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			For Kathy

			Yes, I’m afraid Money is an irretrievably comic subject; but unfortunately it has to be treated seriously.
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			Introduction

			The Keynesian President and Us

			Early in the fall of 2008, the telephone rang in my office in the Department of History at the University of California, Davis. The caller identified himself as a senior officer in a major Wall Street bank. The banker wanted to ask me what Franklin Roosevelt had done to fight the Great Depression, how much his ideas had been influenced by the economics of John Maynard Keynes, and how well his policies had worked. I said, sure, let’s talk—while thinking, if someone like you is calling someone like me to talk about something like that, we are all in really big trouble.

			I knew financiers were nervous. The bankruptcy of Lehman Brothers, the consequent failure of money-market funds, and the freezing of the commercial paper markets had all made headlines. But I had no idea how nervous they were: I did not then know that the president of the Federal Reserve Bank of New York, listening to a major banker sound shaky over the phone, had told him not to make any more calls because “if anyone else hears your voice, you’ll scare the shit out of them.”1

			And of course then-President George W. Bush, a firm believer that government should let private enterprise make its own decisions, had told us that “government intervention is not only warranted, it’s essential”—but I did not yet know that he feared that if he did not intervene now, there might not “be a free market left” to leave alone later.2

			So the banker and I had our discussion, during which I pointed out that Roosevelt had conducted an active monetary and fiscal program of recovery—in both cases, though perhaps more importantly in the case of monetary policy, working along lines suggested by Keynes. Roosevelt’s policies had, I added, seen GDP grow exceptionally quickly and unemployment fall rapidly. Although I did not take notes on the banker’s telephone call, I can date it fairly precisely, even given my middle-aged memory, for two reasons.3

			First, the call came on my office telephone—which means I still had an office telephone on which to receive calls because California’s government had not yet begun the drastic budget cuts of 2009. These cuts contributed to a drop in demand for goods and services and—as Keynes and Roosevelt could have told us—helped retard economic recovery. The cuts also led to less spectacular effects, such as the removal of telephones from the offices of historians in state universities, in an effort to save money.

			Second, and more important, I know when the call came because although the financial crisis lasted a long time, there was only a short period in the fall of 2008 when bankers believed that government had a powerful role to play in averting an economic crisis. As one economist wrote, “Everyone had suddenly become devout Keynesians (for the moment),” but it was a brief moment indeed. Soon afterward—by the time of Barack Obama’s inauguration in January 2009—opposition to Keynesian policies had already arisen. President Obama and his advisors came into office hoping to pass a bill providing government stimulus for the economy, but their bill would not supply enough stimulus to provide a full recovery, because what was arithmetically sufficient to employ adequate numbers of Americans would be politically too much to ask of Congress.4

			That short period during which American bankers flirted with the desirability of a new New Deal passed swiftly because once the banks had been saved, the bankers spread a powerful fear of inflation, to our shared and enduring misfortune. Inflation did not come. But because we acted as if it would, we suffered a long period of unemployment and a weak recovery. And in consequence of our barely adequate efforts to save ourselves, we also suffered a decline of trust in American and international institutions.

			We would have done better to study more carefully and imitate more closely the ways in which Roosevelt and Keynes responded to the Depression, especially given that the president made full and expansive use of the monetary policy tools available to him. Although in popular use the term Keynesian refers almost exclusively to fiscal policy, Keynes devoted much, if not most, of his career to rethinking monetary matters. The monetary policy of the Roosevelt administration, from beginning to end, followed broadly Keynesian lines. And this policy, through which Roosevelt reinvented the United States dollar, was a central and successful instrument for both recovery from the Great Depression and victory in the Second World War.

			We could still learn valuable lessons from Roosevelt’s creation of a Keynesian dollar: that monetary policy helps determine how much wealth we have and how justly we distribute it, and whether we find ourselves nearer to peace or war with other nations; that we should not let bankers’ fears of inflation drive economic policies that affect the whole world; and that we need political leaders who understand that widespread prosperity is not only a matter of economic efficiency or business success but also a moral issue contributing to the strength of a nation’s institutions and the soundness of its values. Money is a government’s promise made palpable, and if we cannot trust it to work for us, we must question the worth of representative government—and perhaps at no time in history has representative government been more threatened than in the 1930s and 1940s.5

			 

			The dollar policy was a priority from the start of Franklin Roosevelt’s presidency, which began on March 4, 1933, a cold gray Saturday. Undeterred by the weather, Americans crowded so thickly into the streets of Washington, DC, that the new president could scarcely get through the throngs to deliver his inaugural address.6

			The spectators were both eager and anxious. The unemployment rate had reached nearly 25 percent. The previous summer, the US Army had burned out and run off thousands of jobless veterans who came to camp in Washington, DC, and beg federal assistance—and the leaders of that Bonus Army said ominously that they would return. Foreclosures had put Americans out of their houses and off their farms. Thousands of banks had failed. The Federal Reserve system itself stood in peril of collapse, as depositors declined to put their trust in the United States dollar, preferring instead to ask for the gold into which paper money was then lawfully convertible.7

			Making his first speech as president, Roosevelt needed to stop the panic. “So first of all, let me assert my firm belief that the only thing we have to fear is fear itself—nameless, unreasoning, unjustified terror which paralyzes needed efforts,” he said.

			Then the president promised Americans that bankers would no longer unduly influence the nation’s leaders. “The money changers have fled from their high seats in the temple of our civilization,” he said. Roosevelt promised he would “restore that temple to the ancient truths,” bringing back “social values more noble than mere monetary profit.”

			To keep the money changers at bay, Roosevelt would have to change the money. He pledged “an adequate but sound currency.” It was the last of the “lines of attack” he proposed at his inauguration, and the first he would pursue in his presidency.8

			Late the next night, after a harried day of consultation with members of the outgoing administration and people on his own team, Roosevelt was ready to sign an order to stop the panic by closing banks and ending the dollar’s convertibility to gold. Walter Wyatt, chief counsel for the Federal Reserve Board, stopped him—it was still Sunday, Wyatt said, and the “deeply religious note” of the inaugural address might be “impaired” if the president signed the order on the Lord’s day. The signature could wait a few moments: it would be Monday soon enough.9

			And so, early on March 6, 1933, Roosevelt officially stopped the gold standard from functioning in the United States. Two days later, he told reporters that this suspension was no temporary measure but instead the first step to a new “permanent system,” in which policymakers would manage the amount of money in circulation to ensure an end to the Depression, and keep it from coming back. Then on March 12, he took to the radio for the first in a series of “fireside chats” with the American people, to whom he explained his monetary policy, saying that there were things “more important than gold,” including confidence, courage, and faith in “our plan.”10
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			By the end of the summer, the president had publicized and clarified his plan for the dollar. No longer would the amount of currency in circulation depend on the quantity of gold in the nation’s vaults: it would expand and contract at need. Roosevelt would define this need in terms of the price level and the consequent level of employment in the country. Once these indicators reached desirable heights, then and only then would he aim to stabilize the value of the dollar in terms of other currencies (on the idea that a dollar of consistent value in foreign currency would make it easier to engage in foreign trade; one would always know how much a dollar would buy overseas)—but he would never put currency stability before prosperity. That central tenet of the old, international gold standard was gone for good. Instead of fearing that their leaders were keeping money scarce, to match a fixed sum of precious metal, Americans could have confidence that their leaders were managing their money for the common good of the nation.

			 

			Roosevelt used his dollar policy to fight deflation. In the wake of the 1929 crash, as consumers hesitated to borrow, retailers dropped their prices in the hope of stimulating demand. Instead, these lower prices encouraged potential buyers to expect that prices might fall lower still. They deferred their purchases further. The more people expected prices to fall, the more incentive they had to wait. They held onto their money, watching it increase in value as ever more desperate sellers continued to mark down their goods—thus, perversely, reinforcing the expectation that prices would fall, and giving people who had money still more reason to hold onto it rather than make a purchase.

			By the time of Roosevelt’s inauguration, the problem with the US economy was clearly not an inability to produce, but prices. Factory workers could still make high-grade goods, and farm fields still sprouted plenteous crops. But prices had fallen so low that there was no profit to be had in making goods or in harvesting crops, which instead rotted in the fields of a nation whose people were going hungry.

			The vicious cycle of deflation would continue so long as people expected lower prices—or, to put it another way, costly dollars. But if, somehow, their expectations could be shifted—if, for example, the president were to reduce the value of the dollar, and induce a widespread belief that prices would rise—then the downward slide would not only stop but reverse itself. Anticipating an increase in prices and a drop in the value of their cash, buyers and investors would be willing to part with their money. They would start to purchase goods and services, and the economy would begin to work again.

			And indeed, from the moment Roosevelt made his first presidential announcements, prices did start to rise. Expectations shifted. As the president was able to say over the radio in October, “We are on our way.” He reminded his listeners in the autumn what he had first said in March: together, they were “constructing the edifice of recovery—the temple which, when completed, will no longer be a temple of money changers or of beggars, but rather a temple dedicated to and maintained for a greater social justice, a greater welfare for America.”

			Roosevelt described the “pillars” of this temple—relief, public works, labor legislation—and last, as in his inaugural, “the money of the country in the banks of the country.” The president knew he was being consistent to the point of redundancy: “I repeat what I have said on many occasions, that ever since last March the definite policy of the Government has been to restore commodity price levels. The object has been the attainment of such a level as will enable agriculture and industry once more to give work to the unemployed.”

			Roosevelt explained that he wanted to raise prices, secure prosperity, and then seek stability—in that order. To do otherwise would be “putting the cart before the horse.” Which, he said, was why he would seek to make the dollar still cheaper and prices still higher before he would allow the value of the dollar to stabilize. “My aim in taking this step is to establish and maintain continuous control. This is a policy and not an expedient. It is not to be used merely to offset a temporary fall in prices. We are thus continuing to move toward a managed currency.”11

			Throughout the months that remained in the year and the years that remained in his presidency, Roosevelt continued his consistent move toward a currency he could manage and use as a tool of economic policy. As one analysis put it during his second term, whatever one thought of Roosevelt’s proposals, they “had the merit of a certain congruity” and they aimed at “a clear objective”—a rise of prices and afterward a commitment to stability, with the option of future adjustment if necessary. The president had clearly stated his intentions, and acted decisively upon them. Roosevelt ended the gold standard, and “seemed to close an epoch” while opening a new age.12

			 

			The consistency of Roosevelt’s currency policy prompted early analysts to wonder how he had come to it. One scholar concluded that Roosevelt “had absorbed the monetary theory of his advisors . . . and was able to repeat and apply it himself.” The president’s statements indicated a familiarity with the economic ideas of Irving Fisher as well as those of Roosevelt’s own counselors, George Warren and James Harvey Rogers. Most important, the president’s utterances reflected “the emphasis on purchasing power associated with the name of Keynes.”13

			Indeed, the president’s economic literacy had been clear from the beginning. While watching the president agree to sign the March 6 proclamation that inaugurated his currency policy, Wyatt the Federal Reserve lawyer, who did not trust or particularly admire the president, nevertheless thought Roosevelt “seemed to understand the thing thoroughly.” He should have: contrary to his critics’ beliefs, the president had long been a student of economics.14

			Although Roosevelt completed his Harvard degree in three years, he stayed on for a fourth year, studying history and economics in the graduate school at the recommendation of his professors. He took courses on American economic development, on the economics of railroads and other corporations, and on money and banking.15

			Many of his professors had emphasized the importance of adhering to the gold standard, but Roosevelt moved beyond their ideas. “I took economics courses in college,” he would later say, as president, “and everything I was taught was wrong.” The president could declare this conviction because as an adult he kept abreast of economic writing and knew about the shifts in belief that had occurred in monetary theory even before the Depression. In the late 1920s he expressed an interest in the theories of William Trufant Foster and Waddill Catchings, American economists who emphasized the importance of monetary policy in avoiding crises and of using government spending to increase demand during a slump—priorities akin to those of Keynes. “There is a vicious cycle of inflation, and an even more vicious cycle of deflation,” Foster and Catchings wrote in 1928. “What we need is planned prosperity, guided by the hand of man.”16

			As governor of New York during the Depression, Roosevelt took an interest in the monetary theories of Warren and Fisher, whose works he read, and who emphasized the importance of maintaining the stable purchasing power of a dollar—something a gold standard could not do. And in 1932, as presidential candidate, Roosevelt gathered around him advisors, including the economist Rexford Tugwell, who were prepared to assist him in developing monetary policy. Tugwell brought Fisher in to talk to Roosevelt, who listened to his advice—though Roosevelt never, as candidate or president, limited himself to a sole source of counsel.17

			Roosevelt meant to use the currency for both domestic and international policy. By the middle 1930s—once the nation was well on its way to recovery and ready to restore international monetary relations—the US entered an arrangement with Britain and France to keep the dollar, the franc, and the pound at fixed exchange values, while preserving the flexibility for any nation to shift, at need, the worth of its currency. As Roosevelt’s secretary of state Cordell Hull said at the time, this arrangement reflected the president’s wishes. The agreement bound the three nations together in a pact to keep them strong against the economic warfare waged by Nazi Germany (which was manipulating trade and currency to aid its rearmament); it also paved the way for the United Nations Monetary and Financial Conference of 1944, at Bretton Woods, New Hampshire, which would make international policies that placed prosperity ahead of currency stability the basis for peace in the world after the war. By the end of his first year in office, Roosevelt had given the American people confidence in the US dollar; by the end of his presidency, he had given that confidence to the people of the world.18

			Not only were Roosevelt’s monetary policies clear and consistent over the twelve years of his presidency, they succeeded in both economic and political terms in a way the other pillars of his proposed temple did not. Although the most visible results of the New Deal’s recovery policy were the numerous and spectacular public works (the bridges and dams, the highways and schools Americans built while working on the federal payroll), scholarly studies have shown that however great these efforts, they did not represent a sufficiently large expenditure to provide adequate fiscal stimulus to the economy, given the damage done by the Depression.19

			But the economy did begin a rapid recovery with Roosevelt’s presidency—a recovery that continued right through the 1930s into the years of the war. As some economists have noted, if Roosevelt’s fiscal policies did not have sufficient effect, his monetary policies did. By 1945, he had moved not only the US but the world from the rigid gold standard to a new, flexible system that left countries room to pursue policies not only for economic recovery in time of crisis but for economic development over the long term. Roosevelt took the US and the world from an era in which money was based on the amount of shiny yellow metal that a nation had on hand, into an age in which policymakers adjusted the amount of money available in keeping with their plans to promote prosperity and economic progress. Men and women had been at money’s mercy; now they were—wherever they lived—to be its master.20

			 

			Roosevelt wanted to ensure more than business recovery; he wanted to restore American economic and moral strength so the US could defend civilization itself. In January 1933, with more than a month still to go before Roosevelt’s inauguration, Adolf Hitler became chancellor of Germany, and Roosevelt saw the dictator as a threat even then. The president told an aide that the rise of National Socialism was “a portent of evil for the United States.” Remote though Hitler might now seem, he “would in the end challenge us because his black sorcery appealed to the worst in men; it supported their hates and ridiculed their tolerances; and it could not exist permanently in the same world with a system whose reliance on reason and justice was fundamental.” A few months later, Roosevelt told another aide that the Nazi menace meant another war in Europe was “a very strong possibility,” though he hoped then that the US would not have to send an army of its own to fight. Already, Roosevelt envisioned the likelihood that civilization would depend on an American democracy restored to its full strength, and he foresaw a day when the might of the United States would provide vital supplies to the nations at war with Nazism.21

			And so everything Roosevelt did to promote the New Deal was tinged with a sense of urgency. Recovery was racing a clock whose hours ticked away the phases of Hitler’s rise: mobilization, rearmament, blitz; holocaust. The US had to match Germany; Roosevelt had to match Hitler, increasing American strength to preserve American institutions. Over the course of the 1930s the specter of this cataclysm only darkened.

			Roosevelt was not the only one who saw, so early, that he was playing for such high stakes in seeking economic recovery. As 1933 drew to a close, he received a letter from Keynes telling him he was “the trustee for those in every country who seek to mend the evils of our condition by reasoned experimentation within the framework of the existing social system.” If he succeeded, he won a victory for all civilization; if he failed, “rational change will be gravely prejudiced throughout the world.”22

			Despite these stakes, Roosevelt’s policies, and especially his monetary measures, met immediate and powerful opposition. Against the president stood all the forces of sober financial opinion who believed, the recent deadly deflation notwithstanding, that the real threat was inflation and only the gold standard could prevent it. If money was worth a weight in gold, they reasoned, it had real and enduring value. “I am for gold dollars as against baloney dollars,” as one of Roosevelt’s opponents sneered. If staying on gold meant another drop in prices and a continued Depression, that was a small price to pay for stability. Americans who complained of the pain they suffered under the gold standard were “crybabies,” another of Roosevelt’s opponents remarked. Instead of listening to “some college professors,” the president ought to heed business leaders—but instead, he seemed determined to “undermine confidence in the business leadership of the country generally by parading for the American Public, through Congress and Commission, investigations [of] outstanding examples of mistakes and malfeasance in all lines of business.”23

			Throughout his presidency, Roosevelt ignored these complaints. He kept bankers at bay. He pursued a policy of managing the currency to ensure economic expansion and the strength of free peoples to oppose Nazism. He enjoyed both economic success and political popularity.

			And yet, despite the clarity, consistency, and success of Roosevelt’s policies, politicians and economists today are more likely to sound like Roosevelt’s critics than like the president himself: fearful first and foremost of inflation; confident that the unemployed and indebted masses are suffering only what they deserve; persuaded that nobody ought to criticize business leaders too strongly, lest the country suffer a loss of confidence; heedless of the moral and social consequences should we continue to demonstrate that our politics are unresponsive to widespread hardship.24

			 

			It has proven possible to disregard the lessons of Roosevelt’s policies for at least two reasons. First, decades of histories have emphasized his luck rather than his ability, because historians have depended on unreliable sources to understand the president. The two most cited memoirs of Roosevelt’s early monetary thinking come from his advisors Raymond Moley and James Warburg. Both broke with him in 1933 in part because they disagreed with the president’s currency policy. Both were too conservative for the New Deal (indeed, Moley later supported Barry Goldwater and Richard Nixon). Both resented the president’s unwillingness to take their advice. In consequence, in their accounts, Roosevelt does not understand economics, and allows himself to be pushed by outside forces. These not wholly friendly memoirs in turn influenced early scholarly accounts, such as those of Richard Hofstadter and Arthur M. Schlesinger, Jr., which became authoritative histories on which later scholars have relied, without consulting a wider range of sources.25

			Second, we have forgotten how, or even that, Roosevelt’s policies actually worked. In the 2011 film Margin Call, which dramatizes the 2008 crisis, the banker character John Tuld (played by Jeremy Irons) delivers a monologue with which he attempts to justify his ruthless self-interest. Economic crashes simply happen, he says. “It’s all just the same thing, over and over. We can’t help ourselves.” He lists dates that correspond to panics, the modern end of which runs like this: 1901, 1907, 1929, 1937. And then he pauses before continuing: 1974, 1987. . . . It is a slight pause, but significant. That gap undermines Tuld’s case. There is room in it for the period of postwar prosperity—the decades that the French call les trente glorieuses, an era of widespread economic growth and prosperity—and the years during which Roosevelt’s policies were preserved.26

			During those years, as the financial journalist Martin Wolf notes, “finance was repressed. That certainly prevented crises.” With bankers prevented by law from pursuing reckless policies, and with the Bretton Woods institutions in place, the world enjoyed widespread, stable economic growth and low inflation. American exports soared after the war, fueled by American lending and grants to the nations of Europe. War-damaged nations recovered, as did their export levels. Poorer countries began to develop. Business downturns in one country—even if that country was the United States—did not translate into worldwide recessions. The International Monetary Fund began actively to lend money to aid nations through their individual crises.27

			Then came a breakdown, which owed more to unwise policy decisions than to the failure of the Roosevelt/Keynes consensus, but which created an opportunity for conservative economists and policymakers to attack that consensus. The Vietnam War and the oil embargoes of the early 1970s led to simultaneous inflation and unemployment, or stagflation. Roosevelt and Keynes had chosen to tolerate inflation rather than subject workers to joblessness. Now the world was seeing both. Something had gone wrong: “The inflationary bias on average of monetary and fiscal policy in this period should . . . have produced the lowest average unemployment rates for any decade since the 1940s. Instead . . . they produced the highest unemployment rates since the 1930s,” two economists wrote in 1979; it was “failure on a grand scale.” Keynesian scholars protested that the crises had come because government did not follow their recommendations (and critics occasionally conceded the point), but notwithstanding these objections, younger economists tended to interpret the policy disaster as a failure of ideas.28

			Afterward the economics profession increasingly turned toward mathematically satisfactory if unrealistic models in which unemployment was assumed to be largely voluntary, not the result of market failure. Governments should meet crises, these economists said, by doing little or nothing. Keynesianism came to suffer what one economist called a “low Nielsen rating.” By 1980, a prominent economist declared that Keynesian economics was “dead. . . . At research seminars, people don’t take Keynesian theorizing seriously any more—the audience starts to whisper and giggle to one another.” 29

			With Roosevelt dismissed as lucky rather than shrewd and with Keynes dispatched as naïve rather than rigorous, the economists and politicians who faced the modern economic crisis did so without the successful Depression- and fascism-fighters foremost in their minds. Despite frequent comparisons between the modern crisis and the 1930s, leaders have acted as if they were facing the problems of the 1970s. They allowed anemic fiscal stimulus. They delayed intervention. They showed more generosity to creditors than to borrowers. A terror of inflation, expressed early and often irrespective of the actual movement of prices, underwrote a fatal push for austerity. Particularly in Europe, policymakers made currency stability the top priority, above jobs and even over forestalling the rise of fascist movements. Governments and central banks did act, but only just barely enough to prevent a note-for-note replay of the Great Depression.30

			In the aftermath of this disaster, scholars have begun to rehabilitate Keynes, pointing out that his theories are more useful in explaining and addressing the current crisis than those of the economists who giggled at his name. His more recent biographers have emphasized his involvement in practical matters and shown that he was no naïve theorist but, rather, a practical person closely involved in finding political solutions for economic problems.31

			 

			Keynes the problem-solver enjoyed his greatest successes and also his worst defeats in negotiating with Roosevelt’s administration over the Bretton Woods arrangements for global monetary policy after the war. Indeed, most histories of the monetary system that emerged from those negotiations emphasize the arguments between Keynes and US Treasury official Harry Dexter White over their respective plans for the International Monetary Fund and the World Bank. Analysts of the Keynes/White debate generally conclude that while Keynes might have had the intellectually more ambitious and elegant plan, White had the force of American wealth behind his proposals, and therefore prevailed.32

			But focusing too much on the differences between Keynes and the Roosevelt administration at the end of their relationship misses the vitally important, larger consensus that already prevailed between the two close allies in 1933 and among all the United Nations by the time of the Bretton Woods negotiations in 1944—a consensus that did not exist before Roosevelt took office and was a creation of his administration, and which depended for its intellectual respectability on the contributions of Keynes.33

			Which is not to say that Roosevelt derived his ideas directly from Keynes. As Tugwell subsequently wrote, the president “behaved in what later came to be called the Keynesian manner,” not because he read Keynes but because he “lived in an intellectual climate” created by all the thinkers who were “unorthodox together” in trying to discover effective solutions to the crisis. There were many thinkers who provided Roosevelt with monetary and fiscal ideas—not only Fisher and Warren, Foster and Catchings, but also bankers like Marriner Eccles, who arrived at Keynesian notions on his own and whom Roosevelt eventually appointed as Federal Reserve chair, and aides like Henry Morgenthau, Jr., on whom Roosevelt repeatedly depended to implement his monetary policies. As one of Keynes’s biographers later wrote, it is tempting to say only that Keynes or Roosevelt did and thought thus, because “in the mind of the general public you have to have One Man. There isn’t room for more.” But there were more, and both the president and the economist had to work with many others to achieve their aims.34

			Still, Keynes came to occupy an unusual place among the president’s numerous intellectual sparring partners. From the first days of Roosevelt’s administration, the president’s advisors, sensing a fundamental similarity between the two men, sought to bring the British economist into contact with the American president. One New Dealer wished for “some kind of magic” to “bring Keynes and F.D.R. into an effective union.” It did not take magic, just time and correspondence. Eventually the men met, and Keynes wrote Roosevelt occasional letters. As Tugwell said, there was something remarkable about the relationship. Roosevelt’s “frankness was unusual” in speaking to Keynes, “because he was talking to an outsider who could neither obstruct nor further any designs that he might have.” Keynes showed up at critical moments in the Roosevelt presidency—when the president was shaping monetary and fiscal policy, when he was determining the terms of aid to Britain, when he was setting the agenda for peace—and provided invaluable insights. If the British economist did not always get what he wanted, he provided a useful foil for the American president.35

			Roosevelt was much more aware of economic ideas than historians have hitherto appreciated, just as Keynes was much more attuned to the practical matters of power. Working in tandem, they effected a revolution in monetary policy that successfully brought the Great Depression to an end, laid the foundations for the victory over fascism, and underwrote the prosperous peace that followed. Mindful of what was at stake if they failed, they sought a recovery not only of business activity but of warranted confidence in the civilization for which they fought against their fascist enemies and which they reestablished despite the influence of their sometime allies, the Soviet communists.

			We should learn from their successes, in part because they were so good at learning from their mistakes. Indeed, Keynes found the New Deal so promising partly because Roosevelt was not the first president he had dealt with. The economist’s career of trying to get Americans to see the world of debt and money as policy instruments for ensuring peace had begun many years before the Depression. In 1919, Keynes drafted a plan to help Woodrow Wilson save civilization from crisis after the First World War.

		

	
		
			1

			A System to Save the World 

			1918–1919

			The Paris Peace Conference that concluded the First World War with the Treaty of Versailles has become synonymous with disaster—for the troubles it started (or failed to stop) in Central and Eastern Europe, in Southeast Asia, and in the Middle East; for its contribution to the rise of fascism in Europe and to the Great Depression; for its inability to reckon with a newly Bolshevik Russia; for the fact that a Second World War ensued. To many of the delegates, the conference offered a series of case studies in how not to make peace. Some would get the chance to learn from their mistakes, and make a better peace after a quarter-century and another war.1

			The economist John Maynard Keynes, chief representative of the British Treasury at the peace conference, became famous by predicting in his book The Economic Consequences of the Peace that the peace of Versailles would fail. Keynes’s concern that the treaty imposed unbearable economic burdens on Germany drew the most attention from readers and critics. But in Keynes’s own mind, the treaty also failed by omission rather than commission: it included no provisions to restart normal economic and financial relations among nations after the war. Keynes believed such measures were necessary to stop radicalism and chaos from spreading over Europe. Like the other delegates, he saw the signs of impending revolution all around him.

			For one: on May Day 1919, people in Paris greeted a wet morning and empty streets. The peace conference had been under way for months. Visitors from the victorious nations were drafting plans, maps, and outlines of organizations. The defeated Germans had only just arrived on specially chartered trains so they could receive and ponder the terms of their capitulation. But today, this drama notwithstanding, the city ground to a halt. The Metro did not run. No trains or buses budged. Only rarely did a taxi sweep past the slick sidewalks. The foreigners woke in their hotels to closed kitchens and no breakfast. Some walked out onto the broad boulevards only to find them bordered by rows of shut doors. The cafés and restaurants were quiet and closed to customers—“even the Ritz,” one American wrote. No newspapers appeared.2

			At seven o’clock in the morning, the electricity stopped. Out in the rain, citizens began to gather, crowding into the streets that opened into Paris’s great public spaces, named to prompt memories of the revolution: Places de la Bastille, de la République, de la Concorde.

			On that day, May 1, the city’s workers had agreed to a general strike, and to these squares they came, on behalf of the revolutionary ideals of 1919. Some signed their names to cards saying they were striking for an eight-hour day, for a just peace, and for an end to the Allies’ ongoing military expedition to Russia, where the US, the UK, and France had sent soldiers to fight against the Red Army.

			Across the Atlantic, the editors of the New York Times read reports of the strikers’ little cards and asked, “Is not the whole program . . . purely Bolshevist socialism?” 3

			Perhaps not the whole program, and perhaps not purely Bolshevist, but socialism certainly propelled some workers into the Paris streets that day. For decades already, May Day had been a holiday for international socialism and an occasion for demonstration and protest. Now, in the streets of a city where the official peacemakers were trying to make a new international order, the people of Paris were singing out their own vision of the world to come. Their words echoed off the city’s stone buildings for blocks around where they stood and sang: “Arise, damned of the earth; arise, prisoners of hunger . . . we are nothing, let us be all.” It was “The Internationale,” the unofficial socialist anthem.

			The workers were not the only force gathering in the city streets. French soldiers and cavalry, the police and the Republican Guards—the city’s special defenders, in shining helmets—also took up positions in Paris. In the Place de la Concorde they prepared to make a stand. There, the French had been collecting artillery pieces captured from the Germans. A year ago, the German army had almost reached Paris in its last great offensive effort of the war. Now that attacking army’s great guns stood pointing skyward, mute mouths gulping in the rain. But here and there among these rusting trophies sat a well-kept and ready machine gun, tended by alert soldiers set to stop the unruly citizens.

			The workers massed to charge the defenders of the square. Men and women alike readied themselves. Some had lily-of-the-valley in their lapels. They were organized enough to surge forward all together. When they did, the police and horsemen pushed the workers back, shoving them into the side streets that opened off the square. The crowd re-formed, and charged again. The cavalry drew sabers. The citizens balked, then rallied. Some raised red flags. They charged once more. This time firemen turned hoses on the workers, sending them back and away.

			The people of Paris took to the streets of the city in the name of socialism, but they were also demanding what they thought they had just fought a war for: better working conditions and a just, and lasting, peace. They shouted to remember the soldiers who had fought in the trenches, and died for a better France.

			From around the city came the sounds of gunshots, and ambulances. After the fighting stopped, diplomats who ventured into the streets had to step over or around bodies.4

			Just by the Place de la Concorde, where the police and the workers were fighting, stood the Hotel Crillon, temporary home to the US delegation working with President Woodrow Wilson on the terms of the peace. Normally a luxury hotel, the Crillon now operated as a secure headquarters. Staff had to show passes with their photos to get in. They often had to work their way around a crowd of lobbyists, who included “many well-known Americans . . . there to look after their special interests,” as one delegate reported. Some of the diplomats had rooms over the elegant Maxim’s restaurant, and as they worked they had to resist the distraction of clinking silverware and the scents of pheasant, truffles, and artichaut sauce mousseline.5

			But on May Day at the Crillon, in place of security keeping order among well-heeled lobbyists, special detachments guarded the hotel against the crowds on the square. Instead of the aromas and soft noises of fine dining, the odor of gunpowder and the sounds of fighting and workers’ chants came on the breeze through the open windows. Deprived of breakfast, electricity, and places to go, the Americans lit oil lamps and candles and continued their work. If they listened at all to the words drifting in through the windows, they learned that the socialists in the street were trying to put them at their ease: amidst “The Internationale” and the cries to remember the trenches came shouts of “Vive Wilson!” and “Vive l’Amérique!” The US president had come, the striking citizens knew, to make the world better for them.6

			Indeed, at that moment Wilson had a paper on his desk outlining a plan designed to ensure that European workers need not suffer undue hunger or oppression, and therefore that they need not take to the streets to fight. John Maynard Keynes, the paper’s author, called his program “a grand scheme.” He rarely suffered from modesty.

			 

			The Keynes plan on Wilson’s desk was not the first postwar reconstruction plan. It was merely the most comprehensive and ambitious. Other programs were already operating to enable Europeans to reestablish normal life lest despair and revolution overtake the continent. Among the more modest and practical plans was the effort to ship tractors to France devised by an American apple farmer and ambassador’s son, Henry Morgenthau, Jr.

			Morgenthau, a well-off city boy, studied farming at Cornell University and in 1913 bought a few hundred acres of farmland, where he settled down. He soon became friends with Eleanor and Franklin Roosevelt, whose Hyde Park family home was nearby. In 1916, Morgenthau married an Elinor of his own. Some of the Morgenthau family acquaintances said that young Henry had gone upstate because he could not make it in business. But he made a business of farming. The tall, stoop-shouldered, balding, and bespectacled young man knew a great deal about apples and tractors.

			When Wilson took the United States into war in 1917, Morgenthau tried to join the fighting, but his poor vision kept him out of uniform. So he put his farming knowledge to use. He organized canning drives. He worked with the US Food Administration, run by millionaire and former mining engineer Herbert Hoover.

			During and after the war, American food crossed the Atlantic in the holds of ships, destined for a France that could no longer feed itself. Not only were the Republic’s resources devoted to total war, but its most fertile fields were being ground under the boot-heels and tire treads of invading armies. Barbed wire ran over, and trenching spades cut into, the acres that had grown much of France’s wheat and other essential crops.

			As the war drew to a close in 1918, Morgenthau thought he could make his farming knowledge useful and get the French feeding themselves again. His idea was a simple one: send them tractors. In the short time he had been tilling his own farm in Dutchess County, he had seen tractors get smaller and cheaper. The new machines displaced mules and made American farms more productive. They could do the same in France, he figured. And if French fields could yield more produce, Americans would not have to send as much food overseas, freeing up space in cargo holds for other goods.7

			Morgenthau did some simple arithmetic. France had lost about 10 million acres to the war. He could lay hands on about 1,500 tractors. These machines would help restore about a million and a half acres to production. Fifteen percent was a start, and might become the seed of a stronger recovery.

			Morgenthau got approval from Hoover, and from the French government. He lined up American financing—a US loan to France, to be used to buy American tractors; the deal would spur US manufacturing as well as help France recover. He won business support, too—from the National Implement and Vehicle Association he secured an endorsement for his plan, along with a claim that the scheme “would not interfere with American farm production.”

			And so, late in the spring of 1918 Morgenthau traveled to France, following his tractors. He transferred title in the machines to the minister of agriculture. Then, with some time to himself in Paris, he dined out, attended the opera, and stayed at the famous Hotel Crillon where, he was surprised to report, there was “plenty of room.” This short Paris stay was all Morgenthau saw of the Great War. Within a few months of his visit, the Crillon had no room for extra Americans, as the official US delegation and its supplicants crowded the hotel’s corridors.8

			France, and the rest of Europe, would need more help than Morgenthau’s little plan could provide. Chaos was clearly coming, even before May Day. A young blond gunman stepped into a Paris street one day in February 1919 and fired a pistol repeatedly at the limousine containing Prime Minister Georges Clemenceau. Some observers were sure the assailant represented a plot to topple the existing order and establish “a Bolshevist regime.” Outside France, in the defeated nations and in the small countries created by the peace, people were starving. One American in Germany noted the “insistent reports of growing Bolshevism.” With “lack of food and lack of peace,” the hungry of Central and Eastern Europe wanted “more food and less promises.” President Wilson believed likewise: “Bolshevism is steadily advancing westward,” he warned. “It cannot be stopped by force, but it can be stopped by food.” 9

			The French and the Americans worked together, distributing food to fend off Bolshevism. On March 6, 1919, the two governments opened nine army barracks around Paris, to sell food from the US to the people of the French capital. Hundreds of customers lined up to buy beans from New York, lard from Chicago, hams from Kansas. Here was evidence of the world that had survived outside the war and beyond its reach—a world awash in affordable plenty. A reporter went looking for French opinion about the American food supply and found a Parisian butcher to give him a Gallic shrug. “Yes, but it is dirty yellow American pork,” he said. The customers flocked to buy it anyway. The barracks would serve thousands in the course of a day. Here, on the heaps of cheap food, the Americans hoped to make a stand against the red menace.10

			Parisian butchers were not the only skeptics. In a report for the British chancellor of the exchequer, Keynes admitted that Wilson was “very eloquent” in giving voice to ideals but suggested that “the underlying motive of the whole thing is Mr. Hoover’s [wish to sell off an] abundant stock of low-grade pig products.” Evidencing his talent for the picturesque and pointed summing-up, Keynes wrote, “When Mr. Hoover sleeps at night visions of pigs float across his bedclothes and he frankly admits that at all hazards the nightmare must be dissipated.” 11

			During Hoover’s time as food administrator for the United States, he had earned acclaim from city consumers and disapproval from farmers because both groups believed Hoover was holding food prices down. George Warren, an agricultural economist who worked with Hoover, broke with the Food Administration over this issue. A rumpled, short, bespectacled professor from Cornell, Warren had little patience for Hoover’s use of publicity—what Warren called “patriotism, exhortation and scolding.” Hoover’s low-price policies were, Warren thought, creating long-term problems for American agriculture by failing to plan production.12

			Indeed, it was uncontrolled production that led to Hoover’s pork-themed postwar nightmares. Hoover brought food to Europe both because Europe needed feeding and, as Keynes noted, because the Americans wanted to get rid of their surplus. Hoover thought American aid should be limited to emergency supplies, and not to monetary aid. “Children,” he said, “cannot be nursed on money.” 13

			President Wilson may occasionally have taken the advice of businessmen like Hoover and bankers like J. P. Morgan’s partner, Thomas Lamont, but he did not listen much to economists like Warren. Though Wilson’s team of social scientists, known as the Inquiry, did have some economic and statistical information in their reports, they never made a systematic effort to figure out how the postwar economy should work on a large scale—who should lend money to whom, how much, to stimulate what volume of trade at what prices. As US diplomat John Foster Dulles observed at the peace conference in 1919, “The British and the French are continuously putting up economic propositions of various characters dealing with such questions as International Control of Trade after the war. There is, however, no American here empowered to deal officially with them.” 14

			Wilson himself did not think about the economic needs of peace either in abstract or concrete terms. As one member of his staff lamented, the president demonstrated a “failure to recognize” the “international economic issues” so worrisome to the Europeans. Wilson insistently refused invitations to tour the front and see how the war had destroyed a once-wealthy continent. The president may have gone to Paris, but he scarcely saw Europe. Even the academic Keynes went to the front, where he saw conditions that made him acknowledge the need for a plan to save the world.15

			 

			Keynes was the Cambridge economist son of a Cambridge economist also named John Keynes, and so the younger Keynes went by Maynard. He spent his life among intellectuals. Tall, balding, long-limbed, and not especially graceful, he liked books, art, dance, speculating in stocks, beautiful youths, and intellectual combat. He hated being told what to do. He would not have fought in the war, and declared a conscientious objection. At the same time, he helped the government wage war, working in the Treasury.16

			Even before the shooting stopped, Keynes began thinking about how to get the postwar economy moving normally. The Allies wanted to extract payment from Germany, both to fund reconstruction and to punish their enemies. In October 1918, Keynes wrote down some “Notes on an Indemnity,” doing two sets of calculations for reparations payments—one “without crushing Germany” and a bigger sum, “with crushing Germany.”

			As satisfying as it might be to crush the Germans, Keynes reckoned, it would hurt the Allies. If the victors asked for too much of the Germans’ wealth, the Germans would have to get that wealth from somewhere—the Allies would end up lending it back to them. Make the reparations bill too big, therefore, and it would “defeat its object by leading to a condition in which the allies would have to give [Germany] a loan to save her from starvation and general anarchy,” Keynes wrote. The revised version of his memorandum put this concern more vividly: “If Germany is to be ‘milked,’ she must not first of all be ruined.”

			Further, Keynes worried that oversized reparations could disrupt international trade, harming the Allies’ own economies. If Germany had to expand its export trade to pay off its reparations tab, then it would have to compete with the export trade of Britain and France, possibly creating unemployment for the returning Allied soldiers who were supposed to benefit from reparations payments.17

			Keynes thought about money, debt, and trade as flows in an abstract economic system. But when he wrote about “starvation and anarchy,” he reflected on the real damage he saw in the world after the war.

			At the front in France, in what had once been rolling country lanes and fertile fields now lay unexploded shells, burnt-out tanks, and wrecked airplanes. Work crews—including German prisoners—filled in the craters that artillery had made, or spooled up barbed wire. In some places a traveler could stare for miles and see no house, no tree, not even a stump—just the scalloped earth of shell-holes. One American observer wrote of the “utter futility of trying to put one’s feelings into words, and especially the atmosphere of utter desolation, gloom, and silence.” In some cities, like Rheims, the cathedral might still stand proud amidst the rubble, but few of the surrounding houses could offer much shelter. Blood stained the old stonework. The war took from some of the French their lives and health, but it took from many others their will.18

			The same was true in the defeated nations. With other peacemakers, Keynes went into Germany, where he realized how greatly the war had imposed on ordinary people he thought were “dejected but respectful” and unsure of what their conquerors might bring. Europeans seemed so tired, their spirit sapped by the immensity of the task of reconstruction and the absence of resources to meet it. “They look at the national balance sheet,” one American observer wrote, “and see the enormous national debt, and utterly despair.” 19

			The more Keynes considered the economic circumstances of Europe, the more he believed that the Allies must actively sort out and restore European finance and commerce. If they did not, they would destroy people’s faith in their institutions, giving them no reason to fend off radical attacks on representative government.

			Few people impressed Keynes so much as one of the German negotiators, Carl Melchior—a middle-aged Jewish German who, Keynes wrote, exhibited the “dignity of defeat.” Working with Melchior, Keynes was able to craft a deal allowing the Germans to use gold to pay for food instead of saving it for reparations. Melchior warned that if Germany were not able to get emergency supplies, it would fall into “revolution” just as Russia had done, its leaders murdered by radicals who wanted to spread their revolt around the globe. Likewise the British prime minister, David Lloyd George, insisted that the Germans must be allowed to use their gold to stop “the danger of spreading Bolshevism.” 20

			Keynes saw this deal through, but like Morgenthau’s tractor shipment, it was only a small step in the direction of reviving the European economy. So Keynes assembled a more systematic, permanent solution to save civilization from radical takeover.

			 

			Keynes wrote and rewrote his proposal and then in April submitted it to the British cabinet. He headlined the plan “Scheme for the Rehabilitation of European Credit and for Financing Relief and Reconstruction.” The precise figures in it did not greatly matter to him—in working through his drafts he scratched out and changed numbers, penciled estimates on separate sheets of paper, and let them shift according to whatever political considerations he gathered were important. The sums did not signify so much as the relationships they defined.

			The idea was simple: Germany would issue bonds on which it would pay 4 percent annual interest. The sale of the bonds would raise a sum of cash. With this cash the German government could begin to pay off various obligations.

			The largest chunk of the proceeds—Keynes figured initially on about 70 percent—would go to the Allies as reparations. Another 10 percent or so would go to pay off German obligations to smaller nations like the Scandinavian countries, the Netherlands, Switzerland.

			So with this first provision, Keynes figured, the prostrate Reich could use the bond market to pay a large chunk of what it might owe as reparations and debt.

			Keynes’s second provision permitted the German government to use the rest of the money raised by selling bonds to buy food and raw materials for reconstruction. In all likelihood Germany would buy much of its food and raw materials from the Allied nations anyway, so these funds set aside for reconstruction would rebuild the economies for both the victors and the vanquished.

			Had Keynes’s grand scheme gone no further, his plan would have amounted essentially to the hope that market financing would solve the world’s problems. But he had no faith that private buyers would leap to buy German bonds after Germany had not only suffered the expense of a world war but lost. So he instituted safeguards to make the bonds more appealing—safeguards that also tied the interest of the creditors to the debtors in his scheme.

			For a start, the bonds would amount to a first mortgage on Germany, having “priority over all other German obligations whatever.” Second, the bonds would bear an international guarantee, “jointly and severally by the other Enemy states.” The losing countries would have an interest to hang together in keeping Germany’s promises. And if they did not, they would suffer a penalty “of a financial, economic, or commercial character as the League of Nations may determine.”

			And if shared responsibility among the former Central Powers under penalty of international punishment were not enough, the Allies would be next in line to guarantee the bonds. Keynes figured here again there were some proportions that could be determined later—on a piece of paper separate from his main proposal he wrote that the US, the UK, and France might each pay 20 percent of the total in case of a default; Italy and Japan 10 percent apiece; and Norway, Sweden, Denmark, the Netherlands, and Switzerland each covering 3 percent, with Belgium taking the final 5 percent. Keynes was aware that the process of assigning quotas would be politically sensitive; on the paper he also wrote “not for communication.”

			Keynes’s plan covered other countries besides Germany. It provided that the other defeated powers could issue bonds on similar terms, and so too could the new nations created by the peace treaties. The scheme would thus restore creditworthiness where it had been damaged and create it where it had never existed.

			Keynes’s scheme involved the various nations, winners and losers alike, creditors as well as debtors, in ensuring that the borrowers would pay off their loans. But it did more still, turning the bonds into a kind of international (or at least intergovernmental) currency, acceptable “as payment of all indebtedness between any of the Allied and Associated Governments.” That latter adjective—Associated—was critical because the United States of America was not, technically, one of the Allies, having entered the war late and on its own terms. The Americans would accept these bonds in payment of debts owed to them. Inasmuch as the war left the US as the world’s largest creditor, most of those bonds would find their way into American hands.21

			With Americans accepting these bonds as payment and also partially underwriting their value, Keynes’s grand scheme might be said, as one later critic put it, to have left the Americans “holding the bag.” Keynes may well have thought the Americans deserved to be in such a position. As he remarked, the US “has not, like the rest of us, incurred foreign indebtedness, and before her entry into the war profited out of it largely, even now she is actually richer than she was in 1914.” And certainly, if all the safeguards Keynes put in place were to fail—if Germany did not pay, if the other Central Powers did not pay, if the League could not apply effective pressure, if the other Allies would not pay—then the Americans could have been left responsible for twenty cents on the dollar of the money owed—generally to Americans—via the German debt.22

			But by the same logic the plan gave the US a material interest in ensuring that these safeguards did not fail, and thus also gave the US an incentive to take an active role in rebuilding the world after the war—to ensure that the war-damaged nations could pay their obligations and that a threat of sanction from the League of Nations would be credible. Keynes’s scheme aimed less at sticking Americans with the bill and more at luring the US into playing a leading role in international affairs. If the US simply kept debts on the books, it could retreat across the Atlantic and demand payment. But if the US were to guarantee overseas debts, it would surely involve itself more closely in world affairs, possibly to every nation’s benefit.

			Keynes had redefined the international debtor relationship by changing the currency in which it could be paid. Traditionally, gold served as the international currency, and either a country had some on hand or it did not. Keynes’s plan created a new international currency, backed by the economic success and political stability of industrial nations. And that currency might have gone into intergovernmental circulation, if the US president had held Keynesian views on money.

			 

			On considering Keynes’s proposal, the chiefs of the British government found it persuasive. The chancellor of the exchequer, Austen Chamberlain, admired the scheme for its “comprehensive” scope and forwarded it to Lloyd George with an emphatic and detailed endorsement. “I have no hesitation in recommending the scheme to you,” Chamberlain wrote. “It provides the stricken countries of Europe, whether allied or enemy, with the means of re-equipping themselves . . . it provides equally for the new Nations which the conference is calling into existence. . . . [I]t does this by means of an international agreement placed under the auspices of the League of Nations and thus makes the rehabilitation of the world the first task of the new League.” By identifying where funds for reparations would come from, as well as creating a fund for reconstruction, the plan would allow Germany to accept “peace conditions which she may otherwise refuse in sheer despair,” Chamberlain hoped. So it would make a lasting peace possible.

			Even better, he argued, the scheme would be “good business for America.” The Americans had goods they wanted to sell overseas. Europeans had so little capacity to manufacture or grow goods, they needed desperately to buy from abroad—and yet they had no money to spend. The Americans would need to lend money to Europe if they wanted European customers for American goods. Without Keynes’s scheme, they would have to lend that money “on the sole credit of each country—a credit shaken by the ravages of war and of doubtful value.” Keynes’s scheme would replace that individual credit with a collective credit, underwritten by groups of nations—“credit as secure as any that can be offered in the world.” 23

			Lloyd George accepted Chamberlain’s argument and sent Keynes’s scheme onward to Woodrow Wilson with a supporting memorandum that repeated much of what Chamberlain had said. The prime minister included the observation that without some such plan as Keynes’s, private finance could never meet the needs of postwar reconstruction and restore international trade to a normal level. Banks were too timid, too small—they needed the cooperation and guarantees of governments to permit them to do such daring business on such a grand scale. As Lloyd George said, “The problem of restoring credit is almost certainly too great for private enterprise alone.” Worse, private banks were most likely to lend where their money was safest, which was where it was least needed in this urgent moment. “The more prostrate a country is and the nearer to Bolshevism the more presumably it requires assistance. But the less likely is private enterprise to give it.” If the leaders of the West wanted international lending to do more than merely turn a profit—if they wanted it to work against the spread of radicalism—they would have to make certain that it went to countries facing hard times.24

			 

			While Wilson considered the proposal, the German delegation arrived to receive the terms of the peace, and the May Day strike and riots occurred. Nor was the violence limited to the Old World. In the United States, a series of mail bombs were posted to journalists and politicians, and only the timely intervention of a postal clerk stopped them all from being delivered. These violent episodes, with the specter of Bolshevik revolution hanging over them, suggested that if ever there were a moment to take seriously the possibility of social collapse, it was the spring of 1919.

			If Wilson worried about the fragility of civilization, he did not show it. He rejected Keynes’s proposal without suggesting an alternative. The American people, and their representatives in Congress, would not stand for it. The president had a point. For all the later fondness for the few Yanks who drove ambulances and adopted the Allied cause as their own, a great many more Americans came to feel that US involvement in the Great War had been a bad idea. Even though American soldiers had fought for only a few months, they experienced some of the worst of what modern war could offer: gas, machine guns, trench warfare. Some, like Harry Dexter White, a Boston hardware clerk who served in France, mustered out “a wreck of his former self,” as his sister said. White tried to help others who suffered from the conflict, running a home for the orphans of doughboys killed in the war. Other American soldiers valued the lessons they learned at the front but wanted nothing to do with the countries that had caused the war. That was certainly how artillery captain Harry Truman thought. From the start of the peace negotiations, Truman and his friends could not wait for them to end. They wanted no part of a permanent international system, no role in blocking the advance of Bolshevism or the spread of chaos: “We don’t give a whoop (to put it mildly) whether Russia has a Red Government or no Government and if the King of the Lollypops wants to slaughter his subjects or his Prime Minister it’s all the same to us.” 25

			Invoking Americans like Truman, Wilson’s reply to Lloyd George explained that Keynes’s scheme was not “feasible from the American point of view.” The US had already shouldered a heavy financial load, Wilson wrote, having borrowed and taxed its citizens for two years to pay for the war. “This has been a very heavy burden, even for our well-to-do commonwealth.” The president did not think he could persuade Congress “to place a Federal guarantee upon bonds of European origin.” And he expressed the hope that Lloyd George and Chamberlain had already rejected as hopeless: “the usual private channels,” he said, would be able to fund reconstruction.26

			Wilson’s letter mentioned that he had taken the advice of Norman Davis, assistant secretary of the Treasury, and Thomas Lamont, the J. P. Morgan partner. After all, the president himself had little interest in economic ideas. Keynes seized on the names and sought out Davis and Lamont. Perhaps he could save some part of the plan, or a version of it. He came away discouraged, having learned that his proposal had provoked “immediate and violent opposition” among the Americans. Davis and Lamont had been “formally interdicted” from speaking to Keynes on the subject, “even in private conversation.” 27

			Keynes did not realize how badly he had misplaced his efforts in talking to Lamont. Without knowing it, Keynes was talking to the author of Wilson’s rejection. The president had let the Morgan banker write his letter for him. So when Wilson seemed to write about the desirability of postwar lending going through “the usual private channels,” it was the voice of the usual private channels speaking about its own desirability. The great bankers of Wall Street not only had the president’s ear, they served as his mouth.28

			Lamont’s rejection of the Keynes plan showed less sensitivity to the limits of American politics than to the prospects for Morgan’s bottom line. Having ensured in May there would be no Keynes plan for underwriting international debt, Lamont in June saw an opportunity for what merger men of a later generation would call “synergy.” As he wrote to Robert Brand, a British banker, if the Americans and the British competed, “you will make smaller profits, and so shall we.” Making combinations to prevent competition was a Morgan house specialty. The firm had forged monopolies in steel and railroads that dominated American industry. Lamont proposed now to do the same for global finance by buying a 50 percent stake in British banks, “and thus make a combination of your machinery and our credit resources.” 29

			Ultimately, British bankers did not wish to join a condominium arrangement with their richer American counterparts. Even had they seized agreeably on Lamont’s proposal, the proposed private monopoly on international finance would have generated at least as much political opposition among US congressmen as Keynes’s planned grand governmental scheme.

			Indeed, the coalition that put Wilson in office included a great many Americans of the prairie states with little love of European nations, but even less love of international bankers. Morgan’s railroad monopolies had charged extortionate rates to the farmers of the South and West, rates meant to deliver profits—so the prairie politicians said—to railroad stockholders overseas. The voters of the American prairies were so persuaded of the international bankers’ wickedness, their senators soon launched an investigation into the role the banks had played in pushing the US toward military intervention. Thus, if Keynes’s proposal for debt managed by the League of Nations was unlikely to garner enthusiasm from a large swathe of American voters, Lamont’s idea for a global extension of the House of Morgan would have sounded even worse.

			In the end, neither Keynes’s scheme nor Lamont’s proposal went forward. The treaty produced no arrangement for rebuilding the world’s economy. Keynes’s grand scheme receded into the category of might-have-beens. The ideas of a comprehensive financial system to revive international trade on sustainable terms, reconstruct damaged nations and develop new ones, and use a new international currency to eliminate the burdens of the gold standard would wait for realization until the Depression and world war had reshaped international attitudes. Indeed, Keynes would see these ideas implemented once the US had a president with confidence in his own economic vision, and a clear understanding of the dire consequences of failure, to do it. For now, not even the evidence of imminent revolution would shift American opinion.

			 

			A few days after May Day, the Versailles Treaty went to the printers for typesetting. A few Americans were optimistic. The usually cheerful Franklin Roosevelt, the US assistant secretary of the Navy who had gone to Paris to assist with negotiations, shared hopes with his wife Eleanor that the terms of the treaty would make an enduring peace.30

			Herbert Hoover’s reaction was more typical. He thought the German government needed more propping up than it got. Under the treaty, he believed, “Europe could never be rebuilt.” He warned that if Germany collapsed, it would turn either “Reactionary or Communistic.” Either outcome would produce “political debacle.” The text of the treaty arrived for Hoover’s examination early on a May morning, and it left him unable to go back to sleep. He went glumly trudging out into the streets, where he met Keynes. They commiserated.31

			The conference gave rise to a clutch of other Cassandras, each predicting a different kind of catastrophe. Winston Churchill thought the peace failed to deal adequately with newly Bolshevik Russia. Among the Americans, William Bullitt thought likewise. Those who thought about the welfare of smaller and poorer nations, or about the poor within the richer nations, predicted discontent and disaster. Nguyen Ai Quoc (later known as Ho Chi Minh) foresaw it in Southeast Asia, T. E. Lawrence (better known as Lawrence of Arabia) in the Middle East, the US civil rights activist William Monroe Trotter for all the racially oppressed. The ensuing decades would give ample reason to regard all of them as prophetically correct.32

			Some of the Cassandras quit the negotiations in disgust, sounding their warning—but none so visibly or loudly as Keynes, who left Paris a few weeks after the treaty’s release and began writing The Economic Consequences of the Peace, which was published in December of that year. The book made him the best-known pessimist about the peace. It included not only his worries about the probable effect of reparations—which Keynes had taken with him to Versailles—but his concern about the settlement’s most conspicuous omissions. “The Treaty includes no provisions for the economic rehabilitation of Europe,—nothing to make the defeated Central Empires into good neighbors, nothing to stabilize the new States of Europe, nothing to reclaim Russia,” he wrote. Not only had the peacemakers left defeated Europe in the lurch, they had done nothing to ensure postwar cooperation among the victors: “Nor does it promote in any way a compact of solidarity among the Allies themselves; no arrangement was reached at Paris for restoring the disordered finances of France and Italy, or to adjust the systems of the Old World and the New.” Thus Keynes laid claim to saying later that he had warned his contemporaries what would happen. They had looked right at the incipient disaster—they had seen the damage done by the war (except Wilson, who refused to look) and they had seen the workers rioting in the streets, put down by soldiers and police. There was “Europe starving and disintegrating before their eyes.” Political crises were brewing on the left and the right, and desperate populations threatened to “submerge civilization itself.” 33
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