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In asking Congress on April 2, 1917, to declare war against the German government, President Woodrow Wilson also called for the generous extension of financial credit to the Allied nations. Courtesy of the Library of Congress, Washington, DC.






INTRODUCTION

The Great War of 1914–1918 was indeed the First World War, waged by groups of nations on five continents, using long-range weapons, advanced technology, and faster communications than civilization had ever known. From it emerged a set of moral issues that had no precedent, nor answers to the questions they raised, which remain largely unresolved to this day. Above all, what do nations owe to one another, in terms of trust, honor, and fairness, in an interdependent world?

One of the great clashes of minds on this matter—one American and one British—was rooted in the wartime loans made by the United States to the European Allies, and in the demands made afterward by the Allies for reparations from Germany. The divergent views on this question of what postwar nations owed one another, emphatically articulated by Andrew Mellon of the United States and Winston Churchill of Great Britain, made newspaper headlines on both sides of the Atlantic and continued to do so long after the war had ended. Yet historians and biographers have neglected to discuss the two men as protagonists in those arguments and rarely mention that they ever met.

America made its first loan to the Allies on April 25, 1917, three weeks after President Woodrow Wilson asked Congress to declare war against Germany. Having served as banker to the Allies during three years of war, Britain had exhausted its international credit and hovered on the verge of insolvency. The reality was that only the U.S. government could provide the financing Britain and the Allies needed to continue to fight German aggression. Their cause now carried too much risk for commercial sources of financing. The cost of money had risen to 6 percent and even the J. P. Morgan banking consortium—which had backed Great Britain and France since 1915—found it impossible to raise funds, given that the Allies could no longer provide collateral, and that Britain was about to default on a Morgan loan of $400 million.1

Germany was winning the war, not in the trenches of Belgium and France where the slaughter had been ongoing since August 1914, but on the high seas. Its campaign of unrestricted submarine warfare—the practice of using submarines to sink merchant ships without warning—was succeeding in cutting off Britain’s supplies and munitions. Four fifths of the island nation’s food came by sea. The German naval strategy, tested in early 1916, and put into operation in 1917, was to sink enough tonnage to bring Britain to its knees in a matter of months. If the sinking continued at the same rate, Great Britain, still regarded as a great sea power, would be defeated by the end of the year. Its Admiralty “could see no means to avert disaster,” and informed a US naval liaison that Germany would win the war if its submarine warfare “remained unchecked.”2

Germany’s submarine attacks, which included torpedoing neutral American vessels, breached the rules of war and maritime commerce. The United States responded by declaring war on Germany on April 6, 1917. President Woodrow Wilson had been an outspoken opponent of militarism, and his November 1916 reelection campaign had succeeded on a peace platform and the slogan “He Kept Us Out of War.” Five months after the election, however, the president explained his change of position in a stirring speech to a joint session of Congress on April 2, 1917, asserting that “the menace to peace and freedom lies in the existence of autocratic government backed by organized force, which is controlled wholly by their will, not by the will of their people.” He urged the legislative branch to authorize the United States to go to war to make the world “safe for Democracy,” and to sanction “the most liberal financial credits” for the Allies, arguing, “They are in the field and we should help them in every way to be effective there.” Many critics agreed with him and had, for months, been urging US action to defend Europe.3
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German Submarine Attacking British Merchant Ship, 1916, illustration by Willy Stöwer. Unrestricted submarine warfare overwhelmed the Royal Navy and transformed the conflict into an economic war. Courtesy of the Library of Congress, Washington, DC.



Wilson’s call for Congress to extend credit to the Allies stemmed in part from his realization during his 1916 reelection campaign that the nation was in an exceptionally strong financial position. The United States had reached the tipping point at which it could lend more to other countries than it needed to borrow from them to carry out its business. America had become a creditor nation for the first time in its history. “Our business hereafter,” he said in a speech to Detroit businessmen in July, “is… to lend, and… to finance the world in some important degree.” In his final campaign speech in New Jersey, Wilson spoke of the strategic power of being a creditor nation: “We have become, not the debtors, but the creditors of the world, and the part that other nations used to play… we are playing. We can determine to a large extent who is to be financed and who is not to be.” America’s new economic power was a bitter political blow for Great Britain, which had mismanaged its international credit in waging war against Germany, and consequentially became dependent on the United States for financing.4

Both Andrew Mellon and Winston Churchill were involved in the war at this time, but in quite different ways.

While Mellon, one of America’s wealthiest and most imperceptibly ambitious men of his era, had not yet considered public office, his commercial banks in Pittsburgh had played a significant role in lending to the Allies before the United States entered the war. They were part of the Morgan consortium organized to make loans to the warring European governments. Mellon’s keen analytic mind propelled him beyond the risk/reward calculation of extending credit, and into the seed financing of business ventures in steel, aluminum, oil, and chemicals which manufactured needed war materials. One of his companies, Koppers, produced ingredients for making the explosive known as TNT, from the by-products yielded in the manufacture of steel. Mellon’s enterprises were benefitting economically from the war, yet the sixty-two-year-old financier was concerned by the challenges emerging from widespread economic disruption and the soaring levels of the national debt caused by the war. An admirer of Alexander Hamilton, the first Treasury secretary of the United States, Mellon believed in the guiding principles Hamilton established as the financial policy of the American government—balanced budgets and disciplined debt reduction. As a son of a banker, Mellon understood the unprecedented opportunity and formidable challenge the United States faced by becoming a creditor nation. Few understood the authority and responsibilities of being a creditor better than he did. He had been lending money since he began working in his father’s bank at the age of nineteen.5

The war advanced Churchill’s career at first, but then almost destroyed it. Elected to Parliament in 1908, he had risen to the Cabinet position of First Lord of the Admiralty before the war began. His involvement in the disastrous 1915 Dardanelles naval attack discredited him among his colleagues and resulted in his removal from the Admiralty. Churchill had been the most forceful advocate of the strategy, believing it key to Britain’s victory in the war. As his close friend Violet Bonham Carter observed, he had “staked his heart” on it both militarily and politically. Blamed for its defeat, Churchill then sought redemption during a six-month tour of duty as an army major in the trenches on the Western Front. Back from the war in May of 1916, he continued to represent Dundee as the Scottish city’s member of Parliament, and to speak in the House of Commons. As a member of the Liberal Party, he championed free trade and government-led efforts to address social problems. While politics was Churchill’s passion, he made his living as a writer and lecturer. Now forty-two, he was applying those talents to the goal of returning to a Cabinet position with ministerial authority. It was a bitter moment for him when his friend and ally, David Lloyd George, became prime minister in December 1916, yet failed to offer him a Cabinet seat. Churchill was still too great a political liability.6

Days after the United States entered the war, the Lloyd George government sent a twenty-five-member delegation to Washington, with the goal of securing American financing and naval support. Churchill was again left out. The mission, led by Arthur Balfour, the British secretary of state for foreign affairs, included Lord Cunliffe, the governor of the Bank of England, as well as other officials. During their weeklong crossing of the Atlantic, members of the mission anxiously read reports sent by wireless communication of ships sunk by German submarines.7

Wilson had not requested that the British make the trip. He feared they would attempt “to take charge of us as an assistant to Great Britain” and insisted that, if they came, no treaties were to be signed.8

The delegation arrived at Union Station in Washington on April 22, with Balfour, Cunliffe, and others in top hats and frock coats, looking every bit the way Americans pictured English diplomats. Two days after their arrival, Congress passed the legislation required to make loans to foreign governments and authorized up to $3 billion for that purpose. Not a single dissenting vote was cast in either the House or the Senate. This “Emergency Bond Issue” required that the money be loaned at the same cost of its borrowing. That meant that whatever it cost the US government to acquire the money, which it would do by selling Treasury bonds, it would lend that money to the Allies at the same interest rate. The US government promised the American people that each loan would “take care of itself” and not be a future burden to taxpayers.9

Once Congress had voted to enter the war, there was little opposition from the American public to loaning funds to the Allies. Some argued that the money would be a substitute for sending men. The fact that the financial assistance would be spent to buy American goods and munitions, and was to be paid back with interest, were reassuring factors. The Sun, a New York newspaper sold mainly on the street to the working classes at a penny a copy, noted in a sub-headline, UNITED STATES HOWEVER WILL GET EVERY DOLLAR BACK IN WAR PURCHASES. This set expectations that the Allies would repay every cent borrowed from America.10

In his office at the Treasury Building in Washington on April 25, 1917, William G. McAdoo, secretary of the Treasury, handed over a bank draft for $200 million to Lord Cunliffe of the Bank of England. It was the largest financial transaction ever executed by the US government. In return, the British ambassador to the United States, Sir Cecil Spring-Rice, gave the US Treasury a promissory note for the money. “The evidence of the debt on the part of Great Britain,” the Commercial and Financial Chronicle reported, “is in the form of a single note for the full amount” and bearing “a like rate of interest with the United States Treasury certificates.” The Washington Herald put it in plainer language: “England is to pay three percent for the money and is to repay it in long-term bonds.” This marked the restoration of British credit, and the beginning of its indebtedness to the United States government.11

Balfour did not attend the Treasury signing for the $200 million loan but delivered remarks that day to a group of American officials and members of the press. Advised of Wilson’s thoughts, he dispelled rumors that the British intended to “inveigle the United States” and “entangle it in formal alliances.” That was unnecessary, he said, arguing that there was a deeper relationship involved.12

“Our confidence in the assistance which we are going to get from this community,” Balfour said, “is not based upon such shallow considerations as those which arise out of formal treaties.” Rather, he stated, “No treaty could increase the undoubted confidence with which we look to the United States, who, having come into the war, are going to see the war through.”13

This subject of trust in one another and honoring promises would become a theme in Anglo-American relations going forward. Three weeks after Wilson had called on Congress to declare war, the United States took over from Great Britain as banker to the Allies by extending credit to them for the vast amounts of munitions, food, and other war supplies needed to prosecute the war. The funding from the United States eliminated the Allies’ financial and supply problems and greatly benefitted American industry. Mellon would later hail it as “the greatest credit operation in the history of the world.”14

The British press noted the immediacy of the American funding on the day after the loan agreement was signed. “American financial aid for the Allies is now in actual operation,” said one report, adding, “part of the American billions will soon reach the French, British, and Italian governments.” Although so welcome at the time, the loans would become the subject of controversy and dispute over the coming decades.15

President Wilson, for his part, saw America’s new economic influence as leverage to persuade the warring nations to adopt his administration’s plan for the peace process.16

Treasury Secretary McAdoo, the official tasked with the duty of raising the money to be loaned, explained to Congress that the cost of the war—sending an army overseas and lending to the Allies—would be enormous. He proposed a funding plan to finance the war with a combination of one-third taxation, and two-thirds borrowing. The borrowing would take the form of bond issues that would be sold to the American people, banks, and businesses. They would be paid interest every six months for the use of their funds.

McAdoo envisioned this borrowing as “a great popular loan” to involve Americans emotionally and financially in the war effort, and he named the instruments Liberty Bonds. He organized a campaign—a mobilization of patriotism—to sell the bonds in partnership with the Federal Reserve System. It was met with widespread enthusiasm and little resistance despite the fact that most Americans had never owned a security. The first of four Liberty Loan drives began on May 14, 1917, and there would be a fifth Victory Loan after the war ended. All were oversubscribed. His decision to marshal patriotic pride rather than asking Americans to bear the real economic cost of the war—through heavy taxation or market-rate borrowing costs—would have profound political implications in the postwar years.17

Additional legislation adjusted the rates and conditions to make the bonds continually attractive. Boy Scouts, poster artists, movie stars, and opera singers all participated in the sales effort, which was called, quite early on, “the biggest publicity campaign… in world history,” and perhaps it was. It raised over $21 billion. Of that, more than $10 billion was loaned primarily to thirteen foreign governments during and immediately after the war.18

One of the many large supporters of the Liberty Bond drive was Andrew Mellon, who personally purchased $1 million of bonds in the initial offering, and at least $60 million more through his banks by the end of the second drive; but he did so quietly. Mellon valued his privacy and rarely disclosed either his views or his actions, preferring to support political initiatives he endorsed discretely. His biographer concluded that Mellon’s investments in the Liberty Bonds were made patriotically. It is also possible that Mellon bought the bonds because they were good investments, with an effective yield of more than 9 percent for those in the highest tax brackets.19

After the United States entered the war, the Allies used over $7 billion in credit provided by the American government to buy war materials. Almost two million American men crossed the Atlantic to fight alongside European troops during the next twenty months. The federal government, in partnership with American industry, produced thirty-six naval destroyers in record time to patrol supply routes in European waters and serve as convoy escorts. Due in part to US financing, the ground troops it sent, and the engagement of its navy to protect shipping, the war ended in an armistice on November 11, 1918.20

Peace talks began two months later, in Paris, where President Wilson presented his plan for a new world order based on principles of democratic freedom and self-determination. It was meant to transcend politics and emphasize collective security by establishing a league of nations. While Wilson was trying to win approval from the Allies for his plan, they were trying to engage him in a discussion of an all-around settlement of war debts and German reparations. Overtures from the British and French officials suggested that they expected the discussion to result in an agreement to cancel all financial obligations arising from the war.

In response to suggestions to liquidate war debts, Wilson reiterated his administration’s policy—America intended to collect the debts and would settle with each debtor nation individually; reparations would be a separate matter for the Allies to resolve on their own.

Unlike the war debts—which were consensual agreements based on the trust, honor, and credit of the debtor—reparations were punitive indemnities imposed on Germany by the Allies. The total amount of reparations to be exacted proved impossible to set in the face of postwar European politics and competing national interests. The Allies left the sum to be determined by a reparations commission that would apply a “capacity to pay” methodology in assessing Germany’s economic situation. This methodology would later be employed by the United States in negotiating the settlement of war debts with the Allies.

After word of Wilson’s rebuff reached London, Churchill alerted his fellow ministers to its significance. He had been brought back into the Lloyd George Cabinet in 1917 and had recently been made the Secretary of State for War and Air. Churchill told his colleagues that their assumption that the United States would cancel wartime indebtedness was grossly mistaken. Should the United States hold Britain responsible for the debt, he warned, it would mark “a complete alteration of our financial position in relation to America.” Churchill made clear the political reality of the moment—in its desperation for American credit to avoid losing the war, Britain had ceded its financial supremacy to the United States. He proposed that the British government should “make the Germans responsible for the discharge of their overseas debt.” In his view, Britain should transfer responsibility for its American debt to Germany and leave the matters of collection to the United States. The British Cabinet did not act on Churchill’s proposal, but the accuracy of his assessment would increasingly influence attitudes and policy in the years to come.21

The peace talks culminated in the Treaty of Versailles which ended the war and established the conditions for postwar reconciliation. The treaty required Germany to pay the equivalent of ℳ20 billion (approximately $5 billion or £1 billion) “in gold, commodities, ships, securities, or otherwise,” for “the restoration and economic life of the Allies, pending the full determination of their claims.” It became known as the “guilt clause” of the treaty and it would have profound political ramifications in the years ahead.22

The US delegation that Wilson took with him to Paris did not include any members of Congress, a political mistake that would catch up with Wilson tragically. Even before this miscalculation, the legislative branch had expressed its resentment of the administration. For more than a year, the US Senate had attacked White House policies in response to “the historic growth of presidential power.” Bipartisan Senate efforts “to wrest control of the war effort from the President,” further estranged Wilson from Congress.23

Republican Senator Philander Knox of Pennsylvania, who was also the corporate lawyer for several of Mellon’s businesses, argued that the treaty exposed the United States to the possibility of ceding its sovereign power by authorizing an international body to determine its participation in world affairs, “whether in men, armament or money.” Many of his colleagues felt the same way. As a result, the Treaty of Versailles—which included the establishment of a League of Nations for which Wilson had advocated so fervently and had been approved at the Paris conference in June—would never be ratified by the United States Senate.24

Up to this point, the beliefs of Andrew Mellon and Winston Churchill were in accord on principal issues: the entry of the United States into the war and the loans to the Allies. On the League of Nations, however, they held opposing views. Not known at the time was Mellon’s role in funding a group of senators, including Knox, who were opposed to the United States joining the League. Mellon was supportive of loaning money to Europe, but strongly opposed the idea of the Allied debtors having a consensus-driven forum to determine repayment to the United States, as set out in the League charter.

Dubbed the “Irreconcilables,” the Senate group did not believe that the opposition of Henry Cabot Lodge, the Republican leader of the Senate and chairman of its Foreign Relations Committee, went far enough. Lodge wanted to derail membership in the League by imposing numerous reservations to the ratification of the Treaty of Versailles. The Irreconcilables—fourteen Republicans and two Democrats—did not want to ratify it at all.25

Knox was one of their influential leaders. He believed that the League violated the US Constitution and would lead to more wars. He argued that American independence would be lost when “our conduct is dictated by others, when our continued existence depends on the will of others, when we are no longer able to avail ourselves of our wanted means of defense.” In a speech on August 29, 1919, Knox warned that by joining, the United States would be obligated “to go to war to protect the covenants of the League.” He concluded by saying that “the only safe way for us to deal with it, is to decline to be a party to it.”26

Mellon rarely discussed his political views publicly but was a strong supporter of the Republican Party. He socialized with Knox and their mutual Pittsburgh friend and business associate, Henry Clay Frick. At the urging of Knox, who had previously served as attorney general of the United States and as US secretary of state, Mellon and Frick quietly bankrolled a coast-to-coast publicity campaign organized by the Irreconciliables to prevent the United States from joining the League. This involved renting auditoriums, promoting speaking tours and rallies, and hiring an occasional brass band.27

Realizing that serious opposition to the League was building in the Senate, from both the Irreconcilables and Lodge’s “Reservationists,” President Wilson launched a national campaign of his own to build support for the ratification of the treaty and the League. The campaign would evolve into a fight over what American foreign policy would be, and whether it would be set by the executive branch or by Congress.

While on the Colorado leg of his tour, Wilson collapsed from exhaustion on September 25. He returned to Washington, where he then suffered a massive stroke. Despite being physically incapacitated, he sent instructions to the Senate Democrats to hold firm and not vote for Lodge’s plan with reservations. Ironically, this resulted in the Senate voting against joining the League. In the first of two separate votes on November 19, 1919, the Democrats and Irreconcilables defeated ratification of the treaty with Lodge’s reservations. In the second vote, for the treaty as written, the Reservationists and Irreconcilables defeated Wilson’s Democrats.28

The tension on the Senate floor was startling, and the outcome staggering, even to reporters who regularly covered Congress. “The extreme bitterness which marked the closing hours of the debate has seldom been equaled,” the Baltimore Sun reported. The correspondent for the Washington Post called it “one of the most dramatic and spectacular sessions in the nation’s history.”29

Public reaction ran predictably along party lines, with Wilson’s supporters branding the rejection of the treaty as “shameful” and “tragic.” The New York World, a Democratic-leaning paper, editorialized sarcastically: “In Russia, Lenin and Trotsky shed tears of joy. Bolshevism took on a new lease of life.” The Washington Times quoted a Republican-leaning authority on international law, praising it as “the final overthrow of the Wilsonian dictatorship.”30

The news that the United States had rejected the treaty and would not join the League of Nations shocked the Allies. The New York Times headlined its story on the French reaction, PARIS RESENTFUL OVER SENATE ACTION, and reported, “All they can see in the situation is that America has gone back on the bargain she made.” A British account viewed “those in opposition to President Wilson’s great plan as betrayers of the interest of humanity.”31

Winston Churchill, who shared the moral opinion that the United States had betrayed the rest of the world, now stepped forward as one of the harshest critics of American foreign policy. Despite his position in the Lloyd George Cabinet, he published an essay in London’s Illustrated Sunday Herald on November 30, the title of which asked the question on many minds in Europe: “Will America Fail Us?”

Churchill charged that the United States had a binding obligation to Europe in the aftermath of the war. He argued that “the League of Nations was an American plan, pressed upon the powers at the Peace Conference with the influence and power of the United States,” and underscored his point by asserting, “The whole shape and character of the peace settlement was determined by American influence.” Churchill pointed to the promises made by President Wilson, in “his stately ideals expressed in language which appealed to every heart,” and urged America not to “squander irretrievably the whole victory gained.”

Churchill recognized that the United States would increasingly dominate the world stage. “It is impossible to exaggerate,” he wrote, “the gravity of the consequences which would arise” from America abandoning Europe before peace was achieved. “To carry such a policy halfway and to carry it no further, to destroy the old organization without attempting to supply the new,” he admonished, “would indeed be an act from which America should recoil and which posterity would certainly condemn.”32

The US Senate took up the League once more in March 1920, and again voted against joining it. Wilson still did not believe the American people were opposed to his view and proposed that the November election be considered “a great and solemn referendum on the League.” This too failed embarrassingly for Wilson and the Democratic Party.33

While many Americans believed Wilson when he proclaimed that the postwar peace would bring “greater opportunity and greater prosperity,” they encountered a very different reality once the war economy ended. The consequence of his administration having financed the war by the creation of new money with the issuance of Liberty Bonds had led to widespread inflation, a severe recession, and unprecedented national debt. Millions of men returned to find businesses closed and unemployment rampant. This left a population disillusioned after having responded to the call to aid the Allies. As a result, public opinion turned against Wilson and his international entreaties.34

The Republican candidate for president, Warren Harding, emphasized that the Democratic administration was “forgetting our domestic difficulties in its engrossment with the chimera of world reconstruction.” Harding won the presidential election in a landslide, taking over 60 percent of the popular vote and increasing Republican control of both the House and Senate. “Newspaper headlines grasped for superlatives,” a Harding biographer recorded. While division over whether the United States should join the League dominated the political scene, the American economy was a more decisive factor. A large majority of voters had had enough of the financial hardship brought about by what was now regarded as “Europe’s War.”35

Britain and the other Allies would soon be dealing with a new, and unfamiliar cast of characters who held an opposing view of America’s political role and responsibilities in postwar Europe, but who agreed with the established US policy on war debts and reparations. Andrew Mellon was virtually unknown to most Europeans—and Americans—when he was appointed secretary of the Treasury in Harding’s cabinet. In a very short time, however, he would become the bill collector for the war debts, which would lead to a decade of antagonistic interactions with Great Britain that ultimately put Anglo-American relations in jeopardy. These hostilities would intensify with Churchill’s rise to the position of chancellor of the Exchequer in the British cabinet, putting him in charge of his nation’s Treasury.

Mellon and Churchill would not meet face-to-face until 1923, when Mellon interrupted his London vacation to attend a memorial service at Westminster Abbey celebrating Anglo-American friendship. They would meet again on four other occasions during the next ten years, including a top-secret dinner arranged as an intervention of sorts by high-level officials on both sides concerned about the impact the Mellon-Churchill antagonism was having on relations between the two countries. The plan for the dinner was to allow the two Treasury titans to find common ground and join forces against the economic issues poisoning postwar peace. These meetings have largely been left out of the history of the interwar years. The disputes between the two men, which were widely publicized at the time, have also been largely overlooked.

This account of the issues Mellon and Churchill debated, and how they affected the politics and Anglo-American relationship of their times, attempts not only to fill that void, but to suggest how these two great intellects—one a reserved and soft-spoken American, and the other, a bold and outspoken Briton—shaped moral questions that their respective countries would confront again, and that the world still faces today.






1 MR. MELLON GOES TO WASHINGTON


No one imagined that Andrew Mellon would be considered for the position of secretary of the Treasury in the Harding administration. Newspaper speculation about the cabinet began on the day after the 1920 election, and within weeks, two different candidates had been suggested as sure bets.1

Mellon was virtually unknown outside his hometown of Pittsburgh. The only person from Pennsylvania being considered for the cabinet was Senator Philander Knox, a prominent Republican who had served in the Taft, McKinley, and Roosevelt administrations. A reporter traveling with Harding on his post-election trip to Panama wrote from the cruise ship on November 21 that “Knox stands first” among the likely picks for secretary of state.2

The idea of a Mellon appointment to Treasury began taking shape, however, on the evening of November 29, at the reclusive banker’s home in the East End of Pittsburgh, when Knox arrived from Washington for a two-night stay as a houseguest.3

It was quite a house. The Tudor-revival estate in Squirrel Hill towered above twenty-eight wooded acres. Asymmetrical in design, with peaked gables, elaborate chimneys, and a storybook-like, half-timbered wing, it evoked an English manor, complete with formal gardens, tennis courts, and room for ten automobiles in the carriage house. Nine live-in servants tended to the house and family of three. The interior—made up of no fewer than forty rooms—was richly decorated with Chinese porcelain and eighteenth-century French furniture, all of which provided a fitting setting for Mellon’s growing collection of Old Master paintings.4
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Andrew Mellon, secretary of the Treasury, walking from the East Wing of the White House in 1921 to his office in the Treasury Building. He would take this route to and from cabinet meetings for the next eleven years, serving under three US presidents. Credit: The Everett Collection.



Knox knew Mellon well. For almost forty years, he had provided counsel to his friend on many of his personal and business transactions. They had long played in a weekly game of poker and they both liked to relax over a glass of whiskey. The two of them could talk comfortably in any one of the first-floor rooms, several of which were decorated with carved-wood paneling, marble fireplaces, and impressive artwork. Knox had not yet seen some of Mellon’s newly acquired paintings, including portraits by Rembrandt and Hals, and landscapes by Constable and Turner. On that cool November evening, they had much to discuss and could sit by a fire and drink.

Given the speculation about Harding’s cabinet appointments, there were various scenarios to consider, but two in particular. The first involved Knox as secretary of state. The second imagined Mellon as secretary of the Treasury.5

Knox would not refuse an appointment. Foreign policy was his focus, but he did not believe the State department post would be offered to him, nor did he want it. He would be more effective by remaining in the Senate, where that policy was set—as President Wilson had learned the hard way in his battle to persuade the Senate to ratify the Treaty of Versailles.

It was the second scenario, involving Mellon, that Knox had come to discuss. Never was the need greater for someone who could put the nation’s finances in order and restore conditions for business to prosper. Knox had made the trip, perhaps on an inkling, to find out whether Mellon would accept the Treasury post in Harding’s cabinet if it were offered.

Mellon would later remember having told Knox that he “had no wish to enter public life” or “to disengage from all his business activities.”6

Perhaps, though, Mellon’s memory was not entirely accurate. He was more involved in the Republican Party and wielded more influence than ever before. He had attended a Republican convention for the first time in June 1920 and increased his financial contributions significantly during the Harding campaign. One of Mellon’s banks had also made a large loan to the Republican National Committee. The most telling indicator of Mellon’s deepening engagement and elevated stature involved the party’s chairman, Will Hays. On several occasions during the busy days of the fall campaign, Hays had left the committee’s New York City headquarters to meet with Mellon on Long Island to discuss the political and financial situation. Whether intentionally or by circumstance, Mellon had become a player in American politics.7

During Knox’s stay at Mellon’s Woodland Road home, they no doubt reminisced over drinks and cigars and contemplated the future. At the age of sixty-eight, Knox had no desire to embark on another difficult job. He had made his fortune years ago in his law practice before entering public service. The senator sensed, however, that his still-ambitious friend, even at sixty-five, might be open to a new challenge.

By the time Knox left, he understood that Mellon would not refuse the job of Treasury secretary. He also knew, without having to ask, that Mellon would never campaign for the job. Harding would have to ask him to take it.



Knox immediately began formulating a plan to convince the president-elect that Mellon should be Treasury secretary.

To help him make his cabinet selections and inform his policy decisions, Harding announced that he would invite “the ablest and most experienced minds” to his home in Marion, Ohio.8

Within days, Knox was ready. He launched his plan by paying a call on Will Hays, the chairman of the Republican National Committee who had also managed Harding’s post-convention campaign. Hays himself was assured of a cabinet post and he found the idea of Mellon for secretary of the Treasury bold and appealing. He agreed to join Knox in inveigling an invitation to Marion to make the case to Harding for a Mellon candidacy. Hays had remained in Washington, as he was not involved in the cabinet selection process, but Knox knew that Hays held considerable sway with Harding.9

Time was short. Knox feared that Harding might offer the job to another candidate at any moment. Knox and Hays got to work at once.

Knox got himself elected chairman of the Congressional Committee on Inauguration on December 9. Seven days later, Hays, as party chair, appointed Ned McLean, an important supporter of Harding and the owner of the Washington Post, to the prestigious position of chair of the civilian Inaugural Committee. This came as something of a surprise—although a welcome one—to McLean and his wife, Evalyn. In short order, Hays then secured an invitation for the inauguration officials—which now included McLean and Knox—to meet with Harding in Marion.10

Knox and Hays had one other obstacle to overcome. This was Harry Daugherty, an Ohio friend of Harding who had managed his preconvention campaign and remained the president-elect’s closest political advisor. Daugherty, who was also assured of being in the Cabinet, was supporting another candidate for the Treasury post. Through some skillful communications exchanges, Daugherty agreed to join Knox and Hays on their visit to Marion. The trip would provide an opportunity for them to bring Daugherty around to their plan.

Shortly before 4:00 P.M. on December 29, Knox arrived at Washington’s Union Station and made his way to the Berwick, Ned McLean’s private railway car. Built for comfort and conviviality it was the length of a standard Pullman car with four staterooms, berths for servants, and an elegant dining area with a pedestal table and fashionable mahogany chairs. Against the car’s rear wall, a built-in buffet housed the dishes and cutlery. A china cabinet with leaded-glass windows stored the barware and tea service.11

Knox knew Mellon better than anyone. He was prepared to argue to Harding that if he truly wanted to bring the best and most capable men into his cabinet, Mellon was the right man for Treasury. He had witnessed, firsthand, Mellon’s ability to transform good potential into great accomplishments, time and time again. He believed Mellon was one of the few cases in which wealth was an accurate measure of ability. Knox had told a reporter that he regarded Mellon as “the greatest constructive economist of his generation.”12

He and Hays now had the entire evening, and five hundred miles of track, to bring Daugherty around in the comfort of the Berwick.



By the time they arrived in Marion for a 7:30 breakfast with Harding, Daugherty was sold on Mellon. Knox and Hays then won over the president-elect with little difficulty, despite Harding telling them that “he had gone rather far” with another candidate. Like Hays, Harding found the Mellon suggestion appealing and Knox’s presentation persuasive.13

The next morning, McLean’s paper, the Washington Post, ran a front-page story about the Knox visit with Harding, including a brief mention, in the sixth paragraph, of a new candidate for Treasury secretary, Andrew Mellon. In Pittsburgh, the new candidate was the headline: A. W. MELLON, LOCAL BANKER, CONSIDERED FOR CABINET.14

Mellon was home that day with his children, hosting a luncheon for his relatives and planning to go to a New Year’s Eve dinner later. A message from Knox reached Mellon during the family gathering, corroborating the morning’s news that the president-elect was “favorably considering” him for the Treasury post. Mellon’s nephew, William Larimer Mellon, observed that in contrast to the tone of elation in the message from Knox, Mellon appeared flattered, but almost downcast. Mellon noted his apprehensions about the difficult job the new Treasury secretary would confront in his diary that evening. The following day, Mellon wired Knox with the directive that “nothing further be done to encourage the president in this matter.”15

Knox received some help from his fellow Pennsylvania senator, Boies Penrose, who now joined the public campaign for Mellon. He and Knox were an odd pair. Penrose was a huge man, six feet four inches tall and weighing over three hundred pounds, with a full head of hair and a bushy mustache. Knox stood at just under five feet, five inches, and was clean-shaven and bald. Both though were equally influential. Penrose told the Pittsburgh Post that Mellon’s appointment would have his “hearty approval,” and that “there is no one better qualified for it,” but that it would be difficult to get him to accept it.16

Knowing how tenaciously he regarded his privacy, Mellon’s relatives thought it “unthinkable” that he would be interested in the position. His nineteen-year-old daughter, Ailsa, however, was delighted with the idea, despite still bearing scars from the humiliating publicity of her parents’ divorce ten years earlier. Mellon had married late in life, when he was forty-five, to an English beauty less than half his age. His wife, Nora, began an extramarital affair before their second anniversary, and the relationship continued over several years. Ultimately, she decided to seek a divorce. Mellon launched a very public battle for custody of nine-year-old Ailsa and her three-year-old brother, Paul. It laid bare Mellon’s ruthless determination to win at any cost, even if it meant sacrificing his privacy. The struggle over the children went on for two years, as did the sensational and embarrassing headlines.17

The details of Mellon’s wife’s infidelity were widely reported, occasionally with photographs of the children, which only she or her lawyers could have provided to the press. According to papers filed by Mellon’s lawyers, his wife had been “indiscreet” with a con artist masquerading as a British army officer in many locations, including Pittsburgh, New York, and Paris, aboard a German ocean liner, and at the Hotel Savoy in London. A writer for the Washington Herald quipped that the bill of particulars in the divorce case read like “an abridged world atlas.”18

Despite Nora’s efforts to turn Ailsa and Paul against him, Mellon never said an ill word about her. Paul would later write that he only learned of his mother’s infidelity after his father’s death. Paul also recalled that the “evil rumors” about their mother, and the “dark and frightening days of the divorce,” were more disturbing to Ailsa than anyone had imagined.19

At the time of Mellon’s potential appointment to the cabinet, Ailsa had completed finishing school and busied herself with balls, cotillions, fundraisers, and other social and charitable events. She had recently made her debut and was expected to soon find a suitable match and marry. Paul had come home for the holidays from the Choate School in Connecticut. Much of the new house had been expanded with them in mind. Their mother had never lived with them there, and the move to the house on Woodland Road was perhaps Mellon’s attempt to create a happier life for all of them. Now, at the age of sixty-five, did Mellon really want to become a public person and expose himself, and his teenage children, to more publicity?

Still undecided, Mellon accepted Harding’s January 2 invitation to meet in Marion, where he told the president-elect that he was not seeking the appointment and would prefer that another candidate be found. Knox, however, continued to believe that Mellon would not refuse the job if offered it and continued to keep Mellon’s candidacy on course. For the next month, there was much discussion of Mellon’s business conflicts, which Knox assured him could be resolved. Taking the job would require Mellon to resign as a director from more than sixty corporations, including some twenty-eight banks and financial institutions. Knox prevailed and when all seemed settled, he telephoned on the first of February to inform Mellon that he was Harding’s choice. Mellon noted in his diary the following day that he had told Ailsa he was accepting the job in Washington “on her account.”20

While the matter was not yet settled officially, Mellon went to Washington on February 28, four days before Inauguration Day, to look for an apartment. Whether Ailsa believed he took the job entirely for her benefit, or because of her urging, she was happy to go.



Shortly after his arrival in Washington, DC, Andrew Mellon stood in the public line outside the Treasury Building to pay a courtesy call on the man he would be replacing. News reporters who happened to be inside 1500 Pennsylvania Avenue that morning discovered Mellon lost in the corridors and showed him the way to the office of the Treasury secretary.

“I just came down to look around,” Mellon told them quietly. He did not have an appointment with the outgoing secretary, David Houston, who—as Assistant Secretary S. Parker Gilbert had to inform the unexpected visitor—was in New York that day. Mellon and Gilbert spoke in the office suite for two hours. The press concluded that Mellon was Harding’s choice and that he was taking the job, despite his statement that there was “no significance” to his visit. Understatement was a Mellon trait.21

Washington did not quite know what to make of him. Observers were usually underwhelmed by their first impression of Mellon. Once he assumed office, one reporter stated the obvious and undeniable facts: “The oldest man in the Cabinet, and the richest, is the shyest.” Many described him as shy—or reserved, or diffident, or of a retiring disposition. They often noted that he disliked public speaking, avoided publicity, and shunned the spotlight. Some even commented that he looked “frightened” or “scared to death” when attention focused on him in public. All agreed, though, that Mellon was polite to the point of timidity.22

He was typically well dressed, in suits tailored in London, and neatly groomed, with a cropped gray mustache and a full head of well-trimmed, silver-toned hair, parted off-center. Thin and seemingly frail, with bushy eyebrows that made his eyes appear even more deep set, he wore pointed collars and modern neckties. One description of him would stick: “He looks like a tired double-entry bookkeeper who is afraid of losing his job.” Mellon never seemed to make any attempt to alter the bland impression he usually left. It was one of the qualities that made him so effective in business and at the poker table. He had capitalized on being reticent and inscrutable all his life.23

As a public official, however, Mellon now had to talk with the press. He would answer their questions courteously, but usually told them little of substance. On one rare occasion though, he explained why he took the job.

“When I was asked to become Secretary of the Treasury, I at first thought it would be impossible for me to do so,” Mellon explained. “I could not see how I could quit what I was doing. I had realized, however, that I would have to retire from active life some time and I was sixty-six years old. This post in Washington afforded me a place to light. I decided that I would take it, would discharge its duties, and when the work was done, I would be free to settle down, either to a quiet life or otherwise as I might feel inclined.” The revealing statement seemed to be a candid one.24

But Mellon knew the work would not be easy, nor finished anytime soon. In the aftermath of the war, widespread economic disruption across the country had left millions unemployed after factories closed, banks failed, and businesses shut down. Social unrest spread as the American economy remained mired in an industrial depression. Compounding the devastation, the national debt stood at $24 billion, more than four times prewar levels, bloated by over $10 billion in foreign loans. The grim state of the American economy, however, paled in comparison to that of the rest of the world. The war had plunged Europe into a punitive recession, destroyed industries, paralyzed trade, and destabilized currencies. The postwar slowdown ensnared Japan in a deflationary panic crippling its economy. Russia’s repudiation of both its monarchy, as well as its wartime indebtedness to the United States and Great Britain, underscored the dire state of its finances. The world was in shambles, but Mellon believed he “might be able to accomplish something to the good.”25



April 1, 1921, was a pivotal day for American foreign policy. The Harding cabinet had been meeting for four weeks by then, concentrating mostly on domestic issues, but the visit of René Viviani, the former premier of France, had shifted the attention of the administration back to Europe. The stated purpose of Viviani’s trip was to convey France’s respect to the new American president. The real agenda had to do with reparations. Because the United States had not ratified the Treaty of Versailles, it was still technically at war with Germany. The French feared that if the new US administration made a separate peace with Germany, it would undercut the treaty’s provisions requiring Germany to pay reparations to France and the other Allies. Germany had already stopped making payments in March, claiming it was impossible, and war-torn France was desperate for money and credit. Viviani had come to solicit the United States to pressure Germany to pay reparations.26

The cabinet had reached its policy decision on the reparation issue at its previous meeting and it would be good news for France, but it had not yet been made public. At this meeting, the cabinet would focus on the issue of war debts owed to the United States by France and the other Allies. Mellon was ready with the facts and figures.

The ten cabinet officers, by tradition, were seated according to the seniority of their departments, all of them in new, matching armchairs, to which silver plaques with their names would soon be attached. Charles Evans Hughes, secretary of state, sat closest to the president, on his right. Mellon sat on the president’s left. The heads of the most recently established departments sat five chairs back on either side. This put Secretary of Commerce Herbert Hoover at the far end of the room near the fireplace. Harding’s only break with his predecessors’ protocol was to include his vice president in the meetings. Calvin Coolidge sat at the foot of the long mahogany table, with the president at its head, in a chair with a higher back than the others. According to Harding’s unwritten rules, nothing that was discussed in the cabinet room was to be revealed to the press unless the president chose to do so himself.27

On the matter of war debts, Mellon’s figures showed that more than $10 billion were owed, principally by thirteen countries. This represented almost half the national debt. It was the largest liability ever recorded on the federal balance sheet. Most of the loaned money had been raised from the American people during the Liberty and Victory Bond campaigns. One-third of the bonds, $7.5 billion, were now coming due, and it was Mellon’s job to craft an immediate plan to refinance them. If the war debts were not repaid by the Allies, or if they were canceled by Congress and stricken from the asset side of the Treasury’s ledger, the debt would be borne by US taxpayers. It was a simple, but irrefutable, matter of accounting.

A banker all his life, Mellon had extensive experience with debtors who could not repay and managing nonperforming loans. Some had to be written off, others could be forgiven either out of sympathy or generosity, but in most cases, he preferred to “keep the debt alive” by restructuring it. That gave the debtor another chance to repay the lender and the lender another chance to avoid realizing a loss. To Mellon, the creditor’s job was to find a way for the debtor to repay as much of the debt as possible.28

Harding asked around the table whether anyone saw a reason for wiping the debts off the books, either as noncollectible, or as straight donations to the debtor nations. The unanimous opinion was that the debt was still a “live asset” that someday would be repaid. Hughes, Mellon, and Hoover—considered the cabinet’s “big three” by the press—were in complete agreement.29

Washington reporters found Harding to be a breath of fresh air, particularly after the final years of the Wilson administration. Due to security concerns and his illness, President Wilson had not held meetings with reporters since the submarine warfare days of 1916. A former publisher who could set type, Harding had reinstated the tradition of press conferences, announcing that one would be held after each of the two weekly cabinet meetings. Following the April 1 meeting, he was scheduled to meet with “Washington correspondents” at 4:00 P.M.30

The first news he gave them was on paper. It was a memorandum from Secretary Hughes that had been sent earlier in the week to the foreign minister of Germany through an American commissioner in Berlin. Dated March 29, it stated, “This Government stands with the Governments of the Allies in holding Germany responsible for the war and therefore morally bound to make reparations so far as may be possible.” The statement made clear US support for the Allies and dashed German hopes of forging a separate peace with America. Harding told reporters that the idea that the United States would take a policy favoring Germany over the Allies was “absurd.” This message was exactly what France and Viviani had hoped to hear.31

Harding’s second announcement concerned war debts. The Baltimore Sun reported that the president had “let it be known that the Cabinet has discussed the whole question of the Allied debt to the United States today and had agreed without dissent that the debt was ‘a valued asset’ of this Government.” The New York Times added that there was “unanimous agreement” that “the money lent should be returned.” The New York Herald put it more simply reporting that the cabinet had decided that “there will be no cancellation of the loans by this Government.”32

The policy of the United States on reparations and war debts was now clear as far as the president and his cabinet were concerned.



It now fell to Mellon to collect the debts. In a formal request to the president on June 20, 1921, Mellon asked for the authority to act autonomously, without congressional approval, in refunding “the debt of foreign governments to the United States arising out of the European War.” The amount was detailed to the penny: $10,141,267,585.68. Treasury lawyers had advised Mellon that the department needed congressional authority to determine “the form and terms of the settlements,” and particularly, “the rate, or rates of interest, the maturity dates, and the right to extend the time for payment of interest on the indebtedness to be refunded.” This undoubtedly pleased Mellon, who preferred having a free hand to set the terms himself.33

In addition to negotiating the terms of repayment, Mellon wanted to deal with each debtor nation individually, in keeping with the Wilson administration’s policy. This would prevent borrowers from banding together to pressure the United States into a potentially disadvantageous negotiating position.

While Mellon believed that the United States should insist on the settlement of war debts, his attitude was both pragmatic and sympathetic. He explained in his letter to Harding that, for some of the debtor nations, “it is impossible for them to make payment on their obligations as they now mature,” or even on the “maturing interest.” Arguing for latitude, he wrote, “To insist on payment might be disastrous to the peoples of such countries.” Without the requested broad powers, Mellon said, it would be “impossible to deal fairly with the debtor countries and at the same time protect the interests of this country.” Mellon asserted that the terms for the debt settlements would need to be set “within the ability” of each country “to carry out.” The job was to find a workable solution between creditor and debtor.34

Mellon was informing the president that he would use his own best judgment to strike the most equitable deal for all. To him, it was essentially a matter of fairness and good business.

Harding sent Mellon’s petition with a cover letter to the House and Senate with proposed legislation. In the Senate, it fell under the jurisdiction of the Finance Committee, which Boies Penrose chaired. Penrose was among those who jealously guarded the Senate’s role in making foreign policy. He could not have been happy with the executive branch asking Congress to cede so much authority, even to Mellon. Penrose himself did not criticize the petition, but other senators were pleased to do so. Newspapers described the powers the administration requested as “broad and almost unlimited.”35

Senator Kenneth McKellar of Tennessee, a Democrat, issued a rebuke: “If a Congress is so subservient as to give power like this to the Secretary of the Treasury, such a Congress would be servile enough to approve whatever action the Secretary might take.”36

Senator Reed Smoot, a Republican from Utah, made it a bipartisan snub, stating, “Frankly, I think this bill gives the Secretary of the Treasury too much power.”37

A hearing on the administration’s petition began on June 29, on the third floor of the Senate Office Building. Mellon brought a briefcase full of documents and a new assistant secretary with him. He had purposefully chosen Eliot Wadsworth, a Harvard-educated electrical engineer, who could handle questions intelligently, but could not speak from experience about Treasury matters because he had only recently been appointed. A wise judge of talent, Mellon delegated freely to those he believed right for a job. Wadsworth was his man for this one.

Mellon had Wadsworth read the opening statement. Following it, the hearing became a tedious series of pokes and prods, mostly by Senator James A. Reed, a Democrat from Missouri, and Senator Robert La Follette, a Republican populist from Wisconsin. Everyone seemed to make news before the monthlong hearing was over, except for Mellon, the taciturn star witness, who viewed the war debts as an accounting matter, not a political issue. The six Democrats on the sixteen-member committee could not win the vote, but they would stretch the hearing out over seven increasingly contentious sessions, through late July, in Washington’s oppressive heat.

Due in part to Mellon’s expression of sympathy for the plight of the European debtors in his petition, several senators feared that he might therefore be inclined to use the power he sought to forgive the foreign debts. While news reports speculated that Viviani of France had originally planned to suggest debt forgiveness, Great Britain had, in fact, made such a request. It had been big news in February, even to members of Congress, when Austen Chamberlain, the British chancellor of the exchequer, had disclosed publicly that his government had suggested to the Wilson administration that “the whole of the debts of the Allied and Associated Powers should be wiped out.”38

La Follette wanted the British request for cancellation to be included in the official record of Congress and drew it out of Wadsworth that Chamberlain had sent a note on February 9, 1920, to Russell Leffingwell, an assistant secretary at the US Treasury, stating, “We should welcome a general cancellation of intergovernmental war debts.” The initiator of the request was Basil Blackett, the controller of finance at the British Treasury, who had spent time in Washington during the war, and had met with the Wilson administration’s representatives at the 1919 peace talks in Paris. While the suggestion of cancellation had never been made formally, Chamberlain’s letter to Leffingwell served that purpose. To Chairman Penrose, however, it seemed to fall a bit short of that mark, and he noted that it appeared to be more like “a social correspondence.”

Undeterred, La Follette followed up, asking, “Mr. Wadsworth, have you another communication bearing on the same subject?” This time he hit pay dirt. Mellon knew what was coming and nodded to Wadsworth to read the August 5, 1920, letter from David Lloyd George, the British prime minister, to President Wilson. It proposed “the reduction or cancellation of inter-Allied indebtedness.” There it was, in print—a letter from the British prime minister to the president of the United States, proposing cancellation of all indebtedness related to the war. La Follette not only succeeded in recording the request but also in rekindling fears about the debts.39

Senator Henry Cabot Lodge, chairman of the Foreign Relations Committee, also had something he wanted recorded in the Congressional Record. On July 18, in the Senate chamber, Lodge read the previously unpublished response from President Wilson to Lloyd George’s letter requesting cancellation. In it, Wilson strongly rejected the suggestion, stating that cancellation “would require Congressional authority.” He made America’s position clear that “it is highly improbable that either the Congress or popular opinion in this country will ever permit cancellation of any part of the debt of the British government to the United States.”40

This made news in Europe as well. Wire services and transatlantic cables now made it possible for a story that took place on the Senate floor in Washington on Monday to be read in British and French newspapers on Tuesday morning. Although Lodge’s information claimed that the Wilson letter was written in October 1920, it was actually dated November 3, 1920, the day after the election of Warren Harding. The US position at the end of the Wilson administration was clear: the debts were not going to be canceled. Mellon and the Harding administration intended to continue that policy. Several members of the Senate Finance Committee believed otherwise.41

The hearing sessions dragged on, and so did the summer heat. La Follette introduced a new line of attack, questioning why the interest on foreign loans was being deferred. It reflected either an innocent or intentional oversight on his part, as it was a policy that had been established by the Wilson administration and approved by Congress. Wilson’s second Treasury secretary, Carter Glass, had explained the deferment in a December 18, 1919, letter to Congress, stating that Europe’s recovery had not gotten to the point where its governments could pay even the interest on the debts. Glass informed Congress that Treasury was therefore implementing a moratorium “during the next two or three years.” Glass argued that demanding immediate payment would therefore “retard the economic restoration of those countries” and prevent them from purchasing American goods.42

Missouri’s Senator Reed wanted to know if there was anything that would keep the United States from collecting the interest right away. “What I want to get at,” he said, “is there any understanding, express or implied, which in any way obligates us to extend this interest, or which would embarrass us in any way by insisting upon the payment of the interest?”

Mellon replied, “I think there was an understanding in these negotiations, so far as they proceeded, that for two or three years this interest would not be insisted upon but would be deferred and extended.”43

When Reed then pressed the point the following day by asking whether Mellon felt morally bound by agreements made by his predecessors, the Treasury secretary answered that, yes, he felt the United States should honor the current policy. Mellon reasoned that it had been agreed to by Congress, understood by the debtor governments, and been in place for the last two and a half years.

Mellon had understood, from the very first day of the hearing, that no evidence or argument would result in Reed or La Follette voting to give him full authority. It was also clear that several other senators believed the Wilson administration’s failure to report the British overtures regarding debt cancellation to Congress had subverted the Senate’s role in setting foreign policy. It was determined to reclaim its power from wartime presidential appropriation. As Penrose had said before the new administration took office, “It makes no difference who is Secretary of State, the Senate will make the foreign policy.” His committee was putting the Harding administration on notice that the Senate would not allow the secretary of the Treasury to act on foreign policy matters without its approval.44

Penrose nonetheless gave Mellon a chance to allay concerns by asking him, “There is no intention on the part of the present administration to cancel or forgive any part of this indebtedness of foreign nations, is there?”

“No,” Mellon replied flatly.

“That has been bruited about,” Penrose added, then asked, “though so far as conditions are at present, it is absolutely without foundation?”

Mellon stated categorically that the Treasury had held a consistent position that the debts “are obligations owing to their country, and valid obligations that must be eventually paid.”45

On July 28, after more than ten hours of testimony over the course of a month, the hearing ended. The following day, newspapers reported that the Republican-majority Senate Finance Committee had voted nine to five to recommend that the Treasury secretary be granted “a free hand” to negotiate the terms for the collection of Allied war debts. La Follette, as expected, voted with the Democratic minority.46

But it wasn’t as final as that, and Mellon’s hand would not be as free as he hoped it might be.






2 CHURCHILL IN THE HIGHLANDS


On the day that President Harding announced that he intended to continue efforts to collect the war debts, Winston Churchill was serving in the British cabinet as secretary of state for the colonies. He was not, however, in his office in Whitehall or at his home in London’s Sussex Square. Rather, he was at sea on the Mediterranean, aboard the Italian luxury liner Esperia, traveling first class with his wife, Clementine. They were returning from Egypt, a journey that would bring them back to London by way of Sicily, Naples, and Genoa, and then by train from the South of France.1

Although Winston had been on official Colonial Office business, Clemmie had asked to go along, mainly for the diversion and recreation. “The sea voyage in the warmth would do me good,” she had explained in making her case, “and I should love it.” Her husband, who had now become an avid landscape painter, had readily agreed, and had taken along his easel and brushes.

It had been an adventure for both of them. Winston had chaired a conference in Cairo, attended by more than forty delegates, to discuss how his new Middle Eastern department would handle the mandates of Mesopotamia and Palestine that had been assigned to Great Britain in the League of Nations Covenant. He had recruited T. E. Lawrence, the archeologist, army officer, and author—known as Lawrence of Arabia—as his chief advisor to help develop a plan to install Arab emirs as rulers of territories in the region, and “to make the Middle East an area which would be cheap to administer and free from political unrest.” Gertrude Bell, a respected, Oxford-educated archeologist and Mideast expert in her own right, joined them as added insurance to achieve the goals of economy and stability in Britain’s new mandates. “Gerty,” as Lawrence called the Baghdad-based senior British government official and former intelligence officer, rivaled him in rank and shared his devotion to the Arab people.

Before he left for Egypt, Churchill had boasted to Britain’s Chancellor of the Exchequer Austen Chamberlain, the guardian of the nation’s finances, “I am determined to save you millions.” This revealed his ambition for the conference he had so carefully choreographed, to demonstrate his ability to manage government spending effectively to the man whose job he coveted. The goal of the conference was to build support among local leaders for the adoption of a new organization of the region. The negotiations and outcomes of the conference would then be detailed in a report for the cabinet, to be presented to the House of Commons in June.2

Because the conference proceedings were not open to the press, most of the coverage reflected the romantic and exotic aspects of the trip. This included Churchill’s painting excursions. One to the pyramids resulted in a widely published photograph of a group of the conferees in front of the Great Sphinx of Giza mounted on camels. On the day it was taken, Winston had fallen off his. Accounts differed, but all generally agreed that Churchill had been thrown by his mount. Seeing that he wasn’t hurt, Clemmie lightened the moment, quipping, “How easy the mighty are fallen!” While Winston’s bodyguard found the camels “misanthropic and egocentric,” it seems that the accident was caused more by a loose saddle girth than a toss by a recalcitrant beast. Bell, who spoke Arabic fluently and rode camels with ease, recorded in her personal papers, that as the camel rose from its knees, the colonial secretary resembled “a mass of sliding gelatin.” She also noted that Churchill was offered a horse instead but refused. “I started on a camel,” he growled as he remounted, “and I shall finish on a camel.”3
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Winston Churchill, Cairo from the Pyramids with the Artist Painting, 1921. Churchill kept this painting, with the small image of himself at the easel, in his personal collection. It remains at Chartwell. Credit: The National Trust, Chartwell.



The group set off for Sakkara, a ride of nearly three hours, south through the desert. While the others toured the ancient ruins and recent excavations, Churchill planned to paint. This required “a special camel loaded with Mr. Churchill’s canvases, easel, and paints.” From a spot in the shade of the stepped Pyramid of Djoser, he painted a view of the Cairo skyline aglow in the yellow and chartreuse hues of the afternoon sun, across an expanse of muted desert sand straddling the green Nile valley. The shadows, reflections, and contrasts were inspired by what he later described as the “fierce and brilliant” light of Egypt.4

That afternoon, the others in the party had had enough of camels and decided to motor back. Lawrence dismissed the colonial secretary’s camel-weary bodyguard who returned to Giza with the others. That left Churchill and Lawrence alone to make the long ride back together. The romance of the scene was imaginatively captured by a modern scholar, with the two of them making “their own way back, riding their camels through the desert at full trot all the way as if warriors together flush with victory.” That was no doubt the way Churchill wanted to be seen—and the way that Lawrence wanted his Arab followers to see his British friend and ally.5

While they were in Egypt, news arrived from London that the post of chancellor of the exchequer had become open due to the resignation of Andrew Bonar Law, leader of the House of Commons, and the subsequent election of Austen Chamberlain to that office. This, to Churchill, was more than just an opportunity—it was a matter of right and destiny. His father had been chancellor but had risen no higher in government before his death at the age of forty-five. Winston still had his father’s ceremonial robes and many knew of his ambition to be chancellor of the exchequer as a crucial step to becoming prime minister, the brass ring his father had also hoped to attain.

The British political press had fun with the pickle in which Churchill now found himself, being on another continent when the job he coveted suddenly became available on Downing Street. “There is much amusing comment at the moment,” wrote the Glasgow Daily Record, “over the fact that while all the political excitement is astir at home, Mr. Churchill should be away, ‘painting the pyramids.’ ” Similar reports placed him “out of the limelight” and “missing the bus.”6

As thrilling as it had been in Egypt, seeing its majestic sites and landscapes, and riding through the desert with Lawrence, Churchill realized that his position as colonial secretary was too narrow and confining. Even before he had reached the first port of call on the return trip aboard the Esperia, he lamented having been out of the loop in London. On his second day at sea, April 2, the London papers reported that Lloyd George had appointed Robert Horne, not Winston Churchill, to the post of chancellor of the exchequer. It was not the ending to the Cairo conference he had imagined.

As important as the chancellorship was in Churchill’s ambition, participation in the British government’s relations with the United States figured even more prominently in his plans. In addition to the devastating news of the Horne appointment, he would also learn what had happened at the Harding cabinet meeting on April 1. The decision to seek repayment of the loans made to the Allies, coupled with the policy to abstain from the settlement of reparations, proved to Churchill that the United States intended to withdraw from a collective approach to the reconstruction of Europe. This made the limitations of his present job even more frustrating, not only because it restricted his influence in British political circles, but it prevented him from having a leading voice in the international dialogue on world affairs.

While Churchill was crossing the Mediterranean, the Washington correspondent for The Times observed that “on the one hand, America is giving notice to the world that she stands with the Allies for the consummation of the victory gained as the result of common action, but on the other she allows the Allies to understand the manner of her cooperation ‘for the good of the world’ must be conditioned upon the interests of her own citizens to a greater degree than is believed to have been thought desirable by Mr. Wilson.”7



Back in London, Churchill brooded. He felt “cheated” of the chance to become chancellor of the exchequer by his fickle ally, David Lloyd George. It simply was not fair.8

For two weeks, he had listened to the heady arguments of Bell and Lawrence about what Britain owed to the Arabs and Palestinians. Now home, the news from Washington confirmed that not only had the Harding administration taken the position that Europe owed it billions of dollars, but that there was no longer any hope of the United States joining the League of Nations.

By June, he was speaking out on subjects that were clearly not in the portfolio of the colonial secretary. In a speech in Manchester, some two hundred miles north of London, he revived the theme of his 1919 article, “Will America Fail Us?” He was now thoroughly convinced that it would.

“As long as these colossal debts hang over the world,” he warned, “all its financial arrangements will be disorganized, and its trade will be gravely and grievously restricted.” This marked the beginning of his growing conviction that the United States was shirking its moral obligation to cancel, rather than collect, the war debts. He would appoint himself to take up that cause. First though, he needed to claim the mantel of statesman and did so when he told the Manchester audience: “It is no good trusting in a paper League of Nations,” suggesting that it should now be “the part of Britain” to lead France and Germany “to set Europe on her feet again.”9

Lord Curzon, the foreign secretary, promptly complained that Churchill was exceeding his authority and speaking in a way that led the press to assume his statements were “invested with special Cabinet authority,” which they were not.10

This did not deter Churchill. He knew he had something the others lacked, and that was the ability to get his name, and more importantly, his ideas, into newspapers. In what was becoming a more connected world with faster communications, he could make news when he painted pyramids or posed on a camel. Readers and editors in world capitals saw him not just as a politician, but as an engaging personality and irresistible character. His plan was to resurrect his political career by speaking—and writing—as a leading thinker on prominent issues, not as an obedient member of a stodgy British cabinet.

An opportunity soon came about with the news that the United States planned to have a “conference on the limitation of armament” in Washington. Prime Minister Lloyd George received the invitation on July 10 and announced the following day that he was accepting it. After months of tensions between the United States, Great Britain, and Japan over their respective plans to achieve naval supremacy, this pleased the British government and particularly, Winston Churchill. He wanted to be involved and immediately started drafting a cabinet memorandum. He could see the linkage between sea power, the global economy, and war debts; and cautioned that the conference “may possibly end in the United States having decisively the strongest navy in the world.”

Germany had turned over its important naval ships to be dismantled or sunk, and many of its commercial ships as reparations, leaving Great Britain, the United States, and Japan as the three major military powers at sea. If Britain were to reduce her fleet in a disarmament agreement, the United States might take over the rule of the seas that the Royal Navy had long commanded. “If they choose to put up the money,” Churchill argued, the United States had “a good chance of becoming the strongest Naval Power in the world and thus obtaining the complete mastery of the Pacific.”

War debts, as far as Churchill was concerned, belonged on the conference agenda. In his four-page memo, he suggested that “some arrangement in regard to international debt” should be discussed. He warned, “The American jingo forces who will be pushing their naval programme will also press for the strictest execution in payments of debt and interest on the debt.”11

This was an accurate projection. In late July, on the floor of the US Senate, William Borah, a Republican from Idaho and a fierce opponent of military spending, suggested that the United States use the war debts as a lever to compel France and Great Britain to disarm. “Should some of the deliberating nations show a reluctance to enter wholeheartedly into the discussions,” he argued, “this government would feel justified on insisting on a prompt payment of its debts.” He added that Great Britain was spending $2 billion yearly on her army and navy, while France, “the most militaristic nation on earth, was maintaining an army of eight hundred thousand men.” Meanwhile, they were not paying even the interest due on their loans to the United States.12

DISARM OR PAY UP, BORAH TELLS EUROPE was a headline in the New York Times, and the idea took hold in Congress, which announced pointedly that Mellon’s bill for “unlimited authority” to collect the Allied war debts would not move forward until after the November disarmament conference was held.13

In London, the American idea of leveraging the Allied indebtedness was reported as using the war debts “as a club to force disarmament.” On August 3, Churchill injected himself publicly into the matter in the House of Commons, speaking in favor of a bill to spend millions of pounds on the British naval program, which included four new “capital ships.” This term was used for warships of the first rank in size and armament, each equipped with sixteen-inch guns, and comparable to—or better than—the ships planned by the United States and Japan, which had been detailed in an American study of comparative naval strength published in January by news organizations on both sides of the Atlantic. Without superior capital ships, Churchill argued, Britain risked sinking to the position of a third-rate naval power, echoing the British Admiralty’s earlier warning to the cabinet in response to the American report. He supported the admiralty’s position that the Royal Navy should again rule the seas, and that the British Empire required the largest fleet in the world.14

“We must rely at sea on our own strength,” Churchill told the Commons, and stressed that there should never be a need to supplement the island nation’s sea power with that of other governments.

“Only in that way,” he said, “would we be able at the Washington conference to play the part of a real peacemaker; only in that way to be able to walk hand in hand with the United States, not as a supplicant for protection, but as an equal partner in a common victory and an equal partner in the fair future of the world.”15

It was a moving speech. His audience loved it, and cheered. The Westminster Gazette noted with a left-handed compliment that “his gestures and voice had an agreeableness and dignity which they do not always have.” The new American ambassador in London, George Harvey, sent a telegram to the US secretary of state, quoting from Churchill’s speech and reporting that an amendment to kill the spending bill was “defeated by 346 votes to 34.” Churchill’s speech, and the fact that The Times of London came out against it, appeared in hundreds of American newspapers, and launched several editorials about naval disarmament. In Paris, Le Matin noted that the British vote to build the “quatre superdreadnoughts” made a curious preface to a disarmament conference.16

Churchill understood, however, that if you were going to negotiate disarmament, it would help to be armed to the teeth when you arrived.

Churchill’s hope to discuss war debts at the Washington conference was dashed when Treasury Secretary Andrew Mellon announced on August 16 that no “international conference on finance” would be held “simultaneous with the disarmament conference,” which was planned for November 11, the third anniversary of the Armistice. Churchill and Mellon had not yet met, but now there was a name connected to the US policy of collecting the war debts.17



Like several of his colleagues in the British cabinet, Churchill had planned to spend his summer holiday in Scotland. The moors and glens of the Highlands offered a respite from his disappointments and the mounting public displeasure with the Lloyd George government over spiraling unemployment and growing tensions with Ireland. His plan also made his annual visit to his constituency in Dundee on the eastern coast of Scotland more convenient. Despite living almost five hundred miles away in London, Churchill had represented the working-class city in Parliament since 1908, when Sir George Ritchie, a local political leader, determined that “we must get that brilliant young man to represent the city and put Dundee on the map.” They became devoted friends and allies over the years; Ritchie kept Churchill informed on local matters and organized his infrequent visits while Churchill focused on national issues in London.18
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