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R R R s - SECECERNNERRRY AR

WEDNESDAY, DROURMBER 16, 1031
"Unirep StaTes SENaTE,
Coumrirree oN FINARCE

' o * : ‘ '~"Waalving¢on,<b.0.
The committee met at 10.30 o’clock a. m., pursuant to call of the
chairman, in the committee room, Capitof, ‘Senator Reed Smoot
(chairman) presiding. - e ‘

Present: Senators Smoot, Watson, Reed, Shortridge, Couzens,
Keyes, Bingham, La Follette, Thomas of iddw, Jones, Metcalf,
Harrison, King, éﬁorﬁo, Walsh of Massachusetts, Barkley, Cotinally,
Gore, Costigan, and Hull. -~ -~ S

The CuairMAN. The committee will be in.order. We will hear
Under Secretary Mills. As I stated, each Senator will find a copy.
of the joint resolution on his desk.- (ﬁquse Joint Resolution No. 147
is here printed in full, as follows:) = - |

{House Joint Resolution 147, Seventy-second Congress, ’ﬂm sesslon)

JOINT RESOLUTION '1‘6 anthorisa the post) t of smounts payable to the United States feom
‘Jou'ﬁ"? f%emmonu during the fiscal year lmwm repayment over & 10-yeer period

Resolved by the Senate and Howse of Representatives of the Uniled Slotes of

1

America in eas assembled, That in the case of each of the following eoun-
tries: Austria, Belgium, Gmﬁoclovakin, Estonis, Finalnd, France, Germany,
Great Britain, Greoce, Hungary, Italy, Latvia, Lithuania, Poland, Rumanis,
and Yugoslavie, the Secretary iof the uty, with the approval of the Preal.
dent, is authorized to make, on behalf of the United States, an agreement with
the government of such 'couitry to Jpoatpone the %ayment of any amount payable
during the fiscal year peginning July 1, 1931, | {lsuoh country to the United
States In respect of its bonded indebtedness to the United States, except that
in the case of Germany the agroement shall relate only to amounts &aya.ble by
Germany to the United States during such fiscal year in respect of the costs of
the Army of Qocupation. - < , R o
Sec. 2. Each such sgreement on behalf of the United Btates shall provide for
the payment of the postponed amounto, with interest at the rate of 4 per centum
per annum beginnitig July 1, 1983, in ten equal annuities, the first to be paid
during the: fiscal year beginning July 1, 1938, and one during each of the nine
fiscal years following, each annuity o be payable in one or more installments.
8x0 8. No such agreement s be made with:the government of any countxy
unlegs it appears to the satisfaction of the President 'that such government has
made, or has given satisfactory assurances of willingnbss and readiness to make,
with the government of each of the other countties indebted to such count
it respect of war, relief, or tion debts, an dgreement in respest of su
debt mtmtmﬁull&l similar to the agreement authorised by this joint resolution
go be miade with the government of such creditor country on behalf of the United

tates. S P » A
- 8g¢. 4. Each a;;reement authorized by this joint resolution shall be made so
that payvments of annuities under such agreement shall, unless otherwise pro-
vided in the agreement (1) be in acoordaned with the provisions contai in
the agreement made with the government of such country under whioh the pay-
ment to be postponed is payable, and (2) be subject to the same terms and
conditions as paymenta under such original agreement. - o : 1
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8xc. 8. It is hereb g expreasly declared to bo sgainst the ?olic y of Congrens
that any of the indebtedness of foreign oountrlel to the United States nhmxld
be in any manner canceled or rodusced; and nothing in this Poiut resolution shall
be construed as indicating a contrary policy, or as implying that favorable
consideration will be given at any time to a chunsc in the poll cy ereby deolamd,

M¥. Mills, yduirhay prooded . 1.0 ¢ T e

STATEMENT OF HON‘ OGDER L. MILIS, T}lE UNDEB SECRETARY
- OF.THEB: TREASURY.

Under Secretary Mu.m. Mr. Chairman and gentlemen of the com-
mittee. I want to begin by offering {ur the record a statement made
:Iv the President of the United States on June 20, 1931. Of course,

1 of you gentlemen have read the statement. I think it may be
desirable to refresh g ur rqqollect n by, reading it. I am omitting
the names of those Senators and Representatives who at that time
had already signified their approval of the proposal. [Reading ]

'I.‘ba Americun Government the postponement duri ar of all

overnmen and relief bta. oth prin«
cipal and inte ot céum,%t ngfuding oblfm na pt 5ovemments he 8'

private parti Sub, ect to con nmtlou b greoa American ovmx~
ment pomxme a ymen the' 'lmmn govérnments to the

Ameﬁcm Govemmew o -the L xﬁu begi:‘;::ng Jng 1 next,
nemen ong on intergovern-
me:m,;fp ebts owing the important eresl e payhe sove

The pu of this ao on is to give the grt coming year to the economio
recovery of the world pnd to.hal rdF the recuperative forces already in motion
in the mted States from rotarding influences from abr

-The world-wide depression has un'wwd the countries of Eumpe more severely
than our own.  Some of these countries are feclin g to a certain extent the dm(n
ot this depreesion on national economy. The fabric of inter%overnmental debts,

mtﬂe in normal times, weighs huvil¥ in the midst of this deﬁmao on,

# variety of causes he depression such as the tall in the
price of foreign commodities and the lack of confidence in economic and politioal
stability abroad' tliexre is an abnormal movement of gold into the United States
which 18 lowe the oredit stability of many fo: countries, These and

the other difficultiea abroad diminisk buyin 'or our exports and in a
al,euur: ave the cause of our continued unemp?oymen t and continuod Jower prices
our farmers.

- 'Wise.and timely aetion nhonld contribute to relieve the pmum of these ad-
verse forceq in foreign oountries and should assist in the reestablishment of con-
fidenoe, thus forwarding politieal peace and econemic stability in the world,

“Authority of the President to l with this problem is limited, as this action
must be supported by the Con It has been assured the cordial support of
leading membera of both pa in the Sonate and the Houne, The easence
of this ax:ropodﬂon is to give tlma to t debtor governments to recover their
nation ty, Iam numﬁng to.the American people that they be wise
cmditonint eir owa interest and be good neigh

I wish to take this oconsion also %o frankl owndy mta my views upon our relutions
to German reparations and ithe debts to us by the alli msovemmento of
Eurcpe, Our Qovernment-has not been a perty to, or exe l,{iv«) oo in
detorminauon of m%?mtionm tiona, - : We purposely di_té not | cipate h:

neral reparations or iston of eolonies or property. - The repaymen
of debs dus to us from the for the advances for war and reconstruckioy
were sttilod upon & basis not contingent upon German reparations or related
thereto. Therefore, reparations is necessa wholly 4 E’uropean problem with
whioh we have .o reht on, -

- I do not approveé in any remote sense of the cancalhﬁon of the debts to us.
World oonfidence wouid not be enhaneed by such action. Novse of our debtor
nations has everr suggested: it. But ae the basis of tho settlement of these debts
was. the capaecity under normal conditions of the debtor to pay, we should be
consistent with our own g:ﬂoim and s if we take im apcount the ab-
normal {situation now existing in the world. I am sure the American people
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have no desire to atlempt to oxmﬁu surm dayond the capacity of any debtor
to pey and it Is our view, thet broad vision requives that our Govemment ahould
recognize the situation as it exists. : ' o

This course of action is entirely consistent with the polioy. which we have
hitherto pursued.. We are not involved in tho disoussion of atrictly European
problems, of which the payment of German . reparations is one. It represants
our willingnega to make a contribution to the early restoration of world pros-
perity in which our owh people have &0 deep an interest. ‘ ) ‘

I wish further to add that while this action haa no bearing on the conferente
for limitation of land armaments to be hald hext Febwuary, indsmuch as the
burden of comlmtmva ermaments has contributed to bring about this.depression,
we trust that by this evidence of our desire to assist we shall have contributed

to the good wil w:htcﬁ is 80 nocessary in the solutfon of this major question.

I now offer, Mr. Chairman, a list of the countries involved, so far
as we are concerned, in the suspension of payments, and the amounts
due to the United ,Statea[Gyvermnent from :those countries during
the fiscal year 1932 endingb une 30, 1932.

The CHAIRMAN. it may be placed in the record.

(The statement referred to 1s vprint/ed in full, as follows })

Amounts payable during the fiscal year 1932 by foreign governmenls on account of

thetr sndebtedness ,
' Country ' Principsl | Interest Total

ST, 656 |oaeeroonn $287, 856

‘vmm ”v‘w'm 7‘950.0@

8,000,000 1.ceueencnzanr -8, 000, 000

108, 012 402,380 000,372

1 &2{‘3 | g]&%

' 000,000 | 131, 520,000 | 159, 520,000

.77 o6, 000 0,080 | 1,100,080

. m,gg 87,073 69, 342

13, 200, 2,506,125 | 14,708,125

7744, 064 205, 680 260, 653

28,615 185, 080 924, 548

1,325,000 | 6,101,835 | 7,480,838

800,000 | ennrecrenns 00, 000

© 280,000 |. ...l .o 250, 000

62,344,017 | 184,222,180 | 246, 500, 503

6000000 |-.eeranenner ¢, 000, 000

es,su,mi 184, 202, 186 ! 252, 566, 803
Deo. 15, 1921, :

Senator HArRrisoN, What is the aggregate amount, Mr. Secretary?
Under Secretary MiLus. The aggregate amount is $252,000,000 and
some odd thousands of dollars. -

Senator Gorg. I want to ask Mr. Mills if he will insert into the
record at this point the joint statement signed by the President and
Premier Laval. . .

Under Secretary M. I will be very glad to do that,
 The CHAIRMAN, Do you want it read, Senator?

‘Senator Gore. Noj; just insert it. N

The CrairMaN. I suppose all of us have read it. N

Senator HarmisoN. Yes; but I think it is clearer than the Presi-
dent’s statement. : : "

Under Secretary Mirts. I think the President’s statement is very
clear, Senator. And that is one thing 1 want to emphasize.
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v

Senator Gore. In view of the conflict between the atatement jus

read and that statement, I would like to have it in the record at this§ U
point to compare it. ) ; L 8.
Senator Binguam. May I ask the Senator from Oklahoma what
the point is? Just what 18 the point at issue there?
Senator Gore. The joint statoment issued by President Hoover and§ r

Premier Laval. | ,
Senator Binauam. Yes; I understand that, but what is the point?
Senator Gore. There was an inference that there was a joint agree-

ment on the reparations and the international debt; that they con.

stitute a departure from our Folicy; and I think it should be stated

‘at this place so that the people may compare them.

The Crarrman. It may be inserted in the record. (The joint
statement referred to is here printed in full, as follows:)

Ocronen 25, 1031,

A JOINT STATEMENT BY THE PREBIDENT OF THE UNITED STATES AND THE PRESIDENT
OF THE COUNCIL OF MINIRTKHS OF FRANCE

The traditional friendship between the United States and France, the absence
of all controversy between our two Governments, a record of many events in
collaboration toward peace of the world, embracing among its recent phases the
adoption of the Kellogg-Briand pact, render it possible and opportune for the
representatives of our Governmenta to explore every aspeet of the many problems
in which we are mutually interested.

Indeed the duty of statesmen is not to overlook any means of practicel cooper-
ation for the common good. This is particularly true at a time when the world
looks for leadership in relief from a depression which reaches into countless homes
in every land. Relations of mutual confidence between governmenta have the

.most important bearing upon seeding the recovery which we seek. We have
engaged upon that mission with entire frankness, e have made real progress,

e canvassed the economic situation in the world, the trends in international
relations bearing upon it; the problems of the forthcoming conference for limi-
tation and reduction of armaments; the effect of the depression on payments under
intergovernmentsl debts; the stabilization of international exchanges and other
financial and economic subjects.

An informal and cordial disoussion has served to outline with greater precision
the nature of the groblems. It haa not been the purpose of either of us to engage
in gommitments binding our Governments, but rather, throu%h development of
fact, to enable each country to act more effectively in its own field.

It is our joint purpose that the conference for limitation of srmaments will
not fail to take advantage of the great opportunity which presents itself, and
that it will be capable of meeting what is In reality its true mission; that is, the
organization on a firm foundation of permanent peace, In so far as inter-
govemmental obligations are concerned, we recognize that prior to the expira-

fon of the Hoover year of postponement some agreement regarding them may
be necessary covering the period of businese depression as to the terms and
conditions of which the two Governments make all reservations. The initiative
in this matter should be taken at an early date by the European powers prin-
giplall fggfemed within the framework of the agreements existing prior to
uly 1, . : ‘

gur especial emphasis has been upon the more-important means through
which the efforts of our Governments could be exe toward restoration of
economic stability and confidence. Particularly we are convinced of the import-
ance of monetary stability as an essential factor in the restoration of normal
economic life in the world, in whioch the maintengnce of the gold standard in
France and the United States will serve as a major influence. .

It is our intent to continue to study methods for the maintenance of stability
in international exchanges. ,

While in the short time at our disposal it has not been possible to formulate
definite programs, we find that we view the nature of these financial and economio

roblems in the same Jight and that this understanding on our part should serve
0 pave the way for helpful action by our respective governments.
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Senator Reen, Mr. Chair.nan, would it not be better to let the
Under 8Secrotary procead with his statement without interruption,
and then afterwards propound any quistions? o o

The Cuamman. Yes. St IR

Senator Couzens. 1 want to ek this question: If thero was any
representation to the matter of 10 payments, instesd of s year's
moratorium? L ‘ S

Under Secretary Miuws, No, Senator Couzens; the original prop-
osition was to postpone the 1932 payments w 1933. And if you
visualize these payments as a ladder, what we proposed t9 do was to
lift the ladder up so that 1982 would fall in 1933. . . . .

Now, the French objected very strenuously to that procedure, and
after long negotiations it was agreed that the earlier pm;iosition
should not be used but that the postponed payments should be paid
over & 10-year period, rather than in 1033, = = o

Senator Reep. In other words, we get our money sooner as it now
stands than under the President’s original proposition?

Under Secretary MivLia.  Absolutely so. - 5 o -

Senator Couzens. Then I insist that the President’s moratorium
statement does not apply to the 10-year period. My understanding
is that the moratorium payments, if there ic an extension of pay-
ments, will be made in the following year. That is the general
underatandmg, I understood, of those who agreed with the President
at the time of the statement, - ~

Under Secretary MiLLs. Well, it is always dangerous to m{y on
your memory, but I think in all of the conversations which I bad
with Members of the Senate and of the Houss, I explained very
clearly the thing we had in mind, and I used the ladder illustration
at that time. ‘ o

Senator Couzens. It is not in the President’s statement. . -

Under Secretary MiLus. No; it is not. But the bill now before
you provides that the payments shall be made in 10 years, with
4 per cent. _ :

Senator LA FoLrLerTE, Mr. Mills, may I ask you if you have a coKy
of the telegram which was sent to the Members of Congress who
were not in Washington at that time?

Under Secretary MiLus. No: I have not, Senator.

Senator La FoLLerTE. Could you get & copy of that and put it in?

Senator Covuzens. I would like to ask Mr. Mills what is his idea
of the moratorium? _

Under Secretary MiLLs. As it stands now?

Senator CouzeNns. Assuming that the controversy with France had
not amg{en, what would be the Secretary’s idea about the 1-year mora-~
torium
. Undg?r Secretary MiLLs. If we had not had an understanding with

rance

Senator Couzkns. Supposing there was no agreement with France,
what would be the Secretar%;? idea of the 1-year moratorium?

Under Secretary MiLrs, Well, of course, when you say payments
shall not be made now, the question at once arises, when shall they
be paid? That is, 1 suggest, a matter of understanding with our
debtors. As I aaid, the idea was that the international government
payments should be pushed forward one year; that is, 1932 should be
pushed forward to 1933; 1933 should be pushed forward to 1934, and
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so on. Now, France, one of our debtor nations, disagreed with that
and insisted that all payments should be repaid over a 10-year period.
And that is the proposition which was accepted by all creditor govern-
ments who signed the London gromcol, and that is the understanding
now before the Congress of the United States. |

Senator Kiva, Mr. Mills, if I owed a private individual an obliga.
tion which matured on the 1st of January of this coming year and [
asked for a moratorium for one year, would not the general impression
be that I'would pay the debt then and not try to extend it out over &
10-year périod? o L ‘
~ Under Secretm?r Migrs. Well, I think you have got to apply the
rule of reason. If the world as & whole coyld not meet theso obliga-
tions in the year 1932, it is very obvious that you are giving them no
relief by doubling them in 1933. ' In other words, suspend the pay-
ment in 1932 to the extent of $262,000,000, and then ask them to pay
$500,000,000 in 1933 would be no relief at all. That would be a
preposterous situation. o -

enator SHORTRIDGE. Mr. Chairman, I suggest, with due respect
to the mémbers, that Mr. Mills be permitted to proceed, rather than
to engage in a cross fire of questions. ) .
¢ Semiton‘;ﬂmmsom ‘This 18 onle of the most interesting propositions
to settle, '~ e ‘ -

‘San'sgor ‘Covzens. I think thijs is' one of the important matters to
settle, and I think it should be discussed as we go along, because, as
1 uniderstand, it was the understanding of the Members of Congress
that this payment should be sus;)en‘d for one year; and I submit
there is nothing in the President’s statement which gives any other
implication. = o S E

'nder Secretary MiLrs. I just want to say on that, and I can say
with absofute certainty, Senator Couzens, with due respect, I par-
ticipated in many of the interviews which the President had with
many of the Members of both Houses who were in Washington; and
I telephoned personally to many Members of the House, and I believe
to some of the Mcembers of the Senate, and at no time was it remotely
suggested that the payments due in 1932 should be paid in 1933. I
never entertained such a notion, and no one suggested such a notion,
and I say it would have been a preposterous notion.

Senator Covzens. Mr. Secretary, if it was a preposterous situa-
tion, would it not be time enough to take it up when the time arrives?
In other words, I do not want to go into a pergonal conversation I
had with the President, but I want to say that at no time was any
guggestion ever made to me that this 1932 payment, or the payment
for that period, should be extended beyond a year. - L

Under Secretary MiLLs. Well, as a matter of fact, I think that the
matter was Erett well left open, Senator, and the only suggestion
that I ever heard made was that everything should be pushed for-
ward one year, until after the negotiations with the French, and
the 10-year proposal was agreed upon.

Senator ConnaLLy. I do not want to interrupt the Secretary, but
may I ask a question? ‘ '

Uné'er Secretary MiLrs. Certainly, Senator. '

Senator ConnaLLy. And your ides is that the whole payments
should be pushed forward one year? :

Under Secretary Mrirs. That is my ides.
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Senator ConnaLLy, And the 10 installment Fgaymnga was pro-
posed by the French, and the reason was that France did not want
to 'eoxardxze her re&umona psyments from Germany? L ‘
nder Secretary Muus. Exectly. France wanted to.maintain the
legal status of her annuities which she gets. She would not enter
into the negotiations unless that wes assured. She was absolutely
determined that the legal status of her annuities should be main-
tained, and thegv devised & method by which the legal status could
be maintained fr having the German Government pay the annuity
to the Bank for International Settlements, and that would be at once
reloaned to the German railroads. So that this year the annuity
payments are being actually made, and they are being at once re-
turned to Germany. So it is & wash transaction, and no drain on
Germany. \ : , ,

Senator ConnauLy. In that connection, while the President says
the reparations are none of our concern, do we not become involved
in those discussions between Garmany and France?

Under Secretary MiuLs. I do not think we do.

Senator ConnALLY. And have we not made our withholding de-
mand for payment conditional on France granting leeway to Ger-
many in the reparations? :

Under Secretary MiLLs. Senator, that is one of the phases I
wanted to develop in discussing this whole proposition.

Senator ConnaLLy. I beg your pardon.

Under Secretary MiLws. I think we, in order to understand the
position in which this whole proposition has brought us, we must
not_attack it solely from the standpoint of an uncollected bill, or
deal with it merely from the technical and legal standpoint of in-
tergovernmental problems, whether they be reparations, or inter-
governmental debts. If our conception of the matter was correct—
and before I get through I want to give you the situation in which
we were placed—in order to save what we thought was a world
catastrophe, it became necessary to relieve all debtors from inter-
national debts during that period, and for that reason it became im-
material whether it was war dehts, or relief debts, or relief loans,
which the British were treating as a debt, and which generally bear
5 per cent interest, and which are being paid 100 cents on the dollar.

e merged our relief debts with our war debts. The British did
not. It was found that it was immaterial as to how those debts
arose; and they arose in all manner of ways. For instance, the
Bulgarian obligations with Greece arose from the transfer of pop-
ulations long after the war. '

If the oppression of the debts was to be lifted from the backs of
those nations, then we had to find some comprehensive plan which
would include them all. And if the United States was the only
nation which was in a position to make the proposal, if we were to
take the initiative at the time, and I think we were, then the United
States, in order to propose such a formula, had to include itself and
say:

We are willing, as & contribution to saving the world credit, and saving the

world from economic disaster, we are willing to forego for the time being the
obligations that we might collect from foreign Governments during this period.

Now, gentlemen, the course of events which started, I think we can
say with reasonable definiteness, at the end of May, though, of course,
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their antecedents run away back to the World War, represent a con-
tinuous series which oculminated last Sunday when Japan went off
the gold basis. And that series is still flowing onwsrd, and the
termination of it is not in sight; but right in the center of the picture
were the German people.’ They were the principal factors in this
situation. A mation of 60,000,000 people situated in the heart of
Europe, ﬂt.riyped of their economic wealth by the war, totally devoid,
by reason of the war and the invasion which followed, of all work-
ing oapital; no fat whatsoever to live off of; suffering, as was the
reat of the world, from this profound depression, but with nothing
to fall back on. They are the people whose condition we must
study if we want to understand this picture. '

Now German economy, after the adoption of the Dawes plan, came
back with reasonable rapidity. They are a hard-working, indus-
trious, and intelligent people. They were lackit:lg, of course,
emireiy in capital. Any funds obtained from abroad are in short~
term loans and long-time credits. These short-term c¢redits could
be turned over as they fell due, and the German people belicved the
could use them, not only to finance export trade, but to finance their
industry at home. But with some 10,000,000,000 marks of short-term
loans, Germany was particularly vulnerable to his kind of depres-
sion, and particularly vulnerable once fear crept into men’s minds.

Now, in May last, the Credit-Anstalt, the principal banking insti-
tution in Austria, which controlled or owned a considerable Fer—
centage of the Austrian industries, got into such financial difficulties
that the Austrian Government hed to replace its credit and agree
to réplenish ite capital. The Credit-Anstait Bank was obli to
turn to other centers i Europe and borrow $14,000,000. Suspicion
and fear, because it has been looked upon as one of the strongest
banks in southern Europe, orept into the people. And that mistrust
and fear crept into Germany.

Now, all during the winter of 1931 German economy had been
deteriorating—slowly, but still deteriorating.

Senator WatsoN. The winter of 1930.

Under Secretary MiLLs. No; of 1931.

Senator Warson, That is, now.

- Under Secretary MiLis. In fact, nearly all of Germany’s foreign
creditors were beginning to lose faith m Germany. It had not
reached the panic stage, but withdrawals were beginning and kept
on all during the winter. In fact, Germany lost, from January 1
to July 31, no less than $850,000,000 short-term funds, which repre-
sented the capital on which German industries were being operated.

Now, then, as éarly as June 1 it was clearly evident, from the
reports which were received from abroad, that a run had begun on
Germany. It was a slow run, but it was unmistakably a run,

On June 6, by decree, the President of the German Republic im-
posed new and very severe taxes. In order to bolster up German
courage and fortitude to bear these additional burdens, and cer-
tainly for home consumption, a statement was issued at that time
that Germany had to have relief from reparations, and that the ca-
pacity of the German people to bear further burdens had definitely
reached a limit. - Whatever effect that had at home in Germany, the
effect on Germany’s foreign creditors was immediate. What had
been a slow run prior to June 6 developed into a very rapid run,
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" indeed, from June 6 on. The withdrawal of farei%n funds from

“June 1 to June. 20 resulted in a reduction of the gold and foreign:
exchange held by the Reichsbank, which formed its basic reserve, of
over 1,000,000,000 reichsmarks, or approximately $250,000,000. ‘This
represented approx.astely two-fifths of the bank’s total reserve in
gold and foreign exchange. On Friday, June 19, and Saturday,
June 20, the withdrawals were so heavy that the reserves of the
Reichshank reached ite legal minimum, and it was perfectly obvious
that unless these withdrawals should 'be arrested that either the
legal limit would have to be set aside on Monday morning, which
would have given only temporary relief, or else Germany would
have to go off the gold standard on Monday moming, which, as 1
shall later describe, would have resulted in having literally engulfed
Germeany in very serious social and economic ¢onsequences,

Now, mind you, we sat here from June 6 to the evening of Friday,
June 19, watching this run on this great Nation, which was com-
parable to a run on a great bank, with the reserves gradually being
depleted, until it was perfectly obvious by Friday and Saturday that
the end was at hand. And it was clear, after the President began, on
Fridey morning, to lay this situation before the Members of bLotu
Houses who could be reached—it was clear that each and every ma.
before whom these facts were laid had said unqualifiedly, ‘There is
only onu thing for you to do, Mr. President”’—and by noon on
Saturday he definitely decided to issue that statement, You may
remember that he had been west three days and it wes imrossible to
lay the desperate character of this situation before him until he
returned late Thursday, and he began seeing Members of Congress
by 9 o’clock on Iriday moming. :

Now, I may say that probably as early as the 12th or 13th, men
like Mr. Owen Young, Mr. Parker Gilbert, who had spent four vears
in Germany and was thoroughly fainiliar with German economy,
Governor Harrison of the Federal Reserve Bank of New York, who
has an intimate knowledge, of course, of situations of this kind, had
all reached the conclusion that something had to be done. But the
!I]’resid%nt himself did not definitely reach a conclusion until Saturday,

une 20.

Now, then; was that action justifiable? 1 am rerfectly confident
that no other action dould have been taken on June 20, and 1 am
equelly satisfied that every event that has followed has simply con-
firmed and demonstrated the wisdom and judgment used on that
occasion. For while all of the high purposes which were entertained
that Saturday afternoon have not been realized, owing to a delay, or
extensions, or some other reason not necessary to speculate uyon, at
least we did avert a major catastrophe. When the markets closed ocn
Saturday, June 20, Germany was on. the verge of collapse. When the
markets opened on Monday, June 22, the run on Germany had ceased.
How important that was to the world was at once evident by the
fact that security and commodity prices the world over raised to such
an extent that if we had only been able to hold that gain, why, this
little temporary loss of $252,000,000 would have sunk into insignifi-
cance, 8o far as the American people were concerned. But there was
a long delay. The final proposition was not accepted until July 6,
and, pending that delay, this run which had been arrested on Ger-
‘many, was resumed.



10 POBTPONEMENY . OF INTERGOVERNMENTAL DERTA

Already, three days before June 20, the Bank of England, acting
on its own initiative, because holp apparently could not come from
elsowhere had advanced $21,000,000 to Austria to as Governor Nor-
man put it, save the ship from sinking, : ,

Now, then, will you bear with me while I very briefly develop the
events subsequent to the President’s proposal? On July 12, the
German Cabinet, after an almost continuous all-night session, issued
& communique, that since there was no definite prospect of foreign
credit, the Government would guarantee the liabilities of the two
leading banks. C

On July 13 the Darmstadter und National Bank closed its doors.
The German Government guaranteed ite deposits. Those deposits
and liabilities were stated to be 1,600,000,000 reichsmarks, of which
450,000,000 reichemarks were foreign obligations, Other German
baanks hmited withdrawals to 20 per cent of deposits. The govern-
ment closed the Berlin exchanl;es.‘ - ' .

On July 14 all banks, inc udiugr savings banks, were closed in
Germany b{ government decree. 'The Budapest bourse was closed.
A 3-day’s bank holiday was declared in Hu . The Mercer
Bank of Vienna, the Banca Dacia, of Jassy, Rumania, and two
Latvian banks had failed. Banks in Danzig limited withdrawals
to & maximum of 10 per cent of deposits.

On July 15 the Reichsbank raised its rate from 7 per cent to 10
per cent, and the “Lombard’” rate from 8 per cent to 12 per cent,
and all foreign exchange transactions were brought under the con-
trol of the Reichsbank. All Danzig banks were closed until July 17.
That same day the British Government invited the principal credi-
tor ﬁovemments of the Eur(?)ean powers to attend a conference in
London on July 20. From July 20 to July 23 that conference met
in London, and they recommended that the Central Bank credit
of $100,000,000 recently granted to the Reichsbank under the auspices
of the Bank for International Settlements be renewed at maturity
for a %oriod of three months; that concerted measures should be
taken by the financial institutions in the different countries with
a view to maintaining the volume of credits they had already ex-
tended to Gérmany; and, third, that the Bank for Internaticnal
Settlements should be invited to set up without delay a committee
of representatives nominated by the governors of the Central Banks
interested to inquire into the immediate future credit needs of Ger-
many, and to study the possibilities of converting a portion of the
short-term credits into long-term credits. )

On August 18 the committee which had beeen appointed by the
Bank for International Settlements, known as the Wiggir. committee-
made its report, stating definitely its conclusions and stated that it
W88 Necessary: ) )

(1) That the existing volume of Germany’s foreign credits should
be maintained ; and o, -

(2) That part, at all events, of the capital which had been with-
drawn should be replaced from foreign sources. The committee also
urged that all the governments concerned ‘““lose no time in taking the
Decessary measures for bringing about such conditions as will allow
financial operations to bring to Germany-——and. thereby to the

.

world—sorely needed assistance.”
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Now what I 'want to point out to you is that when prime minis.
ters, foreign secretarics, and seoretaries of the tweasury met in Lons
don, presumably with their experts, they reached: the conclusion thdt
it was abdolutely essentialy if Germany was to live, that her short.
term credit position should be mainta ed; and that when the 'W,lr
gin committee experts met; & few weeks later, they: said rot o ni{
must Germeany have every {M of the short~term foregn credit avail-
able, but & part at least of the long-term oredit must be returned to
Germany if she is to live. And it 18 as a yesult of the recommenda-
tions of the London conference, of the Wiggin committes, of all
the bankers-—the great commercial bankers of this country, of Lon.
don, of Amsterdam, and France, agreed that these short-term.credits
would be meintained for a perfod of at least six moniths, and they
would  then mesat end reconsider the situstion. 'Read ._ti\e Wigpi
report. I think it is unnecessary, Mr, Chairmen, to insert in the
bearings. - It is some 12 pnﬁm lon&f ‘It i printed as an appendix
to the earinﬁa held by the House Ways and Means Committee, and
is available there..- - . -~ - oo

The Crarrman. ‘It will not take much space, and I would suggest
that lctl: !;a printed in these hearings. It is printed there: as an
fa namx . - L A v ‘-

g nder SBecretary MiLLs. It is, Mr. Chairman, - It is long enough to
interrupt the continuity of this statement. =~ - .

The Crnairman. It may be printed as an appendix, at the end of
the Under Secretary’s statement, - ‘ ' o

(The so-called Wiggin report aeppears at the end. of to-day’s
proceedings.) R g ‘

Senator WavLsr. That six months' period expires in Janaary? -

Under Secretary Mizus. In February, - g

Now I emphasize this fact-—and we have 50(:'&0 accept this fact
and this responsibility as creditors: If to live Germany had to retain
about 12,000,000,000 reichmarks of credits outstanding; if they could
not be withdrawn from Germany without producing'a collapse—and
you can not resch any other conclusion after reading the Wi%gin
report—how 'in .the name of commen sense could that nation find
$400,000,000 to be paid during this fiscal year? : :

Senator Couzens. ‘Do you mind an interruption there?

Under Secretary MirLLs, No, sir. :

Senator Couzens. 1 would ask you what would be your opinion if
Germany had gone off the gold standard, the same as England did?

Under Secretary MiLrs. I am coming to thatin a minute,

Now, I think 1t is unnecessary to review the weeks succeedin
August 18, weeks in which hope and fear alternated.” But the tren
was still unfavorable. Pressures increased. Fear prevailed, and
on September 21, with a shock to world credit such as this generation
has never seen, Great Britain was forced off the gold -standard.
Since that date, Mr. Chairman, no less than 19 nations have been
forced to abandon or restrict gold payments, and the world to-day
is obliged to transact business with all the handicaps incident to
widely fluctuating and uncertain media of exchange. So that, as I
said & few moments ago, you can begin with the difficulties nf the
Credit-Anstalt, and you can carry the story right up to last Sun-
day, and if you set it out in the form of a daily diary, you will have
& connected series of events, a continuous story starting in little
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Austria in May-and ending in far-off Japan on the 13th of December,
Could there be clearer or more conclusive ovidence of the unity of
the world, and particularly the ecomomic world? Could there be
clearer evidence that a oatastrophe to one nation must necessarily
fall, in varying degrees, on other nations of the earth? Could thers
be & more complete answer to the fallacy which still prevails in this
country that somehow we can rise supexior to the misfortunes which
{all on others, and that by complete isolation we can escape the mis-
fortunes which fall on those who have not the economic resources
which we have? : : :

Why, Mr. Chairman, we did not escape. No sooner had England
gone off the gold standard; no sooner had the inevitablo happoned;
no sooner had thoso countries which were operatinﬁ on the gold-
exchange standard—which means you do not carry the actual metal
a8 reserve, but you can carry the exchange of & country which is on
a gold basis—no sooner had: they reath' that the foreign exchsn?o
might depreciate overnight because thess countries went off the gold
standard, that the central banks that had carried their balances in
London, which, up to the night of September 20 were payable in
gold, woke up on September 21 to find that their basic reserves had

epreciated 15 per cent, & reduction which soon was increased to. 25
per cent. They began to have doubts of the stability of the credits,
and they began to revert to the carrying ofigold in their vaults.
And as they were carrying large reserves in New York for the pur-
pose of putting those reserves to work and earning something, rather
than carrying idle gold in the vaults, the central banks began to call
for pay:nent 1n dollars of gold. . -

At the same time depositors throughout the world who had seen
their sterling balances reduced by 25 per cent almost overnight by a
run on London, who had seen Germany brought to the very edge
of the abyss by a run on Berlin, began to say, as the gold started out
from New York, “History is going to repeat itself. Let us protect
ourselves by withdrawing our dollar balances.” It is wholly un-
necessary to indulge, as some gentlemen have, in the idea that there
wad & conspiracy against us. It is sheer nonsense. - There was no
conspiracy. S L A

Senator Reep. Lord Rothemers did not exactly help us, did he?

Under Secretary MiLrs. No. I make due allowance for the cam-
paigns carried on in the foreign press against the dollar. I will
make allowance for that, but I do not think it was the controlling
factor, Senator Reed. 1 think it was fear on' the part of people
carrying deposits in a_foreign country. After their experience in
Berhn and' London, how can we blame the foreigner for with-
drawing nis balances when during that same period our own people
were suffering from a lack of confidence and were withdrawing
deposits from' their own institutions in order to hoard currency, so
that the hoarded currency in this country reached a figure of over
ene billion. . o o .

No, no, gentlernen. You can not start such a train of events any-
where in the world and hope to stand aside and Jet it brush by your
doorstep without affecting you,  That is why the action of the
President on June: 20 was not only essential to the welfare of the
world, but it was absolutely essential to the welfare of the people
of this.country. . =~ . - . : 3 o ) .

¢
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Now, Senator Couzens asks a very pertinent question. He said:
‘.‘Suppumuﬁ Germany did go off the gold stendard, what of it? . We
have seen Kngland go off the gold standard. We have seen Japan go
off the gold standard.” Wae have seen, as you say, 19 countries go
off the gold standard, and the world is still here. It is not a par-
ticularly properous world, not a particularly happy werld, but it
i8 Eitﬂ! bere, still doing business, though on a very much reduced
scale., L . -

Senator, Germany was in a very particular and exceptional posi~
tion. As I have already pointed out, neither her industries nor her
foroign commerce was financed through her own capital. She was
dependent, to keep her industrial mechanism functioning, on foreign
credits of a short-term character. The day the Reichsbank said
it would no longer pay geld on foreign excgan ‘all the Qerman
banks and every German comrreial house that had obligations pay-
able either in dollars, steriiug, or some other currency, would find
it almost impossible to meet those obligations, because foreign ex-
change weuld no longer be obtainable in adequate volume.. - . .

So that, leaving aside the inevitable run which would have been
begun by German depositors. themselves on their own banks, and
which did actually result in the closing of one of the largest banks,
and the closing of all the others hy decree—leaving that out of con-
sideration, the inability of (erman banks and the German business
houses to meet their foreign obligations would have compelled a
general moratorium almost at once.

- Senator Couzens, Why did not that occur when Great Britain
went off the gold standard? , \ : B

Under Secretary MiLLs. If you will bear with me, I am going to
differentiate the two cases. I recognize that it is a perfectly fair
question. . With a general moratorium declared-——

Senator Couzens. But you have gotten ahead of your atory. There
has been no general moratorium declared. :

Under Secretary MiLrs. I am saying what would have happened if
they had gone off the gold standard. L

Senator Couzens. Is not that an assumption? . I do not think you
are quite justified in making that assumption. - x

Under Secretary MiLs. I think I am justified in making that as-
sumption, on the basis that, by Saturday, they were below their legal
limit. I sm justified in that assumption, because we were informed
by one of the most competent bankers in ﬁurope on Monday morning
that if tho President had not made his statement on Sunday the
Reichsbank would have closed business on Monday; and that was
confirmed by a conversation which I had with one of the most com-
petent bankers in France, and certainlir, when I talked to him, and
we were still arguing with the French, Le was not particularly inter-
ested in making out a case for the President’s proposal. , ,

The Reichsbank had reached its legal limit. Its reserves were
melting away at the rate of millions of dollars a day. They would
have entire(ljv disappeared in the course of another week.  ©

Senator Couzena. But would they have done so if they had gone
off the gold standard? S o

Under Secretary Mints. No. What would have happened had the
Reichsbank gone off the gold standard, is that foreign exchange still
held, and the gold still held by the Reichsbank would have been in
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its vaults, but it would have been unobtainable.' 1f you, a German
bank, carrying a.deposit of gu, American institution of $10,000,000,
‘paysf)‘le in"dollars, were 'callad upon the next day to pay that
810,000,000, you could not have obtained the dollars. -~ =~ -

‘ Senatoy OouzENs. Cortainly. That is true. - '

Under Secretary Mivts, Therefore the German institution, unable
to meet its foreign obligations~~that applied to all German institu.
tions, all German commercial houses. If, at the same time, they
should have been subjected to a run by their own depositors, they
could not have met their obligations, either domestic or foreign, and
the general moratorium must have followed. S

Now, then, with a general moratorium, what happens? Every
self-liquidating credit is allowed to run off. Let us consider Ger-
many’s foreign trade. How did she finance a . very large foreign
trade for the last 8 or 9 months? She has extended more liberal
credit terms than anyone else. It has not just been a question of
price. It has not just been & question of low eost because they have
depreciated their standard of living as low as it is humanly possible
to do so. It has been because they have given credit. How have
they been enabled to give credit? Because they, in turn, were ob-
taining short-term foreign credit from abroad. Shut off that foreign
credit and Qermany would have been unable to finance her export
trade.  How do you think she would have purchased her raw ma-
terial~yes, the food she needs to support her population? With a
general moratorium wouid anyone have sold food or raw materials
to Germany on credit? They would not. They would have de«
manded cash. That meant foreign exchange, which would have been
unobtsinable in adequate volume. Germany’s foreign trade, oxport
and import, would have paralyzed almost overnight.

What of their home trade? We have already seen that their in-

dustries were dependent, for working capital, on foreign credit.
With those foreign credits gone, with their export trade gone, how
would those industries have prospered or kept going, even at a
minimum rate? Thgy had three and a half million men unemployed
at the time. Cut ofl their export trade, and reduce:their domestic
business owing to, the lack of working capital, and instead of some
4,000,000 unemployed, they would have had many millions more.
.. Can you ¢onceive of a nation of 60,000,000 people, hard working,
mndustrious, cut off from commerecial intercourse overnight because
‘eredit, the life blood of commercial intercourse, has been taken away
from them? - Can you visualize them in a period of world depression,
with their own industries reduced to a point of stagnation? My
imagination, Senator, can not visualize such an event, but I can see
how such an economic disaster must necessarily be followed by the
most serious of social consequences. 1 ¢an see how such an economic
disaster must' neceesarily t;pread to all the surrounding countries,
until the yery civilization of the Old World is threatened. :

In any event, I know of no man, advised by the men on whose
advice he has to rely——presumably competent to appraise these eco-
nomio ‘factors—who, being ‘told that that kind of a disaster was
staring him in the face, would accept the responsibility for the con-
sequences by failing to take the comparatively simple action that

could reasonably be expected to-avert it.
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end and going' off of the gold standard? I .apologize to the com-
mittee for growing rhetorical. - S S
Senator Cousens. We like to hear you orate. But I do not think
it adds anything to it. ‘ Lo ' e

Under Secretary MiLvs. I do not think it adds anything. - I will
concede that. : I ‘

: &inafm' Barkroy. It was one of the best apeeches you have made
ately. ; Co « Y

Segator WarsonN. We like to hear you get earneat about it.

Under Secretary Mirrs. Great Britain, through investments made
over the course of 160 years, at least, the world over, even in this
depressed period, has flowing to England a constant stream of for-
eign exchange, which is available at all times for meeting foreign
obligations. She finances all her export and import trade through
her own capital. In fact. London, as we all know, has been the
banking center of the world for generations. - Needless to say, British
industries are financed by British capiial, and I doubt very much
whether, outside the governmert debt and the city's short-term
money «febt, Great Britain has anyy outside commeroial debt. More-
over, Great Britain, owing to her foreign investments, iz still an
enormously rich country. She was not dependent on foreign credits.
She had her own capital. She could finance her own industries.
She could finance her own export and import trade, and she had
such financial strength that, even when she went off the gold atand-
ard, there was enough confidence in sterling so that, while it depre-
ciated, it never collapsed, and there never wes any danger of its
collapsing. : . : :

That situation is not comparable to the situation of a nation that
is doing business entirely on foreign credits. Moreover, you must
not forget this. The people of Germany have not just approached
inflation from the standpoint of thsory.: 'l‘h%y have been right
through inflation in its most extreme form. They have seen the
savings of a lifetime wiped out. They had seen all capital in Ger-
many wiped out. They had seen the most hideous sulfering to all
classes of the population as the value of their currency went down
to zero. The very suggestion that the Germany currency should
be cut away from the firm basis of gold or forei? exchange, and
should on¢e more become a paper currency, would have produced an
unthinkable panic in Germany; whereas the Britisher, while he was
not happy, of course, at going off the gold standard-—at-least mos¢
of them were not— R '

Senator Couzens. Neither were his creditors, were they?

Under Secretary MirLs. Neither were his creditors, At least, they
never lost faith in the pound sterling, and they were sufficiently
strong to avoid, and they have avoided, the inflation that would
inevitably have followed in Germany under similar circumstances. ..
- Finally, let ua remember this. Great Britain was the one country
in Europe that put her currency back to the pre-war standard, and
in so doing, whatever benefits she derived-~and they were consider-
able—had to be offset by the fact that she did place a very real
handicap on herself in &> far as competition in the world markets
was concerned; and the immediate benefit, even though it be but-a
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temporary one, was to remove that handicap and relieve that par-
ticular strain, so that while in Germany going off the gold standard

.would have been accompanied by wholesale unemployment, in Great

Britain the effect has been, far from increasing unemployment, to
stimulate employment. I do not know to what extent. . So, I do not
think the situailons are in any sense comparable, Senator.

I think, in a genersl way, that is the story. f{ightly or wrongly,
although I did not have any doubts in my own mind in June, I cer-
tainly have no doubts now. The action taken was absolutely neces-
sary to avert a major catastrophe. S :

nator Couvzuns. I am not questioning the action of the President

in this matter. ‘What I am trying to get at is this: I understood
ou to say that the flight of capital fromm Germany was very great
ong before the. President issued his statement—to the extent of some
$800,000,000 or $1,000,000,000. ~ : D

Under Secretary MiLus. Over a 7-month period.

Senator Couzens. Yes, ‘

Under Secretary MiLLs. But most of it during the last month.

Senator Couzens. What I am asking is this, If they had gone
off ;l}:ie'g'?ld standard, that capital would not have been withdrawn,
would it ‘ .

Under Secretary MiLLs. To the extent that it could have been
withdrawn, it would have been, : :

Senator Couzens. But it would not have been withdrawn with the
depreciated mark the same as it would have been withdrawn with
the mark at par. : :

Under Secretary MiLLs, I hate to speculate on that, but I think
that if Germany, with her back%round and with the knowledge of
her situation, had gone off the gold standard, every foreign depositor
that could have gotten out would have taken his loss and gotten out,

Senator Couzens. He could not have gotten out—that is the sub-
stance of it—because he could not have gotten out at anywhere near
the value of the mark. '

Under Secretary MiLLs. No; he could not have. .

- Senator Kine. ‘Mr. Mills, my recollection is that under the Yo
})lan, if not under the Dawes. plan, Germany had the right to as
or a moratorium of three years.

Under Secretary MiLLs. Two years. . -

Senator King. Yes; two years. If my premise is correct, why
was it necessary for the President of the United States to ask for
the moratorium, if Germany, by asking for it, could have obtained
it from all her creditors?

Under Secretary MiLis, But she could not, you see. It wae a
very limited right. That was the trouble. She had to pay the un-
conditional annuities under any circumstances, and she could not
have done that. . Moreover, even as regards the conditional annui-
ties, lt,sxmplyaﬁ)mnded against transfer. It did not cover the fact
that she actually had to pay them into the Reichsbank. ,

Senator Harrison. Do you know what proportion, or what per
&Q:x_t ofri;he annuities are conditional, and what per cent are uncon-

10Nn6 ) v ' ’ . o :

Under Secretary MiLis. The total annuities run to an average of,
roughly speaking, 2,000,000,000 marks, and the unconditional annui-
ties amount to 612,000,000 marks, L
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Senator SHorTrivar. Mr. Mils, I'understood you to say that be-
fore the President put forth his nuﬁfsﬁon‘ of & moratorium, he had
cgnaﬁltzd; or conferred with a number of Senators and Members of
t (1] ouse. i ' : (A . , - Lo

Under Secretary Mivrs. Yes, sir. o .

Senator SnorTrivok. And had received from them, severally, an
approval of his contemplated action. :

nder Secretary Minis. That is correct, .

Senator SHorTripGE. Have you in your mind, or before you, the
number l";{ Members of the respective houses . that had given their
approva ‘ .

p{)hrder Secretary MiLLs. Prior to the action?

Senator SHORTRIDGE. Yes, sir. . ' o

Senator Kina. You are pfeading estoppel in pais, are you?

Senator SorTRIDGE. Not at all. I just wanted it in the record. °

Under Secretary Miuws. I think that the President gave out the
list of Senators and Representatives that he was unable to consult
up until Saturday noon. I am informed that since then the total
number of those who signified their approval is 276 Members of the
House and 68 Members of the Senate. '

Senator SnorTRIDGE. Have you evailable the number who had
given their approval before he took action? :

Under Secretary Mivis. I can give you the names, 1 refrain from
reading them. . ¥

Senator SHorTRIDGE. I do not call for that at all. I simply wanted
to know for :ny own information.

“Senator Couzens. I wasone of themi. I do not want to escapo any
implication that I was one of them. ' C

nator SaorTrIDGE. Nor do 1.

Senator Couzens. I am not criticizing. it now. I am just trying

to get at some facts.

nator BARKLEY. Under the terms of the debt settlements with
the various nations of Europe, they might at any time obtain a
2-year suspension at their own request, as I understand, under cer-
tain circumstances. o : :

Undar‘Secmm:g Mivris. That is correct, Senator, but only as to’
the principal of their obligations. -

Senator BarxLey. 1 understand. Did any of those countries make
this request for the suspension prior to the time when the President
issued his statement? '

Under Secretary MiLis. No; they ned not; and there would have
been no occasion to, because—— ,

Senator Warson. Mr. Secretary, let me ask you a question. Sup-
pose Congress should refuse to approve this moratorium and take
this action? What would be the result? -

Under Secretary MiuLs. Senator, that is a tough question.

Senator WaTsoN. You do not need to answer it,

Under Secretary MiLis. I am going to answer it by saying that I
think, to begin with, it would do irretrievable damage to the repu-
tation for. %ood;fnith of our country. before the entire world.

Senator Hanrison. : Would not every country say that you ean not
rel{} upon the promises of the head of the Government? .

| r Secretary MiLis. I am afraid it would have that result.
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.1 .want to go just & step furthor. We hold, Senator Watson, the
unsecured notes of our debtors. We are not going to send battle.
ships or armies abroad to collect these debts. We are going to rely
on the good faith and the character of our debtors to meet their just
obligations. In other words, we rely, for the collection of these
just debts, on & moral principle; and I say to you thet in my judg-
ment, if we do not regard moral principles in dealing with our
debtors, then they might well feel, at the same time, that we have
Fiven. them a moral justification to default on & debt which, while
ogal in form, depends entirely for payment on the moral obligation
raised on the part of the debtor nation. :

Senator Gronarn. Mr. Mills, I inferred from your statement, which
I followed very closely, that in no event could the Congreas have
bie:m tgg:vened, from the 20th to the 21st of June, to have met this

- 8ltua v ' o

Under Secretary Minis. It would have been imposaible, Senator.

Senator Groran. Without the collapse having occurred in the
meantime. ) . S P

Under Secretary Minis. The show would have been over.

Senator Gore. 1 do not want the statement to go unchallenged in
this record, that the President of the United States, even if he
obtained the written consent of every member of the Senate and
every member of the House, can bind the American people legally
or even morall% The Constitution prescribes the way in which the
American people can be bound, and there is no other way. I want
to make this protest at this place,

 The CuarrMAN. It is in the record. ) : )

Senator Couvzens. Mr. Mills, may I ask you at this point what wili
become of the money that is deposited in the New York banks on
the December 15 payment? Do you know the extent of it?

d Un@gd Secretary MiLts. I do not know that any of it has been
eposited. . o
nator Couzens. I saw a statement in the press to that effect.

Under Secretary MiLrs. All I know is that there were rumors in
the press. I never heard of any money being deposited. :

" Senator Covzens. Do you know whether has been or not?

Under Secretary MiLLs. No. I would be very much surprised if
there were. None of these 1pe<3plo have collected one cent on the
debts due them since the 1st of ul{. o )

Senator BARkLEY, Is it not possible that some of them, in order to
avoid being charged with even technical default, have placed the
money there, knowing that it is not going to be called for?

Under Secretary Mirrs. 1 doubt it very much, ) A

Senator ConNaLLY. On. the matter of withdrawals prior to the
President’s action, from German banks, have you any information
a8 to the proportion of that which belonged to German citizens who
gent it out of the country? - .

. Under Secretgrg Mmrs. No. That is one thing you could never
measure—the flight of capital. N

Senator ConnaLLY. Did the German Government, until the very
last, tsl;o any steps to prevent the exportation of capital by its own
citizens ‘ L .

Ult}&lar Secretary Miuts. I would rather not say this for the
reco:

far tae ConnaLLy, I will withdraw the question,




PORTPONEMENT OF INTERGOVERNMENTAL DRBTS 19

Senator Baskwey. Do you know to what extent the German Gov-
ernment used its credit, whatever oredit it had, which it might have
used in payment of reparations, in fostering trade with other coun-

trien? A . : : , . ‘ !

Under Secrotary MiLis. I do not think the German Government.
enters into that picture at all. I do not think the German Govern-
nent’s credit was ever used to finance foreign trade. L

Senator BarkrLey. It has been claimed recently that the German
Government had been involved in the effort to extend trade with the
Soviet Republie. - . g | : .

Under Secrotary MiLs, I was just going to modify my statement
by saying thet they had guaranteed their own exporters up to &
certain percentage of the credita granted to Russis. I think you
ought to understand that situation, too. They have to-day, I think,
over 5,000,000 unemployed in Germany. They are willing to export
at anykprice, and on almost any terms, in order to keep their people
at work.,

Senator BagkLey. And to any country?

Under Secretary MiLLs. And to any country.

Senator BArkLeY. Is that a fallacious economic remedy, or a
hopeful remedy?

nder Secretary MiLrs. I would not want to comment. I do not
know whether the Russian creditors are good or not. I have no
information.

Senator BArRkLEY. I have been thinking especially of Russia, I
suppose they are willing to do the same thing with any country.

nder Secretary MiLis, I think, in the long run, they will prob-
ably collect, but they are confronted with a very real situation,
Senator, and they are tryivﬁ to work it out as best they can.

Senator Couzena. Has the Secretary any information as to the
amount of reparations that have been paid out of taxation of the
German people?

Under Secretary Miuus. All of it, of course, has been paid out of
taxation in one form or another.

Senator Couzens. 1 understood that all the reparations had been
paid by borrowing the money from foreign countries. I think the
amount of borrowings and the amount of reparations are substen-
tially alike. . '

Under Secretary MiuLs. Of course, you can say that the{'l paid so
much in reparations over a given period, and that during that same
period German industries and States and manufacturers borrowed
more than that amount.

Senator Couzens. I do not mean the industries, Mr, Secretary.

Under Secretary MiLLs. It is principally the industries. The
German Government—that is, the Reich-—outside of the Young and
Dawes loan credits and certain short-term credits, borrowed prac-
tically nothing,.

Senator Reep. The Dewes plan sayg— .

. Under Secretary MiLrs. But what the Senator unquestionably has
in mind are the figures which have been used repeatedly in order
to show where Germany obtained the foreign exchange through
which reparations were transferred. Of course, if the German Gen-
eral Electric puts up a new factory and they borrow the money in
New York on a 'mortgage to put up that new factory, that makes
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so many dollars available, and that goes into the exchange market.
If Germany has to make reparations payments at that particular
time, those dollars are available to make the gayments, but the
funds, of course, are obtained in Reichsmarks, by taxation of the
German people, and the loans are never used to pay the reparations
except in the case of the original Dawes loan. I think that is correct,
Senator Reed, is it not? ‘

Senator Reen. Yes, ‘

Senator SHORTRIDGE. In the opening of your statement you called
attention to and read the statemeat which the President put forth
as of June 20, 1931. In your reading you omitted-—perhaps prop-
erly, but why, 1 know not—the names of those S8enators and Mem-
bers of the House who had approved the statement, or approved
gi: cont&mp!awd action. In the course of that statement the Presi-

nt said: : : '

I do not approve in any remote sense of the oancellation of the debts to us.

Has he taken any action or put forth any statement which modifies
the words in the statement I have just read? ’

Under Secretary MiLus. No; and I read it, Senator,

Senator SuorTRIpGE. To your knowledge, has the President put
forth any statement, or done, or caused to be done, any act modify-
1%% 1v»?r qualifying the statements made in bis statement of June 20,
1 \

Under Secretary MiLLs. While I hesitate to speak for the Presi-
dont of the United States, I think I am on safe ground when 1 say
that he is unqualifiedly opposed to cancellation. '

Senator WarsoN. In his debt message a week ago to-day, Mr.
Secretary, he repeated that very language. _

Under éecretary Miues, I can say, without qualification of any
kind, that the Treasury Departnent is absolutely opposed to can-
cellation,

Senator SuorTrIDGE. Adverse criticism having been lawiched at
the President for the statement put forth, or the action taken as a
result of his suggestion, are you aware that he consulted with or
invited the opinion of Senators absent from Washington end with
whom he could not confer personnally?

Under Secretary MiLLs, As to this proposal of June 20?

Senator SHORTRIDGE. Yes.

Under Secretary MiLrs. Yes, sir. It was done by telephone and
telegraph., ]

Senator SHorTrIDGE. I do not wish to inject my own personality
into this immediate hearing nor have anything to say touchm%zpy
views upon the whole subject, but I will, for the record, Mr. Chair-
man, ask that there be incorporated a telegram which the President
sent to me as of June 22, 1931, addressed to me at Menlo Park. It
mag serve to read it.

enator HarrisoN. Is that the usual telegram that was sent out to
Senators?

The CHAIRMAN, Yes.

Senator Harrison. I am assuming, for the moment, that he sent
a telegram of the same tenor to other Senators. )

Under Secretary MivLs. I think that is a fair assumption.

The Cuairman. It will go into the record.
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Senator SuorTrinGE. I want those present to hear it, if you will
indulge me, Addressing me, the President said [readingf o

Tuw Wirry Hovan,
Washington, D. C., Junes 88, 1681,

[
.

Hon. Bamorr M, Suournipas,
Menlo Park, Calif.: ~

You no doubt have sesn my statement in Bunday’s press of the proposals of
the Ameriean Government {n respect fo postponement for ono year of all
intergovernmental debts, [nasmuch as the propossl is, of course, contingent
upon action by Congress, and ns the matter Is one of national interest, havin
no partisan character in that light, I consulted before action the Benators ung
Representatives of both parties present in Washington and as many as pos~
gible who were accessible in the country. Thia list of generous support from
Members was shown In the publie statement reforred to above. I regret that
difficultiea of communication rendered it impossible to contact with all Mem-
bers of the Senate and House. I do not wish to press any Member for reply
a8 to his views if he prefers not to give them at this time, yet if you are fuvor-
able to the proposal in the firat paragraph of the statement above mentioned
it would undoubtedly aid {1 the negotiation now in progress if you could infaorm
me thereof.

Herapnr Hoovar,

Senator Harrison., Of course, you answered it.

Senator SaorrTrIDGE. I did.

Senator BarkLey. Is that the same message we all got?

Senator SHORTRIDGE. 1 assume so,

Under Secretary MiLrs. Before I go I would like to say one thing.
I assumed from conversation that took place here that you are not
going to report the Senate bill but wait for the bill to come over from
the House.

The CHAIRMAN. C'ertainlyi

Under Secretary MiLus. The Ways and Means Committee rather
objected to the last section of the bill as granting a little too much au-
thority to the Secretary of the Treasury. The legislative drafting bu~
reau drafted it in that form to take care of two particular situations
Greece and Austria. Section 4 will be revised by the Ways an
Moans Committee. I thought this committeo ought to have notice
of that change. The bills will not be identical.

Senator Gore. Before Mr. Mills leaves I would like to place this
statement in the record-—that since the restoration of peace between
the United States and Germany the German Governments, national,
state, and municipal, have borrowed in the United States $798,000,000,
practically all of it since the adoption of the Dawes plan, and Ger-
man corporations during the same time have borrowed $407,000,000.
in the United States.

- Senator Couzens. I am glad the Senator made that statement, be-

couse I did not want it to appear from the record, from what the
Secretary said, that I was confused as to the private borrowin%a,
such as the General Electric example, and the moneys borrowed by
the German Government and its maunicipalities. '

Under Secretary MiLte. Now, let us be clear. The German munici-
palities do not pay reparations.

Senator Couzens. I understand. . ‘

Under Secretary MiLs. The Reich Government, outside the Lee-
Higginson credit, and possibly another short-term credit, has re-
ceived no money throu, Yx borrowing, except through the Dawes loan
and the Young loan. The Dawes loan was admittedly used to pay
reparations. , _

4
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(Then followed informal discusaion which the reporter was di.
rected not to record, at the conolusion of which the following occurred:)

The CuatpmaN, The committee will adjourn until 10 o’clock Fri-
day morning. .

(Whereupon, at 12 o’clock noon, the committee adjourned until
Friday, December 18, 1931, at 10 o’clock a. m.)

. APPENDIX

Rerory o rue CoNmiTren APPOIMTED ON THE RECOMMENDATION OF THE
Lonpon Conwerinc, 1931

Basre, August 18, 1981,

The communiqué issued at the close of the international conference, com-
goaed of representatives of the Governments of the United States of Amerle

elgium, France, Germany, Italy, Japan, and the United Kingdom of Greay
Britain and Northern Ireland, which met at London from Monday, July 20,
to Thursday, July 23, contained the following paragraph:

“The conference recommend that the Bank for International Settlementis
should be invited to set up without delay a committee of representatives nomi-
nated by the governors of the central banks interested to inquire into the fm-
mediate further credit needs of Germany and to study the possibilities of con-
verting a portion of the ahort-term credits into long-term eredits,”’

In accordance with this recommendation the Bank for International Settle-
menta invited us to meet at Basle bn August 8. Having carcfully considered the
official documents laid before us setting out the German situation, we beg to
submit the following conclusions regarding the two problems remitted to us.

1. THE IMMEDIATE FURTHER CREDIT NEEDS OF GERMANY

The crisis which has ocourred in Germany during the last two months has
lugervoned on a condition of exceptional world degression marked by a severe
fall in wholesale prices on the international markets of the world, by a drastio
reduction in international trade, by very widespread unemployment in industrial
countries and by acute financial difficulties for agricultural communities dependent
upon export trade. As one of the great trading nations of the world it was inevi-
table that Germany should feel the effects of the depression in an exceptional degree,
It is important at the outset to recognize that the situation we have been asked to
conglder is in part a phase--albeit a very acute one--of a problem which has

ected in varying degresa all countries of the world, and that no permanent
improvement in the German situation can be looked for until the causes of the
?eneral depression have been removed. On the other hand, Germany plays o
mportant a rdle in the economie life of the world and in particular of Europe
that until the situation in Germany improves there can be no genersl recovery
from the existing state of depreasion,

There is, however, a special feature in Germany’s situation which has made
her exceptfonsny vulnerable. We refer to the great increase in Germany’s ine
debtedness to foreign countries. Figures showing how this situation has arisen
and the indebtendess of GQermany when the crisis came have been supplied to us.

Statistios of foreign indebtedness and of some items in the international pay-
ments of a_country are nccemruty based in part upon estimates and sample
inquiries. In those cases where it is possible to compare the figures put for
ward with figures complled in other countries there is substantial agreement.
But it is, of course, not possible to make any such check over the whole fleld.
We believe, however, that the atatistics uugplied to us on the suthority of the
German Government present a picture which is a fair representation of the facts.

Germany's increasinf indebtedness.~During the seven years, 1924 to 1930,
inclusive, Germany’s foreign indebtedness grew faster than her foreign nsseta
by RM 18.2 milliards. The total indebtedness increased to RM 25.5 milliards;
but this is partly offset by Germany’s own investments abroad.

This net influx of capital to the extent of RM 18.2 milliards, together with
three milliards which she has received for the services of her shipping and other
services rendered to foreigners, has enabled her— "

&
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(a) To g:y interest on her commercial debt amounting during the seven
years to RM 2.5 milliards. ‘ ‘ ~

) iao r:'!dd to ber holding of gold and foreign dovisen to the extent of RM
2.1 millinrds. S T - i

¢) To pay reparations amounting ¢0 RM 10.8 milliards, and

§ ) To pay for a surplus of imports over exports (Iocluding deliverios in kind)
to the extemt of M 6.8 milliarda, Vo A , v

Tho situstion regarding Germany’s halance of international payments has not,
of course, been the aame in each of tne seven years; but Table I, annozed
this report, shows that in four of the soven years In gquestion Germany's not
borrowings abroad not only excecded the interest, ato,, on her sommercial debt
as well a9 her reparation paymenis but zlso enabled her to pay for s surplus of
imports. This mesns that duving these yeare, although Cernmsn private bor-
rowers provided the funds for paying the interest on their foreign debts and
although the government raised in taxation or otherwise the funds with whioh
it mot the external obligations of the Btate, whet'er political or eommercial
the German economy drew capltal into the country by means of high rates of
interest to an amount ter than was paid out in thewe wu&(s. The paymeuts
made to foreigners in these yeam, therofore, have not been effectively made out
of Germany’s own resvurces, and will not be so made until such time as & corre-
'Pﬂndf?ﬂ part of theae commercinl debte are repaid by the export of gold, goods,
Or servioes. . o . .

In 1926 and in 1930, on the other hand, German borrowings were amall and
her exports showed an excess over imports, while in 1920 imports and exports
balanced. Tha following figures show the pesition in 1930 in comparigon with
that in 1920; /
{In milllards of relehamarks)

1920 1050
TEIHOTER . e oo s st b 0 R A R 18,8 10.6
Esports (including reparation dellveries In Kind) ... ocovrvmmnnonriiiiniaieennes 13,8 2.1
Provoods of export surplan. . ..o il il i PRSI JPS. 1.8
Net }yocuds of Invisible exports (services, shipping, 010.) . o ciniiurrnecceeennninnans .5 i3
Not forelgn borrowlncrs ..................................... . 27 .7
Net efilux of gold and forefgn exchange of the RelehshanK. . ovv e e cveeiieininnnann. W1 B
T
Total avallable t0 Meat (OTOIRN DAY, ..o urvrnsrrennmmcasnnnenmevnnavosn 3.3 N ]
Interest on comumerelnd el ... oot vviiit et e a e m e anaranan R .8
RO DArB 0N, L imiiiiiin i i e e a e e ca b b nm e 2.8 L7
: Y 2.8

Thus, in 1930—an exceptional year in which prices of raw materials fell
rapidly-—a favorable commodity balance was achieved—in spite of lower
exporta—hy a considerable reduction in imports due largely to the fall in prices.
This together with the proceeds of invisible exports provided two-thirds of the
amount required to meet Germany’s foreign ohligations (which had been
reduced in consequence of the lower reparation annuity payable under the Young
plan), lea.vin% nearly one-third to be covered by borrow n%.

The capital position of Germany vis-f-vis foreigners at the end of 1930 appears
to hava been as follows:

RM milliards

Total foroign investments in Germany ... ... cacncann 25. 6
Total German investments abroad._ . ... oeocamnnas e —————— 0.7
Net debt to foreigners. ... .o uncciccmncacanncanmncccnan 15. 8

The weakness of the German financial situation arises from the fact that
whereas about RM 5.3 milliards of Germany’s investments abroad at the end of
1930 (including the foreign exchange of the Refchsbank amountiu§ to RM 0.8
milliard) were on short term, Germany’s short-term loreign ndebtedness
amounted to no less than RM 10.3 millards, this latter figure aving {ncreased
from RM 4.1 milliards at the end of 1926, Of these RM 10.8 milliar s, RM 1.1
milliards consisted of the short-term debts of the Reich, Federal States, and
municipalities, RM 7.2 milliards of obligations of the banks and the balance of
other short-term MHabilities. No detailed analysis is available as to the source
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‘and nature of these-debts as at December 31, 1030, but so far aa the debts of the
leading German banks are concerned an in(Rxli\;y in respeot to the' situation-on
Maroh 81, 1931, shows that out uf & total of 5,636 millions 37.1.per dént weay
due to the United States, 20.4 per cont to England, 13.9 per cent to witzerland,
9.7 per cent to Holland; 05 per cent to France, 2.2 per cent to Bweden,and the
remaining 10.2 per.oent to other. countries, .About 47 per cent: of :these debts
consisted of foreign-trade acceptance liabilities, 40..per.cent .of deposits, ete;
paem:)(l)e in foreign ourrenoy, and:the remainder of Roichsmark balances of foreign
OT: rs. ‘ Lot et Lo . 9
~“A comparison of the foreign assets and liabilities of the Germsn banks
shows that amainst thess liabilities at the end of the year 1030, amounting
to.RM 7.2 milliards, the German banks had short-term asseta abroad amount.
ing to RM' 2.5 milliards. Part of the inorease in the short-term debt.betwesn
1026 and 1929 was & normal accompaniment of the inorcase which had taken
-place in the turnover of Germany’s foreign trade, which rose from RM 21}
‘milliards in 1925 to over 27 millisrds in 1929. The increase, however, was
gulte out of proportion to the growth of foreign trade, and there can be 1o
.doubt that the short-term credits of German bauks have to a ver&‘lsrgo extent
been used in the internal economy of Germany. as working capital and there-
fore -can not be readily withdrawn without %rave damage to the: financial
struoture. ‘The greatest increase ocourred in the three years 1927, 1928, and
1929, when the short-term foreign borrowings exceeded short-term lending
‘abroad by RM 4.3 mill‘ards. It would have been better, of course, if these
-ghort-dated debts could have been converted into long-dated debt, certainly
.to the extent of establishing a fair equilibrium between what Qermany owed
at short term and what Germany could pay within che same periods.. But
such conversion was not made and probably could not have been made. In
consequence it is evident that short-term money was being used to do the work
of long-term money, with corresponding risks to both borrowers and lenders.
The situalion in 1931.——Durlnfmthe first six months of this year, although
Germany’s exports fell off, her imports fell to a still ter extent and her
'commodit%ro trade surplus (including deliveries in kind amounted to RM 1
milliard, which should be added RM 0.1 milliard for invisible expotta.
This failed to cover her extornal obligations (interest on commercial _debt
RM 0.4 milliard and reparations RM 0.9 milliard) by RM 0.2 milliard, Thers
was also a very considerable outflow of capital funds which Germany had to

mest.

Figures of the capital position as at the end of June are not available, but
{nvestigations have been made into the situation in July. The statistics con-
tained in Annex IV show that at the end of July the short-term debt of Germany,
excludicg the oredits recentljg obtained by the Reichsbank, compared as follows
with the debt at the end of December, 1930:

Short-term debt of Germany

{fu mfiliards of reichsmarks]

Dec. 31, | Tuly 31
S0 | "1t

Bhorlt;teim debts: Public authorities. ..ccommciommcmanacccionmeeanmcenecncnnanananany 1.1 03
anks—
20) Current account and acoeptance Hablities. c.ovemeaiencraactonanaennn 7.0 } &1
0) Other HABIIIES. ccvuvvemcencaeciceiaimaeaieciitisenonannananccaenen .2
Otber short-term JHabIltIes. .o eneenneciamerneiicecmananriccceoramenananaaacccecns 2.0 i8
Total short-term Indébtedness....cceeeerevanaancaccnrcamescnnanes emeneaeaes 10.3 7.4

Thus the withdrawal of short-term funds amounted in the seven months to
RM 2.9 milliards. In addition, there was a certain amount of selling by for-
eigners of long-term investments in Germany—mortgage bonds, ete—and pur-
chasing by Germans of long-term or ghort-term investments abroad. The sum
of these movements appears to have amounted in round figures to about RM 3%
milliards, This outflow has bean met approximately as to RM 1 milliard from
the foreign asets of the banks, as to RM 2 milliards from the assets of the Relche-
bank (including about RM 630 millions placed at the disposal of the Reichsbank
by the Bank for International Settlements and central banks and by a New York
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syndicate through the Golddiskontbanky, and as to the balance from other Ger-

man assets abroad, .. : - . s DT B

Germany's fulure: balance of payments.—Whether under wiore normal. condi-
tions it is-possible for. German té provide out of her.own savings the whole-of
the capital she needs:for her nternal development and in addiglon;to meel in
whele or-in part her commercial and state obligations to foreign countries; or
-alternatively whether she needs a confribution from abroad—as i the faat
soven yedra—~toward: her internal oapital retwirem,enta and to borraw the sums
_needed to meet the whole of ‘her forei obligations is not a question that we
have been asked to deolde. . We would only emphasize that if the piling of
Pelion on.Osaa continues, and the obligations of each year are added to the
debt, there must be a steadily increasing oharge under the heading of intorest
(inoluding amortiration) on the commercial debt; and further, that if any.con-
siderable proportion of the growing debt is borrowed on short term it will leave
her increasingly vulnerable to crises of the kind which she'is now experiencing.
It is not, however, necessary to attempt an answer to this question in estimating
Germany’s immediate credit need, seeing that her balance of psyments has been
slmost entirely relieved from the payment of reparations for & pariod of 12 months.

Immediale needs—The points to which we have specially directed ‘our atten-
tion are, firstly, whether it is possible to prevent a further withdrawal of capital
from Germany and to replace the short-term eredits that become due; and sec-
ondly, whether it is necessary to replace from foreign sources all or part of the
capital which has already been withdrawn, . : . . .

Standstill arrangements.—With regard to the firat of these pointa we have
placed ourselves in touch with the banking %roups which have been negotiating
with t(n}ieméany as to the terms on which existing short-term oredits should be
maintained.

At our invitation representatives of these %roups and of German banks met in
‘Basle on Friday, August 14, and after five daye' study and consideration have
agreed upon and will recommend & plan of prolongation of such credits to the
numerous creditor banks and bankers for their acceptance. This agreement pro-
vides for the continuation of credits to German debtors up to the total then out-
standing for a period of six months from the date of the signing of the agreement,
sub'g:: to an arrangement being made with regard to the existing central bank
credits. .

An individual agreement in an approved standard form will be made in every
instance directly between the German debtor and the foreign oreditor. The form
of this ar*eement has been drawn up so as not to interfere in any way with the
normal relations previously existing between the parties; while it involves certain
spe(':iigc assurances, it is essentially based upon the broad foundation of mutual
confidence. ’

Recognizing that it is to their {nterest. to assist in every way possible to insure
the stability of the reichsmark, the foreign creditors have come to an a:»an ment
with Germany that the immediate release of their reichsmark balances shall be
g‘xlxly partial a{_lxd that the remainder shall be gradually released during the term of

e agreement. :

i The plan further provides two forms of additional security to the creditors par-

tioipating in the plan. Oneisto associate a direct reaponsibility on the part of the
final credit taker with that of the debtor bank itself. The other is an undertaking
by the Deutsche Golddiskontbank to take over or to guarantee, within certain
limits, the indebtedness to foreign creditors, thus lending the important support
of the Golddiskontbank’s resources and prestige to the obligation.

Provision has been made to secure by government decree or otherwise that
!orei%.x} oreditors of German banks shall receive equal protection to that of
creditors residing in Germany. o

For the adjustment of any differences which may arise as to the interpreta-
tion and execution of this agreement the Bank for International Settlements
has, at the request of all parties to the agreement and in view of its interna-
tlonal functions, agreed to set up & committee with full power to deal with
i!uchl c%ses. The figures given in Annex V will give some idea of the sums
“involved.

This agreement, however, does not directly cover certain other classes of
Germany’s short-term debt, includi% those of the German Federal States and
municipalities, which amount to RM 355 milliards. Arrangements with regand
to the renewal of such debts should be the subject of negotiations between
creditor and debtor in each case. '
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Re ment of capiial withdrawn.—As regards the replacement of the capital
that has been withdrawn, it {s evident that the internal economy of Germany
will continue under a condition of extreme strain unt!! the situation of the
Relochsbank hasibeen relieved and a 'part at least of the cireulating capital that
hag been suddenly withdrawn from the German eoonom{ has been replaced. *
" - Action by Germany.—There are two ways in which this might be achieved
by Germany without foreign assistance. The first {8 by the further sale of
some of Germany’s forelgn assets.: According to the figures in . Annex -1V,
‘these still amounted to at the end of July to RM 8.5 milliards. But the short.
term foreign assets of ‘the banks. have been reduced since the end of 1930 by
40 per cent and it is to be remembered that oconsiderable banking balances
abroad are needed for the normal conduct of international trading operationa
Of the other short-term assets, some are needed for current trade and othen
are not easily realizable. There remain about RM 6 milliards of long-term
assets, Many of these assets are not in a rapidly-realizable form, and. they
include enterprises such as branches of German industries established in foreign
countries on account of tariffs or as & means of carrying on German trade,
The committee is not of opinion that a plan based upon the mobilization of
.Gieamany's assets abroad is practicable or would asasist the economic recovery
‘of Germany., : . K .

" 'The other possibility is for Germany to carry out a polioy of acquiring foreign
exchange by endeavoring drastically to reduce her importe while making every
effort to maintain or even to increase her exports. The German Statistical
Office estitnates that it might be possible for German: to reduce her imports
‘in the last six months of the lyear to RM 2.5 milliarde while exporting RM 4.5
milllards. These figures would then compare with recent years as follows:

{tn milliards of relchmarks}

First | Estimated | goyimateq
120 .| 160 of |- econd | “total tor
1931 Toat 1931
mports 13.8 10,6 3.8 .26 [X]
Exports (including deliveries fp kind). ... cee 13.6 12.1 4.8 4.5 9.3
Surplus of eXPOrtS.cccqereseeruremanreereasfovcmnanne. L5 0 2 3.0

The imports to bs paid for during the second half of 1931 would be further
reduced if the suggention were carried out that Germany should purchase con-
siderable quantities of commoditics on a.3-years' credit. This would further
-ease Germany’s foreign-exchange situation. . :

. But even if thig possibility be disregarded, it should be observed that an
export surplus of RM 2 milifards out of a total export of RM 4% milliards involves
.&-much greater disproportion between imports and exports than would be the
-cade if both imports and exports were at a much higher level. It is clearly much
-more difficult to secure an export surplus of a given amount when prices are low
and the volume of trade is small than when prices are high and the volume large.
Some restriction of imports in relation to exports and a régime of stricter economy
in public as well as in some forms of private expenditure will be needed in the
future to enable Germany to meet her annual commitments abroad and to repay
the accumulation of debts that she has contracted i? recent years. But to export
nearly twice as much as she imports would—even if it were practicable-—involve
-a serious dislocation of her economic life. To maintain exports (part at all events
-of which could at once be made from existing stocks) in the highly competitive
.conditions obtainjng at the present time, involves the sale of goods at very low
prices, while the reduction of imports on the scale Proposed involves a low level
of consumption in Germany. It is, therefore, a policy of continued jmpoverish-
ment and high unemployment brought about by restricted credit. Clearly; also,
it will accentuate the world depression b{ reducing the sales of other countries to
Germany and by creating intense competition from her exports in, other marketa.
If, as is to bo feared, this results in the taking by other countries of counter-
.measures to protect their markets the level of trade will be still further depressed.
We consider it highly undesirable in the general interest that Germany should
be compelled to adopt so drastic a solution.
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Long-term credite nosiod.~Wa arrive, therefore, at the definife conelusicn that
it is nocoraary in the ral intorest an well aa in that of Gmmn{: R
(1) That the esisting volume of Germany's foreign oredits should be malu-

tained, and . e v

(2?1’%» rm at all evente of the capital which has been withdrawn should
| be replaced frora foreign sources. L ‘ T
It is, however, obvious that if the additional capital required by Gﬂmmr
"B were supplied in the form of short-term credits sive would be faccd with a still
B creater difficulty thun at present in meeting the obligations that will become.
A due in sixy months’ time when the period of prolongation of vxisting aredits oomes
to an end. In thess circumstances such sdditional cradits sre unlikely to be
forthooming from private sources. I[ndeed, the German member of our commitiee
did not ask that any such additional crodits should be granted for fear of adding

R to the embarrasements of Germany. o x o
\ We are, therefore, of opinicu that in order to fnaure the financlal atability of
i Gormany, any additional credite provided should be fu tha form of a long-term;
i loan andy that such of the existing short-term debt as may suitably ba treated

B in this way should be comverted into torm obligations.

B the subject of criticiam, whic

11, POSBIBILITIZG OF CONVERTING A PORTION OF THE SHORT-TERM CREDITS INTO
LONG-TBEM CREDIYS

] The second part of our reference requires us to consider the possibility of

Germany ralsivg s long-term loan. :

When jnvestors are ssked to subacribe to a loan of this kind they look, among
other factors, to the guuersl egonumie situation of the country in question, to
the balance of ite trade with & view fo seving whether it can meet the services
§ of the loan from its own resources vither immediately or within a reasonabie
period of timo, and to the budgel situation in order to satisfy themselvea that
the country is on a stable monetary basis, . C.

In the cace of Gormany these thres factons are by no menuns unfavorable. The
} London conference recorded its opinion that the lack of confidencs in Germauy
B which caused the withdrawals that bave precipitated the presept crisis “‘in not
| justified by the economic situation of the country.” The best single index which
# support thin view, which we share, ig the rapid recovery of Germany's export
| trade in recent years. As regards the balance of trade, the statistica we have
already given show that Germaany was able to convert an iraport surplug into an
even balance in 1929 and to create an export surplus in 1830 and the first half of
1031—though in the later stages this has involved a lowering of the standard of
consumption. )

As to the situation of her Kublio finanoes, these have from time to time been

found expression in the report of the Dawes com-
mittee, and later in the reports and other communiontions of the agent general
for reparation paymente. The only comment we have to make on this subject
is that the present Government has given proof of its determination in diffisult
circumstances to put Germany’s publio fivances on a sound basis and that if this
policy i# rigorously pursued it will greatly contribute to the improvement of
Germany’s credit, : : , o ,

It is, however, evidente from the price at which Germany's securities are.

guuted on the gtock exchanges of the world that without a restoration of oon-
dence in the financial future of Germany to which the London conference referred.
it is impossible to raise any long-term loan on the credit of Germany alone. The
funding of excessive short~term indebtedness would. itself help to improve the
gition. But two fundamental difficulties remain which must be frankly stated.
he first is the political risk involved. Until the relations between Germany and |
other European powers sre firmly eatablished on a basis of sympathetic coopera-
tion and mutual confidenee and an jmportant source of internal political difficulty
for Germany thereby removed, there can be no assurance of continued and peace-
ful economic }l)‘mgresa. This is the first and most fundamental condition of credit
worthiness, The second relates to the external obligations of Germany, 8o long
as these obligations, both private and public, are such as to involve either & con-
tinous increase in & snowball fashion of the foreign debt of Germany or alterna-
tively & disproportion between her imforts snd exports on such a scale as to
threaten the economic prosperity of other countires, the investor is unlikely to
regard the situation as stgble or permanent. Until the existing or potential
creditors of Germany are in a position to foresec what her future situation is
likely to be in these respects a most serious obstacle exists either to the extension
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or aven t0 the renewn! of short-term oredits and to the ratsing of a long-torm
loan. We feol certain that the Government repressntatives at the London eon. §
ferenes, in taking $he responsibility of recommending the bankers of the world &
that they should take concerted measures to maintain the volume of the credits
oy had already exténded to Germany, fully realised that their proposal was not
a solution of the problem but a means of g:ining time durdng which steps for §
reestablishing the oredit of Germany might be takan. '

But tirne {s short. The body of the world’s commeree—whose vitality is slready B
low—has suffered a severs shook in one of its chief members, This has resul ,
fn » partinl paralysis whioh can oulw cured by restoring the free oireulation of §
money and of goods. We beliove that this can be accomplished; bt only if the
governments of the world will realize the responsibility that rexts upon thom and §
will take pmmft mensures to reestablish confideénce, Thelr action alone can
restore {t. We think 1t essential that before the perlod of prolongation of oredits
recommended by the London Conference eomes to an end, they should give to }
the world ‘the assuranoe that international politioa! relations are established on &
basis of mutual confidenoe, which fs the sine qua non of esonomio recovery, and
that the international payments to be made by Germany will not be such as to
iraperil the maintenance of her finsncial stability,

© wish, however, to recall that, as we aald at the outset, the Gorman problem
is part of & larger issue which deeply affests many other countries of the world. |
In this connection we wish to make two observations. The first ie that in order
to revive dernand and thus to put an end to the continued downward movement
of piices—which s inclosing both debtor and ereditor countrles in a vicious §

cirele of deprossion—it is essential that the normsal process of investment of B

fresh capital should be reaumed with a well defined economic purpose in view,
namely, an increase In the purchasing power of the world. -

Hecondly, we would point out that the case of Omm providus the most §
forcible illustration of the fact that in revent years the d has been endeavoring |
to pursue two contradictory policies in permitting the development of an Inter.

national financial systerr which involves the annual payment of large sums by §8

debtor to creditor countries, while at the same time patting obstacles in the way
of the fres movement of goods. 8o long an these obstacles remaln such move.
menta of capital must necessarily throw the world’s financial balance out of
equilibrium. Financial remediss alone will be powerless to restore the world’s §
esonomie prosperity until there is a vadical change in this poliey of obatruction,

and international commerco, on which depends the progress of clvillzation, is §8

M

allowed to tesume ita natural development, i
The cloarly defined and technical investigation to which we have vonfined our 3§
attention does not permit us to offer suggestions of a political character. But we §

have felt it to be our duty to point out the reasons why it is impossible for the B

present to suggest definite eﬁanu for securing to Germany long-term crodita, We BB
wisgh, however, to add that if a situation were brought about, in whioh the con- B
fidence of the investing public in the future economic and political stability of §&
Germany could be restored, we are satisflad that the consolidation of & part of ¥
her short-terma debt and the provision of the additional working capital needed
by her trade and industry would present no serious difficulties. 7O 4re MANY

ways in which this object could be achieved. If we refrain from putting forward

detailed sehemes to this end, it is only because of our conviction that action @
which lies outside cur province must first be taken before any long-term German §
bonds, however well secured, san be sold. : |
We, therefore, conolude by urP'lngamo«t earnestly upon all goveraments con- §
cerned that they lose no time in taking the necossary measures for bringing

about such eonditions as will aliow financial operations to bring to Germany-— B

snd thereby to the world~-sorely needed assistance. .
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