should be content to 
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Table 1.1 Germany’s territorial and population losses (in Europe) as the result of the 
peace settlement, 1919

In 1914, Germany comprised 540,857.5 square kilometres, and at the last 
prewar census (1 December 1910) a population of 64,925,993. Most of its losses 
due to the settlement can be calculated in a crude way from the 1910 census 
and the 8 October 1919 census.a They include

Territory transferred from 
Germany post First World War

Territory in square 
kilometres

Population 
transferred

1.  Eupen-Malmédy and the district 
of Moresnet transferred to 
Belgium 989.1 60,924

2.  Most of West Prussia and Posen, 
transferred to Poland 46,791.6 3,491,967

3.  Elsass-Lothringen (Alsace-
Lorraine), transferred to France 14,528.5 1,874,014

4.  Northern Schleswig transferred 
to Denmark 3,983.4 166,895b

5.  Memel, transferred from East 
Prussia to Lithuania 13.7 141,000

6.  Upper Silesia transferred to 
Poland and the Hultschin district 
transferred to Czechoslovakiac 3,227.5 857,761d

Total 69,533.9 (13.0%) 6,591,561 (10.2%)

On this basis, the total losses arising from the Peace Settlement are 69,533.9 
square kilometres of land and 6,591,561 inhabitants, or 13 per cent of the 
land and 10.2 per cent of the people.

Practically all accounts of the Peace Settlement present statistics of this 
order. Nonetheless, they greatly overstate Germany’s losses, not least because 
much of the land and people in question had been acquired in the previous 
half century by conquest and were not historically or ethnically German. 
The Nazis themselves made little protest against the loss of Elsass-Lothringen 
or northern Schleswig. Instead, with the exception of Eupen-Malmédy, they 
concentrated their anger upon losses in the East.e Thus, even on the most 
generous basis, Germany’s ‘ undeserved’ losses comprised:

Territory transferred from Germany 
post First World War

Territory in square 
kilometres

Population 
transferredf

1.  Eupen-Malmédy and the  district of 
Moresnet transferred 
to Belgium

989.1 60,924

2.  Most of West Prussia and Posen, 
transferred to Poland

46,791.6 3,491,967 

Continued
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Table 1.1 Continued

Territory transferred from Germany 
post First World War

Territory in square 
kilometres

Population 
transferredf

3.  Upper Silesia transferred to Poland 3,227.55 857,761

4. Memel, transferred to Lithuania 13.7 141,000

Total 51,022.0 (9.4%) 4,550,652 
(7.0%)

On this basis, Germany’s losses arising from the Peace Settlement are 51,022.0 
square kilometres of land and 4,550,652 inhabitants, or 9.4 per cent of the land 
and 7 per cent of the people.

However, even this overstates Germany’s losses for three reasons. First, a large 
fraction of the people transferred from German sovereignty in the East were non-
Germans. Second, when territory was transferred some of the ethnic Germans 
refused to be transferred with it and instead moved elsewhere in Germany. This is 
indicated by the fact that the population of regions of Prussia not directly affected 
by the settlement grew only slightly faster than the rest of Germany between 
1905 and 1910, but much faster than the rest of Germany (7 per cent versus 4.6 
per cent) between 1910 and 1925. Third, the official German statistics on which 
practically all historians rely, may substantially overstate the German losses. In 
the words of Britain’s leading authority in 1919, ’The figures of the 1910 census 
are demonstrably falsified, and even if they were accurate they would describe 
a state of things artificially created by the policy of ruthlessly suppressing the 
Polish language and of substituting German for Polish peasants on the land by 
the expenditure of public money to which the Poles as taxpayers are compelled 
to contribute, and this on top of ‘the more or less natural advantages of the 
dominant people ... especially the presence of large numbers of German officials 
(railway porters and post office clerks, &c.) and their families’.g But even if we 
leave aside the population ‘gains’ from the transferred regions, take into account 
only the non-Germans involved in the territorial changes, and accept the official 
German figures, the ‘undeserved’ losses become:

Territory transferred from Germany 
post First World War

Territory in square 
kilometres

Population 
transferred

1.  Eupen-Malmédy and the 
district of Moresnet 
transferred to Belgium

989.1 60,924

2.  Most of West Prussia and Posen, 
transferred to Poland

46,791.6 743,000 

3. Upper Silesia, transferred to Poland 3,227.55 310,000

4. Memel, transferred to Lithuania 13.7 71,200

Total 51,022.0 (9.4%) 1,185,124 (1.8%)

Continued
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Table 1.1 Continued

On this basis, Germany’s losses amounted to 51,022.0 square kilometres of 
land and 1,185,124 inhabitants, or 9.4 per cent of its land and 1.8 per cent of 
its (prewar) population: a far cry from the 13 and 10–13 per cent invariably 
claimed elsewhere.

Notes:
a) Statisches Jahrbuch für das Deutsches Reich, 1920, tables pp. 1, 2; ibid., 1925, tables pp. 1, 2.
b) On the population of Memel, see Dawson, Germany under the Treaty, p. 244.
c)  The Hultchin district of Prussia that went to Czechoslovakia comprised approximately 

61 square kilometres and 70,000 people in 1919: Dawson, Germany under the Treaty, pp. 
230–1.

d)  (911,542 inhabitants adjusted downwards by 5.9 per cent, being the average population 
growth of German territory not directly affected by the Peace Settlement in the 1919–25 
period): Statisches Jahrbuch für das Deutsches Reich, 1933, tables p. 5.

e) See for instance, Berber (ed.), Das Diktat von Versailles, pp. 684, 685f. and passim. 
f)  Statistics from Temperley (ed.), A History of the Peace Conference of Paris, ii, pp. 175, 190–1, 

205–6, 214–5 tables i, ii, iii; Donald, The Polish Corridor and the Consequences, pp. 22–3 and 
passim; Morrow with Sieveking, The Peace Settlement in the German-Polish Borderlands, pp. 
108 table, 183 table, 237 table xvi, 255.

g) BDFA, Pt. II, ser. 1, vol. 8, no. 83, H.J. Paton memorandum, 27 Feb. 1919. h) See f. 150.

see an imperialist Germany expanding eastwards, where resistance was likely to 
be weaker than in 1914, Lloyd George made no comment.146

Lloyd George and Wilson were scarcely alone in refusing to address this issue. It 
would take until 1939 for British statesmen to recognize the importance of Eastern 
Europe in the international balance of power, and American statesmen even 
longer. This, however, was only part of the Anglo-Saxon powers’ broader failure to 
support the construction and maintenance of a European security framework.

1.8 Stability in the West

Woodrow Wilson, addressing the French Senate on 20 January 1919, described 
France as serving humanity’s cause in the recent war from its stand on the Rhine, 
‘the frontier of freedom’.147 Senators in the Palais du Luxembourg were delighted 
with his words, since they described precisely how they viewed themselves, and 
they encouraged Clemenceau to hope that Wilson as well as British leaders would 
support his proposals to establish a security frontier on the Rhine. Marshal Foch 
meanwhile had drafted the paper on the future of the Rhineland he had prom-
ised in London,148 and Clemenceau circulated it to other delegates, although, old 
Dreyfusard that he was, he refused the Catholic Foch permission to present it to 
the conference.149 Debate on the Rhineland only began on 25 February, with the 
circulation of a second paper drafted by André Tardieu at Clemenceau’s request.150 
Since this constituted the clearest statement of French thinking on postwar security, 
it deserves careful examination.

Foch, in his 10 January memorandum, emphatically disavowed any interest on 
France’s part in annexing the Rhineland; his earlier proposal that troops might 
be raised in the region for the defence of France and its allies did not appear in 
this document. But he also made clear that, with Russia lost from the  balance
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of power, France would not under any circumstances allow the Rhineland to be 
returned to Germany.151 Tardieu, alive to the obligations created by the Fourteen 
Points, affirmed that no change in sovereignty would take place without the 
express approval of the Rhineland’s inhabitants. Tardieu also stressed the Allies’ 
common interest in a different régime in the Rhineland. The region had on sev-
eral occasions become a staging-ground for invasions, most recently in 1870 and 
1914. On the last occasion France had paid an immense price to repel the invaders, 
but the German armies had come perilously close in 1914 to seizing the North Sea 
and Channel ports, which would have made it prac tically impossible for Britain 
and the overseas powers to contribute to stemming German aggression. They 
therefore had a common interest in ensuring that the Rhineland and the bridge-
heads on the right bank of the river were removed from German hands.

[I]t is not a question of strengthening one Ally or another; rather it is a question 
of removing Germany’s capacity to create damage by imposing conditions that 
are essential to the common security of the Western democracies and their 
overseas Allies and Associates, at the same time as safeguarding the very exist-
ence of France. It is not a question of annexing a single grain of German soil; 
it is a question of removing Germany’s offensive capacity.152

Tardieu then reviewed the three solutions favoured by Britain and the 
United States. The first, demilitarization of the Rhineland, was simply inad-
equate. The elaborate railway network on the right bank would enable Germany 
swiftly to concentrate forces at the bridgeheads and retake the left bank before 
the Allies could react. Besides the left bank, the Allies must also retain con-
trol of the bridgeheads, and especially if they were to be able to assist Poland, 
Czechoslovakia or Yugoslavia in the event of German aggression. The second 
alternative, German disarmament, was fine in theory, but would in practice 
require greater inspection and control than Germany or any other great power 
would tolerate for more than a few years. Thereafter Germany could surrepti-
tiously manufacture large quantities of arms in hundreds of locations, and in 
addition to its several million war veterans, it could soon train several million 
more. The third alternative, reliance upon the League of Nations, was equally 
unrealistic since Wilson had rejected French proposals to equip the League 
with a military capability, and collective security through the League could 
scarcely be arranged in time to deter a sudden act of aggression. The United 
States could respond to a foreign threat only at the end of a process starting with 
a decision by the executive committee of the League, followed by the conven-
ing of Congress, if not already in session, the introduction of a resolution and 
debate, and finally the mobilization and transport of troops: a process likely to 
take weeks if not months. The same was true for a British response. Had such 
an elaborate procedure been required in 1914, the British Expeditionary Force 
could not possibly have been despatched in time to make a difference. In that 
case the French army would have been outflanked at Charleroi on 24 August 
and the war lost.153
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Tardieu posed the question whether a change in the status of the Rhineland 
would destabilize international relations by creating a source of frustration akin 
to Alsace-Lorraine before the war. His own answer was firmly negative. On the 
contrary, by reducing Germany’s war-making capacity, it would conduce to sta-
bility and peace, and was thus fully compatible with the princ iples of the new 
League of Nations. In the postwar period, Germany without ‘Posen’, Schleswig 
and Alsace-Lorraine, but with the support of 7 million German Austrians, 
would have a population of 68 million, compared with only 42  million for 
France, Belgium and Luxembourg. And even this understated the imbalance, 
for France had lost its great eastern ally Russia to the Bolsheviks, and the frac-
tious secession states could never be expected to provide a similar counter-
weight. In the meantime Germany would have twice the number of militarily 
trained men and each year its growing population would provide three times 
the number of young men of military age as France. This would be a permanent 
source of instability, if something was not done to right the balance. By remov-
ing the Rhineland from German control, the ratio would still be 62 million to 
42 million.

Finally, Tardieu addressed the question of the Rhinelanders themselves and 
their willingness to accept separation from Germany. In a few sentences he 
reviewed their origins as a Celtic people ‘latinisés par Rome’, and their reluctant 
acceptance of Prussian rule since 1815. He accepted that they were German by 
language and memory. But he asserted that their present reluctance to return 
to Prussian-dominated rule or face socialist domination created a suitable cli-
mate for independence. The Allies could foster it by promising an end to military 
service, relief from war debts, enhanced trade relations and the prospect of self-
government under the protection of the League of Nations.

With the benefit of hindsight it is clear that the French Rhineland proposal 
stood no chance of finding its way into the peace treaty. Members of the American 
delegation had responded with outrage to early reports of French policy, betraying 
sympathy for Germany and loathing of France that made any meeting of minds 
on security unlikely. General Tasker Bliss, Wilson’s chief military adviser, was con-
vinced that the French sought the ‘complete and lasting ruin’ of Germany, a policy 
he described in January 1919 as ‘little less than ... insanity.’154 Charles Seymore, a 
Yale historian and expert adviser to the American delegation, betrayed a similarly 
caricatural notion of France. Days after arriving in Paris, he wrote home that ‘French 
politicians and functionaries as a class are absolutely selfish in their national aims 
and unscrupulous in their methods; and the influence of finance and business in 
politics, while concealed, is enormous and at times disgusting.’155 Herbert Hoover, 
the American food administrator and recently appointed  director-general of relief 
in Europe, betrayed equal hostility towards the French when they insisted upon 
maintaining the blockade on Germany, a prejudice he still harboured ten years 
later when he entered the White House.156 Wilson in private displayed a similar 
prejudice, which grew into a near obsession as the conference dragged on. On 
21 January 1919, just a day after his address to the French Senate, he described the 
French public to the British journalist A. G. Gardiner as ‘hysterical’ about Germany, 
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which, in his opinion, posed no further threat to France, and put it down to the 
‘militarism’ that still dominated French society.157 Returning from the meeting of 
the Supreme War Council on 8 February, he described Clemenceau as ‘unreliable – 
tricky – not trustworthy or truthful.’158 In a private conversation with Wilson few 
days later, William Rappard, the Swiss statesman, was startled to hear him pour 
out his hatred of the French, who were ‘stupid, petty, insane’.159

Similar prejudice was equally common in post-Armistice Britain.160 Four and 
a half years as Allies had done little if anything to alter British assumptions that 
France was racially different and morally inferior, a rival for empire and a poten-
tial enemy. True, some Frenchmen were highly intelligent and even very likeable, 
but as one nation to another Britain and France remained far apart.161 General Sir 
Henry Wilson, who spoke fluent French and sided with Marshal Foch on most 
security issues, was a rare exception.162 Field-Marshal Douglas Haig occupied the 
opposite Francophobic extreme, which had become so marked by the end of the 
war that he refused even to attend the reception for Foch when he visited London. 
He had frequently complained of French cowardice and menda city during the 
war: ‘What Allies to fight with!’163 The British army had won the war, he recorded 
in his diary, and he would not take part ‘in any triumphal ride with Foch, or with 
any pack of foreigners, through the streets of London, mainly in order to add to 
Lloyd George’s importance’.164

Lloyd George himself candidly acknowledged to Clemenceau after the peace 
conference that France and Britain would always remain enemies.165 Smuts, who 
advised Lloyd George at the peace conference, displayed a similar prejudice against 
the French and an equally strong sympathy towards the Germans.166 Sir George 
Graham, the chargé d’affaires at the Paris embassy, confidently predicted that the 
French, by occupying the Rhineland, would ‘have Germany at their mercy for all 
time; and then, as sure as winter follows summer, they, feeling themselves abso-
lute masters of the Continent, will turn round on us.’167 Even reputed Francophiles 
such as Sir Eyre Crowe, the assistant under-secretary at the Foreign Office, and 
Lord Hardinge, the permanent under-secretary and from November 1920 ambas-
sador to France, betrayed a deep-seated prejudice against France. Crowe had been 
the most consistent advocate of closer Franco-British relations before the war, and 
was to remain so afterwards. Nevertheless, he shared the view that innate flaws in 
the French character made cooperation with them very difficult. ‘It arises partly 
from the traditions of French diplomacy’, he wrote in a paper circulated to the 
Cabinet after the war,

but still more from the mentality of the French race, and it represents a differ-
ence both of outlook and methods, as compared with the British, which is fun-
damental. Perhaps the difference can be best defined as a contrast between the 
British habit of endeavouring to deal with the current problems of diplomacy, 
as they arise, on the merits of the particular case, and the French practice of 
subordinating even the most trivial issues to general considerations of expedi-
ency, based on far-reaching plans for the relentless promotion of French prestige 
and the gratification of private, generally monetary and often sordid, interests 
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or ambitions, only too frequently pursued with a disregard of ordinary rules of 
straightforward and loyal dealing which is repugnant and offensive to normal 
British instincts. It is this divergence of national character and conduct flowing 
from them which has made consistent co-operation between British and French 
Governments and agents always difficult, and sometimes impossible . ... [I]t can-
not honestly be said that there is a good prospect of the French changing their 
ways in this respect, however sincere their friendship for this country. They 
are not really conscious of the extent of their shortcomings and therefore not 
 amenable to argument or capable of responding to remonstrance.168

Lord Hardinge also spoke of the French as an arrogant, chauvinist, imperial-
ist race, who were incapable of showing gratitude to Britain for coming to their 
help in 1914.169 As he commented to Curzon after the war, the French were a 
Latin race, and ‘[w]ith Latin races it is essential to stand up to them, the only 
thing that really matters being the question of form.’170 He, Crowe and some col-
leagues in the Foreign Office were prepared to overlook this in the interests of 
the Franco-British Entente. But for other British contemporaries the same attitude 
was part of a loose, circular argument, which assumed that the French should 
be grateful to Britain for saving them from defeat in the recent war, and con-
cluded that their absence of gratitude demonstrated their unworthiness and jus-
tified Britain in withdrawing from any further Continental commitment.171 The 
assumption was manifestly false, since Britain had entered the war not as an act 
of generosity to anyone, but in fulfilment of its own strategic imperatives, which 
remained unchanged by the war. But evidently the temptation to ignore these 
realities was almost irresistible, not only for politicians but also more surprisingly 
for many of their senior  advisers. It then provided justification for lining up with 
President Wilson against the French policy of containing Germany and in favour 
of appeasement.172

Wilson was still in the United States, leaving Colonel House to stand in for him 
in Paris when Tardieu’s memorandum on the Rhineland was circulated. House 
had earlier opposed France’s Rhineland policy, but he knew and liked Tardieu 
since the latter’s time as French high commissioner in Washington in the latter 
part of the war, and almost uniquely in the American camp he was well-disposed 
towards France.173 When Tardieu persuaded him that the French Rhineland 
scheme could be squared with the Fourteen Points, he agreed to support the cre-
ation of a separate Rhineland republic.174 This put Lloyd George on the spot. He 
continued to hold out against the French proposal, but Clemenceau on 12 March 
angrily demanded to know what alternative he was prepared to accept.175 Afraid 
that the United States was on the verge of giving way and at loggerheads with 
the French over reparations, he turned to the idea of granting France a security 
guarantee, first proposed by the Times a few weeks earlier.176 Wilson, who disem-
barked at Brest on 13 March, got wind of developments and ordered an immedi-
ate halt to negotiations. The following day, Lloyd George called on Wilson and 
soon persuaded him to join Britain in offering Clemenceau a guarantee against 
unprovoked aggression as an alternative to his Rhineland scheme. They then 
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met Clemenceau at the Hôtel Crillon where they made their offer. As an added 
inducement, Lloyd George also volunteered to build a Channel tunnel, to over-
come the bottleneck that had slowed the movement of British arms and men to 
the Continent during the recent war.177

Clemenceau took three days to consult his closest colleagues, Paul Pichon, 
the foreign minister, Louis Loucheur and Tardieu, before responding.178 While 
pleased with the proposed guarantees, he insisted upon additional safeguards 
against German aggression. As he pointed out, the guarantees ensured France’s 
ultimate survival in the event of another war. But since it would take months, if 
not years, for Britain and the United States actually to send forces, France must 
secure its frontiers against invasion. This led to another fortnight of exception-
ally intense negotiations during which Clemenceau requested sovereignty over 
the Saar and the permanent occupation of the Rhineland as well as pleading for 
an economically and militarily viable Poland. The claim to the Saar infuriated 
Wilson, who regarded as spurious the French historical and economic justifica-
tions, and got up merely to justify its crude imperialism. Lloyd George, while 
expressing some appreciation of the economic case, sided with Wilson.179

On 31 March, Clemenceau secured another audience for Foch who repeated his 
arguments for the Rhineland, to no avail.180 Utterly out of patience with French 
security demands and exhausted by the negotiations, Wilson signalled his readi-
ness to abandon the conference on 6 April by calling for the USS Washington 
to proceed to Brest.181 Thereupon Clemenceau, seeing no hope of gaining sover-
eignty over the Saar, agreed to League administration of the territory and a ref-
erendum after 15 years to decide on its future. In the event that the Saarlanders 
voted to rejoin Germany, France would dispose of its ownership of the Saar’s 
mines on terms defined by an arbitral committee.182

The fate of the Rhineland involved another week of bitter wrangling before 
a compromise was reached. Lloyd George wanted the military occupation to 
last only two years; Clemenceau held out for an indefinite occupation – until, 
as Foch said, the Germans had a ‘change of heart’.183 Lloyd George appealed to 
Clemenceau to rely upon the Anglo-American guarantees and not encroach upon 
German sovereignty. If Germany had known that Britain and the United States 
had guaranteed Belgium and France in 1914, he insisted, it would never have gone 
to war. Foch at Clemenceau’s request explained that, on the contrary, Germany 
might have been tempted into sudden aggression, so as to destroy France before 
the Anglo-Saxon powers could intervene. This prompted Lloyd George and Wilson 
to ask how Germany could possibly raise the large army this would require with-
out alerting the other powers. Clemenceau and Foch replied that Germany was 
a large country and could quite well disguise its preparations until they were 
already advanced, especially as the Anglo-Saxon powers opposed the inspections 
necessary to monitor secret rearmament.184

Clemenceau held out until 15 April, when Wilson acquiesced in a compro-
mise that went some way to satisfy French demands. The Rhineland and a 
50 km strip along the right bank of the Rhine would be permanently demili-
tarized, and the region would be occupied by Allied forces and evacuated in 
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stages over 15 years, with the proviso that the occupation might be prolonged if 
Germany failed to meet its reparation commitments.185 Eventually Clemenceau 
also secured agreement on, among other things, a reduction in the German 
peacetime army from 140,000 to 100,000 long-serving troops, the elimination 
of the high command, heavy weapons and half the munitions initially pro-
posed, and the creation of Allied military, naval and air control commissions to 
monitor German disarmament. But he was uneasily aware that they lacked the 
certainty of permanently removing the Rhineland from German sovereignty. 
Unfortunately for him, the British and American guarantees were even less 
substantial than he imagined.

To Clemenceau it seemed almost self-evident that Britain and France shared 
a common interest in containing Germany, and that Britain would not wish to 
repeat the tragic mistake of 1914 when it had left this unclear until the German 
offensive was already underway. He had sought but failed to secure British and 
American agreement on the precise operation of the guarantees, including what 
would be considered a casus belli or ‘unprovoked aggression’, and whether this 
would include a breach of the disarmament terms or the demilitarized zones on 
either side of the Rhine.186 Nevertheless, he appears to have regarded the guaran-
tees as important symbols of support: confirmation that Britain and the United 
States recognized their common security interests.187 From all the evidence, how-
ever, Lloyd George proffered the British guarantee to France merely as a bargain-
ing ploy and nothing more. He did not even mention his intention to offer the 
guarantee to Hardinge, the permanent under-secretary of the Foreign Office, 
Balfour, the foreign secretary, or other members of the Imperial War Cabinet.188 
Nor did he consult on the add itional inducement of the Channel tunnel, which 
Churchill had casually suggested a fortnight before.189 Initially he said nothing 
about making the British guarantee conditional upon an American commitment, 
and it was not until the final  drafting session that he slipped in the word ‘only’, 
which enabled Britain to back out of its commitment when the United States 
Senate failed to ratify the Treaty.190 But this was at most a form of reinsurance 
against liability, for he had kept the wording of the guarantee sufficiently impre-
cise to ensure that future British governments would remain free to decide how 
to apply it. Meanwhile he could use the guarantee to secure a variety of French 
concessions in the remaining weeks of the conference. Indeed, with his offer 
of the guarantee he initiated a routine that was to become a feature of Franco-
British relations throughout the interwar years, when Britain’s promise of support 
was repeatedly proferred as a means of inducing France to acquiesce in appeas-
ing Germany. Curzon acknowledged the stratagem when he observed to Lord 
Grey that a British guarantee might be even better without a parallel American 
commitment.

France ... would then be exclusively dependent on our own. You know the 
immense importance in which [France] holds this guarantee Treaty, and the 
unceasing terror in which she lives concerning her eastern border. ... [I]t might 
be a great advantage to us to have this lever in our possession, and to be able to 



62  Great Interwar Crisis

use it to obtain an equitable solution of some of the problems [in the Near and 
Middle East] with which we are confronted.191

President Wilson appears to have offered the American guarantee for essentially 
similar reasons. Like Lloyd George, he was impatient with France’s Rhineland 
proposal which appeared to him unreasonable and provocative. The guarantee 
was intended to persuade Clemenceau to abandon it without adding to America’s 
liabilities. Wilson, too, had refused Clemenceau’s request to define precisely the 
terms of the guarantee,192 while acknowledging to Lloyd George that it ‘amounted 
to very little more than Article 10 of the Covenant.’193 Indeed, he added the rider 
that the guarantee would come into operation only after a decision by the League, 
and furiously protested when Senator Bourgeois sought to reopen the question 
of equipping the League with a military coordinating agency.194 Clemenceau 
thus emerged from the deliberations with a number of minor safeguards against 
German aggression. But his great hope of securing an informal, if not formal, 
alliance with Britain and if possible the United States went unrealized. He was 
anxious to believe that the guarantees bore at least a symbolic importance for 
France. But the circumstances in which they were offered left no room for doubt 
that they were valueless.

1.9 Reparations, war debts and financial reconstruction

In light of the importance that reparations and war debts assumed in the 1920s, 
it is remarkable that the financial terms of the peace settlement were taken 
up only in the latter stages of the conference. Typically of statesmen at this 
time, Lloyd George, Clemenceau and Wilson were preoccupied with politics 
and security, and showed scant interest in financial or economic issues. But it 
is also true that the financial problems that were to dog the European countries 
after the war were not immediately apparent. When President Wilson publicly 
affirmed in his Fourteen Points that there would be ‘no annexations, no con-
tributions, no punitive damages’, neither Lloyd George nor Clemenceau sig-
nalled their disagreement.195 It was only at the last minute that they persuaded 
Wilson to include an addendum to the section of the Armistice that referred 
to the restoration of all Belgian and French territories, which stated: ‘By it they 
understand that compensation will be made by Germany for all damage done 
to the civil population of their Allies and their property by the aggression of 
Germany by land, by sea, and from the air.’196 After the Armistice they began to 
encourage hopes that Germany could be made to pay massive compensation to 
the Allies. Campaigning in the British general election, Lloyd George claimed 
that Germany would bear ‘the full cost of the war’, and used phrases such as 
paying ‘to the limit of her capacity’, ‘obtaining the fruits of victory’ and ‘the 
loser pays’.197 Just before polling day, his colleague, Sir Eric Geddes, memorably 
declared, ‘The Germans, if this Government is returned, are going to pay every 
penny; they are going to be squeezed as a lemon is squeezed – until the pips 
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squeak. My only doubt is not whether we can squeeze hard enough, but whether 
there is enough juice.’198

Similar claims were made in France. As Le Matin, the country’s largest circula-
tion paper, put it on the morrow of the Armistice, the Germans ‘must learn by 
the sweat of their brow that one does not violate justice with impunity.’199 ‘Le 
Boche paiera’. Yet as late as January 1919, Lloyd George contemplated omitting 
the chancellor of the exchequer from his re-formed Cabinet, such was the appar-
ent unimportance of finance in political decision-making.200 It was only in the 
following weeks, when the United States stopped further credits to the Allied 
 powers, inflation accelerated and pressure mounted for tax reductions along with 
demands that the government honour its wartime promises of better peacetime 
conditions, that Lloyd George became seriously exercised about reparations.

When on 21 February deliberations got under way in the conference repar-
ations commission, attention focused on two questions: how much Germany 
could be expected to pay and what the payments should cover. The British Board 
of Trade and the Treasury had proposed a total reparation bill of £3 billion and 
£2 billion respectively. But early in 1919, Lloyd George handed the reparations 
issue over to Lord Sumner, a law lord, and Lord Cunliffe, the recently retired gov-
ernor of the Bank of England. The two, who acquired notoriety at the conference 
as the ‘heavenly twins’, were already known to favour enormous reparations and 
now recommended the extraordinary sum of £25 billion.201 This was intended 
to cover not only the physical damage directly caused by the war but also separ-
ation allowances, pensions for widows, orphans and the severely wounded, and 
the cost of fighting the war. The French strategy, devised at this time, was to seek 
payment for direct damages, but not the total cost of the war, since this would 
reduce France’s share of the payments.202 The British proposal to include pensions 
and other survivors’ benefits nearly doubled the total liability and raised protests 
from President Wilson and American experts, who constantly warned against 
over-burdening Germany.

Briefly on 15 March it seemed that a workable solution might emerge when 
a new committee comprising leading authorities from Britain, France and the 
United States dismissed the reparations total proposed by the heavenly twins as 
unrealistic, and advocated a nominal bill of £6 billion.203 This, they believed, was 
the maximum that could reasonably be demanded on the basis of the Armistice 
terms, and the maximum that Germany could or would tolerate paying over 
30 years. In fact, the total was considerably smaller than it appeared because 
the report included the provision that half the bill should be paid in depreciated 
German currency, and at least £1 billion should be credited to Germany in the 
first two to three years for the loss of its merchant marine and overseas territo-
ries. This would leave the reparations bill only modestly higher than the early 
recommendations of the Board of Trade and Treasury experts. Wilson, who had 
consistently advocated moderation, accepted the report. More surprisingly, so 
too did Lloyd George and Clemenceau. But three days later Lloyd George turned 
his back on it, recalled Sumner and Cunliffe, and proposed a total that in prac-
tice would be three times as much as proposed in the report.204 Although a new 
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ad hoc  three-man committee was formed, it did not even suggest a new total when 
it reported on 25 March, but instead merely set down the three powers’ recom-
mendations: for the United States a minimum of £5 billion and a maximum of 
£7 billion, for France a minimum of £6.2 billion and a maximum £9.4 billion, and 
for Britain a single figure of £11 billion.205

Despite the fact that Britain was now demanding by far the largest reparations 
total, Lloyd George skilfully turned the tables on the French when the Council of 
Four resumed deliberations on 23 March. While claiming to be embarrassed by the 
‘absurd figures’ advanced by Sumner and Cunliffe, he argued that the only solu-
tion was to leave the final decision on Germany’s liability to an expert commis-
sion meeting after the conference, when reason might again prevail.206 Then, when 
the French prolonged deliberations, he accused them of driving Germany into the 
arms of the Bolsheviks by their excessive demands, while Wilson, more than ever 
biased against the French, applauded his appeal for moderation.207 Immediately, 
Lloyd George called upon General Smuts, whom Wilson held in high regard, to 
make the case for including separation allowances and pensions within the repara-
tions bill.208 Wilson’s acceptance of Smuts’ argument, which Wilson’s biographer 
describes as ‘his most important concession at the conference’, shocked his advisers 
who had expected him to hold out against a large reparations bill.209 Wilson later 
explained that he did so simply because America, seeking no repar ations for itself, 
could not properly stand in the Allies’ way.210

A part of the explanation is almost certainly that Wilson’s health had given 
way under the strain of attempting single-handedly to manage American for-
eign relations, and he was no longer able to stay the pace set by Lloyd George and 
Clemenceau.211 It seems he still assumed that Germany would only pay reparations 
for a single generation, in which case how they were used could make little differ-
ence to Germany’s burden. If so, it was an error of the first order to allow Lloyd 
George to slip in an amendment that removed the time limit on German pay-
ments.212 This was clever of Lloyd George, but it scarcely contributed to resolving 
the problem. In fact, three crucial questions remained unanswered: what the total 
reparations bill for Germany would be, how Germany would – or could – pay such 
a sum, and how the Allies would divide up the payments among themselves, What 
was more, the question of war debt repayment had not even been formally raised 
at the conference, let alone answered.213 The most that could be said is that the 
three democratic powers had postponed the crisis that was bound to come when it 
became fully apparent that covering the huge costs of the war through reparations 
could not be squared with the goal of rapid postwar economic recovery.

The Supreme Economic Council, kept in being after the Armistice, was pulled 
in different directions by the three leading powers once the conference began. 
The French delegates sought to convert it into a league of victor powers by main-
taining the wartime controls over commodity procurement, to favour their 
economic recovery while containing German ambitions.214 The Americans and 
British initially supported the French proposal, and they soon reached agree-
ment on clauses in the peace treaty that required Germany to grant most-
favoured-nation treatment to the Allies while authorizing them to withhold 



Liberal Powers, Peace-Making  65

the same treatment from Germany for a five-year period.215 But in the United 
States and Britain, opposition soon emerged to controls on foreign trade, and 
with France rapidly dismantling its own controls, effective constraints upon 
Germany became impossible.216 American financial experts, scornful of French 
and British greed on reparations, had kept quiet on war debts and were now 
content to concentrate on short-term relief schemes for the Allies and newly 
created countries.217 Mounting evidence that Europe’s virtual bankruptcy could 
not be overcome by hand-outs led British experts in early April to propose a 
thorough assessment of the Continent’s reconstruction needs.218 This was 
welcomed by the French but flatly turned down by the American delegation’s 
financial advisers.219 Increasingly worried, British advisers had Lloyd George 
submit to Wilson a proposal drafted by J. M. Keynes, bearing the longwinded 
title, ‘Scheme for the Rehabilitation of European Credit and for Financing Relief 
and Reconstruction’.

The Keynes plan, as it became known, was a simple arrangement whereby 
 ex-enemy as well as secession states would issue up to £1.4 billion in bonds. These 
would be guaranteed by the Allied and Associated powers along with Europe’s 
neutral states, and the majority of funds thus raised would be paid over to the 
Allied powers as reparations, with the balance – a total of £75 million in the case 
of Austria, Hungary and Bulgaria, and £200 million in the case of Germany – 
retained for the purchase of food and raw materials.220

Wilson’s financial advisers swiftly persuaded him to reject the scheme. They 
accepted that Europe faced an acute crisis and that in an economically inter-
dependent world the United States could not escape the consequences of a 
European collapse. Nevertheless, they recognized that the American public was 
deeply ignorant of Europe’s plight and becoming rapidly more impatient to see 
an end to all foreign loans and credits. As Russell Leffingwell, assistant secretary 
of the Treasury, reminded his colleagues in Paris,

The American people have lived an existence of provincial isolation for 
one hundred years; foreign trade has never been an important factor in our 
commercial or industrial life; we think of ourselves as having performed heroic 
deeds and borne great sacrifices to save France and Italy and hence England 
from annihilation by the Hun; and now we are inclined to feel that there is a 
disposition on Europe’s part to exploit our generosity and to take advantage of 
us in financial matters. Unfortunately though it be, these are ... [the]views of 
the average American.221

The Keynes plan had two other strikes against it. One was that Wilson opposed 
large-scale reparations, and despite its title the plan was a none-too-subtle means of 
getting the United States to subsidize substantial German reparation payments to 
the Allied powers. The second was that it offered a public solution to Europe’s plight, 
involving state guarantees, whereas the Americans favoured private or commercial 
solutions. Thomas Lamont and Bernard Baruch, Wilson’s two leading advisers, were 
from Wall Street, which had profited enormously from war finance oper ations. 
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They persuaded themselves that the United States possessed everything needed 
to contribute to European recovery without being drawn into arrangements that 
involved governments and would be seen to favour Britain and France more 
than the United States. American manufacturers were geared up to produce the 
required exports, the Treasury had just secured Congressional approval for the 
War Finance Corporation to extend another $1 billion in export guarantees, and 
Wall Street could supplement this with commercial loans. All that remained 
was for European governments to restore investor confidence through policies 
of sound finance, open their markets to international trade and forgo spending 
their foreign credits on arms or public works (aside from transport facilities).222

Unfortunately it was not as simple as this. The European crisis was much more 
acute than the Americans’ liberal market-based solution allowed for, and the same 
nationalism that made Americans so suspicious of collaborating with Britain and 
France was equally prominent in Europe. Nations had made huge sacrifices to 
defend or gain their independence, in some cases failing disastrously. In the absence 
of a credible international security framework, national defence was bound to take 
priority over balanced budgets and private investment. The American plan,  leaving 
European reconstruction to capital market solutions, was therefore no more practi-
cable than the Keynes plan. In the event, aside from the provision of further relief 
supplies, nothing was agreed before the conference ended.

1.10 The beginning of appeasement

The compilation of the draft treaty on 5 May sent a frisson through the British 
delegation, who now saw just how many unwelcome demands the victor  powers 
would impose upon Germany.223 At a special meeting of the Imperial War Cabinet 
on 1 June, Smuts denounced the treaty and threatened to leave the conference 
rather than sign it in its present form. Thereafter he pressured Lloyd George to 
demand radical revision.224 Lloyd George defended the treaty, pointing out that 
it was the product of lengthy, multilateral negotiations and could not be set aside 
at this stage simply because of British dissatisfaction. Nonetheless, he shared his 
colleagues’ frustration and agreed that a special effort should be made to improve 
Germany’s frontier settlement with Poland.225 But the actual start of appease-
ment can be dated somewhat earlier, to the weekend of 21–3 March, when Lloyd 
George, frustrated by French policy, gathered seven advisers for two days of reflec-
tion at Fontainebleau, the grand palace built by Charles V 20 km south-east of 
Paris. The resulting memorandum, drafted by Philip Kerr and circulated to the 
French and Americans, has won praise from subsequent generations of historians 
as an exemplary statement of enlightened internationalism.226 This was just how 
Lloyd George and his colleagues regarded it, and it is difficult to quarrel with the 
principles he professed to apply:

From every point of view ... it seems to me that we ought to endeavour to draw 
up a peace settlement as if we were impartial arbiters, forgetful of the pas-
sions of war. The settlement ought to have three ends in view. First of all it 
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must do justice to the Allies, by taking into account Germany’s responsibility 
for the origin of the war, and for the way in which it was fought. Secondly, it 
must be a settlement which a responsible German Government can sign in the 
belief that it can fulfil the obligations it incurs. Thirdly, it must be a settlement 
which will contain in itself no provocations for future wars, and which will 
constitute an alternative to Bolshevism, because it will commend itself to all 
reasonable opinion as a fair settlement of the European problem.227

In retrospect, it can be said that parts of the Fontainebleau memorandum, in 
particular its references to the danger of territorial arrangements that placed 
large numbers of Germans and Magyars under foreign rule, seem almost presci-
ent. Thus it warned that leaving 2.1 million Germans behind the Polish frontier, 
as proposed by the conference’s commission on Polish affairs, must lead sooner 
or later to war in the East. But what the memorandum failed to acknowledge was 
that no territorial settlement acceptable to Germany was likely to be acceptable 
to Poland or Czechoslovakia; and no settlement was likely to last without a secu-
rity framework that safeguarded Eastern Europe against renewed German aggres-
sion, since East and West were two halves of a single whole. The memorandum 
invited the Continental countries to rely for their security upon the League of 
Nations and by disarming along with Germany. But as Clemenceau was to point 
out, this was ingenuous, coming from Britain which insisted upon safeguard-
ing its own independence by maintaining the largest navy in the world. He was 
equally put out by Lloyd George’s warning that France was playing with fire by 
making excessive demands on Germany. As he observed, Lloyd George’s warning 
would carry more conviction were he prepared to modify Britain’s own extensive 
demands on Germany: its navy, its merchant marine, its colonies, its leased ter-
ritory in China, its coaling and telegraph stations and other overseas interests. 
Lloyd George ignored these penalties when he warned:

The greatest danger that I see in the present situation is that Germany may 
throw in her lot with Bolshevism and place her resources, her brains, her vast 
organising power at the disposal of the revolutionary fanatics whose dream 
is to conquer the world for Bolshevism by force of arms ... . [W]ithin a year we 
may witness the spectacle of nearly three hundred million people organized 
into a vast red army under German instructors and German generals equipped 
with German cannon and German machine guns and prepared for a renewal 
of the attack on Western Europe. This is a prospect which no one can face with 
equanimity. Yet the news which came from Hungary yesterday shows only too 
clearly that this danger is no fantasy.228

Surprisingly, Clemenceau passed over Lloyd George’s reference to Alsace-
Lorraine, used to illustrate the consequences of an oppressive peace settlement, 
which was no less revealing. According to the Fontainebleau memorandum, 
Prussia-Germany’s seizure of these French provinces in 1870 should have made 
Germany stronger and France weaker, but in fact it had done just the opposite 
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because it led France to create alliances and eventually force the return of the lost 
provinces:

France itself has demonstrated that those who say you can make Germany so 
feeble that she will never be able to hit back are utterly wrong. Year by year 
France became numerically weaker in comparison with her victorious neigh-
bour, but in reality she became ever more powerful. She kept watch on Europe; 
she made alliance with those whom Germany had wronged or menaced; she 
never ceased to warn the world of its danger and ultimately she was able to 
secure the overthrow of the far mightier power which had trampled so bru-
tally upon her. You may strip Germany of her colonies, reduce her armaments 
[armies] to a mere police force and her navy to that of a fifth rate power; all the 
same in the end if she feels that she has been unjustly treated in the peace of 
1919 she will find means of exacting retribution from her conquerors.229

The last sentence was perhaps fair comment, but the history itself was remarkably 
self-serving. The assertion that France had grown stronger after 1870 and eventu-
ally prevailed over Germany ignored the fact that France had made no effort to 
regain Alsace-Lorraine for 40 years, and had only done so in a war brought on 
largely by Germany itself. Put differently, France might never have regained its 
lost provinces had Germany not made the mistake of going to war in 1914. In fact, 
Lloyd George was baldly suggesting that the Great War had been a war of revenge 
instigated by France. It is tempting to treat this as merely an unfortunate use of 
language, and to assume he meant simply that ill-feeling over the disposition of 
territories in 1870–1 contributed to the tense atmosphere of the prewar period. 
But Lloyd George was to repeat the claim many times in the next few years with-
out correction from colleagues that French revanchism over  Alsace-Lorraine – not 
German aggression – caused the war.230 Placed in context, there are compelling 
grounds for thinking he believed it.

Summarized briefly, Lloyd George and most of his countrymen had entered the 
war with great reluctance. The French were their Entente partners and deserved 
some support, but they remained French, Britain’s ‘hereditary enemy’, a race 
apart, whereas the Germans, notwithstanding the foolishness of the Kaiser and 
his Prussian high command, were Britain’s cousins. Four years after the outbreak 
of a war which had cost a million casualties, therefore, Britain’s educated classes 
betrayed a scarcely veiled loathing of the French. Being Latins, they were clever, 
witty, sophisticated, but also self-regarding, mercurial, ‘materialistic’ and amoral. 
Had they not employed these qualities to draw Britain into the war in furtherance 
of their own national interests? In short, had it not been a French war, in which 
the British, trusting and phlegmatic, had been deceived into fighting their own 
cousins, to serve French imperialism?231

Viewed in this light, Lloyd George’s statement was not inappropriately phrased 
at all. On the contrary, it was fully consistent with much that followed. Among 
other things, it helps explain the bitterness with which most British statesmen 
regarded France. It also explains their opposition to severe sanctions against 
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Germany, despite the million Britons injured or killed fighting the Germans 
and their allies, their reluctance to believe that Britain and Germany could ever 
again go to war with one another, and their determination to discourage France 
from repeating its allegedly aggressive behaviour in Europe. In the words of the 
Fontainebleau memorandum, the Germans were ‘one of the most vigorous and 
powerful races of the world’. The Latins and Slavs in contrast were represented 
essentially as  troublemakers who could hope for security only once German 
‘rights’ were satisfied.

The Fontainebleau memorandum was revealing in other ways as well. The 
suggestion that France was now playing a dangerous game in its oppression of 
Germany hardly squared with the evidence adduced to support it. In the first 
place, Germany’s territorial and population losses in Europe, now blamed on 
France, were actually much smaller than Britain claimed. In any case, they were 
largely unavoidable if Wilson’s Fourteen Points were to be implemented and the 
nations surrounding Germany were granted their independence. Second, it was 
Britain, rather than France, that had insisted upon stripping Germany of its colo-
nies and merchant marine and reducing its navy to that of a fifth-rate power, 
and Britain that was chiefly responsible for inflating reparation demands. If the 
Fontainebleau memorandum revealed anything, it was the tendency of British 
observers to view the recent war as a quarrel among the Continental powers, and 
to regard Britain as the arbiter, holding the ring rather than bearing its share of 
responsibility as one of the competitors for empire and markets.

In the final weeks of the conference, Lloyd George strove almost frantically 
for concessions to Germany and emerged with some success. At his insistence, 
Clemenceau and Wilson agreed to withhold Upper Silesia and Danzig from 
Poland, leaving the fate of the former to be decided by a plebiscite and placing 
the latter under League of Nations control.232 He also secured their agreement 
to a reduction in charges for the Allied armies of occupation in the Rhineland, 
Germany’s early admission to the League and several other lesser concessions. 
This was the start of a process of appeasement that continued throughout the 
1920s and 1930s and ended only in June 1940.233

1.11 Security unravelled

On 28 June 1919, the German treaty was signed in a brief ceremony in the Hall 
of Mirrors at the Palais de Versailles where in another ceremony 48 years  earlier 
France’s provinces of Alsace and Lorraine were formally annexed by the new 
Second Reich. In July 1919, the British Parliament approved the treaty as well 
as the guarantee to France after a brief, almost perfunctory debate.234 In Paris 
ratification took only somewhat longer. Within the specially constituted peace 
treaties commission of the Chamber of Deputies, conservative critics sided with 
Marshal Foch in denouncing the security provisions of the treaty as gravely defi-
cient. Louis Barthou, the rapporteur-général, left no doubt that he shared this view 
during his blunt interrogation of Clemenceau on 17 July. Louis Marin, another 
conservative nationalist, proposed that ratification should be set aside until the 
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US Senate confirmed the Anglo-American guarantee and the terms of the other 
peace treaties were known. By now the Socialists had also decided to oppose the 
treaty because it was too repressive. But most parliamentarians took the view that 
there was nothing to be gained from delay, and despite angry criticism from right 
and left, the Chamber and the Senate endorsed the treaty in early October.235

In the United States it was a different story. By the time Wilson submitted 
the treaty to Congress for ratification it was already clear that his decision to 
 incorporate the League covenant within it would be a major stumbling block. 
Since March, Henry Cabot Lodge, the Republican chairman of the Senate com-
mittee on foreign relations, had campaigned against participation in the League, 
 claiming that it constituted a dangerous encroachment upon American sover-
eignty. Lodge made no secret of his personal dislike of Wilson and his intention 
to turn this issue to advantage against his Democratic opponent. Wilson recip-
rocated Lodge’s enmity, but being absent in Paris until late June and chronically 
unable to delegate responsibility he found little time to enter into the game of 
persuasion on Capitol Hill which the occasion demanded.

In fact, the differences between the two men were less than they appeared. 
Lodge the New Englander and Wilson the Southerner were both keenly interested 
in the expansion of overseas trade and sought a peace favourable to American com-
merce.236 Wilson was no more prepared than Lodge to see the League encroach 
upon American sovereignty or draw the country into foreign conflicts against its 
will. No doubt Wilson looked forward to the United States providing moral lead-
ership for the world through the new organization. But he was satisfied that his 
reservation reaffirming the validity of the Monroe doctrine effectively safeguarded 
American interests in the Western hemisphere. As for Article X of the covenant, 
which called upon member states to ‘undertake to respect and preserve as against 
external aggression the territorial integrity and existing political independence of 
all Members of the League’, this constituted in his eyes only a moral commitment, 
the practical significance of which remained for Washington to determine when-
ever the occasion arose. As he explained to senators, the United States would decide 
when and how it applied.237 The problem nevertheless was the look of the thing, as 
Lodge appreciated. If the proposed League impressed the Europeans, it was bound 
to disturb Americans, who feared being further entangled in Europe’s wars.

During 1919, Lodge reminded American audiences of the founding fathers’ 
warnings against being drawn into Europe’s imperialist conflicts. In a major 
speech to the Senate in August he returned repeatedly to this theme:

I think it is just as undesirable to have Europe interfere in American affairs as 
Mr. Monroe thought it was in 1823, and equally undesirable that we should 
be compelled to involve ourselves in all the wars and brawls of Europe. ... We 
shall be of far more value to the world and its peace ... by adhering to the policy 
of Washington and Hamilton, of Jefferson and Monroe, under which we have 
risen to our present greatness and prosperity. ... We have interests of our own 
in Asia and in the Pacific which we must guard upon our own account, but the 
less we undertake to play the part of umpire and thrust ourselves into European 
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conflicts the better for the United States and the world. ... The United States is 
the world’s best hope, but if you fetter her in the interests and quarrels of other 
nations, if you tangle her in the intrigues of Europe, you will destroy her power 
for good and endanger her very existence.238

Lodge’s warnings seemed all too salutary in the present climate of opinion, 
for the spectre of Bolshevism was spreading through the country like a conta-
gion, feeding the suspicions of those who longed to break with Europe. Ironically, 
A. Mitchell Palmer, Wilson’s own attorney general and a supporter of the 
League proposal, encouraged the Red scare after his own home was bombed in 
June 1919. With special funds from Congress, he created a General Intelligence 
(or Radical) Division under a young law-school graduate, J. Edgar Hoover, and in 
November 1919 he launched spectacular raids on the homes of alleged subver-
sives in New York,  casting his net ever wider until January 1920. Amidst almost 
unprecedented labour unrest and widespread hysteria, over six thousand ‘alien 
radicals’, many of them recent arrivals from Europe, were arrested and some 
six hundred were deported without trial.239 The resulting clamour obstructed 
Wilson’s efforts to persuade the largely Republican Senate that his League would 
actually protect the United States from further European troubles. Convinced 
that he could bring the people around to his project, he embarked on 3 September 
on an ambitious speaking trip, starting in Minneapolis and continuing through 
the Republican heartland of the West and South-West, in the hope of impressing 
his Senatorial opponents with a groundswell of popular support. In the event, he 
received a decidedly mixed reception, and the strain of 40 speaking engagements 
in 22 days in the Western heat proved too much. On 25 September at Pueblo, 
Colorado, he collapsed and shortly afterwards suffered a stroke that left him par-
tially paralysed.240

Senators, invited to vote on unconditional approval of the treaty on 
19 November, came down decisively against it. Democratic colleagues appealed 
to Wilson to accept reservations of some sort. But the President so badly mis-
judged the  situation that, in threatening to turn it into a partisan issue in the 
forthcoming Congressional and Presidential elections, he ensured overwhelming 
opposition to the covenant and treaty.241 On 19 March 1920, the Senate voted for 
a second time on the treaty, this time accompanied by Lodge’s strongly worded 
reservations, but failed to secure the necessary two-thirds majority required for 
ratification. The outcome confirmed the enduring strength of the isolationist 
tradition in America, which Lodge had skilfully exploited. Yet it is unlikely that 
a different result would have made much difference to the subsequent course 
of events. While the presence of an American on the League Council might 
have provided some reassurance to other countries, his veto powers would have 
been governed by the same isolationist tradition that had been the hallmark of 
American foreign policy since independence.242 Already disillusionment with 
the peace-making process was apparent throughout the country. By the time 
of the second Senate vote in March 1920, interest in the outcome had largely 
subsided.
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Disillusionment was also increasing in Britain. Negative reports of the peace-
 making process had already begun to circulate when Keynes’s Economic Consequences 
of the Peace was published in December 1919 and quickly became an international 
best seller. Combining acute economic analysis and witty pen portraits, Keynes 
presented Lloyd George as too clever by half and Wilson as a sanctimonious plod-
der, out of his depth in negotiations with his more worldly European colleagues. 
But his most vivid portrait was of Clemenceau, whom he presented as a bloodless 
zealot, bent upon destroying Germany regardless of the consequences for the rest 
of the world. Profoundly sympathetic to Germany and scornful of Slavic Poland, 
Keynes’s account helped to convince British observers that France was chiefly 
responsible for the adoption of an oppressive, unfair and unsustainable treaty.243

Robert Graves, the poet and novelist, encountered the strength of feeling among 
the English educated classes shortly after the war. Having put off university in 
1914 and spending much of the war as a junior officer on the Western front, he 
went up to Oxford after being demobilized in 1919. There he found

anti-French feeling among most ex-soldiers amounted almost to an obses-
sion. [His contemporary and fellow officer and poet] Edmund [Blunden], 
shaking with nerves, used to say at this time: ‘No more wars for me at any 
price! Except against the French. If there’s ever a war with them, I’ll go like 
a shot.’ Pro-German feeling had been increasing. With the war over and the 
German armies beaten, we could give the German soldier credit for being the 
most efficient fighting-man in Europe. ... Some undergraduates even insisted 
that we had been fighting on the wrong side: our natural enemies were the 
French.244

Graves’s account of his war experience takes considerable liberties with the truth, 
but there is no reason to doubt his reference to postwar Oxford and Blunden’s 
reaction to the conflict.245 G. E. R. Gedye, an officer on the political intelligence 
staff of the British Army of the Rhine, wrote of the sudden resurgence of ‘racial 
kinship’ between Briton and German in the spring of 1919 and a corresponding 
anger at French mistreatment of their defeated enemy.246 Numerous accounts con-
firm that British ex-servicemen’s organizations became very anti-French between 
the wars.247 The same attitude was reflected in February 1920 when the Oxford 
University Union supported the motion, ‘that the Peace Treaty is an economic 
disaster for Europe’, and another motion in May of that year that ‘condemns 
the vacillating policy of this Government towards Germany, and recommends 
the immediate re-establishment of cordial relations.’248 In October 1920, a letter 
signed by 57 eminent Oxford academics expressed regret at the disruption of rela-
tions with their German and Austrian counterparts during the war and appealed 
to them to help restore ‘a wider sympathy and better understanding between 
our kindred nations.’249 Despite the controversy stirred up by the letter, students 
of the Cambridge Union soon adopted the motion ‘that this House desires to 
associate itself with the sentiments expressed in the Oxford letter to the German 
professors.’250 Early the following year the Cambridge Union defeated a motion
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favouring a Franco-British alliance, while not to be outdone the Oxford Union 
defeated a motion endorsing ‘the continuance of an Anglo-French Entente as a 
guiding principle in British foreign policy.’251

The pattern continued in March 1923 when the Oxford Union adopted the 
motion ‘that ... the crushing defeat of Germany was a blow both for Europe and 
for Great Britain’. Several weeks later Union members adopted by 128 to 71 the 
motion that ‘the selfishness of French policy since 1918 has condemned human-
ity to another World War’, and in June, with the prime minister speaking in 
opposition, they narrowly defeated the motion that ‘the Treaty of Versailles is 
devoid of the principles of wisdom and justice’.252 Ten years later they voted 275 
to 153 that ‘this House will in no circumstances fight for its King and Country.’253 
Historians, overlooking the earlier motions, commonly treat this one as evidence 
of pacifism, which is probably not an accurate and certainly not a complete expla-
nation of the students’ motives.254 As for Edmund Blunden, even while fighting 
the Germans on the Western Front he believed that ‘the War was a great crime’.255 
Siegfried Sassoon, another poet and officer who came to regard the war as a form 
of madness, confirms that Blunden reacted to it by becoming apologetic towards 
Germany and that until the very eve of the Second World War he remained 
‘strongly imbued with the German point of view, and seems unable to realise the 
meaning of Nazi aims and methods.’256

Nor was he alone. The Great War, so far from reducing Anglo-Saxonism and 
racial conceptions of Europe among the English educated classes had almost 
certainly increased them.257 Ernest Barker, professor of politics and principal 
of King’s College London, acknowledged as much in 1925 when he spoke of 
his unease at the burgeoning of racial theorizing, which was ‘greatly in vogue 
today’.258 Yet Barker himself accepted that race was the bedrock of politics and 
international affairs. It was, he wrote, ‘of practical importance, and a matter of 
civic duty to understand the racial basis of national life ... and ... it may also be 
no less important, and no less a matter of duty, to control that composition by 
deliberate policy’.259 Like other members of England’s liberal intelligentsia, he evi-
dently feared that Britain had weakened the Anglo-Saxon bloodstock by allowing 
itself to be drawn into war alongside the great Latin and Slav powers. Suspicion 
of France and sympathy for Germany were now commonplace in Britain’s liberal 
circles, even more than among conservatives.

Some of this feeling was evident in the Cabinet committee charged with con-
sidering the Channel tunnel proposal, promised by Lloyd George at the peace 
conference. In light of the experience of the recent war, when congestion in the 
Channel ports had seriously delayed the movement of men and goods and tied 
up large amounts of shipping acutely needed elsewhere, expert advice was ini-
tially more favourable to a tunnel than it had ever been before. Having opposed 
a tunnel many times before the war, the army and the navy now supported 
the proposal, along with City merchants and bankers and a majority of mem-
bers of the House of Commons.260 But Hankey, the ubiquitous secretary to the 
Cabinet and Committee of Imperial Defence (CID) and chairman of the Home 
Ports Defence Committee, frantically discouraged ministers from supporting 
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the project by warning that it would so expose Britain to Continental threats 
as to require peacetime conscription and result in ‘an enormous increase’ in the 
number of foreigners reaching England’s shores.261 Balfour, chairman of the CID 
and former prime minister, also warned colleagues against it. Always anxious to 
present himself as the embodiment of reasonableness, he acknowledged that a 
tunnel must seem advantageous. But he advanced the seemingly common-sense 
objection that Britain might become dangerously dependent upon a tunnel and 
hence vulnerable to the sabotage of this lifeline. To this, he added in cryptic, 
Rumsfeld-like words:

The dangers I have adverted to are known, and in a certain sense are cal-
culable, but I am even more afraid of the dangers which are not known and 
which are not calculable. All that has happened in the last five years in the 
way of military and naval development – submarines, aircraft and long-range 
guns – have tended without exception to render the Channel Tunnel a more 
dangerous experiment. These have all made it more difficult for us to be sure 
that it will be open when we want it to be open, and closed when we want it 
to be closed.262

Lord Curzon, speaking for the Foreign Office, warned more pointedly of the dan-
gers emanating from France. The British and French were two different races who 
would never fully understand one another or bury their differences. While for the 
time being their relations were good, this could not be expected to last, since the 
French were an inherently self-interested, short-sighted, aggressive people.

It must be remembered that until a century ago France was England’s historic 
and natural enemy, and that real friendship between the inhabitants of the 
two countries has always been difficult owing to differences of language, men-
tality and national character. These differences are not likely to decrease. The 
slightest incident may arouse the resentment or jealousy of the French and 
fan the latent embers of suspicion into a flame. ... It is almost certain that we 
shall have conflicts with France in the future as we have had in the past. ... The 
Foreign Office conclusion is that our relations with France never have been, 
are not, and probably never will be, sufficiently stable and friendly to justify 
the construction of a Channel tunnel, and the loss of the security which our 
insular position ... continues to bestow.263

Lord Hardinge, who appeared before the committee, opposed the tunnel for simi-
lar reasons. Queried by a minister who suggested that in the age of aerial flight 
his fear of invasion through a Channel tunnel was anachronistic or exaggerated, 
Hardinge replied that air travel was precisely what made it so grave a threat. With 
aircraft, an enemy could swiftly land troops, seize the British end of the tunnel 
and open the gates to sudden invasion. Such a claim begged at least two large 
questions: how an enemy power could without detection concentrate a large mili-
tary force near the Continental entrance to the tunnel before charging through 
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it? And whether such a threat could plausibly arise except as the culmination 
of a major crisis, when security precautions would naturally be taken? Clearly 
the enemy he had in mind was France, since only France could concentrate an 
invasion force across the Channel without alerting British observers. Indeed, he 
made no secret of his belief that France remained Britain’s ‘natural’ enemy and 
a permanent threat to its security.264 But the very idea that France threatened 
Britain then or at any time in the foreseeable future beggared belief. Hardinge, as 
head of the Foreign Office, should have known better than anyone that scarcely 
a Frenchman in a position of authority was not fixated by the menace of a resur-
gent Germany just across the Rhine and looked to Britain for help.

Winston Churchill, the minister of war, continued to favour the construction 
of a Channel tunnel.265 But Austen Chamberlain, A. C. Geddes, Christopher 
Addision and most other Cabinet ministers swiftly cooled to the idea on  hearing 
that it would mean a substantial Continental commitment.266 Though their 
deliberations were framed almost exclusively in terms of defence, security and 
economic advantage, they betrayed a deep-seated fear of involvement with their 
European neighbours. As the author of a recent history of the Channel tunnel 
observes, their dispassionate language occasionally gave way to a deeper,  irrational 
hostility to a land link to the Continent, which ‘revealed the arguments they put 
forward in their official capacities for the superstructure, the façade, the screens, 
that they really were.’267 Colonel Repington, the former military correspondent 
for the Times, now with the Morning Post, probably expressed the dominant view 
of British officialdom when he warned,

We shall have, as it is, a considerable infusion of Latin blood owing to the large 
number of marriages contracted by our men in France ... The Anglo-Saxon 
stock is perhaps brightened up, and its womenfolk, at all events, improved in 
looks, by a Latin alliance once in every half-dozen centuries or so, but enough 
is as good as a feast, and we can have too much Latin. The Latin races have 
great qualities of their own, but they are different from ours, and things which 
alter the character of a stock usually cause it to deteriorate. Our insularity is a 
heaven-sent benefit, and although when the Tunnels are opened, there will be 
feasting and speech-making galore and indescribable enthusiasm, many then 
living will feel it is a very bad day and that we shall have rashly sacrificed our 
precious insularity for dubious commercial gain.268

With the majority of ministers sceptical if not deeply opposed, the Cabinet set 
aside the tunnel project without a formal decision being taken. Keeping a dis-
tance from Europe was now a central strand of both British and American foreign 
policy.

Thus ended a most remarkably unsuccessful peace-making process. Germany 
had been punished, yet left potentially stronger than before in a Europe of shat-
tered empires. Meanwhile the Anglo-Saxon powers departed in righteous indig-
nation at France for obstructing what they regarded as their own moderate and 
enlightened recommendations. What they had not done was to devise a security 
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framework that France, which had suffered invasion, found in the least cred-
ible. Indeed, having drafted and signed a treaty, they had proceeded to walk 
away from it, leaving France alone to uphold it. This was bound to place an 
acute strain on their mutual relations. It also encouraged German nationalists to 
exploit divisions within the victors’ camp in their pursuit of revision. In turn, 
it prompted French nationalists to hold the line more rigidly than ever. This 
left Europe unstable and vulnerable to renewed conflict. It remained to be seen 
whether the world economic system could function within a security framework 
as fragile as this.
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2
The Emasculation of International 
Security after the Great War

2.1 Introduction

At 10.30 a.m. on 4 March 1921, a procession of four motor cars set off from the 
White House along Pennsylvania Avenue to the open space at the eastern end 
of the Capitol Building where dignitaries were already taking their places in 
the stands erected for the inaugural ceremonies. The day was bright and cold, 
and the crowds were as large as on previous occasions. But instead of the usual 
marching bands, banners and bright uniforms, the event was marked by an 
absence of colour except for the thousands of national flags carried or draped 
from buildings. The contrast was also apparent when Warren G. Harding, the 
president-elect, and Woodrow Wilson, the outgoing president, emerged from 
the first car, the former vigorous and upright, the latter bent, enfeebled and 
barely able, even with help, to reach the Senate office where he was to sign the 
final batch of legislation. Having taken the oath of office, Harding read out his 
prepared speech, a microphone for the first time enabling it to be heard down 
the Avenue.1

The speech, couched in the inflated language of the hustings and frequently 
woolly to the point of incoherence, alternated oddly in its assertive and defen-
sive claims. The recent war, Harding asserted, had demonstrated America’s 
 readiness to fight for justice and liberty. But it had also reconfirmed the wisdom 
of the Founding Fathers in opposing political entanglements with Europe. As 
he put it

The recorded progress of our Republic, materially and spiritually, in itself proves 
the wisdom of the inherited policy of non-involvement in Old World affairs. 
Confident of our ability to work out our own destiny, and jealously guarding 
our right to do so, we seek no part in directing the destinies of the Old World. 
We do not mean to be entangled. ... America, our America, the America builded 
on the foundation laid by the inspired fathers, can be a party to no permanent 
military alliance. It can enter into no political commitments nor assume any 
economic obligations which will subject our decisions to any other than our 
own authority.
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The war, along with advancing technology, had brought peoples into closer 
contact and brought a universal call for solidarity in face of the threat of renewed 
conflict. America recognized ‘the new order in the world, with the closer contacts 
which progress has wrought.’ It was ‘ready to encourage, eager to initiate, anxious 
to participate in any seemly programme likely to lessen the probability of war 
and promote that brotherhood of mankind which must be God’s highest con-
ception of human relationship.’ But it had no intention of joining the European 
powers in maintaining the new order, nor of revisiting the question of joining 
the League of Nations. Referring to the presidential election, which he had won 
more decisively than any candidate before him, Harding spoke of ‘a referendum’ 
in which the ‘popular will of America’ had voted decisively against a change in 
national policy ‘where internationality was to supersede nationality.’ But this, he 
averred, ‘is not selfishness, it is sanctity. It is not aloofness, it is security. It is not 
suspicion of others, it is patriotic adherence to the things which made us what 
we are.’ Similarly with external trade, experience had shown that America could 
not maintain its high standard of living if it allowed the free import of goods. He 
therefore proposed to raise the tariff at the first opportunity. But in like manner 
he insisted that this was not a rejection of international solidarity, since of course, 
‘ties of trade bind nations in the closest intimacy, and none may receive except 
as he gives.’2

2.2 The persistence of isolationism in postwar United States

The 1920 Census, which reported the rise in America’s population from 
91.6  million to 105.3 million over the previous decade, also affirmed that the 
country was now predominantly urban, with over 50 per cent of the population 
living in towns and cities.3 This along with certain technological and social devel-
opments has led historians to stress the differences between prewar and postwar 
America.4 Certainly from a demographic and economic standpoint remarkable 
changes had occurred since the turn of the century. The large corporation, which 
made its appearance before 1900, now occupied a central place in most sectors 
of industry and dominated many of them. This was the heyday of mass pro-
duction industry, where huge economies of scale were obtained by mechanizing 
manufacturing processes and standardizing products. It was also the moment 
when the second industrial revolution became most evident: the revolution based 
upon electrical power, heavy chemicals, the internal combustion engine and new 
retail distribution techniques; and in practically every one of the new sectors 
America had captured a lead over its foreign rivals. Between 1911–15 and 1921–5, 
US exports more than doubled, with the largest increase in manufactured goods.5 
The United States was about to overtake Britain not only as the world’s  leading 
exporter of manufactures but also as the greatest trading nation (imports and 
exports combined). Besides, American manufacturers were no longer content 
simply to export from the domestic market. In 1914 American direct investment 
abroad amounted to perhaps $2.6 billion, most of it in the extractive industries or 
infrastructure development. By 1919, the total had shot up to $3.9 billion, with a 
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large fraction of it now concentrated in manufacturing plant, equipment and dis-
tribution networks.6 In contrast, foreign direct investment in the United States, 
largely controlled from the City of London, had declined slightly from approxi-
mately $1.2 billion in 1914, on account of the financial demands of the war.7

With the shift into semi- and fully-manufactured goods, American industry 
became not only stronger than its rivals but also more visible internationally, 
with many of its products – Singer sewing machines, Proctor & Gamble deter-
gents, Hoover vacuum cleaners, Remington Rand typewriters, Ford cars, Firestone 
tires, Texaco and Esso petrol stations – becoming familiar names throughout the 
world. Cinema dramatically increased awareness of the ‘American way of life’ and 
the consumer goods that went with it. The war had constrained the film industry 
in the European belligerent countries which had largely pioneered it, while in 
America the industry rapidly expanded. With popular genres identified and the 
star system established, the 1920s became the first great age of Hollywood. Its 
films were not only a highly profitable export but also vivid proof to the rest of 
the world of America’s economic ascendancy.

Developments in the financial sector were equally startling. Although American 
investment banks had grown in size along with industrial corporations in the 
decades before the war, it was only in the 1920s that concentration within the 
banking sector yielded the modern corporate structure centred on Wall Street, 
which characterizes it today. During the country’s three years of neutrality, the 
New York banks rapidly expanded their role in international finance by  arranging 
loans for Britain and its Continental allies. Then with the United States at war 
they also undertook to market the government’s Liberty bonds, volunteering to 
do so free of commission in a gesture of patriotism. Hitherto only a few New York 
banks had engaged in retail securities business, and they were sceptical that more 
than 350,000 people would be prepared to purchase the bonds. However, the 
bonds were issued in small denominations – usually $100 – and by 1919 over 11 
 million Americans subscribed to one or more of the series.8 The practical effect 
was to create a taste for investments among a vastly wider public, which the banks 
and brokerage houses lost no time in exploiting. In 1913, securities dealers in the 
whole of the United States numbered 250. By 1929, the number had risen over 
twenty-five times to 6500.9 Before the decade was out, employment in the finan-
cial sector had grown to at least 400,000, and it paid out more in salaries than 
farming and mining combined.10

As a result of these developments, American economic relations with the rest 
of the world radically changed. For many years before the war the United States 
had enjoyed a comfortable current account surplus, but had offset this by 
large foreign borrowings and debt service payments. Since then, exports had 
risen faster than imports, foreign borrowing had ceased, and the resulting cur-
rent account surplus allowed a huge build-up in monetary gold reserves and a 
 startling increase in foreign lending and investment. In 1914, America’s foreign 
commercial debts exceeded its foreign claims by an estimated $3.7 billion; by 
1919 the position was almost precisely reversed, with foreign claims exceeding 
debts by $3.7 billion – to which should be added $7.32 billion in government 
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war debt claims on 12 European countries.11 The change in fortunes contin-
ued after the Armistice. In the ten years before the war, the United States had 
earned a surplus on goods and services averaging $257 million a year. In the ten 
years after the war, the surplus rose to an annual average of over $1800 million, 
a seven-fold increase.12 Much of this increase came from trade with Europe. 
America’s surplus in merchandise trade with Europe had averaged $530 million 
between 1904 and 1913. In the ten years after the war the comparable figure was 
$1722 million.13 Some of the surplus was retained in gold or foreign exchange 
or re-loaned abroad on short-term. But much of it was exported as long-term 
direct or portfolio investment, which rose from $21.4 million (net) per annum 
in the ten years before the war to $502 million per annum in the ten years after-
wards, an increase of over 23 times.14 Between 1919 and 1929 American banks 
floated foreign loans totalling $7.5 billion in new capital, which exceeded the 
total foreign lending of Britain, France, the Netherlands and all other creditor 
countries combined.15 Indeed, with Britain and France economically weakened 
and deeply indebted by the war, the United States was the only country able to 
respond on a large scale to the world shortage of capital for reconstruction and 
development.

In the circumstances, it is tempting to present the United States in 1920 as a great 
power, even the world’s leading power.16 But the ability of a state to project power 
or influence abroad requires not only adequate physical or financial resources 
but also appropriate institutions and the will to act, and the United States at this 
time lacked both. The Census of that year suggested why this was so. America, it 
claimed, was now mainly an urban society. This received wide notice, but not its 
definition of urban areas as communities as small as 2500 inhabitants. Given that 
most communities even ten times this size possessed modest social and cultural 
institutions and existed mainly to serve their surrounding regions, the appropri-
ate inference from the Census statistics is that the great majority of Americans 
still lived in small towns or rural areas; and of course those who had recently 
migrated from rural areas or small towns to larger towns commonly imported 
their values with them. Even on the modest definition of urbanization in the 
1920 Census, no less than 74 of 96 US senators represented predominantly rural 
states.17 Notwithstanding the ascendancy of the large corporation in many sec-
tors of business, small and medium-size firms were still far more numerous and 
exercised a decisive influence upon Congress.18

It is true that rural radicalism diminished as a force in national politics in the 
1920s. Only in the 1924 presidential election did the Progressives mount an 
organized challenge to the two main political parties, and shortly thereafter both 
the Progressive party and its leader, Robert LaFollette, passed from the scene. 
The increased use of motor cars and the telephone, the spread of rural electrifica-
tion, the introduction of radio broadcasting, film distribution and other tech-
nical innovations, all features of the 1920s, tended to reduce rural and regional 
isolation and with it suspicions of cosmopolitanism. Nevertheless, in voting for 
Harding in 1920, with his promise to return to ‘normalcy’, Americans were sig-
nalling their desire for smaller government, the defence of family values and, in 
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the words of Michael Parrish, ‘ethnic relations ... predicated on the domin ation 
of white Protestants and the subordination of people of color.’ Their govern-
ing assumption seemed to be that ‘the values of their grandparents’ era – hard 
work, thrift, self-restraint – would remain infallible guides to personal conduct; 
the farm and the small town would continue to be the centre of the nation’s 
moral universe.’19 So far from embracing the changes affecting the country – the 
growth of trade unions, the migration of African Americans from the South to fill 
industrial jobs in the North, the arrival of non-WASP immigrants from Southern 
and Eastern Europe – many Americans regarded them as threats to their famil-
iar world. As Richard Hofstader observed, the result was an intensified conflict 
between metropolis and small town:

The 1920’s proved to be the focal decade in the Kulturkampf of American 
Protestantism. Advertising, radio, the mass magazines, the direct advance of 
popular education, threw the old mentality into a direct and unavoidable con-
flict with the new. The older, rural, and small-town America, now fully embat-
tled against the encroachments of modern life, made its most determined 
stand against cosmopolitanism, Romanism, and the skepticism and the moral 
experimentalism of the intelligentsia.20

Small-town America continued to display suspicion of urban culture associated 
with the East Coast. New York especially remained a target because in addition to 
being the main gateway for non-WASP immigrants, it was now the undisputed finan-
cial capital of the country. Before the war, Wall Street had been the conduit through 
which most foreign capital – mostly from London – flowed, prompting suspicions of 
cosmopolitanism or, equally untoward, Anglophilia. The banks, bond dealers and 
stockbrokers clustered around Wall Street had set the terms by which manufactur-
ers, merchants and farmers elsewhere in the country could borrow money. The fin-
anciers controlled most of the railways and other services on which they depended. 
Wall Street thus became known in provincial America as the locus of the ‘Money 
Power’, ‘Gold Power’ or ‘Money Trust’, which allegedly exercised parasitic control 
over productive industry through a web of  interlocking directorates and its control 
of the price of money and access to financial markets.21 In 1896, William Jennings 
Bryan, a former congressman from Nebraska, had won the Democratic nomination 
for the presidency with a speech denouncing the Republicans, the British and the 
financiers of Wall Street as enemies of the American way of life: ‘You shall not press 
down upon the brow of labor this crown of thorns. You shall not crucify mankind 
upon a cross of gold.’22 Bryan and his followers accused Wall Street of being the 
Trojan Horse of British capital and colluding in its exploitation of farmers and work-
ers. Attacks on ‘Eastern finance’ frequently betrayed an element of anti-Semitism, 
with claims of a secret alliance of ‘Jewish bankers and British gold’.23 Wartime devel-
opments did little to moderate these suspicions. With the concentration of financial 
power in a handful of giant New York banks, provincial suspicions of Wall Street 
remained intense. And as will be seen, these suspicions informed American foreign 
policy-making for much of the interwar period.24
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This outlook would have constrained Harding and his vice-president, Calvin 
Coolidge, were it not for the fact that they largely shared it themselves. Harding, 
whose education went no further than a provincial normal school in Ohio, 
had been publisher and editor of the Marion Daily Star since the age of 19 and 
entered national politics only in November 1914. Anti-immigrant, anti-union, 
anti-socialist, anti-intellectual and pro-WASP, he had frequently railed against 
the urban, industrial trends that were undermining the older America. As he put 
it on one occasion,

Immigration has become a sewer that empties onto American soil the pauper, 
the heathen, the contract laborer, the Mosts and Fieldings [Chicago  anarchists]. 
This daily arrival is numbered by the thousands and they are infesting the 
American social body with sores that no civilization and education, as a physi-
cian, can cure.25

He aggressively championed the Monroe doctrine, applauded America’s con-
frontation with Britain over Venezuela in 1896 and with Spain over Cuba in 1898, 
and called for the annexation of Canada and ‘civilizing’ of Mexico by sending 
in the US cavalry in 1913.26 He also supported protective tariffs as an essential 
safeguard for manufacturers and workers. Election to the Senate may have wid-
ened his perspective somewhat. But even in 1915 he affirmed that ‘We can live 
without Europe quite as well as Europe can live without us.’ At the Republican 
state convention in Columbus in August 1918, he attacked Wilson for including 
trade liberalization in his Fourteen Points, declaring it to be internationalism 
and therefore socialism.27 In March 1919 he signed Senator Lodge’s ‘round robin’ 
against US membership of the League of Nations.28 During the presidential elec-
tion of 1920 he reaffirmed his support for the Monroe doctrine, declaring that 
he ‘would rather make Mexico safe and set it aglow with the light of new-world 
righteousness, than menace the health of the republic in old-world contagion.’29 
And he continued to advocate restrictions on non-WASP immigration as well as 
heightened protection against foreign imports. As he explained to a Labor Day 
audience,

I believe in the protective policy which prospers America first and exalts 
American standards of wage and American standards of high living above the 
Old World. ... If we buy abroad, we will slacken production at home, and slack-
ened production means diminished employment, and growing idleness and 
all attending disappointments.30

President Wilson had begun his first term by reducing import protection with 
the Underwood Tariff. On the last day of his second term he vetoed the emer-
gency tariff bill adopted by the Republican-dominated Congress. In his words,

If we wish Europe to settle her debts, governmental or commercial, we must 
be prepared to buy from her, and if we wish to assist Europe and ourselves 
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by the export of either food, raw materials, or financial products, we must be 
prepared to welcome commodities which we need and which Europe will be 
prepared, with no little pain, to send us. Clearly, this is no time for the erection 
of high trade barriers.31

No sooner had Harding entered the White House than he launched what he 
called his ‘America first’ strategy. He immediately signalled his readiness to 
implement an emergency tariff, and in May 1921 he signed into law an act that 
sharply increased duties notably on farm staples. He followed this by appointing 
two well-known protectionists to the US Tariff Commission. He also approved an 
Emergency Agricultural Credit Act which subsidized the dumping of American 
agricultural products abroad. The Fordney-McCumber Tariff, introduced in 
April 1922, included across-the-board increases in import duties. Taken together, 
postwar Republican Administrations raised the average level of protection over 
60 per cent, above where it was when Wilson took office in 1913.32

In April 1921, Harding approved a separate peace with Germany, thus  confirming 
America’s dissociation from the Treaty of Versailles and desire to draw a line 
under the recent conflict.33 In May he signed the Emergency Quota Act, known as 
the ‘Three Per Cent Law’, which limited immigration from Europe to an annual 
quota equal to 3 per cent of each ‘nation’ resident in the United States in 1910. 
The following May he approved the re-enactment of these provisions, and in May 
1924 his successor, Calvin Coolidge, signed a new Immigrant Quota Act, the ‘Two 
Per Cent Law’, which used the census of 1890 as the basis of a 2 per cent quota. 
On each occasion the aim was to halt large-scale immigration from Southern 
and Eastern Europe as well as East Asia, while favouring the Anglo-Saxon and 
Germanic sources of old stock America.34

On trade and immigration, Harding displayed strongly nationalist credentials. 
Historians nonetheless have seized upon other features of his administration 
to portray him as an enlightened president who, while avoiding direct involve-
ment in European affairs, worked closely with Wall Street in efforts to recon-
struct Europe and re-establish global markets so as to serve American business.35 
Harding’s secretary of commerce, Herbert Hoover, a successful mining engineer 
and promoter, swiftly transformed his department into a champion of US busi-
ness abroad. In June 1921, the president invited representatives of J.P. Morgan and 
other leading Wall Street investment banks to a conference at the White House 
to discuss the large volume of loans currently being issued to European borrow-
ers. One leading historian therefore describes Harding as an ‘independent inter-
nationalist’ rather than an isolationist.36

The notion of a partnership between Washington and New York, however, 
scarcely bears scrutiny. Harding shared the fears that had led William Jennings 
Bryan in 1915 to resign as secretary of state in Woodrow Wilson’s government: 
that the bankers would draw the United States into European entanglements by 
their loans and credits. His difficulty was that he did not want to impede legit-
imate business, nor to become liable for compensating lenders if their loans were 
not repaid. He therefore sought a purely informal agreement whereby the bankers 
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would notify the Administration of any prospective loans to foreign governments 
so that the Administration could advise if it was desirable for them to proceed. 

The bankers accepted this arrangement, but when certain banks subsequently 
disregarded it the State Department published the Administration’s request for 
notification, now indicating that it was interested in all foreign loans rather than 
only those to foreign governments.37 The apparent widening of the arrange-
ment was probably inadvertent, the result of a lack of coordination within the 
Administration. But in any case, far from demonstrating collaboration between 
New York and Washington, the arrangement reflected the Administration’s frus-
tration with Wall Street and fear of its cosmopolitan activities. Harding and his 
colleagues hoped that by limiting loans for arms purchases they could contain 
militarism and imperialism in Europe, and perhaps also force European countries 
to pay their war debts to America. But far from seeking to manipulate European 
powers into accepting American reforms, they were chiefly concerned to stop 
European powers from manipulating America. By overseeing the issue of loans to 
Europe, they sought to limit, if not decrease, America’s economic integration with 
the ‘Old World’. In the event, Wall Street bankers largely avoided Europe while 
it remained in turmoil, and concentrated their foreign lending activity instead 
upon Canada and Latin America. In turn, Washington restricted its influence 
over foreign lending almost exclusively to instances where foreign governments 
had yet to settle their war debts with the US Treasury.38

As a senator, Harding had twice travelled to Europe as well as visited the 
Philippines and several other overseas destinations. Coolidge, his vice-
 presidential running mate, could not claim even this worldliness. The son of a 
village shopkeeper in Plymouth Notch, Vermont, who until mid-career had been 
a lawyer of undistinguished reputation, Coolidge attracted national attention 
in September 1919 when, as governor of Massachusetts, he denounced a police-
men’s strike in Boston just as the nation-wide ‘Red scare’ reached a paroxysm 
of hysteria. Until then, he had never held national office. Indeed, he had vis-
ited Washington only once and had never been west of the Alleghenies let alone 
further abroad.39 Harding betrayed his small-town suspicions of Wall Street by 
 looking first to Charles Dawes, a banker from Chicago, and then to Andrew 
Mellon, a banker from Pittsburgh, to fill the post of secretary of the Treasury, 
while shunning candidates from New York.40 Coolidge, a New Englander, did 
not display the same prejudices when he became president after Harding’s sud-
den death in August 1923. On the contrary, he regularly included bankers and 
industrialists in his dinners at the White House, and far more than Harding he 
relied upon Mellon, one of America’s richest men, for practical advice. Yet he 
shared most of Harding’s outlook, including suspicion of centralized government 
and the need to maintain the Monroe doctrine, stiff tariff protection and a navy 
strong enough to keep potential enemies from America’s shores.

Historians nevertheless abjure the term isolationism since Harding and his 
Republican successors aggressively promoted American business abroad, actively 
supported international disarmament and defended the Open Door in China. 
This ignores the traditional meaning of isolationism in the United States and 
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obscures their intention, which was to remain faithful to the injunctions of the 
Founding Fathers to avoid political entanglements with the European powers 
while enjoying their freedom to expand American commerce abroad.41 It also 
constitutes a gross anachronism by ignoring the semi-rural character of America 
in the era that shaped their outlook. Above all, it obscures a key feature of inter-
national relations in the 1920s. The United States now possessed the most dynamic 
economy and the largest lending resources in the world. It rapidly increased its 
foreign trade, loans and investments, which deeply implicated it in the welfare 
and stability of the rest of the world. Yet its leaders were not prepared to engage 
in serious dialogue with leaders of the other major powers or to recognize that 
it was in America’s own interest to share the burdens of international payments 
adjustment. They refused to face up to the fact that global markets, like national 
markets, cannot long function without a framework of agreed rules, institutions 
and security, and hence that in the profoundly unstable conditions of the 1920s 
it was no longer appropriate for the United States simply to revert to its traditional 
posture of claiming political and economic rights without accepting the corre-
sponding responsibilities.

2.3 Postwar Britain: Internationalism and isolationism

In 1914 Britain had found itself ill-prepared for the long and exhausting struggle 
that lay ahead. The shock of discovering that the country had come to rely upon 
Germany for essential items such as dyestuffs (which include the same chemi-
cals used in making explosives), precision instruments, timing devices and air-
plane engines, that domestic industry could not supply the arms and munitions 
 necessary to prosecute the war, and that its dependence upon imported foodstuffs 
made it vulnerable to the German submarine campaign, prompted the govern-
ment to take urgent action. By the Armistice in November 1918 the struggle for 
survival had led to a wholesale abandonment of liberal policies,  including free 
trade, the gold standard, low taxes and limited government provision of social 
services and regulation of the labour market, which had been in place for over 
half a century. Lord Milner, Leo Amery and others on the imperialist wing of 
the Conservative party drew the lesson that Britain must not run the same risks 
again by returning to economic liberalism. Instead it should exploit the solidar-
ity shown by the Dominions, India and the colonies to forge the Empire into a 
coherent economic bloc. The country now faced a host of problems, including 
a vastly inflated national debt, the loss of earnings from the disposal of foreign 
assets, the costly reconversion of industry to peacetime production and the chal-
lenge of regaining overseas markets as well as a large pent-up demand for housing 
and consumer goods, which fuelled wage and price inflation. Yet with the return 
of peace it soon became clear that there would be no fundamental change in 
Britain’s economic policy.

One reason was the reluctance of the Conservative party to reopen old wounds 
after its failure to carry the country on a policy of Tariff Reform in 1905. Another 
was the almost universal tendency to look upon the Edwardian era as a golden age 
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when under laissez-faire Britain had enjoyed expanding overseas trade,  growing 
prosperity and social stability. A third was the lesson drawn by most leading 
Conservatives and nearly all Liberal and Labour leaders, that Britain’s wartime sur-
vival was due to access to the resources not only of the Empire but also of the United 
States and the rest of the world. Eventually during the 1920s, the industrial com-
munity showed signs of supporting an Empire-first policy. The far more influential 
mercantile-financial community ensured that these signs were not heeded.42

By the twentieth century, Britain’s physical landscape had been profoundly 
altered by the development of intensive farming, mining and manufacturing. 
These sectors of the economy provided the majority of employment nation-
ally and shaped the culture of the Midlands and the North as well as much of 
Scotland and Wales. Yet it was commerce and finance, centred on the City of 
London, that generated greater wealth and exercised greater influence over the 
economic policies of the country. The banks, investment houses, commodity 
brokers, bullion merchants, insurance and shipping companies and commercial 
law firms clustered around the Bank of England, the Stock Exchange, Lloyds of 
London and the Baltic Exchange in the square mile of the City constituted the 
most important collection of markets and market makers in the world; and to a 
greater extent than its rivals New York and Paris, London looked outwards for 
its business rather than towards the domestic economy. From the 1880s the City 
invariably returned Conservatives to Parliament. Nonetheless, few City notables 
were drawn to Chamberlain’s Tariff Reform movement after the turn of the cen-
tury, and at the end of the Great War the City overwhelmingly favoured the 
return to economic internationalism, including the restoration of sterling to the 
gold standard at the earliest possible opportunity.

The ability of the City to ensure that Britain adhered to this posture was due 
partly to its large, probably preponderant, role in financing the Tory party. But 
the City had other advantages as well. Physically it was adjacent to the seat of 
government in Westminster, and home to most of the national press which was 
concentrated on Fleet Street. Socially it enjoyed the prestige that derived from 
the integration of wealthy City families with landed society, which had been 
a feature of the nineteenth century. Their sons also attended the same public 
schools and Oxbridge colleges that produced the administrators and soldiers of 
the Empire and the mandarins of Whitehall. Recruits to industry needed educa-
tion in science and technology; not so the bankers, merchants, administrators 
and soldiers, for whom a classical education or the challenge of pure mathemat-
ics offered suitable mental training. Through their common culture and educa-
tion, they formed a community that dominated London and the Home Counties. 
Their interest in maintaining a vast overseas Empire without jeopardizing access 
to other markets, and their relative indifference to the fate of domestic industry, 
made them enthusiastic exponents of the liberal ideology that underpinned the 
country’s commitment to individual liberty, limited government and laissez-faire 
economic policies.43

The exigencies of the Great War prompted industrialists to establish organiza-
tions, notably the Federation of British Industries (FBI) and the National Union 
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of Manufacturers (NUM), to represent their views to government and coord inate 
the implementation of policy. The merchants and financiers had no such ‘peak’ 
organization, yet they remained much better placed to influence public policy. 
Industrial opinion differed between the mine-owners, shipbuilders, engineers 
and textile manufactures who relied heavily upon overseas markets and there-
fore tended to side with finance on liberal economic policies; the farmers and 
small manufacturers who relied almost wholly upon the home market and leaned 
towards protection; and industrialists in new sectors such as chemicals, electric-
ity and the internal combustion engine who needed large but also prosperous 
and stable markets such as might be provided by the British Dominions within 
a united Empire. In contrast to the men of industry, City merchants and finan-
ciers scarcely differed over the need for unrestricted global markets.44 The City’s 
advice dovetailed nicely with the Treasury’s preoccupation with limiting public 
spending and balancing the Budget. It also complemented the Foreign Office’s 
interest in liberal trade and financial policies as a means of minimizing inter-
national friction and increasing the interested friendship of foreign countries. 
Beyond the City-Whitehall nexus, this posture was reinforced by the League of 
Nations Union, the leading expression of postwar hopes that liberal principles 
would henceforth govern international relations.

The chief agency for the City’s internationalist strategy was the Bank of England. 
For nearly a hundred years the strength of Britain’s balance of payments had ena-
bled the Bank to maintain the gold standard with relative ease. This enhanced 
the Bank’s prestige, but it also meant that there was remarkably little discussion 
of monetary or financial issues outside the boardrooms of the City. Amidst the 
uncertainty of the postwar period, the press and government bodies therefore 
relied heavily upon the Bank’s governor and court of directors for advice on these 
issues. Since the Bank was a private company and by tradition all its directors 
were drawn from the merchant banks, shipping companies and other trading 
firms of the City, their advice was predictable: abandon exchange, lending and 
trade controls and return to the gold standard, and rely upon the recovery of 
international commerce and finance to underpin Britain’s postwar prosperity.45

The City’s influence was exemplified by the working of the Committee on 
Currency and Foreign Exchanges after the War, instituted by the government in 
the last year of the war. The Committee, chaired by Lord Cunliffe, governor of 
the Bank of England, and composed overwhelmingly of City financiers, heard 
several dozen like-minded City men and economists advocate the early return 
to the gold standard at the prewar parity of £1 = $4.86.46 The sole expression of 
industrial opinion came from the FBI, which, nervous about addressing such an 
abstruse subject, delegated an expert to appear before the committee to defend 
its submission. While favouring the gold standard in principle, the FBI had grave 
misgivings about restoring sterling to gold while industry, burdened with heavy 
taxes and reconstruction costs, faced the challenge of regaining overseas mar-
kets, and it urged the government to rely upon the recovery of trade rather than 
monetary expedients to float sterling back to its prewar parity.47 The FBI’s advice 
was ignored. Reporting in August 1918, the Committee recommended an early 
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return to the gold standard, which, it claimed, was the view of all the witnesses 
who appeared before it. The gold standard was ‘the only effective remedy for 
an adverse balance of trade and an undue growth of credit’. This was precisely 
what the FBI warned against. Nevertheless, the Committee suggested that this 
was what industry wanted and needed. ‘We are glad to find that there was no 
difference of opinion among the witnesses who appeared before us as to the vital 
importance of these matters.’48

The government was unable to implement the Committee’s recommendations 
immediately. Indeed, in the first year after the war demobilization, industrial unrest 
and Imperial sentiment forced a temporary change of course. In February 1919, 
ministers agreed to maintain restrictions upon manufactures from outside the 
Empire to assist the reabsorption of labour into British industry.49 In March they 
agreed to delay the balancing of the Budget and maintain public spending as if 
the war had continued until the summer. They also relaxed controls on domestic 
investment while maintaining the embargo on capital exports, and removed the 
peg on the sterling-dollar exchange, allowing the pound to depreciate.50 On 31 
March they agreed formally to suspend the gold standard – suspended de facto 
since August 1914 – until 31 December 1925.51

Industrialists and financiers meanwhile raised an outcry against the continuation 
of wartime control on business and high levels of public spending, which allegedly 
obstructed recovery and fuelled an inflationary wage-price spiral. The chancellor 
of the exchequer, Austen Chamberlain, sought to address this problem in his first 
postwar Budget, which included a reduction of £919 million, or fully 36 per cent, 
in public spending. In the autumn, a bonfire of red tape began.52 Meanwhile 
Chamberlain faced constant pressure from the governor of the Bank of England 
and officials in the Treasury to accept the Cunliffe committee’s recommendations, 
and in December 1919 he announced his support. Already the Bank had begun to 
tighten credit and ratchet up interest rates. In March 1920, Bank rate reached the 
almost unheard of level of 7 per cent, where it was held for a record 12 months.53 
Chamberlain’s second postwar Budget in April 1920 included another massive reduc-
tion in spending: almost 30 per cent, from £1666 million to £1177 million, leaving a 
12 per cent surplus (£164 million) to be used for debt reduction.54 Despite the onset 
of a severe slump that spring and repeated protests from the FBI, the deflationary 
internationalist policy favoured by the Bank, the City and the Treasury remained 
in place for the next five years.55 Meanwhile the wartime commitment to promote 
Imperial economic unity faded, and the government withdrew the guarantee of a 
minimum price for wheat given to British arable farmers at the end of the war. Aside 
from motor manufacturing, only dyestuffs and a few minor industries of strategic 
importance secured protection from foreign competition.

This did not halt the British economy from growing in the 1920s. But  considering 
the whole period from the Armistice to 1930, Britain’s industrial growth was 
slower than that of every other developed country excepting only Soviet Russia.56 
The staple export industries, such as shipbuilding, heavy engineering and cotton 
and wool textiles, which confronted the formidable combination of tight and 
dear money, an over-valued exchange rate, a secular decline in world demand and 
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increased competition, fared particularly badly. As a result, while the Midlands 
and South-East prospered, much of the North and the Celtic fringe experienced 
slow or negative growth and abnormally high unemployment.57 Nationally, reg-
istered unemployment – a conservative measure – rose above 16 per cent in 1922. 
Subsequently it declined somewhat, but even in 1929, the last of the ‘boom’ years, 
it remained over 12 per cent. Since unemployment and external trade were the 
main criteria by which contemporaries judged national economic performance, 
observers commonly described Britain as depressed and liberal commentators 
looked for recovery through the removal of inter-governmental debts and other 
obstacles to international trade. Criticism from industry of Britain’s policy mix 
was generally played down in the national press.

From 1920, Britain’s posture towards the world economy diverged sharply from 
that of the United States. Recent events had done nothing to close the gap between 
New York and Washington or reduce Washington’s opposition to involvement in 
collective schemes for European reconstruction. In Britain, no such gap existed: the 
City sought to regain its place at the centre of the international trade and payments 
system, while the government assisted by promoting international peace. The British 
economy, weakened by the war, was no longer capable of generating substantial bal-
ances to finance European reconstruction or underwrite currency stabilization.58 
But with Americans noticeably absent, it was British statesmen and British finan-
ciers, working together through the League of Nations and at a succession of confer-
ences, who led the way in restoring the international trade and payments system. 
The same British leaders occasionally betrayed disdain and even hostility towards 
the United States. By their lights, America behaved with remarkable immaturity 
in demanding an ‘Open Door’ to world markets without contributing to Europe’s 
reconstruction. America also made their task harder by its protectionist trade policy, 
its rigid insistence upon full repayment of the capital value of war debts, and its 
tendency, evident at the Washington conference of 1921–2 and in its opposition to 
renewal of the Anglo-Japanese Alliance, to regard Britain as an imperialist opponent 
rather than a partner in global affairs. Too much can be made of this, however, for 
British leaders did not allow their attitudes to America to deflect them from the task 
of restoring a globalized economy. Rather more surprising was their attitude towards 
continental Europe and the question of European security.

The terrible ordeal of Ypres, Loos, the Somme and Passchendaele had dem-
onstrated as never before the cost of participating in a Continental land war, 
and once the Central Powers were defeated Britain seemed to close its mind to 
involvement in any future Continental conflict. On 15 August 1919, the Cabinet 
adopted the Ten-Year Rule as the basis of defence spending. Henceforth,

It should be assumed for framing revised Estimates, that the British Empire 
will not be engaged in any great war during the next ten years, and that no 
Expeditionary Force is required for this purpose.59

The Ten-Year Rule, annually renewed, was to remain the basis of British defence 
planning until 1932, and for most of the 1920s its assumption of no major war 
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for ten years seemed reasonable enough. But as N. H. Gibbs points out, its intro-
duction was to say the least hasty, since in August 1919 Britain was still tech-
nically at war with Germany, the Bolsheviks threatened Central Europe, and the 
Near East was in turmoil.60 The Cabinet had acted after Lloyd George warned 
them of the danger of civil unrest and even revolution among British workers, 
and called upon them to support policies of domestic appeasement even if this 
meant taking some risks with external security.61 But the implicit assumption, 
seldom acknowledged but frequently alluded to by ministers, was that with 
the Kaiser gone, the high command dissolved, the high seas fleet scuttled and 
Germany forbidden by the peace treaty from constructing another, Britain had 
no further reason to fear Germany. This overlooked the fact that the threat that 
had obliged Britain to enter the war in 1914 came not from the German navy 
but the German army, which had nearly secured Continental hegemony and 
control of the Channel ports. Equally revealing was the ambiguous clause in the 
Ten-Year Rule that referred to the dispensing of further need for an expedition-
ary force. Did this mean that such a force would not be required for ten years 
or not ever? In either case, it pointed towards rejection of a Continental com-
mitment: a kind of Euroscepticism avant la lettre, which was to find its sharp-
est expression during the 1920s and 1930s in Britain’s strained relations with 
France.

Within six months of the Armistice, Britain had largely demobilized its army, 
yet France still retained 850,000 men under the colours two years after the war.62 
The size of the French army and its use for intervention in Germany, Poland, 
Morocco and elsewhere led to British denunciations of French ‘imperialism’ and 
‘militarism’. But it was the 54 French submarines and 47 French air squadrons 
that most exercised British leaders. Britain’s vulnerability to French aerial inva-
sion led to the setting up of a special enquiry by the Committee of Imperial 
Defence (CID) in November 1921 and the decision in August 1922 to create a 
23-squadron air force.63 At the Washington naval disarmament conference that 
year, British delegates expressed fear of another war and, pointedly alluding to 
France, called for limits on land armies and a total ban on submarines. But they 
seemed scarcely to believe their own rhetoric. The £2 million for the Air Ministry 
scheme was approved on the assumption that it come from within existing Service 
estimates. Meanwhile no steps were taken to set aside the Ten-Year Rule. As the 
War Office acknowledged, France, facing a still powerful Germany across the 
Rhine, was really no threat to Britain at all. British annoyance at France probably 
owed more to the embarrassing demands it made upon Britain to remain commit-
ted to Continental Europe. As the Great War had demonstrated and the Second 
World War would demonstrate again, Britain could devote itself to its Empire 
and maintain liberal economic policies only if conditions in Continental Europe 
allowed it to do so. British politicians and statesmen preferred not to acknowledge 
this, since it would require fundamental changes in their economic and defence 
policies. Instead, they made France out to be unreasonable and aggressive, and 
then used this to justify their aloofness from the Continent. Harold Nicolson, 
the historian and former diplomat, described this illogic in his biography of 
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Lord Curzon, the foreign secretary:

[Curzon] was a bad European. His attitude towards continental affairs was gov-
erned by those prejudices and egoisms which affected the average Englishman 
of the upper middle classes towards the close of the nineteenth century. His 
ideal world would have been one in which England never intervened in Europe 
and Europe never intervened in Africa or Asia. America, as a distant, even if 
rebellious, plantation, was in either case not expected to intervene at all. His 
conceptions of the European problem were thus egoistic, traditional and lim-
ited. Let England have peace upon the continent and therefore an expanding 
market. Let England have the balance of power on the continent, and thereby 
security at other people’s expense. ... [He also betrayed a] deficient sense of 
proportion. He should have realised that French security was the basis of the 
whole European system. It was a basis in regard to which we ourselves were in a 
false position. Realising that falsity, Curzon winced away from the basis. It was 
owing to his disinclination, or inability, to face this central reality that other, 
wholly secondary, differences acquired such disproportionate value.64

Paul Cambon, the French ambassador to the Court of St James’s from 1898, 
observed to his successor, the Comte de Saint-Aulaire, in 1921, ‘The trouble is 
that the British still don’t understand that Napoleon is dead.’ Saint-Aulaire soon 
found this to be all too true. Lord Curzon himself was fascinated by Napoleon, 
read every account of Napoleon he could lay his hands upon and made several 
pilgrimages to his last residence on the remote island of St Helena.65

2.4 Postwar France: Liberty, normality, insecurity

France, no less than Britain and the United States, demonstrated a strong desire to 
return to the normality of prewar times. The war had forced the relocation of indus-
try from the border regions of the north to Paris, the Rhône, the Atlantic ports and 
elsewhere.66 Engineering and management techniques were improved, and several 
industries including airframe and motor manufacturing developed rapidly under 
the stimulus of war.67 Socially, the national community emerged more integrated, 
if not more united, than before, with conscription drawing millions of peasants 
out of their regions for the first time, and the provinces of Alsace and Lorraine 
restored to French sovereignty. With demobilization came a massive rise in trade 
union membership and a substantial increase in support for the Socialist Party, still 
known as the Section Française de l’Internationale Ouvrière (SFIO).68 But the country’s 
essential conservatism was strikingly reconfirmed in the legislative elections of 
16 and 30 November 1919. The four centre-right parties making up the Bloc national 
gained 417 of the 616 seats in the Chamber of Deputies, the Radicals 86 seats and 
the Socialists only 68, with the remainder going to the monarchist and bonapartist 
remnant. Most of the Radicals (57 of 86) had refused an electoral pact with the 
Bloc national. They distinguished themselves by their dogmatic secularism, support 
for social reform and endorsement of the League of Nations as the cornerstone 
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of French security.69 But if they were collectivists in international relations, they 
remained stubbornly anti-collectivist when it came to the economy. Like their Bloc 
national opponents, they favoured liberal policies of low taxes, limited government 
and defence of private property rights, which were thus the preferred policies of 
fully five-sixths of the new Parliament. For the time being, however, a complete 
return to prewar economic policies was out of the question.

In 1914, reluctance to levy taxes had left governments to pay for the war 
mainly through borrowing and the acquisition and disposal of French foreign 
investments. By the Armistice, French portfolio investments abroad had been 
reduced from perhaps 40 billion francs (£1.6 billion) in 1913 to 18.5 billion francs 
(£740 million).70 Meanwhile, the state owed 19 billion francs (£760  million) in 
advances from the Bank of France, over 35 billion francs (£1.4 billion) in short-
term bons de la défense nationale, £390 million in  short-term borrowings from 
Britain, and over $2.35 billion (£485 million) in short-term  borrowings from 
the United States. Total public debt thus increased over six times between 1913 
and 1919, from 34 billion francs (£1.36 billion), to 212.6 billion francs (£8.5 
 billion): more than ten times the annual expenditure of the state before the war. 
While in theory the total was smaller after deduction of the 7.5 billion francs
(£300 million) that France had loaned to Russia and other allies, in fact prac-
tically none of these loans was recoverable.71 In addition to the interest and 
amortization charges on the public debt, the country faced heavy outlays for 
other purposes as well. One major charge was the cost of restoring the region 
devastated by the war. For four-and-a-half years the fighting had swung back 
and forth across ten northern departments, leaving in its wake the destruc-
tion of 594,000 dwellings and 20,000 factories as well as nearly 5000 bridges, 
53,000 km of roads, 5000 km of railways, 8 million acres of land, and over half 
the coal mines in the country.72 A second charge was compensation for the 
victims of the war. To 700,000 widows and 750,000 orphans of the 1,310,000 
soldiers killed in the war, and 200,000 soldiers who survived with serious per-
manent injuries (les grands mutilés), pensions or allowances had to be paid.73 
Governments also faced the cost of maintaining almost a million men in arms, 
financing their operations in the Levant, Morocco, Poland, the Crimea, on 
the Rhine and elsewhere, and assisting new allies in Eastern Europe. Military 
 spending remained at or above 1 billion francs for most of the 1920s, consider-
ably more than before the war.74

The financial predicament that confronted France at the Armistice threat-
ened the liberal foundations of its political economy, indeed threatened to 
produce runaway inflation, bankruptcy and social upheaval. The government 
slashed public spending and cut back on its military forces so far as it thought 
prudent. But unlike the British government, it did not seek to reduce the pub-
lic deficit through higher taxes. Instead, it looked to Britain and the United 
States for relief on its war debts, and to Germany for large-scale reparation pay-
ments. In the meantime it allowed the franc to depreciate. Officially this was 
still the franc Germinal, with a gold parity equivalent of 25 francs = £1 since 
Napoleonic times. But with inflation soaring, it declined to 42 francs = £1 by the 
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end of 1919, and to 65 francs = £1 in 1920, before recovering to 48 francs = £1 
in April 1921 when the world slump temporarily halted the wage-price spiral. 
Postwar British and French economic policies differed so much as to make it 
difficult to compare their economic and social consequences. Britain managed 
to restore the pound sterling to the gold standard at its prewar exchange rate 
and swiftly regained an  important role in international finance. But its defla-
tionary policies slowed domestic economic growth to a crawl, aggravated the 
plight of the staple export industries and at one point provoked workers into a 
general strike. In contrast, the French authorities eventually restored the franc to 
the gold standard, but only at one-fifth its prewar exchange rate and not before 
accelerating depreciation had pushed elements of the middle classes into vir-
tual insurrection. Nonetheless the French combination of government deficits, a 
competitive exchange rate and the reduction of public and private debt through 
the effects of inflation sustained a rapid growth of the real economy, which 
regained prewar levels of output by early 1924, at least two years before Britain, 
and continued to grow rapidly until the end of the decade. Whereas in Britain 
registered unemployment remained at or above a million, or at least 10 per cent 
of the industrial workforce, in France the economic boom produced full employ-
ment and drew in a million foreign workers.75

However, if there is room for dispute over the domestic effects of their pol-
icies, there can be little doubt as to the effect of their differences upon inter-
national relations. Among French leaders the central challenge in the postwar 
years was to construct a security framework capable of containing Germany, 
once it regained its capacity to dominate Europe. They worried about the new 
threat from Bolshevik Russia, not least because of its appeal to elements of the 
French working class. But in view of Soviet Russia’s industrial backwardness and 
political divisions they regarded it as wholly secondary to the threat posed by 
Germany, with its large and fast-growing population, military traditions, extraor-
dinary industrial and war-making capacity, and profound restlessness. French 
leaders recognized that Germans of every stripe believed they had been duped 
into accepting the Treaty of Versailles and were determined to revise the peace 
settlement. At present, a majority of Germans supported the Weimar republic 
and favoured peaceful Treaty revision. Nonetheless, those who hankered for a 
return to authoritarianism, militarism and aggression continued to occupy key 
positions in the judiciary, the civil service, the military and the boards of heavy 
industry, and the risk remained that they might regain political power. French 
leaders regretted the loss of the Anglo-American guarantee and sought to per-
suade Britain to renew its commitment. But they also hoped that Britain would 
recognize its own interest in a European-wide security framework. Germany was 
particularly frustrated by the territorial changes that accompanied the creation 
of the secession states, and if permitted it would pursue an expansionist policy 
in the East, possibly linking up with Bolshevik Russia. French leaders were deter-
mined to forestall this, for once Germany bestrode the whole of Central and 
Eastern Europe it would be too powerful for the Western powers to face down. 
Hence a European security system worthy of the name could not be limited to a 
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guarantee of the Rhineland, but must comprehend the whole of the Continent. 
As Marshal Foch repeatedly warned,

[Germany] would burst asunder all the provisions of the Treaty of Versailles 
one after the other. First, the Polish corridor would disappear, and then 
Czechoslovakia and Austria would rapidly follow, and instead of an already 
sufficiently powerful Germany of some 65 million inhabitants, we should be 
faced with a Germany of well over 100 millions, and then it would be too late 
for us to endeavour to check her ever-growing land-hunger or power.76

This remained a common theme of French diplomacy in the postwar years. Yet 
British leaders merely toyed with the idea of renewing the guarantee and firmly 
refused to discuss strategic issues with Foch or other French experts. Meanwhile, 
differences over reparations and war debts aggravated relations, with British lead-
ers increasingly insistent upon suppressing inter-governmental debts and nor-
malizing relations with Germany to hasten the revival of trade, and their French 
counterparts equally determined to obtain reparations sufficient to cover the 
yawning gap in their national budget and constrain German industry by the tax 
burden placed upon it. British leaders held that France, while legally entitled to 
reparations, was foolish to insist upon them since Germany could pay only by 
earning foreign exchange through aggressive exporting or by printing marks, 
which in either case would aggravate Europe’s crisis. French leaders regarded their 
reparation claims as both legally justified and fully within Germany’s capacity to 
pay (at least so long as some were paid in kind). They believed that reducing rep-
aration demands would only encourage the nationalists in Germany, who were 
certain to gain credibility among their frustrated and disoriented compatriots 
with every concession the Allies made.

Who was right? It is impossible to do more than speculate on how much Germany 
might have been made to pay, since the validity of the economic calculations must 
depend upon a host of wholly untestable assumptions about the effect of Allied 
demands upon German society and politics. What is clear is that differences over 
reparations strained Franco-British relations to the breaking point. The British 
working classes, sympathetic to France at the time of the Armistice, soon became 
as hostile as their middle- and upper-class compatriots, once the postwar slump 
triggered high unemployment. This hollowed out support for the Entente, which 
became an empty shell even before French and Belgian troops occupied the Ruhr 
in January 1923. Diplomatic exchanges on European security continued during the 
Ruhr crisis and eventually culminated in the Locarno agreements of October 1925. 
But long before this it was clear that Britain and France, the only powers capable of 
forging an effective security framework for Europe, would fail to do so.

2.5 The breakdown of the Franco-British Entente

On 10 January 1920, the Treaty of Versailles came into force. Six days later 
Clemenceau was defeated in the election for president of the Republic, and on
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18 January he resigned as premier. For the next ten years French politics was dom-
inated by four men, Alexandre Millerand, Raymond Poincaré, Aristide Briand 
and Edouard Herriot. Despite markedly different personalities and political style, 
they had much in common, including a commitment to parliamentary democ-
racy and liberal economics, and the conviction that Germany remained unrec-
onciled to its place in postwar Europe and that France must therefore restore the 
Entente as the cornerstone of its foreign and security policy. But whereas Briand 
and Herriot accepted the need to tailor foreign policy to fit the exigencies of the 
Entente, Millerand and Poincaré presented themselves as advocates of firmness 
and sought to make the Entente fit their own policy objectives. Millerand, who 
formed the government after Clemenceau resigned, occupied the premier’s office 
and the foreign ministry until September 1920 when he became president of the 
Republic, a post he held until May 1924. He is widely regarded as more committed 
to containing Germany than the other leaders. But here too it is easy to confuse 
style with substance.

Immediately upon taking office, Millerand confronted reports of Germany’s fail-
ure to meet the timetable for disarmament and deliveries of coal. On 10 January, 
the paramilitary Einwohnerwehr and the political police were to have been dis-
banded; they were not. On 10 March all surplus arms and munitions were to be 
handed over to the Inter-Allied Control Commission; they were not. On 31 March 
the Reichswehr was to be reduced to 200,000 men; it was not. Meanwhile Allied 
military inspectors in Germany were obstructed in their efforts and two French 
officers were assassinated.77 And on 12 March the Reichswehr stood by while 
troops, taking orders from Wolfgang Kapp and a group of officers, seized Berlin in 
a short-lived coup d’état. When this was followed by Communist-led disturbances 
in the industrial towns of the Ruhr, the German government urgently requested 
Allied permission to send troops into the demilitarized zone to restore order. 
Millerand, who had been agitating for military sanctions against Germany since 
February, strenuously opposed this departure from the terms of the peace treaty, 
but Lloyd George temporized and secured Millerand’s assurance that he would 
do nothing without Allied agreement. However, when the German government 
on 31 March ordered troops to enter the Ruhr, Millerand insisted that Germany 
must allow French troops to occupy five towns, Frankfurt, Darmstadt, Hamburg, 
Hanau and Dieburg. Curzon responded furiously, declaring that France had 
 broken its word and indicating that this meant the end of the Entente.78 Cambon, 
the French ambassador, who had sought to discourage Millerand from military 
action,79 endured what he described as the ‘most painful and serious’ dressing 
down in his 40-year career.80 Aware that the Germans were taking a great interest 
in Franco-British divisions, since reports from the German embassy were being 
secretly monitored, Cambon warned Millerand of the dangers he was running.81 
Millerand was in no mood to back down, however, and threatened to stay away 
from the next Allied conference at San Remo.82 Hankey, the influential Cabinet 
secretary, wrote of ‘the danger of being dragged at the heels of the French, who 
are a very provocative people, into a new war’, and agitated for an end to ‘this 
horrible continental entanglement’.83
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French dissatisfaction with the slow pace of German disarmament was intensi-
fied by failure to obtain reparations and in particular coal. The deliberate flood-
ing or blowing up of the majority of French mines during the final retreat of 
German forces in 1918 had left the country desperately short of coal, a problem 
compounded by the reincorporation of the province of Lorraine with its steel-
making plants, which potentially doubled French steel output but also increased 
its need for coal. Acquisition of the Saar mines, with their annual production 
of 8 million tons, provided some relief, but the key to French recovery was the 
27 million tons that Germany was required to deliver annually under the terms 
of the peace treaty. German deliveries, however, were not due to start until 
April 1920, and in the event only 801,000 tons were shipped in April and 
1,094,000 tons in May, barely half the amount specified in the treaty. France 
was obliged to fall back on British supplies for nearly 40 per cent of its require-
ments. But whereas Germany’s coal was to be credited to its reparations account at 
German domestic prices, British coal was sold at world prices, which in this period 
of shortages were several times higher.84 To add to French frustration, British coal 
supplies, never adequate, were halted completely when French troops began their 
occupation of the German towns and later resumed at a much lower volume. Such 
vulnerability and Britain’s willingness to exploit it for financial and political gain 
caused intense annoyance in Paris, where the conservative press accused Britain 
of great unfairness.85 Curzon, humourless, hypersensitive to imagined slights and 
certain that the French press invariably danced to the government’s tune, took 
great umbrage at the press criticism. ‘Nothing’, he advised Cabinet colleagues in 
May, ‘could well be more provocative or hostile than the French press, always – as 
we know – in the closest relations with the French Foreign Office and with French 
statesmen’. ‘Nothing’, he added, ‘can alter the fundamental fact that we are not 
liked in France, and never will be, except for the advantages which the French 
people may be able to extract from us.’86

Briefly, relations improved when Allied leaders met informally first at Lympne, 
near Hythe, in May, then across the Channel at Boulogne in June. The withdrawal 
of German forces from the Ruhr had ended the Franco-German confrontation. 
Meanwhile Lloyd George had become impatient to encourage Greek ambitions in 
Anatolia while Turkey was still on its knees, and sought French support for this 
adventure. Millerand, though doubtful of the wisdom of antagonizing Turkish 
nationalists, was prepared to go along with it in return for Lloyd George’s sup-
port of French reparation demands. He therefore endorsed the Treaty of Sevrès, 
which favoured Greece at Turkey’s expense. He also indicated his willingness to 
accept the British proposal of a reparations forfait: a single payment made pos-
sible by a large international bond issue on the security of German reparation 
obligations, which, it was hoped, would end controversy over their future.87 But 
when Poincaré resigned in protest as president of the Reparations Commission 
and criticism mounted in Parliament, Millerand retreated from this proposal.88

Franco-British relations held up the following month when the leaders met 
again at Spa, where for the first time they invited a German delegation to attend. 
Lloyd George was taken aback at the appearance of two German generals in 
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uniform and annoyed at the uncooperative manner adopted by Walter Simons, 
the foreign minister, who headed the German delegation. Lloyd George was heard 
to say of Simons, ‘I had the feeling that for the first time I had met a real Hun!’89 
He agreed to threaten Allied military sanctions to secure Germany’s promise 
of regular coal deliveries. Millerand in turn agreed to substantial concessions, 
including a 10 per cent reduction in the amount of coal delivered and a change in 
its valuation from the German domestic price to the much higher world market 
price, as well as a slowdown in the application of German disarmament obliga-
tions.90 But it remained to be seen if Britain would follow up its threat of military 
sanctions in the likely event of further German non-cooperation. Meanwhile, 
Franco-British differences over Soviet Russia, Poland and the Near East became 
steadily more acute.

Since 1919, Lloyd George had been impatient to end support for the White forces 
in Russia and come to terms with the ‘Reds’. In his words, ‘the Soviet Government 
appeared to include some very intelligent men’, who would probably accept a 
modus vivendi with the West if not constantly threatened, and he made no secret 
of his view that Poland’s ‘imperialist and annexationist policy’ was an obstacle 
to the appeasement of both Soviet Russia and Germany.91 French leaders, while 
unable to provide substantial aid to the Whites after the mutiny of sailors forced 
the recall of their Black Sea squadron in March 1919, held to a diametrically dif-
ferent policy. Not only did they reject the British thesis that the Bolsheviks would 
abandon their revolutionary ambitions in return for normalized relations with 
the West; but they also regarded Poland as a bulwark against German imperial-
ism and the spread of the Bolshevik virus into Central Europe. German national-
ists welcomed and even supported the rapid westward advance of the Red Army, 
hoping it would bring the destruction of Poland and lead to a German-Russian 
alliance against the West. This, as French leaders appreciated, would mean not 
only the end of independent Poland but also the Versailles  settlement and quite 
probably result in German hegemony in Europe.92 At Spa, however, Millerand 
preferred to secure British agreement on German disarmament and reparations 
rather than insisting upon greater support for Poland.

Since Marshal Foch accepted that France could not send troops, Millerand agreed 
to Lloyd Georges’s proposal of an Anglo-French military mission to Warsaw.93 The 
British component was modest compared to the French, which included General 
Weygand, Foch’s deputy.94 Hankey, designated by Lloyd George as secretary to the 
mission, betrayed deep prejudice against the Poles. Woefully ignorant of the situa-
tion and spending only two days in the country, he dismissed the Poles as displaying 
‘not the smallest sign of capacity or efficiency’, and discouraged the prime minister 
from placing any confidence in them.95 This was precisely what Lloyd George wished 
to hear.96 Since May, a high-level Bolshevik delegation had been in London to nego-
tiate the resumption of commercial relations. French officials were disturbed to find 
that even in August, with the Red Army practically at the gates of Warsaw, the British 
government made no move to break off the negotiations.97 They were even more 
annoyed when Lloyd George, without consulting them, advised the Poles to accept the
Bolsheviks’ terms.98 To add to their frustration, Sir Ronald Tower, the League of 
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Nations High Commissioner in Danzig, opposed the landing of French military 
supplies for Poland on the grounds that it would violate the relevant clauses of 
the Treaty of Versailles.99 They would have been further annoyed to hear that 
in October, Lloyd George discouraged leaders of the Little Entente (Roumania, 
Czechoslovakia and Yugoslavia) from admitting Poland to their group or having 
anything to do with it.100

Until Harding’s Republican administration was installed in Washington in 
March 1921, French leaders remained hopeful of a substantial American contri-
bution to the settlement of inter-governmental debts. This had been particularly 
true of Clemenceau and André Tardieu, his wartime assistant who had been French 
high commissioner in America during the latter part of the war. André François-
Poncet, a colleague and business counsellor, found Clemenceau in October 1919 
bitterly disappointed at Britain but still remarkably sure of America’s goodwill 
towards France. In the Tiger’s own words,

England is the disillusion of my life! Not a day passes without my receiving 
a message from one or another of our foreign agents reporting acts of real 
hostility towards us. I believed that the comradeship in arms, the blood spilt 
in common, would suppress the old traditional prejudices. Not a bit of it. The 
sickness is without remedy! As to the United States, that is a different matter! 
Here, there is still room for hope: we can count on its friendship.101

Millerand, whose wife was English, placed greater hopes on Britain. Nevertheless 
he too looked expectantly for signs of cooperation from Washington.102

The same was true of British leaders, their optimism sustained by regular con-
tact with bankers from New York, who encouraged them to believe that Britain 
and the United States shared the same objectives, including open markets and the 
removal of inter-governmental debts as an obstacle to the recovery of world com-
merce. The second Senate vote on the ratification of the Versailles Treaty, held on 
19 March 1920, ended any prospect that the United States would accept the Treaty 
and therefore also some responsibility for reparations. Yet British leaders contin-
ued to hope that Washington would recognize its own interest in writing down the 
debts. They differed among themselves only on how to encourage this outcome. 
Austen Chamberlain, urged on by his Treasury advisers, favoured a unilateral 
reduction of Britain’s own war debt and reparation demands in the  expectation 
that other European states would do likewise and the United States would fol-
low suit.103 Curzon at the Foreign Office was prepared to support Chamberlain’s 
approach, but they met opposition from Sir Robert Horne, the president of the 
Board of Trade, and Winston Churchill, the secretary of state for war, who had 
the prime minister’s ear. Rather than risking unilateral concessions, Churchill 
recommended that any relief on the French debt should be made contingent 
upon French concessions on reparations, and that Washington should be infor-
mally warned that it must contribute war debt concessions if it did not want to be 
held responsible for aggravating Europe’s crisis. The Cabinet adopted Churchill’s 
proposal, and Lloyd George sought to line up the French behind this policy in 
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June 1920 at the second Lympne (Hythe) conference.104 Soon afterwards, London 
and Paris independently approached Washington and, while denying any wish to 
apply pressure, invited the American administration to contribute to the reduc-
tion of inter-governmental debts.105

All the evidence pointed towards a negative response. Benjamin Strong, the 
new governor of the Federal Reserve Bank of New York, along with leading Wall 
Street bankers and directors of several large corporations, favoured American par-
ticipation in a comprehensive debt settlement.106 Their views were echoed in the 
New York Times, the New York Herald Tribune, New Republic and a handful of other 
liberal journals. But outside New York, American opinion was generally opposed 
to concessions on war debts. A wave of hostility towards France arose in the late 
spring after the publication of highly coloured reports of atrocities committed 
by its colonial troops in Germany. The Hearst press, the newspaper chain with 
the largest circulation in America, constantly prejudiced opinion against France, 
Britain and further entanglements with Europe.107 Meanwhile, Wilson’s secretary 
of the Treasury, Carter Glass, and his officials refused to budge from their claim 
that American war debts had no connection with Allied reparation demands on 
Germany. In 1919, they had taken the view that the key to Europe’s recovery 
was restored confidence: ratification of the Treaty of Versailles would remove 
the uncertainties clouding economic prospects, and sufficient commercial credit 
could then be mobilized to sustain recovery, enabling the American debts to be 
paid. Despite America’s refusal to ratify the Treaty, US Treasury officials contin-
ued to claim that the key was restored confidence, which would come when the 
Allies accepted debt-funding agreements with the United States.108

Nothing said or done during the presidential election campaign increased the pro-
spects of an American contribution to a general settlement. Harding, the Republican 
candidate, who led from the start, made only passing reference to inter-governmen-
tal debts, which, he indicated, should be treated just like commercial obligations.109 
Politicians in London and Paris nevertheless remained hopeful that once in office 
the Republicans would accept the bankers’ view of the debt issue, and in spring 1921 
France sent René Viviani, the wartime premier and a popular figure in America, 
personally to request Harding to settle war debts.110 Only after he returned empty-
handed and Congress proceeded to stipulate severely restricted terms of reference 
for the administration’s World War Foreign Debt Funding Commission did the 
European powers face up to the likelihood that Washington would not contribute 
to a major writing down of inter-governmental debts. French leaders saw no option 
but to resume their demands for German reparations. Lloyd George and colleagues 
remained reluctant to give up on the United States, but by December 1921 they too 
accepted that there was scant hope of relief from this quarter. As Lloyd George com-
mented to Briand and Louis Loucheur, the French minister of reconstruction,

the United States would not come in until it had become quite plain to them 
that an attitude of selfishness blocked the way to the economic peace of the 
world. At present she neither understood nor realized the position and there 
was nothing to be done but to go on without her.111
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British officials contemplated the unilateral cancellation of their own claims 
on European Allies and the payment of US war debt demands, but decided 
against it.

In September 1920, Millerand, profiting from his reputation for firmness on 
reparations, gained election as president of the Republic, and called upon Georges 
Leygues, a close associate, to form the next government. Sensing the impatience 
of the press and Parliament to see French reparation demands actually met, 
Leygues took the first opportunity to visit London in the hope of coordinating 
policies. Not only did he fail in his quest, but embarrassingly, he also failed to 
secure an audience with George V who was entertaining the Emir Faisal, the Arab 
leader whom the French had only recently driven out of the Lebanon and was 
now Britain’s choice as King of Iraq.112 This effectively sealed Leygues’ fate, and 
when the Chamber of Deputies reconvened in the New Year he was defeated in a 
vote of confidence by the decisive margin of 463 to 125.

Shortly beforehand, Millerand took the opportunity to name the Comte de 
Saint-Aulaire as Cambon’s successor at the London embassy. This was a surprise 
choice, for Saint-Aulaire was the youngest ambassador in the French foreign ser-
vice and had only recently taken up his post in Madrid. The reason was neverthe-
less clear enough. Frustrated by Lloyd George’s manoeuvrings, Millerand sought 
an envoy who would vigorously assert French interests. At the Elysée palace, 
Millerand explained to Saint-Aulaire his mission:

We are counting on you for the maintenance and operation of our necessary 
alliance with London, but on an equal footing. Anglophilia should not degen-
erate into Anglomania or Anglo-idolatry. This is what I told the council of 
ministers in securing your appointment.113

Saint-Aulaire proved well suited to the task. Repeatedly, he squared off with Curzon, 
and on more than one occasion he was left standing when Curzon, unused to asser-
tive opposition from foreigners, collapsed. Saint-Aulaire  effectively represented 
France from February 1921 until December 1924, despite his disdain for Leygues’ 
successor, Aristide Briand, whom he regarded as lazy and opportunistic.114

As Saint-Aulaire took over at Albert Gate House, Cambon, the outgoing ambas-
sador, observed to him, ‘You will be astonished at the friendliness of the British 
public and the hostility of the government.’115 Saint-Aulaire soon found this to 
be true. Among the British working classes, the terrible carnage of the war had 
stirred sympathy for their French counterparts. But while Saint-Aulaire was con-
stantly in demand for public functions, at the official level 1921 proved to be 
an exceptionally difficult year for Franco-British relations. As well as numerous 
secondary issues, serious differences arose over German disarmament and rep-
arations, Upper Silesia, the Graeco-Turkish conflict and the American initiative 
on disarmament. That relations did not break down may be largely credited to 
Briand’s vision and diplomatic skills. By 16 January 1921, when he formed his 
sixth government, Briand had over twenty years of parliamentary experience 
including 16 months as premier during the most difficult period of the war. He 
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had never been much interested in economic or financial issues, nor until now 
had he taken direct responsibility for foreign affairs.116 But in one respect at least 
this placed him at an advantage, for he could claim that he bore no responsibil-
ity for the Treaty of Versailles, which increased his margin of manoeuvre. He 
was also a popular figure in the Chamber of Deputies: a man of the Right who 
enjoyed the support of the Bloc national, but also an old socialist who, unlike 
President Millerand, remained on good terms with many Radical and Socialist 
deputies. Reputedly too lazy to read ministerial papers, he soon demonstrated 
mastery of his foreign policy brief as well as formidable negotiating skills aided 
by a razor-sharp wit. Lloyd George, who enjoyed running rings around his French 
opponents, found himself unable to do so with Briand. Indeed, according to his 
mistress, Frances Stevenson, he became increasingly frustrated that Briand regu-
larly beat him at his own game.117

Briand set out his ministerial plans on 20 January, including his intention to 
remove the remaining wartime controls on the economy, and the dual basis of 
foreign policy that he was to pursue consistently for the next ten years. The first 
element was, as he put it, his republican commitment to ‘pacifism’. France had 
emerged from the recent war as the military and moral victor, but also severely 
impoverished, while Germany, the aggressor, remained far wealthier. Germany 
must therefore compensate France. Nonetheless, he was committed to peace or at 
least the minimum use of force, and sought to work with Germany rather than 
pursue revenge or retribution. This was more than mere rhetoric. Briand, like most 
French leaders, recognized that one means of containing Germany was to develop 
commercial, industrial and financial links, thereby increasing its stake in the post-
war settlement. Millerand, who relied for advice upon Jacques Seydoux, the eco-
nomic expert at the Quai d’Orsay, was drawn towards this solution.118 Eventually 
Briand went further down this road than most of his colleagues. In theory, it should 
have complemented the second element of his policy, namely the re-establishment 
of an entente or accord with Britain and if possible America. As he put it

This accord is the primordial condition for the settlement of all the questions 
on which the re-establishment of peace depends. We will do everything to 
maintain and develop it. We have firm confidence that our friend and ally, 
England, will aid us with all its forces. Nothing can weaken relations between 
these great powers, which have learned to know one another better and respect 
one another in the terrible conflict where they spilt their blood together. It is 
their intimate union that assures the peace of the world. Whether it is the 
execution of the Treaty of Versailles, the settlement of the Eastern Question, 
the maintenance of the peace established by the treaties in Central Europe 
or relations with peoples of Eastern Europe, the close alliance between Great 
Britain and France is the basis of our external policy.119

Briand never abandoned this policy, but under the vigilant eye of conservative 
critics in Parliament and the Paris press, he had to tread a fine line between col-
laboration with Britain and firmness towards Germany. Cynicism at the manner 
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in which Britain had undercut French security at the peace conference gave rise 
to several Paris cabaret acts in which Lloyd George was portrayed as a trickster 
or conman. So unrestrained were the productions that the French ambassador in 
London, worried at their potential damage to relations with Britain, demanded 
the intervention of the police.120 Notwithstanding the occasionally acerbic 
commentary of the press and cabaret entertainers, French opinion remained 
well- disposed to the Entente. But with Britain, Germany and France all firmly 
entrenched in conflicting positions, the prospects of resolving the disarmament 
and reparations issues were dim.

Within four days of taking office, Briand sparred with Lloyd George for the 
first time at the Quai d’Orsay over Germany’s adherence to the terms of the peace 
treaty. Foch presented evidence of its duplicitous approach to disarmament. 
Although the Reichswehr had been reduced to 100,000 men, he warned that it was 
largely composed of long-service officers and non-commissioned officers who, 
together with the 150,000 state police, 30,000 civilian police and 17,000 gen-
darmerie constituted the nucleus of a formidable force whose enlisted men could 
be drawn from the patriotic organizations and the Einwohnerwehren. This made it 
all the more essential for the Allies to insist upon strict fulfilment of other treaty 
obligations, including the abolition of conscription, which the German states 
had not so far done, the surrender and destruction of war materials, the disband-
ing of the paramilitary Freikorps and the confiscation of weapons from private 
hands.121 Observing that greater progress had occurred since the Spa conference 
in July 1920 when the Allies had shown a united front, Briand appealed for a new 
display of unity and the threat of sanctions to secure fulfilment of the terms that 
Foch had set out.122 Lloyd George, however, dismissed Briand’s appeal. Germany 
had made ‘a sincere effort to meet the Allies in regard to disarmament’, he claimed, 
and ‘on no condition’ would he support the French threat of sanctions.123

Turning to reparations, French and British differences seemed at first equally 
unbridgeable. Paul Doumer set out French demands for a total reparations bill 
of approximately 200 billion gold marks (£8 billion), or 12 billion annually over 
42 years, with France receiving 52 per cent as agreed at Spa, or approximately 
125 billion RM in all.124 Lloyd George dismissed this as ‘not a serious contri-
bution made to serious people’, and after further wrangling he announced his 
intention to return to London.125 Both sides, however, were posturing. French 
ministers had anticipated opposition from Britain and other Allies to Doumer’s 
claim. Their chief concern was to ensure that, whatever happened, France would 
receive some payments to cover the exceptional burden of reconstructing the 
devastated regions, and in particular that Germany actually made some payment 
by 1 May, the deadline for its interim instalment of 20 billion gold marks.126 On 
the British side, Lord Hardinge, the recently appointed ambassador to France, 
cautioned Lloyd George against adopting an unyielding position.

A former viceroy of India as well as twice permanent secretary of the Foreign 
Office, Hardinge was steeped in the prejudices of late Victorian England and 
regarded France as one of the ‘Latin races’, who lacked the steadfastness of the 
Anglo-Saxons and lived for ‘form’.127 Shortly before the Paris conference he 
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recorded in his diary his horror of an alliance with France: ‘no sane Englishman 
could possibly be tempted by the idea of being dragged at the wheels of the 
Chauvinism and pseudo-Imperialism of France. We would suffer more and have 
to condone more.’128 But after Leygues’ decisive defeat in Parliament, he became 
apprehensive of mounting French frustration and advised Lloyd George to accept 
some of Briand’s demands. Otherwise, Hardinge warned, they were likely to 
see the return of Poincaré, whose recent articles in Le Temps and Revue des Deux 
Mondes left little doubt that he would take an unyielding line on reparations and 
be even harder to deal with than Briand.129

Experts were requested to draw up a compromise scheme, and on 29 January 
the Allies agreed to issue Germany a schedule of reparation payments totalling 
226 million gold marks payable in 42 annuities from 1 May 1921, equal to a 
12 per cent ad valorem tax on German exports, and a set of disarmament demands. 
They also included a list of military and commercial sanctions for each infraction 
of their demand, and at Briand’s request they added a statement affirming Allied 
solidarity.130

Briand received an overwhelming vote of confidence on 4 February when he 
presented the results to the Chamber of Deputies.131 But with the Graeco-Turkish 
conflict the subject of an international conference in February and the German 
problem far from solved, Sir Eyre Crowe, the permanent under-secretary of the 
Foreign Office, reopened the question of a British guarantee to France. With 
Franco-British relations drifting towards crisis, he advised, the offer of a guar-
antee would make France more cooperative. At present, no French government 
could reduce its reparation demands upon Germany even though it knew they 
were unrealistic, because the French public were fearful of appeasing their larger, 
more dynamic and potentially aggressive neighbour. A British guarantee would 
make concessions possible. It might also induce France to ‘make concessions to 
British interests in the East, and perhaps elsewhere’. And, Crowe added, it would 
be popular with the British public.132

Curzon showed little interest and refused to circulate Crowe’s paper to the 
Cabinet.133 It was nonetheless the first of no less than three occasions that year 
when British leaders considered extending a guarantee to France, each time in cir-
cumstances roughly analogous to those of April 1919 when Lloyd George first made 
the offer. On each occasion, they became worried about French deter mination to 
pursue a punitive policy towards Germany, and hoped that a guarantee might 
restrain France or make it more amenable to their own appeasement policy. Since 
the war, they had regularly asserted that Britain’s frontier was on the Rhine.134 
The service chiefs agreed and soon advocated a straightforward alliance with 
France. But the politicians were being ingenuous, for had they actually believed 
that Britain’s frontier was on the Rhine, they would have regarded a guarantee 
to France as something more than a device for gaining French concessions. They 
would also have shared France’s determination to resist German domination of 
Eastern Europe, which would tilt the economic, demographic and ultimately the 
military balance decisively in Germany’s favour and against France. But in fact 
they persisted in believing that Britain had nothing to fear from Germany, now 
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that its Prussian leaders were removed and the Royal Navy dominated the English 
Channel and North Sea. The guarantee was a favour to be bestowed on France 
or an inducement to follow Britain’s lead, not a necessity for British security. The 
same pattern was repeated in the 1930s, when the offer of staff conversations sup-
planted that of a guarantee. Only in February 1939 did British leaders accept that 
the Rhine was indeed Britain’s frontier and even later that the Eastern Europe 
formed an integral component of the European balance of power.

Franco-British relations seemed to be on a better footing after the Allies received 
a German delegation at Lancaster House in the first week of March 1921. Lloyd 
George and Briand insisted that Germany could pay substantial rep arations if 
German industrialists were persuaded to cooperate with their government by 
turning over a part of their foreign earnings. They appeared to disagree only 
over the means of persuasion, Lloyd George favouring an externally applied 
tax of 50 per cent on German exports, Briand arguing for military sanctions as 
agreed at their meeting in Paris. In the event, Briand’s case for strong action was 
strengthened by the combative approach of the German chancellor, Dr Simons, 
who, anticipating divisions between the Allies, declared that Germany could 
pay no more than 50 billion gold marks – indeed only 30 billion marks, since 
Germany had already paid 20 billion RM in the form of ships and other seques-
tered goods – and then only if it regained Upper Silesia without waiting for the 
scheduled plebiscite. In private discussions, Lloyd George agreed that the Allies 
should ‘make themselves as disagreeable as possible’, to induce Simons to be more 
forthcoming.135 He therefore took the lead when the conference resumed the fol-
lowing day, setting out the Allies’ dissatisfaction with Germany, their demands 
and their threatened sanctions. Britain, he pointed out, would have to levy taxes 
of £500 million that year and for years afterwards just to cover the servicing of 
its colossal debts along with the pensions and disability allowances arising from 
the war. France’s predicament was even worse. In addition to the debt and pen-
sions burden, the French government must find 12 billion francs (£600 million) 
annually for several years to reconstruct its devastated northern departments. 
Nonetheless, under the Paris proposals of January, Germany was required to pay 
only £120 million that year: one-fourth of Britain’s liabilities and one-ninth of 
France’s, and this from a larger country with lower taxes.136

Lloyd George’s speech, which included details of the war damage suffered by 
Belgium and France, illustrated by large-scale photographs that Briand help-
fully supplied, could well have been written by French leaders, and indeed 
parts of it almost certainly were. Thus when Simons held his ground, Lloyd 
George saw little choice but to declare that sanctions would be applied. To his 
surprise, Foch, who was present, announced that French troops were ready to 
move the following morning. Almost immediately they occupied Duisburg, 
Ruhrort and Düsseldorf, three commercial towns in the Ruhr, the 60 by 30 mile 
region which contained no less than five-sixths of Germany’s coal and four-
fifths of its steel production. On 13 March customs posts were erected at all 
the German Rhine crossings, separating the west bank economically from the 
rest of Germany.
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Briefly the sanctions appeared to work when on 23 March the German govern-
ment paid 1 billion gold marks on account to the Reparations Commission. But 
already it seemed doubtful that Germany would meet the Commission’s demand 
for 12 billion RM before 1 May. The German government, aware of American 
frustration at the impact of the reparations dispute on trade, sought to persuade 
Washington to mediate with the Allies. Washington rejected Berlin’s approaches, 
which threatened to draw it into Europe’s political conflicts.137 London, however, 
seemed ready to compromise. In the final conversations at the London confer-
ence, Lloyd George had openly acknowledged his suspicions that the customs 
barrier on the Rhine, the sanction most strongly favoured by France, masked a 
larger imperialist ambition. Repeating his belief that the Great War was the result 
of French ambitions to regain Alsace-Lorraine, he requested Briand solemnly to 
promise that he would not repeat history by pursuing similar designs on the 
Rhineland.

There was a real horror in this country of creating another Alsace-Lorraine. 
Alsace-Lorraine had cost Europe so much; we all had had to pay for it. He 
would like M. Briand to pledge his Government and country here that this 
customs régime would end the moment Germany had come to a satisfactory 
arrangement with regard to disarmament, reparations and war criminals.138

In March, the German government disputed the Reparations Commission’s 
claim that it still owed 12 billion RM by 1 May, and indicated that it would not 
meet the Paris demands. This led to Franco-British conversations at the country 
home of the banker, Sir Philip Sassoon, at Lympne in late April, which came close 
to breakdown before Lloyd George indicated his readiness to compromise on the 
demands. With conversations continuing at Downing Street, the Reparations 
Commission issued its long-awaited statement on the total reparations bill. This 
amounted to 132 billion gold marks (£6.6 billion), to be paid in three series of 
bonds. The A and B series, of 12 billion and 38 billion RM respectively, were to 
be issued before the end of the year and carry an interest rate of 5 per cent. The 
C series, worth nominally 85 billion gold marks, were also to be delivered to 
the Reparations Commission, but would only be issued when the Commission 
was satisfied that Germany had the financial means to service them, and in the 
meantime they would carry no interest.139

British leaders were content with the Commission’s recommendations, since 
the A and B bonds, the only ones they believed likely ever to be paid, totalled only 
50 million gold marks (£2.5 billion). The French, however, were also satisfied with 
them, both on account of the large total demand and because the nominal value 
of the C bonds roughly equalled Europe’s total war debts to the United States. 
Not only did this point to the link between reparations and war debts, but also 
by giving priority to the A and B bonds it implicitly established the priority that 
France constantly sought for the reconstruction of its devastated regions. Briand, 
indeed, proposed to issue the A and B bonds in the international markets so as to 
make Germany’s general credit-worthiness dependent upon servicing this debt 
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and to secure early reparation payments, while attempting at the same time to 
establish at least a moral connection between the C bonds and American war 
debt claims.140 But Lloyd George seized upon the Commission report as grounds 
for putting off a showdown with Germany, claiming that Berlin must be allowed 
time to consider its response. Briand protested against further temporizing, which 
merely played into Germany’s hands, and indicated his determination to apply 
sanctions. Lloyd George warned that unilateral action would wreck the ‘alliance’. 
A few days later, however, he agreed to new demands accompanied by an ulti-
matum that the Allies would occupy the Ruhr, if Germany did not accept them 
by 12 May.141 This produced a short-lived crisis in Berlin before a majority in 
the Reichstag approved the terms. But despite the Allies’ ostensible unity, Lloyd 
George’s ill-tempered complaints of French intransigence could not have made it 
clearer that Britain would resist further sanctions if, as seemed likely, Germany 
defaulted again.

Besides reparations, the crisis in Upper Silesia now also strained Franco-British 
relations. The plebiscite held on 21 March 1921 had resulted unexpectedly in a sub-
stantial majority (707,605 vs 497,359) in favour of restoring German sovereignty 
rather than transferring the territory to Poland. But the geographic distribution of 
votes yielded a checkerboard pattern, including the crucially important industrial 
triangle, Gleiwitz-Beuthen-Kattowitz, where the communes containing the steel 
mills voted in the majority for German control while the communes containing 
the coal mines that fuelled the mills voted mainly for Poland.142 French lead-
ers, mindful of Germany’s undiminished military potential and the loss of their 
own ally Russia, looked to Poland as a vital substitute. Only the previous month, 
Briand had signed a defensive alliance with Poland. French representatives on the 
Inter-Allied Control Commission therefore pressed for a division of Silesia that 
accorded Poland the maximum benefit the plebiscite outcome allowed. Political 
bias was however apparent on every side. Lloyd George, disregarding the strategic 
argument for bolstering Poland, signalled to British representatives in the region 
that he favoured the restoration of the whole region to Germany.143 He expressed 
outrage that France should claim part of the region for Poland when the plebiscite 
itself had been restricted only to part of Silesia and a clear majority even here had 
signalled their preference for Germany. Neither he nor anyone else pointed to the 
irony that Britain in this same year applied a closely similar policy in Ireland by 
restricting its interest to six of the nine counties of Ulster which could be counted 
on to produce a Protestant majority and thereby justify the retention of most of 
northern Ireland for the Crown.144

With the outcome undecided in Upper Silesia, Germany and Poland built up 
rival ‘volunteer’ forces. The increase in incidents led Curzon to protest in his 
usual haughty manner at French partisanship in Poland’s favour and to threaten 
support for German paramilitary action.145 This evoked a pained response from 
Briand, who denied partisanship and urged that Allied warnings should be sent 
to Berlin as well as Warsaw.146 That same day Lloyd George seemed deliberately to 
aggravate the situation by declaring in Parliament that Poland had no legitimate 
claim to Upper Silesia.147 Briand did his best to restrain French protests, claiming 
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in the Chamber of Deputies that Lloyd George’s speech had been badly trans-
lated and reaffirming that France remained loyal to the Entente.148 Lloyd George 
 nevertheless continued to brief journalists against France, while Curzon added 
his tuppence worth.149 Yet Curzon protested to the French ambassador at the vitu-
perative criticism of British policy in extreme French right-wing journals, which 
he persisted in believing were government controlled.150 He also reacted angrily 
to Hardinge’s report from an unnamed source that the French government would 
use the entry of German troops into Upper Silesia to justify their occupation of 
the Ruhr. Action on these lines was openly favoured by right-wing publicists and 
politicians such as Jacques Bainville, Maurice Barrès and Léon Daudet, but not 
by Briand, who consistently put the maintenance of the Entente before sanctions 
against Germany. But Hardinge, who so misunderstood the French scene as to 
believe that Briand was merely the mouthpiece of an Anglophobe Quai d’Orsay,151 
failed to make this clear, and Curzon warned Briand that unilateral French action 
would ‘shake the Entente to its foundations’.152

A few weeks later, French opinion was inflamed by the news that French troops 
in Upper Silesia had been fired upon and briefly held prisoner by German ‘self-
protection’ forces. Several other serious incidents followed, culminating on 4 July 
when a French officer was assassinated.153 Under intense pressure from Parliament 
and the press, Briand announced that the military mission in Upper Silesia would 
be strongly reinforced. Despite the Control Commission’s repeated request for 
military reinforcements,154 Curzon accused the French of improper and provoca-
tive action.155 When Briand insisted nonetheless on sending a division of troops 
to safeguard existing personnel, Curzon again berated France for its disloyalty.156 
At an informal Franco-British conference in August, Lloyd George launched 
repeated salvos against French policy. He charged that the French approach to 
Silesia would produce ‘a fresh Alsace-Lorraine’ and possibly another war.157 The 
French were supporting the Poles ‘for the purpose of crippling Germany. The 
British purpose, on the other hand, was to treat both sides fairly.’158 Hardinge was 
disturbed to hear Lloyd George and Curzon in the corridors, speaking of their 
readiness for a ‘rupture with the French’.159 A Franco-British compromise was out 
of the question, but a breakdown was averted when Lloyd George proposed and 
Briand hastily agreed that the League of Nations should be handed the task of 
drawing a new German-Polish frontier.160 The League’s decision, unanimously 
approved by the Council in October and implemented that winter, came close to 
meeting Polish aspirations while disappointing Germany.161

In April 1921 yet another source of Franco-British friction arose when the 
Greek offensive towards Constantinople stalled and soon threatened to end in 
a rout. From the outset, Briand had been reluctant to prolong hostilities with 
the Turks, and on 10 March representatives of France and the new nationalist 
government in Angora (later Ankara) initialled an agreement settling differences 
over the frontier between Turkish Cilicia and the French mandate of Syria. But 
despite Saint-Aulaire’s warnings of the need for greater clarity, in view of British 
sensibilities on Imperial issues, Briand allowed the matter to drift.162 In May, 
British officials complained that their small military force at Constantinople was 
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jeopardized by the French refusal to accept a unified command.163 On 19 June, 
Briand promised closer cooperation between their forces, but took issue with 
Curzon on the appropriateness of further threatening the Turks.164 Meanwhile 
he sent Henri Franklin-Bouillon, a former minister and currently president of 
the Chamber of Deputies foreign affairs commission, to reopen negotiations 
with Angora to resolve their bilateral differences. Queried by Curzon about the 
nature of the visit, Briand declared that ‘M. Franklin-Bouillon had no mission 
from the French Government, but had gone as a French journalist to report upon 
the situation.’165 Curzon, aware that this was stretching the truth, suspected the 
French of treachery.166

On 30 May, in the midst of this controversy and with the future of Franco-
British relations being debated in the British and French press, Sir Eyre Crowe 
renewed his proposal of a unilateral guarantee to France.167 The following day, 
Saint-Aulaire, probably aware of Crowe’s initiative, took up the issue with him. He 
feared that the two countries were ‘drifting apart and that, in the existing state 
politics, separation spelt disaster.’ Since their interests were complementary rather 
than conflicting, he hoped they could reach a firm agreement ‘based on France 
giving every assistance she could to Great Britain in the East, while England stood 
firmly by France on the Rhine.’168 That same day, Raymond Poincaré, writing in 
the Revue des Deux Mondes, called for a new understanding with Britain and the 
negotiation of a bilateral alliance.169 Meanwhile, the French minister of war, Louis 
Barthou, on a tour of the Rhineland, made a similar appeal to the British high 
commissioner:

He and his colleagues were most anxious to see [the] Entente Cordiale trans-
formed into an alliance. An Entente was an indefinite thing not clear to those 
who took part in it or to those who were opposed to it. France had ... continual 
fear of [the] Entente breaking down and finding herself standing alone in face 
of Germany. An alliance with England would give France that sense of security 
which was necessary for her at the present time and would help her return to 
normal conditions.170

A week later, Lord Hardinge acknowledged that a guarantee to France was prob-
ably advisable. France’s confrontational policy towards Germany on the Rhine, 
in Upper Silesia and over reparations, he wrote to Curzon, derived from its fear 
that Germany would soon become a formidable threat again. A British guaran-
tee now would ‘tend to quell the restless spirit which exists at present in France, 
and would probably produce more friendly relations between the two countries’. 
In fact, Hardinge’s description of Germany’s potential for future aggression – its 
large and rapidly growing population, its industrial might, the possibility of it 
reverting to ‘a monarchy founded on a military and reactionary basis’ – was to 
prove broadly accurate a decade later.171 But neither he nor Crowe perceived that 
such a Germany was a threat to Britain as well as to France. They therefore treated 
the offer of a British guarantee as a major concession for which France would be 
expected to pay dearly.172 Lord Derby, the former ambassador to France, similarly 
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favoured a guarantee or alliance as a gift to be bestowed on France rather than a 
means of augmenting British security.173 But others, including Curzon and Lloyd 
George, opposed even the offer of a unilateral guarantee.

Saint-Aulaire soon warned Briand against pursuing the issue. Contrary to the 
British view that France should offer substantial concessions for a British guar-
antee, he reminded Briand that France had already made important concessions 
for the joint British-American guarantee in 1919, which had never materialized. 
It was therefore unreasonable to be expected to pay twice over. In any case, a 
guarantee against unprovoked aggression – the form the British offer invariably 
took – was dangerously vague and no basis for French security. A bilateral alliance 
and radically improved Franco-British relations, in his view, would only come 
when Britain recognized the need for it. Unfortunately, he added, ‘British opin-
ion, which was so slow to recognize the German threat [in 1914], will not be less 
slow in understanding that, if scarcely immediate, this threat has by no means 
vanished.’174

By autumn the Upper Silesia dispute had been largely resolved, but not the 
crisis in Turkey or the reparations problem, both of which now became more 
acute. Trouble over Turkey arose in September, when Curzon learned of Franklin-
Bouillon’s return to Angora. The Quai d’Orsay continued to minimize the sig-
nificance of his visit, which only added to Curzon’s fury when news reached him 
that Franklin-Bouillon had signed a treaty with Youssef Kemal Bey on 20 October. 
French officials were able to deny that it amounted to a separate peace, as Curzon 
suggested, since the treaty only dealt with the disputed territory between Turkey 
and Syria and other local issues. They felt justified in ending this dispute since, 
left to confront Germany alone in Europe, France had to reduce its commitments 
elsewhere; fair play, to work, must be reciprocal.175 But in London, Curzon and 
Lloyd George, who had staked their reputations on the outcome of the Turkish 
crisis, angrily protested at this apparent betrayal. Meanwhile the Paris press pub-
licized the rift, while reminding readers of British efforts to squeeze France out of 
the Middle East to dominate the region and monopolize its oil.176

Since May, Germany’s failure to pay reparations and British opposition to 
further sanctions had led Briand to see if payments could be obtained through 
direct negotiations with Germany. French leaders remained as sceptical as ever 
of German goodwill. But as negotiations were supported by both the German 
government and leading German industrialists, and Britain advocated direct 
German participation in the reconstruction of the devastated regions, Loucheur 
and his German counterpart, Walther Rathenau, met on three occasions at 
Wiesbaden between 12 June and 7 October, when they initialled an agree-
ment.177 If implemented, France would purchase German finished and semi-
finished goods to a value of 1–1.5 billion gold marks, to be ordered through a 
special agency set up for the purpose; the German government would pay for 
them, and the amount would be credited to Germany’s reparations account. 
Potentially, the agreement was hugely important. In the first place, it would 
approximately halve Germany’s requirement for gold or foreign exchange 
to pay reparations, thus greatly alleviating the infamous transfer problem. 
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Second, Germany’s barons of heavy industry would gain a stake in reparation 
payments, which might remove their opposition. More generally, it promised 
to reintegrate the French and German economies, thereby underpinning the 
peace in Europe. From Berlin the British ambassador, Lord D’Abernon, advised 
Curzon to accept the agreement so long as Germany received full credit for 
its goods and not the 35–45 per cent that France proposed.178 But French and 
British industrialists strongly protested against the agreement, claiming it 
would exclude them from reconstruction contracts, and the British govern-
ment objected that it would give France priority on reparations.179 The French 
government, ambivalent about becoming so integrated with Germany, set the 
agreement aside. Meanwhile, news of the League of Nation’s decision on Upper 
Silesia turned the German government decisively away from a constructive 
settlement with France.180

In view of his background as a financier and reputation as a friend of 
Germany,181 D’Abernon’s encouragement of the Wiesbaden agreement was per-
haps predictable. Rather more surprising was his view of reparations in general. 
It was, he wrote to Curzon, a commonplace to claim that Germany could make 
reparation payments only through increased exports, which would damage 
British industry, and that reparation payments were chiefly responsible for the 
disastrous decline in the exchange value of the German currency. He was satis-
fied that these claims did not bear scrutiny. German trade competition was due 
not to reparations but to its much lower cost of production, which in turn was 
due inter alia to better industrial organization, lower wages and lower taxation on 
industry. True, relief from reparations would enable Germany to become a bet-
ter customer for British exports and lessen its own need to export. Nevertheless, 
extracting reparation payments from Germany ultimately increased its cost 
of production and reduced its competitive advantage. On balance, therefore, 
abandoning reparations would increase, not decrease, Germany’s industrial 
competitiveness.

The root fallacy of the German system is to imagine that balance of trade is 
a cause and not a result. It is said, ‘Germany has a debit balance of trade, and 
therefore she cannot pay this or that’. The truth is that she has a debit balance 
of trade because she has not been compelled to pay out of income, and has 
not been compelled to tax. Germany is consuming more than she legitimately 
could if she met her obligations. Thus, what is in reality the result of non-
payment of reparation is put forward as a proof of inability to pay. This is a 
complete inversion of cause and effect.182

D’Abernon readily accepted that the greatest practical obstacle was the German 
government’s unwillingness or inability to remove existing subsidies to industry 
and levy the necessary taxes. If it did so, instead of simply printing the money it 
required, reparations would not have the disastrous effect upon the value of the 
mark so often claimed of them. After all, he observed, using an example he knew 
from first hand, Britain did not ruin countries before the war when it required 
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them to service the loans they had taken out.

The fact that Egypt made annually to France and England a payment of inter-
est equivalent approximately to 50 per cent of her total State revenue had no 
upsetting effect upon Egyptian exchange. In each of these cases the remit-
tance was made possible by national economy, and was not provided by infla-
tion. But payment will never be made through national economy while the 
bolt-hole of inflation is available.183

German reparation payments, one might claim, were not comparable to repay-
ment of prewar loans to Egypt, since the latter loans, at least in theory, contrib-
uted to Egypt’s foreign earnings capacity. All the same, D’Abernon’s observations 
deserved careful reflection (and still do to-day, since historians commonly 
ascribe Germany’s hyperinflation to its budget deficits, which arose from Allied 
reparation demands and the German government’s reluctance to pay them).184 As 
D’Abernon explained, a concerted effort by the Allies to collect German foreign 
exchange earnings would have met much, if not all, of their reparation demands 
and removed the temptation for the German government to create budget deficits 
in the first place.

D’Abernon’s colleagues, finding his analysis inconvenient, chose to ignore it. 
By the time it reached London, Germany had requested another moratorium, and 
the Foreign Office, the Treasury, the Bank of England, the City and the Cabinet 
itself readily supported it. For all of them it seemed self-evident that Germany 
had only two means of making payment. One was by raising an international 
loan, which was out of the question so long as Germany was wracked by inflation 
and political instability. The other was by earning a large export surplus, which 
was theoretically possible but would pose a severe challenge to British manufac-
turers and merchants. In the meantime, Allied reparation demands discouraged 
foreign investment in Germany, generated a flight of capital and set back the 
recovery of not only Germany but also Europe as a whole. The near hopeless-
ness of the situation seemed to be demonstrated by the plummeting value of the 
mark on the foreign exchanges. From the prewar gold parity of 25 RM = £1, it had 
sunk to 240 RM by May 1921, 450 RM by September, 700 RM by October and 
1150 RM by the end of November. As the Treasury put it, the mark had already 
fallen to a tiny fraction of its prewar value and would ‘dwindle towards zero’, if 
the Allies insisted upon further reparations now. This would be a terrible blow to 
City financial houses which had tied up much of their capital financing German 
imports of food and raw materials.

The position may be summed up in this way. The German Government can-
not make further payments unless the industrial[ist]s will find the necessary 
foreign exchange. The industrial[ist]s will only do that if they can get credits in 
London. They cannot get credits in London unless there is a moratorium, for 
London finance regards the position as hopeless otherwise.185
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All this seemed borne out in the following months by the mark’s accelerating 
decline, which reached 2400 RM = £1 by July 1922, after the temporary mora-
torium ended, 20,000 RM = £1 by November and 225,000 RM = £1 after the 
Franco-Belgian occupation of the Ruhr began in January 1923. What the Treasury 
official did not point out was that the Reichsmark’s weakness was largely due 
to the practice of German merchants and industrialists of holding their foreign 
exchange earnings on deposit abroad rather than repatriating them. This was 
greatly facilitated by the decision of the British government, yielding to pressure 
from the City which feared that German money was going to Holland and the 
United States, to abandon its right under the Treaty to locate and seize German 
commercial balances in City banks.186 The City thus became a haven for German 
flight capital and a collaborator in the collapse of the mark. Britain’s decision was 
communicated to Berlin but not Paris, which infuriated French officials when 
they learned about it from the Board of Trade Journal.186 But the Treasury official, 
instead of pointing a finger at the City for its self-interested role in the disruption 
of reparation payments, 22 per cent of which were owed to the British Exchequer, 
singled out France as the problem. Since France was likely to object to another 
German moratorium, he advised that Britain should consider using threats or 
inducements – in particular, financial credits to help cover France’s £350 million 
budget deficit – to secure France’s acquiescence.187

Amidst the bitterness engendered by these disputes, Arthur Balfour, the former 
prime minister and current chairman of the CID, signalled his concern at the 
strength of the French air force, which comprised 47 independent air squadrons 
as against the RAF’s mere 3.188 This led to the setting up of a CID subcommittee 
on the ‘Continental air menace’, as it was called, and the recommendation to 
create a metropolitan air force with 500 warplanes. With the collapse of Lloyd 
George’s coalition government and formation of a Conservative government 
under Andrew Bonar Law, a new committee was formed in March 1923 to review 
the need for strengthening air defences.189 The impetus for the enquiry no doubt 
derived partly from interservice competition over scarce resources and the ambi-
tions of Air Marshal Sir Hugh Trenchard to strengthen the RAF. He and other 
partisans of a larger air force made the most of the fact that France had built a 
bomber fleet and claims by certain military strategists that the next war could be 
won by aerial bombardment alone. Yet the suggestion that Britain should make 
preparations against a possible French air attack verged on the absurd. As the 
Army General Staff noted, so long as France faced a larger, potentially menacing 
German threat across the Rhine, it was practically inconceivable that it would 
attack the one ally capable of ensuring its survival.190 In any case, it was no secret 
that France had already savagely reduced spending on aircraft production, mak-
ing it only a matter of time before its current air force would become obsolete.191 
Lord Derby, now secretary of state for war, explained the improbability to CID 
colleagues. Balfour nonetheless persisted in arguing the worst-case scenario:

He was in agreement with Lord Derby that ... the possibility of France  attacking 
this country was decidedly remote, but he was doubtful if we possessed 
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sufficient confidence in the French nation, who were at present in a some-
what hysterical condition, which would enable us to say, ‘We throw down our 
weapons; you can stab us in the back if you wish, but we are certain that you 
will not.’ He did not consider that the country could accept such a position of 
defencelessness.192

In fact, of course, Britain was far from defenceless. Without a single warplane, 
the Royal Navy could retaliate against a French attack by bombarding vulnerable 
coastal towns such as Dunkirk, Calais, Dieppe, Le Havre, Brest and Bordeaux. It 
made no sense to prepare for every conceivable threat, without regard in each 
case to intentions and exposure to counter-attack, since otherwise preparations 
would have to be made against even minor powers. Given their common stra-
tegic interests, British leaders would have been wiser to regard a strong French air 
force as grounds for reducing defence spending rather than increasing it. But such 
was the Francophobia in political circles that most ministers sided with Balfour, 
and, borrowing the principle applied to the Navy of a one-power standard while 
allowing for the need for economies, they agreed to a Home Defence Force of 
52 squadrons, comprising ‘in the first instance’ 394 bombers and 204 fighters. 
In June 1923 Parliament accepted this without cavil.193 Sir Eyre Crowe was left to 
observe the tendency in Whitehall and Downing Street ‘towards the substitution 
of an Entente with Germany in place of that with France’.194

In November 1921, the United States briefly returned to the international scene 
when it convened a naval disarmament conference in Washington. Its princi-
pal motive was to relieve pressure on the federal budget by securing the agree-
ment of other major naval powers to end their large-scale construction plans 
and mutually reduce their naval fleets. As with all such initiatives, the challenge 
was to find a formula that left the relative position of the participants largely 
unchanged. The Washington conference broadly accomplished this by means of 
a five-power treaty, which fixed the total tonnage of British and American capital 
ships at 525,000 tonnes each, while allowing Japan 60 per cent and France and 
Italy 35 per cent of this total. Washington’s other motive for the conference, 
albeit never spelt out, was to contain British and Japanese power in East Asia and 
the Pacific, so as to safeguard US interests in the region. This was obtained by per-
suading Britain not to renew the Anglo-Japanese Alliance, and by the adoption of 
two other treaties. The four-power treaty required the signatory powers, Britain, 
the United States, Japan and France, to respect each other’s rights in the region 
and consult in the event of potential conflict. The nine-power power treaty called 
on the signatories to respect the ‘Open Door’ in China.

The treaties were typical of the Anglo-Saxon powers’ approach to security 
in the interwar period, before the experience of a Second World War per-
suaded them to act differently. This was to give primacy to disarmament whilst 
 eschewing firm international commitments. The five-power treaty contained a 
relatively unambiguous commitment to disarmament, with specific targets for 
all the signatories. But in place of the Anglo-Japanese Alliance, with its precise 
obligations upon the two signatories, the four-power treaty called merely for 
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consultation. Similarly the five-power treaty contained no obligations on the 
signatories in the event that its terms were disregarded by one or another power. 
As British leaders appreciated, their decision to yield to American pressure and 
abandon the Anglo-Japanese Alliance was bound to disappoint Japan, for whom 
the Alliance represented Western acknowledgement of Japan’s place among the 
great powers. To make matters worse, the five-power treaty, while ostensibly 
reducing the risk of conflict in East Asia and the Western Pacific, actually left 
Japan the strongest power in the region, which by no means added to interna-
tional stability.195 Scarcely less important was the antagonism the conference 
fuelled against France.

Briand chose to lead the French delegation to Washington in the hope of 
 reviving the wartime Franco-American friendship and even, if the occasion 
arose, reopening the question of an American guarantee to France. He found 
himself snubbed at the opening session of the conference where the American 
organizers had placed him at a side table with delegates from minor powers rather 
than at the centre table with Britain, Japan and other leading participants.196 A 
few days later he was startled to hear Balfour, representing Britain, call for land 
forces to be taken into consideration and question the legitimacy of France’s 
army. Briand, who had not been informed that Britain would raise the issue of 
land forces, protested and took the first opportunity to defend French policy. 
France, he insisted, was no different from the Anglo-Saxon powers in maintain-
ing forces appropriate to its defence requirements. The only difference was that, 
whereas Britain and the United States enjoyed the protection of the seas, France 
confronted a neighbour on its very frontier that only recently had attempted 
to conquer it and remained potentially far more powerful than France could 
hope to be. No doubt, he added, there were many in Germany who sought to 
escape from the horrors of war, to consolidate the peace and develop democratic 
institutions. But there was also ‘another Germany’, which had learned noth-
ing from the war and continued to agitate for authoritarian government and 
aggressive policies. The memoirs of General Ludendorff, just published, vividly 
illustrated the reactionary view, with its proud assertion that for nations as well 
as individuals conflict was the natural order of things. For evidence that many 
in Germany still shared this view, Briand pointed to its resistance to reparation 
payments, disarmament and the punishment of war criminals. He therefore dis-
missed demands that France should abandon its military forces. But at the same 
time he reaffirmed France’s pacific spirit, observing that since the war its army 
had been reduced by as much as British and American naval forces in percent-
age terms, and would soon be reduced further when conscription was shortened 
from two years to eighteen months.197

Briand’s speech, a brilliant exposition of the argument for security before dis-
armament, would be unexceptionable today. The British and American press 
nevertheless continued to publish furious attacks by George Bernard Shaw, 
H. G. Wells and others, who made France out to be the greatest danger to world 
peace. At a press conference on his departure from Washington, Briand betrayed 
his frustration. Challenged by a correspondent from the Hearst newspaper chain 
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to explain how his commitment to peace could be squared with the presence 
of French tanks on the Rhine, he observed that the United States was itself con-
structing a new generation of battleships. To the correspondent’s protestation 
that they were intended only to maintain the peace, he responded, ‘Very well, 
but so far as I know, battleships were not invented for fishing sardines.’ The jour-
nalist, thus silenced, retaliated in print by misquoting Briand on Franco-Italian 
 parity, which caused outrage in Italy. Meanwhile, in the conference, further criti-
cism was directed at the French submarine fleet.198

As Briand sailed from New York on the liner ‘Paris’ bound for Le Havre, 
Walther Rathenau, representing the German government, visited London where 
he informed Curzon that the collapse of the mark made it impossible to pay 
the 750 million RM in reparations due in early 1922. Curzon assured him that 
Britain would be content with a much-reduced payment. But since France could 
be expected to resist concessions, he invited the French minister of industrial 
reconstruction, Loucheur, for conversations with Sir Robert Horne, the chan-
cellor of the exchequer, and Lloyd George, at Chequers. There, British minis-
ters sought to interest him in a broad scheme wherein reparations as well as 
war debts would be subordinated to the recovery of European trade: something 
along the lines of the Wiesbaden agreement but embracing Soviet Russia as well 
as Germany. Loucheur responded by appealing for British support for fiscal and 
financial controls on Germany, rather than giving way before its self-inflicted 
weakness. He also revived Briand’s proposal of late April to commercialize the 
A and B reparation bonds, while offering the C bonds to the United States in 
payment of war debts. The British ministers rejected financial controls out of 
hand. As Lloyd George said, they had no intention of treating Germany like 
Turkey or China. But they immediately consulted the American ambassador on 
the issue of reparation bonds, only to be told that Washington would not hear 
of transferring its war debt claims to Germany.199 The reparations dispute thus 
threatened to erupt into a new crisis when on 5 December Saint-Aulaire spoke 
with Curzon ‘in a purely private, unofficial and confidential capacity’ about the 
possibility of a ‘defensive alliance’, one that addressed both direct aggression in 
the West and indirect aggression such as a German assault on Poland.200

Just who initiated the proposal on this occasion remains unclear. Hardinge 
understood that Saint-Aulaire had spoken without authority from Briand, 
who seemed surprised by the initiative when queried about it. If this was true, 
President Millerand may have been responsible, since it is extremely unlikely that 
Saint-Aulaire would have acted on his own, especially as only six months earlier 
he had advised Briand against such an initiative.201 Saint-Aulaire himself claimed 
that Curzon had raised the subject with him, although Curzon’s report of their 
meeting suggests otherwise.202 This seems the most likely explanation, since only 
a few days earlier the British Cabinet had heard deeply worrying reports that a 
German default would spell disaster for the City and discussed at some length 
different means of discouraging France from opposing another moratorium or 
occupying the Ruhr as security.203 Whatever the origins, Briand promoted an alli-
ance when he travelled to London on 19 December for talks with Lloyd George.
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Their meeting began with Lloyd George setting out his grand scheme for 
European reconstruction. The current economic slump, he explained, had left 
Britain with two million unemployed. They were costing the government £1 
each per week or £100 million a year, which was driving the Exchequer into 
the red and threatening to cause a deflationary spiral by forcing up taxes and 
further discouraging trade. Germany meanwhile was being dragged down 
by reparation demands, and it would never pay until or unless it expanded 
its foreign trade. Briand agreed and invited Loucheur to explain how they 
might integrate German trade and industry into the British-West European 
economy by implementing the Wiesbaden agreement. But Lloyd George was 
more interested in assisting Germany by reopening trade with Eastern Europe 
and in particular with Bolshevik Russia. Asserting that drastic action was 
needed, he proposed the creation of an international trade corporation with 
a paid-up capital of £20 million to prime the pump. Once trade revived in the 
East, Germany would become a credible borrower again, and by contracting 
an international loan Germany could make reparation payments sufficient to 
rebuild France’s devastated region. If they therefore suspended reparations for 
a year while setting up the machinery required for the scheme, Germany was 
likely to support the reparations regime. The United States would contribute 
support through the international loan. And Soviet Russia could be brought in 
from the cold. A new initiative was essential, for they could no longer rely on 
the White forces to overthrow the Bolsheviks. Besides, Lenin and Trotsky ‘were 
anti-revolutionary and were fighting their own revolutionary wing. ... If Lenin 
and Trotsky knew that they had Western Europe behind them, they would defy 
the extremists.’204

Briand indicated agreement in principle with Lloyd George’s scheme, perhaps 
seeing in it a belated recognition that the Western powers could not safely dis-
regard Eastern Europe, in which case Britain might be drawn into a compre-
hensive security pact. ‘He had in mind’, he told Lloyd George, ‘a very broad 
Alliance in which the two Powers would guarantee each other’s interests in 
all parts of the world, act closely together in all things and go to each other’s 
assistance whenever these things were threatened.’ If they formed an alliance, 
Britain would soon see France reducing its military establishment. Lloyd George 
responded that the British people would not accept such a wide-ranging com-
mitment. They were

not very much interested in what happened on the eastern frontier of Germany; 
they would not be ready to be involved in quarrels which might arise  regarding 
Poland or Danzig or Upper Silesia. On the contrary, there was a general reluc-
tance to get mixed up in those questions in any way.205

However, he was prepared to offer a guarantee to France against unprovoked 
aggression, and he could secure Parliamentary approval for it.

On the face of it, this was an important concession. But, as Saint-Aulaire 
explained to Curzon, the sort of guarantee Britain offered was of doubtful value 



The Emasculation of International Security  117

to France. A revanchist Germany was almost certain to address its grievances in 
the East before attacking in the West. France would then face a dilemma: either 
to withhold support from Poland or Czechoslovakia and jeopardize containment 
in the East, or to support them and ‘provoke’ German aggression against France, 
thus removing the cover of the British guarantee.

At the very most a British guarantee would save France, if not from another 
Charleroi because of the congenital slowness of the British army, then another 
Sedan, but it would not save it from a Polish Sadowa, which would be Germany’s 
best preparation for another Sedan.206 

Germany would appreciate the dilemma and be certain to exploit the potential 
rift between Britain and France. 

Briand, alive to this objection, told Lloyd George that the real need was a 
clear display of Franco-British solidarity, which would deflate the ambitions of 
Germany’s reactionary element and strengthen the credibility of its progressive 
forces. In order to draw Britain into a European-wide security system, he there-
fore repeated Saint-Aulaire’s proposals for a two-tier arrangement, with a loose 
security pact along the lines of the five-power treaty for East Asia agreed at the 
Washington conference, including Germany if possible, but underpinned by a 
firm bilateral Franco-British alliance.

Such an arrangement might include three or four Powers but the nucleus of 
it should be a complete Alliance between Great Britain and France, around 
which other Nations would gather. He repeated with emphasis that Germany 
should be a party to the Pact.207

Lloyd George remained non-committal, but encouraged Briand to hope for an 
agreement when they met at Cannes in the New Year.208

With French political leaders divided on German policy and Briand prepared 
to pursue Loucheur’s scheme for extensive Franco-German economic collabor-
ation, the potential influence of a British commitment to Continental security 
was greater than ever. Ironically, however, Britain’s willingness to consider a 
Continental commitment was further reduced by the conjuncture of numer-
ous differences with France, over French insistence upon the right to increase 
its submarine fleet, the administration of Tangier, Turkey, the Near East and 
Mesopotamia. None, in fact, arose from French ill-will, but Curzon and Hardinge, 
both former viceroys of India, tended to see the hoary hand of French imperial-
ism everywhere and to believe that France was now bent upon the destruction of 
the British Empire. They therefore advised Lloyd George to offer Briand a unilat-
eral guarantee as a means of inducing him to make concessions on the issues that 
concerned them, but under no circumstances to consider an alliance.209

Lloyd George was happy to take their advice, and at Cannes he invited Briand 
to proceed on the same lines as in 1904, when the Entente was established. Britain 
would be prepared to grant a unilateral guarantee against unprovoked aggres-
sion, just as soon as differences between the two countries were cleared away. 
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In effect, France must agree to support Britain in forcing an appropriate settle-
ment on Turkey, concede British rights in the administration of Tangiers, abandon 
plans to expand its submarine fleet and support his own proposal for a European 
economic and financial conference with a virtually unlimited remit, to which all 
countries would be invited, including Germany and Soviet Russia.

Briand in turn renewed his proposal for a two-tier security arrangement, 
 starting with a bilateral Franco-British alliance, followed by a consultative agree-
ment among all the European powers. If an alliance were first agreed, he assured 
Lloyd George, they would find it easy to clear up outstanding issues.210 Thereupon 
he submitted a draft alliance, produced after consultation with the Quai d’Orsay, 
which included a military convention, a clause defining violation of the demilita-
rized Rhineland as direct aggression against France and another clause designed 
to address the issue of indirect aggression in Eastern Europe.211 Lloyd George, 
who insisted upon describing it as an offensive and defensive alliance, indicated 
again that a commitment of this sort was out of the question, but he promised to 
consult the Cabinet on a more modest agreement.212

Two days later, the Cabinet met to consider their response. Andrew Bonar Law, 
the lord privy seal, explained the alternatives before them on the basis of Lloyd 
George and Curzon’s wildly distorted reports. On the one hand, the French pro-
posed ‘an offensive and defensive alliance’, which ‘would give France the right to 
ask us to maintain an Army up to the level desired by her’, and practically force 
Britain ‘to send large military forces to the Continent or wherever they were required 
by France.’ On the other hand, the prime minister proposed a ten-year guarantee 
‘to defend the soil of France against unprovoked aggression by Germany’, once 
the ‘Eastern Question and other main points at issue between the two govern-
ments have been cleared up.’ In other words, he proposed to defend France itself, 
but make no commitment if France insisted upon the demilitarized status of the 
Rhineland or went to the assistance of its allies in Eastern Europe.213 Bonar Law 
continued:

Under the proposed guarantee ... we should not have to make any special mili-
tary preparations. Our military policy would remain unaffected, and we should 
only provide the military forces required for the needs of the British Empire. 
If Germany attacked France, the whole of the resources of the British Empire 
would be available to support France. Such a guarantee would give confidence 
in France and would help the thoughtful section of French opinion to fight the 
Chauvinist party in France.

Such a guarantee would also give us a free hand with regard to Germany. It 
must be remembered that to many people in this country the idea of giving 
any assistance to Germany was repellent; but we must realise that Germany 
is to us the most important country in Europe not only on account of our 
trade with her, but also because she is the key to the situation in Russia. By 
helping Germany we might under existing conditions expose ourselves to 
the charge of deserting France; but if France was our ally no such charge 
could be made.214
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The Cabinet endorsed the prime minister’s proposal.215 But before anything 
more could be done, President Millerand, kept informed of negotiations at Cannes 
by a sceptical Saint-Aulaire, became convinced that Briand was losing control of 
the situation. Millerand, Barthou and other Cabinet colleagues as well as much of 
the Paris press feared that Briand had given way to Lloyd George on the Bolsheviks’ 
repudiation of Russia’s debt and on reparations from Germany, and was on the point 
of accepting the will-o’-the-wisp of a unilateral British guarantee against unpro-
voked aggression in return for substantive concessions elsewhere. In their view, 
Britain had already undermined France’s security by blocking its establishment of 
a frontier on the Rhine, reneging on the 1919 guarantee and encouraging German 
resistance to reparation payments, and was now undermining its efforts to isolate 
the Bolshevik regime.216 Publication in French newspapers of a photograph from 
Cannes, in which Briand appeared to be taking a golf lesson from Lloyd George, 
seemed to illustrate France’s subordinate relationship and loosed a torrent of com-
plaint in the press and Parliament. Briand had no choice but to suspend the con-
ference to defend his actions in Paris.217 He appeared first before the Cabinet, and 
then spoke to the Chamber of Deputies. But so strongly was the current running 
against him, he resigned without waiting for a vote of confidence to be held.218

2.6 The Ruhr crisis and international security

Poincaré, who succeeded Briand as premier and foreign minister on 14 January 
1922, was regarded in London as the embodiment of French militarism and intran-
sigence. His reputation was due in part to his punctilious and abrasive manner, 
along with his frequent press articles on foreign affairs which demanded action 
to force Germany to respect its Treaty commitments and took Britain to task for 
its appeasement,219 but also to German subsidized propaganda which presented 
him as a prime mover in the events of 1914 that had led to Russia’s mobilization 
and the outbreak of war. Appearances aside, however, Poincaré differed little from 
Briand in politics or policy. His Cabinet comprised much the same personnel as 
Briand’s; and so far from being more intransigent, his Union sacrée government 
would have included Clemenceau’s confidant Tardieu as well as several Radicals, 
had his offers of posts been accepted.220 He approached sanctions no less cau-
tiously. And like Briand, he regarded closer relations with the Anglo-Saxon pow-
ers, and particularly Britain, as of inestimable value to French security. However, 
he was not prepared to abandon French claims on Germany merely in the hope 
of a strengthened Entente, nor would he be fobbed off with an empty formula of 
words.

On 14 January, before completing the formation of his Cabinet, Poincaré had 
the opportunity to review the question of a security pact when Lloyd George 
passed through Paris on his return from Cannes. Meeting at the British embassy, 
where Hardinge interpreted, Poincaré accepted that the guarantee Lloyd George 
had offered might serve as the basis for an agreement. But he insisted that it must 
be modified in three respects. In the first place, it should be a reciprocal rather 
than a unilateral obligation. A unilateral guarantee created the impression of a 
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favour bestowed by Britain upon France and encouraged the view that France 
should offer concessions to obtain it. This would be quite inappropriate, since in 
his view and that of all his colleagues Germany posed as great a threat to Britain 
as to France. This had been true in 1914 and was even more so now with the devel-
opment of mechanized and aerial assault forces. Second, he demanded the inclu-
sion of a military convention, since without it the pact would be empty of real 
content. As he put it, he would rather have a military convention without a pact 
than a pact without a convention. Third, he insisted that the pact must involve a 
much lengthier commitment than the ten years Lloyd George proposed. For the 
next ten years Germany would pose little military threat, and in any case France 
would have the security that came from controlling the Rhineland during that 
time. The threat could be expected to materialize precisely in the ten years that 
followed. Lloyd George offered to consider the first and last points, but ruled out 
a military convention, claiming that the British Parliament would never accept 
it. However, when Poincaré insisted, pointing out that military agreements had 
been made under the prewar Entente in 1911 and 1912, Lloyd George volunteered 
that Britain might accept informal military contacts over the period of the pact. 
As Poincaré disliked the publicity surrounding summit diplomacy, they agreed to 
leave the next stage of negotiations to Curzon and Saint-Aulaire.221

Poincaré was confident that he would secure a British commitment on far bet-
ter terms than the one offered to Briand.222 But events soon confirmed that little 
had actually changed. On the train back to London, Lloyd George confided to 
his friend, Lord Riddell, the newspaper publisher, that Poincaré had lost touch 
with reality in hoping for a military convention which set out force levels to 
back up a reciprocal guarantee. ‘Poincaré’, he repeated, ‘is foolish’. He had no 
intention of going beyond a promise to support France in some undefined way in 
the event of Germany’s ‘unprovoked aggression’.223 Reports from Saint-Aulaire in 
London alerted Poincaré to the remoteness of a substantive agreement. According 
to an informed source, Lloyd George, as he had done with Clemenceau in 1919, 
had offered Briand a guarantee without bothering to consult either the Foreign 
Office or the War Office, which led Saint-Aulaire to conclude that it was not a ser-
ious offer.224 Corroboration came from General de la Panousse, the French mili-
tary attaché in London, who found General Sir P. Chetwode, deputy-chief of the 
Imperial General Staff, deeply disturbed by the savage retrenchment being car-
ried out under the so-called Geddes axe, which in eight to ten years time would 
leave the British army with fewer divisions available for a Continental expedition 
than in 1914 and fewer Territorial divisions to back them up.225

Saint-Aulaire submitted a new draft agreement to Curzon on 23 January 1922. 
This was a bilateral alliance in all but name and followed closely the draft that 
Briand produced earlier in the month.226 Curzon offered no hope that his col-
leagues would accept it. He himself thought France was unreasonable to demand 
more now than it had been offered and accepted in 1919, and would support no 
agreement until France cooperated on the four issues that Lloyd George had set 
out for Briand.227 Poincaré remained optimistic that Lloyd George would support 
an agreement on account of the importance he attached to the success of his 
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forthcoming economic conference at Genoa. Since Britain would need France’s 
cooperation there, he urged Saint-Aulaire to persist with conversations.228 But, 
as Saint-Aulaire became aware, the rift between Lloyd George and Curzon had 
widened almost to breaking point. Curzon regarded the Genoa conference as a 
 monumental folly and an example of Lloyd George’s political opportunism which 
he had no intention of supporting. As for Lloyd George, Saint-Aulaire believed he 
would simply string France along with the offer of a pact to obtain its support at 
Genoa. Saint-Aulaire repeatedly sought to raise the pact in conversations with 
Curzon and Foreign Office officials, but could not expedite its adoption.229

At the opening of a two-day conference with Lloyd George at Boulogne on 
1 March, Poincaré again raised the security pact. Lloyd George agreed to discuss it 
but insisted that they must first reach agreement on the Genoa conference. Then, 
adopting his most aggressive manner and claiming that Britain was staggering 
under the weight of two million unemployed, he warned that France must support 
his efforts at the conference to revive European trade or he would have no hesita-
tion in ‘isolating’ France. Poincaré, setting aside his opposition to contact with the 
Bolshevik régime, confirmed France’s willingness to attend the conference on cer-
tain conditions. These were discussed at length, and it was only towards the end 
of the second day that Lloyd George reverted to the security pact. Since, however, 
Poincaré was obliged to return to Paris, the issue was held over.230

French observers speculated on Poincaré’s decision to pass up the chance to 
discuss a security pact, while British observers took this as proof of his disdain for 
British friendship.231 In fact, so keen was he to obtain a pact that he soon accepted 
modifications to his draft agreement of 23 January. André Maginot, the minister 
of war, supported by Jules Laroche of the Quai d’Orsay, advised him not to insist 
upon formal staff talks if this proved a sticking point with the British, since in any 
case they would eventually recognize the practical need for them.232 Shortly after-
wards, Poincaré received word – almost certainly from Lord Cavan, the new Chief 
of the Imperial General Staff – that if he dropped this condition, he could count 
on France’s friends in the British army to make up for the omission.233 Presently 
he indicated he would accept a pact without reference to staff talks and a term of 
only 20 years instead of the 30 years he had originally requested.234 It made no 
difference. Following the Genoa conference, Saint-Aulaire’s repeated requests for 
Britain’s response to the French proposal were simply brushed aside.235

Meanwhile reports from London confirmed that the British public, working 
classes as well as middle classes, had become thoroughly disaffected with France. 
In January, the Cambridge Student Union debated the motion ‘that this house 
deplores the present attitude of France in international affairs’. Speakers for the 
motion, who claimed that France sought to crush Germany, which was fatal to 
British trade and employment, handily won the debate by 149 to 80.236 In February, 
the National Executive of the Labour Party and the Trades Union Congress (TUC) 
declared their opposition to a Franco-British pact.237 In March, Jacques Bardoux, 
the eminent foreign correspondent of Le Temps and frequent visitor to England, 
privately warned Poincaré that hostility towards France among British liberals 
had become worryingly strong. The immediate reason was the remarkably bad 
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press France had received over its policy at the Washington conference. British 
opinion was always sensitive about naval issues and had been greatly disturbed 
by hostile reporting on France’s ambitions to expand its submarine and cruiser 
fleet. But the more fundamental reason was the severe economic slump, which 
had generated large-scale unemployment, disillusionment with the peace settle-
ment and extreme impatience with France for apparently obstructing the recov-
ery of international trade.238

What could be done? Bardoux feared that the difference in outlook was too pro-
found to be altered by a propaganda campaign; nor was the British press amenable 
to this approach. France, he believed, would do better to encourage understand-
ing through institutions such as the Institut Français, the Fondation Rothschild 
and the university extension programme. Among other things, he suggested that 
the Institut might organize a series of lectures in England on aspects of contem-
porary France; perhaps an ‘Entente Cordiale cup’ could be introduced for rugby, 
associ ation football and hockey. Diplomatic activity was important, but sports 
were probably more so. As the recent French victory at Twickenham illustrated, 
the British public commonly equated athletic prowess with noble qualities. But 
regaining the interested friendship of moderate liberal opinion would take time, 
and he warned that negotiations for an alliance must be completed before the next 
general election. The victory of a ‘radical-worker coalition’, he warned, would rule 
out any such agreement for the foreseeable future and leave France vulnerable.239

Lloyd George, always alert to the popular mood in Britain, sought to exploit it 
in his effort to ensure that the Genoa conference was a success. Passing through 
Paris on his way to Genoa on 8 April, he met Poincaré and Louis Barthou, the 
minister of justice, who would represent France at the conference. He pointed 
out how unpopular France had become among ‘the lower classes in England’, and 
warned them not to obstruct measures for opening up pan-European trade: ‘if he 
and Barthou returned with empty hands it might mean the end of the Entente.’ 
Hardinge, who was present, claimed that ‘Poincaré was fightened, changed his 
tone and promised to make no more difficulties’.240 But in fact Poincaré was not 
cowed by such warnings. Once again, he feared that French interests including 
its reparations from Germany and its frozen investments in Soviet Russia were 
to be sacrificed on the altar of British commerce. Acting like Millerand towards 
Briand at Cannes, he constantly bombarded Barthou at Genoa with warning tel-
egrams, advising him to break off negotiations and keeping him on a tight leash 
to the end.241 This had a bearing on the slow pace of the conference proceedings, 
which dragged on for six weeks. But it had little bearing on the rapprochement 
of Germany and Soviet Russia at Rapallo, which occurred within a week of the 
conference opening, while negotiations on Russian debt relief were still wide 
open, and which virtually destroyed any chances of the conference  succeeding. 
British and French observers, however, drew different lessons from Rapallo. 
To the former it confirmed their view that reparations must be reduced if not 
set aside altogether to keep Germany within the Western camp. To the latter it 
offered further proof of Germany’s unwillingness to accept the peace settlement 
and the need for vigilance, firmness and a Franco-British alliance.
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Poincaré, writing to Saint-Aulaire in early May, suggested that surely now 
the British would see why France sought more than a unilateral guarantee of 
its Rhineland frontier. A guarantee was necessary, but it should be obvious that 
Germany would first turn East and swallow up Poland before turning West.242 
Saint-Aulaire warned that British interest in a mutual pact had waned.243 
Poincaré’s speech at Bar-le-Duc on 23 April, a ringing affirmation that France 
would not yield an inch in its claims to reparations and if necessary would act 
alone to protect its interests, had been badly received in London.244 Elements 
of the British press blamed France for the failure of the Genoa conference. At 
the Foreign Office, Curzon, referring to France as well as Germany and Soviet 
Russia, complained that the European powers were ‘relapsing ... into the deep-
est slime of prewar treachery and intrigue’.245 Curzon’s advisers agreed. In a 
private exchange, Sir Sydney Waterlow urged the French diplomat, Jacques 
Seydoux, for the sake of ‘civilisation,’ to abandon the ‘chimera’ of repara-
tions and ‘the policy of Louis XIV in Europe’; in which case Britain would be 
prepared to guarantee France against aggression and provide financial assist-
ance.246 Seydoux bridled at the reference to Louis XIV. France, he pointed out, 
had entered the recent war with a debt of 30 billion francs. It emerged with 
a debt of 300 billion francs, its monetary system shattered, its labour force 
sadly diminished and an enemy across the Rhine that was prepared to destroy 
its own currency rather than pay reparations, all the while remaining rich by 
any standard. Would Louis XIV merely have discussed this situation for two 
years?

Germany has disarmed neither materially nor morally; it is engaged in an eco-
nomic war against you as well as us, and merely biding its time before prepar-
ing for another war; and you are disarmed against German aviation as well as 
German chemical warfare as we learned at Washington.

And here, permit me to remind you of the past. Under your excellent mon-
arch [Edward VII] you became aware that German expansion threatened the 
very foundations of your Empire, and entered a rapprochement with us. ... I 
was in Berlin when the [Entente] was concluded. I immediately felt from that 
day Germany had decided upon war. We did everything to convince you; 
recall the press campaign by Tardieu. You only opened your eyes at the last 
minute; perhaps had you opened them earlier, many things would have been 
different.

We were right then; why do you imagine that we are wrong today? ... At this 
solemn moment, our governments are seeking a common approach. I believe 
it is possible, if we return to the attitudes we adopted in 1904.
... My professor at the Ecole des Sciences Politiques, Albert Sorel, the eminent 
historian and philosopher, liked to repeat: ‘England is an island’ – we don’t for-
get and we ask you never to forget this other maxim: ‘France is in Europe’.247

The gap in thinking ruled out a Franco-British pact. Indeed, on 29 May Balfour 
circulated a note to colleagues advising them that ‘the unthinkable must be faced’, 
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of a French aerial attack on London. They must therefore give the RAF the means 
to bomb Paris in retaliation.248

In June 1922, the British government decided to settle its war debt to the 
United States, now that Washington had set up the World War Foreign Debt 
Funding Commission and issued requests for negotiations to begin.249 With 
some hesitation, ministers also agreed to notify Britain’s debtors that it would 
expect them to begin repayments, although only as much as Britain was required 
to pay the United States after deducting its reparation receipts.250 The note, 
drafted by Balfour, was singularly ill-judged. In the United States it aroused 
deep resentment for suggesting that America was responsible for the continu-
ing war debt- reparations tangle, while representing Britain as morally superior 
for seeking foreign cover ‘only’ for the whole of its external liabilities.251 It was 
also badly received in France, which faced the prospect of increased British war 
debt demands to the extent that Germany escaped reparation payments.252 As 
could have been expected, it therefore hardened French determination to obtain 
reparations and contributed to the collapse of a conference in London in early 
August, when Poincaré, over Lloyd George’s protests, insisted upon physical guar-
antees if Germany was to be conceded a further moratorium.253 Advised that 
France’s budget deficit was  reaching unsustainable levels, pressured by conserva-
tive nationalists to stand firm on reparations, and aware that he could suffer 
the same fate as Leygues and Briand when Parliament reconvened in October 
if he yielded, Poincaré dug in his heels. Speaking on 21 August at Bar-le-Duc at 
the dedication of the memorial to the Voie sacrée, the road that had kept Verdun 
supplied and the whole of France from collapsing in 1916, he announced, ‘we 
want payment and we will be paid.’254 Days later, the situation in the Near East 
abruptly deteriorated.

In March 1922, an opportunity had arisen to end the confrontation with Turkey 
when nationalist officials signalled their readiness for an armistice in their conflict 
with the Greeks and a negotiated settlement. The French government favoured 
acceptance of the Turks’ condition that the Greeks must evacuate Smyrna within 
four months. But when Britain sided with Greece, the conflict continued. The 
Greek army had hitherto performed well, but it now faced an enemy force that was 
larger and better equipped than before, being supplied by Bolshevik Russia and, 
according to British sources, France.255 On 5 September, the Turks broke through 
the Greek lines, and on 9 September they sacked Smyrna, massacring hundreds. 
Turkish units soon threatened the Allied neutral zone below the Dardanelles and 
Bosphorus. The British chose to stand fast since, as Winston Churchill, the colo-
nial secretary, put it, ‘If the Turks take Gallipoli and Constantinople, we should 
have lost the whole fruits of our victory.’256 But the French government, having 
repeatedly advocated a compromise peace and disturbed by the near hopeless-
ness of the military position on the Asian side of the Straits, withdrew its troops 
on 18 September, prompting the Italians to follow suit and leaving a British force 
of barely 300 men to defend the towns of Ismid and Chanak.257 Five days later, a 
thousand Turkish troops entered the neutral zone, and on 29 September General 
Harington, the local commander, was ordered to issue an ultimatum for them to 
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withdraw. Wisely he held back, for the following day the Turks indicated their 
readiness to negotiate. This halted the slide to war, and with the signing of a con-
vention on 11 October the crisis temporarily ended.

By then, however, serious political damage had been done. The British 
Dominions, especially Canada and Australia, took it amiss that they should 
receive a call to arms at the eleventh hour, having scarcely been informed of 
the danger let alone consulted. Henceforth, they would not accept that Britain 
could merely take their support for granted.258 Franco-British relations suffered 
a comparably damaging blow.259 Curzon, sent to Paris on 20 September to rally 
French support, tactlessly accused Poincaré of deserting Britain at Chanak, which 
provoked such an angry response from Poincaré that he broke down in tears.260 
Crowe, generally regarded as one of the strongest Francophiles in Whitehall, furi-
ously blamed France for the débâcle and claimed that its withdrawal of troops 
from Chanak had ‘struck a fatal blow to the Entente.’261 Austen Chamberlain, lord 
privy seal and another ostensible Francophile, publicly accused France of badly 
letting Britain down.262 Bonar Law, the Conservative party leader, warned France 
in a letter to the Times to support British efforts for a just settlement of the Straits 
question or Britain would turn its back on Europe.

We cannot act alone as the policeman of the world. The financial and social 
condition of this country makes that impossible. It seems to me, therefore, that 
our duty is to say plainly to our French Allies that the position in Constantinople 
and the Straits is as essential a part of the Peace settlement as the arrangement 
with Germany, and that if they are not prepared to support us there, we shall 
not be able to bear the burden alone, but shall have no alternative except to 
imitate the Government of the United States and to restrict our attention to 
the safeguarding of the more immediate interests of the Empire.263

Barely a week later, Lloyd George’s coalition collapsed, to be replaced by a 
Conservative government headed by Bonar Law. Saint-Aulaire, who had cited 
Bonar Law’s letter as evidence of his narrowly British outlook and preference for a 
policy of disengagement from Europe, soon reported signals from Downing Street 
in favour of the Entente.264 But he was also obliged to add that, notwithstanding 
the prime minister’s goodwill, the new government had no intention of depart-
ing from existing British policy on reparations.265

On 10 October, Sir John Bradbury, British representative on the Reparations 
Commission, requested colleagues to work with the German government on 
a plan for monetary and financial reform. In the absence of radical measures 
to end the inflationary spiral, he warned, the German economy would col-
lapse, making the country ungovernable. He therefore proposed a four-year 
morat orium on reparations, in return for which Germany would issue credi-
tors with five-year Treasury bills, to be redeemed after the moratorium. To 
ensure that financial reforms were carried through, the Allied powers should 
insist upon controls on the note issuing and credit creating powers of the 
Reichsbank.266 
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Poincaré acknowledged the seriousness of Germany’s financial crisis and was 
prepared to consider a moratorium when the German government approached the 
Reparations Commission in November. But he insisted first upon obtaining a physi-
cal guarantee of eventual payment, and was prepared to accept nothing less than the 
occupation of the industrial valley of the Ruhr.267 British leaders strained every effort 
to discourage him, holding out various inducements including a common approach 
to Washington on war debts and support for an international loan on the security of 
reparation bonds, while hinting that the future of the Entente was at stake.268

Briefly in mid-November, unease at the implications for the Entente of inde-
pendent action caused Poincaré to hesitate. But frustration at reports of British 
encouragement of German non-payment, along with pressure from President 
Millerand and the conservative press led him to persist, prompting the break-
down of an Allied conference at Lausanne where emotions over the Chanak affair 
spilled over into deliberations on German reparations.269 Subsequently Poincaré 
resisted Bonar Law’s last-minute efforts to find an alternative solution.270 The 
Reparations Commission, by a majority of three to one, with France, Belgium and 
Italy for and Britain against, declared Germany to be in default in its obligation 
to deliver supplies first of timber, then coal. And on 11 January 1923, Poincaré 
ordered a team of engineers guarded by French and Belgian troops to seize con-
trol of the mining and industrial assets of the Ruhr.

British and American leaders were convinced that Poincaré sought to exploit 
Germany’s inability to pay as an excuse to disrupt its economy and promote the 
breakup of the country. Poincaré’s officials in the Rhineland had indeed harboured 
such ambitions for several years, although until the latest crisis Poincaré himself 
had resisted subversive action. Nevertheless, he shared the view that France had 
been short-changed at the Peace conference in 1919 when it had been promised, 
then refused, the Anglo-American guarantee, and he now insisted that France 
must augment its security vis-à-vis Germany some other way. He also believed 
it likely that if the Rhineland became autonomous from the rest of Germany, it 
would trigger a process that would end in a looser, and therefore less dangerous, 
federation of German states. As he put it shortly before the occupation, ‘we have 
not the least thought of annexation, but it is another thing to have a Rhineland 
without Prussians; basically it comes down to constituting a zone that is neutral 
in its sympathies by drawing its people towards us’.271 Disturbed by the evidence 
from Rapallo of Germany’s incorrigible revisionism and annoyed by Britain’s 
refusal to hold Germany to its Treaty commitments, which merely encouraged 
its resistance, he therefore approved the occupation of the Ruhr. He was deter-
mined to obtain reparation payments, but he also anticipated that his economic 
demands would result in important political consequences.272

The occupation of the Rhineland and Saarland in 1919 and the temporary occu-
pation of the five Ruhr towns in 1921 had passed off almost without incident. This 
probably led Poincaré to assume that the occupying troops would meet no resist-
ance when they re-entered the Ruhr.273 But it soon became clear that this occupa-
tion would be far more contentious. German miners, railwaymen and steelworkers 
in the Ruhr almost immediately responded to a call to strike, and the Cuno gov-
ernment in Berlin supported their passive resistance through financial subsidies. 
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French efforts to maintain coal output and redirect it to France led to confronta-
tions, dozens of casualties, and the expulsion of some 100,000 German officials 
and others who sought to resist the occupiers. Meanwhile inflation in Germany, 
already running at an annual rate of several thousand per cent when the occupa-
tion began, accelerated into hyperinflation, reducing almost to nothing the value 
of the mark and severely crippling the national economy. French engineers and 
Belgian railwaymen, backed by sizeable military units, eventually managed to 
appropriate a large fraction of the Ruhr coal, but not before the heavy cost of the 
operation aggravated French inflation, shaking confidence in the franc.

Cuno held out until August, hoping to exploit the gulf that had opened up 
between Britain and France, but with Germany in crisis and Poincaré showing no 
sign of giving way, he resigned. In his place, Gustav Stresemann, another conserv-
ative with close links to business, became foreign minister and briefly chancellor 
as well. As early as 3 September, Stresemann informed the French ambassador 
in Berlin of his wish to negotiate a settlement, and on 25 September he unilater-
ally ended support for passive resistance. Poincaré’s colleagues and advisers urged 
him to seize the opportunity. With Germany on its knees, they believed he could 
insist upon a settlement that included extensive French participation in German 
industry. This would not only ensure payment of reparations but would also give 
France greater purchase over Germany. They may have been right, although nei-
ther Germany nor Britain were likely to have tolerated French participation in 
German industry for long. What is certain is that Poincaré’s prolonged inaction 
while currency chaos descended upon Germany merely intensified German and 
Anglo-Saxon animosity towards him. Worse, his last-minute decision to support 
the radical separatist movement in the Rhineland proved a fiasco. His officials 
were caught unprepared for the initiative, the separatists had almost no following, 
and the new chancellor in Berlin, Wilhelm Marx, was himself a Rhinelander and 
an effective opponent of the breakaway movement. Not only was the movement 
swiftly and brutally crushed, but the larger movement for Rhineland autonomy 
was also discredited. Poincaré, in contrast to Briand, was better at dragging his 
heels in stubborn opposition than adapting to changing circumstances or inno-
vating policy.274

In May 1923, Stanley Baldwin had become prime minister when illness forced 
Bonar Law to retire from politics. Baldwin continued his predecessor’s cautious 
policy, resisting pressure from Curzon to break with France while constantly 
pressing Poincaré to accept a negotiated settlement. He was thus in a position to 
exploit Poincaré’s embarrassment. The Franco-German confrontation also drew 
American bankers into the crisis. President Harding had scrupulously avoided 
political entanglements with Europe, but by the autumn of 1922 he felt impelled 
to take an interest in the growing dispute over reparations. This was not, as histor-
ians have claimed, evidence of America’s pursuit of world ‘financial supremacy’.275 
Nothing, in fact, was further from Harding’s mind. His motive for involvement 
was not financial or political hegemony, but rather unease at being held respon-
sible for Europe’s social turmoil on account of US war debt demands and his 
impatience to see trade revived and above all agricultural exports, on account of 
the recent slowdown in the US economy.
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Charles Evans Hughes, the secretary of state, and other members of the 
Administration strenuously denied any connection between US war debt 
demands and reparations. But the argument was transparently flawed, and the 
very need to repeat it was indication enough of the pressure they felt them-
selves to be under from European critics.276 As for trade, American farmers and 
other producer groups had done very well during the four years of war when 
European production was disrupted. But subsequently European production had 
recovered and production elsewhere expanded, driving down prices and spread-
ing distress in rural America. The revival of prairie radicalism in the early 1920s, 
after a period of quiescence, made this a matter of particular importance to the 
Administration. In December 1922, therefore, Hughes, with Harding’s approval, 
invited Europeans to call on the good offices of ‘distinguished Americans’, by 
which he meant leading businessmen, if this would forestall the impending 
occupation of the Ruhr.277 London and Berlin welcomed US involvement, but 
Paris showed no sign of modifying its policy. Washington therefore held back, 
anxious to avoid becoming embroiled in European controversy. On 11 October 
1923, however, with the Ruhr crisis still unresolved and Germany sinking into 
polit ical turmoil, Harding’s successor Coolidge, renewed the American offer. He 
would not contemplate directly involving the American government in a dispute 
involving reparations. But he appreciated the value that Europeans attached to 
access to US capital markets and hoped they would listen to the views of inde-
pendent American businessmen.278

Baldwin and Dominions leaders, attending the Imperial conference in London, 
were delighted to learn of Coolidge’s offer.279 Not only did it chime perfectly 
with their view that commercial activity should come before reparations but 
it also raised hopes that at last the United States would acknowledge the link 
between its war debt demands and German reparation payments; an issue made 
all the more important since Britain had negotiated a debt funding agreement 
with the United States earlier that year. Despite British urgings, Poincaré again 
held back, refusing to introduce American influence into the reparations settle-
ment until he had received assurances that the Reparations Commission would 
remain in overall control and that an expert enquiry would have no authority 
to alter Germany’s total reparations liability of 132 billion gold marks. But when 
Britain and the United States yielded on his main demands, two expert com-
mittees were formed.280 The second committee, chaired by Reginald McKenna, 
chairman of the Midland Bank and former Liberal chancellor of the exchequer, 
would investigate means of repatriating German flight capital. The more impor-
tant first committee, chaired by the American banker, General Charles G. Dawes, 
was called upon to identify suitable means of balancing the German state budget 
and stabilizing the mark.

Dawes was an excellent choice. As a prominent banker, his imprimatur on 
a scheme of reforms would provide the necessary reassurance to American 
 investors for the loan required to float Germany off the rocks. As a Chicagoan, he 
would not arouse the suspicions of an international stitch-up, which might have 
occurred had he been a director of J.P. Morgan or another Wall Street bank. And 
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as a wartime liaison officer in Paris, he was also one of the few mid-Westerners 
sympathetic to France and able to exercise some influence on French leaders: 
a crucial factor since obviously they would be called upon to make the largest 
concessions. Dawes lacked the technical skills for the difficult task of devising 
the programme of reforms. But he had as colleagues Owen D. Young, chairman 
of the General Electric Corporation and RCA and a non-executive director of 
the Federal Reserve Bank of New York, and Henry M. Robinson, a member of the 
wartime Supreme Economic Council and another banker. They too reflected the 
care that Washington put into the selection of the team. Robinson, like Dawes a 
prominent Republican, came from Los Angeles and hence was ‘free of any Wall 
Street taint’.281 Young, albeit from New York, was generally known as an industri-
alist rather than a banker. He was also a Democrat, hence attracting cross-party 
support, and an exceptionally competent lawyer-businessman. Together with 
Sir Josiah Stamp, a prominent British businessman, statistician and former civil 
servant, Young was instrumental in devising the Dawes Plan by which repar-
ations could be resumed without further endangering the stability of the German 
currency.

Poincaré’s decision to support the work of the Dawes committee was consistent 
with his approach to the crisis. To him, upholding the reparations régime consti-
tuted an obligation upon all the signatories of the Treaty of Versailles,  including 
Britain; and morally, if not legally, the United States as well as Britain was duty-
bound to help France secure justice. Confirmation that the Anglo-Saxon powers 
were at last prepared to devise a workable reparations scheme therefore seemed 
to him a major step forward. As a lawyer, statesman and spokesman for the belea-
guered French taxpayer, this seemed to be exactly what was needed, and he soon 
endorsed the Dawes plan when it was circulated in April 1924.282 In the event, he 
appears to have underestimated the influence over reparations that the Anglo-
Saxon bankers would obtain when their loans and credits became essential to 
restart the German economy. But the concessions were made by his successors, 
and in any case their importance can be exaggerated since, after the bruising 
experience of 1920–4 which nearly destroyed the franc as well as the mark, it was 
extremely unlikely that France would ever again act alone against a recalcitrant 
Germany. Far more important, he appears to have overestimated his success in 
regaining Britain’s support for the principles on which the Versailles settlement 
was based. Bonar Law, Baldwin and his successor in January 1924, James Ramsay 
MacDonald, leader of the first Labour government, were all prepared to sup-
port the revival of reparations, but only because they could see no alternative 
for the time being. None of them, however, was prepared to fill the gap in the 
postwar security framework left by the loss of the Anglo-American guarantee to 
France. They were superficially friendly in their dealings with French leaders, 
and Bonar Law and Baldwin at least were probably sincere. But MacDonald and 
Baldwin also followed the now familiar path of holding out hope of improved 
security arrangements to expedite the settlement of the Franco-German dispute, 
without any serious intention of accepting a British commitment to Continental 
security.
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In September 1923, the fourth Assembly of the League of Nations endorsed the 
Draft Treaty of Mutual Assistance, a Franco-British initiative, which called upon 
member states to support general disarmament in return for stronger collective 
security against aggression. Under the Draft Treaty, the League Council within four 
days of the outbreak of a conflict would meet and decide which of the parties was 
the aggressor. Thereupon military sanctions, authorized under Article 16 of the 
League Covenant, would become automatic rather than merely optional as before, 
although signatories would be obliged to assist victims of aggression only within 
their respective region of the world. The Draft Treaty reflected the French thesis 
that disarmament, however desirable, must follow rather than precede  adequate 
security provision. By the spring of 1924, 18 countries including France had con-
firmed their readiness to ratify it. Britain, along with the British Dominions, the 
Netherlands and the Scandinavian countries, nevertheless opposed it, not least 
because as a world power its obligation to provide military assistance would not 
be limited to a single region. MacDonald informed Edouard Herriot, Poincaré’s 
successor, of British opposition when they met for the first time in June 1924. But, 
he suggested, it was his experts who were opposed, whereas he favoured a security 
arrangement including Britain, France and Belgium, which he would willingly 
help to devise once the more pressing issues were cleared away.

Mr. MacDonald: ... We must assure our well-being, but we will work also to 
resolve the great moral problems of the peace of the world. Let us therefore 
settle first the question of the Dawes Report; then we will go on to that of inter-
Allied debts, then to the problem of security, and we will try to remove from 
Europe the risks of war which threaten it ... 

M. Herriot: I thank Mr. MacDonald warmly for what he has just said. In effect, 
the most important result of our interview is a sort of moral pact of continuous 
co-operation between us for the good of our two nations and in the general 
interests of the whole world. I will do all that is possible and even the impos-
sible to respond to his appeal ...283

Herriot was no less anxious than his predecessors to contain Germany, anticipat-
ing accurately that in ten years time Germany would again pose a serious threat 
to France.284 But unfortunately, as leader of the Cartel des gauches, the centre-left 
coalition that had triumphed in the April 1924 legislative elections, he assumed 
that the British Labour government shared similar values to the Cartel and would 
join France in a constructive solution to their common reparation and security 
problems. In fact, MacDonald and his Labour party colleagues were if anything 
even more opposed to a Continental commitment and more hostile to France 
than their Liberal or Conservative predecessors. In conversations with Herriot, 
MacDonald spoke of infusing international relations with a new morality, while 
promising to address France’s need for security, once an agreement was reached 
on reparations.285 Skilfully, he suggested that it was the international bankers 
who demanded concessions on reparations, when it was largely he and Norman 
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of the Bank of England who insisted upon them.286 Herriot, anxious to make up 
with Britain, yielded on many aspects of the security and reparations settlement, 
including who was to determine any future default and define sanctions.287 This 
merely earned the scorn of MacDonald and his advisers, who treated Herriot’s 
decision to set aside his brief to demonstrate his commitment to the Entente as 
mere incompetence and personal weakness. It also infuriated Ambassador Saint-
Aulaire who encouraged conservative critics in Paris to denounce Herriot for 
weakness and incompetence, a judgement frequently repeated by histor ians.288 
But what choice did Herriot have, given the evidence that Poincaré’s unilateral 
approach to reparations had proven intolerably expensive in economic and secu-
rity terms?289 Since no one then or later has identified a third alternative, he 
was almost bound to accept MacDonald’s vague assurance that Britain would 
stand ‘shoulder to shoulder’ with France in the event of a German default on the 
Dawes Plan.290 He welcomed MacDonald’s promise to appear with him at the 
fifth League of Nations Assembly in September, when all the replies on the Draft 
Treaty of Mutual Assistance had been received. In return, as MacDonald hoped, 
he promised to work closely with Britain at the forthcoming diplomatic confer-
ence in London to ratify the Dawes Plan.

With Herriot as good as his word, MacDonald succeeded at the conference 
in reducing reparations – from 132 billion gold marks, as originally agreed, to 
30 billion of which slightly over 15 billion were for France – and in relaxing 
France’s grip on the rules governing suspension of future reparations and sanc-
tions in the event of another deliberate German default. At the League Assembly 
shortly afterwards, MacDonald rejected the Draft Treaty, but presented himself 
as a champion of international order and challenged other countries to join 
Britain in a new agreement on binding arbitration for international disputes. 
When Herriot warned that arbitration by itself was not sufficient, MacDonald sat 
down with him and hammered out a joint Franco-British resolution, which soon 
evolved into the ‘Protocol for the Pacific Settlement of International Disputes’, 
known simply as the Geneva Protocol.291 By this Protocol, arbitration would be 
backed by force. Signatory countries would be required to accept the arbitration 
of disputes by a League committee of arbitrators, and any country that refused to 
do so or rejected the committee’s decision would be declared an aggressor against 
whom the League would take ‘any action that may be deemed wise and effectual 
to safeguard the peace of nations’. The Protocol would come into force immedi-
ately upon the successful conclusion of a general disarmament conference, sched-
uled to open in June 1925.

On the face of it, this constituted a major British commitment to European 
security; and indeed a number of MacDonald’s fellow ministers regarded it as 
dangerously binding. But, as MacDonald recognized, an arrangement that left 
the League Council to decide on arbitration, aggression and the appropriate 
sanctions scarcely went beyond the commitment that countries made when 
they joined the League. Britain, with a seat on the Council, could always block 
unsuitable resolutions. The Protocol was, in his words, a ‘harmless drug to soothe 
nerves’.292 In any case, the Labour government had no intention of ratifying it, 
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as was evident from the King’s speech opening the new session of Parliament in 
October, which mentioned disarmament and arbitration while referring only 
vaguely to the Protocol.293 The government soon escaped the embarrassment of 
going back on its own proposal when it was defeated in the general election of 
29 October.

The new Conservative administration led by Stanley Baldwin had no inten-
tion of proceeding with the Protocol either. But there was still ways to go in the 
settlement of the reparations dispute and pacification of Europe. The immediate 
problem was that France objected to the first stage of evacuating the Rhineland, 
scheduled to begin on 10 January 1925, in face of evidence that Germany was still 
evading the disarmament clauses of the Treaty. Since MacDonald had promised 
Herriot in July that he would consider the security issue and Herriot had reminded 
him of his promise in August, experts were surveyed on means of satisfying the 
French demand, and a subcommittee of the CID was created in December to col-
late the results.294

The Imperial General Staff concluded that something should be done, since 
it was only a matter of time before Germany once again became a threat to 
European peace.

The General Staff hold that it would be the height of unreason to assume that 
so virile a nation as Germany will rest content indefinitely with the reduced 
status and forfeitures of territory imposed on her as the result of an unsuc-
cessful war; and that, given the opportunity, renewed aggressive action by 
Germany is probable, or at least possible, in the present generation.

In their submission they mentioned the possibility of relying upon a strength-
ened League of Nations, only to dismiss it as ‘visionary and remote’. The only 
practical solution, they decided, was a defensive alliance with France and Belgium. 
Britain should avoid any commitment to France that specified the number of 
troops to be deployed or required the withdrawal of forces engaged in Imperial 
policing in peacetime. Nor should it accept any commitment regarding Germany’s 
eastern frontier. A tripartite alliance was nonetheless essential.

[T]he General Staff, looking ahead as far as they dare, see the balance of man-
power steadily increasing in favour of Germany, but only usable for purposes 
of aggression if supplemented by adequate armaments. The future security 
of France and Belgium lies in the denial to Germany of the capacity to pro-
vide and maintain armaments on the scale necessary for the prosecution of a 
great war. This implies a policy based on a firm hold on Lorraine and, for the 
present, the Saar, and on the firm maintenance of Articles 42 to 44 and 429 
of the Treaty. For the implementing of this policy, which is purely defensive 
and is based on the Treaty of Versailles, France and Belgium require the moral 
and material support of Great Britain. The anxiety of France in regard to this 
support can only be allayed by a defensive alliance. There is no doubt in the 
opinion of the General Staff that such an alliance would make for peace.295
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The naval staff agreed with this view.

The point of primary interest is that the Pact would ensure the security of the 
Channel ports. This was, in this sphere, our main preoccupation in the late 
war, and in any future war our interest in their security will be even greater 
on account of the great development of artillery, aircraft and other forms of 
offensive action.296 

Hitherto, the air staff had resisted such a commitment, holding that France 
was as much a threat as Germany, while asserting that if Britain adopted any 
pact, it should include Belgium and if possible Germany.297 But by the end of 
1924 they too supported a tripartite pact, since they feared Germany’s revival as 
a military power and believed that a pact, together with the demilitarization of 
the Rhineland, was the most effective means of forestalling German aggression 
against France and Belgium and ultimately against Britain itself.298

The general staff’s basic assumptions, broadly shared by all the service chiefs, 
were set out with remarkable force a few weeks later:

The question at issue is clearly not well understood by the majority of the 
British public. For us it is only incidentally a question of French security. ... The 
true strategic frontier of Great Britain is the Rhine; her security depends entirely 
upon the present frontiers of France, Belgium and Holland being maintained 
and remaining in friendly hands. The great guiding principle of the German 
General Staff in making plans for a future war will be, as in the last war, to try 
to defeat her enemies in detail. Any line of policy which permitted Germany 
(with or without allies) first to swallow up France, and then to deal with Great 
Britain would be fatal strategically.299

The British service chiefs still shied away from a thorough analysis of the 
European balance of power, passing hastily over Eastern Europe and the near 
certainty that Germany would seek to ‘defeat her enemies in detail’ on her east-
ern frontier before using the additional security and resources thus obtained to 
launch its western offensive. But they did at least acknowledge that allying with 
France and Belgium in a common security pact was not an option, to be offered or 
withheld depending upon the concessions obtained, but a necessity for Britain’s 
own security.

Austen Chamberlain, foreign secretary in the new government, shared the 
service chiefs’ view, and with the backing of his Foreign Office advisers he 
sought Cabinet approval to offer an alliance to France and Belgium in place of 
the Protocol.300 He was aware that British and Dominions support for such an 
alliance had greatly declined since 1919.301 But he did not anticipate the extent 
of opposition among his own colleagues, when for three days in early March 
they debated the issue. Curzon, Balfour, Birkenhead and Amery opposed any sub-
stantive Continental commitment. Churchill, the chancellor of the exchequer, 
indicated his willingness to consider some general commitment, but rejected the 
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general staff’s main argument. Britain, he told colleagues, could ‘stand alone’. ‘I 
decline to accept as an axiom that our future is involved with that of France.’302 
Chamberlain nevertheless believed that colleagues would support him in  offering 
a security guarantee to France and Belgium in place of the Protocol, and pass-
ing through Paris on 7 March on his way to Geneva he informed Herriot of his 
intentions.303 Led by Amery, however, Cabinet colleagues intensified their oppo-
sition to a Continental commitment. Chamberlain, fearing he had been put in 
a false position, sent his resignation to Baldwin.304 Meanwhile, to save face at 
Geneva, he proposed to support a German proposal for a Rhineland Pact: a much 
looser arrangement involving Germany as well as the former wartime Allies. The 
proposal had actually originated with Lord D’Abernon, the British ambassador, 
who suggested it to Stresemann as a means of forestalling Britain’s adoption of 
an alliance with France. Stresemann had seized upon it, and for similar reasons 
Chamberlain’s colleagues, including Amery, welcomed it as well.305 After lengthy 
negotiations, the Pact was adopted at a conference in Locarno in October.

By the Rhineland Pact, the centrepiece of the Locarno agreements, Britain 
along with Fascist Italy guaranteed France and Belgium against German aggres-
sion, and guaranteed Germany against French and Belgian aggression. By a 
separate treaty signed at Locarno, Germany agreed to submit to arbitration any 
disputes that threatened the peace on its Eastern frontier. Independently France 
entered into mutual guarantees with Poland and Czechoslovakia against external 
aggression. Chamberlain presented Britain’s support for the Rhineland Pact as 
the realization of its commitment to guarantee France in 1919, which in a literal 
sense it was. But as he privately assured the CID, the Pact, so far from increasing 
Britain’s foreign commitments, actually diminished them.306 As a signatory of 
the League Covenant, Britain had a general obligation to help maintain the peace 
everywhere. The Rhineland Pact limited its geographical commitment to Western 
Europe. Moreover, even within this limited region, it did not specify Britain’s 
obligations in the event of aggression.

To the British government, the Pact was just another ‘harmless drug to soothe 
nerves’. But in fact it was far from harmless. In the first place, it discouraged 
British defence strategists from thinking further about a Continental commit-
ment.307 Second, it served to warn France that if it wished to obtain British sup-
port against German aggression, it should abandon further support to its Eastern 
allies. French leaders had hesitated before agreeing to the Pact precisely for this 
reason. In the end they did so in the hope that it might eventually lead to a 
stronger commitment from Britain. Crowe, the under-secretary of the Foreign 
Office, had encouraged this hope.308 But, in fact, the Pact did no such thing. 
Instead, as the French feared, it simply encouraged Germany to continue on the 
path of revision in Eastern Europe.309

2.7 Conclusion

Since 1918, the United States had hewed rigidly to its isolationist tradition, 
which indeed was reinforced by the recent crisis in the Ruhr. When at this time 
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Washington again became involved in Europe, it was minimal and due largely 
to the plight of American cotton, tobacco, wheat, pork and other producers 
who were suffering from the decline in overseas demand. The offer to Europe 
of disinterested advice from American business leaders seemed not only advan-
tageous from an economic point of view but also politically acceptable, since 
it enabled Washington to remain at arm’s length from European politics. On 
this basis it was pleased to have Charles Dawes, Owen Young and informally 
the directors of J.P. Morgan contribute to European economic recovery through 
their role in the Dawes Plan and stabilization of the German currency. Their 
efforts were successful, indeed almost too successful, for they lent credibility 
to the view that, with only a little encouragement from Washington, mar-
ket forces were sufficient to ensure America’s access to overseas markets and 
continued prosperity. The United States could enjoy expanding world trade 
without contributing to the framework of international law, institutions and 
security that ‘free markets’ required. Thus, it seemed, isolationism worked. This 
was a dangerous delusion, but at least for a few more years it retained some 
plausibility.

Britain too became involved in Europe through the Rhineland Pact, centre-
piece of the Locarno treaties. But this was merely a gesture designed to appease 
France, Germany and liberal opinion in Britain itself. The test of any security 
commitment is the evidence of practical provisions for ensuring that in the event 
of a challenge the commitment will be honoured with force and not merely more 
words. For the Rhineland Pact, Britain made no such provisions. Despite the 
military chiefs of staff’s advice that they were necessary, the politicians could 
not bring themselves to act. Even Austen Chamberlain, the sole member of the 
Cabinet with much enthusiasm for the Pact, had, as one sympathetic historian 
puts it, ‘given little thought to [practical enforcement measures], and had refused 
to allow military considerations to affect Locarno.’310

Among the advice that Chamberlain received on Europe, some at least was 
realistic and far-sighted. Shortly before the Locarno negotiations, the Foreign 
Office historian, James Headlam-Morley, drew his attention to the importance of 
defending the postwar European order:

We are too timid and modest about our own achievements; there is too much 
criticism and not enough defence. Cannot we recognize that the settlement of 
1919 was an immense advance on any similar settlement made in Europe in 
the past? In broad outline, it represents a peace of reason and justice, and the 
whole fabric of the continent depends on its maintenance.311

In particular, Headlam-Morley defended the settlement in Central and Eastern 
Europe, since the region formed an integral part of the European balance of 
power. Poland’s survival was vital to prevent the alliance of the two outcast pow-
ers Germany and Bolshevik Russia, and because Germany’s reconquest of the 
eastern marches would make it a more formidable threat when it next turned 
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westwards. But the existing order in the former Austrian lands was scarcely less 
important:

Has anyone attempted to realize what would happen if there were to be a new 
partition of Poland, or if the Czechoslovak State were to be so curtailed and 
dismembered that in fact it disappeared from the map of Europe? The whole 
of Europe would at once be in chaos. ... Imagine, for instance, that under some 
improbable condition, Austria rejoined Germany; that Germany, using the dis-
contented minority in Bohemia, demanded a new frontier far over the moun-
tains, including Carlsbad and Pilsen, and that at the same time, in alliance with 
Germany, the Hungarians recovered the southern slope of the Carpathians. 
This would be catastrophic, and, even if we neglected to interfere in time to 
prevent it, we should afterwards be driven to interfere, probably too late.312

In December 1925, just as the Locarno agreements were ratified, Joseph 
Addison, counsellor at the British embassy in Berlin, warned Chamberlain that 
German support for them was barely lukewarm. This, he suggested, was scarcely 
surprising, since Germans firmly believed that they were not responsible for the 
Great War, that they had lost it only because of treachery on the home front, and 
that, having accepted a settlement based on Wilson’s Fourteen Points, they had 
been tricked into accepting the Versailles Treaty, which was unique in the scale of 
its iniquity. It followed that ‘a man or woman who builds on these foundations is 
hardly likely to erect in his or her mind a palace of peace’. For now, the German 
army had practically ceased to exist. But the German people remained no less 
militaristic in temperament than before nor less convinced that war was natural, 
necessary and even beneficial.

There never was a moment in historical times when the German was not first 
and foremost a soldier by instinct and was not fighting in all the armies of the 
world. The only difference is that his energies are now confined within his 
own borders and his exertions devoted to the military supremacy of his own 
country, with the result that the nuisance has become evident to the rest of 
the world. Moreover, he cannot usually be got to see anything morally wrong 
in modern warfare, and if he thinks about it at all, will tell you, as a perfectly 
sane man once said to me, that war is ‘eine Göttliche Institution’, designed by 
Providence to eliminate the weak and very properly exalt the strong.313

Despite Germany’s recent adoption of democratic government, Addison believed 
that Herriot, the former French premier, had been correct when he said Germans 
invariably behaved ‘[ou] en maître ou en valet’. The clear inference of Addison’s 
long and thoughtful report was that Britain should adopt a policy of firmness to 
deter Germany from returning to its bullying ways. This was especially the case, 
he warned, since Germany on entering the League of Nations intended to waste 
no time before raising challenges on such sensitive issues as Danzig, the Polish 
Corridor, Upper Silesia and Anschluss with Austria.314
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Addison’s warning, if cynically phrased, was well-corroborated. In 
December 1924, the Inter-Allied Military Commission of Control reported that 
Germany was still in serious breach of the disarmament clauses of the Versailles 
Treaty. According to Allied inspectors, Germany had not suppressed its High 
Command but reconstituted it in a new guise; short-term recruits had been taken 
on and trained; the conversion of munitions factories to civilian production was 
far from complete; important stocks of arms had been found and the reorganiza-
tion of the state police had not even begun.315 Brigadier-General J. H. Morgan 
of the Inter-Allied Commission of Control publicly warned that Germany, ‘the 
least idealistic nation in the world and the most realist, watches, waits, plans 
and despite all her dynastic catastrophes and changes of political form, remains 
after the war more identical with what she was before than any other nation in 
Europe.’316

Similar warnings followed in later years.317 Yet they had no effect upon British 
policy. Having agreed to welcome Germany into the League of Nations and award 
it a seat on the League Council, the British government continued to strip away the 
security framework established at Versailles. Despite the disturbing evidence pre-
sented by Morgan’s Control Commission, Chamberlain insisted that it be wound 
up and Allied forces withdrawn from the most northerly of the three Rhineland 
occupation zones, centred on Cologne, by February 1926.318 He also agreed with 
the German thesis that since Germany had had to disarm, the victor powers were 
morally obliged to do so as well.319 And in March 1927, barely two months after 
Allied military inspections in Germany ended, he joined Stresemann in pressing 
France to reduce the number of Allied troops in the two remaining occupation 
zones of the Rhineland. Briand, constrained by the conservative Paris press, the 
High Command and his own Cabinet colleagues, refused. But Chamberlain kept 
up the pressure, and in August of that year Briand agreed to a 12 per cent reduc-
tion in troops.320 Meanwhile Governor Norman sided with American bankers in 
pressing for an early revision of the Dawes plan on reparations payments, so as to 
relieve Germany of much of its public external debt.321

The effect of British policy was deeply insidious. In the first place, it encouraged 
German statesmen to continue their revisionism rather than acquiesce in the 
postwar settlement. Second, it encouraged them to maintain good relations with 
the Anglo-Saxon powers who supported their revisionism, while feeling free to 
disregard any French initiatives that did not find favour in London or Washington. 
Third, it created the impression in the Anglo-Saxon world that France and not 
Germany was standing in the way of peace, thus feeding the already intense 
Francophobia in political and business circles. So far from building peace, it 
therefore contributed to the undermining of international relations.

This was an odd outcome, given Chamberlain’s openly expressed sympathy 
for France. But among British diplomats, Addison and Headlam-Morley were in 
a small minority, and Headlam-Morley himself had only belatedly adopted a 
favourable view of the postwar order. As a member of the British delegation at 
the peace negotiations in 1919, he had laboured for a settlement based upon what 
he called the ‘elementary principles of humanity and Christianity’, and deplored 



138  Great Interwar Crisis

French efforts to create a viable Poland, which he called ‘a disastrous policy’.322 
Upon circulation of the draft Treaty, he had written to his brother, the Rev. A. C. 
Headlam, asserting that it was, ‘I am sure, quite indefensible and in fact is, I 
think, quite unworkable.’323 This, not his later view, was the general view within 
the Foreign Office where, until well after 1933, most senior officials displayed 
the same ‘moralistic-legalistic approach to international problems’ that George 
Kennan later identified as the feature of contemporary American foreign policy-
making.324 In their view, the ‘old diplomacy’ of secret treaties, military alliances, 
financial subsidies and balance of power should give way to a new diplomacy of 
collective security through the League of Nations, arbitration and disarmament.

Some historians explain this ‘idealism’ as a reaction to the awful bloodletting of 
the recent war. On the face of it this seems plausible, for no one who has studied 
the contemporary British press and private correspondence can fail to be struck 
by the frequency of moral judgements on international relations and the exag-
gerated hopes placed on the influence of the League of Nations, even among the 
well-travelled officials of the Foreign Office. Yet against this must be set the fact 
that Britain spent at least as much on defence as other major powers in the 1920s, 
and more than before the war, and was prepared to rearm against France.325 Other 
historians place greater importance upon the restraining influence of Britain’s 
overburdened finances, its onerous commitments beyond Europe and its sensitiv-
ity to the opinion of the Dominions who demonstrated in the Chanak crisis that 
Britain could no longer take their support for granted in any future conflict, par-
ticularly one in Europe. But this begs the question why ostensibly hard-headed 
statesmen should have betrayed such woolly thinking on grand strategy: why, 
given the crucial importance of Europe for British security and the limited means 
at their disposal, they set the wrong priorities.

Their behaviour reflected a sort of Euroscepticism: abhorrence of commitments 
in Continental Europe which would reduce Britain’s independence and com-
promise its liberal policies. Britain clearly stood to gain by avoiding a commit-
ment to any single region and especially to Europe, which would require a large 
standing army and heavy taxes to support it. Yet, as the recent war confirmed 
and the next war would do so again, Britain’s fate was inescapably bound up 
with that of Europe. The additional influence that subverted rational calculations 
of national security was the deep river of racialist bias, which sustained oppos-
ition to a Continental commitment that aligned Britain with Latin France and its 
Slavic allies against Teutonic Germany. Now that Germany had shed its Prussian 
militarism along with the Kaiser, Britain would not be dragged at the heels of 
‘chauvinistic’ France. Even less would it be drawn into conflict by the Slavs, who, 
in the words of one Cabinet minister, were ‘a kind of orientalised Irish’.326 Its pre-
ferred outcome was one where Germany re-established hegemony in its eastern 
hinterland, leaving Britain to focus upon its overseas Empire – even though this 
would leave the Continent dangerously unstable and in turn Britain’s own eco-
nomic prosperity vulnerable.

Chamberlain held that Britain had no interest in Eastern Europe: ‘the less that is 
said [about this region] the better it will be’.327 Notwithstanding  Headlam-Morley’s 
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warning that the security of Western Europe – including Britain – was inescap-
ably bound up with the fate of Central and Eastern Europe, most senior British 
diplomats agreed with Chamberlain. Sir William Tyrrell, the permanent under-
secretary at the Foreign Office, advised him that with regard to Eastern Europe 
‘Let sleeping dogs sleep – or if they won’t, let us try to make them sleep.’328 Tyrrell 
and his colleagues felt confident that Germany was no longer a threat, so long 
as the Western powers promptly addressed its legitimate grievances against the 
Versailles settlement. They believed that the greater threat to peace arose from 
France dragging its heels on revision and obstructing it by maintaining its network 
of alliances in the East. France, whose narrowly self-interested  ‘materialism’ made 
it untrustworthy and hence ‘feminine’, was unreasonably fearful of Germany and 
driving it into the arms of nationalists.329 They dismissed the French thesis – 
accepted by Britain and other great powers after 1945 – that establishing Europe’s 
security must precede, not follow, arbitration and disarmament, professing to see 
in it the expression of old-style imperialism.

An informal exchange between Miles Lampson at the Foreign Office and Eric 
Phipps, first secretary at the Paris embassy, captures the mixture of impatience, 
scorn and racism with which British diplomats regarded their Gallic neighbours. 
‘Are the French quite mad?’ Lampson asked. ‘If they delay German entry into 
the League of Nations, they risk losing Locarno. Do they realize that if they lose 
Locarno they will have lost almost certainly for all time all chance of a guaran-
tee from us?’330 Phipps responded, ‘I do not think the French are really mad, 
but they are very feminine’, though Lampson might think ‘the two things are 
almost identical’.331 This exchange took place in May 1926, when France had been 
made almost helpless by the franc crisis. British observers nevertheless persisted 
in regarding France as dangerously strong. Indeed, with the de facto stabilization 
of the franc in December, the subsequent accumulation of huge foreign exchange 
and gold reserves, and continuing economic growth, France seemed stronger 
than ever. French authorities, looking ahead a decade or so when Germany had 
shrugged off the last restraints from Versailles and rearmed, remained nervously 
aware of their vulnerability. British observers, focusing narrowly on the present, 
chose to believe that France’s preoccupation with security was mere hysteria: a 
fixation that was blocking appeasement and driving Germany towards political 
extremism. In their view, ‘the root cause of European instability and unrest was 
French insecurity.’332

The isolationism of the Anglo-Saxon powers placed France in an increasingly 
acute dilemma. French security policy was based upon the essentially sound 
assumption that the peace settlement had done all too little to reduce Germany’s 
formidable war-making potential or remove the ‘Prussian’ elements within 
Germany: the politicians, industrialists, ministerial officials, judges, professors, 
soldiers, even trade unionists who hankered for a return to authoritarian govern-
ment and restoration of a greater Germany. To make matters worse, the Russian 
empire was now in the hands of a hostile Communist régime. Rather than con-
tributing to the balance of power, the Soviet Union was prepared to destroy it 
by supporting German revisionism and secret rearmament, all the while hoping 
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to gain control of Germany through the spread of revolution in Central Europe. 
This made it even more important for France to prop up Poland and the countries 
of the Little Entente, probable first targets of German aggression. French policy 
thus sought to contain rather than crush Germany, and through firmness to per-
suade Germans to abandon their revisionist dreams. Most contemporary British 
observers (and not a few latter-day historians) nonetheless insisted that France’s 
preoccupation with security was an unreasoning obsession.333 This was wholly 
misplaced. Indeed, in light of the threats to European stability from a still largely 
unreformed Germany as well as a newly Bolshevized Russia, any other posture 
would have been little short of madness.

Britain’s revisionist strategy aroused angry outbursts from French nationalist 
commentators, and occasionally Poincaré and Saint-Aulaire allowed their frustra-
tion to show in exchanges with British officials. But by and large French leaders 
displayed none of the exaggeration or irrational prejudice in their references to 
Britain that regularly appeared when their British counterparts discussed French 
policy or national character.

This was not because racial assumptions informed thinking in France less than 
in Britain. Like Britain, France possessed a vast empire in which non-Europeans 
were subjected to officially sanctioned discrimination. Like Britain, official France 
harboured a mild anti-Semitism, which tolerated Jews in the Ministry of the 
Interior and the Conseil d’État but not in the Inspection des Finances, the Cour 
des Comptes or the Quai d’Orsay – just as they were tolerated in the British Home 
Office and Treasury but not in the Foreign Office.334 Saint-Aulaire proclaimed at 
the opening of the French Institute in South Kensington in February 1921 that 
the defeat of the ‘barbarians’ and the ‘eclipse of Slavism’, had ‘confer[red] on Latin 
and Anglo-Saxon genius the moral and intellectual direction of humanity’, and 
he contrasted ‘the old polished races like ours, and the hideous mixture of ped-
antry, platitude, and arrogance, which characterized the [German] parvenus, the 
profiteers of science’.335 French leaders seemed convinced that Germany was still 
controlled, directly or indirectly, by Prussians, whose belligerent character and 
base ethics derived from their nature, their blood. Yet for French leaders and prac-
tically the whole of the French political class, national security was too  pressing 
a matter to be based upon prejudice. Since France needed the Anglo-Saxon and 
Slavic countries as allies, the racial geography of Europe was bound to seem dif-
ferent from the vantage point of Paris.

Poincaré in occupying the Ruhr had sought to demonstrate that France would 
insist upon its Treaty rights, if possible with Britain, if necessary alone. In the 
event he made three disastrous miscalculations: first, that Germans would put up 
little or no resistance to the occupation; second, that by separating the Rhineland 
economically from the rest of Germany and placing it under French control, he 
would foster Rhenish autonomy and a radical weakening of the central govern-
ment in ‘Prussian’ Berlin; and third, that the Rhenish separatist movement could 
serve French interests. Belatedly he pursued a solution to the German problem as 
radical as that of Marshal Foch. Yet this should not obscure the fact that his chief 
ambition had always been to persuade Britain, and if possible the United States, 
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to accept their share of responsibility for upholding the Versailles settlement. 
Were they to stand together, Germany could not hope to shrug off the restraints 
of Versailles in pursuit of territorial revision and Continental hegemony. The 
nationalists’ project would thus become unrealistic, and the Rapallo option of 
alliance with Soviet Russia would appeal only to the most reactionary of nation-
alists, isolating them from most of the middle class. Moderate policies would be 
much more likely to prevail.

However, with Britain encouraging German revision, America aloof and 
France alone defending Versailles, German nationalists could sustain the myth 
of an oppressive peace, focus hostility on France and undercut their moderate 
 opponents at home. However skilful or determined French leaders might be, 
they could not impose a unilateral solution upon Germany or negotiate a bilat-
eral solution: Britain’s participation, at least, was essential to an enduring peace. 
Clemenceau, Millerand, Briand, Herriot and Poincaré all knew this. Their assump-
tions and aims were remarkably similar. But so too was their record in office, for 
none of them proved able to unite the Western powers in a coherent security 
system. Even now, British and American historians frequently place responsibil-
ity for the failure of the Versailles settlement at France’s door on account of its 
lack of statesmanship or will.336 The implicit assumption is that the challenge of 
containing Germany was essentially France’s problem and not equally that of the 
Anglo-Saxon powers. That this view should still prevail in the English-speaking 
world is itself a measure of the difficulty faced by France in the interwar years.

The world was therefore more precarious in 1925 than it had been at the time 
of the Armistice seven years before. In 1918, Japan had been tied into the inter-
national security system by the Anglo-Japanese alliance, which provided it with 
a measure of security and respect and enabled London to exercise some restraint 
on Tokyo. In the West, France had been prepared to deploy military power to 
contain Soviet Russia and enforce the peace settlement with Germany. But since 
then the United States had encouraged the replacement of the Anglo-Japanese 
alliance with the three treaties of the Washington conference, which did little to 
underpin stability in East Asia. Meanwhile, the United States and Britain with-
drew their guarantees from France, Italy under Fascism engaged in irresponsible, 
opportunistic meddling whenever the occasion arose, and Germany, encouraged 
by bankers and statesmen of the Anglo-Saxon powers, constantly agitated for an 
end to all constraints on its freedom of action. Already France was yielding in its 
struggle to uphold the terms of the Treaty. The framework of security essential for 
long-term international stability was thus emasculated, leaving not just Europe 
but the whole world in a dangerously fragile state.
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3
The Limits of Globalization

3.1 Introduction

All through Saturday 21 May 1927, spectators gathered in front of the Opera 
in Paris to watch the electric screen displaying the progress of Captain Charles 
Lindbergh, who had set off the previous morning in his monoplane, ‘The Spirit 
of Saint Louis’, from Long Island, New York, in the hope of becoming the first 
man or woman to fly the Atlantic from west to east. Others meanwhile drove 
to Le Bourget airport to be on hand for his arrival. By late afternoon, when 
news broke of his sighting off the south-west coast of Ireland, the sea of cars 
heading for Le Bourget had forced incoming vehicles off the road, mounted the 
raised tramway tracks that ran along the median, spilled onto the pavements 
and obliged pedestrians to retreat into shops and cafés before grinding almost 
to a halt. By 8:30 p.m., as Lindbergh passed over Cherbourg, the vertical lights 
along the coast and the London-Paris routes had been activated and the route 
to Le Bourget indicated by two straight rays from the powerful lighthouse on 
nearby Mont Saint Valérien and flashing red rockets fired from Le Bourget itself. 
Shortly after 10 p.m., the sound of a motor could be heard in the darkness above 
the airstrip, and after circling three times Lindbergh set his aircraft down. The 
crowd, estimated at over 150,000, surged past the 500 special police and soldiers 
of the 34th Aviation Regiment who had been drafted in to keep order. Lindbergh, 
dragged feet first from his plane, was nearly killed by the crush of jubilant well-
wishers.1 The welcoming committee, caught up in the crowd, failed to reach him 
and for a time he vanished. Luckily for Lindbergh, his helmet was knocked or 
pulled off, the sight of which diverted the crowd enough for two French pilots to 
spirit him to safety.2 Eventually Myron Herrick, the American ambassador, found 
him alone, asleep in an officers’ cabin. To Herrick’s relief, he turned out to be a 
polite, well-spoken, handsome Midwesterner who appeared to embody the inno-
cence and energy of the New World, and in the weeks that followed, he proved 
to be an effective representative of America as he made his highly publicized way 
around Europe’s capitals.3

The excitement that Saturday evening was focused upon Lindbergh himself, 
who had performed one of the greatest acts of individual heroism of the age. 
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But as many appreciated, his feat was part of a more general process of globali-
zation begun more than a century earlier, interrupted by the war, and now sus-
tained largely by American capital. Technology, one element of the process, was 
revolutionizing communications. Besides rapid strides in aviation, illustrated by 
Lindbergh’s flight, a new generation of transoceanic cables which more than dou-
bled transmission speeds had recently been laid on the main communications 
routes. Short-wave radio-telegraph links, introduced commercially in 1924, now 
also spanned the globe and threatened to make even the new cables obsolete. The 
telephone line between London and Paris might still be crackling and unreliable,4 
but the first transatlantic telephone service was scheduled to open to the pub-
lic before the end of 1927, and radio broadcasting was becoming an important 
source of news and entertainment. Equally influential were films, largely from 
Hollywood, which portrayed the luxuries and excitement of the new age to audi-
ences throughout the world.

Another element in this latest stage of globalization was the huge expansion 
in international financial activity, both capital investment and short-term credit 
operations. ‘Hot money’ – funds without a permanent home that migrated swiftly 
from one market to another in search of security – added to the instability of cur-
rencies that before the war had seemed solid and enduring. A third element was 
the expansion of corporate enterprise. Multinational firms, the great majority 
American, rapidly extended their global reach, dominating newer industries such 
as electrical manufacturing and distribution, office equipment, chemicals and 
motor vehicles, as well as oil extraction, refining and distribution, mining and 
refining essential base metals such as aluminium, copper, nickel, lead and zinc, 
and production of rubber, gutta percha and their manufactured products.

If such things could be measured, it might be found that the rate of global 
technological and economic change in the 1920s was little different from  earlier 
or later decades. But it was occurring when states seemed less able to confront 
the consequences, since the international framework of security was weak and 
becoming weaker, leaving people in Europe, East Asia and elsewhere fearful 
of the adverse consequences of globalization. There was nothing surprising in 
the fact that the cost of Lindbergh’s flight was largely assumed by partners of 
J.P. Morgan & Company, the Wall Street bank that symbolized America’s global 
financial power.5 Nonetheless, it was almost certainly fortunate for the recep-
tion Lindbergh received that this fact remained unknown to his well-wishers in 
France and elsewhere.

3.2 British economic ambitions and the limits of leadership

In November 1918 Continental Europe emerged from the war in turmoil, its 
political system shaken by revolution and the collapse of four great empires, its 
economic system dislocated by war, inflation, the repudiation of sovereign and 
commercial debt, and the breakup of what had previously been a highly inte-
grated market. In July 1914, Europe had comprised 20 independent countries 
between which goods moved easily and passports were scarcely required. By the 
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Armistice, it comprised 27 countries of much smaller average physical and demo-
graphic size, and 20,000 km of additional frontiers.6 These frontiers became bar-
riers to trade because states lacked the means to pay for imports whether through 
exports, foreign exchange or foreign credit, and faced runaway inflation. Yet 
remarkably most of Europe regained prewar levels of production by 1925 and for 
the next four years enjoyed unprecedented prosperity. Some credit was due to 
the Federal Reserve Bank of New York and its Wall Street allies, who supported 
Europe’s recovery. But their efforts stood in sharp contrast to the isolationist and 
stiffly protectionist Administrations in Washington, whose nationalist policies 
ran counter to New York’s internationalism. In the absence of official American 
help, responsibility for Europe’s stabilization and recovery fell largely to Britain. 
While scarcely pro-European and deeply suspicious of French designs, Britain’s 
political and economic élite appreciated that their own prosperity was bound up 
with world trade, which could scarcely revive so long as the Continent remained 
in crisis. Since no other country was able or willing to provide a lead, Britain had 
no alternative but to do so.

As it happened, Britain was well equipped for leadership. Economically, 
its position was decidedly weaker than before the war. In July 1914, Britain’s 
financial houses managed a portfolio of overseas investments well in excess of 
£3 billion, perhaps twice that of their nearest rivals in France.7 By 1919, the 
portfolio had shrunk to less than half the prewar total, and there was little pro-
spect of it being quickly restored. Britain remained the world’s greatest trading 
nation, taking imports, exports and re-exports together, but it had lost ground 
in overseas markets. As a result, the surplus available for reinvestment abroad 
was barely two-thirds the prewar level in money terms and far less in constant 
values. Between 1907 and 1913 Britain’s annual current account surplus had aver-
aged approximately £175 million, and exceeded £200 million in the last full year 
before the war. After the war, Britain’s current account surplus became mark-
edly less predictable and in the ten years between 1920 and 1929 averaged only 
£115 million or thereabouts.8 To make matters worse, the country was sad-
dled with £1122 million in war debts, 80 per cent of which were owed to the 
United States and over nine-tenths of this to the US Treasury. In theory, these 
debts were offset by claims of over £2000 million upon France, Russia, Italy and 
other wartime Allies. Indeed, including reparation claims on Germany, Britain’s 
balance sheet from the war showed credits exceeding liabilities by over three 
times.9 But after the vast political upheavals that had engulfed Russia and Central 
Europe, no one seriously imagined that all the war debt and reparation obliga-
tions would be fulfilled.

Even so, Britain was still better off than other major European powers. Not only 
had it emerged from the war with a strong currency, substantial lending resources 
and scarcely any direct damage, but also having acted as banker to the Allies 
and coordinated much of their shipping and re-supply, it possessed a wealth of 
talent for the task of directing European reconstruction. To revive trade, the for-
est of protectionist barriers recently erected would have to be cut back and the 
narrow bilateral arrangements replaced by multilateral agreements. But this was 
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out of the question until countries possessed a reliable medium of exchange. The 
first task therefore was to stabilize currencies or where necessary create new ones. 
The Treasury backed these efforts, but true to its liberal traditions Britain relied 
mainly upon private institutions and international organizations to restore global 
markets.

The Economic, Financial and Transit Section of the League of Nations 
Secretariat began its work in July 1919 in temporary offices near Westminster. 
Like the League itself, whose first secretary-general was the British diplomat, 
Sir Eric Drummond, the Economic Section was headed by a British civil servant. 
Sir Arthur Salter, knighted for his work as the wartime director of ship requisition-
ing, became the first director, and when he left to become secretary- general of 
the Reparations Commission in late 1919, his place was taken by Walter Layton, 
a former Cambridge economics don whose war work included membership of 
the Milner mission to Russia in 1917 and the Balfour mission to the United States 
the same year. When Layton left to become editor of the Economist, his successor 
was Frank Nixon, a Board of Trade official, before Salter took over again in 1922. 
Initially the Economic Section possessed little means of assisting member states 
in economic difficulty. This changed when the League created Financial and 
Economic Committees in October 1920, both of them serviced by the Economic 
Section.

The Financial Committee made a singularly important contribution to Europe’s 
recovery by overseeing the stabilization of currencies in Central Europe,  starting 
with the Austrian schilling in 1922–3, continuing with the Hungarian pengo 
in 1923–4 and followed by some eight other European currencies over the next 
five years. Besides French, Swiss, Dutch, Swedish and Italian nationals, two of the 
seven members were British: Sir Henry Strakosch, a City financier and authority on 
money markets and central banking, and Sir Basil Blackett, controller of finance 
at the Treasury, who in 1922 was succeeded at the Treasury and on the committee 
by Sir Otto Niemeyer. Salter, who participated in the committee’s deliberations, 
acted as a virtual eighth member. The composition reflected the contemporary 
prospects of mobilizing capital for international financial reconstruction. Whereas 
some funds could be obtained in Amsterdam, Paris, Zurich and other markets, the 
City of London remained the world’s greatest clearing-house for capital and credit. 
Though the British economy no longer generated large surpluses for  investing or 
lending abroad, the City attracted funds from around the world and enjoyed exten-
sive links with the banking community of New York, where the abundance of cap-
ital was not matched by knowledge of European conditions. This relationship was 
assiduously fostered by Montagu Norman, governor of the Bank of England. At 
the same time, he sought to make the League Financial Committee the agency for 
setting the rules in the postwar monetary and financial system. Thus he would 
not agree to London merchant banks lending to foreign countries until or unless 
the countries had obtained the Financial Committee’s approval of their financial 
reconstruction plans. Norman’s informal control over the London capital market 
and his influence over opinion in New York gave force to his judgement. With some 
justice, observers regarded the committee as an arm of the Bank of England.
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Until 1914 the Bank of England took almost no direct interest in international 
monetary and financial relations. The governor, elected for a two-year term from 
among the merchant bankers, financiers and ship-owners comprising the Bank’s 
court of governors, was not expected to sever his private connections during his 
term of office. By and large his task was limited to overseeing domestic credit 
conditions and movements in the gold market, which provided the signals for set-
ting Bank rate (or rediscount rate) and other interest rates. Since the gold standard 
rules were commonly understood, policy was not actively coordinated with other 
central banks and personal contacts with foreign central bankers were rare.10 All 
this, of necessity, changed after the Great War, which left the international mon-
etary system in a shambles. As luck would have it, the Bank also gained a leader 
in Norman who was prepared to transform its operations to realize his global 
ambitions.

Norman, the son of a prominent City banker and descendant of governors of 
the Bank of England on both sides of his family, had already been a member of 
the Bank’s court for seven years when the war began. Thereupon he volunteered 
to assist the deputy-governor, Sir Brien Cokayne, with his vastly expanded duties, 
and was well qualified to succeed him in 1918 when the wartime governor, Lord 
Cunliffe, retired and Cokayne was elected to the top office. A question neverthe-
less remained over Norman’s suitability for the post. Deeply neurotic, he had 
suffered recurrent bouts of depression, which contributed to his abandonment 
of studies at Cambridge after one year and left him unable to function for weeks 
at a time. Despite his highly mannered appearance – including cloak and cane, 
casually worn wide-brimmed hat and Van Dyke beard – which seemed calcu-
lated to attract attention, he was also an extremely private man with intense likes 
and dislikes who could be captivating but found it difficult to maintain normal 
relationships with friends or colleagues. This was why he was available for work 
in the Bank in 1914, for his relations with fellow partners at the merchant bank 
Brown Shipley and Company had broken down, and after 15 years with the firm 
he was without a job. Aware of his potential instability, the Bank’s court hesitated 
over his appointment as deputy-governor. The court nonetheless agreed, and two 
years later he succeeded Cokayne as governor of the Bank on 31 March 1920.11

Over the next two decades, Norman demonstrated a great flair for central 
banking. He strengthened the Bank’s authority within the City, thereby  ensuring 
its responsiveness to central bank policy; fostered relations with other central 
banks by encouraging visits and exchanges of personnel and creating an inter-
national department within the Bank to support this development; assisted in 
the creation of central banks in the British Dominions; lent decisive backing 
to the League Financial Committee during its critical early years when Central 
Europe most urgently required international help, and became a mainstay of the 
Bank for International Settlements when it opened its doors in May 1930. A few 
of Norman’s fellow directors resented his mannered ways, excessive secrecy and 
increasingly permanent occupancy of the governor’s office. But all of them shared 
his vision and remained broadly satisfied with his direction of the Bank. He was 
thus re-elected at two-year intervals throughout the interwar years and retired 
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only in 1944.12 Not only did he keep in tune with City opinion, but for much of 
the 1920s he also enjoyed the enthusiastic backing of the Treasury, whose offi-
cials favoured the restoration of the gold standard at the earliest opportunity 
for the discipline it imposed upon governments. As will be seen, however, his 
 neurotic extremism of thought and action eventually proved disastrous for the 
City, Britain and the world.

At the centre of Norman’s vision was the gold standard, which he regarded as the 
sheet anchor of the world’s capitalist system and a panacea for Britain’s political and 
economic ills. In his view, the Great War had led the state to encroach dangerously 
upon the prerogatives of capital, impose confiscatory taxes, ominously expand 
public debt and spend profligately, which ran down savings and investment and 
reduced sterling to only a fraction of its prewar value in real terms. To reverse this 
decline and do justice to sterling holders, he believed Britain must restore the gold 
standard and to do so at the prewar parity of £1 = $4.86.13 The gold standard would 
remove monetary policy from the political arena by placing control in the hands of 
the independent Bank of England. It would attract foreign funds to London, since 
wealth-holders would know that the Bank of England was prepared to exchange 
sterling for gold at an unchanging rate of 77s 10 1/2d = 1 standard ounce and to 
defend this rate through Bank rate changes and other means available to it. This 
in turn would increase the resources available for lending and credit operations, 
which would facilitate trade and help revive Britain’s ailing export industries. It 
would also restore the City of London to its place at the centre of the global capital-
ist system. Not only would the gold standard provide the discipline to maintain 
Britain’s international competitiveness, but it would also do so without the need 
for any external restrictions such as import duties or foreign exchange controls. 
Norman was prepared to use capital export controls to hasten the return to gold. 
But once the gold standard was restored, he assumed that all such ‘artificial’ inter-
ference with the capitalist system would quickly vanish.

The zeal with which Norman embraced the principles of the gold standard was 
evident in his extreme aloofness from political influence. He refused to receive 
foreign finance ministers at the Bank or visit foreign central banks that he did not 
regard as independent.14 He kept his own government at arm’s length by insisting 
that all communications with Westminster and Whitehall should be channelled 
through the Treasury.15 Despite the Bank’s increasingly important international 
role, he shunned contact with the Foreign Office, going so far as to discourage 
his own Bank officials when abroad from notifying British diplomatic missions 
of their presence.16 He also refused to account for his actions to the press or the 
public, since this would imply that he was in some sense responsible to them.17 
On several occasions, he sought to avoid media attention by travelling under the 
name of his personal secretary, E. H. D. Skinner. The exposure of his deception 
increased the curiosity of the press, which consciously or unconsciously may have 
been his intention.18 Despite his ostentatious disdain for publicity, he carefully 
cultivated relations with the City editors of the British press. Several, including 
Arthur Kiddy of the Morning Post and the authoritative Banker’s Magazine, Oscar 
Hobson of the Manchester Guardian and Francis Williams of the Daily Herald, 
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were persuaded that they had privileged access to the governor. Courtney Mill, 
the long-time City editor of the Times, frequently allowed himself to become 
the governor’s mouthpiece. Since in the 1920s press comment on monetary and 
financial policy seldom appeared outside the City pages, their loyalty to Norman 
allowed him to cast a powerful influence over City and élite opinion throughout 
Britain.19

Thus far, Norman’s vision was fairly conventional, albeit pursued to extremes, 
but his sights were constantly fixed upon a global rather than merely a national 
goal. In the first instance, this involved the establishment of independent cen-
tral banks in every major country in the world. Once established, they would 
become linked to one another through the international gold standard, enabling 
them to ensure global stability without the need for restrictions on the move-
ment of goods, services or capital. Indeed, a global network of central banks, 
independent of governments, would radically reduce the capacity of states to 
interfere with markets. Pierre Quesnay, the young adviser to Emile Moreau, gov-
ernor of the Bank of France, met Norman for the first time on a visit to London 
in October 1926. Afterwards he warned Moreau not to underestimate Norman’s 
ambition. Norman’s immediate goal was to ensure London’s place as ‘the great 
international financial centre’. But beyond that, Quesnay wrote,

The economic and financial organization of the world appears to him the great 
objective of the twentieth century. He does not believe that governments have 
the necessary qualities to do this, which can only be done by central banks 
independent of both governments and private financiers. If the central bank-
ers work together, they can remove from political control the essential prob-
lems facing the development of national prosperity, such as monetary security, 
the intensification [sic] of credit, and the movement of prices. They would 
thus discourage domestic political conflict from damaging nations and their 
economic progress.

Norman is a doctrinaire, as are most of the leading men here (Niemeyer, 
Salter, etc). But it would be a mistake to assume that it is a cover for national 
ambition: they are determined to realise the aforementioned project.20

Perhaps if every power had subscribed to Norman’s global vision, it might have 
produced peace and prosperity. But, as Quesnay indicated, it was utopian and 
dangerously so. While Norman claimed to be anti-political, in fact his actions 
had the most serious implications for the security of Europe and the world. For 
in seeking to eliminate obstacles to the free working of international markets, 
Norman strenuously opposed French efforts to uphold the Treaty of Versailles, in 
particular the reparation clauses and the military occupation of the Rhineland, 
while encouraging Germany to demand revision. He also encouraged the involve-
ment of American banking interests in European and in particular German recon-
struction. In this respect, his project nicely complemented the foreign policy of 
postwar British governments. Doubtless, he believed that appeasing Germany 
and promoting prosperity would contribute to Europe’s stability. But by working 



The Limits of Globalization  149

for the removal of its framework of security, he was in fact hastening a new era of 
political and economic instability. Meanwhile he pursued the restoration of the 
gold standard with single-minded intensity.

In January 1923, Norman travelled to Washington with the chancellor of 
the exchequer, Stanley Baldwin, in response to an American request to negoti-
ate a war debt funding agreement. The Congressional committee responsible for 
negotiations agreed to reduce the amortization rate and forgive the accumulated 
interest, but insisted upon full repayment of the capital sum borrowed. Britain 
thus faced a debt of £947 million, requiring 62 annual payments of $185 million 
(£38 million): equivalent to at least a third of its net annual foreign earnings in 
1923.21 Bonar Law, the prime minister, thought the terms excessive and threat-
ened to resign rather than accept them. But Norman regarded a settlement on 
almost any terms as essential to Britain, since it would remove this element of 
uncertainty overhanging sterling, and as the world’s greatest creditor Britain 
could scarcely be seen to repudiate its own obligations. He encouraged Baldwin 
to acquiesce, and when Baldwin publicly endorsed the terms on his return to 
Britain, Bonar Law gave way rather than provoke a political crisis at home and 
anger in America.

That same month, Norman’s hopes for international stabilization received a 
severe setback when French and Belgian troops (nominally supported by Italy) 
occupied the Ruhr. Norman, along with most British observers, condemned 
France for pursuing reparations which Germany seemed incapable of paying, and 
welcomed the Dawes plan for the safeguards it provided against further efforts to 
secure reparations by force. Not only did the plan reduce the destabilizing poten-
tial of reparations until a final settlement could be worked out, but it also made 
possible the creation of a new German currency to replace the one destroyed by 
hyperinflation and cleared the way for foreign investment in Germany which 
now flooded in from the United States, Britain and elsewhere. To Norman and 
his City colleagues, this was all to the good. Contrary to historians’ claims that 
they were engaged in a ‘struggle for supremacy’ with New York, they appreciated 
that London could not possibly supply all the credit needs of Europe, the British 
Empire and the rest of the world. Hence they were pleased that New York banks 
were now mobilizing American savings for the international market, and looked 
forward to fruitful collaboration with them.22 They were however disturbed to 
see that the dollar was becoming the main currency in international finance 
while sterling floated, and that South Africa and other countries were prepared 
to return to the gold standard without waiting for Britain. Sterling, they decided, 
must not be left behind in the general return to gold.

By December 1924, the prospects of restoring sterling to the gold standard 
seemed bright. Only a year before, the Labour Party was preparing to take office, 
the Ruhr occupation threatened chaos in Europe, and sterling was slumping to 
$4.20, its lowest rate for two years. Now the Conservatives were back in office 
with a working majority, the Ruhr crisis was practically settled, and the pound 
had recovered to within a few points of its gold parity ($4.86). Since the legis-
lation suspending the gold standard was due to expire in December 1925 and 
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expectations of a return were growing, the markets would be keenly disappointed 
if the government sought a further delay. The existing momentum made the 
decision seem almost inevitable, and according to most accounts it provoked little 
controversy until sterling was driven off the gold standard six years later. In fact, 
leading proponents of an early restoration appreciated that it was a very consider-
able gamble. But in their impatience they minimized some of the risks and over-
looked others, while doing their best to limit participation in the debate.23

As should have been obvious to everyone, sterling’s recent strength owed to a 
combination of fleeting factors. Sterling had gained from the flight of Dutch and 
German capital during the Ruhr crisis, and later from French capital fleeing the 
victory of the Cartel des Gauches in May 1924. A further source of strength derived 
from a reduction in US interest rates and rising inflation in America, which con-
tributed to the extraordinary flow of funds from the United States to Germany, 
much of it via London, once the adoption of the Dawes plan ended the Ruhr 
crisis.24 The influence of speculation on an early return to gold became especially 
evident in the autumn of 1924. Sterling was normally weaker in the autumn from 
pressure to fund the disposal of overseas harvests. Despite the windfall benefits 
of higher coal prices, owing to the temporary disruption of German production, 
Britain’s current account showed no sign of improvement during the third or 
fourth quarters: rather the contrary. Nevertheless, sterling rose strongly on the 
foreign exchanges.

Norman visited New York in late December to discuss a possible return to gold 
with Benjamin Strong of the Federal Reserve Bank of New York and senior part-
ners of J.P. Morgan & Company, the British government’s fiscal agent in America. 
While clearly hoping that Britain would take an early decision to return and 
ready to assist with a substantial credit, the Americans felt called upon to warn 
Norman not to expect the benign conditions in the United States to continue 
much longer. In Strong’s words, American foreign lending in 1924 was ‘unusual – 
much the largest ever known’. It was unlikely to continue at present levels and 
was meanwhile adding to Europe’s already heavy burden of external liabilities. As 
for the favourable influence of American interest rates, he invited Norman to bear 
in mind that the United States was ‘a new country’, given to bouts of exuberance, 
which would eventually require the monetary authorities to intervene, whatever 
the international situation. Norman should only take the final step back to a 
fixed exchange rate if he were prepared to defend the rate with robust action. This 
proved to be salutary advice, but Norman would not be put off.25 A committed 
Atlanticist, he persuaded himself that by establishing a ‘special relationship’ with 
Strong, the Bank of England could weather any future storm.26

Back in London, Norman found nervousness on all sides at the prospect of an 
immediate return to gold. Several clearing bank chairmen, including Reginald 
McKenna of the Midland Bank and Sir Christopher Needham of the District Bank 
in Manchester, with heavy commitments to domestic industry, expressed reser-
vations, while even among the Bank of England’s court of governors several col-
leagues betrayed misgivings.27 Winston Churchill, the chancellor of the exchequer, 
confided to Norman his worries about the probable effect of returning to gold 
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upon industry, especially when unemployment was already disturbingly high. 
Churchill, while no expert on monetary policy, had received warnings from 
McKenna and the press baron and financier Lord Beaverbrook, along with leading 
industrialists such as Sir Josiah Stamp, chairman of LMS Railways and a director 
of Nobel Industries, Sir Alfred Mond, chairman of Mond Chemicals, and directors 
of the NUM and the FBI.

In January 1925, the long-awaited rise in US interest rates occurred,  forcing up 
the British Bank rate and contributing to a decline in commodity price  levels. 
But Sir Otto Niemeyer, Churchill’s chief Treasury adviser, vigorously sided with 
Norman while doing his best to filter out opposing views. Norman himself dis-
couraged the chancellor from consulting industry, labour or other interests. 
‘In connection with a golden 1925, the merchant, manufacturer, worker, etc., 
should be considered (but not consulted any more than about the design of 
battleships).’28 Churchill, only half aware of the deep unease in industrial circles, 
reviewed the pros and cons of early action by convening a gathering of experts 
comprised exclusively of liberal economists and City bankers. McKenna, one of 
those present, now accepted the case for action, telling the chancellor, ‘There is 
no escape; you have to go back; but it will be hell.’29 Within this narrow circle of 
advisers, the only hold-out was the economist, John Maynard Keynes: a brilliant 
thinker and frequent contributor to the press, but politically not of the same 
weight as Niemeyer, Norman or McKenna. Thus isolated, Churchill acquiesced, 
and in his first budget speech to the House of Commons on 28 April 1925 he 
announced the immediate restoration of the gold standard.30

The decision to return to gold, usually treated by economic historians as at 
most a miscalculation of perhaps 10 per cent in the equilibrium rate for sterling,31 
reflected an almost frightening disregard for the interests of domestic British 
industry. Several older sectors such as textiles, shipbuilding and  engineering had 
taken on massive debt immediately after the war to cover the cost of expan-
sion or reconversion, only to face new competitors in overseas markets and a 
52 per cent decline in wholesale price levels between the end of the war and 
1925.32 The effort to restore the gold standard involved sharply tighter and 
dearer money, which added to industry’s troubles and left several of the regional 
banks such as Martins and the District Bank with disturbingly high levels of 
non-performing debt. Nor was it only the old staple exporting industries that 
struggled: growth industries such as motor cars were also affected by the defla-
tionary conditions, and even relatively strong firms such as Austin and Wolseley 
ended in receivership as a result.33 Industry had already been forced into serious 
confrontation with labour when Norman received warning from his American 
banking friends that he could not expect the recent rise in wholesale price levels 
to continue. Indeed, even before the final decision to return to gold, Niemeyer 
reported to Churchill that price levels had resumed their decline, which was to 
continue uninterruptedly for the next seven years.34 British bankers constantly 
spoke of the need for industry to restore its international competitiveness, but 
there was probably no equilibrium rate of costs and prices where industry could 
have thrived.
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Churchill soon found that the return to gold was as disastrous as he had feared. 
Efforts to adjust to the recent rise in the exchange rate and higher Bank rate aggra-
vated industrial relations, especially in the coal industry which faced the resump-
tion of competition from the mines of the Ruhr. Within barely two months of 
restoring the gold standard, British mine-owners threatened a national lockout 
when the National Union of Mineworkers (NUM) rejected their demands to accept 
lower wages and longer working hours. Churchill privately reproved Norman for 
landing the government in this predicament and pressured him to set aside any 
idea of a further rise in Bank rate to build up monetary reserves or attract foreign 
deposits to London.35 Direct intervention by Baldwin, the prime minister, and a 
nine-month government subsidy to the mine-owners averted a lockout. In the 
breathing space thus provided, Norman raised Bank rate and persuaded Churchill 
to allow him to remove capital controls.36 Meanwhile, however, coal and other 
commodity prices continued to slide. When the coal subsidy ended in April 1926 
and the employers’ demands were renewed, the NUM was joined by other unions 
in a nine-day general strike. Albeit brief and largely peaceful, this was Britain’s 
first general strike in almost a hundred years and it sent a shock wave through 
the political establishment.

Spokesmen for the industrial community had already voiced their unease at 
the decision to return to gold. Their objections multiplied after McKenna of 
the Midland Bank publicly expressed his dissatisfaction in early 1927.37 Critics 
from the newer sectors of industry such as electrical machinery and motor 
 manufacturing, despite their relatively strong economic growth, were particularly 
outspoken, although angry complaints also came from farm leaders, directors of 
steel, engineering, cotton and wool textile firms, and the FBI itself, which pub-
lished a series of articles on the adverse effect of monetary policy upon industrial 
progress.38 Sir Alfred Mond, now chairman of Imperial Chemical Industries, the 
largest industrial firm in Britain, instigated talks between employers and trade 
union leaders. This encouraged speculation about the formation of a producers’ 
alliance to challenge the liberal economic strategy of the mercantile-financial 
community.39

Although little came of these talks, the evidence of dissatisfaction within 
industry had important consequences. In the first place, the Conservative gov-
ernment, unnerved by the gulf opening up between Britain’s industrial and 
mercantile- financial communities, became increasingly divided with some 
ministers  pressing for an imperial protectionist policy and others, including the 
prime minister, holding back. ‘Safeguarding’ – the current euphemism for tariff 
protection – was extended to a handful of industries, but rather than a decisive 
retreat into protection or a renewed commitment to economic internationalism, 
the result was stalemate and inaction.40 Second, it put paid to Norman’s hopes 
of liberating himself from political interference and expanding the City’s role 
in international finance. Once back on gold, he had anticipated a virtuous cir-
cle, with foreign balances attracted to London by the gold guarantee for sterling, 
City banks enabled to expand foreign lending, and British industry benefiting 
from stronger export demand. Instead, under a constant barrage of criticism from 
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Churchill and industrial leaders, he was unable to give even a half-turn of the 
wheel. Against his better judgement, he kept Bank rate down to 5.5 per cent.41 
Taking into account the deflationary trend in wholesale price levels, this meant 
that real interest rates were a swingeing 10–12 per cent: possibly the highest in 
Britain’s peacetime history. But even this was not enough to attract substantially 
more foreign funds to London. With the Bank’s currency reserves barely above 
the ‘Cunliffe minimum’ of £150 million, Norman struggled on, occasionally tuck-
ing away foreign exchange in various accounts rather than including them in the 
official reserves, which would have increased pressure for a Bank rate reduction.42 
Meanwhile, to keep sterling at par, he was obliged to reintroduce informal restric-
tions on capital exports.43

The practical result of these developments was to undercut Britain’s leader-
ship of the general return to globalization. Britain remained influential in inter-
national economic relations for a few years more, since fear that it might retreat 
into imperial protectionism acted as an inducement to other countries to support 
liberal reforms. Britain’s potential contribution to European security also ensured 
respect for its views. But Norman and the City aside, Britain’s commitment to 
globalization as well as the means to encourage it were now largely gone. Even 
Norman’s commitment was soon to be tested by America’s aggressive corporate 
expansion. By 1927, therefore, the century of Britain’s global economic leadership 
had to all intents and purposes ended. Indeed, in both the monetary-financial 
and the commercial spheres, Britain was henceforth more often part of the prob-
lem rather than the solution.

3.3 France, economic leadership and security: Monetary and 
financial relations

Perhaps no feature of the interwar economic experience had greater political 
significance than Britain’s and France’s constantly divergent economic experi-
ence. Between 1920 and 1922, Britain experienced a severe slump, prompting 
it to demand revision of the war debt-reparations regime and reintegration 
of Germany and Soviet Russia into the world economy. The slump scarcely 
affected France. Between 1922 and 1929, Britain struggled under an over-valued 
currency and the cost of supporting at least a million registered  unemployed. 
France meanwhile enjoyed the benefits of financial and monetary ease, 
 including full employment, balanced budgets and rapid economic growth. In 
1929, another economic slump led Britain to abandon a century-long com-
mitment to economic internationalism in favour of Imperial protectionism. 
France,  having returned to the gold standard in 1928, seemed unaffected by 
the slump. From the latter part of 1932, Britain enjoyed sustained economic 
recovery, which ostensibly confirmed the wisdom of turning from unilateral 
domestic adjustments to unilateral external adjustments. The slump mean-
while affected France seriously in 1932 and did not substantially ease until 
1938. Their constantly diverging economic experience led to endless disputes 
over policy and mutual incomprehension.
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British observers, who commonly assumed that Britain was a model of liberal 
internationalism, looked upon France as incorrigibly dirigiste and protectionist, 
and ascribed its prosperity in the 1920s to aggressive trade and monetary policies. 
Yet French authorities regarded themselves as defenders of liberal economic and 
political values, and indeed scarcely an office-holder in Paris between 1918 and 
1936 wished to expand the economic role of the state let alone displace private 
capital as the basis of employment and wealth creation.44 Like their counterparts 
in Britain, the United States and elsewhere, they drew their norms and goals from 
the prewar era when France had enjoyed prolonged stability and growth, stood 
at the forefront of technical innovation in the motor industry and other sectors, 
and ranked second only to Britain as a global investor. But, as in Britain and else-
where, the exigencies of war had obliged them to intervene more in economic 
affairs, and the débâcle of the Ruhr reminded them that economic policy must be 
tempered by the exigencies of national security. British observers, while  agreeing 
in principle, drew the opposite conclusion that national security demanded 
renewed commitment to globalization and appeasement of Germany. Almost 
inevitably, therefore, France’s prosperity in the 1920s aroused envy, resentment 
and fear in Britain, which drove the powers even further apart.

At the start of the Ruhr crisis in January 1923, the French franc stood at 69.74Ff = 
£1, down 64 per cent from its prewar gold standard rate of 25.22Ff = £1, which 
remained the nominal parity.45 Thereafter, the lengthy stalemate over repara-
tions, controversy over refinancing the state’s short-term debt and the introduc-
tion of a new currency in Germany in November 1923, which effectively drove 
the franc out of French-occupied territory in Germany, depressed the franc fur-
ther. The first serious speculative attack on 15 December 1923 did not seriously 
worry the French authorities. Since the selling pressure appeared to come from 
Germany and its sympathizers in Austria and the Netherlands, they assumed the 
speculators would soon exhaust their resources.46 Certainly it was not the reason 
why they agreed to the institution of the Dawes committee, on which British and 
American experts held sway.47 This was already on the cards by the autumn of 
1923 when hyperinflation wiped out German savings, making it essential for the 
Western powers to help re-establish Germany’s currency and credit before repara-
tion payments could be resumed.48 In any case, Poincaré, the premier, was ready 
to make concessions once Germany demonstrated its willingness to honour its 
Treaty obligations and cooperate with the Mission interalliée de contrôle des usines 
et mines (MICUM) in the delivery of reparations in kind.

French authorities were more disturbed after the second speculative attack on 
the franc, starting in mid-January 1924, which confirmed a loss of confidence in 
the franc in France as well as abroad. Poincaré responded swiftly by  proposing 
a 20 per cent increase in taxes to close the budgetary gap and end the state’s 
repeated recourse to the Bank of France for advances. Legislation for the double 
décime languished in Parliament until late March, and the franc slumped further 
to 129Ff = £1. But once the tax increases were approved, the government secured 
a credit from J.P. Morgan & Company with which the Banque Lazard fright-
ened speculators into covering their short positions. This Verdun financier, as the 
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operation was known, brought a spectacular recovery of the franc to 61Ff = £1 by 
the end of April.49 But on 11 May the franc suffered a renewed blow by the victory 
of the Cartel des Gauches, a centre-left alliance, in the parliamentary elections.

The first Cartel government, formed exclusively of Radicals, with Edouard 
Herriot as premier and Etienne Clémentel as minister of finance, had no inten-
tion of altering property rights or undermining savings. Over half (53 per cent) of 
the Radical Party’s executive were drawn from manufacturing, small business and 
the independent farming sector, and much of the party’s electoral support came 
from small towns and rural regions.50 Nevertheless its mildly progressive pro-
gramme, which included the reinstatement of the 20,000 railwaymen who had 
lost their jobs in 1920 as the result of strike action, extension of the eight-hour 
day to seamen and railwaymen, unionization of civil servants, a modest increase 
in income tax and death duties and greater efforts to suppress tax evasion, was 
treated as semi-revolutionary by conservative opponents. The Radicals’ allies in 
the Socialist Party raised the temperature by demanding a capital levy, which 
Herriot did not altogether rule out, and Herriot himself antagonized conserva-
tives by his own strident anti-clericalism. The government proposed to eliminate 
sectarian education in Alsace-Lorraine, legalize divorce and suppress the recently 
established diplomatic mission to the Vatican, while at the same time permit-
ting Communists to organize legal demonstrations and establishing diplomatic 
relations with Soviet Russia. Outraged, the French cardinals issued an emotional 
appeal to merchants, industrialists and bankers to support a campaign of resist-
ance.51 Herriot’s complaint that ‘the Christianity of the catacombs’ had become 
‘the Christianity of the bankers’ only raised the temperature further.52

Herriot might still have been able to shrug off his critics attacks had it not 
been for the government’s intractable financial predicament. By 1925 the prob-
lem was no longer mainly a budget deficit, since current expenditure was largely 
covered by current revenue.53 Rather it was the vast unconsolidated short-term 
debt created by earlier governments to pay for the war and reconstruction, which 
had reached the astounding total of 305 billion francs (£4.7 billion at 65Ff = 
£1) by May 1924 – up ten times from 1913 – and required constant renewal or 
consolidation. Unfortunately for Herriot, high levels of public spending sus-
tained by debt had resulted in accelerating inflation which predisposed  investors 
to shun public bonds or notes when the Cartel des Gauches took office. Thus 
between May 1924 and July 1926 the Treasury faced the reimbursement of nearly 
22.5 billion francs in short-term debt, while obtaining only 4.9 billion francs 
in ten-year Treasury bonds, leaving the rest to be covered by a budget surplus or 
advances from commercial banks or the Bank of France.54 The government might 
have raised the ceiling on bank note issue and short-term advances from the 
Bank. But this would have reduced confidence in the Cartel further, and Herriot, 
an economic liberal, refused. The government had little choice but to turn to 
the Bank of France, which resulted in confrontation with the Bank’s council of 
regents. Formally the issue was a matter of legal principle, since the Bank’s stat-
utes barred it from advancing more than 23.2 billion francs to the government. 
But the council of regents was largely comprised of members of the haute banque 
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française, while the Cartel represented ‘the people’. Thus when the Bank refused 
further accommodation and right-wing critics accused the Cartel of confiscating 
wealth through its mismanagement of the economy, the Cartel and its support-
ers accused the Bank of a deliberate strike of capital: a mur d’argent by moneyed 
interests who chose to transfer their wealth abroad and undermine the franc to 
block a progressive government.55

Since the effect of the franc’s slide was to make French exports more com-
petitive and sustain a high level of economic activity, a few manufacturers actu-
ally welcomed currency depreciation and looked forward to it continuing. But 
they appear to have been a small minority even among producer groups.56 By 
and large, France was a cautious liberal country with a high rate of personal sav-
ings. Since 1914 domestic savings had been almost wholly absorbed by national 
defence bonds, Treasury bills and notes issued for the reconstruction of the liber-
ated regions. The decline of the franc, from 61Ff = £1 when the Cartel was elected 
to 91Ff = £1 by January 1925 and to 100Ff = £1 by mid-June 1925, therefore deeply 
affected a broad swathe of the middle classes, whose savings had already been 
eroded by inflation.57

Herriot’s government, defeated in the Senate on 10 April 1925, was followed 
by no less than six more Cartel governments in the next 15 months, each one 
striving without success to find a formula acceptable to both investors and the 
Cartel’s  centre-left parliamentary majority. Briand, back in the premier’s office 
on 28 November 1925, sought to regain international confidence in the franc by 
negotiating war debt funding agreements with Britain and the United States. But 
in face of strong opposition from Poincaré and right-wing deputies and senators, 
the agreements remained unratified in the spring of 1926. Briand appealed for 
 cooperation from the Bank of France or at least from the industrialists on the 
council of regents, but was firmly rebuffed.58 Joseph Caillaux, his finance minis-
ter, similarly failed to secure parliamentary approval for six months of emergency 
powers, to enable the government to stabilize the franc by pushing through rati-
fication of the war debt agreements, new taxes and a forced loan.59 On 20 July, 
Herriot formed another government, only to be confronted by a flat refusal of 
cooperation from the governor of the Bank of France unless his government imme-
diately obtained parliamentary approval for a new contract with the central bank. 
Herriot regarded this as ‘a knife to the throat’ by the moneyed interests, but never 
contemplated going beyond the law to resist.60 Meanwhile, at each stage of the 
political crisis, the franc fell further: to 128Ff = £1 by January 1926, 172Ff = £1 by 
19 May and 238.50Ff = £1 by 21 July, the day Herriot’s short-lived second govern-
ment fell. By then, bons de la défense nationale had lost approximately 90 per cent 
of their original value and a mood of crisis engulfed the country.

Right-wing political ligues, including the Légion, the Jeunesses Patriotes and the 
Faisceau, modelled on Mussolini’s Fascist blackshirts, had made their appearance 
after the Cartel’s election in 1924 and now boasted a combined membership of 
at least 140,000.61 The authoritarian nationalist Ligue des Patriotes, Ligue de la 
Défense Catholique and Fédération Nationale Catholique, all presided over by General 
Noël de Castelnau, similarly grew by leaps and bounds, with the Fédération 
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alone  claiming 1,800,000 members by 1926.62 Their main target was the French 
politicians who were allegedly mismanaging the economy and confiscating the 
nation’s savings. But that spring, as the franc sank and shopkeepers began to 
alter prices on goods several times a day, rumours circulated of foreign manipu-
lation.63 In Paris there was talk of an ‘Anglo-Saxon-Bank of England-Morgan 
combination to enslave France’, by driving down the franc until it agreed to pay 
war debts or make further concessions to Germany.64 Conspiracy theories of this 
sort became so widespread that on several occasions American tourists in Paris 
were abused by passers-by and in a few instances threatened with violence.65 
The women and children of some well-to-do French families went abroad for 
safety, precious possessions were buried in gardens and rumours circulated of an 
imminent coup d’état by right-wing conspirators including, it was said, Marshal 
Pétain.66 On 19 July 1926, queues formed outside retail banks and branches of 
the public Caisses d’Épargne to withdraw deposits.67 On the evening of 21 July, 
as news circulated of Herriot’s defeat, excited crowds outside the Palais Bourbon 
sang the Marseillaise and roughed up Cartelliste deputies as they emerged from 
the building.68

The collapse of Herriot’s second government marked the end of the Cartel des 
Gauches and the end of the financial crisis. Such was the shock of incipient cur-
rency collapse that normal party politics were set aside. Poincaré formed a gov-
ernment of National Union which included no less than five former premiers 
(Briand, Barthou, Leygues, Herriot and Painlevé), three ministers from Herriot’s 
Cartel government (Briand, Painlevé and Queuille), three prominent centre-right 
Alliance républicaine et démocratique politicians (Barthou, Leygues and Fallières), 
one independent centre-right member (Tardieu), and one ‘pure right’ member 
(Marin, president of the Fédération républicaine). With Briand as foreign minister 
and Poincaré himself in control of finance, the public were assured of continuity 
on both fronts.69 The result was the so-called Poincaré miracle when the franc 
recovered to 208Ff = £1 on Friday, 23 July, the day the government was formed, 
to 199 francs the following Monday, to 179 francs by 17 August, lower again in 
September.70

Poincaré owed his success largely to the popular belief that he, the wartime 
president and punctilious defender of the national interest, would not let down 
the holders of bons de la défense nationale. Probably influenced by Baron Edouard 
de Rothschild, a leading member of the Bank of France’s council of regents, 
Poincaré made it known that he regarded devaluation as a form of fraud upon 
wealth-holders and looked forward to a progressive rise in the franc’s value.71 But 
as early as the first week of August, Maurice Bokanowski, the minister of com-
merce, industry and civil aviation, and Emile Moreau, Poincaré’s own appointee 
as governor of the Bank of France, appealed to him to recognize that after 12 years 
of high inflation, the restoration of the franc Germinal (25.22Ff = £1) would deal 
a terrible blow to industry and employment.72 Léon Jouhaux, secretary-general of 
the Confédération Générale du Travail (CGT) and a friend of the premier, similarly 
warned him that further revaluation threatened to cause mass unemployment.73 
Poincaré hesitated and in September called on Jacques Rueff, a young assistant 
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from the Ministry of Finance, to prepare a study of the limits of revaluation that 
firms could tolerate without having to force down wages.74

By November, with the franc rising above 140Ff = £1, Moreau warned Poincaré 
more insistently of the dangers of further revaluation. Reports were reaching him 
of more and more firms facing difficulties, including the motor manufacturers 
Citroen and Peugeot. Poincaré, as yet unwilling to contemplate devaluation, min-
imized these reports and instead requested Moreau to intervene in the foreign 
exchange markets to steady the franc.75 Moreau refused, insisting that Poincaré 
first agree to stabilize the franc, ratify the war debt agreements and turn over 
monetary policy to the Bank.76 By mid-December the franc had reached 120Ff = 
£1 and the situation was getting out of control. Charles Rist, the distinguished 
economist and vice-governor of the Bank of France, more than once threatened 
to resign, and senior officials at the Ministry of Finance became nearly frantic at 
the growing demand for francs. Moreau finally agreed to intervene, in his own 
words, to avoid ‘a national catastrophe’ involving the closure of numerous indus-
trial and commercial firms and widespread unemployment. On 20 December, the 
Bank’s recently created foreign exchange department entered the market, selling 
£930,000 of francs and ordering another £100,000 of francs to be sold for the 
Bank’s account in New York, to hold the franc down to 120Ff = £1.77 Poincaré 
treated this as merely smoothing out the revaluation process. There were none-
theless compelling reasons, international and domestic, for transforming this 
de facto stabilization rate into a permanent one.

In the aftermath of the war, France’s failure to obtain reparations from Germany 
had left it facing massive budget and current account deficits and almost desper-
ate for financial help from London and New York. Both markets remained firmly 
closed to France. Commercial bankers were deterred from lending to France by the 
unsettled conditions in Europe, and from 1922 the British and American govern-
ments opposed loans of any kind to France until the French government entered 
into acceptable war debt funding commitments.78 French authorities became all 
the more frustrated when City of London financiers welcomed German flight 
capital and supplied credit to Germany while refusing funds to Poland and other 
targets of German territorial revision. French authorities associated the franc’s 
weakness with the failure of the Ruhr occupation and Germany’s revival, assisted 
by the Anglo-Saxon powers. But until Poincaré’s return in July 1926, they could 
do nothing but watch and wait.

American aloofness was a source of occasional unease. Despite its vast wealth, 
the United States seemed interested only in obtaining repayment of its war 
debts and profiting from German recovery, regardless of the consequences for 
Europe’s security. Coolidge’s election in November 1924 and the nomination 
of William Borah, an outspoken isolationist from the western state of Idaho, 
as chairman of the Senate Foreign Relations Committee were soon followed by 
reports that Washington would insist upon taking responsibility for the disarma-
ment conference now being prepared by the League of Nations and holding it in 
the United States.79 French authorities found it worrying that the United States 
seemed prepared to use its financial muscle to promote disarmament while 
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refusing to contribute to international security or even to give it serious consid-
eration, and were determined to resist the transfer of the conference to America.80 
In April 1925, Coolidge affirmed Washington’s keen interest in the disarmament 
conference and, without naming France, warned that foreign powers that failed 
to cooperate would not be allowed to borrow in American markets for ‘militarist’ 
purposes.81 A few weeks later, he raised the possibility of using American war debt 
claims to influence French defence policy.82 For now, France did not require for-
eign financial assistance to rearm. But this was a grim reminder that it could not 
count on the Anglo-Saxon financial markets for loans to bolster national defence, 
and that it must rely upon its own resources for rearmament. This was a strong 
argument for stabilizing the franc at a defensible exchange rate.83

More than American isolationism, however, French authorities worried con-
stantly about British action, and in particular about the troubling role that 
Norman of the Bank of England was playing in Europe. They did not oppose 
Norman’s efforts to assist Austria, Hungary and other former enemy states.84 
Indeed, the Bank of France had encouraged French commercial banks to par-
ticipate in the July 1923 loan to Austria, and the Ministry of Finance similarly 
pressed the Bank of France as well as commercial banks to take a tranche of the 
Dawes loan to Germany.85 It disturbed them nonetheless to see Norman using 
his influence over the London market and the League Financial Committee to 
draw European countries under his sway. Apprehension about Austria’s interest 
in merging (Anschluss) with Germany had led French authorities to propose a 
committee of Entente representatives to oversee financial aid to Austria in 1923. 
Norman refused to allow political oversight and insisted that the League Financial 
Committee should alone be responsible.86 Hungary in turn escaped political 
supervision owing to Norman’s influence.87 Norman’s undisguised opposition 
to France during the Ruhr crisis and sympathy for Germany drove officials at 
the Quai d’Orsay, the rue de Rivoli and the rue de la Vrillière into a quiet fury. It 
particularly disturbed them that he was so enthusiastic about Hjalmar Schacht, 
the new governor of the Reichsbank, who made no secret of his determination 
to see the Versailles settlement overturned.88 Norman seemed ready to destroy 
Britain’s industrial base for the sake of the City of London and the gold standard. 
Worse, he seemed prepared to equip Germany with a stable currency, reduce its 
war debts and, with its domestic debt practically eliminated by hyperinflation, 
enable German industry to gain an insurmountable lead over British and French 
competition. In Paris, Norman’s behaviour seemed not just extraordinarily short-
sighted but downright dangerous.89

In 1924 French authorities accepted the Dawes plan, including the loss of con-
trol over the Reparations Commission, which henceforth required a unanimous 
vote before Germany could again be declared in default on reparations, thus 
 giving Britain a veto over the Commission’s decisions. In 1925, they acquiesced 
in the withdrawal of Allied troops from the northernmost Rhineland zone cen-
tred on Cologne, despite evidence that Germany was in flagrant breach of its 
disarmament commitments. In spring 1926, they negotiated war debt funding 
agreements with the United States and Britain in an effort to restore international 
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confidence in the franc and regain access to the Anglo-Saxon financial mar-
kets. The agreements, albeit as yet unratified, committed France to repay debts 
of no less than £2062 million over 62 years or an average of £33.3 million a 
year. In fact, payments during the first ten years (1926–36) would average only 
£19.85 million a year.90 But even this represented a heavy charge on France’s 
current account, which had fluctuated wildly since the war. Despite the buoy-
ant conditions of 1927–9, its surplus, including reparation receipts, averaged only 
£87 million a year in the 1920s. Thus even at the lower initial repayment rate, war 
debts absorbed nearly a quarter of France’s net external earnings. Despite French 
efforts, moreover, the agreements included only very limited suspension or revi-
sion rights in case of future adversity.91 The need for a substantial current account 
surplus was therefore another reason for stabilizing the franc at a substantially 
devalued rate.

The lessons French authorities drew from their recent experience also had a 
direct bearing upon exchange rate policy. Moreau and Ministry of Finance offi-
cials were determined to avoid Norman’s mistake in 1925 of overreaching himself 
by an excessive revaluation of the currency, which damaged the British economy 
even while it exposed the Bank of England to constant pressure.92 To some extent 
this reflected the different sources of Norman’s and Moreau’s authority and their 
different perceptions of the role of their respective institutions. Both the Bank 
of England and the Bank of France were private, shareholder-owned institutions. 
But Norman, elected by the court of governors of the Bank of England and thus 
by the most international elements of the City, took for granted that what was 
good for Britain’s mercantile-financial interests was good for the country as a 
whole. Moreau, a former civil servant, received shares in the Bank of France when 
he became governor, which made him a rich man and one of the deux cent familles 
who allegedly controlled France through their voting rights in the Bank. He was 
nonetheless appointed by the president of the Republic on the nomination of the 
minister of finance, and he remained clear that the Bank of France must act as 
the ‘arbiter of the economic interests of the nation’. For this reason he was more 
sensitive to the burden of adjustment that exchange rate changes imposed upon 
domestic industry.93 He and Poincaré were also determined to reassert French 
financial influence over Continental Europe for reasons of national security.94 
This too militated in favour of holding the franc at a level which the Bank of 
France could defend independently of the Anglo-Saxon powers.

Since 1925, Norman had encouraged central bankers in the smaller countries 
of Europe to adopt the gold exchange standard. Instead of holding their cur-
rency reserves in gold bullion, they would hold sterling, dollars or other curren-
cies backed by gold. To enable them to stabilize their currencies, he offered them 
a sterling credit and saw to it that a substantial sterling or sterling-dollar loan 
was arranged in London under the auspices of the League Financial Committee, 
once the Committee approved their reconstruction plans. Several of the smaller 
central banks, seeing no alternative, proceeded on this basis. The City of London 
 benefited twice over, from the commissions for arranging the stabilization loans 
and from the central bank deposits. But to French observers, Norman’s gold 
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exchange standard arrangements seemed deeply unwise, not to say reckless, since 
the Bank of England’s gold reserves thus became the underpinning not only for 
sterling but also for numerous other currencies. This amounted to a pyramiding 
of credit upon a dangerously slender base. While in the short term it acceler-
ated the stabilization of currencies, it stored up certain trouble for the future. 
Moreover, it enabled Norman to extend his control over Europe’s smaller central 
banks, requiring each of them to accept an adviser from London in return for 
their stabilization or reconstruction loan.

French observers deplored these arrangements. Jacques Seydoux, assistant 
director of the political and economic section of the Quai d’Orsay, wrote to 
Aimé de Fleuriau, Saint-Aulaire’s successor in London, in May 1926 of the ‘tri-
umph of the Norman system’.95 Moreau, who met Norman for the first time in 
July 1926, came away convinced that he was a British imperialist: pro-German 
and no friend of France.96 So long as the franc was in free fall, French authorities 
could only watch while Norman made his next moves in the direction of Poland 
and France’s other allies. As Seydoux complained to Roland de Margerie, ambas-
sador in Berlin,

For the time being and for the foreseeable future, France as well as Germany 
will be under the financial heel of England and America. We can do nothing 
and we have no choice but to do the bidding of the bankers of Wall Street and 
the City.97

The effect, nonetheless, was to make them more impatient to restore the franc to 
gold to regain the financial influence that France had enjoyed in prewar times.

Separate yet linked to the quest for international influence was their deter-
mination to restore respect for the Bank of France itself. For 12 years the Bank, a 
private institution, had been forced to open its coffers to the state, set aside ortho-
dox rules of banking and expand the note issue to the point where the credibility 
of the currency and the state were both nearly destroyed. Moreau, albeit a politi-
cal appointee, insisted no less emphatically than the private bankers and industri-
alists on the council of regents that the Bank must regain its independence from 
the government for the sake of the economic, political and social stability of the 
country. No less than Norman in London, Moreau held that only an independent 
central bank could impose the necessary discipline upon the politicians, whose 
proclivity to bribe the electorate with its own money posed a constant threat 
of inflation. Since the restoration of the franc Germinal could only be a distant 
aspiration, he had no hesitation in advocating a sharp devaluation to get back to 
gold without further delay.98 Unfortunately for him, with parliamentary elections 
less than two years away, Poincaré refused to acknowledge publicly that the franc 
must be substantially devalued. This encouraged those who had earlier fled the 
franc to repatriate their funds while others speculated on the franc’s revaluation, 
obliging the Bank of France to contain the upward pressure by selling francs 
while accumulating sterling and other foreign exchange. At the start of 1927 the 
Bank’s sterling balances stood at barely £5 million. By 4 February they had risen 



162  Great Interwar Crisis

to £21 million, by 28 March to £45 million, by 21 April to £72 million and by 
3 May to £82 million.99

The recovery of confidence in the franc encouraged the French authorities to 
adopt more aggressive action. Having long felt aggrieved at the British author-
ities’ refusal to help when France needed support, they now decided to right old 
wrongs. In 1916 they had transferred £42 million gold to the British Treasury 
as a contribution to a sterling loan of £72 million, and although subsequently 
they had reduced the loan to £33 million, the British authorities had returned 
less than half of the gold. Now that the Bank of France was holding down the 
franc at 124Ff = £1 and sterling balances were piling up in its accounts, Poincaré 
requested the renegotiation of the 1916 loan. More forthrightly, Moreau, who 
regarded the British loan terms as ‘quite intolerable’, proposed the more radical 
course of requesting the immediate and complete repayment of the loan and 
restitution of the remaining £18.375 million in gold, which the French believed 
morally if not legally still belonged to them.100 News of the request prompted 
rumours in Paris that the Bank of England, having absorbed the French gold 
into its general reserves, would be unable to return it without grave embarrass-
ment. Because French commentators wrongly believed the gold had merely been 
a deposit rather than sold to the British Treasury, which had paid no interest on 
it, their reports were strongly tinged with Schadenfreude.101

In the event, Norman met the French request to settle the debt and return 
the gold with little difficulty, and on 21 April he appeased the growing army of 
critics at home by reducing his Bank rate from 5 to 4.5 per cent.102 Barely three 
weeks later, however, Moreau posed a new challenge by requesting Norman to 
convert up to £20 million sterling into gold for shipment to Paris.103 Moreau 
was pleased to demonstrate that Britain could no longer push France around. 
As he wrote in his diary of the recent debt settlement, ‘Norman is troubled by 
my offer, but he cannot get away from it. Thanks to the strong financial situ-
ation that we have regained, the roles are reversed. It is he who is the supplicant 
now.’104 His new demand for gold was intended chiefly to discourage specula-
tion on a revaluation of the franc, thus enabling him to hold the exchange 
rate steady until Poincaré agreed to the formal stabilization of the franc. Until 
now he had supplied francs on demand, while placing the sterling he acquired 
on deposit in London. But since this seemed only to fuel the speculation, he 
decided to sell sterling for gold to force up interest rates in London. He accepted 
that much of the speculation through London originated from other centres: as 
evidence, Berlin alone had lost almost 1 billion gold marks (about £50 million) 
in recent months. But in view of the fact that German interest rates remained 
unchanged, he suspected that Schacht might actually welcome this outflow, 
perhaps intending to use the mark’s weakness as an excuse to demand revi-
sion of the Dawes plan. Moreau decided to lance the boil by converting his 
sterling balances into gold. Once sterling came under the pressure, Norman 
would be forced to raise his interest rates. This would increase the cost of credit 
to Germany and other centres of speculative operations, and remove upward 
pressure on the franc.105
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Bankers in the City of London soon grew agitated at French gold purchases.106 
Norman was furious at Moreau’s deliberate pressure on his market rates. As he 
complained to Governor Strong of the New York Fed, Moreau was ‘playing havoc 
in London’ and ‘menacing the gold standard’.107 Chamberlain, the foreign sec-
retary, called in de Fleuriau, the French ambassador, to warn of serious conse-
quences for Franco-British relations if interest rates had to rise.108 Meanwhile, on 
27 May Norman travelled to Paris to persuade Moreau to desist.

As Norman pointed out, speculation in the franc took place largely from London 
because it was the sole financial centre in Europe with a free gold market and the 
capacity for large-scale foreign exchange operations. It was the fulcrum of the inter-
national gold standard, and Moreau threatened to upset the delicate mechanism of 
the London markets in his crude effort to force up interest rates by draining London 
of gold. So long as the French authorities did not rule out an eventual revaluation 
of the franc – and some of the Bank of France’s own regents were known to favour 
the full restoration of the franc Germinal, a five-fold increase in value – the specula-
tion was bound to continue. The only sure means of ending it was for the French 
authorities formally to stabilize the franc. If this was politically impossible, they 
should at least announce categorically that they would not allow speculation to 
affect the present exchange rate. They should also take steps to reduce the demand 
for francs by action within their own market. Rather than forcing up interest rates 
in London, they should lower rates in Paris, since it must be obvious that a deposit 
rate of 6.5 per cent made holding francs exceptionally attractive even without the 
prospect of speculative gains. They should also open their capital market by lift-
ing the embargo on foreign loans and permitting more foreign securities to be 
listed on the Bourse. Norman urged Moreau to recognize that pressuring the Bank 
of England offered no answer to his predicament. Speculators, who were mostly 
foreign, stood to gain far too much by buying francs to be deterred even by a sub-
stantial increase in the cost of borrowing. Besides, since the British clearing banks 
were loaned up to the hilt to domestic industry and highly illiquid, French pressure 
on the pound would do little to affect the supply of credit. It would merely increase 
its cost to Britain’s already beleaguered industrial sector. Barely a month earlier, 
Norman explained, he had appeased industrial opinion by reducing Bank rate. If 
he now had to reverse this decision, it would ‘cause a riot’. Moreau must see that if 
he persisted in his sales of sterling, he would force Britain off the gold standard.109

Moreau remained convinced of the reasonableness of his operations. Norman’s 
protests seemed merely to prove the fragility of the gold exchange standard 
and confirm that his imperialist reach had dangerously exceeded his grasp. But 
Moreau accepted that he neither could nor should push his advantage too far. 
That evening, when Pierre Quesnay, his assistant, raised the possibility of the 
Bank of France disposing of all its £70 million sterling balances, Harry Siepmann, 
Norman’s adviser on central bank relations, warned that in this case Britain 
would demand immediate repayment of the £600 million war loans to France, 
which were still unconsolidated.110 This was tough talk, but as Rist observed, 
France could hardly contemplate driving Britain off the gold standard. Poincaré 
had already warned Moreau to avoid a showdown with Norman, and Strong in 
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New York issued similar appeals.111 Moreau acquiesced. While deriving some sat-
isfaction from cutting Norman down to size, his objective was not chiefly to 
embarrass Norman but to hold the franc at its current rate to restore it to the gold 
standard at a suitable parity. He therefore withdrew his demand for gold in return 
for Norman’s promise of future cooperation.112

Over the next 18 months, the French authorities went some way to realize their 
ambitions. Moreau took a small participation in the $25 million central bank 
credit for the stabilization of the Belgian franc in October 1926, and a similar 
share of the stabilization credit for Italy in December 1927. In each case, Norman 
and Strong dominated the operation. But when it came to the Polish stabilization 
in the autumn of 1927, Moreau insisted upon a central role. Norman, he believed 
with some justice, hoped to get control of Poland to force it to make territorial con-
cessions to Germany.113 He therefore joined with Strong in organizing the central 
bank credit, effectively replacing Norman as director of the European side of the 
operation.114 Towards the end of the year, when France’s other allies, Roumania 
and Yugoslavia, sought assistance to stabilize their currencies, he went further and 
insisted that Norman must allow the Bank of France to lead. Britain could take 
charge of Bulgaria and Greece, but France was determined to support the coun-
tries within its alliance system and not allow them to become financially depend-
ent upon London. Nor would Moreau tolerate any role for the League Financial 
Committee on account of Norman’s influence over it; instead France would nom-
inate the expert advisers to accompany the stabilization loans and credits. On 
21 February 1928, he travelled to London ‘to offer Norman peace or war’.115

Norman, outraged at Moreau’s demands, sought to dissuade American central 
bankers from supporting French initiatives. But as Moreau noted with pleasure, 
Strong had grown uneasy at being associated with Norman’s manoeuvres in 
Continental Europe and out of sympathy with the gold exchange standard. Since 
Strong now sided with Moreau on the need for the greater discipline of a gold 
bullion standard, he felt confident of realizing his goal of sharing the leadership 
of the international monetary system and exercising a special role in Eastern 
Europe. He therefore requested Norman to call on him in Paris where he set out 
his demands.116 Norman, bereft of American support had no choice but to retreat, 
and with ill grace he acquiesced in an informal spheres-of-influence agreement 
with Moreau. In the event, the Roumanian stabilization was carried through in 
February 1929, while the Yugoslav stabilization was only effected in May 1931, on 
the eve of the European-wide financial crisis.117

Meanwhile, Moreau prepared plans for the revival of the Paris market, the place de 
Paris, as an international financial centre. While scarcely expecting to replace the 
City of London or New York, he anticipated that with the franc back on gold and 
sterling stripped of its artificial advantages, Paris could regain the place it had occu-
pied before the war.118 Meanwhile diplomats undertook a careful survey of French 
financial interests in Austria, Bulgaria, Hungary, Poland, Czechoslovakia, Yugoslavia 
and other countries of importance to national security. French financial influence 
had declined while British, American and German influence had increased, and 
officials were determined to see the stronger franc used to right the balance.119
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In January 1928 the French government partially lifted the embargo on capital 
exports, in place since April 1918.120 As expected, the parliamentary elections in 
May favoured the Centre Right, enabling Poincaré to form a new government. 
By now, however, his reputation rested so firmly on his defence of the franc that 
he still refused to acknowledge that the currency must be radically devalued.121 
Poincaré threatened more than once to resign before agreeing to fix the franc 
on the gold standard at the de facto rate of 125Ff = £1, where Moreau had held it 
since December 1926. This constituted an 80 per cent devaluation of the prewar 
franc Germinal, and some of the Bank’s regents were reluctant to accept the loss.122 
Moreau, however, justified action on the grounds that a currency solidly backed 
by gold was essential ‘to reinforce in international relations the prestige and inde-
pendence of the country.’123 Poincaré alluded to the same function when he told 
the Chamber of Deputies, ‘Unlike other stabilisations ... we did not stabilize on 
another currency, whether the dollar or sterling; and we did not rely upon foreign 
credits. We stabilized with our own means, and on gold.’124 As both Moreau and 
Poincaré confirmed, the gold franc was not only an essential discipline on the 
national economy and element in the recovery of French commerce; it was also 
the essential underpinning of France’s independence and national security.

Henceforth, on both sides of the Channel, the Bank of France’s huge gold 
reserves appeared to be a powerful political weapon. Yet in the event they proved 
singularly difficult to wield. One constraint was France’s continuing need for 
good relations with Britain and to a lesser extent the United States. The other 
derived from the simple but hugely important fact that France was a liberal cap-
italist country. Foreign observers generally assumed that the centralized French 
state was capable of issuing marching orders to French merchants, bankers and 
industrialists in the furtherance of national political or strategic ends. This was 
far from the case, for the bankers and businessmen had a fiduciary duty to safe-
guard their shareholders’ or investors’ interests. This was equally true of the Bank 
of France itself, which as a shareholder-owned institution was expected to make 
a profit as well as maintaining the stability of the franc. Just as private interests 
limited the government’s ability to assist France’s allies or punish its enemies 
through commercial and financial policy, so the Bank’s shareholders and mon-
etary goals constituted an effective constraint upon using the franc as a political 
weapon.125

France’s decision to rejoin the United States and Britain on the gold standard 
in 1928 ostensibly strengthened the global system. But since the decision was 
informed as much by nationalism as liberalism, it scarcely augured well for global 
cooperation. And despite the increased need for agreed rules to address currency 
and payments problems, no such rules existed.

3.4 France, economic leadership and security: 
Commercial relations

During the latter years of the 1920s, crises occurred in the Balkans, Morocco, 
Egypt, Iraq, China and elsewhere. The key to world stability nevertheless remained 
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the containment of Germany within the Europe states system. Crises elsewhere 
could annoy or discomfit the great capitalist powers, but only the German prob-
lem was, properly speaking, vital, since only a German crisis was likely to draw in 
all the world’s powers. By now, however, no security system existed for maintain-
ing order: merely the remnants of the Versailles Treaty created by the three prin-
cipal victor powers, to which only France remained committed. Britain continued 
to promote Treaty revision in favour of Germany. The United States remained 
deeply isolationist, demanding that the European powers should join it in disar-
mament while stubbornly refusing to consider their security needs or even nomi-
nally to support the League’s procedures for addressing threats of aggression. It 
pressed Britain to reduce its naval forces at a conference in Geneva in June 1927, 
and expressed outrage when British statesmen refused to compromise their global 
interests by accepting the American formula.126 It also condemned Britain and 
France in 1928 when they agreed upon a quid pro quo on sea and land forces rather 
than facilitate the Coolidge administration’s efforts to justify further tax reduc-
tions by means of disarmament.127

The Ruhr débâcle had demonstrated that France could not act alone to uphold 
the terms of the Peace Treaty, since to do so risked unsustainable financial bur-
dens and international isolation. Poincaré implicitly acknowledged this lesson by 
keeping on Briand as foreign minister when he again took over the reins of gov-
ernment in July 1926. The two men could scarcely have been more different in 
temperament and methods of work: Poincaré intense, humourless,  assertive and 
a stickler for details, Briand charming, witty, informal and notoriously reluctant 
to consign his views to paper. Neither, however, was under any illusion about 
the threat from Germany. Poincaré was infuriated though not surprised that 
Stresemann, having just signed the Locarno treaties, should begin large-scale 
 subsidies to Alsace separatist groups.128 Briand in private called Germans ‘des 
mufles’ [thugs].129 Both men also accepted that France’s predicament – Germany’s 
increasing revisionism, France’s isolation – demanded action on several fronts. 
Their first priority was to remove the vulnerability created by the franc’s weak-
ness. This, as we have seen, they accomplished in spectacular fashion by the 
‘Poincaré miracle’ of 1926, which soon resulted in a massive build-up of gold and 
foreign exchange. But ironically, while freeing France from the threat of financial 
blackmail and enabling it once more to extend financial help to friendly states, 
the consequence was further to constrain its Continental defences.

While French defence spending rose temporarily between 1927 and 1931–2, 
this was largely to cover the exceptional cost of implementing the new conscrip-
tion law of March 1928, which reduced the call-up period to a single year. In 
almost every other respect this was a time of decline. Practically all the army’s 
equipment, including tanks and aircraft, were dated from the war and ageing 
fast. Stocks were steadily run down. Planning for military-industrial cooper-
ation was suspended. The retreat from the Rhineland and the decision to rely 
largely upon fixed frontier fortifications ineluctably created a cautious, defensive 
mentality among the High Command. And politically the Army was practically 
friendless, with Communists, Socialists and most Radicals opposed to existing 
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defence expenditure, and centre-right Republicans more concerned to defend the 
‘Poincaré miracle’ through lowered taxes and balanced budgets than to finance 
rearmament. The result, as Maurice Vaïsse writes, was ‘une armée en  trompe-l’oeil’: 
a large force, but poorly organized, equipped and led, and incapable of fulfilling 
its purpose.130

On the diplomatic front, French leaders continued to give priority to foster-
ing relations with the Anglo-Saxon powers, which they still hoped to draw into 
Europe’s security system. To this end they participated actively in the League of 
Nations, including the preparatory committee of the international disarmament 
conference. Largely for the same reason, they also demonstrated willingness to 
appease Germany by making concessions on a range of issues. Thus, for instance, 
they set aside their complaints about German infractions of its disarmament 
obligations,131 agreed to wind up the Inter-Allied Military Control Commission 
without prior commitment to other forms of surveillance, and supported German 
membership of the League of Nations.132 Britain, France’s most important poten-
tial ally, remained their chief concern. But in 1927–8 they also promoted the 
Kellogg-Briand pact outlawing war as an instrument of policy, in the hope of 
altering America’s image of France as an imperialist and militarist power.133 
Briand arranged a solemn signing ceremony for the pact in the Salle de l’Horloge 
at the Quai d’Orsay in June 1928. But his efforts went for naught, since the ever-
suspicious Coolidge administration turned the pact from a bilateral agreement 
into a declaration open to all countries to endorse. Representatives of 14 countries 
attended the Paris ceremony, including Germany, Czechoslovakia, Poland, Britain 
and the principal British Dominions as well as the United States and France. That 
same day, Coolidge invited other countries to add their signatures and eventu-
ally no less than 57 did so. But since no practical means of enforcement was 
even discussed, the declaration added nothing to the framework of international 
security.134

Unable to draw the Anglo-Saxon powers into a European framework, French 
leaders saw no alternative but to engage in direct dealings with Germany in an 
effort to gain new purchase over their former enemy. This began in 1924, even 
before the Dawes plan was formally adopted, when they quietly encouraged a 
revival of cultural exchanges. French intellectuals had defined the war as a clash 
of civilizations; German Kultur being the expression of an inherently brutal, 
aggressive people, they had rejected links with German academies of arts and 
science after the Armistice.135 Yet in 1924, the Berlin Philharmonic Orchestra 
was invited to perform in Paris. In 1926 a Comité d’échanges interscolaire franco-
allemand was established with the backing of several prominent Radical politi-
cians, including Edouard Herriot and Ferdinand Buisson, as well as the Ligue 
des Droits de L’Homme, the Ligue des femmes pour la paix et la liberté and Jeune 
République. That same year the French government decided to open a student resi-
dence in Berlin and a network of French Institutes in the principal German cities. 
Implementation was delayed by the financial crisis, but meanwhile the govern-
ment sought to revive the study of German in schools through the exchange of 
teachers, and,  having hitherto blocked German academies from membership of 
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the International Research Council, it took the lead in lifting the ban.136 Thomas 
Mann was invited to speak at the Sorbonne in 1926 and Heinrich Mann in 1927. 
The following year, the Office National des Universités was officially requested 
to develop inter-university links, and towards the end of the decade the Quai 
d’Orsay organized an encounter of prominent French Catholics with members of 
the German Centre Party.137 It also informed Leopold von Hoesch, the German 
ambassador in Paris, that the country club of Saint-Cloud would again welcome 
applications for membership from German colleagues, thus giving them an entrée 
to perhaps the most exclusive social circle in France.138 The German govern-
ment responded to these French initiatives by opening a branch of the German 
Academic Exchange Service (DAAD) in Paris, but otherwise did little to recip-
rocate.139 Despite French efforts to open the door to the International Research 
Council, German academies maintained a counter-boycott out of resentment at 
France’s alleged mistreatment of Germany.140

French officials had greater success developing commercial relations. Having 
entered the Great War second only to Britain as a world creditor and fourth 
among trading nations, France emerged from the ordeal with its foreign invest-
ments reduced by nearly 60 per cent, huge war debt obligations to Britain and 
the United States, an enormous swathe of the country devastated by the grinding 
destruction of the Western front, and its industry ill-prepared for the expected 
‘war after the war’ to regain foreign commercial markets.141 French statesmen and 
industrialists, pessimistic about their ability to compete internationally, paid lip-
service to British and American calls for open markets while accepting the need 
for tight controls on imports, at least until the devastated regions were put back 
on their feet. In April 1918, before the war ended, the government signalled its 
retreat from liberal trade relations by denouncing all existing commercial trea-
ties. Shortly afterwards, it supplemented the tariff with a battery of import and 
export prohibitions, and in 1921 and again in 1922 it introduced large across-the-
board increases in import duties.142

The retreat into autarky was more however apparent than real, for the prohibi-
tions, introduced as an emergency, were practically all removed before the end 
of 1920. As for the higher duties, they did little more than compensate for the 
effects of inflation, since French duties were defined in money terms rather than 
ad valorem rates, and in the three years after the Armistice the franc declined 
by fully a half against the pound sterling and dollar.143 This was reflected in the 
performance of France’s postwar external commerce. In the ten years after the 
Armistice, French trade expanded considerably faster than the world average; yet 
only in one year, 1924, during the interwar period, did visible exports exceed 
imports.144 Nevertheless the additional duties seemed to be a step backwards, 
and no doubt they had the effect of dislocating trade and antagonizing France’s 
friends as well as former enemies who regarded them as the commercial counter-
part of France’s diplomatic efforts to contain Germany.

In 1924, France confronted a daunting situation, first because the Dawes 
plan made German economic recovery a virtual certainty, and second because 
Germany was due to regain its tariff autonomy on 10 January 1925, after the 
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relevant clause of the Treaty of Versailles expired. French leaders were acutely 
aware that Germany was industrially the stronger power, and could use its large 
demand for foodstuffs and raw materials as a means of extending its influence 
in Europe. Nonetheless they saw little alternative but to contain Germany by 
embracing it bilaterally and eventually within a broader European framework.

Under the Dawes plan, France made remarkable concessions to facilitate the 
import of German reparations in kind. Municipal projects in which at least 
20 per cent of the cost went on German reparations in kind received an inter-
est rate subsidy from the French state. Equipment purchased from Germany for 
the devastated regions benefited from a 40 per cent reduction in import duties, 
and equipment purchased from Germany for the French armed forces or the 
 équipement nationale came in duty free. The Comité des forges, representing French 
heavy industry, had vigorously opposed the expansion of reparations in kind 
when Herriot contemplated it in 1925. Robert Pinot, the Comité’s vice-president, 
complained that the government seemed more interested in the health of the 
German economy than the French economy. The government, strongly encour-
aged by the Quai d’Orsay, nevertheless persisted in devising concessions.145 
During the fourth Dawes year (1927–8), reparations in kind reached a value of 
478 million RM or 72 per cent of all German exports to France.146 Even that figure 
understated the importance of the concessions, for in many cases the purchase of 
some German equipment for a project made further purchases of German equip-
ment essential on account of its compatibility.147

Germany’s recovery of tariff autonomy in 1925 had potentially serious implica-
tions for France directly, since at least 8 per cent of its exports went to Germany and 
an abrupt closing of this market would damage the French economy. Officials also 
feared a serious backlash in the Saar and Alsace-Lorraine if they found themselves 
further cut off from adjacent German markets. To continue bilateral trade after 
January 1925, France agreed to provisional arrangements; bilateral negoti ations 
on a permanent agreement began in August. Stresemann hopefully suggested this 
would be ‘the last tariff Germany would make with France’. If France agreed to 
end its military occupation of the Rhineland, he would willingly consider a com-
mercial agreement leading to a complete customs union within five years and the 
reciprocal participation of French and German capital in their respective indus-
tries.148 But accelerating inflation had revived protectionist agitation by French 
industrial and agricultural lobby groups and their friends in Parliament, and with 
the Ministry of Finance also demanding action to halt the depreciation of the 
franc, the government was forced to retreat. In December 1924, it introduced a 
bill authorizing large increases in duties on a hundred manufactured items. At the 
first opportunity the Reichstag responded by voting a sizeable increase in German 
tariff protection. This temporarily halted the commercial negotiations, and the 
situation was aggravated in 1926 when the French government decreed a 30 per 
cent increase in import duties on 6 April and a similar increase on 14 August. As 
before, these measures merely compensated for the effects of currency deprecia-
tion without stopping the growth of imports or reversing France’s visible trade 
deficit. Nevertheless they provoked strong protests from Germany and elsewhere.
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Franco-German relations were further soured by reports of French obstruc-
tion of a comprehensive settlement of their differences. In Geneva on 10 
September 1926, Briand welcomed Stresemann as head of the first German 
delegation to the League of Nations with a rousing speech before the seventh 
annual Assembly. A week later, reports circulated that Briand and Stresemann 
had secretly met in the lakeside village of Thoiry.149 According to Stresemann 
as well as contem porary press reports, Briand offered a comprehensive set-
tlement of Franco-German differences including the withdrawal of France’s 
remaining troops from the Rhineland, the immediate return of the Saar with-
out a plebiscite, the negotiated recovery of Eupen-Malmédy from Belgium and 
(at Stresemann’s request) a reduction in reparations, in exchange for German 
financial assistance to France. This would take the form of a large bond issue 
on the security of its railways,  providing reparation payments in advance along 
with a large financial payment to  reacquire the Saar mines from their French 
owners. Briand, however, overestimated the readiness of his colleagues in Paris 
to accept concessions to Germany on this scale. He quickly retreated, modi-
fied his record of the Thoiry meeting to create the impression that Stresemann 
had been the demandeur, and thus avoided a confrontation with Poincaré and 
colleagues. Stresemann, annoyed but hopeful of an eventual settlement with 
Briand, allowed the blame to fall on Poincaré who once again became Germany’s 
bête noire.150 But now that the franc had substantially recovered from its recent 
slide, France no longer needed German financial help or to make the conces-
sions that Briand had allegedly offered.

Briand, still anxious for Franco-German rapprochement, sought to ameliorate 
relations by promoting industrial integration on a Europe-wide basis. Jacques 
Seydoux, his economic adviser at the Quai d’Orsay, outlined the strategy in an 
exchange with Emile Mayrisch, the Luxembourg steel-maker. Mayrisch, who 
had sided with France during the Ruhr crisis, informed Seydoux of his recent 
encounters with German industrialists from the Ruhr and elsewhere. Having 
benefited from the hyperinflation to divest themselves of practically all their 
debt, the German industrialists now found American bankers eager to supply 
working capital to facilitate their operations. Mayrisch was struck by the remark-
able ability of the Germans to work together in horizontal and vertical combin-
ations, and even more by their ambition to dominate the European market and 
meet their American competitors head-to-head in world markets. Seydoux, who 
had the highest regard for Mayrisch, scarcely doubted his analysis. It corroborated 
his belief that Germany’s interest in combining with steel-makers in Belgium, 
Luxembourg and France was part of a dangerously ambitious dream of world 
power, and confirmation that present-day Germany had scarcely changed from 
before the war.

For the time being the German industrialists want peace, and will make this 
loudly known to all. But they are bound to frighten their neighbours by the 
belligerency of their youth, the revelations of secret arms, etc. And if their 
plans fail, recourse to violence is always open.
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Germany can be expected to take advantage of the concessions granted to 
it in the first four years of the Dawes Plan, to strengthen its economic and 
financial position. After that, when the Plan fully bites, the Germans will try 
to escape from it as soon as possible. Remember the recent exchange:

’[Ambassador von] Hoesch:  there are no more differences between France and 
Germany.

Seydoux: There’s the execution of the Dawes Plan.
Hoesch: During the next 3 or 4 years you have nothing to worry about.’

As M. Revoil said back in 1911, what we have most to fear is an economic crisis 
in Germany. German prosperity is the guarantee of peace. But if their plan for 
hegemony fails, as all such plans do, then Germany will find itself back in the 
situation of 1914 where it has more to gain from disorder than order. But in 
the meantime Germany marches towards prosperity and she has an interest in 
order: its people are tired of war and any new war will be the end of civiliza-
tion: even in Germany this is acknowledged.151

Despite this gloomy but all too accurate evaluation, Briand and Seydoux saw 
no alternative but to encourage industrial agreements with Germany and other 
European countries. No more than in 1918 did this signify French interest in an 
alliance with Germany.152 Instead, it reflected the cautious hope that through 
industrial collaboration France might sustain Germany’s prosperity and divert 
it from aggressive ambitions. France, Seydoux observed, would like to see British 
industry join European ententes as a counter-weight to Germany. Unfortunately, 
he saw no chance of this, given that British policy favoured finance at the expense 
of industry, and British financial interests aggressively sought open markets in 
Europe in competition with Wall Street. Nevertheless, if France coordinated its 
industrial, commercial and diplomatic strategies, it might yet resist the pressures 
of German industry and British finance.

Thus, we find ourselves placed between Britain with its financial interests and 
Germany with its industry, which will eventually merge. Neither will want to 
see its weaker component crushed by the other. Nor do we. Our interest is to 
encourage vast economic and financial ententes, which will avoid conflicts. 
We should therefore play the role of arbiter and conciliator. We need British 
financial support to escape from our present crisis, because we allowed the 
Dawes Plan to restore German finances, but not ours. And we need German 
industry to supply our factories, because we did not profit from the Ruhr 
oper ation by finding a solution to the coal issue. Isolation would be fatal. For 
we will be the first target of a German-British economic entente. We should 
therefore return to a policy of equilibrium, which served us well earlier, until 
we were forced to choose between them. By this means, we can obtain finan-
cial help, develop our agricultural production and rationalise our industry. It 
will above all permit us to work for the consolidation of peace in Europe and 
abroad.153
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Over the next two years, Seydoux with Briand’s encouragement worked 
 assiduously to promote his strategy of industrial ententes. He pressed the reluc-
tant steel-makers in the Comité des Forges to agree to conversations with their 
German counterparts, and in September 1926 they negotiated a European Steel 
Cartel involving Belgium and Luxembourg. Steel remained the raw material of 
war par excellence. Moreover, with iron ore in Lorraine, the coking coal needed to 
convert it into steel in the Saar and Ruhr, and the market for steel products largely 
in Germany, it was a source of potential conflict between France and Germany.154 
Promotion of the Cartel thus constituted an important political act.155 Several 
of the leading French and German steel producers were strident nationalists, yet 
they chose to participate because in several instances they maintained commer-
cial links or investments across the Rhine frontier.156 Although free to withdraw 
from the Cartel at short notice, the French hoped the Cartel would become a 
durable bridge between the two countries.

Behind the scenes, Briand also supported several organizations devoted to 
European integration, which had sprung into life in the aftermath of the Ruhr 
crisis. In May 1926, Emile Mayrisch convened a small but select group of French 
and German industrialists, journalists and public figures. The Comité franco-
 allemand d’information et de documentation remained deliberately small, informal 
and as its name suggested inconspicuous. Nevertheless it met eight times between 
May 1926 and May 1930, and appears to have provided an effective forum for the 
discussion of European industrial cooperation. Comprised of two subcommit-
tees, its members included on the French side Charles Laurent, the former ambas-
sador to Germany, president of the Banque du Nord and of the International 
Committee of the Suez Canal, who acted as president of their subcommittee; 
René-Paul Duchemin, president of the Confédération Générale de la Production 
Française; Arthur Fontaine, president of the International Labour Office (ILO); 
Théodore Laurent,  vice-president of the Comité des Forges; Étienne Fougère, presi-
dent of the Association Nationale d’Expansion Économique; Henri de Peyerimhoff 
de Fontenelle, president of the Comité des Houilliers de France; Comte Wladimir 
d’Ormesson, the writer and ambassador; André Siegfried, professor at the École 
des Sciences Politiques and Mgr Jullien, bishop of Arras. On the German side Alfred 
von Nostitz-Wallwitz, the former minister of the State of Saxony, acted as presi-
dent, with members including Karl Haniel, president of the Gute Hoffnungshütte; 
Franz von Mendelssohn, president of the Berlin Chamber of Commerce; Abraham 
Frowein, president of the National Federation of German Industry; Ernst Poensgen, 
vice-president of the Vereinigte Stahlwerke of Düsseldorf; Ernst von Simson, direc-
tor of I.G. Farben; Emil Georg von Strauss, director of the Deutsche Bank; Thilo 
von Wilmowski, president of the Saxon Landowners’ Society and vice-president of 
Krupps; Félix Deutsch, president of the Allgemeine Elektrizitäts Gesellschaft (AEG); 
the steel baron Fritz Thyssen; the diplomats Franz von Papen and Prince Hatfeldt 
and Mgr Christian Schreiber, the protestant bishop of Berlin.157

Members of the committee participated in many of the most important 
European industrial ententes, including potash, iron and steel, steel rails, tubes 
and strip, heavy chemicals, coal and electrical equipment.158 Mayrisch himself 
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became president of the European Steel Cartel (EIA), popularly known in France 
as the Entente cordiale d’acier, upon its formation on 30 September 1926. The car-
tel established quotas on basic steel production for the participating countries 
through negotiation among representatives of their respective peak organiza-
tions, the agreed proportions being Germany 40 per cent, France 32 per cent, 
Belgium 12.5 per cent, Luxembourg 8.5 per cent and the Saar 6.5 per cent.159 
Mayrisch died in a car accident in March 1928 on his way to a meeting of the 
cartel in Paris. By this time Seydoux had extended the Quai d’Orsay’s support to 
other organizations promoting European integration.

One such organization was the Comité d’Action Économique et Douanière (CAED), 
established by Jacques Lacour-Gayet, the spokesman for France’s department and 
chain stores in the rapidly expanding retail distribution sector. A former civil 
servant, Lacour-Gayet was a safe pair of hands so far as the Quai d’Orsay was 
concerned, and the CAED employed as its director Charles Elbel, the former dep-
uty director of the Ministry of Commerce.160 Another was the Union Douanière 
Européenne (UDE), established as a follow-up to the Appel aux Européens, a mani-
festo issued on 12 March 1925, affirming that Europe’s political peace required 
economic peace, which in turn required a European customs union. The Appel 
was signed by ten prominent individuals including Professor Charles Gide of the 
Collège de France, Professor Elemer Hantos of Budapest, Van Gijn, the former Dutch 
finance minister and Edgar Stern-Rubarth, the former head of Wolff, the German 
news bureau.161 Seydoux and his colleagues strongly suspected that the German 
members who dominated the UDE hoped to use it to promote the Anschluss of 
Austria and Germany and eventually a German-dominated Mitteleuropa.162 The 
Quai d’Orsay officials nevertheless believed they must use every means available 
to promote rapprochement while there was still time. Hence they encouraged Gide 
and Yves Le Troquer, a deputy and former minister, to form a French commit-
tee of the UDE in January 1927, which thereafter was chaired by Lucien Coquet, 
director of the Revue d’Alsace et de Lorraine, founded in 1918, and conseiller du com-
merce extérieur de la France.163 The Revue itself appears to have been subsidized by 
the French government.164

Similar was the Quai d’Orsay’s relationship with the Pan-European Union, the 
best-known of the pro-European organizations between the wars. The Union was 
founded in April 1924, but gained prominence with its first congress held in the 
Vienna Konzerthaus between 3 and 6 October 1926. French statesmen regarded 
the Union as essentially a stalking-horse for the old Pan-German Mitteleuropa 
movement and its founder, Count Richard Coudenhove-Kalergi, as an Austrian 
adventurer. Louis Loucheur commented that in his dealings with the Union, 
‘il sentait le boche à plein nez’.165 For some time, they had refused Coudenhove’s 
requests to meet Briand. But since Coudenhove enjoyed growing support else-
where, Briand consented to meet him briefly in January 1926, and in the autumn 
he sought to take advantage of the first congress of the Pan-European Union in 
Vienna when it became evident that it would be a success.

The congress attracted a sort of who’s who of progressive European opinion, 
including Edouard Benes, the Czech foreign minister, Joseph Caillaux, a former 



174  Great Interwar Crisis

French minister of finance, Paul Loebe, a senior SPD deputy, Francesco Nitti, 
a former Italian premier, Nicola Politis, the Greek prime minister and Ignaz 
Seipel, the Austrian chancellor, along with Konrad Adenauer, mayor of Cologne, 
Stresemann, Albert Einstein, Heinrich and Thomas Mann, Count Sforza, Guglielmo 
Ferrero, Gaetano Salvemini, Giuseppe Saragat, Herriot, Loucheur, Joseph Paul-
Boncour, Henry de Jouvenel, Jules Romains, Paul Valéry, Paul Claudel, Ortega y 
Gasset, Miguel de Unamuno, Salvador de Madariaga, Winston Churchill, Leo 
Amery, Philip Noel-Baker, Wickham Steed, George Bernard Shaw and Alexander 
Kerensky.166 Briand instructed the ambassador to Austria, Henri de Beaumarchais, 
to attend, and sent a personal message of support. Later he held a reception at the 
Quai d’Orsay to welcome back the unofficial French delegation. On 2 May 1927, 
when the council of the Pan-European Union met in Paris, Loucheur at Briand’s 
instigation was elected president of the French section of the Union and Briand 
accepted an invitation to become its honorary president.167

That month another French initiative bore fruit when the first World Economic 
Conference opened in Geneva. The proposal for the conference originated with 
Loucheur, while minister of commerce in the Painlevé government, when he 
spoke at the sixth Assembly of the League of Nations in September 1925. A 
Polytechnicien who had made a fortune before the war in the electrical distribution 
industry, Loucheur had entered politics in 1916 when Briand called upon him to 
become minister in charge of economic mobilization. Subsequently he remained 
almost constantly in government and from the Armistice was closely associ-
ated with Briand and proponents of an economic rapprochement with Germany. 
French firms had participated in a number of international cartels or ententes 
before the war, including those regulating sales of aluminium, steel and potash. 
Loucheur was keen to revive and expand them after the war. He saw them as a 
means of promoting a Franco-German rapprochment without  exposing France 
to the danger of domination by its more powerful neighbour across the Rhine. 
But he assumed that German industrialists would also find them attractive as 
a means of increasing market stability and securing the scale econ omies neces-
sary to warrant new investment and enable them to confront their American 
competitors. France and Germany would thus both gain from the collabora-
tion, and by drawing in other European participants, German industry would 
become enmeshed in a network of agreements that restricted its potential to 
dominate the Continent. War, Loucheur told the 1925 League Assembly, usually 
had economic origins. He was a liberal who favoured the elimination of trade 
barriers. But he believed some government intervention was essential to ensure 
a ‘rational economic system’ that would contain the tendency of economic com-
petition to aggravate nationalism, leading to the recrudescence of protection-
ism and ultimately to aggression.168 All League members were invited to attend 
the World Economic Conference. But since Loucheur anticipated that only the 
European states would actively participate, he assumed it would serve as a forum 
for promoting European economic integration. Alive to the challenge posed by 
American economic expansion, he now spoke of creating a ‘United States of 
Europe’ or a European customs union.169
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Once the League Council approved Loucheur’s conference proposal in 
December 1925, the Economic Section created a preparatory committee which 
began its work in April 1926. Reports from Germany encouraged Loucheur to 
hope that the Conference would succeed by promoting industrial ententes, which 
he believed to be the only practical means of stabilizing markets and reducing 
tariffs.170 French diplomats affirmed that German businessmen were enthusiastic 
about the conference proposal and that the German government might have pro-
posed an international conference had France not done so.171 Ernst Trendelenberg, 
political director of the German Foreign Ministry and its chief commercial nego-
tiator, assured Loucheur that Germany was prepared to work with France at the 
conference.172 But other countries were at best cool towards the French approach. 
Reports from Italy indicated that it would claim the right to speak for countries 
without colonies and demand greater opportunities for emigration and enhanced 
access to raw materials.173 Reports from Britain indicated indifference towards 
industrial ententes and keen interest in suppressing non-tariff barriers, reducing 
tariffs and securing universal acceptance of the most-favoured-nation principle 
in its unconditional form. For a country like Britain, which had no general tariff 
and hence almost no means of bargaining for access to foreign markets, trade dis-
crimination represented the great threat, greater even than protectionism. Hence, 
British officials strongly opposed the conditional form of most-favoured-nation 
treatment, where such treatment was conceded only through bilateral negoti-
ations. France and Spain were now the only European countries that still held to 
the conditional form. They had extended most-favoured-treatment to Britain on 
account of its free-trade policy, but nevertheless British officials were determined 
to see the unconditional form formally endorsed. They were also increasingly 
impatient to see further reductions in European trade barriers, not least because 
opposition to free trade was growing within Britain itself.

Salter, head of the League Economic Section, saw to it that the preparatory com-
mittee included a strong contingent of pro-free trade experts, including Walter 
Layton, editor of the Economist and stalwart of the British Liberal party. He also 
called on the committee to consult the Rome-based International Institute of 
Agriculture (IIA) and the International Chamber of Commerce (ICC), the lat-
ter dominated by British and American mercantile-financial interests.174 In 
October 1926, ‘A Plea for the Removal of Restrictions on European Trade’ appeared 
in newspapers across Europe, bearing the signatures of 180 prominent ‘business-
men’. This turned out to be the work of a small group of City men, and most 
of the signatories were merchants or bankers rather than industrialists.175 The 
French feared they might lose control of the conference agenda, and deliberated at 
length on issues to be excluded, such as immigration, war debts and reparations. 
Unsure of the direction it might take, they were content to see the conference 
remain an unofficial affair with delegates nominated by national governments 
but attending as individuals.176

The conference, which opened on 4 May and lasted for three weeks, was 
attended by over four hundred delegates and experts from 50 countries  including 
the United States and Soviet Russia, as well as organizations such as the IIA, 
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ICC and the ILO. Loucheur, elected honorary vice-president at an early plenary 
session, set out the case for industrial ententes in his acceptance speech. ‘Old 
Europe’, he warned, could not compete with America unless it adopted the 
model of American industry. While ruling out a political ‘United States of 
Europe’, he called for economic unity through sectoral ententes as the only 
way of  overcoming Europe’s trade barriers and implementing the scale econ-
omies required to meet American competition.177 But his advice received a 
cool reception from several quarters, and British delegates soon weighed in 
with appeals to concentrate on trade liberalization through tariff reductions. 
Sir Max Muspratt, a recent past president of the FBI, Sir Norman Hill, a ship-
owner and Layton urged an end to all discrimination by universal adherence to 
the most-favoured-nation principle, adoption of common customs nomencla-
ture, simplification of tariff schedules and above all reduction of import duties. 
Britain, they warned, was suffering from heavy unemployment on account of 
economic nationalism elsewhere. Unless the Conference set in train a process 
of trade liberalization, public opinion would soon demand that Britain aban-
don free trade and retreat into imperial protectionism.178

French delegates continued to argue for industrial ententes and the condi-
tional form of the most-favoured-nation clause, which they believed to be a more 
 effective means of tackling trade protection. They were nonetheless alive to the 
risk of driving Britain into a change of policy. Britain, for all its troubles, was still 
the world’s greatest trading nation and France’s most important trading partner. 
Moreover, France, like most other European countries, enjoyed a sizeable surplus 
on bilateral trade with Britain, which would be jeopardized if Britain adopted a 
general tariff and granted large preferences to Empire produce. If these were not 
sufficient grounds for giving way, France also had a compelling strategic argu-
ment. With Briand at the Quai d’Orsay, France remained determined to draw 
Britain into European affairs rather than driving it away. French delegates there-
fore retreated on all fronts, and by the close of the Conference they agreed to a 
series of recommendations that closely reflected the British agenda.

Industrial ententes were mentioned in the Conference report but neither 
endorsed nor condemned, although their potential damage to consumers was 
noted. Instead, trade liberalization by reducing external protection dominated 
the recommendations. Governments were urged to abandon all non-tariff barri-
ers to trade such as export subsidies, discrimination in transport rates and admin-
istrative devices including the unfair use of health regulations and veterinary and 
phytopathological restrictions on trade in animals, animal products and food 
crops. In particular they were called upon to endorse the convention outlawing 
prohibitions, as quantitative trade controls including quotas and import- licensing 
arrangements were known. They were also urged to reduce tariff barriers. Tariff 
schedules had become vastly more detailed in recent years, with many of them 
containing thousands of items rather than the hundreds that were common 
before the war, a development that reflected efforts to limit the scope of trade 
concessions or to favour one trading partner over others.179 Governments were 
called upon to simplify their tariff schedules and support League efforts to devise 
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a standard nomenclature. They were also invited to reduce tariff levels by every 
means available: unilateral action, bilateral negotiation and multilateral action 
under the auspices of the League of Nations. To ensure that trade liberal ization 
benefited the largest number of countries, they were requested to adopt the 
most-favoured-nation clause in its widest and most unconditional form. Finally 
they were invited to create an Economic Consultative Committee, which would 
report to the League Council on the implementation of the World Economic 
Conference’s recommendations. Thus the Conference, initiated by France in 
hope of promoting European industrial integration, ended by promoting freer, 
if not free, trade.180

To most economists, merchants, bankers and political observers in the Anglo-
Saxon world, the World Economic Conference marked a victory for their lib-
eral approach to international economic relations and a defeat for what they 
regarded as the over-regulated, ‘statist’ French approach.181 Briefly the Conference 
helped sustain the momentum for further globalization. Thirty new commercial 
 treaties were negotiated within 12 months of the conference and another 42 the 
 following year, nearly all of which committed the parties to the most-favoured-
nation principle in its unconditional form.182 France contributed by entering 
into its first postwar commercial treaty with Germany on 17 August 1927. 
Remarkably generous to Germany, France not only exchanged most-favoured-
nation  treatment, but also reduced duties on a wide range of items of special 
importance to Germany and – going against the world trend – fixed approxi-
mately half the duties in its tariff schedule for the duration of the treaty.183 This 
was a surprising development since only six months earlier France had intro-
duced, then withdrawn, a tariff bill with much higher duties, and was the last 
major hold-out on the most-favoured-nation principle.184 Widely known as the 
‘economic Locarno’, the Franco-German treaty was hailed by one authority as 
‘the greatest single contribution to liberal trading policies and to the cause of 
international co-operation in the twenty-five years since 1914.’185

The League Economic Committee meanwhile launched a concerted onslaught 
against non-tariff barriers to trade. It encouraged League members to sign con-
ventions on the standardization of customs nomenclature and simplification of 
customs procedures, the elimination of veterinary and phytological restrictions 
as a disguised form of agricultural protectionism, new rules on the protection of 
intellectual property and the use of bills of exchange and acceptance of arbitra-
tion in commercial disputes.186 It also scheduled an international ‘prohibitions’ 
conference in October 1927 to remove the remaining quantitative trade controls 
introduced after the war. The Economic Consultative Committee’s first report to 
the League Council in May 1928 sounded a cautiously optimistic note. Numerous 
non-tariff barriers had been removed since the World Economic Conference, 
and while some tariffs had risen, ‘on balance there appears to have been some 
improvement during the year.’187

Nevertheless global economic relations remained ominously precarious. 
Whereas before the war bilateral commercial treaties were commonly concluded 
for 10 to 12 years, practically all treaties negotiated after the war were terminable 
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within a year or less.188 The Economic Consultative Committee reported in the 
spring of 1929 that this had become especially evident in 1928, when all but 5 of 42 
new treaties were concluded for no more than a year. It also noted anxiously that 
fewer treaties had consolidated or contractualized specific duties, and in contrast 
to 1927 numerous agreements had been negotiated with the explicit purpose of 
deconsolidating duties. Several countries, including Italy, Lithuania, Switzerland 
and the United States, had also increased duties, and a number of others – Brazil, 
Egypt, Finland, Mexico, Portugal, Roumania, Turkey – were preparing new tariffs 
which would probably include higher duties.189 The world economy continued to 
expand and the Wall Street crash was still six months away, but already by 1928 
signs were multiplying that the era of globalization was nearing its end.

3.5 The impact of American economic expansion

It is one of the many ironies of interwar history that Europe, having emerged from 
the Ruhr crisis with the help of American commercial lending, should then have 
faced destabilization from American economic expansion. US banks had largely 
shunned Europe while it remained in turmoil, preferring instead to meet the large 
pent-up demand for credit in Canada and Latin America. But once the Franco-
German confrontation ended, US lending to Europe dramatically increased. By 
the end of the decade, Germany, the main recipient, held at least $755 million 
in American short-term loans and $1.5 billion in long-term loans.190 The coun-
terpart to Europe’s demand for dollars, however, was a chronic deficit on current 
account, due to the huge imbalance in visible trade. To borrow the jargon of 
economic history, Europe was undergoing ‘a prolonged structural transformation 
crisis’,191 and it is probably true that in the 1920s America’s competitive advantage 
in manufacturing was too great to be overcome by anything governments might 
or might not do.192 Political decisions nevertheless aggravated Europe’s plight. 
In the first place, despite its current account deficit Britain was required to pay 
the United States almost $950 million in war debts between 1923 and 1929, and 
Europe as a whole paid over almost $1100 million before 1930.193 Second, the 
United States government sharply increased trade barriers against imports from 
Europe, most of which were manufactured goods and many of them defined as 
‘luxuries’ and hence more heavily taxed. The Republicans’ Fordney-McCumber 
of 1922 increased average duties on imports from 26 per cent, where they had 
been since 1913 under the Democrats, to 33 per cent, an increase of 27 per cent. 
This was a large increase by any standard, but especially at a time when the 
American current account was already strongly positive.194All the while Hoover, 
the secretary of commerce, aggressively promoted American exports. Between 
1918 and 1924, the United States exported $18,639 million in goods to Europe 
and imported only $5988 million, leaving a surplus of $12,651 million. Even in 
the more normal conditions of 1925–9, the United States earned $11,944 million 
from exports to Europe, nearly twice the $6365 million that it imported.195

Among European consumers the demand for US goods continued to grow. But 
increasingly they attracted widespread comment in the press and official circles, 
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much of it hostile. One reason for the heightened interest was no doubt because 
in contrast to earlier times when America’s exports were chiefly commodities 
such as cotton, tobacco, wheat and timber, after the war a large and growing frac-
tion of its exports were finished manufactures and thus identifiably American 
in origin. During the five years 1925–9, total US exports rose in value by less 
than 7 per cent, but exports of non-food consumer goods and motor vehicles 
and components rose by over 45 per cent.196 A second reason was that the fastest 
growing US exports were products of the most dynamic sectors of industry.197 
‘Old Europe’, it seemed, was falling hopelessly behind its transatlantic neighbour. 
This was especially the case in the most visible of all export sectors, namely the 
motion picture industry. Although Europe had pioneered filmmaking, American 
firms stole a march on their competitors during the Great War and consolidated 
their lead in the 1920s. This was the decade in which Hollywood perfected the 
star system, established a global distribution network and captivated audiences 
throughout the world with films that frequently depicted American progress and 
prosperity. The remarkable success of American film companies, facilitated by the 
1918 Webb-Pomerene act which allowed them to participate in cartels overseas so 
long as they did not restrict competition inside the United States, became wholly 
one-sided. For every dollar European films earned in America, American films 
earned $1500 in Europe.198 This was disturbing enough, but since they popular-
ized styles and shaped consumer demand, many believed that trade now followed 
the film more than the flag. During the 1920s, therefore, Britain, France, Germany 
and other European countries introduced quotas on cinema screen time in their 
attempt to limit American domination of the market.199

American economic expansion took several forms, including manufactured 
exports, bank lending and portfolio investments. But the most controversial 
form by the late 1920s was American direct investment in foreign manufactur-
ing through the construction of branch plants or the acquisition of  existing 
foreign firms. Postwar Republican Administrations in their isolationism dis-
liked the idea of American businessmen acquiring or setting up operations 
in Europe, preferring instead to see them concentrate their activities in the 
Americas, the Caribbean Basin or East Asia. Hoover, whose isolationism was 
intensified by a neo-mercantilist approach to economics, disliked all direct for-
eign investment, since in his view it meant transferring American capital and 
technology abroad and paying foreign workers to compete with Americans.200 
In the event, most US foreign direct investment after the First World War went to 
regions outside Europe. But the scale of activity everywhere was extraordinary. 
Between 1919 and 1929 total US foreign direct investment nearly doubled from 
$3880 million to $7553 million.201 Moreover, most of the foreign direct invest-
ment in Europe occurred after the Reichsmark and other major currencies were 
stabilized, that is to say in the five years between 1924 and 1929. In dollar terms, 
American corporations expanded abroad almost as much in this brief period as 
they had done in the previous half century or more. Europeans could scarcely 
be indifferent to this extraordinary expansion, whether it took place in Europe 
itself or in overseas markets where their firms hoped to compete. To add to the 
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threat, American direct investment was concentrated in the most dynamic sec-
tors of economic activity. By 1928 it began to appear that all of Europe’s most 
profitable industry must eventually end up under American control.

Telecommunications was one sector where American investment created ser-
ious friction on both sides of the Atlantic during the 1920s. Washington had 
taken almost no interest in international communications until the outbreak of 
war in 1914. But on the day war broke out, the Royal Navy cut the submarine cable 
linking Germany to the United States via the Azores,202 and in 1916 the western 
section was diverted to England to enable the British government to claim owner-
ship of it as a prize of war.203 The result was that all high-speed communications 
from the United States to Europe had to be sent by cables controlled by Britain or 
France or by radio which could be intercepted by anyone. Alive to the strategic 
importance of communications, the Wilson administration set about to end the 
country’s dependence upon foreign systems. The Federal government introduced 
licences for the operation of transmitters in the United States. It also prevailed 
upon the General Electric Company to acquire the British controlling interest in 
the American Marconi Company, and on the strength of these assets to create the 
Radio Corporation of America (RCA) in 1919.204 That year, American statesmen 
at the Paris peace conference demanded the restitution of the German Atlantic 
cable, claiming that the law of war did not allow the sequestration of commercial 
assets and angrily objecting when the British refused to give way.205 Meanwhile 
another dispute arose between the Americans and the Japanese over the island of 
Yap, a former German possession in the Western Pacific. Japan had been granted 
control of all German territories in this region, but the United States insisted 
upon making an exception for Yap because of its potential value as a relay station 
for a future American-owned cable to East Asia. In December 1921 the Americans 
finally prevailed, obtaining unhindered rights to land and operate cables on the 
island.206

Convinced that Britain systematically read all foreign communications sent 
on British-controlled cables for its own commercial or diplomatic advantage, the 
Wilson Administration also sought to weaken the British hold on inter national 
communications. It therefore refused the British-owned Anglo-American 
Telegraph Company permission to land a cable at Miami because it would con-
nect to cables owned by Anglo-American’s subsidiary, the Western Telegraph 
Company, which possessed monopoly rights in several countries on the East 
coast of South America. When the British cable ship neared the Florida coast in 
August 1920, US Navy warships began a stand-off that lasted several months.207 
Two months later the Administration insisted upon convening an electric com-
munications conference in Washington to pressure the British, French and 
Japanese into concessions. From his sick bed, President Wilson issued threats 
that all hope of American membership of the League of Nations would be lost if 
Britain and France did not yield, and that the United States might recognize an 
independent Ireland in the absence of British concessions.208 British authorities 
responded to US obstruction of their cable interests by pressuring the Portuguese 
government to refuse landing rights on the Azores to American cable companies. 
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Eventually in 1922 the Western Telegraph Company agreed in principle to 
renounce its monopoly rights in South America, and ten months later, when the 
monop olies were actually abandoned, Washington finally granted permission to 
Anglo-American to land its cable in Miami.209 British authorities, annoyed at US 
action, retaliated by siding with Western Telegraph in defence of its preferential 
position in the Azores, where an American firm sought permission to land a new 
cable.210 The acrimonious dispute over American access to the Azores dragged on 
until November 1923.211

The effect of these disputes was to impress American authorities with Britain’s 
imperial reach, which appeared to them global in scope and aggressively hos-
tile to American interests.212 But from the British and Continental perspective 
the balance of forces appeared fundamentally different. The North Atlantic cable 
route, successfully spanned in 1867, had been the work of an Anglo-American 
 consortium, and for the next 40 years the British-owned Eastern Telegraph 
Company dominated this and other international routes. However, the situation 
changed abruptly early in the twentieth century when the American firms that 
owned the domestic telegraph network in the United States turned their attention 
outwards to the international market.

Britain was a signatory to the revised International Telegraph Convention of 
1875, which obliged the Post Office, operator of Britain’s inland telegraph system, 
to gather and deliver telegraphs on a non-discriminatory basis. American telegraph 
companies enjoyed the benefit of this Convention when transmitting messages 
to and from Britain and beyond. But as the United States was not a signatory to 
the Convention, the same firms were free to discriminate against foreign-owned 
cables when they collected or received messages in the United States. Exploiting 
this advantage, they switched traffic to American cables and swiftly drove British 
firms out of the North Atlantic route. As late as 1910, British firms owned or 
controlled 5 of the 13 commercial transatlantic cables. By 1911 American firms 
owned or leased all 13; only the 4 state-owned French and German cables, which 
were not operated on commercial principles, remained out of their grasp.213 It 
was against this background that the British authorities appropriated the German 
Atlantic cable in 1914, and reopening it in July 1917 declared it – perhaps unfor-
tunately – part of the All-Red system.214 While American vulnerability in inter-
national communications in 1919 could scarcely be gainsaid, Britain’s action 
reflected its own vulnerability not only to German military aggression but also 
to the unregulated expansion of American corporate power.

American telegraph operators never missed an opportunity to draw an 
 unfavourable comparison between Europe’s state monopolies and their own free 
market in communications.215 That the practical result of their free market was 
the elimination of competition, however, was evident not only on the Atlantic 
route but also in the United States itself where two firms, Western Union and the 
McKay System, dominated the domestic network. Monopoly was also a feature 
of American operations elsewhere. The All-American Telegraph Company, which 
provided the sole communication link down the west coast of Latin America, 
enjoyed monopoly landing rights in several of the countries along the route. Only 
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after the confrontation at Miami over British monopolies on the east coast of Latin 
America did Washington call upon All-American to renounce its monopolies on 
the west coast.216 But this by no means ended the practice of forming American 
monopolies. RCA, in its bid to establish a global radio-telegraph network, acquired 
monopoly rights in Poland with the knowledge and approval of the Federal gov-
ernment.217 And when in the 1920s RCA found opportunities more attractive 
in the United States and reduced its new investment in global communications, 
International Telegraph and Telephone (ITT) took up where RCA had left off. ITT 
had only come into being in 1920 with the merger of two telegraph companies 
in Cuba and Puerto Rico, but under its ambitious founder, Sosthenes Behn, and 
backed by J.P. Morgan & Company, it embarked upon a course of expansion that 
by 1929 made it the largest American employer overseas and one of the largest 
companies in the world.218

In 1924, ITT obtained the contract to operate the whole of the Spanish  telephone 
and telegraph system, and in 1926 the contract to modernize Italy’s long-distance 
telephone system. To gain maximum profit from the modernization of the Spanish 
system, it purchased the International Western Electric Company, an equipment 
manufacturer with factories in London, Antwerp, Milan, Paris, Barcelona and 
elsewhere.219 ITT rapidly expanded its manufacturing facilities, chiefly in Europe 
where it employed over 30,000 workers by 1929, and 95,000 worldwide.220 Using 
its monopoly control over the collection and delivery of messages in Spain, it 
also gained control of a vast network of submarine cables in the South Atlantic. 
In 1927 it acquired All-American Cables Inc., and in 1928 the Commercial Cable 
Company. Together they operated 25,000 nautical miles of cables between Spain 
and Latin America.221

The world slump swiftly altered ITT’s fortunes, but until then there seemed to 
be no limit to its expansion. Thus in the winter of 1927–8, when the advent of 
short-wave radio swiftly made the vast network of British-owned cables unprof-
itable, their owners threatened to sell out to ITT if the British government did 
not come to their assistance. In view of the technical revolution taking place, 
it was not at all certain that ITT or any other American firm would have been a 
buyer. But the threat was credible enough to oblige the government to act, since 
Britain’s defence and security required continued control over a global network 
of secure lines. The Baldwin government therefore created Cable & Wireless, a 
private company under public regulation, which acquired the worldwide assets 
of the Eastern and Associated Telegraph Companies, the Pacific Cable Company, 
which was jointly owned by the Australian, New Zealand, Canadian and British 
governments, the British Marconi Company, and the highly successful British 
Post Office short-wave ‘beam’ radio system, which was made to subsidize the non-
viable cables. Cynical American observers saw this as a further instance of British 
imperialism: a deliberate attempt to exclude American firms from imperial and 
European markets and the antithesis of the Open Door. To British statesmen, 
however, it was a purely defensive measure, undertaken in near desperation to 
safeguard essential overseas communications, which otherwise might cease to 
operate or fall into foreign hands.222
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A second sector where large-scale US foreign direct investment attracted 
 increasing public attention in Europe was resource extraction and in particu-
lar petroleum, natural rubber and base metals. In 1919, British and Continental 
European commercial interests still dominated the production of rubber, tin 
and nitrates and owned a large stake in the production of many other commod-
ities. But, in the aftermath of the Great War, European foreign direct investment 
stalled and even declined in face of capital shortages and capital export controls 
instituted to prop up national currencies. Meanwhile, US investment powered 
ahead, particularly in raw materials extraction and production in Canada, Latin 
America and the Caribbean Basin. Despite their rapid ascendancy over foreign 
rivals, American businessmen nevertheless continued to represent themselves as 
the underdog, largely on account of their experience with oil and rubber.

In the case of oil, two giant British-controlled firms, Royal Dutch Shell and 
Anglo-Persian Oil, continued to hold the lion’s share of concessions in Persia, only 
yielding a minority interest to France after the war.223 Standard Oil of New Jersey, 
known as Jersey Standard, complained of their efforts to exclude it from this region. 
But in the meantime it took the lead among US oil companies in developing over-
seas distribution networks, their investment in this sector rising by 77 per cent 
between 1919 and 1929, of which 45 per cent was concentrated in Europe.224 At 
the same time they invested $854 million in foreign oil-producing properties, of 
which $500 million or 58.5 per cent was concentrated in Latin America and the 
Caribbean Basin.225 On 31 July 1928, eight months after oil was discovered at 
Kirkuk in Iraq, Walter Teagle, chairman of Jersey Standard entered into an agree-
ment with Royal Dutch Shell, Anglo-Persian and the Compagnie Française des 
Petroles to create the Turkish Petroleum Company, taking 23.75 per cent of the 
shares of this vehicle for exploring the resources of the region. In September 1928, 
Teagle met Sir John Cadman of Anglo-Persian and Sir Henry Deterding of Royal 
Dutch Shell at the latter’s baronial castle at Achnacarry in Scotland, where they 
signed an agreement ending their global competition. The Achnacarry agreement 
remained well hidden from the public. But the increasingly ubiquitous presence 
of Jersey Standard’s ESSO petrol stations along Europe’s highways attracted public 
attention and increasingly adverse comment.226

Controversy over rubber began in 1922 when the British authorities intro-
duced the Stevenson scheme to prevent the collapse of production in Malaya and 
Burma. In light of the importance of rubber in the recent war, they felt compelled 
to intervene in face of the temporary decline in demand, to keep the planta-
tions in operation. New York bankers expressed sympathy for the scheme, which 
seemed to them a reasonable means of safeguarding an investment that required 
years before it could produce a return.227 But as at least 70 per cent of natural 
rubber was consumed in the United States and American tire manufacturing 
firms had few alternative sources of raw materials, they complained loudly of 
exploitation, and Hoover seized the opportunity to demonstrate his support for 
American commercial interests.228 In December 1923, Harvey Firestone, chair-
man of the eponymous American firm, took the first step towards a major ven-
ture in production in Liberia, which finally got off the ground in 1928. In 1926, 
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Henry Ford sought to fulfil his ambition to produce his own tires by embarking 
upon a comparably ambitious venture in Brazil, and in 1928 the Goodyear Tire & 
Rubber Company turned to Sumatra and the Philippines to establish plantations. 
That year the British government wound up the Stevenson rubber scheme, which 
had served its purpose.229 By then, however, it had helped to convince a new gen-
eration of Americans of the predatory character of British imperialism.230

The irony was that just as Britain abandoned controls over rubber production, 
American corporations extended their monopoly control over a range of other 
commercially and strategically vital raw materials. Among the most important, 
albeit little appreciated by the general public, were the mineral ores used in the 
production of specialty steels required for machine tools and military purposes. 
These largely passed into American hands in the 1920s. American Smelting and 
Refining Company, which controlled about a third of the world’s production of 
lead, copper and silver, held a large stake in Bolivia’s tungsten deposits, one of the 
few known sources of this invaluable mineral, since before the war. It added to its 
holdings in the 1920s.231 In the case of manganese, US commercial interests in 1917 
invested in Brazilian production, which supplied 80 per cent of current American 
requirements.232 Further expansion came in 1923 when the Union Carbide and 
Carbon Corporation acquired an important property in the British colony of the 
Gold Coast; and shortly afterwards the American entrepreneur, Averell Harriman, 
obtained a concession to develop manganese production in Soviet Russia.233 
Chrome was another steel alloy that attracted large-scale US investment in the 
1920s. Until the end of the war, the only production under American control 
abroad was that of the Mutual Chemical Company in Quebec.234 However, in 1926 
Mutual Chemical and the Vanadium Corporation of America acquired a modest 
stake in Southern Rhodesia, and in 1928 Union Carbide became the major share-
holder in African Chrome Mines Limited, which owned properties in Southern 
Rhodesia and South Africa. Union Carbide now owned the largest manganese 
and chrome mines in Africa. But to minimize political objections in Britain, it 
obscured its investments behind ostensibly British-owned firms.235

American control of nickel, another ‘twentieth-century metal’, followed a simi-
lar pattern.236 Already before the war, the New York-based International Nickel 
Company (Inco) owned the world’s largest nickel mine at Sudbury, Ontario. In 
1916 the firm yielded to local pressure when claims that its output was ending up 
in German munitions used against Canadian soldiers led it to construct a refinery 
at Sudbury, allowing Canadians to control exports. In 1928 the firm again sought 
to allay public disquiet, this time in Britain, by transferring its registered office 
from New Jersey to Toronto. Shortly afterwards, it announced the acquisition of 
the British-owned Mond Nickel Company. The transaction was presented as a 
merger of American and British interests, with the two companies equally repre-
sented on the new board. But the name remained Inco, and it eventually returned 
its registration to New Jersey. With over 90 per cent of the world’s output, it domi-
nated the nickel market.237

Two other strategically important mineral resources that came under American 
control at this time were nitrates and copper. As late as 1919, nitrate production in 
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Chile, the source of nearly all the world’s needs, was dominated by British firms, 
with only 3 per cent in American hands. But in 1924 the Guggenheim brothers of 
New York purchased the Anglo-Chilean Nitrate and Railway Company. Five years 
later, in the spring of 1929, control shifted decisively towards the United States 
when the Guggenheims acquired control of the Lautaro Nitrate Company from 
British investors. Lautaro, the giant of the industry, had a share value six times 
its nearest rival. Its acquisition allowed the Guggenheims to name the president 
of the Chilean Nitrate Producers’ Association and thus exercise control over this 
essential ingredient of chemical fertilizers and explosives.238

A similar development occurred in copper mining and smelting. From 1916, 
when Anaconda Copper Company and the Guggenheims’ Kennecott Copper 
Company began mining operations, American commercial interests controlled an 
important share of Chilean as well as Canadian, Peruvian and Mexican produc-
tion. Control of Chilean production became almost total in 1929, when Anaconda 
acquired the British stake in the Chile Copper Company, which owned the larg-
est mine in the country. By this time American interests had extended further 
abroad when in 1925 the American Metal Company made its first investment in 
Northern Rhodesia and South Africa. In 1928 the same firm joined forces with 
Ernest Oppenheimer’s Anglo-American Corporation to take control of the Roan 
Selection Trust. The Guggenheim brothers suffered a setback in January 1929 when 
Oppenheimer and the British mining magnate, Sir Edmund Davis, outbid them for 
N’Changa Copper Mines, another major Northern Rhodesian property. But by this 
time Americans controlled upwards of 90 per cent of world copper production.239

Taking advantage of the Webb-Pomerene Act, leading American producers along 
with a few foreign firms in October 1926 set up Copper Exporters’ Inc. in Brussels 
to fix wholesale prices.240 British and other European electrical manufacturers 
soon began to complain that the higher cost of copper made it impossible for 
them to compete with American manufacturers who were thus able to dominate 
this sector of industry.241 This was not the only instance where the United States 
government tolerated cartels so long as they affected only foreign interests. 
International General Electric belonged to the European-based  incandescent 
lamp cartel, and other US firms belonged to the pipe and casing cartel formed 
early in 1928, the cork trust and various petroleum market sharing agreements. 
Yet in January 1929, the US Department of Justice took action against the pot-
ash cartel formed by the Deutscheskalisyndikat and the French Société Commerciale 
des Potasses because its pricing arrangements affected American consumers. The 
irony was not lost on European observers.242

Discriminatory copper prices were in fact only one of several handicaps facing 
European electrical manufacturers in their struggle with American competitors in 
the latter half of the 1920s. Another was the higher borrowing costs and restricted 
bank lending in Britain, Germany and elsewhere, and a third was the remarkable 
ease with which American firms could raise new capital on the booming stock 
markets of New York. This facilitated their takeover of numerous foreign elec-
trical distributors and other utility companies from European investors, which 
in turn increased the market for American electrical manufacturing exports. So 
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comprehensive did this takeover activity become that British diplomats in Latin 
America, fearing the eclipse of British influence in the region, urgently appealed 
for action to shore up British investments.243

American takeovers of electrical utility firms within Britain led the Cabinet in 
March 1928 to instigate an internal enquiry into the practical implications for 
the country.244 The experts reassured ministers that as yet they need not fear the 
consequences.245 But by the winter of 1928 a new burst of US takeover activity 
stirred widespread comment in the national press and Parliament. Having pur-
chased control of much of the Latin American electrical market,246 the American 
and Foreign Power Company, a former subsidiary of General Electric and backed 
by J.P. Morgan & Company, now acquired the assets of the Shanghai Municipal 
Council, including the largest power station in China, and also several important 
utilities in India. By the end of the year it employed 47,000 workers in its overseas 
operations.247 In France, the US-based International Power Securities acquired 
control of the Union d’Électricité, which supplied electricity to Paris.248 In Britain, 
Utilities Power & Light Corporation of Chicago purchased the Greater London 
and Counties Trust Company, Britain’s largest electrical distribution company, 
along with numerous other smaller distributors, and announced a $50 million 
investment program over the next five years.249

The electrical manufacturing industry had gone the same way since 1923, when 
the New York-based International General Electric Company (IGEC) began a mas-
sive buying spree, which left it dominant over practically the whole of Europe 
before the end of the decade. In Germany, three firms dominated the sector after 
the war: Siemens & Halske A. G., Allgemeine Elektrizitäts Gesellschaft (AEG) and the 
Verkaufgemeinschaft, along with Osram Kommerziale Gesellschaft, formed by the 
big three in 1920 to control the incandescent lamp market. By 1929, IGEC had 
acquired a large stake in AEG and Osram, installing O. D. Young and several 
other directors on their boards, while Westinghouse entered into patent sharing 
agreements with Siemens. By the end of the year, American influence extended 
to every substantial German electrical manufacturing firm.250 It was the same 
in France where seven firms dominated the sector, but only the smallest one 
remained free of American influence or control by 1929.251

In Britain the industry was dominated by five firms, of which IGEC con trolled 
only one, British Thomson-Houston, before 1928. By January 1929, however, 
IGEC had extended its control to three other firms, Metropolitan-Vickers, Edison 
Swan and Ferguson Pailin, which were merged with Thomson-Houston into a 
holding company, Associated Electrical Industries. Increased stock market activ-
ity in the shares of the British General Electric Company, the one firm not yet 
in American hands, indicated that it too would soon pass into IGEC’s control. 
To fend off a takeover, the chairman of British GE, Sir Hugo Hirst, announced 
a new share offering open only to existing British shareholders. This sparked 
an uproar among American financial institutions, who condemned Hirst’s dis-
criminatory offering as ‘financial Bolshevism’ and threatened to retaliate against 
British investors.252 The Economist and other Fleet Street journals sagely pointed 
out that Britain enjoyed large earnings from its own foreign investments, and 
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that ‘America is [only] doing now what Britain did last century.’ Since Britain 
stood to lose a great deal by encouraging discrimination against its own vast 
portfolio of overseas investments, they sided with the Americans in denouncing 
the GE share offer.253 Hirst was deeply embarrassed by the furore. In public he had 
encouraged the impression of being a robust British imperialist. Privately, he con-
sulted O. D. Young of IGEC and accepted his formula that would surreptitiously 
extend American control over Hirst’s firm through shareholdings by Associated 
Electrical Industries.254 Meanwhile the London Stock Exchange raised objections 
to the proposed GE share offer, which was abandoned in favour of a new offering 
that did not discriminate against American investors.255

Other sectors of European industry in which American foreign direct invest-
ment became rapidly more prominent in the second half of the decade included 
aluminium, where the Aluminum Company of America (Alcoa) became a major 
participant at this time, cosmetics and soap where Hudnut Perfumery, Pond’s 
Cream, Elizabeth Arden, Helena Rubinstein and Colgate-Palmolive-Peet began 
producing locally, retail distribution where the 800 stores of Boots the chem-
ist became American-owned in 1928, sewing machines where Singer expanded 
its European operations, shoemaking, farm equipment, elevators and cameras 
where United Shoe Machinery, International Harvester, Otis and Eastman Kodak 
became the respective market leaders, and office machinery where National Cash 
Register Company and Boroughs Adding Machine Company expanded their pre-
war operations and were joined by IBM and Remington-Rand, both of which had 
manufacturing facilities in Germany, France and Britain before the end of the 
decade. But if there was one industry in which American foreign direct invest-
ment had a greater impact than any other it was motor vehicle manufacturing. 
This was not only because the industry occupied an increasingly important place 
in all the major economies of Europe and already provided large-scale employ-
ment. But it was also largely because the motor car itself had become the supreme 
aspirational consumer good, the symbol of both personal and national success.

European vehicle manufacturers had expanded during the war, some of them 
incorporating mass production techniques in their operations. But most remained 
too small to benefit from potential economies of scale and none of them man-
aged to keep up with the major American firms, notably Ford, whose operations 
were vastly larger. Whereas Citroën, Europe’s leading manufacturer, reached an 
output of barely 103,000 units in 1928, its peak year, Ford had already exceeded 
one  million units in 1919.256 That same year (1919), Ford began construction of 
its gigantic new River Rouge plant at Dearborn, near Detroit, which became the 
embodiment of America’s second industrial revolution. As yet, Ford had only one 
major manufacturing operation overseas: a factory at Trafford Park, Manchester, 
which underwent expansion in 1920 to enable output to reach 25,000 units. 
Construction of a tractor plant at Cork, begun in 1917, was held up by the Troubles 
until 1922. Elsewhere Ford initially met postwar demand by exporting fully 
assembled units. But to economize on shipping costs, it soon began to invest in 
assembly plants abroad. During the early 1920s, Canada and Latin America were 
the chief targets of its expansion. However, once the Ruhr crisis ended in 1924 
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it ventured further afield, erecting assembly plants in Copenhagen and Antwerp 
in 1924, Bordeaux and Berlin-Plotzensee in 1926, and by 1929 in Spain, Turkey, 
South Africa, India, Ceylon, Malaya and Japan.

Among Ford’s major American competitors, Chrysler expanded abroad more 
cautiously, limiting its activity largely to the purchase of Dodge Brothers, which 
manufactured trucks in Britain and cars in Canada, and the construction of an 
assembly plant in Germany.257 The General Motors Corporation (GM), however, 
rapidly expanded overseas from 1924, when it announced plans for an assembly 
plant in London. The following year it purchased the small but well-regarded 
Vauxhall Company of Luton, with the intention of transforming it into a major 
manufacturing operation.258 In 1927 it set up a large assembly plant in Osaka, 
Japan, and early in 1929 it challenged French car makers by starting production 
of a new six-cylinder Chevrolet at its plant in Anvers.259 In March 1929 it acquired 
Adam Opel AG, which produced 50 per cent of Germany’s cars and motorcycles, 
and announced its intention to double its capacity; in October 1929 it accepted 
an offer from Cologne’s Burgomeister, Konrad Adenauer, to establish a produc-
tion plant in the city.260 With Ford dominating the Latin American market, GM 
the Australasian market, and the two together the Canadian market, British and 
Continental manufacturers saw their share of overseas markets dwindle to lit-
tle more than 27 per cent of the total.261 And as exports declined and American 
competitors reached inside their home markets, British car production ceased to 
expand in 1928 while Continental firms expanded more slowly.262

By 1929 rumours abounded that GM, which had chosen to expand abroad largely 
through the acquisition of foreign firms, was about to acquire one or another flag-
ship national manufacturer such as Renault, Citroën, Fiat, BMW and Daimler-
Benz.263 Ford added to the apprehension by announcing in November 1928 its 
decision to build a factory at Dagenham capable of producing 200,000 units.264 This 
was twice Citroën’s total output, four times Fiat’s and eight times Opel’s, thus poten-
tially dwarfing Europe’s largest independent producers. Through Europe the belief 
spread that Washington was actively supporting this strategy because the domestic 
American market was now ‘saturated’, and therefore profits and markets must be 
found abroad. According to a report circulated by the British Foreign Office,

The invasion by the North American motor car industry ... forms part of a 
preconcerted [sic] plan between the principal producing companies, Ford, 
General Motors and Chrysler as well as the firms carrying on the subsidiary 
industries, and in agreement with the United States Government, with the 
object of securing an outlet to the overproduction of the North American ... 
industries ... which the Government must maintain at all costs under penalty 
of seeing unemployment grow and so cause the fall in salaries which would 
give rise to a general labour conflagration and social disturbances of a very 
serious character.265

Hitherto, Europe’s more ambitious producers had hoped to compete with the 
Americans on their own terms.266 But news of Ford’s expansion plan prompted 
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renewed talk of a common front of European manufacturers against ‘the American 
invasion’.267 So strong was the disquiet that before the end of the decade American 
motor vehicles became the target of boycott or vandalism in several countries of 
Europe.268

3.6 The search for a ‘third way’ in international 
economic relations

Until 1928, the expansion of American economic activity overseas had almost no 
direct effect upon the policies pursued by other countries. European banks and 
municipalities were glad of the chance to borrow in the United States, European 
investors acquired steadily larger holdings of American stocks and shares, and 
Europe’s growing tourist receipts went far to offset its payments deficit with 
America.269 Europeans, however, grew uneasy at the prospect of becoming merely 
a living museum or pleasure ground for well-heeled American tourists. Whereas 
European capital never came close to controlling a decisive portion of American 
business, the spectre of American economic domination created acute unease in 
Britain and Continental Europe. Since, as will be seen in the next chapter, the 
reaction in 1929 contributed substantially to the dual crisis, it is worth devoting 
a few pages to a survey of attitudes as they evolved in the principal countries 
concerned.

To illustrate the impact of the American challenge upon Britain in the years 
 leading up to the crisis, it is instructive to follow the trajectory of the industrial-
ist and politician, Sir Alfred Mond. In 1925 he was managing-director of Brunner 
Mond Chemicals Limited, a highly successful firm started by his German-born 
father, and chairman of Amalgamated Anthracite, the largest coal syndicate in 
South Wales. He was also a Liberal front-bench spokesman on economic affairs 
and leading authority on free trade. Speaking as an industrialist, nonetheless, he 
marked his distance from most British economic liberals by forthrightly criticizing 
the decision to return to the gold standard in April 1925 on account of its adverse 
effect upon mining and other industries that had to compete in world markets. 
Within the heavy chemicals sector, Brunner Mond already faced serious compe-
tition from the vastly larger I. G. Farbenindustrie A.G. of Germany and the three 
large firms that dominated the American market, Union Carbide and Carbon 
Corporation, Allied Chemical and Dye Corporation and E. I. Du Pont de Nemours. 
To salvage the domestic market, he took the lead in arranging the merger of 
Brunner Mond, Nobel Industries and other manufacturers into Imperial Chemical 
Industries (ICI). On its creation in October 1926, ICI immediately became the 
largest industrial firm in Britain. Mond, chairman of the new enterprise, was now 
able to negotiate a market sharing agreement with I. G. Farben and Du Pont. But it 
signalled his repudiation of economic and political liberalism. He crossed the floor 
of the House of Commons to join the Conservatives, and turned his back on free 
trade in favour of an aggressive strategy of imperial protectionism.270

On 3 May 1927, the day before the World Economic Conference opened in 
Geneva, Mond addressed Unionist MPs at Westminster on his new vision of ‘the 
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British Empire as an Economic Unit’. The United States, he observed, demon-
strated the enormous advantages for modern industry of a large and relatively 
homogeneous market. There, 48 states were united into a single unit, such that 
‘an advertisement issued in New York will reach the Pacific, and will sell the same 
pair of boots in Milwaukee as it can on the East Coast and the West Coast.’271 The 
United States, in fact, had created a virtuous circle whereby the scale econ omies of 
mass production enabled American manufacturers to pay wages far above levels 
elsewhere, turning workers into consumers of their own production, thus hugely 
increasing demand, output and the consequent efficiency gains. Those who had 
visited America recently to witness at first hand this development and others 
who observed it from overseas accepted they were witnessing a new industrial 
revolution, which could be ignored only at their peril. Was it not evident that the 
future lay with large economic units or blocs on a scale comparable to the United 
States?

There can be no denial that there is, in modern economic tendencies, a growth, 
both in private industry and in public and economic thought, of the idea of 
the creation of greater economic units, both industrially and internationally, 
and I would add imperially.272

On his recent tour of Continental capitals, Mond claimed, nearly everyone he 
had spoken to agreed that Europe must unite economically ‘to enable Europe 
to go on existing against the continent of North America’. Britain could remain 
strong and independent only by applying the same lesson and forging the British 
Empire into a similar economic bloc or unit. But it must act fast. Otherwise,

its constituent parts will be forced economically into unions with other coun-
tries and complexes, whether wishful [sic] or not; sentiment will not be able 
to stay for ever the course of the flood-tide of economic pressure. That would 
be one of the greatest disasters to the British-speaking people, and one of the 
greatest disasters to civilisation.273

So convinced was Mond of this outcome that for the next two years he devoted 
much of his time to promoting a radical change in the course of Britain’s inter-
national policy. Among the platforms he used were the Empire Industries 
Association, the British Empire Producers’ Organisation, the National Union of 
Manufacturers and eventually the Empire Economic Union, which was created 
specifically to mobilize conservative opinion in support of an Empire economic 
bloc. Another was the Mond-Turner conference, created with members of the 
TUC, in which Mond sought, with limited success, to persuade industrial workers 
to collaborate with their employers on the American basis of higher wages and 
higher production.274

Mond was by no means alone in urging that Britain emulate America by 
transforming the Empire into an economic unit of comparable size. From the 
autumn of 1925 he was joined by the pioneer engine manufacturer, Sir Ernest 
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Petter, the director of the Iron and Steel Trades Confederation, Sir William Larke, 
the long-time director of the Society of Motor Manufacturers and Traders, Alfred 
Hacking, the chairman of British General Electric, Sir Hugo Hirst, the former 
chancellor of the exchequer, Sir Robert Horne, and spokesmen for the Empire 
Industries Association, the National Federation of Iron and Steel Manufacturers, 
the National Union of Manufacturers, and other bodies representing indus-
try.275 Support for their campaign increased when delegations sponsored by the 
Federation of British Industries, the Daily Mail, the Master Printers and the British 
government itself toured the United States to witness at first hand its industrial 
organization. In practically every instance, their main destination was Henry 
Ford’s vast integrated car manufacturing plant in Detroit, and on their return 
their enthusiastic reports received wide publicity.276 Meanwhile a flood of books, 
pamphlets and press reports appeared on America’s industrial transformation, 
including Bertram Austin and W. Francis Lloyd’s The Secret of High Wages: The 
New Industrial Gospel,277 J. Ellis Barker’s America’s Secret: The Causes of her Economic 
Success,278 André Siegfried’s America Comes of Age, Hugh Vowles’ ‘Dynamic Detroit: 
A Glimpse of Americanism’,279 and the Hon. George Peel’s The Economic Impact of 
America.280

Most susceptible to this literature were conservatives who deplored the  allegedly 
divisive impact of liberalism upon British society and Imperial unity. The popular 
campaign was led by Lord Beaverbrook, publisher of the Daily Express, at this time 
billed as the largest circulation newspaper in the world. A Canadian who had 
made his first fortune financing industry, Beaverbrook sided with industry in the 
increasingly open conflict with the City that arose in the aftermath of the 1926 
General Strike. At his insistence, his papers frequently carried leading articles on 
‘Our Real Fight with America’ and ‘The Devouring Republic’.281 From time to time 
he also directed his attack against Norman of the Bank of England for pinioning 
British industry to an over-valued exchange rate and exposing it to the vagaries 
of the international financial markets. So compelling was the case for  emulating 
America’s economic success, however, that advocates also appeared within the 
liberal camp. From 1926, the Round Table, a mainstay of liberal imperialism, 
repeated the argument that ‘the economic tendency of the age is unquestionably 
in the direction of larger and larger units’, and that Europe therefore must unite 
economically if it was not to suffer the fate of the Greek city states in face of the 
Roman Empire.282 On the eve of the World Economic Conference, Walter Layton, 
editor of the Economist, warned that Britain was approaching a crossroads, where 
US economic domination of the Americas and the transformation of Europe into 
another large economic unit would leave Britain no choice but to organize the 
Empire into a similar economic bloc.283

Inside the Cabinet and in public, Leo Amery, the colonial secretary, vigor-
ously argued the case for abandoning free trade in favour of an ambitious policy 
of imperial protectionism. Convinced that in the age of large-scale mass pro-
duction industry, nations could survive only within large blocs, he was one of 
the few Britons to participate in the movement for European integration. In 1927, 
he toured the Empire to rally support for Imperial economic unity.284 In 1928, 
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he warned colleagues of the threat of US economic expansion to the Empire,285 
adding that in the absence of a bold Imperial policy to address the unemploy-
ment problem, they faced defeat at the next general election.286 At the previous 
election the government had promised deserving industries ‘safeguarding’, but 
because of the stringent conditions laid down, only a few secondary industries 
had been successful in their applications. Cunliffe-Lister, president of the Board 
of Trade, and Neville Chamberlain, minister responsible for local government, 
cautiously sided with Amery, and the Cabinet conceded protection in penny 
packets.287 Since November 1924 it had introduced protection for silk and rayon, 
a quota on cinema films, a merchandise marks act, an Empire Marketing Board, 
an export credit scheme, increased imperial preferences on ‘breakfast table’ duties 
such as tea, coffee, wine, spirits and dried fruit, as well as renewing protection for 
the motor and machine tool industries, and resisting the League of Nations’ call 
to remove import quotas on chemical dyestuffs.288 On a comparison of duties lev-
ied per £100 of imports, Britain thus became substantially more protective than 
Belgium, Germany or France.289 In September 1928, Amery optimistically noted 
among his colleagues ‘a very healthy atmosphere of breaking away from Geneva 
and internationalism generally.’290 But the Cabinet baulked at  granting ‘safe-
guarding’ to major industries such as steel and wool textiles.291 Despite Amery’s 
energetic campaigning and repeated threats to resign from the Cabinet, his col-
leagues refused to support a fundamental change of policy.292 Baldwin, the prime 
minister, insisted that more radical action must wait until after the forthcoming 
election.293

The reasons for the government’s immobility are not hard to find. Still fresh 
in many minds was the general election fiasco in December 1923 when the 
Conservatives, without preparing the ground, had gone to the country on a 
protectionist platform. As a result, the Labour party gained office for the first 
time. It was rumoured plausibly that Baldwin had put Churchill, a free trader, in 
11 Downing Street when they regained office in 1924 precisely to stop protection-
ists such as Amery from repeating this mistake.

A second reason was that the growing divide between the industrial and the 
mercantile-financial communities in Britain also divided the Conservative party. 
If much of its electoral support derived from the managers and skilled workers of 
industry, most of its finances probably came from the City. And while industry was 
not yet united in favour of a retreat into protectionism, finance remained firmly 
opposed. In any case, Britain’s economic situation still presented a mixed picture. 
Relying mainly on the statistics for unemployment and overseas trade, nearly 
everyone spoke of Britain’s economic situation in the 1920s as one of depression 
and decline. But despite the heavy unemployment in the older export indus-
tries, economic output and exports were expanding, albeit from the depressed 
levels of 1919–21 and more slowly than practically every other developed coun-
try. The situation had not yet reached the point where Conservative leaders were 
prepared to risk all by abandoning global ambitions in pursuit of the decidedly 
uncertain goal of a united Empire bloc. As most informed British observers were 
uncomfortably aware, the time had passed when India and the self-governing 
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Dominions could be persuaded to subordinate their national ambitions in favour 
of Imperial economic unity. Despite periodic displays of Imperial solidarity, they 
were determined to defend and nurture their own manufacturing industry and 
would not contemplate giving British firms free access to their markets. Indeed, 
British observers were mainly worried that in the absence of greater inducements 
from Britain, the centrifugal tendencies of the world economy would soon pull 
the Empire apart.

A third reason for resisting a more aggressive Empire policy was fear that it 
would antagonize the United States. British relations with the United States in 
the latter half of the 1920s were soured by a number of developments, not least 
by the sorry mishandling of the Geneva disarmament conference in July 1927. 
The British delegation, ill-prepared for the Americans’ aggressive demands for 
equality in ancillary warships of the cruiser class, had dug in their heels rather 
than give way on this challenge to their global interests. Sir Maurice Hankey, 
the Cabinet secretary and the most influential official in Whitehall, urged Lord 
Balfour, the éminence grise of the Cabinet, to hold fast against the American 
challenge:

Time after time we have been told that, if we made this concessions or that 
concession, we should secure goodwill in America. We gave up the Anglo-
Japanese Alliance. We agreed to pay our debts, and we have again and again 
made concessions on this ground. I have never seen any permanent result fol-
low from a policy of concession. I believe we are less popular and more abused 
in America than ever before, because they think us weak. The only thing that 
has really done us any good has been the Balfour Note on international debts, 
where we stood up to them firmly. I would refuse either to be blackmailed or 
browbeaten and stand absolutely to our pre-concerted plan.294

The failure of the conference led to angry recriminations on both sides, and in 
the autumn of 1928 reports of a semi-secret Franco-British agreement on avoiding 
controversial disarmament issues so aggravated Anglo-American relations that 
the British press talked of a possible war between the two Anglo-Saxon powers. 
But within British governing circles there was little dispute that Britain needed 
the interested friendship of the United States, especially now that its imperial and 
international interests were greater than ever.295 Not for one moment were British 
statesmen prepared to see the relationship break down. Indeed, Baldwin took 
steps to restore friendly relations before leaving office in June 1929.296

But if the government was not prepared to retreat into Imperial protectionism, 
neither was it willing to resume its role as leader of the globalization movement. 
This became evident when Stresemann called on fellow League Council members 
in June 1927 to support the recommendations of the World Economic Conference. 
Belgium, Czechoslovakia and Germany had already endorsed them, but Austen 
Chamberlain, in the chair that day, would only say that his government had not 
had time to consider them and therefore could not add its support.297 The gov-
ernment belatedly approved the resolutions, but further signs that Britain was 
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abandoning economic internationalism appeared when the League-sponsored 
prohibitions conference opened in Geneva in October.

By the latter half of the 1920s most countries had removed the quantitative 
trade controls they introduced to contain balance of payments problems in the 
aftermath of the war. A few restrictions nonetheless remained in place, notably a 
French quota on scrap iron exports, a German quota on coal imports and a British 
quota on dyestuffs imports, and in view of their political sensitivity none of the 
countries concerned was prepared to act without the assurance that the others 
would follow suit. The prohibitions conference thus gave the British government 
a remarkable opportunity to consolidate progress in the removal of non-tariff 
 barriers by taking the lead. Despite appeals from the Board of Trade, however, the 
government held back.298 Not only did it insist upon retaining the dyestuffs quota, 
but it also introduced an exception within the draft convention for veterinary 
and phytopathological restrictions on agricultural imports into Britain. During 
the 1920s, allegations that ‘sanitary’ restrictions were used as disguised forms of 
trade protection had been a commonplace in Europe. To eliminate suspicions and 
the ill-will thus caused, the draft prohibitions convention called upon signatory 
countries to accept rules drawn up by the International Institute of Agriculture 
 governing their use. But the British Ministry of Agriculture warned that Britain, 
being an island, had much more to lose than other countries in signing away its 
control over sanitary restrictions, and the Cabinet was not prepared to antagonize 
farmers by overriding the Ministry’s opposition. The opt-out therefore remained.299 
The prohibitions conference eventually adopted a convention, but since most of 
the signatory countries made their ratification conditional upon the ratification of 
other countries, it remained in suspension until the world slump swept it away.

Meanwhile in London the combination of persistently high unemployment, 
industrialists’ and farmers’ complaints about the deflationary impact of the gold 
standard and American economic expansion created increasing turmoil. British 
diplomats warned that the relentless US takeover of British firms was sanctioned 
by Washington because of the ‘saturation’ of the domestic American market, 
which shook Chamberlain, Cunliffe-Lister and other members of the govern-
ment, who shared a Malthusian view of economics.300 News that Hoover planned 
to tour Latin America before he took up the presidency in the spring of 1929 led 
them to fear an accelerated American takeover of the market there. To counter his 
influence, they immediately mounted a British trade mission to the region.301

Publicly, Norman of the Bank of England sided with the liberal international-
ists of the City in opposing protectionist measures such as the discriminatory 
British General Electric share offering.302 In March 1929, he joined the Treasury 
in batting away a Foreign Office proposal to make foreign loans conditional upon  
export commitments, since this would tie the City’s hands and amount to a sub-
sidy to industry.303 But he could not ignore the fact that continued US takeo-
vers of British industry were intensifying the backlash against internationalism, 
which threatened his capacity to defend the gold standard and sterling, and he 
became increasingly worried that Britain would lose control of firms on which 
it depended for much of its overseas earnings. In the midst of the General Electric 
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controversy he thoroughly frightened Baldwin, the prime minister, at the spec-
tre of American domination. ‘The American money power is trying to get hold 
of some of the natural resources of the Empire. They are working like beavers’, 
Baldwin warned Ramsay MacDonald, the Labour leader. Tom Jones, the assistant 
secretary of the Cabinet, who recorded this exchange, warned Baldwin of the dan-
gers of  associating with Hirst and advocates of radical action against American 
capital. ‘The PM was inclined to agree’, Jones noted, ‘but dreaded American con-
trol. He has been talking to the Governor of the Bank of England.’304

In private, Norman also advised General Sir Herbert Lawrence, chairman of the 
Anglo-International Bank, to safeguard his bank against American takeover.305 
He also attempted to interest London banks in forming a consortium to pur-
chase a controlling interest in British overseas banks and other firms in danger 
of  falling into American hands. Nothing came of this because the London banks 
were already heavily loaned, and declining commodity prices made some of the 
overseas investments unattractive at present prices. Besides, American competi-
tors had almost unlimited financial resources while the bull market in New York 
continued.306 Norman however persisted. He appealed to the Treasury for advice, 
and in May he chaired a meeting at the Bank with Treasury officials and lead-
ing City bankers to address the crisis.307 Economic liberals to a man, they agreed 
that in principle markets should be left to operate as freely as possible. But they 
accepted that certain key or strategic industries should be protected from for-
eign take over: ‘South American Railways or other like companies providing large 
orders for British industry. Shipping Companies, such as Royal Mail, Cunard, 
P&O. Overseas Banks, such as South American and Eastern Banks. Armament 
Firms, such as Vickers-Armstrongs. Bank of England and other large British 
Banks.’308 Presently a number of defence-related British companies such as Fairey 
Aviation, Imperial Airways, Rolls Royce and Marconi International Marine as 
well as numerous British overseas firms including the Burmah Corporation, the 
Rubber Plantations Investment Trust and the Buenos Aires and Pacific Railway 
altered their articles of association to ensure continued British ownership.309

After the Conservative party’s defeat in the May 1929 general election, 
debate immediately erupted among party supporters over Britain’s future strat-
egy. Beaverbrook, encouraged by Mond (now first Baron Melchett) and Amery, 
embarked upon an ‘Empire crusade’ and threatened to create a separate party if 
Baldwin did not abandon economic internationalism in favour of imperial protec-
tionism.310 With Britain, hitherto the champion of globalization, in active retreat, 
a turning point had been reached in the interwar period. This, it should be noted, 
came before the Wall Street crash and the start of the world economic slump.

A similar pattern emerged in Germany. Since Versailles, German statesmen had 
remained distinctly lukewarm about the European movement not only because of 
the chastening effect of the wartime blockade which had underlined their depend-
ence upon overseas resources, but also on account of their confidence that, given 
the opportunity, Germany could compete successfully in global markets, and their 
interested friendship with Britain and the United States, on whom they counted 
to restrain France and support their efforts at Treaty revision.311 Stresemann, 
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the dominant influence on German external policy from September 1924 to 
October 1929, was especially impatient to see a final settlement of reparations 
and an early end to the Allied occupation of the Rhineland.312 But the gathering 
pace of American economic expansion and the destructive impact of the Wall 
Street boom, which had practically halted inward credits in 1928 and brought on 
a recession in Germany, shook the political and economic establishment.313 Some 
German firms, like their British counterparts, changed their articles of associa-
tion to defend against takeover.314 Others formed cartels as a means of defence 
and began to look more seriously at European integration.315 Much of Germany’s 
raw materials and over two-thirds of its capital borrowings came from overseas, 
but Europe absorbed almost 75 per cent of its exports, a percentage little changed 
from before the war.316 Stresemann, while not prepared to abandon world mar-
kets, acknowledged that Germany must look to Europe as its base for competing 
with the United States in the new age of industrial concentration. He first set out 
his thesis to the Übersee Klub of Hamburg in 1925:

In face of the concentration of the world’s financial and economic forces in 
one State, which forms almost a continent in itself, stands a Europe where 
the majority of great powers have been replaced by an infinity of small 
states. ... Economic life tends towards concentration: unproductive intermedi-
aries are eliminated; the production of primary materials is integrated with the 
production of finished goods in a single gigantic organism. And at this very 
moment, in this impoverished and war-torn Europe, you see an accumulation 
of tariff barriers, of passport problems, of obstacles to the freedom of indi-
vidual re-location and similar features that recall the lamentable epoch when 
Germany was divided into tiny states. ... In face of the balkanisation of Europe, 
it seems to me essential for the development of German production that a large 
free trade zone should be created. ... If the countries of Europe maintain their 
customs barriers and seek unrealistically to preserve their economic autarky, 
they will not withstand the capitalism, the gold reserves and the technological 
superiority of the United States; they simply will not compete with a continent 
blessed with an extraordinary abundance of man-power.317

His second public affirmation of the necessity for European economic integration 
came in his speech at Oslo University on 29 June 1927, after receiving the Nobel 
Peace Prize.318 His interest in ‘Europe’ appeared to grow in 1928, and in June 1929, 
when they met during a session of the League Council, he encouraged Briand to 
think that he supported European integration.319

Another German who expressed interest in ‘Europe’ was Hjalmar Schacht, 
 president of the Reichsbank and a powerful influence in German business circles. 
In 1926 he visited the United States and returned convinced that Europe must 
emulate the American economic model:

the American system of amalgamation, of massed production, and of adjust-
ment of production to consuming power over a vast area must be adopted 
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by Europe if Europe is to survive against American competition. ... The old sys-
tem of innumerable small firms competing with one another and producing 
goods which are not required by the market has got to be modified.320

This conviction was to affect his political decisions in the following years. Until 
the late 1920s, he hoped that the City of London would provide the finance 
Europe needed for its industrial transformation and assist in organizing Europe 
economically. But in 1929, he turned to the Nazis since they supported the anti-
liberal action needed to strengthen Germany’s industrial defences.321

Meanwhile the link between developments in global capitalism and the need 
for European economic integration became the themes of innumerable books and 
pamphlets, including Julius Hirsch’s Das amerikanische Wirtschaftswunder, Oskar 
Sommer’s Amerika will die Zeit festbinden, J. Walcher’s Ford oder Marx: Die prak-
tische Lösung der sozialen Frage, Gustav Meyer’s Die Amerikanisierung Europas and 
Eugen Diesel’s Der Weg durch das Wirrsaal. Some authors argued for emulation 
of America, while others, reflecting the romantic anti-capitalism of the Right, 
warned of increasing Americanization and the stifling effects of mass production 
and mass consumption on German culture.322 Liberal or anti-liberal, however, in 
almost every case the underlying theme was that a second industrial revolution 
was under way, transforming the optimal scale of production and creating the 
need for large, relatively homogeneous markets. Besides the United States, some 
observers accepted that the Soviet Union was also making great strides under 
the New Economic Plan to realize Russia’s enormous economic potential. Thus, 
they warned, the world would soon become dominated by five or six large blocs, 
including an American bloc that embraced North and South America, the British 
Empire, the Soviet Union, and an economically federated Europe.323 The prewar 
German preoccupation with geopolitics thus revived in a vigorous if slightly 
modified form.324 While German industrialists and trade union leaders turned 
increasingly towards the movement for European integration, behind the scenes 
the Auswärtiges Amt played on current anxieties by quietly encouraging interest 
in a German-dominated Mitteleuropa.325

Not all Germans, of course, drew the same conclusions. In his untitled second 
book, written in the spring of 1928, Adolf Hitler insisted that Germany’s incipient 
crisis could have been predicted since the war when Weimar’s leaders adopted a 
liberal ‘bourgeois national policy’ of recovery through the expansion of German 
foreign trade. Since he believed that overseas markets were limited and would even-
tually shrink when the branch plants established abroad increased their produc-
tion, it seemed to him only a matter of time before the developed countries entered 
into a suicidal struggle to dispose of their industrial surpluses to pay for necessary 
raw materials and foodstuffs. Germany’s hopes of surviving in these circumstances 
were limited by Britain’s control over large parts of the developing world and even 
more by the rapid growth and expansion of American industry. As he explained

the American union is now the stiffest competitor in many areas. The size and 
wealth of its internal market permits production levels and thus production 



198  Great Interwar Crisis

facilities that decrease the cost of the product to such a degree that, despite the 
enormous wages, underselling no longer seems at all possible. The develop-
ment of the automotive industry can serve as a cautionary example here. It is 
not only that we Germans, for example, despite our ludicrous wages, are not 
in a position to export successfully against the American competition even to 
a small degree; [at the same time] we must watch how American vehicles are 
proliferating even in our own country. This is only possible because the size of 
the internal American market and its wealth of buying power and also, again, 
raw materials guarantee the American automobile industry internal sales fig-
ures that alone permit production methods that would simply be impossible in 
Europe due to the lack of internal sales opportunities. The result of that is the 
enormous export capacity of the American automobile industry. At issue is the 
general motorization of the world – a matter of immeasurable future signifi-
cance. Because the replacement of human and animal power with the engine 
is just at the beginning of its development; the end cannot be yet assessed at all 
today. For the American union, in any case, today’s automobile industry leads 
all other industries.326

Hitler observed that many of his compatriots, alive to the need for expanded 
markets, had chosen to join the European integration movement. While this 
reflected awareness of Germany’s predicament, he was certain their approach 
could not provide the solution because of the irreconcilable national differ-
ences among the countries of the Continent. Europe, he told his followers, must 
urgently unite to avoid succumbing to American hegemony.327 Britain could con-
centrate upon organizing its Empire; the ‘American union’ could absorb the other 
overseas markets. Germany’s mission was to organize Continental Europe into a 
comparable political-economic bloc, which could only be accomplished through 
force.328

While Hitler’s Malthusian economics may seem merely risible today, they did 
not appear absurd at the time, not least because of Germany’s staggering econ-
omy and its failure to make headway in the crucial world market for cars and 
components. Significantly, when invited to address leading German industrialists 
at Düsseldorf in January 1932, Hitler made almost no change to his  earlier analy-
sis, except to inflate the challenge of the Soviet Union as a potential economic 
competitor.329 Leaders of German big business, being the most thoroughly inte-
grated into the global capitalist system, were sceptical of his autarkic Continental 
strategy and, with few exceptions, refrained from supporting the Nazi party. 
But they constituted only a small fraction of the German business community. 
Among directors of Germany’s vastly more numerous medium and small firms, 
for which overseas markets meant little or nothing, it was a different story. From 
all the evidence, they found much to agree with in Hitler’s analysis. The Nazi 
party concentrated its efforts on wooing them rather than directors of the larger, 
more globalized sector and succeeded all too well when the world economic 
slump intensified their anxieties about the decline of the national market and 
the growth of Communism among the working classes.330
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Until July 1926 when Poincaré returned to reassure the markets, France’s chronic 
inflation and currency depreciation made it appear the sick man of Europe. Yet 
in physical output the French economy performed much better than the British 
or German economies, and once the franc was stabilized de facto in December 
1926 France was able and willing to share leadership of the world economy. The 
Bank of France, with the encouragement of the Ministry of Finance, sought to 
work with other central banks in the management of the international gold 
standard. It also assisted friendly states to return to gold, and sought to restore 
the Place de Paris as an international credit and capital market. The Ministry of 
Commerce in turn promoted trade expansion through industrial ‘ententes’ and 
reciprocal tariff bargaining, and from August 1927 it generalized concessions 
offered in bilateral treaties through the application of the unconditional most-
favoured-nation principle. But, as we have seen, French and British central bank-
ers remained at odds in their approach to the gold standard, and differences over 
trade also divided France and the Anglo-Saxon powers.

The Franco-German commercial treaty of August 1927 spurred angry protests 
from both Britain and the United States. Britain, already in dispute with France 
over new restrictions on coal imports, complained that French concessions to 
Germany disadvantaged British trade. The United States objected to the discrim-
ination implicit in granting Germany but not America most-favoured-nation 
treatment, and threatened an all-out trade war if this was not remedied.331

British authorities still regarded their own country as free trade and hence mor-
ally superior to protectionist France and the rest of Continental Europe. But the 
accumulation of the excise, McKenna, Safeguarding, and silk duties over the pre-
vious ten years weakened claims of being free trade. Moreover, practically every 
one of these new duties fell with particular weight upon French trade. Indeed, by 
now French exports to Britain were subject to greater taxes than British exports to 
France.332 The duty on silk and artificial silk (or rayon), introduced in April 1925, 
struck with particular force Lyon, capital of French silk production, whose mayor, 
Edouard Herriot, happened to be the current premier. But the French were even 
more annoyed that Britain should maintain the pretence that its excise duties 
were not protective when in fact they applied almost exclusively to imported 
goods such as dried fruit, tea, coffee, wines and spirits, and moreover they 
included a substantial preference that favoured Imperial producers. They there-
fore responded to British complaints about the new Franco-German  commercial 
treaty by offering only minor concessions while renewing their invitation to 
renegotiate the 1882 Anglo-French treaty. The British ambassador professed to be 
disappointed with this response. But Cunliffe-Lister was aware that British trade 
enjoyed relatively favourable treatment in France. He therefore declined the offer 
of negotiations and abandoned his protest.333

The American protest against the Franco-German commercial treaty pre-
sented a more formidable challenge. French authorities regarded American talk 
of the ‘Open Door’ with the same cynicism as British claims of free trade.334 The 
introduction of the Eighteenth Constitutional amendment in 1920  prohibiting 
the consumption of alcoholic beverages could not have been better designed to 
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discriminate against French trade. Under the Republicans the American tariff 
constituted a formidable barrier to imports from all foreign countries but espe-
cially France because of the exceptionally high duties levied on ‘luxury’ goods. 
Nevertheless the French government was anxious to avoid a break with the 
United States as much for political as for economic reasons. In November 1927, 
therefore, the Ministry of Commerce offered enough concessions to end the 
confrontation.335

But while France demonstrated its interest in maintaining good relations with 
the Anglo-Saxon powers, neither Britain nor the United States displayed a com-
parable interest in good relations with France. As a result, these disputes antago-
nized French opinion and encouraged the government to maintain a defensive 
posture. This was reinforced by the appearance of a flood of pamphlets and 
essays on the American challenge towards the end of the decade. Combined 
with nervousness about resurgent German nationalism and France’s loss of pur-
chase over Germany, the effect was to shake French confidence in economic 
internationalism.

Among the many French publications on American economic ascendancy, some 
dwelt upon the subversive effects of materialism and in a few cases bordered on the 
hysterical. These included Charles Pomaret’s L’Amérique à la conquête de l’Europe, 
J. L. Chastanet’s L’Oncle Shylock ou l’impérialisme américain à la conquête du monde, 
Kadmi Cohen’s L’abomination américaine, Georges Duhamel’s Scènes de la vie future 
and in 1931 Robert Aron and Arnaud Dandieu’s Le cancer américain, to which 
may be added the journal Esprit, established in 1932 by the Catholic intellectual 
Emmanuel Mounier to advance the concept of ‘personalism’ in face of the level-
ling effects of the American-dominated machine age. But like popular journalism 
elsewhere, these publications received a mixed reception, and  notwithstanding 
provocative titles the majority of French reportage attempted a dispassionate 
evaluation of the implications of America’s economic expansion. Among the 
latter were Jean Bonnefon-Craponne’s La pénétration économique et financière des 
capitaux américains en Europe, Pierre Laurent’s L’impérialisme économique américain, 
Francis Delaisi’s Les Deux Europes, Lucien Romier’s Qui sera maître: l’Europe ou les 
Etats-Unis? and André Siegfried’s Les Etats Unis d’aujourd’hui, first published in 
1927 and reprinted ten times by 1931.336 By and large the insights they provided 
were similar to those in British and German publications. Where they differed – 
and this was also true of French policy-makers – was less in their perception of the 
challenge than in the connection they drew between Europe’s economic future, 
national security and European economic integration. Confronted with a deeply 
dissatisfied and increasingly unconstrained Germany, French observers looked to 
the Anglo-Saxon powers for support, but found them indifferent to the instability 
their economic behaviour was causing on the Continent. The logic of their pre-
dicament fostered ideas of pan-European action to embrace Germany and sustain 
French influence in Europe.

As early as January 1922, Briand had observed privately to diplomatic col-
leagues, ‘We will soon find ourselves trapped between two collossi, Russia and the 
United States. This is why we shall have to create a United States of Europe, at least 
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in the economic sphere.’337 Four years later he repeated his prediction at a private 
meeting of the Foreign Affairs Commission of the Chamber of Deputies:

The time is coming when Europe will no longer be prepared to remain in its 
present divided state. It will become, like America, a federal state. This will 
be essential to regulate its anarchic production; otherwise it will face social 
catastrophe. Eventually we will see a coalescing of economic interests, though 
necessarily dominated by a coalescing of political interests. A formula for a 
European federal union must be found. France must direct its efforts towards 
this goal.338

Herriot was the first French political leader publicly to affirm his country’s 
interest in a ‘United States of Europe’, during the debate on foreign policy in the 
Chamber of Deputies on 28 January 1925.339 The occasion left in no doubt the 
primacy of security in national calculations. Events leading to the recent Dawes 
plan had highlighted France’s vulnerability to economic pressure from the Anglo-
Saxon powers to compromise with Germany. In the meantime, French statesmen 
sought to fend off challenges to national sovereignty from Anglo-Saxon capital.

During the peace negotiations, vulnerability to British and American oil inter-
ests had led France to demand a share of the German concession in Turkey, later 
to become the Iraq Petroleum Company. This was followed by a series of initia-
tives intended to address the domination of the great Anglo-American oil com-
panies: creation of the Petroleum Department in the Ministry of Commerce in 
1922, and the state-controlled Compagnie Française des Pétroles in 1924, legisla-
tion in 1928 to regulate the import and distribution of oil within France and 
creation of the Compagnie Française de Raffinage in 1929 after the discovery of 
oil in Iraq.340 Anxiety over accelerating American influence within the French 
economy itself led to a change in tax laws intended to discourage foreign owner-
ship of French firms. The decision provoked a strong protest from Washington 
and the threat of sanctions.341 Eventually legal action obliged Paris to retreat, but 
in the summer of 1928 a new conflict began when Washington protested at the 
French government’s decision to introduce a quota on foreign films shown in 
French cinemas.342

Meanwhile the unresolved war debt issue strained Franco-American rela-
tions. Whereas most Americans regarded the repayment of war debts as a legitimate 
demand and believed they had already made generous concessions on accumu-
lated interest and amortization rates, practically all French observers regarded 
Washington’s demands as profoundly unjust in view of the vastly greater human 
and physical sacrifices their country had made in the common cause. Under pres-
sure, the Briand government on 29 April 1926 had signed a war debt funding agree-
ment specifying payments of $6847 million spread over 62 years. Three months later 
another government led by Briand signed a similar funding agreement with Britain, 
calling for the payment of £653 million ($3174 million) over the same period.343 
However, as the French Parliament was not prepared to accept war debt obligations 
before the adoption of a definitive reparations agreement, the agreements went 
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unratified for the next three years. The deadline for ratification of the American 
debt agreement was 31 July 1929, when further delay would trigger a demand for 
the immediate repayment of $400 million for war stocks sold to France at the end of 
the war.343 And, as the deadline approached, frustration in France mounted, adding 
to resentment against the United States. In Parliament and the press, critics likened 
America to Shylock and complained that it used war debt receipts to buy up French 
firms, thereby reducing France to the status of a semi-colony.344

While these protests contained a good deal of hyperbole, the speed of American 
economic expansion, including recurrent rumours of an American takeover of 
one of France’s leading auto manufacturers, together with the widespread sense 
of injustice and awareness that French security was intimately bound up with 
national economic strength, intensified interest in European integration. No one 
in Paris imagined that European integration could be realized quickly or extend 
beyond economic relations for the foreseeable future. Nonetheless by August 1928 
Poincaré had become sufficiently disturbed by the influence of American business 
in France to raise it in agitated terms during his first meeting with Stresemann.345 
Despite profound differences of temperament with Briand, Poincaré agreed that 
Europe was being dangerously squeezed from two directions, by the Soviet polit-
ical threat from the East and the American economic threat from the West, and 
that France should exploit the spreading apprehension elsewhere in Europe to 
promote economic integration.346

3.7 Conclusion

In the ten years after the Great War, as the world economy expanded, inter-
national trade as well as capital flows far exceeded prewar levels. The great 
Victorian era of globalization was thus restored. Yet the United States, one of 
the three main victor powers in the recent war and the principal beneficiary of 
globalization contributed remarkably little in the way of leadership. The inter-
national bankers of New York who supplied the bulk of the capital and credit 
necessary for the return to globalization were treated almost as heroes in Europe, 
where the supply of dollars enabled countries to escape the postwar financial 
chaos. But by themselves the bankers could not hope to clear away all the obs-
tacles to trade and payments or re-establish the framework of trust, regulatory 
institutions and security needed to sustain the global system when difficulties 
arose. Britain in contrast made a critically important contribution, officially and 
unofficially, to economic liberalization after the war. But this was not matched 
by contributions on the security front, and by 1927 official British support for 
economic reform had ominously ceased. In view of Britain’s uniquely important 
place in the global economy, indications that it might retreat behind an imperial 
protectionist barrier, favouring the British self-governing Dominions and col-
onies while discriminating against foreign countries, contributed to nervousness 
about the prospects for international commerce. By 1928, American contribu-
tions to economic reform were also negative, with Washington’s concessions on 
war debts and the New York Fed’s assistance to foreign central banks more than 
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offset by the Republicans’ mercantilist approach to foreign commerce and their 
open indifference to France’s efforts to maintain a security framework in Europe. 
The great globalization project, lacking Anglo-Saxon leadership, was seriously 
jeopardized.

France, the third victor power and creditor power, sought to contribute leader-
ship as best it could. But its contributions on the security front were systematically 
opposed by Britain and the United States, while its contributions on the commer-
cial, financial and monetary fronts from 1924 onwards illustrated the manifold 
ways in which international economic relations were bound up with security con-
siderations. The decision to return to the gold standard at the sharply devalued 
rate of 124 Ff = £1, which Anglo-Saxon critics later singled out as a major cause of 
the economic crisis of 1929–32, is a particular case in point. The decision reflected 
France’s determination to safeguard domestic industry from the difficulties British 
industry faced from an over-valued exchange rate, assist its Eastern European allies 
and avoid further vulnerability to external political pressures. But the influence of 
politics was not all on the French side. Norman imagined that his efforts to restore 
the gold standard placed monetary and financial policy above politics. Yet his goal 
of empowering central bankers was a political one. Moreover, his pursuit of glo-
balization and his efforts to promote liberal reforms in Europe with German and 
American central bankers, while excluding the French, nicely complemented the 
aims of postwar British governments. French politicians and bankers quite prop-
erly regarded France as a liberal country. But only in the Anglo-Saxon  countries 
was the illusion maintained that economics and politics could be treated as dis-
crete issues.

Of statesmen in the three powers, only the French recognized the vital 
 importance of Eastern Europe to international security. They were also among 
the first to appreciate that modern industrial capitalism as exemplified by the 
United States demanded larger units particularly in Europe where the recent war 
had thrown up additional commercial barriers. Experts in the League Economic 
Section devised commercial reforms that would allow Europe to move towards 
regional arrangements under League auspices.347 Their proposal was due to be cir-
culated in 1929. By now a majority on the League Economic Committee favoured 
modification of the most-favoured-nation principle to allow for open-ended, trade-
creating free trade areas.348 But the League proposal required individual countries 
to agree to a European exception in their most-favoured-nation  agreements, per-
mitting European countries to discriminate against non- European countries, and 
Britain and the United States had already indicated their firm opposition to pref-
erential arrangements of this sort. Given their commitment to globalization, or to 
use the contemporary American phrase the ‘Open Door’, this was not surprising. 
It was nonetheless extremely unfortunate, for it was evident to any unblinkered 
observer that Europe’s economic recovery was very fragile and that the Continent 
remained the world’s powder-keg.

What was needed was not more liberalism nor more foreign lending or invest-
ment. Rather it was a general recognition that the process of globalization had 
imposed strains and exposed vulnerabilities, not least among the larger powers of 
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Europe, which brought on a widespread reaction. World production and trade con-
tinued to increase until the latter half of 1929. Already by 1928, however, progress 
on trade liberalization had not only ceased but was slipping into reverse on account 
of declining commodity price levels, Europe’s worsening payments problems, the 
virtual absence of effective institutions or international leadership and the crum-
bling framework of security. Europe and the world thus entered a period of insta-
bility in conditions of extraordinary, perhaps unique, vulnerability.
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4
The Crisis Begins, 1927–9

4.1 Introduction

On the morning of Thursday, 19 December 1929, the lord mayor of the City of 
London accompanied by sheriffs, mace-bearer and sword-bearer stood on the 
dais of the Guildhall before a large and distinguished audience to welcome their 
two special guests. The first, escorted by the master of the Honourable Company 
of Bakers, was the Labour prime minister, James Ramsay MacDonald, a hand-
some, square-shouldered man of 63 years. The second, slight, lame and two years 
older, was the chancellor of the exchequer, Philip Snowden, who came forward 
on crutches from the rear of the platform. Those unfamiliar with the British scene 
might have found it surprising that leaders of a socialist party committed to the 
‘common ownership of the means of production, distribution and exchange’ 
should be offered the freedom of the City, unofficial headquarters of the capital-
ist world. But their reception confirmed that the City regarded them as reliable 
moderates who could be counted upon to restrain the radical elements in the 
Labour movement. The two men in turn were openly delighted at being received 
by the City. Snowden spoke for them both when he affirmed that it was

one of the greatest honours which could come to any man in recognition of 
public work. ... The association of the City with our struggles for national lib-
erty, with the growth of our civic institutions, with the development of our 
trade and commerce, and with the building up of our world Empire, had given 
it a unique place in British history, and to be a Freeman of the City ... made one 
feel a part of that great City and gave one a more definite share in its traditions 
and its glories. (Cheers)1

Each man, the lord mayor explained, had earned the City’s special gratitude 
in his own way. The prime minister had done so by signally improving Anglo-
American relations since he took office in June 1929. Relations had become 
increasingly strained after the breakdown of the Geneva naval conference in 1927 
and reached a low point in the autumn of 1928, when news of a separate Franco-
British arms agreement caused an uproar in Washington and threats of a naval 
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arms race. MacDonald, a devoted Atlanticist, had seized the first opportunity to 
visit Washington for talks with President Hoover. Now, speaking to the Guildhall 
audience, he reaffirmed his belief that with America’s friendship Britain had no 
credible enemies and could proceed confidently with plans for a new naval dis-
armament conference early the next year. The lord mayor indicated the City’s 
overwhelming support for this view. The chancellor’s contribution was to stand 
up to the French as well as the Belgians and Italians at the recent conference at 
The Hague on reparations, and to threaten to walk out unless Britain was con-
ceded a larger piece of the reparations cake. As he explained to the Guildhall 
audience, ‘I had long felt that in the many negotiations which had taken place 
since the War ... the other nations had not ... sufficiently recognized the generos-
ity of Great Britain and the sacrifices that we had made for the sake of peace 
and European reconstruction.’ But in fighting Britain’s corner he wished it to be 
understood that he was upholding, ‘not ... merely national interests but ... general 
interests, for good relations between nations, and the peace of the world.’2 Not 
only had he secured justice on reparations, but he had also secured a commit-
ment from France that the last remaining Allied forces would be withdrawn from 
the Rhineland in the new year.

So strong was Britain’s Atlanticism and its antagonism towards France that 
the spectacle of a Labour prime minister and chancellor being fêted by the City 
attracted little comment.3 Yet their actual accomplishments should have given 
enthusiasts pause for reflection. Snowden had attended the Hague conference 
knowing that if he could obtain an increase in the ‘standard’ rate of reparation 
receipts, the British press would present it as a national victory. Like Mrs Thatcher 
a half-century later, he also appreciated that it was politically popular to present 
Britain as righteous victim of the clever, materialistic French and other European 
powers. But in fact his aggressive negotiating tactics may well have had the effect 
of reducing Britain’s reparation receipts, because the formula he accepted involved 
lower payments in the early years of the Young plan in return for higher pay-
ments later when reparations might well be abandoned.4 In any case, the larger 
purpose of the Hague conference had been to underpin the peace by securing a 
reparations settlement that was acceptable to Germany and removed the need 
for continued military occupation of the Rhineland. Yet in demanding Britain’s 
‘rightful share’ of reparations, Snowden helped to ensure that Germany obtained 
disappointingly little relief on payments. Moreover the conference was followed 
almost immediately by the death of Gustav Stresemann, Germany’s leading advo-
cate of international dialogue, and an upsurge in militant German nationalism. 
MacDonald’s decision to make improved relations with the United States the pri-
ority for British foreign policy proved scarcely more propitious. While Anglo-
American differences were reduced, Washington remained aloof from global 
affairs. Indeed, if anything, it was becoming more isolationist than before, for 
reasons that MacDonald’s City hosts could well appreciate.

On 3 September, shortly before MacDonald had sailed for America, the New York 
Stock Exchange reached its postwar peak. By the morning of 24 October, ‘Black 
Thursday’, the market had already drifted sharply lower, and by 19 December, 
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the day of the Guildhall ceremony, leading shares had slumped by over a third 
from their September peaks (see Table 4.1). This was a massive decline but not 
necessarily disastrous, since major stock markets have always tended to over-
shoot or undershoot realistic values by a considerable margin, and indeed by 
the end of the year shares recovered a quarter of their losses. But the Crash had 
come at a time when global financial movements were threatening the newly 
re-established gold-standard-based monetary system, a general retreat from trade 
liberalization and economic slump, and,  equally important, international rela-
tions were marked by acute nervousness and suspicion. The Crash thus added to 
existing uncertainties, and in the absence of agreed rules of economic behaviour, 
international institutions for dealing with global imbalances and a framework 
of security, countries large and small were aggravating the economic slump by 
retreating into nationalism or imperialism.

4.2 Bankers and the crisis

While neither the stock market crash in 1929 nor the world economic slump 
in 1929–33 could have been predicted, it is too often forgotten that the inter-
national financial crisis which formed the backdrop to them was long antici-
pated by  leading international bankers. As early as August 1925, Norman of the 
Bank of England privately acknowledged that the Dawes plan on reparations 

Table 4.1 Twelve bell-weather stocks on the NYSE (closing prices)

Stock

3 Sept. 
1929

market 
peak

24 Oct. 
1929

‘Black 
Thursday’

19 Dec. 
1929

post-crash 
trough

22 Apr. 
1930 

post-crash 
peak

9 Jul. 1932
depression 

trough

American Telegraph & 
Telephone 302 268 217¾ 254½ 71

Atchison Topeka & 
Santa Fe Railroad 293 261 223 2321/2 191/2

Chrysler Corp 715/8 453/4 343/4 395/8 53/4

DuPont Chemicals 2141/2 1671/2 112 135 227/8

General Electric 3901/4 307 228 907/8 95/8

General Motors 713/4 531/2 40 507/8 77/8

RCA 98 58 421/2 673/4 35/8

Remington Rand 501/8 473/8 271/8 423/4 13/8

Sears Roebuck 171 1281/2 97 911/4 101/2

Standard Oil of 
New Jersey 292 251 2151/4 2323/4 28

Union Pacific 
Railroad 2575/8 2051/2 1671/2 192 213/4

Note: On 9 July 1932 the NYSE reached its nadir in the interwar period, when only 200,000 shares 
were traded, the lowest volume since 13 Sept. 1924: Times, 11 Jul. 1932, p. 19.
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was unsustainable and feared a repeat of the Ruhr crisis unless more was done 
to restrain France. He therefore became impatient for the introduction of the 
Locarno agreements and German enrolment in the League of Nations so as to 
contain the political reactions to a new debt crisis.5 In the event, reparations con-
tinued for another six years, but almost immediately the international monetary 
and financial system came under strain from other directions. As Norman wrote 
to Schacht of the Reichsbank in December 1926, he had hoped that the restoration 
of the gold standard in Europe and elsewhere would be accompanied by effective 
 coordination among the central banks, enabling them to maintain exchange sta-
bility without the need for large gold reserves. For this reason he had promoted 
the temporary expedient of the gold exchange standard whereby secondary cen-
tral banks relied mainly upon deposits at the Bank of England and the Federal 
Reserve Bank of New York rather than actual gold for the reserve assets under-
pinning their currencies. Unfortunately coordination was proving impossible. 
Practically half the world’s monetary gold remained in the vaults of the American 
Federal Reserve System where it was ‘sterilized’ rather than allowed to expand 
the money supply. To all intents and purposes, Norman wrote, ‘the Americans 
are on a different gold standard ... and no matter how much gold Europe may 
send to New York no results are thereby produced on their market conditions.’ 
To make matters worse, European countries returning to the gold standard gen-
erally found it cheaper to purchase gold in the London bullion market than in 
New York on account of the lower shipping and insurance charges. This put ster-
ling under constant pressure, and since industrialists loudly complained of high 
interest rates and advocates of a managed currency such as Keynes and McKenna 
had the ear of the chancellor, Norman was constrained from raising Bank rate, as 
called for by the markets. Instead, he had been obliged to fall back on informal 
capital export controls, which disappointed colleagues in the City. As Norman 
put it, the ‘international machine is greatly out of gear’.6 Schacht acknowledged 
that his own position was scarcely more favourable. Since the end of the Ruhr 
crisis, American bankers had been constantly pressing German firms and public 
authorities to take up dollar loans. Despite his best efforts, he was unable to con-
tain this expansion of debt and had lost control of his market.7

Pressure on sterling increased early in 1927 when the Bank of France attempted 
to hold the franc at 120Ff = £1, while speculators, operating largely out of London, 
sold sterling to purchase francs in the expectation of a revaluation. It further 
increased in May when Governor Moreau set about deliberately to tighten market 
rates in London by presenting sterling balances for gold at the Bank of England. 
Norman did what he could to dissuade Moreau from this tactic, warning him 
that much more pressure would drive sterling off the gold standard.8 Briefly the 
two central banks remained in conflict. However, Moreau recognized the unwis-
dom of driving sterling to the wall, and in late May he accepted a modus viv-
endi whereby he would purchase only new gold offered on the London bullion 
market. Governor Strong in New York helped out by offering Moreau to take an 
initial £1.5 million sterling off his hands and eventually acquired £12.35 mil-
lion in exchange for the equivalent in gold held for him on earmark in London.9 
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In June, Moreau took the further step of promising an early reduction of inter-
est rates in Paris. He also instructed his exchange dealers to offer a better price 
for dollars, florins, Swiss francs and other currencies, so as to induce speculators 
to cease their operations in sterling.10 Presently Norman and Moreau agreed to 
an informal spheres-of-influence agreement. Neither Moreau nor Poincaré felt 
much sympathy towards Britain and were determined to see France fully regain 
its monetary and financial independence now that it had the resources to do 
so.11 But so long as Britain acknowledged France’s legitimate interests in regions 
strategically important to it, they would not push sterling to the brink. Once the 
modus vivendi was agreed, angry talk in the City and Westminster of ‘deliberate 
[French] sabotage’ died away.

The Bank of England’s position nevertheless remained precarious. French ster-
ling balances, having risen from almost nothing in January 1927 to £80 million 
by May, reached nearly £180 million before the franc was formally stabilized in 
June 1928, and the French authorities were clearly impatient to dispose of them 
for gold.12 Even the £30 million sterling for which Norman offered to find  buyers 
in the summer of 1927 exceeded the free gold at the Bank of England after cover 
for the note issue was deducted from the reserves. Without reform of the inter-
national monetary system, the Bank could scarcely operate as regulator of the 
pivotal London gold, capital and credit markets, let alone act as lender of last 
resort to other central banks. In fact, in the two years since Britain returned to the 
gold standard, sterling and the international monetary system itself had become 
distinctly more precarious than before.

In the first week of July 1927, Governor Strong convened an informal confer-
ence of central bankers, out of the glare of publicity at the Long Island home of 
Edgar Whitney, a partner at J.P. Morgan. With Norman, Schacht and Charles Rist 
of the Bank of France as well as Strong and several Morgan partners present, the 
conference provided a unique opportunity to discuss the problems affecting the 
international money and payments system. Rist, standing in for Moreau, found 
the American bankers worried by the Bank of France’s recent build-up of sterling 
balances and openly impatient to see the franc stabilized on gold. He refused to 
be drawn on the timing of France’s return to the gold standard. As to the Bank’s 
sales of sterling, he insisted that under the gold standard rules it should be free 
to buy or sell currencies for gold.13 But Russell Leffingwell, the former assistant 
secretary of the Treasury and one of the most influential of the Morgan partners, 
admonished him to bear in mind the peculiar circumstances in which they lived. 
Europe’s rapid reconstitution of gold reserves was aggravating price deflation and 
would, in his opinion, have the same nefarious effect as the elimination of bimet-
allism between 1871 and 1895.

The effect of such a depression, in his eyes, would be particularly dangerous for 
the industrialised countries. While considering it inevitable, while refusing to 
envisage any system of ‘managed money’, while desiring that we should return 
as soon as possible to the automatic operation of the gold standard, he could 
not envisage without apprehension a rapid slump in world prices.14
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Rist was also aware of the downward trend in price levels and of the shortage of 
gold available for monetary purposes, which aggravated the deflationary trend.15 
But since France had suffered 12 years of almost uninterrupted inflation, he took 
a more sanguine view of deflation than his Anglo-Saxon colleagues. For him, 
the greater danger was their pursuit of ‘artificial’ measures to escape the need for 
downward price-level adjustment.16

The second problem the central bankers discussed was Europe’s chronic pay-
ments deficit with the United States. Schacht and the Anglo-Saxon bankers put 
this down to the heavy burden of inter-governmental debt. Their view was that 
governments must radically reduce reparations, and to do it before they caused 
Germany a renewed crisis. But since Rist insisted that inter-governmental debts 
lay outside their remit, they moved on to technical market issues. The central 
problem, as Norman put it, was that while the United States possessed vastly 
greater monetary gold stocks than Britain, central banks in need of gold almost 
invariably drew from London rather than New York because the combined cost 
of shipping and insurance was only 1 per cent from London and 3 per cent from 
New York. As a result, the Bank of England frequently faced pressure to sell gold, 
despite its slender metallic reserves. Strong pointed out that he was bound to face 
criticism if he sold gold below parity to Europeans. But he was prepared to con-
sider the purchase of British commercial bills or, if some means could be found, of 
lowering the cost of transferring gold to and from Europe so as to reduce the pres-
sure on the London bullion market. Meanwhile he would leave US gold purchases 
on deposit in Europe for re-lending to other central banks at below market rates. 
He would also help Europe out by reducing his discount rate. He appreciated that 
this would probably fuel the stock market boom in America, but compared with 
the importance of forestalling a rise in interest rates in London and Berlin and 
sustaining Europe’s commercial and industrial activity, it seemed a small price to 
pay. As he put it,

I’m prepared to go even further and accept a small amount of inflation. It 
will be necessary not only to lower my discount rate, but also to lower the call 
money rate which chiefly affects the Stock Exchange. The only risk is that it 
will encourage share speculation. But I attach no importance to this and am 
ready to run the risk.17

Since a rate reduction would also facilitate the movement of crops in the United 
States, he believed Americans would not object.

The Long Island conference seemed an auspicious event, when the world’s 
 leading central bankers came together to address common problems, with 
American bankers assuming the leadership of the international monetary system. 
But in fact it did little more than expose the vulnerability of the central bank-
ers themselves. Since the Armistice, leading spokesmen for the City of London, 
Wall Street and other financial centres had encouraged politicians to cast off war-
time regulations, return to globalization and rely upon the discipline of the gold 
standard to ensure stability and prosperity. Through a combination of persistent 
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effort and the support of liberal or conservative governments, they had persuaded 
most countries to accept fixed exchange rates linked to gold. But since the winter 
of 1924 a new era of price deflation had begun, with wholesale commodity prices 
declining fully 15 per cent by the time of the Long Island conference. In public, 
Norman or his mouthpieces brushed aside price deflation as of no account. Had 
not Britain and the rest of the world prospered during the 25 years of deflation 
in the late nineteenth century?18 Behind closed doors on Long Island, however, 
Norman admitted deep anxiety at the downward trend of price levels. As Rist 
recorded,

Would the central banks not be accused of deliberately provoking the decline 
by a policy of dear money? Norman was already facing strong criticism from 
British industry, who are facing a prolonged period of falling prices. Nothing 
seems to him more threatening to the future of ‘European industry’ than a 
prolonged period of [price-level] decline. He was hence very depressed.19

Central bankers on both sides of the Atlantic were now obliged constantly to 
look over their shoulders at domestic opposition to the gold standard system. Since 
1925, Norman on his biweekly visits to the Treasury had to endure tirades from 
Churchill who regularly reminded him of the failure of the gold standard to allevi-
ate Britain’s unemployment or industrial problems.20 Norman had conceded one 
reduction in Bank rate at Churchill’s urging in October 1925, but subsequently he 
refused any further reduction, leaving the real rate of interest at a swingeing 9 or 
10 per cent, confident that Churchill would not risk a crisis by publicly challeng-
ing his policy. Nonetheless public criticism of the Bank increased after the General 
Strike and the lengthy coal stoppage in 1926, and when McKenna, chairman of 
the Midland Bank, called for an enquiry into the monetary system in February 
1927, criticism from industrialists, trade unionists, farmers and others had made 
Norman’s management of the sterling exchanges almost impossible.21

Strong’s position was, if anything, more difficult. Although the American econ-
omy as a whole had performed well since the war, rural areas of the country had 
enjoyed little prosperity on account of the decline in world commodity prices. 
Dissatisfaction had found expression in a resurgence of prairie radicalism, which 
led to a third party candidate in the 1924 presidential election. When this brought 
no result, attention turned increasingly to monetary reform. The Stable Money 
League, established in the 1921 slump by the Yale economist, Irving Fisher, was 
soon dominated by Midwestern economists and publicists such as Professor John 
Commons, W. F. Gephart and the publisher Henry Wallace. Re-established as the 
Stable Money Association in 1925, it attracted wider support nationally, while 
forming several branches overseas including Britain where Keynes, McKenna 
and Sir Josiah Stamp became members.22 While its membership remained small, 
its potential influence in the United States was large, first because its objective 
of price stability appealed to the politically important rural regions, and sec-
ond because its campaign threatened to reawaken suspicions of the plutocratic, 
 cosmopolitan bankers of Wall Street.
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Reflecting the groundswell of support for monetary reform, Congressman 
James Strong of Kansas in 1926 introduced a bill requiring the Federal Reserve 
System to use all its powers to stabilize the purchasing power of the dollar. For 
three weeks the House Banking and Currency Committee heard the evidence of 
pol iticians and experts, and eventually gathered 600 pages of testimony. Although 
the bill was subsequently withdrawn, that was not the end of the matter, for in 
1927 Representative Strong in collaboration with economists of the Stable Money 
Association prepared a new bill for presentation to Congress.23 Governor Strong 
of the New York Fed was acutely aware of the threat the Association posed to 
his autonomy and indeed to the gold standard itself. As he privately admitted, 
he shared the fears expressed by Leffingwell, Norman and other bankers that 
the deflationary trend in prices would damage the world economy and that they 
would be blamed for it.

My feeling has been that further price declines will make the issue one of vital 
importance to banks of issue and I am anxious that we in this country should 
have a good alibi. The only alibi is a low discount rate by the reserve banks, 
and if our friends in Washington are willing to ignore the stock market as an 
influence upon our policies, we may be able in the near future to establish the 
alibi.24

Thus by August 1927 Strong accepted that the international monetary system 
was in a state of incipient crisis, which seemed destined to become worse. Since 
neither he nor the other central bankers could halt the crisis, he became increas-
ingly concerned to deflect criticism from themselves and the institutions they 
represented.

Strong’s efforts came too late for Schacht, who was obliged to raise interest rates 
on 10 June 1927 and again in October.25 Norman was more fortunate. On 3 August 
the sterling exchanges were strong enough for the Bank of England to buy £429,000 
in new gold. This was the first time in months it had increased its reserves, and 
the City welcomed the news. Norman not only got through the next 12 months 
without raising interest rates, but also managed to build gold reserves to a postwar 
peak on 12 September 1928 of £173.9 million, well above the ‘Cunliffe minimum’ 
of £150 million.26 Yet, as he and his fellow central bankers appreciated, none of the 
fundamental problems identified at Long Island had been resolved. Commodity 
price levels continued their downward trend. Monetary gold stocks failed to meet 
demand. Germany’s economy ceased to expand just about the time of the Long 
Island conference, and by 1928 was heading into recession.27 And Europe’s current 
account deficit with the United States continued to grow. For the time being it was 
covered by a massive outflow of US foreign lending, but this merely put off the 
day of reckoning while adding to Europe’s liabilities. Meanwhile, the stock market 
speculation that Strong had downplayed increasingly preoccupied the American 
banking community and discouraged further lending to Europe.

Norman rested his hopes upon strengthened central bank relations, based 
upon two bedrock principles: first that issuing banks must be wholly free from 
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political control, and second, those requiring international support must secure 
approval for their request from the League of Nations Financial Committee. 
Independence, he believed, was essential, if the banks were to be able to impose 
appropriate interest rates and credit restraint upon their domestic financial mar-
kets. The League Financial Committee would ensure that issuing banks operated 
on a common set of rules, including efficient means of employing available gold 
stocks. In theory, the Bank of England could undertake this role, but he appreci-
ated that in an age of nationalism advice would be far more acceptable if it came 
from an agency of the League.28 Sir Arthur Salter, head of the Economic Section 
of the League secretariat, sought to strengthen the Committee by  co-opting 
an American national who enjoyed the confidence of the New York finan-
cial markets, and he called on Norman to see what could be done.29 Norman 
in turn approached J. P. Morgan, and was delighted when Jeremiah Smith, a 
Boston lawyer and associate of investment bankers Brown Brothers Harriman, 
the American affiliate of his old firm, agreed to serve.30 Unlike Salter, Norman 
was not so sanguine to imagine that American banks would allow the League 
Financial Committee to regulate their foreign loans. He hoped nonetheless that 
Smith’s appointment would diminish American suspicions of the Committee 
and increase its regulatory role.

Despite Norman’s best efforts, the Financial Committee’s influence declined. 
Once Sir Otto Niemeyer resigned from the Treasury in 1927 to join the Bank 
of England, France became the only country officially represented on the 
Committee, the other members being bankers or economists of varying dis-
tinction.31 Meanwhile Governor Moreau made no attempt to hide his hostility 
towards the Committee and sought direct charge of stabilization operations for 
countries that formed part of France’s security system. This led to angry confron-
tations between Norman and Moreau over Poland in 1927 and Roumania and 
Yugoslavia in 1928, from which Moreau emerged the winner while Norman was 
left embarrassed and humiliated.32 Not only did Norman fail to secure a role for 
the Financial Committee in their stabilization operations. Worse, his attempt to 
line up New York against France only served to alienate Strong, who feared an 
American backlash from reports that he was supporting the Bank of England’s 
dictatorship over the League Committee.33

The more fundamental problem was that few if any of the countries on the 
gold standard were prepared to trust in the operating rules that Norman pro-
moted. The lesson French authorities drew from Norman’s troubles with sterling 
was that the franc should be restored to convertibility only when the Bank of 
France possessed gold reserves sufficiently large to cope with any challenge.34 
Other European countries were equally impatient to build up their gold reserves, 
almost certainly out of regard for national security as much as in reaction to 
their recent experience of currency depreciation. Norman hoped they would be 
content for the time being to hold their reserves in sterling, which unlike gold 
would earn them interest if kept on deposit in London. To his intense frustra-
tion he found that neither international solidarity nor the promise of financial 
gain would induce them to cooperate.35 Evidently it was not that they did not 
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trust sterling. Rather, they were simply not prepared to trust anyone with their 
reserves, as the gold exchange standard required, and not even the probability 
that competition for available monetary gold would further deflate price levels 
deterred them from disposing their sterling balances for gold.

To Continental nations the choice was not between gold economy and social 
convulsion but between the independence of their reserves and a problemat-
ical advantage to be gained by slightly diminishing the rapidity of the price 
decline. In fact, the Gold Exchange Standard might be quite suitable to certain 
of the smaller countries but to the rest, even if it were desirable in the general 
interest, it would certainly be distasteful and, on a calculation of advantage, 
not worth the sacrifice of independence.36

As a result, demand for gold constantly outran supply from 1925 onwards (see 
Table 4.2), and with foreign exchange shunned and gold in effect ‘sterilized’ 
whenever banks of issue were able to do so, monetary reserves failed to expand 
as Norman had hoped. This contributed to the exceptionally high interest rates 
in Britain, Germany and elsewhere, and aggravated the downward trend of com-
modity price levels. It also increased the precariousness of the global economic 
system, with practically all the countries of Europe predisposed to reintroduce 
commercial or financial controls rather than raising interest rates or tolerating 
the loss of gold to address a current account deficit. Disentangling political from 
economic influences here is probably a fruitless exercise, since they played upon 
each other in a circular way. Nevertheless the chronic malfunctioning of the 
international monetary system after 1925 cannot be understood without due 
regard for the influence of nationalism and national insecurity on both sides of 
the Atlantic.

One banker who refused to duck the problem was Sir Henry Strakosch, chair-
man and managing-director of the Union Corporation and member of the League 
Financial Committee since its formation in 1920. For 30 years Strakosch had been 
involved in the promotion of South African gold mining, which had led him to 
become an authority on the monetary uses of gold and author of the South African 
Currency and Bank Act (1920). A proponent of the gold standard, he had none-
theless become convinced that the deflationary trend in world price levels was 
chiefly due to the inappropriate use of the world’s limited stocks of monetary gold 

Table 4.2 Gold holdings of central banks and treasuries (in £ millions)

 End 1925
End 1926 
change

End 1927 
change

End 1928 
change

End 1929 
change

Change 
(4 years)

USA 819 838+19 818−20 770−48 802+32 −17
France 164 175+11 202+27 258+56 336+78 +172
Britain 145 151+6 152+1 153+1 146−7 +1
World 1881 1951+70 2001+50 2083+82 2143+60 +262

Source: Strakosch, ‘Gold and the Price Level’, Annex B.
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(see Table 4.3), and that the problem was bound to become rapidly worse unless 
the leading central banks agreed upon common rules of action. In his words

The conclusion is irresistible that, if we are to be saved the complex reactions, 
the economic jolts and setbacks, and the social and political friction which fre-
quent and violent changes in the distribution of national wealth and income 
through fluctuations in the purchasing power of gold produce – if, in a word, 
economic progress is not to be seriously impeded, concerted action by the gold 
standard countries is imperative. If it is impossible to control the supply of 
monetary gold – and it is manifest that it cannot be controlled – then it is clear 
that the problem can only be attacked from the side of monetary policy.37

Unwilling simply to watch the crisis worsen, Strakosch turned first to Salter in 
June 1927 and soon convinced him to use his considerable influence at Geneva to 
promote an enquiry into the gold question. A fortnight later he turned to Norman, 
impressing upon him the urgency of confronting the price-level issue.38 Norman 
was impressed. Through Courtney Mill, City editor of the Times, and other con-
servative journalists, he had hitherto discouraged support for the views of econo-
mists such as Ralph Hawtrey of the Treasury and J. M. Keynes who were advancing 
similar arguments.39 Yet he was aware of the serious implications of a gold shortage 
and declining price levels for British industry and for his own stewardship of the 
Bank of England. Besides, Strakosch was no academic theorist but a City man who 
had made a fortune in exchange dealing and corporate finance while finding time 
to publish several tracts on gold and money, to represent South Africa at the Genoa 
conference of 1922, the Imperial conference of 1923 and at Geneva and occasion-
ally to advise Norman himself on banking issues. Sir Otto Niemeyer, who joined 
the Bank of England from the Treasury at this time, appears to have been even 
more convinced by Strakosch’s thesis.40 What followed was a remarkable struggle 
between supporters and opponents of Strakosch’s proposal of a League enquiry 
into the gold problem, which left Norman acutely embarrassed. On the face of 

Table 4.3 Sir Henry Strakosch’s estimates of world monetary gold shortfalls (in 
£ millions)

Year 
end

New gold 
available 

for
monetary 
purposes

Gold 
sterilized (−)

Gold 
released (+)

Net 
change 

to 
monetary 
reserves

Additional 
3% required 

for world 
economic 
growth

Total 
shortfalls 

Economist 
wholesale 

price index

1924
1925
1926
1927
1928
1929

+74
−4

+70
+50
+82
+60

−47
+22
−19
+4

−24
−74

+27
+18
+51
+54
+58
−14

62
63
64
65
67
68

35 (56.5%)
45 (72.6%)
13 (20.3%)
11 (17.0%)
9 (13.4%)

82 (121.0%)

+6.2
−11.2
−5.2
−2.2
−3.8
−7.0 

Source: Strakosch, ‘Gold and the Price Level’, Annex C.
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it, the dispute was one of principle: whether under the gold standard it was the 
proper role of central banks to pursue price stability as well as exchange stability. 
In fact, the differences arose over the practical question whether the international 
monetary system could be reformed sufficiently to meet the  impending crisis. 
Strakosch was convinced that the central bankers must try, if they were to avoid 
a backlash from industrialists, workers, farmers and other victims of deflation, 
which would undercut all the bankers’ accomplishments since the war. Strakosch’s 
opponents were equally convinced that the practical obstacles in their way made it 
extremely unwise to accept responsibility for a goal they could not attain.

In November 1927, Siepmann returned from a tour of European capitals to 
warn his colleagues at the Bank of England that Continental central bankers 
were planning to abandon the gold exchange standard just so soon as they could 
obtain gold to replace their foreign exchange reserves. The French, the Belgians, 
the Swiss and even it transpired the Hungarians and the Austrians whose curren-
cies had been the first to be stabilized under the auspices of the League Financial 
Committee were signalling their intention to raise minimum reserve require-
ments and rely solely upon gold.41 Niemeyer expressed astonishment at their 
short-sightedness, observing that the scramble for gold was bound to accelerate 
the deflationary price trend to everyone’s cost.42 Towards the end of the month, 
when Strakosch again pressed Norman for action,43 Norman wrote to Strong, 
suggesting that Strakosch should join them when they holidayed together at 
Algeciras in January.

This is a very abstruse and complicated problem which personally I do not pre-
tend to understand. ... But I rely for information from the outside about such 
a subject as this not, as you might suppose, on McKenna or Keynes, but on 
Sir Henry Strakosch. I am not sure if you know him: Austrian origin; many 
years in Johannesburg ... full of public spirit, genial and helpful ... and so forth. 
I have probably told you that if I had been a Dictator he would have been a 
director here years ago. This is a problem to which Strakosch has given much 
study and it alarms him. He would say that none of us are giving [it] sufficient 
attention.44

Without waiting, Strakosch called on Strong in New York in December to set 
out his diagnosis of the deflationary problem and means of addressing it. Strong 
received him politely but coldly.45 Six months earlier he had accepted the need 
to halt the continued decline in world price levels. This had led him to reduce 
interest rates in New York and persuade the eleven other Federal Reserve Banks 
to follow his lead. Briefly the results had been encouraging, but then everything 
that could go wrong seemed to do so. Speculation on the revaluation of the franc 
led to the sale of dollars and loss of American gold reserves, which amounted to 
$141 million (£29 million) net in the last four months of 1927 and reached a total 
of $530 million (£109 million) by the end of 1928. As Strong’s 1928 annual report 
acknowledged, this constituted ‘the largest gold outflow from the United States 
that has ever occurred, and reduced the gold stock of this country by about 



The Crisis Begins, 1927–9  217

10 per cent.’46 Meanwhile the stock market boom continued unabated. To make 
matters worse, Congressional demands for radical monetary reform were growing 
louder.

Strong, like Norman, was openly scornful of economic theorists, but like him 
he was acutely aware of his own vulnerability on account of the deflationary 
price trend and its acute effect on American farmers and other primary produ-
cers. At virtually the same time that Strakosch called upon him, he was  holding 
secret meetings with Representative Strong and John Commons of the Stable 
Money Association. Since Representative Strong intended to submit a revised bill 
to Congress on monetary reform and support for it was hard to predict, Governor 
Strong decided he must try to make it as unobjectionable as possible.47 But the 
outflow of gold from the United States together with the stock market bubble had 
also convinced him that he needed a free hand to raise interest rates and tighten 
credit, which would antagonize the monetary radicals. In the circumstances, the 
last thing he wished to encourage was an international enquiry into the purchas-
ing power of gold. Not only would it play into the hands of his domestic critics 
who believed that central banks could and should keep price levels stable; but it 
would also associate him more closely with Europe and undermine his authority 
in the United States.

On 11 January 1928 the Federal Reserve Board, meeting in Washington, reviewed 
the country’s economic and financial situation and decided that it did not war-
rant an increase in interest rates. Strong, however, had concluded that some-
thing must be done to check the growth of credit and stock market speculation, 
and had already seen to it that the Fed’s Open Market Investment Committee, 
which was operated by the Federal Reserve Banks rather than the Board, should 
begin  selling government securities to reduce liquidity in the banking system.48 
Historians have generally credited support for this action to Strong’s strength of 
character.49 But probably more important was the peculiar dynamic that existed 
between New York and the regional bankers. Several of the regional bankers took 
a narrow view of their remit, holding that their sole function was to ensure a 
steady supply of credit to business, and that they should have no regard for specu-
lation in stocks and shares. But so suspicious were they of the tentacular influence 
of Wall Street that they were easily persuaded of the need for rigorous action to 
stop stock market speculation from draining credit from ‘legitimate’ business. In 
fact, the bulk of financing for brokers’ loans was actually coming not from banks 
in the Federal Reserve System, but from the short-term balances of large corpor-
ations, investment trusts, private individuals and foreign sources.50 Such were the 
regional bankers’ suspicions of Wall Street, however, that they agreed to a mas-
sive and sustained restriction of credit to the national banking system. Between 
January and August 1928, the Federal Reserve sold $400 million of government 
securities and reduced holdings of acceptances by over $200 million. Meanwhile 
the Reserve Banks raised their discount rates from 3.5 to 4.5 per cent and in most 
cases to 5 per cent, while correspondingly raising subsidiary rates.51

The results were not at all what they expected. Average share prices, having 
risen 14 per cent in the second half of 1927, stabilized briefly in early 1928 then 
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soared higher. In the 18 months from early March 1928 to September 1929, aver-
age share prices rose in percentage terms as much as they had during the whole 
of the bull market since 1923.52 Instead of checking securities speculation, the 
Fed’s monetary restriction hit the domestic economy, which became evident in 
the spring of 1929 when new investment in construction and manufacturing 
halted, then sharply declined.53 This was to contribute importantly to the slump 
in America. But long before this the booming securities markets had drastically 
curtailed US foreign lending which seriously worsened overseas monetary and 
credit conditions. Between 1924 and the first half of 1928, US foreign lending 
had risen rapidly, reaching a total of $983 million in 1928. But in the summer 
of 1928, when short-term interest rates rose above long-term rates, the trend was 
abruptly reversed. Not only did US foreign lending sharply decline – in 1929 it 
was down more than two-thirds from the previous year – but also with the US 
stock markets soaring and interest payments on short-term call loans in New York 
spiking up to 6, 8 and 12 per cent, overseas funds actually began to flow into 
the United States.54 Having exported nearly $500 million gold in the first half of 
1928, the United States imported the same amount in the second half of the year. 
The result was to place severe pressure on sterling, the mark and other foreign 
currencies.55

Norman, on learning of Strong’s hostile reaction to Strakosch’s initiative, was 
prepared to fall back on informal central bank cooperation. Accordingly, in 
December 1927 he despatched Niemeyer to New York to persuade Strong to back his 
efforts to encourage cooperation behind the closed doors of the League Financial 
Committee.56 Strakosch, however, appreciated that central bank cooperation by 
itself was wholly inadequate to address the looming crisis and that only interna-
tional agreement on a major expansion of liquidity would get the world through 
it. In the spring of 1928 he headed a consortium that purchased the Economist 
magazine, which he soon conscripted into his campaign for monetary reform.57 
His memorandum ‘Monetary Stability and the Gold Standard’ appeared as a spe-
cial supplement of the journal in November; a second supplement would follow in 
1930. Meanwhile, at his  urging, Salter placed his proposal for a gold enquiry on the 
agenda of the League Economic Consultative Committee, instituted to follow up 
the resolutions of the 1927 World Economic Conference.58 From there the proposal 
went to the League Council, which in June 1928 called on the League Financial 
Committee to decide how to proceed.59 Speaking to Strong in Paris shortly before 
the Council meeting, Salter assured him that the proposed enquiry was aimed not 
at stabilizing price levels but merely ‘the dangers of undue fluctuations’ in price lev-
els, and that it would reassure the public that something was actually being done 
to determine if a gold shortage existed. Strong cautiously agreed to a purely factual 
enquiry, so long as it was handled by ‘practical-minded central banking men’ and 
not ‘mere theorists’.60 By 25 June, however, Salter found that Strong and Moreau 
had been discussing the proposed enquiry and were now firmly opposed to it.61

That day France had finally stabilized the franc on gold close to the current 
exchange rate. The Bank of France held over £213 million of foreign exchange, 
largely sterling, which it hoped eventually to convert into gold reserves.62 Yet even 
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now French authorities betrayed a lack of confidence in their financial position. 
A few months earlier, Pierre Quesnay, Moreau’s assistant, admitted to Siepmann 
that he was ‘terrified’ of the prospect of continuing price deflation, but believed 
there was no way of halting it. Indeed, he expected that within a few years of sta-
bilization the overvaluation of the franc would become as  troublesome to France 
as the overvaluation of sterling had been to Britain. But since he and his French 
colleagues believed that declining price levels were driven by global overproduc-
tion of commodities, they concluded that central banks could do no more than 
impose the monetary restraints necessary to keep their national economies com-
petitive.63 Once the franc was back on gold, conservative elements of the French 
press and the Chamber of Deputies insistently demanded that the Bank of France’s 
reserves should be increased beyond the legal minimum proportion of 35 per cent 
of currency in circulation.64 With Strong mortally ill, Moreau therefore assumed 
the task of mobilizing central bank opposition to Strakosch’s gold enquiry.65 Yet 
on 9 December the League Financial Committee agreed nem con to institute an 
enquiry into the causes of ‘undue fluctuations in the purchasing power of gold’, 
with Henry de Chalendar, the French chairman, and the American, Jeremiah 
Smith, voting in favour.66

This was a remarkable achievement, obtained it seems by Salter’s and 
Strakosch’s reiterated assurances of a neutral fact-finding approach that would 
eschew any a priori view of price-level stabilization.67 But even now opponents 
of a gold enquiry did not abandon their opposition. Before the end of the year, 
Moreau complained to Norman of Salter’s manoeuvres and predicted gloomily 
that an enquiry would play right into the hands of politicians who sought to 
interfere with central bank policy.68 Where, he demanded to know, did Norman 
stand?69 Moreau evidently suspected that Norman was secretly backing Salter’s 
efforts, to revive support for the gold exchange standard and avoid the need for 
monetary restraint. Norman’s reply probably did little to allay his suspicions, for 
on the one hand he deprecated a gold enquiry as untimely and regrettable, but 
on the other he suggested that it was probably too late to stop it.70 Other evi-
dence, however, leaves no doubt that Norman was scarcely less hostile to a gold 
enquiry than Moreau, and for the same reason: fear of arousing public opinion 
against the central banks, which would make it impossible for them to oper-
ate the gold standard. In his view, they had entered a period of troubled waters 
requiring them to take drastic action on interest rates and credit to maintain 
exchange stability. This was not the time to encourage the view that they had 
any choice in the matter.71 As he wrote to Schacht, the situation was ‘strange and 
disturbing’.

In New York, as it seems to me, the Central Bank has ceased to function owing 
to the extent of speculation on the Stock Exchange. ... I am continually being 
forced to support the sterling-dollar exchange lest New York should withdraw 
gold from here; and really it is surprising that she has not tended to do so 
more persistently when we remember how great a magnet is a 10% rate of 
interest.72
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He had already told Vissering of the Dutch National Bank that he would have 
nothing to do with the gold enquiry,73 and in a private note he indirectly warned 
Sir Basil Blackett, the former director of finance at the Treasury, that he was 
supporting Blackett’s candidacy for membership of the Court of governors of 
the Bank of England on the assumption that Blackett would steer clear of the 
enquiry.74 Norman was hardly more ‘neutral’ towards the enquiry than Moreau 
who sought to persuade their central banking colleagues to boycott it. In face 
of their opposition, Salter failed to meet his target of March 1929 for launching 
the Gold Delegation, as the enquiry was now called. It held its first preliminary 
meeting only on 26 August, by which time the world financial crisis was fully 
under way.75

The central bankers who met in Long Island in July 1927, had been chiefly con-
cerned by the impact of Poincaré’s franc fort policy. For years, uncertainty over the 
franc had caused French capital to flee the country. But after Poincaré formed a 
new government in July 1926, flight capital immediately began to return to Paris, 
and once the franc was formally stabilized in June 1928, the remaining capital, 
largely held in London, returned home. Ominously, this left the Bank of France 
with huge sterling and dollar balances, which it clearly hoped to convert into gold 
as soon as possible. Selling dollars had little adverse effect, and went some way to 
reduce Europe’s payments deficit with the United States, but disposing of sterling 
was another matter. The Bank of France’s decision to reduce its sterling balances 
from £293 million to £206 million in the 12 months following stabilization was 
extremely unwelcome to Norman and colleagues in the City of London.76 The 
drain on London was aggravated by the fact that the use of cheques for payment 
in France was still uncommon, and with the economy booming, French com-
mercial banks could only meet the increased demand for credit by exchanging 
gold for francs at the Bank of France. Since most of the gold was drawn from the 
London bullion market, the one free gold market in Europe, this intensified pres-
sure on sterling.77

French central bank and commercial operations were, however, only one source 
of pressure on sterling. Another was the primary producing countries in the outer 
sterling area, especially Australia and New Zealand, whose current accounts were 
weakened by the continuing slump in commodity prices.78 But by far the greatest 
source of pressure was the American stock market boom and the impact it had 
upon international capital flows. Although only the German, Swedish, French 
and Dutch national banks were obliged to raise their discount rates before the 
autumn of 1928, others had reacted in less obvious ways, and it seemed only a 
matter of time before all of them would have to impose dearer and tighter money 
to defend their currencies.79 Even then, with US short-term borrowing rates at cri-
sis levels, foreign lending practically halted, and almost all of Europe in current 
account deficit with America, it was far from clear that they possessed the means 
to keep exchange rates above gold export point.

Norman’s predicament was exceptionally acute. He had risked unpopularity by 
holding Bank rate for two years at a relatively high 4.5 per cent – a real rate of inter-
est of nearly 10 per cent – to build up gold reserves, which reached an  all-time peak 
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of £173.9 million in early September 1928.80 But to avoid the reserves being run 
down again, he would soon have to raise Bank rate further. And in view of the cer-
tain protests from labour, industry and the chancellor of the exchequer himself, he 
could only do so when the need to act became manifestly obvious. He therefore had 
to fold his arms and allow an outflow of gold to the United States.81 He vented his 
frustration on George Harrison, deputy governor of the New York Federal Reserve 
Bank and soon to be Strong’s successor: ‘You will realize that our proposals are like 
spitting against the wind if your Call Money continues round 8%.’82

Early in February 1929, Norman warned his European central bank colleagues 
of an impending rise in Bank rate, and requested them to coordinate their action 
with London.83 The announcement came on 7 February, when Bank rate was 
increased a full point to 5.5 per cent, and as expected it provoked a storm of 
objections.84 Churchill, by now thoroughly out of patience with Norman and 
facing the prospect of a general election in the next six months, added to his 
embarrassment during Parliamentary questions by refusing to confirm if he 
approved or disapproved of the Bank’s decision.85 But Norman had already set 
off on 24 January for America in a desperate attempt to persuade bankers there 
to prick the speculative bubble.86 He called on the new governor, Harrison, the 
ostensible purpose of his visit, but found that his hands were tied.87 Harrison, 
like Strong before him, had appealed to the Federal Reserve Board in Washington 
for a sharp rise in interest rates too. But the Board, dominated by bankers from 
the Midwest, South and West, were unsympathetic to New York’s troubles and 
tended to blame the problem on Strong for having reduced interest rates in 1927 
out of a misplaced sympathy for Europe.88 Norman therefore travelled down to 
Washington in the hope of persuading the Board to halt the stock market frenzy 
by immediately raising interest rates or risk driving Europe off the gold standard. 
The visit, in the words of Leffingwell of J.P. Morgan, ‘proved a fiasco’.89 The Board 
had never received a foreigner before, particularly an Englishman with a cape, 
cane and Van Dyke beard, and they listened suspiciously to their exotic visitor. 
They had no intention of altering their policy for the sake of Europe. If anything, 
his appearance only hardened them against any change.90 The likelihood of any 
response from Washington diminished further when news of the visit reached 
the press, and isolationists in Congress angrily demanded to know precisely what 
had transpired at Norman’s meeting with the Board.91

At least ten times the Federal Reserve Bank of New York sought to raise its 
discount rate to 6 per cent, only to face a veto from the Federal Reserve Board in 
Washington. From a practical standpoint, the Board may have been justified in 
their opposition, since the funds fuelling the Wall Street boom came largely from 
outside the Federal Reserve System. Possibly nonetheless a sharp rate rise might 
have served as a timely warning to investors and speculators, and thus end the 
boom which, in reversing the flow of funds from the United States to Europe and 
the rest of the world, was threatening to shatter the international monetary and 
payments system. Norman, back in London, resumed his appeals to Harrison 
and New York banking allies to end the ‘chaos in America’.92 When this pro-
duced no response, he travelled to Paris to appeal to J.P. Morgan and his partner 
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Thomas Lamont, who were participating in the expert enquiry into reparations. 
His warnings of an imminent breakdown of the gold standard shook Morgan, 
who telegraphed partners in New York: ‘I cannot ... too greatly emphasize the 
 importance with which I regard this matter’, and he urged them to speak to 
Harrison or if necessary the secretary of the Treasury, Mellon.93

With call money rates on Wall Street reaching as high as 20 per cent, the 
outflow of funds from Europe to America rose to dangerous levels. By March, 
Norman estimated that $2 billion (£412 million) had gone to fuel the specula-
tion. A queue formed on Threadneedle Street of central bankers from Germany, 
Hungary, Greece, Denmark and Italy, all seeking accommodation from the Bank 
of England.94 But there was little that Norman could do to help, since borrowers 
would immediately use their credits to purchase dollars, thus transmitting the 
pressure back onto sterling. As it was, the Bank of England’s gold reserves, having 
risen slightly after the Bank rate rise in February, declined from £163.2 million 
on 12 June to £159.1 million on 26 June, to £149.5 million on 24 July and to 
£140.2 million on 7 August.95 This was well below the ‘Cunliffe minimum’ reserve 
level of £150 million, and several times that summer Norman warned the Bank’s 
Committee of Treasury that they were in sight of abandoning the gold stand-
ard.96 Unable to devise a solution of their own, the international bankers placed 
their hopes on a radical writing down of reparations and war debts, to alleviate 
pressure on the European exchanges. Inter-governmental debts were of course a 
political matter and intimately bound up with European security. But since the 
alternative appeared to be the collapse of the international monetary system, the 
bankers had no hesitation in demanding that the governments should act.

4.3 The contest over reparations

The Dawes plan, the interim reparations settlement adopted in August 1924, had 
been accepted by Britain and Germany only to end the Ruhr occupation. For the 
next few years, however, nothing was done to place reparations on a permanent 
footing. One reason was that Germany seemed well able to pay the Dawes annu-
ity, which rose in stages from a modest 1 billion RM (£50 million) in 1924–5 
to 2.5 billion RM (£122 million) in 1928–9, the first ‘standard annuity year’. 
Another was the recognition that nothing could be done until after the French 
parliamentary elections, the German Reichstag elections and the US presidential 
election, all of which were scheduled to take place between April and November 
1928. In Britain, Treasury officials, who were responsible for reparation policy, as 
well as Governor Norman looked forward to the complete suppression of inter-
governmental claims, which they regarded as the fons et origo of global financial 
instability. But they remained convinced that nothing could or should be done 
until Germany’s payment problems made further Dawes payments demonstrably 
impossible and Washington faced up to the need for a radical write-down of war 
debts.

The onset of the financial crisis in 1927 accelerated the timetable. Norman and 
Hjalmar Schacht, the Reichsbank President, attempted unsuccessfully to raise the 
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reparations issue at the Long Island conference of central bankers in July of that 
year. Eventually they agreed that nothing should be done for 18 months.97 But 
before the end of July, Governor Strong in New York, made known his anxiety 
about the precarious state of Germany’s international payments to Parker Gilbert, 
the Agent-General for Reparations.98 Gilbert, a former US Treasury official and pro-
spective partner at J.P. Morgan & Company, heeded Strong’s  warning. In October 
1927 he called on the German government to restrain public spending and bor-
rowing.99 Two months later, without consulting the Reparations Commission, he 
used his annual report to warn interested governments of approaching difficul-
ties for German external payments and the need for a final reparation settlement 
to remove the element of uncertainty surrounding the Dawes plan.100

While the British Treasury continued to deprecate action on reparations until 
the United States agreed to concessions on war debts, the Foreign Office sided 
with the bankers. Austen Chamberlain had been pressing Briand for two years to 
advance the date for evacuating Allied troops from the two remaining occupa-
tion zones of the Rhineland.101 He renewed his appeal after the Reichstag election 
in May 1928, won by a coalition of Socialist, Catholic Centre and Liberal parties 
over the extremists of left and right, and the French parliamentary election the 
same month, which strengthened the position of Poincaré, Briand and the mod-
erate centre-right. The Allied powers, he advised Briand, should reward the forces 
of democracy in Germany. Since France would not move on the evacuation of the 
Rhineland without some guarantee of continued reparation payments, he pressed 
for reparations and evacuation to be dealt with together.102

The superficial goodwill created by the Locarno agreements was now visibly 
threadbare. Germans made no secret that they had begun rearmament and 
intended in due course to pursue Anschluss with Austria and further territorial 
revision.103 Stresemann, encouraged by Chamberlain’s intervention, impatiently 
sought a settlement in the West to concentrate upon Germany’s more radical 
revisionist demands in the East.104 This made the French government all the 
more anxious over reparations. With tax burdens far above the ‘normal’ level of 
prewar times, French politicians regarded reparations as an essential source of 
revenue if taxation was ever to be reduced. They also looked to reparations as a 
means of constraining German industry, which enjoyed substantially lighter tax 
burdens than French industry on account of the recent hyperinflation and the 
absence of huge reconstruction charges, and would become still more competi-
tive if reparations were reduced or cancelled. Additionally they attached a moral 
significance to reparations, payment of which symbolized Germany’s guilt for 
the wrong done to France. So strongly did they hold this view that Parliament 
had made German reparation payments a condition of war debt payments to 
Britain and the United States. Nevertheless they recognized the benefits to be 
derived from replacing the Dawes plan with a definitive settlement. Ratification 
of the war debt funding agreements with the United States and Britain had been 
postponed since 1926 in the absence of a definitive reparation settlement with 
Germany, but time was running out. The American funding agreement would 
have to be ratified by July 1929, if France were to avoid a charge of $400 million 
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for its acquisition of surplus war material after the Armistice. And if it ratified the 
American agreement, it would have to proceed with the British agreement or face 
angry charges of discrimination.

As for the occupation of the Rhineland, the French had until now regarded it as 
a strategic necessity and a guarantee of reparation payments. But British pressure 
to normalize relations with Germany had taken its toll. Briand, always flexible as 
to means, was prepared to acquiesce in some territorial revision between Germany 
and Poland in the East, if this would pacify Germany. With the second occupation 
zone due to be evacuated in 1930 and the third and last zone in 1935 (so long as 
Germany had not repudiated reparations before then), Briand as well as Poincaré 
and their ministerial colleagues accepted that their hold on the Rhineland was 
a diminishing asset which should be used soon to secure a favourable repara-
tion settlement. They hoped therefore to exchange the immediate evacuation of 
the Rhineland for a firm German commitment to pay reparations, on the basis 
of which they could issue international bonds. The funds raised would be used 
to cover France’s war debt obligations, with a modest surplus left to  amortise 
the debt incurred in reconstructing its devastated regions. Germany, which 
depended upon foreign credit, would find its international credit- worthiness tied 
to continued reparation payments, and France would no longer need to occupy 
the Rhineland as a physical guarantee of payment. Officers of the General Staff 
remained uneasy about abandoning control of Rhineland bridgeheads. But they 
were now divided on the feasibility of controlling the large and populous hinter-
land in the event of a crisis and increasingly worried at the prospect of an aerial 
attack.105 Appeasing them with the proposal for a new inspection commission for 
the Rhineland, Briand pressed ahead, and on 16 September he joined the British 
and other interested delegates to the ninth League Assembly in calling for a new 
expert committee to produce a definitive reparation settlement concurrently 
with negotiations on the early evacuation of the Rhineland.106

On 11 February 1929 an expert committee comprising delegates from the coun-
tries interested in reparations convened at the Hotel Georges V in Paris. Schacht 
led the German delegation, Moreau the French delegation and Sir Josiah Stamp 
assisted by Lord Revelstoke, senior partner of merchant bank Baring Brothers, the 
British delegation. As in 1924, the American administration had agreed to the 
participation of US citizens, so long as it was clearly understood that they had no 
official standing and no right to discuss war debts. And as on the previous occa-
sion, the Europeans invited the chief American delegate, the Wall Street lawyer 
and company director, Owen D. Young, to chair the committee, hoping thereby 
to highlight for Americans their interest in the issue and bring closer the day 
when a comprehensive reparation-war debt settlement became possible.

The Young committee, as it was henceforth known, soon faced a crisis when 
Schacht offered to pay only 800 million RM (£39.6 million) unconditionally 
per annum: less than a third of the standard Dawes annuity. Moreau flatly 
rejected this offer and spoke ominously of keeping the French army indefinitely 
in the Rhineland. For nearly ten weeks the wrangling continued, with the British 
supporting Schacht’s view that reparations must be sharply reduced, and the 
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Americans, relying upon Parker Gilbert’s opinion that a definitive settlement was 
more important than a sharp reduction, leaning towards the French position. 
But when Schacht added to the tension by claiming that Germany could only 
pay more if it imported less and therefore proposed Treaty revision, including the 
return of German colonies, the Polish Corridor and Upper Silesia, negotiations 
ground to a halt.107

By this time the mark had become distinctly weak and the Reichsbank began 
to lose gold cover. The weakness was due primarily to the tug of Wall Street where 
the stock market boom drove interest rates skywards, and also to Germany’s cur-
rent account weakness, but it was aggravated by Schacht’s provocative comments 
and his refusal to raise his discount rate, which encouraged Germans to flee their 
currency. Schacht nonetheless accused the French of deliberately bearing the 
mark.108 This seemed plausible enough to British and American observers, and 
Norman, always suspecting the worst from France, offered rediscounting facil-
ities to the Reichsbank. But, in fact, so far from attacking the mark, the French 
government sought to avoid giving Germany the excuse to suspend reparation 
payments, and French commercial banks by and large maintained their balances 
in Germany.109 Behind the scenes, Briand worked for a settlement.110

Schacht soon found himself under pressure from several quarters. The German 
commercial banks, dependent for at least 40 per cent of their working capital upon 
foreign short-term balances, broke with him and appealed to Young for a settle-
ment. The German government also sought an end to the crisis. With Young, 
supported by Morgan and Governor Harrison, warning both Schacht and Moreau 
that the New York market would be closed to them until a reparation settlement 
was reached, Schacht gave way.111 By now, not only the German authorities but 
also the British, French, Italian and especially the American bankers had become 
extremely nervous about the impact of a breakdown of negotiations upon the 
international payments system. Stamp found himself under almost as much pres-
sure as Schacht to accept higher reparation payments. He resisted instructions 
from London, going so far as to threaten to resign from the committee. But as he 
acknowledged to Young, the British government’s final word was ‘whatever he 
did he must not break with the Americans.’112 Once Schacht backed down, Stamp 
therefore did so as well. Young then turned to Stamp to draft the plan, observing 
that Stamp knew his views and could express them rather better than him. ‘Yes, 
Josiah, you have got to write it’, added J. P. Morgan. ‘All right, Mr. Morgan’, Stamp 
replied, ‘I will write it if you will underwrite it.’113

The Young plan, largely the handiwork of the master statistician Stamp, consti-
tuted a remarkable synthesis of virtually incompatible objectives, which deserved 
more respect than it received then or later.114 In fixing a standard annuity of 
2.05 billion RM (£100 million), it promised sufficient payments to cover all of 
Europe’s war debt obligations while leaving a modest solde for France. The div-
ision of reparations into a conditional tranche, which remained a fixed obliga-
tion but could be paid into a closed account if the mark exchanges were too 
fra gile for large-scale transfers into foreign currencies, and a much larger 
unconditional tranche, made it possible to reconcile French and British aims. 
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France was allocated the largest part of the unconditional tranche. Not only was 
it scheduled to be paid within a shorter period of time than the conditional 
tranche, but, being unconditional, it also opened the possibility of being ‘com-
mercialized’ through an international bond issue. Britain, accorded 22.8 per cent 
of reparations in the Spa agreement of 1921, accepted a 19.4 per cent share of the 
payments under the Young plan. This appeared to be a major concession. But by a 
subtle manipulation of the schedules, Stamp had seen to it that Britain obtained 
a relatively greater share of payments in the early years of the new scheme, what 
he called ‘the period of reality, viz. the next ten years.’ Assuming an interest 
rate of 5.5 per cent, Britain stood to lose £2,020,000 per annum over the whole 
37 years of the plan, but in the first 10 years the losses would be marginal and 
even in the first 20 years it stood to lose only £580,000 per annum, a sacrifice 
of barely 3 per cent of its reparation receipts.115 Since, as Stamp observed, no one 
in Britain seriously expected reparations to continue more than ten years longer, 
the chances were that it would do fairly well out of the Young plan, despite the 
appearance of sacrifice.116

Stamp could also report two other welcome innovations. Under the Dawes plan, 
France, Italy and Belgium had received a large fraction of their reparation pay-
ments in the form of deliveries in kind. During the fourth Dawes year (1927–8) 
alone, deliveries in kind to France amounted to no less than 478 million RM: 
nearly 37 per cent of French reparation receipts and fully 72 per cent of total 
French imports from Germany.117 British merchants and industrialists strongly 
objected to deliveries in kind, claiming that they constituted a disguised prefer-
ence and distorted international trade.118 German deliveries in kind to Italy were 
equally contentious. South Wales colliery owners, having supplied the Italian 
state railways’ annual requirements of 3 million tons before the war, had lost the 
whole of this market to German reparation coal and angrily demanded their sup-
pression.119 As it happened, the French authorities themselves were of two minds 
about deliveries in kind. Access to German industrial equipment had accelerated 
the reconstruction of war-damaged regions and drew the two countries closer 
together. But French industrialists had also strongly protested against deliver-
ies in kind, and French politicians, liberals all, regretted the continued need for 
large-scale public projects with which to absorb the German goods rather than 
taking reparations in cash which could be used to reduce taxes.120 Stamp was 
therefore able to secure agreement that under the Young plan deliveries in kind 
would be halved immediately and eliminated altogether in ten years.

More controversially, Stamp had seen to it that the schedule of uncondi-
tional payments corresponded exactly with the European powers’ schedule of 
war debt payments to the United States, and moreover that a provision was 
included whereby any war debt reduction would automatically trigger a cor-
responding reduction in reparations.121 Ever since the Armistice, the European 
powers had sought to establish an identity between reparations and war debts 
in the hope of persuading Washington to recognize the connection between 
them and join in a collective settlement. The American authorities had vigor-
ously denied any such connection, claiming that reparations were a political 
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charge imposed by the Allied powers upon Germany whereas war debts were 
freely contracted obligations and hence wholly different in origin and legit-
imacy. On hearing that the experts in Paris planned to align reparations and 
war debts, Henry Stimson, secretary of state in the new Hoover administra-
tion, and Andrew Mellon, the secretary of the Treasury, fired off angry protests 
to Young.122 Like most New York-based businessmen, Young and his deputy, 
the banker J. P. Morgan, were not unsympathetic to the Europeans’ stratagem. 
Indeed, according to Stamp, Morgan had muttered, ‘ “Damn Washington” and 
seems rather to glory in the prospect of a row.’123 Young, however, was deeply 
offended at the charge that he had betrayed American interests and angrily 
replied that he was in no position to tell the Europeans how much they could 
demand from Germany. Since Washington had insisted upon his total inde-
pendence from government, it could hardly complain now of his work.124 This 
brought a grudging acknowledgement from Stimson, and Stamp got his way on 
the alignment of reparations and war debts. The embarrassment displayed by 
Washington arguably demonstrated the importance of his achievement. But 
it also confirmed that however compelling the evidence of a link between the 
obligations, Europe could expect no relief from Washington for the foreseeable 
future.

This as it happened was only one reason why the Young plan, albeit skilfully 
devised, came nowhere near to meeting the urgent requirements of the time. 
In August 1929 a diplomatic conference gathered at The Hague with the dual 
remit of approving the plan and settling the terms for the early evacuation of 
the Rhineland. The French arrived hopeful that their concession of evacuation 
would ensure an early agreement. But as reparations were to be discussed, the 
United States stayed away. And Britain was represented by Philip Snowden, the 
chancellor of the exchequer, who clearly did not grasp Stamp’s accomplishment 
and, unthinkingly Francophobe, exploited the occasion to demonstrate his readi-
ness to battle for exclusively British interests. By his own lights, he succeeded 
magnificently. Instead of winding down deliveries in kind over ten years, as called 
for in the Young plan, he secured agreement on their rapid and complete suppres-
sion. He also pressured the French, Italians and Belgians into restoring 80 per 
cent of the concession Stamp had made by accepting a reduction in Britain’s Spa 
percentage of reparations. This meant a nominal gain for Britain of £1.9 million 
annually or £30 million over the life of the plan.125 The British press presented 
this as a huge victory. As Beatrice Webb wrote in her diary,

Snowden’s amazing press – ‘God be thanked for Snowden’ is the refrain – is a 
revelation of the deep-down and ever-growing resentment against the gross 
and cynical and self-seeking of France, accentuated by envy at her continued 
prosperity.126

However, despite the cheering in London, the agreements reached at The 
Hague failed woefully to meet the urgent needs of the international crisis. 
In the first place, the new reparations settlement did little to alleviate the 
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increasing global imbalances. The standard Dawes annuity from 1929 would 
have required Germany to pay annually 2.5 billion RM (£122 million); the 
average Young annuity required payments of 2.05 billion RM (£100 million), a 
reduction of 20 percent, and in the first five years (August 1929–August 1934) 
the relief would be closer to 30 per cent. But this still left Germany with a 
potentially serious current account problem.127 The new plan also reduced the 
element of flexibility in the payments scheme. The Dawes plan contained a 
transfer safeguard clause that allowed Germany to suspend foreign payments 
in the event of exchange difficulties. Under the Young plan, Germany was 
obliged to transfer one-third of the payments ‘unconditionally’, whatever the 
state of its foreign exchanges.

More importantly, the concession of a moderate reduction in reparations, the 
early withdrawal of the last remaining troops from the Rhineland, and the fail-
ure even to discuss a new inspection commission for the region served merely 
to incite German demands for further Treaty revision. Alfred Hugenberg, a 
wealthy newspaper publisher, had taken control of the conservative National 
People’s Party (DNVP) after its dismal showing in the May 1928 Reichstag elec-
tion had left it practically bankrupt. Shortly after publication of the Young plan, 
he exploited Schacht’s increasingly shrill condemnation of the plan to revive the 
claim that Germany was being enslaved by the Allies’ financial demands and 
called for German politicians who accepted it to be charged with treason. He 
also invited Hitler to share the DNVP platform, thus enabling the Nazi leader to 
emerge from obscurity and gain access to a large, ‘respectable’ audience for the 
first time in his career. With the German economy in decline since the previ-
ous November and unemployment ominously rising, Hugenberg’s Nationalists 
and Hitler’s Nazis demanded a referendum on reparations, which they made a 
convenient tool for explaining the soaring unemployment and embarrassing the 
democratic parties of government.128 Delegates at the Hague conference agreed 
on completing the evacuation of the Rhineland by the spring of 1930. A year 
earlier, German statesmen might have hailed this as a major achievement. But it 
had been anticipated since the Young plan negotiations began, and amidst the 
controversy over future reparation charges the Allied powers gained little credit 
for acceding to it.

The one major innovation to emerge from the negotiations was the decision 
to create a new international institution, the Bank for International Settlements 
(BIS). The proposal for the bank was first made on 21 February 1929 by the Belgian 
delegate to the expert committee, the financier Emile Francqui, who envisaged an 
institution devoted to the collection, transfer and distribution of reparations, the 
financing of deliveries in kind, and the commercialization of reparations through 
bond issues, and serving so far as possible to remove the element of politics from 
the reparation regime.129 Schacht, probably hearing of Francqui’s proposal, had 
immediately come forward with a far more ambitious scheme whereby the bank 
would transform the promise of reparation payments into collateral for large loans 
intended to stimulate international trade.130 Members of the American delegation 
were shocked at the audacity of Schacht’s proposal, but naively imagined that it 
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might remove reparations from politics and proceeded to outline a more modest 
scheme wherein the bank would replace the Reparation Commission and Transfer 
Committee while undertaking limited lending functions.131

Stamp leaned to Schacht’s side on the bank proposal and against the rela-
tive complacency of the Americans. A leading member of the Stable Money 
Association, Stamp had become increasingly anxious about the relentless decline 
in world price levels. If something were not done soon to reverse the trend, he 
believed, the deflationary pressure would severely damage the world economy 
and ultimately bring down the gold standard itself.132 Upon taking responsibility 
for the draft BIS plan on 11 March, therefore, he sought to ensure that the bank 
would have the capacity to play an important role within the international mon-
etary and payments system.133 By acting as a clearing-house for both reparations 
and war debts, it would reduce the volume of international payments and the 
consequent risk of exchange instability. By managing the transfer of reparation 
payments, it would go some way to compensate for the greater rigidity of the new 
reparation arrangements. By holding balances in marks and reinvesting a portion 
of them in the German economy, it would ‘forestall ... circumstances which might 
of themselves lead to a transfer postponement.’ Eventually, he hoped, it would go 
beyond this and contribute to the stability of the international monetary system 
by providing a clearing-house for central bank gold transfers, creating liquidity 
and serving as the central bankers’ lender of last resort.

The use of the Bank’s credit by central banks within moderate limits and over 
short periods may in time become a normal function scarcely different in its 
exercise from the use of central bank credit by banks and bankers. All cen-
tral banks, for ordinary exchange operations or for other purposes, would fre-
quently find it advantageous to make use of the facility.134

This unfortunately was wishful thinking. Effective central bank cooperation and 
the use of BIS assets to augment world liquidity required the participation of the 
US Federal Reserve authorities. But Hoover had already decided that the proposed 
bank was a ‘menace’ to the United States,135 and Stimson made brutally clear to 
the American experts in Paris that Washington would tolerate no connection 
whatsoever between the Fed and an international bank engaged in rep aration 
transfers.136 Young and Morgan appealed to the eminent Republican, Elihu Root, 
in an effort to counter Washington’s opposition. To no avail. Washington flatly 
opposed the Fed’s involvement and acquiesced with ill grace when a consor-
tium of commercial banks led by J.P. Morgan eventually agreed to represent 
American interests on the board of the BIS.137 But without the involvement of 
the Fed, the new bank could scarcely moderate or reverse world deflation by 
supplementing central bank reserve assets. Nor could it hope to supplement the 
commercial banking system through credit raised on the basis of reparations, 
since the national treasuries of the recipient countries were not prepared to forgo 
reparation receipts or leave their transfer to the discretion of an independent 
institution.
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This was as true of the British Treasury as its counterparts elsewhere.138 The 
chancellor, Snowden, ignorant of the potential importance of the BIS proposal, 
was concerned only that it might become a competitor to the City of London. 
He therefore passed on the task of representing British interest in the bank pro-
posal largely to Norman.139 Norman had initially been enthusiastic about the BIS 
proposal, seeing in it a potential solution to the looming financial crisis. But he 
allowed his attitude to be prejudiced by Schacht, who turned against the pro-
posed bank upon joining the Nationalists in their campaign against the Young 
plan. Norman therefore devoted his energies to blocking French control of the 
proposed bank and ensuring some American participation, for which he was pre-
pared to jettison the more ambitious elements in Stamp’s proposal.140

The BIS, which formally opened its doors on 17 May 1930, marked a small 
step towards central bank cooperation. In June 1931 it acted as lender of last 
resort to the Reichsbank when it mobilized short-term credits provided by other 
member central banks.141 But with capital of under $100 million (£20.5 million), 
of which only $21 million (£4.3 million) was paid up – less than one-tenth the 
capital of the Chase National Bank of New York – it was scarcely up to the task of 
 addressing the global financial crisis then under way. Essentially it was no more 
than a  central bankers’ club: exclusive of course, but also marginal to the terrible 
challenge then facing the international monetary and payments system.142

The Hague conference in August 1929 brought Franco-German relations to a 
crossroads. France, pressured by Germany and Britain, conceded an early end to 
the military occupation of the Rhineland. Military control of the bridgeheads, 
so insistently demanded by Marshal Foch, was forsaken without even the quid 
pro quo of monitoring, periodic inspections or other guarantees, which Briand 
and Poincaré had initially insisted upon. France’s hope that reparation payments 
might be ‘commercialized’ through an international loan and Germany forced 
to continue payments to maintain its international credit-worthiness had also 
been passed over. Here too British and American cooperation was essential, since 
a loan on the scale envisaged required the active participation of their financial 
markets. But the Anglo-Saxon powers, while very possibly prepared to under-
write a loan to Germany, would certainly not do so if its main purpose was to 
facilitate reparation payments to France. The prospect for continued reparation 
payments was therefore sharply reduced, now that France had abandoned any 
direct influence over Germany and German opposition to further payments was 
rapidly mounting. The Locarno era was thus approaching its end, and in the 
absence of an adequate security framework it threatened to give way to an inter-
national political crisis comparable to the economic crisis already threatening 
the world.143

4.4 Herbert Hoover: Aggressive isolationist

Hoover, who became the thirty-first president of the United States in March 1929, 
seemed in many ways uniquely qualified for leadership of the greatest capital-
ist power in the world. Born in the Quaker settlement of West Branch, Iowa, 
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orphaned as a boy and brought up in modest circumstances in California, he 
was the personification of the American rags to riches story. Having obtained a 
geology degree at Stanford University, he had travelled widely, living for a time 
in Australia, South Africa, China and England, and by 1914 he had acquired a 
fortune as a mining engineer, developer and speculator. Soon after the outbreak 
of war, he took charge of food relief to Belgium, and in 1917 he successfully lob-
bied for the post of United States Food Administrator. His reputation as success-
ful businessman, humanitarian and administrative genius thus established, he 
joined the Harding administration as secretary of commerce in 1921. Serious, 
sober and something of a workaholic, he soon transformed the department from 
an administrative backwater into a large, well-managed agency for the promotion 
of domestic and foreign trade.

American historians, revisiting his career, have sympathetically portrayed him 
as a ‘forgotten progressive’ and ‘independent internationalist’ whose approach 
to foreign policy was characterized by ‘balance and perspecuity [sic]’.144 Yet in 
fundamental respects his outlook scarcely differed from that of his Republican 
predecessors. The first president from west of the Mississippi, he shared the west-
erners’ tendency to regard Europe as the antithesis of America. His stay in prewar 
London seems to have impressed him only with Britain’s imperial power, and his 
time as the wartime director of food relief in Belgium, Russia and Eastern Europe 
left him convinced of Europe’s singular propensity for aggression, brutality and 
ideological extremism.145 Europe, he warned an audience of American engineers 
in 1920, was a dangerous place: ‘Every wind that blows carries to our shores an 
infection of social disease from this great ferment; every convulsion there has an 
economic reaction upon our own people.’146 His seven years at the Commerce 
Department revealed a man at once able and energetic, but also ambitious, self-
advertising and aggressively isolationist.

Within months of becoming commerce secretary, Hoover called for curbs on 
American lending to Europe. Albeit opposed to government interference in busi-
ness as a general rule, when it came to Wall Street bankers and Europe he favoured 
government controls. His proposals to restrict lending to force a repar ation settle-
ment upon Germany, war debt settlements upon the allied powers and disarma-
ment upon France, and his threat to denounce J.P. Morgan & Company’s excessive 
involvement in Europe went well beyond the policy favoured by his Cabinet col-
leagues.147 Before the issue was settled, he embarked upon a  speaking tour of 
the mid-West, where he repeatedly thundered against any concessions on war 
debts.148 Economists and New York bankers pointed out that the Administration 
could not have it both ways, raising the tariff against foreign goods while  insisting 
upon full payment of its foreign claims.149 Hoover shrugged off their criticism 
and basked in the support he received from the rest of the country. As the Chicago 
Daily Tribune gleefully put it, ‘Hoover talks American’.150 Hoover summed up his 
view in reply to an admiring correspondent:

many thanks indeed for your letter on my Toledo speech. If we can get away 
from the continental propaganda and bunk that this debt cannot be paid, or if 
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it is paid it will have to be paid in goods which will be an injury to us, we will 
be in a position to talk sense over it all.151

In the mid-1920s he launched a campaign against the British Stevenson plan to 
regulate rubber prices and other foreign price-stabilization schemes for commodi-
ties such as coffee and potash. J.P. Morgan and other investment bankers were 
broadly sympathetic to these schemes, recognizing that the long-term investment 
required to bring the plantations or production facilities to fruition might not be 
forthcoming without the assurance of a reasonable return. But Hoover knew his 
audience, particularly the tyre manufacturers of Ohio. He therefore railed against 
the European monopolists as well as the East Coast bankers who supported them, 
while passing over in silence the price-fixing arrangements for copper, tin, baux-
ite and other commodities that American firms had organized offshore under 
the Webb-Pomerene Act.152 Hoover’s aggressive action attracted a good deal of 
adverse comment in Britain and elsewhere in Europe. In the United States, his 
narrow nationalism and visceral hostility to Wall Street prompted J.P. Morgan 
to lead an attempt to block his nomination as the Republican party’s presiden-
tial candidate in 1928.153 But Hoover would not be deterred, and the moment 
Coolidge indicated that he might not run again, he seized the oppor tunity to 
thrust himself forward.

On the face of it, the 1928 presidential election campaign was exclusively a 
domestic affair, with the outcome decided by the personalities of the two candi-
dates. Historians have generally agreed that specific policy issues played a minor 
part in the contest and foreign affairs even less.154 At a visceral level, nonetheless, 
international relations were centrally involved, since the two candidates repre-
sented a radical alternatives in the United States’ relationship to the rest of the 
world. The Democratic candidate, Al Smith, was a controversial choice. Governor 
of New York and a Catholic who favoured repeal of the eighteenth Constitutional 
amendment prohibiting the production or sale of alcoholic drink, Smith had 
been associated with the political machine at Tammany Hall and drew on sup-
port from tycoons such as fellow Catholic John J. Rascob of General Motors. Most 
commentators singled out his Catholicism and his views on drink as his chief 
liabilities, and no doubt they were a disadvantage in the mid-West and South. 
But Walter Lippmann was probably correct in pointing instead to his connection 
to New York: the most ‘European’ of American cities, with the largest number 
of recent non-English speaking immigrants from Eastern and Southern Europe, 
and the financial capital of the country.155 Certainly it was this combination that 
made him the embodiment of everything that small-town American feared and 
loathed.

Hoover, the Republican candidate, seemed the very opposite, with his  prairie 
origins and California home, his Quaker faith and support for prohibition, his 
flat, unemphatic manner of speaking and his repeated claim that he sought to 
defend the American way of life. While he personally refused to encourage big-
otry during the campaign, his campaign manager saw to it that the press reprinted 
earlier statements by him affirming that Catholicism was alien to American 
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values. Meanwhile leading members of the Republican campaign team assidu-
ously promoted fears of ‘rum and Romanism’ to mobilize a ‘Christian  coalition’ 
against Smith.156 The two men thus appeared to offer voters the choice between 
a return to Wilsonian internationalism or the continuation of tried and true 
isolationism.

Hoover devoted only one of his seven full-scale campaign speeches to foreign 
affairs when on 6 October he spoke at Elizabethton, Tennessee, a small town in 
the Appalachian hills strategically located for radio broadcasting, which figured 
for the first time in a presidential election. The theme of his speech was the 
Kellogg-Briand peace pact on the outlawry of war, an affirmation of good inten-
tions which the United States and some forty other countries had signed the pre-
vious year. Hoover reaffirmed his commitment to peace. Yet this Quaker advocate 
of European disarmament insisted upon armed forces for the United States great 
enough to protect it ‘from even the fear’ of foreign invasion, and affirmed his 
support for the current Navy bill authorizing the construction of an additional 
fifteen 10,000 ton cruisers and one aircraft carrier.157

Meanwhile, Hoover’s Republican allies insistently thrust the tariff issue to the 
forefront of the campaign. A victory for Smith, they warned rural voters, would 
mean a return to the Underwood Tariff of 1913, exposing American producers to 
the destructive forces of foreign competition.158 Smith, thrown onto the defensive, 
affirmed his support for the present tariff,159 and threatened to make inroads on 
Republican support in the mid-West when George Norris, the Republican senator 
for Nebraska, chose to back Smith after he endorsed the McNary-Haugen bill for 
stabilizing agricultural prices. Hoover, however, upped the ante and,  reversing his 
earlier position, promised a special session of Congress on farm relief if  nothing 
was agreed before the end of the present session of Congress in March 1929.160 
Desperate, the Democrats revived an old rumour that Hoover had become a 
British citizen when living in London before the war, circulating photocopies of 
an electoral roll from Kensington that allegedly bore his name. Nothing could 
have discredited Hoover more than proof of a British connection. As Willmott 
Lewis of the Times noted,

There is, for all who know him, an almost comic inaccuracy in the ascription 
to Mr. Hoover of ‘pro-British’ tendencies, but in a country the nationalism of 
which grows more assertive year by year, it is so good a stick to beat him with 
that it will not lightly be laid aside.161

Smith, however, chose not to pursue the charge, which anyway came too late to 
affect the outcome of the campaign.

Hoover’s final speeches, to a packed house at Madison Square Gardens in 
New York and in a broadcast address from St Louis, Missouri, dwelt upon ‘the 
constructive side of government’, which, treated in isolation, could almost be 
taken for an endorsement of the progressive tradition of public regulation in the 
interests of democracy and social justice. But once again Hoover reaffirmed his 
belief in the superiority of purely voluntary regulation, and represented himself 
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as the defender of American free-market capitalism against his opponent’s alien 
alternative. Thus, he suggested, voters faced a stark choice between ‘the American 
system of rugged individualism and a European philosophy of diametrically 
opposed doctrines – doctrines of paternalism and state socialism’, which would 
‘destroy the very foundations of freedom and progress upon which the American 
system is builded [sic].’162

Four days later, Hoover gained a startling victory, the largest in American his-
tory, winning 40 of 48 states, including 6 in the hitherto solidly Democratic 
south along with New York where upstate Republican support exceeded urban 
Democratic majorities.163 With increased Republican majorities in both houses 
of Congress, Hoover was in a strong position to govern as he wished. Yet the 
size of his majority owed much to Protestant nativist voters, who would expect 
their rewards. And despite his occasional affirmations of America’s membership 
in the international community, the campaign had confirmed his deep-seated 
isolationism. As Lewis of the Times warned readers,

The next President, it would be well to remember, is as completely and unmis-
takably an American as Coolidge, and with a dash of the aggressive in his 
patriotism which is lacking in the present occupant of the White House. His is 
a conception of America romanticized by long residence abroad. For him the 
American way, whether it be political, social, or religious, is better than any 
other way, and in its essence different and superior. To call him, as some of his 
stupid opponents have called him, an ‘internationalist’ is to misunderstand 
him completely, unless the word is distorted to mean a belief that the universe 
could with advantage be remade after the American model. The American 
standard and manner of living must be jealously[sic] and fiercely preserved 
and nurtured behind barriers, until the distant day when all the world has 
been won to them or has accepted them.164

In the next six months, Hoover took two steps that added to foreign unease at 
his election. The first was a six-week tour of Latin America, during the long wait 
for the inauguration in March 1929. In speeches at San Salvador, Managua, Lima, 
Santiago, Buenos Aires and elsewhere, he affirmed his commitment to a new rela-
tionship based upon equality and mutual respect between the United States and 
its Latin neighbours, and repudiated any claim based upon the Monroe doctrine 
to interfere in their affairs. The United States, he said, rejected imperialism. Latin 
American audiences welcomed his assurances,165 but in Europe and elsewhere 
his tour added to speculation that, in the words of Pierre-Etienne Flandin, vice-
 president of the French Chamber of Deputies, the United States was embarking 
upon a ‘huge imperialistic expansion’.166 Since, as it seemed to many obser-
vers, Hoover was first and foremost the steward of America’s capitalist system, 
and its surge in postwar exports seemed proof enough that its domestic market 
was practically ‘saturated’, the logical inference seemed to be that Washington 
was now turning as a priority to Latin America as an outlet for its surplus pro-
duction. In Britain, continental Europe, Japan and elsewhere, speculation was 
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already widespread of a world carved into economic blocs: an Imperial British, 
a European, a Soviet, an Asian led perhaps by Japan or Russia and an American 
bloc. Having fuelled this speculation by his South American tour, Hoover pro-
ceeded to add urgency to it three days after his inauguration by calling a special 
session of Congress to review America’s tariff and measures for assisting farmers 
and manufacturers.167

No act in modern times was fraught with greater danger – or more thoroughly 
misconstrued – than Hoover’s decision to reconvene Congress on 15 April 1929. 
American historians, accepting Hoover’s version of the story, almost invariably 
represent him as taking the decision reluctantly, regretting the Congressional call 
for sharply increased protectionism, but eventually acquiescing it in June 1930, 
after the world depression was already underway and many other countries had 
raised their tariff barriers against American goods.168 In fact, however, Hoover 
was aware of what was in store long before the process began. As Willmott Lewis 
wrote from Washington in December 1928,

He knows, because his friends have informed him during his absence in Latin 
America, that the special Session, nominally to be devoted to farm relief, would 
soon proceed to a general upward revision of the tariff, for most of ‘the boys,’ 
as they are called, are ‘running hog-wild’ on this subject, and the ‘lobbyists’ 
are already here in battalions.169

Economists, international bankers and other liberal critics, largely in New York, 
warned of dire consequences if the Administration enacted the Congressional 
bill.170 Irving Fisher, the Yale economist, wrote to Hoover pointing out that the 
United States had a trade surplus of about $700 million when Wilson reduced the 
tariff 15 years earlier. With a surplus now of over $1 billion, this was no time to 
be raising the tariff:

The policy of paying one debt by creating another debt can not go on for-
ever. More and more our industries are going into large-scale production. The 
economies of this method can be maintained only by selling our standardised 
goods in increasing quantities to nations that are willing, and permitted, to 
exchange for them their own specialized products. As McKinley said, we can-
not forever sell everything and buy little or nothing.171

However, despite hopes in liberal circles that Hoover would restrain Congress 
from going beyond farm relief, he merely stood aside. As a result, the bill reported 
out of the House of Representatives on 31 May 1929 contained proposals for a 
massive across-the-board increase in the tariff schedule.

This was an extraordinary, even perverse, outcome. American farmers, whose 
plight had prompted action in the first place, had little to gain from the bill, since 
foreign exporters were likely to absorb the duties to enter the American mar-
ket, while American agricultural exporters would face even lower prices abroad. 
In any case, what small advantage they gained from protection was likely to be 
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more than offset by higher costs of machinery and supplies. Nor were American 
manufacturers suitable candidates for increased protection. Not only did they 
dominate their domestic market, but they were also making rapid inroads into 
overseas markets. In fact, maintaining, let alone raising, the American tariff was 
inappropriate, in light of the country’s large and growing current account surplus 
and the already acute dollar shortage elsewhere in the world. Already by 1928, 
as we have seen, the trend towards globalization had been halted and a number 
of countries had raised their tariffs or planned to do so. Perhaps if Hoover had 
displayed opposition to Congressional tariff plans, something might have been 
done to halt the trend. But the Congressional demands were no more than the 
culmination of a process that had begun when the Republicans regained office 
in 1921 and chimed with Hoover’s reputation for aggressive nationalism. Foreign 
countries therefore chose not to wait for the bill to be enacted before reacting 
diplomatically or in kind.

In the summer of 1929, every important trading nation in the world, with the 
sole exception of Britain, formally protested to Washington against the threat 
of the Congressional bill.172 The Canadian minister of commerce and finance 
called for an Empire-wide trade agreement among the British countries as a 
retaliatory measure, and received support from nearly every chamber of com-
merce and business association in Australia, New Zealand, South Africa, Canada, 
India and the West Indies.173 Congressional demands for draconian increases in 
duties on ‘luxury’ imports such as silk, lace, couturier clothing and accessories 
could scarcely have been better calculated to prejudice the export trade of par-
ticular countries such as Japan, Switzerland and France.174 Predictably, prominent 
French politicians and businessmen urged immediate action to defend Europe 
against American hyper-protectionism. In several countries, including Spain, 
Italy and Switzerland, popular demonstrations or boycotts were mounted against 
American commercial products. American motor cars, the most visible symbol of 
the American ‘invasion’, became targets of physical attack.175

The bill was briefly stalled in Congress by an alliance of liberal Republicans 
and Southern Democrats, and Hoover did not finally sign it into law until 17 June 
1930. But as early as January 1930 no fewer than 14 of 27 countries in Europe 
had raised their tariffs, and of the remaining 13, 7 were planning to do so. The 
same trend was evident outside Europe: Australia, Canada, India, Egypt and 
Turkey among other countries had also prepared or implemented substantial tar-
iff increases.176

The Smoot-Hawley Tariff has always had its defenders in America. Hoover him-
self justified it by pointing to the ‘flexible provision’, introduced in the Fordney-
McCumber Tariff, which permitted the president or the Tariff Commission to adjust 
duties to changing conditions. In fact, however, this provision had generally been 
used to increase protection since 1922, and there was no reason to think it would serve 
the opposite purpose in Hoover’s hands.177 More recently, one prominent economist 
has argued that the tariff encouraged import substitution and by implication was 
an appropriate short-term response to the slump.178 But this puts the cart before the 
horse, since the tariff was initiated in a time of prosperity and helped bring on the 
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slump rather than being a response to it. Two other economists argue that at most 
it could have had only a marginal impact on the American economy, since merely 
8 per cent of domestic output was exported.179 Another economist goes further 
and argues that the Smoot-Hawley tariff increased the percentage of goods enter-
ing America free of duties and provoked practically no foreign retaliation. Hence, 
‘one can ... make a plausible argument that Smoot-Hawley struck a blow for trade 
liberalization and freer trade.’180 In fact, however, the increase in duty-free goods 
was marginal: 66.6 per cent in 1931, the first full year of the Smoot-Hawley tariff, 
versus an average of 63.8 per cent under the Fordney-McCumber tariff (1922–3) 
and 66.3 per cent under the Democrats’ Underwood tariff (1913–22). At the same 
time the ratio of all duties to total dutiable imports rose sharply: from 27 per cent 
under the Underwood tariff, to 38.5 per cent under the Fordney-McCumber tar-
iff and 53.2 per cent under the Smoot-Hawley tariff in 1931; and the ratio of all 
duties to free and dutiable imports combined rose practically as much: from 9.1 
per cent under the Underwood tariff, to 14 per cent under Fordney-McCumber 
and 17.8 per cent under Smoot-Hawley in 1931.181 This was a massive rise, with 
calamitous results.

Since 1924, world economic growth had been sustained largely by the expan-
sion in international trade, which increased at twice the rate of aggregate output. 
The Smoot-Hawley tariff, or more precisely the threat of the Smoot-Hawley tariff, 
which coincided with the crisis over global imbalances, severely damaged inter-
national trade which in turn accelerated the decline in commodity price levels. 
Foreign producers, lacking alternative markets, were generally prepared to pay 
the extra duties to sell their goods in the United States. But few countries would, 
or in some cases could, tolerate the additional burden on their external payments. 
While scarcely any of them were prepared to retaliate by openly discriminating 
against American exports, they joined a general flight into protectionism, which 
began immediately after Congress adopted the preliminary tariff bill on 30 May 
1929. Although the United States was less dependent upon foreign trade than any 
other developed country, it could not escape the disastrous combination of col-
lapsing world trade and intensifying world price deflation. With protectionism 
on the increase almost everywhere, the era of globalization was over.

4.5 The Wall Street Crash of October 1929

The Crash of 1929 has become identified so completely with the onset of the 
world slump that to suggest it was neither the first nor the most important factor 
in the making of the great interwar crisis must seem at first glance  implausible. 
There are grounds for claiming that this is nonetheless the case. As we have seen, 
in the spring of 1928 the Federal Reserve Banks had sought to halt the diversion 
of credit from productive enterprise into stock market speculation by collectively 
tightening the money supply and raising interest rates. Their actions, however, 
failed to have the desired effect because the funds fuelling the stock market 
boom no longer came mainly from Federal Reserve member banks. Member 
banks had reduced securities loans as a fraction of their total lending from 1927, 
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to service important business customers. The funds for financial speculation 
came instead from American corporations such as US Steel, General Motors, 
AT&T and Standard Oil of New Jersey, which switched their large cash balances 
out of time deposits to take advantage of the much higher interest rates offered 
on call loans, and from overseas banks and corporations which were similarly 
drawn to the 7 per cent or more available on ostensibly low-risk, short-term call 
loans. Corporate time deposits increased from $1.9 billion in 1919 to a peak of 
$6.9 billion in June 1928. At this time, interest rates on call loans rose above 
7 per cent. Thereafter corporate time deposits with banks declined, while cor-
porate lending to brokerage houses sharply increased to at least $5 billion in 
September 1929, funding over 60 per cent of the call loan market.182 Brokers thus 
continued to encourage speculation by allowing their clients to purchase shares 
on a mere 10 per cent margin and financing the balance by short-term borrowing 
in the call money market. On the eve of the Crash, brokers’ loans and bank loans 
made directly to investors reached perhaps $15.7 billion or 18 per cent of the 
value of all listed stocks on the New York Stock Exchange.183 Compared with the 
brokers, the commercial banks showed restraint on the loan front. But the banks 
nevertheless contributed importantly to the boom by switching their underwrit-
ing activity from productive enterprise towards new investment trusts. In the 
later 1920s, new trusts appeared on an almost daily basis. They were promoted 
as a contribution to industrial finance and as suitable vehicles for the cautious 
investor who could spread his risk over a wide portfolio of blue-chip shares. In 
fact, since they raised no new money for industry or commerce, they contributed 
nothing to the real economy, while their proliferation stimulated demand for 
existing shares, whose prices were driven skywards.184

The New York stock markets, already well up since April 1928, surged ahead 
on news of Hoover’s election victory in November. US Steel, jewel in the crown 
of J. P. Morgan’s industrial-financial empire, had traded at $85 only five years 
earlier; it now reached $179.5. General Motors shares, which had traded as low 
as $51 in 1923, rose above $600, adjusted for stock splits and dividends. RCA, or 
‘Radio’, the most glamorous share on the market, rose in the same period from 
$26 to over $400.185 The Dow Jones Industrial Index, a weighted average of the 
most important stocks on the New York Stock Exchange, reached a year-end high 
of 300, up 50 per cent from a year earlier and almost five times higher than 
in August 1921.186 During the first five months of 1929 the markets fluctuated 
uncertainly. The Federal Reserve System’s policy of tighter and dearer money had 
adversely affected American manufacturers and farmers, who directed their frus-
tration at Wall Street. Antagonism increased in late March when the stock market 
abruptly declined and call money rose to 20 per cent. Charles Mitchell, chairman 
of the City Bank of New York, with the tacit encouragement of the New York Fed, 
signalled his willingness to accommodate brokers embarrassed by the sudden 
drying up of the call loan market.187 Mitchell’s intervention forestalled the need 
for brokers to issue their clients with new margin demands and the possibility 
that distress selling would drive the market into an uncontrollable tailspin. But 
it provoked intense criticism in Washington and small-town America. From their 
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vantage point, it seemed to fly in the face of the Fed’s objective of discouraging 
stock market speculation. Worse, City Bank was the largest of the Wall Street 
banks and the world’s largest distributor of securities, and Mitchell himself was 
an outspoken defender of banking interests.188 Hoover became all the more anx-
ious to keep his distance from Wall Street. His secretary, hearing that Governor 
Harrison of the New York Fed wished to see the president, advised that this would 
be unwelcome. ‘The President has not even seen members of the Federal Reserve 
Board down here for fear of the effect on the general situation in New York. I am 
very certain that it will be far better for him not to see Governor Harrison at this 
particularly critical juncture.’189

Summer was usually a quiet time for the stock markets. Not so in 1929. With 
brokers encouraging clients to increase their shareholdings and the banks under-
writing still more investment trusts, trading volumes on the markets remained 
remarkably high. The brokers’ bullish newsletters were however belied by their 
demands for greater margin cover, which rose from 10 per cent in mid-summer 
to 25 and even 50 per cent before the Crash.190 It was probably these demands 
that brought the bull market to a halt in early autumn. On 3 September the peak 
was reached, with the main index, the Dow Jones Industrial Average, at 381. Even 
now, shares were probably not generally overpriced in view of the strength of the 
American economy and the earnings and asset value of the firms concerned.191 
But compared with where they stood even two years earlier, their market prices 
seemed to have reached extraordinary levels. As indicated in Table 4.4, some of the 
growth stocks, the dotcoms of their day, had indeed soared to dizzying heights: 
General Motors now stood at $1075 and Radio at $574, Columbia Gramophone, 
another glamour stock, traded at 165 times earnings and 50 times book value, 
and even the staid National City Bank of New York traded at 120 times earnings 
and 13 times book value.192 While these were unrepresentative of industrial or 
manufacturing shares, they inevitably attracted public attention and skewed the 
market indices.

Thereafter the Dow Jones fell back, recovered ground, drifted sideways, then 
broke sharply on Wednesday 23 October, with the index closing nearly 7 per cent 
down on the day. The following morning, ‘Black Thursday’, trading increased 
ominously and the index slumped another 33 points or nearly 11 per cent. At 
noon, directors of five leading commercial banks met at J.P. Morgan & Company 
at 23 Wall Street where they pledged $240 million to support share prices.193 
Their dramatic intervention briefly reassured the market, which closed the day 
only 6 points down at 299.194 But with brokers issuing new margin demands 
and  investors obliged to review their positions over a long weekend, the mar-
ket opened on Monday amidst a blizzard of sell orders. The panic mounted on 
Tuesday. With the index at one time down 48 points to 212, the New York Times 
spoke of ‘the most demoralized conditions of trading in the history of the Stock 
Exchange and the Curb [Market]’. Share prices continued to fluctuate wildly until 
Thursday, 14 November, when the Crash ended three weeks after it began. The 
previous day, the index had fallen to 198, down 35 per cent since Black Thursday 
and 48 per cent since the market peaked on 3 September. But over the next few 
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weeks it recovered strongly, reaching 248 at year end, 25 per cent above the lows 
reached in November.195

All major stock markets tend to behave violently, and it is tempting to say that 
the only remarkable thing about the 1929 Crash was the exceptional violence of 
share price movements. Just as share prices in the boom period had not exceeded 
the long-run historical average price/earnings ratio, so the Crash did no more 
than wipe out gains made in the last phase of the bull market since April 1928. 
Moreover, American markets frequently pause or decline in the first half of a 
President’s four-year term, before recovering strongly in the second half.196 The 
1929 Crash occurred in Hoover’s first year in office and by January 1930 left the 
stock price index down 33.1 per cent from its peak. But the last stage of the boom 
had been extreme, and over the calendar year 1 January 1929 to 1 January 1930 
the Dow Jones Industrial Average fell by only 8 per cent, reducing the total market 
value of shares on the New York Stock Exchange by just 4.1 per cent (see Table 
4.5). It remains the case that, measured from the September peak to the short-run 
trough in November 1929, the loss of wealth in the United States alone amounted 
to some $30 billion (£6.2 billion), a colossal sum equivalent to twice the total 
of US private gross savings in 1929, over a third of national income, and twice 
the country’s gross foreign investment portfolio.197 The wealth effect impacted 
upon the roughly two million who had invested directly in the stock market or 

Table 4.4 Total market value of all stocks listed 
on the NYSE

Date
Total market value

$ million

Jan. 1925
Jan. 1926
Jan. 1927
Jan. 1928
Jan. 1929
Jun. 1929
Jul. 1929
Aug. 1929
Sep. 1929
Oct. 1929
Nov. 1929
Dec. 1929
Jan. 1930
Feb. 1930
Mar. 1930
Apr. 1930
May 1930
Jun. 1930
Jan. 1931
Jan. 1932

27,072
34,489
38,376
49,736
67,478
70,921
77,264
81,569
89,668
87,074
71,759
63,589
64,708
69,009
70,807
76,075
75,305
75,019
49,020
26,694

Source: New York Stock Exchange Bulletin, vol. I, no. 3, 
Jun. 1930, p. 6; ibid., vol. III, no. 2, Feb. 1932, p. 4.
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indirectly through the proliferating investment trusts. It also impacted upon the 
firms from which they drew their savings to speculate. This was bound to have a 
severely deflationary effect upon the American economy. Contemporaries none-
theless had reason to anticipate that the Crash would also favour a resumption 
of economic activity in America and abroad.198 The American banking system 
emerged almost unscathed from the crisis. Not a single important New York bank 
or brokerage firm failed, and in the liquidation of brokers’ loans from roughly 
$8.5 billion to $4 billion in two months, not a single lender lost  money.199 With 
short-term funds no longer being drawn into the stock markets, the American 
Federal Reserve Banks swiftly reduced their discount rates, which enabled foreign 
central banks to do so as well. The stage thus seemed set for a period of renewed 
growth, with funds available at cheap rates for investment directly into the real 
economy rather than into securities speculation.200 That this did not happen was 
due to factors largely unrelated to the Crash.

One factor was Washington’s isolationism, which had been starkly exposed 
during the Crash by the ineffectualness of American financial and monetary 
 regulatory mechanisms. When panic dislocated the markets, the New York com-
mercial banks were left to improvise a solution. The New York Fed intervened 
within days of ‘Black Thursday’, discounting freely for member banks to allow 
them to increase their brokers’ loans, and assisting New York banks to expand 
their reserves by open market purchases of bankers acceptances and US govern-
ment bonds.201 On 31 October it also reduced its discount rate from 6 to 5 per cent, 
in coordination with the Bank of England which simultaneously reduced Bank 
rate from 6.5 to 6 per cent; and between November 1929 and June 1930 the 
New York Fed reduced its discount rate no less than six times, from 6 per cent 
to 2.5 per cent.202 Meanwhile, the Federal Reserve Board did practically  nothing. 
Located in Washington to keep it from Wall Street’s control, it was remote from 

Table 4.5 Dow Jones quarterly averages, 1921–33

Year
First 

quarter
Second 
quarter 

Third 
quarter

Fourth 
quarter

1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
1931
1932
1933

75.2
83.8

101.0
97.4

120.8
152.9
157.6
199.9
308.4
267.1
176.3
79.5
58.2

74.3
−

96.2
91.9

124.7
143.0
167.2
213.4
312.0
265.1
146.2
54.2

–

68.3
–
–

101.9
138.4
160.5
184.8
225.8
354.3
227.9
134.5

61.0
–

75.6
97.5
91.0

108.2
153.0
155.3
192.6
267.0
255.6
184.0
94.8
62.1

–

Source: Sobel, The Big Board, table 11.13, p. 228, table 13.4, 
p. 280.
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the financial markets and depended for its information upon the New York Fed 
and the commercial banks, which had little time for consultation while the mar-
kets remained in turmoil. The Board dithered, indicated its readiness to cut inter-
est rates on 24 October, then drew back.203

Nor did the Administration provide leadership. On Tuesday, 12 November, 
nearly three weeks after the Crash occurred, Harrison met Mellon, the secretary 
of the Treasury, to discuss the declining stock markets. Reports circulated of fed-
eral action, but no announcement was made that day and the markets slumped 
further. Mellon preferred to let market forces run their course. In his words, ‘It 
will purge the rottenness out of the system. People will work harder, live a more 
moral life.’204 Only after the market closed sharply down again the following day 
did he announce plans for a 1 per cent reduction in corporate and individ-
ual taxes. By mid-December, Democrat and Republican Congressmen joined in 
approving the legislation. But as existing tax rates were already low, the practical 
effect was modest to say the least.205

Hoover meanwhile took it upon himself to exhort businessmen to maintain 
wages and spending plans. On 21 November he held the first of several well-
 publicized meetings of business leaders, including the chairmen of General 
Motors, General Electric, Standard Oil of New Jersey and DuPont. J. K. Galbraith 
dismisses them as ‘no-business meetings’, which is perhaps unfair since moral 
suasion may have had a place in steadying economic relations.206 But they did 
point up two features of Hoover’s actions throughout the crisis: his aversion to 
direct intervention in domestic market relations and to any contact with New 
York’s bankers. To him, as to many Americans, the New York banks – ‘Wall 
Street’ – remained too powerful and too heavily engaged in foreign, and par-
ticularly European, business. The impact of the stock market boom and sub-
sequent Crash vividly illustrated the extent to which economic relations had 
again become globalized by the late 1920s. But rather than drawing the lesson 
that the crisis required an international solution, Hoover became increasingly 
drawn to unilateral measures. Thus in June 1930, when Congress reported out 
the dangerously protectionist Smoot-Hawley tariff bill, Hoover did not hesitate 
to sign it into law.

Two other factors bringing on the world slump were the relentless decline in 
wholesale commodity prices and the slowdown in nearly all Western econ omies, 
which was evident by the spring or summer of 1929.207 With the important 
exception of Germany, developed countries experienced economic growth until 
the fourth quarter of 1929. But the effects of price deflation and monetary and 
credit restraint had already slowed their economic growth well before then. This 
added to their dissatisfaction with existing trade relations and readiness to retreat 
behind national, imperial or regional protectionist barriers, which brought a col-
lapse of international trade and accelerated the decline of price levels and eco-
nomic activity. It was almost certainly these developments rather than the 1929 
Crash that were responsible for the renewed slide in share prices in 1930.

The New York stock markets, having halted their decline in mid-November 
1929, recovered nearly 50 per cent of their losses by April 1930, when a new break 
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occurred.208 By the end of 1930 the Dow Jones Industrial Average had collapsed to 
158, down nearly 40 per cent from a year before and nearly 60 per cent from the 
market peak in September 1929.

A third sell-off began in February 1931 and continued almost without inter-
ruption until August 1932 when the index reached 41, down nearly 90 per cent 
from its postwar peak (see Table 4.6). This level had not been seen since 1903 and 
proved to be the market’s low point.209 By then, share values on the New York 
Stock Exchange had declined approximately $72 billion (£14.8 billion). This was 
1.7 times current US national income or more than the total of all deposits in 
American banks – and did not include the losses incurred on other exchanges in 
New York and elsewhere in the country.210 So severe was the loss in asset values 
and confidence in equities that even in 1950, 5 years after the Second World War 
and 21 years after the Crash, the market was still 38 per cent below its 1929 high. 
Long before then the effect was to weaken New York’s standing as America’s bas-
tion of internationalism, while further intensifying isolationism in Washington 
and the rest of the country.

4.6 Conclusion

The Wall Street Crash and the onset of the world slump in October 1929 cre-
ated the lasting impression that the international economic crisis preceded the 
polit ical crisis and indeed occurred in conditions of peace and relative optimism. 
Yet, as we have seen, leading international bankers privately acknowledged as 
early as July 1927 that the international payments system was severely dislocated. 
The yawning dollar gap between the United States and the rest of the world was 
bridged for another year by unprecedented levels of American foreign lending. But 
in 1928 the French authorities restored the franc to a gold bullion standard and 
began to dispose of their huge foreign exchange balances, and other European 

Table 4.6 NYSE share price movements, 1923–32

Stocks
1923 
low

1929 high 
(adjusted for 
stock splits & 

dividends)
1932 
low

Allied  Chemical & Die
Anaconda Copper
Atcheson, Topeca & Santa Fe Railroad
DuPont Chemicals
General Electric
General Motors
New York Central Railroad
RCA
Union Carbide
US Steel

59
32
94

106
168
51
90
26
51
85

355
175
299

1,617
1,612
1,075

257
574
420
366

42
3

35
154
136

40
9

12
46
30

Source: Sobel, The Big Board, table 13.8, p. 283.
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central banks similarly sold foreign exchange balances for gold. Simultaneously, 
the American stock market boom brought a sharp decline in American foreign 
lending and a reverse flow of foreign funds into the United States. Germany and 
other Central European countries, whose recently reconstructed banking systems 
depended critically upon short-term US deposits as the basis of their commercial 
lending, felt the impact immediately. The decision of the Federal Reserve System 
in 1928 to tighten the US money supply through open market operations further 
aggravated the situation. This decision is cited by Friedman and other economists 
as the crucial factor in the origins of the global depression, and it did indeed pre-
cede the decline in American foreign lending by six months. But it caused neither 
the decline in lending nor the liquidity crisis in Europe nor the growing retreat 
from globalization, all of which began in 1927 or the first half of 1928. Its effect 
became evident only in the spring of 1929 when construction and other sectors 
of the American economy began to decline, by which time signs of a global crisis 
were already apparent.

The malfunctioning of the international monetary and financial system con-
tributed to the onset of the world economic slump, and the gold standard bound 
currencies into a common fate which ensured that deflationary pressure in one 
country was transmitted to others. Yet economic events were shaped by pol-
itics and vice versa. The decision to restore the gold standard in every country 
concerned was political and the reasons for its malfunctioning were also largely 
political. The appeal of the gold standard was that it constrained governments 
from spending beyond their means, safeguarded private wealth and increased the 
mobility of capital by guaranteeing currency convertibility, as well as facilitating 
trade and potentially enabling national economies to remain internationally com-
petitive without recourse to more direct forms of intervention such as controls 
on international trade and payments. Put differently, under the gold standard 
countries were expected to rely exclusively upon unilateral domestic adjustments 
to remain competitive rather than resorting to unilateral external adjustments. 
Bankers, businessmen and wealth holders naturally favoured the gold standard, 
but so too for their own reasons did politicians throughout the developed world. 
It was their support that enabled British, American and French central bankers to 
re-establish gold standard system throughout the developed world.

Yet paradoxically from 1927 the governors of all three central banks found 
themselves severely constrained in their efforts to operate the gold standard. 
Norman, having allied with the British Treasury in a skilful campaign to restore 
sterling to gold at fully 100 per cent of its prewar gold exchange rate, thereafter 
faced crippling pressure from industry, labour and an angry chancellor, which 
left him limping along with minimal reserves, scarcely able to assist other central 
banks that looked to the Bank of England for help and obliged to reintroduce 
informal curbs on British capital exports. Strong in New York faced similar pres-
sure from regions of the country that were adversely affected by declining com-
modity prices. Having hitherto encouraged other central banks to return to the 
gold standard, he reacted by dissociating himself from initiatives for reforming the 
gold standard’s operation and addressing its deflationary bias. In France, Moreau 



The Crisis Begins, 1927–9  245

was restrained from restoring the franc to gold until the struggle over which sec-
tions of society should pay for the war resulted in the erosion of four-fifths of 
private savings and public debt. He then secured government agreement to a new 
gold parity appropriate for domestic industry and national security. Countries 
with currencies locked together through the gold standard were subsequently 
dragged into the slump together. But it would be wrong to place sole responsibil-
ity for the slump upon the gold standard, when the three central banks jointly 
responsible for managing its operation were constrained by national pressures 
from even discussing means of modifying its operation in the interests of price 
stability.

Nor was it only the gold standard thus affected by the retreat from globali-
zation. While considerable progress was made after the Armistice to liberalize 
international trade, concessions were reluctantly conceded and nervously moni-
tored. British merchants, bankers and officials initially led in promoting the reo-
pening of markets, and officially Britain remained committed to free trade until 
September 1931. But already by 1925, Britain had begun its retreat from free trade 
in the name of national security. And from 1926 growing frustration in indus-
trial circles unsettled the Conservative government and led Britain to forsake its 
leading role in trade liberalization. With Britain becalmed, France took the lead 
in the hope that liberalizing trade in Europe would appeal to Germany, facili-
tate European integration and enable it to regain some purchase over its former 
enemy. But just as concern over national security prompted France to take the 
lead in Europe, so for nationalist reasons Germany also drew back. Impatient to 
revise the financial and territorial provisions of the Treaty of Versailles, German 
governments looked to the Anglo-Saxon powers for support and therefore 
eschewed any alignment with France that was likely to strengthen France’s hand 
or antagonize the Anglo-Saxon powers. One can only speculate as to what might 
have happened had the victor powers remained united behind the postwar settle-
ment. But there is no doubt that Germany was almost bound to exploit their divi-
sions, even though it meant prolonging the economic ‘balkanization’ of Europe. 
Meanwhile the United States remained stubbornly isolated from the international 
arena, with Washington from time to time encouraging individual businessmen 
to participate in negotiations where American interests might be affected, but 
refusing to participate in multilateral economic initiatives or to contribute to 
international security, and meanwhile undermining global stability by intensify-
ing its tariff protectionism. Economic justifications were offered each time the 
tariff was raised, but the strength of the dollar and the American trade balance 
point to an underlying political motive, namely fear of foreign entanglements.

Practically all countries enjoyed increasing prosperity in the ten years to 
1929. Yet well before 1929 the more vulnerable among them betrayed nervous-
ness about the effect of globalization upon their national sovereignty and the 
absence of a coherent security framework in Europe or the rest of the world. 
This was evident in their retreat from the gold exchange standard in 1927 and 
decline in support for trade liberalization in 1928. It was precisely this ner-
vousness that explains why – despite their relative prosperity – they reacted so 
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quickly to the new challenge from the United States in the summer of 1929. 
Without even waiting for Congress to approve the new tariff, numerous coun-
tries introduced protectionist measures of their own. The most important 
exception was Britain, where the newly elected minority Labour government 
supported by Liberals reaffirmed its commitment to economic internationalism 
and refused to join other countries in protesting against American tariff plans. 
Despite the government’s position, nevertheless, pressure rapidly mounted in 
British business and political circles for a radical change in economic policy. 
Before the world economic slump got under way and well before the Wall Street 
Crash, therefore, all the signs pointed to a general retreat from globalization. At 
this point the crucial question became whether this would result in the general 
adoption of beggar-your-neighbour policies and autarky, that is to say a world 
of isolated national economies, or alternatively a world of regional or imperial 
trade blocs. Most accounts of the 1930s claim it was the former that emerged. 
As will be seen, security as well as economic considerations militated in favour 
of the latter outcome.
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The Crisis, September 1929–April 1931

5.1 Introduction

On Sunday, 18 May 1930, the Kaiserhof in Berlin was busier than usual, for that 
day the great hotel on the Wilhelmplatz opposite the imperial chancellery, later 
to become the headquarters for Adolf Hitler and Josef Goebbels,1 was the venue 
for the second congress of the Pan-European Union, attended by two thousand 
delegates or guests. Joseph Wirth, the former chancellor and practically the last 
remaining representative of the left wing of the Catholic Centre Party, officially 
welcomed the visitors in his capacity as minister of the interior in Heinrich 
Bruening’s government. While carefully avoiding any commitment to the con-
gress’s goal, he reaffirmed Germany’s desire to live in peace and collaborate with 
other nations.

Count Richard Coudenhove-Kalergi, the mysterious figure who had founded 
the Union eight years earlier in Vienna, directed the congress proceedings. Slim, 
clean-shaven and still barely thirty-five, Coudenhove had persuaded an impressive 
number of prominent liberal and moderate conservative statesmen and businessmen 
as well as many eminent scientists, academics and writers from Eastern and Western 
Europe to attend.2 The novelist, Thomas Mann, then at the height of his reputation, 
addressed the gathering on ‘Europe as a cultural system [Kulturgemeinschaft]’. Louis 
Loucheur, Briand’s adviser on industrial and economic issues, who led the French 
delegation, spoke on the second day, followed by his German counterpart, Robert 
Bosch, the Stuttgart industrialist who had financed Coudenhove’s organizing work 
in Germany since 1928.3 Leo Amery led the diminutive British delegation. A history 
fellow of All Souls and colonial secretary in Baldwin’s second Conservative govern-
ment (1924–9), Amery deserved to be regarded as Joseph Chamberlain’s successor 
for his unceasing proselytizing for the Empire. Speaking alternately in German and 
French, he affirmed that Europe must surmount its national divisions if it were 
ever to realize its economic and political potential, and endorsed the work of the 
congress. But, he added, Britain’s own destiny was to forge an ever-closer union 
with its own Empire partners, so it could only applaud from the sidelines. Loucheur 
could scarcely suppress his disappointment at Amery’s remarks, but others present 
acknowledged that Britain was never likely to join Europe.4
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The congress coincided with several other important ‘European’ events. In 
Bâle the previous day, a German representative had called at the new Bank for 
International Settlements (BIS) to confirm his country’s commitment to rep-
aration payments on the basis of the Young plan and its receipt of the Young 
Loan. At this point the Reparation Commission and the German War Burdens 
Commission (the Kriegslastenkommission) formally ceased to exist. In Paris, André 
Tardieu, the premier, announced that now Germany was committed to a final 
reparation settlement, France would withdraw the last of its troops from the Kehl 
bridgehead by 30 June, thus ending its occupation of the Rhineland.5 The very 
next day, 17 May, Briand circulated his ‘Memorandum on the Organization of 
a Regime of Federal Union in Europe’ to the 26 other European members of the 
League of Nations.6 Meanwhile the business-political elite who comprised the 
Mayrisch committee gathered at Heidelberg, where they agreed to form a subcom-
mittee to consider the implications of Briand’s project for France and Germany.

Not all signs were encouraging, however. The Mayrisch committee had chosen 
to meet in Heidelberg because nationalist violence had made Berlin and other 
large German cities too dangerous.7 In Florence, a large crowd gathered in the 
Piazza della Signoria on 17 May to hear Benito Mussolini’s final speech in a week-
long tour of Tuscany. Having announced a parade of Italy’s military might for the 
following day, il Duce launched into a tirade against the London naval disarma-
ment conference and all those who would attempt to tie Italy’s hands:

To-morrow you will see an armed review of impressive character. It is I who 
desired it, because, although words are beautiful things, rifles, machine-
guns, ships, aeroplanes and cannon are still more beautiful things; because, 
O Blackshirts, right unless accompanied by force is a vain word, and your own 
great Niccolo Machiavelli has warned us that prophets who have disarmed will 
perish.8

As these events illustrate, the spring of 1930 was a time of bewildering con-
trasts. All countries reacted to the world economic slump, but they did so in diver-
gent and far from decisive or effective ways. Several constraints were at work. In 
the first place, while all countries entered the slump at roughly the same time, its 
seriousness was not at first evident to everyone.9 Germany, the most vulnerable, 
was the first to reach crisis point in January 1930. Britain and Japan reached crisis 
point some eighteen months later, the United States in the winter of 1932 and 
France a full year after that. As a result, the need for action became imperative at 
different times, making cooperation difficult.10

The second constraint derived from the fact that Western statesmen possessed 
only a rudimentary grasp of economics and scarcely comprehended all the eco-
nomic options available to them. This was as true of Hoover and his Administration 
in Washington as it was of MacDonald and Snowden who dominated policy-
making in London until August 1931, and of Flandin, Briand, Tardieu and Laval 
who shared the direction of French policy until May 1932. They all accepted the 
need for a balanced budget and severe constraints on public spending so as not 
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to crowd out private investment or trigger inflation and loss of confidence in 
the national currency. They all accepted the gold standard as the essential basis 
for domestic and international exchange and a vital safeguard against the infla-
tionary proclivities of the supposed wild men on the Left. Notwithstanding that 
Hoover was a protectionist and French statesmen supported some restrictions on 
the movement of capital and goods, they did not think to challenge the premises 
of liberal economics. In this respect they were scarcely different from other polit-
ical and business leaders in the West. Even the most exigent broadsheets includ-
ing the New York Times, the Times and Le Temps, normally relegated economic 
issues to the financial pages where they were treated in orthodox fashion.

However, there was a third reason, which was scarcely less decisive than the 
others. This was the tendency of states to approach economic relations as a 
matter of importance not only for welfare but also for national security. In the 
60 years since the onset of the Cold War in 1947, when Western states accepted 
the protection of the United States, they have generally found it possible to treat 
international security and economic issues as discrete fields of decision-making 
and chosen their economic options chiefly on their technical merits. This was 
far from the case in the world slump. Not only did decision-making occur in a 
world possessed of only a fragmentary security framework. But, as the mounting 
violence in Germany and Mussolini’s outburst signalled, the international order 
also faced new challenges that would destroy what remained of the framework. 
Deteriorating economic conditions and diminishing international security thus 
inter-acted to produce an unprecedented crisis.

5.2 French reactions to the dual crisis, 
September 1929–May 1930

Even today, no issue is more obscure than the course of French external policy in 
the early stages of the interwar crisis. Ever since the Great War when France sur-
vived with the support of allies, French leaders including Millerand, Poincaré and 
Briand accepted that the only enduring solution to the Franco-German problem 
was a multilateral one in which the core countries of Europe recognized and fos-
tered their mutual interdependence. A Franco-British entente and Franco-German 
rapprochement were both essential, but to contain Germany permanently it must 
be embedded within a broader European framework. This seemed all the more 
necessary because of the emergence of the Soviet Union and the United States as 
potential threats to Europe’s political and economic independence. They there-
fore actively supported European initiatives including the Locarno treaties, the 
1927 World Economic Conference, which had been a largely European affair, 
and the work of the Mayrisch committee and other organizations dedicated to 
European unity. None of these initiatives, however, had produced substantial 
results by the spring of 1929 when the need for action became pressing.

The previous autumn, the Poincaré government had agreed to reopen the rep-
arations question and to end military occupation of the Rhineland, if Germany 
would accept a final and definitive schedule of payments. This held out the 
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promise of advance reparation payment by means of a large international loan 
raised on the strength of Germany’s commitment to pay, and enabled the French 
government to persuade Parliament to ratify the long-suspended war debt  funding 
agreements with Britain and the United States. But in settling reparations and 
ending the Rhineland occupation, it also meant that France would lose any direct 
means of constraining Germany. Briand, with Poincaré’s agreement, therefore 
wasted no time. In June 1929, two months before the reparations conference, 
he spoke to Stresemann of the need to organize Europe economically as well as 
politically when they met privately in Madrid where they were attending a ses-
sion of the League Council. Briand once more stressed the challenge of American 
commercial expansion, which had destroyed Europe’s film industry for want of 
regional cooperation, and encouraged Stresemann to hope that once the repar-
ations question was resolved he would address the Saar and other issues dividing 
their two countries. He felt sure that if France and Germany were prepared to 
work for European unity, other countries including even Italy and Britain would 
participate.11 Presently Poincaré spoke on similar lines to a German diplomat in 
Paris: the differences between Germany and France were nothing to the threat 
posed by the Soviet Union and the United States to the very future of Europe, so 
they must work together.12

Stresemann was gratified to hear these appeals, since it meant he could hope 
for an acceleration of Treaty revision.13 He was apprehensive about Germany’s 
financial dependence upon the United States and appreciated that the tangle of 
European trade barriers obstructed Germany’s growth. But for economic as well 
as political reasons he would not contemplate supporting a European initiative 
that could be construed as anti-American. Carl von Schubert, the state secretary, 
saw in Briand’s European idea merely a device for slowing down Treaty revision.14 
Bernhard von Bülow, soon to be von Schubert’s successor, saw it even more nega-
tively as a device for maintaining French hegemony in Europe, and enumerated a 
long list of reasons why Germany could not possibly support it.15

In view of these attitudes, French hopes of containing Germany by means of 
European integration, perhaps seems naïve. But by their lights it was a matter of 
faute de mieux. With the last effective constraints on Germany soon to be lifted, 
only the common threat of economic crisis might draw Europe together and ena-
ble France to constrain Germany within a broader European framework. France 
therefore embarked upon an offensive to promote support. At the International 
Conference of the European Cinema in Paris in June, French delegates called on 
European producers and distributors to unite in resistance to American domination 
of the world market.16 At the fifth biennial congress of the International Chamber 
of Commerce in Amsterdam in July, Etienne Clémentel, the minister of commerce, 
introduced a resolution to favour regional tariff arrangements, while in the corri-
dors French  delegates promoted an alliance of European car manufacturers to con-
front American competition.17 Meanwhile at the League’s Economic Consultative 
Committee in Geneva, Loucheur, now minister of labour, renewed his call for 
industrial ententes as a means of organizing Europe. In August, Daniel Serruys, 
chief trade negotiator at the Ministry of Commerce and president of the League 
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Economic Committee, arranged meetings with leading German bankers and indus-
trialists to discuss the creation of a European customs union.18 The association of 
French Chambers of Commerce, which had close links to the government, urgently 
demanded collective action to safeguard the European market. Several personalities 
including Jacques Bardoux, the eminent correspondent of Le Temps, and Edouard 
Herriot, the former premier, similarly declared in favour of ‘Europe’.19

Confirmation of the new direction of policy came in July 1929, when Briand, who 
had succeeded Poincaré as premier while remaining foreign minister, revealed to 
several journalists that he intended to speak at the League Assembly in September 
on European federation. It was time, he explained, to build upon the framework 
of peace established by the Locarno treaties, apply the lessons of the United States’ 
economic success and equip Europe to face the consequences of American tariff 
policy.20 His speech in Geneva on 5 September was one of the finest of his career. 
By now 67 years old and betraying the ravages of his 60-cigarette-a-day habit, he 
began slowly but soon regained his old form.21 There was, he noted, widespread 
anxiety at the possibility of international economic conflict and recognition of 
the need for ‘economic disarmament’ as well as ‘political disarmament’. The time 
had come for ‘a general solution’, not a mere technical fix. For some years, he 
acknowledged, he had been associated with the idea of European unity. Hitherto 
this had been the preserve of philosophers and poets, and he appreciated that 
even now many regarded it as a utopian dream. But he was prepared to place his 
reputation on the line by promoting it, since ‘in all the wisest and most important 
acts of man there was always an element of madness or recklessness.’ The League 
should promote the rapprochement of peoples and regional unions, including one 
that embraced the League’s European members.

I think that among peoples who are geographically associated, such as the 
 people of Europe, there should be a sort of federal bond (lien fédéral). These 
people should have the means of entering into contract, discussing their com-
mon interests and adopting common solutions. They should, in a word, estab-
lish a bond of solidarity that would permit them, at a given moment, to con-
front together any grave circumstances that may arise. It is this bond ... that I 
would seek to create.22

But, he added, the most urgent need for solidarity was on the economic front:

Evidently the association will act chiefly in the economic domain, since that 
is the most pressing need. ... I therefore call on colleagues representing other 
European countries to give unofficial consideration to my proposal during this 
Assembly, and to invite their governments to study it, so that we may consider 
later, perhaps at the next Assembly, the possibilities of its realisation, which I 
believe to exist.23

Briand’s speech marked the first occasion that a major power had formally 
endorsed European integration by voluntary means, and it attracted wide 
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attention. Briand gave no indication of how he proposed to address the economic 
issue, but there seemed reason to think that he had in mind regional trade pref-
erences. In 1927, the World Economic Conference had endorsed the principle of 
plurilateral ( multilateral) conventions as a means of liberalizing trade, without 
explaining how this could be reconciled with the most-favoured-nation princi-
ple. The League Economic Committee had therefore requested Walter Stucki, the 
Swiss minister of economics, to investigate the options, and in April 1929, after 
wide consultation, he presented his long-awaited report. Stucki proposed that 
states should agree to an exception to the most-favoured-nation clause for plurilat-
eral conventions, so long as they met three conditions: that they contributed to 
the reduction of tariff barriers, had the approval of the League of Nations, and 
were open to all countries to join on a similar basis.24 With British and American 
members opposed to any departure from the most-favoured-nation principle, the 
Economic Committee took no decision on Stucki’s proposal.25 The French gov-
ernment, however, not only endorsed the report, but also starting in July 1929 it 
introduced an exception for plurilateral conventions when bilateral commercial 
treaties came up for renegotiation. Switzerland, Belgium and the Netherlands did 
the same.26

Jacques Rueff, the young Inspecteur des Finances seconded to the French mis-
sion in Geneva, subsequently discussed opportunities for European economic 
integration with Alexis Léger, Briand’s chief adviser at the Quai d’Orsay. Rueff 
saw no hope of progress until Europe confronted the obstacle posed by the 
most-favoured-nation principle. European countries were simply not going to 
open their markets to neighbouring countries, if they had to pass on tariff 
reductions to the United States without receiving reciprocal concessions. He 
therefore proposed that Briand should urge the introduction of a ‘European 
exception’ to the most-favoured-nation principle in all commercial treaties. 
Already numerous exceptions existed, permitting preferential trade between 
countries with strong historical or geographical links. A Nordic clause allowed 
preferential trade among Norway, Sweden and Denmark, an Iberian clause 
permitted preferences between Spain and Portugal, and a Baltic clause, an 
Ottoman clause, colonial clauses and British Imperial preference had also 
gained international acceptance. To make a European exception acceptable 
to non-participating countries, he believed it would be sufficient to limit it 
to ‘advantages or favours exchanged between European states, by means of 
multilateral agreements tending to tighten the links of solidarity which exist 
between the European States.’27

Besides Briand’s European federation proposal, the League Assembly in 
September 1929 also debated a proposal for initiating concerted economic action 
by means of an international tariff truce. The idea originated with Belgian lead-
ers who had become worried that Britain, their largest trading partner, might 
soon abandon free trade and retreat behind a protective Empire-wide barrier.28 
William Graham, president of the Board of Trade in the Labour government 
and a strong free trader, had seized upon the Belgian proposal as a means of 
restraining the international backlash against American protectionism, while 
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offering what he believed to be a more realistic liberal,  non-discriminatory 
alternative to Briand’s dangerously narrow regional initiative. As he warned 
the Assembly,

Such a policy might, from the economic standpoint, generate that friction 
which would manufacture war between the nations – war which it is our 
express purpose in this League to make certain will never recur. Do not let the 
note of discrimination enter this controversy.29

On the face of it, the French decision to support both Briand’s proposal and the 
Anglo-Belgian tariff truce proposal seems odd, indeed contradictory, since the 
former favoured Europe while potentially discriminating against the rest of 
the world whereas the latter was universal and non-discriminatory.30 The explan-
ation lies in the fact that since the spring of 1929 French statesmen shared the 
fears of Belgian and British statesmen of a recrudescence of protectionism.31 But 
they were also confident that European states would not keep their markets open 
if it meant having to make concessions to the United States and other countries 
that refused to grant reciprocal concessions, and indeed that only European 
states would participate in the tariff truce initiative. As René Massigli, head of 
the French mission in Geneva, put it, without ruling out any countries from the 
truce, only the European countries were prepared to rule themselves in. ‘It is thus 
possible to envisage, without being excessively optimistic, a collective agreement 
among the majority of European states, which would be the first step towards 
a closer association.’32 Massigli welcomed Stucki’s contribution to the League’s 
Second Committee deliberations on the tariff truce proposal. Stucki, he observed, 
had ‘touched on the essential point in demonstrating the importance of limiting 
the unconditional application of the most-favoured-nation clause, if one wanted 
to obtain the demobilization of tariffs by means of collective agreements of wide 
application.’33 French statesmen thus regarded both Briand’s European federation 
proposal and the Anglo-Belgian tariff truce proposal as liberal initiatives, and for 
the time being were confident that they would complement one another.34 As 
Serruys advised Pierre-Etienne Flandin, his minister, the truce promised to be 
‘the first element [ébauche] of a European entente in the economic sphere.’35

As early as November 1929, French officials clashed with their British coun-
terparts over the approach to the tariff truce. Speaking at the quarterly meeting 
of the League Economic Committee, Serruys observed that the League Assembly 
had expressed no view as to whether the tariff truce should be extended to non-
 participating countries. Hence the way was open for the establishment of a 
‘discriminatory régime’. The American and British members of the Committee 
strongly objected to this suggestion, but Serruys held his ground:

The stabilization of tariffs should be the first stage in the larger project of 
preparing the ground for organising production in Europe. It should not be 
conceived – as the British wanted – as a stage merely towards the reduction of 
tariffs.36
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The French government further demonstrated its commitment to European 
economic integration in the closing weeks of the year when it sought to per-
suade its Eastern allies to endorse the League-sponsored Prohibitions convention 
 outlawing the use of quantitative trade controls to restrict imports. Here too the 
only signatories turned out to be European states, and French officials leaned heav-
ily upon Poland and Czechoslovakia to sign up in the hope that this would lower 
tensions in Central Europe and conduce to greater European cooperation.37

For several months more France seemed committed to European economic 
integration. In February 1930, Flandin travelled to Geneva to attend the opening 
of the tariff truce conference. As he explained to officials beforehand,

The essential goal that the French Delegation should pursue ... was to create a 
group of six or seven states, which applied similar commercial principles, to 
proceed to an agreed reduction of tariffs among themselves, thus forming the 
core of a European economic unit.38

On 17 February, the day the conference opened, Flandin had the German 
and Belgian delegates to dinner, where he affirmed that France was interested 
in ‘concluding a constructive agreement, strengthening the position of Europe 
within the League of Nations.’39 But a political crisis in Paris that day forced 
Flandin to quit the conference, and when he returned on 7 March he no longer 
spoke of adopting a plurilateral convention or organizing an inner core of coun-
tries for European economic integration.40 Moreover, France, having sponsored 
the tariff truce, now appeared strongly opposed to it. The shift in policy became 
still more evident when Briand, on 17 May, circulated his memorandum on 
European federation. At the Tenth League Assembly, Briand had spoken of pro-
moting European unity through the integration of markets, and the onset of the 
world slump had sharply increased the appeal of European economic integra-
tion. Yet in what was now being called the Briand plan, economic integration 
ceased to be the first priority. What had caused him to forsake this ostensibly 
golden opportunity to exploit Europe’s economic frustrations in pursuit of his 
federation plan? Briand was notoriously reluctant to commit his thoughts to 
paper and nowhere is the shift explained, but it seems evident that at least three 
influences were at work.

In the first place, French statesmen recognized that other European countries 
were reluctant to follow their lead on European economic integration. At the 
biennial congress of the International Chamber of Commerce in Amsterdam, 
the League of Nations in Geneva and gatherings elsewhere they had promoted 
collective economic action, but even friendly states such as Belgium and Poland 
had held back. While Stresemann was alive, the French had hoped for German 
 cooperation. Indeed, shortly after meeting Briand in Paris in June 1929, Stresemann 
had captured the headlines by speaking in the Reichstag of the threat posed by 
American economic imperialism and the need for Europe to unite if it was not to 
decline into an American colony.41 But he was already a very sick man, and on 
3 October he died. On hearing the news, Briand is alleged to have said, ‘Order a 
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coffin for two.’42 This was perhaps apocryphal, but he recognized Stresemann’s 
unique ability to persuade Germans to accept a liberal-progressive foreign policy 
and the likelihood that after him Franco-German cooperation would become 
much more problematic. In fact, his successor as foreign minister, Julins Curtius, 
and Schubert’s successor Bülow as head of the Auswartiges Amt, displayed a 
scarcely concealed coolness towards France. Confronted with Hugenberg’s and 
Hitler’s noisy campaign against the Young plan, the German government reacted 
with nationalist measures of its own, including plans for higher tariffs. The Quai 
d’Orsay,  surveying opinion in Europe in November, found that Italy’s recent tariff 
increase and the threat of Germany following suit were discouraging other coun-
tries from joining in a tariff truce.43

A second influence upon French policy was the growing opposition of French 
farmers and industrialists to tariff concessions of any sort. Flandin, the minis-
ter of commerce, was acutely sensitive to the clamour manufacturers, and on 
14 October 1929 Jean Hennessy, the minister of agriculture, warned Briand that 
if he persisted with the tariff truce proposal, he must allow a broad exception 
for agricultural imports in case of emergency.44 The following week Briand was 
defeated in a vote of confidence, and only after several weeks of political tur-
moil was Tardieu able to form a government. Briand once again occupied the 
Quai d’Orsay. But Tardieu, while not opposed to Briand’s federation plan, was 
more interested in safeguarding French economic interests and developing trade 
with France’s colonies.45 Already protests against the tariff truce were coming in 
thick and fast from the Comité d’action économique et douanière, regional cham-
bers of agriculture, the federation of machinery manufacturers, the Comité 
des forges and other organizations representing domestic producers.46 Officials 
urged ministers to resist demands for protection, warning that it would danger-
ously diminish France’s influence in Europe.47 But in January 1930, ministers 
approved a sharp rise in the duty on imported wheat, followed by increased 
barriers against motor cars and other imports.48 By February the commerce 
and the tariff commissions of both houses of Parliament had resolved that the 
government must enter no agreement that constrained France’s sovereignty in 
tariff matters.49 The government privately acknowledged that this practically 
ruled out an effective tariff truce, let alone tariff concessions to other European 
countries.50

A third reason for drawing back was the growing apprehension among French 
statesmen that by weakening the most-favoured-nation principle they would 
play into the hands of Germany and undermine their own national  security. 
With agreement in principle to the evacuation of Allied forces from the 
Rhineland and negotiations under way on the future of the Saar, they became 
uneasily aware that Germans were already talking openly of a German-Austrian 
Anschluss and a German-dominated Mitteleuropa as the next items on their 
Treaty revision agenda. Eduard Benes, the Czech foreign minister, in a show 
of support for European integration, had recently appeared on the same plat-
form as the Austrian Coudenhove-Kalergi and delivered part of his speech in 
German, a language he had not spoken in public for years.51 But he also warned 
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Paris to proceed cautiously and avoid  giving Germany the excuse to grant prefer-
ences to Austria and countries in Eastern Europe.52 As he appreciated, Germany 
potentially held far more attraction than France as a market for exports from 
Central and Eastern Europe. France was practically self-sufficient in forest and 
farm products, whereas Germany was capable of absorbing all the output of this 
region in return for markets for its manufactures. Thus, if it offered preferential 
access to its market, Germany could draw Austria, Roumania, Yugoslavia and 
ultimately all the other countries of the region into a dependent relationship. 
Once French statesmen began to reflect on this, they drew back from the pref-
erential idea.

The final straw for them was the opposition of the Anglo-Saxon powers. Paul 
Claudel, the ambassador in Washington, encouraged Paris to hope that the 
United States would look kindly upon a European federation. But he warned 
repeatedly that if this involved any trade discrimination, Washington would cer-
tainly raise objections.53 Massigli in Geneva similarly warned against promoting 
a European bloc that might separate France from its Eastern allies or antagonize 
Britain.54 Arthur Henderson, the British foreign secretary, underlined the point 
when he called on Briand in early May 1930 to discuss his federation plan. While 
professing keen interest in it, Henderson sternly warned Briand to do nothing to 
weaken the League of Nations and abjure any action that might be construed as 
anti-American. Briand reassured him on both points.55 Like every French states-
man of the interwar period, he hoped eventually to see the United States return 
to world affairs, but he appreciated that this was still a distant prospect. In the 
meantime, Britain remained the only major power capable of entering the scales 
against a resurgent Germany. Partly for this reason, no doubt, Léger, who was 
responsible for preparing Briand’s memorandum, omitted regional economic 
preferences from successive drafts.56

The memorandum that Briand circulated to interested governments on 17 May 
reaffirmed the pressing need to address the economic crisis engulfing Europe. 
It called for the integration of the European market, which was carved up by 
27 national frontiers and an additional 20,000 km of customs barriers since the 
war. It also envisaged a common economic policy through industrial ententes 
and other means, improvements in the infrastructure through coordinated pub-
lic works projects and cooperation on transport, communications, the provi-
sion of credit, labour and migration, and health, intellectual cooperation and 
inter-parliamentary relations. But instead of calling for immediate economic 
action, it insisted that the first step must be a political agreement wherein states 
accepted the principle of European union and agreed to examine together all 
questions of importance to ‘the community of European peoples’. Drawing on 
the model of the League of Nations, it called for the creation of three institu-
tions: a ‘European conference’ or assembly representing all the member states, 
a permanent political executive and a secretariat to service the conference and 
executive. It stressed the compatibility of the plan with the League Covenant, 
Article 21 of which envisaged regional pacts. It also denied that the union would 
in the least compromise the independence and national sovereignty of member 
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states. Finally, it demanded the ‘subordination of the economic problem to the 
political problem’.

All possibility of progress towards economic union being rigidly determined 
by the question of security and this question itself being intimately bound up 
with progress towards political union, the construction of Europe must ini-
tially be concentrated upon the political plan. It is this plan moreover that will 
form the basis of subsequent efforts to elaborate the broad lines of a European 
economy policy as well as the tariff policy of each individual member state.

Proceeding in the reverse order would not only be impracticable, it would 
also leave the weakest nations feeling exposed, without guarantees or compen-
sation, to the risk of political domination, resulting in the industrial domination 
of the most strongly organised states.

It is thus logical and normal that the economic sacrifices required by the 
union can be justified only through a political process capable of creating con-
fidence between peoples and substantially pacifying existing fears.57

Briand’s decision to subordinate economic action to agreement on security dis-
appointed many European countries and probably doomed his project. Yet in 
general terms his approach reflected the difficulties facing the whole of Europe. 
Just as France was not prepared to jeopardize its national security by promoting 
tariff preferences in Europe, so the other European states were not prepared to 
compromise their national independence or aspirations in the absence of clear 
economic benefits. What was needed were substantial inducements to  cooperate, 
which France was in no position to offer. The only country able to do so was 
Britain, whose economic and political influence was such that its active partici-
pation in the union would reassure practically all countries of Europe as to their 
own future. For the next few weeks, therefore, attention was focused on Britain 
and its reply to Briand’s memorandum.

Meanwhile, Briand suffered a serious blow to his reputation when the last French 
troops and officials withdrew from the Rhineland. No sooner had they left than 
members of the paramilitary Stahlhelm stormed the bridgehead, desecrated the 
French flag and noisily confirmed that the Rhineland was again in German hands. 
The following day the nationalist Deutsche Allgemeine Zeitung wrote that ‘Germans 
respond with silence and contempt to those who claim to see the evacuation as a 
display of generosity.’ From Berlin, President Hindenburg and Bruening issued a 
joint statement demanding the restoration of the Saarland’s people to Germany 
and ending ‘Deutschland, Deutschland über alles’.58 Clashes between Germans and 
Poles on the Eastern frontier now also grew more frequent.59 Privately Bruening 
assured his Cabinet that he could not possibly accept Briand’s plan, since it would 
rule out Germany’s regaining its ‘Lebensraum’.60 In August, Gottfried Treviranus, 
minister for the occupied territories, further inflamed the situation by publicly 
confirming that revision of the Eastern frontier was next on Germany’s agenda.61 
The upsurge in German nationalism practically doomed Briand’s European fed-
eration plan, though other obstacles also arose.
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5.3 Britain’s initial response to the dual crisis, 
June 1929 to July 1930

Britain’s fourth postwar general election took place on 31 May 1929, four months 
before the onset of the world economic slump. Since February, Bank rate stood 
at a swinging 5.5 per cent. This uncommonly high rate had become necessary 
on account of Sterling’s weakness, due to the pull of speculative activity on Wall 
Street and Britains own trade deficit. If maintained there for long it was bound 
to stifle economic activity. But for the time being the economy was still expand-
ing, and unemployment, albeit disturbingly high, had fallen from the official 1.3 
million total at the start of the year. Except among international bankers in the 
City, therefore, there was little sense of imminent crisis. This soon changed, how-
ever, when Bank rate was raised on 27 September to 6.5 per cent, unemployment 
sharply increased and trade protection rose ominously throughout the world. 
Thereafter, the government remained almost wholly preoccupied with declining 
trade and soaring unemployment.

Perhaps the most remarkable thing about the government’s approach to the eco-
nomic problem was its self-limiting character. Like the first Labour government 
in 1924, it depended for its majority in Parliament on Liberal votes. But the con-
straints upon the government were largely of its own making. Notwithstanding 
Labour’s collectivist rhetoric and the recent interest of economists associated 
with the Lloyd George wing of the Liberal party in employment creation through 
public works projects financed by borrowing, the two parties scarcely differed 
on domestic or external policies. To their leaders and most of their economic 
 advisers, borrowing for large-scale public works could not be squared with fis-
cal and financial orthodoxy. Not only could they not justify such apparently 
irresponsible action, but also neither could senior Treasury officials nor scarcely 
anyone in the business community or the financial press. Since deficit spending 
would therefore have destroyed confidence in the economy, it could scarcely have 
succeeded even had the government sought to undertake it.

A second form of unilateral domestic action seemed more promising, namely 
the ‘rationalization’ of sectors of British industry. Most of the country’s unemploy-
ment was concentrated in older sectors of industry such as iron and steel-making, 
shipbuilding and textiles where firms generally operated with outdated machinery 
and techniques. It seemed possible to restore their international competitiveness 
and demand for labour by ‘rationalizing’ production through a process of mer-
ging weaker firms into better managed and better capitalized firms. Norman of 
the Bank of England had been horrified at the victory of the Labour party, which 
he still imagined to be bent upon imposing socialism in Britain. But he found 
himself courted by Labour ministers who sought his help with industrial reor-
ganization, and when J. H. Thomas, the lord privy seal who chaired the Cabinet’s 
unemployment committee, approached him in January 1930, he seized the oppor-
tunity. Having already formed the Bankers Industrial Development Company as a 
subsidiary of the Bank to mobilize private capital for rationalization purposes, he 
invited Thomas to rely upon him.62 Thomas, a hard-drinking trade unionist with 
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no ideas of his own, readily agreed, not least because several younger members 
of his committee, including Sir Oswald Mosley, were agitating for more radical 
proposals that he neither understood nor supported. Unfortunately for Thomas, 
rationalization on a commercial basis had little chance of success. Not only were 
the most beleaguered sectors of industry heavily dependent upon exports and 
world markets were declining, but many of the individual firms were also heavily 
burdened with debt since the aftermath of the Great War and in no position to 
take on more, even if the banks were prepared to offer it. Rationalization, when 
it occurred through the Bank’s initiative, was therefore likely to take the form of 
mergers that reduced excess capacity. In this case, the outcome, in the short run 
at least, would be more unemployment, not less.63

Under pressure to do something the government turned contiously towards  
financial or mon etary reform. The rise in Bank rate in late September 1929 had 
provoked unprecedented criticism of monetary policy and the Bank of England 
itself. Industrialists and Tory critics such as Leo Maxse and Lord Beaverbrook 
demanded action to insulate the British economy from the vagaries of short-term 
capital movements. The annual conference of the Trades Union Congress called for 
a Royal Commission on monetary policy, and the Labour Party executive yielded 
to grassroots pressure for a special debate on the subject at its annual conference 
at the end of the month.64 Norman however warned Snowden, the chancellor of 
the exchequer, to discourage Party members from hoping they could ‘treat the 
depression as soluble by monetary expedients’.65 Orthodox to a fault and in awe 
of Norman, Snowden did as requested. Speaking at the conference, he pointed an 
accusing finger at the Wall Street boom, then announced plans for a wide-rang-
ing enquiry into the relationship between finance and industry in Britain.66 As he 
appreciated, a large, heterogeneous committee with a conservative chairman and 
wide remit could be expected to take months, if not years, to report, and would 
be unlikely to recommend radical action. This is indeed what happened. The 
Macmillan Committee, known after its chairman, H. P. Macmillan, a Scottish law 
lord, deliberated for over a year before producing a lengthy report that did little 
more than describe Britain’s predicament.

Meanwhile, another option, namely external restrictions on trade, dominated 
debate within the Cabinet and the country as a whole.67 During the general elec-
tion in May 1929 the Conservative party, still divided over trade policy, failed 
to offer a decisive lead. But after its defeat, the press baron Lord Beaverbrook, 
seized the initiative by launching a campaign for Empire Free Trade. Baldwin, 
the party leader, and Neville Chamberlain, its leading economic expert, refused 
to endorse the campaign. But as the slump intensified, even the stoutest defend-
ers of free trade in Manchester and the City of London acknowledged the need 
for some change of policy. And with the Dominions pressing Britain for a lead, 
it seemed only a matter of time before the Tories turned to Imperial protection-
ism. The Labour government seemed more firmly wedded to free trade, which 
nicely complemented its internationalist aspirations. But by the spring of 1930 
divisions appeared within the TUC and the government itself. Thomas, having 
become the Dominions secretary, openly agitated for a change of direction, and 
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Graham, the president of the Board of Trade and hitherto a convinced free trader, 
acknowledged that the magnitude of the slump demanded exceptional action. 
MacDonald, the prime minister, having no strong views on economic policy, was 
prepared to acquiesce. But when Snowden threatened to resign rather than accept 
protectionism, MacDonald dropped the issue rather than face him down.

The government remained preoccupied with the slump, but having practically 
ruled out unilateral domestic or external action, the only alternative was to pur-
sue collective international action on trade, finance or monetary reform. Here the 
government was in an enviably strong position, since it enjoyed the interested 
friendship of a great many countries of the world. The United States had recently 
surpassed Britain as the world’s largest exporter, but Britain was still the world’s 
largest trading nation, taking imports and exports together. Equally important, 
it possessed far and away the largest visible trade deficit in the world, in 1929 
importing a staggering 67 per cent more than it exported.68 Contemporaries gen-
erally regarded the deficit as a sign of Britain’s economic weakness. Yet, as indi-
cated in Table 5.1, it constituted an important source of political strength, for it 
meant that many countries depended critically upon access to the British market 
to keep their own accounts in balance. Britain also had the attraction of the 

Table 5.1 Britain’s importance as an import market for selected countries in 1929

Country

Britain’s rank 
as import 

market

Percentage 
of exports 

going 
to Britain

Value of 
exports (minus 

re-exports) 
going to Britain 

(£ millions)

Surplus on 
visible trade 
with Britain 
(£ millions)

Germany
France
Belgium
Switzerland
Italy
Czechoslovakia
Denmark
Netherlands
Finland
Norway
Sweden
Poland
Greece
Spain
Portugal
United States
Russia/USSR
Egypt
China
Japan

1st
1st
1st
2nd
3rd
4th
1st
2nd
1st
1st
1st
4th
4th
2nd
1st
1st
1st
1st
1st
1st

9.7
15.1
18.2
13.7

9.9
7.6

59.6
20.5
38.0
26.8
25.2
10.3
11.8
18.9
23.4
17.0
29.0
43.0
18.2
19.0

55.8
52.8
43.2
12.6
15.7
6.3

55.8
41.5
14.8
13.6
25.3

6.8
2.4

18.3
3.8

184.0
23.1
21.5

9.7
8.2

29.3
21.2
23.8

6.2
−0.3

4.2
45.1
19.7
11.4
3.7

14.8
2.3

−2.5
6.2
0.2

138.4
19.4
12.6
−4.4
−5.3

Source: UK PP, 1932, Cmd. 3991, ‘Statistical Abstract for the United Kingdom’, tables 231, 232, pp. 
322–3, 326–7; Liepmann, Tariff Levels and the Economic Unity of Europe, pp. 206, 245 and passim; LN, 
Monthly Bulletin of Statistics, vol. XIV, no. 1 (Jan. 1933), table V, pp. 14–17.
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City of London, which was still the largest international financial market in the 
world and practically the sole source of monetary gold for other countries. Third, 
Britain was one of the greatest ‘have’ powers, with a navy second to none and the 
capacity to project its power to Continental Europe and much of the rest of the 
world. Had the government been prepared to exploit these advantages in a vigor-
ous, coordinated way, it might well have been able to carry most countries with it 
in measures to alleviate the slump if not to overcome it altogether. But it seemed 
to have learned nothing from recent history.

In the first place, most contemporary observers agreed that dismay at the pace of 
American economic expansion and its pending tariff increase had been the trigger 
for the global wave of protectionist action that began in the summer of 1929. The 
British government nevertheless demanded that the rest of the world should do 
nothing to annoy the United States, and rigidly defended the most-favoured-nation 
principle in its most unconditional form. This practically ruled out a reversal of 
the protectionist trend until or unless the United States agreed to join in, which 
self-evidently was not about to happen. Second, progress on trade liberalization 
in the 1920s had been slow, in large part because many countries remained nerv-
ous of the implications for national security of opening their markets too far. The 
Labour government nevertheless approached international economic reform and 
inter national security as wholly discrete issues. As might have been predicted, this 
made progress on either front practically impossible.

MacDonald’s handling of Anglo-American relations and naval disarmament 
vividly illustrated the shortcomings of this piecemeal approach. Under the previ-
ous Tory government, apprehension at the spectre of American world financial 
and economic domination had led to a serious deterioration in Anglo-American 
relations. In 1927, ill-prepared negotiations to extend the Washington Five-Power 
Treaty to cruisers, submarines and other auxiliary ships had left each power sus-
pecting the other of aggressive ambitions. Relations worsened the following year 
upon news of a Franco-British modus vivendi on disarmament, which intensified 
American suspicions of British deceit, and by the autumn of 1928 even conserva-
tive broadsheets such as the Times spoke of the possibility of conflict between the 
two powers.69 MacDonald, on taking office in June 1929, made it his top priority 
to re-establish close relations with the United States by resolving the naval dis-
armament issue. At the Washington conference in 1922, Britain had conceded 
parity to the United States in capital ships, the agreed tonnage ratios being 5 for 
Britain and the United States, 3 for Japan, and 1.5 for France and Italy. MacDonald 
now agreed that parity should also apply to cruisers, the auxiliary class now at 
the top of the agenda. This left unresolved the question of individual ship dis-
placement and weaponry, and for the balance of the summer differences between 
British and American naval experts threatened to block a settlement. MacDonald, 
however, continued to yield ground, and with the American Administration pre-
disposed to compromise, the gap narrowed to the point where he volunteered 
to travel to Washington to reach a settlement. President Hoover, suspicious of 
Europeans, was far from keen to entertain a British prime minister, but could see 
no way to refuse.70 MacDonald therefore boarded the Berengaria at Southampton 
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on 28 September, reached New York on 4 October where he was accorded a 19-gun 
salute and a ticker tape parade, then travelled by train to Washington. Two days 
of informal conversations with Hoover at his rustic retreat on the Rapidan River 
in western Virginia produced little result. Both men, however, were pleased to 
be hailed by the press as crusaders for peace, and agreed that MacDonald should 
convene a five-power conference in the New Year, to sustain the momentum for 
naval disarmament.71

Preoccupied with maintaining Imperial communications and the sea-lanes of 
international commerce, British statesmen made their primary objective a settle-
ment acceptable to the United States, the one power capable of mounting an over-
whelming challenge to Britain’s Imperial and world role. The same preoccupations 
obliged them to bear in mind Japanese ambitions in the Pacific and ensure that 
mutual Anglo-American reductions did not result in increasing Japanese naval 
predominance in the East. MacDonald, who personally led the British delega-
tion at the London naval conference, which opened in the Royal Gallery of the 
House of Lords on 21 January 1930, therefore concentrated his efforts upon a 
three-power agreement, and was elated when on 2 April Tokyo finally accepted 
an Anglo-American formula granting Japan 70 per cent of British and American 
auxiliary tonnage.72 Until the conference began, he had assumed that once the 
three great naval powers reached agreement, France and Italy would fall into 
line and accept the same ratio for auxiliary ships they had accepted in the 1922 
Five-Power Treaty. Dino Grandi, the Italian foreign minister, assured him of his 
country’s willingness to do so, whatever the sacrifices this required. But to British 
anger and frustration, the French delegation led by Tardieu and Briand refused 
the terms offered to them of auxiliary tonnage merely 30 per cent of the British 
or American total and the same as Italy’s, which to France with its extra coastline 
to defend and extensive Imperial commitments meant grave inferiority in the 
Mediterranean.

MacDonald and British officials should not have been surprised at French 
obstruction. During the previous autumn, the French had signalled their dissat-
isfaction with the British decision to push ahead with naval disarmament with-
out regard for its relationship to military disarmament and security. They also 
made utterly clear their unwillingness to cooperate in any such British initiative 
unless their sacrifice of naval strength was compensated by British support for 
a Mediterranean mutual assistance pact as well as some more general security 
commitment.73 British statesmen, however, had ignored these warnings in their 
impatience to settle with the Americans. Indeed, unlike their Tory predecessors, 
they neither consulted the French nor even allowed them to know what they 
were discussing with Washington.74

The crisis began on 12 February 1930, when the French delegation presented 
its requirements for auxiliary ship tonnage, which actually exceeded the levels 
accepted by Britain and the United States. This was partly for bargaining purposes, 
but it was also because French authorities had chosen to rely mainly upon cruisers 
and submarines rather than capital ships to meet their particular naval require-
ments. They had two separate coasts to defend and Imperial interests almost as 
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far-flung as Britain’s. They also had an increasingly unstable neighbour in Italy, 
which if conceded naval parity would be capable of threatening France’s com-
munication lines with Algeria, its most important overseas possession. Briand, 
who led the French delegation to the conference, was as charming and nimble as 
ever, eschewing confrontation and indicating his readiness to consider any rea-
sonable offer on security. Stimson initially ruled out any American contribution 
to a settlement with France.75 Briand, however, skilfully drew him into the nego-
tiations by candidly explaining his predicament. By 23 March, Stimson reversed 
his position so far as to advise Hoover that the United States should be prepared 
at least to participate in a consultative security pact.76 Hoover flatly rejected the 
suggestion.77 But the French had never hoped for anything substantial from 
the United States: it was British support their cooperation depended upon. In 
Stimson’s words, ‘what they desired and must have, if they were to reduce their 
program, was a treaty of mutual assistance with Britain or at least some amplifica-
tion or clarification of Britain’s existing obligations under the League of Nations 
Covenant.’78

Within the British camp, Henderson and senior Foreign Office officials favoured 
some concession to the French.79 MacDonald, however, would have none of it, and 
fell back on racial stereotyping to explain and condemn French obstruction. On 
12 February he wrote in his diary, ‘France becomes the peace problem of Europe. 
Mentality is purely militarist. Problem is, will France allow Europe to disarm?’ 
Two days later he returned to the French mind: ‘It thinks in guns & bayonets.’80 
To MacDonald, it seemed reasonable for Britain and its Anglo-Saxon cousin 
across the Atlantic to have navies substantially larger than any other navies in 
the world, but wholly unreasonable for France to seek a margin of security in face 
of an increasingly uncontrollable Germany and a menacingly unpredictable Italy. 
France, after all, was a militaristic nation whose treachery had been demonstrated 
before the War when Grey was drawn into offering informal military and naval 
commitments and France had taken advantage of them to provoke a war with the 
Central Powers.81 MacDonald supplemented this critique by a general condemna-
tion of the old diplomacy of alliances and balance of power as a recipe for war. But 
there was no gainsaying his Francophobia or his belief that Britain could remain 
outside any future European conflict. This was vividly illustrated by his account 
of his private dinner with Briand on 18 March, as recorded by Stimson:

He [MacDonald] said France wants to be the biggest military power in Europe 
and wishes to be able to fight any two nations in Europe successfully and rather 
expects to fight Italy and Germany. Furthermore, France has now planned to 
be the economic center of Europe, shaping her development for that purpose. 
He said he had told Briand that the attitude of France at the Conference meant 
war and that they were headed straight for it and that Briand agreed and said 
he was much worried over it. The Prime Minister said he had also told Briand 
that Great Britain would give no pact of military assistance, saying that the 
only pact that Great Britain would give was ‘only how to keep the peace and 
not how to fight other nations after they broke the peace.’82
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At the close of the conference on 22 April, Britain, the United States and 
Japan agreed to be bound by a 5:5:3.5 ratio on auxiliary ships from 1931 to 
December 1936, and all five participating powers endorsed supplementary 
agreements suspending battleship construction and restricting submarine con-
struction and submarine warfare for the same period. MacDonald was thus able 
to claim that the conference was at least a partial success, a verdict accepted in 
Britain by all but Churchill and a handful of conservative critics.83 The effect 
of treating disarmament without regard to security, however, was far from 
 beneficial for Britain. The decision practically to halt naval construction seri-
ously handicapped Britain when Japan and Germany expanded shipbuilding 
in the next few years.84 The conference also deepened the gulf between Britain 
and Continental Europe by intensifying British prejudice against France and 
hence against a Continental commitment. The consequence of this approach 
only became fully evident towards the end of the decade. But it should be 
remembered that Briand and his colleagues had done their best before the con-
ference to warn British colleagues of the risks they took. That they failed to 
penetrate the wall of prejudice was not for want of trying.

In the summer of 1929, almost every large trading nation in the world pro-
tested to Washington against Congressional plans to intensify American tariff 
 protection. The only exception was Britain, where ministers resisted pressure 
to join in the protest on account of MacDonald’s initiative to improve Anglo-
American relations.85 Just this once, they treated trade within a broader frame-
work of foreign policy, but in September they reverted to form. That month, 
Britain was represented for the first time at the League of Nations by an eco-
nomics minister, when Graham joined the delegation to the Tenth Assembly in 
Geneva. Graham seized upon the Belgian proposal for a tariff truce and, sup-
ported by Belgian and French delegates, he secured its approval by the League 
Assembly. As a token of his commitment to trade liberalization, he also person-
ally attended the first tariff truce conference when it opened in February 1930. 
By now, leading Tories and spokesmen for business were loudly demanding trade 
protection, and Graham faced strong pressure to avoid tying Britain’s hands in 
a tariff truce. He still hoped that foreign delegates would cooperate in the tar-
iff truce and subsequent trade liberalization out of fear that if they did not, 
Britain might abandon free trade and turn towards its Empire partners.86 But 
only the European states sent fully accredited delegates to the conference, and 
they could not be persuaded to tie their hands as Graham wanted, so long as the 
Soviet Union, the British Dominions and above all the United States reserved 
the right to raise their import barriers. Graham therefore had no choice but 
to accept Flandin’s modest formula, enjoining signatories to restrain their tar-
iff revision while maintaining a vague opening for subsequent negotiations on 
trade liberalization.

This was a far cry from the decisive action Graham originally imagined 
to be possible. The British delegation itself faced accusations of backslid-
ing, when it requested an exception to the agreement for Britain’s so-called 
 revenue duties.87 As the result of sharply falling tax revenues, Snowden had 
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been obliged to abandon his commitment to eliminate revenue duties, which 
fell largely on the British breakfast table: taxes on tea, coffee, cocoa, sugar 
and dried fruit as well as tobacco, wine and spirits, which had yielded fully 
£117 million to the exchequer in 1929. British delegates in Geneva defended 
the retention of revenue duties with the old argument that they had no pro-
tective function since they were levied on British-produced goods as well as 
imports. But other delegations regarded this as disingenuous since Britain itself 
produced almost none of the goods concerned, and three-quarters of the rev-
enue duties (in value) included a substantial preference for imports from the 
British Empire.88 Britain’s own claim to be contributing to trade liberalization 
was thus compromised.

Before the hoped-for negotiations on trade liberalization could begin, Britain 
confronted another European initiative when Briand circulated his memoran-
dum on a European federal union. The plan faced opposition from the self-styled 
‘have-not’ powers such as Germany, Hungary and Italy, and general suspicion of 
French motives, which appears in retrospect to have doomed it in advance. But it 
should not be forgotten that throughout Europe in the spring of 1930 there was 
intense interest in some means of alleviating the economic slump, which was 
devastating national economies, and that Britain was uniquely placed to influ-
ence the European response to Briand’s plan.89 In the event, Britain refused to 
endorse the plan, which thereafter survived only in token form. But in view of 
the magnitude of the issues at stake, it is worth pausing to consider the motives of 
British diplomats and politicians for rejecting the first comprehensive approach 
to Europe’s political and economic crisis.

By May 1930, the idea of European integration, if still remote from the mass 
of people, had attracted the support of a sizeable fraction of the Continent’s 
business and political elite.90 Yet remarkably, even at this time the clerks of the 
Foreign Office and their diplomatic colleagues abroad seemed only half aware of 
the European movement. One reason for their ignorance derived from the insti-
tutional constraints upon the Foreign Office’s treatment of economic issues. 
Since Victorian times, the blue bloods of the Foreign Office had been accused of 
 disdaining the vulgar world of trade. If once true, it was much less so after the 
turn of the century. Nevertheless the Office had found itself marginalized after 
the Great War, when a host of new economic issues such as reparations and war 
debts, international monetary reform, the recrudescence of quantitative trade 
controls and the need for new trade treaties, prompted the Treasury, the Board 
of Trade, the Dominions Office (from 1925) and other departments of state to 
insist upon reserving aspects of external relations for themselves. The Foreign 
Office sought but failed to secure a coordinating role in external policy-mak-
ing. As a result, its officials were largely excluded from postwar reconstruction 
initiatives and severely hampered in their grasp of the economic forces that 
provided the chief impetus of the European movement.91 Thus, for instance, 
they seem to have been unaware of the creation in 1925 of the Mayrisch com-
mittee, bringing together leading businessmen from France, Germany, Belgium 
and Luxembourg. Nor did they make anything of the establishment of the 
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European Steel Cartel in September 1926 or the adoption of the Franco-German 
commercial treaty in August 1927, or follow the intense debate over the appli-
cation of the most-favoured-nation principle in Europe after the 1927 World 
Economic Conference.92

Their ignorance was evident in July 1929 when reports reached London of 
Briand’s intention to speak at Geneva on European federation. Questions were 
asked in Parliament as to Britain’s attitude, and Henderson requested a brief on 
the subject. After a careful search of the diplomatic correspondence and memo-
randa, the Foreign Office Library reported that to date no serious proposals for 
European political or economic integration had been made.

A number of suggestions of this nature have, it is true, been brought to the 
notice of the department, but chiefly in the form of pamphlets or from ideal-
istic individuals or ‘one man’ societies, and have neither official backing nor, 
apparently, any practical bases.93

The only ‘European’ organization that the Foreign Office knew of was 
Coudenhove-Kalergi’s Pan-Europa Society. The fact that it was ‘financed almost 
entirely by the friends of M. Coudenhove and can barely pay its way’, amply 
summed up the feebleness of the movement as a whole, the Foreign Office con-
cluded.94 Briand’s speech to the League Assembly in September did little to alert 
the Office to developments. Even in May 1930, neither Sir Horace Rumbold, the 
British ambassador in Berlin, nor his colleagues in London appeared to know 
much about Coudenhove-Kalergi and his organization.95

The more fundamental reason for the Foreign Office officials’ decision to dis-
regard the European movement, however, was that it made no sense within their 
perception of postwar Europe. As they saw it, Continental Europe was simply too 
divided and France too powerful and aggressive for integration to become a real-
ity. Sir Robert Vansittart, the permanent under-secretary, made this the theme 
of his first ‘Old Adam’ memorandum on 1 May 1930, in which he warned the 
Cabinet of the recrudescence of aggressive nationalism in Europe. He was confi-
dent that Germany, especially since Stresemann took over the direction of its for-
eign affairs in 1924, was reconciled to its place in Europe and scarcely a problem. 
Britain too had done its part in promoting the appeasement of Europe through 
the League of Nations and support for disarmament. But France, driven by its 
exaggerated claims for security, seemed bent upon stirring up trouble with its 
provocative military alliances, financial subsidies to foreign powers and inflated 
demands upon Germany. In Vansittart’s words,

It might have been hoped that the adoption by Germany of the policy of ‘ful-
filment’, especially her recognition of the cession of Alsace-Lorraine as defini-
tive, and the steady progress in the general pacification and stabilization of 
Europe during the last 10 years, would have convinced France that her fears 
were exaggerated, and that she was safe enough to throw off this hankering 
for ‘Balance of Power’.96
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Instead, Vansittart and his colleagues believed that France was persisting in its 
bid for hegemony. They therefore refused to accept at face value reports of French 
interest in integrating Europe through peaceful, consensual means.

In March 1928 they had reacted sceptically when Jacques Seydoux, the recently 
retired diplomat and intimate of Poincaré, appealed in the Times for Britain to 
participate in European affairs. Seydoux pointed out that France had recently 
taken great risks in integrating its economy with Germany’s by means of the new 
commercial treaty. But, he added, if rapprochement between France and Germany 
were to be carried further, Britain must play its part.

France and Germany cannot do without Great Britain; but Great Britain needs 
them both. The peace of Europe and of the world demands that any Franco-
German entente on the economic plane should have as its corollary a still 
closer entente between France and Great Britain; for if France desires to be on 
good terms with Germany, she desires to be on still better terms – on better 
terms than ever – with Great Britain.97

Foreign Office officials seemed unable to appreciate that the ‘liquidation of 
the war’ was making France so insecure as to contemplate active leadership of 
the European movement. Instead, they assumed that behind French appeals for 
British participation there must be a hidden motive. As Orme Sargent commented 
on Seydoux’s article, ‘Mr. Seydoux tries to make our flesh creep. ... He tries to 
frighten us with the bogey of isolation, but it may well be that this isolation, if 
it materializes, will be more dangerous to France than to Germany.’98 Briand’s 
plan to speak on European federation evoked a similar reaction. Ralph Wigram, 
the chargé in Paris, suggested that it was a ploy to persuade French socialists 
to support ratification of the war debt agreements when they came to the vote 
in Parliament that month.99 Shortly after Briand spoke at Geneva in September, 
Sargent again speculated on the hidden motives behind his proposal.

I should be glad to think that this sudden enthusiasm of the French for the 
idea of Pan-Europa represents only an attempt to protect Europe against even-
tual economic pressure. I am not at all sure, however, that in the present cir-
cumstances it may not in the eyes of the French have the additional merit of 
affording a means of impressing on this country its economic, if not political, 
dependence on the Continent of Europe.100

Even in the early months of 1930 the Foreign Office was still urging Lord Tyrrell 
in Paris to identify the ‘real’ reason behind Briand’s initiative.99 And in May, 
when Briand’s memorandum arrived with the emphasis shifted from economic 
to political action, officials felt justified in speculating about ‘what lies behind 
the proposals’.101

Briand’s speech at Geneva in September 1929 and subsequent reports of Edouard 
Herriot’s speaking tour around Europe on the same theme belatedly stirred 
Foreign Office officials to consider Britain’s interest in the European movement. 
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The librarian, Sir Stephen Gaselee, doubted that the idea was practicable, but sug-
gested that it might serve as a warning to Washington that Europe would not 
tolerate becoming steadily more dependent upon American capital and goods.

I think of Pan-Europa as analogous to Fascism. Fascism is not desirable in itself, 
but serves as a warning against pushing liberalism to extremes. So Pan-Europa 
is not to be desired per se, but in the event of the United States adopting certain 
policies, and proceeding to certain extremes, Pan-Europa would be a valuable 
menace to be held up to Washington in terrorem.

It should be seen therefore as essentially a gesture or protest. But in any case 
Britain, being a non-European power, could stand outside a squabble between 
Europe and the United States.

We should be in the happy position of the tertius gaudens: we could either asso-
ciate ourselves (though not too closely) with Pan-Europa, or retire to a British 
Empire equally remote from Europe and America.102

Two officials in the American Department dissented from this view. Aware of 
the tremendous expansion of American capital and commercial exports, and 
more keenly alive to America’s influence upon the rest of the world, they doubted 
that Britain could simply retire behind the Empire’s walls, if the world coalesced 
into a handful of large economic blocs. As G. H. Thompson put it,

I am rather apprehensive that ... we should find ourselves between the devil 
and the deep sea. Canada is certainly not remote from the United States, 
whose economic power in the Dominion is growing daily, and I cannot see 
the Canadians cutting themselves off from their dear brother to the South. 
Progress towards the goal of a European economic union seems to me to hold 
out some hope of maintaining ourselves against the Colossus of the West.103

His colleague, T. M. Snow, agreed:

The great risk to us in this country would be that, through inability to make up 
our minds definitely to join the European group, or by aspiring to some such 
disastrous role as the ‘interpreter of America to Europe’, we might end by falling 
between two stools. A system of European cartels, in which we participated, is very 
likely the only alternative to the swallowing up by America, one after the other, 
of the markets of all the European countries, beginning with our own.104

However, this remained a minority view within the Foreign Office. Charles 
Howard Smith and Alan Leeper of the Western and League of Nations Department 
were prepared to believe that the American economic challenge would eventually 
force Europe into forming an economic and even a political bloc. Yet they held 
that the Empire would always be more important for Britain than a European 
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federation. Since a European federation might close Britain off from Continental 
trade, the only question was whether Britain should try to block its development 
now or allow it to continue for the time being.105

Upon the arrival of Briand’s memorandum, the Foreign Office proposed a 
friendly albeit non-committal reply, largely for Briand’s own sake. Perhaps, as 
Leeper warned, Britain might eventually have to choose between entering a 
European federation and remaining at the head of the Empire. But for the fore-
seeable future this seemed unlikely, since Italy and Germany, ‘who are far more 
directly concerned’, could be counted on to block the French initiative. This 
allowed Britain to be politely non-committal and thereby avoid embarrassment 
to Briand, ‘one of the few good “Europeans” in France.’106 Several of the govern-
ment’s expert advisors, however, found this far too complaisant. Sir Arthur Salter 
of the League Economic Section warned Henderson that the League would be 
damaged beyond repair if Briand’s plan were allowed to develop. Salter acknowl-
edged that Europe urgently needed economic integration. ‘There is nothing 
elsewhere comparable to the combination in Europe of advanced industrial devel-
opment and small tariff units’, he wrote. He was prepared to envisage a European 
committee in the League, along the lines of the Austrian, Hungarian and Greek 
committees, reporting directly to the Council. But with Europe comprising ‘a 
fifth of the world’s population and at least four-fifth’s of the League’s strength’, 
the creation of independent European institutions would have a doubly deleteri-
ous effect upon world stability.

In the first place, a powerful impetus [would be] given to the organization 
of the world into a few large groups – Europe, Pan-American, British Empire 
(with perhaps a Russian Asiatic to follow) – each equipped with an organiza-
tion absorbing the bulk of the work on practical and current problems.

Second, it would reduce the capacity of the League of Nations to restrain these 
regional or supranational groups from antagonizing one another.

There would be a conflict between the regional and central [institutions] 
in which the latter would constantly tend to be weaker. More and more the 
League would tend, both in economic problems and in questions involving 
dangers of war, to come in at a later, and too late a stage. We should have, more 
remotely but ultimately on a larger scale, the same kind of danger which comes 
from ‘alliances’ endangering the League’s overriding authority.107

Salter’s association of voluntary European integration with a return to military 
alliances and global conflict evidently struck a cord with ministers. A few days 
later, Philip Noel-Baker, the former LSE professor of international relations, now 
a junior minister in the Foreign Office, and Lord Robert Cecil, the former Tory 
minister brought in by Labour as adviser on League of Nations affairs, weighed 
in with their own warnings against Briand’s plan. Noel-Baker affirmed in words 
similar to Salter’s that Britain had ‘the greatest possible interest, both material 
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and political, in helping to secure closer co-operation by European countries’. But 
he agreed that the machinery Briand proposed for Europe constituted a serious 
threat to the League of Nations.108 Cecil warned that the danger went further. If 
Europe were allowed to become organized, he wrote, it would stimulate the devel-
opment of other large blocs, which would not only be a threat in itself, but would 
also threaten the destruction of the British Empire. For, in contrast to the terri-
torially coherent blocs that were likely to emerge, the Empire comprised scattered 
territories which could scarcely resist the pull of regional blocs. Thus, if Briand’s 
plan for Europe got off the ground,

It would add strength to the Pan-European movement and might increase the 
Asiatic feeling which already exists. World groups of that kind outside the 
League would be a menace to peace. They would also cause the greatest dif-
ficulties to the British Empire. I know that some people like Mr. Amery have 
a dream of a British Empire group which could be independent of the rest of 
the world. I see no prospect of such a result. He and others seem to think that 
Great Britain could divorce herself from Europe. Why? She has been culturally, 
economically and politically part of Europe for many centuries and still is. ... 

But even if we kept out of a European group could Canada hold aloof from an 
American or India from an Asiatic group? It seems very doubtful. The British 
Empire would be part of all these groups geographically and economically and 
their existence without the coordinating system of the League would be a ser-
iously disintegrating influence on the Empire.109

In short, Britain’s status as a great power required the maintenance of the Empire, 
which in turn required it to insist upon liberal internationalism in the political 
and economic spheres – and opposition to European integration.

Cecil’s brief as well as Salter’s contained glaring contradictions, which should 
have been evident to the most casual reader. Salter endorsed the principle of 
regionalism within the League, along with the acknowledgement that Europe 
must emulate the United States by forging a single internal market commen surate 
with the imperatives of modern mass-production industry. Yet he described pref-
erential arrangements within Europe, the essential first step towards such a sin-
gle market, as a provocation to the other regions and hence to be resisted by 
the League. Nonetheless, he asserted that regional action through the League 
remained possible, citing the recent tariff truce conference as an example of 
what could be done. As he pointed out, the conference had become an exclusively 
European affair not from any desire on the part of the Europeans for separate 
action, but simply because only European countries had accepted the invita-
tion to participate. Yet it had produced an agreement on tariff action approved 
by 23 European countries. Salter, however, could hardly have chosen a more 
unfortunate illustration, since the agreement reached was notoriously weak pre-
cisely because the overseas countries had refused to cooperate with Europe while 
demanding to share in any concessions agreed within Europe on account of their 
most-favoured-nation rights.
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Cecil’s brief was marked by a similar contradiction. According to his critique, 
regional blocs or federations including a united Europe were undesirable because 
they had the potential to become successful and would threaten the destruction 
of the ramshackle British Empire, which was evidently a desirable institution but 
had less potential for success. Henderson nevertheless accepted these warnings 
and requested his Foreign Office advisers to bear them in mind in preparing a 
much more severely qualified reply to Briand’s memorandum.111

The Foreign Office received enquiries from practically every other country 
in Europe, wishing to know how Britain intended to reply. ‘Opinion in most 
countries realises that the attitude of His Majesty’s Government will be deci-
sive’, one official commented.112 Until the government took a decision, British 
envoys could not express a definite view, but they left little doubt that Britain 
disliked Briand’s plan.113 In Paris on 24 June, Tardieu, the premier, appealed to 
Lord Tyrrell for a positive reply. In Tardieu’s words, the ‘grave economic crisis 
which the whole of Europe was facing’ made close cooperation between Britain, 
France and Germany essential.114 Two days later, however, Henderson suggested 
that Britain might postpone any reply until Briand’s proposal could be considered 
further at the League Assembly in September.115 Briand frantically appealed for 
a reply by the 15 July deadline, since he was committed to report Europe’s views 
to the Assembly. ‘[He] quite understood [Henderson’s] difficulties as Great Britain 
occupied a very peculiar position in the world, and especially with regard to 
Europe, as she was of Europe and yet outside it.’ But at the minimum he needed 
confirmation of Britain’s sympathetic interest. If Henderson would offer this, he 
promised an exchange of views at Geneva and a commitment ‘not to do anything 
except in agreement with you.’116

Tyrrell, exceptionally among senior British diplomats, favoured closer relations 
with France, and he appealed personally several times to Henderson to heed 
Tardieu’s and Briand’s requests.117 The next item on Germany’s list of revisionist 
aims, he wrote, was the Eastern frontier. France did not underestimate the dif-
ficulty of resolving it, but

So far as French opinion is concerned, it is through a federated Europe alone 
that its peaceful solution seems even conceivable. To me this is the real 
 importance of the ‘scheme’, and the chief reason why nothing should be done 
to discourage it.118

It was no use. Henderson put the second, essentially negative, reply to a Cabinet 
committee on 14 July. Two days later – after the deadline set by Briand for replies – 
the Cabinet perfunctorily approved Henderson’s draft, whereupon it was handed 
to the French Ambassador.119

With all the replies now received, Briand prepared his report for the Eleventh 
League Assembly. Putting the best face on it, he asserted that as no country had 
actually rejected his plan, the League should authorize him to continue his work.120 
But this was futile as well as disingenuous. For the time being, Europe would 
not willingly organize without Britain. And Britain would not allow Europe to 
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organize since it threatened to compromise Britain’s Imperial and global role. 
Economic and security problems would have to worsen substantially before either 
was prepared to reconsider its position.

5.4 Missed opportunities for 
international monetary reform, 1929–31

In 1929 high interest rates prompted criticism of the gold standard on an unpre-
cedented scale in Britain and deep unease elsewhere. This had enabled Sir Henry 
Strakosch to overcome opposition from central bankers to the League Gold 
Delegation enquiry into undue fluctuations in the purchasing power of gold, 
which began in August of that year. The Macmillan Committee on Finance 
and Industry began its deliberations in November, and the following month an 
informal study group comprising prominent City bankers, Treasury officials, 
 economists and leading City editors held the first of several meetings at Chatham 
House to consider the working of the international monetary system. Ever since 
then, economists have singled out the gold standard as a major contributor to 
the world slump. Yet, up to this time the problem was not so much the monetary 
mechanism but its management: constraints of an essentially political nature 
upon cooperation among the major central banks. After the slump began, new 
opportunities for cooperation arose. But once again political obstacles stood in 
their way.

In 1929, the United States faced widespread foreign criticism for allowing the 
Wall Street boom to endanger world economic stability by driving up inter-
est rates and diverting loanable funds into speculative activity. But in Britain 
mounting criticism was also directed at France for aggravating the weakness of 
the pound sterling by disposing of its foreign exchange balances to build up the 
Bank of France’s gold reserves. By the winter of 1929, the French authorities had 
become acutely aware of the criticism.121 There was little they could do to coun-
ter the elaborate conspiracy theories popularized by Paul Einzig of the Financial 
News and The Banker, George Glasgow of The Observer, Francis Williams of the 
Daily Herald and others, who charged that France had deliberately drained gold 
from London the previous summer to force the British government to accept 
an unfavourable reparation settlement.122 In fact, French authorities had never 
contemplated attacking sterling, and to an impartial observer it should have been 
obvious they had not done so, since at the same time as sterling fell below gold 
export point against the franc it also fell sharply against the Dutch florin, Swiss 
franc and other currencies. Nonetheless they accepted that simply ‘sterilizing’ 
gold at the Bank of France while the rest of the world endured a severe economic 
slump was bound to seem avaricious and destructive. They therefore sought to 
use their gold reserves as the basis for expanded short- and long-term foreign 
lending.

The Bank of France did what it could to facilitate the revival of foreign  lending 
by reducing its discount rate from 3.5 to 3 per cent on 31 January 1930 and to 
2.5 per cent on 1 May, and fostering the operations of a fledgling acceptance 
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market.123 The Ministry of Finance also assisted by removing the discriminatory 
element in the tax on foreign interest payments (25 per cent versus 18 per cent on 
domestic interest payments) and reducing the stamp tax on foreign loan issues.124 
Largely as a result of these inducements, French foreign lending in 1930 reached 
2133 million francs, more than double the volume of new lending in 1929 and 
over three times that of 1928. But even then, the portfolio of French foreign 
loans amounted to little more than 80,000 million francs (£655 million), which 
adjusted for inflation was a small fraction of the total reached in 1914.125 French 
authorities also faced two obstacles they were virtually powerless to overcome. 
One was the conservatism of French lenders, who had still not recovered from 
the devastating losses incurred on prewar loans to Soviet Russia and elsewhere 
in Eastern Europe. The other was the rapid deterioration in the international 
economic and political climate. With trade dwindling, Latin American republics 
bankrupt, Mussolini issuing belligerent threats and the Nazis and Communists 
competing for control of Germany, eligible foreign borrowers were becoming 
increasingly scarce.

Between September 1929 and the spring of 1930, the continuing gap in inter-
est rates between London and Paris and the decline in money movements to 
New York after the Wall Street Crash enabled the Bank of England to keep ster-
ling above gold export point and rebuild its metallic reserves. From a perilously 
low £131.7 million, the Bank’s metallic reserves rose to a relatively comfortable 
£163.6 million by April 1930. But hardly had the directors agreed to reduce Bank 
rate to 3 per cent on 1 May when sterling again slumped below gold export point 
on the sterling-franc exchange. Thereafter scarcely a week passed without gold 
flowing to Paris. In 1929 French gold reserves had increased by £45 million. In 
1930 they increased by another £110 million, bringing the total by the end of the 
year to a massive £450 million, three times those of Britain.126 City editors loudly 
complained of hoarding, and several confidently asserted that France was accumu-
lating gold for political ends aimed directly or indirectly against Britain.127 Once 
again, nothing could have been further from the truth. Both the Bank of France 
and successive French governments ardently sought closer cooperation with their 
British counterparts.128 This became evident after the German Reichstag election 
on 14 September 1930.

In the Reichstag election of May 1928, held when the German economy was 
still relatively strong, the parties of the extreme Left and Right had done poorly: 
the Communists (KPD) obtained 54 seats, the Nazis (NSDAP) a mere 12, and 
together they gained only 14 per cent of the popular vote. Now in 1930, with 
unemployment soaring above 3 million and the budget deficit threatening to 
undermine currency stability and revive the nightmare of hyperinflation, the two 
parties received 33 per cent of the vote, with the KPD obtaining 77 seats and the 
NSDAP 107 seats, making it the second largest party in the Reichstag. The results 
sent a shock wave through the financial markets, causing a flight of capital from 
Germany and a general shift into liquid balances. For fully 12 months Hitler and 
his Nationalist allies had dwelt upon the reparation question, using it to explain 
the slump and accusing the Bruening government of permitting the Western 
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powers to ‘enslave’ the German people through the Young plan. Since practically 
all Germans agreed upon the injustice of the Versailles settlement, Bruening was 
thrown on the defensive and adopted a similarly hostile attitude towards repar-
ations. Germany, he indicated, would not tolerate the burden indefinitely.

The French authorities did not react. Instead they sought to steady the markets 
by encouraging French commercial banks to maintain their credits in Germany 
and even increase them.129 Tardieu, the premier, personally sought to persuade 
the banks to participate in the loan to Germany arranged by the New York invest-
ment bank, Lee Higginson. Meanwhile they looked to Britain to join France 
in deterring Germany from unilaterally suspending reparation payments, or if 
that happened to approach the United States together for a cessation of war debt 
demands.130 Despite evidence of France’s keen interest in cooperation, the British 
authorities drew back.

In June 1930, the League of Nations Gold Delegation met briefly for a second 
time since its establishment the previous summer. Strakosch, having almost 
 single-handedly initiated the enquiry, now pressed for a strongly worded report 
that advocated coordinated action by the major central banks to halt the decline 
in world price levels. Several other delegates, notably Sir Reginald Mant of 
South Africa and Professor Gustav Cassel of Sweden, supported him, but Oliver 
Sprague, the Harvard economist and presently adviser to Norman at the Bank 
of England, disputed Strakosch’s thesis that the ‘sterilization’ of gold was chiefly 
responsible for the accelerating decline in world price levels and economic activ-
ity. With several of the Continental delegates also lined up against him, Strakosch 
agreed to limit the report to an analysis of the prospective supply and demand for 
gold within the international monetary system. Convinced of the need for action, 
however, he proceeded to insert the core of his argument into the draft. Among 
other things, it asserted a clear link between gold supplies and price  levels, and 
directly criticized the United States and France for vastly increasing their gold 
reserves without correspondingly increasing their money supply or credit. It also 
proposed several means of economizing the use of monetary gold, such as the 
elimination of gold coinage, the concentration of gold holdings at the central 
banks, international agreement on the reduction of legal reserve minima and the 
extension of the gold exchange standard to countries that had not yet returned 
to the gold standard.131

Strakosch was pleased with the document and hopeful that if vigorously pro-
moted, the central banks might be persuaded to abandon their neutral stance on 
credit creation and actively expand liquidity. Eventually they might be brought 
to accept price-level stability as one of their objectives along with exchange rate 
stability. He expected American and French central bankers to dislike the report, 
which came close to linking their accumulation of fully two-thirds of the world’s 
monetary gold to the present world slump. What he did not anticipate was hostil-
ity from Norman at the Bank of England and Snowden at the Treasury.132

Since 1928, Strakosch had found an ally in Sir Otto Niemeyer, the Treasury 
knight who had left public service the previous year to become adviser to the 
Bank of England. At the Treasury, Niemeyer had pressed Churchill unrelentingly 
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to accept an early return to the gold standard, sweeping aside all claims that 
it would aggravate deflationary pressures on the economy. But on joining the 
Bank he soon acknowledged the acute pressures that the gold shortages and high 
exchange rate placed upon the Bank and the British economy, by encouraging 
Strakosch in his efforts at international monetary reform.133 Niemeyer, however, 
spent most of 1930 in Australia, advising the National Reserve Bank on monetary 
and financial reforms, and without his forceful presence at Threadneedle Street, 
Norman maintained his opposition to Strakosch’s work in the Gold Delegation. 
Thus on 28 August, Strakosch received a dusty reception when he called at the 
Bank to enlist Norman’s support. Sprague had resigned from the Gold Delegation 
on taking up his temporary post at the Bank of England, and Strakosch urged 
Norman to request him to rejoin it to enhance its credibility in the United States. 
Norman pretended there was nothing he could do, claiming that Sprague had 
taken the decision to resign on his own and that it was up to him to rejoin if 
he wished. Strakosch then urged Norman to give his full and public backing 
to the Gold Delegation report, and to promote its recommendations at the BIS 
where central bankers periodically met. Norman claimed not to have read the 
report, but added that in any case he must ‘merge his views’ with the other BIS 
directors.134 Strakosch impatiently observed that the French and American cen-
tral bankers scarcely felt it necessary to merge their views with others. When 
Norman demurred, Strakosch ‘complain[ed] vehemently and ... bitterly that [the] 
Gold Committee had been boycotted by [the] Bank of England and flouted or 
opposed by Central Banks in general.’135 Nothing he could say, however, would 
persuade Norman to support his campaign.

As early as 1927, Norman had privately acknowledged the seriousness of the 
gold problem. In principle, he favoured the establishment of a gold bullion or 
even a gold specie standard: practically all central bankers did. But since Britain’s 
return to the gold standard in 1925 he was acutely aware of the political obs tacles 
facing central banks that attempted to restore price competitiveness through 
high interest rates and credit restrictions. Why then did he oppose Strakosch’s 
efforts? The answer is evidently threefold. In the first place, since 1927 when 
Strakosch began his campaign, Norman feared the adverse publicity that central 
banks would face if they encouraged the belief that they could halt the down-
ward trend of commodity price levels through collective action, but chose not to 
do so.136 The further slump in price levels since 1929 made this objection all the 
more pertinent.

The second reason was that Norman, particularly at this time, did not wish to 
compromise the political function of the gold standard as a means of  imposing 
discipline upon governments and in particular the British government. The great 
problem of a democratic society, in his view, was that the politicians were con-
stantly tempted to ‘bribe the electorate with their own money’, by  undertaking 
expensive welfare programmes, paid for by taxes on enterprise. To nearly all 
bankers, financiers, City editors and academic economists, the gold standard was 
a vital constraint upon overspending. With the gold standard in place, wealth, 
enterprise and individual freedom were safeguarded; without it, the pressure of 
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the masses would subvert the currency, erode savings and ultimately destroy 
civilized society itself. In 1930, the discipline of the gold standard seemed more 
important than ever. Since their first spell in office five years previously, Norman 
had maintained superficially friendly relations with Snowden, MacDonald and 
Thomas: Labour party leaders whom he recognized to be almost as conservative 
as himself. Nonetheless he shared the City’s apprehension at the Socialists’ return 
to office in 1929, and after the slump began he became deeply afraid that Labour 
leaders would give way to the radical element within their party.137 He was there-
fore anxious to retain the unfettered operation of the gold standard, and this 
in turn made it extremely untimely to advertise its shortcomings, as Strakosch 
seemed intent upon doing. In view of the mounting opposition to the gold stand-
ard among industrialists as well as left-wing critics, this was playing with fire in 
a dangerously combustible building.

The third reason for Norman’s opposition derived from his commitment to the 
City of London. For practically the whole of his adult life he had worked in the 
City, entering it before the war when its world supremacy was unchallenged and 
regarding it still as the financial basis of Britain’s world power. But he equated 
the City’s fate with the prestige of the pound and feared that Strakosch’s initia-
tive would merely highlight the precariousness of sterling. Like nearly all his City 
colleagues, he favoured Anglo-American solidarity. He was an Atlanticist or more 
accurately an Anglo-Saxon supremacist. For while he looked to the United States 
as a partner in the direction of the international monetary system, he also looked 
upon Germany as Britain’s natural ally in Europe and deeply sympathized with 
its efforts to escape from reparations and other constraints imposed by the Treaty 
of Versailles. By the same token, he had become intensely annoyed at the Bank 
of France’s extraordinary build-up of gold, which created the spectre of French 
hegemony on the Continent. Here was another reason for opposing Strakosch’s 
initiative, since it meant implicitly acknowledging sterling’s weakness and the 
need for cooperation with France. While watching hopefully for signs of American 
cooperation, he preferred to see Britain adapting to falling price levels by making 
the unilateral domestic adjustments required to keep its economy competitive. 
He made no reference to his political motives in his encounter with Strakosch or 
his interviews with the Macmillan Committee. But they became gradually more 
evident in the autumn of 1930, when a new opportunity for cooperation with 
France arose.

On 24 September, ten days after the Reichstag election, Briand warned Flandin, 
the minister of finance, that the constant drain of gold from London to Paris was 
antagonizing British opinion and obstructing political cooperation.138 Ministry 
of Finance officials had no time for British claims that the accumulation of mon-
etary gold in Paris was proof of the malfunctioning of the gold standard, and that 
France must expand its domestic money supply and foreign lending to ease the 
plight of countries losing gold. In their view, France was playing by the rules of the 
gold standard game: secondary influences apart, gold had moved to Paris because 
the French economy was internationally competitive and investors were confi-
dent the French authorities would do what was necessary to maintain the franc 
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at par. It was not France but Britain that refused to accept the rules, by  failing to 
apply the fiscal and financial restraints needed to restore its international com-
petitiveness, and also by continuing to lend abroad on a scale no longer justified 
by the country’s diminished economic strength.139 The French authorities there-
fore sought to address British suspicions through diplomatic channels.140 When 
by mid-November this brought no result, Tardieu, the  premier, let the Paris cor-
respondent of the Times know that he was prepared to find an amicable solution 
to the problem.141 The immediate upshot was an informal meeting of Sir Frederick 
Leith-Ross of the British Treasury and Jacques Rueff, the financial attaché in 
London, who agreed that parallel discussions should take place between Treasury 
and central bank officials.142

French desire for closer cooperation with Britain became still more evident in 
the New Year, when British and French officials met to discuss monetary policy. 
On 2 January 1931, just as the British delegation arrived in Paris for the first 
round of talks, the Bank of France announced the reduction of its discount rate 
from 2.5 to 2 per cent. Clément Moret, who had succeeded Moreau as governor 
of the Bank the previous October, was anxious to halt the continuing gold drain 
from London to Paris. For two months, on his own initiative, he had been buying 
sterling as it appeared on the French foreign exchange market, to raise it above 
gold export point.143 But the decision to reduce the discount rate went directly 
against his economic judgement. Only a few weeks earlier he had rejected an 
appeal from Governor Harrison in New York to reduce interest rates. Indeed, left 
to his own devices, he would have raised his discount rate as a signal to the mar-
kets of tougher times ahead.144 His decision to reduce it came at Briand’s request, 
to improve relations with Britain.145 As Moret explained to a New York Reserve 
Bank official, he had acted solely for ‘international reasons’.146

Several other concessions soon followed. In mid-January the Bank of France 
agreed to accept gold bars of standard fineness. Since the previous June, the con-
stant demand for gold had left the Bank of England unable to supply bars of the 
higher standard required by the Bank of France, which resulted in extra cost 
and delays while bars of standard fineness were further refined after shipment 
to Paris. This had caused serious embarrassment in November, when French sav-
ings banks faced a short-lived run by depositors and found it impossible to with-
draw balances in London quickly enough to replenish their cash reserves: an 
episode that caused them to seek even greater liquidity by shunning London 
altogether. At that time, the Bank of France had been reluctant to alter its require-
ments for fear of shaking French confidence in the franc.147 Moret’s decision to 
do so in January was thus an important gesture of solidarity towards Britain, and 
not least because it reduced the sterling-franc gold export point from 123.89 to 
123.45 francs, which amounted to a small but not insignificant 0.36 per cent 
franc revaluation.148

Since May 1930, British Treasury officials had been urging their French coun-
terparts to reduce their international demand for gold by expanding foreign 
lending.149 Ministry of Finance officials assured their British counterparts they 
were doing everything possible to oblige. They had reduced income tax on 
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foreign loan interest to 18 per cent, about the same level as on domestic loan 
interest and somewhat lower than in Britain. They had lowered the stamp 
tax to 1 per cent, half the British rate.150 They had authorized a relax ation 
of the rules so that a number of foreign securities – albeit mostly ‘kaffirs’ or 
South African gold shares – could be listed on the Paris Bourse.151 They had 
opened the French Acceptance Bank. The basic problem was the lack of sound 
borrowers and investor confidence in France. They were nonetheless twist-
ing arms in the place de Paris, trying to persuade French banks to underwrite 
loans for Roumania, Yugoslavia, Poland and Greece.152 They had even per-
suaded French bankers to participate in the recent Lee Higginson credit to the 
German government, despite the bankers’ extreme reluctance to increase their 
exposure to Germany.153 France supported the proposal for an International 
Agricultural Mortgage Corporation to enable the countries of Eastern Europe 
to avoid distress selling of cereal crops, and it was prepared to consider any 
other initiative Britain proposed for reviving international lending. The large 
revenue balances the French state had accumulated at the Treasury and the 
Caisse d’Amortissements, which British officials believed to be a major cause of 
the recent gold drain to France, were being rapidly run down, thus reducing 
the gold cover required by the Bank of France. Lastly, they pointed out, France’s 
balance of payments was no longer in surplus; and as it deteriorated, French 
gold imports were almost bound to decline.154

A week later, the French representative on the Gold Delegation dropped his 
opposition to publication of a second interim report.155 The recommendations 
again bore the unmistakable mark of Strakosch’s influence. The gold exchange 
standard was again endorsed, and central banks were called upon to limit their 
metallic reserves to the minimum required to meet foreign demands rather than 
as backing for the domestic currency issue. More radically, the report placed the 
onus for international payments adjustment mainly upon the surplus countries 
rather than those in deficit, as was now the case. While accepting that countries 
in payments deficit must be prepared to apply deflationary measures to regain 
equilibrium, it affirmed that countries in payments surplus had a ‘correspond-
ingly greater’ obligation to contribute to international stability, by ensuring they 
maintained capital exports at a level approximating to ‘their net active balance on 
income account.’156 Managed on these lines, it seems fair to say, the gold standard 
would have ceased to impose a serious drag on world price levels.

However, while British and French Treasury officials debated the principles of 
international monetary policy, actual reforms rested with the central banks, and 
the hoped-for conversations between the Bank of England and Bank of France 
never took place. On Friday, 5 December, Norman made a courtesy call at rue de la 
Vrillière on his way to the monthly meeting of the BIS board of directors in Bâle, to 
pay his respects to Moret, the new governor. Moret had been hoping to hear from 
Norman to discuss means of addressing the crisis.157 Now that Norman had at last 
made contact, he suggested a number of ways he might help London: by facili-
tating the issue of British industrial loans on the Paris market, by  rediscounting 
sterling securities lodged with French banks, perhaps by participation in a major 
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British government conversion loan.158 To his surprise, he found Norman polite 
but strangely reticent.159

The absence of central bank conversations stirred rumours of a serious rift 
between Paris and London. Leopold von Hoesch, the German ambassador in 
Paris, reported that France had sought to take advantage of sterling’s weakness 
by offering a loan with political conditions, which London had rejected as com-
pletely unacceptable.160 Similar reports reached London, prompting a Foreign 
Office official to ask the Treasury if the French had ‘a potential stranglehold over 
us’.161 This was a remarkable suggestion, given the French anxiety for collabor-
ation with Britain, and merely exposed the Foreign Office’s remoteness from eco-
nomic affairs and muddle over the realities of European politics. The Treasury 
reassured the Foreign Office that France did not intend to exploit its financial 
power in an aggressive manner.162

Norman nevertheless remained cool to central bank conversations for reasons 
hinted by Sprague, his American adviser, Courtney Mill, the City editor of the 
Times and through other channels. Thus Sprague, on the very day that Norman 
met Moret in Paris, advised Governor Harrison in New York not to purchase more 
sterling, since this would only mask the reality of Britain’s financial problems and 
foster complacency.

We must forget the patent medicines of credit and monetary management, 
and, having participated in the previous inflation, we must do a real job of 
house cleaning. Central banks can do a lot to check the development of an 
unsound situation but they can’t clean it up when it has developed and a 
breakdown has occurred. Reduction of costs of production – including sala-
ries and wages – where they have been held up despite drastic declines in 
commodity prices, is essential.163

Shortly afterwards, Sprague indicated to Leith-Ross of the Treasury why Norman 
did not wish to pursue conversations with Moret. Sprague ‘emphasised the desir-
ability of not appearing to ask favours from the French and doubted the wisdom 
of palliatives which might conceal the true position [in Britain] and delay radical 
remedies.’164 Norman himself spoke of ‘political objections’ to a French loan,165 
but it was Norman who raised the objections. As he told an American banker, 
the British government had weakened the economy by adopting the ‘policy of 
the trade unions’.166 A French loan would get the politicians off the hook. He was 
determined to see that Britain did not accept aid from France and especially not 
now, when sterling’s weakness required the ‘socialist’ government to swallow a 
large dose of deflation.

Norman had his way. Snowden, the chancellor, echoed his claim that the Gold 
Delegation had ‘done incalculable harm’ to Britain’s reputation in France and the 
United States.167 In January 1931, Snowden also discouraged the Cabinet from 
hoping for an international solution to the crisis until Britain had put its own 
house in order.168 In February, he responded to pressure from the Opposition par-
ties by establishing a committee comprised mainly of conservative City men to 
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identify means of public retrenchment.169 This was the May committee, chaired 
by Sir George May, the retired chairman of the Prudential Insurance Company, 
whose report setting out in highly coloured terms the scale of the prospective 
Budget deficit appeared in July 1931, just as the pound faced speculative attack 
on the foreign exchanges.170

As in the years before the slump, central bankers in all three major creditor 
countries faced powerful political constraints upon their operations. Harrison had 
been able to reduce interest rates rapidly after the Wall Street Crash and engage in 
vigorous open market operations intended to induce American commercial banks 
to shift from short-term to long-term lending.171 The result was not insignificant. 
In the first half of 1930, US banks issued $830 million (£170 million) in foreign 
loans and a much larger volume of domestic loans. While the new burst in for-
eign lending proved short-lived and practically ceased by the latter half of 1930, 
domestic lending continued.172 Harrison had also assisted the Bank of England 
in a small way since the summer of 1930 by making occasional purchases of 
sterling when it threatened to fall below gold export point, then disposing of the 
balances when the exchange rate recovered.173 But he remained acutely aware of 
Washington’s deep suspicions of Wall Street and its supposed cosmopolitanism. 
Hoover had been opposed to foreign lending ever since his time as secretary of 
commerce, and as Harrison observed to Moret, ‘This hostility still existed among 
a great number of politicians.’174 During the Wall Street boom, foreign banks and 
investors had built up huge short-term balances in the United States, estimated 
in March 1930 at $2550 million (£525 million).175 The recent rundown of these 
balances and the consequent loss of gold from the dollar’s reserves had attracted 
adverse notice in America. Further losses would completely undermine his efforts 
to encourage foreign lending. For the same reason, he deplored the publication 
of the Gold Delegation reports. Such was the isolationism in Washington and the 
rest of the country that they took the reports as evidence that European central 
banks were conspiring to appropriate America’s gold. In the circumstances he 
could not be seen to be allied to his European colleagues.176

Moret’s situation in the winter of 1930, while ostensibly easier than Harrison’s, 
was no less governed by political influences. Compared with other major cap-
italist countries, France appeared to be almost unaffected by the world slump. 
With recorded unemployment still almost negligible and flight capital accumu-
lating in Paris, conservative writers portrayed France as an island of prosperity 
protected by Poincaré’s financial reforms and its healthy balance of industry and 
agriculture. But experts at the Ministry of Finance and Bank of France had been 
aware for some time that France was not immune from the slump’s effects. The 
collapse in October 1930 of the Banque Adam, one of the country’s oldest banks, 
dragged down by the failure of the Banque Oustric, a newer issuing house, had 
shaken investor confidence.177 The budgetary surplus had become ‘increasingly 
precarious’.178 And that winter, for the first time since the de facto stabilization of 
the franc in 1926, French banks reported a loss of deposits and signs of renewed 
hoarding.179 In these circumstances the appropriate response for a central bank, 
Moret believed, was to raise the discount rate and restrict credit. But like Harrison, 
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he too faced political restraints, only in his case they dictated more, not less, inter-
national cooperation. Thus against his better judgement he reduced his discount 
rate to assist the French Treasury officials in their effort to improve Franco-British 
relations. French ministers were acutely afraid that Bruening would respond to 
the current surge in popularity of the Communists and Nazis by abandoning the 
Young plan, and with Britain siding with Germany and the United States indif-
ferent to the crisis, France would be isolated.180

Britain thus found itself in a strong position to influence France and might 
well have persuaded it to support an international monetary conference, the new 
international lending institution being promoted by the financier Sir Robert 
Kindersley, or even Strakosch’s monetary reforms. British Treasury and Foreign 
Office officials favoured this linkage of security and economic reform.181 But 
Norman, who preferred an Anglo-German condominium in Europe to an entente 
with France, discouraged Snowden from listening to their advice.182 Despite 
warnings of worse times ahead for Germany and a probable suspension of 
reparation payments,183 he advised the chancellor not to worry. Conditions in 
Germany had ‘considerably improved’, he claimed in February 1931.184 This was 
true enough, and Snowden once more accepted his judgement. But Germany’s 
restlessness – encouraged by British revisionism – all too soon undercut the stir-
rings of recovery.

5.5 The Austro-German customs union crisis and 
the future of Europe

From the end of the Ruhr crisis in 1924 until the spring of 1928, Germany enjoyed 
a period of relative stability and growth. With the better times, voters abandoned 
the parties of the extreme Left and Right, as was evident in the May 1928 Reichstag 
election when, as Thomas Childers has put it, the NSDAP was reduced to ‘a mar-
ginal splinter party’.185 Hitler implicitly acknowledged the outcome by playing 
down the social-revolutionary element of party doctrine and playing up its anti-
Marxism, respect for private property and championship of German – as opposed to 
cosmopolitan – industry. In Childers’ words, ‘the NSDAP ... had opted for a class, and 
specifically middle class, strategy.’186 Hitler’s timing was remarkably fortuitous, for 
barely weeks after the election the German economy began to decline and registered 
unemployment, which had stood at 1,188,000 or 12.9 per cent in December 1927, 
rose to 16.7 per cent by December 1928 and to 20.1 per cent by December 1929.187 
Support for the NSDAP was probably already on the increase in Protestant areas of 
rural Germany on account of the distress caused by the decline in wholesale agricul-
tural prices. But since Germany was largely an urban country, the more important 
development was the sharp increase in support among the urban middle classes 
once the slump began.188 In practically every city, the NSDAP’s support was strong-
est in the electoral districts (Kreis) with the highest per capita incomes. This was true 
of, among others, Hamburg, Essen, Dortmund, Duisburg, Frankfurt, Hanover and 
only somewhat less so of Stuttgart. It was also true of Berlin, Germany’s largest city, 
where by July 1932 roughly two-thirds of the well-to-do voted for Hitler.189
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The reason for Hitler’s appeal is straightforward enough. The hyperinflation that 
had rendered the mark worthless in 1923 was a searing experience for  everyone, 
but especially for those on fixed salaries or with savings and investments. While 
saved from being driven down into the proletariat by their accumulated social 
capital, which was largely unaffected by the hyperinflation, the spectre of such 
a terrifying fate left them determined never to repeat the experience. In good 
times, they were prepared to support moderate liberal or conservative parties. 
But their support was contingent upon the maintenance of financial stability, 
and when threatened once more with instability they turned to the Nazi party 
which promised to safeguard Germany from socialists, Communists, cosmo-
politan finance and France’s allegedly extortionate reparation demands. To his 
middle-class supporters, Hitler thus offered a middle way between the extremes of 
liberalism and Communism. They were reassured when Nazi thugs attacked units 
of the Socialist Reichsbanner and the Communist Rotfront while Hitler travelled 
the country denouncing Germany’s international blackmailers.

Leaders of the Catholic Centre, the Democrats and the Socialits, the three mod-
erate parties that formed the coalition government after the 1928 election, found 
themselves in a hopeless dilemma by the winter of 1929. With revenue falling and 
expenditure rising, they accepted that they must balance the budget to maintain 
confidence in the currency, but disagreed on how to do it. Centre and Democrat 
ministers called for substantial reductions in unemployment benefits, since this was 
the fastest growing form of expenditure. But the SPD had secured the adoption of the 
unemployment scheme in 1927 after a hard-won battle, and Hermann Müller, the 
chancellor, and his SPD colleagues were not prepared to see their working-class con-
stituents bear the brunt of the sacrifices. They therefore resigned on 27 March 1930. 
Perhaps unwisely, Bruening, the Centre Party leader, sought to carry on with only a 
minority in the Reichstag, relying upon the temporary emergency powers of Article 
48 of the constitution to push through his retrenchment plans. This made his govern-
ment the target of attack from both the Left and the Right. Meanwhile trade slumped 
further, and registered unemployment rose to over 3 million by September.190

The Reichstag election of 14 September, in which Nazi representation in the 
Reichstag soared, confirmed the soundness of Hitler’s strategy. The result dam-
aged international confidence in Germany and intensified the economic slump. 
Foreign banks withdrew short-term loans, Germans joined in the capital flight 
and the economy declined further.191 By December 1930, registered unemploy-
ment reached 4.4 million, and by January 1931 to nearly 4.9 million or 34 per 
cent of the registered workforce.192

In view of Germany’s central place in the European economy, it might have 
been expected that concerted efforts would be made to forestall its collapse. Until 
1931, however, European statesmen were chiefly concerned not with Germany 
but with the threat of Britain changing course and the deepening crisis in the 
agrarian countries of Eastern Europe. Despite the worsening economic slump and 
the collapse of support for Free Trade even within traditional strongholds such as 
the Lancashire textile workers and the TUC, Britain’s Labour government stoutly 
resisted change. But by the winter of 1930 it still lacked a coherent policy, and 
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with Keynes publicly campaigning for ‘a substantial revenue tariff’,193 and even 
Norman indicating that he would support emergency import restrictions to shore 
up sterling,194 senior Cabinet ministers, including MacDonald, indicated their 
willingness to introduce emergency trade protection.195 Practically the only obs-
tacle was the chancellor, Snowden, who seemed prepared to die in the last ditch 
for Free Trade. MacDonald, who had become alienated from his colleagues and 
the Labour party itself, refused to challenge Snowden.196 But to foreign observers 
it seemed only a matter of time before the slump forced Britain into a change of 
policy. Reports circulated that sterling was on the ropes,197 and that British depos-
itors were fleeing the currency.198 The publication of André Siegfried’s best-selling 
England’s Crisis, representing Britain as the ‘sick man of Europe’, heightened fears 
that Britain would soon be forced to abandon the gold standard or more likely 
Free Trade.

The spectre of Britain retreating into Imperial protectionism had been the main 
motive behind the Belgian proposal for a tariff truce in September 1929. After the 
tariff truce foundered in the autumn of 1930, the Northern countries – Denmark, 
Sweden, Norway, Luxembourg, Belgium and the Netherlands – adopted the Oslo 
Convention in 1930 for the same purpose.199 Although the Convention commit-
ted the signatories to little more than prior notification of plans to alter import 
duties and to bear in mind objections, the Northern countries were strong sup-
porters of economic liberalism, and while individually they were small states, 
together they accounted for nearly 9 per cent of world trade, more than France 
and roughly as much as Germany.200 They also depended crucially upon access to 
the British market, and since the Reichstag election they had become increasingly 
worried about a new Franco-German conflict and anxious that Britain should 
remain involved in European affairs. They therefore approached Britain to join 
the Convention, hoping it would see this as a liberal alternative to Imperial pro-
tectionism. Their efforts brought no result. Britain was not prepared to lend any 
encouragement to regional European action, even when this did not involve a 
departure from the most-favoured-nation principle.201

The adoption of preferential trade agreements was even more problematic, as 
became evident in the latter half of 1930 when international efforts were made to 
address the terrible crisis among the agrarian states of the Danube region. With 
their largely peasant populations facing destitution as the result of  collapsing 
commodity prices, national representatives met in August 1930 in Warsaw, 
where they united in calling for tariff concessions from industrialized Western 
Europe sufficient to absorb their cereal surpluses.202 They renewed their demand 
at conferences in Vienna, Bucharest and at the second tariff truce conference 
held in Geneva in mid-November.203 French delegates were content to leave it to 
the Italians, British, Americans and Australians to oppose the preference propos-
als.204 Loucheur, while pressing for an ‘Economic Federation of Europe’, advised 
Briand against preferences and instead to rely upon industrial ‘rationalization’ 
to address Europe’s crisis.205 But by the end of the year French diplomats became 
convinced that something must be done to save Eastern Europe from the twin 
threats facing it. One was the menace of Soviet influence, which seemed bound 
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to increase as destitution in the region spread. The other was Germany, which, 
unlike France, was a major importer of agricultural goods and had recently pro-
posed trade preferences to Roumania and Yugoslavia to secure markets for its 
manufacturing output. The prospect of Germany drawing the Danube countries 
into a dependent relationship posed a serious threat to France’s security system. 
Indeed, French statesmen suspected that this was one reason why Germany was 
attracted to preferential arrangements. But to their intense frustration they could 
see no practical means of countering the German economic offensive.206

Since well before the Reichstag election, Roland de Margerie, the French ambas-
sador in Berlin, had been warning of the strength of German revisionism. As he 
explained to a government minister passing through Berlin,

There was too much of a tendency in France to imagine that there exists in 
Germany a ‘republic of the left’, favourable to a rapprochement, which France 
should be supporting. In reality, all German parties, whatever their political 
tendency, are unanimous in favouring a revision of the Treaty of Versailles. 
The truth is that the German republic, for some years more, will be conserva-
tive or it will be nothing. ... In any case, it is certain that the Franco-German 
rapprochement is in decline.207

In particular, de Margerie anticipated that Bruening would demand relief from 
reparations, since pressure for revision was coming from employers’ and farmers’ 
organizations, the trade unions, municipalities and from across the political spec-
trum.208 But what could France realistically do?

Joseph Avenol, the deputy secretary-general of the League of Nations, expressed 
deep pessimism in a private letter to Briand in January 1931. Europe, he wrote, 
urgently needed a psychological lift if it was not to succumb to the neurosis that 
Germany and Italy were stirring up by their aggressive behaviour:

Rumours of war, which have passed in waves across Europe, have demoralized 
public opinion and contributed to the aggravation of the economic crisis. In 
Holland, the last country to be struck by this wave of pessimism, investors 
have been seeking to dump all their Central European securities, without dis-
tinction, and to concentrate the balances thus created upon a tiny number of 
investments supposedly sheltered from the general insecurity. 209

Paradoxically, Germany and Italy needed help more urgently than most other 
countries, but having wrapped themselves in their nationalist flags, they opposed 
any initiative associated with France. The only means Avenol could see to hold 
the line was by re-establishing the Franco-British entente. Together they could 
form the nucleus of a conservative Europe, powerful enough to deter any trouble 
makers. The obstacle, he believed, was Britain’s preoccupation with the fate of 
sterling, whose weakness British commentators blamed upon France.210

Briand sought to take advantage of two conferences due to meet in Paris in 
February to address the problem of the current cereal surplus in the Danube and 
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disposing of future surpluses. As he observed to Tardieu, France, having initiated 
the conferences, could not merely fold its arms and allow them to fail, since this 
would hand the initiative to Germany which was prepared to extend preferences 
to Poland, Roumania and Yugoslavia. He appreciated that French farmers, millers 
and other interests were bound to raise objections to almost any initiative they 
took: that Danube wheat was of poor quality, too expensive, and so on. But the 
danger of doing nothing was too great to contemplate.

If we cannot help these countries – if they are to face the competition of over-
seas producers and Soviet dumping – they will inevitably try to avoid the social 
and economic collapse that threatens them by seeking regional ententes, 
which could only be the first step towards dependence upon the large powers 
able to help them.211

Tardieu remained unenthusiastic. Just four days earlier he had joined Pierre 
Laval’s new government as minister of agriculture. This was an anomalous choice 
for an urbane former journalist on Le Temps and specialist in international rela-
tions. The reason, it seems, is that he appreciated the popularity to be gained 
from a vigorous defence of rural France, which had begun to feel the effects of 
the slump. Accordingly, he rejected Briand’s appeal for limited preferences to the 
Danube countries. He was only prepared to concede that a few thousand tonnes 
of cereals might be purchased for the French colonies and League-mandated ter-
ritories in view of the prospective shortfall in their harvest, and that the Ministry 
of Finance might support an international agricultural mortgage scheme.212 But 
even these modest concessions met resistance from colleagues who raised objec-
tions to the dumping of foreign surpluses in colonial markets.213

In the event, the two cereal surplus conferences passed off without incident. 
André François-Poncet, the secretary of state for the national economy and a  rising 
star in the government who chaired both conferences, chose not to reject prefer-
ences when France’s allies Roumania and Yugoslavia promoted them on behalf 
of the whole Danube region. But he insisted that, if approved, they should be 
subject to the conditions laid down by Stucki’s committee on plurilateral conven-
tions. He also secured agreement that preferences should be regarded as only one 
solution and that others including financial credits should be considered.214 This 
created a breathing space during which Briand persuaded Algerian and Tunisian 
authorities as well as the Ministry of War to accept small amounts of Danube 
wheat and the French millers’ association to include a fraction of Danube wheat 
in their flour.215 But the issue was temporarily forgotten when news broke that 
Germany and Austria were secretly negotiating a bilateral customs union.

Perhaps no event better illustrated the destructive dynamic of the interwar 
crisis than the controversy stirred up by the Austro-German scheme, which 
erupted on 20 March 1931. By this time the world slump had been under way for 
18 months, but it was not yet the Great Depression that was to blight the lives 
of a whole generation. Not every country had been seriously affected: in France, 
for instance, the official index of production in the first quarter of 1931 still 
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stood at 104.7 (1928 = 100),216 and on 14 March 1931 registered unemployment 
(albeit a gross underestimate) amounted to a mere 47,720.217 The international 
monetary system remained intact. And indeed since the New Year numerous 
signs had appeared that the worst was over. The conclusion of the Franco-British 
Treasury talks in late February had coincided with a halt to gold movements from 
London to Paris.218 Sterling, gilts and share prices in London all moved higher, 
and wholesale commodity prices ceased falling and actually rose for the first 
time in 18 months.219 In the United States, employment, payrolls and production 
stopped declining.220 In Britain, registered unemployment had reached 2,643,000 
in the first week of January 1931, up 900,000 over the previous nine months. But 
thereafter it levelled out, and by the third week of March it was 60,000 lower than 
at the New Year, a development which could not be explained solely by seasonal 
fluctuations.221 Germany experienced an even stronger recovery: some capital 
returned, and in March exports picked up and unemployment declined.222 In 
the words of the Economist, ‘the recent progressive darkening of the skies has, 
whether temporarily or permanently, ceased.’223 Rome C. Stephenson, president 
of the American Bankers’ Association, was more confident that the corner had 
been turned:

Recovery from the economic slump ... is now in sight in the United States. I 
am confident that the downward course of business has been checked ... and 
that there are no further great unpleasant surprises in store to loose their 
 devastating effects upon the business world.224

Had the global economic system operated according to its own discrete rules, 
the recovery in the first quarter of 1931 might well have continued, notwithstand-
ing the operation of the international gold standard, the wage and price rigidities, 
and commodity surpluses that economists have singled out as the leading causes 
of the slump. But as before the framework of security necessary to sustain confi-
dence in global markets remained extremely fragile and suffered a massive blow 
from the revelation of secret Austro-German negotiations.

Since early 1930, the Bruening government had limped along without a major-
ity in Parliament and relying upon emergency decrees to implement legislation. 
Lacking a popular mandate and under intense attack from Left and Right, it had 
turned to foreign policy in the hope of scoring a political success. Curtius, the for-
eign minister, sought Anschluss with Austria, but in the first instance he restricted 
his aim to a customs union, nominally open to third countries, which he could jus-
tify as a contribution to Briand’s plan for European confederation. On 3 July 1930, 
immediately after the last French troops left the Rhineland, he activated plans for 
a customs union, which the Austrian government cautiously welcomed.225 He was 
embarrassed when the secret negotiations were revealed in Vienna in March 1931. 
But he was pleased to find that in Germany, with the exception of SPD publications, 
the press welcomed the scheme, treating it with blithe inconsistency as a reassertion 
of German national interests and as a contribution to European unity.226 Predictably, 
however, French reactions to news of the scheme were uniformly hostile.
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French observers were certain that the Austro-German scheme breached in spirit 
if not in law no less than three international treaties, the Versailles Treaty, the 
Treaty of Saint-Germain and the Protocol of 4 October 1922 adopted at the time 
of the international Austrian stabilization loan, all of which forbade a German-
Austrian merger. To them it was a treacherous blow to the European order which, 
if tolerated, would lead inevitably to a German-dominated Mitteleuropa and bring 
another war measurably closer.227 Barely a fortnight earlier, Briand had reassured 
the Chamber of Deputies that Curtius’s recent visit to Vienna did not portend an 
Anschluss. He was acutely embarrassed by news of the customs union scheme, and 
German and Austrian claims that it was consistent with his own European feder-
ation plan only further embarrassed him. He had hoped to become president of 
France in the forthcoming election, and initially he seemed a shoe-in. He now 
faced a torrent of criticism from nationalists in the Chamber of Deputies, which 
gravely diminished his chances.228 Nevertheless, rather than simply digging in 
his heels, he sought to turn the crisis into an opportunity to strengthen Central 
Europe without handing control to Germany.229

In Britain, news of the customs union scheme elicited mixed reactions. The 
British press broadly welcomed the scheme, professing to see in it the first step 
towards a reversal of protectionism in Europe and warning France not to obstruct 
it.230 Governor Norman privately was even more forthright. As he told Stimson, he 
strongly favoured the scheme and extending it to the whole of Central Europe. The 
French would of course resist such a development and try to create a  competing 
bloc. But ultimately he believed they would have to give way, since it was nat ural 
and inevitable that the Germanic countries should resume their hegemony of the 
region.231 From Berlin, Rumbold affirmed that Germany had acted honourably out 
of economic motives, and warned against action that would humiliate Bruening 
who was indispensable to the republic.232 Rumbold’s colleagues in London were 
however more sceptical of German motives and accepted that to support the 
scheme in face of French and Czechoslovak opposition would serve little purpose. 
But since they too feared that a purely negative resort to legal objections would 
damage the moderate governments in Germany and Austria, they cast about for 
a constructive alternative.233 Philip Noel-Baker circulated a proposal on 13 April 
to replace the bilateral customs union scheme with one involving the whole of 
Continental Europe. The core of the plan was a staged reduction in tariffs, with the 
benefits limited to participating countries. While accepting that Britain could not 
possibly join such a scheme, Noel-Baker was sure that participants would concede 
Britain most-favoured-nation treatment in return for its commitment to remain 
free trade for, say, three years or simply on account of its existing most-favoured-
nation rights. A convinced free trader, he believed the crisis confirmed the desire 
of Germany, Austria, Czechoslovakia and other countries for trade liberalization. 
Accordingly, Britain should seize the opportunity to start the process of reducing 
tariffs.

The advantage to British exporters of a 25% reduction in tariff levels in Europe 
would in itself be so considerable that an understanding not to impose further 
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tariffs for a fixed period of time would not prove to be a difficult Parliamentary 
obstacle. In any case the political advantage of securing a settlement of the 
present European crisis would almost certainly ensure acceptance.234

On 17 April, four days after Noel-Baker circulated his proposal, London 
received a French ‘constructive plan’.235 For a fortnight, French statesmen had 
been casting about for some means of regaining the initiative from Germany, but 
as Briand acknowledged in discussions with Benes, their options were limited.236 
Germany had the advantage of large cereal import requirements, which placed 
it in a strong position to draw the Danube countries into its orbit. France might 
instead propose that Europe’s industrial countries should extend preferences on 
Danube cereals without demanding reciprocal concessions. This would reveal 
who was or was not interested in helping the Danube region. If combined with 
strict limits on the quantity of cereal exports involved, French experts believed, 
it would also forestall opposition from Britain and overseas countries who would 
surely not object to a mere 5–8 per cent of the European market being reserved 
for Danube producers.

A second approach open to France was through promoting producer cartels. 
Cartels had hardly halted the economic slump, but French experts believed they 
had reduced disorder in the markets where they operated. Since neither the 
United States nor Britain objected to Europe being organized by means of car-
tels, and British producers, despite official coolness in London, participated in a 
number of European cartels, France could promote them in its alternative to the 
Austro-German scheme. More immediately, however, French officials believed 
they could block the customs union scheme by discouraging support for it in 
Austria where the advantages and disadvantages were evenly balanced. Their 
third approach was therefore through financial inducements to Austria and other 
countries in the region.

François-Poncet, the minister charged with preparing the French alternative, 
confidently believed that France’s most effective weapon in the struggle to contain 
Germany was its financial resources. French banks currently had 4–6 billion francs 
(£32–48 million) in Germany with much more indirectly supporting Germany 
through Swiss, Dutch and Belgian banks. As yet, the Austro-German scheme had 
not panicked them, but a word of warning would be enough to persuade them 
to withdraw their balances, which would shake the German banking system. But 
since Germany would almost certainly exploit the resulting financial crisis to 
justify a cessation of reparations, François-Poncet thought it preferable to exploit 
France’s financial strength as an inducement rather than as a weapon, by  promising 
Germany substantially more financial assistance (‘une aide financière infiniment plus 
efficace’), if it renounced its customs union scheme in favour of the French alterna-
tive. By also offering Austria and the Danube countries extended credit, he believed 
France could draw them away from Germany.237

Could France in fact use cartels or financial resources as either weapons or induce-
ments in its struggle to constrain Germany? Flandin and his advisers at the Ministry 
of Finance were much less certain than François-Poncet. Cartels had proven to be 
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of limited value in the current crisis: the European Steel Cartel was now moribund, 
and in any case cartels depended upon private interests to function. They were 
even more sceptical of the notion that France could effectively deploy its financial 
power. By their estimate, short-term French balances in Germany were a good deal 
less than 4 billion francs, and probably no more than 5 per cent of the total foreign 
balances tied up in Germany. Besides, they anticipated that London would step in 
if French banks withdrew their balances. As to the suggestion that France could 
lend still more to Austria and the Danube countries, this overlooked the fact that 
France’s own international payments position was deteriorating and that the recipi-
ent countries were scarcely in a condition to take on more debt. Nevertheless, offi-
cials on the rue de Rivoli as well as their colleagues at the Quai d’Orsay believed that 
France must offer an alternative to the Austro-German scheme rather than simply 
oppose it. They therefore agreed to include financial support and some mention of 
cartels.238 Together with limited unilateral preferences on Polish and Danube cereal 
exports and Austrian manufactured exports, they formed the basis of the French 
plan, which was submitted to London on 22 April.239

Briand’s belief, based on ‘good sources’, that Britain would acquiesce in European 
preferences if strictly limited in number and scope, was ill-founded. Board of 
Trade officials favoured the Austro-German scheme, since they regarded customs 
unions as legitimate exceptions to free trade. But they strongly objected to Noel-
Baker’s scheme with its trade preferences, and they were joined by Dominions 
Office officials who warned of the damage to Imperial relations if Britain allowed 
the Dominions to face discrimination in European markets. Foreign Office offi-
cials turned back to the French plan. They were disappointed that it offered no 
inducements to Germany, and indeed required Germany to concede unilateral 
preferences to the Danube countries while withholding them from Soviet Russia 
despite their most-favoured-nation agreement adopted at Rapallo. But they could 
not think of a practical alternative.240

French statesmen remained convinced of the need for an alternative to the 
Austro-German scheme. Reports circulated that German and Austrian diplomats 
were frantically seeking to induce Hungary, Czechoslovakia, Roumania, Yugoslavia, 
Italy and Switzerland to join the scheme, since they appreciated that if even one 
of these countries did so the legal case against it would be seriously weakened.241 
De Fleuriau, the ambassador in London, therefore called at the Foreign Office on 
4 May with an outline of further proposals,242 and on 7 May Jacques Rueff, the 
financial attaché at the embassy, submitted a substantially revised plan. Among 
the new features were support for an international agriculture mortgage institution 
to assist Austria and East European countries; acceptance of reciprocal preferences 
between industrial and agrarian countries and the extension of the scheme to non-
European countries which were prepared to participate on an equal basis. Rueff 
also offered two general assurances: that the European preferences would be cre-
ated solely by reducing rather than raising tariffs; and that Britain would enjoy all 
the benefits of the preference scheme simply because of its liberal trade regime.243

Henderson raised the Austro-German scheme in Cabinet on 6 May. As he 
explained to colleagues, he regretted having to oppose it, since Germany needed 
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some basis for hope if it was to avoid ‘a revival [sic] of Hitlerism’. Fortunately, he 
observed, the shock caused by the scheme had created the possibility of intro-
ducing a European-wide scheme of reciprocal tariff reductions. While Britain 
could expect to share the benefits, it would mean Europe discriminating against 
the Dominions, but he hoped colleagues would not oppose the scheme on this 
account for, as he put it, if Britain were to seize ‘this opportunity to co-operate 
in building up some measure of European economic union, she will be required 
to make certain sacrifices.’ Moreover, if Britain were to refuse its endorsement, 
‘we shall, rightly or wrongly, be held responsible for making a general system of 
tariff reduction impossible.’ He therefore requested ‘a sufficiently free hand to 
enable His Majesty’s Government to contribute to the common work of removing 
the political danger which had been created by the proposal to set up an Austro-
German Customs Union.’ This was ambitious talk, but Henderson was merely 
reading from a Foreign Office script, and he offered no fight when colleagues 
objected to concessions to Europe. The Cabinet soon agreed that he should adopt 
‘a non-committal attitude’ to alternative schemes when he went to Geneva, and 
to refer back any ‘questions of principle’.244

The Foreign Office meanwhile faced intense pressure to support a broad 
European alternative to the Austro-German scheme. From Berlin, Rumbold 
repeatedly pointed out the dangers of leaving Bruening empty-handed.245 Sir Eric 
Phipps in Vienna warned that the day was fast approaching when Europe as a 
whole might simply discard the most-favoured-nation principle in the struggle to 
safeguard markets.246 Arthur Loveday, Salter’s successor at the League Economic 
Section, and Sir Eric Drummond, the secretary-general of the League, similarly 
warned of the dangers that Britain ran by dogmatically opposing all deroga-
tions from the most-favoured-nation principle.247 Governor Norman passed on 
the advice of the Belgian financier, Emile Francqui, that Britain should make a 
dramatic initiative capable of transforming the situation. If Britain were now to 
confirm its support for a European free trade area, Francqui was sure that Belgium 
and other European countries would seize the opportunity with both hands; a 
view which Norman endorsed.248 Fernand Vanlangenhove, secretary-general of 
the Belgian Foreign Ministry, appealed to Britain to join the five low-tariff Oslo 
convention countries in an open-ended preferential arrangement. He was deeply 
worried about a Europe divided between Germany and France, which threatened 
to stifle Belgium’s trade and end in conflict. If Britain and the liberal Oslo coun-
tries formed a low-tariff area open to all countries willing to share the advantages, 
through the ‘force of attraction’ they could draw in much of Europe.249 All the 
while, French envoys reaffirmed their hopes for British cooperation.250

The Foreign Office did not lose sight of the difficulties that European prefer-
ences would pose for the Dominions. As Orme Sargent observed, the Dominions, 
possibly with the United States, would be sure to object to a European scheme 
involving preferences.

For this reason it would be quite impossible for us in any circumstances to take 
the initiative ... but if it were put forward by some other Government and if it 
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contained all the safeguards [offered in the French plan] ... and if generally it 
was shown to be advantageous to Europe both politically and economically, 
then we certainly should hesitate before vetoing the scheme merely because it 
might be inconvenient to the Dominions Governments.251

With Henderson planning to set off for Geneva for the meeting of the Committee 
of Enquiry for European Union (CEUE) on 15 May and the League of Nations 
Council on the 18th, time was running out. Sargent therefore drew up a brief for 
Henderson, advising him to accept the French plan, including the inter national 
agricultural mortgage corporation, for which the Treasury had approved a 
£120,000 contribution to the reserve fund. He then despatched copies of the brief 
to the Treasury, the Board of Trade and the Dominions Office before  telephoning 
them for their approval. For several days the Foreign Office heard nothing, but 
on 14 May, Thomas, the Dominions secretary, protested to MacDonald at the 
recommendation to support the agricultural mortgage corporation. MacDonald, 
who professed to be unaware of the proposal, demanded a ministerial meeting to 
review British policy.252

Thomas was a desperate man. Eighteen months earlier, as lord privy seal, he 
had been assigned the task of addressing the problem of chronic unemployment 
in British industry. Having signally failed in the task, MacDonald had moved him 
to the Dominions Office. But this too had proven to be a poisoned chalice, when 
Dominions leaders attending the Imperial conference in October 1930 united in 
demanding trade concessions from Britain, and Thomas, unable to persuade col-
leagues to yield, had been obliged to hold out, agreeing only to a further confer-
ence devoted to Imperial economic relations, to be held at Ottawa in August 1931. 
Determined to avoid further embarrassment, he now insisted that Henderson 
should oppose both the agricultural mortgage scheme and the French plan. As he 
explained to MacDonald, supporting the agricultural mortgage scheme, which 
was intended to favour European producers, would be regarded as a slap in the 
face by British and Dominions farmers who had received no comparable help. 
Support for the French plan would have even graver consequences:

[the Foreign Office] fails to recognize that, while as an individual State the 
United Kingdom is a part of Europe, she is also, as a member of the British 
Commonwealth of Nations, a part of the rest of the world; and its accept-
ance by us would be a first step in a process which might well end in the 
United Kingdom having to appear as definitely casting in her lot with Europe 
as against the rest of the world, including the Dominions.

There is the more immediate consideration that our acquiescence in a scheme 
of this sort would almost certainly arouse acute criticism overseas, and espe-
cially in Canada and Australia. It would inevitably prejudice the Dominions 
case for insistence on their full most-favoured-nation rights, if indeed it did 
not lay us open to the charge of having thrown over the Empire in the interests 
of Europe just at the time when we profess ourselves as anxious to develop a 
scheme for Imperial economic co-operation.
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By all means, let us find, if we can, an alternative solution to the Austro-
German Custom Union proposals [sic], but surely our Imperial position will be 
impossible if we rush into support of proposals which discriminate against the 
Dominions and in fact force us to choose between Europe and the Empire.253

With MacDonald and Graham siding with Thomas, new instructions were 
cabled to Henderson in Geneva to fall back on a legal challenge to the customs 
union scheme.254 Accordingly, at the League Council he proposed that the 
International Court at The Hague should be asked to rule on the legality of the 
scheme before any further action was taken. Briand and more reluctantly Curtius 
agreed.255 Outside the Council, Johann Schober, the Austrian foreign minister, 
had already assented to Henderson’s request.256 The Austrian government had 
always been of two minds about the customs union scheme, and since the recent 
failure of the Credit Anstalt, the largest bank in the country, it had larger issues to 
worry about. At meetings of the CEUE over the next few days, Henderson also dis-
sociated Britain from the international agricultural mortgage corporation and the 
French constructive plan, thus effectively blocking progress on them.257 This was 
not the end of efforts to promote European trade preferences: several important 
initiatives were made in 1932, as will be discussed in Chapter 7. But, for the next 
year, the financial crisis, which spread from Austria to Germany, then to Britain 
and eventually to the United States and beyond, dominated relations among the 
Western powers.

5.6 Conclusion

In 1929, the crisis that had begun two years earlier suddenly became acute when 
the world slump began. Wage and price rigidities in the leading capitalist coun-
tries and adherence to the international gold standard aggravated the deflation-
ary trend already evident in the world economy since 1925. There was however 
nothing inevitable about the crisis or the depth and length of the slump. Under 
the gold standard, the world economy began to recover in the first quarter of 
1931. Meanwhile, European statesmen proposed numerous reforms, almost any 
one of which might have moderated the economic downturn and inaugurated 
an earlier recovery. From February–March 1930, when the United States and the 
rest of the non-European world refused to participate in the tariff truce con-
ference, it was obvious that multilateral action on the basis of unconditional 
most-favoured-nation treatment was out of the question. Within Europe, however, 
support for regional trade liberalization remained strong. Modern trade theory 
indicates that regional arrangements do not necessarily produce a net increase in 
trade. But since the practical alternative was a rapid retreat of individual countries 
into autarky, the case for regional cooperation was strong. The League of Nations 
committee chaired by Walter Stucki, the Swiss minister of economics, had set 
out rules for ‘plurilateral conventions’ in 1929 to ensure that, so far as possible, 
they led to trade creation rather than trade diversion and involved the widest 
possible participation. Salter and Pietro Stoppani of the League Economic Section 



The Crisis, September 1929–April 1931    293

encouraged an initiative on these lines, and Jacques Rueff unofficially sought to 
interest Drummond, the secretary-general of the League, in a ‘European exception’ 
to the most-favoured-nation principle. In 1930, the Danube countries proposed 
limited European preferences to enable them to dispose of their cereal surpluses. 
In December, five of Europe’s liberal trading nations signed the Oslo convention 
which at least pointed towards a regional free trade or low-tariff area.

However, until 1931, Britain, with tacit American support, blocked progress on 
these lines. Britain had long tolerated exceptions to the most-favoured-nation 
principle for the Northern countries, the Baltic countries, the countries of the 
Iberian peninsula and of course the British Commonwealth. But despite assur-
ances of most-favoured-nation treatment within regional European schemes, 
the British Labour government accepted the Board of Trade’s objection that the 
European countries concerned lacked the historical affinity necessary to justify 
an exception, and the Dominions Office’s warning that it would severely dam-
age relations with the Dominions. More generally, Britain and the United States, 
notwithstanding their own departures from free trade, hewed dogmatically to 
the liberal principle of unconditional most-favoured-nation treatment. Their 
opposition to regional schemes deterred Germany from supporting them, since 
Germany sought the support of the Anglo-Saxon powers in its pursuit of Treaty 
revision. France, having shunned regional preferences out of fear that Germany 
might exploit them to its greater advantage in Eastern Europe, was now prepared 
to support them, but drew back to remain aligned with Britain. The Austro-
German customs union crisis thus marked a potential turning point, when, with 
British encouragement, Germany and France might have joined in constructive 
regional action within Europe. But Britain continued to oppose European initia-
tives. And since Britain’s endorsement was essential, the moment for constructive 
action passed.

A similar situation existed with regard to international monetary relations. 
With some justice, British bankers and economists became disturbed by the 
maldistribution of the world’s monetary gold, two-thirds of which filled the 
coffers of the American and French reserve banks by 1931. During 1930 alone, 
US gold stocks rose from £880 million to £944 million, while Bank of France 
gold reserves rose from £336 million to £431 million: a combined increase of 
£159 million, equal to the Bank of England’s total metallic reserves.258 But their 
complaints that France was stifling economic activity by hoarding gold could 
have no effect in the absence of agreement on new rules for the operation of 
the gold standard. Strakosch, supported by League officials, secured the Gold 
Delegation’s agreement on a promising formula. French central bankers remained 
hostile to Strakosch’s proposals. Yet, as events in the winter of 1930 confirmed, 
the Bank of France was susceptible to pressure from the French government. 
Disturbed by the developments in Germany and Italy, the government persuaded 
the Bank to make several concessions to Britain, including a reduction in interest 
rates. Further concessions were by no means out of the question. But they would 
have required British cooperation on other fronts and notably on security, which 
the British government was not prepared to offer.
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Similarly on the financial front, in January 1931 Norman visited Paris to pro-
mote an international credit corporation. The brainchild of Sir Robert Kindersley, 
chairman of merchant bankers Lazard Brothers, the purpose of the corporation 
was to revive long-term international lending by spreading the risk among a large 
body of corporate lenders. In the nervous and depressed markets that winter, any 
such initiative was worth attempting. Norman and Kindersley placed particular 
importance on the corporation as a vehicle for mobilizing the credit creating 
potential of the French and American gold stocks. As Kindersley explained to the 
Treasury:

Many authorities are agreed that the maldistribution of Gold has in large 
measure contributed to the existing world crisis, creating a boom and then a 
collapse in the United States and restriction elsewhere, and that world recov-
ery will be impeded by the fact that the United States and France, instead of 
 lending back to the World their surplus for a usable balance of payments, have 
been taking this surplus in the form of Gold.

The corporation would therefore raise funds through bond issues mainly in the 
United States and France, and perhaps in Switzerland and Holland, but only to a 
modest extent in Britain.

This should have the effect
of diverting the existing flow of gold,1. 
of re-establishing the credit of the Foreign Governments, Corporations, and so 2. 
on, to whom the money is lent, to improve the price of their securities in all 
markets of the World, and the purchasing power of their nationals,
and of restoring general confidence.3. 259

The obvious sticking point was the need for American and French cooperation. 
Even if called international and domiciled in a neutral country, there was no 
disguising the fact that the corporation would be essentially British. As Norman 
admitted to Snowden, ‘He very much doubted whether the French and Americans 
were prepared to put up millions of pounds and let us invest it for them.’260 Laval, 
Flandin, Briand and other French leaders were extremely anxious for Britain’s 
friendship, but they would not encourage the place de Paris to support the project 
without assurances as to its purpose. They suspected the City’s and in particular 
Norman’s interest in Germany, and had no intention of allowing them to divert 
French assets to Germany, especially when Germany was exploiting its commer-
cial strength to undermine French influence in Eastern Europe.261

Norman presented the Kindersley plan at the March meeting of the BIS board 
in Bâle. Despite his insistence that all European central bankers should sup-
port the plan, he secured only a resolution endorsing it in principle.262 In early 
April, he travelled to the United States to canvass support. There he stressed the 
importance of countering the appeal of the Soviet Union’s first five-year plan in 
the beleaguered countries of Eastern Europe. As he put it, the capitalist powers 



The Crisis, September 1929–April 1931    295

must unite in combating the Soviet menace, which was ‘one of the world’s big-
gest problems.’263 By now, however, New York bankers were facing attacks from 
Congressional critics for tying up America’s savings in loans to Europe and did 
not want to hear of a new international lending scheme.264 President Hoover 
seemed interested only in the markets of East Asia. His solution was to revalue 
silver, which he believed would augment the purchasing power of China and 
India.265 Neither Norman nor any other authority in London was prepared to 
entertain this proposal, which they regarded as thoroughly misconceived.266

Lamont of J.P. Morgan found Norman ‘terribly pessimistic’ when they met in 
London on 8 May. ‘England’s situation [was] parlous’, Norman admitted. He was 
disturbed by the dire condition of the staple export industries, including steel, 
shipbuilding, textiles and coal, all of which were being carried by the banks. He 
was equally disturbed by the government’s unwillingness to take its medicine by 
reducing expenditure in line with its declining revenue. Hostile as ever to France, 
he had hoped for Anglo-Saxon solidarity and was deeply disappointed by the 
reception he had received in the United States. His anguish is evident in Lamont’s 
hurried note of their conversation:

England not master in her own shop [sic], but USA blind & taking no steps to 
save the world and the gold standard. Should lend to backward countries, but 
know it to be working in circles. The new credit corporation.267

Despite Norman’s pessimism, Britain was far from helpless. Its ability to influ-
ence the course of events, however, lay not within the markets but within the 
political framework surrounding the markets where its contribution to security, 
particularly in Europe, might have opened the way for constructive economic 
initiatives. The Austro-German customs union crisis belatedly prompted some 
rethinking of Britain’s relationship with Europe inside the Foreign Office. This 
was evident in the change of message between the first and second of Vansittart’s 
‘Old Adam’ papers on the recrudescence of aggressive nationalism or imperialism 
abroad. The first paper, circulated to the Cabinet in May 1930, was a lengthy, 
tiresomely over-written, arrogant attack on the Europeans and particularly the 
French, who were allegedly antagonizing their neighbours and reviving fears of 
war. The Germans, Vansittart suggested, remained dissatisfied with the peace set-
tlement, but were now wise enough to recognize that they must keep in with 
Britain. The problem was the French and their nervous, narrow-minded refusal 
to accommodate revision. While the Continental powers remained mired in the 
‘old diplomacy’ of secret treaties, alliances and balance of power, Britain, along 
with the Scandinavian countries, was ‘the most, indeed ... the only, international 
mind among our contemporaries.’ His advice to ministers was to stand aside from 
Europe’s ‘hegemonies and combinations’, and to build up the League of Nations 
as a bulwark of peace.268

Vansittart’s second ‘Old Adam’ paper, circulated to ministers at the height of 
the Austro-German customs union crisis, offered rather different advice. Aware 
that Germany was now gripped by nationalism and within sight of repudiating 
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its Treaty commitments, he suggested that ministers should adopt a ‘concrete pol-
icy’ towards Europe. Britain should actively facilitate Treaty revision while at the 
same time offering assurances to France. But he gave no hint of what he meant by 
revision or assurances. Moreover, his advice was again buried in an overlong, over-
written paper, which once more discouraged practical calculations of power and 
represented Europeans as unworthy of Britain’s support. The French, he pointed 
out, had been promised the incorporation of the Kellogg-Briand pact – outlawing 
war as an instrument of national policy – into the League of Nations Covenant.

They had had the temerity to refuse this chance to abandon their national 
security in favour of the wholly ineffectual League of Nations.

Would France be satisfied with this substitute? The answer is doubtful. 
President Doumergue’s speech of the 8th April is, in fact, ominously definite 
on this point. So long as the League cannot wield ‘sanctions’ in the form of 
guns and rifles, so long will France have to keep her own powder dry. If the 
League is disarmed then must needs France be armed. An unpromising and 
familiar argument! In every walk of life it is a strong French trait to run great 
risks by not running small ones; and the course of the last fifteen months of 
naval negotiation is a fair illustration of the point.

But of course they were Latins and hence short-sighted and self-regarding. They 
had squabbled with their Italian cousins, and regrettably ‘the wrath of Latins is 
not, as so often hoped, of the soupe au lait variety; they not only get cross quickly, 
they stay there.’ They had overreacted to Germany’s clumsily handled customs 
union scheme. ‘Thus the whole of Europe, against maybe its better judgment, in 
any case by a bitter paradox, is being forced to treat what can be represented as the 
first step towards European federation as an objectionable political man oeuvre 
destined to wreck the peace of Europe.’ Britain could therefore scarcely count 
on France’s help in its lonely task of exorcising the old Adam from Europe.269 

This was hardly the cool, professional assessment of British interests the situation 
required. Yet when it came before the Cabinet, ministers were content merely to 
take note of it.270

For ten years after the war, Britain and the leading bankers and financiers of 
America had pressured European countries to reopen their markets and accept 
the return to globalization whilst at the same time encouraging them to disman-
tle the postwar framework of security. The result was a fragile world, which began 
to fall apart in 1927. The headlong retreat behind tariff barriers got underway 
before the slump began; the upsurge in nationalism and imperialism in Germany, 
Britain, the British Dominions and elsewhere was also evident before the slump 
began. Yet once their handiwork began to unravel, the Anglo-Saxon powers merely 
repeated their calls for non-discriminatory trade, respect for lenders’ rights and 
further disarmament, while signalling their opposition to any departure from 
their globalizing agenda. The crisis brought on by Austria and Germany created 
a new opportunity for them to promote a constructive alternative. With the 
world economy displaying signs of recovery, their support for regional action or a 
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scheme along the lines of Kindersley’s lending corporation might have reinforced 
the upward trend. Instead, they opposed all the pro posals put forward or failed to 
back them with the means at their disposal, leaving France and Germany in bitter 
confrontation. As a result, confidence declined, the slump resumed for another 18 
months and the global economic and political systems were driven to the point 
of collapse.
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6
In the Eye of the Storm, 
May 1931–February 1932

6.1 Introduction

The twelfth annual Assembly of the League of Nations, which opened on Monday, 
7 September 1931, was better attended than any before it. Since the previous year 
it had been moved from the Salle de la réformation to the larger Bâtiment electoral, to 
accommodate the 50 delegations now present. Mexico was admitted to member-
ship while Soviet Russia and the United States sent unofficial observers. For the 
first time, Americans at home could hear a nightly summary of the Assembly’s 
proceedings through the 35 stations of the National Broadcasting Company. On 
Saturday, 19 September, reports reached Geneva of an incident near Mukden 
where Japanese officials accused Chinese troops of destroying a section of the 
Japanese-owned South Manchuria Railway, and in a suspiciously well-coordinated 
operation Japanese troops seized control of the city and surrounding region. The 
League Council was immediately convened alongside the Assembly to address 
the Manchurian crisis. Historians have described it as the first of several major 
blows to the League and hopes for collective security. But in the view of most con-
temporaries, the first major setback had already occurred by the time the League 
Assembly opened in 1931. This was the League’s failure to address the global 
political-economic crisis, which threatened to overwhelm every one of its mem-
ber states. M. Titulescu, the Roumanian diplomat and president of the Assembly, 
warned delegates – two weeks before the Manchurian crisis began – of the awful 
challenge that faced them:

The entire world is suffering from a terrible crisis and lack of confidence. The 
last hopes of the world are now in our hands. We would fail in our duty if, in 
a spirit of sacrifice, we did not show our solidarity. For that speeches are not 
sufficient. Our motto should be, ‘We must act, and act quickly.’1

In the debate that followed, some delegates urged that priority should be given 
to political action, in particular international disarmament; others pressed for 
immediate economic action. Most, however, appreciated that the issues were 
interlinked. Briand, in his final appearance at Geneva, warned that disarmament 
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was out of the question unless or until member states agreed to a viable security 
framework. Nor could there be ‘economic disarmament’ unless political confi-
dence was restored, and this was more remote than ever since the economic slump 
had stirred up Left- and Right-wing extremism everywhere. Curtius, the German 
foreign minister, in a speech directed mainly to listeners at home, warned that 
‘the whole foundation of our economic and financial system and, indeed, the 
whole basis of our civilization, is tottering’, before complaining that his country 
was being martyred by its foreign creditors and provocatively demanding com-
plete equality of arms with its neighbours. At present, he complained, Germany 
had no heavy artillery, military aircraft, tanks or submarines. If the forthcoming 
disarmament conference did not result in full equality, Germany would have no 
choice but to withdraw from the League.2 Curtius’s speech and the angry reac-
tion it stirred in France confirmed the Times’ observation at the opening of the 
Assembly that it was ‘meeting ... in the midst of a moral depression almost as ser-
ious as the economic depression which has continued so long and which shows 
no signs of lifting’.

Everything this year has conspired to damp the enthusiasm and chill the opti-
mism of the Assembly. ... There seems to be no lack of good will among the 
delegates to the Assembly and among the Governments of which they are both 
the representatives and, in many cases, the leading members. But on present 
showing there is a woful [sic] absence of leadership. The prolonged economic 
crisis seems to have numbed instead of stimulating international statesman-
ship. Most of the countries from whom useful initiatives might be expected 
are too much preoccupied with their own internal problems to spare much 
thought for the more general problems without a solution of which there can 
be no complete solution for their own.3

Briand was clearly a spent force, and Britain offered no effective lead: for the 
first time since the League’s foundation, it did not even send a minister to attend 
the Assembly. The revelation of plans for an Austro-German customs union in 
March had triggered an international financial crisis of the first order. Striking 
first Austria and other vulnerable countries of Central Europe, then Germany, it 
had reached the very heart of the global capitalist system when it undercut the 
pound sterling and threatened the dollar. The solution, like the cause, was bound 
up as much with international security as with economics. But since the Anglo-
Saxon powers adamantly refused to address the security issue and generally 
restricted their economic action to the financial sphere, the solution remained 
out of reach.

6.2 Financial crisis in Central Europe and 
the divided creditor powers

Since the end of the Great War, Central Europe remained politically divided, 
economically weak and acutely dependent upon foreign credit for banking 
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resources and capital investment. France, in no position to lend substan-
tial funds abroad before 1928, had restricted its involvement largely to 
Czechoslovakia and other allies in the region. British and American com-
mercial lenders provided most of the funds. This had left the region acutely 
susceptible to changing market conditions in London and New York, and vul-
nerable to the decline in foreign lending that accompanied the latter stages 
of the Wall Street boom. Already by the spring of 1929, the Boden Credit-
Anstalt was in trouble, and at the instigation of the Austrian government it 
was taken over by the Österreichische Credit-Anstalt für Handel und Gewerbe. 
But the latter bank, the largest in East-Central Europe, faced the withdrawal 
of foreign balances in 1930, and the additional uncertainty created by the 
Austro-German customs union controversy in March 1931 proved the final 
straw. On 11 May, the press reported that the Credit-Anstalt had been obliged 
to seek the protection of the state to avoid bankruptcy. Rothschilds had the 
largest interest in the Credit-Anstalt, but other British banks also had heavy 
commitments in the affected region, bringing London’s stake to perhaps as 
much as £30 million.4 To stave off collapse, the Austrian government extended 
a guarantee to the bank, then in May it turned to a consortium headed by 
Rothschilds in London and Lazard Frères in New York for a loan to cover the 
international obligations it had assumed. Meanwhile a flight from the Austrian 
schilling drove the exchange rate below gold export point. Richard Reisch, 
president of the Austrian National Bank, therefore approached the BIS for a 
100 million  schillings (£3 million) credit. This was soon arranged. The BIS 
itself committed 40 million schillings, while the Bank of England, the Bank 
of France, the Bank of Italy, the Reichsbank and the Federal Reserve Bank of 
New York each contributed 10 million schillings, and the remaining 10 million 
schillings came from five smaller central banks as a gesture of solidarity.5

Until now, bankers had shown impressive unity in face of the Austrian crisis. 
For the first time the BIS acted as a true international central bank by serving as 
lender of last resort to national issuing banks. Harrison of the New York Fed had 
been so fearful of American isolationist hostility to Wall Street that he refused 
to visit the BIS in Bâle or communicate with Gates McGarrah, the BIS president, 
even though McGarrah was a fellow American.6 Yet, in face of Austria’s threat-
ened collapse, Harrison had not hesitated to join European central bankers in the 
BIS credit. Governor Moret of the Bank of France had been equally forthcoming. 
Upon receiving Bâle’s request to participate in the international credit, he had 
immediately sought the Council of regents’ approval, ‘to demonstrate our solidar-
ity and to further French policy towards Austria’. The regents gave their unani-
mous consent.7 Before further action could be taken, however, French bankers 
and politicians became suspicious of British intentions and withheld cooper-
ation. Austria was a small component of the international trade and payments 
system, but it occupied an important place in the international security system, 
and French authorities could scarcely forget the role that Austria had played as 
Germany’s cat’s-paw in its imperialist manoeuvres in 1914. While they appreci-
ated the dangers of an Austrian financial crash, they were not prepared to see 
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their resources used in an operation that ultimately favoured Germany’s revision-
ist ambitions in the region.

Two months earlier, MacDonald had invited Bruening to visit him at his offi-
cial residence of Chequers. The purpose was simply to demonstrate Britain’s sup-
port for the chancellor in his struggle for political survival within Germany. But 
already Bruening had encouraged speculation that he would suspend reparations 
before the end of the year, and after news of the Austro-German customs union 
scheme the French ambassador requested Britain to postpone Bruening’s Chequers 
visit, since Germans might construe it as encouraging revisionism.8 Henderson 
reassured Briand when they met in Geneva that Britain had no intention of reo-
pening the inter-governmental debt settlement until the United States agreed to 
participate, and would refuse to discuss the issue if Bruening raised it at Chequers.9 
French ministers nevertheless remained uneasy. Central bank governors meeting 
in Bâle had agreed that as a condition of their help the Credit-Anstalt should 
accept a controller of their choice. To Moret’s horror, Norman proposed Schacht, 
the former Reichsbank governor who had resigned in protest at the Young plan 
and was now an ardent supporter of the German National party (DNVP), which 
openly advocated Anschluss. Reacting to France’s protest, Norman insisted that 
he meant only a strong personality like Schacht, to force the Austrians to put 
their house in order. But this was not the first time that Norman, having caused 
outrage by his comments, claimed he had been misunderstood. Nor did he please 
Moret by vetoing his nomination for controller, Charles Rist, the distinguished 
economist and former deputy-governor of the Bank of France.10

In Paris, Baron Edouard de Rothschild, head of the French branch of the 
Rothschilds bank, appealed directly to Philippe Berthelot, secretary-general 
of the Quai d’Orsay, to follow London’s lead by creating a Paris consortium of 
Credit-Anstalt creditors. A delay of even 24 hours, he warned, could result in 
disaster for the whole of Central Europe. Berthelot assured him that ministers 
wished to help. They did not want to see Austria collapse, since this would almost 
certainly throw it into the arms of Germany. But they would not be made ‘dupes’ 
by allowing France’s financial support to be co-opted by the London consortium 
that Norman had created. Before extending assistance, Austria must issue a public 
renunciation of the Austro-German customs union scheme, give an assurance 
there would be no further surprises of this sort and affirm its readiness to pursue 
good relations in the future.11

Four days later, Count Clauzel, the French minister in Vienna, reported 
that Austria was attempting to escape French influence. Austrian repre-
sentatives had approached the Banque de Paris et des Pays Bas (Paribas) for a 
150 million schilling (equivalent) loan on the security of Austrian Treasury bills. 
But they had then secretly turned to the London bank Morgan Grenfell to see if it 
would take over the operation. As Clauzel observed, this was both unethical and 
unwise, since the London banks were in no position to lend more.12 The extent 
of the London banks’ commitment was now becoming clear. De Fleuriau learned 
from the Foreign Office that the London Rothschilds had £2 million tied up in 
the Credit-Anstalt, and the Bank of England itself fully £7 million.13 This was an 
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extraordinary amount for Britain’s reserve bank to commit to a single, second-
rate foreign bank. Not surprisingly, Norman was desperate to plug the dyke before 
the storm in Central Europe destroyed the whole of the City of London.

On Friday, 5 June, Bruening arrived in England to spend the weekend at 
Chequers. MacDonald seemed surprised that he was preoccupied with economic 
problems, and resisted his attempts to discuss reparations.14 On the Saturday, 
as decrees were issued in Berlin for swingeing budget cuts and tax increases, 
Bruening declared that Germany could not continue the ‘tribute payments’ as 
demanded by the Young plan.15 MacDonald carried on the visit as if nothing had 
happened. For Sunday lunch he invited the novelist John Galsworthy and the 
playwright George Bernard Shaw, who were currently enjoying great popularity 
in Germany, as well as the poet laureate, John Masefield. Bruening left England 
empty-handed.16 French diplomats nonetheless received word that Norman, if 
not MacDonald, had supported Bruening’s demand for revision of the reparations 
settlement.17 This made them all the more determined to resist the destruction of 
their financial and security interests, which brought them into direct confronta-
tion with Britain and presently also the United States.

On 9 June, as Bruening was sailing from Southampton, Austrian representa-
tives began negotiations with the Banque de Paris et des Pays Bas (Paribas) for a 
150 million schilling (£4.5 million) short-term loan. With each day that passed 
Austrian banks faced new withdrawals of foreign deposits, and in the single 
week of 8–12 June, the Austrian National Bank paid out 99 million schillings 
in foreign exchange. By the end of the week, the loan negotiations in Paris were 
practically completed. But so bad was the news from Vienna that the Paris bank-
ers refused to proceed with the loan unless London banks shared the liability 
and the French government guaranteed their tranche of the loan. The Austrian 
banks warned they must announce an internal moratorium on Monday, 15 June, 
and only with difficulty did representatives of the London creditors committee 
persuade them to hold back while Norman personally canvassed support for 
the loan among City institutions and in New York. British and Austrian repre-
sentatives appealed to the French government for support.18 When by Tuesday 
morning no British or American banks had come forward, the French Cabinet 
agreed to guarantee the Paris banks’ tranche of the loan. Ministers, however, 
set two crucial conditions. Austria must agree to a League of Nations enquiry 
into its economic and financial situation, and accept the enquiry’s recommenda-
tions for reform. It must also give a secret undertaking – which France would be 
free to publish if it should choose – to take no step, economic or political, that 
would modify its international status; in other words it should renounce a cus-
toms union or Anschluss with Germany.19 The French conditions were delivered 
to the Austrian representatives at 4 p.m. on Tuesday, 16 June, and a reply was 
requested by 8 p.m., so the loan arrangements could be completed in time to be 
announced the following morning, together with the renewal of the BIS credit 
to the Austrian National Bank.

In view of the importance the French government attached to blocking an 
Anschluss, the conditions it set for the loan guarantee were neither surprising nor 
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particularly objectionable, unless to the Austrians themselves. Having shaken an 
already nervous Europe by their secret negotiations with Germany for a customs 
union, Austrian ministers had promised to suspend negotiations until the inter-
national court of justice had ruled on its legality. Yet they continued to cause 
nervousness in Paris by their less than straightforward behaviour. In the cir-
cumstances, no French government could have been expected to assist Austria 
financially without reciprocal concessions. As for the present government, which 
commanded only a minority of votes in a Parliament already disturbed by recent 
developments, it could scarcely have survived had it not demonstrated firmness 
on this issue of vital national interest. Given the British government’s recognition 
that the customs union scheme threatened to divide Europe into armed camps, 
it might have been expected to sympathize with, and even endorse, the French 
conditions. Instead, MacDonald, Henderson, Snowden and the whole Labour 
government reacted with righteous indignation, describing the conditions as an 
‘ultimatum’ and ‘blackmail’, and registering their ‘disgust’ at this attempt to gain 
a political advantage from financial aid. They were therefore pleased to find that 
Norman had already stepped into the breach.20

On 16 June, Sir Robert Kindersley, senior partner in Lazard Brothers and 
a dir ector of the Bank of England, telephoned Norman from Vienna to warn 
him that the crisis was getting out of control. If the 150 million schilling loan 
was not forthcoming, the Austrian banks would have to declare a moratorium 
the  following day. Norman was sure this would mean a ‘complete collapse’ in 
Austria, with the contagion spreading throughout Central Europe. The City of 
London was relatively more implicated in the region than either New York or 
Paris. Indeed, Norman would have known that several of London’s leading banks, 
including Schroders, Barings, Kindersley’s own Lazard Brothers, and possibly 
Rothschilds, faced bankruptcy if Austria declared a moratorium on external pay-
ments. Without waiting for loan negotiations in Paris to be completed, therefore, 
he hurriedly convened a meeting of directors of the Bank of England and secured 
their approval to provide the whole 150 million schillings that Austria required, 
in the form of a one-week loan to the Austrian National Bank.21

This, together with the 100 million schilling credit from the BIS consortium, 
was enough to stave off an immediate moratorium. It also undercut French 
efforts to secure political concessions from Austria. As MacDonald recorded in 
his diary on 17 June, ‘Governor’s loan before France’s screwing was known (his 
own statement to me) smashed their bid, has made France furious & we may 
expect revenge.’22 But it did not come in time to save the Austrian government, 
for Schober had already resigned rather than accept the French conditions.23 Nor 
did it resolve the crisis. Having seized the initiative from France, Norman some-
how imagined that in the one-week breathing space provided by the loan he 
could distribute the liability by persuading Paris as well as New York to accept 
60 million schillings, with the remaining 25–30 million taken up by British 
banks. As might have been expected, he found no takers in New York or London. 
Meanwhile in Paris, Berthelot bluntly reminded Austrian representatives that 
France’s conditions must be met before it extended any further help.24
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By now, the contagion had spread beyond Austria. As early as 11 May, the 
day the Credit-Anstalt’s failure was announced, the National Bank of Hungary 
experienced heavy exchange losses. The French government quietly extended 
355 million francs (£2.9 million) to the Hungarian treasury.25 Meanwhile the 
National Bank of Hungary turned to the BIS for help, and on 18 June, leading 
central banks under BIS auspices joined in a £2 million credit.26 In separate opera-
tions France also assisted Poland and Yugoslavia.27 But as in the case of Austria 
these were merely stopgaps, and ominously cracks now also appeared in the 
German financial edifice.

6.3 The contagion spreads to Germany

Norman, like many of his British contemporaries, displayed a strong affinity 
to Germans. This, we may assume, was reinforced by the fact that the German 
bankers he met were competent, trustworthy, and, with rare exceptions such as 
Schacht, liberal internationalists. Such was his view of the German character 
that in April 1931 he told Henry Stimson that German workers were reluctant 
to take the dole out of respect for the taxpayers.28 Even in early June he advised 
MacDonald that Germany was exceptionally resilient: it had weathered economic 
storms before and would get through this one as well.29 But already he feared that 
the Austrian crisis, aggravated by French political meddling, would bring down 
Germany as well.30

Since 21 May, the Reichsbank had lost between 800–900 million RM (£39–44 
million) in gold and foreign exchange, with demand running at 60–80 million 
RM (£3–4 million) a day. But with the threat of a moratorium in Vienna and 
unconfirmed reports that a major German bank had been obliged to seek gov-
ernment assistance, Norman anticipated trouble when the markets reopened on 
Monday, 15 June. He therefore telephoned Harrison in New York to appeal for 
help. It was, he warned, impossible to exaggerate the seriousness of the crisis in 
Europe. The central banks were attempting to contain the fall-out, but it was ‘a 
world political problem’, which could only be resolved through drastic political 
action. In his view, Washington must work with London to reduce or remove 
reparation claims which had become an intolerable burden upon Germany, and 
remove the constraints of the peace treaties which had left Austria economically 
unviable and Germany permanently nursing its territorial wounds.31

The three ministers who shared direction of British government policy, 
MacDonald, Henderson and Snowden, scarcely disguised their disdain for one 
another, making it impossible for them to work as a team. Nonetheless they all 
listened to Norman, and fully shared his sympathy for Germany and  loathing 
for France. When Ray Atherton, chargé d’affaires at the American embassy, 
asked MacDonald on 6 June if he feared the crisis in Europe would lead to war, 
MacDonald replied, ‘no, revolution’. Then he added,

An equal danger to Europe was French domination. He asserted that nation-
alistic considerations dominated French finance and foreign policy, that the 
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French loans to Czechoslovakia, Roumania, Poland and Yugoslavia were based 
on French aggrandisement, and that it was idle to expect an international 
character from French banking or diplomacy.32

MacDonald also shared Norman’s belief that Britain needed America’s help to 
contain the crisis to Continental Europe. From Friday, 12 June, therefore, he com-
municated almost daily with Stimson in an effort to hasten American interven-
tion. As Norman anticipated, Germany’s exchange position sharply deteriorated 
on the Saturday morning. That day alone the Reichsbank lost 200 million RM 
(£9.8 million). Hans Luther, the governor, reacted by raising his discount rate 
from 5 to 7 per cent, but confidence had been so thoroughly undermined that 
higher interest rates did little to slow the withdrawal of foreign balances or the 
German flight from the mark.33 On Friday, 19 June, with a moratorium threat-
ened the following day, MacDonald appealed to Stimson for immediate action.34

MacDonald, like a more recent Labour prime minister, imagined he com-
manded influence in Washington and had persuaded Hoover to issue his proposal 
for a general inter-governmental debt moratorium on 20 June.35 This was hardly 
the case. As early as January 1931, Stimson had warned Hoover that the scale of 
American financial exposure in Germany endangered the whole American bank-
ing system, and from 6 May Frederick Sackett, the ambassador in Berlin, repeat-
edly warned that Germany was in serious financial trouble.36 Hoover denounced 
angrily ‘the Wall Street crowd’, for drawing America into Europe’s troubles.37 Ever 
since the war he had loudly denied any connection between reparations and war 
debts, and since the Congressional elections the previous autumn he had justified 
his record by blaming Europe for America’s depression.38 But by 11 May, he was 
forced to acknowledge that the network of inter-governmental debts was becom-
ing unsustainable, and rather than waiting for individual countries to default on 
their obligations, he decided to propose a general one-year  moratorium.39 Yet for 
fully a month he hesitated to act, fearing criticism from his own supporters for 
weakening America’s claim to war debts and bailing out the Wall Street bankers 
and their European clients.40 To test opinion, he embarked upon a three-day tour 
of the Midwest, where he spoke to leading bankers and politicians. To his relief 
he found the bankers of the interior – as he put it, ‘the solid men, not the Wall 
Street crowd’41 – favoured a moratorium, not least because in aggregate they had 
as much money as Wall Street at risk in Germany. Even then he painstakingly 
sounded Congressional opinion on his return to Washington. Finally on 19 June 
he called in foreign representatives to inform them of his moratorium proposal. 
The following day he released it to the press.42

British observers were extremely relieved to learn of Hoover’s proposal. With 
Germany freed from annual reparations payments of £90 million, they hoped this 
would end the panic withdrawals of foreign credits, the German flight from the 
mark and the threat of a general payments moratorium, and in the  breathing space 
thus provided they could secure lasting improvements in Germany’s position. Since 
the British banking system was thoroughly implicated in the German crisis, this 
was hugely important. But beyond the immediate value of the moratorium, they 
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took it to be Washington’s long-awaited acknowledgement that the United States 
must share responsibility for international political and economic stability. They 
therefore assumed that together the Anglo-Saxon  powers could force the refractory 
Europeans to end their destructive rivalries and allow market relations again to 
flourish. Largely in this expectation, they effusively welcomed what was after all a 
very modest initiative. The British Treasury spoke of ‘this great and wise action’.43 
MacDonald privately mused, ‘These things I dreamt of when in the U.S. in 1929 
but hardly thought would happen.’ 44 In the event, British leaders were soon disap-
pointed, for they thoroughly misunderstood Hoover’s motives for intervening.

As events unfolded in the spring, Hoover had received warnings from Eugene 
Meyer, chairman of the Federal Reserve Board, Harrison of the New York Fed and 
other authorities that if Germany stopped external payments, European coun-
tries would ‘gang up’ on the United States to abandon war debt demands. Hoover 
frankly acknowledged to Stimson that his main concern was to avoid being 
drawn into what he called ‘the European mess’.45 The moratorium seemed to him 
the best and perhaps the only means of containing European pressure for lasting 
American concessions.46 The moratorium thus was an expression of America’s 
enduring isolationism and not, as British observers naïvely assumed, a departure 
from it. For some time the pros and cons of war debt revision had been debated in 
the American press. Republicans tended to oppose revision on the grounds that 
Europe would inevitably use the extra revenue on armaments. Democrats more 
optimistically favoured war debt concessions, on condition that Europe agreed 
to disarm. In either case they assumed that Europe remained a source of danger 
and that its militarism must be curbed by reducing arms expenditure.47 Hoover 
fully shared this cynical view of Europe.48 If he refused to link war debt relief to 
dis armament, it was only because he feared this would draw the United States 
further into ‘the European mess’.

French ministers believed that Bruening had deliberately provoked the present 
crisis by his statement in London on 6 June, threatening a unilateral cessation 
of reparation payments. They were privately furious that Hoover had sprung the 
moratorium upon them without prior consultation: a surprise only somewhat 
less unpleasant than the revelation of the Austro-German customs union scheme 
three months earlier. They were all the more annoyed that Hoover should present 
himself as the saviour of Germany and the world, when in their opinion he was 
merely trying to salvage the American banks’ huge commercial commitments in 
Germany, and doing so at France’s expense by demanding that it should forgo 
reparation receipts. They regarded this as a cynical and deeply irresponsible gam-
bit, which jeopardized the hard-won formula contained in the Young plan. For, if 
Germany were permitted to suspend reparation payments now, what chance was 
there that it would ever resume them?

Reparation payments had become a matter of economic importance for France, 
which was beginning to feel the effects of the slump and now faced a substan-
tial deficit in its national budget. But French ministers were more worried that 
the moratorium meant stepping onto the slippery slope that led to wholesale 
Treaty revision. Their dilemma was that, with Germany agitating for revision, 
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France needed the interested friendship of the Anglo-Saxon powers more than 
ever.49 They also appreciated that a German crash spelled trouble for everyone.50 
Therefore, while French press and Parliament erupted in anger at the predicament 
in which Hoover’s proposal placed France, French ministers welcomed the mora-
torium while insisting that in principle at least the unconditional tranche should 
continue to be paid.51 Lord Tyrrell sought to explain the French predicament to 
Henderson, the foreign secretary:

They are touchy because they think that they have been forced into a position in 
which they have to choose between appearing as the obstacle to the unanimous 
adoption of the American offer and giving their consent to the abandonment of 
a solemn agreement which Germany freely signed and not under duress like the 
Treaty of Versailles, only 18 months ago. This is the meaning of the excitement 
and bitterness in the Chambers [of Parliament] and the importance of the refer-
ence in Flandin’s speech to the sanctity of treaties. You should also realise the 
widespread nature of the feeling here that once again Germany is deceiving the 
world. Every intelligent person in Paris realises that Germany is [facing] a serious 
credit crisis; but nobody believes that she can be really affected by the payment 
to the Bank for International Settlements of an unconditional annuity which 
Flandin claimed would represent but six percent of her Budget.52

However, if French ministers were annoyed, so too were British and American 
leaders, and in contrast they made no attempt to hide it. The great fear of British 
leaders was that Germany would collapse, with incalculable consequences for 
London, New York and the capitalist system itself. Every day’s delay in the adop-
tion of the moratorium brought this spectre closer. They therefore expressed fury 
at French ‘hegemony’ on the Continent, which obstructed the Treaty revision with 
which they hoped to appease Germany. American ministers, including Hoover 
himself, agreed that Treaty revision was probably necessary. But they were chiefly 
concerned at the predicament the French placed them in, where to secure adoption 
of the moratorium they must become more not less involved in European affairs.

On 25 June, MacDonald telephoned Stimson, urging him to resist French efforts 
to modify the moratorium, ‘as yielding would bring the whole proposal to col-
lapse, or would render it pretty useless.’ Ten days later his language had become 
shrill:

France has been playing its usual small minded & selfish game over the Hoover 
proposal. Its methods are those of the worst Jews. To do a good thing for its 
own sake is not in line with French official nature. So Germany cracks while 
France bargains.

By 11 July he had become almost frantic:

The behaviour of the French has been inconceivably atrocious. ... [S]uch petti-
ness & implacability. ... Another war is inevitable if an independent nation in 
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Europe is to exist. The immediate outlook is black; the more remote one still 
blacker.53

Anger in Washington towards France became equally unrestrained. As Stimson 
recorded on 25 June, Hoover ‘has a pretty strong antipathy against France and is 
also made a good deal stiffer against France by his fear of our own Congressmen 
here.’54 William Castle, the under-secretary of state, who closely shared Hoover’s 
outlook, betrayed total incomprehension of the European situation and put down 
French behaviour to sheer perversity:

The French are the most hopeless people in the world. First, they were furious 
because their pride was injured. Now they are quibbling on methods while the 
house burns and we have got to waste hours in trying to make them see some 
sense. An acceptance of the plan would mean instantly good relations with 
Germany; it would mean the acceptance by this country of the Young Plan; it 
would mean a cordial atmosphere all round; it would stabilize the gains already 
made in commodity prices on the French market. And France is  willing to risk 
all of this because French logic sees things in a different way.55

The immediate effect of the moratorium proposal had been, as Hoover hoped, 
to reassure the financial markets that foreign balances could safely be left in 
Germany. Stock markets everywhere rose sharply on 20 June, with many shares 
on the Berlin bourse gaining as much as 20 per cent by the close of the day.56 A 
rough index of confidence in Germany was the price of the Young plan loan, 
which had been issued in May 1930 near par, then slumped to 66.75 by 19 June 
1931. It recovered to 75 by 22 June before slipping back. The Reichsbank faced 
renewed pressure on the foreign exchanges on Tuesday, 23 June, and succeeded in 
holding its currency reserves above the legal minimum of 40 per cent only with 
the aid of a £1 million overnight deposit from the Bank of England. Norman, 
alarmed by the situation, requested Harrison’s participation in a £20 million 
standby credit for the Reichsbank. Harrison, however, was loath to take on such a 
large commitment, and proposed that it should be shared with the Bank of France 
and the BIS. Despite Norman’s expectation that the Bank of France would refuse 
to cooperate, the £20 million credit was arranged the next day, with the Bank of 
England, the Federal Reserve Bank of New York, the Bank of France and the BIS 
taking equal portions.57 But it did no more than postpone the day of reckoning. 
By Saturday, 4 July, the credit was exhausted and the Reichsbank’s gold and for-
eign exchange reserves had again fallen below the legal minimum.

The situation was saved on 5 July when the Golddiskont Bank, a subsidiary 
of the Reichsbank, drew down the whole $50 million (£10 million) of a line of 
credit negotiated years earlier with the New York-based International Acceptance 
Corporation. On Tuesday, 7 July, France and the United States finally reached a 
compromise on the moratorium whereby the unconditional annuity of repar-
ations would continue to be paid into the BIS, but the French tranche would be 
immediately transferred as a credit to the Reichsbahn and the balance would be 
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returned as a credit to the German government.58 On Wednesday, the Reichsbank 
received a 500 million mark (£25 million) guarantee fund from a consortium of 
leading German industrial firms. On Thursday, Luther made a hurried visit to 
Paris, London and Bâle to request a large additional credit. He returned empty-
handed. Harrison, nervous of a backlash in America, signalled to fellow central 
bank governors that he would not participate in another credit operation. In 
any case, he believed Germans themselves were chiefly responsible for the flight 
from the mark, and looked to Luther to discourage it.59 Norman, reluctant to act 
without American involvement, similarly refused to participate.60 But the spectre 
of a systemic crisis made him desperate. Earlier in the month he had privately 
encouraged the Germans to threaten a default on reparations to pressure gov-
ernments to agree on the Hoover moratorium.61 Now, at the meeting of central 
bank governors at BIS headquarters in Bâle on Sunday, 12 July, he shocked Moret 
by stating that he preferred a crash in Germany to force governments to embark 
upon Treaty revision. De Fleuriau, who protested to the Foreign Office, reported 
Norman to say

He did not wish for further credits for Germany, and that it was much better 
that there should be complete bankruptcy on the part of Germany as this 
would raise the whole question of reparations and revision of the Treaty of 
Versailles, including the Polish Corridor.62

The following day, the governors considered Luther’s request to renew the 
£20 million credit arranged the previous month, which was due to be repaid on 
the 15th. All the governors present agreed to a three-month extension, except for 
Norman who insisted upon limiting it to 15 days. McGarrah, the BIS president, 
protested that this was risking calamity. Harrison, who telephoned Norman from 
New York, similarly warned against this strategy. What, he asked, did Norman 
think would happen if Germany was pushed to the brink? Norman replied, 
‘nothing is going to happen – absolutely nothing.’ Harrison, keenly aware of 
Washington’s reluctance to become involved in Treaty revision, warned against 
betting on an immediate political solution. Norman was adamant: the Reichsbank 
should replace Luther with Schacht who alone could impose the draconian meas-
ures now required, and the creditor powers should revise reparations, war debts 
and so forth. But as the other governors were unwilling to engage in such brink-
manship, Norman joined them in renewing the credit until 4 August.63

Luther, who had sent his deputy, Wilhelm Vocke, to the Bâle meeting, remained 
in Berlin to prepare defences against a run on German banks on the morning of 
Monday, 13 July. In conjunction with the government, he secured the closure of all 
stock exchanges on Monday and Tuesday. The Darmstädter und National (or Danat) 
Bank, fatally weakened by the failure of its client Nordwolle, Germany’s largest tex-
tile firm, closed its doors, reopening later with a state guarantee to  enable it to meet 
its creditors. Other banks remained open, but a government decree obliged them 
temporarily to suspend cash payments and inter-bank clearances. Another decree 
concentrated all foreign exchange and foreign payments at the Reichsbank or other 
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institutions designated as its agents. On Wednesday, 15 July, when the markets 
reopened, the Reichsbank raised its discount rate a full 3 points to 10 per cent and 
its rate on advances to a swingeing 15 per cent. That same day, the German gov-
ernment duly paid the unconditional reparation annuity to the BIS, and the BIS 
syndicate renewed its £20 million credit for another three weeks. The combination 
of exchange controls, record interest rates and central bank cooperation stopped 
the mark from collapsing. But it meant in practice Germany abandoning the gold 
standard. This grim fact was reflected in the price of the Young loan, which opened 
in New York on the Wednesday at 59, a new low.

On 26 June, with France still holding out for special treatment of the uncondi-
tional tranche of reparations, Henderson, the British foreign secretary, decided to 
press Germany for concessions. France, he appreciated, would be readier to accept 
the moratorium if Germany were to halt construction of the ‘Deutschland’, 
the new pocket battleship, and confirm it had abandoned plans for a customs 
union with Austria.64 On 30 June, with still no agreement on the moratorium, 
Washington reluctantly joined London in pressuring Bruening for a gesture of 
some sort.65 Yet, paradoxically, the Anglo-Saxon powers remained determined 
to stop France from obtaining security guarantees from Germany. In early July, 
British officials learned that Pierre Laval, the French premier, had invited German 
ministers to Paris to promote a general settlement. With Hoover’s encourage-
ment, MacDonald immediately issued invitations for a diplomatic conference in 
London, so as to enable Germany to avoid having to deal directly with France.66 
MacDonald and Henderson now also took up Bruening’s invitation, issued at 
Chequers, to visit Berlin, to strengthen Germany’s resistance to French pressure. 
When Laval  nevertheless persisted in inviting Bruening to Paris, British ministers 
postponed their visit to Berlin. But determined as ever to counter French pres-
sure on Germany, Henderson seized upon the opening of the French colonial 
exposition on 15 July as an excuse to visit Paris, where he was joined by Stimson 
and Andrew Mellon, the secretary of the Treasury, who were separately visiting 
Europe. With British, American and German ministers in Paris, informal conver-
sations took place over a period of five days.

Briand, Flandin and Laval, the three French ministers who handled the cri-
sis, favoured different means of proceeding. Briand, as before, sought to involve 
the Anglo-Saxon powers in European security while pursuing rapprochement 
with Germany. However, after being caught out by the Austro-German customs 
union proposal and humiliated in his recent bid for the French presidency, his 
health as well as his political standing had declined and he no longer counted 
for much in the government.67 Flandin, the finance minister, was not indiffer-
ent to the friendship of the Anglo-Saxon powers, but he placed greater emphasis 
upon constraining Germany. Hoping to exploit Germany’s crisis by bringing 
to bear France’s financial resources, he now proposed a £100 million, ten-year 
loan, jointly guaranteed by the three creditor powers, in return for political 
concessions.68

Laval, the premier, agreed to the loan offer. But rather than using it as a bargain-
ing tool as Flandin sought to do, he was prepared to offer it without conditions as 
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a gesture of friendship to Germany. A lawyer who had begun his political career 
on the Left but moved steadily Rightwards, he was also an entrepreneur who had 
acquired a sizeable fortune largely in commercial radio. As yet he had almost no 
experience of international affairs. He knew that Germany was disregarding its 
obligation to disarm and in real terms spending two-thirds as much on arms as 
in 1914.69 Nonetheless, he believed that France must reach an accommodation 
with Germany, if it was to survive. In his own words, ‘We will always be neigh-
bours of Germany. We face the alternative of reaching agreement with her or of 
clashing every twenty years on the battlefield.’70 He was therefore prepared to 
contemplate radical concessions, including German demands for the return of 
the Polish Corridor.71

A ‘realist’, Laval was also a materialist who believed that all human relations 
were governed by the pursuit of economic advantage. This was reflected in his 
appointment that summer of André François-Poncet as de Margerie’s successor 
at the Berlin embassy. François-Poncet had been the public face of the Comité 
des Forges, the syndicate of French steel-makers, before Poincaré appointed him 
in 1928 as secretary of state for the national economy, in which capacity he 
had drafted France’s ‘constructive’ alternative to the Austro-German customs 
union scheme.72 Laval followed this up by promoting the establishment of a 
Franco-German Economic Commission in Berlin to negotiate a ‘Franco-German 
 economic and social pact’.73 But for the time being he sought merely to create the 
impression of influence over Germany by holding negotiations for a loan in Paris, 
so he could persuade sceptical French parliamentarians to support it.74 He and 
his colleagues considered conditions such as a political truce during the ten-year 
term of the loan, but in the event they made no specific demands upon Germany: 
neither renunciation of the Austro-German customs union project nor a halt to 
the construction of the ‘Deutschland’, which the Anglo-Saxon powers repeatedly 
requested. While accepting that a display of firmness was needed to allay public 
fear, they counted on a face-to-face meeting with German leaders to identify the 
basis of a rapprochement.75

French diplomacy divided the British camp. Henderson was prepared to 
consider the French proposals, but MacDonald treated them as tantamount to 
aggression and decried Henderson’s gullibility. Jealous of his own statesmanship 
and scornful of nearly all his Labour colleagues, MacDonald persuaded him-
self that Henderson had personally cancelled their visit to Berlin while encour-
aging Bruening to visit Paris where he would be bullied by the French. ‘The 
Government has been doing everything it could to prevent the Germans going 
to Paris &  having an ultimatum presented by the French’, MacDonald recorded 
in his diary on 16 July. ‘Henderson has thwarted us. F.O. [Foreign Office] here is 
furious.’76

Remarkably similar tensions arose in the American camp. Stimson, like 
Henderson, was impressed by the moderation of French leaders and recommended 
their loan proposal for Hoover’s consideration. Hoover, however, understood that 
Germany would not even need a loan if France dropped its reparation demands 
and the commercial bankers played up by leaving their credits in place. He refused 
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to believe the French could be moderate, and became convinced they had drawn 
Stimson into their web. He also believed reports that France had withdrawn 
£40 million from Germany since his announcement of the moratorium pro-
posal.77 If the French were now proposing a loan, therefore, it was only to ‘trick’ 
the Germans into political concessions with which the United States could not be 
associated.78 Stimson assured Hoover that the French loan proposal was genuine, 
and warned him not to be taken in by what New York bankers might be saying 
or Norman’s claims that Germany could be saved without further financial sup-
port. But Hoover merely took this as evidence that ‘Stimson was completely sold 
to the French.’79 Overlooking the six-hour time difference between Washington 
and Paris, he wore Stimson down with nocturnal telephone calls.80 The only issue 
that brought them together was their mutual hostility towards Wall Street and in 
particular J.P. Morgan, the largest of the international banks.

In mid-July, Pierre Jay, a partner in Morgan’s Paris affiliate, Morgan Harjes, 
informed Moret of the Bank of France that there was no hope of New York par-
ticipating in another loan to Germany. J.P. Morgan, as France’s fiscal agent in 
the United States, had some obligation to keep Moret informed. But Stimson, 
on hearing this, was furious. Since the regents of the Bank of France were 
extremely cool to French participation in a three-country guaranteed loan, 
Morgan’s intervention, he told Jay, was ‘folly’, since it would only encourage 
them to dig in their heels, and without the inducement of the loan Franco-
German rapprochement would be impossible. Explaining this to Hoover, who 
telephoned him moments later, he was able to tell Jay that the president himself 
would be speaking to his New York partners about their untimely interference 
in Washington’s diplomatic efforts. ‘He turned as white as a sheet when I told 
him what I thought’, Stimson recorded. ‘I had one good chance to swat Morgan 
in the eye and I did it.’81

However, aside from their mutual hostility to New York bankers, Stimson and 
Hoover remained as far apart as ever on the larger issues. Whereas Stimson feared 
that Morgan’s intervention would wreck the chances of a loan and with it the 
basis for Franco-German rapprochement, Hoover feared it would have precisely 
the opposite effect of driving Germany into the arms of France while entan-
gling the United States in France’s imperialism. Already, he complained, the 
American press was reporting that Stimson had accepted the French terms for 
the loan, which acutely embarrassed him.82 Having conceded the moratorium, 
he now sought to draw a line under political action and turn the problem over 
to the bankers. Perhaps, he suggested to Stimson, the political representatives in 
Paris could clear away the ‘fringe issues’, such as Germany’s construction of the 
‘Deutschland’ and its plans for a customs union with Austria. But Stimson should 
cut short the conversations in Paris since they strengthened France’s hand, and 
resume them in London which was a much safer venue.83 He believed American 
bankers would support a purely economic solution to Germany’s crisis. As he 
told Stimson on 18 July, American regional bankers held $300–$400 million 
in German paper, almost as much as the New York banks. While not prepared 
to add to their commitments, they would maintain what they had, if foreign 
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bankers did the same. That was as much as the United States could reasonably 
be asked to do.

I have talked during the day to the men who will be helpful here and they are 
not the Morgan crowd. ... [T]he very best men we have (who do not take the 
Morgan view) believe we will be taking for the present all the burden we can if 
we try to maintain that total sum. ... Our people have stood up very well and I 
have the feeling that it is pretty dangerous to try to develop at this particular 
conference much more than stabilization of the situation.84

Despite dissociating themselves from Norman’s wild proposals at Bâle, British 
ministers were impatient to promote radical Treaty revision. William Shone of the 
British embassy in Washington approached Castle, the acting secretary of state, to 
propose that the London conference should address ‘revision of the Young Plan, 
extension of the President’s proposal for a longer period than a year, and phases 
[sic] of the Versailles Treaty.’ Castle warned that the United States would not par-
ticipate in the conference at all unless the agenda was restricted to measures for 
dealing with ‘the present emergency’.85 French ministers, deeply suspicious of 
Britain’s revisionist ambitions, issued a similar warning.86 Once the London con-
ference began, Snowden nevertheless attempted to reopen the reparations ques-
tion. Stimson flatly refused to discuss it, and Flandin agreed that the subject 
should be dropped. The politicians turned back to financial options, eventually 
considering four.

The first option, the French proposal for a government guaranteed loan 
to Germany, was quickly set aside when British and American representatives 
refused to support it. Briefly they reviewed the second option: reforms of the 
Reichsbank’s operation by, among other things, reducing its 40 per cent currency 
reserve requirement to expand its credit creating powers. They soon agreed that in 
present circumstances such reforms were unlikely to have the desired effect. They 
then turned to the role of other central banks and whether they could do more 
by, for instance, rediscounting the Reichsbank’s bill portfolio. When Snowden 
insisted on the need to leave central banks free from government interference, 
they fell back on their fourth option, Hoover’s proposal of a ‘standstill’ agreement 
among the commercial banks to keep their German balances in place.

Even now, the size of Germany’s total short-term foreign liabilities 
remained unclear, with estimates ranging from £200 million (Germany)87 to 
£288 million (France and the United States).88 But there was general agreement 
that perhaps 50 per cent were American and 40 per cent were British, with the 
balance belonging to lending institutions in other countries. French credits in 
Germany amounted to at most £16 million, although Bruening confirmed that, 
contrary to British and American suspicions, French banks had not run down 
their balances since 20 June when Hoover announced his debt moratorium pro-
posal.89 MacDonald pressed Flandin to do more by taking over part of London’s 
credits in Germany. Flandin firmly refused, claiming that France was already 
doing more than Britain or the United States to prop up Germany, since it was 
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largely French balances in London and New York that had made their  lending 
possible.90 He nevertheless agreed to support a standstill agreement organized 
by the central banks, which proved to be the sole practical outcome of the 
conference.

The standstill agreement, introduced provisionally on 29 July and formally on 
1 September, succeeded in maintaining some £260 million of foreign short-term 
funds in Germany. The Reichsbank, forced to raise its discount rate from 10 to 
15 per cent on 1 August, was able to reduce it to 8 per cent on 2 September. 
Neither the Hoover moratorium nor the standstill, however, did more than 
hold the line. With credit restrictions, penal interest rates and no new foreign 
lending or investment, Germany desperately needed a large-scale injection of for-
eign capital, which was out of the question while fears of another war remained.91 
The involvement of the Anglo-Saxon powers was therefore essential. But not only 
had they refused to extend a commitment to Europe, but had also combined to 
block French efforts at a new modus vivendi with Germany. Indeed, they had pil-
loried France for attempting to do so. According to MacDonald, France was ‘solely 
responsible for the failure of the Hoover Plan & the present position. ... Again & 
again be it said: France is the enemy.’92 With Hoover, Castle and others in the 
United States and Britain persuaded of this view, the chances of the three cred-
itor powers combining in a constructive approach to the international crisis were 
remote.

6.4 The sterling crisis

By 1931, the gold standard, which had cost Britain so much to regain six years 
earlier, had proven to be, in the words of Ralph Hawtrey, the Treasury econo-
mist, ‘a disastrous failure’.93 The Bank of England had with difficulty managed to 
weather the storm created by the General Strike in 1926, the subsequent pressure 
for monetary reform from domestic agriculture and industry, and the huge dis-
location caused by the great bull market on Wall Street in 1928–9. But the onset 
of the world economic slump in 1929–30 had further weakened the British bal-
ance of payments, and as early as mid-1930 doubts surfaced about the underlying 
stability of sterling.94

The Bank of England began to lose gold to France and certain other Continental 
countries from May 1930.95 By the autumn, Norman had become acutely ner-
vous. But he was not prepared to press for a multilateral solution and resisted 
publication of the League of Nations Gold Delegation report, fearing the adverse 
publicity he and fellow central bankers might receive.96 Nor was he prepared to 
seek a bilateral solution through conversations with Moret in Paris. True to the 
spirit of the gold standard, he chose to fix upon unilateral domestic action. Hence 
when reports appeared of disorder in the government’s finances and a campaign 
began in business circles and the conservative press for retrenchment, he imme-
diately became involved. Snowden, he found, was already convinced of the need 
for action.97 On 14 January 1931, Snowden impressed upon Cabinet colleagues 
the seriousness of the situation, and secured their agreement to an independent 
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Committee on National Expenditure to investigate the budget pro spects and rec-
ommend remedial action.98 Snowden then appointed several impeccably conserv-
ative City men to the committee, and Sir George May, the recently retired director 
of the Prudential Insurance Company, to chair it. This went some way to satisfy 
critics, and coincidently the pound recovered and remained strong throughout 
the spring.

One reason for the stronger pound was the cessation of French demand for 
monetary gold in late January, owing largely to the rundown of French official 
balances through a loan conversion operation.99 A second reason was the seasonal 
effect, since sterling was normally stronger in the spring before the  financing of 
overseas crops affected the exchange rate. The third and almost certainly the 
most important reason was the onset of the financial crisis on the Continent, 
which caused holders of short-term balances to transfer them to the relative safety 
of London. The Bank of England’s gold reserves, having fallen to a dangerously 
low £140 million in February 1931, soon rose above the ‘Cunliffe minimum’ of 
£150 million. On 14 May, the Bank of England reduced Bank rate a half-point to 
2.5 per cent. By the second week of July sterling reserves stood at a comfortable 
£164 million.

Despite the strength of the Bank’s reserves, the sterling crisis, which began 
on 13 July, should have come as no surprise. The staple export industries – coal 
and steel, shipbuilding, heavy machinery and textiles – had become severely 
depressed after 1929, with obvious consequences for the balance of payments. 
Board of Trade estimates in the summer of 1931 put the current account surplus 
for 1929 at £117 million and for 1930 at £39 million, while anticipating a deficit 
of at least £56 million for 1931.100 Seasonal factors now also worked against ster-
ling, as indicated by the fact that the Bank of England had lost gold every summer 
since the return to the gold standard in 1925. But once again the most important 
factor was almost certainly the movement of hot money.101 In other years, the 
Bank could cover a current account deficit by drawing in short-term balances 
through higher interest rates. This year the prospect of a standstill on German 
foreign loan payments and reports that City banks were dangerously overcom-
mitted on the Continent impelled wealth holders to seek a safer home for their 
balances in New York, Geneva or Paris.

The weakness of sterling against the Dutch florin, the Swiss franc and the 
American dollar as well as the French franc in the second week of July clearly 
demonstrated that economic rather than political motives were at work.102 Yet 
when it happened, British observers professed surprise and complained that ster-
ling was the victim of a foreign conspiracy. Queried by Harrison on 15 July about 
the sudden drop in sterling, Norman claimed to be baffled.103 Others noted the 
coincidence of sterling’s decline, growing disagreement between the Anglo-Saxon 
powers and France over financial assistance to Germany, and the fact that most 
of the gold exports from the Bank of England went to Paris, and drew the conclu-
sion that France was using its financial power in an attempt to suborn Britain 
to its policy of crushing Germany. The City editor of the Labourite Daily Herald 
reported that ‘the view is gaining ground that France is deliberately creating a 
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situation to enable her to withdraw gold from London by keeping the exchange 
rate at a low level. The movement is bound up with developments in Germany’.104 
Harold Cox, City editor of the Daily Mail and editor of the prestigious Banker’s 
Magazine, concurred. ‘The rapidity with which the demand for francs has devel-
oped within the brief space of a few days [has] led to a general assumption in 
markets here that political factors are again at work in the exchange on the eve of 
the war debt negotiations.’105

The Financial Times, the Financial News and the Times were only slightly more 
circumspect. Under the heading ‘Political Factors?’, the Financial Times observed, 
‘It is not without significance that whenever an international or Franco-British 
conference is arranged or contemplated, the Paris rate of exchange definitely 
develops a strong tendency.’106 Arthur Wade, City editor of the Evening Standard, 
put it more categorically. ‘We know that this movement is due to withdrawal of 
official funds – that is, funds controlled by the Bank of France and the [French] 
Treasury.’ Coming just before the conference on the Hoover moratorium, ‘it 
looks as if the French authorities regard shipments of gold as moves in the dip-
lomatic game.’ The Bank of England, he advised, should not resist the rundown 
of sterling balances: ‘Let the gold go and make London independent of Paris.’107 
George Glasgow in the Contemporary Review similarly affirmed that Britain was 
the victim of financial blackmail. France, he wrote, had induced Britain to 
fight the Great War on its terms, then to pay for it by extracting reparations 
from Germany that only British credits had made possible. Having deliberately 
amassed sterling balances in its pursuit of political influence, ‘[a]fter 1928 it 
became a regular element in French diplomacy to use that lever on London.’108 It 
is a measure of British suspicions of French power and corruption that Sir Clive 
Wigram, the King’s private secretary, should write, ‘Attempts to embarrass us and 
destroy confidence in our stability as the financial centre of the world, and in 
the London Bill, were unworthy of a nation whom we pulled out of the fire such 
a short time ago.’109

So general were these suspicions that Lord Tyrrell in Paris took it upon himself 
to find out if the run on sterling was due to deliberate French selling. He soon 
reported that the evidence hardly supported the allegations.110 Another doubter 
was Tom Johnston, secretary of state for Scotland, who travelled to Paris after 
Parliament rose for the summer to find out if his colleagues’ claims were true. 
With a member of the British embassy present, he interviewed Laval and Flandin. 
Both vigorously denied the allegations. Indeed, Flandin suggested that Johnston 
was looking in the wrong place, for Governor Norman had recently twice asked 
Moret to buy gold in London ‘in order to maintain the pressure on sterling.’111 
Johnston seems not to have taken in Flandin’s claim, for he did not press him 
to elaborate. The interview convinced him nevertheless that the French authori-
ties were anxious to help Britain rather than trying to bring it to its knees.112 
This was fully borne out by subsequent events. Gradually, evidence also emerged 
that much, probably most, of the hot money fleeing Britain was not French but 
British. But the Bank of England played this down, and since this was not what 
its readers wanted to hear, the British press made little of it.113
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Between Monday, 13 July, when the run on sterling began and the end of July 
the Bank of England lost over £33 million in gold and £21 million in foreign 
exchange, driving reserves far below the ‘Cunliffe minimum’.114 The Bank’s 
Committee of Treasury approved a 1 per cent increase in Bank rate at its Thursday 
meeting on 23 July and a further 1 per cent rise on 30 July, taking Bank rate to 
4.5 per cent. But since interest rate action alone seemed incapable of restoring 
confidence, the Bank on 25 July approached the New York Fed and the Bank of 
France for a large support credit. The decision to seek assistance from New York 
was uncontroversial, but the approach to Paris was made with great reluctance. 
Representatives of the London clearing banks warned that it was ‘most undesir-
able to have recourse to Paris’, in view of the political conditions they were sure 
the French would attach to any credit.115 In fact, while French commercial banks 
had reduced their balances in London and the Bank of France had run down 
its sterling balances from a peak of £166 million in June 1928 to £62 million, 
the French government had largely maintained its sterling deposits since 1930.116 
Governor Moret, at the instigation of the French government, now intervened in 
the exchange markets to support sterling.117 Along with the Ministry of Finance, 
he also confirmed his willingness to organize a large loan as backing for the 
pound sterling.118 Meanwhile, he welcomed the Bank of England’s request for 
a credit and immediately agreed to match New York’s contribution by raising 
£25 million, an enormous amount at this time. But to demonstrate that, contrary 
to rumours in London, Paris was fully behind the operation, he insisted upon 
sharing the credit with all the major banks in the place de Paris.119 On Saturday, 
1 August, the Bank of England was able to announce the American and French 
three-month commercial credits. Having simultaneously increased the fiduciary 
currency issue by £15 million, it now possessed an extra £65 million with which 
to meet further pressure on sterling.

De Fleuriau, writing to Briand, expressed his hope that the credit operation 
would reduce British hostility towards France. In his view, the British had made 
France the scapegoat for the crisis because they were not prepared to admit their 
own responsibility for allowing sterling to become so vulnerable or to say a word 
against the United States for its financial recklessness. Echoing Stimson’s words,120 
he blamed Norman, ‘a thorough-going francophobe’, who exercised enormous 
influence over Labour ministers, the City and the national press, especially the 
Times. But he urged Briand to restrain the French press from responding to British 
insults, since this would only aggravate British hostility. Ultimately, he was sure, 
the facts would speak for themselves and charges of French ill-will would be 
exposed as baseless.121 Briand probably spoke to members of the Paris press corps, 
for Tyrrell soon reported that the angry editorials against Britain and Norman in 
particular were much less evident in July.122

Everything, however, seemed to conspire against sterling. The report of the 
Macmillan Committee on Finance and Industry, instituted in 1929 to justify 
adherence to the gold standard and deflect criticism from the Bank of England, 
shook the markets when it appeared on 13 July by setting out for the first time 
the full scale of Britain’s foreign short-term liabilities. The report affirmed that 
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‘Britain’s underlying position as a creditor nation remained immensely strong.’123 
But by confirming that Britain’s financial institutions had tied up £407 million 
abroad, much of it in Central Europe, it prompted holders of sterling balances to 
seek safer havens abroad. Uncertainty continued when the London diplomatic 
conference ended inconclusively on 24 July, leaving the bankers to organize a 
Stillhalt, or standstill, to halt the panic withdrawal of short-term credits from 
Germany.

Sterling’s plight was further aggravated when the Committee on National 
Expenditure chaired by Sir George May published its report on 31 July. Warning 
of a prospective budget deficit of £120 million or nearly 14 per cent of planned 
expenditure, the committee recommended economies of £97 million,  including 
£81 million from the unemployment insurance scheme and other social 
 services.124 This was a sensational warning and devastating advice, for in the cur-
rent budget of £885 million, fully 40 per cent was earmarked for debt servicing 
or amortization, 12.5 per cent for defence and 9 per cent for administration; only 
£332.6 million was intended for education, roads, health, housing, police, pen-
sions and unemployment and health insurance. It would thus mean reducing 
expenditure on welfare and public works by nearly 30 per cent.125 As Sir Richard 
Hopkins observed to the chancellor, the report grossly exaggerated the problem 
since it assumed that even in the midst of an almost unprecedented slump the 
government should pay down debt at the rate of £52 million per annum and bor-
row nothing for productive purposes such as the road fund. But as he pointed out, 
‘the figure of £m.120 will be flashed around the world.’ The markets were there-
fore bound to remain nervous about sterling until the government demonstrated 
its commitment to sound finance by sharply reducing public expenditure.126

Another blow came from an unexpected quarter. On Tuesday, 4 August, when 
the foreign exchange markets reopened after the Bank holiday, the US and French 
central bank credits seemed to have their intended effect, for sterling remained 
above the gold export point throughout the day. But on Wednesday morning 
the markets panicked when foreign exchange dealers found that sterling was not 
being supported. Sterling immediately dropped below gold export point, and it 
was not until the afternoon that the Bank of France’s traders intervened to steady 
the market. By then the Bank of England had lost over £2 million in gold reserves 
as well as the psychological benefit of the US and French credits.127

Most commentators ascribed the break in the market to poor communications 
between the Bank of England and its Paris agents, with some suggesting that 
France had again let Britain down.128 The truth could not have been more dif-
ferent. On 20 July, Norman had suffered another nervous breakdown. Seriously 
unwell, he sailed for Quebec City where he was to remain for the next two months, 
leaving the Bank in the hands of Sir Ernest Harvey, the deputy-governor, and 
Sir Edward Peacock, a partner in Baring Brothers and senior member of the Bank’s 
Committee of Treasury. They, like Norman, were acutely anxious about the state 
of the financial markets and determined to see that sterling did not go the way of 
the Austrian schilling or the German mark. They therefore deliberately engineered 
the break in sterling by ordering the Bank of France to refrain from using the 
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£25 million credit it had just arranged.129 They then warned Snowden and lead-
ers of the opposition parties that the situation was black, and that reports from 
New York and Paris confirmed the Budget must immediately be balanced if ster-
ling was to be saved from collapse.130 To underline the urgency of the situation, 
they saw to it that the joint committee of the British Bankers’ Association and the 
Accepting Houses Committee simultaneously issued a similar warning.131 Thus 
they hoped the break in the sterling exchanges would jolt the British government 
into accepting the drastic spending cuts they believed were necessary to restore 
confidence in sterling.

Three weeks later when the Labour government collapsed, supporters claimed 
it had been the victim of a ‘bankers’ ramp’. Political opponents and leader 
 writers ridiculed the claim, and ever since then historians have dismissed it as 
the  ranting of frustrated men. Allegations of an international bankers’ ramp are 
indeed unfounded, and it is also fair to say that the government collapsed largely 
because of its own incompetence rather than an organized bankers’ conspiracy. 
But the existence of a ramp by bankers – British bankers – is amply borne out by 
the evidence. Norman’s refusal to discuss Moret’s offer of help in December 1930, 
his request to New York to cease supporting sterling that month, his repeated 
requests to Moret in July 1931 to sell sterling for gold when sterling was already 
facing severe pressure, and his colleagues’ decision in August to cause a break in 
the sterling-franc exchange are all of a piece. As we shall see, Norman made a 
further attempt to organize a mur d’argent, to use the French phrase for a wealth-
holders’ ramp, while recuperating in Quebec City.

The behaviour of the bankers was not surprising, since they were convinced 
that without drastic action, sterling, and with it the whole capitalist system, 
would collapse. City financial institutions, many of them already compromised 
by the financial crisis in Austria, had just agreed to the standstill in Germany, 
tying up fully £70 million of their own or their clients’ funds. As a result, most 
of the acceptance houses who dominated the court of governors of the Bank 
of England were insolvent.132 This included Lazard Brothers, whose senior part-
ner, Kindersley, had represented the Bank of England in the negotiations for 
the credit from the Bank of France. Lazards was only kept afloat by a secret 
£3.5 million lifeline from the Bank of England and assistance from the Treasury.133 
It probably also included Arbuthnot Latham, Goschen & Cunliffe, Helbert Wagg, 
Huths, Japhets, Kleinworts, Schroeders, Seligmans and Baring Brothers as well 
as the British Overseas Bank and other financial houses with assets locked up in 
Central Europe.134 City bankers had helped to restore sterling to the gold stand-
ard,  believing that it provided a sheet-anchor against financial chaos. They now 
believed that sterling must be kept on gold if the chaos were not to overwhelm 
them. Accordingly, Harvey explained to Harrison, they had decided to engineer a 
sterling crisis, ‘to make the British government understand the seriousness of their 
position.’135 Siepmann, the Bank’s director of central bank relations, was equally 
candid with Moret: ‘it appeared necessary to them to give a serious  warning to 
the government and to the public.’136 Besides frightening the government, they 
also resented the need to accept charity from the French and sought to end their 
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dependence as soon as possible. It suited them that the British press, unaware of 
the Bank of England’s responsibility for the break in sterling, should present it 
as another French attempt to force Britain’s hand on Germany or drive Norman 
from the Bank of England.

By now, the worst financial crisis in British history had triggered a comparably 
severe political crisis. This began on the evening of 22 July when Norman called 
on Snowden to warn him that the Bank’s gold reserves were rapidly dwindling. 
Snowden mentioned that the report of the May Committee would soon be pub-
lished, revealing a large deficit in the 1932 budget, and he and Norman agreed 
that urgent fiscal action was necessary to restore confidence in sterling. The fol-
lowing day, Hopkins of the Treasury added his own warning. When Norman met 
American bankers on 26 July to discuss a long-term loan, Hopkins was sure their 
first question would be, ‘Will steps be first taken about the dole and the budget-
ary position?’137

For two years MacDonald and Snowden, with Norman’s encouragement, had 
fended off ‘irresponsible’ proposals to deal with the crisis from within the Labour 
movement. Meanwhile Snowden had dug in his heels against mounting pressure 
for trade protection, which Cabinet colleagues advanced in a variety of forms. 
Anxious to demonstrate that a Labour government could act responsibly and 
unable to see beyond the orthodox assumptions of liberal economics, ministers 
accepted the need for a balanced budget. Just before the House of Commons rose 
for the summer, Snowden announced the creation of a Cabinet economy com-
mittee, which met for the first time on 12 August. The scale of retrenchment 
required was daunting. Registered unemployment had risen above 2.5 million 
or nearly 20 per cent of the registered industrial workforce by the summer of 
1931, driving the unemployment insurance scheme – derisively known as the 
‘dole’ – heavily into deficit. Bankers and opposition leaders left no room for doubt 
that they expected to see the budget balanced largely through the reduction in 
unemployment benefit.138 To make matters worse, ministers learned at the first 
meeting of the committee that the Treasury now predicted the deficit on the 1932 
budget would be not £120 million but fully £170 million.139 Proceeding on the 
basis of ‘equality of sacrifice’, ministers prepared a programme of tax increases 
and economies which was put to the Cabinet on 19 August.

The scale of the financial crisis and the threat, repeated by MacDonald and 
Snowden as well as the national press, that sterling could go the same way as 
the German mark in the hyperinflation of 1923, led the Cabinet to accept huge 
reductions in spending on roads, education, the armed forces, health and other 
services. They were prepared to approve economies of £57 million and provi-
sionally another £20 million, amounting to no less than 20 per cent of social 
expenditure.140 But Treasury and Bank of England officials and opposition party 
leaders warned that even this fell far short of the economies necessary to restore 
confidence in sterling. Only a substantial reduction in the dole, they claimed, 
would reassure foreign bankers of the soundness of the British economy.141 The 
Cabinet, which had been meeting almost constantly for the previous three days, 
reconvened on the morning of Saturday, 22 August. MacDonald and Snowden 
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warned colleagues of the terrible calamity that would befall the country if  sterling 
were driven off the gold standard, and insisted upon a further £20 million in 
econ omies, including a 10 per cent reduction in the standard unemployment 
benefit for insured workers. Ministers, unwilling to cut deeper into social expend-
iture, drew back from formally approving the economies. But they agreed that 
MacDonald might see if the larger economies would satisfy the opposition leaders 
and bankers.142 What followed soon became obscured by rumour and myth.

According to the account generally accepted in Labour circles, the latest for-
mula for balancing the budget was put to New York bankers, with the request for 
a loan to save the pound. The bankers, however, refused to accept the formula, 
and MacDonald and Snowden then jumped ship to join the opposition leaders 
in a new Conservative-dominated National government. The new government 
imposed retrenchment on the scale demanded of its predecessor, including sav-
age reductions in unemployment benefit. The Labour government was thus the 
victim of a ‘bankers’ ramp’ and treachery by MacDonald and Snowden.143 This 
account is far from accurate, although what actually happened was scarcely less 
remarkable.

On the critical weekend, Harvey of the Bank of England had put the govern-
ment’s provisional formula for balancing the budget to Harrison in New York, 
with the request to see if this would persuade the commercial banks to participate 
in a large loan for Britain. Harvey was extremely annoyed to be called upon to 
present the formula as if the government had actually agreed upon it, which was 
not the case, and Harrison may have detected his reservation.144 In any event, 
the New York bankers had been thoroughly chastened by the freezing of loans 
in Central Europe and were reluctant to commit more funds abroad. Harrison 
therefore telephoned Norman at the Château Frontenac, the great railway hotel 
in Quebec City, to seek his advice. Norman bluntly advised Harrison to reject 
the Labour government’s formula for balancing the budget. What was needed, 
he said, was even more savage retrenchment. If the politicians faced up to their 
responsibilities and put the British economy on a sound basis, they would not 
need foreign help. The bankers should therefore not let them off the hook by 
offering a loan. As Harrison recorded,

[H]e, Norman, felt that the program was inadequate; that we must not fool 
ourselves now; that any inadequate program would cause trouble in a year or 
so and that it was essential that we must force an economic adjustment now 
and not in a year or so from now; that the programme, in his judgment, must 
be sufficiently drastic to place the cost of output and wages on a competitive 
basis with the rest of the world ... ; that if the Government attacked the situ-
ation courageously and did enough by way of drastic readjustment then, in his 
judgment, they would not need a credit at all.145

Harrison was evidently taken aback at Norman’s advice. As he knew, the French 
and American central bank credits to the Bank of England were nearly exhausted 
and sterling would probably be driven off the gold standard before retrenchment 
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had worked its effect, if the Bank’s resources were not replenished. Unwilling to 
be responsible for the collapse of sterling, he set aside Norman’s advice.146 Instead, 
he turned back to Harvey and indicated that New York would rely upon his view 
of the adequacy of the government’s budget proposals. Time did not allow the 
negotiation of a long-term loan. But if the Bank of England and its City allies gave 
their ‘sincere approval’ to the budget balancing formula, New York would try to 
organize a large short-term credit.147

Harvey rushed this reply to Downing Street on Sunday evening, where the 
Cabinet waited.148 MacDonald appealed to colleagues to agree to the higher level 
of retrenchment. He acknowledged that it ‘represented the negation of every-
thing that the Labour Party stood for’. But he urged them to act ‘in the national 
interest’, and warned of ‘the calamitous nature of the consequences which would 
immediately and inevitably follow from a financial panic and a flight from the 
pound.’

Most of the Cabinet were prepared to agree. But when several ministers still 
hesitated to accept a reduction in unemployment benefit, MacDonald declared 
that he was not prepared to carry on.149 He thereupon wound up the meeting and 
drove to Buckingham Palace to return the seals of office to the King. For weeks, 
indeed months, MacDonald had let it be known in the corridors of Westminster 
that he might be prepared to join a coalition government capable of addressing 
the economic crisis. The King, doubtless aware of this, urged him to carry on or 
at least think over his options before resigning. When he returned to Downing 
Street, Harvey and Peacock also urged him to carry on and hurriedly called in 
Neville Chamberlain for the Conservatives. Chamberlain, who had welcomed the 
Labour government’s embarrassment over retrenchment, now invited MacDonald 
to carry on as prime minister of a non-party National government. MacDonald 
did not immediately agree. But the following morning he went with opposition 
leaders to the palace where the King gave his approval to a non-party National 
government with MacDonald once again prime minister.150

Members of the new government and their supporters in the country were 
hopeful that with the ‘socialists’ out of office, sterling would soon recover. Indeed, 
over the next fortnight the Bank of England’s gold losses declined to an average 
of £2 million a day. Meanwhile bankers in New York and Paris put up matching 
£40 million credits for the British government, which were announced on 
29 August. On 10 September Snowden, still chancellor of the exchequer, 
announced in his words ‘the most momentous Budget ever introduced to the 
House of Commons in peacetime.’ Besides increases of £82 million in taxes and 
a £20 million reduction in sinking fund payments – a measure the Treasury 
had insisted the Labour government must not attempt – Snowden announced 
economies of £70 million, including a 10 per cent reduction in unemployment 
benefit.151

Confidence in sterling nevertheless did not recover. Indeed, the retrenchment 
measures seem to have been discounted even before they were announced, for 
sterling remained stubbornly below gold export point on the exchanges from 
early September. During the four days 7–10 September, before the emergency 
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Budget was announced, the Bank of England faced average daily losses of 
£2.4 million in reserves. In the three days of trading after the Budget announce-
ment, the Bank’s reserve losses increased to a daily average of £2.8 million.152 
Lingering hopes that the run would end were dashed when the reduction in the 
already meagre pay of sailors announced in the new Budget sparked a mutiny in 
the Home Fleet at Scapa Flow.153 News of the mutiny appeared in the press on 
15 September. The following day the Bank’s reserve losses leapt to £3.9 million 
and on the 17th to £6.22 million. Before the end of that day, £30 million of the 
£80 million credits to the government had been exhausted in the effort to hold 
the pound at par. Harvey, estimating free reserves at barely £55 million, warned 
that the Bank could carry on for ‘ten days at the most’.154 Bank and Treasury offi-
cials hastily considered a range of options: raising Bank rate, mobilizing foreign 
securities in private hands as collateral for a new foreign loan, attempting to raise 
additional foreign credits in New York and Paris, emergency import restrictions, a 
prohibitive duty on luxury imports, exchange controls.155 None seemed likely to 
be effective with the speed required. When on Friday, 18 September, the Bank’s 
reserve losses exceeded £17 million, the situation became critical.

In Paris, bankers and political leaders remained ready to help. Governor Moret, on 
his own responsibility, had been increasing the Bank of France’s sterling balances;156 
and Laval called in the chargé d’affaires at the British embassy to promise his per-
sonal support for the raising of a loan.157 But in London neither bankers nor political 
leaders were prepared to see Britain become more beholden to France. French offers 
of help were therefore disregarded. Instead, MacDonald turned to America, person-
ally appealing for help to Stimson on Saturday  morning. Stimson, at home in subur-
ban Washington, telephoned Hoover who immediately convened his Cabinet.

British ministers would have been gratified by the evidence of Anglo-Saxon sol-
idarity displayed at the White House that day. Hoover and his colleagues seemed 
genuinely concerned at Britain’s fate, and examined various options including an 
immediate reduction of Britain’s war debts. But Congress controlled money bills, 
and in the time available they could not think of any practical means to help.158

That same morning in London the Bank of England lost a further £8.5 mil-
lion reserves in the half-day of trading, and expected to lose the £6 million that 
remained from the government credits when the markets opened in New York. 
Bank and Treasury officials therefore prepared for the suspension of the gold 
standard on Monday morning.

6.5 Crossing the Rubicon: Britain and the 
adoption of Imperial protectionism

The suspension of the gold standard on Monday, 21 September 1931, briefly opened 
a window of opportunity for Britain to resume its leadership of the international 
monetary and financial system. Keynes, the country’s best-known economist, 
had hitherto been prepared to accept almost any sacrifice to keep sterling on the 
gold standard. In 1930, as a member of the Macmillan committee, he proposed 
a ‘National Treaty’, involving government legislation to reduce fixed costs such 



324  Great Interwar Crisis

as rents, mortgages, wages, pensions and dividends, and thereby restore Britain’s 
international competitiveness.159 Since this was scarcely prac ticable, he took up 
the idea of a 10 per cent revenue tariff, which seemed a simpler means of strength-
ening the balance of payments and easing pressure on the pound.160 In the spring 
of 1931, he travelled to the United States in hope of persuading American bankers 
to join in coordinated reflationary action.161 After sterling came under pressure in 
July, he urged the British government to promote multilateral action by conven-
ing a conference of the major economic powers.162 Britain’s abandonment of the 
gold standard did not shake his commitment to a liberal globalizing agenda. He 
now repudiated the tariff proposal as no longer necessary or desirable and instead 
appealed to the government to exploit its freedom from the constraints of the 
gold standard (see Table 6.1) by easing domestic credit restrictions and promot-
ing international monetary reform. At last, he believed, Britain could resume its 
international leadership without fear of shaking confidence in the pound.163 As 
he wrote to the Times,

May I urge that the immediate question for attention is not a tariff but the cur-
rency question? It is the latter which is urgent and important. It is at present a 
non-party issue on which none of the political parties has taken up a dogmatic 
attitude. It is suitable, therefore, for non-party handling. It is most certainly 
unsuitable for a General Election. It offers immense opportunities for leader-
ship by this country. We are probably in a position to carry the whole of the 
Empire and more than half of the rest of the world with us, and thus rebuild 
the financial supremacy of London on a firm basis.164

Besides Keynes, several other prominent liberal economists and bankers as 
well as senior Liberal and Labour politicians inside and outside the National gov-
ernment favoured the immediate convening of an international currency con-
ference.165 Had Britain promoted collective reflation through a combination of 
floating exchange rates, cheap money and credit expansion while keeping open 
its huge import market, the suspension of sterling might well have become the 
turning point of the world slump. But by now Britain intended to address its eco-
nomic problems not through collective international action but a combination of 

Table 6.1 Rates of exchange on selected dates from 17 Sept. 
1931 to 29 Dec. 1932

Date 
£/$

par 4.86¾
£/Fr. Franc
par 124.21

17 Sep. 1931 4.8531/32 123.95
24 Sep. 3.88 98½
22 Oct. 3.93¼ 997/8

26 Nov. 3.593/8 917/8

31 Dec. 3.38¾ 863/8

30 Jun. 1932 3.60 915/8

29 Dec. 3.31½ 8415/18
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unilateral external action (protectionism) and imperialism. This was a dangerous, 
potentially calamitous, strategy, since it threatened to accelerate the trend away 
from multilateralism and towards economic autarky or competing economic 
blocs, which would intensify the world depression. It also meant weakening the 
postwar security framework and encouraging nationalism in Germany and else-
where, which could only further damage business confidence and trade. Britain 
might gain some benefit from the depreciation of sterling and import restrictions. 
It could hardly hope to escape from the broader consequences of retreating into 
Imperial protectionism.

For more than a month after the suspension of the gold standard, the key insti-
tutions of the mercantile-financial community – the Bank of England, the City 
of London and the Treasury, along with the Times, the Economist, the Banker’s 
Magazine and other leading business journals – refused to accept that the gold 
standard was finally gone, and rejected Keynes’s advice as dangerously rad ical.166 
Their eyes fixed firmly on the City’s invisible earnings, they worried about 
sterling’s loss of prestige and deplored the ‘facile optimism’ of economists who 
imagined there was any alternative to the discipline of the gold standard. As the 
Banker put it, while sterling floated it was ‘a hundred times more imperative for 
this country to exercise economy, self-restraint and grim determination to put 
its affairs in order upon a sound basis.’167 Bank and Treasury officials pressed the 
government to announce its intention to restore the gold standard at the earliest 
possible moment. Perhaps some devaluation was unavoidable, but they were cer-
tain that Britain must not seek to gain from this ‘sacrifice of prestige and moral 
standing’. ‘If we do not do this at once’, Sir Otto Niemeyer of the Bank of England 
warned, ‘we shall be in measurable distance of a knock-out blow.’168 His colleague, 
Siepmann, was equally emphatic: ‘The public should be told, and the sooner the 
better, that there is no alternative to the gold standard as an international mon-
etary system’, since otherwise they faced German-style hyperinflation.169 Leith-
Ross of the Treasury, fearing the same outcome, wrote to Lord Reading, the foreign 
secretary, on 5 October, denouncing ‘the Cambridge Economists [who] believe we 
could get along with a managed currency’.

A policy of this kind might be possible in a self-contained country like Russia, 
but it is quite impossible for a country like ours whose prosperity and indeed 
whose livelihood is dependent on the maintenance of international trade. 
I think therefore that we ought to try and get back to the gold standard as soon 
as we are able to do so.170

By December 1931, Treasury and Bank officials and much of the City had come 
around to the view that Britain should not return to the gold standard while 
the world economy remained so unstable. But they were still not prepared to 
advocate domestic reflation or recommend the formation of an open-ended ster-
ling area, since this would signal a dangerous shift away from the gold standard 
towards a managed currency. Until 1932, Britain’s financial and monetary pol-
icies were characterized by extreme caution, reflecting the mercantile-financial 
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community’s continuing interest in global markets. Meanwhile, however, the 
National government turned towards an Imperial bloc.171

In August, Liberal and Labour party leaders had joined the Conservatives in a 
National government to restore confidence in sterling by driving through budget 
balancing measures. To their consternation, they found that the Conservatives 
were determined to take advantage of the sterling crisis to secure a mandate for 
tariff protection. Led by Sir Herbert Samuel, National Liberals protested against 
an early election, claiming that a three-week election campaign would create 
the impression of national disunity and undermine confidence in the pound.172 
But with numerous voices in the City, including that of Norman, clamouring for 
strong government, the Cabinet agreed to dissolve Parliament and set polling day 
for 27 October.173

The general election of 1931 was possibly the most important as well as 
the most one-sided contest in modern times. It was, in fact, a tariff election 
which would turn Britain away from a hundred years of economic and politi-
cal inter nationalism, although the election campaign itself was dominated by 
the currency question. The Labour party once again proposed cautious liberal 
policies, albeit clothed in the language of socialism. National candidates sought 
to frighten the electorate into voting for them by alleging that their Labour 
opponents would cause runaway inflation, the collapse of sterling and economic 
ruin. As the Conservative election manifesto warned, ‘We must shrink from no 
steps to prove the stability of our country and to save our people from the disas-
ter attached to a currency fluctuating and falling through lack of confidence at 
home and abroad.’174 In face of these threats, the Labour party’s efforts to arouse 
working-class opposition to tariff protection were of no avail.175 As Sir Patrick 
Gower, the Conservatives’ chief publicity officer, assured Baldwin, their empha-
sis upon ‘national bankruptcy’ would be sure to drown out Labour’s cry of ‘food 
taxes’.176

Up and down the country, National candidates brandished German bank notes 
made worthless by hyperinflation and warned that a similar fate would befall 
sterling if the Labour party were returned to office.177 MacDonald, opening his 
campaign with an address to miners at Seaham on 12 October, held up German 
notes claiming that Labour would produce the same inflationary crisis endured 
by the Krupps workers in the Ruhr ten years earlier.178 Snowden, speaking on 
the BBC on 17 October, presented a similarly doom-laden picture of a Labour 
victory: ‘This is not Socialism. It is Bolshevism run mad [which would] plunge 
the country into irretrievable ruin.’179 On 27 October, the morning of the polls, 
the Times sustained the campaign of fear by warning readers, ‘Never before has 
the British democracy [sic] been called upon to take a decision which in a single 
day will preserve or destroy the value of the British currency and the solidity 
of British credit. ... [T]hat is the only issue.’180 The message that only a National 
government could defend the pound and protect Britain from foreign financial 
attack proved decisive. With 70 per cent of the votes cast for National candi-
dates, 556 were returned against a mere 56 opposition candidates representing 
the Labour Party, Independent Labour Party or Lloyd George Liberals. Of the 
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successful National candidates, however, only 13 were Labourites, 33 Samuelite 
Liberals and 35 Simonite Liberals, while fully 475 were Conservatives. Despite the 
National tag and MacDonald as prime minister, it was essentially a Conservative 
administration that governed Britain from 28 October.181

For Conservative one could almost write Chamberlainite, for one of the 
most important consequences of the election was the emergence of Neville 
Chamberlain at the forefront of British politics where he was to remain for the 
next nine years. Chamberlain had entered politics relatively late and for many 
years was overshadowed by his more famous father, Joseph, and half-brother, 
Sir Austen, as well as Curzon, Bonar Law and Baldwin, still the leader of the 
Conservative party. As a young man, however, he had gained business experi-
ence, and as chancellor of the exchequer in the new government he regarded 
himself as the one minister competent to address the economic crisis facing the 
country. Intense and insecure, he privately gloated over his ascendancy over col-
leagues.182 Yet his policies were those of the typical Englishman who believed that 
Britain had contributed enough to international stability in the war and subse-
quently, and now that its efforts had been undone by the narrow nationalism of 
other countries it should look to its own interests at home and in the Empire. As 
befitting one who had grown up a Liberal, then Liberal Unionist, before entering 
the Conservative party, he was content to leave financial and monetary policy 
in the hands of the Treasury and the Bank of England.183 Instead, he focused his 
attention on external commercial policy, convinced that by abandoning free 
trade Britain could use access to its uniquely large import market to address 
its current account weakness as well as strengthening the ties of Empire. The 
goal of a greater British Empire, united by mutual trade preferences, no doubt 
reflected his wish to fulfil his father’s ambition. But he seemed more influenced 
by the humiliation, fear and anger that he shared with much of the country after 
sterling was forced off the gold standard, which he blamed largely on the blind 
selfishness of the United States and France.184 His policies were thus informed 
as much by a narrowly English view of the world and a strong sense of national 
injury as by any simple calculation of economic advantage. This would become 
obvious in the next few years. But at the outset he had to tread carefully to retain 
Labour and Liberal ministers in the government, since he believed its National 
character was essential to carry through his plans for retrenchment and Imperial 
protectionism.

Chamberlain’s first step was to establish a Cabinet committee dominated by 
protectionists to prepare British policy for the forthcoming Ottawa conference on 
Imperial economic cooperation.185 His next step was to assist Walter Runciman, 
the president of the Board of Trade, who was preparing an anti-dumping bill 
ostensibly to stop a surge of imports in advance of tariff legislation. Four minis-
ters, including Sir Herbert Samuel, the home secretary, and Philip Snowden, the 
lord privy seal, continued to oppose a general tariff, but they found it impossible 
to object to emergency import controls. A bill providing powers to apply duties of 
up to 100 per cent on ‘abnormal’ imports, with complete exemption for Imperial 
imports, was therefore soon adopted.186 This was followed by a bill restricting 
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‘non-essential foodstuffs’, again with exemption for Imperial imports.187 Before 
the end of November the Cabinet also agreed in principle to an Empire wheat 
quota, with preferences for Empire producers to be negotiated at Ottawa.188

Meanwhile, Chamberlain concentrated economic policy in his own hands. 
Disturbed by the presence of Keynes and other liberal internationalists on the 
prime minister’s Economic Advisory Council, he requested MacDonald to restrict 
its function to providing information and cease further discussion of policy.189 
MacDonald agreed without protest and presently wound up the Council.190 
Chamberlain also discouraged discussion of the Foreign Office paper on an ‘all-in’ 
politico-economic approach to the crisis, which was not circulated to ministers 
in advance of the Cabinet meeting on 15 December and was passed over without 
discussion.191

His next step came on 18 January 1932 when he proposed a general 10 per cent 
tariff with an Imperial preference to the Cabinet committee on the balance 
of trade.192 This amounted to nothing less than the repudiation of the near 
 century-old tradition of free trade, and three National Liberal ministers, Samuel, 
Sir Archibald Sinclair and Sir Donald Maclean, along with Snowden, MacDonald’s 
sole National Labour colleague, threatened to resign rather than acquiesce in it. 
The Cabinet crisis dragged on for five days.193 But having already inserted the 
thin end of the wedge with the anti-dumping and non-essential foodstuffs bills, 
Chamberlain was confident of success.194 In the event, the free traders in the 
Cabinet agreed merely to abstain when the tariff bill was put to the House of 
Commons on 4 February.195

On Monday, 21 September 1931, the day the gold standard was suspended, 
 sterling declined 14 per cent to $4.20 by the close of trading in New York. The 
 following Saturday it closed the week at $3.841/2, down 21 per cent from its gold 
parity. Thereafter it traded in a narrow range until November, when it declined 
further to reach a low of $3.23 on 4 December.196 But it had already recovered to 
$3.391/2 by the year end, and stood at $3.45 on 4 February 1932 when Chamberlain 
announced the introduction of the tariff. The Bank of England, no doubt correctly 
assuming that higher interest rates would do little to stem the run on the pound, 
had kept Bank rate at 4.5 per cent from 30 July to 21 September. It only raised 
the rate to 6 per cent on 21 September to steady the exchange markets when they 
reopened on the 23rd. Norman, back at Threadneedle Street, held Bank rate at 6 
per cent until January 1932, and would probably have kept it there until sterling 
returned to its gold parity. But when sterling began to recover he faced a growing 
clamour from those who feared that it would stifle domestic recovery. He therefore 
reduced Bank rate to 5 per cent on 18 February, to 4 per cent on 10 March, and in 
two further stages to 2 per cent on 2 June. Thus began the era of cheap money.197 
This stimulated domestic investment, particularly in the housing market, and eased 
the government’s budget restraints. During the summer, most of the huge 5 per 
cent War Loan was converted to a 3.5 per cent issue, which reduced debt servicing 
from nearly 38 per cent of budget expenditure to less than 34 per cent. And with 
further funding operations in 1934–6 at even lower rates, debt servicing declined 
by nearly £100 million to less than 25 per cent of government spending.198
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The economic stimulus of cheap money largely confirmed Liberal predictions 
and might have formed the basis for collective international action. Now, how-
ever, Britain was no longer prepared to provide an international lead. The British 
economy therefore benefited from sterling’s depreciation and cheap money while 
suffering from the global resort to beggar-your-neighbour policies. The economic 
consequences of Britain’s decision to join the ‘world economic suicide club’, as 
the New Statesman and Nation described its retreat into protectionism, are almost 
impossible to estimate.199 But in any event it is not enough to consider only the 
economic consequences. The decision contributed to the dual politico-economic 
crisis, which almost certainly intensified as a result.

6.6 New challenges to the postwar security framework

Until the autumn of 1931, France was still the mainstay of the Western security 
framework. Albeit frustrated by concessions made to appease its allies, France 
remained the one great power willing and able to uphold the Versailles settle-
ment. Militarily it was still relatively strong, its Eastern alliances were intact, and 
it was as yet only modestly affected by the world economic slump. French min-
isters were nonetheless aware that the slump was fuelling British and American 
impatience for Treaty revision and increasing political extremism in Germany. 
Rather than simply await events, therefore, they embarked upon a series of diplo-
matic initiatives from the spring of 1931. Towards the Anglo-Saxon powers they 
sought to employ French financial strength to enhance cooperation, while ensur-
ing that efforts to address the economic crisis did not undermine French security. 
Towards Germany they were prepared to extend economic and financial support 
in return for assurances of respect for Treaty commitments or at least an end to 
adventures like the Austro-German customs union scheme. The French minis-
ters’ attempt to obtain security in return for financial help was only what leaders 
of any democratic power in a similar situation could be expected to do. But, as 
before, they gravely underestimated the depth of race prejudice shaping inter-
national relations. The crisis, which went some way to draw the Anglo-Saxon 
powers closer together, also drove them to adopt a more openly hostile attitude 
towards France, their Latin rival. As a result, French ministers gained nothing 
from their increased diplomatic activity. Germany, encouraged by the Anglo-
Saxon powers, embarked upon new adventures. Meanwhile, the French economy 
lost much of its former strength. For France, the six months from September 1931 
to February 1932 proved to be even more discouraging than the previous six 
months.

French diplomatic initiatives continued with an official visit by Laval and 
Briand to Berlin on 27 September. This was the first time a French premier had 
visited Germany in over sixty years, and to their relief they were warmly received 
by large crowds. Germany by now was experiencing an unprecedented economic 
depression. Although the Hoover moratorium had come into operation in July 
and the standstill on foreign short-term credits in September, new investment had 
practically ceased, and registered unemployment reached 35 per cent. Meanwhile 
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the Reichsbank’s reserves fell to barely 30 per cent of the note issue, its legal mini-
mum, and continued to decline.200 French ministers hoped to bargain economic 
and financial assistance for political concessions from the Bruening government. 
But Bruening was fighting for his political life against the front formed by the 
Nationalists and Nazis, who had made reparations – tribute  payments, as they 
called them – the explanation of Germany’s economic slump, and continually 
played up the supposed unfairness of the disarmament clauses of the Versailles 
Treaty.201 Bruening could not be seen to compromise with France on these issues, 
and was encouraged to resist by the growing chorus of support for Treaty revision 
in the Anglo-Saxon countries. He therefore told his French guests that he had no 
mandate to discuss any of the substantive issues they sought to raise.202

To mark the French visit, Bruening agreed to institute a Franco-German 
Economic Commission. The brainchild of André François-Poncet, its brief was 
to improve bilateral economic relations through the promotion of industrial 
ententes or cartels and other means. The commission soon comprised 40 prom-
inent business and labour leaders from the two countries, organized into four 
subcommittees. But if there had ever been any chance of transforming Franco-
German conflict into constructive engagement through economic initiatives, it 
had long passed.203 Karl Ritter, head of the economic department of the German 
Foreign Ministry and secretary-general of the Commission, asserted that the com-
mission’s sole purpose was ‘to disguise the absence of any tangible outcome to 
the French visit’.204 This was not true for the French, who still hoped to improve 
relations through economic rapprochement. But it accurately reflected attitudes in 
Germany, where hostility to France was general in official circles. The Germans 
left the French to prepare subsequent meetings, starting in November in Paris, but 
they produced little practical result.205 France, without the backing or endorse-
ment of the other Anglo-Saxon powers, could not hope to contain a determinedly 
revisionist Germany.

Ten days after the Laval-Briand visit to Berlin, French ministers received Lord 
Reading, the new British foreign secretary, in Paris. The French were disturbed 
at the recent upsurge in criticism by British politicians, bankers and journalists, 
who claimed that France had brought down sterling by disregarding the rules of 
the gold standard or perhaps by deliberate intent and was now gloating over its 
victory. This was, in their view, nonsense and pernicious nonsense at that.206 So 
far from France being the author of Britain’s troubles, they believed they were 
almost completely of Britain’s own making. As they saw it, the Bank of England’s 
efforts in the 1920s to persuade other central banks to adopt the gold exchange 
standard had resulted in a huge pyramiding of credit upon a modest base of gold 
reserves. Meanwhile, despite its ambitions to dominate the international mon-
etary system, Britain had not lived within its means, but instead had maintained 
the ‘dole’ and lavish public expenditure, which inflated wage levels and made 
British industry uncompetitive. The result was a chronic current account def-
icit, which should have triggered credit restraint. Instead, the Bank of England, 
being the tool of the City of London, permitted massive short-term foreign 
lending – largely to Germany – leaving it to be covered by equally large-scale 
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foreign short-term borrowing. The British financial system had thus become 
extremely vulnerable to crisis, making a run on sterling just a matter of time. 
French ministers did not openly employ the language of the Paris press, which 
attributed the sterling crisis to ‘la décadence anglaise’, or to Britain’s unreasoning 
efforts to marginalize France by building up Germany with its loans.207 But there 
is little doubt they shared its viewpoint.208

They were all the more annoyed to be charged with misbehaviour, when 
France had gone so far out of its way to help Britain. In January 1931, govern-
ment ministers had prevailed upon the Bank of France to refrain from raising 
its discount rate and instead reduce it to relieve London of further gold move-
ments to Paris. During the sterling crisis in July–September 1931, they had sup-
ported the Bank of France’s efforts to raise the two large credits in the Paris 
market, the first for the Bank of England, the second for the British Treasury. 
As they proudly pointed out, Paris had provided as much support for sterling 
as the much larger New York market. The French Treasury, as well as the Bank 
of France, had also maintained its balances in London, despite the risk of an 
exchange loss. And as late as September they had remained ready to match any 
loan for Britain raised in New York. On the weekend when British authorities 
decided to suspend the gold standard, Flandin quit the League Assembly in 
Geneva to be on hand if Britain required his help. He had not closed the Bourse, 
as he earlier promised to do, fearing that to do so would cause a panic. But he 
saw to it that trading was halted in sterling securities and that orders in sterling 
from British nationals were not executed, thus forestalling a further run on the 
pound.209 Subsequently he could report that trading in sterling and sterling-
denominated securities had remained orderly throughout the crucial first week 
of sterling’s float.210

Flandin and his colleagues suppressed their annoyance at the British attacks 
because, with Germany in crisis and the French public deeply shaken by recent 
events, they needed Britain’s friendship more than ever.211 They therefore 
responded with alacrity when Reading proposed to visit Paris.212 Britain, they 
assumed, would seek France’s assistance to stabilize the exchanges and prepare 
for sterling’s return to gold. Reading’s purpose however was to learn more about 
Laval’s visit to Washington in October, when issues of interest to Britain were 
likely to be discussed. He was nervous about his Conservative colleagues’ agita-
tion for trade protection and hoped to undercut their activities by demonstrating 
progress in international affairs.

Reading, who spent the whole of 7 October in meetings with Laval, Briand 
and Flandin, found his French hosts ready to support ‘a bold policy’, including 
a reduction in reparations, foreign loans and disarmament. But they would not 
make unilateral concessions to Germany. As Flandin put it, French banks would 
not lend five sous to Germany until they received some assurance about its polit-
ical intentions. But Flandin could promise that French savings would be mobi-
lized for long-term loans to Germany, if it was prepared to offer a ‘political truce’ 
committing it to respect the postwar international order for a period of years. 
Similarly with disarmament, France would be only too pleased to participate, 
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but in Briand’s words the United States and other countries must be prepared 
to ‘put teeth into the Kellogg Pact’. France was also prepared to go a long way 
to remove the reparation problem. It would accept the cancellation of the con-
ditional tranche, if the United States cancelled its war debt demands. France 
must insist upon Germany’s continued payment of the unconditional tranche 
of the annuity, since otherwise Germany’s public debt would be reduced to 
£8 per  capita, compared with France’s £56 and Britain’s £150, giving German 
industry an impossible advantage over its competitors.213 But for the duration of 
the crisis, Germany could pay over to the BIS in marks the annual £16 million 
owed to France in inconditional payments, and France would use them to pur-
chase German material for public works or reinvest them in Germany, Austria or 
elsewhere in Central Europe. The payments would therefore not affect Germany’s 
balance of payments or weaken its domestic economy, and France would also see 
to it that they did not prejudice British trade. France would emphatically not par-
ticipate in an international currency conference, which it looked upon as ‘little 
more than an attempt to pilfer the Bank of France.’214 However, it was ready to 
assist Britain in stabilizing sterling which, it assumed, Britain wished to under-
take immediately after the general election. In return, France expected Britain to 
compensate the Bank of France for the losses it had incurred on its London bal-
ances when sterling left the gold standard.215

That same day, Governor Moret raised the question of compensation with 
the Treasury’s Leith-Ross, who had accompanied Reading to Paris. With obvi-
ous sincerity, Moret explained how the Bank of France had acted against its 
better judgement to assist the Bank of England ever since May 1927 when it 
had heeded Norman’s request to refrain from disposing of its sterling balances. 
Subsequently it had sold sterling only when this could be done without embar-
rassment to the Bank of England. And during the recent crisis, when on any 
objective assessment of risk the Bank should have disposed of its remaining 
sterling balances, it had accepted its moral duty as the Bank of England’s agent 
in Paris by purchasing sterling and supplying credits to the Bank of England 
and British Treasury. In consequence, the Bank of France had lost 2.7 billion 
francs (£21.6 million) on its credits and sterling balances of 12.2 billion francs 
(£100 million).216 This was nearly seven times its total paid-up capital and pub-
lished reserves.217 Technically this bankrupted the Bank, and Moret could not 
publish its balance sheet until the deficit was covered.218 He therefore requested 
an assurance that when Britain stabilized sterling, his sterling balances would 
be revalued at their full gold value.

Leith-Ross would not hear of it. Neither thanking Moret for his previous sup-
port nor apologizing for placing him in his present predicament, he asserted that 
since several other central banks had also maintained balances in London during 
the crisis, the Bank of France could hardly claim to have done anything special. 
Moret, taken aback by his attitude, observed that in view of the Bank’s huge 
losses, his shareholders would probably call for his resignation, and warned that 
‘if this question could not be satisfactorily solved, it would not be possible for 
the Bank of France in future to co-operate with the Bank of England.’ Leith-Ross 
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 challenged him to explain what he meant:

‘No co-operation’ might mean many things; it sounded almost like a declar-
ation of war. Did he mean that he must be free to sell his sterling? ... Moret said 
he had not thought of selling his sterling ... [but] that if they were to suffer for 
their loyalty in the past, they could not be expected to extend the same help 
to London in the future; and the help of Paris and New York would be essential 
for the re-stabilisation of the pound. I replied that this was not an immediate 
question. Indeed many people in England were not in favour of our attempting 
to go back to the gold standard without some better arrangement as to how 
it should be worked. M. Moret threw up his hands and said that if that view 
prevailed, it would be the end of London as a financial centre. I replied that it 
might be that in a few months there were very few countries that would be on 
the gold standard.219

Despite Moret’s complaints, French authorities remained determined to cooper-
ate with Britain.220 Laval repeatedly assured Reading: ‘if the two countries worked 
together, everything always went well, but if they split other countries immedi-
ately began intriguing and things became difficult.’221 In due course, the Bank 
of France agreed to the Bank of England’s request to renew the larger part of its 
credit,222 and both the French Bank and Treasury retained most of their deposits 
in London, despite the continuing depreciation of the pound.223 Reading’s visit 
nevertheless ended in mutual disappointment. British ministers, their eyes fixed 
on Germany and fearing a Communist takeover, sought to assist the ‘moderates’ 
by suppressing reparations and giving way on disarmament.224 French ministers 
more realistically feared a Nationalist-Nazi takeover of Germany. But they saw no 
advantage in assisting Germany, whoever was in power, while it sought to tear 
down what remained of the international security framework.

Barely a week after Reading returned to London, Laval set off for Washington. 
Never very promising, the prospects for his trip were dimmed by the eco-
nomic crisis in the United States and the frustration generated by it. Reports in 
September indicated that the federal budget was heading for a deficit of $1 billion 
(£206 million).225 To make matters worse, domestic and foreign depositors 
began a massive run on the dollar, once the collapse of sterling became immi-
nent. Between 16 September and 28 October, foreign banks exchanged $712 
 million (£146.5 million) for gold, while Federal Reserve member banks withdrew 
$393 million net (£81 million) from the System. The initial stage of the run was 
dominated by countries determined to remain on the gold standard, including 
the Netherlands, Belgium and Switzerland as well as France; subsequently dollar 
sales came mainly from European commercial banks which were facing a decline 
in their own deposits.226 During this six-week period the United States experi-
enced the most severe money and credit deflation of the whole depression.227

The Federal Reserve did what it could to offset its loss of reserve assets.228 But the 
12 regional Federal Reserve Banks had no alternative but to raise their discount 
rates from 1.5 to 2.5 per cent on 9 October and to 3.5 per cent on 16 October. 
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Bank failures increased, from 1345 in the whole of 1930 to 1234 in the first nine 
months of 1931, including 298 in September alone.229 Since much of the gold 
exported or earmarked for export was destined for France, American journals 
accused France of mounting a politically motivated attack on the dollar.230 The 
accusations were baseless. The Bank of France had never used its gold reserves for 
such political purposes and it was certainly not going to use them against the 
United States now. On the contrary, since Britain had left the gold standard, it was 
especially keen to cooperate with the New York Fed.231 The French government, 
facing pressure from London and Berlin for further Treaty revision, was equally 
anxious to avoid conflict with the United States.232 Walter Edge, the American 
ambassador in Paris, nevertheless reported as fact the existence of a ‘thoroughly 
organized attack on the American dollar which spread through England, France, 
Switzerland, Germany and Holland.’233 Hoover, deeply Francophobic and ‘fed 
up with Europe’ since the dispute over his moratorium proposal, placed some 
credence in these accusations.234 Edge – who had contributed to it – was struck 
by ‘the vicious anti-French propaganda which was sweeping the United States, 
reaching into the highest circles.’235 Stimson acknowledged, ‘the administration 
was thoroughly angry with France’.236 These were hardly propitious conditions 
for a visit by a French premier.

The most remarkable aspect of Laval’s visit was that Hoover should have initi-
ated it and Laval agreed to go. Hoover, it seems, remained uncomfortably aware 
of the scale of American interests at stake in the crisis that threatened to engulf 
Germany. Accordingly, in mid-September when a member of the New York Council 
on Foreign Relations floated the proposal for a prominent Frenchman to visit 
Washington, he casually agreed.237 Laval hesitated before accepting the invitation, 
fearing that Hoover might spring another initiative on inter-governmental debts 
or perhaps disarmament, which he would be obliged to reject. But with legislative 
elections in France scheduled for May 1932 and the Left gaining popularity, he 
did not want to appear to be the obstacle to Germany’s recovery or international 
disarmament, or the man who isolated France from the Anglo-Saxon powers. Not 
speaking English and lacking first-hand knowledge of America, he was reluctant to 
visit Washington. Paul Doumer, the French president, persuaded him to do so.238

In the weeks before Laval travelled to Washington, Hoover received appeals 
from several quarters to provide leadership in the world crisis. Paul Claudel, in an 
ostensibly personal act, proposed American participation in a consultative pact 
to reinforce the Kellogg-Briand pact. He stressed that France fully appreciated the 
United States’ commitment to the principle of ‘no foreign entanglements’. But, 
pointing to America’s decision for war in 1917 and Hoover’s recent moratorium 
as examples of pre-emptive action, he advised that if the United States wished to 
avoid being drawn into further entanglements, it should actively engage in inter-
national affairs rather than allowing itself to be overtaken by events. A consulta-
tive pact would give France the reassurance needed for constructive negotiations 
with Germany on reparations and disarmament. These in turn would restore 
confidence in the international financial system, which was the precondition for 
overcoming the world slump.239



In the Eye of the Storm, May 1931–February 1932  335

Thomas Lamont of J.P. Morgan, and Shepard Morgan, vice-president of the 
Chase Manhattan Bank and formerly finance director of the Office of Reparations, 
separately appealed to Hoover to help surmount the international crisis. Lamont, 
pointing to French insecurity, advised that a show of American solidarity would 
provide the psychological boost needed for a settlement in Europe.240 Morgan 
offered more precise advice on how America might help solve the crisis. Taking 
as his starting point American war debt claims, he warned the president that pay-
ments were unlikely to resume after the present moratorium while the European 
powers continued to spend heavily on arms. Yet disarmament was out of the 
question while German dissatisfaction with the settlement in Eastern Europe left 
France nervous and encouraged Italy’s opportunistic manoeuvring. And so long 
as the political tensions remained, the economic crisis could only get worse. The 
United States therefore had an interest in intervening, and should do so in con-
sultation with France. At the appropriate time, it should convene a conference of 
interested powers and offer to reduce its war debt demands if the other powers 
made comparable contributions to a general settlement.241

Hoover never welcomed advice from Wall Street bankers. Yet shortly before 
Laval arrived, he received a broadly similar appeal from Hugh Wilson, head of the 
State Department’s Division of Western European affairs, who spoke for several 
senior diplomats. Like Lamont and Morgan, Wilson stressed the interrelatedness 
of the elements making up the crisis and the impossibility of the United States 
escaping it through isolationism. The French, he observed, had long seemed tire-
somely dogmatic in linking reparations, security and disarmament. But the fact 
was they were intimately connected, and the Anglo-Saxon preference for dealing 
with them separately was impracticable.

In thinking of the four cardinal difficulties of the present time: (1) security, 
(2) political questions, (3) finance, and (4) disarmament, the Frenchman 
 instinctively interrelates all four problems, and indeed under the present eco-
nomic conditions of the world, these problems are inescapably intermingled. 
We are of the opinion, therefore, that we cannot try longer to put these various 
subjects in compartments; that we must be ready and willing to debate any 
one of the four and to debate it in relation to the other three.242

From the subjects Hoover discussed with Laval in Washington on 20 October, 
there can be little doubt that he had read the bankers’ and diplomats’ appeals for 
action. The first issue Hoover raised was Central Europe, which he described as ‘the 
[most] unstable spot of Europe and the world.’ But when Laval adverted to Polish 
intransigence and the impossibility of reopening the territorial settlement in the 
East, Hoover turned to reparations and the need to invoke the procedures within 
the Young plan to address Germany’s current payment problems. Subsequently 
the two men discussed the convening of an international monetary conference 
before agreeing to rule it out. Laval then took up disarmament, the need to deal 
with it in conjunction with security, and the desirability of American participa-
tion in a consultative pact. In view of the United States’ long-standing refusal to 
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be involved in European affairs or reparations, Laval himself was surprised at the 
direction the conversations took.243

That said, Hoover remained chiefly preoccupied by the American economy, 
which since September was enduring ‘the most severe decline in the volume of 
business ever experienced.’244 He had found Congressional representatives thor-
oughly hostile even to an extension of the moratorium on inter-governmental 
debts, let alone a permanent reduction, when he had met them earlier in the 
month.245 He himself remained deeply suspicious of European entanglements, 
particularly in association with France. Despite raising a range of contentious 
issues, therefore, he proferred no substantive solutions. The most he would 
concede was an assurance that if the European powers agreed to reduce inter-
 governmental debts ‘covering the period of business depression’, the United States 
would ‘make its necessary contribution’.246

Laval left Washington well satisfied with the result,247 but ironically his 
trip only made the international crisis more intractable. Speaking to Claudel, 
he claimed that if the European powers reduced their reparation demands on 
Germany, he had Hoover’s word that the United States would make a correspond-
ing reduction in war debts. This was wishful thinking, for neither Hoover nor 
Congress was prepared to assist Europe.248 Meanwhile the prospect of an agree-
ment between France and the United States on inter-governmental debts had led 
the German government to draw the international bankers onto its side by warn-
ing publicly that it would be unable to resume payments on foreign short-term 
debt when the current standstill ended on 29 February 1932.249 To make matters 
worse, William Borah, chairman of the Senate Foreign Relations Committee and 
a leading isolationist, released the transcript of his meeting with Laval, which 
indicated that the latter had come to discuss security in Europe and even fron-
tier revision.250 The suggestion that France sought to entangle the United States 
in European affairs was certain to intensify isolationist sentiment. Only weeks 
before, American newspapers had treated reports that Britain would convene an 
international currency conference as a conspiracy to ‘entrap America’.251 They 
now suspected Laval of doing the same.

Hoover, preoccupied with domestic economic problems and embarrassed at 
any association with Europe, was impatient to see the back of his French guest. 
Forgetting he had invited Laval, he asked an associate, ‘What has he come for 
anyway?’252 And on the last day of Laval’s visit he observed to Stimson,

France always goes through this cycle. After she is done and begins to recuper-
ate ... then she gets rich, militaristic, and cocky; and nobody can get on with 
her until she has to be thrashed again. And in this matter he saw nothing 
in the future but a line-up between Germany, Britain, and ourselves against 
France.253

A few weeks later, Hoover requested Congress to reconstitute the World 
War Foreign Debt Commission, so that America might consider requests from 
European countries for debt relief on a case-by-case basis. But that was as far as 
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he would go. After taking a swipe at Wall Street, which he accused of contributing 
to the slump, he concentrated his Message to Congress upon Europe, which he 
once more blamed for delaying America’s economic recovery, and hinted at his 
willingness to isolate the United States further.

Although some of the causes of our depression are due to speculation, infla-
tion of securities and real estate, unsound investments, and mismanagement 
of financial institutions, yet our self-contained national economy, with its 
matchless strength and resources, would have enabled us to recover long since 
but for the continued dislocations, shocks and setbacks from abroad. ... I am 
confident we can make a large measure of recovery independent of the rest of 
the world. A strong America is the highest contribution to world stability.254

Hoover later represented himself as a responsible statesman blocked by an iso-
lationist Congress.255 This was a fanciful construction. Speaking to H. G. Wells 
at the White House, with the British ambassador present, Hoover observed that 
America’s belief that ‘civilisation could be saved’ by sending troops to Europe in 
1917 had proven ill-founded, since ‘after thirteen years, the confusion is worse 
than ever before’. The only thing for the United States to do was to keep as far 
away from European entanglements as possible.

There was ... now a large investment of American capital in Europe, but it was 
small compared to the wealth of our country, and it would be better to write 
it down to nothing rather than sacrifice the principle of isolation in foreign 
policy.256

In the final months of 1931, French ministers renewed their efforts to improve 
relations with Britain. When Sir John Simon, Reading’s successor as foreign secre-
tary, visited Paris in mid-November, Flandin appealed for cooperation on security, 
promising in return to ‘educate’ French voters to the need for greater concessions 
to Germany on reparations.257 A fortnight later, Flandin visited London where 
he promised the Bank of France’s support for the stabilization of sterling, hoping 
in return for a common front against Germany. Franco-British cooperation was 
essential, he affirmed, if Europe’s problems were ever to be solved.258

However, by now Britain and France had become further estranged than ever. 
French ministers, while accepting that Germany must suspend reparation pay-
ments for the duration of the crisis, continued to insist upon the principle of 
reparations and the nominal payment of the unconditional tranche. As they 
appreciated, economics could not be separated from security. Reparations were 
a component of the peace settlement, and to allow Germany to abandon its 
commitment to reparations would undermine respect for the whole settlement. 
Besides, they did not accept that reparations were the insupportable burden that 
Germany and its Anglo-Saxon friends claimed. Germany still earned a surplus 
of £100 million on current account, and would not be facing transfer difficulties 
if it had not accepted the loans and credits that British and American bankers 
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had lavished upon it, or if the Reichsbank had not authorized such remarkably 
large repayments of commercial credits in recent months: nearly 5 billion RM 
(£240 million) or almost one-third of Germany’s total short-term debt in the 
12 months to December 1931.259 As for their burden on the German budget, rep-
arations amounted to 700 million RM (£34 million) out of a total of 12 billion 
RM (£580 million) or just under 6 per cent. This was onerous but scarcely oppres-
sive when one considered that Britain had spent over £34 million every five days 
in the latter stages of the war and French war damages were vastly greater than 
this.260 Partly because of these damages, France’s own budget was now heading for 
a deficit of 2.5 billion francs (£20 million).261 Insofar as sacrifices had to be made, 
therefore, international bankers with short-term credits in Germany should bear 
their share. And when the crisis ended, reparation payments should be resumed, 
since otherwise France would find itself with vastly heavier taxes than Germany 
and even less able to compete industrially or to defend itself against its larger 
neighbour.262

Chamberlain, his Treasury advisers and most of his Cabinet colleagues refused 
to listen to the French case. As City bankers frantically reminded them, Britain 
had at least £100 million tied up in short-term credits to Germany and perhaps 
half as much again elsewhere in Central Europe. Unless they had clear assurance 
of repayment, the City, the British economy and perhaps the capitalist system 
itself might collapse.263 They therefore believed it was little short of madness for 
France to persist with reparations, when even a nominal demand for payment 
increased uncertainty about the mark and deterred bankers from renewing the 
standstill when it expired on 28 February. The Treasury’s advice to the chancellor 
before his meeting with Flandin illustrated the mood in London:

The French financial policy has produced an unparalleled crisis which threat-
ens to provoke a collapse of credit and possibly capitalism. ... The only chance 
of saving the situation is to restore confidence in the future of Germany by 
arriving at an agreement which will modify the market. This means the aban-
donment of any prospect of reparations whether cash or kind. ... If the French 
Government wish us to co-operate with them in the future, they must ... [accept] 
the absolute necessity of a complete abandonment of reparations and the adop-
tion of a reasonable credit policy in future.264

The Treasury insisted that reparations must be cancelled, not simply postponed, 
and that with the Reichsbank’s currency reserves now below the 30 per cent mini-
mum, governments must act immediately. It discouraged Germany from request-
ing the creation of a special committee, as provided for by the Young plan, to 
advise on the suspension of reparation payments, since its terms of reference were 
too narrow.265 When French opposition left no alternative and a special commit-
tee was instituted, Walter Layton, the British representative, pressed Bruening to 
take a firm stand against further reparation payments and assured him of Britain’s 
support.266 Meanwhile, the Treasury proposed a clearing office for trade and pay-
ments to Germany, hoping that the threat of limiting payments would force France 
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to abandon reparations. Directors of the Bank of England, horrified at the idea of 
breaking up the international trade and payments system with clearing offices, 
would not hear of such pressure on Germany.267 Flandin nevertheless received 
a cool reception in London. Not only were his British hosts firmly opposed to 
France’s reparation policy, but to his surprise he also found them uninterested in 
stabilizing the pound and indifferent to his promise of help.268

For some months Britain had acted in ways that seemed designed to annoy or dis-
turb French politicians and businessmen. During the summer, Britain had sought 
help from the Bank of France, then refused to acknowledge any responsibility for 
the huge losses the Bank incurred upon its sterling loans and deposits. In September, 
Britain had disrupted the international monetary system by departing from the gold 
standard and allowing sterling to depreciate 20 per cent, without, as French obser-
vers saw it, heeding the rules of the gold standard which called for penal interest 
rates and credit restrictions. In the 1920s, Britain had been happy to see City bankers 
lending indiscriminately to Germany; now in the current crisis it was encouraging 
Germany to halt reparation payments so their commercial credits could be repaid. 
Britain claimed to be a liberal trading nation, but it had recently intensified restric-
tions on French agricultural imports on sanitary grounds, which French authorities 
suspected – correctly – were a form of disguised protection for British farmers.269 
Britain had also introduced temporary duties on ‘luxury imports’ to save the pound 
from being driven off the gold standard, but retained them after the gold standard 
was suspended. These duties struck French trade with particular force, since some 
34 billion francs (£274 million) or over 50 per cent of its exports to Britain were 
defined as luxury goods.270 Indeed, Britain’s emergency and forestalling duties hit 
France harder than any other country, and combined with the 20 per cent depreci-
ation of sterling they devastated whole sectors of French industry.271

Since the sterling crisis began, Britain had also discouraged tourist visits to 
France. At government request, British banks interrogated individuals as to their 
reason for purchasing foreign exchange and refused them if their purpose was 
not ‘legitimate’. Some newspapers even refused to take advertisements for winter 
cruises and publicized the patriotic action of individuals such as the Duke of 
Connaught, who announced that he was forsaking his annual winter holiday on 
the Côte d’Azur and going instead to the ‘British Riviera’ in Cornwall.272 Such 
was the intensity of feeling that British tourists setting off for the Channel ports 
had been spat upon by their own countrymen.273 Now Britain was about to adopt 
a general tariff with preferences for the rest of the Empire, which was bound to 
discriminate against France.274 French ministers nevertheless expressed only mild 
protest at these developments, preferring to minimize their differences in the 
hope of resurrecting the Entente.275 British ministers, the press and public, with 
no such interest in the Entente, gave free rein to their complaints against France.

Leith-Ross, advising Chamberlain on the agenda for Flandin’s visit, singled out 
France as the main source of trouble:

The French financial policy has produced an unparalleled crisis which 
 threatens to provoke a collapse of credit and possibly capitalism. ... We quite 
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recognise that public opinion in France is difficult, and we have no desire to 
add to the French Government’s difficulties, that is why we accepted the pro-
cedure of the Young Plan for the opening of these discussions. But if the French 
Government wish us to co-operate with them in the future, they must instruct 
their representative on the Committee to collaborate with his British colleague 
in framing a report which will convince public opinion both in France and 
elsewhere of the absolute necessity of a complete abandonment of reparations 
and the adoption of a reasonable credit policy in future.276

Chamberlain agreed. The French were ‘illogical ... absurd’ in their insistence 
upon reparations in the midst of an unprecedented crisis. Their behaviour was 
aggravated by Hoover’s pusillanimity, since he recognized the need for conces-
sions on war debts but lacked the courage to say so. ‘Unless he says so, France 
doesn’t move, and so we are all locked in a suicidal embrace, which will probably 
drown the lot of us! ... Did ever a country exploit her misfortunes more successfully 
than France?’277 In November, de Fleuriau warned Paris that recent developments 
had stirred British prejudices against France to an intensity not seen since the 
Ruhr crisis.278 Sir Charles Mendl, the press officer and eminence grise of the British 
embassy in Paris, wrote to a diplomatic colleague of a recent visit to London. ‘The 
feeling in England of intense “gaullophobia” really frightened me. I have never 
seen anything like it.’279 Orme Sargent of the Foreign Office similarly warned of 
‘the burst of Gaullophobia at present raging in this country’. The Treasury’s con-
demnation of the French as malevolent fools, he observed impatiently, reflected 
its practice of judging everyone through the narrow prism of British finance.280

France had entered the slump at practically the same time as other Western 
countries. But until 1931 the effects had been masked by several factors,  including 
the presence of foreign workers who could be released without appearing in 
the official unemployment statistics, small firms which resorted to part-time 
employment, and the extensive agriculture sector which was scarcely affected by 
 unemployment. It was further obscured by the strength of the franc and inflow 
of flight capital, which encouraged the impression of wealth and solidity. French 
observers ascribed their country’s supposed invulnerability to its healthy balance 
of industry and agriculture, which contrasted with over-industrialized Germany 
and the United States, to its fiscal discipline and sound monetary policy.281 Thus 
when sterling left the gold standard, they generally treated it as proof of Britain’s 
economic mismanagement and encouraged hope that France would be unaf-
fected since it had not made the same mistakes.282 Officials in Paris, however, 
were uncomfortably aware of France’s declining economic fortunes as early as 
1930.283 Since then, with remarkable swiftness France had ceased to be an island 
of prosperity and was becoming a deeply troubled country.

French export trade had fared well in the first half of the 1920s, but much of it 
comprised ‘luxury’ goods, and between 1929 and 1932 this component declined 
in value by 65 per cent, indeed by nearly 30 per cent in the first nine months 
of 1931 alone.284 By mid-September 1931, the reappearance of a budget deficit 
revived the spectre of inflation and currency depreciation, which Poincaré’s 



In the Eye of the Storm, May 1931–February 1932  341

intervention in 1926 had temporarily exorcized.285 Britain’s abandonment of 
the gold standard shocked French observers,286 who were further unnerved by a 
wave of business and bank failures. With tourism at a standstill, the Compagnie 
Générale Transatlantique became insolvent and survived only with state aid. The 
Paris department stores Galeries Lafayette and Bon Marché, symbols of middle-class 
prosperity, were reported to be bankrupt. The Banque Nationale de Crédit, the coun-
try’s fourth largest joint stock bank with 752 branches, over 10,000 employees 
and nearly 250,000 depositors, nearly collapsed in late September.287 The Banque 
de l’Union Parisienne, France’s second largest commercial bank, passed its dividend 
and had to be saved by a consortium led by the Bank of France.288 Meanwhile, 
numerous smaller banks faced difficulties including the Comptoir Lyon-Alemand, 
with its head office in Paris and several dozen provincial branches, Louis Guérin 
et Fils of Lyon, the Banque Champenay of Grenoble, the Banque Ramel Tardif of Saint-
Étienne and the Banque d’Alsace-Lorraine.289 By the end of the year, rumours circu-
lated that all French commercial banks except perhaps the Crédit Lyonnais and 
the Société Générale were in serious trouble.290

On 19 November, Flandin confirmed that the government had spent £4 million 
to prop up the two principal shipping lines, £12 million to assist the railways 
and £16 million to stop the Banque Nationale de Crédit and the Banque d’Alsace-
Lorraine from going under.291 This was in addition to French loans of 
1.1 billion francs (£8.7 million) to assist friendly foreign states,292 and payment of 
2.5 billion francs (£20.2 million) to the Bank of France to cover its sterling  losses.293 
Rumours that the reported business failures were just the tip of the iceberg fuelled 
private hoarding, despite the Bank of France’s massive gold reserves.294 According 
to a City banker familiar with the French scene, ‘lack of confidence has reached 
such a pitch that there is not a single firm or bank which is not talked about. 
Consequently all business is brought nearly to a standstill.’295

The government, politically conservative and economically liberal, was prac-
tically immobilized. Despite mounting pressure from business organizations, it 
could not raise duties on imports, since most of them had been fixed in bilat-
eral commercial agreements. Nor could it contemplate devaluation of the franc 
after the financial crisis five years earlier. It therefore introduced a surtax on 
imports from countries that had recently allowed their currencies to depreciate, 
and import quotas, thus reversing the trend away from quantitative trade con-
trols since the war. But this merely aggravated relations with France’s trading 
partners while doing nothing to halt the decline in domestic activity. It also held 
on to reparations and the gold standard, and for security pursued the Entente with 
Britain while seeking improved relations with the United States and Germany. In 
the event, none of these policies proved effective.

6.7 Conclusion

Until 1931, the British Foreign Office encouraged the view that the ‘old diplomacy’ 
of alliances, secret treaties and balance of power should be eschewed and that 
France must be contained so that Germany could recover its place at the centre of 
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Europe. Vansittart, the permanent under-secretary, forcefully repeated this view in 
his second ‘old Adam’ paper for circulation to the Cabinet in May 1931.296 But in 
November 1931, the Foreign Office prepared a paper for the Cabinet that proposed a 
very different approach to international affairs. The authors were a small group led by 
Sargent, a future under-secretary, who belatedly recognized the dilemma confronting 
Europe and the world. As Sargent put it in internal minutes, removing inter-govern-
mental debts was unlikely to promote stability and might undermine it further in the 
absence of a security framework capable of reassuring the French and persuading ‘the 
Hitlerite element in Germany ... that provocation will not work.’297 The French and 
their allies in Eastern Europe were bound to fear that suppressing reparations would 

bring nearer the day when Germany, relieved of overhead charges, fully ration-
alized and re-equipped its industry, and with a growing population, will assume 
once more her prewar position as the predominant State in Europe, politically 
and economically. Nor is this fear altogether unfounded, for we should be fool-
ish to suppose that by relieving Germany of her reparations debt we are going 
to render her a contented and peaceful member of the European community. 
The removal of reparations is merely one objective in the long-range policy of 
Germany, which aims at tackling one problem after another. Having first got 
rid of the Rhineland Occupation and now Reparations, Germany will then be 
able to concentrate all her energies on her three next objectives:

the political objective of recovering the Polish Corridor and Upper Silesia;1. 
the economic objective of the commercial penetration of Central Europe 2. 
(which includes the Anschluss with Austria); and
the military objective of obtaining parity of armaments.3. 

We can hardly assume that in pursuing these objectives Germany will display 
any degree of tact or prudence, or that she will make any great efforts to con-
sider the susceptibilities of her neighbours; on the contrary, we may expect her 
truculence to grow in proportion as her prosperity returns. In any case this is 
undoubtedly how France will envisage the future after the elimination of the 
reparations problem, and as long as France and her Allies fear such a develop-
ment there will certainly be no return of political confidence in Europe.298

The Foreign Office thus presented the picture of a dual crisis in which the 
economic and political elements were inextricably bound up together. It advised 
an ‘all-in’ diplomatic offensive, putting into play commercial, financial and mon-
etary instruments as well as security and defence.299 Since France had a well-
grounded fear of German ambitions to overturn the postwar settlement, Britain 
must be prepared to engage fully in bargaining if it was to halt the downward 
 spiral of political-economic relations. Sargent and his colleagues did not underes-
timate the difficulty of breaking the vicious circle. But they assumed that Britain’s 
dependence upon international trade made it essential to try, and moreover that 
Britain’s departure from the gold standard and drift towards protectionism actu-
ally enhanced its capacity to influence the other powers. Britain remained the 
world’s largest import market and the most important source of credit and capital. 
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Everywhere, but above all in Europe, business and political leaders were almost 
desperate to know if Britain would stabilize its currency and remain free trade or 
retreat into imperial protectionism. ‘The tariff and the pound are our two trump 
cards in the game of foreign politics. We have only lately drawn them; and we 
must consider very carefully when and how they are to be played.’

The acknowledgement that Britain faced a dual crisis, which could be addressed 
only by recognizing the dynamic of its interrelated politico-economic elements, 
constituted a major advance in official thinking. Hardly less important was the 
assertion that Britain must take into account the security of Eastern Europe. 
Hitherto, the Foreign Office had accepted that the region was too troubled and too 
remote to warrant Britain’s involvement. Indeed, it had pressured France to aban-
don it,  leaving Germany free to pursue its revisionist ambitions. Even now officials 
hesitated to affirm the integral importance of Eastern Europe to the international 
balance of power and hence Britain’s interest in its fate. But for the sake of French 
cooperation on a range of vital issues, they accepted that the region could not be 
ignored. Quoting a recent statement in the Economist, they explained:

A universal sense of insecurity is the evil which is paralysing the economic 
and financial life of the world; these paralysing fears are political as well as 
economic; they are predominantly political in France, whose consequent 
financial policy is the crux of the present international situation; these French 
fears turn partly upon the insecurity of the East European peace settlement, 
and anything that can be done by other parties to remove these French fears 
will, therefore, contribute to producing in France that change of mind which 
it is of vital importance to produce in the general interest of the world. We 
may therefore have to ask ourselves: is the danger of being involved in Eastern 
European commitments really greater for England than the danger of being 
involved here and now in the world-wide economic and financial breakdown 
which the present universal sense of insecurity threatens to bring about?

The crisis overtaking Europe and the possibility that Britain would throw away 
the chance to give an effective lead had thoroughly shaken officials. They there-
fore warned the Cabinet,

People in this country seem to be unaware of the extent to which the future of 
‘civilisation’ depends on what happens in Germany in the course of the next 
six months and of the grave doubt as to whether the upshot will be peace or 
war, recovery or collapse. ... At this crucial moment in our history, it is clear 
that British foreign policy must be formulated on a very broad basis. This is 
the first object of the foregoing memorandum, and this must be accepted as 
 axiomatic. ... It is fully realised that there are many and serious objections to 
some of the suggestions contained herein, but they have been formulated after 
long consideration of the difficulties with which we are faced. If we cannot 
advance on lines such as these, is there an alternative policy? If there is no 
alternative, what is in store for Europe? And what is in store for the world?300
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Sargent and his circle, like some of their counterparts in the US State Department, 
thus recognized the dual nature of the international crisis and the need for a 
broad approach to it.301 This, however, was not at all congenial to leading Cabinet 
ministers. Sargent’s paper had been prepared at the instigation of the Liberal Lord 
Reading. But Chamberlain and his Conservative colleagues who now dominated 
the National government were not prepared to forsake their freedom of action on 
monetary and commercial policy or become entangled with France in European 
affairs. The Treasury, jealous of its own authority over monetary and financial 
policy, therefore acted with Chamberlain’s agreement to halt the printing of the 
Foreign Office paper and its circulation to the Cabinet.302

Sir Walford Selby, a member of Sargent’s circle, warned the new foreign sec-
retary, Sir John Simon, that the public had been misled about the international 
situation ever since the war. Germany was always being represented as

the under-dog, to whom more and ever more indulgence must be 
extended ... [whereas] the armaments of France, her apparent prosperity as com-
pared with the other nations of Europe, are interpreted as justifications for the 
contention that it is she who is making for the hegemony of Europe. ... Could 
any such conclusion have been reached if all the facts were known as they 
should be known ... ?303

He appealed to Simon to fight his corner when the Cabinet met the next day. 
Simon managed to have Sargent’s paper circulated to the Cabinet, but it appeared 
along with no less than five other papers on foreign affairs, and since Simon did 
not share Sargent’s vision, he allowed his ministerial colleagues to pass over it.304 
Thereafter, Chamberlain and the Treasury dominated British external policy-
making. They addressed the debt issue and disarmament independently while 
setting aside the question of security in Western and Eastern Europe. Just as 
the Foreign Office paper warned, the result was that the international security 
framework became even more fragmented and the economic slump continued 
to worsen.
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7
The Collapse of the Postwar 
Order, 1932–4

7.1 Introduction

Shortly after 2 p.m. on Saturday, 12 March 1932, the coffin bearing the remains 
of Aristide Briand was carried from the Ministry of Foreign Affairs on the 
Quai d’Orsay, and placed on the catafalque erected outside. For two days it had lain 
in state in the Salle de l’Horloge, scene of many of Briand’s diplomatic triumphs, 
but now dimmed with black drapery relieved here and there by white stripes, 
a black carpet covering the floor, and crêpe surrounding the vast gilt and crys-
tal chandelier. During that time, thousands of dignitaries and ordinary citizens 
had paid their respects, the queue of mourners frequently stretching down the 
pavement to the Seine, then westwards beyond the Pont Alexandre III.1 Another 
large crowd gathered on the Champ de Mars adjacent to the Ministry to hear 
the eulogy of André Tardieu, the premier, before the procession set off for the 
cemetery at Passy. The coffin, covered with a tricoleur, was guarded by two bare-
headed boys in shirtsleeves and shorts, uniform of the Peace Volunteers. This was 
in keeping with the tributes from around the world which praised Briand’s efforts 
as the ‘pilgrim of peace’. Lloyd George spoke of his commitment to ‘the cause 
of appeasement of Europe ... international conciliation and good will’. Austen 
Chamberlain described him as ‘the greatest “European” of us all’, a man ‘passion-
ately devoted to the cause of peace, [who] served it with selfless devotion’. Paul 
Hymans, the Belgian statesman and current president of the League of Nations 
Assembly, called him ‘the very incarnation of the ideals of peace and friendship 
among the peoples ... who had helped more than almost any other to build up 
the League of Nations’. Heinrich Bruening, the German chancellor, recalled his 
efforts to promote a Franco-German rapprochement and described him as ‘a sin-
cere and convinced servant of the cause of peace’. Herbert Hoover, president of 
the United States, with typical awkwardness, praised his ‘loyal and unflinching 
fight for peace both in Europe and this country’.2

Tardieu’s tribute, delivered from a small platform bristling with microphones 
and carried live on the BBC’s National programme, generously acknowledged 
Briand’s contribution to peace, but also pointed to the realism of his approach. 
Since January 1921 when he first became foreign minister, and for the past 
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seven years when he occupied the post almost continuously, Briand had pursued 
a policy of appeasement. But, Tardieu added, he had never reduced or compro-
mised the military guarantees on which France relied until solid alternatives were 
in place.

At no time and to no degree, however much they might have facilitated his 
negotiations, did he ask the Ministries of National Defence for sacrifices. He 
always declared that they, and they only, must be responsible for the determi-
nation of their requirements, and that these requirements must be the limits 
of his own concessions. Security first was his maxim.3

Tardieu’s remarks, which passed without comment in the press, deserve 
 recalling.4 For with Briand’s passing, no one emerged with the same capacity to 
maintain France’s objective of peace with security. Peace was now threatened 
from several directions. While Briand’s funeral took place, the League of Nations 
was meeting in special session to consider Japan’s seizure of Manchuria. The very 
next day, in the first round of the German presidential election, Hitler received 
11.3  million votes. This was 7.3 million fewer than the votes for Field-Marshal 
Paul von Hindenburg, the incumbent. But it was 4.9 million or 77 per cent more 
than the Nazis obtained in the September 1930 Reichstag election, when they 
emerged as the second largest party in the country.5 Across the Alps, Mussolini 
relentlessly supported German revisionist claims to isolate France. With the polit-
ical turmoil came worsening economic conditions. World industrial production, 
having declined over 10 per cent between 1929 and 1930, was down 20 per cent 
by 1931 and over 30 per cent by 1932.6 Unemployment rose correspondingly to 
2.75 million or 15.6 per cent of the industrial workforce in Britain, 2.8 million or 
17 per cent (partly or wholly unemployed) in France, 12 million or 36 per cent 
in the United States and 6 million or 44.6 per cent in Germany.7 World trade 
touched a new low, falling to merely 52.5 per cent of the 1929 level.8

Western statesmen, however, did not abandon hope of alleviating the dual cri-
sis. In the year between Briand’s death and Hitler’s seizure of dictatorial power in 
March 1933, they came forward with a remarkable number of initiatives. Few of 
them proved to be politically feasible. Yet a number of opportunities arose that 
might well have improved the situation, had the leading capitalist powers been 
willing or able to work together. The point once again is not that any of these 
initiatives would have been sufficient to end the slump or silence the proponents 
of extreme nationalism. It is rather that they might have reduced the intensity of 
the slump and increased hope in multilateral action enough to stave off the col-
lapse of the world economic and political systems.

7.2 Disarmament and the European balance of power, 
February 1932–April 1934

Early in 1932, two international conferences were scheduled to be held in 
Switzerland. The first was a gathering of delegates from six countries in Lausanne 
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to address the problem of war reparations, the second a conference attended by 
delegates from 60 countries at the League of Nations headquarters in Geneva to 
negotiate a disarmament convention. The reparations conference was convened 
in haste to consider the report of financial experts who had met in Basle late 
the previous year. The disarmament conference had been six years in prepara-
tion. Formally nothing linked the two events, but French statesmen regarded 
concessions to Germany on reparations and disarmament as integrally related, 
since each of them vitally affected French security. Statesmen of the Anglo-Saxon 
powers also implicitly accepted the connection, since they regarded them both as 
means of forestalling Germany’s collapse into chaos. Accordingly, at both confer-
ences they pressured France to make concessions. Despite the importance they 
attached to a disarmament agreement and an end to reparations, they nonethe-
less insisted upon approaching them as discrete issues and refused to address 
France’s legitimate security concerns – with predictably negative results.

The disarmament conference opened on 2 February 1932. But, long before 
then, Franco-German differences ruled out a successful outcome in the absence of 
direct intervention by Britain if not also the United States. In April 1931, smarting 
from criticism of its customs union scheme with Austria, Bruening announced 
that he would refuse to sign the draft disarmament convention unless all pow-
ers signatory to the Treaty of Versailles honoured their commitment to disarm 
or accord Germany full equality in the sphere of armaments.9 French statesmen 
reacted with anger. They had consistently supported disarmament, at least in 
principle, since failure to do so might lead Germany to claim it was no longer 
bound by the Treaty and Italy to build up arms for dangerous adventures.10 
Indeed, they had been the instigators of the preparatory committee responsible 
for the draft disarmament convention and the present conference. In 1921–2 they 
had found themselves isolated at the Washington naval disarmament conference 
and pressured by the Anglo-Saxon powers to accept parity with Italy on naval 
arms. Accordingly, in 1925 when they heard that Coolidge might call a second 
naval disarmament conference, they requested the League to make preparations 
for a general disarmament conference, rather than having naval disarmament 
again treated independently.11 Now that the conference was about to begin, they 
viewed Bruening’s demand as a provocation and a challenge to the European bal-
ance of power.

As Briand pointed out to Arthur Henderson, the British foreign secretary, 
France had already reduced its military forces to a fraction of prewar levels. 
Compulsory military service had been cut from three years to two in February 
1922, to  eighteen months in April 1923 and to one year in March 1928. Trained 
personnel in France and the Rhineland, numbering 400,000 in 1921, were now 
down to 229,000 of whom 66,000 were earmarked for overseas duties.12 France 
also faced the imminent prospect of a steep decline in the number of men eli-
gible for conscription on account of the lower birth rate during the Great War. 
Meanwhile, Briand reminded Henderson, Germany had systematically evaded 
its Treaty obligations on disarmament. French authorities estimated that since 
1925 Germany’s military budget had nearly doubled.13 The purpose of the Treaty 
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clauses limiting Germany’s postwar military strength had not been to intimidate 
or punish Germany, but to tip the European balance of power in favour of peace. 
Despite minor losses of territory after the war, Germany was still far larger than 
France in population and industrial capacity. To concede equality in arms threat-
ened to turn the clock back to 1914 when Germany militarily dominated the 
Continent, and force France into massive increases in defence spending. France 
could contemplate further disarmament only if the Anglo-Saxon powers fully 
committed themselves to European security.

Briand appealed to Henderson to stand firm against the German demand. He 
had no doubt that a clear demonstration of Franco-British solidarity would deflect 
Germany onto a more prudent path. If, however, Britain encouraged Bruening, 
he would almost certainly persist in his demand, and an aroused German public 
would make it impossible for him to back down. In Briand’s words, ‘The common 
interest is thus to avoid the situation where such an insoluble question is posed, 
and it is there that the British Government can exercise a decisive influence in 
Berlin.’14

Briand and his colleagues found themselves increasingly beleaguered by con-
tending pressures. British and American statesmen, convinced that Mussolini was 
committed to peace, repeatedly pressed them to concede naval equality to Italy. 
They resisted, pointing out that France possessed vastly greater imperial posses-
sions and that the security of metropolitan France depended upon unhindered 
communications with its North African territories.15 Meanwhile the Fascist regime 
in Rome became more restless and antagonistic towards France. While Mussolini 
spoke of the heroic quality of war, his government seized every opportunity to 
oppose France on reparations and assistance to the Danube region, and supported 
Germany’s demand for equality in arms.16 Even more worrying was the British 
and American pressure on France to concede equality of treatment to Germany, 
coming as it did amidst evidence of increasing restlessness in Berlin.

France’s predicament created deep divisions in public opinion, with the 
Socialists and Communists arguing for peace through disarmament and their 
conservative opponents angrily countering with demands for greater arms and 
security. Frustration erupted on 27 November 1931, during the final session of an 
International Congress of Disarmament, organized by a coalition of peace groups 
at the Trocadero in Paris. Outside the hall, right-wing protesters from the semi-
fascist Croix de Feu in conjunction with the Jeunesses Patriotes and Action Française 
demonstrated, while the police, possibly on the advice of government ministers, 
stood back. When participants from Italy, Germany, Britain and France, including 
Lord Cecil and the former premiers Paul Painlevé and Edouard Herriot, attempted 
to speak, they were shouted down by protesters who had infiltrated the gathering 
and now occupied the stage. Unable to continue, the organizers suspended the 
Congress.17

For years, British statesmen were well aware that German governments had con-
nived in the Reichswehr’s evasion of the military clauses of the Versailles Treaty. 
Indeed, since the withdrawal of the Inter-Allied Control Commission in 1927, 
the Reichswehr had made less and less effort to disguise its activities. Just as the 
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Disarmament Conference opened, the British general staff reported that ‘numer-
ous and varied breaches of the great majority of the military clauses have been 
committed and ... their combined effect is considerable.’ From various sources 
they knew that the number of men receiving military training in Germany far 
exceeded the 100,000 limit fixed by the Treaty; that Germany possessed ‘at least 
the nucleus of an efficient air force camouflaged within the organisation of her 
powerful civil aviation’; that departments of the Ministry of Defence were devel-
oping chemical weapons of mass destruction and that arrangements were well 
advanced to resume the large-scale manufacture of weapons prohibited by the 
Treaty.18 German officials openly refused to accept the status quo on their eastern 
frontier, and rejected the idea of an ‘eastern Locarno’.19 Yet oddly the general 
staff accepted that German rearmament was ‘mainly defensive in character’.20 
Like their political masters, they presented the problem as German fear of French 
aggression, thus standing reality on its head.

A few weeks before the disarmament conference was due to open, Sir John 
Simon, the foreign secretary, on the advice of Sir Robert Vansittart, proposed in 
Cabinet that Britain might offer France a ‘Mediterranean Locarno’ as an induce-
ment to yield to German demands.21 Simon’s ministerial colleagues opposed any 
concessions to France. Sharing MacDonald’s view that the French were ‘an ever 
active influence for evil in Europe’,22 and the Army general staff’s belief that 
Germany had reason to fear ‘destruction’ at the hands of France and its allies,23 
they were drawn to Vansittart’s alternative proposal that they should threaten to 
adopt a policy of isolation from Europe.24 Accordingly, on the eve of the confer-
ence they agreed that Britain could not accept any new Continental commit-
ment.25 In keeping with their isolationist, pro-Imperialist stance, they proceeded 
to press France to reduce its land defences while approving a new British naval 
construction programme.26

American leaders were reluctant even to participate in disarmament nego-
tiations, since, in the words of Joseph Cotton, the legal expert at the State 
Department, it would ‘plunge us deeply into the European mess.’ But having 
been involved for six years in the preparation of the conference, they were too 
embarrassed to withdraw at this late stage. As William Castle, the under- secretary, 
frankly acknowledged, ‘we have little to offer, but ... our influence may be of 
some account.’ American policy would be that of ‘supporting Germany against 
France ... although’, he added, ‘we should hardly be so stupid as to phrase it in 
that way.’27 By the winter of 1931, American statesmen were preoccupied with 
Japanese aggression in Manchuria, which they regarded as within their sphere of 
influence. Hoover toyed with the idea of issuing a proposal to the disarmament 
conference for the reduction of all standing armies to the same level as Germany’s. 
But he was not prepared to contemplate a reduction in the US navy.28

Confronted by the scarcely disguised hostility of Germany, Italy, Britain and 
the United States, and with the future of both Europe and East Asia increasingly 
obscure, French leaders would have preferred to avoid the disarmament confer-
ence as well. But since legislative elections were only three months away and 
Anglo-Saxon friendship was as important as ever, they felt obliged to participate. 
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Accordingly, just three days after the conference opened and before the prepara-
tory commission submitted its draft treaty, Tardieu, the minister of war, tabled a 
French proposal. Predictably it combined disarmament with compulsory arbitra-
tion as well as a precise definition of aggression and the organization of an inter-
national intervention force under League auspices (including monopoly control 
of all bombing aircraft and heavy artillery). No one in Paris or Geneva seriously 
believed the proposal was acceptable. But it enabled France to claim that it sup-
ported disarmament, provided of course that it was combined with security.29

Tardieu, on becoming premier on 21 February 1932, used his ministerial dec-
laration to the Chamber of Deputies to appeal for a revival of the Entente, and 
urged Britain to refrain from encouraging Germany in its demand for equality 
in armaments.30 When Simon visited Paris to attend Briand’s funeral, Tardieu 
proposed that they sit down and resolve their differences, just as their predeces-
sors had done when the Entente cordiale was adopted in 1904. This was urgently 
necessary, in his view, since the most pressing issues – disarmament, reparations, 
economic policy and assistance to the countries of the Danube – could only be 
resolved if Britain and France addressed them together. ‘Lord Lansdowne and 
M. Delcassé had found it possible to promote a more general entente 28 years ago 
and the model was worth bearing in mind.’31 Simon was gratified to hear Tardieu’s 
appeal, since it confirmed that France valued Britain’s friendship and might be 
prepared to pay a high price to obtain it. But he had no intention of lining up 
Britain with France against German demands. Indeed, despite Tardieu’s appeal 
to avoid encouraging German hopes of obtaining equality in armaments, he did 
just that. To Rudolf Nadolny, head of the German delegation, Simon observed, 
‘There were, as he knew, many matters on which British policy approximated 
much more to the German than to the French point of view’, although he must 
not expect Treaty revision to happen immediately.32 Norman Davis, head of the 
American delegation, displayed a similar attitude. After meeting Tardieu at the 
conference, he observed patronizingly that the French premier seemed ‘distinctly 
more rational than he has been in the past.’

Not only is he less nationalistic; but he has apparently reached the conclu-
sion that the days of French dictation to Europe are over; that the depression 
is reaching such proportions that it is a matter of economic life and death to 
get thoroughly reorganized and to make some savings on the French military 
budget.33

With the conference bogged down in deliberations over qualitative disarma-
ment, involving debate over ‘offensive’ and ‘defensive’ weapons, and Bruening 
under increasing pressure from nationalist opponents in Germany, MacDonald, 
Stimson and Tardieu travelled to Geneva where they drafted a loose proposal 
which would have enabled Germany to increase the size of its army. Tardieu, 
however, pleading an attack of laryngitis, was absent on 29 April when they 
planned to discuss the proposal further. Bruening, also in Geneva, returned to 
Berlin empty-handed that evening, and the following day President Hindenburg 
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dismissed him in favour of the nationalist, Franz von Papen. Tardieu’s reason for 
absence was plausible enough, given that he had been campaigning hard in the 
French legislative elections. But he doubtless disliked the proposal, which merely 
weakened the military clauses of the Versailles Treaty without offering a con-
comitant increase in European security.34 Neither MacDonald nor Stimson was 
prepared to reconsider a Continental commitment.35 Yet MacDonald took out his 
frustration on Tardieu, describing his behaviour as ‘crooked and dishonest’, and 
blaming France for bringing down Bruening.36

With the American presidential election approaching, Hoover decided to reaf-
firm his pacifist credentials by launching a disarmament proposal of his own. 
He had done something similar before the previous presidential election in 1928, 
and it is difficult to believe that it was not motivated chiefly by the domestic 
electoral contest. As he acknowledged to advisers, he hoped to exploit the predica-
ment of America’s European debtors, about to meet at Lausanne, by affirming that 
America would concede further relief on their debts after the end of the morato-
rium year only if they cooperated on disarmament. If they did so, his standing in 
America would rise. If they did not, he would benefit from American resentment 
at Europe’s apparent preference for arms and armies over debt repayment.37 His 
proposal called for a one-third reduction in land forces and the abolition of ‘offen-
sive’ weapons, including tanks, large mobile guns and heavy artillery, chemical 
weapons and bombing aircraft. Stimson regarded Hoover’s plan as unrealistic – 
‘a proposition from Alice in Wonderland’ – and in its preliminary form which 
included a one-third reduction in naval forces, one that would merely antagonize 
Britain and France.38 By removing reference to naval forces, Washington secured 
a cautiously favourable response from Britain.39 But as could have been predicted, 
the plan embarrassed France while encouraging Germany to become bolder in its 
demand for equality of treatment.

On 8 May, the second round of voting in the French legislative elections brought 
a modest leftwards shift, which enabled Edouard Herriot, the Radical party leader, 
to form a new government.40 Much to the frustration of Flandin, Tardieu and 
other conservative opponents, Herriot had managed to persuade voters that he 
could work more effectively with Britain;41 and Léon Blum, the Socialist leader, as 
well as left-wing members of Herriot’s own party constantly pressed him to join 
with Britain on disarmament.42 Herriot, however, doubted that Germany had 
abandoned its imperialist ambitions. General Weygand, chief of the army general 
staff and vice-president of the supreme war council, demanded that he support 
rearmament.43 And after speaking to Papen at Lausanne in June, he became con-
vinced that another war with Germany was certain.44 While this made him all 
the more anxious to cooperate with Britain and the United States, he could not 
endorse the Hoover plan. France’s Eastern allies strongly opposed concessions to 
Germany, fearing that they would encourage Hungarian and Bulgarian revision-
ism as well as weakening France itself. The French press, aside from Le Populaire 
and a few other left-wing newspapers, regarded the Hoover plan as a deliberate 
assault on French security.45 Since this was also Herriot’s view – describing it 
as ‘diplomatie de bombardement’ – and that of his officials, he expressed strong 
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reservations about the plan.46 Papen seized the opportunity to protest at French 
obstruction, and with no agreement in sight he walked out of the disarmament 
conference, bringing it to a temporary halt on 22 July.47

This was not the end of the story. Isolated internationally and dismayed by 
the huge leap in support for the Nazi party in the Reichstag elections on 31 July, 
Herriot agreed to the reconvening of the conference in September. Then, pres-
sured by Britain and the United States for concessions to induce Germany to 
return, he endorsed a new French disarmament proposal. The plan constructif or 
Paul-Boncour plan reincorporated key elements of the Tardieu plan and called 
upon the Continental countries to participate in a mutual assistance pact, leaving 
Britain and the United States merely to ‘consult’ in the event of a breach of the 
agreement.48 Even this was too much for Britain which urged unilateral appease-
ment of Germany.49 In December, with General Schleicher, the Reichswehr’s rep-
resentative, occupying the chancellor’s office in Berlin and Hitler waiting to take 
over, Herriot yielded. France agreed to a five-power declaration that constituted 
the abandonment of the military clauses of the Versailles Treaty and recognized 
Germany’s ‘equality of rights in a system which would provide security for all 
nations’.50

This was a major concession by France, and Germany agreed to return to the 
conference. But it scarcely produced the hoped-for results, because on 30 January 
1933, the day before the conference reconvened, Hitler succeeded Schleicher as 
chancellor. One might imagine that Hitler’s seizure of power would have caused 
Britain to rethink its support for general disarmament. But the ‘two Germany’ 
thesis still shaped the outlook of well-placed British observers, who took the vio-
lence and anti-Semitism that accompanied Hitler’s takeover as reassuring signs 
that Prussian-dominated Germany was being replaced by a more democratic 
state. G. P. Gooch, a leading historian of Germany, assured Young Liberals that 
‘Hitler was not a bad man, though he could be ruthless in pursuing his aims.’51 A 
year after Hitler took office, the Berlin correspondent of the Times explained in a 
special report that Germany was engaged in a struggle between the landowners, 
industrialists and other ‘reactionaries’, and the popular forces who had put Hitler 
in power. ‘Charming and cultivated as they may be individually, the German 
Junkers and industrialists as castes are, rightly or wrongly, associated historically 
with Pan-Germanism, expansionism and war.’ The ‘new Germany’ might appear 
to be ‘impregnated with a spirit of aggressive nationalism and militarism’, but all 
the drumbeating and marching could be expected to die away when Germany 
regained its self-respect. The best hope of this outcome ‘must lie in the further 
progress of the genuine National Socialist idealists.’52 Since the outcome of the 
struggle within Germany remained uncertain, the British government had qui-
etly set aside the Ten-Year rule in 1932 and presently began to make up for under-
spending on existing defence programmes. But despite warnings of the threat 
posed by Nazi Germany from several eminent politicians, including Sir Austen 
Chamberlain, Churchill and Lord Grey, the government preferred to assist the 
‘progress of the genuine National Socialist idealists’. In particular, it intensified 
its support for European disarmament.53
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In March 1933, Britain submitted a plan in MacDonald’s name that would 
remove all restrictions on German army recruitment and weaponry, while merely 
delaying by a few years the grant of full equality of rights. The French govern-
ment accepted the MacDonald plan as the basis of deliberations at the confer-
ence, while seeking to modify several of its key clauses.54 Only some of them 
had been addressed by 29 June when the conference adjourned for the summer, 
and on 14 October, two days before it was due to reconvene, Hitler announced 
Germany’s withdrawal from the conference as well as the League of Nations. 
Thereupon the British government pressured French leaders into accepting 
direct bilateral talks with Germany, which began in January 1934. Hitler bru-
tally rejected France’s proposal for a programme of disarmament accompanied 
by international supervision and the provision for international sanctions. The 
British government nevertheless persisted in its search for a compromise, sending 
Anthony Eden, minister of state for League affairs, on a tour of European capitals 
between 17 February and 1 March. The French government of national concen-
tration, created in the aftermath of civil unrest on 6 February, did not immedi-
ately respond. Louis Barthou, the foreign minister, and senior diplomatic advisers 
preferred that France should go along with Britain to avoid becoming completely 
isolated. But Gaston Doumergue, the premier, supported by Tardieu, Herriot and 
the military high command, decided that enough was enough.55 Accordingly, on 
17 April Barthou formally advised the British ambassador that Germany’s undis-
guised rearmament plans made a compromise settlement impossible.56

This to all intents and purposes ended the disarmament conference, which 
adjourned indefinitely on 11 June. Yet if it produced no agreement on disarma-
ment, its importance can scarcely be exaggerated. With the economic slump 
threatening to destabilize Germany and the whole of the capitalist world, the 
Anglo-Saxon powers had sought to use disarmament as a means of appeasing 
Germany. But this merely encouraged German revisionism and played into 
the hands of extreme nationalists such as Hugenberg and Hitler. When France 
retreated before British and American pressure, the result was tension with its 
Eastern allies and turmoil within France itself. And by the time France finally 
drew the line on further concessions, relations with the Anglo-Saxon powers had 
also deteriorated almost to breaking point. The disarmament issue thus linked 
the crises of the international economic and security systems. As will be seen, 
disputes over financial, monetary, commercial and regional policies, contributed 
further to the destructive dynamic of the great interwar crisis.

7.3 Reparations and international security, January–July 1932

If the three great liberal powers disagreed on how to implement disarmament, 
they could at least agree that in principle disarmament was desirable. Reparations 
found them more fundamentally divided. By January 1932, British statesmen 
had become convinced that only by eliminating reparations could the world’s 
capitalist system be saved from total collapse. The flight of hot money that had 
forced Austria, Germany, Britain and most of Europe and the Commonwealth 
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off the gold standard in 1931 had now shifted to the United States, where free 
gold reserves seemed sufficient to defend the dollar for only a month or so at the 
current rate of withdrawals. Germany, Austria and other countries of the Danube 
region were in a particularly bad way. Foreign short-term debt in Germany alone 
stood at perhaps £600 million, and even in mid-1932 City institutions still had 
at least £150 million tied up in short-term credits elsewhere in the region.57 
Governments were intervening to suspend payments on foreign debt, and British 
bankers feared that unless confidence was soon restored, there would be a gen-
eral crash.58 Treasury officials, who listened closely to City opinion, were equally 
worried. As Sir Frederick Leith-Ross put it, ‘I do not much like the way in which 
default is spreading. It is becoming a very fashionable disease and may play havoc 
with the system of capital and credit before it is finished.’59 The need for action 
was especially urgent, since the six-month standstill on German foreign short-
term debt would end on 29 February and the international bankers might refuse 
to renew it if they thought reparations made repayment of commercial debts 
problematical. Even if they agreed to renew it, the one-year Hoover moratorium 
on reparations and war debts was due to expire on 1 July, and on 15 July Germany 
would be obliged to resume reparation payments at the rate of 140 million gold 
Reichsmarks (£7 million) a month, as specified in the Young plan.60 Since British 
statesmen did not believe that Germany would or could meet all of its interna-
tional financial obligations, they vigorously pressed other creditor governments 
for the next six months to abandon their reparation claims.

The British analysis was broadly correct. Since the reparation claims overhan-
ing the mark added to the uncertainty of international financial markets, their 
removal at this time might have had a tonic effect, with important political as 
well as economic consequences. It might have accelerated Germany’s economic 
recovery, signs of which began to appear in the summer of 1932,61 and with faster 
recovery Hitler might have failed in his bid for power through the ballot box. But 
despite British impatience for action on reparations, the American government 
refused to abandon its claim to war debts, which increased the French govern-
ment’s reluctance to reopen the reparation settlement. British statesmen saw little 
prospect of American cooperation in 1932, since this was a presidential election 
year and the last thing Republican or Democratic party candidates wanted was 
to be accused of sacrificing American interests for the benefit of Europe. French 
cooperation was another matter. With Germany increasingly restless, French 
statesmen missed no opportunity to reaffirm their hopes for closer relations with 
Britain. But their British counterparts refused to accept that Britain and France 
had a common interest in maintaining the European status quo, and they dis-
missed proposals to extend a security commitment to France, the key that might 
have opened the door to a timely and radical settlement of the reparation contro-
versy and much else besides.

The new crisis over reparations began in January 1932. The international bank-
ers who had met at BIS headquarters in Bâle from 7 to 23 December 1931 acknowl-
edged in their report that the slump was far worse than anything anticipated by 
the authors of the Young plan in 1929; therefore Germany was entitled to request 
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a further suspension of reparation payments when the Hoover moratorium ended 
on 30 June.62 But to British bankers and their Treasury associates, an extension of 
the moratorium would only prolong uncertainty about the future of the mark and 
delay Germany’s recovery. It would also ‘leave the French as masters of the situa-
tion’, which Simon, the foreign secretary, was not prepared to accept. He therefore 
decided to ‘bring the French to reason’ by calling in Konstantin Graf von Neurath, 
the German ambassador, on 6 January, knowing that he was shortly returning 
to Berlin, and confirmed Britain’s commitment to the complete cancellation of 
reparations.63 Bruening already knew of Britain’s position. Nonetheless, Simon’s 
forthright affirmation encouraged him to act. On 8 January, with Neurath at his 
side, he informed the press that the uncertainty created by reparation demands 
was blocking Germany’s recovery and aggravating the slump. Germany would 
therefore make no further payments for the foreseeable future.64

The British government denied that any department of state had encouraged 
Bruening to speak out, which strictly speaking was true.65 It made no difference. 
Germany, in the words of the Foreign Office, had ‘crossed the Rubicon’ on repara-
tions, and the whole of France was furious.66 The angry reaction was partly due 
to the parlous state of the French economy. With trade collapsing, the budget 
deficit soaring, commercial firms and banks failing, and unemployment increas-
ingly evident, France now seemed more vulnerable to external pressures. The 
other influence at work was the belief shared by practically all French observers 
that Germany was exploiting a temporary crisis to break free from yet another 
constraint upon its imperialist ambitions. Reparations were compensation for the 
damage Germany had inflicted on France in the war; to Paris they were also a 
necessary constraint upon Germany, saddling its economy with an additional 
charge. As Laval put it to Walter Edge, ‘cancellation of German reparation pay-
ments would put Germany in a position where no outside competition could 
touch her and ... he could not understand why Great Britain did not realize it 
also.’67 Flandin, the minister of finance, betrayed similar frustration in conver-
sation with Leith-Ross the day after Bruening’s declaration: French opinion, he 
said, was fed up with ‘this constant German blackmail’, when no sooner had the 
Allies granted one concession to Germany than it raised some new demand.68 
Aimé de Fleuriau, the ambassador in London, spelled out French fears to Simon. 
They derived, he said, not so much from the financial losses involved as from the 
conviction that Germany was seeking to subvert the Versailles Treaty. The Allies 
must draw a line now or the peace settlement itself would soon be overturned. In 
this event, another war could only be a matter of time.69

The French government demonstrated its fear in several ways. It issued a for-
mal protest to Germany and announced that it would not attend the confer-
ence on reparations in February at Lausanne until or unless Germany reaffirmed 
its treaty obligations. Laval consulted General Weygand, and agreed to recall 
certain categories of reservists and despatch military units and supplies to the 
eastern frontier.70 Flandin followed this by threatening that the Bank of France 
would withdraw its share of the international credit issued to the Reichsbank 
the previous June.71 He also warned a member of the British embassy staff that 
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if Britain sided openly with Germany now, he would face strong pressure from 
his own Parliament to withdraw French treasury and central bank deposits from 
London, regardless of the effect on sterling.72 Within Parliament meanwhile the 
hostile environment brought new demands for trade protection through bilateral 
 clearing agreements and a general tightening of import quotas.73

British statesmen persisted in their efforts to convene an early conference on 
reparations. Since concessions by the United States on war debts were out of the 
question for the time being, they sought agreement among creditor countries 
to settle reparations first before requesting Washington to write off its war debt 
claims. In particular they attempted to persuade France not to insist upon merely 
a temporary suspension of claims on Germany or a solde (a net benefit after pay-
ment of war debts), and instead to accept complete cancellation. Anything less, 
they warned, would prompt Washington to apply the principle of capacity to 
pay to its own debtors, since they were treating Germany in similar fashion, and 
on this basis France would obtain little relief from war debt payments.74

British efforts brought no result. Laval, defeated in a Chamber vote on 11 
January, managed to form another government the following day. But having 
failed to secure support from the Radical party, he depended for his survival 
upon votes from the right of the Chamber where opposition to concessions on 
reparations was strongest.75 In fact, the approaching legislative elections made 
practically all political parties and fractions anxious to demonstrate their firm-
ness on reparations. Despite wishing to cooperate with Britain, Laval thus found 
himself severely constrained. The most he could do was endorse a declaration 
affirming that Germany’s reparation creditors would attend a conference at 
Lausanne to find ‘a lasting settlement of the question raised in the report of the 
Basle experts’.76

Laval’s second government lasted barely six weeks, after which Tardieu took 
office until the legislative elections in May. Flandin, who remained finance min-
ister, set aside the threat to order the Bank of France to cease supporting the 
Reichsbank and privately advised Governor Moret to remain aligned with his 
British and American colleagues.77 Nor was there any more talk of withdrawing 
French balances from London. Flandin, however, warned Tyrrell that the gov-
ernment’s precarious majority in Parliament obliged it to stand firm on repara-
tions. It would accept a one-year extension of the Hoover moratorium and attend 
a conference at Lausanne after the French elections. But neither it nor any other 
French government could survive if it simply abandoned reparations, and espe-
cially not without the firm assurance of relief from further war debt demands.78

In Britain, the crisis over reparations prompted a renewed outburst of attacks 
on France. Having largely caused the world depression by its short-sighted policies 
and forced sterling off the gold standard, critics claimed, France was now driving 
Germany to the wall by its blind insistence upon reparations in the midst of the 
world depression. The Times observed:

[I]t is perhaps too much to expect the Frenchman-in-the-street to realize that 
much of his recent prosperity has been built on the ruins of British enterprises; 
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[and that reparations are] the root of the economic evil. It never occurs to him 
that French postwar policy may be largely responsible ...79

The New Statesman and Nation accepted that France had inadvertently done 
Britain a favour by driving it off the gold standard, but it added, ‘at the moment 
she still stands as the leader of the narrow nationalistic spirit in Europe, the 
chief prop of armaments, the champion of reactionary finance, the implac-
able creditor’.80 In the words of Leith-Ross of the Treasury, British sympathies 
were ‘entirely with’ Germany in its effort to remove the ‘charade’ of reparations. 
From both the economic and political standpoint, he believed France was fool-
ish beyond belief to persist in its reparation demands. The economic effect was 
to force Germany to become more, not less competitive, to obtain the foreign 
exchange needed to make the payments, while the political effect was to provide 
a convenient stick for Hitler to beat his moderate opponents.81 Sharing this view, 
the British government intended to distance itself from France and to approach 
Washington independently, believing that Britain had ‘a far stronger moral claim’ 
than France to relief from war debts.82

Yet opinion in Britain was more divided than it seemed. Within the mercantile-
financial community where the viewpoint of City bankers generally prevailed, the 
need to cancel German reparations once and for all seemed almost self-evident. 
But within the industrial community this was very far from the case. Sir Josiah 
Stamp had compiled statistics showing that, after the German hyperinflation 
and the massive depreciation of the French franc in the mid-1920s, Britain’s tax 
burdens were much higher than those of Germany or France, and if reparations 
were cancelled, Germany’s tax burdens would be almost incomparably lighter. In 
this case, Stamp reckoned, the per capita national debt would be £8 per person in 
Germany compared with £56 in France and £150 in Britain.83 The Federation of 
British Industry (FBI), speaking for its members and a wide swathe of public opin-
ion, similarly took issue with City appeals for immediate, complete cancellation. 
The FBI accepted the necessity of temporary suspension and perhaps some revi-
sion of the Young plan, but it was not prepared to see German industry handed a 
permanent competitive advantage when conditions returned to normal.84

A few dissenting voices were also raised at the British embassy in Paris and 
in the Foreign Office. Sharing French fears of German imperialism, they also 
shared the French view that Britain’s fate was bound up France’s and that only 
Franco-British cooperation could save the existing order in Europe. In the words 
of Ralph Wigram in Paris, the French firmly believed that if Britain and France 
could agree on policy, the Germans would acquiesce and there would be peace; 
but expose divisions between Britain and France and the Germans would seize 
upon it,  making confidence impossible.

I have never yet found anything in the history of what passed between 1870 
and 1914 or in that of the last ten years to make me think that the French the-
ory is incorrect or that we shall ever obtain final agreement with the Germans 
by any other means.85
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Wigram also shared the view that reparations constrained rather than abetted 
German imperialism. The Treasury was perhaps correct that reparations forced 
Germany to earn more foreign exchange. But as Britain’s own industrialists 
pointed out, reparations imposed a charge upon the state that translated into 
heavier taxes upon the economy and limited Germany’s external borrowing. In 
any case, Wigram observed, reparations were hardly the cause of Germany’s impe-
rialism, since it had been aggressively imperialistic through good times and bad.

Selby, Simon’s private secretary, strongly agreed. As he pointed out to his chief, 
British opposition to revival of the Entente derived largely from the belief that it 
had been a major cause of the Great War. This was a popular but pernicious myth. 
If Britain wanted a stable, liberal Europe, it must revive the Entente. Franco-British 
unity would undercut support for Hitler in Germany and strengthen the hand 
of moderates. It was also the one thing that would lead France to adopt a moder-
ate policy towards Germany. France wanted nothing more than the assurance of 
British support, but in the absence of the Entente it was bound to remain in con-
frontation with Germany, making cooperation in Europe impossible. ‘To sum up, 
every argument seems to point in the direction of a direct approach to France.’86

British industrial opinion, as ever, received scant attention from the press, and 
in Whitehall the dissenters were a minority even within the Foreign Service. 
More common was the view of France offered by Sir Ronald Lindsay, ambassador 
in Washington and former permanent under-secretary. Lindsay had no doubt 
that French governments systematically mobilized the Bank of France’s resources 
to suborn Britain and the United States to their imperialist policies in Europe. To 
escape French domination, he believed, Britain should align itself with the other 
Anglo-Saxon powers, America and Germany.87 Vansittart, the current permanent 
under-secretary, encouraged the Cabinet to share this view, notwithstanding his 
occasional criticism of German behaviour.88 

MacDonald, the prime minister, continued his outspoken condemnation of 
France’s ‘war mentality’.89 Vain to the point of self-delusion, he persuaded himself that 
on returning to office in 1929 he had single-handedly transformed Anglo-American 
relations from a state of destructive rivalry to one of trust and friendship. He now 
hoped that mutual hostility towards France might carry the relationship towards a 
virtual alliance. As he wrote to Stimson, Britain and the United States must work 
together to save ‘civilisation’.90 Francophobia had reached new heights in the United 
States in recent months on account of the large-scale withdrawal of French bank 
deposits, which threatened to drive the dollar off the gold standard. According to 
Stimson, President Hoover wished MacDonald to know that ‘the civilisation of which 
he speaks can only be saved by the co-operation of the Anglo-Saxons; we cannot 
count on the other races.’ But as Stimson also reported, the slump was intensifying 
isolationism in the United States.91 Despite their supposed racial affinity, MacDonald’s 
colleagues accepted that America could be of little help for the time being.

Briefly in late May 1932, Britain seemed about to align itself with France on 
reparations. Since Germany seemed unlikely to make further payments, espe-
cially if President Hindenburg replaced Chancellor Bruening with the conserva-
tive nationalist Franz von Papen, Simon accepted that Britain could only bring 
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France to abandon reparations by joining France in opposition to further war 
debt payments to the United States. He therefore proposed a three-stage proce-
dure whereby the European powers would first adopt a general resolution on the 
desirability of cancelling all debts arising from the war; then at the forthcom-
ing Lausanne conference they would abandon reparation and war debt claims 
among themselves, while postponing ratification of the agreement until after 
the US presidential election; and finally, with a new Administration in office, 
they would secure America’s agreement to cancel all war debts or, if it refused, 
unilaterally ceasing further payments.92 Leith-Ross, who had repeatedly called 
for an end to the uncertainty of reparations,93 welcomed Simon’s proposal.

It may of course create regrettable difficulties with America, but we have to 
choose between that and a complete débâcle in Europe. And America is always 
insisting that it is for Europe to stop quarrelling and to come to some agree-
ment amongst themselves.94

Runciman and Chamberlain as well as Simon seemed prepared to support a 
policy of refusing further payments to the United States.95 But Chamberlain, pos-
sibly after speaking with Governor Norman, betrayed deep unease at the repudia-
tion of Britain’s international obligations.96 As he warned Simon,

Not only would it cut the ground from under our feet in argument with the 
Free State [on the Irish Land Annuities issue] and make our lectures to the 
Balkan States sound like the smuggest hypocrisy, but we should forever have 
tacked on to us the label ‘defaulter’ in the U.S.A. where things would be said of 
us that would make Englishmen blush for generations.97

For the time being his difference with Simon seemed limited to negotiating 
tactics, and he affirmed his readiness to join France in a common approach to 
the United States after the presidential election in November. He was impatient 
with the French but annoyed with the Americans, whom he dismissed as ‘idiotic 
Yankees’ on one occasion, for placing Britain in this predicament.98 Yet his horror 
of debt repudiation, which he called ‘Langism and Bolshevism’, made it probable 
that he would break with France if there seemed any other means of settling 
reparations.99

MacDonald, as officials anticipated,100 took more direct issue with Simon’s pro-
posal. He favoured a joint declaration by the European powers that they wished 
to see an end to all inter-governmental debts, and he supported the renunciation 
of claims on Germany. But he strongly opposed joining France in a common 
approach to the United States. Instead he advocated that immediately after the 
Lausanne conference, Britain should approach Washington to explain its pre-
dicament and appeal for cooperation. On Foreign Office advice, Simon warned 
MacDonald not to expect large concessions from the United States, ‘if only we 
separate ourselves from France as we sometimes have been led to believe’.101 But 
MacDonald, against all the evidence, persisted in believing that Washington 
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would grant Britain special treatment on war debts. Nor did he take into consid-
eration that France, treated less generously, would almost certainly maintain its 
demand for reparations from Germany, thus prolonging the crisis in Europe that 
British policy sought to address.102

MacDonald also persuaded himself that he could draw the United States into a 
general settlement of economic problems, since President Hoover had recently agreed 
to participate in an international economic conference. Once the Lausanne confer-
ence dealt with reparations, MacDonald thought, they could transfer talks to London 
where, with Americans present, they could address other issues.103 Yet, as Stimson 
had already warned him, Washington would have ‘overwhelming difficulty’ partici-
pating in any follow-up to the Lausanne conference given its connection to repara-
tions or for that matter any conference that dealt with war debts, tariff levels or gold 
standard reform.104 Hoover, it seems, had endorsed the conference proposal simply as 
a means of assuring voters in Nevada, Utah and the other mountain states that some-
thing was being done to raise the price of silver.105 Stimson indeed urged MacDonald 
to line up with France against cancellation of reparations, since Washington did not 
want to face European pressure for the cancellation of war debts.106

In May 1932, Herriot returned to office. As in 1926, he cut a modest figure with 
little of the authority of Briand or Maginot who had both recently passed from 
the scene. Even Lord Tyrrell, a sympathetic observer, spoke of Herriot’s ‘weakness 
of character’.107 Yet it is hard to exaggerate the difficulties he faced, with Germany 
determinedly shrugging off the last remaining constraints of the Versailles Treaty 
and France struggling with a fiscal crisis that aggravated the already deep divi-
sions within Herriot’s Radical party as well as the country at large.108 In fact, 
Herriot was well suited to lead France at this time. As a young man, he had closely 
studied Germany and was one of the few Western political leaders who could 
read and speak German. He admired German accomplishments in philosophy 
and the arts, but like most Frenchmen he regarded Germans as a flawed race with 
an inherently aggressive character.109 A committed liberal, he hoped to reverse 
France’s drift towards autarky and increasing isolation; his chief economic min-
isters, Henry Germain-Martin, minister of finance, Julien Durand, minister of 
commerce, Maurice Palmade, minister of the budget, and Georges Bonnet, minis-
ter of public works, were all doctrinal liberals.110 But he shared the general French 
view that cancellation of reparations would place German industry at a decisive 
advantage over its competitors and enable Germany to re-enter the capital mar-
kets to add to its aggressive potential.111 And he could scarcely advance a liberal 
agenda including concessions on reparations without some compensating contri-
bution to national security. The only means he could see was through a revived 
Franco-British Entente. He therefore missed no opportunity to improve relations 
with London. Tyrrell spoke to him on 6 June, shortly before the Cabinet meeting 
to settle his ministerial declaration to the Chamber of Deputies.

He was very emphatic on the necessity for the closest co-operation between 
Britain and France as the best means of avoiding nations drifting into fascism 
or Hitlerism. But I do not think that he intends to emphasize this in his public 
declaration.112
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On 11 June, British ministers stopped in Paris on their way to the Lausanne 
conference. Herriot and Germain-Martin received them warmly and agreed in 
general terms to the three-stage procedure their visitors set out.113 Four days later 
at Lausanne, delegates of the six participating countries affirmed their support for 
‘a final and definitive solution’ to the ‘problems’ facing them, and agreed to make 
no demand for reparation or war debt payments when the Hoover moratorium 
expired on 30 June, to facilitate a broader agreement.114 Despite days of intense 
argument, however, French delegates remained unwilling to concede a complete 
and final abandonment of reparations. British ministers, mindful of Tyrrell’s 
advice that French ministers would pay a very high price for a revived Entente, 
privately discussed political concessions they might offer Herriot as an induce-
ment for acquiescence.115 On 20 June, MacDonald sought to win over Herriot to 
cancellation:

He hoped for agreement with France at the same time on other subjects. For 
instance, a good armaments agreement might be reached at Geneva, which 
would help everyone both in Europe and America. A little later France and 
Britain might come to a good trade agreement. He was talking in great con-
fidence that morning, but he wanted M. Herriot to know that he did not like 
Germany continually coming in and saying, ‘We want relief on this particular 
question.’ By these means Germany got the United Kingdom on one side and 
France on the other. Then, when that particular question was settled, Germany 
said she had another grievance; and so France never felt secure and Britain 
never felt secure. Mr. MacDonald said he would like an agreement as to how 
far France and Britain would listen to pressure on these various questions from 
Germany. He believed that such an agreement would add greatly to the security 
of both nations. A list of the points which such an agreement could cover might 
be elaborated.116

Herriot listened eagerly, despite the fact that MacDonald had used this ruse 
upon him before. But he remained convinced that, in the absence of a robust 
security framework, reparations were an essential constraint upon Germany, and 
he appealed for British recognition of their common danger. While accepting 
that Germany could not pay in the midst of the slump, he believed that when the 
slump eventually ended Germany could easily pay reparations at the level agreed 
in the Young plan. This was important for political as well as economic reasons 
for, as Germain-Martin put it, without the reparations to equalize tax burdens, 
‘Germany might well triumph over British and Belgian industry; and that would 
be disastrous.’ Germany now had at least 8 billion RM (£400 million) and pos-
sibly as much as 11 billion RM (£550 million) in foreign direct investment, and 
was actively extending its control over foreign firms ‘such as the Gnome Motor 
Works, which made engines for French military aviation.’

If she was given complete freedom she would become an international dan-
ger. In maintaining some means of making her pay in the future the creditor 
 powers would be maintaining suspended over her a sort of counter-weight.117
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British ministers refused to take this argument seriously. Herriot, they believed, 
was holding out simply from fear of attacks by his opponents in Paris. But since 
they could not convince him to accept a ‘clean sweep’,118 they abandoned car-
rots for sticks while pressing Herriot to engage in direct talks with Papen. As 
Leith-Ross put it, Britain sought ‘to set the Germans on them’, to bring home the 
impossibility of obtaining further reparation payments.119 Runciman admitted to 
Baldwin that he and his colleagues were

exceedingly stiff with the French, & were of necessity quite offensive in man-
ner to them, while guarding our actual language, telling them finally the sands 
were running down & they must go off & confer with the Germans direct & 
without us.120

Papen was happy to oblige and held several private conversations with Herriot 
and the French delegation in the next fortnight. Among other things, he pro-
posed a consultative pact on issues affecting the European political status quo, 
a Franco-German customs union, a bilateral pact directed against the Soviet 
Union and an entente between the general staffs of the French and German 
armies, if only France would agree to an immediate and complete end to rep-
arations. Herriot scarcely trusted Papen, but he was impressed by his interest in 
closer Franco-German relations, not least because that very week he was obliged 
to slash 1.5 billion francs from defence to balance his budget.121 Therefore, on 
returning to Paris, he advised his Cabinet colleagues that a Franco-German 
rapprochement was to be preferred to further money payments which in any 
case were likely to be modest.122 His colleagues agreed, but Papen had mean-
while returned to Berlin where nationalist agitation persuaded him to adopt 
an unyielding stance. MacDonald and the British delegation also strenuously 
opposed a Franco-German entente, which they took to be a French attempt 
to constrain Germany and a threat to their influence as the liberal arbiters of 
Europe. They need not have feared, for when Herriot again spoke to Papen at 
Lausanne he found him much less forthcoming. No more was heard of a Franco-
German entente.123

When by 28 June the conversations brought no result, British ministers 
 re-entered the fray. They pressed French delegates to accept provisional cancella-
tion along with one further token payment in the form of a deferred bond issue 
to be deposited with the BIS, and issued only when German credit returned to a 
5 per cent basis.124 Over the next three days, French and German delegates 
inched towards agreement on the basis of this proposal. Initially the French 
demanded a bond issue of 6 billion RM (£300 million). The Germans rejected 
this sum, while refusing to say what they would accept. By 1 July, the French had 
reduced their demand to 5 billion RM (£250 million) and further agreed that the 
German bonds would be cancelled if the United States cancelled war debts, thus 
 abandoning claims for a solde. By 3 July, the French had come down to 4 billion RM 
(£200 million), and the Germans affirmed their readiness to issue 2 billion RM 
(£100 million) in deferred bonds.125
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British ministers, keen for agreement, once more held out political induce-
ments. To the French they offered to communicate all future German propos-
als for Treaty revision and to collaborate at the disarmament conference, on 
preparations for the world economic conference as it was now being called, and 
on a commercial truce until they could negotiate a new bilateral trade agree-
ment following the Ottawa conference. To the Germans they offered to meet 
their demands for equality in principle on disarmament and removal of Section 
Eight of the Versailles Treaty which contained Article 231, the so-called war guilt 
clause. They also proposed a pact among the six participating states to consult on 
any issue affecting two or more of them.126

Herriot had spent 4 July in Paris where divisions in Parliament over fis-
cal retrenchment threatened to bring down his government.127 Returning to 
Lausanne the next day he exploded in anger on realizing that he was expected to 
give way not only on reparations but also on disarmament and Treaty revision, 
and threatened to walk out of the conference.128 But the British gambled cor-
rectly that he would not risk isolation, and by 8 July a compromise was reached. 
Germany would deposit bonds to a value of 3 billion RM (£150 million) with the 
BIS as a token of its commitment to reparations. Beyond that the European pow-
ers would make no further claim on one another, although in an unfortunately 
named ‘gentlemen’s agreement’ they acknowledged that this would go unrati-
fied until the United States played its part by cancelling war debts. Individual 
countries would approach Washington to request cancellation immediately after 
the presidential election.129 Separately, the British delegation offered France an 
agreement on mutual consultation, an accord de confiance, which they encouraged 
Herriot to believe would cover both German demands for further Treaty revision 
and the settlement of war debts with the United States.130

British ministers briefly imagined they had finally resolved the reparations 
problem which had beset the international economy for ten years and, in 
their view, dragged Germany to the brink of collapse. Runciman congratulated 
Chamberlain, describing his work at Lausanne as ‘a triumph of British policy and 
statesmanship’.131 Chamberlain was, as ever, proud of his own handiwork.132 This 
was the first time he had represented Britain at an international conference, and 
hardly had he arrived in Lausanne when he was laid up with gout, which had 
obliged foreign delegates to call on him at his hotel suite.133 He was impressed 
by the respect they showed towards Britain’s representative. ‘The foreigner’, he 
wrote of the Germans, Italians, French and others, ‘is slow to come to grips with 
substantive issues, so devious, so disbelieving when we bluntly state our object 
right at the start.’134 But he was now sure that ‘the foreigner’ could be managed, if 
Britain displayed firmness and common sense.

Chamberlain would have done well to be more modest. First reports of agree-
ment at Lausanne had been favourably received on America’s East coast and 
attracted little comment elsewhere in the country.135 But news of a secret pact 
among the European powers, tying their decision on reparations to America’s 
abandonment of war debt claims, stirred an angry reaction.136 President Hoover, 
furious that the Europeans were ‘ganging up’ against the United States, threatened 
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to denounce their work. Only with the greatest difficulty did Stimson talk him 
out of it.137 Hoover did nevertheless send an open letter to Borah, the isolationist 
chair of the Senate Foreign Relations Committee, warning against pressure by 
a foreign combination.138 Meanwhile, from Los Angeles, Randolph Hearst, the 
newspaper publisher, thundered against the ‘gentlemen’ of Europe in an address 
carried nationally by NBC radio.

How can there be gentlemen whose HONOUR is worthless? ... Let us call this 
secret gang compact by something more descriptive of its true character. Let 
us call it plainly a crooked conspiracy by European confidence men and their 
American confederates to rob the American people. It helps to a clearer under-
standing of a situation to call things by their right names.139

Herriot, back in Paris, presented the results of the Lausanne conference to his 
Cabinet on the morning of 13 July. His colleagues were pleased with the Franco-
British accord de confiance, which they unanimously endorsed.140 The Paris press, 
though sceptical of its precise value, also considered it adequate compensation for 
ending reparations.141 But that same morning Ambassador Claudel in Washington 
warned of an upsurge in American Francophobia: ‘the Administration, which was 
extremely annoyed by the recent gold losses, maintains, despite all assertions to 
the contrary, a profound resentment against us.’142 Publication of the gentlemen’s 
agreement only made matters worse, and especially in the West and mid-West 
the hostility had become ‘particulièrement profond’. To the dismay of ministers, 
America gave France no credit for its concessions at Lausanne.143

Ambassador Lindsay was similarly struck by the hostile reaction to the gentle-
men’s agreement, especially in Congress.144 This being an election year, and most 
of the hostility being directed not at Britain but France, which the American press 
portrayed as rich, malign and corrupt, he concluded that the reaction was no 
worse than could be expected.145 But if there had ever been any question about 
it, the reactions confirmed that no American contribution to a debt settlement 
could be expected soon.

In Germany, Papen returned home to attacks from every direction when he 
acknowledged that reparations were not fully and finally ended. By now, repar-
ations were scarcely a heavy charge on the German economy. The bonds deposited 
at the BIS would almost certainly never be issued, and in any case they constituted, 
in Leith-Ross’s words, ‘a trifling sum’: barely one year’s payment under the Young 
plan of 1929. But as Papen knew, Germans had convinced themselves of the deep 
injustice of reparation demands, and even a modest final payment was bound to 
provoke opposition, especially with a Reichstag election only a fortnight away. 
From Berlin, François-Poncet reported to Herriot that the concessions granted 
to Germany at Lausanne had done nothing to appease the country. If anything, 
they had merely prompted demands for more concessions. This played into the 
‘latent civil war’ in Germany, and Hitler continued to gain popularity.146

The British delegation had received a warmer reception on its return from 
Lausanne. Only the Franco-British accord de confiance aroused controversy in 
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London when Beaverbrook’s Daily Express accused the government of lining 
up with France to confront the United States over war debts.147 MacDonald and 
Simon immediately insisted that the agreement involved no substantive commit-
ments of any sort.148 This satisfied critics, but it underlined the limited achieve-
ment at Lausanne. Reparations had not been finally ended and negotiations on a 
war debt settlement had not even begun.

It is of course impossible to be sure of the consequences had reparations been 
definitively cancelled in the first half of 1932. Perhaps Hitler and the Nazis now 
possessed sufficient momentum that nothing would stop their rise to power. Yet, 
as we know, signs of economic recovery that summer contributed to their decline 
in the autumn Reichstag election, and a further boost to economic confidence by 
eliminating reparations might have decisively increased their decline. What we 
can say is that the opportunity for ending reparations appears to have existed, 
had the British government been prepared to adopt the ‘joined-up’ strategy pro-
posed by certain members of the Foreign Office since the previous autumn. As 
early as 8 January 1932, British ministers recognized that Germany would make 
no further reparation payments, and indeed they had encouraged this stand. They 
knew that France would be the chief obstacle to an agreement on cancellation. 
But they also knew that France would pay a very high price for a revived Entente 
with Britain, to say nothing of an alliance, or for the assurance that Britain would 
not seek an advantage over France by approaching the United States separately 
for a war debt settlement. They might therefore have secured France’s agreement, 
had they treated reparations, debts and security together. In choosing not to do 
so, they passed up the chance of accelerating a European settlement.

7.4 The failure of the regional projects

Throughout the 1920s, observers of international affairs anticipated the division 
of the world into a handful of large economic blocs. Only the United States with 
its integrated market of 48 states seemed fully able to realize the potential scale 
economies of modern mass-production industry. But the Soviet Union,  having 
adopted ‘socialism in one country’, seemed at last to be developing the vast 
potential of the Russian empire, and many contemporaries believed that the rest 
of Europe must soon unite economically, if not politically, if it was to avoid being 
crushed between these two Leviathans. Briand’s attempt to institute a European 
‘federation’ stalled in 1930, but agitation for the economic organization of Europe 
continued unabated. So too did the campaign for a British Empire economic bloc, 
and in September 1931, Japan took the first step towards the creation of a unified 
East Asian bloc by seizing Manchuria and several northern provinces of China.

Foreign observers deplored Japan’s military venture. The fact was nonethe-
less that efforts to liberalize world trade on a non-discriminatory basis had col-
lapsed in 1929. America’s intensification of its neo-mercantilism that year had 
driven other countries to raise their own tariff barriers, and with the worsening 
of the slump, quantitative trade restrictions, swiftly removed after the Great War, 
were reintroduced. Those familiar with modern trade theory will appreciate that 
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second-best solutions such as customs unions or common markets, even those 
limited to a mutual reduction of internal duties, do not necessarily contribute 
to trade expansion. But with the world heading remorselessly towards autarkic 
national units, any initiative that revived hopes of a return to multilateralism 
almost certainly deserved support. Economists at the League of Nations had out-
lined rules for regional action as early as 1929. First, an agreement should involve 
the reduction of duties among the signatory countries rather than the raising of 
duties to non-signatory countries: in other words, it should seek to create trade 
rather than merely divert trade. Second, it should remain open to all countries 
to join on a similar basis. Third, it must obtain the imprimatur of the League 
Economic Committee. Efforts to implement regional trade agreements culmi-
nated in 1932, when no less than four important initiatives were taken. Ironically 
the three progressive initiatives were blocked, whereas the single regressive one, 
which was also much the largest, was implemented.

7.4.1 The London four-power conference and 
the French plan for the Danube

For two years, the economic crisis in Eastern Europe had been the subject of 
investigation by the League of Nations Economic and Financial Committees as 
well as the Committee of Enquiry for European Union (CEUE), created to follow 
up Briand’s proposal for European federation. The collapse in commodity prices 
had devastated the agrarian countries, Poland, Hungary, Roumania, Yugoslavia 
and Bulgaria, and weakened the already precarious economy of Austria as well 
as driving up unemployment in Czechoslovakia. Conferences were held in the 
autumn of 1930 and spring of 1931 to identify ways to assist the agrarian coun-
tries to dispose of their surplus production and cover their mounting debts. But as 
late as the winter of 1931 when the CEUE requested proposals, the countries had 
received only piecemeal bilateral assistance from the major powers of Europe.

Since the start of the slump, France had been the main impetus behind efforts 
to organize collective help. French statesmen regarded the region as vital to 
their national security, since the preservation of independent states there barred 
the way to Germany’s domination of the region and ultimately the whole of 
Europe.149 They had therefore extended financial support to Austria, Hungary, 
Poland, Yugoslavia, Roumania and other nearby countries. Indeed, since the war 
French loans to the five principal countries of the Danube region amounted to 
14.54 billion francs (£172 million), while French credits, increased since the start 
of the slump to help them remain on the gold standard, totalled 1.26 billion francs 
(£15 million).150 In 1931, they had also negotiated agreements to import modest 
amounts of cereals from Hungary (September 1931), Yugoslavia (November 1931) 
and Roumania (January 1932). But France, as a major cereal producer in its own 
right, could absorb only a token amount of the region’s production. Indeed, since 
its own farmers were damaged by the slump and clamouring for greater protec-
tion, it was not at all certain that Parliament would approve the disguised pref-
erences to the three East-Central European countries.151 Further financial help 
was also becoming problematic. French commercial bankers were unwilling to 
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increase their exposure to the region. And with tax revenues declining and the 
government facing savage retrenchment to balance the national budget, offi-
cials doubted that Parliament would approve guarantees for any further foreign 
loans.152

They were still casting about for practical ways of assisting the Danube coun-
tries when in January 1932 Hungary declared a moratorium on external loan 
repayments and the financial crisis threatened to end in a general moratorium 
throughout the region. The League Financial Committee called on creditor coun-
tries to help by guaranteeing international loans. Shortly afterwards, Chancellor 
Buresch of Austria served notice on Britain, France and Germany that he must have 
immediate help. Political obstacles, he complained, had blocked every attempt to 
find outlets for Austrian exports. If no financial help were forthcoming within a 
month, he would be unable to pay his civil servants and social unrest would fol-
low. Rather than preside over the collapse of his country, he would resign.153

The possibility that a breakdown in Austria would revive demands for an eco-
nomic Anschluss with Germany, and that Britain, desperate to protect its invest-
ments in the region, would support such a solution on the grounds that no other 
means existed to save Austria, led French statesmen to intensify their search for 
an alternative solution.154 Two options emerged: one from Philippe Berthelot, 
secretary-general of the Quai d’Orsay, for a tripartite scheme of economic inte-
gration involving Austria, Hungary and Czechoslovakia, the other from Robert 
Coulondre, political director of the Quai d’Orsay, and René Massigli, France’s dip-
lomatic representative at Geneva, for a scheme involving the five principal coun-
tries of the Danube.155 Berthelot’s tripartite scheme was simpler and potentially 
more satisfactory from an economic standpoint. But Benes of Czechoslovakia 
absolutely refused to participate without his Little Entente partners, Roumania 
and Yugoslavia.156 Rather than dividing the Little Entente, Tardieu, now foreign 
minister as well as premier, opted for Coulondre and Massigli’s five-country alter-
native. The proposal contained two elements: the exchange of preferential duties 
among the Danube countries, and the grant by Germany, Italy and France of uni-
lateral preferences on certain commodities from the Danube countries. Tardieu 
circulated a summary to Britain, Germany and Italy on 4 March.157

French statesmen did not underestimate the obstacles in the way of a regional 
solution. Washington, a spokesman warned, would oppose any tariff preferences 
except as the first step towards a complete customs union in the Danube.158 The 
German government, claiming to uphold the most-favoured-nation principle, 
similarly objected to regional preferences, despite having recently negotiated 
bilateral trade preferences with Roumania and Hungary.159 To discourage support 
for the French proposal, it now offered Austria bilateral preferences as well.160 

The Fascist government in Italy hesitated before showing its hand, and initially 
Paris was unsure of its intentions. For ten years Italy had resisted all regional 
approaches to the economic problem of the Danube.161 Yet it had lined up with 
France the previous year to stop Austria falling under German domination 
through the customs union scheme, and French statesmen were cautiously hope-
ful that it would do so again in the present crisis.162 Italy, however, soon betrayed 
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its intention to oppose the French plan which threatened to exclude Italy from 
economic opportunities and political influence in the region. Like Germany, it 
sought to draw support away from a regional arrangement by negotiating scarcely 
disguised bilateral preferences with Austria and Hungary.163

Within the Danube region itself opposition existed to the French scheme. 
Pan-Germanists in Austria’s two main political parties, the Christian Social and 
Socialist Parties, combined within the National Economic Bloc under the slo-
gan ‘Nothing against Germany, nothing without Germany’ and demanded that 
Buresch keep clear of any regional scheme.164 In Hungary, the nationalists opposed 
cooperation with Czechoslovakia and Roumania until the Treaty of Trianon was 
radically revised. Even in Czechoslovakia, France’s closest collaborator, Benes 
faced opposition from industrial interests who feared the effect of preferential 
arrangements with Austria and from agricultural interests who feared the conse-
quences of preferential arrangements with their cereal-producing neighbours.165

French statesmen nevertheless received encouragement from two unexpected 
quarters. One was Austria, where Herr Hornbostel, deputy political director of the 
Foreign Ministry, approached a member of the French legation with a personal 
appeal to proceed with the five-country scheme and not to be put off by the 
opposition in his own country or elsewhere. Austria’s pan-German movement 
shouted louder than other groups, Hornbostel claimed, but the silent majority 
preferred a ‘Western’ liberal course of action to absorption in an ‘Eastern’, author-
itarian, German-dominated Europe. Count Clauzel, the minister in Vienna, 
advised colleagues in Paris to take careful note of this claim. Hornbostel, he 
observed, was one of the ablest members of the Austrian diplomatic establish-
ment, and he would scarcely have spoken so frankly without the knowledge and 
approval of Chancellor Buresch. Indeed, the language he used bore a close resem-
blance to passages in Buresch’s recent speeches. Clauzel found it encouraging that 
Czechoslovakia and Hungary, on bad terms since the war, seemed at last on the 
point of signing a trade agreement. He could also report that, according to the 
Czech minister in Vienna, Monsignor Seipel, the Austrian Christian Social leader 
and advocate of a revived Habsburg monarchy, similarly hoped that France would 
support ‘a Danubian union’.166

No less encouraging was Britain’s sudden interest in the region. Since the slump 
began, Britain’s concern seemed to have been restricted to the plight of Austria, 
the one Germanic country in this largely Slavic area, which had enjoyed the bulk 
of British financial credits outside of Germany itself. Yet in mid-February 1932, 
Simon volunteered to Benes that the only solution to Austria’s plight seemed to 
be a regional customs union. When Benes observed that a customs union was 
out of the question and the most they could hope for were preferential tariff 
arrangements, Simon seemed unphased. The Board of Trade would object, as it 
did to every initiative that threatened to discriminate against British trade, but he 
indicated that the government might nevertheless accept preferences on a strictly 
limited basis. Britain, it seemed, had been driven into the French camp from fear 
that its huge financial commitments in Central Europe might be lost without a 
broad recovery plan.167 Simon appeared to confirm this when he invited German, 
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Italian and French foreign ministers to London on 6 April to consider economic 
help for the Danube region.168

Tardieu had been looking for just such an opportunity to work with Britain 
since forming his government on 21 February. Having affirmed the importance 
of close Franco-British relations in his ministerial declaration, he had instigated 
an informal approach by Ambassador de Fleuriau to Vansittart of the Foreign 
Office, and an inspired piece in Le Temps on the necessity of the Entente for the 
future of Europe, which attracted notice in London.169 Despite Simon’s encourag-
ing signals, however, the British government remained unprepared to support a 
constructive plan for the Danube region. For four months it had been preoccu-
pied with the tariff question and plans for the forthcoming Imperial conference 
at Ottawa. At considerable cost to the unity of the government, Conservative 
ministers had prevailed upon their Liberal and Labour colleagues to accept a 
10 per cent ‘revenue’ tariff, with preferences to the Dominions to be settled at 
Ottawa. Ninety years of free trade had thus been set aside to pursue the dream 
of a united Empire. In Stanley Baldwin’s words, it was ‘veritably ... the parting of 
the ways’, when, they hoped, the Empire would join Britain in an economic bloc 
of unprecedented scope and potential.170 Ministers thus had turned away from 
any possibility of Continental commitments, and their outlook was further influ-
enced by a spate of differences with France. One arose over disarmament, another 
over the reparations issue. A third was due to the spread of the Colorado beetle in 
France and Britain’s decision to tighten import restrictions in response to it.171 A 
fourth derived from increases in French trade restrictions.

Having consolidated 75 per cent of its import duties in various commercial 
treaties before the slump began, France had few means of addressing its trade 
deficit, which rapidly worsened after Britain abandoned the gold standard in 
September 1931. France resorted to quotas, a practice deplored by the Board of 
Trade, which regarded all quantitative trade controls as inherently arbitrary and 
open to abuse.172 More provocatively, France also introduced a 15 per cent sur-
tax on imports from former gold standard countries with depreciated curren-
cies. French ministers claimed this merely levelled the playing field and was not 
discriminatory since it applied to all countries with recently depreciated curren-
cies. Canada had introduced a similar tax. But the Board of Trade, which had 
long treated the most-favoured-nation principle as the sine qua non of multilateral 
trade, secured Cabinet approval for retaliation if France did not remove the sur-
tax.173 Only with difficulty did the Foreign Office stop the dispute from escalat-
ing into a trade war.174

The result was that British ministers paid little attention to the crisis in the 
Danube region, which seemed more remote to them than ever. Simon reported 
to colleagues that France was extremely anxious for British support for their 
Danube scheme and suggested he should do something to ‘humour French sus-
ceptibilities’. He did not propose a positive contribution, merely agreement to 
forgo the most-favoured-nation principle on a very limited number of goods, 
mostly agricultural, to enable other countries to grant preferences. This would 
have no practical effect on British producers, and would serve the country’s 
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interests since in the long run Britain would benefit more by averting the col-
lapse of the region and facilitating its recovery than by rigidly insisting upon the 
most-favoured-nation principle. The Cabinet after a brief discussion acquiesced 
and moved on to other business.175

In Paris, ministers and officials carefully reviewed their tactics in anticipation of 
the London four-power conference. They were hopeful that preferential arrange-
ments would eventually enable the Danube countries to find their feet. But since 
Roumania, Hungary and Yugoslavia would continue to produce a substantial 
surplus of cereals, they were certain to turn to Germany, the largest potential 
market for their surpluses. This created the danger that if Germany were left to 
extend reciprocal tariff concessions, it would soon dominate the region. France 
was no longer in a position to guarantee large-scale loans on its own, Flandin, 
the minister of finance, pointed out. Nor on its own was France likely to per-
suade Germany to grant unilateral preferences to the Danube countries or permit 
them to exchange preferences with one another, especially as this would favour 
Czechoslovakia. Britain’s help thus seemed essential, if the region was not to col-
lapse or fall under German domination.176 Since British banks had huge commit-
ments in the region, Tardieu believed that Britain would be bound to support a 
constructive plan.177 He therefore insisted upon visiting London for private con-
versations with British ministers before the four-power conference began. Joseph 
Avenol, deputy secretary-general of the League of Nations, warned him that he 
must persuade the British that the French plan was not directed against Germany 
or intended to serve merely French interests, but was a contribution to the general 
pacification of the area.178 Tyrrell, through an intermediary, advised Tardieu to 
concentrate on convincing MacDonald. ‘Never lose sight of MacDonald’s van-
ity’, Tyrrell allegedly said. He might fall in with the French plan, if he could be 
persuaded that through his efforts the Franco-British Entente had spread peace 
through Europe.179

Tardieu, speaking privately with MacDonald on the evening of 3 April, 
emphasized the essential role of Britain and France in surmounting the crisis 
in Central Europe and the importance he attached to reviving the Entente.180 
Joined by Flandin, he spent the following day in conversations with MacDonald, 
Chamberlain, Simon and Runciman, setting out the case for joint action in the 
Danube region. The situation there, he said, was

in some ways almost as grave as the situation of 20 years ago. Were the coun-
tries which were in a position to do so ready to make some sacrifice to prevent 
a general collapse of Central Europe? It was in that part of Europe where nearly 
all European troubles originated.181

British ministers, however, refused to accept that their national interests 
were at stake. They were prepared to tolerate trade preferences, so long as they 
were limited to cereals and had no adverse effect on British producers. But they 
would grant no preferences of their own.182 Nor would they consider participa-
tion in short-term loans, as Tardieu proposed. Britain, they claimed, had already
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lent far more to the region than France: £80.5 million as opposed to only 
£51.4 million by France.183 Hence, in Chamberlain’s words, ‘If new financial help 
was to be given, was it not the turn of somebody else to come forward?’ Flandin 
countered with the claim that since the slump began France had lent in excess of 
2.45 billion francs (£29 million) to the countries in the region, which far exceeded 
loans from other countries.184

British ministers were unimpressed. As Chamberlain pointed out, Britain did not 
guarantee loans even to the Dominions. Indeed, since the sterling crisis in 1931, 
the London market had been closed to all overseas borrowers, and his colleagues 
did not intend to create trouble for themselves by reopening it for the Danube 
countries when they would be negotiating with the Dominions at Ottawa in a 
few months time.185 Chamberlain therefore suggested that, rather than throwing 
good money after bad, the Danube countries should abandon the gold standard 
and devalue their currencies.186 French ministers had anticipated this proposal, 
but decided against it on the grounds that devaluation would do nothing to ease 
the Danube countries’ burden of debt, nearly all of which was external, and would 
only further undermine confidence in their economic management.187 Flandin, to 
appease his British hosts, agreed not to rule it out. But nothing he or Tardieu said 
could overcome British opposition to joint financial action.

French ministers faced even greater disappointment at the four-power 
 conference. Flandin, who set out the French plan, met immediate objections 
from Bülow, representing Germany, and Dino Grandi, the Italian foreign min-
ister. The latter pointed out that traditionally 10 per cent of Italian exports and 
10–15 per cent of German exports went to the Danube region, and that together 
Germany and Italy exported at least four times as much to the region as Britain 
and France: in 1930, roughly £80 million versus £18 million. The French plan 
would therefore hurt them twice over, by the internal tariff preferences that 
Czechoslovakia would exploit at their expense, and by the unilateral preferences 
they were expected to grant to the region. Nor would they listen to Flandin’s claim 
that all the powers would suffer from the collapse of the region and all would 
benefit from its recovery. So negative were Bülow and Grandi that Chamberlain 
found himself defending the French proposal for preferences. But as the British 
policy was essentially one of ‘wait-and-see’, the conference adjourned after two 
days of fruitless wrangling.188

The following month, a committee of Treasury experts appointed by the four-
power conference met to consider the French proposal for a monetary fund to 
help the Danube countries keep their currencies from collapsing. The British 
expert held that no further financial help should be extended to the region. If 
help was required, it should come from the central banks, not governments. But 
in any case he disagreed with the French expert on the need for fixed exchange 
rates: the Danube countries should be encouraged to leave the gold standard and 
allow their currencies to find their equilibrium rate. The German and Italian 
experts present agreed that help should be left to the central banks.189

This was not the end of the matter. At the Lausanne conference the French del-
egation insisted upon raising the Danube economic crisis and secured a resolution 
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calling upon the Committee of Enquiry for European Union (CEUE) to draft pro-
posals for consideration by the Thirteenth Assembly of the League of Nations in 
September.190 The prospects however were dim.

The Treasury, now in charge of British policy, took the view that the problems 
facing the Danube region were the same ones afflicting the whole world. Until the 
general problems were addressed, any assistance to the region was simply throwing 
good money after bad. In any case, British ministers as well as Treasury officials 
believed that the proposed assistance would almost certainly be counter-productive. 
Stoppani and colleagues in the League Economic Section were promoting bilateral 
preferences as the thin end of the wedge for a ‘United States of Europe’. Ministers 
especially disliked this challenge on the eve of the Imperial economic conference 
at Ottawa. Besides, they believed there was a solution of sorts to the Danube crisis. 
Since Germany was the region’s largest market, it seemed natural and desirable 
that Germany should increase its economic interest in the region.191 With Papen 
in the chancellor’s office in Berlin and Hitler waiting in the wings, French states-
men were desperate to forestall this outcome. But to Chamberlain, Runciman and 
Simon along with their Treasury advisers, the prospect of Germany’s domination 
seemed a matter of almost complete indifference.192

7.4.2 The Ouchy Convention

The second of the four major regional initiatives in 1932 began on 20 June when 
representatives of Belgium, the Netherlands and Luxembourg met at Ouchy, a sub-
urb of Lausanne, and initialled an agreement to form the nucleus of a low-tariff 
area. The three countries had been among the six that participated in the adop-
tion of the Oslo convention in December 1930, and Fernand Vanlangenhove, 
head of the Belgian Foreign Ministry who originated the Ouchy convention, had 
hoped that all six countries would participate in it as well.193 Ministers of the six 
met on 3–4 February 1932 in Oslo and again on 14–16 April in Copenhagen. The 
three Scandinavian representatives, however, were unwilling to join a preferential 
arrangement at this time. Their economies depended crucially upon foreign trade, 
and they placed a high value on maintaining the most-favoured-nation  principle. 
But they were mainly concerned to avoid antagonizing Britain, their most impor-
tant customer, and particularly when the future of British trade policy was about to 
be decided. The Dutch, Belgians and Luxembourgois were scarcely less mindful of 
Britain’s importance. Their view, however, was that agreement on a low-tariff area 
before the Ottawa conference convened might encourage Britain to resist demands 
from the Dominions for preferences based upon higher external protection.194 
On 1 June, they circulated their ‘draft agreement for an international convention 
intended to bring about an increasing reduction in the customs tariffs at present 
hindering the freedom of trade in Europe’. The plan called upon participating 
countries:

 i.  to refrain from introducing new or increased duties on imports from 
other participating countries or third countries, except in exceptional 
circumstances;
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 ii.  to aim to reduce import duties by 10 per cent yearly until they reached 
8 per cent of the value of industrial products, 4 per cent of the value of 
semi-manufactured goods and 0 per cent of the value of raw materials;

iii.  to uphold the most-favoured-nation principle vis-à-vis the other participat-
ing countries;

 iv.  to unify their customs nomenclature;
 v.  to remain committed for an initial 5-year period;
 vi.  to invite other states to join on an equal basis and extend the benefits of 

the agreement to all countries – such as Britain – that were prepared to 
abide by its provisions without actually joining.195

The Norwegian government affirmed its support in principle for the conven-
tion, but was not prepared to act in advance of the other two Scandinavian coun-
tries. The Benelux countries therefore proceeded on their own to initial it.

News of the Ouchy convention was seized upon by liberals in Britain as a way 
out of the crisis. For two years Sir Walter Layton, editor of the Economist and the 
News Chronicle, and British member of the World Economic Conference prepara-
tory committee, had actively favoured a multilateral trade agreement in Europe.196 
Indeed, Layton’s journals along with the Manchester Guardian had already begun 
campaigning for an open-ended low-tariff area on the principles recommended 
in 1929 by the League of Nations.197 Along with the Statist, they now declared 
the Ouchy convention ‘much the best news for a very long time’, and urged the 
British government to adopt the convention rather than retreat into Imperial 
protectionism, as it threatened to do.

By becoming a party to this plan for the gradual elimination of tariff barriers, 
they will do more than any other one act could possibly do to end the paralysis 
which, as they admit themselves, is strangling the life out of Europe.198

Lloyd George welcomed the Benelux initiative in similar terms.199 British indus-
try initially seemed largely unaware of the opportunity, but in mid-summer the FBI 
expressed support for exceptions to most-favoured-nation treatment for regional 
associations.200 Speaking for economic liberals more generally, the council of the 
International Chamber of Commerce in Paris urged all countries to sign up.201 By 
now it was clear that, since signatories of the convention and most of its potential 
members placed an extremely high value upon friendly relations with Britain for 
both political and economic reasons, its fate rested with the British government.

For three years, Britain, France and other liberal countries had sought some 
means of overcoming the dilemma created by the United States, which demanded 
its right to most-favoured-nation treatment whenever one foreign country 
granted a trade concession to another, while raising its own massive tariff wall 
ever higher. The Ouchy convention presented a uniquely promising solution. The 
three Benelux signatories constituted only 4 per cent of world trade (in 1929), 
but with the participation of the three Scandinavian countries that figure rose 
to 7.6 per cent, and with Britain’s participation to nearly 21 per cent. And if they 
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became involved, many other countries were also sure to join.202 In fact, Britain 
needed only endorse the convention without actually signing it, for its authors 
would almost certainly have extended its benefits to Britain, so long as it main-
tained a low-tariff regime.

The Ouchy convention in theory threatened to open the floodgates to prefer-
ences, and hence discrimination, throughout the world. French authorities feared 
this eventuality, and also worried about the loss of trade from the expansion of 
the convention.203 But the League of Nations had anticipated this danger by pro-
posing that countries introduce an exception to their bilateral most- favoured-
nation commitments only for open-ended, liberal trade agreements like the 
Ouchy convention. If most important trading countries joined it, the risk to the 
most-favoured-nation principle would be small. Besides, Britain held the whip 
hand with most countries on account of the fact that it possessed the largest 
import market in the world and the largest trade deficit. The United States was 
likely to demand most-favoured-nation rights from the convention signatories 
while refusing to share in the tariff reductions. But Britain was America’s largest 
export market and bought far more from the United States than it sold. Indeed, 
for the nine months January–September 1929, just before the slump began, the 
visible trade balance was four to one in favour of the United States (£140.7 mil-
lion exports to £34.7 million imports); and in the first nine months of 1931 
it was over five to one in favour of the United States (£74 million exports to 
£13 million imports).204

But of course Britain was not prepared to side with Europe if it annoyed the 
Dominions or the United States. Throughout the spring of 1932, British min-
isters had their eyes fixed on the Ottawa conference and regarded the Ouchy 
convention as merely an embarrassment. At the Lausanne conference, the 
Dutch and Belgian delegations announced they had initialled the convention 
and requested that it should be regarded as a ‘regional’ exception to the most-
favoured-nation principle, like the special trade relations that were tolerated 
between the Baltic and the Iberian states. A British representative, ignoring the 
open-ended character of the Ouchy convention, firmly rejected the request. 
Geographical propinquity was not sufficient: a ‘community of historical or eco-
nomic interest’ must also exist to warrant an exception. Otherwise, an excep-
tion could be demanded for trade preferences between France and Germany 
or France and Spain or Italy; in any case, nothing in their treaties with third 
countries provided for such an exception.205

The Benelux countries proceeded to sign the convention on 18 July.206 Shortly 
afterwards at Ottawa the British delegation agreed to substantial preferences 
for Dominions goods within Britain’s new tariff and quotas. After Ottawa, 
 nevertheless, Britain formally condemned the Ouchy convention and warned 
that if the Netherlands and the Belgium-Luxembourg union chose to proceed 
with it, Britain must demand all the concessions exchanged without conceding 
anything in return.207 For several months the Benelux countries held out, but 
with their economies in decline and domestic producers demanding greater pro-
tection, they abandoned the convention without attempting to implement it. 
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In December, the broader Oslo group of countries, awaiting developments on 
the Ouchy convention before deciding how to proceed, set aside plans for a fur-
ther conference.208 Britain thus passed up, indeed doomed, the most promising 
initiative on international trade since the slump began, to pursue a distinctly 
unpromising and dangerous alternative with the Dominions.

7.4.3 The British Imperial conference at Ottawa

In October 1930, at the Imperial conference in London, the Dominions had pres-
sured British representatives to concede tariff preferences. They got nowhere in 
face of Philip Snowden and other free traders in the Labour government, who 
would only agreed to meet again the following year at Ottawa to address the trade 
question. The conference was postponed until 1932 on account of the financial 
crisis, and meanwhile the crisis led to a general election in Britain which resulted 
in the formation of a National government. The Conservatives, who comprised 
much the largest element in the government’s parliamentary ranks, were now 
firmly committed to protectionism. Nevertheless, they proceeded cautiously to 
carry the National Liberal and Labour elements with them. Accordingly, as a first 
step, they secured their approval for emergency trade restrictions. Then, with 
one foot in the door, they secured agreement to institute a Cabinet enquiry into 
the balance of payments deficit. This, they anticipated, would force the issue of 
protection by recommending a modest general tariff.209

The long anticipated political crisis began on 18 January 1932, when the Cabinet 
committee, chaired by Chamberlain, held its final meeting. By a majority of seven 
to two, with Snowden, now lord privy seal, and Herbert Samuel, the National 
Liberal home secretary, dissenting, the committee adopted Chamberlain’s 
proposal for a 10 per cent ‘revenue’ tariff. Snowden and Samuel threatened to 
resign from the government rather than accept the abandonment of free trade. 
MacDonald, Baldwin and Chamberlain as well as Walter Runciman, president of 
the Board of Trade and a leading Liberal, sought to dissuade them by pointing 
to the many important tasks still facing the government and appealing to their 
patriotism. With the future of sterling still in the balance, they urged that this 
was no time to abandon the National government.210 To sweeten the protectionist 
pill, they encouraged hope that a modest tariff in Britain would actually serve to 
liberalize international trade. The government would accompany the tariff with 
an Import Duties Advisory Council (IDAC) empowered to raise or lower duties. 
By holding out the possibility of improved access to the British market, the tariff 
could substantially reduce protectionism abroad, and might even facilitate the 
establishment of a broad low-tariff area in Europe and beyond. In Chamberlain’s 
words,

The idea of a flat-rate low level tariff, subject to a number of exceptions, is in 
line with the policy of those countries on the Continent which are nearest to 
the Free Trade position. Is there not here an opportunity of beginning an asso-
ciation which, with the aid of a common policy on currency, may presently 
give the United Kingdom a preponderating influence in directing Europe as a 
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whole back to sounder methods? [At the same time it would provide a lever for] 
forcing industry to set its house in order.211

Neither Snowden nor Samuel fully believed Chamberlain’s claims, but on 
23 January, they accepted a compromise whereby they remained in the Cabinet 
while openly dissenting from the introduction of the tariff. Chamberlain, announc-
ing the government’s decision on 4 February to a packed House of Commons, 
spoke in deliberately moderate language but recalled his father’s struggle for tariff 
reform 30 years earlier.212 Once Parliamentary approval was obtained, the IDAC 
was appointed. Without waiting for negotiations on tariff concessions elsewhere, 
it hastened to fix rates on most manufactured imports at 20 per cent and rates 
on most other goods between 20 and 33 1/3 per cent. Exception was made for 
imports from the colonies and dependent territories, which entered Britain free 
of duties, and temporarily also for imports from the Dominions, pending the 
outcome of the Ottawa conference in the summer.

For over a hundred years, Britain had been the linchpin of the global trading 
system. Far and away the world’s largest importer, it was still the world’s second 
largest exporter in 1932, after the United States, and its huge deficit on visible 
trade, covered more or less by invisible earnings from banking, finance, insur-
ance, shipping and other services, enabled the countries that enjoyed trade sur-
pluses with Britain to pay for foreign goods and services. Despite a piecemeal 
retreat from free trade since the Great War, Britain still enjoyed wide respect for 
its defence of liberal, non-discriminatory trade. The spectre of Britain erecting a 
tariff barrier against foreign imports while favouring the Dominions with pref-
erential access to its market thus created acute distress elsewhere. In Britain, too, 
the departure from free trade gave rise to strong reservations in business as well 
as political circles.

Leading City bankers and financiers had come out in favour of trade pro-
tection in 1930, when it was a matter of saving the pound from collapse. But 
after Britain had abandoned the gold standard and sterling had depreciated 
25 per cent, they saw no further justification for trade protection. Governor 
Norman privately deprecated plans for ‘artificial’ Empire trade preferences.213 Sir 
William Goodenough, chairman of Barclays Bank, probably spoke for most City 
bankers when he appealed for the trend towards economic nationalism to be 
reversed in Britain as well as abroad.214 As for Ottawa and the introduction of 
Imperial protectionism, one perceptive City broker reported that ‘The comment 
most frequently heard [in the City] is that it is to be hoped that no trade agree-
ments, entered into with the Dominions, will prevent similar arrangements with 
other countries.’215 The City, whose interests were global, did not wish to see 
Britain retreat into Imperial protectionism.

Outside the City, farmers, landowners, merchants and industrialists continued 
to favour an active Imperial economic policy. Yet by the spring of 1932, their 
attention was turning from trade policy to monetary and exchange rate policy. 
Now that the gold standard was gone, interest rates were coming down and the 
long downward trend of price levels appeared likely to end, the exchange of trade 
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preferences with the Dominions seemed very small beer indeed. On 13 January 
1932, the council of the federation of Chambers of Commerce of the British Empire 
adopted a motion calling for a uniform Imperial monetary system, with the issu-
ing banks of the Empire coordinating their discount policies,  maintaining stable 
exchange rates among themselves and aiming to reverse the decline in commod-
ity prices.216 The very next day, the grand council of the FBI issued a statement 
affirming the need for ‘Imperial Monetary Co-operation’, directed towards the 
same end.

The Government should direct its immediate efforts to building up a British 
system based primarily on the Empire, on such other countries as desire to 
come into the system related to sterling ... and in due course form the nucleus 
of a new world financial system.217

Sir Basil Blackett, a director of the Bank of England who was working behind 
the scenes with the FBI,218 repeated the call shortly afterwards in a public lec-
ture. Britain, he said, needed a global monetary system on account of its global 
commercial and financial interests. Unfortunately, the gold standard had been 
‘mismanaged’, and would remain unacceptable until the leading creditor powers 
agreed upon reforms. There was nevertheless a ‘half-way house’ back to a global 
system. ‘What I have called the sterling area is sufficiently large and diversified to 
enable it to be to a very large extent self-sufficient.’219

Reginald McKenna’s long-awaited speech at the annual general meeting of the 
Midland Bank on 29 January echoed Blackett’s advice. What was needed, McKenna 
affirmed, was active reflation without worrying over-much about the exchanges. 
‘Deliberate, skilled and resolute monetary management, with or without gold, is a 
sine qua non of steady economic progress.’220 J. M. Keynes took up the cry, and by 
the summer authorities such as Sir Robert Horne, the former Conservative chan-
cellor, A. A. Paton, chairman of Martins Bank, Sir William Dampier, Sir Edward 
Grigg, Leo Amery, Robert Boothby and Sir Josiah Stamp had all affirmed that the 
Ottawa conference should be used to mobilize Empire support for coordinated 
monetary reflation, and that the sterling area thus created should become the 
nucleus of a wider area of exchange stability, investment and economic growth.221 
As the journal of the London Chamber of Commerce observed in May,

Since our last issue there has been a remarkable awakening in this country to 
the fact that monetary policy is of the first importance in the present circum-
stances, and that Ottawa must result in disappointment and disillusionment 
unless an understanding on this all important question is reached there.222

Within the Cabinet, Conservative ministers betrayed increasing unease at the 
course they had embarked upon. Having succeeded in introducing a general tar-
iff, they talked of the forthcoming Ottawa conference as a unique opportunity 
for Britain to unite the Empire by means of mutual tariff reductions. Yet they 
could not fail to notice that the Dominions governments were signalling their 
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intention to make large demands for monetary cooperation and renewed access 
to the London capital market, while favouring British exports only through 
increases in duties against goods from foreign countries.223 They also became 
aware that British farmers and landowners were intensely uneasy at the pros-
pect of large-scale  preferences for Dominions imports,224 and that even British 
industrialists, ostensibly the main beneficiaries of Imperial protectionism, were 
frightened that Ottawa would close them off from the larger world market outside 
the Empire.225

Chamberlain responded to mounting public pressure by expressing his deter-
mination to ensure that Ottawa contributed to commodity price reflation. But 
he indicated that he expected this to come from the combination of tariff pro-
tection, a floating exchange rate and cheap and abundant money rather than 
more radical means such as the adoption of bimetallism, the creation of an 
Empire currency, or a deliberately reflationary policy undertaken in coordination 
with the Dominions.226 Knowing little about monetary policy, he relied upon 
advice from Norman and his own Treasury advisers. Predictably they empha-
sized Britain’s global interests and condemned reflation, which they equated with 
inflation, as ‘a deliberate robbery of our creditors’.227 They preferred a wait-and-
see  policy, anticipating that sooner or later the principal gold standard countries 
would agree to a modus vivendi. This increased the likelihood of confrontation at 
Ottawa between the Dominions, impatient for coordinated reflation, and a non-
committal Britain.

By now, Conservative leaders doubted that there was any economic benefit to be 
gained from Ottawa. As Chamberlain admitted, ‘I am not looking forward to an 
enjoyable visit [to Ottawa] for there will be many difficulties and they tell me it 
will be sweltering hot.’228 But it was too late to turn back. He and his Conservative 
colleagues therefore soldiered on, anticipating trouble with the Dominions and 
sustained largely by fear of failure rather than any rational calculation of national 
advantage. The spectre before them was that if they did nothing to organize the 
Empire economically, Canada and eventually the Antipodean Dominions and other 
territories would drift into the orbit of the United States or another large power. There 
was thus ‘no time to be lost’, as Chamberlain put it, especially as agreement with the 
Dominions would demonstrate that Britain had not declined as a world power.229

For ten years Britain had endured heavy unemployment in its staple export 
industries, which evoked unfavourable comparison with France, the United 
States and other countries. This had been intensely frustrating to British observ-
ers who persuaded themselves that Britain alone had upheld the global system, 
playing by the rules on trade and monetary policy and supporting disarmament 
and European pacification while the other powers evaded their responsibilities. 
Now that the gold standard was gone and sterling had not collapsed, the mood 
of crisis in Britain had given way to cautious optimism. Meanwhile the coun-
tries that had done well in the 1920s were sinking ever deeper into depression. 
Chamberlain betrayed the sense of wounded pride when he wrote of ‘[t]hese for-
eigners ... tumbling over one another to make themselves agreeable to us’, now 
that Britain had armed itself with a general tariff and was preparing to negotiate 
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with the Dominions.230 Confronting them as head of a more united Empire was 
another incentive for him to proceed with the Conference.

Tory attitudes towards the United States were more ambivalent. On the one 
hand they resented Washington’s policies on disarmament, war debts and repara-
tions and the crisis in East Asia, which posed serious dilemmas for Britain. On 
the other hand they were shocked by the depth of the depression in America. 
For ten years they had looked in vain to Washington for signs of Anglo-Saxon 
solidarity. Now, in the spring of 1932, Lindsay, the ambassador in Washington, 
predicted bread riots and perhaps a more general breakdown of civil order.231 In 
June, D’Arcy Osborne, the chargé d’affaires at the embassy, described America in 
a state of systemic crisis:

The national spirit is moribund, and where it still lives it is inarticulate and 
helpless. There is a striking absence of social or civic responsibility. The national 
institutions are in equal disrepute and decadence. ... Justice is a by-word for 
corruption and the law a common prostitute. Human life and property are 
less respected and less protected than in any other community of the white 
race. There are no trusted leaders or counsellors in politics, finance or indus-
try. Banking is discredited and industry paralysed. There are over 10 million 
unemployed. The buoyancy of the American temperament is submerged in a 
mood of apathetic despair and paralytic defeatism. The country is not far from 
spiritual, moral and political defeatism as well as financial bankruptcy.

Osborne believed that the current state of affairs was linked to the rise of a 
business oligarchy which, unchecked by President Wilson and his Republican 
successors, had resulted in hot-house growth, overproduction, boom and bust, 
and the abandonment of higher ideals for crude materialism. But more important 
than overproduction or economic slump was the decline of America’s racial elite, 
which he defined as the underlying cause of its crisis.

There is no American race. ... The melting pot long ago ceased to function. The 
Anglo-Saxon race is stationary. The negro race is rapidly increasing. There are 
undigested and apparently indigestible local aggregations of every variety of 
European, Asiatic and Africa stock. ... History offers little guidance to an opin-
ion on the racial development of the country.

The United States, he explained, had had the opportunity of ‘grafting a new 
branch of civilisation onto the old European stock’ in a new land with magnifi-
cent resources, and it had abjectly failed.

The excuse of youth is generally advanced by the American Anglo-Saxon, and 
is probably inspired by a subconscious but repressed realisation that America is 
no longer an Anglo-Saxon country, i.e. by a consciousness of failure to preserve 
the hegemony and ideals of the Anglo-Saxon race. And it is undeniable that 
the Anglo-Saxon race in America, the original ruling class, is losing control, 
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is being outbred by more prolific, but less developed, racial elements, and is 
going to the wall.232

Osborne’s belief that America’s Anglo-Saxon governing élite had tolerated too 
many immigrants of inferior race and had lost its nerve was a long-held view in 
Britain as well as France and the United States itself.233 This perhaps explains 
why senior Foreign Office colleagues praised his report and the foreign secre-
tary instructed that it should be circulated to all the principal missions abroad. 
None of the officials, however, betrayed more than a hint of Schadenfreude at 
America’s plight. Nor did they lose hope that under more vigorous leadership 
the United States would eventually regain order and prosperity. But aside from 
MacDonald, Keynes, Churchill and a handful of others, British observers in 1932 
saw little to hope for from across the Atlantic. America’s crisis left them feeling 
that, for now at least, they had no alternative but to fall back on their kith and 
kin within the Empire.

The Imperial Economic Conference opened in Ottawa on 21 July and lasted 
a month, but to British delegates it doubtless seemed like a lifetime. They had 
agreed beforehand to extend imperial preferences by means of tariff reductions 
among participating countries, to avoid quantitative trade controls so far as possi-
ble and to avoid the subject of an Empire monetary policy. But as they feared, the 
Dominions and Indian delegates arrived with other ideas. None of them had any 
intention of permitting British exports unrestricted access to their markets, fear-
ing that this would destroy their industrial base. Accordingly, they offered free 
entry only for a limited range of British goods, and for the most part they granted 
concessions only by increasing duties on goods from third countries. In return, 
they demanded a guaranteed share of the British market, expecting Britain to 
introduce quota arrangements favourable to them, which would reduce if not 
completely exclude imports from Soviet Russia, Argentina, Denmark and other 
foreign competitors. India, Australia, New Zealand and Canada also vigorously 
demanded closer monetary cooperation.234

Dominions’ demands almost immediately threw the conference into crisis. The 
Canadians were especially insistent that Britain should drastically curtail cereal 
and timber imports from Soviet Russia. This annoyed the British delegation not 
only because of the modest concessions Canada was prepared to offer Britain 
in return,235 but also because they had belatedly learned that trade with Soviet 
Russia provided employment for at least 20,000 in Britain.236 What had seemed 
a modest concession to Canada a few months earlier was thus regarded with 
grave misgivings even in Conservative parliamentary circles.237 R. B. Bennett, the 
Canadian prime minister, however, was extremely exigent, alternately wheedling, 
bullying and threatening to turn to the United States for markets if Britain did 
not curb Russian imports. Reluctantly the British delegation gave way. Similarly 
with Australia and New Zealand, their demands for a secure market for meat 
exports were scarcely matched by comparable concessions on British manufac-
tured exports. The British delegation, knowing how unpopular a tax on foreign 
meat would be at home, held out. But when the Dominions delegations spoke 
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of abandoning the conference, they gave way and agreed to a quota scheme for 
regulating meat imports which favoured the Dominions.238 Socially regressive 
and politically unpopular, the scheme was also protective and went against Board 
of Trade policy of discouraging quantitative trade controls.239

Monetary policy proved rather less controversial than seemed possible at the 
start of the conference. Sir George Schuster, financial secretary to the Indian 
government, assisted by Sir Henry Strakosch, repeatedly called for coordinated 
price reflation through open market operations.240 This received support from 
the industrial and labour representatives attending the conference at the invita-
tion of the British government.241 But they and the Dominions delegates betrayed 
uncertainty as to appropriate monetary action, and Chamberlain, Britain’s chief 
negotiator at the conference, persuaded them to accept an anodyne statement 
affirming the need for international – not merely imperial – measures to raise 
prices, while warning of the dangers of inflation through ‘rash experiments in 
currency policy’.242

The British delegation returned to London on 26 August in a thoroughly chas-
tened mood.243 In face of intense criticism from Snowden and Samuel, leaders of 
the free trade group in the Cabinet, they defended the outcome of the confer-
ence as essential to save the Empire from certain disintegration. Chamberlain 
acknowledged that he was

Struck ... how thin the bonds of Empire had worn, and the growth of national-
ism in the Dominions. He did not think the bonds could have survived but 
for this Conference, which had strengthened the sense of belonging to a great 
Commonwealth and of the advantages to be derived therefrom.244

Baldwin, who publicly claimed that the conference had been a success on 
economic grounds,245 privately made the issue of Empire unity his main line of 
argument when he appealed unsuccessfully to the free traders to remain in the 
government:

[The British delegation] believed ... that they had removed the imminent dan-
ger of the absorption of Canada into the economic orbit of the United States of 
America, with all the serious consequences entailed thereby, such as the  closing 
of Canada to British trade and ultimately to British immigrants. Instead, pref-
erential advantages to our traders had been gained in the Canadian market, 
which, until recently, had been regarded as an impossibility. This was a great 
advantage to the United Kingdom. He believed also that the fiscal co-operation 
of the Empire had been achieved at the last moment at which this was possible. 
Had the Conference failed, the various units of the Empire would have drifted 
apart and it would have been too late to re-assemble them.246

In view of the trend towards greater Dominions and Indian independence, min-
isters had every reason to feel a sense of urgency. Nevertheless, they were aware 
that Ottawa scarcely contributed to economic recovery. Besides Canada, India
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had conceded preferences on British goods for the first time, but it had made 
no concessions on cotton textiles, by far the largest item of British export. For 
the most part, the concessions negotiated at Ottawa had been on foodstuffs and 
raw materials, which traded at world prices, and were therefore of little value to 
the Dominions and none to Britain. They promised merely to divert trade from 
foreign countries rather than stimulating additional trade, and since they were 
generally accompanied by higher external duties, the aggregate effect was almost 
certainly to reduce world trade.

The international ramifications were scarcely reassuring. British officials did 
not worry greatly about retaliation from foreign countries adversely affected by 
the Ottawa agreements, since most countries still relied heavily upon access to 
the British market.247 But they anticipated that one or another of them would 
take Britain to the International Court for breaching its commitment to the prin-
ciple of most-favoured-nation treatment,248 and Sir William Malkin, the Foreign 
Office legal adviser, feared that if this happened, Britain would almost certainly 
lose.249 Whether challenged or not, Foreign Office advisers accepted that many 
foreign countries would resent the loss of trade to Britain.250 The United States, 
they estimated, would be the largest loser in absolute terms with losses of 
$100 million in annual trade,251 and reports strongly indicated that Washington 
would not simply acquiesce in this treatment.252 The decision to introduce a 
meat quota was another source of embarrassment, since it would require Britain 
to denounce the international Prohibitions Convention outlawing quantitative 
trade controls, which it had been chiefly responsible for promoting only two 
years earlier.253 British leaders still hoped they could renegotiate trade relations 
with major trading partners. But with the Ottawa agreements in place for five 
years, they had few concessions to make.254 Indeed, by now the only possible 
result of third country negotiations would be to reduce trade to narrowly bilateral 
channels, thus further undermining multilateralism.

Gone was the dream of Britain, having demonstrated it could promote freer 
trade within the Empire, providing a new lead in a globalized world. In its place 
was the grim reality that the price of Empire was Britain’s further isolation from 
Europe and the rest of the world, as well as antagonism with the United States 
and encouragement to Japan, Germany, Italy and other powers to form their own 
economic blocs.

7.4.4 The Stresa conference

The final French effort to stave off German domination of Eastern Europe came 
in September 1932, when the government convened a conference at Stresa to 
organize economic assistance to the beleaguered countries in the region. Georges 
Bonnet, minister of public works in Herriot’s government, now took over the 
lead from Tardieu and Flandin. He shared their fears that unless the Danube 
countries were helped to dispose of their cereal surpluses, Germany would be 
sure to exploit the resulting crisis. He also accepted that the London four-power 
conference demonstrated the impracticability of organizing the countries into 
a regional group based upon a customs union or trade preferences. Accordingly, 
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he devised a programme comprising four elements: first, bilateral trade prefer-
ences for cereals from the Danube, granted unilaterally (without counterpart) 
by European cereal importing countries; second, a price-stabilization fund of 
75 million French francs (£0.9 million) to enable the Danube countries to avoid 
the need to sell their surpluses at distress prices; third, a monetary stabilization 
fund to enable them to remain on the gold standard; and fourth, the agreement 
of the Danube countries to reduce or remove various tariff and non-tariff barriers 
to trade.255

Bonnet also shared Tardieu’s and Flandin’s optimism that Britain would feel 
bound to support assistance to the region because of its financial commitments 
there. The deputy-governor of the Bank of England had recently told him that 
these amounted to over £120 million, a huge sum even for the City of London.256 
In his capacity as chairman of the CEUE therefore he convened a conference at 
the Swiss town of Stresa for Monday 5 September, to which he invited the eight 
cereal surplus countries that had recently met at Warsaw – Poland, Roumania, 
Czechoslovakia, Hungary, Yugoslavia, Bulgaria, Estonia and Latvia – as well as 
Austria and Greece along with Belgium, Britain, France, Germany, Italy, the 
Netherlands and Switzerland on whom he counted to provide markets or finan-
cial help or both. The date was chosen to allow time for recommendations from 
the conference to be examined by the CEUE and passed to the League Assembly 
in late September. Stresa was selected as the venue to avoid the impression that 
the conference was a French affair and to appeal to nearby Italy. Like Tardieu in 
the spring, Bonnet sought an invitation to London to coordinate strategy with his 
British colleagues.257 MacDonald discouraged him from crossing the Channel.258 
Bonnet, however, still assumed that Britain shared France’s anxiety to avoid the 
collapse of the region, and disconcerted to hear that Britain might be represented 
at the conference only by a civil servant rather than a government minister, he 
insisted upon visiting MacDonald in London.259 The visit, on 27 August, passed 
off smoothly enough. Bonnet could not know that MacDonald had only reluc-
tantly agreed that Britain should be represented at the Stresa conference even 
by a middle-level diplomat let alone a government minister,260 and had recently 
written in his diary:

I do my best to have confidence in [the] French, but am always defeated. 
They seem to be incapable of disinterested diplomacy. I suspect that what is 
really prompting them now is to get something done in the Danubian area to 
strengthen their protégés and get a chance of withdrawing their money given 
in [the] form of military equipment & goods mainly & not pure credit. The 
diplomacy of France is an ever active influence for evil in Europe.261

The Stresa conference, attended by 16 countries, marked the last occasion when 
Europe’s economic problems were addressed by all the major powers before Hitler’s 
seizure of power ushered in the era of the dictators. For three days in plenary ses-
sion, delegates set out their views of what should or could be done to aid the 
Danube region. Joseph Addison, the minister in Prague who represented Britain, 
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remained silent, and the German and Italian delegates seemed unwilling to agree 
on a common approach. Nonetheless, at the end of the third day, Bonnet vigor-
ously promoted his four-part programme, and eventually persuaded the reluctant 
Italian and German delegates to cooperate, the first on the basis of unilateral 
trade preferences and a reduced contribution to the common funds, the second 
on the basis of unilateral preferences and no contribution to the funds. He also 
obtained the provisional agreement of the Dutch, Belgians and Swiss to support 
the funds. But he counted on Britain to make at least some contribution to the 
funds, and was dismayed to learn on 13 September that it opposed the financial 
components of his programme.262 He appealed to Addison not to acknowledge 
this openly, fearing that an open division between Britain and France would 
cause Italy and Germany to pull away.263 Addison, who indicated to Bonnet his 
personal support for French policy, persuaded the Foreign Office to play along.264 
This enabled Bonnet to secure agreement in principle to his programme, which 
was forwarded to the CEUE.

Briefly, Bonnet believed that Stresa had been a success.265 At the meeting of 
the CEUE, however, Anthony Eden, the British representative, followed Treasury 
instructions and dug in his heels against the financial provisions of the confer-
ence recommendations. When the German and Italian representatives joined in, 
it became evident that none of the recommendations had sufficient support to 
be implemented.266 In the short run, the consequences were not as dire as French 
statesmen feared. None of the Danube countries actually collapsed, and in the 
summer of 1934, Italy intervened when Hitler threatened the independence of 
Austria. But there was now no hope of collective action to address the region’s 
problems, especially as France was sinking ever deeper into economic depression. 
Germany, with its large import requirements, was left to exploit the crisis. Its revi-
sionist agenda was well known, and it could be merely a matter of time before it 
absorbed Austria, isolated Czechoslovakia and extended its domination over the 
whole region. When this did eventually happen, British statesmen faced up to 
the fact, so clear to their French counterparts since 1918 and indeed long before, 
that Eastern Europe formed a vital component of the European balance of power 
and that no coherent framework of international security could be constructed 
without it. But by then, of course, it was too late.

7.5 The climax of American isolationism

7.5.1 From Hoover to Roosevelt

Hoover, who had hoped to keep the world crisis at bay with his debt moratorium in 
June 1931, was soon disappointed. On 19 September, speculative pressure spread 
from sterling to the dollar, and between then and 31 October, US gold reserves 
declined by $727 million (£150 million): in the words of the New York Fed, ‘the 
most rapid outflow of gold ever experienced by this country and probably by any 
country.’267 The Federal Reserve had entered the crisis in September with over 
$5 billion in gold reserves, and should have had enough resources to meet any 
 exigency. However, under existing rules most of the gold was earmarked as reserves 
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for the currency note issue, leaving only a small fraction as ‘free reserves’, which 
now dwindled, forcing the Fed to abandon its policy of cheap money.268 Hoover 
had already turned to regional bankers, forming in September a federal advisory 
council on national credit with thirteen members including Eugene Meyer, chair-
man of the Federal Reserve Board, but not a single New York representative.269 
With the slump intensifying, he approached leading New York bankers, who in 
October formed a National Credit Corporation, which offered mutual assistance 
to commercial banks prepared to pool some of their resources. But once again, vol-
untary action was not enough. Without a Federal contribution, the Corporation’s 
scope was modest, and in any case it did nothing to shore up the Fed’s reserves. 
Hoover, therefore, with the greatest reluctance, used his message to Congress in 
December to request help.270

Congress soon approved the Reconstruction Finance Corporation, modelled 
on the War Finance Corporation and introduced in January 1932 with patriotic 
rhetoric as a means of defending the country against foreign financial attack. 
It made $2 billion available to lend to railways, banks and other financial insti-
tutions facing a temporary cash flow crisis.271 The following month, Congress 
also approved the Glass-Steagall Bank Credit Bill, which released gold reserves 
to meet demand from sellers of dollars by permitting the Federal Reserve to sub-
stitute government securities for commercial paper as legal backing for the cur-
rency note issue, and increased resources to the member banks by  broadening 
the range of securities eligible for rediscounting.272 The Act was timely, for in 
January the run on Federal reserves resumed and continued until mid-June 1932, 
reducing them by a further $549 million (£113 million).273 It did not, as Hoover 
claimed, save the dollar from being driven off the gold standard by foreign spec-
ulators, since the Federal Reserve could have, and no doubt would have, exer-
cised its existing power to release gold committed to currency reserves to meet 
a continuing demand from sellers of dollars. But it did save the country from a 
sharp intensification of deflation and an even deeper slump.274

In January 1932, the United States had entered its third year of economic 
depression with no sign of recovery. Unemployment stood at 12 million and 
would soon rise to 15 million, with perhaps as many as 2 million men wander-
ing the country in search of work. In June, unemployed war veterans marched 
on the capital to demand that Congress make advance payment of their prom-
ised bonus. Congress, worried by the budget deficit, refused, and in July violence 
erupted when soldiers drove the veterans who remained in Washington out of 
their makeshift camp on the edge of town. Meanwhile tax revenues dwindled, 
driving the federal budget ever deeper into deficit, from an estimated $1 billion in 
September 1931 to $2 billion at the New Year, and to $3 billion in June 1932. By 
then, barely a quarter of federal spending was covered by revenue.275 Hoover, 
trapped by his own isolationism and liberal free-market ideology, saw no way of 
escaping. He called for increased taxes and economies to balance the budget.276 
Meanwhile, as in his message to Congress in December 1931, he vented his frus-
tration upon Europe and financial excesses in America itself – Wall Street, in 
short – which he blamed for the economic slump.
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Hoover, who believed that the New York bankers had engaged in profligate 
foreign lending in the 1920s, believed they were now financing bear specula-
tion on the stock market and against the dollar. Indeed, he appears to have 
shared Henry Ford’s belief in an elaborate conspiracy of the European powers 
and the Wall Street bankers, organized by the Jewish financier, Bernard Baruch, 
and directed against him, aimed at forcing him to abandon American claims for 
war debts.277 In January 1932 therefore he launched an assault on Wall Street, 
singling out Richard Whitney, president of the New York Stock Exchange, for 
supposedly covering up the role of short sellers.278 On 19 February, he publicly 
called upon the Stock Exchange to curb the operations of the bear traders, and 
requested Congress to launch an investigation.279 Thus encouraged, the Senate 
Sub-Committee on Banking and Currency accused the New York banks of neg-
ligence for selling worthless bonds to the public in the 1920s. In April it began 
its enquiry into stock exchange manipulation, calling as its first witness the 
same Richard Whitney.280 In the words of one historian, ‘The great bear hunt 
had officially begun. [M]ore ... than at any time in its history, Wall Street now 
became the target of fear and loathing.’281 Hoover himself was deluged with 
letters from individual citizens condemning the bankers for their unpatriotic 
behaviour.282

Hoover believed the European powers had created allies of the interna-
tional bankers by threatening to block repayment of their commercial loans 
if Washington did not abandon its war debt claims. He was greatly relieved 
to hear that the Federal Reserve believed the American banking system could 
withstand the consequences of a large-scale repudiation of overseas loans.283 
It infuriated him nonetheless that the international bankers favoured writing 
down, if not completely writing off, the war debts. So strong was his hostil-
ity that in April 1932 Thomas Lamont of the bankers J.P. Morgan had to ask 
Stimson if he would not be embarrassed to travel on the same ship as him to 
Europe.284 Stimson distanced himself from Hoover’s attack on New York bank-
ers and the European powers. In turn, he found himself cold shouldered by 
the White House and contemplated resignation when Hoover angrily rejected 
his advice to compromise on war debts.285 Shortly afterwards, Lamont experi-
enced Hoover’s anger at second hand when he sent a colleague to Washington 
to urge American support for the reparation-war debt agreement reached at the 
Lausanne conference. His colleague reported that he had never seen Hoover so 
emotional about an issue.286

Hoover’s other target was ‘old Europe’ and in particular France. The rundown of 
the Federal gold reserves since September 1931 was due to many factors, including 
the repatriation of balances that had fled London before the suspension of ster-
ling from the gold standard and the rise in hoarding within the United States as 
well as the Bank of France’s decision to dispose of its remaining foreign exchange 
balances after incurring severe losses on sterling. The Federal Reserve estimated 
that domestic hoarding might have reached $700 million (£145 million) before 
foreign withdrawals even began, and it continued on a large scale for the next 
18 months.287 Hoover nevertheless reserved his criticism for France, which he 
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chose to believe was deliberately attacking the dollar to force him to concede 
America’s right to war debts. According to William Castle,

He [Hoover] has the feeling that through manipulation of gold, used for politi-
cal purposes, France is responsible for a great deal that has happened. She first 
tried to ruin Germany, then turned on England which supported Germany, 
and finally made a campaign against the United States which has failed with 
the withdrawal of the larger part of the French gold here.288

This view, it seems, was widely shared in Congress. While not prepared to can-
cel war debts, Hoover was aware of the danger that the European countries might 
default on their debts if Washington made no effort to cooperate. Accordingly, in 
December 1931 he agreed that Stimson should request Congress to reconstitute 
the World War Foreign Debt Commission to determine which debtors, if any, 
should receive temporary relief.289 Congress, still more isolationist than Hoover, 
refused Stimson’s request and initially refused even to approve the one-year 
moratorium on inter-governmental debts that Hoover had initiated the previous 
summer.290 During debate, Hiram Johnson, a leading Progressive from California, 
blamed America’s international bankers for the pressure to abandon war debt 
claims, and urged colleagues to initiate an investigation into the bankers’ foreign 
lending activity as well as the State Department for allegedly encouraging it.291 

Among other targets of Congressional attack, France once more stood out, but 
Britain did not escape unscathed. Benjamin Anderson, chief economist of the 
Chase National Bank, America’s largest bank, had recently claimed that Britain 
had deliberately abandoned the gold standard to gain an exchange advantage 
over the United States and other competitors, a claim reprinted in newspapers 
across the country.292 David Reed of Pennsylvania, the senior Republican member 
of the Senate banking and currency subcommittee and a close friend of Hoover, 
questioned how Britain could justify its demand for relief on war debts when it 
still possessed a far-flung empire and museums bulging with art treasures.293

Introducing his emergency bank credit bill in the Senate, Glass referred to 
reports that French gold purchases were politically motivated. While not pre-
pared to confirm or deny the reports, he declared: ‘The real purpose of this sec-
tion of the bill is to put foreign nations upon notice that if they, in conjunction 
with their businessmen, want to raid the gold supply over here, we have this 
method of meeting the situation.’294 Alan Goldsborough, a leading member of 
the House of Representatives banking committee, put it more bluntly: ‘France 
can take her money and go to hell with it.’295 So isolationist had Congress 
become that it approved the Glass-Steagall Bank Credit Bill without a formal vote, 
 believing it was needed to protect America from ‘old Europe’. It soon threatened 
to go further and force Hoover’s hand on foreign economic policy. Several resolu-
tions were introduced calling for still higher tariffs on foreign imports and for 
surcharges on goods from Britain and other countries that had abandoned the 
gold standard and allowed their currencies to depreciate.296 More than fifty bills 
advocating currency expansion were also introduced in Congress in Hoover’s last 
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two years of office.297 One of them, tabled by Goldsborough, was supported by 
the Stable Money Association and debated for several weeks in Congress in the 
spring of 1932.298

For the time being conservatives in the Senate blocked the inflationary propos-
als, but Hoover, thoroughly orthodox on money and banking, became increas-
ingly anxious about the mounting pressure. Accordingly, despite his isolationism, 
he grasped the proposal for an international monetary conference mooted by 
Winston Churchill in the Commons budget debate in May 1932, and swiftly let 
it be known that America was prepared to participate in any such conference.299 
British statesmen, scanning the horizon for signs that America would return to 
international affairs, welcomed Hoover’s offer. They appreciated that his exclu-
sion of reparations, war debts, tariffs and the gold standard from the agenda and 
his insistence upon including silver made it unlikely that anything practical 
could emerge from an international conference.300 Nonetheless, they hoped to 
begin a constructive dialogue that might eventually produce results.301 Herriot in 
Paris also indicated support. Like most French statesmen, he was sceptical of what 
he called the British mania for international conferences, but he was not prepared 
to offend MacDonald or Hoover by refusing to attend.302

From the summer of 1932, the presidential election dominated public life in 
America. Hoover, re-nominated at the Republican convention in Chicago on 
15 June, defended his record of protecting ‘the American system’ and promised 
to continue his narrowly nationalist policies in a second term of office.303 Europe, 
he repeated over the following months, was responsible for America’s depression 
and delaying its recovery. Europe had dislocated the world economy by going to 
war in 1914, squandered its wealth on weapons of war, raised its tariffs before the 
United States had done so and had recently withdrawn no less than $2.4 billion 
from America’s banking system. ‘The American people did not originate the age-
old controversies of Europe. We did not inaugurate the Great War or the panics 
in Europe.’304 To safeguard American jobs, he indicated he would further increase 
the tariff, perhaps especially against countries that had recently abandoned the 
gold standard and allowed their currencies to depreciate, and tighten further 
America’s already draconian immigration controls.305 Absurdly, he maintained 
that American protectionism – unlike foreign protectionism – was actually good 
for international trade. America’s debtors supposedly could earn dollars so long 
as the American economy was protected from destructive competition. In any 
case, they could help themselves by reducing their heavy spending on weapons 
of war.306

Hoover’s Democratic opponent was Franklin D. Roosevelt, the governor of 
New York. Born into a wealthy East Coast family, Roosevelt had attended Groton, 
an exclusive prep school, and Harvard, and worked for a prominent Wall Street law 
firm before turning to politics in 1910. That year he gained election to the New 
York legislature, and in 1917 he joined Woodrow Wilson’s wartime Administration 
as assistant secretary of the navy. Regarded by foreign observers as a liberal inter-
nationalist, and an opponent of the eighteenth amendment prohibiting the man-
ufacture and sale of alcoholic beverages, as the Democratic candidate in 1932 he 
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seemed to possess many of the handicaps that had doomed his predecessor, Al 
Smith, in the 1928 election. But in fact voters regarded him very differently. For 
one thing, his name associated him with his uncle, T. R. Roosevelt, the bellicose 
imperialist and reforming president of prewar days. For another, his reputation 
was that of an opponent of Tammany Hall, the corrupt party machine in New 
York, and the defender of the common man against big business. Significantly, he 
secured the nomination at the Democratic convention in Chicago on 2 July on 
the strength of votes not from the commercial East Coast but from the agrarian 
South and West.307

In his acceptance speech, Roosevelt spoke of ‘a new deal for the American 
people’, and thereafter he mounted a campaign against the ‘new despotism’, the 
‘industrial dictatorship’, the rule of the ‘economic royalists’ and the profligacy of 
‘the international bankers’.308 Mere phrases, they were nonetheless strongly redo-
lent of the midwest Progressive tradition and its onslaught against the East Coast 
money power. This and his refusal to be precise about his commitment to the 
gold standard prompted Hoover to present him as a dangerous radical in the final 
weeks of the campaign. America had been only a fortnight from being forced off 
gold earlier in the year, Hoover claimed. A victory for Roosevelt would again jeop-
ardize the currency, threatening German-style inflation and ‘moral and social 
chaos, with years of conflict and derangement [sic]’.309 In his last major address of 
the campaign, before an overflow crowd in Madison Square Gardens in New York 
on 31 October, Hoover again warned that Roosevelt, if elected, would strip away 
the protection he had given to producers, jettison the gold dollar and ‘destroy 
the very foundations of our American system.’ ‘[G]rass will grow in the streets 
of a hundred cities and a thousand towns, and weeds will overrun the fields of 
 millions of farms, if [existing] protection be taken away.’310 The odd thing was that 
Roosevelt, despite his privileged East Coast background, his time on Wall Street 
and his friendship with prominent Wall Street bankers and financiers, actually 
shared the Progressives’ dislike of international bankers and believed that their 
insistence upon a strong currency enriched them at the expense of the rest of the 
country. As he wrote privately to Colonel House, Woodrow Wilson’s confidant:

The real truth ... is, as you and I know, that a financial element in the larger 
centers has owned the Government ever since the days of Andrew Jackson – 
and I am not wholly excepting the administration of W.W. [Woodrow Wilson]. 
The country is going through a repetition of Jackson’s fight with the Bank of 
the United States – only on a far bigger and broader basis.311

He also believed that after three years of unprecedented economic depression, 
the electorate was impatient for change rather than more of the same. On this he 
could not have been more correct, as the 8 November polls showed.

The outcome of the 1932 presidential election was as one-sided as the election 
of 1928. Whereas Hoover had won 40 of 48 states including 6 in the South and 
58.2 per cent of the popular vote, this time he won only 8 states, all of them in 
the North-East (Maine, Vermont, New Hampshire, Rhode Island, Connecticut, 
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New Jersey, Delaware and Pennsylvania), while Roosevelt won 40 states,  including 
every one in the South, the Midwest and West and 57.4 per cent of the popu-
lar vote. The Democrats also emerged with massive majorities in the House of 
Representatives (312 to 123), and in the Senate (59 to 37).312

Countries that owed war debts to America, having held back during the elec-
tion campaign, immediately approached Hoover for relief on their 15 December 
instalment.313 Hoover again attempted to reconstitute the World War Foreign Debt 
Commission, and called on Roosevelt to join him in appointing its members.314 
Through various go-betweens, Roosevelt had indicated that he favoured debt can-
cellation, and encouraged the British government to count on his  cooperation.315 
Through Norman Davis, he assured MacDonald that ‘Anglo-Saxon cooperation 
should be made foundation of world work.’316 But it seems only now to have 
occurred to him that in the current isolationist climate in America he would lose 
valuable political capital by making concessions to Europe on war debts. Besides, 
notwithstanding his superficially friendly attitude towards Britain and France, he 
shared Hoover’s isolationist hostility towards Wall Street bankers and ‘old Europe’, 
for he suspected that the international bankers were behind the drive for cancel-
lation and that the European countries could pay with little difficulty.317 Indeed, 
improbable as this now seems, he shared the suspicions of many Democrats that 
Hoover was in league with the international bankers and had secretly promised 
concessions to Britain and France.318 Roosevelt therefore informed Hoover that 
this was ‘not my baby’, leaving him to do as he wished.319 Wall Street displayed 
open frustration at Roosevelt’s non-cooperation. But as Ray Moley, Roosevelt’s 
closest adviser, observed, this was no bad thing, since outside New York his sup-
porters would be reassured to see him at odds with Wall Street.320

With no further concessions on offer, Britain faced the demand for another war 
debt payment of $95,550,000 (£28.4 million) on 15 December. Chamberlain, the 
minister responsible, had persuaded himself that the reparation-war debt tan-
gle must be removed if Europe was ever to emerge from its slump. It was also 
a personal matter, for he was determined to uphold ‘his’ Lausanne settlement, 
and for some months he had refused even to contemplate a further payment.321 
Roosevelt’s inaction briefly hardened his opposition. But as the December deadline 
approached, he yielded to the imprecations of MacDonald and Montagu Norman. 
MacDonald, as ever, sought to avoid a clash with the United States. Norman, 
as Chamberlain reported to Cabinet, feared that if Britain deliberately defaulted 
on its obligations, its own debtors might do so as well. It might also influence 
Britain’s working classes, with incalculable consequences for the  existing social 
order. Baldwin emphatically agreed:

Whatever name we gave to a refusal to pay, in fact it would amount to repu-
diation. That was an ugly word. He thought that repudiation might bring the 
world within sight of the end of Capitalism. Our word was unique in the world. 
If we broke it we should give an example to the Argentine, Germany, Australia: 
and the effect on public and private debts throughout the world would be 
very serious. Moreover it would be a tremendous shock to the vast majority 
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of the working classes of this country if they realised that we were able to pay 
and did not pay. ... By instinct and reason he supported the line taken by the 
Chancellor of the Exchequer.322

Accordingly, when Washington demanded payment, Britain acquiesced. 
Nonetheless, it left Chamberlain intensely hostile towards the United States.323

France was placed in an even more acute predicament. There the sense of injus-
tice over war debts had mounted sharply after Hoover, without consultation, 
introduced his moratorium which halted German reparation payments. Herriot 
along with his ministerial colleagues and senior advisers nonetheless remained 
convinced that France must not default on war debts. Liberals to a man, they 
placed a high value on the sanctity of contracts. They also believed that, with 
Germany in the hands of extremists, France must continue payments to keep in 
with both the Anglo-Saxon powers and ensure continued access to the US capi-
tal market ‘in the event of an ever possible European conflict.’324 But now that 
Germany was relieved of reparation payments, opposition in Parliament to any 
further war debt payment left Herriot helpless to affect the outcome. During an 
all-night sitting of the Chamber of Deputies he made a lengthy, impassioned plea 
for one further payment in the interests of national security. To no avail. Despite 
the modest amount owing – a mere 481 million francs (£4.5 million) – France 
defaulted on 15 December.325

In retrospect, it is clear that all the European powers made too much of war 
debts or reparations as a burden on their economy, as a transfer problem or as a 
source of revenue. Britain and France could have maintained payments without 
substantial effect upon their domestic economic performance or external stabil-
ity throughout the slump. For Britain, debt payments in 1932 and 1933 required 
6d on income tax and thereafter 1/- a year, or an additional 4.3–4.9 per cent in 
total government expenditure.326 For France the burden would have been a mere 
2 per cent of its national budget. Nor did either power face serious difficulty in 
transferring payments across the exchanges. The real importance of war debts 
was rather as a symbol of their frustration over the perceived injustices of the 
peace settlement. The main consequences of the dispute over war debts were also 
political in that it embittered relations among the creditor powers as well playing 
into Hitler’s hands in Germany.

Several more times in the winter of 1932, Roosevelt refused Hoover’s request 
for cooperation. Hoover sought to bring forward the date for the World Economic 
Conference and called on Roosevelt to share responsibility for appointing 
American representatives to the preparatory committee.327 Roosevelt, how-
ever, was put off by the agenda of the conference, which threatened to com-
mit him to the gold standard and other international constraints. Privately he 
affirmed that ‘no entanglements should stand in the way of the domestic recov-
ery programme.’328 Rumours circulated that he was preparing to abandon the 
gold standard, which unsettled the foreign exchange markets and led Hoover to 
request him to issue a firm denial. Roosevelt’s refusal increased the flight from 
the dollar.329
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The crisis intensified when John Nance Garner, Roosevelt’s incumbent vice-
president, called on the Administration to publish the names of banks that had 
received loans from the Reconstruction Finance Corporation.330 Garner hoped 
to embarrass Hoover by exposing a link between the Republicans and the dis-
tribution of federal largesse. But the practical effect was to arouse suspicions 
about the financial solvency of the banks in question. Hoarding increased and 
on 4 February 1933, the governor of Louisiana was forced to declare a temporary 
closure of state banks, known euphemistically as a bank holiday, to forestall a 
general collapse. Ten days later the contagion spread to Michigan, Maryland, 
Ohio, Pennsylvania, Arkansas and Indiana, then to the big city banks when 
the regional correspondent banks withdrew balances to meet the withdrawal of 
deposits.331 On 3 March, Herbert Lehman, the governor of New York, appealed 
to Hoover to use his power under the Trading with the Enemy Act to declare 
a national bank holiday. But since his term of office ended that day, Hoover 
was prepared to act only with Roosevelt’s agreement, and once more Roosevelt 
refused his cooperation.332 Therefore, at 3.30 a.m. on 4 March, as queues formed 
outside banks in Manhattan, Brooklyn and elsewhere, Lehman declared a state 
moratorium.333 By then the National City Bank, the country’s largest bank, 
had lost over a third of its deposits and survived on credits from the New York 
Fed, whose own gold reserves had fallen below the legal minimum.334 The great 
financial centres, Chicago and New York, were now shut down, and nearly every 
state in the Union had imposed a bank holiday or restrictions on deposit with-
drawals.335 Hoover thus ended his presidency with the ‘American system’ at a 
standstill.

7.5.2 Roosevelt, radical nationalist

On the morning of 4 March, Roosevelt was sworn in as the thirty-second president, 
and promised in his inaugural address to put ‘first things first’ by giving priority 
to ‘the establishment of a sound national economy’ over international action.336 
As historians have pointed out, his statements during the recent election cam-
paign and four-month interregnum had revealed oddly inconsistent notions of 
policy.337 He was, it seemed, in favour of balancing the budget through economies 
and also in favour of greater public spending. He endorsed monetary orthodoxy 
and mocked Hoover’s ‘new economics’, while in almost the same breath  calling 
for an end to old economic shibboleths. His advisers, too, were a remarkably dis-
parate group. Some such as James Warburg, Lew Douglas, Dean Acheson and 
William Woodin favoured the conventional liberal options of unilateral domestic 
action (deflation) and international cooperation (to defend the gold standard and 
reduce trade barriers). Others including Raymond Moley, Rexford Tugwell, Henry 
Morgenthau Jr and Henry Wallace were economic nationalists who favoured a 
combination of unilateral domestic action (reflation) and unilateral external 
action (active currency depreciation). Roosevelt listened to both camps, but it 
was evident from the outset that he leaned to the nationalists’ side. Moreover, 
he seemed convinced that the first requisite was to remove the influence of Wall 
Street over monetary and financial policy and consolidate control in the hands of 
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the federal authorities in Washington. This was the main theme of his inaugural 
address:

our distress comes from no failure of substance. We are stricken by no plague of 
locusts. ... Nature still offers her bounty and human efforts have multiplied it. 
Plenty is at our doorstep, but a generous use of it languishes in the very sight of 
the supply. Primarily this is because rulers of the exchange of mankind’s goods 
have failed through their own stubbornness and their own incompetence, have 
admitted their failure, and have abdicated. Practices of the unscrupulous money 
changers stand indicted in the court of public opinion, rejected by the hearts 
and minds of men. ... The money changers have fled from their high seats in 
the temple of our civilization. We may now restore that temple to the ancient 
truths. The measure of the restoration lies in the extent to which we apply social 
values more noble than mere monetary profit. ... Finally, in our progress toward 
a resumption of work we require two safeguards against a return of the evils of 
the old order: there must be a strict supervision of all banking and credits: and 
investments, so that there will be an end to speculation with other people’s 
money; and there must be provision for an adequate but sound currency.338

For fully four months after the inauguration, Roosevelt seemed unsure how to 
proceed. At 1 a.m. on Monday, 6 March, before the financial markets reopened, he 
appeared to turn his back on liberal internationalism by declaring a national bank 
holiday accompanied by an embargo on gold exports, and prohibited banks from 
dealing in foreign exchange.339 William Woodin, his secretary of the Treasury, 
nevertheless reassured the public that the United States had not left the gold 
standard.340 And when the domestic banking crisis ended on 15 March, Woodin 
authorized the export of gold already earmarked for foreign governments, central 
banks and the BIS. That same day, Roosevelt invited Warburg to see if Britain and 
France were prepared to participate in a tripartite stabilization fund to contain the 
problem of hot money movements. Warburg understood him to mean that the 
broader aim was to facilitate Britain’s return to the gold standard and enable the 
three great creditor powers to operate on a reformed gold standard.341 On this 
assumption, he began informal negotiations with British experts on 28 March, 
under the guise of consultations on the World Economic Conference.342 On 
6 April, Roosevelt invited MacDonald, the British prime minister, to Washington 
for informal talks on the forthcoming conference, and over the next few days, 
he issued similar invitations to France, Germany, Italy, Argentina, Brazil and five 
other countries.343 Meanwhile, he introduced legislation to balance the federal 
budget, including substantial reductions in the veterans’ bonus and the salaries 
of federal employees including members of Congress.344 All this suggested that 
Roosevelt would rely upon the orthodox liberal combination of unilateral domes-
tic action and international cooperation to address the crisis. Yet he maintained 
the ban on commercial transactions in gold, and on 18 April, just as MacDonald 
reached New York, he informed his Cabinet of his decision to abandon the gold 
standard and allow the dollar to find its own level.345
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Roosevelt nevertheless continued to issue contradictory signals. In conversation 
with MacDonald, Herriot and other foreign visitors, he explained that his hand 
had been forced by agrarian interests in Congress who threatened to impose their 
dangerously inflationary proposal for the unlimited monetization of silver if he 
did not demonstrate his willingness to act, and he offered to cooperate closely 
with them on economic issues. Their joint press statements affirmed his commit-
ment to a multilateral approach to problems rather than resort to unilateral exter-
nal action.346 As he explained in his second ‘fireside chat’, broadcast nationally 
on 7 May, his conversations with foreign statesmen had four objectives:

First, a general reduction of armaments ... and, at the same time, a reduction 
in armament costs, in order to help in the balancing of government budgets 
and the reduction of taxation. Secondly, a cutting down of the trade barriers, 
in order to re-start the flow of exchange of crops and goods between nations. 
Third, the setting up of a stabilization of currencies, in order that trade can 
make contracts ahead. Fourth, the reestablishment of friendly relations and 
greater confidence between all nations.

Our foreign visitors these past three weeks have responded to these purposes 
in a very helpful way. All of the Nations have suffered alike in this great depres-
sion. They have all reached the conclusion that each can best be helped by the 
common action of all. It is in this spirit that our visitors have met with us and 
discussed our common problems. The international conference that lies before 
us must succeed. The future of the world demands it and we have each of us 
pledged ourselves to the best joint efforts to this end.347

These were reassuring words, and as yet British and French leaders were puzzled 
but not deeply disturbed by Roosevelt’s actions. Since 5 April, when Americans 
were ordered to turn in all privately held gold, the dollar had declined by over 
15 per cent against the franc (see Table 7.1). But French observers, ignoring the 
increased overvaluation of the franc, chose to regard the inflow of flight capital 
from New York and other centres as an endorsement of their conservative mon-
etary policy. Their situation improved in the ten days after Roosevelt’s ‘fireside 
chat’, when the dollar recovered more than half its depreciation against the franc. 
They assumed that Roosevelt’s monetary action was directed chiefly at Britain, 
and that the effect on the franc was merely collateral damage, which would be 
removed once Britain agreed to stabilize the pound. Since they regarded Britain’s 
refusal to restore the gold standard as a major obstacle to world economic recov-
ery, they directed their impatience at Britain and became increasingly annoyed 
when British authorities resisted pressure to stabilize the pound.348

Yet Roosevelt was remarkably casual in selecting the American delegation at the 
World Economic Conference, eventually assembling an odd assortment of inter-
nationalists and nationalists who could scarcely be expected to work together.349 
His offhandedness continued when, after the Conference opened on 12 June, he 
allowed Warburg to resume negotiations with British and French Treasury and cen-
tral bank officials on a temporary currency stabilization agreement, only to reject 
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their agreed plan of action. With wholesale commodity prices at last recovering, he 
refused to jeopardize this stimulus to the American economy by a de facto return to 
the gold standard. Indeed, he became convinced that the only beneficiaries of cur-
rency stabilization would be the international bankers, who, he believed, always 
favoured currency stability over economic growth.350 Accordingly, he ignored 

Table 7.1 Exchange rates and currency depreciation on selected days

Date £/$ rate

Sterling 
deprecia-

tion against 
the dollar £/franc rate

Sterling 
deprecia-

tion against 
the franc $/franc rate

Dollar 
deprecia-

tion 
against the 

franc

 $ % francs % francs %

Gold parity 4.86¾ 0 124.21 0 3.9179 0

1933

2 Jan. 3.39¼ 30 85½ 31 3.92¼ 0

1 Apr. 3.42¼ 30 871/8 30 3.93 0

15 Apr. 3.48 29 8615/16 30 3.951/8 1

19 Apr. 3.71½ 24 86¾ 30 4.26½ 8

1 May 3.89 20 86 31 4.68½ 16

10 Jun. 4.15¾ 15 8515/16 31 4.82¼ 19

1 Jul. 4.34 11 861/8 31 5.02 22

3 Jul. 4.47½ 8 861/8 31 5.19¼ 25

5 Jul. 4.49¾ 8 853/16 31 5.28¼ 26

18 Jul. 4.85 0 855/32 31 5.70½ 31

31 Jul. 4.48½ 8 853/32 31 5.28 26

22 Aug. 4.507/8 7 849/32 32 5.34 27

2 Oct. 4.78¾ 2 7823/32 37 6.08½ 36

23 Oct. 4.621/8 5 791/32 36 5.58 30

16 Nov. 5.52* –13 8213/32 34 6.71½* 42

1934

31 Jan. 5.03 ½ –3 7913/32 36 6.42 39

1935

1 Jan. 4.94¼ –2 7423/32 40 6.617/8 41

1936

2 Jan. 4.93 –1 7429/32 40 6.615/8 41

25 Sep. 5.017/8 –3 7619/32 38 6.583/8 40

26 Sep. 4.97 –2 # 15 5.14~ 24

28 Sep. 4.94½ –2 # 5.27 26

2 Oct. 4.93¼ –1 10523/32  4.66¼ 16

Note: Sterling/dollar and dollar/franc rates in New York; sterling/franc rates in London. All are  closing 
rates with the exception of those marked *, indicating the daily high. The symbol # indicates not 
traded; ~ indicates nominal rate only.
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the advice of Warburg, Woodin and Sprague, his banking and Treasury advisers, 
as well as the urgings of Britain and France. Twice more, his representatives in 
London helped to draft statements promising cooperation among the main credi-
tor powers to contain the hot money movements and end the violent fluctuations 
in gold and currency prices. But every time reports circulated that the Western 
powers were moving towards an agreement on exchange rates, commodity prices 
fell back and Roosevelt dissociated himself from their work.

On 17 June, Roosevelt boarded a private yacht for a holiday off the Maine coast, 
and for a time was isolated by fog. He was thus unavailable when his advisers for-
warded to him their second proposal for currency stabilization on 29 June. The 
long wait for his reply added to the uncertainty and intensified speculative activity 
in the foreign exchange markets. Georges Bonnet, head of the French delegation, 
became increasingly anxious when the Dutch florin, one of the few remaining gold 
standard currencies, faced a massive flight of capital and threatened to collapse. 
Britain, he believed, controlled the fate not only of the Conference but also of the 
gold countries themselves.351 He therefore warned MacDonald and Chamberlain 
that if they joined the United States in currency depreciation, several of the gold 
countries would undergo ‘irremediable catastrophes’ and Europe itself would face 
‘monetary anarchy’, which could scarcely fail to produce the most severe political, 
social and economic consequences.352

Chamberlain and his Treasury advisers were unwilling to stabilize sterling on a gold 
basis while wholesale price levels remained far below pre-slump levels and especially 
while American monetary policy remained obscure. But on 28 June, he cautiously 
agreed to take note of a declaration by the gold countries that ‘the ultimate objective of 
monetary policy should be to restore, under proper conditions, an international stand-
ard based on gold’, while adding that the timing of their return and the rate of exchange 
would be ‘determined largely by the level of prices required to restore their internal 
equilibrium.’353 On Saturday, 1 July, Bonnet, on the urging of his Dutch and Belgian 
colleagues, called representatives of the gold standard countries – Belgium, Italy, the 
Netherlands, Poland, Switzerland and France – to the suite of Professor Charles Rist at 
the Savoy Hotel, to consider means of coordinating the defence of their currencies. The 
following day they met again and agreed to form a Gold Bloc, sharing resources for inter-
vention on the exchanges. Bonnet forwarded their proposal to Paris for approval.354

Roosevelt’s long-awaited reply to the latest currency stabilization proposal was 
released in London on the morning of Monday, 3 July.355 His ‘bombshell message’, 
as it immediately became known,356 flatly rejected currency stabilization, which 
it described as a diversion from the important issues on the Conference agenda. 
The effect on the currency markets was immediate. From $4.36 = £1 at the open-
ing, the dollar fell 13 cents or nearly 3 per cent against the pound before the end 
of the day and continued falling for the next six days, reaching a low of $4.85 on 
Monday, 10 July: a decline of over 11 per cent in a single week. The French franc 
was even worse affected (see Table 7.1). Between March and the opening of the 
Conference, the dollar had declined approximately 16 per cent against the franc. 
It fell further amidst the confusion over stabilization plans, and fell again after 
the bombshell message, reaching a discount of over 31 per cent by mid-July.
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British and French leaders feared that Roosevelt’s deliberate abandonment of 
gold and efforts to talk down the dollar would force the remaining countries off 
gold, with incalculable consequences for the whole world. His hectoring manner 
which accompanied his disruptive action added to their fury. They had come 
to the Conference prepared to support liberal international action. But in the 
absence of a currency agreement, they saw no prospect of progress on trade lib-
eralization or other issues on the Conference agenda. Delegates from the gold 
standard countries demanded the immediate suspension of the Conference and 
sought to draw Britain to their side.357 MacDonald, who had accepted the presi-
dency of the Conference on the assumption that he could secure the cooperation 
of the Americans, felt so humiliated that he briefly sided with the gold country 
delegates.358 Chamberlain was even more annoyed.359 But while sympathizing 
with the plight of the gold countries and fearing the consequences if they were 
driven off the gold standard, he was not prepared to line up with them. Nor would 
he yield to pressure from the Dominions and India to side with the United States 
in a policy of active reflation.360 Late on the same day as the ‘bombshell message’, 
delegates from the gold standard countries met again at the Savoy Hotel where 
they drafted a declaration confirming the formation of a ‘Gold Bloc’ for collective 
defence.361 Evidence of their commitment to the gold standard reassured the mar-
kets, which had briefly threatened to get out of hand. Cordell Hull, the secretary 
of state and head of the American delegation, managed with difficulty to gain 
enough support to keep the Conference going.362 But it merely limped along in a 
semi-moribund state and finally closed on 27 July in total discredit.363

Roosevelt had briefly given hope to the American farm, forestry and mining 
industries by encouraging inflationary expectations. But since his policies had 
done nothing to stimulate demand, indeed had discouraged new investment and 
dislocated international trade, the recovery in commodity prices threatened to be 
short-lived.364 Among East Coast bankers, businessmen and liberal economists, 
opposition to Roosevelt’s economic nationalism sharply increased.365 Roosevelt, 
however, was delighted with the reaction to his ‘bombshell message’ in America’s 
isolationist hinterland and dismissed his critics, whom he suspected of being in 
the pocket of Wall Street bankers.366 Since it seemed to him that raising commod-
ity prices was essential to recovery, he also brushed aside advice from his liberal 
aides and turned to two obscure economists, George Warren and James Harvey 
Rogers, who claimed that by bidding up the price of gold, the dollar could be fur-
ther devalued and commodity prices raised.367 Roosevelt signalled his intention 
to lower the price of the dollar in August. At his instigation, the Reconstruction 
Finance Corporation, an agency of the US Treasury, began on 25 October to buy 
new gold reaching the American market.

Roosevelt eventually became renowned as a statesman with a global vision and 
the ability to work effectively with foreign powers. Yet in 1933, his outlook was 
still that of a typical American isolationist. Warned that his deliberate deprecia-
tion of the dollar threatened to drive the French franc off the gold standard and 
create chaos, his response was one of complete indifference. To him, France was 
the exemplar of ‘old Europe’: an imperialist power that had gorged itself on the 



398  Great Interwar Crisis

world’s gold and deserved taking down a peg or two.368 As for Britain, he appreci-
ated its culture and political institutions, but he shared the isolationists’ belief 
that it was dominated by the bankers of the City. In his view, they were an aggres-
sive, manipulative, imperialist clique who had created the Exchange Equalization 
Account in 1932 artificially to reduce the value of sterling and undercut American 
goods in world markets. By this reasoning, the massive increase in the Account’s 
resources in 1933 constituted an assault on America rather than a means of 
cushioning sterling against violent short-term financial movements, the official 
rationale for its introduction. Roosevelt thus believed he had turned the tables 
on Britain by taking the dollar off the gold standard. Having done so, he did not 
intend to return to gold or stabilize the dollar unless Britain stabilized the pound 
at the same time. Otherwise, he suspected, the British authorities would hang back 
and gain a new exchange advantage at the expense of America’s exporters.369

To test his hypothesis, Roosevelt requested Governor Harrison of the New 
York Fed in late November to propose a joint stabilization scheme to Norman. 
Chamberlain, his Treasury advisers and Norman himself were anxious for a cur-
rency arrangement of some sort, but they remembered the 1925 when Britain had 
returned to the gold standard only to find itself struggling to adjust to declining 
wholesale price levels and an overvalued exchange rate. They therefore refused 
to consider stabilization without an American commitment to price stability and 
time to assess the impact of recent monetary experiments.370 Roosevelt seized 
on Norman’s rejection of Harrison’s offer as proof of the City’s predatory charac-
ter.371 He resumed his unilateral gold-buying policy, to drive down the dollar and 
drive up world commodity prices.372

On 31 January 1934, Roosevelt signed the Gold Reserve Act, formally 
 re-establishing a fixed gold/dollar rate of $35 = 1 oz of gold. But this fell far short 
of returning to the gold standard. In the first place, private purchases of gold 
were not permitted; second, the Federal Reserve’s gold was henceforth to be used 
only for foreign payments. The link between the central bank’s gold reserves and 
domestic credit thus remained severed. Before stabilizing the dollar, moreover, 
Roosevelt appointed Henry Morgenthau Jr secretary of the Treasury in place of 
Woodin, whose health had given way. Morgenthau, a friend of Roosevelt’s and 
neighbour from upstate New York, was closer to the economic nationalists within 
the president’s ‘brains trust’, and his appointment confirmed the shift in the 
locus of central bank policy-making from New York to Washington. Roosevelt 
also secured Congressional approval to create an exchange equalization fund, 
modelled on the British fund and using $2 billion gained from the devaluation of 
the dollar, as a protection against international pressures.373

Roosevelt’s deliberate depreciation of the dollar probably contributed to the 
recovery of the American economy which began in 1933 and continued at nearly 
10 per cent a year until the recession of 1937. The recovery, however, started from a 
very low base and remained incomplete, largely because the currency manipulation 
of 1933 damaged confidence among American wealth-holders as well as further 
dislocating international monetary and economic relations. To many well-to-do 
Americans who feared the loss of their savings and investments as well as bankers 
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and economists still wedded to liberal economics, Roosevelt’s actions had been 
those of a revolutionary or madman. Walter Stewart, the economist with the New 
York Fed, as well as James Warburg, the banker, described him as mentally ill and 
too dangerous to be trusted.374 The prevalence of this attitude contributed to low 
levels of investment in America for the balance of the decade and high liquidity 
among deposit banks.375 Abroad, Roosevelt’s actions placed acute strain upon mon-
etary relations in every direction. Predictions of currency chaos and total economic 
collapse proved to be excessive. But the consequences were serious enough.

British bankers and Treasury experts sympathized with Roosevelt’s objective 
of raising price levels. But they deplored his unilateral currency manipulation 
which threatened to drive the last remaining countries off the gold standard and 
leave international monetary relations in chaos. They therefore held back from 
any commitments on exchange rates, while minimizing the impact of the dollar’s 
gyrations on the British economy by leaving the pound to float.376 But even then 
the pound rose well above the old gold parity of $4.86 ¾. Treasury experts esti-
mated that at $5.03, where the pound stood after Roosevelt halted his gold-buying 
experiment, it was at least 14 per cent above the equilibrium rate of exchange.377 
They also found themselves confronting acute problems in their currency rela-
tions with other countries. India, Canada and other British Dominions, whose 
economies depended upon commodity exports, were anxious to devalue their 
currencies as far and as fast as the US dollar.378 This did not appeal to the British 
Treasury or City bankers because of the adverse effect upon investments denomi-
nated in sterling and the reputation of the City as well as the threat it posed to 
the stability of the countries still on gold. Norman, Chamberlain and his Treasury 
advisers were thus left deeply frustrated by Roosevelt’s policy, which endangered 
the unity of the British Empire and undermined international monetary rela-
tions. In Leith-Ross’s words, it was ‘a policy financial[ly] speaking of murder and 
suicide, in which we could scarcely be asked to co-operate.’379

However, if Roosevelt’s deliberate depreciation of the dollar discomfited 
Britain, the predicament it created for France was much more serious (see Table 
7.1). In November 1933, Roosevelt’s actions drove the dollar nearly 42 per cent 
below its former parity with the franc. On 31 January 1934, the day after the 
adoption of the Gold Reserve Act, which formally devalued the dollar, the dis-
count was still 39 per cent. In view of the fact that the United States enjoyed a 
substantial current account surplus – indeed the surplus in 1933 was consider-
ably greater than in 1932 or 1931380 – whereas France’s current account was 
already in deficit and rapidly worsening,381 this was a grotesque and unsustain-
able situation.

7.6 France: Depressed, disarmed, demoralized, 1932–4

7.6.1 Conflicts with the Anglo-Saxon powers over gold and debts

As late as 1931, French statesmen remained hopeful that the world economic 
slump, if it did not strengthen their hand in international affairs, would at least 
not weaken it. By their lights, France had not made the mistake of the  Anglo-Saxon 
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powers since the war of lending profligately to Germany or elsewhere. Nor had 
the French domestic economy, unlike that of Britain or Germany, been exces-
sively industrialized, but remained soundly balanced between industry and agri-
culture, making it largely invulnerable to world market forces. Equally important, 
the franc was on a firm footing, backed by gold almost equal to the currency in 
circulation and seemingly beyond challenge. On 2 January 1932, the Bank of 
France’s gold reserves stood at $2695 million or £805.5 million at the current 
exchange rate, up from $2118 million or £632 million a year before: 32.4 per cent 
of the total reserves of the world’s eleven leading central banks; and in addition to 
gold, the Bank also held large foreign exchange reserves.382 The massive reserves 
sustained confidence in the franc. This was reflected in the price of government 
bonds or rentes, which, having slumped to 44 in the 1926 financial crisis, stood 
at nearly 90 in 1932.383

From the autumn of 1931, however, the comfortable assumption that France 
was an île heureuse, insulated from the economic storm lashing the rest of the 
world, was undermined by sharply declining price levels, economic activity and 
public revenues, and by soaring unemployment. At another time, France might 
have reduced the burden of adjustment by devaluing the franc or like Britain 
abandoning a fixed exchange rate altogether and allowing the franc to find its 
own equilibrium rate. But in 1931, these options were not available to France’s 
political leadership.384 Barely five years earlier, the experience of inflation, cur-
rency depreciation and devaluation had caused so much frustration as to threaten 
serious civil unrest. The middle classes felt cheated by the erosion of their savings. 
The working classes felt similarly ill-treated since their wages seemed never to 
keep up with rising prices. Now, with the economy in decline and hoarding on 
the increase, the same political divisions were reappearing. If this was not deter-
rent enough, the growing menace of Germany made a strong, stable currency 
seem an essential underpinning for national security. A succession of govern-
ments therefore chose to cling on to the gold standard. As revenues diminished 
and the budget deficit increased, they raised consumption taxes and reduced 
spending on welfare and defence. But this merely aggravated unemployment and 
increased social tensions, which contributed to the rise of hoarding. Meanwhile 
the overvalued exchange rate damaged trade, worsening the already serious cur-
rent account deficit. Despite their general preference for liberal international eco-
nomic policies, French governments saw no alternative but greater protectionism. 
This in turn brought protests and eventually retaliation from Britain. France’s 
cautious monetary and financial policy, so far from strengthening national secu-
rity, thus proved an economic straightjacket and damaged relations with friends 
and foe alike.

French political leaders had hoped that their credits to the Bank of England 
and the British government during the run on the pound in the summer of 1931 
would earn them some gratitude in London and strengthen the Entente. In the 
event, they received only grudging thanks and no compensation when exchange 
losses on their sterling credits threatened to bankrupt the Bank of France. While 
the politicians refrained from comment, the conservative press in Paris angrily 
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criticized British behaviour.385 French frustration over this episode was nothing, 
however, compared to feelings aroused by the inter-governmental debt issue. 
President Hoover’s call for a moratorium on inter-governmental debt payments 
struck French observers as a narrowly self-serving initiative taken to save American 
investors who had unwisely lent huge amounts to Germany. The danger, as they 
correctly anticipated, was that once Germany was relieved of its contractual obli-
gation to pay reparations, it would refuse to resume payments when the mora-
torium ended and tempt them towards further Treaty revision. France accepted 
the moratorium in the interests of solidarity with the Anglo-Saxon powers. And 
in October 1931, Laval obtained, or believed he obtained, Hoover’s assurance 
of cooperation if Europe took the initiative in settling the inter-governmental 
debt problem. But in January 1932, Bruening declared that Germany would not 
resume reparation payments when the moratorium ended in June.

French statesmen were further annoyed when Hoover sought to make dis-
armament a condition of any American concession on war debts. To be asked 
to compromise national security in return for concessions that French leaders 
believed America already owed the international community seemed grossly 
unreasonable. All the same, France attended the Lausanne conference in the 
summer of 1932 where MacDonald once again dangled before Herriot the hope 
of a strengthened Entente in the form of a bilateral accord de confiance and a 
common approach to Washington for a final settlement of the war debt issue. 
Herriot, encouraged to think that both the Anglo-Saxon powers were prepared 
to write off war debts, agreed to abandon reparations except for one final pay-
ment from Germany. Barely a week after the conference, Britain signalled a 
retreat when Simon denied in Parliament that the accord in any way committed 
Britain to a common policy with France on war debts to the United States. Yet 
until a fortnight after the US presidential election in November 1932, French 
leaders continued to hope that if Britain spoke for all the debtors, Washington 
might suspend the 15 December payment demand in anticipation of a final 
settlement.386

Reports that Hoover and Roosevelt had met on 22 November, but failed to 
agree on suspending war debts, put Herriot in a quandary.387 On the one hand, 
his advisers were emphatic that France must continue debt payments, since the 
amount was small – a mere $19,261,437 (481 million francs), one-fifth the amount 
($95,950,000) Britain owed on the same date388 – and failure to pay would jeop-
ardize access to the American capital market, which would be vitally important 
in the event of another war.389 It might also trigger a flight of US capital from 
Europe, bringing the Continent to its knees.390 On the other hand, French politi-
cal opinion overwhelmingly opposed any further payment to the United States. 
Lord Tyrrell, the British ambassador, doubted that Herriot would obtain 15 votes 
from the over 600 deputies in the Chamber, unless he could assure them that 
this was absolutely the last payment.391 ‘There is a strong feeling in the Chamber 
that France has been tricked; that America having led Europe on to believe that if 
reparations and European war debts were first settled she would do her part in a 
general clean-up, has now backed out.’392
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Tyrrell, who met Herriot on 1 December, found him ‘profoundly discouraged by 
the American response to his own advance at Lausanne where he did his utmost 
to give effect to American advice.’393 Given the mood in France, Herriot could 
see no way forward. Yet he was more suspicious of Germany than ever. Since his 
first premiership six years earlier, nothing had altered his belief that France’s 
fate rested with the Franco-British Entente and US friendship. Now that General 
Schleicher occupied the chancellor’s office while Hitler hovered just outside, 
Herriot was desperate to keep in with the Anglo-Saxon powers.394 On Thursday, 
5 December, therefore, he appealed to London to take no decision on payment 
before they could discuss options together.395 Meanwhile he made one further 
appeal to Washington.

Writing to Stimson, Herriot reminded him of France’s efforts at cooperation. It 
was the United States that had linked war debts with reparations by requesting 
them both to be suspended under the Hoover moratorium. France had accepted 
the moratorium and taken Hoover at his word when he assured Laval during his 
visit to Washington in October 1931 that if Europe took the lead on debt revision 
by tackling reparations, America would do the right thing on war debts. This was 
exactly what he, Herriot, had done at Lausanne. Herriot also reminded Stimson 
of the warning from the international bankers at Bâle, including a prominent 
American, that large financial transfers unaccompanied by counterpart trade or 
investment were bound to be destabilizing. This was surely the case with war 
debt payments, and especially so since the United States still enjoyed a large 
current account surplus with Europe. Since the Lausanne conference, signs had 
appeared of a recovery in the world economy, which were bound to be stifled 
if America did not contribute to the settlement of the inter-governmental debt 
problem. Surely Washington was not indifferent to the consequences of intensi-
fying the crisis? Herriot also reminded Stimson that America relied upon France 
to maintain order in Europe. France had done so since American institutions 
began pulling their money out of Europe in 1930, by lending to Germany, Austria, 
Hungary and other countries. It was also trying to keep Germany in check. Could 
Stimson not see that American disregard for France’s efforts would undermine its 
commitment?396

Washington showed no appreciation of Herriot’s argument, but London’s 
response encouraged him. As de Fleuriau, the ambassador in London, warned 
they would do, the British Cabinet on 6 December decided to make a further war 
debt payment on 15 December.397 MacDonald and Simon preferred simply to go 
ahead without regard for France, claiming that Britain was not committed to con-
sultation but merely ‘keeping in touch and exchanging views.’398 Chamberlain, 
however, was extremely anxious to avoid the unravelling of the Lausanne settle-
ment, fearing this would mean confrontation with Germany and a potentially 
uncontrollable financial crisis.399 He therefore insisted they should assue Herriot 
that, despite making a further payment to the United States, Britain would not 
reopen the Lausanne settlement by demanding the resumption of French war 
debt payments.400 He and MacDonald also promised to visit Paris on Saturday, 
8 December.
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At the Cabinet meeting on Friday, Herriot found his colleagues disturbed by 
Britain’s decision to resume payments to America, which seemed contrary to the 
accord de confiance, and strongly opposed to a further French payment. With dif-
ficulty he parried their complaints. Britain, in its recent diplomatic exchanges, 
he pointed out, had never sought special treatment from the United States and 
had behaved with complete loyalty to France. Eventually he persuaded them to 
leave the decision on a further payment until after his conversation with British 
ministers.401

As expected, MacDonald and Chamberlain, who did most of the talking 
when they met the following morning at the British embassy, encouraged 
Herriot to hope that if only they could remain united on 15 December, the 
Entente would be restored.402 Herriot expressed his frustration with American 
behaviour.

France [he said] would not take lessons in morality from a people like the 
United States, which abandoned their obligations such as Versailles, which they 
had signed. ... If [France] revolted against America, it was because Mr. Hoover, 
who had tried to make France accept a moratorium in three days, now treated 
her like this. Mr. Hoover sheltered himself behind the Monroe Doctrine; and 
when he wanted something from Europe he treated Europe as though she were 
a colony, and as though the Europeans were negroes. ... [But] it would be a dis-
aster for civilisation and humanity if America succeeded, in what was a ques-
tion of money, in dissociating the two countries [Britain and France].403

Such was his relief at finding Britain keen to cooperate that he determined 
upon payment.

News that British ministers were coming to Paris had attracted great interest in 
France. From the tone of the French press and soundings in political circles, Tyrrell 
was hopeful that evidence of Franco-British solidarity would enable Herriot to 
secure Parliamentary acceptance of his policy.404 But once it became known that 
Britain intended to pay America, Herriot could not persuade the Parliamentary 
Finance and Foreign Affairs Commissions to approve a further payment without 
stating that it was conditional upon negotiations for a final settlement.405 With 
his own Cabinet colleagues taking the same view, Herriot had no choice but to 
accept the principle of ‘payment under reserves’.406 Unfortunately for him, the 
British note of 11 December requesting an assurance that the United States would 
participate in a final settlement evoked a stern warning from Washington that it 
would accept no payment if any conditions were attached. Until then, observers 
believed that Herriot had a reasonable chance of getting his way in Parliament. 
News of the American reply markedly hardened French opinion against further 
payment.407

At 3 p.m. on Wednesday 12 December, Herriot opened the debate in the 
Chamber on war debts by urging deputies to recognize the implications for 
French security of the 15 December payment. Non-payment would isolate France 
from Britain and the United States, and encourage the revisionists in Germany. 
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Payment on the other hand would encourage the Anglo-Saxon powers to share in 
the containment of Germany. ‘Respect for signature given was the French defence 
against Germany. It was the French hope of peace. The honour of France was to 
defend the laws of political morality.’408 But by the evening of 13 December, when 
the debate resumed, the American reply to the British note had become public 
knowledge. British and American statesmen, certain that France would default 
unless they acted, hastily sent assurances to Herriot that they remained interested 
in a final settlement.409 This however was not the firm commitment demanded 
by the French Parliamentary Commissions. Right-wing deputies charged Britain 
with betraying France by agreeing to make payment to the United States, and 
accused Herriot of ‘following in the wake of England.’410 Meanwhile outside the 
Chamber of Deputies at the Palais Bourbon, police detachments were barely able 
to control the demonstrators comprising largely of members of the war veter-
ans associations and the extreme right-wing Action Française and its student sup-
porters. Herriot wound up the debate at 5 a.m. on the 14th with a powerful and 
moving speech in which he stressed and re-stressed the security implications of 
payment. But whereas Léon Blum, leader of the Socialist Party, and Paul Reynaud, 
a leading centre-right deputy, were prepared to endorse payment on security 
grounds, Herriot failed to carry even his own ministers. The government motion 
was defeated by a margin of 402 to 187 with 17 abstentions.411

Herriot, frustrated at the outcome and furious with colleagues for refusing 
to support his call for payment, immediately resigned. Joseph Paul-Boncour, a 
Radical colleague, agreed to form a new government. Equally worried at the secu-
rity implications of France’s default, Paul-Boncour took the unprecedented step 
of calling at the US embassy even before obtaining parliamentary approval for 
his government, to appeal for help in securing parliamentary approval for a fur-
ther debt payment.412 Along with Herriot, Blum, Reynaud and all the government 
advisers who favoured payment, he had good reason to be disturbed at France’s 
predicament. On 15 December, the day Britain paid its war debt instalment and 
France defaulted, the foreign exchanges turned decisively against the franc and 
for the first time since 1926 the Bank of France lost gold. Other gold curren-
cies, notably the Swiss franc, also betrayed uncommon weakness.413 Hitler was 
now just six weeks away from becoming chancellor of Germany. Although Paul-
Boncour left the American embassy empty-handed, French statesmen were not 
prepared to acquiesce in their country’s isolation.

Over the next three years, France’s relations with the Anglo-Saxon powers 
declined further, reaching an interwar nadir in 1934. But in the spring of 1933, a 
sort of false dawn occurred when it seemed that Britain and France might be able 
to work constructively with the new Democratic administration in Washington. 
Already in January, Chamberlain seemed again prepared to take drastic action to 
uphold the Lausanne settlement, including opposition to any further war debt 
payment to the United States and postponing the World Economic Conference 
until a final settlement was reached.414 In a speech directed at the United States 
that month, he bluntly warned Americans – ‘without using threats’ – that further 
debt payments would only hurt their own trade by obliging European debtors to 
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depreciate their currencies, export more to America or increase import restric-
tions. Any debt settlement, he added, must be final and modest enough to avoid 
the need for renewed claims on Germany.415 A few weeks later, Roosevelt went 
out of his way to assure Ambassador Claudel that he wanted closer relations with 
France and Britain when he became president. In an obvious allusion to Japan 
and Germany, he observed that the world was now divided between ‘the forces 
of greed and destruction’ and the forces of ‘conciliation and stabilisation’, led by 
the three great democratic powers. To reconcile the differences that had arisen 
between the latter powers, he promised to seek an early settlement of the war 
debt problem. The Hoover administration had been too ‘hasty’ in its treatment of 
France, he declared; ‘in his opinion, there had been no default on [France’s] part, 
only delay.’416

Shortly after taking office in March, Roosevelt followed up his commitment by 
inviting a leading French statesman to visit Washington for talks on war debts, the 
forthcoming World Economic Conference and other subjects; and when Daladier, 
the new premier, was unable to go, Roosevelt welcomed the choice of Herriot who 
had demonstrated his good will on the debt issue.417 Visiting Paris on 10 March, 
MacDonald assured Daladier that he could trust Britain to work on France’s behalf 
in negotiations with Washington on a debt settlement.418 Speaking with Bonnet 
the following week, Chamberlain disputed his prediction that Roosevelt would 
soon float the dollar and swept aside his proposal of a large tripartite fund to 
assist currency stabilization. Yet he did not dissent when Bonnet affirmed that 
the key to economic recovery was ‘the need of confidence and the monetary 
problems, including the gold standard.’ Indeed, he appeared to endorse this view 
by agreeing to ask Norman to initiate conversations with Moret of the Bank of 
France on the technical arrangements for ‘the new gold standard’.419

The implication that Britain was prepared to return to the gold standard hugely 
encouraged Bonnet and his colleagues.420 Since Britain had left gold in 1931, over 
forty other countries had followed in its wake, leaving the French franc increas-
ingly overvalued. Moreover, much of the grassroots pressure on Roosevelt to take 
the dollar off the gold standard arose from the conviction that Britain was gain-
ing an unfair advantage in trade by depreciating sterling. If, as French statesmen 
thought likely, Roosevelt yielded to the pressure, the franc and with it French 
commerce would be gravely affected. When, therefore, Roosevelt abandoned the 
gold standard and allowed the dollar to float on 18 April, they were dismayed and 
angry. By their lights this was a dangerously irresponsible act with no economic 
justification, which however might be the prelude to Britain returning to the gold 
standard.

Herriot, who arrived in America days later, was disappointed to find Roosevelt 
unwilling to approach Congress for a settlement of the war debt issue unless 
France first paid at least part of the ‘deferred’ December obligation, which Herriot 
knew to be unacceptable to the Chamber of Deputies.421 On the currency ques-
tion, however, the Americans encouraged him to believe that the United States 
had only temporarily abandoned the gold standard, to persuade Britain to return 
to it. Roosevelt expressed a wish to have tripartite conversations on currency 
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stabilization, although not in New York or with a representative of the New York 
Federal Reserve Bank.422 Herriot, more concerned with France’s security than 
monetary or financial issues, was even more pleased to find Roosevelt interested 
in European affairs and friendly towards France. Roosevelt made no commit-
ment, of course. In the words of Pertinax, pen name of the conservative journal-
ist, André Giraud, who accompanied Herriot to Washington, Roosevelt offered 
merely ‘atmospheric security’. All the same, as Sir Ronald Lindsay suggested, 
Herriot’s visit ‘may have done something to counter-act the anti-French prejudice 
which has been latent for so long in this country.’423

French statesmen, inured to the professionalism of European great power diplo-
macy, signally failed to grasp that Roosevelt, preoccupied with domestic politics, 
would wilfully encourage irresponsible initiatives or leave economic internation-
alists and nationalists in his entourage to fight it out for influence within the 
first New Deal. Since Woodin, the secretary of the Treasury, Hull, the secretary of 
state, and the president himself seemed to support currency stabilization talks, 
French statesmen expected to secure at least a temporary agreement. On 12 June, 
the World Economic Conference began in London, three days before the deadline 
for payment of another instalment of war debts. Despite French appeals to unite 
against further payment, Chamberlain again backed down when Roosevelt agreed 
to accept a token $10 million (£2.4 million) payment.424 That same day experts in 
London initialled a tripartite agreement on stabilizing currencies for the duration 
of the conference, and sent it to Washington for Roosevelt’s approval.425 When 
he rejected it on the 22nd, Bonnet, head of the French delegation, impatiently 
requested Chamberlain to come off the fence and side with the countries still 
clinging to gold, by confirming Britain’s commitment to a fixed exchange rate 
regime.426

Over the following ten days, Roosevelt’s inscrutable behaviour and Britain’s 
ambiguous posture contributed to a speculative run on the florin and pressure 
on all the gold currencies. This led to angry comments in the Paris press. Marcel 
Pays in Excelsior urged Bonnet to persuade his British colleagues to abjure the 
chimera of inflation and join the countries that ‘do not seek to commit suicide’. 
Pertinax in l’Echo de Paris similarly complained of Britain’s support for inflation, 
presenting it as a deliberate attack on France: ‘At Geneva they are trying to dis-
arm us; at London they are trying to take away our financial power.’ In almost 
identical language, Albert Julien in Le Petit Parisien, Lucien Romier in Paris Soir 
and the special correspondent of the Journal des Débats, a paper now controlled 
by de Wendel, the steel magnate, asserted that the fate of the conference and 
the future of international monetary stability itself rested in Britain’s hands. On 
30 June, Figaro’s correspondent in London gloomily warned readers to expect 
nothing from MacDonald: ‘For him, fear of Uncle Sam is the beginning of wis-
dom.’ Emile Buré in l’Ordre expressed equal cynicism: ‘What can we expect from 
a government led by Ramsay MacDonald, vague, nebulous, in the service of the 
Wilhelmstrasse?’427

Roosevelt’s ‘bombshell’ message, denouncing the very idea of currency stabiliza-
tion, further hardened opposition to the policy of the Anglo-Saxon powers. Tardieu, 
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the former premier, warned in La Liberté: ‘If Europe, led by England, which does 
not know how to say no to America, allows itself to yield, it will succumb to the 
greatest dislocation (ébranlement) it has ever known.’428 Reynaud, who had recently 
broken ranks to urge that France should join the Anglo-Saxon powers in a policy 
of devaluation and price reflation, wrote in La Liberté deploring ‘the opening of the 
monetary war’ that ‘divided the world into two camps.’429 Some journals called on 
Bonnet to leave the conference immediately and return to Paris. They were relieved 
to report the meeting of delegates from the gold countries at the Savoy Hotel and 
their declaration on the formation of the Gold Bloc.430 Temporarily, speculation 
against their currencies ceased and short-term interest rates eased slightly in Paris. 
But as the foreign exchange dealers in London and elsewhere appreciated, Gold 
Bloc central bankers had no weapon against the serious overvaluation of their cur-
rencies. They could raise interest rates and restrict credit, and their governments 
could take unilateral domestic action (retrenchment) or unilateral external action 
(tariff increases, quantitative trade controls, embargoes on foreign lending). But 
with the dollar trading at a discount of 22 per cent against the franc on 1 July 
and 31 per cent before the end of the month, and sterling declining alongside 
it, the gold currencies were almost bound to remain overvalued, no matter how 
rigorous their unilateral action.431 Sooner or later they would be forced to devalue. 
Meanwhile their deflationary measures would inflict upon them a ‘slow suicide’, 
as Reynaud warned, undermining their domestic political and social stability and 
further weakening their national security.432

For five years after Poincaré’s return to office in 1926, French governments 
had enjoyed the fruits of national prosperity, with each year’s budget ending in 
surplus and the Treasury accumulating 19 billion francs (£153 million) by 1930. 
By the autumn of 1931, however, the prevailing winds had decisively shifted. 
Nominally the budget remained balanced. But extra expenditure for defence and 
social provision had been levied against the Treasury surplus, which all but dis-
appeared, and the national accounts faced a 5 billion franc deficit in the absence 
of government action.433 Conventional economic wisdom throughout the capi-
talist world assumed that markets instantly cleared and that budget deficits 
inevitably meant inflation, the loss of international competitiveness and ulti-
mately the destruction of the currency. Accordingly, the Laval government, in 
an initiative the Economist described as ‘heroic’, undertook to reduce spending by 
3 billion francs (£24.6 million) and to raise new income through import duties 
and other taxes.434 But as in Germany in 1930 and Britain in 1931, the deflation-
ary effect of France’s commitment to a balanced budget increased unemployment 
and reduced tax revenue. This in turn aggravated divisions within society, which 
threatened to undermine democratic government. To make matters worse, the 
increased trade protectionism and reductions in defence spending had the dou-
bly subversive effect of antagonizing friends and encouraging enemies.

Herriot, who formed the first government after the May 1932 election, reduced 
expenditure by a further 2 billion francs of which 1485 million francs (£16.2 
 million) came from defence. A large loan conversion operation in September 
reduced debt service costs by 1407 million francs and briefly eased the fiscal 
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pressure. But government bonds had already lost four-fifths of their value in the 
wartime and postwar inflation, and the middle classes were angered by the loss 
of revenue.435 Moreover, the fiscal deficit had re-emerged to dog the government 
before it fell in December 1932.436 Herriot’s successor and fellow Radical, Paul-
Boncour, shared his fears of Germany, especially with Hitler on the verge of tak-
ing power, and sought to resume war debt payments to maintain solidarity with 
the Anglo-Saxon powers. Despite his fears and despite resisting Anglo-Saxon pres-
sure for concessions to Germany on disarmament, however, he could not ignore 
the deficit, now estimated at 10,541 million francs (£124 million) or fully 20 
per cent of planned expenditure. He sought to address it by means of 5241 mil-
lion francs in higher income tax and import duties, and 5300 million francs in 
economies, including 638 million francs (£7.5 million) from defence: a 5 per cent 
reduction in defence spending on top of the 5 per cent across-the-board reduc-
tion in departmental allocations and the special reduction of 1485 million francs 
(11 per cent) inflicted by Herriot in respect to the 1933 budget.437 But the Radicals 
did not command a majority in Parliament, and whereas the Socialists opposed 
reductions in public sector wages while urging greater reductions in defence, 
nationalists on the right of the Chamber loudly opposed tax increases. Attacked 
from both sides, the government was defeated at 6 a.m. on 28 January 1933, after 
a furious 24-hour debate.438

That same day a group calling itself the Committee for the Defence of Taxpayers 
convened a well-attended meeting at the Magic City dance-hall in Paris, and on 
30 January another group, the Committee for Economic Salvation, convened an 
even larger gathering at the Salle Wagram. In each case the purpose was to dem-
onstrate the fear and anger of the middle classes at the spectre of runaway budget 
deficits, inflation and the destruction of savings. Speakers denounced politi-
cians and Parliament, and called on supporters to demonstrate outside the Palais 
Bourbon where the cry went up: ‘Plus d’impôts, plus un sou; plus de parlement; plus de 
députés; dictature; dissolution.’439

Daladier, who formed a government on 31 January, faced an acute budget crisis 
the day he took office. To address it, he made minor concessions to the Socialists 
while retaining the tax increases and most of the defence cuts. Since this still did 
not balance the Treasury’s books, he conjured away the problem by adopting more 
optimistic assumptions about revenue in the coming year. The Chamber eventu-
ally approved the new finance bill on 1 March, but at the cost of rifts within the 
Socialist and the Radical parties as well as tensions between the Chamber and the 
more conservative Senate.440 In April, the government negotiated a three-month 
£30 million credit from a consortium of British banks led by Lazard Brothers, 
with an option to renew for another three months.441 But any hopes that this 
would stem the outflow of gold from France, which had begun in December, were 
dashed by the depreciation of the dollar and the turmoil over currency stabiliza-
tion. Between 1 January and 31 March 1933, the Bank of France lost 2.5 billion 
francs (£29.4 million at £1/85 francs) in gold reserves. With the United States’ 
departure from gold, the Bank suffered further losses to London, but gained an 
equivalent amount from Holland and Switzerland which now experienced severe 
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exchange crises. In the first week of July, the French franc came under renewed 
pressure.442 Meanwhile private hoarding sharply increased, and rentes, having 
reached a high of 90 in June, slid to 63 by February 1934. For almost everyone in 
France, the second half of 1933 was a time of mounting desperation.

Since June 1932, Radical governments had succeeded in reducing public 
expenditure by 7 billion francs (£80 million) or fully 15 per cent, which was 
greater than the reductions imposed by Britain’s National government in the 
financial crisis of 1931. But as the slump worsened, so the French deficit con-
tinued to grow. Conservative critics in the Chamber and the press constantly 
attacked the Radicals for the collapse of the franc in 1926: proof, they claimed, 
that the Radicals could not be trusted to govern now. Daladier asserted his com-
mitment to fiscal orthodoxy at the party conference at Vichy in October 1933, 
when he promised to eliminate the deficit. But the Socialists, whom the Radicals 
counted on to support their finance bill, rejected the proposed 6 per cent reduc-
tion in public sector wages. On 24 October, with the Palais Bourbon surrounded by 
angry demonstrators and ‘virtually in a state of seige’, the Daladier government 
fell after a tumultuous, ill-tempered debate.443

Camille Chautemps, another Radical, soon formed a government, and in 
December he secured parliamentary approval of a finance bill that in theory 
removed the deficit.444 But this was a short-lived success, for the slump  worsened, 
gold hoarding increased, the reserves of the Bank of France declined and the 
market for rentes – the clearest measure of unease among the middle classes – 
remained severely depressed. Between 1 September and 1 December 1933, the 
Bank lost 4905 million francs in gold. It lost a further 414 million francs in 
December and 2756 million francs in the first two months of 1934: a total of 
8075 million francs (£97 million) in six months. By now rentes had fallen to 
the point where the government could not hope to issue a long-term loan, and 
commercial banks in Paris and London were reluctant to purchase the bons de 
défense and treasury bills the Ministry of Finance issued each month to cover the 
shortfall in its revenue.445 French journalists aggravated the crisis by claiming 
that Britain was deliberately bearing the franc.446 Hoarding increased, and in 
the midst of the financial crisis, the Stavisky affair, a political-financial scandal 
of extraordinary proportions, disrupted parliamentary government and further 
damaged business confidence.

Serge Stavisky, a naturalized Russian-born Jew, had issued several series of com-
mercial bonds on a false prospectus in the 1920s which had passed unnoticed 
while the French economy was booming. But from 1930, he had found it impos-
sible to cover redemptions with new loans and was charged with fraud. His suc-
cess in securing no less than nineteen delays in his trial date, along with photos 
depicting him in the company of certain Radical politicians, fed rumours that he 
was being protected by men in high office. On the run, the police located him 
at his villa in Chamonix where on 8 January 1934 he allegedly took his own life 
before he could be arrested. This immediately gave rise to further rumours that 
the police had shot him to cover up for the politicians.447 At other times, unsup-
ported allegations of this sort might not have mattered. But in the already tense 
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atmosphere in the winter of 1933 conservative observers seized upon them as 
proof that the Radicals were not merely incompetent but corrupt and leading 
the country to ruin. Joseph Garat, a Radical deputy and mayor of Bayonne, had 
been complicit in Stavisky’s fraud. Albert Dalimier, the minister of colonies, was 
known to have recommended Stavisky’s bonds to investors, and Georges Pressard, 
head of the Paris Parquet, which had delayed Stavisky’s prosecution, was Camille 
Chautemps’ brother-in-law. Philippe Henriot, a member of Louis Marin’s right-
wing parliamentary group, on 18 January 1934 also accused Georges Bonnet, 
minister of finance, of an association with Stavisky. Lord Tyrrell seemed more 
than half persuaded. As he reported to London:

M. Bonnet rose at once to defend himself amid scenes of great excitement. 
He admitted somewhat lamely that it was possible that he had seen Stavisky 
at Stresa, but he declared that [Stavisky] had not had any relation with the 
French delegation. ... M. Bonnet’s defence was extremely weak and unconvinc-
ing, whilst the implication of so many other Ministers in previous affairs made 
a deep impression. ... The worst feature of the situation is the general popular 
belief that all parties and almost all Ministers are equally compromised by this 
and previous financial scandals.448

The Stavisky affair coincided with an equally ominous development in America. 
This was the passage through Congress of a bill sponsored by the isolationist 
California senator, Hiram Johnson, to punish France and other war debt default-
ers by excluding them from borrowing or raising capital in American financial 
markets. In December 1933, as yet another debt payment date passed, Lindsay 
reported from Washington that the US Administration was not publicizing their 
continued default, but nonetheless maintained its ‘steady but relentless pressure’ 
for a settlement. His French and Belgian colleagues were ‘extremely uncomfort-
able’ and longed for some means of resolving the dispute.449 Their discomfort 
increased in the New Year when the Administration, having hitherto remained 
silent on the Johnson bill, indicated its cautious support.450 The bill, with minor 
amendments proposed by the State Department, received Senate approval on 
1 February 1934. Lindsay protested against the bill, which appeared to rule out 
further token payments.451

In London, government ministers, their advisers and much of the business 
community betrayed deep resentment at Roosevelt, whom they had counted 
on to adopt an internationalist stand and who instead had embarked upon a 
reckless monetary experiment, acquiesced in the Johnson bill, and now turned 
his back on the debt problem.452 When the US attorney general confirmed that 
another token payment would put Britain in default, they therefore determined 
at once to cease payments.453 Chamberlain still worried about the effect upon 
British credit. But his deeply orthodox sensibility was so affronted by Roosevelt’s 
off-handed approach to policy that he yielded to the advice of Treasury officials 
and colleagues.454 Despite Lindsay’s repeated appeals to continue war debts for 
the sake of American friendship, they seemed unconcerned by the consequences 
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of defaulting.455 Britain owed $85.7 million (£18 million) on 15 June and its 
outstanding debt to the United States stood at $4.8 billion, $500 million more 
than it had originally borrowed to pay for the war.456 But since they did not 
anticipate another war in the foreseeable future, they did not regret losing access 
to American financial markets. ‘My hope is that it [the Johnson bill] will become 
law – & with any luck, even in a still more foolish form’, Sir Warren Fisher, the 
permanent secretary of the Treasury, commented to Leith-Ross.457 Vansittart at 
the Foreign Office seemed equally unconcerned. ‘Senator Johnson may, for the 
first and last time in his life, prove a blessing in disguise’, he scornfully com-
mented in April 1934.458 With Hitler in power in Germany and practically all 
opposition suppressed, some of Vansittart’s colleagues betrayed a flickering of 
concern, but they made no protest against default.459

It was a different story in Paris. There, expectations of another war made 
access to American markets a much more acute issue. Since 1932, Claudel, the 
ambassador in Washington, had urged ministers to follow Britain’s example 
and make token payments. Herriot, Paul-Boncour and other Radical leaders 
agreed in principle, and when Herriot joined the Doumergue government of 
national concentration in the aftermath of the Stavisky affair in February 1934, 
he evidently made it a condition that the government should attempt to remove 
the charge of default, through a token payment or other means.460 In May, 
with the Cabinet still divided, rumours circulated that France would resume 
war debt payments to the United States. The leading ex-servicemen’s associa-
tion immediately placarded Paris with posters denouncing this ‘surrender’.461 
Facing certain trouble in Parliament and on the streets over any concession, 
ministers were relieved to learn in June that Britain would cease war debt pay-
ments altogether. This at least realigned Britain and France on the debt issue.462 
But it meant that they were both further estranged from the United States. 
Meanwhile, other differences between Britain and France ruled out any revival 
of the Entente.

7.6.2 Conflicts with Britain over trade and commerce

Not once since the end of the war had French political leaders ever lost sight 
of the importance of retaining Britain’s friendship in the interests of national 
security. But with the onset of the world slump, economic disputes with Britain 
multiplied. Solutions became hard to find because ministers in both countries 
became intensely preoccupied with domestic affairs. They were also handicapped 
by the structure of government, which in both countries had been shaped by the 
long ascendancy of liberal doctrine. Thus, economic issues remained the preserve 
of economic ministries whose remit was essentially to hold the ring for private 
investment and consumption, and which resisted the subordination of economic 
policy to the broader concept of national interest advanced by the foreign min-
istries. Britain bore responsibility for some of the disputes that arose, France for 
others. But because British political leaders placed far less value on Franco-British 
friendship than their French counterparts, they were prepared to intensify the 
disputes until the French felt obliged to yield.
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Until the summer of 1931, Franco-British commercial relations remained sta-
ble, though viewed very differently from opposite sides of the Channel. Britain 
was France’s largest customer, absorbing £55.1 million or nearly 18 per cent of its 
exports in 1930 as well as providing approximately £30 million per annum in 
invisible exports mainly from tourism.463 The secretary of the British Chamber of 
Commerce in Paris claimed that Britain offered France ‘virtually an open door for 
her goods’, for which it deserved special treatment. ‘If we are to continue to keep 
it open, why not have something for it?’464 France, in contrast, imported only 
£29.7 million of British goods and £14.5 million of British re-exports or 9.2 per 
cent of British export trade.465 Moreover, France levied duties on the bulk of goods 
from Britain. British businessmen and Board of Trade officials thus regarded it as 
a one-sided relationship in which protectionist France took advantage of Britain’s 
liberal commercial regime. This view was reinforced in May 1931 when France 
resorted once again to import quotas to make up for its inability to raise import 
duties, some 72 per cent of which had been fixed in commercial treaties with 
other countries.466

French businessmen and politicians saw the relationship differently. While 
it was true that bilateral trade left France with a surplus, this was not the case 
if one included the British Empire as a whole. Moreover, Britain, the suppos-
edly liberal power, raised nearly three times as much in revenue on imports 
from France as France raised on imports from Britain. Retreating from free trade 
in the 1920s, Britain had introduced stiff protectionist duties on a number of 
goods that figured prominently among French exports, notably woollens, lace, 
silk and artificial silk (rayon). It also increased excise duties on important items 
of French export such as wines and spirits, sugar and dried fruit. British officials 
vigorously denied that excise duties were protectionist, since ‘equivalent’ duties 
were levied on similar goods produced in Britain. But, as the French were pain-
fully aware, Britain scarcely produced any of the dutiable goods, the ‘equivalent’ 
duties were not actually equal, Empire producers received substantial prefer-
ences, and all such duties discouraged consumption. Thus in 1929, France col-
lected 270  million francs in duties or an average duty of 4.6 per cent on 5828 
million francs of imports from Britain, whereas Britain collected £6 million (730 
million francs) or an average duty of 9.6 per cent on 7573 million francs of goods 
imported from France.467

Board of Trade officials rejected these statistics as misleading. For one thing, 
fully two-thirds of British exports to France were raw materials, the largest being 
coal, which the French did not tax on account of their essential importance, 
whereas the great majority of French exports to Britain were manufactured goods. 
For another, France levied a 2 per cent import tax to offset a business turnover 
tax on domestic producers, which substantially increased its total tax levy. The 
Board estimated that French duties on imports from Britain averaged 6.6 per cent 
if the supplementary tax was included, and nearly 11 per cent on British imports 
minus raw materials. Third, France earned a large surplus on invisible exports 
to Britain mainly through tourism.468 Both countries put the most favourable 
gloss on their record. But while French business and politicians understood the 
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protective element of French taxes, their British counterparts deluded themselves 
in imagining that Britain was still uniquely liberal in its commercial relations.

The British use of veterinary and phytopathological (plant disease) restrictions 
added considerably to the misperception. Encouraged by the country’s island 
location, the Ministry of Agriculture and Fisheries had applied embargoes or 
restrictions on numerous imports in the 1920s to protect domestic production 
from infectious disease or infestation. French politicians and officials did not 
dispute their right to do so, but suspected that, in the absence of other means of 
protection under free trade, Ministry officials regularly yielded to pressure from 
the National Farmers’ Union (NFU) to apply veterinary and phytopathological 
restrictions more severely than was scientifically justified. Britain repeatedly 
rejected French requests to negotiate an international convention on the applica-
tion of these restrictions or for expert bilateral negotiations.469 Its invariable reply 
was that issues affecting British health and safety were non-negotiable.470 French 
dissatisfaction increased when Britain sought to shore up sterling in September 
1931 by introducing emergency duties on luxury imports, which fell with par-
ticular force upon France since over 50 per cent of its exports to Britain were 
defined as luxuries.471 Then on 1 October 1931, the British Ministry of Agriculture 
announced a massive increase in restrictions on French potato and other vegeta-
ble imports to stop the Colorado beetle from reaching England.472

The beetle, a voracious invertebrate which thrives on potato, aubergine and 
tomato plants, had almost certainly been carried to France with supplies for the 
American army during the Great War, for it was discovered in 1922 in the region 
around Bordeaux, the army’s chief port of disembarkation.473 Britain had imposed 
a 200-km embargo around infested areas the following year, then relented under 
French protests and reduced it to 40 km.474 But in May 1931, after infestations 
were reported further north, it increased the zones to 75 km, and in October 1931, 
when the beetle was found in a few places north of the Loire, Britain signalled its 
intention to increase the exclusion zones again to a radius of 200 km. This consti-
tuted a sevenfold increase in the embargo, which included the whole of Brittany, 
a region of small-holders heavily dependent upon the British market and as yet 
wholly free of the insect. Moreover, as an extra precaution, the embargo was to 
include an expanded range of agricultural products from within the restricted 
zone.475 Britain was France’s largest export market and its second largest mar-
ket for agricultural products (after Belgium and Luxembourg together), taking 
1558 million francs (£12.8 million) in farm goods in 1928.476 French peasants and 
landowners, however, were in no mood to yield on what they saw as disguised 
protection aimed at them. Having made huge sacrifices during the war, they had 
fared poorly during the 1920s, with price levels declining and manufacturing 
interests receiving greater support from the state. Depressed and frustrated, they 
expected a vigorous reaction to the British action, especially as Tardieu was now 
minister of agriculture.477

The Vicomte de Halgouet, commercial attaché at the London embassy, at 
once led a delegation of experts from the French Ministries of Commerce and 
Agriculture to see Sir John Gilmour, the British minister of agriculture and 
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fisheries, to request the withdrawal of the expanded restrictions. In their new 
form, the French complained, they amounted to a virtual embargo upon French 
potato exports as well as including other produce that could not possibly carry the 
beetle. The restrictions only applied to perhaps £1.5 million or 3 per cent of total 
French exports to Britain. Nevertheless, they would severely affect the livelihood 
of tens of thousands of peasant families, and in France, where nearly 50 per cent 
of the population lived on the land, the rural vote was crucially important to a 
majority of parliamentarians. French officials were prepared to accept a range 
of measures, including the presence of British inspectors in French ports and 
restricting exports to washed and treated consignments. But they grew annoyed 
and ‘protested indignantly and volubly’ when Gilmour dismissed their proposals 
while refusing to offer any good reason for the drastic increase in the restrictions. 
They alleged that the restrictions were based on ‘economic and not on scien-
tific grounds’. Gilmour’s confirmation that he intended to announce the order in 
Parliament without the opportunity for bilateral negotiations was the last straw. 
Du Halgouet ended the two days of exchanges by entering ‘the strongest possible 
protest on behalf of the two Ministries; it would be for the French Government to 
take what steps they may think necessary in the matter.’478

The French experts had good reason for doubting the rationale of the British 
restrictions. British experts knew the beetle could easily reach England on vehicles 
returning from France or even by flying the Channel unaided, and that adminis-
trative barriers, however stringent, could do little to hinder its movement. British 
farm interests led by the NFU, however, had mounted intense pressure on Gilmour 
and the Ministry for import restrictions and the maximum use of sanitary restric-
tions.479 In the circumstances, neither Gilmour nor his officials wished to be held 
responsible for an invasion of the beetle, if this were to occur. As the French 
suspected, the large increase in restrictions was thus motivated chiefly by politics 
and economics rather than scientific logic. But it was consistent with Britain’s 
liberal traditions of government that the minister of agriculture should be left 
to his own area of responsibility, and consistent with the mood in Britain where, 
amidst an unprecedented financial crisis, the demand for protection was strong. 
Although the Foreign Office was uneasy about disregarding French appeals for 
a compromise settlement, none of Gilmour’s Cabinet colleagues questioned his 
decision to announce the new order on 6 October.480

French statesmen, angered by what they regarded as Britain’s sharp practices 
and driven on by a wave of resentment in rural areas, warned that retaliation was 
certain if the British banning order was not soon rescinded. Dining at the British 
embassy in Paris on 7 October, Louis Rollin, the minister of commerce, spoke to 
Lord Reading of the ‘very unpleasant impression’ created in France by the British 
restrictions, of the ‘very great agitation’ in Brittany and the strong protests he 
was receiving from deputies in regions affected.481 The following day, de Fleuriau 
called at the Foreign Office to complain of the restrictions and the shabby treat-
ment meted out to du Halgouet’s delegation. He warned that ‘the order would cer-
tainly provoke reprisals on the French side.’482 That same evening, M. Guernier, 
the minister for posts, who represented western Brittany in the Chamber, called 
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on Robert Cahill, the commercial counsellor at the British embassy, to appeal for 
concessions.

He said it would mean ruin for a large proportion of the agricultural popu-
lation of the Departments of the Ille-et-Vilaine and Côtes-du-Nord. ... [T]he 
greater part of Brittany, especially the ports such as St. Malo and Roscoff, were 
deeply concerned in the trade ... it would spell ruin for these districts.483

France, Guernier affirmed, would consider almost any inspections or regula-
tions Britain requested, but it would not tolerate the ruin of a whole province due 
to arbitrary restrictions. If Britain refused to modify the beetle order, ‘he and his 
political friends’ would insist upon retaliatory action. Tardieu was absent from 
Paris for a few days, Guernier added, but he was ‘entirely in sympathy with his 
attitude, and would take action on his return.’ Tardieu appeared to corroborate 
Guernier’s claim when, at a press conference on Friday 13 November, he warned 
of ‘an agricultural battle like the long extensive battle of the great war. The weap-
ons, he insisted, include tariffs, bonuses for home producers, orders regarding 
hygiene, obligatory use of domestic produce, and Customs reprisals’.484

The very next day, France introduced a 15 per cent surcharge on imports from 
Britain and 14 other countries that had recently abandoned the gold standard and 
allowed their currencies to depreciate. As in the case of Britain’s Colorado beetle 
order, this too appears to have been the initiative of a single minister, Rollin, 
acting with the support of Tardieu and perhaps a few other colleagues.485 Rollin 
was aware of the severe decline in French exports and the prospect that France 
would face a deficit on its trade balance for the first time since the mid-1920s. He 
also knew that the deficit would be aggravated by the British anti-dumping duties 
due to come into effect within a few days. Under relentless pressure from manu-
facturers and agricultural interests for greater protection, he seized upon the sur-
charge as a means of addressing his predicament. Since it applied to all countries 
with recently depreciated currencies, he evidently hoped it would not fall foul of 
France’s most-favoured-nation commitments.486 If so, he gravely underestimated 
the Board of Trade’s hostility to trade discrimination in any form. For nearly a 
century under Free Trade, the Board had had nothing with which to bargain for 
trade concessions and therefore relied upon the most-favoured-nation principle 
to ensure equitable treatment for British commerce. Despite Britain’s turn towards 
protectionism, the Board remained intensely opposed to discrimination.487 So 
too did Walter Runciman, the president of the Board and a life-long free trader, 
who received loud complaints about the French surtax from British coal exporters 
as well as numerous questions in Parliament, and threatened retaliation if it was 
not quickly removed.488

The emerging spectre of a trade war startled politicians on both sides of the 
Channel. Laval wrote to MacDonald to assure him that he was doing everything 
to resolve the dispute. With Germany more threatening than ever and economic 
relations in Europe breaking down, ‘a tariff war between the two countries’ was 
the last thing he wanted. ‘He would consider this a world calamity especially 
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at the present time when big problems are awaiting solution rendering Anglo-
French co-operation essential.’489 He and Briand pressured Rollin to give ground, 
and by early December Laval was able to report that his government was prepared 
to exempt British coal exports from the surcharge.490 This was an important con-
cession both because coal constituted by far the largest item of British exports 
to France, in value as well as volume, and because it meant opposing the French 
mining industry which was in deep depression and had sought extra protection 
from import competition. To be politically acceptable, however, Laval needed 
some counter-concession from Britain, such as the relaxation of the Colorado 
beetle order and if possible other restrictions on French agricultural exports.491

In London, Foreign Office and Treasury officials were similarly disturbed by the 
trade dispute and hoped to see it quickly ended. By their lights, the commercial 
stakes were small compared with the problem of reparations, which kept Germany 
in turmoil and threatened to bring the international political and financial sys-
tems down on their heads. The Foreign Office, being equally concerned for the 
fate of the forthcoming disarmament conference, persuaded Simon to intervene 
with his Cabinet colleagues. At his request, MacDonald responded to Laval with 
a vague appeal for economic cooperation and Franco-British solidarity.492 But 
the very next week Parliament enacted the government’s Horticultural Products 
(Emergency Customs Duties) Act, which struck another blow at French trade by 
defining all early fruit, vegetables and flowers as luxuries and subject to swinge-
ing duties.493 Since neither Runciman nor Gilmour was prepared to give way on 
import restrictions, the French 15 per cent surtax also stayed.494

Through 1932 and 1933, Franco-British commercial relations went from bad to 
worse. In late January 1932, France (also Poland) reduced its quota on imported 
coal to 64 per cent of the 1928–30 average volume of imports, which British 
industry spokesmen estimated would cost 16,000 miners’ jobs.495 In February, 
the British government approved retaliatory duties on a wide range of goods 
from countries that discriminated against British trade.496 Subsequently, France 
extended the range of imports subject to quotas. National quotas were distrib-
uted in proportion to average imports over the previous three years, though con-
siderably reduced overall. The French Ministry of Commerce regarded quotas as 
the only means of escaping the straightjacket of consolidated import duties. The 
British Board of Trade, however, regarded them as scarcely legitimate since they 
tended to fix trade into rigid bilateral paths, blocked trade expansion and by 
disregarding changes in international competitiveness led inevitably to de facto 
discrimination. Moreover, the Board was not equipped to manage the allocation 
of the British quota, which it left to the Federation of British Industries and the 
Association of British Chambers of Commerce to distribute.497 Even so, the Board 
flatly refused France’s repeated requests to negotiate a new commercial treaty.

In February 1932, Chamberlain encouraged the French to believe that Britain 
was prepared to negotiate on quotas, the surtax and other outstanding com-
mercial issues.498 This led Laval to affirm the French decision to exempt British 
coal from the surtax, which Runciman immediately announced in London. But 
shortly afterwards, the Board of Trade ruled out trade negotiations until after the 
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Ottawa conference in August, while demanding nonetheless that France remove 
its surtax from all British goods.499 The misunderstanding was evidently uninten-
tional, and arose from Chamberlain’s impatience to end the trade dispute in the 
interests of a reparation settlement. But to Rollin and his colleagues it seemed like 
another instance of sharp practice.500 As George Mounsey of the Foreign Office 
put it, ‘We shall be “perfide Albion” over again as a result of all this.’501

Britain struck a new blow on 9 May 1932, when Chamberlain included in his 
budget sharply higher duties on important French exports, in particular silk 
and artificial silk (rayon). Raw silk imports now attracted a duty of nearly 22 
per cent and silk products a duty of 43 per cent, which on top of the 25 per cent 
depreciation of the pound sterling against the franc practically excluded them 
from the British market. De Fleuriau pointed to the remarkable conjuncture of 
British restrictions on products such as potatoes, early vegetables, cherries, silk 
and luxury apparel, all of which acutely affected the Lyon region. During the 
winter, deputies from Lyon and the Paris sewing trades had helped secure the 
lifting of the surtax on British coal, and had also appealed to the French govern-
ment to resist the retaliation demanded by other industries when the first British 
anti-dumping duties were announced, even though they constituted an extra 50 
per cent hurdle for silk and haute-couture exports to the British market.502 But so 
furious were they at Chamberlain’s increased silk duties in the spring of 1932 that 
they agreed to join other industries in protest. British concessions were essential if 
the two countries were not to be drawn into tit-for-tat action, de Fleuriau warned. 
They were all the more important since Herriot was likely to be the next premier, 
and as mayor of Lyon he would find it hard to cooperate with Britain if something 
were not done to appease local interests.503

Chamberlain, no more than Runciman or Gilmour, was prepared to yield, and 
Franco-British trade precipitously declined. In the first ten months of 1932, French 
imports from Britain had declined 40 per cent in gold francs. This was closely 
similar to the decline in French imports from all countries (39 per cent) as well 
as French exports to all countries (37 per cent.) French exports to Britain, how-
ever, declined by an extraordinary 58 per cent.504 Of all items France exported to 
Britain, silk was one of the worst affected. In 1929, France shipped 1152 million 
francs of raw silk and silk products to Britain. By 1932, French silk exports had 
declined to 355 million francs, down almost 70 per cent, and by 1934 they were 
down 80 per cent, despite the partial recovery of the British economy.505

Franco-British trade relations worsened in the summer of 1932 after France cre-
ated a new form of trade discrimination. To raise revenue, Rollin increased the 
French domestic business turnover tax, while removing the advantage this gave 
to foreign competition by raising the compensatory duty on semi-manufactured 
imports from 2 to 4 per cent and on fully manufactured imports from 4 to 6 
per cent. Britain could scarcely object to these actions until an element of dis-
crimination was introduced, which occurred when Rollin received concessions 
from Belgium and Italy and thereupon rescinded the compensation taxes on 
their exports while maintaining them on goods from Britain.506 With this, British 
manufacturers and merchants complained as loudly as their French counterparts 
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did over British restrictions.507 Official protests followed,508 and in March 1933, 
Paul-Boncour, the foreign minister, was obliged to warn colleagues that the issue 
was causing ‘un veritable malaise’ in economic relations with Britain.509 When 
Bonnet, the minister of finance, approached the British government for a loan 
in April, Chamberlain indicated that France must first remove all discrimina-
tory measures from British trade.510 Daladier promised to introduce the necessary 
legislation.511 But after the loan was arranged, the French government withdrew 
only the compensatory tax and not the surtax, because French industry and agri-
culture, urged on by Tardieu, mounted a vigorous campaign against concessions 
until Britain agreed to reduce agricultural sanitary restrictions or duties on silk 
and wine.512 British protests rose to new heights.513 So shrill were they and so 
embarrassing was the French government’s refusal to honour its promise that 
Jacques Rueff, the French financial attaché in London, approached Bonnet in 
Paris to say that he was not prepared to return to London until the surtax issue 
was settled.514

With the franc increasingly overvalued, protectionism elsewhere on the 
rise and France’s current account rapidly worsening, the Daladier government 
decided upon a more aggressive policy of reciprocal trade. On 1 September, it 
announced that from 1 January 1934, 75 per cent of all French import quotas 
would be withheld until recipient countries granted satisfactory concessions. 
French officials acknowledged that the new policy was directed mainly at Nazi 
Germany, which enjoyed the one-sided benefits of their 1927 commercial treaty 
and was taking unfair advantage of France’s commitment to the most-favoured-
nation principle on quotas.515 They planned to exclude Britain from the recipro-
cal requirement, but changed their minds after receiving another curt refusal to 
reconsider the sanitary restriction orders on French agricultural exports.516 This 
infuriated Runciman who obtained Cabinet approval to apply penal duties on 
French imports if, after one more warning, France failed to remove both the sur-
tax and turnover compensation taxes from British goods.517 Laurent-Eynac, the 
minister of commerce, appealed for a delay to secure parliamentary approval for 
the removal of the offending duties, and just before the end of the year he was 
able to confirm their suppression.518 The new reciprocal policy on import quotas, 
however, went ahead in the New Year, despite a strong British protest against 
these ‘ruthless restrictions’. British trade faced a provisional 75 per cent reduction 
in its share of the French market.519

On 10 January 1934, after learning that Belgium and the United States had 
regained 100 per cent of their quotas in return for concessions, Runciman once 
more accused France of discrimination and threatened immediate retaliation on 
goods of a commensurate value. Before the end of the day he received the promise 
of a restoration of quotas on most goods.520 But when, ten days later, he learned that 
only 90 per cent of the quotas would be restored and that the coal quota in particu-
lar would be 10 per cent lower than before, he threatened retaliation on silk, cloth-
ing and other French exports, if the quotas were not fully restored by 7 February.521 
French officials appealed for some understanding. Britain, they pointed out, had 
used its ham and bacon quotas similarly as a bargaining instrument; and France 
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had restored nearly 97 per cent of quotas on British goods without any reciprocal 
concessions, as a gesture of goodwill. But France’s current account deficit made 
it essential for them to introduce a reciprocal trade policy. If Britain carried out 
its threat of retaliation, France would be obliged to denounce the 1882 conven-
tion governing Franco-British commercial relations and insist upon negotiating a 
new agreement.522 At this point, MacDonald and Simon became uneasy and urged 
Runciman to find a way out of the impasse.523 Runciman threatened to resign 
rather than back down, however, and it was not until Tuesday, 6 February, a fateful 
day for France, that he agreed to take a step back.524

Since the start of the year France faced growing turmoil on account of the 
Stavisky affair. On 9 January, following news of Stavisky’s death, Charles 
Maurras’s Action Française, Pierre Taittinger’s Jeunesses Patriotes and Colonel de la 
Rocque’s Croix de Feu organized a noisy demonstration in Paris, and for the rest 
of the month demonstrations took place daily near the Palais Bourbon. When 
the Chautemps government fell on 27 January, Daladier sought to form a new 
government. But right-wing critics charged that it was the same old gang, and on 
6 February, when Daladier was expected to present his new government for par-
liamentary approval, the Union Nationale des Combattants, Solidarité Française and 
the Fédération des Contribuables, along with Action Française, Jeunesses Patriotes, the 
Camelots du Roi, the Croix de Feu and other ligues prepared to march on the parlia-
ment building. With Hitler firmly in control in Berlin and Kurt von Schuschnigg 
in Vienna at this very moment employing the Austrian army to crush the rem-
nants of Socialist opposition to his clerico-fascist government, French Socialist 
and Communist party leaders feared a similar outcome in Paris and independ-
ently urged supporters to mobilize. At 2:40 p.m. on the 6th, Ronald Campbell, 
the chargé at the Paris embassy, standing in for the absent Tyrrell, telephoned the 
Foreign Office to hold off the trade sanctions.

Internal situation is increasingly menacing. There may well be bloodshed 
tonight and chaos tomorrow. It is impossible at present to discuss quota ques-
tion with anybody. We have hitherto advised that firm attitude on commer-
cial questions would not affect our general relations but I could not maintain 
this opinion if Order were published in the middle of this crisis. I am sending 
in ... a letter to Monsieur Daladier emphasising the very grave view which His 
Majesty’s Government take and asking him to receive me as soon as it is pos-
sible for him to do so. I would earnestly ask you to reconsider the decision to 
make announcement tomorrow and to give French Government forty-eight 
hours final notice in accordance with your original intention.525

British observers, including those who should have had an informed and bal-
anced view, were agreed: France was a decadent country, its political class rid-
dled with corruption, its policies short-sighted, foolish and destructive in the 
extreme. Campbell, the chargé, wished London to know that the rioters in Paris 
were ‘wholehearted republicans and democrats and only determined to put a 
stop to the corrupt activities of the old gang of politicians’.526 Chamberlain, who 
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had dined the previous week with Lord Derby, the former ambassador to France, 
accepted his fanciful assertion that there were ‘over 160 Deputies in Stavisky’s 
pay and were paid through Chautemps; Bonnet took no money himself but 
Mme. Bonnet accepted jewels which she converted into cash!’527 MacDonald 
grimly recorded that ‘the Stavisky affair if probed to the bottom will reveal 
rottenness in all kinds of quarters.’ Daladier he rather liked. ‘His cherub & spar-
kling young eyes were not French & he had real courage in action & not only 
in words.’ But the others were thoroughly corrupt and ‘an increasing menace to 
European democracy [sic].’528 Having driven Germany into the arms of Hitler, 
they were still obstructing the disarmament process, which made MacDonald 
more than once question if Britain should not denounce the Locarno treaty 
and turn its back on Europe. Now, on top of this, they had provoked a com-
mercial conflict with Britain that was completely their fault, and were threat-
ening to embark upon a trade war.529 Chamberlain was scarcely less annoyed: 
‘I don’t think we have handled the affair very skilfully but the French have 
behaved like madmen. If they are going to quarrel with their best friends they 
will deserve what they will get.’530 Ministers therefore agreed that Runciman 
need accept only a three-day delay in implementing the trade sanctions, and 
that in Runciman’s words, ‘barricades or no barricades’ he could publish the 
order on Saturday, 10 February.531

Lord Tyrrell, who returned to Paris on 8 February, immediately warned of the 
folly of launching a trade war in current circumstances. The march of the ligues on 
the evening of the 6th had led to a violent confrontation with police outside the 
Palais Bourbon, resulting in 15 people killed and nearly 1500 injured.532 The riot 
spread through the centre of Paris causing widespread damage and further blood-
shed, and continued sporadically for three more days. Inside the Palais Bourbon, 
Daladier had been shouted down by right-wing deputies when he attempted to 
speak. On the 7th he resigned, making way for Gaston Doumergue, a former 
president of France, to form a government of national concentration. However, 
since it was not yet in place and Paris remained in turmoil, Tyrrell feared that 
British trade sanctions would seem like hitting a man while he was down and 
infuriate French leaders.

I find on my return the country confronted by one of the most serious crises 
it has had to face since the foundation of the Republic. The street demon-
strations which are largely attributed to parties of the Right had led to the 
downfall of the government of the day which was based on a parliamentary 
majority. M. Doumergue has consented to form a national ministry. He may 
succeed but he will be confronted by a very determined Socialist opposition 
and I am not at all sure that demonstrations engineered by the Right will not 
provoke counter demonstrations from Socialist quarters. I am confirmed in 
this impression by announcement of a general strike for next Monday. In any 
event I foresee a period of very grave internal disquiet the scope of which can-
not be exaggerated. It is bound to have its repercussions on foreign affairs. It is 
under the latter aspect that I venture to submit to you whether our economic 
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dispute with the French Government should be allowed to override the politi-
cal consequences of a tariff war which I consider we should avoid so long as 
there remains any possibility of doing so.533

Tyrrell had his way and a truce was arranged to enable negotiations to take 
place on outstanding trade differences.534 The negotiations were difficult and 
protracted, but on 16 June, a comprehensive agreement was initialled.535 French 
statesmen continued to believe their duties and quotas had been reasonable in 
the circumstances. But once again, they chose to put national security first. Since 
the British negotiators were prepared to resume the conflict in the absence of 
agreement, the French gave way all along the line. Orme Sargent of the Foreign 
Office commented:

I take my hat off to the way the Board of Trade have put this over the French. 
They seem to have achieved everything they set out to obtain at the cost of 
some minor concessions. ... The French have been compelled to give up their 
policy of using their quotas for purposes of trade bargaining. They have failed 
to obtain any relief as regards the measures of protection which we have given 
to the British silk industry against French competition. We have obtained an 
undertaking that the French will not reduce the import of our coal, as well 
as satisfactory guarantees as regards our imports of fish and cotton goods. 
And lastly, we have maintained our embargo on French potatoes and forced 
the French to give up theirs on our seed potatoes. My only fear is that the 
French negotiators, when they get back to Paris, may be disowned by their own 
Government.536

Although the agreement was ratified, Sargent had reason to be worried. In offi-
cial British circles it tended to reinforce the view that the French were opportun-
istic, unprincipled and understood only superior power. On the French side it left 
ministers frustrated and demoralized. Equally important, bilateral trade remained 
severely depressed, since Britain had not relaxed its import duties or restrictions and 
France returned to propping up the franc through non-discriminatory reductions 
in import quotas. The agreement, so far from bringing the powers closer together, 
thus further undermined the international economic and political systems.

7.7 Conclusion

The conventional narrative of diplomatic historians for the period between 1931 
and 1934 gives prominence to the Manchurian crisis, disarmament, negotiations 
over reparations and war debts, the advent of Hitler and his first feints towards 
Poland and Austria. Economic historians generally emphasize the adverse effects 
of inappropriate policy choices by the leading capitalist powers, notably their 
attempts to remain on the gold standard which constrained them to pursue defla-
tionary monetary, financial and fiscal policies as well as trade protection. Literally 
incoherent, these separate approaches possess all too little explanatory power. 
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The foregoing chapter indicates how the politico-diplomatic and the economic 
aspects of the period can be combined in a single narrative which is capable of 
explaining the extraordinary destructiveness of the dual crisis. Its features may 
be summarized as follows.

With the onset of the crisis, the Anglo-Saxon powers retreated behind protec-
tionist trade barriers, in Britain’s case with the further provocation of discrimi-
natory concessions to its Empire partners at the expense of other countries. This 
however did not alter their insistence upon respect for liberal principles in their 
political and economic dealings with the rest of the world. Hence they professed 
to rely upon the League of Nations to restrain Japanese aggression, even though 
there was never the slightest chance that the international community would 
unite behind League sanctions. Meanwhile they engaged in increasingly futile 
arguments with France, the third major democratic power, over disarmament. 
Yet at the same time they refused to contemplate a security framework to main-
tain order in Europe and continued to agitate for the removal of restraints upon 
Germany, including the disarmament and reparation obligations fixed by the 
Treaty of Versailles. They thus encouraged Japanese, Italian and German revision-
ism, which found expression in increasingly aggressive words and action, and 
further damaged business confidence. They also opposed second-best solutions 
to the world economic slump which departed from liberal principles. The Anglo-
Saxon powers thus retreated from liberalism so far as their own economic policies 
were concerned, but dogmatically insisted that they should continue to apply in 
the rest of the world: behaviour that contributed to the wholesale rejection of 
economic liberalism for the next 17 years.

The resilience of the world economy was demonstrated in the winter of 1930 
when, despite the deflationary bias of the international gold standard, world pro-
duction and trade practically ceased to decline and signs appeared of incipient 
recovery. International confidence, however, was shattered by the Austro-German 
customs union scheme, which led in quick succession to the run on the Austrian 
schilling, the Reichsmark and the pound sterling, the freezing of bank credits in 
Central Europe, Britain’s retreat towards Imperial protectionism, a massive run on 
the US dollar’s gold reserves, and widespread hoarding in France and elsewhere. 
Meanwhile France, the Benelux countries, the Northern countries and the Danube 
countries all sponsored initiatives for reopening markets among an open-ended 
coalition of the willing. Potentially, any one of these initiatives might have con-
tributed to reversing the slump, especially if Britain, the world’s largest trading 
nation, had been willing to participate. But none of them could be implemented, 
for not only did Britain refuse to participate, but in each case they also involved 
some departure from the most-favoured-nation principle, the mainstay of liberal 
trade relations, on which neither Britain nor the United States was prepared to 
yield.

In the third quarter of 1932, signs again appeared that the worst of the slump 
might be over. American industrial activity was up, companies reported improved 
results and foreign trade also showed signs of recovery.537 Referring to the United 
States, the Economist reported on 10 December, ‘The improvement in the past 
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three months was more than seasonal, and while here and there the decline 
also seems to have exceeded the pace of this time of year, no branch of industry 
has yet sunk back to the summer low levels.’538 Germany experienced a similar 
upturn. In its third-quarter report, the Institut für Konjunkturforschung spoke of the 
four-year economic decline as virtually at an end.539 Unemployment had fallen 
steadily from February onwards, and for the first time since 1927, the total was 
lower at the end of the year than at the start.540 Chancellor Papen’s reflationary 
policy was probably the main cause of the upturn in Germany, but Britain had 
contributed by supporting the standstill on short-term bank credits in Germany 
and promoting the reparations settlement reached at the Lausanne conference in 
July. Yet, hardly had this been accomplished when Britain shook international 
confidence by entering into protectionist and discriminatory arrangements with 
its Dominions partners at Ottawa. Confidence was further damaged by France’s 
war debt default in December 1932, Hitler’s accession to power in January 1933, 
which portended intensified German revisionism, and in May 1933 by the start of 
Roosevelt’s monetary experiments. The uncertainty added to the seasonal effect 
upon unemployment not least in Germany where it climbed back almost to the 
same height reached in the winter of 1932, before Hitler gave priority to its reduc-
tion.541 Political and economic factors thus interacted in a continuous and almost 
continually destructive way.

As the recurrent signs of recovery indicate, there was probably nothing inher-
ently wrong with the world economy, and the slump need not have been so deep 
and prolonged. But globalization ensured that practically all countries were thor-
oughly exposed to the slump, and the slump drove the three great liberal pow-
ers even further apart. Individually each was vitally interested in world stability 
and together they could have provided effective leadership, but disunited they 
allowed the world economic and political systems to break down. During the 
long era of globalization that ended with the slump, countries had been expected 
to rely upon unilateral domestic adjustments of monetary and fiscal policy to 
remain competitive. In the new era that now opened, countries abandoned 
hope of collective international action and refused any longer to bear the bur-
den of adjustment through unilateral domestic adjustments. The United States 
cautiously turned back towards economic internationalism after 1934, when it 
promoted trade liberalization through reciprocal tariff reductions. In September 
1936, it joined Britain and France in facilitating the devaluation of the franc. But 
far more than this was necessary to repair the damage caused by its earlier eco-
nomic actions and continued inaction on the security front. Even now, Roosevelt 
and Hull, his secretary of state, identified British economic ‘imperialism’ as the 
principal source of world tensions.542

Elsewhere countries continued to rely upon unilateral external adjustment: 
beggar-your-neighbour policies such as currency devaluation, exchange controls, 
bargaining tariffs and quantitative trade controls including import quotas and 
licensing and bilateral clearing offices. As in economic relations so too in political 
relations, narrow nationalism and aggressive imperialism became the feature of 
the next 15 years. In this grim Hobbesian state of each against all, few dreamed of 
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returning to a globalized world. The aim instead was to realize the world glimpsed 
in the 1920s, of a constellation of self-contained politico-economic blocs on a 
scale comparable to the United States. With Conservatives in power in London, 
Stalin in Moscow, Mussolini in Rome, Hitler in Berlin and a coalition of civilian 
and military imperialists in Tokyo, this was the dream that shaped world affairs 
until 1945 and beyond.
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8
Conclusion: From the Great Interwar 
Crisis to the Present

8.1 Towards a new history of the interwar period

The usual periodization of twentieth-century history treats 1914 as a major 
turning point, marking the end of the second great era of globalization and the 
start of an era of upheaval that lasted until 1945. The title of E. H. Carr’s famous 
study, The Twenty Years’ Crisis, refers to the period 1918–39, but its underlying 
assumption is that the crisis was bracketed by the two world wars which together 
formed an uninterrupted period of conflict. This account presents a different 
way of  seeing this epoch and indeed the twentieth century itself. As explained 
here, the outbreak of war in 1914 brought a collapse of the international states 
system but only a hiatus in global economic relations. In economic terms the 
1920s bore a much closer resemblance to the prewar period than is commonly 
assumed. Following the war, the three main victor powers broadly agreed on the 
desirability of restoring a globalized economic system, and largely through their 
efforts or those of the international sectors of their business communities, states 
retreated from their wartime directing role, the major currencies were re-linked 
to one another through the gold standard and markets were reopened. Thus by 
the second half of the 1920s, world trade and financial flows were greater than 
before the war and increasing at twice the rate of national growth. The Great War 
also brought important changes to the international states system, most notably 
the eclipse of Russia, the expanded role of the United States and constraints upon 
Germany’s sovereignty from 1918; but for the most part the changes proved to be 
short-lived. By the mid-1920s, Soviet Russia had practically regained its place as 
a great power, while the United States had retreated to its prewar status as merely 
a potential great power. As for Germany, it had largely regained its sovereignty 
and was already the chief threat to the states system, just as it had been before the 
Great War. The decisive turning point occurred not in 1914 but in 1927, when the 
great interwar crisis began, bringing the collapse of both the global economic and 
political systems. The importance of this periodization is threefold.

In the first place, it casts the events of the 1920s in a radically new light. 
Economic historians commonly represent the decade as one in which most coun-
tries and regions enjoyed economic growth, albeit modest in Britain and uneven 
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in Germany and generally constrained by a substantial increase in protectionism. 
While this is true enough, the most remarkable feature of the decade was argu-
ably the progress made in re-establishing a globalized economy and the pace of 
expansion of international trade and investment after the settlement of the Ruhr 
crisis in 1924. For their part, diplomatic historians commonly treat every effort 
by Britain, the United States and international bankers to modify the Versailles 
settlement to accommodate Germany within the international states system as a 
step towards peace. In fact, it is more accurate to represent Britain and America as 
opponents of France’s commitment to the postwar settlement who stripped away 
key components of the global security framework. The combined effect of these 
developments was to recreate a globalized world which was remarkably prosper-
ous but also exceptionally vulnerable to systemic crisis. For whereas the three vic-
tor powers agreed upon liberalizing international trade and payments, they did 
not agree upon managing the global system. No less than five countries, Bulgaria, 
Hungary, Italy, Soviet Russia and Germany, remained unreconciled to the  existing 
states system. Yet, the victor powers failed to agree upon rules for operating the 
international gold standard or addressing chronic international imbalances; they 
failed to establish international institutions capable of containing market fail-
ure; and so far from establishing a robust framework of international security, 
the Anglo-Saxon powers systematically undermined the framework adopted in 
1919 at Versailles. Thus, while the world was relatively peaceful and prosperous 
in the 1920s, the essential conditions of stability actually diminished rather than 
increased.

The second value of this periodization follows from the first, in clarifying the 
nature and dynamics of the world economic slump. Economic historians have 
never succeeded in providing a fully adequate explanation of it, while diplomatic 
historians merely mention it without including it in their analysis, and deal 
instead only with fragments such as war debts, reparations and foreign lending 
or with its political consequences. The key to understanding the slump is to rec-
ognize its dual character and the fact that the causal connection between eco-
nomic and political factors ran in both directions from start to finish. This poses 
a challenge to those who would reduce history to either its economic or its polit-
ical constituents. Inevitably it makes for more complicated, not to say confusing, 
history. But it also brings us much closer to the past.

With the possible exception of Germany and the other revisionist powers, at 
least until 1936 or thereabouts, politics and international relations in the inter-
war period had more to do with the day-to-day challenge of earning a living at 
home and abroad than with matters of high diplomacy. This was particularly so 
during the great interwar crisis starting in 1927. With trade and investment col-
lapsing, unemployment soaring, currencies undermined and banking systems 
endangered, the very survival of countries depended upon their economic rela-
tions with other countries. The crisis was one of the greatest calamities in modern 
world history, which devastated the lives of a whole generation of people and 
deserves a prominent place in any general history of the period. As the present 
account illustrates, it also radically reshaped international relations. Among the 
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great powers, those with large empires or extensive territories – Britain, France, the 
United States, the Soviet Union – were driven to organize them more effectively, 
while other powers without empires – Germany, Italy, Japan – sought to acquire 
them through aggression, and all of them resorted to beggar-your-neighbour 
 pol icies, even for a time the United States. Before the international economic and 
political systems collapsed, however, some powers also promoted constructive 
responses to the crisis. Every one of these initiatives deserves to be included in 
a serious account of interwar history since, as contemporaries appreciated, their 
implementation might well have alleviated the crisis sufficient to divert the world 
from the path to war. The present account therefore offers a corrective to the 
conventional narrative by demonstrating the dynamic interaction of forces that 
led to the great interwar crisis, efforts to address the crisis, its culmination in the 
simultaneous collapse of the international economic and political systems and 
the end of the second great era of globalization.

The third contribution of this periodization is to expose more clearly the 
influence of ideas upon the shaping of international affairs in the first half of 
the twentieth century. So long as diplomatic historians treat only the political 
consequences of the crisis rather than the crisis itself, they are almost bound to 
dwell upon the rise of the dictators and the cautious reactions of the democratic 
 powers. Practically every one of their accounts identifies fascism, Nazism, mili-
tarism and Communism as the destructive political doctrines of the age, while 
presenting liberalism as benign, albeit ineffectual. But as the foregoing account 
demonstrates, by treating economic and political affairs as two sides of the same 
coin, the political ideas of the period appear in a very different light. With the 
victory of the major democratic powers in the Great War, the dominant political 
doctrine or ‘ideology’ was not Communism or fascism but liberalism and specifi-
cally its extreme Anglo-Saxon version. In the economic sphere, liberalism found 
expression in the return to convertible currencies and open markets or more gen-
erally globalization. In the political sphere it was manifested in the rejection of 
the ‘old diplomacy’ of alliances, secret agreements and the concept of balance of 
power in favour of a new internationalism symbolized by the League of Nations, 
multilateral initiatives and summit diplomacy bringing representatives of the 
‘people’ into direct contact with one another.

Until 1927, liberalism remained in the ascendant and dominated global eco-
nomic and political relations. But the chief proponents of liberalism pursued a 
high-risk, not to say foolhardy, strategy, since they favoured globalization and 
stood to gain the most from it, yet they proved unable or unwilling to introduce 
the measures required to deal with global imbalances, market failure or renewed 
threats to the international states system. Thus they largely restored open mar-
kets, exposing most of the world to the risk of contagion, without implement-
ing the essential framework of agreed rules, institutions and security. As early as 
1927, signs appeared that major countries did not agree upon the rules and would 
not address their adjustment problems in mutually compatible ways, while other 
countries, Germany in particular, remained intent upon disrupting the states sys-
tem. From 1927, support for globalization itself diminished and the great interwar 
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crisis began. By 1933–4, the crisis had brought to a violent close the world’s sec-
ond great era of globalization.

This was in a very real sense the failure of liberalism. Not surprisingly therefore, 
the dominant feature of the 1930s was support for socialist or radical-nationalist 
movements whose common ground was hostility to liberalism. Yet remarkably, 
while our library shelves groan under the weight of studies devoted to socialism, 
Communism, anarchism, militarism, fascism or Nazism, the decisive  importance 
of liberalism and the role of the liberal powers in fostering the conditions for 
these extreme doctrines to thrive are almost wholly overlooked. Much more 
research is needed to establish liberalism’s precise role in shaping the behaviour 
of individual states as well as the international system. But the present account 
will have served some purpose by highlighting this extraordinary lacuna in our 
treatment of interwar history.

Along with liberalism, the present account also argues for a new understanding 
of the influence of racism in interwar international relations. It is now a common-
place to assume that in great power relations, race prejudice was the monopoly 
of the aggressor powers and played little if any part in the policy-making of the 
liberal democratic powers. While their individual statesmen no doubt harboured 
prejudices, the conventional narrative encourages the impression that their fail-
ures were due to imperfect information and occasionally poor judgement, not 
irrational likes and dislikes. As the present account demonstrates, this is a com-
forting but far from accurate view of the past. It hardly needs saying that race 
prejudice led the aggressor powers to appalling acts of repression and organized 
murder. Nevertheless, they had no monopoly on racism, nor were they alone in 
allowing it to affect their international behaviour.

Race prejudice, albeit present, appears to have had little effect upon the shap-
ing of French external policy between the wars, since however the German threat 
was defined the French response was likely to have been similar. French anti-
Americanism, informed by notions of an aggressive, uncultured Americanized Anglo-
Saxon race, existed in intellectual circles among the extreme Left and especially the 
ultra-nationalist Right, where it sharply intensified after the onset of the dual crisis.1 
But it had little if any effect upon official policy until December 1932 and the vote 
against resuming war debt payments. As for French Anglophobia, British historians 
commonly assert that this was as virulent as Francophobia in Britain. But by and 
large it emerged only in the 1930s after Britain began actively to appease Hitler, and 
was limited to an extreme Right-wing fringe. Henri Béraud’s Faut-il réduire l’Angleterre 
en esclavage? is almost invariably cited as illustration of French prejudice, for want 
of other substantial evidence.2 In fact, far from displaying Anglophobia, leading 
French politicians, diplomats and officials throughout the 1930s generally displayed 
something closer to its opposite, namely optimism that the good sense of Britain 
must eventually revive the Entente cordiale. Only with the débâcle of the Battle of 
France, including Britain’s pell-mell retreat from Dunkirk, in June 1940, the Royal 
Navy attack on the French squadron at Mers el-Kébir the following month and sub-
sequent incidents did Anglophobia become evident among a significant minority of 
French conservatives and especially career officers in the army and navy.
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The American case differs somewhat, since the return to isolationism after 
the Armistice in 1918 appears to have been influenced by a variety of factors 
including long-standing suspicions of ‘old Europe’. Many Americans still felt an 
affinity for Britons, whom they regarded as their Anglo-Saxon cousins, and most 
included Germans within this category.3 But the war also strengthened fears of 
contam inating Anglo-Saxon or WASP America with the blood of inferior races 
from Slavic and Latin Europe as well as Asia.4 This led to the first general restric-
tions on immigration. It also contributed to the bifurcation in outlook between 
‘nationalist’ Washington and ‘cosmopolitan’ New York and to America’s danger-
ously incoherent external policy in the 1920s and early 1930s. Whereas economi-
cally the country enjoyed a large competitive advantage over other countries, 
and its international banks were prepared to meet the huge demand for dollars 
in Europe and the rest of the world, Washington, reflecting the fears of small-
town America, resisted an increase in the country’s global exposure. It therefore 
refused to  coordinate external economic policy with the requirements of large-
scale industry and banking centred on New York, to accept the authority of the 
Federal Reserve Bank of New York over monetary policy or to provide American 
backing for the international institutions and regulatory agencies required to 
forestall market failure in a globalized world. In short, race prejudice contrib-
uted to America’s isolationism and its weak and potentially destructive role in 
international affairs at precisely the moment when American interests demanded 
that it assume a responsible, indeed leading, role. Granted, racial prejudice was 
only one of many factors that contributed to this failure. But so massive were the 
consequences for America and the whole world that even as a secondary factor its 
influence should not be overlooked.

The British case is different again. By 1914, Britain was a strongly liberal coun-
try, the concepts of the rule of law, limited government and respect for individual 
freedom as well as a liberal approach to economics including free trade and the 
discipline of the gold standard having become accepted by most of the political 
community stretching from the main body of the Labour Party to the Liberal 
Party and all but a right-wing fringe of the Conservative Party. But it was also a 
commonplace of liberal thought to associate Britain’s liberal freedoms with its 
Anglo-Saxon heritage, which in turn encouraged a sense of affinity with other 
supposedly Anglo-Saxon peoples including the dominant element in the United 
States, the ‘white’ Dominions and Germany. Not all British observers shared this 
view, and some of those who did so spoke only of a cultural rather than a racial 
affinity. But as often as not, their references bore a racist cast, revealing a view of 
humankind comprised of races which stamped their members with distinctive 
and largely immutable personalities. This, as the foregoing account explains, pro-
foundly influenced the mood in which Britain entered the First World War, the 
way it greeted the abdication of the German Kaiser and collapse of the German 
high command in November 1918, its approach to the subsequent peace-making 
and its support for treaty revision in the 1920s. It also helps explain Britain’s 
ambivalence towards the United States, its disdain for the Slav countries, its sus-
picion and dislike of France and its curious blindness to evidence of German 
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rearmament and territorial ambitions. More generally, it helps explain Britain’s 
opposition to a Continental commitment or support for a multilateral security 
framework.

The eruption of aggression in 1939–41 by powers influenced by, and in the case 
of Germany and Japan driven by, racial ambition led to a reaction against racism 
in the principal forms that it took during the conflict, namely anti-Semitism and 
colour prejudice. But it also had the unfortunate effect of narrowing historical 
perceptions of racism largely to these forms. Thus the massive output of publica-
tions on the interwar period almost completely obscures the fact that for many 
if not most people in the developed world racism applied not just to one or a few 
categories of people but to all people and formed an element in their calculations 
of friend or foe in the world beyond their shores. What is more, this appears to 
have been as true of liberals in the Anglo-Saxon countries as those of a conserva-
tive, authoritarian, reactionary or fascist cast of mind in the countries that turned 
to aggression. While the form their racism took was different, the consequences 
of the liberal powers’ racism were as terrible, since it was an essential constituent 
of the great interwar crisis, and without the crisis the Second World War and the 
Holocaust would scarcely have occurred.

The conventional narrative of interwar history presents the Anglo-Saxon 
powers’ commitment to appeasement in the 1920s as a rational and constructive 
policy, even if, according to some accounts, it was pursued longer in the 1930s 
than was appropriate. As the present account explains, this is a serious misread-
ing of both decades. Neither at the Paris peace conference in 1919 nor afterwards 
were the Anglo-Saxon powers necessarily wrong to appease Germany or other 
revisionist powers. But they were extremely unwise to encourage hope that all 
contentious aspects of the peace settlement were amenable to revision, includ-
ing Germany’s eastern frontiers with Czechoslovakia, Lithuania and above all 
Poland, since this played into the hands of nationalist agitators in all the coun-
tries directly concerned while threatening the security of France and the stabil-
ity of Europe and the world. Above all, the Anglo-Saxon powers were unwise 
to encourage revision without creating an effective framework of security. This 
was the essential precondition of a managed revision of the peace settlement 
that would address some grievances of the defeated powers without increasing 
inse curity elsewhere. In the circumstances, it was scarcely surprising that France 
should drag its heels on treaty revision. This made France the target of criticism 
by the Anglo-Saxon powers. The fact remained nonetheless that the main obsta-
cle to the maintenance of the original security framework or the construction 
of a new one was not France but the two Anglo-Saxon powers, Britain and the 
United States.

The present account points to a similar conclusion for the 1930s. The conven-
tional narrative acknowledges the contribution of the economic slump to condi-
tions favouring the rise of militarist and fascist challenges to the international 
order, but so far as the liberal powers are concerned, it does little more than pose 
the question whether their shift from appeasement to a deterrence policy came 
too late in view of the mounting evidence of aggressive intentions on the part of 
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Japan, Germany and Italy, or whether they had any practical alternative before 
this time. But, as we have seen in the present account, the liberal powers, at least 
the Anglo-Saxon powers, actually helped to provoke and then to prolong the 
slump by their individual or collective action. The United States bears a heavy 
responsibility on account of its withdrawal from the security framework agreed 
at Versailles, its efforts to promote disarmament without regard for the broader 
security implications, its indifference to the global imbalances which posed mas-
sive adjustment problems for all concerned, its decision in 1922 and again in 
1929 to make swingeing increases in its protective tariff, its refusal to participate 
in or even endorse collective action once the slump began, beyond the belated 
one-year suspension of its war debt demands in 1931, its frighteningly inconsist-
ent signals on the future of the dollar from March to July 1933 and its unilateral 
manipulation of the exchange rate later that year.

Britain’s responsibility was of a similar order. In the first place, it began 
its retreat from economic liberalism in 1927, just when the need for inter-
national leadership was becoming greater than ever. It then turned decisively 
towards protectionism just when the decision to let the pound sterling float in 
September 1931 largely removed the justification for further unilateral external 
adjustment, and it extended Imperial preferences even though it was clear that 
this would merely divert trade from existing channels and increase aggregate 
levels of protection. Second, it failed to contribute to the international security 
framework. Indeed, it actively subverted the Versailles settlement in the 1920s, 
and even as Japan, Italy and Germany brought down the global political order 
in the 1930s, it stripped away the last remnants of the framework constructed 
at Versailles, thus aggravating the general insecurity. While the effect cannot be 
measured with any precision, the insecurity engendered by this attack on the 
security framework almost certainly intensified and prolonged the economic 
slump.

There is a further irony. In the early stages of the slump, the Anglo-Saxon 
 powers retreated from liberal policies. Yet they presented a righteously liberal 
face to the rest of the world by insisting that other countries abide by liberal 
rules of behaviour. Thus they demanded respect for lenders’ rights, priority for 
private contracts, non-discrimination in the allocation of foreign exchange, and 
above all, adherence to the principle of most-favoured-nation treatment in trade 
relations. This may have had disastrous consequences, for instead of assisting 
France, the Northern countries or the Benelux countries in their efforts to create 
areas of freer trade open to all countries to join on the same terms, they system-
atically discouraged them. One cannot be certain that any of these second-best 
regional responses to the collapse of trade would have alleviated the slump. But 
it seems entirely possible that any one of them could have turned a vicious circle 
of increasing beggar-your-neighbour policies into a virtuous one of improving 
trade relations. In that case, the whole course of subsequent events might have 
been altered.

That is not all. Attaching central importance to commerce and finance, the lib-
eral powers became preoccupied by the slump and blamed one another for it. The 
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British and French pointed an accusing finger at American protectionism; the 
British and Americans in turn pointed to France’s gold hoarding, insistence upon 
reparations and financial ‘blackmail’ of Austria and Germany. The Americans 
and French resented the competitive advantage Britain allegedly obtained from 
its Exchange Equalization Account; the British protested at France’s arbitrary 
trade restrictions which seemed directed mainly at them; the Americans deplored 
Britain’s Ottawa agreements, whose discriminatory character seemed calculated 
to cut them out of trade with Empire countries; and the French regretted that 
Britain and the United States opposed all their efforts to organize Continental 
trade relations in such a way as to prop up their Eastern allies and avoid German 
domination. The slump itself reached its nadir in 1932, but relations among the 
liberal capitalist powers reached their low point in 1934, with the French still 
annoyed at the United States for demanding that Germany should be relieved of 
reparation payments to safeguard American commercial credits in Europe, the 
British threatening to launch an all-out tariff war with France, the British and 
French furious at the United States for its reckless monetary experiments and – as 
they saw it – forcing them to default on their war debt obligations, Americans 
convinced of Britain’s ‘economic aggression’, and Americans and British furious 
at France for refusing to appease Germany with further disarmament, as if this 
would contribute to international stability. Thereafter relations among the lib-
eral powers gradually improved, but the lingering frustrations, humiliation and 
resentment formed a barrier to effective cooperation.

Meanwhile, the liberal world economy gave way not to narrow nationalism 
and atomized economic units as most accounts claim, but to a general struggle 
for large economic blocs. Economic liberals as well as conservatives, as we have 
seen, widely anticipated this outcome in the 1920s, but the struggle was far more 
brutal than anyone had imagined. In the East, Japan unsheathed its sword to 
force Manchuria, China and eventually the whole of Southeast Asia to join its 
Asian Co-Prosperity Sphere. In the West, Mussolini sought to carve out an empire 
around the Mediterranean, while Hitler aggressively extended the Third Reich 
eastwards towards the Urals. British leaders, having sought at Ottawa to emulate 
the United States and Soviet Russia by promoting the unity of their Empire, were 
discomfited by these developments but reluctant to oppose them. To their frus-
tration they found French leaders prepared to resist Hitler’s imperialist activity, 
American leaders opposed to Japan extending its sphere, and the British pub-
lic hostile to Mussolini’s African empire-building. British efforts to appease the 
expansionist powers merely earned their scorn while annoying France and the 
United States and creating embarrassment at home. By the late 1930s, keen-eyed 
observers could see that the transformation of the world of liberal national econ-
omies to that of large blocs was bound to end in world war.

Despite the widely held view in the Anglo-Saxon countries between the wars 
that France was more bureaucratic, authoritarian and protectionist and less demo-
cratic than themselves, in general France was their equal as a liberal state: certainly 
its statesmen believed it to be, which in some respects is equally significant. Yet 
by comparison, France’s interwar record, whether in economics, social harmony 
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or international affairs, seems to have been dismal. From 1918, its leaders bore 
responsibility for the failure to enforce the Versailles Treaty, a financial situation 
that briefly threatened to end in hyper-inflation, the devaluation of the franc 
by four-fifths of its prewar value, and after 1930 an economic slump that lasted 
nearly five years longer than in any other major power. With France mired in 
depression when other powers were well on the way to recovery, its leaders failed 
to prepare the country adequately to withstand German military aggression or to 
rebuild a security framework comprising reliable allies. As a result, in 1940 France 
was overrun in barely seven weeks and forced to accept humiliating terms from 
Germany and Italy. The country thus seemed to have experienced a sort of deca-
dence or collapse from within, and if politically it was more divided than ever, 
the Left and Right could at least agree upon the need for national renewal. This 
view was generally accepted in the Anglo-Saxon countries, and even now, despite 
their more circumspect view of France’s military defeat in 1940, historians have 
little to say in favour of its prewar régime.

Yet as the present account has shown, there are grounds for claiming that 
France’s interwar leaders were as competent as their own predecessors or their 
contemporaries in Britain and the United States. For one thing, they were almost 
invariably more clear-sighted about the danger posed by Germany to European 
and world peace. While prepared to support Treaty revision and even economic 
integration with Germany, their policy was constantly informed by the primary 
requirement of security and a realistic appreciation of the risks they faced. For 
another, with few exceptions they did not lose sight of the importance of Eastern 
Europe as an integral part of the European balance of power. Having sought to iso-
late and destroy the fledgling Bolshevik régime after the Great War, they turned 
to Poland and the Little Entente as substitutes until the mid-1930s when they 
turned cautiously back to Soviet Russia to forestall Nazi Germany’s domin ation 
first of the East, then the whole of Europe. The efforts of French politicians to 
address the fundamental issue of European security were completely vindicated 
by events and distinguished them from their British and American contemporar-
ies, who displayed no such clarity of vision.

French leaders also held to liberal principles of economic policy. Almost 
without exception, they favoured the discipline of fixed exchange rates pro-
vided by the gold standard, accepted the need to balance the national budget 
and supported efforts to keep markets open. In the 1920s their record was 
mixed: while they allowed inflation to wipe out the bulk of public and private 
debt, creating a brief but acute financial, monetary and political crisis, indus-
try benefited from this non-policy, and in terms of output and employment 
the French economy performed better than practically any other economy in 
the 1920s. It was a different story in 1930s. Reluctant to repeat the inflationary 
experience or to discard the sacrifices involved in the stabilization of the franc 
in 1926–8 and the apparent contribution of a stable, gold-backed currency to 
national security, French leaders clung to the gold standard longer than their 
counterparts elsewhere. With revenue dwindling, they retrenched more rigor-
ously than their liberal counterparts in Britain and the United States. When 
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even this proved insufficient, they defended the gold standard by retreating 
into protectionism before belatedly devaluing the franc in September 1936. 
By then, however, the prolonged slump had not only damaged industry and 
provoked political extremism but also weakened France’s international stand-
ing. While French governments began to rearm in 1936, they found themselves 
almost as preoccupied with domestic strife as with the threat of German and 
Italian aggression.

Two features of the French experience should be evident from the foregoing 
account. The first is the intimate link between France’s economic policy and its 
security needs. From the 1920s until the Lausanne conference in 1932, French 
insistence upon German reparation payments was driven by several motives, 
one of which was the conviction that reparations were necessary to reduce the 
fiscal advantage enjoyed by German industry, which would otherwise extend 
its domination over Europe. As we have seen, France’s decision to return to the 
gold standard in 1928 at a defendable exchange rate similarly reflected its deter-
mination to regain national independence and the means to reassert its influ-
ence in Eastern Europe and elsewhere. The revival of Paris as a financial market 
and France’s granting of loans and credits to Austria, Germany, Hungary, Britain, 
Poland and other countries before and during the slump were also intimately 
linked to national security. This was equally the case with France’s promotion 
of European federation between 1929 and 1931, which included the long-term 
goal of economic union, and its support for an economic association of Danubian 
states based upon mutual tariff preferences. So too was its decision to remain on 
the gold standard long after Germany, Britain, the United States and most of the 
world departed from it.

The second feature of the French experience was the way in which France fell 
victim to the interwar crisis. The onset of the slump triggered a vicious circle in 
which economic distress fuelled German nationalism and competition between 
Germany and France for influence over Austria and Eastern Europe, beginning in 
earnest with the Austro-German customs union project. The practical effect of this 
political confrontation was to shake confidence in business circles, which smoth-
ered signs of recovery in the spring of 1931 and brought a resumption of the down-
ward economic slide. The ensuing financial crisis drew the three liberal powers into 
collective action to stave off a German collapse. But it also exposed differences in 
their international outlook and aggravated relations among them. French states-
men hoped that constructive application of their new-found economic strength 
would facilitate a rapprochement with the Anglo-Saxon powers. In the event, it did 
the opposite. The Anglo-Saxon powers or their leading bankers, even while retreat-
ing from economic liberalism, intensified their efforts to relieve Germany of its 
reparation burden while opposing French efforts to assist East European countries, 
which formed an essential part of the existing security framework. When France 
began to feel the full force of the economic slump in the winter of 1931, its princi-
pal response was the liberal one of active deflation, thus further weakening its mili-
tary capacity, but it also reduced its foreign exchange balances and increased trade 
restrictions, which further aggravated relations with the Anglo-Saxon powers.
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Relations between the Anglo-Saxon powers and France remained little changed 
over the next nine years. British political leaders had been suspicious of the Kaiser 
and his Prussian circle before 1914, but reluctant to believe that Britain and 
Germany could ever come to blows. From 1933, British political leaders became 
suspicious of Hitler and his Nazi circle, but continued to imagine that Britain could 
negotiate a ‘general settlement’ with Germany. This, historians commonly suggest, 
was at least partly attributable to the deep political divisions that emerged in the 
1930s, which made conservatives more fearful of Soviet-backed Communism and 
correspondingly less wary of extreme anti-Communist regimes such as Hitler’s and 
Mussolini’s. But it was not just conservative politicians who allowed themselves 
to be so misled. As late as April 1938, when Edouard Daladier, the French premier, 
warned that Hitler’s ambitions exceeded those of Napoleon, Sir Alexander Cadogan, 
the permanent head of the Foreign Office, dismissed Daladier’s warning as ‘awful 
rubbish’.5 Moreover, it was of a piece with British attitudes towards Germans – as 
well as French – since long before the rise of Hitler. In 1936, Sir Horace Rumbold, 
the former ambassador to Berlin, complained to the editor of the Times:

I have rather come to the conclusion that the average Englishman – whilst full 
of common-sense as regards internal affairs – is often muddleheaded, sloppy 
and gullible when he considers foreign affairs. One often hears such phrases 
as ‘the Germans are so like us’. Nothing is more untrue. I could quote many 
points of difference. For one thing Germans have a streak of brutality which 
is quite absent in the ordinary Englishman. And Germans like or put up with 
things that are repugnant to the average man of this country.6

However, more remarkable than the confusion of certain conservatives and the 
‘average Englishman’ was the readiness of prominent liberals to visit Germany 
or attend functions at the German embassy in London until the very eve of the 
war.7 Many, it seems, still assumed that the threat Germany posed was due to 
an alien Prussian minority, whose aggressiveness and brutality Hitler somehow 
embodied, and that the vast majority of Germans, including Goering and other 
Nazis, being ‘so like us’, would not permit Hitler to resort to war in the West.8 At 
the same time, they were not opposed to Germany’s control over all German-
speaking lands or its expansion into the Slavic lands of the East. On the contrary, 
they believed it was ‘natural and normal’ for Germany to dominate Central and 
Eastern Europe, as Lord Halifax, the foreign secretary, wrote in November 1938, 
since Germans were racially superior to the Slavs and needed space to expand.9 
The danger arose not from German expansion but from French efforts to obstruct 
Germany’s expansion by encouraging the Slav countries to resist, for if France 
became involved in the conflict Britain would find it hard to keep out. Britain’s 
challenge therefore was not to contain Germany, but to discourage France from 
maintaining or honouring its commitments in the East. British leaders therefore 
resumed their tactics of the 1920s, using the carrot of staff conversations and the 
stick of threats that Britain would not come to France’s help if it provoked a war 
over Czechoslovakia or Poland.
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This was the core of Chamberlain’s appeasement policy from May 1937, when 
he became prime minister. He was dismayed by reports of Nazi brutality and 
occasionally referred to Germans as ‘bullies’ and Hitler as a ‘lunatic’ and ‘half 
mad’.10 Yet if Hitler was excitable and impatient, he was also ‘a man who could 
be relied upon when he had given his word’, and who would place the same 
importance upon economic stability as Chamberlain himself. In contrast, 
Chamberlain paid almost no heed to Hitler’s intended victims in the East. He 
likened Germany’s ambitions to those of the Uitlanders in the Transvaal who 
sought control of Togoland and the Kamerouns. It would be difficult to smooth 
the path, but

I don’t see why we shouldn’t say to Germany, give us satisfactory assurances 
that you won’t use force to deal with the Austrians and Czecho-Slovakians 
and we will give you similar assurances that we won’t use force to prevent the 
changes you want if you can get them by peaceful means.11

Britain’s temporizing enabled Hitler to occupy the Rhineland and absorb 
Austria without challenge. Hitler’s decision to seize the Sudetenland, the 
German-speaking fringe around the western half of Czechoslovakia, was more 
problematical. British historians can point to half a dozen reasons why, on the 
basis of balance-of-power calculations, appeasing Germany was preferable to 
confrontation over the Sudetenland in 1938: Britain’s current account weakness, 
the incomplete state of its rearmament, its lack of reliable, robust or enthusias-
tic allies, including the Soviet Union, France, the United States and the British 
Dominions, and the presence of not one but three dangerous enemies in Japan, 
Italy and Germany. But what is far from evident is that the two men who domi-
nated British policy-making, Chamberlain and Halifax, based their decisions upon 
such balance-of-power calculations. Weak as it might have been, Chamberlain 
and Halifax probably regarded France, their one firm ally, as strong, not weak, 
indeed possibly too strong for its own good.12 Nor did either man weigh up the 
implications of sacrificing Czechoslovakia, whose military and industrial cap-
acity were far from insignificant, for it was only after they had taken the decision 
to appease Germany that Halifax learned that stripping Czechoslovakia of the 
Sudetenland would undermine its ability to defend itself.13 More relevant than 
post hoc Realpolitik rationalizations are the reports of Sir Nevile Henderson, ambas-
sador in Berlin, which both Chamberlain and Halifax avidly read. Henderson’s 
advice was clear: ‘The German is certainly more civilized than the Slav’, and 
hence ‘it is not fair to prevent Germany from completing her unity or from being 
prepared for war against the Slav.’14

We neither could nor should try to hamper Germany’s legitimate economic 
freedom of action in Central or Eastern Europe. ... The French dog-in-the-
 manger attitude in this respect is not only futile but silly. ... I admit that per-
sonally I am only too glad to wish that she [Germany] should look eastwards 
instead of westwards.15



Conclusion  437

As late as 1938, Henderson appears to have imagined it possible to establish an 
informal alliance of the three great Anglo-Saxon powers, Britain, Germany and 
the United States, as Joseph Chamberlain had done in the heyday of imperialism 
at the turn of the century.16

The Cabinet sought to forestall conflict by sending Lord Runciman, a National 
Liberal peer and former minister, to ‘mediate’ between the Czechoslovak govern-
ment and the Sudeten Germans: in fact, to outline Czech territory for transfer 
to Germany. British statesmen scarcely doubted the legitimacy of this action. ‘It 
is morally unjust to compel this solid Teuton minority [in the Sudetenland] to 
remain subjected to a Slav central Government at Prague’, Henderson assured 
Halifax.17 Runciman agreed. ‘I have much sympathy ... with the Sudeten case. It is 
a hard thing to be ruled by an alien race.’18 More obliquely, Chamberlain made the 
same point to Parliament on 27 September 1938, just before the Munich confer-
ence. The British Empire embraced peoples in places as distant as Bloemfontein, 
Bulawayo, Belmopan, Bangalore and Singapore. Yet, in Parliament Chamberlain 
affirmed that the people of Czechoslovakia were too remote to warrant Britain’s 
support. ‘How horrible, fantastic, incredible it is that we should be digging 
trenches and trying on gas masks here because of a quarrel in a far-away country 
between people of whom we know nothing.’19

Chamberlain persuaded reluctant French leaders to accept the immediate 
transfer of the Sudetenland to Germany, and at the Munich conference, with-
out informing the French, he approached Hitler to propose a ‘general settlement’. 
Subsequently, however, Hitler embarrassed the British government by belligerent 
speeches, loosing Nazi stormtroopers on Jewish shops and synagogues throughout 
Germany on Kristallnacht, 9 November, and on 15 March 1939 seizing the rest 
of Czechoslovakia. Poland, Hitler’s next target, threatened to be a harder nut to 
crack, and to demonstrate its disapproval of Hitler’s methods Chamberlain found 
himself obliged to exchange commitments with Poland, guarantee Roumania and 
Greece, and seek a defensive agreement with Soviet Russia. By now, practically no 
one in Britain could doubt that Hitler was a highly dangerous man, whose ambi-
tions threatened to end in war. Yet, Chamberlain, supported by Halifax and other 
members of the Cabinet, continued to pursue a ‘general settlement’ with Germany, 
opening new channels of communication to Berlin as late as August 1939.20

In an uncanny repetition of its misleading actions in 1914, Britain’s obvious 
reluctance to extend practical help to Poland or associate with the Soviet Union, 
together with its ambiguity over military cooperation with France and contin-
ued pursuit of a settlement with Germany, persuaded Hitler that Britain would 
not oppose his expansionist ambitions in the East. Only on the eve of invading 
Poland did he learn to his dismay that London intended to honour its com-
mitment to Warsaw. Determined to proceed, he manufactured a casus belli to 
justify going to war on 1 September. With the exception of Bonnet, the foreign 
minister, French statesmen were never under any illusion about Germany and 
had been resigned to war since 1938. They were just emerging from the slump, 
their rearmament was still incomplete, they had lost Belgium, Czechoslovakia 
and the Soviet Union as allies, right-wing extremists were confusing the public



438  Great Interwar Crisis

by making scapegoats of the Jews for France’s plight, and Communists, who 
exercised influence over half the urban working class, threatened to oppose 
war once the Soviet Union became Germany’s de facto ally in August 1939. But 
after Germany invaded Poland, the French government scarcely hesitated before 
declaring war.

Even now the Anglo-Saxon powers moved with agonizing slowness towards 
backing Europe’s beleaguered democracies. President Roosevelt accepted that 
the United States could not risk being left alone with Germany, Japan and Italy, 
and should therefore support their European opponents, but he would not make 
the mistake of Wilson, his mentor, in 1918, who imagined that he could lead 
his reluctant, isolationist electorate into foreign commitments without regard 
for Congress. Since 1933, Americans had been shocked by Nazi displays of anti-
Semitism, and as in 1914 they now broadly sympathized with Britain’s plight. 
But isolationism had been intensified by the slump, and in 1939 the country had 
still not fully recovered from it. Moreover, many Americans still accepted the 
‘two Germany’ thesis, which increased their reluctance to become involved. As 
Archibald MacLeish, the Librarian of Congress and  senior advisor on propaganda, 
wrote in 1942.

The policy of distinction between the Nazis and the rest of the [German] pop-
ulation was the only policy that the American government could pursue; it 
would never be possible to secure support for a racial war against the German 
people simply because they were German by ‘race’.21

Until Pearl Harbor freed his hands, Roosevelt therefore restricted his efforts to 
re-supplying Britain and France, to enable them to contain the aggressor powers. 
This proved sufficient to keep Britain but not France in the war.

Despite declaring war in 1939, British leaders still hankered for a settlement 
with Germany. They did not put the British economy on a full war footing, 
nor did they antagonize Germany by military operations in the West. Like the 
Americans, they also based their propaganda on the ‘two Germany’ thesis, to 
the annoyance of the French.22 Briefly, to stave off a French collapse, the Foreign 
Office encouraged the BBC and British press to support permanently closer 
Franco-British  relations.23 But even in June 1940, as the remnants of Britain’s 
expeditionary force were being collected from the beaches at Dunkirk, the major-
ity of the War Cabinet still favoured one more attempt at a ‘general settlement’ 
with Germany. It was of course sad to see Poland overrun and France defeated, but 
they believed the Slav and Latin powers had been foolish to antagonize Germany 
while it was down. This may well have been the subtext of King George VI’s com-
ment, ‘Personally, I feel happier now that we have no allies to be polite to and to 
pamper.’24 Only with Winston Churchill in charge, the Battle of Britain under 
way and the government keen to persuade the United States and the Dominions 
to underwrite Britain’s survival, did talk of appeasing Germany cease. But so too 
did talk of a permanent alliance with France. Once again, Britain turned from 
Europe and instead looked to America and the Empire for its security.25
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8.2 Since the great interwar crisis

The dual politico-economic crisis that began in 1927 and culminated in 1933–4 
gave way to a more general crisis comprising imperialism, autarky, industrialized 
warfare and genocide, which lasted for more than a decade. The usual periodiza-
tion of the twentieth century is to present the two world wars as the key demar-
cation points, with the 1914–45 period as one unit of history and the 1945–91 
period, when the Soviet-American confrontation created a bipolar world, as 
another. But just as it makes better sense to recognize that the First World War 
constituted only a hiatus in the great era of globalization that began in 1815 and 
continued until 1927, so it makes better sense to see the years from 1927 to 1947 
as a single generalized crisis, since only in 1947 did this grimmest of periods end 
and a new era of (partial) globalization get properly under way. Thus, we might 
say that the long nineteenth century was even longer than is generally assumed: 
from 1815 to 1927. Similarly, the term 20-years-crisis, which E. H. Carr used to 
describe the interwar period, is better applied to the years 1927–47, which experi-
enced the calamitous effects of the collapse of globalization.

The date 1947 perhaps needs further explanation. Before the Second World War 
ended, the developed countries of the West had begun to apply some lessons from 
their recent experience. They created new international institutions, including the 
International Monetary Fund (IMF), the International Bank for Reconstruction 
and Development, which became the central component of today’s World Bank, 
and the General Agreement on Tariffs and Trade (GATT), to help regulate the 
world economy. Through the IMF they agreed upon new rules on international 
payments adjustment to avoid a return to the beggar-your-neighbour policies that 
characterized the 1930s. Member countries agreed to return to fixed exchange 
rates and to pursue balance of payments equilibrium through unilateral domestic 
adjustments of fiscal as well as monetary policy. But the IMF provided additional 
liquidity to address temporary shortages, and where countries faced an ill- defined 
‘fundamental disequilibrium’ in their international payments, they could seek 
approval for unilateral currency devaluation. This formalized the procedure 
introduced in 1936 when Britain and the United States endorsed and assisted the 
devaluation of the French franc. It constituted a major advance, since it estab-
lished agreed rules for monetary and exchange rate policy, including recognition 
that the burden of adjustment of international payments should be shared by the 
surplus as well as the deficit countries.

Nonetheless, in the capitalist West the immediate postwar period was marked 
by two contradictory developments. On the one hand, most developed countries 
reacted to the great interwar crisis by adopting versions of economic planning and 
limiting the exposure of their economies to the vagaries of market forces. Most 
of them also leaned towards policies of full employment at the expense of infla-
tion. (If paradoxically West Germany and Italy held back, it was because after the 
experience of war and shattering defeat the desire to regain the virtues of liberal-
ism outweighed fear of its consequences.) By and large, the middle classes in the 
developed world hoped to see government intervention in economic affairs rolled 
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back and taxes reduced to ‘normal’ prewar levels, as had generally happened after 
the First World War. But in 1945, this went largely unrealized, since aside from 
the United States the domestic balance of political power had shifted leftwards, 
and having experienced the shortcomings of liberalism, supporters of progressive 
parties sought greater expenditure on health, education and social care in what 
came to be known as a welfare state.26

On the other hand, the United States, picking up where Britain left off in 1927, 
promoted the stabilization of currencies, the removal of exchange controls and 
the reopening of commercial markets, in short the return to globalization, while 
at the same time refusing to accept the need to underwrite a robust security 
framework for Europe. Together, the Anglo-Saxon powers again instituted a glo-
bal forum, the United Nations, to deliberate upon international conflicts, but 
no more than with the League of Nations were they prepared to invest it with 
real power. Once again, they persisted in the ‘two Germany’ thesis, this time 
treating the Nazis rather than the Prussians as the corrupting element who had 
hijacked the state and drawn Germany into war and crimes against  humanity.27 
With the Nazis removed from power and the German majority ‘re-educated’, 
they impatiently sought to restore Germany to the international states system 
and  re-establish it as the economic powerhouse of Europe. Once again, this put 
them on a collision course with France, which was not prepared to see Germany 
regain its economic power let alone military power, in the absence of an effective 
 security framework. As in 1918, France desperately hoped the Anglo-Saxon pow-
ers would underpin such a framework. But this time it did not hesitate to approach 
the Soviet Union in search of countervailing power, and once again it reluctantly 
promoted European integration when neither the Anglo-Saxon  powers nor the 
Soviet Union appeared willing to contribute to European security.

To their credit, a few authorities within the Anglo-Saxon powers appreciated 
the shortcomings of their strategy. John Foster Dulles, foreign policy adviser to 
the Republican party, called for recognition that Germany’s recovery must be 
accompanied by a commitment to Europe’s long-term security, including active 
support for European integration.28 George Kennan, the American diplomat, was 
equally clear sighted.

The great mistake of the statesmen at Versailles in 1919 had been to reconsti-
tute Germany as a national entity, to give no wider horizon than the national 
one to the aspirations of the German people, and at the same time to set up 
nothing else in Europe that could rival Germany in physical strength. Now we 
were faced with this problem once again. What were we to do this time? The 
idea of partition – of breaking up the country once again into a multiplicity 
of small sovereign states, no longer seemed to me realistic. ... But if Germany 
could not be broken up – if the problem of German nationalism could not be 
solved by thrusting Germany further into the past – then the only thing to do 
was to thrust both Germany and Europe farther into the future; to create, that 
is, some sort of united federal Europe into which the united Germany could 
be imbedded, and in this way to widen that horizon of aspiration and loyalty 
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which, at its purely linguistic and national limits, had proved too narrow for 
the safety of Europe, too narrow for the safety of Germany herself. ... When I 
returned from Germany, in 1942, I tried to win understanding for this idea in 
the Department of State; but the effort was fruitless. ... Instead, [we] staggered 
into the post-hostilities period with a set of concepts which envisaged nothing 
more than an interim period of four-power collaboration in the occupation 
and military government of a defeated Germany, after which that country was 
to be restored once more, and launched again onto the sea of international 
life, as a sovereign entity among others, overshadowing once again all of its 
neighbors in potential physical strength, and with no higher focus for the 
collective ideals and aspirations of its people than the framework of German 
nationalism itself. Whatever elements of insecurity this might involve from 
the standpoint of the peace of the continent were apparently supposed to be 
contained and counteracted by the authority of the United Nations, supported 
by a continued collaboration among the great powers, including Russia and 
China. To my own deep despair, this utterly unrealistic concept continued – 
despite the growing evidence of the unsubstantiability of its assumption – to 
inspire American policy down to 1948.29

Uncommon as Kennan’s view was in postwar Washington, it was even less 
common in London. Winston Churchill, Harold Macmillan and Anthony Eden 
now favoured a unified Europe, but not including Britain. Leaders of the Labour 
government did not even favour that and ordered party members to stay away 
from the Hague congress in May 1948, which marked the rebirth of the European 
movement. Neither they nor their Foreign Office advisers believed that Europe 
deserved Britain’s commitment or was solid enough to be trusted in a closer rela-
tionship. Until 1947, therefore, American and British assistance to Continental 
Europe was limited almost exclusively to ad hoc economic aid. But while more 
extensive than aid after 1918, it could not remove the insecurity that threat-
ened to undermine Europe’s stability. Only with the onset of the Cold War did 
the Anglo-Saxon  powers join in a framework of security for Western Europe. 
The first step came with the announcement of the Truman doctrine in March 
1947,  affirming America’s support to countries threatened by Soviet-encouraged 
 subversion, followed in June of that year by the announcement of the European 
Recovery or Marshall Plan, confirming America’s support for Western Europe’s 
recovery. In contrast to its interwar and postwar position, Washington now took 
direct responsibility for Europe’s economic stability by a four-year programme of 
economic gifts totalling $13 billion, effectively  reducing trade imbalances and 
international payments adjustments. As late as 1945, Washington had insisted 
upon the end of Imperial preferences as a condition of its loan to Britain. But in 
a remarkable reversal of policy, it accepted, indeed insisted upon, intra-European 
trade preferences as part of the Marshall Plan. In 1948 came the American deci-
sion to confront the challenge of the Soviet Union’s blockade of Berlin, and after 
the presidential election in November formal negotiations with Canada, Britain 
and West European countries for a North Atlantic Alliance. The American security
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guarantee, which required a British commitment as well, removed the threat 
overhanging Western Europe’s recovery. With the Anglo-Saxon powers also com-
mitted to the international economic institutions as weapons in their struggle 
against the Communist bloc, other developed countries set aside the option of 
planning, and the new era of globalization in the ‘first’ and ‘third’ worlds contin-
ued for the next 50 years. When the Communist bloc collapsed in 1989 and the 
Soviet Union vanished two years later, globalization spread to the ‘second’ world 
as well.

The third great era of globalization that began in 1947 brought enormous pros-
perity to most parts of the world. Numerous regional conflicts occurred, in East 
Asia, the Middle East, Africa, the Balkans and the southern Caucasus, yet the 
superpowers avoided major war and since the demise of the Soviet Union most 
of the world has enjoyed peace. The recent financial crisis thus seemed to come 
out of the blue, encouraging commentators to focus almost exclusively upon 
the shortcomings of the financial markets while largely ignoring the political 
framework within which the markets operated, or to use current academic jar-
gon, to fix upon the endogenous rather than the exogenous causal factors. One 
feature of the crisis evident to all was the huge increase in leverage – of debt 
to equity – of the major US and British commercial banks at the centre of the 
global financial system. Since the end of the era of Keynesian economics in the 
late 1960s, they had remained dangerously undercapitalized, operating on a debt 
to equity ratio of at least 30:1.30 Another feature was the practice of the same 
banks as well as many of their main clients, the private equity firms and hedge 
funds, systematically to misprice risk. This prompted most experts to attempt to 
explain why the financial intermediaries allowed themselves, or were allowed, 
to become so vulnerable to systemic crisis. Some singled out the banks’ over-
 reliance upon mathematical models for estimating risk and their suspension of 
traditional,  common-sense rules of caution.31 Others pointed to the vast increase 
in exotic debt instruments such as securitized sub-prime mortgages, collateralized 
debt obligations, credit default swaps and other securities and derivatives. Their 
value has proven so difficult to establish that they have undermined trust in the 
banks that borrowed against them.32 Still others emphasized the distortions of 
the reward system whereby bankers were allegedly induced by the promise of 
large financial bonuses to take excessive risks with their banks’ or clients’ funds; 
changes in accounting rules, which practically guaranteed a cascading decline in 
financial asset values in the event of a market setback; or the conflict of interest 
that led credit rating agencies to overstate the quality of debt instruments issued 
by their banking clients.33 But just like the onset of the great interwar crisis, 
which also began in conditions of peace and increasing prosperity, the present 
crisis cannot be understood without regard to its exogenous causes, or to use the 
non-technical language of the present account, without regard to weaknesses in 
the political framework surrounding the markets.

One element of the political framework is the international institutions created 
at the end of the Second World War to help member countries address short-
term payments imbalances, coordinate economic policies, facilitate international 
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payments adjustment and help keep global markets open. The importance of 
these institutions grew in line with the increase in globalization, yet largely 
because of the Cold War they remained dominated by the United States and its 
Western allies, and shaped by Anglo-Saxon thinking, and they have thus declined 
in representativeness, international respect and influence. This is equally true 
of the World Bank, the International Monetary Fund (IMF), the World Trade 
Organization (WTO), the Group of Seven leading industrial nations (G7), and 
the United Nations (UN). In the case of the UN, the problem has arisen because 
the United States has continued to project its enormous power into practically 
all quarters of the world with little regard for international opinion, while using 
its veto on the Security Council to block opposition. In the case of the WTO, 
Western dominance has been aggravated by the reluctance of certain Western 
countries to heed the Organization’s injunctions to remove subsidies which dis-
tort trade, prompting many non-Western countries to react in kind. The Doha 
round of negotiations on trade liberalization, begun in 2001, reached stalemate 
once again in July 2007, with the developing countries accusing the United States 
and EU of maintaining unacceptable subsidies to farm exports and the Western 
powers accusing the developing countries of protecting their own small farmers 
by invoking the ‘special safeguard mechanism’. The long-running stalemate has 
accelerated the trend away from multilateralism and towards bilateral trading 
agreements.34

The IMF’s inadequacies are of a similar order. The United States dominates 
the Fund by controlling 17 per cent of voting rights within it, since the Fund’s 
decisions require a majority of 85 per cent. Together, the United States and 
its European Union allies control approximately 50 per cent of voting rights, 
while China’s share is only 3.5 per cent, Russia’s is 2.7 per cent and India’s 
a mere 2 per cent.35 The IMF’s credibility has been further undermined by 
the decision of the Western powers to create the Financial Stability Forum, 
largely bypassing the IMF, after the Asian financial crisis in 1997–8; and by 
the Western powers’ recent insistence that the IMF should focus its attention 
upon global exchange rate misalignments, an implicit assault on Chinese eco-
nomic policy.36 But above all, its reputation has been damaged by the impres-
sion, created most vividly in the aftermath of the Asian financial crisis, that 
non-Western countries must respect strict market discipline as laid out in the 
rigorous conditions – known with unintended irony as the ‘Washington [pol-
icy] consensus’ – which the IMF usually demands when its help is requested, 
whereas Western countries have no such obligations. As Kishore Mahbubani, 
dean of the University of Singapore’s Lee Kuan Yew School of Public Policy, 
wrote shortly after Western banks were bailed out by their governments in 
October 2008,

In many ways, US and European policy-makers are doing the opposite of what 
they advised Asian policymakers to do in 1997–98: do not rescue failing banks, 
raise interest rates, balance your budget. Millions of Indonesians and Thais 
would have been better off if their governments had been permitted to do 
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what western governments are doing now. An apology from the west to Asia 
would not be inappropriate.37

One consequence of the IMF’s declining legitimacy has been a tendency of 
developing countries to seek help elsewhere, from China, Venezuela or the sov-
ereign wealth funds of one or another of the Gulf states, although here too loans 
come with strings.38 Another has been a decline in the Fund’s lending resources. 
Thus, by the start of the present crisis, the Fund’s capital base was wholly inad-
equate to meet problems created by the huge increase in global capital flows. 
With a total lending capacity of merely $250 billion, the Fund has been prepared 
to help Iceland, Pakistan and Ukraine, but is in no position to address short-term 
crises in any of the larger member countries.

In the 1990s, the World Bank under its president James Wolfensohn substantially 
reformed its own operations, if not its structure. Its weakness is that, as another 
Washington-based institution, it has chosen not to challenge the IMF when the latter 
intervenes abroad.39 The G7, even with the addition of Russia making it the G8, has 
no specific remit, but has been handicapped in its efforts to promote international 
cooperation by its narrow membership. The decision of President George W. Bush 
to convene an ad hoc meeting of the 20 largest industrial countries – the G20 – in 
November 2008 marked a belated recognition of the problem.40 But much more will 
be required to repair the damage done to international cooperation by the West’s, 
and above all America’s, neglect of international institutions.

Problems with the two other essential elements of the global political frame-
work, namely agreed rules of economic behaviour and international security, 
may be taken together. The Western powers, led by the United States and Britain, 
regularly insisted upon extreme liberal solutions whenever countries approached 
the IMF for assistance. But at the same time, as the Anglo-Saxon powers deregu-
lated their own financial markets, they resisted efforts by their European allies to 
increase the transparency of the financial markets, extend control over offshore 
tax havens and tighten regulation of financial intermediaries.41 Developing coun-
tries, in contrast, reacted to the stiff medicine they had been obliged to take in 
previous crises by ensuring that they would never again be beholden to Western 
institutions. Among other things, they introduced greater fiscal discipline, 
tougher regulation of their banks, in many cases reduced their reliance upon 
capital imports, and assisted ‘national champion’ firms to gain access to foreign 
markets. As the result, many of the largest developing countries generated strong 
current account surpluses and built up enormous foreign exchange reserves.42 
By August 2007, the total foreign currency reserves of the developing countries 
reached a total of $5500 billion. This is partly explained by the greater risks that 
accompanied the liberalization of capital markets.43 But there seems little doubt 
that it also reflects a political determination on the part of the individual coun-
tries to reduce their vulnerability to foreign, that is to say Western, interference: 
security in other words.44 Whether it can produce security, however, is another 
matter, since the global imbalances require the surplus countries to continue 
lending to the debtor countries, which must ultimately become unsustainable.
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The largest of the developing countries, China, also adopted the most deter-
minedly independent policy, which strengthened its economy while also 
 paradoxically drawing it into steadily closer interdependence with the Western 
powers. Emerging from self-imposed isolation in the 1980s, it drew on foreign 
direct investment from the West to develop its export-oriented manufacturing 
industries. From 1994, it also held down the exchange rate of its currency, the 
renminbi, by pegging it to the dollar, thereby gaining an exchange advantage 
and accelerating the penetration of the US, EU and other foreign markets. Most 
importantly, it ensured an abundant supply of well-educated, low-paid workers 
for its rapidly expanding manufacturing sector.45 China’s share of world exports 
rose from an average of 1.4 per cent in 1980–90 to 2.5 per cent in 1990–2000, to 
approximately 6 per cent in 2004 and to an estimated 8 per cent in 2007.46 More 
disturbing, however, was its increasing trade surplus with Europe and the United 
States. Since 1985, when its surplus with the United States stood at $10 billion, 
the total has rapidly risen to $124 billion in 2003, and to $256 billion in 2007, or 
one-third of America’s overall trade deficit.47

This enabled the Chinese central bank to accumulate foreign currency reserves 
of approximately $2000 billion by 2008, most of it probably held in US govern-
ment securities, and this in turn enabled Washington to concede tax conces-
sions to high income earners and prosecute its wars in Iraq and Afghanistan 
without running up against America’s huge federal budget and current account 
deficits.48 Meanwhile, the massive inflow of cheap Chinese goods restrained 
US wage and price inflation, and enabled the Federal Reserve Board to bring 
down interest rates to historically low levels. This in turn encouraged America’s 
deregulated banks and mortgage lenders to increase their borrowing, since 
with a 1 per cent base rate (from 2003) the opportunities for profitable lending 
or investment seemed almost unlimited. American (and British) firms added 
to their own precariousness by taking on greater borrowings and increasing 
returns on capital, not through investment, but by disposing of ‘surplus’ capi-
tal and buying back their own issued shares.49 The sharp rise in the price of 
oil and other imported commodities, driven skywards by demand from the 
developing countries, adversely affected personal savings rates and increased 
household debt, a trend aggravated by the stagnation of working-class and 
even middle-class incomes while upper-class incomes soared. By 2006, the 
distribution of income in the United States had become as skewed towards the 
very rich as in 1928, with the top 10 per cent of Americans taking 49.6 per cent 
of national income, more than at any time since 1917.50 US public, corporate 
and household debt meanwhile rose from 163 per cent of gross domestic prod-
uct in 1980 to 346 per cent in 2007, and the US current account deficit also 
soared to over 6 per cent of gross domestic product in 2006 and just below 6 
per cent in 2007 (more than double the Chinese current account surplus).51 
The United States, which had been the world’s greatest debtor before the First 
World War and the world’s greatest creditor in the following 80 years, was once 
again the world’s greatest debtor. In 2006 alone, it borrowed $900 billion from 
the rest of the world.52
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By 2005, the Chinese authorities recognized that the huge global imbalances 
were unsustainable, and entered into a dialogue with the United States while allow-
ing their currency to rise part way towards its equilibrium rate.53 Between July 
2005 and October 2008, the real effective rate of the renminbi rose 21.8 per cent, 
and with the euro, the yen and other currencies of the developing Asian econ-
omies also rising against the dollar, the US current account deficit modestly nar-
rowed.54 But by then, as one Chinese official put it, ‘America [had] drowned itself 
in Asian liquidity.’55 The United States and Britain, which adopted closely similar 
policies, had allowed their loosely regulated markets to generate what a leading 
economist has described as ‘the largest leveraged asset bubble and credit bubble 
in history.’56 Sooner or later it was bound to burst, with severe consequences for 
their banking systems and the world economy as a whole.

To be sure, 2007–9 is not 1927–9. Among the more obvious differences, the 
great interwar crisis began at a time of deflation whereas the present crisis began 
at a time of accelerating inflation. It should be stressed that the deflation of the 
second half of the 1920s was price deflation as opposed to monetary contraction, 
and may not have been an insuperable obstacle to world growth and stability. 
But it does seem to have added to Britain’s payments adjustment problems, pres-
sures on the Bank of England and a decline in support for free trade especially 
in  manufacturing centres and rural areas. The United States and other countries 
faced similar political consequences, and after the Wall Street crash, when the 
decline in general price level accelerated, they had little choice but to defend 
their currencies by the more pernicious form of deflation, monetary contrac-
tion, which acutely aggravated their economic and political problems. Before the 
recent crisis, levels of inflation were tolerable for most countries, although the 
scale of the credit bubble in 2007–8 was considerably greater than in 1927–9.

A second difference is the greatly enlarged role of the state in practically every 
country since the Second World War. Commonly triple the size of prewar times 
as a fraction of the national economy, the state is by far the largest employer, 
and with no obligation to turn a profit it exercises a stabilizing influence on the 
private sector of the economy. Linked to this is a third difference, namely the 
broader geographical distribution of economic activity, beyond Europe and the 
United States where it was overwhelmingly concentrated in the 1920s, to South 
and East Asia, South America and elsewhere today. Developing countries cannot 
hope to ‘decouple’ from the banking crisis in the West, and they may be vulner-
able to greater fluctuations in economic activity than the developed countries, 
since their service sector is relatively smaller. Nevertheless, their potential for 
growth remains enormous, and with consumer spending in China alone exceed-
ing that of the United States, the developing countries can accelerate the world’s 
recovery from an economic slump.57

A fourth difference is the impressive advance of economic knowledge since 
1927–9. While economists still differ on many issues, they are broadly agreed 
on the unwisdom of relying exclusively upon unilateral domestic adjustments, 
such as deflationary fiscal and monetary policies, the prescription of nearly all 
their counterparts in the first stages of the interwar crisis, to restore international 
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payments equilibrium. Nor do they favour fixed exchange rates, whether defined 
in gold or paper currencies, although like their predecessors they also generally 
oppose unilateral external adjustments, such as trade protection or foreign lend-
ing controls. The general shift of academic thought away from Keynesianism 
towards a neoclassical paradigm in the 1960s and 1970s has almost certainly 
contributed to the liberalization of capital markets, the acceleration of globaliza-
tion and latterly global instability.58 Arguably the popularity of mathematical 
modelling among economists has also tended to simplify and therefore distort 
their grasp of relationships in the real world. Nevertheless, there is no gainsaying 
the great advances in the analytical techniques of contemporary economics and 
its capacity to contribute to solutions to the current crisis.

The fifth and probably the most important difference of all is the contrasting 
behaviour of the world’s powers in the two crises. In 1927–9, as we have seen, 
the leading powers proved wholly unwilling or unable to cooperate on commer-
cial, financial or monetary policy. In fact, they were already pulling apart two 
years before the Wall Street crash, behaviour which contributed to the fragility 
of the global economic system at the moment when the contem porary asset bub-
ble broke. The contrast with the behaviour of leading powers in the present crisis 
– so far – could scarcely be greater. The United States, despite President George 
W. Bush’s first-term preference for unilateralism, which was all too reminiscent 
of Hoover’s isolationism, has strongly affirmed its commitment to multilateral 
action. The European Union, despite initial signs that individual countries would 
pull apart, has not only remained united but also continued to look outwards. 
The Franco-German axis, now a constructive partnership, has contributed to 
European unity, and the existence of a single currency and the European Central 
Bank has reduced the risk of individual countries succumbing to speculative 
attack, as was the case in the great interwar crisis. Britain, too, has joined in 
European efforts to address the financial crisis, having hitherto disdained coop-
eration with its European partners.59

Beyond the West, China has also demonstrated its willingness to contribute 
to multilateral action. Despite its narrowly nationalist pursuit of foreign markets 
since the 1980s, which was all too reminiscent of US behaviour in the 1920s, 
it joined Western central banks in October, evidently without consultation, in 
reducing interest rates, and further demonstrated its solidarity by continuing to 
purchase US Treasury bills. It also signalled its intention to offset the calamitous 
slump in world export demand by bringing forward plans to stimulate domestic 
consumption through fiscal reforms and a massive expansion of public spending 
on infrastructure and health care.60 Even Russia, while maintaining an aggres-
sively nationalist defence posture, has indicated its wish to cooperate with the 
European Union and the United States in overcoming the crisis.61 It phrased its 
renewed demand for reform of international institutions including the IMF in 
aggressive language, but this can be seen as evidence that Russia seeks to remain 
inside the global political framework rather than undermining it.62 In contrast to 
the great interwar crisis, therefore, the framework has not disintegrated. Despite 
its weaknesses, which contributed to the onset of the crisis, the powers appear to 
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be alive to just how close the world came in the autumn of 2008 to total financial 
collapse, and to their common interest in rebuilding the political framework.

The future nevertheless remains obscure. Although capitalism has nowhere 
been radically challenged, the Anglo-Saxon model of deregulated markets has 
been severely discredited and the institutions created at the start of the postwar 
era of globalization have taken a heavy knock. Particularly in the West, frus-
tration is also building up at the impact of globalization. In the United States, 
trade unions and representatives of states that have lost manufacturing jobs to 
Asian competitors are increasingly vocal in demanding a more aggressive ‘fair 
trade’ policy. President Obama encouraged the protectionists during his election 
campaign when he endorsed calls to renegotiate the North America Free Trade 
Agreement, complained of business ‘shipping out American jobs’ and accused 
China of ‘currency manipulation’.63 In the White House, Obama is likely to be 
more cautious, but isolation remains strong in America. In a recent survey of 
opinion, 36 per cent of respondents agreed that the United States should ‘stay out 
of world affairs’, 6 per cent up from 2006 and higher than at any time since the 
question was first asked in 1947. More importantly, the number of Americans who 
believe that globalization is ‘mostly bad’ for the United States has grown steadily 
from 31 per cent in 2004, to 35 per cent in 2006 and to 42 per cent in September 
2008.64 Similar grassroots pressure to retreat from globalization has also emerged 
in Germany, France and throughout the West, and a prolonged recession can 
be expected to drive up support.65 Given that this is a very real possibility, the 
spectre has reappeared of a general resort to protectionism and regionalism, as 
occurred in the great interwar crisis, and along with a steep decline in commod-
ity prices the return of price deflation with its attendant pressures on social and 
political stability.66

However, even if the present crisis is surmounted without systemic damage, 
the rapid growth of the developing countries is certain to bring intensified com-
petition for non-renewable resources and markets. With the West facing the pro-
spect of a deep recession of shorter or longer duration, the shift in power towards 
the East seems certain to accelerate. And with the leading developing countries, 
Brazil, Russia, India and China – the BRIC countries – widely expected to equal 
the combined gross domestic product of the original G7 industrial countries by 
2040 and exceed it by 40 per cent by 2050, even assuming a slowing of Russian 
and Chinese growth rates, international tensions seem inescapable.67 According 
to one leading analyst,

Since this century is seeing a huge shift in the balance of economic and so 
political and military power, conflicts over the nature of the international 
order and over more mundane matters – particularly access to resources and 
markets – are certain. They will become more probable and more dangerous 
the more restrained access to resources and markets becomes.68

The future is as open-ended as ever. But since the past provides the only means of 
gaining perspective on the present, the interwar period holds a special importance 
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for us. In 1927, the great interwar crisis began, ending the second era of globaliza-
tion begun over a century before and only temporarily interrupted by the Great 
War, and ushering in the worst 20 years of economic and political strife the world 
has ever experienced. The situation today, 60 years after the return to globaliza-
tion and 16 years after the end of the Cold War, is of course not the same. Yet, 
understanding the history of the interwar crisis may be essential if this reduces 
the risk of repeating the mistakes that led to the end of the previous era of global-
ization and the calamities that ensued.
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