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The Period of instability, 1919-1923
World War I ended in November 1918, and the Treaty of Versailles was signed in 1919.  However, instability in Europe did not end.  From 1919 to 1923, political and economic instability plagued Europe.  The fundamental problem was that Germany resented the terms of the Versailles settlement and wanted them changed, while France was concerned about a resurgent Germany and so wanted to keep the Versailles settlement as harsh as possible.  
The major source of conflict was Germany’s reparations for World War I.  In 1921, the reparations were set at a phenomenally high level ($33 billion—which was 150% of the German economy that year, and therefore the equivalent of $12 trillion dollars of reparations imposed on the US today) (McKay 995).  After the first year of payments, Germany defaulted on its payments (i.e., refused to pay any more).  In response, France in 1923 occupied the Ruhr valley, the industrial heartland of Germany, and vowed to take reparations by force if necessary.  German workers in the Ruhr then went on strike, and to help the striking workers financially, the German government printed money to fund support payments.  Printing money of course led to runaway inflation—so severe that by the end of 1923, the German mark was all but worthless (by the end of 1923 the exchange rate was 4 trillion marks = $1) (Palmer and Colton 786), and Germans had to carry around suitcases full of money to make basic purchases.  Germans’ life-savings were wiped out, dissatisfaction with the government spread, and in Munich, a radical named Adolf Hitler tried to stage a coup to overthrow the government (the plot, or putsch, failed, and he was arrested and thrown in jail, but released less than a year later). 
The Period of stability: 1924-1929

The conflict over reparations had led to instability and crisis, and leaders in all countries decided to step back from the brink.  As a result, the years 1924-1929 were a time of relative peace and stability, as European leaders sought to reconcile their differences.  The dispute over reparations payments was settled by the Dawes plan in 1924.  France withdrew from the Ruhr, reparations payments were reduced, and Germany got American loans to help revive its economy.  The result was a financial merry-go-round—the U.S. lent money to Germany, which paid it to France, which then used it to repay war-time loans from the U.S.—but it did bring economic stability, and even prosperity, to Europe.  By 1929, many Europeans were economically as well off as they had been prior to World War I.
Politically, conflict over the Versailles settlement was also reduced in the 1920s.  In the Locarno treaties, singed in 1925, Germany accepted the border with France, as laid down in the Treaty of Versailles, and agreed not to use force to change its eastern borders.  In addition, at this time, Germany was allowed to join the League of Nations.  The pursuit of peace reached its peak in the Kellogg-Briand treaty, negotiated in 1928 and ultimately signed by dozens of nations from around the world.  All nations who signed the Kellogg-Briand treaty renounced the use of war; unfortunately, there was no way to enforce it.   Even within countries, democracy and liberty seemed to be gaining in strength.  The fragile Weimar Republic in Germany, the democratic government set up in Germany after World War I, seemed to slowly be gaining support from its own citizens, many of whom had at first been hostile.  True, in eastern Europe many democratic countries were turning into authoritarian regimes.  On the whole, however, developments in the late 1920s gave Europeans hope. 
The Depression

Hope turned into disaster in 1929, with the onset of the Great Depression.  In October 1929, the stock market in the United States plunged as the stock market bubble of the late 1920s burst.  The economy of the United States nosedived, and as credit dried up, American banks stopped making loans to Germany and other European countries.  The disappearance of the loans, which had helped keep the European economy floating in the 1920s, spread the economic collapse to Europe.  Germany was hit particularly hard, with some six million Germans unemployed by 1933.  (Palmer and Colton 825)
Different countries responded in different ways.  Britain responded with “orthodox” policies—maintain economic stability by balancing the budget (that is, by raising taxes and cutting spending).  The results were not inspiring—unemployment remained high, and economic recovery was slow.  Other countries tried policies somewhat like those advocated by British economist John Maynard Keynes.  Keynes argued that if the economy was in a slump, the government could encourage economic recovery by significantly increasing spending.  This would pump more money into the economy, increase consumers’ purchasing power, and lead to a revival of business.  In the United States, Franklin Roosevelt’s New Deal did increase federal government expenses, but recovery was slow there, too, because the amounts spent were never large enough.  More successful was Scandinavia.  In Sweden, Social Democrats used large-scale public works programs (e.g., building road, bridge, buildings, etc.) and increased social welfare benefits (such as pensions, unemployment insurance, and housing subsidies) to pump money into the economy and promote economic revival.  The result was the creation of a welfare state, in which citizens paid high taxes, but received significant economic benefits (everything from health insurance to subsidized childcare) from the government in return.

One response was common to all countries: economic nationalism.  Countries around the world—from Japan to the United States to Europe—responded to economic decline by trying to exclude foreign economic competition.  Governments raised tariffs.  They imposed import quotas.  They limited how much money people could exchange for foreign currency.  The result was a destructive collapse of world trade.  While the global economy shrank 38% from 1929 to 1932 , global trade shrank 66% in the same time period.  (Palmer and Colton 802)
As we will see, both the pursuit of economic independence and a variation of the Kenyesian response was adopted in Germany after 1933, when Hitler began a massive rearmament program.  But that is a story for the next unit….
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