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«Germany ends World War One reparations after 92 years with £59m final pay-
ment.» Thus ran the headline of an article by Allan Hall in Mail Online on 29 Sep-
tember 2010.1 Mr. Hall explained to his readers, probably baffled, that the last Ger-
man reparation payment set by the Versailles Treaty would be due on 3 October 
2010. This report attracted attention in the media worldwide. The Christian Science 
Monitor spoke of the end of a «century of ‹guilt›». Germany today, according to the 
Monitor, is a model of financial stability, light-years away from the debt-ridden 
nation it used to be.2 In Germany, media interest was more restrained. On 3 Octo-
ber, the headlines mainly centred on the 20th anniversary of German reunification. 
The widely-read boulevard paper Bild gave only a few lines to the definite «end of the 
First World War».3 The German public acknowledged the payment of the last war 
debt of Versailles quite calmly. How was it possible that 92 years after the end of the 
First World War, Germany still had a remaining war debt of roughly 70 million 
Euros to pay? 

The newspapers specified that this last reparation payment fell under article 
2.1.1.6 ‹Cleared Foreign Debt (London Debt Agreement)› in the federal budget of 
2010.4 This makes clear that we are not speaking of war reparations in the original 
sense, but instead of a liability arising from the London Debt Agreement of 1953. 
The London Agreement solved the problem of the massive German foreign debt, 
which had accumulated up to the outbreak of the Second World War, and then rose 
again after the end of the war on 8 May 1945.

Since the mid-1990s, public interest in the Debt Agreement of 1953 has been 
revived, even though it had been largely forgotten up to that point. For one, the 
agreement was taken as a possible solution for the debt crises in the Third World; 
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for another, as a potential blueprint for the current financial crisis. In recent years, 
Greece repeatedly called for an international conference along the lines of the Lon-
don Agreement, with the goal of significantly reducing Greek indemnities. 

In order to judge the current relevance of the London Debt Agreement, it is 
essential to cast a glance at the historical background of the conference. Because of 
these particular historical circumstances, it is highly questionable whether the Lon-
don Agreement can be used as a general blueprint for contemporary financial crises. 
This article points out that the present-day discussion on debt only ever draws on 
certain aspects, but never on the London Agreement as a whole. We will examine 
the course of negotiations in London as well as the key points of the Debt Agree-
ment. This analysis proves that the London Debt Agreement should neither be mis-
applied as a general blueprint for the solution of problems in the Third World, nor 
be taken as a model for the resolution of current debt crises. 

1. The Path to the London Debt Agreement5 

National Socialist Germany was an unreliable debtor. This was not only true for the 
foreign loans of the Reich, but also for other categories of debt such as finance or 
trade. The Reich had ceased to repay its loans in 1934. By the outbreak of war at the 
latest, a wide range of German debt obligations to enemy countries were interrupted, 
if not annulled. During the war, the creditors had no chance of obtaining any sort of 
debt repayment. Great Britain considered the option of drawing on German foreign 
assets to redeem outstanding debt, as had been the practice in the First World War. 
But during the Second World War, this was more a theoretical than a practical sce-
nario. In the First World War, the German external assets that had accumulated in 
the four decades before 1914 were entirely sufficient for debt settlement. In the 
1940s, this was no longer an option. The external assets in question were much 
smaller, and the mountain of debt considerably higher.6 The only hope left to the 
creditors was to wait for their money until after the war. 

That they would receive their dues was, however, by no means certain, since the 
claims of the pre-war creditors clashed with other demands for reparation and resti-
tution on a vanquished Germany. A significant financial factor was the current 
expense for the occupation troops and the sponsoring of relief packages for the Ger-
man population. The Americans and the British agreed that relief deliveries should 
be paid for as a matter of priority, according to the «first charge principle», as soon 
as Germany was in a position to do so. Under these circumstances, no old or new 
claims on German debt could be made for the foreseeable future. In light of this, it 
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can be considered a success that the reparation claims of the interwar years were 
legally sustained. All too easily could they have been subsumed in the turbulences of 
the questions of compensation and war guilt.

On an international level, the British government spoke out strongly for the old 
debt obligations not being modified or amended by jurisdiction. The American gov-
ernment, on the other hand, regarded investments in foreign loans rather as a pri-
vate risk. In the end, it was decided that the solution to the question of debt should 
be left to a future German government: either through the conclusion of a peace 
treaty, or by means of special agreements with the countries in question.7 The Paris 
Reparation Agreement of January 1946 stipulated that «appropriate authorities» in 
Germany should, at a later date, see that the contractual obligations from the inter-
war years are fulfilled. This meant that the payment claims were maintained in prin-
ciple, while the precise deadlines, transfer methods and total capacity were left 
vague.8 Both in the public as well as in the private sector, the United States were, by 
far, the largest creditor.9 Only with standstill debt did Great Britain retain the leading 
position. These «standstill debts» refer to short-term credits between British and 
German banks or industrial companies. In contrast to American banks, British 
institutions had left most of their credit in Germany during the Great Depression. 
The British banks trusted that they would be returned their capital investment in 
better years. This optimistic attitude on behalf of British financiers was wholeheart-
edly supported by His Majesty’s government, since Great Britain had a vested inter-
est in maintaining close economic ties to Germany.10 In the financial sector, in the 
short term, British appeasement policy did not bear fruit. At the end of the war, it 
was more than questionable if the standstill creditors would ever see their money 
again. No support was forthcoming from the American side. US policy, guided by 
Finance Minister Henry Morgenthau, aimed to punish Germany for its war crimes 
on the one hand, and to prevent it from becoming a serious industrial and financial 
force in future. This objective rendered any discussion on a later debt service on the 
German side superfluous. Against the background of the Cold War, which was tak-
ing shape around 1946, Morgenthau’s policy, mainly driven by revenge, lost out 
against the more pragmatic approach of the State Department. Western Europe was 
to be a strong bulwark against the Soviet sphere of influence, and West Germany 
was an integral front-line state in this scheme. In 1948, prompted by US Foreign 
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Minister George C.  Marshall, the US proposed the European Recovery Program. The 
purpose of this so-called Marshall Plan was to strengthen a Europe devastated by 
war, both politically and economically, for an effective role in the looming conflict 
between East and West. 

Of the total 14 billion Dollars of the European Recovery Program, the Federal 
Republic of Germany received a tranche of 1.4 billion Dollars by 1952, as aid for 
reconstruction. In contrast to other European countries, this was not in the form of 
a grant though, but rather as a loan. This alleged discrimination served in reality to 
protect German economic interests.11 In the contract, the United States insisted on 
the assurance that the repayment of the funds from the Marshall Plan should take 
priority over any other foreign debt claims. German reconstruction was not to be 
endangered by uncontrolled external demands. Unlike after the last war, the Ameri-
can superpower wanted to reserve the right to action for itself. During the Cold War, 
the Federal Republic of Germany occupied a key role in the US government’s strate-
gic planning. The stability of Western Europe depended entirely on the economic 
potential and the political reliability of Germany. In military terms, too, the Federal 
Republic found itself in a decisive position. The US government wanted to ensure 
that Germany was capable of contributing to the defence of the Western world on a 
significant scale. Against this background, from the American point of view, the 
problem of German foreign debt called for a reasonable and lasting solution. 

The predominant position as a creditor served the US government as bargaining 
leverage, so that it could push through its political and economic goals. The question 
of when and how German foreign debt should be resolved depended entirely on the 
will of the US.  America alone held the key to the solution of the problem. In funda-
mental terms, the Americans considered the debt question an international prob-
lem. In cooperation with a future German government, they hoped to find a legal 
framework for all categories of debt. In the context of an overall settlement, the post-
war obligations, i.e. the expenses incurred by Allied relief deliveries from the Euro-
pean Recovery Program, were to be regulated as well. Not just abroad, but also Ger-
man financial circles were strongly interested in solving the debt problem as soon as 
possible, especially the matter of standstill debt, because the liquidation of this was 
a critical step to the re-establishment of normal trade and financial relationships 
with other countries. 

The president of the Reconstruction Loan Corporation and later executive 
speaker of the Deutsche Bank, Hermann J.  Abs, threw in all his weight to accelerate 
this process. In September 1949, Abs delivered a keynote address at the exclusive 
Hamburg Übersee Club on the problem of German foreign debt. He stated that 
deeds, not words, should speak for themselves. This was the only way to renew the 
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trust of foreign investors, which had been utterly destroyed during the years of the 
Third Reich, because «the creditors of yesterday are the potential creditors of tomor-
row».12 As a man of finance, Abs wanted to approach the debt question pragmati-
cally, and to settle the short-term standstill and trade debts first. In his view, this was 
the essential prerequisite for the re-establishment of stable economic and financial 
relations. It was impossible to stem the huge mountain of debt from private and 
public loans of the pre-war years, as well as the obligations of the post-war years, in 
a short span of time. There were always further demands in the future to think of; 
after all, German financial capacities and means for the transfer of funds, were seri-
ously limited. Economically, a step-by-step approach made perfect sense. But the 
Americans wanted an international settlement, so as to prevent unfair treatment of 
one of the numerous creditor groups.  

In principle, the German government under Chancellor Konrad Adenauer, who 
was in power since October 1949, was ready to tackle the question of foreign debt. 
Due to the restrictive Allied jurisdiction, however, the federal government had no 
means of actively pursuing an independent course in this matter. According to the 
statute of occupation, essential state functions were still in the hands of the Allied 
powers: the USA, Great Britain and France. In spring 1950, the Allies established 
the Intergovernmental Study Group, which was to lay out «plan(s) for handling out-
standing claims against Germany (including pre-war and post-war claims…)».13 The 
work of the Study Group turned out to be more difficult than anticipated, because 
the Americans, British and French had very different ideas of which categories of 
debt should be included in a debt arrangement. The three parties involved also 
found it difficult to agree on the exact procedure as well as who should participate in 
the negotiations. 

From the start, the British had no illusions that the US would get its way in the 
end. As they saw it, a settlement of the pre-war debt would only be possible if claims 
to some of the prioritised post-war debt were relinquished. But this would be to 
America’s disadvantage. Thus, the readiness of the US to renounce its claims on 
German debt became a key issue in the settlement of German foreign debt, and at 
the same time, the instrument to see this settlement through. In contrast to Great 
Britain, which was in a precarious financial position itself, the Americans were not 
really interested in the repayment of German post-war debt. For the US, this was 
first and foremost a means of political leverage. The British succeeded, however, in 
including the expenses of Allied post-war aid in the planned debt agreement.14 To 
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ensure that international creditors could sustain their old claims successfully even 
after the end of the occupation status in Germany, the Allies demanded a declaration 
of indemnity from the federal government. In a letter dated 23 October 1950, the 
federal government, as the only legitimate German government, was asked to accept 
formally all foreign debt of the former Reich, as well as the reimbursement for the 
economic aid provided by the Allies after the war. Since West Germany accepted all 
claims made on the Third Reich, as the only legitimate successor state, East Ger-
many was not taken into account. In fixing the total sum in question, the general 
political and economic situation of the Federal Republic was taken into account, as 
were the territorial restrictions. After all, the «new» Germany only encompassed a 
part of the former Reich. The prioritization of the post-war obligations, set out in 
the  contract by the Allies, would be modified in due course, so that all parties 
involved in the debt agreement would be able to fulfil the demands specified therein. 
A declaration of indemnity on behalf of the German government was added as an 
appendix.15 

From the West German perspective, the draft proposed by the Allies was unac-
ceptable. The federal government was required to accept the liabilities of the former 
Reich in their entirety, and bind itself to this by international law; while all the Allies 
offered in return was a declaration of intent for reductions at a later date, and at their 
own discretion. After discussions, which lasted for several months, the negotiators 
managed to agree upon a final text for the declaration of indemnity. On 6 March 
1951, an exchange of notes marked the understanding between the Federal Republic 
and the three Western Allies.16 The German government had successfully pushed 
through its most important demands. These included: firstly, the recognition of the 
Federal Republic as the successor of the former Reich on an international level; sec-
ondly, the consideration of the loss of territory and other factors limiting the capaci-
ties of Germany to pay; and thirdly, the regulation of obligations from post-war eco-
nomic aid in bilateral arrangements. The Federal government was officially granted 
the right to negotiate independently in future questions of debt. Until spring 1951, 
the problem of foreign debt had been exclusively the business of the occupying 
forces. Not even other creditor nations were involved. After the settlement, this 
would change. 

The internal coordination of the Study Group now entered its last phase. In May 
1951, all efforts connected to the liquidation of German foreign debt were relegated 
to the Tripartite Commission on German Debts (TCGD). This commission was 
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responsible specifically for the preparation and negotiation of a debt settlement. Its 
task was to ensure that the basic criteria set by the Allied governments for the debt 
negotiations were upheld. The guiding principle was not to repeat the errors of the 
1920s and the 1930s.17 Furthermore, it was to be ensured that the credit standing of 
the Federal Republic was not endangered by the debt agreement. The top priority for 
the US was that Germany would be able to fulfil its duties in terms of security policy 
as effectively as possible. The guideline was the German capacity to pay, which was 
judged to be poor with respect to foreign exchange, but stronger in the long term. 
Before negotiations on pre-war obligations could begin, the British and Americans 
– the French were hardly relevant for this debate – had to agree among themselves 
to what extent the post-war liabilities to the Allies could be scaled down. As long as 
this question was not answered, there was no point in a conference on questions of 
debt. The American government proposed a general reduction of the commitments 
after the Second World War to 10 per cent. The British government was merely con-
sidering a reduction by 10 per cent. Because of serious budgetary problems, the 
British government insisted on a complete repayment of German post-war debt – 
which had arisen from aid to the defeated former enemy. The British invoked an 
agreement between the Allied powers that the settlement of state debt was classified 
as a high priority. In terms of domestic policy, it was unthinkable that Great Britain 
should waive these claims. A reduction of German debt, however, was unavoidable, 
so that private foreign debt from Germany could be repaid in some form. German 
capacity to pay was by no means sufficient to service all financial claims in an equal 
manner. 

While Great Britain, due to its tense financial situation, insisted on the repay-
ment of post-war debt, the Americans were essentially prepared to waive their 
demands entirely. Altogether, the American claims from the Marshall Plan and 
other post-war aid amounted to 3.2 billion Dollars, the British claims to 122 million 
Pounds (or 342 million Dollars). The rift between London and Washington grew as 
the American government rejected unequal scaling down on point of principle, and 
for reasons of domestic politics. The US asserted that both countries should grant a 
deduction of equal percentage.18 So as not to postpone the negotiations in London 
even further, in October 1951, the Americans finally gave in and accepted an unequal 
scaling down, to be presented to the public in a face-saving manner. Great Britain 
reduced its post-war claims by 25 per cent payable in 20 annual rates without inter-
est. The US reduced its claims of 3.2 to 1.2 billion Dollars, to be paid in 35 annual 
rates at 2.5 per cent interest. The value of Great Britain’s waiver was calculated, on 
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the basis of interest, at 40 per cent; the American waiver at 62 per cent. In Decem-
ber, the Federal Republic was informed of the provisional arrangement on post-war 
debt. The reduction agreed upon by the Allies would only come into practice, how-
ever, if all parties involved could come to an acceptable settlement also on the pre-
war duties at the London conference. Thus, the path was finally clear to begin nego-
tiations on the pre-war reparation payments. 

2. The London Negotiations19 

The debates on pre-war debt ran through several stages. They began at the end of 
June 1951 with a conference involving only the representatives of the most important 
creditor institutions and private creditors, by invitation of the TCGD.  The purpose of 
the pre-conference was to prepare for the main one, with arrangements for the indi-
vidual categories of debt between creditor and debtor. The discussions were hosted 
by the TCGD, which has received its mandate directly from the three Allied govern-
ments. Given the heterogeneous nature of pre-war debt, the diverging interests of 
the creditors and the multitude of nations involved in the negotiations, a mediating 
authority was established. It could settle disagreements and ensure a degree of fair-
ness. The claims to leadership on behalf of the British, French and American gov-
ernments arose from their prerogatives as occupying powers. The position of the 
occupying powers was further strengthened by the predominance of the US as a 
creditor in all categories of debt. As main creditors, the occupying powers could set 
out a framework and guidelines for negotiations between creditors and debtors, 
with the US assuming the leading role. 

The British delegates, at times, had their difficulties with the American domina-
tion of the conference, who had no inhibitions about pushing their claims home 
against weaker partners. So as not to drive the total sum of obligations to astronomic 
heights, all expenses incurred during the war were exempt from discussion. The 
cut-off date was set at 1 September 1939. This excluded all clearing debt. Since the 
1930s, German foreign trade was financed not directly, but through various clearing 
points. Credit and debit were offset against each other at regular intervals. This pro-
cedure meant that certain amounts of already scarce foreign currency could be 
saved. Actual payment in currency was due only if the accounts were out of balance. 
In order to save valuable foreign currency, the Reich refused to accommodate any 
claims arising from trade-in goods. Occupied states such as the Netherlands did not 
receive any reimbursement for their shipments of supplies to Germany, and were 
thus effectively exploited. Enormous amounts of debt were incurred in this way. The 
liquidation of this particular kind of clearing debt was expressly excluded from the 
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London Debt Agreement. The Netherlands, which had suffered severely from eco-
nomic exploitation at the hands of the Nazi regime, protested vigorously – but with-
out success.20 In December 1951, the TCGD issued a document outlining the proce-
dures for the conference to the involved parties.21 Three stages of negotiation were 
set out for the main conference: a plenary meeting as the central body, a smaller 
steering committee to prepare important decisions, including specific expert panels 
for the different categories of debt. In addition, there was a creditors committee as 
the main representative for all creditors and the TCGD itself as the highest admin-
istrative entity. Aside from this, there was a large number of delegates from the 
participating creditor nations. The German delegation, led by Hermann J.  Abs, 
spoke for the debtor.22 

On 28 February 1952, the conference began at Lancaster House in London. 
Three hundred delegates from over thirty countries took part in the opening ses-
sion. Apart from the three occupying powers, the most important creditor nations 
were Switzerland, Belgium, the Netherlands and Sweden. In his introductory 
speech, the board chairman of the TCGD, the Englishman Sir George Rendel, 
emphasised the absolute priority of the commitments made to the Allies after 
the Second World War. Repayment of this debt would be modified if a fair settle-
ment  could be reached on pre-war obligations, which would satisfy all countries 
involved.23 

After this, the head of the German delegation, Hermann J.  Abs, held a program-
matic speech. He explained how he regarded the settlement of foreign debt as a 
crucial step for the Federal Republic to return to the community of nations and the 
free world. The creditors had to realise, Abs requested, that Germany was subject to 
a whole range of financial demands, and had only limited capacity for transfers. 
Indirectly, he asked the creditor nations to improve the situation of German cur-
rency by liberalising their policies on trade. The funds for repayment of debt should 
come from real surplus of trade. Abs pointed out that the German capacity to pay 
was severely restricted due to territorial losses, the aftermath of war, the cost of sus-
taining Berlin, future expenditure for defence, and the general, war-induced destruc-
tion of economic infrastructure. All of these factors had to be given due considera-
tion in the negotiations.24 The actual negotiations between creditors and debtors 
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took place in four expert committees formed for this purpose. The number of 
experts in each committee was fixed at a maximum of seven. Panel A was responsi-
ble for the debts of the Reich and other public institutions. This central committee 
dealt with the major foreign loans of the Weimar Republic. Panel B dealt with indus-
trial loans, Panel C with standstill debts, short-term inter-bank loans and Panel D 
with trade duties and other liabilities. Contrary to what the creditors had anticipated, 
the German delegation did not make a specific offer at the beginning of the negoti-
ations, but contented itself with sounding out the expectations of the respective 
groups of creditors. This caused a certain level of discontent among them. In order 
to prevent the atmosphere from deteriorating further, Abs promised to present a 
concrete offer after the Easter break. 

The situation for Germany was very difficult indeed, because at the same time as 
the London conference, restitution payments to Israel were being discussed in Den 
Haag. The creditors knew this, but they were not prepared to accept modifications 
to their own demands due to any obligations to Israel.25 On 20 May 1952, Abs pre-
sented a first proposal on debt settlement to the members of the TCGD, which could 
hardly be taken as a serious offer due to the small scale of the sums in question.

For the entire (!) complex of debt discussed in London, Abs suggested a maxi-
mum annual contribution of 500 million DM – ca. 125 million Dollars – in the first 
years, and 580 million DM after that. With these figures, how could Germany expect 
to pay its pre-war obligations of 15,7 billion DM? 

Abs indulged in extensive deliberations, which shocked the members of the 
TCGD.  For the debt of the Reich and the former state of Prussia taken on by the 
Federal Republic, there was to be a cut in capital of 40 per cent, due to the loss of 
territory. The German delegation claimed a further reduction of 10 per cent because 
of the general impoverishment of the country in the aftermath of war. In order to 
justify this cut of capital by 50 per cent, Abs pointed to the Allied statement of 23 
October 1950. There the Allies had assured the German government that the gen-
eral political and economic situation of the Federal Republic would be taken into 
account, especially the reduction in territory, when agreeing on a settlement of debt. 
In addition to this, all outstanding interest was to be annulled and the current inter-
est decreased to roughly 3 per cent. Germany would be granted a period of recovery 
before the repayment of debt would begin. The claims in capital would be redeemed 
with 2 per cent over a period of 35–37 years. With these and further reductions, the 
total sum to be repaid came to 4.6 billion DM.26 
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The creditors stated with unmistakable clarity before the TCGD that they would 
not accept this offer as a basis for discussion. The negotiations threatened to fall 
apart before they had even begun. On 30 May 1952, the creditors issued their official 
response. They claimed, quite openly, that rebuilding Germany’s credit standing on 
this basis was impossible. The creditors set out four conditions if talks were to con-
tinue: first, that the German capacity for raising funds, and not the temporarily 
restricted capacity for transfer, should be the basis of further discussion. Secondly, 
the creditors demanded a significant increase in the total sum of the offer. Thirdly, 
instead of one general offer, there were to be separate offers for each category of 
debt. Fourthly, Germany would not be entitled to set any conditions on trade policy 
or future reparation payments herself.27 

After the creditor nations had spoken, one of those decisive moments came 
which determine the success or failure of a historic event. Hermann J.  Abs rose and 
spoke extemporaneously, both rationally and emotionally at the same time, which 
left a profound impression on the creditors. He began with the rhetorical question 
of whether the creditors were really aware of the situation in which the Federal 
Republic happened to be at that moment. He enumerated the division of the terri-
tory of the former Reich, the economic and social consequences of the lost war, 
millions of refugees, the obliteration of assets, savings and more. In spite of this, 
Abs expressed his confidence that with the goodwill of all involved, they could find a 
solution which would just satisfy the creditors, and which the debtor could manage 
to shoulder.28 

Abs understood the disappointment and the objections of the creditors, but he 
was irritated by their unwillingness to compromise. No one would derive any ben-
efit should the London discussions disintegrate. As the conference had until then 
been rather unsatisfactory, the strategy of negotiation changed. Rather than in the 
plenum, now it was Abs himself who debated quite informally possible solutions 
with the representatives of the most important creditors. First, the focus was on 
the major foreign loans from the days of the Reich. It made sense to start with 
them, since the major part of German foreign debt came from the Dawes and the 
Young Plan. The solutions found in this category of debt could be applied, at 
least  partially, to industrial loans and other liabilities. The answer to the «gold 
clause» problem served as a model for other issues. Included in the Young Loan of 
1930 was a gold clause for insurance purposes, as was the case in many other 
industrial loans, for instance. The Englishman Sir Otto Niemeyer and the Ameri-
can James Grafton Rogers led the negotiations for the creditors of the Reich loans. 
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They proposed an offer to Abs, which left the capital untouched and achieved the 
necessary reduction of the total sum solely by the adjustment of interest. They 
distinguished between current interest for the future and accumulated interest 
from earlier years. The creditors suggested lowering the current interest from 7 to 
5 per cent for the Dawes Loan, and from 5.5 to 4.5 per cent for the Young Loan. The 
outstanding interest was to be consolidated, capitalized with an interest rate yet to 
be agreed upon, and paid back after several years at a rate of 1 per cent. One third 
of the outstanding interest with a shadow quote was to be put off until a German 
reunification.

Abs accepted this proposal in principle, even though it was significantly more 
expensive than the German offer and structured in an entirely different manner. For 
the creditors, a cut in capital was out of the question. Abs acknowledged this; but as 
for the interest rate, the last word was not yet spoken. Abs was cautiously optimistic 
that they could reach an agreement on this basis if they could solve the problem of 
the gold clause. Since 1933, America had not signed treaties with a gold clause. The 
Young Loan had one, though, as a protective measure against losses in currency, 
which was valid equally for periods of peace and war. In the 1920s and the 1930s, 
nearly all international currencies had decreased considerably in value, with the 
exception of the US Dollar and the Swiss Franc.

At the pre-conference, the participants already discussed whether the gold clause 
should be replaced by a Dollar clause, which meant a loss of 30–40 per cent. Many 
creditors felt that this was a satisfactory response to the German demand to take into 
account the loss of territory. In November 1951, the TCGD had already internally 
agreed to implement the gold clause. This resulted in a certain disadvantage for the 
American loan issuers, as they would be reimbursed only at face value. All other 
creditor groups were notably revalued – with the exception of the Swiss. Rogers 
made it unmistakably clear that the American creditors felt that this approach was 
discriminating and they rejected it categorically. Once more, the talks threatened to 
fall apart. But this time, it was not because of the German debtors, but because the 
creditors were squabbling amongst themselves. In the question of the gold clause, 
the parties had reached a stalemate. With no amelioration for the claims of the 
American loan creditors, there would be no debt settlement at all. Only after a long 
back and forth, it was agreed that the American creditors should receive a moder-
ately higher interest rate.29 

The head of the German delegation, Abs, could live quite happily with the 
arrangements made in Panel A – even though they were a far cry from the original 
German propositions for the liquidation of old debt from the Reich. Nor had the 
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creditors met the Germans halfway on the fixation of the interest rates, as the dele-
gates from the Federal Republic had hoped. In the end, the modest reduction of the 
current interest, as suggested by the creditors, was maintained. The outstanding 
interest from the years 1945 until 1949 was postponed and subjected to a shadow 
quote. Not until a future reunification would the Federal Republic issue new debt 
securities with a duration of twenty years at 3 per cent interest. When this became a 
reality in 1990, the outstanding commitments amounted to an easier manageable 
250 million DM.  The very last payment was due on 3 October 2010. 

In London, Hermann J.  Abs had only one goal: at the end of the negotiations, 
there had to be a working debt agreement, even if Germany had to make conces-
sions. In contrast to some members of his delegation, the financier Abs always saw 
the big picture. Only by regulating foreign liabilities would the Federal Republic be 
able to access the international capital market, absolutely vital for its economic 
development and recovery. Under the circumstances of 1952, a better result could 
not have been achieved – even if the critical voices in Germany did not want to accept 
this. The influential daily Frankfurter Allgemeine Zeitung went so far as to speak of a 
victory of the foreign creditors, whose original expectations had allegedly been 
exceeded. 

In Panel B, discussions centred on the fixation of interest rates and the duration 
of defaulting industrial loans. Initially, after they had accepted the Dollar clause, the 
creditors of German industrial loans were not at all prepared to make compromises 
with their debtor. They argued not incorrectly that the German industry was recov-
ering rapidly. Abs countered by indicating the losses incurred by the currency 
reform, heavy taxation and other charges. After long debates, the creditors waived a 
third of the incurred interest. The other two thirds were added onto the existing 
capital. The current interest was reduced, until its final deadline, to three quarters of 
the original contractually agreed interest, with a margin between 6 and 4 per cent. 
The duration extended to at least ten years, and to a maximum of twenty-five in 
exceptional cases. Just as with the loans from the former Reich, repayment would 
commence after a period of five years. 

Negotiations in Panel D were more complicated. There, debt obligations from 
the movement of goods, services and private capital were treated with a variety of 
other, highly heterogeneous demands. Altogether, the claims amounted to 1.2 bil-
lion DM.  Because of the tremendous number of debt obligations, it was impossible 
to reach an agreement on a lowering of interest rates. But a gradation of payment 
deadlines was arranged, with a duration from ten to seventeen years. Discussions in 
Panel C were professional and relaxed. Long before the conference, the question of 
standstill debt had already been settled. The US had opposed an earlier treatment of 
this debt category, even though this would have made sense economically. At the 
end of July 1952, the informal negotiations in all four panels were complete. The 
TCGD had hardly become involved in the discussions at all. A final report brought 
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together the recommendations agreed upon in the panels, along with mandatory 
guidelines.30

3. The Agreement

Before the London Conference, all three Allied powers had decided to outline the 
rules set out in the Panels A-D, as well as the bilateral treaties on the settlement of 
post-war debt, in an international agreement. This was to guarantee German com-
mitment to the repayment of debt. Creditors from states which did not sign the 
London Debt Agreement were not entitled to any form of reimbursement. A com-
mittee of the TCGD established especially for this purpose worked out a specific 
agreement. At a later date, the members of the German delegation would be asked 
for their views and their input. It was not intended that other creditor nations should 
participate in this particular process. However, key creditors such as Switzerland, 
the Netherlands, Belgium and Sweden were to be informed of developments on a 
regular basis. Only the parliaments of the occupying forces and Germany were to 
participate as part of the ratification procedures. The debt agreement was supposed 
to come into force, once signed, without major delay. The international agreement 
was based on the final report of the main conference, and comprised three sections: 
a historical review, the arrangements made in the Panels A-D, as well as a range of 
general recommendations for the practical implementation of the debt settlement.

One important aspect from the German point of view was a safeguard for money 
transfers. Based on their experiences of the 1920s, Germany insisted on a clause for 
the safeguard of transfers in order to pre-empt difficulties in the transfer of sums 
beyond its control. The deciding factor was not to be the capacities of the individual 
debtors to provide funds, but instead the capability of the Federal Republic to trans-
fer money abroad. Since the young nation hardly held any currency reserves, Ger-
many additionally stated that only money from trade surplus could be transferred. 
The creditors, it was hoped, would strengthen the German position in international 
currency exchange by liberalising their trade policies. Credit-based financing, as 
practised in the 1920s, was out of the question.31 

Only with serious effort, and against the resistance of the TCGD, did Germany 
manage to include a clause for the safeguard of transfers in the final report. The 
TCGD was, as a point of principle, against so-called escape clauses. At the last ses-
sion of the conference on 8 August 1952, Abs mentioned once more very clearly that 
his country could only fulfil the contractual debt obligations if no further demands 
were made upon Germany by other powers. He was referring to reparation claims. 
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Abs regarded this condition as indispensable for the international agreement. He 
was, nonetheless, generally content with the result of the London negotiations, in 
spite of certain concessions from the German side. His focus was not so much on 
the total sum of the liabilities, but on the extension of the payment deadlines and the 
reduction of interest. 

Following the arrangements of the main conference, for the five years after the 
settlement was signed, the Federal Republic would be required to pay an annual 
sum of 576 million DM. After this period, the amount would increase to 750 million 
DM. After those five years, 391 million resp. 550 million DM of the total sum would 
be guaranteed by the German government. The remainder was made up of private 
pre-war debt. The reimbursement began, strictly speaking, five years after the agree-
ment came into effect, i.e. in 1958.

Abs was very happy that the original German pre-war debt of 13.5 billion DM – 
without the gold factor, 9.6 billion DM – had been reduced to 7.3 billion. This was 
equivalent to a reduction of 46 per cent. Not adding in the gold factor, it still 
amounted to 25 per cent. The debt settlement was reached not by means of a cut of 
capital, but by the reduction and consolidation of outstanding interest, the decrease 
of current interest rates, the waiver of compound interest, and the extension of pay-
ment deadlines. Abs felt certain that the agreement was practicable. With this 
assessment, courageous at the time, he was to be proven right. Even though negoti-
ations came to take place in a friendly and cooperative atmosphere, we must not 
forget that the Federal Republic was significantly handicapped in its independent 
course of action, since its sovereignty as a state was still very limited. The London 
Debt Agreement was a vital step for Germany to reacquire its sovereignty. 

In mid-September 1952, talks on an international agreement began in London. 
These were considerably more complicated and took far longer than originally 
expected. The German representatives were not happy with several points in the 
draft proposed by the TCGD.  For instance, the TCGD was vehemently opposed to 
the inclusion of a transfer safeguard clause in the treaty. Instead, there was to be a 
vague clause on possible consultation, which was decidedly not enough for the Ger-
man side.32 Drawing on their lessons from history, it is understandable that the 
Germans wanted to insure themselves against any payment difficulties in future, 
especially if these were subject to factors beyond their control. 

After controversial discussions, the parties reached a compromise. It was agreed 
that the consultation clause in the treaty would refer specifically to the transfer 
clause in the final report, thus ensuring a safeguard for future financial transactions. 
In addition, it was granted that in case of a default, a panel of international experts 
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would be called upon to find a solution. The most difficult aspect of these talks, 
however, were the differences on Article V, which concerned claims not covered by 
the Debt Agreement. Generally speaking, this involved reparation payments in the 
widest sense. Demands of this kind, such as the clearing of debts incurred in the 
territories occupied during the war, had not been discussed at the London confer-
ence. Both the TCGD and the German delegation agreed that this was the way it 
should remain. Abs had repeatedly made the point that debt and reparation pay-
ments were two different issues and essentially irreconcilable. 

In mid-January 1953, talks on the international agreement were resumed. Before 
Christmas, the TCGD had sent their draft of the treaty to more than 60 creditor 
nations asking for comments. Only few countries made use of this offer, however. 
The TCGD invited the creditor nations of Switzerland, Sweden, Belgium, the Neth-
erlands, Canada, Denmark, Norway, Yugoslavia and Italy to London for a «minor 
international conference», as it was called. The idea was to keep the debate as brief 
as possible, which gave the impression of a token event. The arrangements for Ger-
man pre-war debt had already been made beforehand by an exclusive circle repre-
senting British and American creditors. This was an opportunity for the delegates 
from smaller creditor nations to speak, since previously, they had hardly had any 
opportunity. 

The organisers of this smaller conference did not anticipate a major need for 
discussion. But they were proven wrong, since the Netherlands expressed grave 
doubts on Article V of the international agreement. Paragraph two of Article V stated 
that all claims resulting from the Second World War should be deferred until a final 
settlement of the reparation payments. In essence, this meant that all related 
claims – including clearing debt – would be shelved until a final peace treaty.33 The 
Dutch delegates were concerned that the Debt Agreement should be restricted to 
monetary questions. Political problems of this dimension had no place in a purely 
financial settlement.34 In spite of strong criticism from the Dutch side, the TCGD 
was not prepared to change Article V. Consequently, the Dutch delegates refused to 
ratify it. Not until many years later did the Netherlands join the agreement in order 
to obtain reimbursement for their creditors.35 

Article V Paragraph 2 of the London Debt Agreement remained in the public 
focus even after the papers were signed. Abs in particular insisted that Article V was 
a protective measure against reparation claims of any kind, and should not be 
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modified. No one should be allowed to sabotage the fulfilment of the obligations in 
the settlement. On 27 February 1953, the London Debt Agreement was signed at 
Londonderry House by 21 states. Seventy Western or neutral countries had been 
originally invited. But the option remained to join the agreement at a later date. Sev-
eral nations, such as the Netherlands, Austria, Israel, Argentina, Australia, etc. made 
use of this option in later years, since this was the only chance for creditors from 
these countries to redeem their claims.36  

The London Debt Agreement was a large-scale project to regulate German for-
eign debt. The final document contained 38 articles. The final report from the con-
ference was added to this, as well as the arrangements from the panels A-D along 
with other relevant information. These included bilateral contracts regulating post-
war obligations to the Allied powers.37 The settlement came into effect once France, 
Great Britain, the US and Germany had placed the ratification treaty in the hands of 
the British government. While the ratification process ran smoothly in France, Great 
Britain and Germany, with the exception of minor hitches, it was the US, of all par-
ticipating countries, which encountered serious difficulties at the last minute. The 
Democratic Senator Guy Gilette from Iowa and his party friends denied the federal 
government the right to renounce German expenses from post-war aid, amounting 
to 2 billion Dollars, at the expense of the American taxpayer. Gilette’s intention was 
to help private investors to get their dues, who had bought loans from the Reich in 
the pre-war period at their own personal risk. Arguably, this money even helped the 
National Socialists rise to power. This allegation had already been used in the 1940s 
by British socialists. As the name «Morgenthau» was mentioned more than once, 
certain US senators gave the impression of still being stuck in the year 1945. It was 
common knowledge that former Minister of Finance Henry Morgenthau stood for a 
policy of revenge against the former enemy, Germany. The country was to be perma-
nently crippled, both financially and industrially. To be sure, Morgenthau’s policy, if 
put into practice, would have driven Germany into the arms of the Soviets. The 
Republican senator Alexander Wiley from Wisconsin, President of the Committee 
on Foreign Relations, brought these arguments forward. He advocated a prompt 
ratification of the London Debt Agreement, which he defended against vicious criti-
cism from Senator Gilette. The contributions of Senator Gilette and his supporters 
testify to a grave ignorance of the political and economic situation in Europe. 

The proponents of the Debt Agreement, on the other hand, based their argu-
ments on the current state of world affairs, and the geo-strategic interests of the 
United States. In this context, Germany, as a front-line state against the Eastern bloc, 
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was of crucial importance. It was in the interest of the defence of the entire Western 
world that Germany should be given all possible support for economic reconstruc-
tion. In contrast to the arguments of Senator Gilette, Senator Alexander Wiley felt 
strongly that the burden resulting from the German financial collapse after the war 
should be distributed evenly onto the shoulders of a large number of taxpayers, 
rather than making individual pre-war creditors suffer. Allowing a serious reduction 
of the private pre-war debt would mean that German credit standing, i.e. German 
access to the international capital market, could not be restored. If the Federal 
Republic had no means to cover its own expenses in the near future, the US would 
have to continue to pump huge funds into the German economy. This was a political 
necessity against the backdrop of the Cold War. The American state would have to 
provide for this financial aid, so the American taxpayer would have to bear a much 
heavier burden in this scenario than if German post-war debt were reduced. 

It appears that Senator Wiley’s arguments proved to be more convincing, on the 
whole. 46 senators voted for the ratification, while only 16 voted against it. However, 
39 senators abstained.38 Once the three occupying powers and the Federal Republic 
had concluded their ratification procedures, the London Debt Agreement came into 
effect on 16 September 1953. 

4. Further Developments

The implementation of the debt agreement ran much more smoothly than expected. 
The financial concerns that had been nervously anticipated did not materialise. 
From the mid-1950s on, the German balance of payment evolved very positively 
indeed. The London Debt Agreement strengthened the German borrowing capacity 
significantly. Fresh capital flowed into the country at low interest rates, which bene-
fited the German economy immensely. The standstill debts were liquidated by late 
1954; and by 1960, more than a third of the pre-war debt was repaid as well. The 
post-war obligations were redeemed by 1966. In the light of this positive develop-
ment, German critics of the agreement fell increasingly silent. The «victory of for-
eign creditors»,39 which the influential Frankfurter Allgemeine  Zeitung had trum-
peted in August 1952, proved to be, in fact, a windfall for Germany. Now, quite the 
contrary to what the FAZ had claimed, voices were heard abroad demanding a revi-
sion of a settlement that was supposedly too advantageous for the German side. 
Over the next few decades, the London Debt Agreement disappeared from public 
awareness in Germany, because the Federal Republic developed into one of the most 
stable economies in the world, and a debt crisis seemed a very remote danger. In the 
end, only financial experts remembered it. Hermann J.  Abs regarded the fact that 
the regulation of German foreign debt took place so seamlessly and silently as his 
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personal achievement as a negotiator – and he was right. It was a decided improve-
ment over the extensive public unrest about the reparations payments after the First 
World War.40 

Since the 1990s, the almost-forgotten agreement has been brought to public 
attention in Germany once more. The last segment of debt, which had been post-
poned at the signing of the Debt Agreement in 1953, was due at the reunification of 
the two German states. These were arrears of interest from the post-war period 
(Schattenquote), which had to be paid within twenty years. Thus, after decades, the 
London Debt Agreement made the headlines once more, and attracted considerable 
public attention. 

NGOs such as Germanwatch and erlassjahr.de hailed the London Debt Agreement 
as a model for solving current debt crises. Back in the 1990s, the focus was on the 
debt crises of the Third World. Religious and secular One-World-Initiatives called on 
the German government and private banks to remit the larger part of their financial 
claims in developing countries. The funds originally designated for the repayment 
of debt could then be used to strengthen the individual countries’ economy, for edu-
cation, and to combat the misery and poverty of their populations. 

In their arguments, the proponents of a debt cut for the Third World habitually 
refer to the fact that in the early 1950s, the newly-founded Federal Republic was 
never required to pay more than 5 per cent of its proceeds from export for the 
redemption of debt. In contrast, the countries of the Third World are obliged to 
invest 20–30 per cent of their export proceeds to repay dubious credit loans, which 
had been granted them all too easily and with no constructive aims in mind. Thus, 
the lending countries and institutions of the First World, such as the World Bank 
and the IMF, were accorded partial responsibility for the severe indebtedness of the 
developing countries. At the same time, this would justify and enable a remission of 
debt, if only there was serious political intention to do so.41 

For the sixtieth anniversary of the London Debt Agreement in 2013, many publi-
cations of well-meaning debt critics appeared, both in the press and online, calling 
for fairer financial relations between the wealthy countries of the North and the 
poorer ones of the South.42 One of the figures who inspired these articles was Jürgen 
Kaiser, the political coordinator of the network schuldenerlass.de. For more than a 
decade now, Kaiser praised the ‹extraordinarily humane conditions› of the London 
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Agreement as an example for debt relief in the Southern nations; and also as a coun-
ter-model to the ‹conduct of the Parisian Club›. His anniversary essay, offered on the 
internet as a free download, contains a range of material for the organization of 
campaigns. Apart from posters and flyers, there is even information for church ser-
vices.43 

Kaiser’s writings are published in English as well as in German. The federation 
erlassjahr.de-Entwicklung braucht Entschuldung [Development Needs Debt Relief ] 
combines roughly 700 organisations, including regional churches and dioceses. 
The federation erlassjahr.de is part of a world-wide network of over 50 similar cam-
paigns and unions. Critics have met the arguments of Kaiser and his fellow cam-
paigners with a degree of scepticism. Certain renowned economists have estimated 
that the Highly Indebted Poor Countries (HIPC) receive transfers from international 
organisations which are higher than the sums those countries invest in debt redemp-
tion. Besides, the critics claim, one cannot simply compare the indebtedness in the 
Third World with German foreign debt after the Second World War. In contrast to 
developing countries, Germany was an important industrial nation already before 
the war, which was absolutely indispensable for the world economy, and, more spe-
cifically, for the economic recovery of Europe. It was therefore in the interest of all 
European states that Germany should once more be able to assume its role as the 
motor of the European economy. In the strategic considerations of the US at the 
time, Germany occupied a key position. In the 1950s, German economic power had 
to be rebuilt as quickly as possible, because without a strong Germany, it would be 
impossible to defend Western Europe against the Communist Eastern bloc. Due to 
its strategic relevance, Germany held a rather strong negotiating position, in spite of 
its temporary weakness. The countries of the Third and Fourth World are in an 
entirely different situation, standing in no comparison to the situation of the Federal 
Republic in the 1950s. In terms of global politics or world economy, they are not in 
a position of similar significance.44 

It is also problematic to ascribe «extraordinarily humane conditions» to the Lon-
don Debt Agreement. «London 1953» was no more and no less than a rational, real-
istic balancing of interests between German debtors and international creditors. It 
had nothing at all to do with starry-eyed idealism. The suggestion occasionally made 
by the One-World-activists, that developing countries should be exempt from repay-
ing so-called «odious debts» in their entirety, stands in no connection whatsoever to 
the purpose and content of the London Debt Agreement.



523

JM
EH

 1
5 

/ 2
01

7 
/ 4

The London Debt Agreement of 1953 and Later Debt Crises

	 45	 F.  Hütz-Adams, «Argentinien in der Schuldenk-
rise. Alles schon mal dagewesen: Die Entschul-
dung Westdeutschlands durch das Londoner 
Schuldenabkommen», 2003, http://members.
aon.at/goedheinz/GOD_Deutsch/Archiv/Krieg. 

	 46	 Deutsche Welle, Sept. 22, 2011, http://www.dw.de/
als -griechenland-deutsche-schulden-halbierte/.

	 47	 E.  Toussaint, «Griechenland – Deutschland: Wer 

schuldet wem? Zum Londoner Schulden-Abkom-
men von 1953», Oct. 12, 2012, http://www.juer-
gen-klute.eu/de/article476.

	 48	 The Telegraph, Feb. 12, 2012, «Germany’s Carthag-
inian terms for Greece».

The Agreement was not only offered as a model for the debt problem in the 
developing world, but also, on more than one occasion, for the governmental debt 
crises which have been occurring more and more frequently since the 1980s.45 This 
was especially true for the debt crisis caused by the collapse of the Lehman Brothers 
in September 2008. Since 2010, some Euro-currency-countries such as Ireland, 
Portugal, Spain and Greece were sucked into the maelstrom as well. In spite of 
financial aid from other Euro-nations, Greece was on the brink of financial ruin in 
2011. The relief packages for Greece were, however, always tied to strict conditions 
to implement structural reforms. For the Greek population, this brought serious 
hardship. In the negotiations with the nations in crisis, Chancellor Angela Merkel 
and Finance Minister Wolfgang Schäuble showed no willingness to compromise, 
and demanded incisive reforms as a precondition for further aid. Erlassjahr.de and 
other debt initiatives criticised the strict policy of the German government. They 
asked the German government to remember the lessons learned from the London 
Debt Agreement, and to cancel a significant portion of the Greek debt in closely-su-
pervised insolvency proceedings.46 

The activist Eric Toussaint from the Belgian network CADTM (Comité pour 
l’Annulation de la Dette du Tiers Monde) contrasted the advantageous conditions 
for Germany in the London Agreement of 1953 with the debt relief for Greece in 
March 2012, which was, in his view, entirely insufficient, unjust and socially dam-
aging. Toussaint argued that contrary to the London Agreement, the economic and 
social conditions of the debt plan for Greece made no contribution whatsoever to 
the economic recovery of the country.47 The uncompromising attitude of the Ger-
man government was criticised in the foreign press as well.48 In this context, it was 
often mentioned that the Federal Republic had been relieved of a substantial por-
tion of its debt in the Agreement of 1953. Greece had been one of the signatories in 
that year. One should take into account that the Federal Republic settled its debts in 
full. There was no capital reduction (haircut), which the creditors rejected on point 
of principle. The total debt was reduced exclusively by modifying interest rates and 
loan periods.

Economic historian Albrecht Ritschl criticised «the brevity of Germany’s collec-
tive memory. For during most of the twentieth century, the situation was radically 
different: after the First World War and again after the Second World War, Germany 
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was the world’s largest debtor, and in both cases owed its economic recovery to large-
scale debt relief».49 Ritschel contended that «Germany’s resurgence has only been 
possible through waiving extensive debt payments and stopping reparations to its 
World War II victims. […] The German Bankruptcies in the last century show the 
sensible thing to do now would be to have a real reduction of the debt».50 Ritschl 
called on the German government to remember its history, and to do so quickly. For 
Greece, he recommended a combination of debt reduction and reconstruction aid 
similar to the Marshall Plan.51 While on an international level the responses to 
Ritschl’s theses were usually positive, this was not the case in Germany itself. The 
influential economist Hans-Werner Sinn contradicted Ritschl in severe terms. Both 
professors embarked on a serious controversy.52 Sinn defended the staunch position 
of the German government in the European debt crisis. In his view, there was no 
alternative. A bailout is illegal by the terms of the Treaty of Maastricht, argued Sinn, 
and it made no sense economically, since this would undermine the central princi-
ples of stability in the European community. Sinn viewed Ritschl’s criticism of cur-
rent German policy as unfair, because Germany was already bearing the heaviest 
financial burden of the crisis.53 

The Institute of German Economy in Cologne also criticised the demand to grant 
Greece a large-scale remittance of debt, following the example of London 1953, so as 
to provide relief for the country and its population. Relief would be nothing more 
than an illusion, claimed the Institute, since state bankruptcy and restructuring of 
debt was always a path of trial and tribulation, which would have negative conse-
quences not only for Greece itself, but also for the other European nations, whether 
they were in crisis or not.54 In contrast to the Federal Republic of 1953, Greece no 
longer had its sovereign currency, but was part of the Eurozone. This ruled out the 
option of defusing its debt crisis by means of an inflationary policy, or by dealing in 
foreign currency. The traditional division between domestic and foreign markets no 
longer exist in Europe, so that the crisis of one country always affects the entire com-
munity. It is the worst case scenario as it even causes a domino-effect. 

In taking the London Debt Agreement of 1953 as a model for contemporary 
financial crises, one should consider the different political circumstances in each 
country. Unfortunately, this does not always happen. In the 1950s, the German state 
was intact and functional, and no longer depended on foreign aid like in the imme-
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diate post-war years. The regulation of German foreign debt following the terms of 
the London Debt Agreement served, first and foremost, to re-establish German 
credit worthiness. The situation in present-day Greece is entirely different. The 
comprehensive financial aid and debt relief given so far were not sufficient to put 
Greece back on its feet. Further structural reforms are necessary to make the Greek 
state and its banking system fit for future challenges. A one-sided haircut would not 
only make for political difficulties, but is also highly questionable when looking to 
the economic future of the country.55 State bankruptcy or the restructuring of debt 
have had long-term consequences in every case, and they must be taken into account. 
The important question is when and under what conditions the country affected by 
the «haircut» can receive fresh credit on the international financial market once its 
crisis is over. International investors have a long memory, as Herman J.  Abs already 
mentioned during the debates for the Agreement of 1953. The more extensive the 
so-called «haircut», the longer it takes for investments to trickle back into the respec-
tive country. 

On the sixtieth anniversary of the Agreement in February 2013, debate flared up 
once more as to whether it could serve as an example for the current debt crisis. 
Together with erlassjahr.de, the Friedrich-Ebert-Foundation, which is close to the 
SPD, published an essay by Jürgen Kaiser. It sketched an outline of the London 
Debt Agreement and presented it expressis verbis as a solution for contemporary debt 
crises. The Agreement is not a blueprint for situations today, Kaiser argued, but 
certainly contains elements which could be useful as answers for current and future 
economic predicaments. For instance, the overriding goal of the London Agreement 
was to rebuild the German economy. As the main creditor, the US ensured that this 
goal was achieved by means of a legally binding arrangement. A whole range of 
German obligations from the pre- and post-war periods were discussed and resolved. 
Both the debtor and the creditors were obliged, by necessity, to come to an agree-
ment. The Tripartite Commission on German Debt exerted the necessary pressure. 
Thanks to the Agreement, Germany was able to repay her debt with surplus from 
trade. The treaty foresaw a court of arbitration in case of conflict.56 

Kaiser sees these elements as exemplary for future regulations. In a number of 
radio broadcasts57 and internet blogs,58 the Debt Agreement was honoured not only 
as a cornerstone of the post-war «economic miracle» in Germany, but also recom-
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mended as a basis to overcome current debt crises. This suggestion was usually 
combined with more or less virulent criticism of the German government for its 
questionable moral stance towards Greece. Individual elements of the agreement, 
such as arbitration, could possibly make a useful contribution to current debt crises. 
In general terms, however, the London Debt Agreement is no model solution for 
present debt crises. The political and economic situation of the German Federal 
Republic in 1953 is in no way comparable to the current situation in Greece or other 
nations in crisis. The debt relief granted to Germany back then was not driven by 
generosity or moral reasons, but by rational calculation. It was in the economic, 
political and military interests of the creditor states that Germany should regain its 
economic strength. 

In the foreign press, the call to remember the London Agreement often went 
hand in hand with attacks of varying degrees of severity on Chancellor Angela 
Merkel. Time and time again, it was emphasised that the Federal Republic was 
required only to invest a modest percentage of its budget for the liquidation of debt, 
whereas the present-day debtor nations, especially Greece, were aching under the 
financial strain imposed upon them.59 The British Labour MP Michael Meacher 
used the Agreement of 1953 for a vicious attack on Merkel, accusing her policy of 
austerity «of undermining the European project, impoverishing Germany’s neigh-
bours (and export markets), and risking another worldwide economic downtown».60 
Greece called for a debt conference along the lines of London 1953 over and over 
again. The left-wing populist politician Alexis Tsipras toured Europe and the US 
with exactly this demand.61 In the end, he was unsuccessful, for the German govern-
ment opposed any efforts in this direction, no matter from which side they came. In 
December 2013, former chancellor Helmut Schmidt also proposed an EU debt con-
ference based on the London Agreement of 1953.62 

In Germany, the payments to Greece and various haircuts during the crisis were 
hotly debated and frequently opposed, at least in the public opinion. In Greece, on 
the other hand, the prevalent view was that the payments were rather low and, con-
sidering certain scores to settle from the Second World War, even insufficient. In 
April 1941, the German Wehrmacht invaded and occupied Greece. The occupation 
regime exploited the country economically. At the Reparations Conference in Paris 
in 1946, Greece was granted restitution payments, which were not adequate, how-
ever, from the Greek perspective. Aside from the material damage, there was a large 
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number of victims of specific acts of retribution from the German occupying army. 
In a bilateral agreement from 1960, the German government paid 115 million DM 
for the victims of National Socialism and the bereaved. This was now, and at the 
time, considered not to be enough. In Article V Paragraph 2 of the London Debt 
Agreement of 1953, all reparations and similar compensation was deferred until a 
final settlement, by which was meant a peace treaty. 

Instead of a peace treaty, however, the Two-Plus-Four Agreement came into 
being upon German reunification in 1990. With this, from the German perspective, 
the question of reparations was seen as solved once and for all, even though this 
issue was not expressly mentioned in the treaty. In spite of this, Greece has claimed 
reparations from Germany on several occasions since then. And during the debt 
crisis, these claims were made once more.63 The Greek government commissioned 
a panel of experts to go through documents in various Greek archives. The group of 
experts proclaimed, as a result, that Germany still owed Greece substantial sums for 
war damage. The numbers varied from 108 and 162 billion Euros.64 Notwithstand-
ing strong protests from Greece, the German government was not ready to compro-
mise. Finance Minister Wolfgang Schäuble stated that the case was closed and repa-
ration payments were out of the question. The new government in Greece under 
Tsipras, in power since January 2015, refuses to accept the German position in the 
question of wartime reparations. Greece insists on the repayment of a forced loan 
from the Second World War, which, so the Greek government argues, is not strictly 
a reparation payment, but a civil credit loan. The chances of ever receiving reim-
bursement for this loan are slight, since the German position states that with the 
Two-Plus-Four Treaty, all issues connected with reparations were definitively 
resolved. The situation is complicated, since in the case of Greece, political, eco-
nomic, legal and moral questions of a different nature are inextricably intertwined. 
In an atmosphere of mutual mistrust, it will hardly be possible to come to a lasting 
agreement acceptable to both parties. 
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From Confrontation to Cooperation: 
The London Debt Agreement of 1953 and Later Debt Crises
The London Debt Agreement of 27 February 1953 managed to solve the complex 

problem of German foreign debt of the pre- and post-war periods. The initiative for an 

international debt conference came from the Allies. But Germany also had a vested 

interest in regulating its debt, so as to be granted access to the global capital mar-

ket once more. Contrary to all prior concerns, the settlement was finalised without a 

hitch. Most of the obligations were even paid back ahead of time. Since the 1990s 

public interest in the Agreement has been reignited. It has been repeatedly pro-

posed as a solution to contemporary debt crises. At first, the London settlement 

was considered as a potential answer to debt crises in the Third World. One-World 

activists demanded that the countries in question should be relieved of a large part 

of their debt in the spirit of London 1953. It is frequently overlooked that the London 

Agreement did not specify a cut in capital for private pre-war debt, but instead a 

modification of interest and duration periods. Even in the current debt crisis, which 

originated in 2010, the London Agreement is frequently cited as a possible solution. 

The German government is often criticised in the foreign press for its uncompromis-

ing attitude on debt relief, especially towards weaker members of the Eurozone, 

and is called on to remember its recent history. When this happens, however, the 

special historic circumstances of the 1950s are usually not taken into account. 

Greece and other debtor countries, as part of the Eurozone, no longer have control 

over a national currency. The crisis of one country always impacts the community of 

the Eurozone as a whole. In light of this, it is rather misleading to take the London 

Agreement as a blueprint for the solution of contemporary debt crises. However, the 

discussion in the international press continues on whether the London Debt Agree-

ment can serve as a model in the present crisis. 
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