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QUESTION SHEET FOR THE HEARINGS OF THE
EXPERTS.

[Made the basis of the proceedings of the entire Commission.]
&

I. —Is an increase of the capital of the Reichsbank desirable? If so, in
what measure?

What effect does an increase of the capital have upon the money
market and the condition of the bank?

May it be assumed that it would have a permanent influence on
the determination of the rate of discount?

Would a strengthening of the surplus be preferable to an increase
of the basic capital?

Il. — s it desirable that the tax-free note contingent be increased? If so,
in what measure?

What advantages are to be expected from such an increase?
May it be assumed (and if so, why) that it would have an influence
on the determination of the rate of discount?

I1l. —What means are available to the Reichsbank for promoting the
drawing of gold from foreign countries, and for obstructing the outflow
of gold to foreign countries?

A.—How may the importation of gold be effectually promoted?
By suitable management of the discount policy? By de-
velopment of the foreign exchange business? By the grant-
ing of advances free of interest or similar methods of facili-
tating gold importations?

fl.— What are the causes of an outflow of gold to foreign countries,
and by what means may it be prevented?

What is the nature of the so-called premium policy, under what
conditions is it applicable, and how does it work?

IV. —Is it desirable to endeavor to bring about an increase of the cash
holdings of the Reichsbank out of the channels of domestic trade?

A. — By conferring upon the notes of the Reichsbank the quality of
legal tender?

Would such a measure be to the interest of general business?

B. — By an increased issue of 50-mark and 20-mark Reichsbank
notes?
C. — By diminishing the need of circulating media through extension

and intensification of the deposit and transfer (giro) check
and clearing system ?
What measures are to be taken to this end? (“ Reichs-
clearing?”)
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In this connection, do the following seem effective and de-
sirable?

1. A raising of the minimum for noninterest-bearing
credit balances in the deposit business of the Reichs-
bank.

2. The acceptance of interest-bearing deposits by the
Reichsbank.

3. The purchase of checks by the Reichsbank.

V.— Is it desirable to take into consideration a diminution of the demands
on the Reichsbank:

A. —Through a diminution of the credit-demands of business, espe-
cially at the quarterly periods?

What measures might be taken to cause a spreading out of the
quarterly requirements by altering the time of payments
(mortgage-payments, salaries, rents) which traditionally
fall due on the first day of the quarter?

Would it be desirable to enhance the cost of obtaining money
from the Reichsbank on collateral security, at the close of
the quarter, by increasing the number of days for which in-
terest is charged?

B. —Through a diminution of the credit-demands of the Imperial
Government? Is it desirable for this purpose—

1. To endeavor to increase the working resources of the Impe-
rial Treasury?

2. To change the methods in use in the giving out of Imperial
Treasury bills? And if so, how?

VI o— Does it seem warranted in the public interest (and upon what
grounds?) to take care, by way of legislation, of the security and fluidity
of the investment of deposits and savings?

What measures to this end should be taken under consideration,
and what effects might be expected from them?

In particular, would a provision of law be desirable that should
impose on those institutions (banks, cooperative institutions, and
savings banks) that undertake to receive deposits the obligation__

i With reference to the covering of these moneys, to subject
themselves to fixed regulations guaranteeing not only secur-
ity but also fluidity? If so, what should these regula-
tions be?

2. To make and publish, within definite periods of time,
detailed balance sheets of prescribed forms? If so, what
should those periods be? (Yearly, half-yearly, quarterly,
monthly?) And how should the forms of the balance
sheets be constructed so as to serve the purpose in view?

“ The conclusive consideration of question VI was postponed, in pur-
suance of a resolution adopted by the Commission October 15, 1908. (See
pp. 686-694 of the Proceedings.)

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

BANK INQUIRY OF 1908.

Friday, June 26, 1908— 12.10 p. m.
Chairman HavENSTEin, President of the Reichsbank direk-
torium:

Gentlemen : | bid the members of the commission of
inquiry welcome to the continuation of the proceedings,
and open the session by thanking you for the full attend-
ance and expressing the hope that our joint effort may
have a beneficial and successful issue.

Permit me, first of all, to put on record the list of those
present. The gentlemen who have appeared are Freiherr
von Cetto-Reichertshausen, Fischel, Fischer, Freiherr von
Gamp-Massaunen,Gontard, Doctor Heiligenstadt, Kaempf,
Count von Kanitz, Doctor Lexis, Mommsen, Muller
(Fulda), Peter, Raab, Doctor Riesser, Roland-Lucke,
Schinckel, Doctor Schmidt, Doctor Stroll, Doctor Wachler,
Doctor Wagner, Freiherr von Wangenheim, Doctor Weber.

Of the representatives of the federated governments,
Herr Weingartner, ministerial director, excuses his ab-
sence on the score of being obliged to attend the sittings
of the Baden Landtag.

Gentlemen, in order to shorten our debate, | suggest
that each one— 1 declared already at the opening that
the Bundesrat attach special importance to obtaining the
opinions of all the gentlemen composing this body of ex-
perts— be good enough, without our putting the separate

9
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questions to a formal vote, to submit his views in a sys-
tematic statement. | presume that this will entail a
debate, the course of which we must await.

Freiherr von Gamp-Massaunen (on the order of the
day). The chairman pointed out, when we decided upon
meeting to-day, that to-day’s proceedings would serve
principally to acquaint the Bundesrat with the bill which
is to be drawn up and presented to us in the Reichstag.
If the administration of the Empire is satisfied with this
brief explanation at this stage of the proceedings, I, for
my part, would offer no objection; | would, however,
emphasize the point that we must have command of
somewhat more abundant material for the deliberations
in the Reichstag, in order to be able to take a position on
this question.

The Chairman. | have already remarked that each
gentleman might give his views in a systematic statement,
and that perhaps this will entail a debate. To what
extent the material for such debate will be abundant will
depend upon the gentlemen.

If no one wishes to say anything further on the order
of the day, | grant Freiherr von Gamp the floor to speak
upon the question.

Freiherr von Gamp-Massaunen. Gentlemen, the con-
sideration of the two questions “Is an increase of the
capital of the Reichsbank to be recommended?” and “ Is
an increase of the contingent of notes exempt from tax-
ation to be recommended?” should in my opinion have
been preceded by radiscussion of general conditions, par-
ticularly of the causes of the money and financial crisis

10
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which has prevailed for a number of years and still con-
tinues. For only then could an understanding have been
reached as to the means of preventing a recurrence of the
critical situation. | say a determination of the causes
should have been arrived at, and in this connection | wish
to point out that the representatives of the banks attrib-
uted entirely too much weight to the overdevelopment
of our industry as a factor in bringing about the crisis;
and this point of view was largely represented to the
Reichstag by the management of the Reichsbank as well.
I am of the opinion that this is an error, and that this
error must before all else be dissipated; for we must first
determine the causes of the crisis, so as to make it possi-
ble to attain an agreement as to the means of preventing
the recurrence of such a crisis.

Gentlemen, there are two facts which controvert the
view that industry and its development is the chief
offender. It is a thing well known, and, moreover,
brought to our immediate notice by a compilation pre-
sented to us by Director Mueller, of the Dresdner Bank,
that the critical periods for the Reichsbank were those
from September 15 to 30 and from December 15 to 31.
Now, | have made a compilation from the last annual
report of the Reichsbank, from which it appears that
precisely those bank establishments that receive a pre-
ponderance of industrial bills did not experience their
greatest stress in the critical days of September 15 to 30
or December 15 to 31. Of the banking firms that I
reckon as particularly industrial, Aachen reached its
highest credit on May 15; Augsburg and Barmen, Jan-

uary 7; Bielefeld, December 14; Bochum, November 7;
11
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Chemnitz, October 7; Crefeld, December 31; Dortmund,
October 31; Duisburg, January 7; Diisseldorf, December 23;
Elberfeld and Essen, December 23; Fulda and Gera,
October 31; Gleiwitz and Glogau, November 7; Hamm,
November 15; Hannover, December 31; Konigsberg,
October 23; Leipzig, October 31; Magdeburg, November 7;
Miilhausen, November 15; Mulheim (Ruhr), October 31;
Niirnberg, September 29; Remscheid, November 15.

It appears, accordingly, that of these great industrial
points, Niirnberg alone falls into the critical period of
September 15 to 30, and only Crefeld, Diisseldorf, Elber-
feld, Essen, and Hannover into that of December 15 to 31.

As against this, the great commercial points which
reached their highest need of credit in the periods of
September 15 to 30 and December 15 to 31 are:

SEPTEMBER is TO 30.

Lowest assets.

Marks.
6,906,000.000

6,408, 000,000

4,195,000,000

17.509.000,000

DECEMBER is TO 31.

Coin

Karlsruhe

Kiel

Miinchen

12
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Marks.
183, 000,000

033,000,000
.175.000.
300, 000,000
355.000.
.889.000.000
.670.000.
457.000.

.958.000.

o w B @ oA N O N O = A

427.000.
. 9S9.000, 000

15.094.000.

77,400, 000, 000

Highest assets.

Marks.
13,014,000,000
16,870,000,000

12,76 0,000,000

42,644,000,000

Marks.
11,164, 000, 000
16, 408,000,000
13.PP9 000,000
4.518, 000,000
18,3920, 000, 000
8,081,000, 000
«1. &°Coo00, 000
24, P, 000,000
9.1%350,000‘ ooo
27,985, 000, 000
18.417.000.

93.9%% 000

2S85.730. 000,000
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A rise of over 300 per cent, therefore, occurred in these
places, from which it follows that it was not industry in
especial that claimed the money supply of the Reichs-
bank, but that it was, above all, the commercial centers.

I find a second reason against the view that industry
was chiefly responsible for the crisis, in an assertion of
my own, that industry has in the last decade laid up a
very considerable surplus, and has become to a very mate-
rial degree a credit giver in place of a credit receiver. |
permitted myself to cite one or two examples of this,
whereupon Herr Schwabach thought to instruct me by
saying that these were quite isolated instances, which
accidentally came under my personal notice. Following
him, Herr Steller, the manager of one of the greatest
industrial works of Rhenish Westphalia, last year showed
that according to last year’s balance sheet the following
industrial bank credits existed:

Marks.
14 mines 45,000,000
15 chemical faCtories......cccovviiiiiiiieiee et e 23, 700,000
21 industrial works and foundries 75,000,000
28 MaChine SHOPS.......coiieiiiiiiiieee e 7, 500,000

Seventy-eight companies therefore had a bank credit
of 151,000,000. Herr Steller explains that the balances
of these companies were not specially selected by him,
but that he took them at random, while I must confess
that he chose rather happily and perhaps not quite with-
out design. But, gentlemen, the fact that 78 joint-stock
companies alone possessed 151,000,000 does, neverthe-
less, very substantially support my assertion. | have since
examined a whole series of bank statements and found
that the status of many joint-stock companies has very
materially improved in the last decade. In my opinion

13
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there can be no doubt that the joint-stock companies laid
up a considerable surplus in the prosperous years— nay,
suits were repeatedly instituted against them, the stock-
holders objecting to the balance because the surplus was
so great.

In view of the limited importance of to-day’s proceed-
ings, | shall not discuss the point further. But | would
request the management of the Reichsbank and the Im-
perial Ministry of the Interior, at any rate, to place at our
disposal, for the deliberations in the Reichstag, more
detailed information upon these two questions, in order
that we may see into the matter clearly. | believe that
it is not so very difficult to determine, through the Reichs-
bank offices, what bills were presented in the period of
September 15-30 of the present year, likewise; who was
the drawer, the acceptor, and the presentor of those bills.
I do not wish to know the names, | do not wish to cause
any indiscretion; | only wish to know whether the person
concerned was a manufacturer of machines, or a dealer in
wool, or a banker, in order to establish by this means
which were indeed the interests that were the chief
besiegers of the Reichsbank at the critical period.

Secondly, | would ask that it be determined, particu-
larly in the case of the larger joint-stock companies, hav-
ing a share capital of over 3,000,000, what sort of change
took place in the balances from 1900 to 1907, and espe-
cially who constituted the creditors and debtors, and par-
ticularly how the bank credit was constituted.

(An interruption.)

I am just informed that this material is at hand |
have seen no such statistics based upon official information.

Federal Reserve Bank of St. Louis
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I would ask, if, as | am aware is the case, numerous private
contributions are to be submitted, that these private
results be verified, so that we may regard them as unex-
ceptionable material. | should have no objection to the
year 1905 being also brought in for comparison.

It would further be desirable— on this point, too, private
publications are at hand, but | would ask that their cor-
rectness be tested— to determine the aggregate of the loans
that were placed upon the market from 1900 to 1907, in
the Empire as well as in the separate States, municipali-
ties, state institutions, etc.

Gentlemen, as far as the first question is concerned—
I have thus far made a few general observations, in order
to show the reasons why | desire more abundant material
for the Reichstag— “ Is an increase of the capital of the
Reichsbank necessary?” | would first of all assert that,
as regards the duties and functions of the Reichsbank,
unanimity prevails upon the following points: First, that
it is its duty and its business, first and foremost, to main-
tain the standard and to secure the circulation of money,
and that satisfying the needs of credit is only a secondary
function of the Reichsbank.

Secondly, | think | can establish that it is the unan-
imous opinion of the commission that all business inter-
ests, industry, agriculture, trade, small concerns, have a
claim to be treated on a footing of equality, and that no
preference, particularly not to banks, shall be shown. |
take it for granted, of course, that as for the rest, the con-

ditions determined on by the Reichsbank will be carried
out.

15
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Thirdly, | would lay it down that the Reichsbank may
furnish credit for such needs only as arise from a legiti-
mate, that is, a justified and necessary transaction of
commerce, manufactures, agriculture, and minor trades;
that, on the other hand, it has not the function and accord-
ingly not the right to furnish credit for the purchase of
land, for speculation—that is, for the purchase of stocks—
for the payment of wages to laborers, etc.

At this point | would mention the exceptional position
of the cooperative institutions (Genossenschajten). | am
of the opinion that it is a transaction falling into the
category of legitimate credit if a cooperative institution
takes money from the Reichsbank in order to enable it
to pay for the raw material which has been delivered to
it. If, then, a cooperative institution, a starch factory,
say, is called upon to pay for its supply of potatoes, this
would, in my judgment, come under legitimate credit for
goods, because a joint stock company or a private indi-
vidual who carries on such a factory would likewise have
to pay for the potatoes. Here it is only the form of the
cooperative institution that alters the case somewnhat.

Gentlemen, whether unauthorized credit, departing
from these principles, is given, has also been discussed;
but | do not wish to go further into this question. The
Reichsbank has indeed conceded that deviations have
occurred here and there, but maintains that on the other
hand it acted with energy, but discreetly, and with due
regard to circumstances. | can only say that | subscribe
to this statement.

I would further declare, in order to remove differences
of opinion, that | see nothing against the Reichsbank

16
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being authorized in case of a party seeking legitimate
credit from it and not furnishing absolute security, to
procure such security by guaranties, by mortgages, etc.
I only wanted to emphasize this because Herr Geheimrat
Mueller views the matter apparently from another stand-
point, and believes that all claims upon the Reichsbank
not absolutely secure in themselves are outside of its
sphere of business and should be rejected. Director
Mueller of the Dresdner Bank, with whom | shall have
frequent occasion to occupy myself, because he has most
openly and unqualifiedly represented the interests of the
great banks, advocates the view that the regular credits
of the Reichsbank should be lowered by from 200,000,000
to 300,000,000 in order that it may have available means
at the difficult periods, under all circumstances, to satisfy
the demands made upon it for the discounting of short-
time bills and the making of loans on collateral. 1 main-
tain the opposite view. | am of the opinion that it is the
business and the duty of the Reichsbank to lower the
demands upon it at critical periods as much as possible
in order that it may be in a position to satisfy in non-
critical periods, in the broadest possible field, the credit
requirements of those engaged in the conduct of business.
I am not thinking here, as Herr Geheimrat Mueller indi-
cated, of an extension by preference of agricultural credit.
Through the Preussenkasse, agriculture has to a great
extent attained a position in which it can satisfy its credit
requirements, but I must emphasize the demand that it
shall enjoy absolutely the same rights as the other branches
of business, and that it is self-evidently just as much the
duty of the Reichsbank to accept a bill from me if, for

84713— 10---—-2 17

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

Na tional Monetary Commission

instance, | purchase a locomobile, as it is to accept the
commercial paper of a great bank, presupposing that the
required security is furnished. | claim parity of treat-
ment for agriculture, without wishing it to be accorded
special preference.

Now, Herr Geheimrat Mueller desires at the so-called
difficult periods the unlimited acceptance of short-term
bills and loans on securities. He has justly pointed out
that these short-term credits have in many respects not
the character of credits, but of regulation of the circulation
of money. On this one point he has converted me. |
openly acknowledge that, at the time, I did not in the
Reichstag attach enough weight to this point. So far as
short-term loans are concerned which do not involve
the satisfying of credit, but only the adjustment of pay-
ments, | regard his standpoint justifiable. In the case
of bills, one can recognize this; in the case of loans on
collateral, it is more difficult to do so. The Reichsbank
establishment that would recognize this must be a spe-
cially shrewd one. But | do not desire to enter into
guestions of detail; | only wish to hold fast to the prin-
ciple. In my judgment the acceptance of these short-
term bills can only be properly demanded when the con-
dition of the Reichsbank permits it without a rise of
the rate of discount.

Director Mueller says that the Reichsbank must re-
strict long-term bills, and, on the other hand, must be
obliged, under any circumstances, to grant credit upon
short-term bills and securities; if it did not do the latter,
a great calamity would be the result. Herr Mueller

18
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remarked further: “Where does it stand written that
the Reichsbank throughout the whole year discounts
every good long-term bill?”  To this | reply: “Very good;
but where does it stand written that the Reichsbank is
obliged to discount every good short-term bill?”’  Neither
the one nor the other stands written— that is, the Reichs-
bank must judge according to the particular circum-
stances of the case whether in that special instance it
can extend its credit without injuring rightful interests;
and, above all, there must be impartial treatment, and
under no circumstances must banks be favored in this
respect. The view held in industrial circles is that as
long as the means of the Reichsbank permit, it is, in-
deed, obliged to accept every good bill throughout the
year, and that it should and must exercise restriction
only if its condition makes a restriction of credit neces-
sary; but that even then all interests should be equally
affected by such restriction.

Now, what is meant by a short-term and a long-term
bill? 1 have gathered from the compilation in the
business report of the Reichsbank that bills have very
different periods to run—a thing that goes without
saying—and that Berlin, if not the most favored, is
among the most favored localities in this respect, in
that the average time is thirty-one days. Other places,
however, are given; for example, Aachen, where the
average time is seventeen days; Frankfurt, nineteen
days; Hamburg, sixteen days, etc. In Berlin, too, there-
fore, there must be a large number of bills that run
considerably longer than thirty-one days; otherwise
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there could not result an average of thirty-one days. If
we consider that, especially at the difficult periods, bills of
ten days are given, it follows that here, too, long-time
bills are largely issued.

Now, Herr Geheimrat Mueller has not stated whether
he means to say that a bill of fourteen days is a short-
time one and anything beyond that a long-time one. |
do not believe that he will care to make such a distinc-
tion. But he has not stated his view clearly and dis-
tinctly, in noting the distinction between short-time
and long-time bills. | think that the long-time and
short-time bills should not be treated differently in
principle by the Reichsbank, unless the transactions in
guestion do not bear the character of credit requisitions
but of a settlement of obligations. If this distinction
can not be made, all bills must be treated alike. The
law demands this, and we demand of the Reichsbank
that it should carry out the law with uniformity to-
ward all.

The Bank of England discounts, to my knowledge, six
and nine months’ bills in international business.

(Contradiction.)

Mr. FischeE. Not over ninety-five days.

Freiherr von Gamp-Massaunen. Then it is the Bank
of France.

(Renewed contradiction.)

I know that one of those banks years ago— | spoke to
the former president of the Reichsbank upon the subject__
issued bills of at least six months, in the colonial trade.
I attach no importance, however, to the matter, since
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there is, | say, no distinction of principle between short-
time and long-time bills; the acceptance of bills must
in general be made to depend upon the condition of the
market.

Gentlemen, it has been stated here that the circulation
of notes has materially increased in the course of years.
This | can not concede. In the year 1873 the total cir-
culation amounted to 1,350,000,000, and in the year 1907—
that is, thirty-four years later—it was 1,621,000,000, of
which that of the Reichsbank was 1,479,000,000 and of
the private banks 142,000,000. In the comparison of the
individual years it is generally overlooked that the private
banks had in 1873 a very considerable circulation of notes
and that the Reichsbank has stepped into the place of
those banks. If, then, we wish to make comparisons, we
must compare the total number of private banks then in
existence, and their notes, with those of the Reichsbank.

Gentlemen, if it should really be established that
industry did especially tax the resources of the Reichs-
bank, I must still declare that all the experts agreed in
thinking that industry must continue to expand if we
wish to improve our balance of payments and balance of
trade; we must, therefore, not only reckon with the fact
of the increase of industrial credit, but must positively
desire it and strive for it under all circumstances; for
otherwise we shall not get out of our distressing condition.

Now, Director Mueller wishes the running credit of the
Reichsbank to be lowered by from 200,000,000 to
300,000,000 marks. Herr Mueller speaks from the stand-
point— I wish to express myself briefly—of the drainage
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principle. If the Reichsbank really wished to reject those
credits, 200,000,000 to 300,000,000 would go to the banks.
The banks would then, if | follow the conclusions of Herr
Mueller, go to the Reichsbank and either diminish their
credits or take this money from it in some other way, and
the Reichsbank would advance this 200,000,000 to
300,000,000 in an indirect manner. This proposition of
Director Mueller is irrational, then, from his standpoint.
I do not share his point of view, as | shall soon explain.

If we must reckon with a lasting increase of credit needs,
we must find means to help the Reichsbank, and here |
ask: How can the Reichsbank procure such means? By
raising the rate of discount it can attract money from
abroad. But we have heard from Herr Mueller himself
that this expedient may easily fail, and that it would,
as a matter of fact, have failed last year, even if we had
had a bank discount of 10 per cent.

The Reichsbank may, furthermore, increase its deposits.
Director Gwinner has expressed his approval of the
increase of the deposits, but only under the supposition
that the Reichsbank shall pay interest. In itself 1 am
not opposed to such a proceeding. If the Reichsbank
thinks it can accomplish it, I should have no objection to
it. But | would call attention to the fact that the
increase of the deposits does not furnish absolute security,
because the deposits may be withdrawn at any time, and
in critical times would undoubtedly be withdrawn. If,
then, this method is followed, it will be a help, and if such
help is applied to a certain extent, the capital of the
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Reichsbank will not have to be increased to the degree
that would otherwise have been necessary.

The surest way, however, to attain an improvement of
the condition of the Reichsbank is by increase of its capital.
| consider the drainage principle erroneous; were it cor-
rect, no considerable loan could be placed in the market
without withdrawing the gold from the Reichsbank.
Whoever gives out a loan of 50,000,000, then, could not
procure this 50,000,000 otherwise than by having the
banks go to the Reichsbank and diminish their credits
there or raise money on securities, etc. The money, then,
would have to be taken from the Reichsbank. If a
foreign loan were to be issued to-day, that would by all
means be the only way to procure the cash. In ordinary
times, however, business has hundreds of ways of obtain-
ing money, without making direct demands upon the
Reichsbank. I need not enumerate these ways; one man
sells “ Americans,” another gives up contemplated im-
provements, a third sells other valuables, a fourth has
assets that are lying idle—in short, this so-called drainage
principle is based upon a false conception.

I should think, therefore, that the only effective means
of providing for an assured improvement of the condition
of the Reichsbank is by the increase of its capital, just as
every joint-stock company improves its condition most
surely by increasing its share capital, and not by assuming
a bonded debt. That is the method adopted by the
sound joint-stock companies. | believe, further, that if
this increase, which should be reckoned at 70,000,000,
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takes place in a series of years, say from four to five years,
and the times of payment have been suitably fixed upon,
this augmentation of capital may at the same time be
effected by the paying in of gold that is withdrawn from
trade. We have heard from the representatives of the
banks that, last year, in order to spare the Reichsbank,
they withdrew from 70,000,000 to 80,000,000 in gold from
trade. What they were then able to do they can do to-day
likewise. If, namely, the shares are given out in small
denominations and are placed among the general public
through the post-offices, etc., it will be possible to receive
the shares back, at least partially, in gold.

It has been pointed out that the Bank of England and the
Bank of France have not a great amount of share capital.
I am of the opinion that the conditions of those banks
can not be compared with those of the Reichsbank. Cer-
tainly, the English Bank gave a great part of its capital to
the State, and likewise the Bank of France. But has
not the Reichsbank done the same? In January of the
current year the Reichsbank took over from the Govern-
ment treasury bills amounting to 200,000,000 marks,
keeping them at times in its portfolio; it gave more to the
Government than its aggregate share capital; and, accord-
ing to my recollection, at the time of the final statement
of the Reichsbank, December 31 of last year, it still had,
on the most critical day, treasury bills amounting to about
70,000,000. It put over a third of its capital, therefore,
in the shape of credit, at the disposal of the Imperial
Government. Besides, England is a country so rich in
capital that no great demand is made upon the Bank of
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England anyway to procure credit, for the notes are
generally more than covered. In England very little gold
is in circulation and not much in the Bank either; and if
Germany is liable to get into a position in which the gold
is pumped out to the degree it is in England, then we are
facing a grave and very gloomy future. England may
allow itself this luxury; but with us, if the gold supply were
withdrawn from trade to the extent it is in England, and
we should then be obliged to discharge international obliga-
tions | do not know how we should go about it. It is
possible for England, by its colossal holdings in the
securities of all civilized countries, to procure gold every-
where and at all times; but we have in recent years dis-
posed in great part of our best foreign loans, and over-
loaded ourselves with Americans. Besides, in times of
difficulty the Bank of France always rushes to the rescue
of the Bank of England by furnishing it gold, a thing
that the German Bank can, of course, not reckon upon.
| believe, consequently, that it would be the worst thing
possible to take England as a model.

But in France, too, the conditions are different. There
industry stagnates, so that to regard France as an example
is not justified. Our industry must be developed further,
our agriculture be made more intensive, and even the
artisan class must be supplied with more capital. Thus
we are obliged, under all circumstances, to place a con-
siderably greater amount of bank credit at the disposal of
business.

Now, as to the increase of the contingent of notes
exempt from taxation. Seldom has a provision which is,
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perhaps, theoretically unobjectionable, resulted in such a
fiasco.

The Chairman. That really pertains to the second
question.

Freiherr von Gamp-Massaunen. | should wish, then,
that the commission would express its opinion to the effect
that the Reichsbank should increase its capital by about
70,000,000 marks.

The Chairman. May | ask that the question of the
surplus be discussed?

Freiherr von Gamp-Massaunen. | hold that simulta-
neously with the increase of the primary capital a corre-
sponding increase of the surplus must take place, since,
according to the legal requirements, the premium would
go to the surplus. | should object to increasing the
surplus alone and not the primary capital, because the
increase of the surplus would be accomplished quite
preponderantly at the expense of the Government, while
I consider it justifiable to effect the greater solvency of
the Reichsbank by an increase in the amount of its own
shares.

Doctor Strott. In common with a great number of
the experts, | am rather indifferent in regard to the
enlargement of the capital of the Reichsbank. The
potency and the carrying strength of the Reichsbank are
determined by other factors than those of its capital.
An augmentation of basic capital the Reichsbank does
not need, and in general an augmentation of its working
capital is likewise needless, because, under the assumption
that it has the necessary coin in its hands, it possesses,
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theoretically and practically, the inexhaustible horn of
plenty of the right to issue notes.

Nor do | look forward to a permanent augmentation of
the stock of gold, for the metal that flows into the bank
on some wave of business—in this case it would be the
payment for the new shares—does not signify. What
alone does signify is the amount of specie the Reichsbank
can permanently retain, and that, again, depends not
upon its capital, but upon international conditions.
Neither do | look forward to a lowering of the rate of
interest through an increase of capital, for in all civilized
countries the rate of interest depends upon factors other
than any capital, no matter how vast, of any central bank.

It has also been said that the Reichsbank should increase
its capital because other banks have greater capital.
That argument is not a valid one, for capital plays a
different role in other banks, particularly as regards basic
capital, and the Reichsbank remains always the *bank
of banks”—remains always the greatest German bank.
I think I need hardly remind the commission that the
Reichsbank has been obliged, in critical times, to come to
the aid of many a proud bank of the first order.

It has further been said that the Reichsbank needs
increased capital on account of its real estate holdings.
This consideration is likewise not decisive, for if the
Reichsbank has up to the present invested 60,000,000
in real estate | am of the opinion that the point of satura-
tion has now been reached. The Reichsbank has estab-
lished itself in all the larger places, and if it establishes
itself at other points the erection of bank buildings
will hardly be necessary.
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Altogether exaggerated, however, and shooting far
beyond the mark, is the assertion frequently made, even
by experts, that an increase of capital would not in any
way fortify the position of the Reichsbank. Every bank
becomes stronger and more potent by having capital
added to that which it already possesses. | can not
conceive how opinion can differ on this point. In what
form such strengthening will manifest itself, that is the
concern of the managers of the Reichsbank; but a strength-
ening, and a permanent strengthening, would be produced
by an increase of capital. | say only that a strengthening
so vital that it would tell essentially in the problems of
the Reichsbank would not result. The position of the
central bank as a financial power is not, in my judgment,
decisively determined by its capital, whether somewhat
smaller or somewhat greater.

Furthermore, | do not share the apprehension that if
the capital of the Reichsbank and its own resources were
to be increased the directors of the Reichsbank would be
tempted to force business. This question gave rise to a
rather expensive and, in part, heated and acrimonious
discussion in the hearings of the experts. After the
remarkably straightforward and thoroughly reassuring
explanation of the president of the Reichsbank on this
point, | believe that we may entirely eliminate this matter
from our discussions. That individual blunders occur in
an institution which has about 500 auxiliary establish-
ments is a matter of course. | know from my own business
experience how difficult it is to carry on a large number of
subsidiary concerns in a uniform way. The main point is
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that the general management when it discovers errors
should remedy them, and evidently the Reichsbank
sincerely desires to do that.

To my mind an enlargement of the bank’s capital would
recommend itself more with reference to a strengthening
of its ability to make loans on collateral. As | have
already indicated, | regard the Reichsbank’s discounting
capacity as fully sufficient, but its capacity to loan on col-
lateral, on the contrary, as slight. | consider it adequate
in normal times and in times of moderate strain, but not
adequate in trying times. | am so thoroughly convinced,
however,, that in really trying times bank policies of an
altogether extraordinary nature are necessary, that for this
reason | regard it unnecessary to aim at increasing the
capital of the Reichsbank in peaceful periods with a view
to its capacity for loaning on collateral.

On the whole, | do not consider such an increase requi-
site. However, if it should be undertaken—a thing I
should not advocate—it would have to be done on a
considerable scale; otherwise it would produce no effect
whatsoever.

If the Reichsbank wishes to strengthen its surplus, | con-
sider that a res interna. An association of capital can
never be too rich in surplus reserves, and | should think
that fortifying the surplus would be useful from the stand-
point of public economics. Naturally, the dividends
would thereby be diminished and the share of the Govern-
ment curtailed.

I would regard it as regrettable if an increase of capital
were forced upon the Reichsbank on account of parlia-
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mentary considerations. | have known the direktorium of
the Reichsbank for a generation as an administrative body
remarkably sagacious and clear-sighted, one that very
well understands its interests; it would be the best judge
whether it does or does not require an increase of cap-
ital, and in this connection | would say benificia non
obtruduntur.

Doctor WacheEr. Gentlemen, | would express my posi-
tion as regards Herr von Gamp’s general remarks in very
few words. It would certainly be interesting if we could
establish definitely the causes that led to the crisis of
1906-7. But we have already been told that these causes
are of so manifold a nature that it will be hard to establish
exactly which of the various branches of business made the
greatest demands on the resources of the Reichsbank, with
a view to determining their degree of culpability in bring-
ing about the money stringency. | share Herr von Gamp’s
view that industry, in spite of its doubtless very consid-
erable development in recent years, was by no means the
sole or the chief originator of the money stringency. If
Herr von Gamp maintains that industry was only an incon-
siderable factor in the money stringency of those years and
supports his contention by the published balance sheets of
the companies, | know from my own experience that just
as the yearly balance sheets of the different companies
vary, so does their bank balance vary greatly. Most of
the companies usually have a minimum balance directly
after a distribution of dividends, and then it rises until the
close of the business year. The majority of the com-
panies with which I am associated, and which terminate
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their business year on the 31st of December, always have
on that date a very considerable balance, because they
desire to provide the means of paying their dividends after
December 31, and must accumulate a balance for that pur-
pose. If then we ascertain from the statement of the 31st
of December that a great many joint-stock companies had
an extraordinarily large balance and wish to conclude from
this that the industrial companies in general could there-
fore evidently not have made demands on credit, the con-
clusion, according to my view, would be fallacious. The
same companies might at other periods— for instance, in
August, September, October— have received even very con-
siderable advances from their banks and have come into
possession of any material balance only on the 31st of
December. | mention this simply in order to say that all
these statistics must be regarded not only according to
their figures, but must be looked into upon all sides. They
assume then an entirely different aspect; the conclusions
drawn from pure statistical figures are not always entirely
correct.

I agree with Freiherr von Gamp also upon the point
that the first business of the Reichsbank is to regulate the
monetary circulation, not to act as an institution for
credit. | think he is right, too, in saying that, according
to the intention of the law, the Reichsbank may and
should nevertheless engage, in the second place, in credit
business also. But it appears in practice—and | would
state that | differ to that extent—that the credit business
is, after all, a very important factor for the Reichsbank,
inasmuch as the Reichsbank is and must be the reservoir
for all the other bank establishments.
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Freiherr Von Gamp. Quite right!

Doctor WacheER. | likewise coincide with Freiherr von
Gamp’s contention that no branches of business should be
favored. But | would state in regard to Herr von Gamp’s
special observation that the banks likewise should have
no preference; that, as appears from the information
offered by the Reichsbank, it is for the banks that by
far the greatest part of the discount business of the Reichs-
bank is done. And this is as it should be; otherwise we
should reach a point where all branches of business would,
contrary to the law which determines the Reichsbank’s
sphere of action, satisfy their credit requirements directly
through the Reichsbank. Only then could statistics be
compiled which would demonstrate that this or that
branch of business had been particularly prominent in
demands upon the Reichsbank. But, as | understand it,
the credit banks are self-evidently—unless we consider
the Reichsbank the primary credit institution, and that,
in fact, it should not be— those that must satisfy the credit
needs of all classes; and they are naturally those that
must, more than any others, undertake the discounting of
notes at the Reichsbank. From the actual statistical data
we can not by any means draw the conclusion that the
Reichsbank satisfies the credit needs of the banks pref-
erentially. This assertion is frequently made in banking
literature, as well as in the daily press, and in various
gatherings, as a charge against the management of the
Reichsbank, but it only exhibits a total misconception of
the business activities of the credit banks as well as of the
Reichsbank.
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Gentlemen, the language of the question that is laid
before us here is, Is it desirable to increase the capital of
the Reichsbank? From this it seems to me to follow that
the representatives of the Government do not regard the
guestion of the necessity of such an increase as under
consideration, and that we really need not discuss whether
such an increase of capital is actually necessary.

Now, it has been urged that the capital of 120 millions
in the year 1876 was determined under conditions entirely
different, as to population, business, and economic organi-
zation, from those prevailing to-day, and that as early as
1900 efforts were made to meet the circumstances, which
had essentially changed in those respects, so that in 1901
an increase to 150,000,000 and in 1905 to 180,000,000 took
place. In the last two years, however, it is further said
the demands upon the Reichsbank have been so great that
the strain on the bank has well nigh reached the limit of
its capacity. An increase of the capital, therefore, and
through this a strengthening of the position of the Reichs-
bank is desirable, it is urged, in order that it may main-
tain its ability to adequately satisfy the enlarged demands
for credit necessitated by the steady increase of popula-
tion, the extension of German industry, and the increase
of German commercial and transportation business.

But as against this view the following essential objec-
tions are to be noted:

1 If the joint-stock banks have, in keeping with the
expansion of their business, materially increased their
capital in the last twenty years, it does not follow that
a like necessity exists for the Reichsbank—a point to

84713— 103 e

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



N ational M onetary Commission

which Doctor Stroll has already called special attention.
For with banks of issue it is the notes really and not the
capital that constitute the working capital. As regards
the use of the capital as a note reserve, for administrative
purposes, or for loans on collateral, it is, in my judgment,
likewise sufficient.  Fifty-five millions are invested in bank
buildings; 15,000,000 to 18,000,000 are annually expended
for administration; the loans average from 85,000,000 to
98.000. 000; so that with a note circulation of \]/2 billion
the capital and the surplus of approximately 245,000,000
are sufficient and represent a surplus of over 10 per cent.
In reference to the note circulation, however, even an
increase of the capital by from 50,000,000 to 70,000,000
would hardly be decisive; and yet a still greater increase,
by 100,000,000 or more, can certainly not be thought of.
According to my view, then, the bank’s capital is irrelevant
to the question of working capital and sufficient for other
purposes.

2. Since 1905, and particularly since 1906 and 1907,
demands considerably greater than in the foregoing years
have been made upon the Reichsbank, and the specie cover
did drop, to be sure, to 37.3 per cent, with an average of
57 per cent, as against a minimum ratio of 49.7 per cent
in 1899, 49.6 per cent in 1904, and 43.5 per cent in 1905.
As against this covering, the following excess issues took
place: End of November, 1906, 505,000,000 marks with
the discount rate at 5 per cent; end of December, 1906,
572.000. 000 with the discount rate at 7 per cent; end of
September, 1907, 513,000,000 with the discount rate at
5 Per cent; end of December, 1907, 625,900,000 with
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the discount rate at 7/ per cent; then there followed, in
January, 1908, a material falling off in excess issues,
namely, 386,000,000 with the discount rate at 7* per cent.
The Reichsbank was able, then, in spite of that immense
strain— which is characterized by some as an actual crisis,
while | should, nevertheless, not characterize that strain
as a veritable crisis— to do justice to all the demands made
upon it.

When we consider that the note circulation per head of
the population is in France 99 marks, in Belgium 82
marks, in the Netherlands 78 marks, in Austria-Hungary
32 marks, in Germany 23.9 marks, in England 13.4 marks,
the situation of the Reichsbank may not by any means
be termed critical.

It must furthermore be borne in mind that in the last
two years money has been scarce in all countries and the
rates of discount in all countries, particularly in England,
uncommonly high. As regards Germany, which has made
remarkable strides in economic development, special ac-
count must be taken of the fact that through the con-
ditions in America— for Germany had to buy a variety of
raw products, cotton, copper, food supplies, in great quan-
tities at high prices and pay cash— she was sympathetically
affected and suffered a heavy depletion of gold just at a
period of retrogression. These circumstances must be
characterized as altogether exceptional and transitory,
and they have, indeed, been so characterized by all
experts; they have, in point of fact, improved very ma-
terially in the second quarter of 1908. A country with
the world commerce of Germany can not remain un-
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touched by the events in the economic life of other
nations, and its discount rates will be more or less affected
by those prevailing in London and America, be the capital
of the Reichsbank what it may.

It has been further asserted—an assertion acknowl-
edged by the bank management, too, as just— that, partly
through a misconception of the duties of the Reichsbank,
bill credits of no inconsiderable amount, which should
not have been granted, have been allowed at some of the
bank’s offices, particularly at subsidiary ones; these would
in course of time be completely eliminated and the condi-
tion of the Reichsbank in consequence be quite materially
relieved. Doctor Stroll has called attention to this also,
and it is all the less necessary to amplify this point, since
the bank management itself has, of its own initiative,
directed that a remedy be found for this trouble.

From all these circumstances | would draw the con-
clusion that the Reichsbank, even if it has made mistakes
in managing its affairs, has been able completely to fulfill
its functions, and does not, in the future either, need an
increase of capital.

3. A comparison with the capital of the Bank of France
and the Bank of England leads to no different con-
clusion. | do not wish to repeat what Doctor Stroll has
already brought out. | would only specially emphasize
the fact that Herr von Gamp’s view was thoroughly
refuted in aclear and convincing manner by Herr Muller
(Fulda) as well as by Professor Riesser, in the course of
the hearings of the experts.

4. Now, | come to the question whether an increase of
capital can permanently increase the stock of gold. Here
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| essentially agree with Doctor Stroll. 1 would only
remark that according to the assertions of our colleagues,
who have been heard as experts, the vicious circle would
ultimately show itself, that an increase of capital must
always be taken out of the resources of the Reichsbank.
But that this must be so can not be mathematically
demonstrated; and | think that it is quite possible that
by an increase of capital and by subscriptions for new
shares resources in the general business world that have
been lying dormant may be brought out and roused into
life, and thus the Reichsbank’s stock of capital and of
gold may, after all, be reenforced. To what extent this
will be the case, it is difficult to say. | will concede that,
theoretically, it can be maintained with as much justice
that an increase of capital must ultimately be covered
entirely out of the resources of the Reichsbank as that
the new capital could be drawn entirely, or even in part,
from sources which had not till then been accessible for
the purposes of general business. But since this is a point
which, in my opinion, can never really be quite clearly
made out, | would choose the middle course and say that
anyway a great part of the increase that will flow into
the Reichsbank will consist of new resources, so that a
strengthening of the Reichsbank’s position must, as
Doctor Stroll has just specified, in any case follow as a
consequence. Whether such a strengthening will be
permanent depends, to be sure, upon entirely different
circumstances, and is hardly to be assumed.
5. Now comes the further question, whether an increase

of capital will have any, and if so whether it will have a
permanent, influence in bringing about a reduction of
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the rate of discount. The experts—with the exception
of Heyman, Wieler, and Steller, who, however, can not
adduce any convincing grounds for their belief—have
very generally regarded this as quite out of the question;
on the contrary, Doctors Wiedenfeld and Bendix have
called attention to the point that as the increase of
capital must, as is assumed, ultimately come out of the
resources of the Reichsbank, its condition will be un-
favorably affected thereby, and a rise of the discount
rate might rather be the result, since the outside re-
sources previously at the disposal of the Reichsbank
would thus have been withdrawn from it. This, how-
ever, is not quite accurate, since the Reichsbank would
still have its own capital at its disposal, even if in another
shape than that of deposits, etc. To be sure, the past
has shown that the height of discount rates depends upon
factors entirely different from the amount of the bank’s
capital; in this respect, then, an increase of the capital
is decidedly without influence.

6. If, then, even a great increase of the capital could
be of no noteworthy, and particularly of no permanent,
benefit to the condition of the Reichsbank, it might,
especially in dull times, be accompanied by serious dis-
advantages; for it is hoped that the public will be in-
duced by an extension of the check and deposit busi-
ness to deposit their idle cash in larger measure either
in the Reichsbank or in the credit banks; and the coin-
ing of a greater quantity of silver money, as well as the
issuing of smaller notes, will not only add to the circu-
lating medium, but is meant especially to obviate the

oversaturation of trade with gold coins and to substitute
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paper and small change for the excess of gold used in
trade, thus keeping the gold in the Reichsbank and ren-
dering it trebly useful for general trade.

If there should then still be an excess of capital at its
disposal, the bank would in quiet times be tempted to
run after credits, particularly loans on securities, which
it is not suitable for a bank of issue to go into on a large
scale, and thus compete needlessly with the credit banks
and render itself more than ever incapable of making the
note circulation elastic and of being a ready and adequate
reservoir for the credit banks in critical times.

In case the check and clearing business and the mul-
tiplication of silver and notes bring about the results
expected, an increase of capital would be unnecessary,
while, by diminishing the Government’s share of the profits,
it would be directly disadvantageous to the finances of the
Empire, aside altogether from the consideration that the
bank management might be positively forced into ex-
tending its grants of credit in order to make the capital
profitable.

7- In any case, the present moment—and this has
been pointed out in various quarters—would hardly be
opportune to recommend such a measure to the Gov-
ernment, since foreign countries might, at any rate, see
in it a weakness of the Reichsbank.

8 An increase of capital would, likewise, involve
knotty discussions regarding the regulation of the division
of profits, the premium in negotiating bills, etc., which
it would be better, at least at present, to avoid, and
which, for the rest, should be left to the representatives

of the bank administration.
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9. Essentially the same reasons that are urged against
an increase of capital hold good also against increasing
the surplus. The effect of such a measure would certainly
be of still less consequence. It might be maintained here
that such an increase, which proceeds only from an excess
of profits, retains ready money in the bank which it
would otherwise have to distribute. To such a measure
the opponents of an increase of capital have, at all events,
expressed their assent. The strengthening of the surplus
however, would have to proceed from the general excess
of profit and not merely from the excess of profit which
accrues to the shareholders. It would not be consonant
with justice and propriety to establish a surplus solely at
the expense of the shareholders. It is not in itself to be
rejected as inexpedient, but would have to take place, as
long as the management finds it desirable, without quali-
fication or limitation.

Even if one acknowledges that the reasons adduced by
the majority of the experts in support of their view are
convincing, and must declare oneself opposed, in theory
and principle, to an increase of capital, it should never-
theless he recognized— and it is acknowledged by a great
number of experts as well as in the literature of the sub-
ject—that, after all, the question whether the bank man-
agement might deem it desirable to increase the capital in
a moderate degree—by from 20,000,000 to 70,000,000
marks—can not be regarded as in any way vital.

If, in particular, the bank charter instead of being
granted for ten years, as it has hitherto been, were to be
extended for a longer period, it could indeed be justly
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said that our further economic development might
actually involve the necessity of also increasing the
capital of the Reichsbank. The advancement of the
check and clearing system, too, will occasion an extension
and increase of branch banks as well as a number of
other expenses, for organization and the heightened cost
of administration, all of which must make it desirable
for the Reichsbank to possess greater means of its own.
In the event of a moderate rise of capital, of from 20,000,000
to 70,000,000 marks, | should be of the opinion that in
a law for the Reichsbank the amount of the increase of
capital and the period within which such increase shall
take place should alone be stipulated, but that it should
be left to the Bundesrat, in unison with the adminis-
tration of the Reichsbank and the central committee, to
decide when and in what measure it is desired to make
use of this power set forth in the law concerning the
increase of the capital. And they should, in particular,
determine whether an immediate rise to the maximum
might take place, or, if the power be granted to raise the
capital of the Reichsbank even by 100,000,000, in what
period of time this rise should occur, and what shape
this distribution of new shares (which should not be per-
mitted to be issued in denominations of less than 1,000
marks) should assume. In our deliberations we have
constantly heard from all sides very high praise bestowed
upon the trustworthiness, discretion, and shrewdness
of the Reichsbank administration. Now, if we enter-
tain this conviction, and if we can, besides, start from
the conviction, which has frequently found expression,
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that it is the Reichsbank itself which, in its manage-
ment, must best feel where the shoe pinches, whether it
does or does not need an increase of capital—then we
must grant it full power with perfect confidence and leave
to it the carrying out of the programme. That is my
opinion.

Mr. Kaempf. Gentlemen, Herr von Gamp thinks it
would be desirable to investigate the causes that led to
the so-called crisis of the last few years. | believe, how-
ever, that it will not be necessary to procure the figures
which Herr von Gamp wishes to have, for the causes that
brought about the tension of the money market are per-
fectly obvious now that we can take a survey of the last
few years. We have had a world situation which neces-
sarily called for a large circulation; in Germany, we have
had a rapid development of industry which necessitated
the putting of great amounts of capital into fixed forms,
and it is precisely this fixing of capital that led to the ten-
sion which has prevailed in Germany during the last few
years; and finally the American crisis was added. What,
on the other hand, the figures that Herr Gamp wishes to
have are meant to prove, and what the figures that he
has adduced actually prove, | do not quite see. The
figures that he has cited do not prove anything. He
picks out among the bank offices those that in the period
between the 15th and 30th of September and between the
15th and 31st of December had the greatest demands
made upon them, and finds that the bank offices in places
where industry is chiefly represented are not among those
upon which the greatest demands were made. When |
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consider, however, that it is precisely the fixation of capital
that produced the tension, then it is obvious that the bank
offices in places where industry is largely represented did
not receive bills arising from such fixations of capital, and
could not receive them, for credit bills of this kind should
not be discounted by the Reichsbank, and were so only in
very minute quantities. The demands for credit resulting
from such fixation of capital were made much more largely
upon the private banks, putting these, on their side, under
the necessity, at certain times, notably between the 15th
and 30th of September and the 15th and 31st of December,
of presenting any kind of bills to the Reichsbank to be
discounted in order to obtain the funds necessary to
satisfy the requisitions for capital made upon them.

Freiherr von Gamp stated further that a great number
of industrial stock companies had and still have large
balances in the banks; that therefore industry could not
possibly have been in a position to make great demands
upon credit. This also proves nothing. If there were a
great number of such establishments it does not at all
follow that there were not many others in a position to
make credit demands upon the banks. It would similarly
prove nothing if some one were to say that since a great
number of farmers have balances in the banks, agriculture
in general is not in need of credit.

Although, therefore, | hold that the figures adduced by
Herr von Gamp do not prove anything, and that the
figures he desires to have will likewise prove nothing, |
take nearly the same view that he does regarding the
increase of the Reichsbank’s capital within certain limits.
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He did, to be sure, say that the first concern of the Bank
is to maintain the standard and to oversee the regulation
of the circulation of money, and to see to it that in these
respects all should go straight in Germany, on the right
track; and that the granting of credit was only its sec-
ondary concern. But all his specifications had a bearing
not upon question No. i, the regulation of circulation, but
upon the granting of credit. It seems that in his mind
the granting of credit plays an extremely great role.

If, now, I turn to the question, What is the standpoint
from which the possible increase of capital of the Reichs-
bank is to be judged?, then I can consider but one point
of view as controlling. The Reichsbank must actually
see to it that the monetary circulation shall remain on the
right track. As a prime requisite to this end, the Reichs-
bank must be able to redeem its notes at any time, and its
grants of credit must be regulated from this point of view
and from this point of view solely— that is, it should dis-
count those bills only as to which it may be assumed with
perfect certainty that at their maturity bank notes will
flow back to the Reichsbank. This point of view being
taken, the Reichsbank must treat all classes alike— allow
the artisan class, if it can be fitted into this category,
credit just as well as agriculture, commerce, and manu-
factures. No one should be favored or discriminated
against, provided he fulfill the requirements regarding
the granting of credit to be exacted in accordance with
the view | have stated. Agriculture and the trades
should not be granted long-time credit, which is not cal-
culated to secure the return flow of bank notes, any more
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than commerce and manufactures. With the under-
standing, however, that the bills discounted may be
absolutely counted on at maturity to bring about a return
flow of the bank notes to the Reichsbank, all classes must
be treated alike.

Now, | admit that the circulation of money in the coun-
try can not be put into essentially better shape by an
increase of the Reichsbank’s capital than it has been with
its present capital. | do not, for instance, believe that
the Reichsbank’s stock of gold is permanently increased
by an increase of its capital. The experts have already
expressed the opinion that the determining factor is the
international balance of payments, and not whether the
Reichsbank, when it issues new shares, receives in its
coffers a certain amount of gold, be the same great or
small. Neither do I think that the increase of the Reichs-
bank’s capital can have a material influence upon the
reduction of the rate of discount. Therefore | believe that
if the object is to regulate the circulation of money an
increase of the Reichsbank’s capital is unnecessary.
Nevertheless, | think that it appears desirable from
various points of view.

I am, in the first place, of the opinion that in case of an
essential increase— such as has already occurred of late—
of the Reichsbank’s business in foreign bills an enlarge-
ment of its capital may be desirable. The same thing
applies to loans on securities. | am, further, of the opinion
that it is not a proper proportion for the Reichsbank, with
a capital of 180,000,000 and a surplus of 64,000,000, to
have expended 54,000,000 in real estate. In the case of
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a private bank this proportion would be characterized
as unhealthy.

I hold, besides, that the volume of its deposits indicates
that a certain strengthening of its own resources may
appear desirable to the Bank.

When | consider all these points of view, | arrive at the
conclusion that it seems desirable that an increase in the
Reichsbank’s capital shall take place; particularly, too,
because | believe—and here | find myself in opposition to
the honored gentleman who spoke last—that we should
seize every means to strengthen the credit of the Reichs-
bank abroad also. The worst thing that has happened
to us in recent years is the inception of a doubt abroad as
to the solvency of the German Empire in the matter of
the gold standard. We have every incentive to work
against that feeling; | consider this the most important
aspect of the whole question.

As regards the augmentation of capital, I am not in favor
of a great increase. In my judgment an increase of about
60,000,000 is sufficient, and that at a price for the shares
which shall correspond approximately to the amount of the
surplus. An addition of about 80,000,000 would thus be
made to the Reichsbank’s own resources, and that | consider
adequate to satisfy its needs. Whether this should be
carried out in stages or at once is a question open to
debate. | would carry it out in stages, in order that the
domestic money market should not in any way be dis-
turbed by the issuance of the Reichsbank shares; even
though a sum of 60,000,000 is not so great that it can
produce serious disturbances in the domestic money

market.
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Freiherr Von Wangenheim. Gentlemen, when | was
appointed to the commission, | tried at first to decline
the summons, and accepted it only under the supposi-
tion that what was demanded of me was that | should,
to the best of my ability, give expression here to the
views that prevail in the economic and political circles
familiar to me.

Nor do | consider it our duty to enter into a great
debate here; there is an abundance of talk; the chief
battle is to be fought in the Reichstag. Accordingly,
I will limit myself most rigidly.

I beg to be excused, too, if | confine myself to notes
this time, by way of exception. | belong usually among
the unfortunate speakers who can not make use of notes;
but to-day | consider it important that my remarks be
reproduced verbatim.

Numerous means have been proposed here to remedy
the precarious conditions that prevail with us at present
in monetary affairs. But, gentlemen, | do not believe
that the adoption of any one or even of a number of
these various means will bring about a fundamental
improvement. All the questions of the bank inquiry
are, in my judgment, to be considered from the following
fundamental points of view: The unlimited abuse of
credit, with the reckless economic development which
it alone made possible, is the real cause of our periodic
crises, with all their grave economic and social evils.
The aim of all reforms in the domain of banking and
credit must, therefore, be to bring about steady, quiet,
and moderate development. From this follows the
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necessity of a more general realization of the fact that
the business of granting credits out of other people’s
money is not only a business but also a very responsible
office, and that here business considerations must always
be made to harmonize with the obligations which arise
from the nature of that office. To this effect Riesser,
in his work Zur Entwickelungsgeschichte der deutschen
Grossbanken (History of the Development of the
Great German Banks), second edition, page 173, says:
“Not only private but public interests are here at
stake.” In the same passage he remarks: “ It is not
without significance that even the employees of the
banks are spoken of as bank officials, for they are
appointed in the service of undertakings whose objects
and development are not of a purely private nature,
and which transcend more and more the sphere of regu-
lations pertaining to purely private rights.”

Riesser then shows—page 13a—by a number of ex-
amples that the political outpost fights of the nations,
which are sometimes followed by the greater battles of the
national armies, are to-day fought on the financial field by
the great credit banks. Such vital processes, which may,
in some circumstances, be decisive of the existence or non-
existence of the State and of the distinctive civilization of
its people, can not be committed solely to the dividend
interests of the private banks. Here, too, under free
competition, it is no longer he that is conscious of duty,
but he that is most eager for gain, who conquers. In the
business reports of the great banks we find complaints of
ineffective admonitions to be moderate in demands for
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credit. But because a transaction which one bank would
not undertake is at once entered into by its competitors,
the private banks do not, in our times, possess the power
to check the mania for speculation and profit which
underlies the demands for credit; with their eyes open
they drift toward the next general crisis.

All these considerations must force the legislation of our
time to place the business of dealing in credits with other
people’s money under such legal regulation as shall safe-
guard the interests of the people.

As a matter of principle, therefore, in regard to ques-
tions I and I, I must put forward the demand that the
Reichsbank be nationalized.

Much has been said by the opponents of nationalization
as to the jeopardizing of the funds of a nationalized bank
in case of an unsuccessful war. But about the same kind
of people consider the prime financial preparation for war
to consist in the greatest possible possession of foreign
gold values in bills and foreign exchange. These foreign
bills are with us quite preponderantly bills on London—
on the chief market, therefore, of a state against which it
is no longer beyond the region of probability that Ger-
many may engage in war. Then, would the “gold in
London” form a part of our financial mobilization? The
Hague Peace Conference, too, decided with England’s
assent to prohibit a belligerent power from abrogating the
rights and claims of the subjects of the enemy, or from
temporarily invalidating them, or excluding suability.
(Geheimer Finanzrat Doctor Von Lumm, on Foreign-
bills Policy, May 12, 1908.)) Anyway, in case of a war
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“gold credits in London” seem less secure than the gold
in the vaults of a nationalized Reichsbank.

In case, however, the nationalizing of the Reichsbank
will, as | assume, not be agreed to, a fundamentally new
conception of the Reichsbank must at least be introduced
into its administrative policy and into legislation. To-
day it is regarded as the “ bank of banks.” The shares are
held by the banking world and by its circle of customers.
Out of this circle the central committee is constituted.
These circles are given the first chance to obtain the low-
rate credit of the Reichsbank, with the advances free of
interest, etc. The Reichsbank must be transformed from
the position it has hitherto occupied as the *“bank of
banks” into the “central bank for the protection of the
nation’s economic interests.”

i. There must take place, therefore, a material increase
of the capital, perhaps a doubling (500,000,000), as was
proposed by the expert Kommerzienrat Moritz Leifmann,
banker, in Diisseldorf (* Zusammenstellung,” p. 12). The
share capital and surplus of the Reichsbank amounted
in 1875 to 150,000,000 marks, in 1907 to 240,000,000; in
the 7 Berlin great banks it was 250,000,000 marks in 1875
and 2,500,000,000 in 1907.

Prion says in his work, “Das deutsche Wechsel-Dis-
contgeschaft” (The German Bill-discount Business), 1907:

“The average cash holdings of the Reichshank, which
furnish the basis for the security of the currency, can no
longer be termed sufficient, in view of the abruptly changed
balance agrtiregates of the other banks. The acceptances
alone set afloat by the banks exceed the average amount of
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the circulating bank notes. In the further development
of the credit banks there is great danger that the extension
of their credit business may easily go beyond the line
drawn by the Reichsbank in determining its holdings of
gold as the foundation of the whole edifice of credit. From
this standpoint, likewise, an increase of the deposit trans-
actions of the Reichsbank, for the purpose of attracting
gold, is by all means desirable.”

2. The new stock certificates to be distributed should
be of the denomination of 200 marks, as the expert,
Bendix (p. 13 of the “Sammlung”), has proposed; and
this at a selling price of 130 per cent, as in the subscription
of 1875, and under control of the communities, in order
that the stock certificates shall not fall into the hands of
foreigners or of the circle of customers, or into the posses-
sion of our great banks, but into the hands of the German
people outside this circle. Preference to the middle class
in town and country!

The distribution of these stock certificates should be
effected exclusively by the Reichsbank, which should take
over the stock at 130 per cent, on commission, and sell it at
that price to members of the German middle class, in the
order in which their names appear on its subscription
books.

I his increase of capital would then not be taken from
the bank credits— and therefore counteracted by increased
demands upon the Reichsbank—so that the available
resources of the Reichsbank would not be diminished.
Then it would be possible to purchase gold abroad with
these augmented resources in order to increase our gold
supply.
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I am opposed to the proposition on page 17, that foreign
gold bills should be admitted as cash cover within the
meaning of the bank law.

The strengthening of the surplus | also favor on prin-
ciple. This would be accomplished best by a strengthen-
ing of the capital. Whether it isto be carried out by stages
is a practical question which need not be decided at pres-
ent. The time could be determined after we return once
more to normal rates of interest.

Mr. Schinckeu. Gentlemen, we have been asked to
express our judgment in regard to the question before us,
with brief statement of our reasons. | can not, therefore,
avoid returning to the arguments which have already been
brought forward by the previous speakers.

| take up in the first place the speech just delivered by
Freiberr Von Wangenheim, and can not deny that | was
somewhat astonished at his bringing up an extremely
important and far-reaching question which is not con-
tained at all in the list of questions before the commission,
upon which we have heard no experts, and which would
extend our discussions to impossible lengths. | can not
find in the list of questions the nationalization of the
Reichsbank. Nor have we up to this time ever spoken of
nationalization in our debates; neither has the question
come up whether changes ought to be made in the organi-
zation of the Reichsbank’s administration. It was, on the
contrary, expressly stated in the inaugural speech of the
under secretary of state that fundamental changes in the
organization of the Reichsbank were not to be subjects
of the inquiry. | must, therefore, forego entering into
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particulars on the subject of nationalization; it would, in
my opinion, prolong our debates for days.

Freiherr von Wangenheim spoke further of an un-
bounded granting of credit having taken place. | am
under the impression that the situation in which we find
ourselves was brought about by all sorts of faults, perhaps
among them by a too ready granting of credit; but |
must protest against the stress that is always laid upon
the credit banks having been guilty of quite special faults.
I, for my part, am of the opinion that if too much credit
was demanded and granted, much more was done on the
part of the cooperative credit institutions than on that of
the great banks. There is, in my judgment, too much
running into debt throughout the whole country.

Freiherr von Gamp attempted once more to search into
the causes which were the most prominent factors in pro-
ducing the money crisis, as it is always termed, of last
fall. Here, too, I must briefly add my view of the argu-
ments that have been advanced. | consider it idle for
us to cudgel our brains as to whether it was manufactures
or agriculture or commerce that made the chief demands
of excessive credit upon the money market and, conse-
quently, upon the Reichsbank. | am convinced that all
contributed their share, and to a certain extent, indeed,
quite innocently. It is obvious that as a consequence
of a flood-tide in business the price of everything rises
immensely, as was the case last year. Nothing can be
excepted. Raw materials, and grain in particular, rose
enormously.

A voice: Wages, too!
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Self-evidently, more capital is needed to handle the
commodities, and this must be obtained by means of the
granting of credits. Any very special offense on the part
of manufactures or agriculture or commerce can not, in
my judgment, enter into the question here. The best
evidence that too many bills were in circulation is offered
by the considerations | have just mentioned; the Reichs-
bank had too little gold, however, primarily in conse-
quence of our unfavorable balance of payments at the
time. The present furnishes a proof of this. Now that
the business boom has run its course, that prices (with
the exception of grain) have fallen just as much as they
rose before, we see that there are fewer bills; the Reichs-
bank has not so many demands made upon it. The only
thing which has remained, and which, in my judgment,
lastingly demands our chief attention far more than the
temporary credit needs of commerce, manufactures, and
agriculture, is the running into debt that has in the last
years been prevalent in Germany, on the part of the
Empire as well as on that of the states and the local
governments. And if Freiherr von Gamp has solicited a
special statement in regard to this subject | consider it
very appropriate; the figures will show how enormous
were the demands made upon the money market by
domestic loans. It would be a misfortune if, as a conse-
guence of this, we should have to sell foreign bonds and
should be absolutely unable to buy foreign securities on
account of the great demands upon the domestic stock
market. It is only by creating claims upon foreign coun-
tries, whether by increased exports or by holding foreign
government securities, that we can improve our balance of
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payments, and only in that way can we prevent too much
gold being taken from us. | agree with Herr Kaempf that
the difficulties and the stringency which we experienced
last fall were due far more to the small stock of gold in
the Reichsbank than to the large number of bills afloat
and the demands for discount, occasioned by them, made
upon the Reichsbank. | do not see that the Reichsbank’s
holdings of bills have in the course of decades risen so
enormously. The evil lay in the Reichsbank having too
little gold, and this evil is to be remedied by creating
claims upon foreign countries. At any rate, 1 am of the
opinion that the Bourse was this time, as it happens, quite
innocent, in spite of the indirect assertions to the con-
trary, for all statistics will demonstrate that speculation
did not strain the money market at all; it has indeed
seldom occurred that the Bourse required as little rrfbney
as last fall. This is owing to reasons into which | do not
wish to enter; the Bourse has legitimate demands also.
Freiherr von Gamp desires that the Reichsbank treat
with entire impartiality all bills which it accepts. But I
observe that he departs from this impartial standpoint
when he holds that the Reichsbank is just as much
obliged to accept all long-time bills, even such as are pro-
vided with security-crutches, as it is the short-term bills
of the banks. As regards that point | can only reiterate
and emphasize my opinion, that, with a view to the sol-
vency of the Reichsbank, there is a tremendous difference
between the two. W.ith the Reichsbank, its only means
of granting credit, with the exception of loans on collateral,
is by discounting bills. The main credit business of the
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Reichsbank, therefore, is limited to the discounting of
bills. It should certainly, then, not consider a bill which
is sure to be renewed after three months, which must,
besides, be provided with some sort of security, according
to the law, in order to make up for a poor signature, as
on an equality with a bill which will unquestionably be
paid at maturity— which it is not necessary to renew. In
this sense the short-term bill is self-evidently greatly
preferable to the long-term bill, for the short-term bill
is paid so much sooner and eases the situation of the
Reichsbank. From the standpoint of banking principles,
this difference can not be ignored. And here, too, the
Bank should maintain impartiality.

At the quarterly periods the Reichsbank will unavoid-
ably have to accept more bills from the banks than from
other quarters. It is the banks that, along with the
Reichsbank or in place of the Reichsbank, are the inter-
mediaries of credit throughout the German Empire.
The private banks must, in fulfillment of their duties,
primarily subserve the requirements of credit, while
the Reichsbank’s prime duty is to regulate the monetary
circulation. The private banks will always need to have
the assurance that they have the Reichsbank behind
them at the quarterly periods. | regard it as a quite
legitimate thing, entirely consonant with its duties and
not disadvantageous to it, for the Reichsbank to resort,
in case of necessity, to a temporary increase of the dis-
count rate—a thing which is no misfortune at all, but a
needed warning signal to the banks. It is the duty of
the Reichsbank; there is nothing illegitimate about it.
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If the Reichsbank were to wait for the long-time bills of
the private banks, or for the bills that come to it at other
periods, it might wait a long time. To keep presenting
bills— not to mention long-time bills—to the Reichsbank
right along, throughout the year, is a thing that no great
bank does. That is a mistaken notion on the part of
Herr von Gamp. | regret exceedingly that he should
have left. This can not be too often brought to his notice.
I say this with the best intent. Director Mueller suc-
ceeded in convincing Herr von Gamp on one point, and |
do not doubt that he will allow himself to be convinced on
this point also.

Herr von Gamp spoke, further, in regard to paying inter-
est on deposits. Now, money payable on demand any day
should not in addition be provided by the Reichsbank
with an interest premium. 1 do not know whether
Director Gwinner favored this, but | can not approve it.
On the other hand, I am confident that the deposits which
flow to the Reichsbank in the natural way will constitute
its least jeopardized assets in critical periods. On the
occasion of the hearings of the experts much was said of
the fact that of the deposits at the disposal of the Reichs-
bank nearly one-half is in transit; that is, in process of
being transferred. It is self-evident, really, that deposits
increase in critical times, because everybody wants to
accumulate a reserve, and in far greater measure will this
be the case in critical junctures with regard to the deposits
of the Reichsbank; everyone will then regard it as the
best depository. | am not afraid that the Reichsbank
will experience any sort of difficulty on account of its
deposits.
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Now, as regards the main question, whether an increase
of the working capital of the Reichsbank, either by way of
adding to capital or by way of strengthening the surplus, is
desirable, 1 am rather indifferent concerning that prob-
lem. | do not, naturally, expect any advantage to arise
from an increase of the capital or of the surplus, par-
ticularly any effect to be produced on the rate of
interest or on the gold holdings of the Reichsbank, which
is the main point. | do not fail to recognize that it
would not be a desirable measure at the present moment
to go into the money market with a new demand for
capital; not because | fear that the money market will
thereby be ruined, but because—and | would ever again
call especial attention to this— every putting up for sale of
domestic securities has the great disadvantage that
foreign loans, which we urgently need for our balance of
payments, will be driven out of the country. | should
not, therefore, regard the present as a very appropriate
time.

But there is another consideration. It would not be
satisfactory for the Reichsbank to dispose of its shares
at too low a rate; while too high a rate, again, would, in
my opinion, not do justice to the purchasers, particularly
if the charter of the Reichsbank is to be actually renewed
once more for only ten years. We have heard again
to-day that the question of nationalization does not by
any means seem to have disappeared from the order of
the day. In the event of nationalization, the share-
holders, as you know, have a claim upon only half of the
surplus; the new shares can not be sold at a much higher
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price than the amount for which they will be redeemed
ten years later. If from this standpoint, but for many
other reasons as well, it were possible to prolong the char-
ter of the Reichsbank beyond ten years, it would, in my
judgment, be most desirable. | think that if a strength-
ening of the Reichsbank’s resources should be contem-
plated, it is the concern primarily of the management
of the Reichsbank. Should it be actually contemplated,
| believe that in view of the fact that there is no prospect
of prolonging the charter beyond ten years, the question
to be considered is rather the strengthening of the working
capital by the accumulation of a surplus. Nor do | feel
any scruples that an injustice vrould thereby be done to
the Government because the Government contributes
three-quarters and the shareholders one-quarter to it.
A point that has not as yet been dwelt upon is that the
surplus, half of which would go to the Government in the
event of dissolution, was contributed in much the greatest
part by the shareholders. It consists in large measure of
the premiums on the new shares. The shareholders
accumulated the surplus at a time when the Government
did not yet have the three-fourths interest. In view of
the possibility of a division with the shareholders— a thing
most regrettable in my eyes— | should not consider it
unjustifiable if they contributed one-fourth and the State
three-fourths to a further accumulation, with the pro-
vision that each should receive a half upon division.
How this could be accomplished is of course a matter
of opinion. | should think that if io per cent of the
profit over and above a 3/ per cent dividend were put into
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the surplus it would in a reasonable time increase suffi-
ciently to furnish the Reichsbank with the means which it
would require for the fixation of capital—the acquisition
of buildings. As soon as the fixation of capital exceeds
the surplus, there is, according to banking principles,
too much fixation. However, not so many buildings are
acquired that they could not be paid for through the
growth of the surplus.

I can not agree with Herr Kaempf’s view that the Reichs-
bank, as such, is regarded abroad with doubt as to its
efficiency and its credit capacity. All other possible
things in Germany have been questioned by foreign
countries, including the adequacy of the gold holdings of
the Reichsbank; but that it is deficient in capital | have
neither read nor heard. As far as that is concerned,
therefore, foreign countries need not be taken into ac-
count. They cast their eyes, indeed, upon everything
that takes place in Germany. | may, consequently, say
once more, unless the management of the Reichsbank
have extraordinary reasons for undertaking an increase
of the capital, | should not advocate it. | would rather
favor the strengthening of the surplus as a means of
increasing the bank’s resources.

The Chairman. In the opening words of Director
Schinkel, in which he said that Herr Wangenheim broached
an inadmissible subject in speaking of the nationalization
of the Reichsbank, | detected a slight reproach against
myself. 1 should like to explain my position on this
guestion to the effect that | do not on my part either
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regard it as profitable for us to treat of subjects that are
not directly connected with our list of questions, and that
I should likewise regard it unprofitable if an exhaustive
debate about the nationalization of the Reichsbank were
attempted. Freiherr von Wangenheim, however, had, |
take it, no intention at all of opening a detailed discussion
of the subject. As | understood him, he only wished to
express these convictions: Certain reasons led him to
regard the nationalization of the Reichsbank as, above all,
desirable; if, and since, nationalization could not be at-
tained within a reasonable time, he expressed the opinion
that the same reasons that he adduced for the greater
desideratum held good for the less, and that a material
strengthening of the capital is to be regarded as this
lesser desideratum. Within these limits | thought 1 had
no occasion to prevent a discussion of the subject.
Freiherr von Wangenheim (rising to explain). 1 can
only fully confirm what the president of the Reichsbank
has just set forth. | stated expressly that in my opinion
neither any one nor a combination of the various remedies
which have been proposed will lead to a successful issue.
But | believed that | had an additional justification for
touching upon the subject. | addressed myself to the
Undersecretary of State, Wermuth, who delivered the
opening speech here, and expressed my regret that he had
excluded the most important questions from the debate.
He answered me emphatically that he had not by any
means the intention to cut off such discussions, but wished
only to indicate the minimum of the range which the dis-
cussions of the bank inquiry commission were to cover.
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Mr. Schinkee (on the order of the day). It did not
enter my mind in the remotest to refer to the chairman.
It was only that | was genuinely frightened when |
thought what a broad field of discussion is opened by
the subject in question; and | value the work that we
accomplished in connection with the experts far too
highly to approve of considering so important a matter
without having heard them at all in regard to it.

I would add only one thing further: | probably mis-
understood Herr von Wangenheim. | understood him
to say that even if nationalization could not come up for
consideration, the administration would, at any rate, have
to be differently organized, since the central committee
consists only of professionals. This, too, is a question
which has hitherto absolutely not been broached by any
expert.

Doctor Riesser (on the order of the day). | would
state that the speech of the Undersecretary of State,
Wermuth, must, according to my conception, be inter-
preted quite differently from the words he used unof-
ficially to Herr Wangenheim. He declared expressly,
under directions from the Imperial Chancellor, that—
I quote from memory—any change of organization of
the Reichsbank was to be eliminated from this inquiry.
If the nationalization of the Reichsbank is not included
in this, then 1 do not know what his words signify. |
am convinced that the president would most energetic-
ally have stopped any expert who undertook to make a
speech on the nationalization of the Reichsbank, basing
his action, too, upon the opening speech of the Under-
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secretary. The experts, consequently, did not express
themselves upon nationalization, and we must, there-
fore, desist at present from touching upon this subject
even by intimation; a detailed discussion would, in de-
fault of the opinions of the experts, anyway be pre-
cluded.

Mr. Raab (on the order of the day). | think it is
really going too far to say that we should not even “ by
intimation” discuss questions which, as matters of prin-
ciple, we feel it necessary to present before our other
arguments. We have in general been governed, upon
practical grounds, by the view of the Imperial Chancellor,
delivered here by the Undersecretary. But that we
can not, either here or in the proceedings of the par-
liaments, agree to a setting aside of our principles is
a matter of course. | should think, indeed, that if
already to-day intimations are given on the subject,
our opponents will recognize that the question of the
nationalization of the Reichsbank, and also the question
of separation into credit and deposit banks—which has
likewise been excluded here—will subsequently pre-
sumably be revived in Parliament. We only want to
prevent its being said later: * In the inquiry commission
the gentlemen said nothing about it, and now in the
Reichstag they bring up such things.” It was in order
to avoid this, | believe, that Herr von Wangenheim
gave expression to his views.

The Chairman. | think 1 defined my position very
precisely a while ago. To engage in a searching debate
here on the question of the nationalization of the Reichs-
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bank | regard as utterly fruitless ; but, on the other
hand, | see no objection whatever to touching upon
the subject within bounds, as Baron von Wangenheim did,
in declaring that the greater end, the nationalization of the
Reichsbank, would seem to him, as a matter of principle,
the more desirable thing.

Doctor Riesser. The honorade member who spoke
last misconceived my meaning. That the gentlemen
should intimate here that they will in Parliament assert
their position to the effect that the nationalization of
the Reichsbank must take place is quite natural; no
one can or will dispute that point with them. But we
could not, in view of the importance of the question, be
satisfied on our part with an intimation of our opposite
convictions; we should, then, have to reply at length,
if the question were to be treated at all fittingly by the
other side. We can not do that, because the question of
nationalization— according to the declaration of the
experts, as | understand it—was intentionally excluded,
on the basis of the declaration of the Imperial Chan-
cellor's representative.

Geheimer Oberregierungsrat Mutler. As arepresenta-
tive of the ministry of the interior, | can only assert that
Freiherr von Wangenheim’s interpretation of Under-
secretary Wermuth’s meaning is, in my judgment, quite
consistent with what his excellency said at the first sitting.
There would have been little object in discussing the
nationalization of the Reichsbank with the experts after
the opening address, and | myself, as chairman of the
subcommission, did not, as the gentlemen may see in the
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minutes, permit Herr Steller to discuss the question.
But, gentlemen, it is an entirely different thing if a member
of the commission of inquiry, in explanation of his view
upon the question of a considerable increase of the Bank’s
capital, says: “ If | can not have what | consider better,
namely, the nationalization of the Reichsbank, | shall con-
tent myself with the good.” That, briefly expressed, was
really Baron von Wangenheim’s meaning, and | repeat
that it is quite compatible with what was said by Under-
secretary Wermuth in his opening speech. 1 stand,
therefore, as a representative of the ministry of the
interior, upon the same platform as our honored chair-
man, who has already expressed this opinion.

Freiherr von WangEnheim. | have nothing to add to
the arguments of the chairman and Geheimrat Muller.
Those gentlemen have very exactly stated the object and
purport of my remarks.

Mr. FischEG. I, too, regard the proposition made by
Herr von Gamp a useful one, that before entering into the
guestion of an increase of the Reichsbank’s capital itself
we should briefly try to make clear to ourselves what were
the causes that led to the uncomfortable conditions of
last year— I myself am not inclined to term it a crisis. |
consider it necessary to enter into this point first, because
it does not seem to me practical for us to separate in our
discussions the question of the bank capital from the
question whether we can draw the conclusion from last
year’s experiences that changes are required.

Starting from the well-known fact that we had an
extravagantly high rate of interest last year, | would first
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of all remark that this extravagantly high rate of interest
doubtless exerted an unfavorable influence upon the
granting of credit and occasioned credit disturbances.
But the rate of interest in business transactions is, in my
opinion, not determined exclusively by business circum-
stances; it is also essentially influenced by the rate of
interest on capital; and this, again, is conditioned upon
the relation between the demand for and the supply of
capital, which may be very different from the calls or the
requirements for circulating media. As regards the rela-
tion between the demand for capital and its supply, how-
ever, it can not, in my judgment, be in any way among
the duties of the Reichsbank to regulate this, even though
its duties be interpreted in the broadest sense. There has
been an increased, nay, an excessive call for capital for
some years past, and this may be traced to a great number
of causes; in my judgment, it undoubtedly began with,
and was partly caused by, the need of a money supply for
the two great wars of recent years, the Boer war and the
Russo-Japanese war. The world’s money market can
not remain unaffected when such vast demands as were
called forth by these are made upon it for noneconomic
purposes, in the shape of loan issues. There was at the
same time a great expansion of industrial activity in
all countries, particularly in Germany, which required
fresh capital; besides this, new loans in excessive quanti-
ties, proceeding from different sources, mostly state and
njunicipal loans, were brought to the market. The cap-
ital available to satisfy these needs was unquestionably
inadequate, and the rate of interest on capital was, in
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consequence, forced upward; with every rise in the value
of capital, however, a certain influence upon the general
rate of interest must make itself felt.

The rate of interest was influenced further by the pro-
portion of the circulating media to the work that they were
required to do. This work has become much greater, as
has already been pointed out by the experts in the com-
mission of inquiry and by some of our colleagues, through
the increased activity in production as well as through the
rise in prices of all raw materials, in consequence of
which more money than before had to be used for the
same production.

Here, then, we are dealing with a factor which involves
the absolute necessity of a greater volume of circulating
media than we should formerly have required for similar
undertakings.

But there is another, and, to my mind, a not insignificant
factor to be added, and that is that the source from which
the circulating media were to be drawn has not normally
expanded. | should like to define this somewhat more
precisely. If business increases in general, we need more
money. This money can be procured by fresh supplies
of currency, but it can be procured also by an extension
of fiduciary media. In the last two years, however, the
whole extension was confined to the fiduciary media, and
it had to be so confined because there proved to be an
inadequate augmentation in the monetary supply.

| have allowed myself this digression because | deem it
necessary to gain a clear insight as to how far these con-
ditions might have been improved by an increase of the
capital of the Reichsbank.
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To an improvement of the conditions prevailing last
year two things would have been requisite; in the first
place, the great demand for fresh capital, which forced
the rate of interest upward, should not have existed, and,
secondly, we should have had a larger quantity of circu-
lating media at our disposal.

Having stated this, | would now revert to another
observation made by Freiherr von Gamp. He very
justly recognized that the most important business of the
Reichsbank is that of regulating the monetary circulation.
He then alluded to its business as a credit bank, and
as our colleague, Herr Kaempf, has already pointed out,
he amplified this allusion with such a quantity of detail
that it seemed indubitable to everyone that he assigns
even to the Reichsbank rather the functions of a bank of
credit than of a bank whose duty it is to regulate the
monetary circulation. Now, | take the opposite ground;
| go so far as to say that the Reichsbank should not be a
bank of credit at all, for | do not consider the two functions
compatible. The duty of regulating the circulation will,
of course, always be connected to a certain extent with
the granting of credit; this credit, however, should not be
granted in order to provide a person in need of it with the
credit he desires, but solely in connection with the issuance
of notes, which can not naturally take place gratis or
without pledges; on the contrary, the Reichsbank must
get into its hands, for its entire amount of note issues,
securities which are calculated to bring back the notes to

it as soon as they are no longer needed. |, for my part,
should wish the Reichsbank never to acquire any bills on
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account of some one’s need of money; | should wish that
its arrangements for discounting bills were of such a
nature that it would acquire bills only when German
economic life collectively is in need of more abundant
means of circulation. The only possible way of regulating
the use of circulating media lies in absolute adherence to
this fundamental principle. It can be accomplished only
by fixing an appropriate discount rate. For, let us sup-
pose that trade in the aggregate were already provided
to satiety with the requisite circulating media and that
the Reichsbank, merely in order to satisfy a demand for
credit, were to discount credit bills to the amount of
20,000,000 marks; it seems to me really that this would
put into the channels of trade 20,000,000 of money
that is not needed, and thereby create a disturbance of
the equilibrium.

The manner in which the Reichsbank has discharged its
duties | would not draw into the discussion, for | fully
share the opinion that it has hitherto not only completely
fulfilled its function—it has even fulfilled it better than
other banks; and as proof of this I would instance the fact
that we were for many years spared such crises as are pro-
duced by an evident lack of equilibrium between the cir-
culating media and business needs.

Now I do not by any means wish to preclude the Reichs-
bank from furnishing even direct credit, and thereby add-
ing to the circulating medium, in case an addition to the
circulating medium is required for the uses of trade; but
I hold that the fixing of its rates of interest should be gov-
erned by this consideration: That it must, above all, adhere
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to the principle of maintaining an equilibrium between the
demand for money and the needs of business. We can
not, for that reason, regard the question of interest rates
as indifferent, and, in my opinion, the second question pre-
sented to us, What influence will an increase of capital
have upon the determination of interest rates? must be
answered first, before coming to a conclusion on the ques-
tion, Is an increase of the bank’s capital requisite at all?

| want to premise that | agree with the view that the
capital of the Bank should form solely a guaranty-capi-
tal for its business and for the fixations of capital con-
nected with it. If we should arrive at the conclusion that
the bank capital must be augmented, we must necessarily
proceed from the view that it has hitherto been insufficient
for the above-named purposes. That opinion | do not
hold. I think that the capital, which, including the sur-
plus, amounts to 244,000,000, has fully sufficed for the
business of the Reichsbank. If | believed that the capital
is too small I should have to think that the Reichsbank was
not in a position, and that on account of too slender capi-
tal, to fulfill its function—the regulation of the circulating
medium; that, for instance, it was obliged to refuse to dis-
count bills and make loans on collateral, in spite of busi-
ness needing the currency arising from these transactions.
I believe that all experience contradicts such an assump-
tion. | believe, further, that the desire to increase the
bank’s capital is based more or less, on the part of all who
entertain it, upon the idea that credit has not been given
readily enough. Now, we have, on the other hand,
listened to views, which | would not controvert too
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sharply, which stated that perhaps, on the contrary, credit
has been granted too readily. We must, in any case,
acknowledge that the extension of banking has been so
extraordinarily great in the last ten years that the oppor-
tunities of obtaining credit were doubtless not too meager,
and that one can not say the Reichsbank should have
had more capital to satisfy the requirements of credit. The
amount, too, by which the capital would be raised would
be far too insignificant, in comparison with the total of
the credit demands, for it to play any sort of part.

But now, in order to examine the effect of an augmenta-
tion of capital, let us imagine that an increase had been
effected; and believing that we can recognize the changes
that would result therefrom more clearly by using large
figures than small ones, | would choose a pretty large
figure as an example. Let us assume that the capital of
the Reichsbank was augmented by 200,000,000; what
influence would this exert upon the entire character of our
economic conditions? If it is recognized that great loans
are taken up without producing a material disturbance in
the money market, we must recognize also that the possi-
bility does most certainly exist of issuing new Reichsbank
shares in considerable quantity; the question would solely
be whether the shares could hold out a promise of enough
profit.

Now, | see a very essential difference between the
Reichsbank receiving fresh capital and another institution
increasing its capital, for | can not admit that in the trade
of the world there is, in general, ready money lying about
which is lured forth specially by the issuance of bank
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stock and is only thereby rendered profitable. If that
were so, we should have to assume in the case of every
great loan, if it were taken up under favorable conditions,
that a material augmentation of monetary resources
accrues from it, since it, too, rakes up money from every
nook and cranny, and makes it serviceable to trade.
But, speaking broadly, this phenomenon has not been
observed.

The essential difference, however, is this: That when
the Reichsbank increases its capital it diminishes the
resources of the market to an extent that corresponds
with the increase of its own working capital. Whether
this money flows to it in gold, which I do not by any means
consider probable, or whether it streams back to it in
notes taken from trade; whether the increase occurs
through a diminution in its deposit accounts; in all
cases it will be at the expense of the market. When
another bank augments its capital, it means that in the
market for capital money is shifted from one place to
another, but the sum at the disposal of the market remains
unchanged. But if the market does not have at its com-
mand the money that is required for the payment of the
Reichsbank shares there will be more demands upon the
Reichsbank, for it can not be ignored that the Reichsbank
is the only source that can create money; that can
therefore, even in case of a great requirement, place new
resources at the disposal of the market.

If those who desire an enlargement of the share capital
of the Reichsbank in order that credit may be more easily
obtained and the interest rate lowered keep this in mind,
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they must say to themselves that it is indeed improbable
that the removal of a sum of money from the general
market and the shutting it up in the Reichsbank can
lead to that result. | believe that, quite on the contrary,
we should, first of all, have the opposite result, and I
do not base this belief upon theoretical considerations
alone. When, namely, | look back at the time when the
Reichsbank last increased its capital, | can remember
very well that it was said in the market that in the course
of the month of December so and so much money must
flow into the Reichsbank, because a payment on the share
capital will become due; and that this was regarded, if
not as a particularly notable circumstance, as one, at
any rate, that influenced the market, to a certain extent,
in the direction of contraction.

But the equilibrium of the market can be only slowly
restored when the Reichsbank places those resources at
its disposal again, and it will have to place them at its
disposal, for it is not to be assumed that trade could
manage with a smaller quantum of notes upon the Reichs-
bank increasing its capital. But when trade requires a
certain very sharply defined quantum of notes for its
purposes, at a certain moment, then these notes must
be on hand, and they can be given only by the Reichsbank.

Against these notes, however, the Reichsbank is obliged
to demand pledges; these pledges are bills or securities.
A permanent increase of the share capital of the bank—
and here | beg you once more for the sake of an example
to imagine 200,000,000— would, in my opinion, undoubt-
edly result in the bank having (leaving the loans on
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securities out of the question for the present) bills for
200,000,000 marks more permanently in its portfolio.

We must now ask oursleves: What influence would such
a permanent enlargement of the bill portfolio of the Reichs-
bank have upon its dispositions, upon its interest rates,
and its capacity for further discount transactions? |
believe that | betray no great secret when | say that
within the walls of the Reichsbank the level of invest-
ments was, throughout a long period, included, and justly
so, among the- elements that influenced the raising of the
rate of discount. For the greater the number of notes
that are not accepted for discount anywhere but at the
Reichsbank the more positive are the signs of a rising tide
in the demands of business, which the Reichsbank, if its
object is to regulate business, can not restrain in any other
way than by raising the rate of discount.

It is, however, conceivable that this addition to the
bank’s capital might be made from the funds that con-
stitute its deposits. If this were done, | should imagine,
in as much as the deposits are the working reserve of the
merchant class and of the banking world, that this would
likewise have the direct effect of tightening the money
market. Such a tightening of the market could not pos-
sibly bring about a lowering of the rate of discount in the
open market, but is rather calculated to cause a rise in
the rate, a rise that could not fail to have an indirect effect
upon the Reichsbank.

Of course | am not going to maintain—for | have
chosen to take a much higher figure than has been proposed
thus far for the increase— that the enlargement of the
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capital of the Reichsbank is bound to lead to a rise in the
rate of discount. But I believe that we may as well be
clear about the matter. It can not lead to a reduction in
the rate of discount. The result can only be that the
granting of credit will be done to a somewhat less extent
through the issue of bank notes. But if this is the case
and the circulation is thereby temporarily diminished, |
can not see how this is going to have the effect of reducing
the rate of interest.

The question remains whether there is any other way
for the Reichsbank to invest the funds that are con-
stantly coming into its possession. One way has been
suggested— the purchase of foreign bills of exchange. It
is affirmed that the bank would thereby ultimately in-
crease the amount of its cash. But it appears to me that
the buying of foreign exchange and the increase in the
cash are matters dependent upon the relation which the
rate of interest here bears to that in other countries, and
not upon the absolute rate. The relative rate of interest
is the determining condition. In order to retain foreign
exchange, it is necessary that we should have a relatively
high rate of interest. If we are to retain permanently a
larger stock of gold than what would come to us in the
ordinary course of things, then likewise the rate of interest
here must be high relatively to other countries. But
even if it were deemed desirable to let gold flow into the
Reichsbank by this means, it could take place only if the
bank would, first of all, for a while at least— until, owing to
the higher rate of interest, securities were disposed of
abroad— raise its rate of discount or make up its mind to
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maintain it at a higher level than that which it would
otherwise have reached.

I must therefore come to the conclusion that the scheme
of securing easier credit and a lower rate of discount is
not promoted by the method in question.

I must say | can not help asking myself whether we
are bound to place ourselves entirely on the standpoint
that all our energies should be directed toward the main-
tenance of a low rate of interest. | am inclined to
assume that it would be better for us to have a stable
rate of interest, one fluctuating as little as possible, than
a very low rate that would be only temporary and would
later on expose us to the danger of a corresponding violent
rise. But even from this standpoint | can not see why
we should expect any particular advantage to result from
an increase in the capital of the Reichsbank.

I must still point to another feature of the situation.
If you will take the trouble of looking over the statistical
data which the Reichsbank has submitted to us, you will
find that between the years 1897 and 1907 the expenses
of the Reichsbank increased immensely. The expenses
of management rose from 10,259,000 marks in 1897 to
18,762,000 in 1907. If we go back to the year 1897 we
find that the profits were 19,400,000 marks. Now, if the
Reichsbank were to increase its capital, | do not believe
that it could undertake to frame its policy without con-
sidering the question of the rate of interest that could be
realized on the enlarged capitalization. We must recog-
nize the fact that the bank has never assumed the attitude
of a mercantile institution. But if it means to solicit
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funds from the money market it is bound in a measure to
make such capital yield interest. Now, let us suppose for
a moment that there was a great slump in the economic
situation and that, for example, the Reichsbank showed
a total of only 700,000,000 or 800,000,000 marks in dis-
counts and loans on collateral, and let us imagine further-
more that the rate of interest was down to 3 per cent.
As far as | can make out, the bank would then barely be
able, even under existing conditions, to get a return half-
way sufficient for its stockholders. | should apprehend,
therefore, considering that its burdens were further in-
creased, that it would be very reluctant to come down to
a low rate of discount, and that, even if actuated by a
sincere desire to abstain from going into the credit market
in quest of promissory notes, it might still at times be
induced to do so. If I am not mistaken, the Reichsbank
is allowed to take up private notes at a lower rate than
4 per cent, even in the open market. But the notes
which are discounted by the bank at the private rate
have a much more direct influence upon the rate of inter-
est than the discounting of notes at the bank rate. For,
whereas in the case of the notes discounted at the bank
rate money gets into circulation only when it is needed,
inasmuch as the notes are not taken to the bank before
they are compelled to pay the highest rate in the market—
which is the bank rate— money does get into circulation
even when it is not absolutely needed in cases where the
bank goes into the market to buy up notes at the market
rate. An increase in the bank’s capital would still appear
to me objectionable for the reason that we should more

1

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ational M onetary Commission

easily get back to the situation where the bank would fegl
obliged to resort to this private dlscount_mgi of notes,

In what concerns the existing capital it has been
repeatedly pointed out that there is no sense in comparing
our situation with that in other countries, but at the
same time we can not afford to say that the experience
of the outside world has absolutely no value for us.
Whatever be the real nature of the capital of a bank of
issue, whether it is to be regarded as a reserve fund merely
or as capital by means of which the bank can dispense
credit, is a question which there is no use in trying to
settle; neither isthe capital anywhere separately managed
in its double capacity. It is a remarkable fact, however,
that the Bank of England and the Bank of France manage
to get along, the former almost entirely, and the latter
altogether, without any free capital with which to satisfy
the demands of credit. | think it is evident from this that
the means at the disposal of a bank of issue consist in the
issue of hank notes and in its deposits, so that, in my
opinion, the question as to whether or not it needs ifs
capital for the purposes of credit is of no importance.

| believe that the present capital of the Reichshank is
altogether adequate to existing needs—that is, probably
sufficient to render even a somewhat larger investment in
real estate innocuous,—that it is not too small for the pur-
poses of a reserve, and that it is large enough to enable
the bank to loan money on collateral on an adequate
scale. Loaning on collateral is not done by means of
the capital alone, but also by means of the deposits,
and inasmuch as the volume of business in the country
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tends constantly to increase, the deposits, it seems to me,
must have the same tendency to grow. | must say, how-
ever, that the sum of the deposits has not itself kept pace
with the general expansion of business in Germany, but
I am inclined to take this rather as an expression of the
somewhat abnormal conditions that have prevailed in
the business world of Germany, and other countries as
well, in the last few years, and | feel pretty sure that
the economic situation is going to straighten itself out in
the course of not many years. | should imagine, how-
ever, that this very increase in the capital of the Reichs-
bank would tend in a measure to hinder this readjustment.

The more we rely upon the capacity of the Reichshank
in the matter of discount and upon Its capital with ref-
erence to this function, and the more we look upon it as an
institution for discounting notes, instead of an institution
for rediscounting notes, which, in my opinion, it should
be, the smaller will be the surplus placed at the disF)osal
of business interests in the country at large. 1 am, there-
fore, inclined from this standpoint also to regard with
disfavor the proposition to increase the capital of the
Reichshank.

I may say that | am one of those whose attitude in
regard to this matter may be described as one of indif-
ference. | attach no special importance to it. The
increase at this particular time does not strike me as
being of any advantage whatever, neither do | see any
need of enlarging the surplus just at present. By this |
do not mean to say that it is not conceivable that the
expansion of business in general and of the business of the
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Reichsbank in particular may be such in the course of
the year as to make it appear desirable to add to the
capital of the bank.

I have already stated my view in the first session of
subcommission | and Il to the effect that it would be
very desirable to regulate the status of the Reichsbank
not merely for a term of ten years, but for a much longer
term. | said, furthermore, at the time, quite in the
spirit of Oberbergrat Wachler’s opinion, that | was not
in favor of enlarging the capital of the bank, which
is ample at present, but that | thought the proper
thing to do was to insert in the new bank charter a
provision by which this could be done, if the need were felt,
at any time in the future, the regulation being so framed
as to confer the necessary power right now (certain
principles being laid down relative to the matter), so
that, when the necessity presents itself, it shall be possible,
without having to overhaul the whole question of the
bank charter, to institute the increase by means of some
simple process as, perhaps, through an understanding
between the Bundesrat and the Reichsbank. |1 do not
consider an increase in the capital of any advantage at
the present moment.

Mr. Fischer. Having heard, gentlemen, all that the
speaker has had to say, | am tempted to go even beyond
the suggestion of the president and to urge a vote without
further debate. The only reason for craving your in
dulgence a little longer than is agreeable to myself or to
you is that | find that of all the members of the com-
mission | am the only one that does not represent either

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

the domain of science, the world of banking, industrial
enterprise, or the class of agriculturists, or at least the
interests of some large city, and that | am here in reality
to represent, so to say, the middle and lower classes and
their condition— the provincial element, which, to be sure,
is also desirous to be allowed to have its say.

As its spokesman, | want to say that | regard the
Reichsbank, such as it has existed down to the present
day, as one of the most excellent and successful of our
economic institutions, and | am of opinion that we ought
not to neglect anything in order to maintain it in its
present position, to extend its usefulness as far as possible,
to strengthen it, to develop it, and to fortify it against
any danger—fortunately not threatening at this moment,
but easily possible in the future—that may arise from
the crooked operations of banks or of banking concerns,
whose activity we can readily imagine would be less
altruistic and more egoistic than that of the Reichsbank.

But with all its excellencies the Reichsbank has hitherto
not been perfect. It was especially a matter of deep
regret to everyone that during the last few winters it
was not able to prevent a rate of interest and of discount
which, in the eyes of the public, was nothing short of
usury. We are all of us assuredly bent upon discovering
a means by which this sort of thing will no longer be a
necessity. Not even the most expert among experts has
discovered a panacea that will bring about this consum-
mation, and the only one that is at present being urged
strikes me as being of very doubtful efficacy— at all events,
it has been ruled out of the discussion. It is therefore
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my opinion that what is going to take place here is just
what has happened in so many similar cases; that is,
that if no single great panacea can be found we shall
have to resort to a number of petty devices, which in
their totality and their cooperation may in a general
way effect that which a great expedient, but one that is
not discoverable, was to have brought about.

Among these lesser expedients | place without reser-
vation the enlargement of the capital of the Reichsbank
by 60,000,000 marks and the gradual raising of the sur-
plus to one-half of the amount of the capital. | regret
to be unable in this matter to agree with the majority
of those who are experts on the subject. | can not help
being under the impression that in their efforts to dem-
onstrate the futility and even the harm of an increase
of capital, etc., they have in a way been trying to prove
too much. You must remember that all our proposi-
tions and arrangements are not intended for the coming
weeks and months, but for the next ten or twelve years.
When you consider that the Reichsbank has on an aver-
age been doubling its business every ten years, it is evi-
dent that in the course of the period for which we propose
to legislate we shall be dealing with an aggregate business
of perhaps 700 billion marks. If at the beginning it
was thought necessary to provide a capital of 120 million
marks for a prospective business of 36 to 80 billion
marks for the first ten years, then it appears to me that
when we-have got to reckon on a business of 700 billion
a doubling of the capital can not be regarded as any-
thing preposterous.
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That such an enlargement of the capital could work
mischief in any way | can not for a moment imagine,
and | am glad to see that it is even now admitted on
every hand, however divergent the various standpoints
may be, that the status of the Reichsbank, although it
might not perhaps derive any great direct benefit, would
in some respects be all the better, and that as a result
of a better status probably a greater quantity of gold
might find its way into the bank than before.

The objection that the first result would be a threat-
ened rise in the rate of discount does not strike me as very
formidable, for the logical deduction from such an argu-
ment would be that the most effectual way of reducing
the rate of discount was by returning to the shareholders
the sums which they have invested in the bank capital.
This is, of course, rather farfetched, but it is an inti-
mation that there is no use in going too far on the other
side. | believe that the same thing holds good of the
Reichsbank as applies to every commercial institution,
large or small—namely, that an extraordinary increase
of business should at all times be accompanied by a corre-
sponding increase in the fixed capital, and | can hardly
conceive what real harm could result therefrom. The
danger of diminished dividends to the stockholders does
not appear to me a very serious one. | know perfectly
well how pleasant it is to get from 8 to io per cent on
one’s bank stock. But | can say at least that | always
have a bad conscience in pocketing regularly such a big
dividend on such safe paper, and | am of opinion that
the possessors of Reichsbank shares may as well be
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satisfied with 6 per cent, if they can feel that they are to
get it right straight along.

When | express myself so absolutely in favor of an
increase of the capital stock, I mean, of course, that I
am also in favor of the increase of the surplus, and I
believe that without any question in this respect, also,
we can go considerably further than most of the propo-
sitions that have been made. Let us assume, as has
already been urged, that io per cent of the current profit
is put every year into the surplus. This would, reck-
oning on the basis of the favorable result of last year’s
business, amount to about 1,000,000 marks for the stock-
holders and 3,000,000 for the Government. | believe that
both the stockholders of the Reichsbank and the Empire
get in reality a much greater profit if the former receive
1,000,000 less and the Government 3,000,000 less, if thereby
the rate of interest is permanently lowered to a consid-
erable extent and the bank is not obliged to maintain
such an abnormally high rate for the whole Empire, and,
in fact, for everybody who is under the necessity of bor-
rowing gold, as we have had the past winter. | believe,
therefore, that in the course of ten or twenty years it will
be possible to bring about a very substantial increase in
the permanent capital of the Reichsbank and in its surplus,
and that this could only be an advantage and not produc-
tive of any mischief. The second question | shall reserve
for later discussion.

Doctor Wagner. Gentlemen, | am greatly tempted,
after several of the speakers who have preceded me have
gone beyond the bounds of the subject that is our imme-
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diate concern, likewise to enter into a discussion, more or
less searching, of the various questions that have been
included in the other departments of the bank inquiry.
I propose, however, to resist this temptation as far as
possible and permit myself only one or two brief remarks
in response to the broad utterances that have been made
here to-day.

The main question that has led us to institute this bank
investigation is one that pertains to the rate of interest and
the matters connected with it. The main question is
bound to be: What are the conditions that have induced
the inordinately high rates of discount? With regard to
this, | wish to declare briefly that | am in accord with
what Freiherr von Gamp has said on the subject, namely,
that we have had an extravagant extension of credit.
This extension of credit, however, is in no way, or at most
in a very indirect manner, bound up with the activity of
the Reichsbank. In this matter, as far as banks have
anything to do with it, I must say that | can not regard
the stock banks as wholly absolved from responsibility.
There would be no object in giving my reasons for this
opinion at the present moment. We expect to have an
opportunity in the fall to discuss these matters further.

I must express my belief, however—and in this | agree
with Herr Kaempf— that even if mistakes may have been
made by the stock banks and the purely private concerns,
a great mistake— I shall not say the chief mistake, but a
great mistake— was that involved in our financial policy in
the enormous and altogether too rapid extension of our
imperial, state, and municipal indebtedness. This mis-
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take, to be sure, in the case at least of the Empire and the
States, and to some extent also in that of the municipali-
ties, is mainly to be attributed to the circumstance that
all these political bodies have been too weak and dilatory
in developing their taxes. What is responsible for this,
especially in the case of the Empire, it is not my business
to explain just at present.

I shall now take up briefly the mooted question of the
nationalization of the Reichsbank. As far as this is con-
cerned, | am perhaps more committed than any of the
German theorizers on such subjects to the nationalization
of great economic undertakings. | go further—indeed I
shall not deny it—than all of my colleagues of the school
known as Kathedersozialisten, and | am disposed to con-
sider that in a number of cases we should act more wisely
in nationalizing and municipalizing such concerns as are
specially adapted to a process of this kind than to leave
them in the hands of large banks and stock companies,
which but too often results in our having private monopo-
lies of a dangerous sort. Nevertheless, as far as the Reichs-
bank itself is concerned, | can not deny that | feel some
hesitation. A close intimacy with financial matters,
indeed the whole history of banking, shows us that after
all there are some valid objections to banks that are purely
state institutions.

As a matter of fact, are we sure that through the nation-
alization of the Reichsbank we should be creating essen-
tially different conditions? We might as well be clear
about it. What is the Reichsbank if not the successor of
the Prussian Bank? Like the latter it is a national bank
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as far as its entire management is concerned. From the
president down to the lowest employee its officials are all
state officials, and consequently the principles of national
administration are already asserting themselves in its
management. Granted that the central committee of the
Reichsbank does represent certain private interests, it is
nevertheless not the final court of judicature, and certainly
not a court of exclusive jurisdiction.

This question of nationalization is therefore merely a
guestion of capital. Financial considerations would, to
be sure, have to be weighed, but they play in reality but a
small part in the matter. If you compare the sums which
the shareholders of the bank have received on the one
hand and the Government on the other, it will be hard to
deny that the Empire has not fared badly.

What would be the result if we were to nationalize the
bank completely, even with respect to its capital? Under
existing conditions it would cost the Government at least
4percent if it were to create its own capital for the bank, as
loans for an equivalent amount would have to be issued.
The bank could not be established on the general credit
of the Government. The dividends of the Reichsbank
have averaged in the last seven years about 7 per cent,
which would mean a gain to the Government of about
3 per cent; that is to say, on 180,000,000 marks the sum
of 5,400,000 marks, or, in round numbers, 5,500,000.
Such an amount, considered relatively to the needs of the
Government or in any similar way, is a mere bagatelle.
This could certainly be no criterion in deciding the ques-
tion of the nationalization of the bank capital. Natur-
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ally, 1 prefer to see the Government have the 5,000,000
rather than the shareholders, but the matter is altogether
too unimportant.

Now, if we have to meet the argument that the constitu-
tion of the Reichsbank is in every way such as to cause
many banking and commercial interests to be represented
in it, which would cease to be the case if the institution
were to be completely nationalized, we shall find there
is still some other way out of the difficulty. Just at
the present moment this does not especially concern us,
and does not call for more than a word from me. Even in
the case of a national bank, pure and simple, it is easily
possible that the idea would be entertained of creating a
central committee consisting of representatives of economic
interests in general. On the other hand, in the Reichs-
bank, as we have it at present, a system of the representa-
tion of interests could be devised differing from the exist-
ing one. | do not consider such a thing impracticable.
It appears to me at all events a less difficult and less mo-
mentous matter than a complete nationalization.

Finally, we can not leave out of account certain factors
of an international character which with reason have been
adduced in evidence. There are certain advantages in
this very matter of having the Reichsbank, as far as the
capital Is concerned, organized as a private bank. This
was recognized in the case of the Bank of France, in the
years 1870 and 1s71, at the time of the war,

In spite of all this | could easily be reconciled to seeing
the Reichsbank converted into a national bank; but, as |
have said, this is a relatively subordinate question, for
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what the institution is capable of doing as a national bank
it is doing now, and therefore all 1 have to say is that we
had better drop this question.

I have now come to the questions with which we have
actually to deal, and in particular to the question of the
enlargement of the bank capital. You will excuse me if
I am going to treat this question in what may appear to
you a somewhat doctrinaire fashion. | must start out by
asking: What purpose, as a matter of fact, does the
capital of a bank serve? | believe we can say in a general
way that it serves two purposes. Its purpose is first of
all and above all that of a guaranty fund, and in the case
of various kinds of banks, as far as their activities are
concerned, this function is solely, or almost solely, to be
considered. | include herein the small banks of issue,
the ordinary banks of deposit, in so far as this branch of
business is carried on separately by them on the basis of
incurred liabilities. To these I must add mortgage banks
of every kind, whose actual capital, as far as it exists, is in
reality nothing more than a reserve. The course of events
in this country, in England, and elsewhere, bears out this
view in many ways.

On the other hand, there are a number of cases where
we are compelled to admit that the conception of capital,
both from the standpoint of theory and of practice, as
merely a guaranty fund, is inadequate. There are, in
the first place, the stock banks, whose principal aim
must be the utilization of their own capital, and sec-
ondly, those large central banks, essentially the banks of
issue, such as they have come to be in the progress of

89

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ational M onetary Commission

European banking. These banks have, of course, im-
portant general functions. Their chief task is to regu-
late the circulation of the currency. In order to do it
they must command sufficient resources of their own.
Such a bank must furthermore, in behalf of its own
security, be in a position to meet greater demands than
a less important bank; it must stand as firm as a rock.
It will thus be evident that the amount of the capital
is not altogether an unimportant factor, and | believe
that the development which the Reichsbank has had
from its inception down to the present time argues that
the question of the augmentation of the capital is at any
rate worth discussing. | have just been making a little
computation, a comparison of the first year of the Reichs-
bank, 1876, with the past year, 1907. | find that in
the former year, as against a capital of 120,000,000
marks, there was a sum of about 900,000,000 marks
(possibly even more) of cash liabilities in the way of
deposits and bank notes in circulation. The ratio was
therefore about 1 to 7~. At present we have a cap-
ital of 180,000,000 marks as against a round sum of
2,000,000,000 marks (even somewhat more) of cash
liabilities represented by bank notes, deposits, and
credits of the Imperial Government, the ratio being
therefore 1 to 11 or 11X- It is evident, therefore, that
the capital of the bank, in spite of the increase, has been
materially reduced, relatively speaking, in its capacity
of a reserve.

But it will perhaps be asked whether it is fair to in-
stitute a comparison between the capital and the amount
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of bank notes, deposits, etc. In the first place, it is
necessary to deduct from the sum of the liabilities the
amount in cash resources. Still it appears to me that
there ought to be a certain ratio between the capital
and the total of all other liabilities such as obtains in
the case of mortgage banks between the paid-in capital
and the amount of the debentures, as well as in the case of
many central banks of issue. Furthermore, on the basis
of another computation, if, after deducting the cash, |
reckon only the uncovered bank notes, deposits, etc., |
find that the actual condition has been growing worse,
and that in an increasing measure. In 1876 there was a
paid-in capital of 120,000,000 marks, and the uncovered
cash liabilities amounted to about 349,000,000 marks
which was approximately (not precisely) a ratio of i to 3.
In the past year, 1907, the capital was 180,000,000
marks and the uncovered cash liabilities amounted to
1,200,000,000 marks, which is a ratio of 1 to 6 or 7.
(These are merely round numbers, as | have heen taking
lump sums.) Thus it appears from this standpoint
also that the importance of the capital in its capacity
of a reserve fund has relatively diminished. This argues
that we ought at least to consider whether it might not
be advisable to add to the capital in order to increase
its efficiency as a reserve. Even here, however, | am
bound to confess that the question does not impress me as
a matter of great importance, either from the standpoint
of theory or of practice.

If, on the other hand, we have to consider the capital
in its capacity as a fund for doing business— this is indeed
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the essence of capital in so far as it is needed for ordinary
transactions, the sums required for discounts being sup-
plied mainly by the issue of bank notes, but drawn in part
also (as in the case of loans on collateral) from the deposits
and other available funds and to some extent from the
capital itself—we must admit that it is of advantage if the
bank has a larger fund in the way of actual capital avail-
able for ordinary business, and this, of course, irrespective
of the effect of the increase upon the rate of discount or
the methods pursued in the business of discounting notes.
In regard to this matter entirely different factors have to
be considered, and here, if | may be permitted to express
my opinion as a mere theorist, | would say that the view
propounded by the president seems to me essentially
sound. But this much | think you will have to admit—
the member from Reutlingen has just expressed himself
again strongly on the subject and we have heard the same
thing repeatedly before—that an improvement in the
position of the bank is pretty sure to result from an
enlargement of its capital.

If we look at the capital merely with reference to book-
keeping, we may regard it as a fictitious item on the side
of liabilities, while notes in circulation and deposits rep-
resent actual liabilities; that is to say, sums payable on
demand without notice.

I must admit here also that through a merely moderate
increase in its capital the position of a bank can not, taking
it all in all, be very materially altered. Still some advan-
tage must result from it. In one respect | can not fully
agree with the gentlemen who have been representing the

92

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed

Bank Inquiry of 1908

practical side, but perhaps | have not fully understood
them. Let us assume that the capital was increased by
50,000,000 to 60,000,000. This would not amount to a
material change in the condition of the Reichsbank, but
nevertheless it would be a perceptible improvement. Let
us suppose that the fresh capital is paid in in gold. Then
for the time being the bank will have increased its supply
of gold, and it will thus be in a position to issue an addi-
tional amount of bank notes equal to three times the
amount of the added capital (if it has the equivalent in
bills besides). If, instead, the amount is paid in in bank
notes, then the bank will have fewer notes in circulation
and this item on the side of liabilities will produce a more
favorable showing. Or suppose the amount paid in for
capital is transferred to the bank out of the deposits. In
this case also the bank will have smaller liabilities. This
is an advantage at any rate.

Now, the gentlemen, especially Herr Fischel, if 1 have
rightly understood him, have been reasoning in such a
way as though in the case in question the sums which have
been made over to the bank through transfers from the
deposits and in other ways were tied up. This is by no
means the case. The sums that are paid in go in part
through the same process as other cash resources. Of
course it is conceivable that there might be temporarily a
slight unfavorable effect upon the money market, but it
would not by any means be a lasting one. The money is
not going to remain inert in the bank. It will either make
it possible to increase the issue of bank notes, or else it will
enable the bank to increase its credits without the neces-
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sity of augmenting its other liabilities. There is more or
less advantage resulting from this. But, | must reiterate,
it is not sufficiently great to settle the question before us
in my mind unreservedly in favor of an enlargement of
the capital.

My view of the matter is in accord with the opinion
expressed by several of the gentlemen here assembled to
the effect that if we are to legislate in this matter our
enactment should be framed in some such way as to give
to the Reichsbank, with the sanction, of course, of the
authority concerned— the Bundesrat—the legal right to
increase its capital whenever its managers, as a result
of experience and after carefully weighing the circum-
stances, shall decide that the time is proper and oppor-
tune, without providing, therefore, in advance for a
positive increase. With all this, | can not regard the
question of the enlargement of the capital as more than
a relatively subordinate one.

I have still to make a brief remark regarding a com-
parison with the great banks of other countries. It is
a matter that has been already brought up in the previous
sessions of the commission and one about which | have
once spoken myself. Permit me for a moment to com-
pare what we have here with the banks of the countries
that are of most importance to us— England and France.
It is correct to say that in a strict sense the freely dis-
posable capital of the Bank of England does not exceed
£3*500,000. To this must be added the so-called “ rest,”
amounting to about £3,000,000, or about 60,000,000
marks. This would together amount to about 130,000,000
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marks, or not much more than one-half of the sum
of our paid-in capital and surplus. But in this connec-
tion we must remember that Germany is in a much
more unfavorable position. She is in need in every direc-
tion of firmer supports for her credit, and in particular in
what concerns her banks, so that in the case of the Reichs-
bank an increase in its own resources can not fail to be a
good thing for us. As a matter of fact, we have this
advantage over the Bank of England that we have our
entire capital available for the purposes of business
instead of having a great part of it tied up, as is the case
with that institution.

With respect to France the matter is not very different,
but in France likewise the general situation is more
favorable than in Germany. If we consult the political
horoscope we shall perceive that France has, in the worst
case, her front exposed in only a single direction. How
much more unfavorable is our situation in this respect!
We have, to say the least, two of our fronts exposed;
indeed, possibly three, and perhaps even four. These
are circumstances that have to be taken into account.

Mr. Mommsen. France isnot so secure as all that, either.

Doctor Wagner. At present, when the relations with
England are so satisfactory, you can hardly say that. It
is practically on her eastern front alone that France is
exposed, while it is beyond a matter of doubt that we have
to reckon on having certainly two of our fronts exposed,
and perhaps even three or four. In the face of this, I
think we ought to admit that we have got to go our neigh-
bor a few better when it comes to safety precautions.
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All that | have said, then, amounts to this, that the
question is at any rate worth considering. It is not a very
important question, but still we may have to consider the
advisability of an enlargement of the bank capital, in
which case it is my opinion that the best thing to do
would be to let the management itself have a virtually
decisive voice in the matter.

Just one word more about the surplus. In this matter
likewise our practical thinkers can be made to understand
that it is possible in a way to treat of the surplus from a
theoretical standpoint also. In my opinion, we should
recognize three distinct functions as appertaining to it.
In the first place, it serves as a security against actual
losses; secondly, it can be made to serve for equalizing
the dividends, as is the case with other banks and stock
companies; thirdly, it may serve as a fund from which
permanent accessions may be made to the capital.

As far as losses are concerned, that is not an important
factor with the Reichsbank. They are insignificant— no
greater than in the case of the principal banks in other
countries— if anything, smaller. This function of the re-
serve is consequently unimportant, but the second matter—
the equalization of dividends— that is important. | am
aware that this subject does not exactly fit into the debate
right here, but there can be no harm in discussing it.

Gentlemen, do you consider it desirable that the divi-
dends of the Reichsbank shall go on fluctuating as they
have done in recent years, from io or 11 per cent eight oi
nine years ago down to 57 per cent, rising again at the
present moment to nearly 10 per cent? This is the all-
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important point. It is for this reason, by the way, that
in my judgment bank shares are not well adapted to the
needs of private investors belonging to the lower and
middle classes. They can not permanently retain such
stock in their possession. They are either obliged to be
forever buying and selling them, or, in other words, en-
gaging in stock speculation, or else they have got to
submit to changes in their income such as it is not easy
for them to put up with. And the thing is disadvan-
tageous in another way, in that the rate of exchange is
thereby made to fluctuate greatly. Had we not better
make up our minds that it would be a very desirable
thing to apply the surplus in a certain measure, as is
done in the case of other institutions of the same kind,
toward equalizing the annual dividends to some extent,
in order that such fluctuations within the space of a few
years may no longer be possible? This, in my judgment,
is well worth considering.

Let us come, finally, to the third function, the service
to be rendered by the surplus as a means of enlarging the
capital. As far as | am able to see, all that can be said
is that this function is at least something that well merits
discussion on our part. Indeed, all of the members who
have more or less kept aloof from the debate regarding
the enlargement of the capital have been willing to admit
that much. This is partially the case wflth other banks,
and in the practice of England it has become a regular
principle to start the joint-stock banks and like insti-
tutions with a small capital and to increase this capital
gradually by drawing upon the surplus. This is a matter
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that might profitably be discussed with reference to the
Reichsbank.

But it may be argued that in the case of the Reichsbank
the share of the profits accruing to the Government might
thereby eventually be greatly curtailed. It is not nec-
essary, as a matter of fact, to make the amounts very large
that are set aside annually. But it would be well, even
so, to try to avoid entailing any financial loss to the
Government on the one hand, and, on the other, reducing
too greatly the dividends of the shareholders. Suppose we
say that we shall limit the amount that is to go into the
surplus annually to a specific sum, say, two, three, four,
or five millions. This would not involve very much of a
change either in the revenue of the Government or in the
position of the shareholders, and in this way the various
other objections would be overcome that have been ad-
vanced by the opponents of an increase in the capital of
the Reichsbank.

I will briefly sum up what | have had to say. The
question of the increase of capital is to me a secondary one.
In so far as valid reasons, such as have been referred to,
can be adduced, an affirmative answer is called for, with-
out, however, too much stress being laid upon the matter.
This being the case, the directors should be accorded a
greater voice in the decision, it being understood, how-
ever, that by means of the gradual accessions to the
surplus, which might be used to equalize dividends, the
capital is to be gradually enlarged. It would not be pos-
sible to give definite figures at this moment. The surplus
at the present time is about one-third of the amount of the
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capital. Suppose we say, then, that the increase is to be
up to one-half. This ought certainly not to appear
excessive.

Another point is still to be considered. Objection has
been made to the bank having so much real estate. Of
course it has, and it is bound to have more and more.
Its holdings already amount to 54,000,000 marks, which
is about five-sixths of the surplus; that is how the sur-
plus is invested. All that remains, then, of the surplus
at present, not reckoning the real estate, which is not
convertible into cash, is nine or ten millions.

The question as to whether this sum can gradually be
increased in such a way that an increase in the surplus
shall mean an increase in the capital, appears to me worth
considering, and 1| would therefore suggest that every
year, regularly, a further addition be made to the surplus
until it is raised to one-half of the amount of the capital.
I am all the more in favor of this limit inasmuch as there
is such a large item, figuring without any writing off in the
column of assets, that represents the value of buildings—
buildings which, to be sure, undoubtedly have a greater
value than is assigned to them in the entries in the books.
| desire in this connection merely to call attention to the
fact that the real estate of the bank, as it is not convertible
at once into ready funds, constitutes a kind of asset that is
not to be taken directly into account. | think | may as
well close my remarks at this point.

Mr. Schinckel. In order that we may not have any
incorrect figures, | shall take the liberty of saying that |
believe Herr Wagner has made an error in his calculations.
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The sum of 180,000,000 marks would not suffice for the
nationalization of the bank, for there would be an addi-
tional 32,000,000 marks to which the stockholders are
entitled. A 4 per cent loan, therefore, of 212,000,000
marks would be necessary, and consequently the gain in
the way of interest would not amount to very much.

Doctor Wagner. That is to say, instead of 5,500,000
marks we should have only 4,000,000 as the additional
profit derived by the Empire from the complete nation-
alization of the bank.

The Chairman. Would the members like to take a
recess ?

(Assent.)

Then | will request you to be present promptly at half
past 3, so that we may have a chance of getting through
to-day.

(Recess.)

Doctor Heiijgenstadt (proceeding to the order of the
day). | should like to suggest that the members who
desire be permitted to express their opinion immediately
with regard to the second question. | believe we shall in
this way get along much faster.

The Chairman. | have nothing to say against this,
especially as | think there will be more or less unanimity
with regard to this second question, one that will have to
be discussed essentially from a practical standpoint. |
will request the members, however, to express themselves
as briefly as possible, so that we may have a chance of
getting through to-day.
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Mr. Mommsen. As regards the first question, | am glad
to perceive from the exposition made by Geheimrat
Wagner that in many respects his position is, after all,
identical with that which we practical bankers have at
all times assumed, to the effect that the nationalization of
the Reichsbank is not practicable. However, this isnot a
subject for discussion to-day.

With respect to the capital, Herr Wagner says: “ In the
case of the ordinary banks of issue the question of capital
is in itself immaterial. It is very different, however, in the
case of the central banks of issue. We have put these
in the same category with the big stock banks; that is
to say, in the great bulk of their transactions they have
to rely upon their own resources— their capital and sur-
plus.” | must confess that | absolutely fail to see why
a central bank of issue has to be placed on a level
with the large stock banks, and Geheimrat Wagner him-
self has given no reason for it. It is true, however, that
in a bank of issue the liabilities and assets do not figure
at all in the same way as in a stock bank, and when we
examine the respective items the capital of the bank of
issue appears simply as a reserve.

Now it is my opinion—and the same view has been
expressed by the gentlemen who have been addressing
you, whether they be advocates or opponents of the
enlargement of the bank capital—that no really decisive
reason for our proceeding at once to increase the capital
has been advanced thus far, and in fact none is fur-
nished by the last annual statement of the Reichsbank.
As for myself, I must likewise confess that the matter
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does not appear to me to be of much consequence. If it
be deemed desirable to draw upon the money market in
order to provide a fresh increase in the capital of the Reichs-
bank, well and good. Let us not suppose, however, that
the constitution or status of the bank will thereby be in
any way affected. The members, furthermore, are all
agreed that no effect will be produced with regard to the
rate of discount.

Nevertheless, 1 do not believe that the increase is
absolutely a matter of no consequence in its effect upon
the money market. Such a proposition as that put for-
ward by Herr von Wangenheim, who would double the
capital and raise the money by means of small shares
of 200 marks with such a system of distribution that only
the middle classes and not the banks could subscribe,
can not be deemed practicable. | can not see how
Freiherr von Wangenheim is going to succeed in raising
180.000. 000 marks in this way without disturbing the
money market.

But even if we were to take a smaller sum, as my
worthy colleague, Herr Kaempf, has proposed, say of
60.000. 000 marks, we ought, in the existing situation, to
think twice over the question whether we are willing to
draw upon the money market unnecessarily for such a
sum when, as a matter of fact, no practical result can
be anticipated.

In regard to the question of the surplus, | have no
objection to its being increased. If we examine the
figures, we shall find that the real estate of the Reichs-
bank is bulking larger and larger. As far as | can make
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out, this is partly the result of the circumstance that the
bank, unlike other institutions, is not in the habit of
doing any writing off in the matter of its real estate, and
particularly of the buildings. In this way every rise in
the value of the real estate is shown in the balance sheet,
and thus the figures pile up. It might perhaps be feasible
to introduce such deductions in the future. But at all
events it would be found necessary by reason of the ever-
increasing figures of the item in question to enlarge the
capital of the bank correspondingly in order to avoid
leaning more and more upon real estate, and the practical
and proper way is simply to revert to the scheme of a
surplus to which additions are made at intervals—in
what particular way it is not necessary for us to strain
our wits to decide at this very moment.

One of the experts has suggested the establishment of
a sort of current-account surplus. This would, perhaps,
be not altogether impracticable. Considering, however,
the large sum with which we have to deal, it could hardly
be of great advantage, and it would be much simpler to
increase the surplus, and thereby give the working capital
of the bank a chance to grow by successive steps.

Geheimrat Wagner has suggested that the surplus might
be utilized for conversion into actual capital—that is
to say, bank shares might be created out of the surplus,
to be assigned gratis to the stockholders. | should not
be in favor of introducing in the case of the Reichsbank
a procedure of this description; something which is in
reality unknown to our German law, or at any rate has
hardly been practiced; something for which we should
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have to provide by special legislation, and, indeed, if we
get to the bottom of the matter, it is quite indifferent
whether the capital is 180,000,000 marks and the surplus
60.000. 000 marks, or whether we raise the capital to
210.000. 000 marks and make the surplus 30,000,000
marks. Looking at it practically, this whole matter is
immaterial, and it is a great mistake, in my opinion, to
allow ourselves to drift into such subtleties.

To express myself briefly with regard to the second
question, | wish to say that | have no objection to the
raising of the limit of untaxed bank-note circulation. It
is a purely technical question whether it is desirable to
curtail somewhat the amount paid into the Imperial
Treasury through the 5 per cent tax on excess circulation.
I am decidedly opposed, however, to the complete removal
of the limitation of the untaxed issue of bank notes. In
the expert opinion submitted to us it was proposed to
allow an untaxed issue up to an additional 200,000,000
marks. | should consider that rather high. | think
that for the time being we can put up with a consid-
erably smaller amount, drawing the line, let us say, at
500.000. 000 marks----

The Chairman. We have now 473,000,000 marks.

Mr. Mommsen. Or 550,000,000 marks. Just at the
moment when we are enacting the supplementary bank
law it looks rather hazardous on the face of it to place
the limit of untaxed circulation too high.

Doctor Heiugenstadt. You Will not be surprised to
learn, gentlemen, that 1 am in favor of the enlargement
of the capital of the Reichsbank, and it will certainly not
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surprise those who have heard me express my views in pub-
lic on various occasions. | can further point to the fact
that I, as a representative in the Reichstag, was a member
of the bank commission at the time of the latest renewal
of the charter, as well as of the subcommittee created on
that occasion, and that | was energetic in advocating the
latest increase in the capital of the Bank. | may say,
indeed, that | had more to do than almost anyone with
the establishment of the present higher capitalization.
As | was a member of the Reichstag and had a close
knowledge of persons and conditions, | should just like
to make it emphatically clear in a few words, in rebuttal
of what Director Stroll has stated— my worthy colleagues
Muller (from Fulda) and Raab sat with me in the com-
mittee, the former also in the subcommittee— that we
were on that occasion in no way influenced by parliamen-
tary considerations in advocating an increase of capital.

Mr. Raab. Quite correct.

Doctor Heiligenstadt. That is what Director Stroll
asserted this morning. | assure you there is nothing in it.
I have since expressed myself in regard to the questions
now before us in an address before the Landesokonomis-
collegium, and finally in a publication which has been
rather severely criticised by the press. Neither the jour-
nalistic attacks, however, nor the occurrences that fol-
lowed have convinced me of the incorrectness of my views.

I am in favor of an enlargement of the capital, and that
up to at least 200,000,000 marks; a little more would
perhaps be preferable. | am also of opinion that the sur-
plus should once more be open for a further increase and
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that it should never again be automatically shut down,
but that, on the contrary, a special enactment should be
requisite for the closing of the surplus. At all events the
shutting down of the surplus ought not to be an auto-
matic operation.

You have heard it stated here this morning—and the
same thing recurs frequently in the expert opinion that
has been prepared for your benefit—that the increased
capitalization does not in reality mean an actual accession
of fresh capital to the Reichsbank. Herr Fischel has
expressed a similar view. | am of an entirely different
opinion. The prime question is not how greatly or how
little the bank may be temporarily affected by the increase
in its capital. The main thing is what will be the result in
the long run. In my paper | contend that the addition
to the capital of the Reichsbank ought to come out of the
freshly created capital, this new capital being gradually
laid aside and held in reserve. This is the all-important
point with me. | do not mean to restrict the present
capital market, but | propose that part of the new capital
created by oiir national industries shall be set aside so as to
constitute a mobile fund.

The notion that there would be permanently an increased
stock of commercial paper in the hands of the bank as the
result of an increase in its capital, | regard as altogether
baseless. The permanent increase in the amount of paper
is not to be counted on for this reason alone, that the bank
is not in the habit of extending its credit limit to its cus-
tomers merely because they are subscribers to its stock.
The individual customers will simply be allowed their
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former credit. Gradually the extraordinary credits will
have to be covered, and this will have to be evinced either
in the return of the bank notes in circulation or in an
increase of the cash on hand. In the way of a supplement
to the remarkably convincing exposition made by Doctor
Arnold in the Bankarchiv | have myself dealt with this
question again in my paper, and | am rather surprised to
encounter the same old prejudices in this assembly.

As far as | can recollect not a single one of the gentlemen
has declared himself to-day opposed, as a matter of prin-
ciple, to the enlargement of the capital of the Reichsbank.
Some have said that they regard it as a thing having no
bearing upon the situation or too little to recommend it on
the score of utility, but no one has declared himself squarely
against it. On the contrary, Director Stroll and Herr
Kaempf have admitted that an enlargement of the capital
might have the effect of augmenting to some extent the
volume of business; that it would not be altogether unim-
portant with respect to the business done by the Bank in
the way of loans on collateral; and that it would be specif-
ically warranted with respect to the real-estate investments
of the Bank. Herr Mommsen has expressed himself in
similar terms regarding this matter.

For my part, | should like to point out the groundless-
ness of the intimation made by Herr Fischel that in advo-
cating an increase in the capital of the Bank | may pos-
sibly have been influenced by the idea that a more ready
granting of credit might thereby be secured. This is not
the case. My main reasons for an enlargement of the
Bank’s capital are based upon altogether different consid-
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erations, considerations issuing from the realm of political
economy. Even the possible increase in the amount of
gold held by the bank as a result of increased capitalization
I regard as a secondary matter. | am aware, to be sure,
that an increased capitalization can not fail to have its
effect upon the quantity of gold in the hands of the Bank—
of course, relatively speaking—and that in the sense in
which | take it, it is bound to have more or less effect,
according to the circumstances, upon the rate of interest
in the country.

To me it seems preposterous, in the discussion of
this question, to be constantly making comparisons
with foreign countries. They have been a peculiar
feature of the testimony of the experts, and in our dis-
cussion to-day such comparisons have likewise been
made by a number of the members. Of course, it is
our business to make a careful study of the conditions
abroad if we desire to make the necessary deductions
therefrom, but there is no use in attempting to make
close comparisons between the conditions here and there.
We can not institute a comparison between the Bank of
France or the Bank of England and the Reichsbank.
The status of the bank, its whole organization, is alto-
gether different. Besides, the central bank of issue
constitutes nothing more than the apex of the credit
system of a country, and we are aware how vast is the
difference between the credit systems even in the case
of England and Germany, or, say, France and Germany.
It is only from the conditions prevailing in our own
country that we can draw the needed inferences.
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As far as | can make out, no one, none of the experts
at least, has really got down to the kernel of the matter
under discussion, and even the gentlemen who have
spoken to-day have not, I am convinced, touched upon
the essential facts underlying the conditions with which
we have to deal. The only one of the experts who, as
far as | can see, has dealt with the economic aspect of
the situation—and he has not gone below the surface—
is Professor Pohle. | was not present at the session,
but I have gathered from the stenographic report that
Professor Pohle has at least touched upon this general
problem.

All these questions, gentlemen, which have engaged
our attention have so strongly taken hold of the mind
of the public only by reason of the melancholy showing
which credit conditions and the financial situation have
made in our country. | am certainly not one of those
who believe that economic crises can be rendered alto-
gether impossible. It does seem to be practicable,
however, to reach the point at which, through proper
regulation of credit conditions and the like, we may
succeed in materially reducing the shocks produced by
the heavings of the economic disturbance.

I must add that | am naturally not of the opinion
that it is practicable to do away entirely with these
undulatory movements, in as much as this can be effected
in no other way than through the transition to an entirely
different system of production. So long as produc-
tion is carried on by private capital we shall have to
reckon with periodical fluctuations, high tides of busi-
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ness followed by subsidence of the tide. It makes a
great difference, however, whether the tide carries us up
to a boiling point, to be followed by widespread collapse,
or whether the fluctuations run their course within
comparatively narrow bounds.

The whole question before us—and this is an argu-
ment in favor of an enlargement of the capital of the
Reichsbank—is not a gold question, as indeed it is not a
money question (as Herr Fischel has rightly stated
this morning); it is a question of capital.

It is my conviction that in this matter of the monetary
system and of credit, whether viewed from a practical or
a theoretical standpoint, we are passing through a transi-
tion period. The thing is perhaps somewhat irrelevant,
but I should like to point to the fact that our theories too
are shaping themselves in accordance with new notions
and ideas, as is evinced by Knapp’s book on a new theory
of money, which | am sure is going to be a landmark in
theoretical knowledge. Within the past twenty or thirty
years a system of manufacturing industry has been
developed in this country, which, with respect to the scale
of production, has attained much greater proportions
than is the case, for example, in England. In England
there is a much larger number of minor concerns, but we
do not find in all the various branches of industry such
giant concerns as exist in Germany and the United States.

Now, if we ask ourselves what the state of the money
and capital markets is in reality, it becomes absolutely
necessary in the first place to get a clear conception in our
minds of the manner in which production is carried on
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under existing conditions and then to try to ascertain the
relation which our productive industry bears to the money
market.

I shall have to ask for your indulgence if | take the
liberty at this point of engaging in a little theoretical
exposition, but it is precisely these theoretical considera-
tions which | am going to urge that are behind my own
views respecting the necessity of a larger capitalization.
This applies also to many other reforms that | consider
essential under existing conditions, such as they have
developed under the stress of the modem scale of
industrial and financial enterprises, if we desire our
national industries to go on expanding and attaining the
higher levels in a peaceful and orderly way.

Our productive mechanism, as some one has happily
expressed it, moves along in the manner of an army on the
march, in successive stages from halting place to halting
place. That is to say, not every producer produces an
article ready for use. Before it is ready for use an article
has to pass through a number of hands, each worker
proceeding with the manufacture from the stage at which
his predecessor left off. To the extent that capital
represented by such more or less finished articles enters
into production, it is part of the working capital of our
industry. You may find fault with my way of expressing
it, but the precise terminology is immaterial. The only
question is whether I make my meaning clear.

The aim of productive industry is either the production
of objects of consumption or the creation of fresh capital
to be used for further production. What concerns the
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problem before us most vitally is the relation existing
between productive industry and the money market. It
is evident that to all industrial operations in which capital
passes from hand to hand instruments of exchange and
financial transactions are necessary. Even in cases where
credit is not called for, industry makes inroads into the
money market through its demands for instruments of
exchange. At the present time, indeed, and especially in
Germany, production is largely based upon credit. Manu-
facturing industries are to a very great extent carried on
by means of credit, and it is only this morning that Herr
von Wangenheim declared— and Herr Schinckel seconded
him— that production has been carried on altogether on
too large a scale through the instrumentality of credit.

In so far as credit enters into production, the process
that takes place is as follows: In the commercial market
goods pass from hand to hand, and alongside of this pro-
cess of exchange in the commercial market there is going
on in the money market an exchange of credit instruments
based upon these very products of industry which are in
circulation. This reciprocal action of the commercial
market and the money market is a continuous one.

Now, so long as capital circulates in the industrial field
in the form of working capital, what takes place is, that in
the demand for credit, for every exchange of wares, there
will be a corresponding transaction in the money market.
This is shown in actual business by the fact that the goods
are sold against the acceptance of a draft, which draft
is met when the goods are resold against another accept-
ance. In place of the old draft there is (at least there
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ought to be) always a new one. And therefore, in the
money market, parallel with the movement in the mer-
chandise market, an exchange of credit instruments is
incessantly going on. This process of exchange con-
tinues until the property has reached its destination in
its capacity of working capital, or, in other words, until it
has lost its quality of working capital, and is either con-
sumed or devoted to the purposes of fixed capital. In
case of consumption, the property has to be paid for out
of wages, out of hire for services of every kind; that is to
say, the respective bills are, and can be, redeemed from
this source.

But when the industrial product is transformed into
fixed capital, then the economic process in the money
market is a very different one. The essence of fixed capi-
tal—and it is in this that it is distinguished from working
capital—is, among other things, that in its utilization in
production it enters into a business transaction not with
its full value but only in larger or smaller shares. Fixed
capital in industrial operations is capable only of yielding
what is called revenue or interest.

But at the moment that the working capital is being
converted into fixed capital there are circulating in the
money markets demands in the way of bills covering
the entire value of the property, and these demands have
got to be met. As the fixed capital yields nothing but
interest, it is imperative to resort to other sources to cover
the bills as they fall due, and so the necessary capital has
to be raised through savings from previous earnings or
the accumulated profits in the shape of interest on fixed
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capital; that is to say, the amount required in the way of
capital must already, in the form of savings, be in existence
in the money market.

Now, if you weigh all this carefully and apply these
theoretical deductions to the actual conditions in Ger-
many, it will become evident that in recent years we have
made very large investments of capital, the equivalent for
which had not been supplied in the form of savings. Our
fixed capital, as Herr Fischel has pointed out, has in a very
great measure been created through the agency of bor-
rowed money.

There is still another phase of the matter. In substan-
tiation of my views on the subject | would refer you to the
discussions that took place at the time of the debate
regarding Questions Il and Ill, when the experts Herr
beiffmann and Herr Fischel confirmed the opinion expressed
by me to the effect that there are, as a matter of fact,
frequent so-called “ financial disturbances” taking place
in the train of regular and legitimate commercial trans-
actions.

The greater the general upward tendency, the more each
producer strives to increase the rate of production. A
producer, for example, who usually takes three months to
make an article pass through one stage in its manufacture
will do his best to reduce the time by means of overlapping
and every possible expedient. But still, as before, owing
to the rigidity of mercantile custom and the usages of
deferred payments, a bill at three months’ sight is issued
on account of the goods in question. As a result of this,
where under normal conditions a single bill would be
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circulating in the money market on account of some par-
ticular article, there will now be two or three bills in
circulation. All of these bills find their way to the
banks, are discounted, and then figure for a time in the
balances of the banks’ customers. The banks are obliged
to put out at interest the amounts thus credited to their
customers. | do not mean to blame the banks for making
these investments. | have no ill feeling toward the banks,
just the reverse. The banks are compelled to do it
because they are obliged to render these large apparent
credits productive by making them vyield interest— credits
which in reality have no actual foundation, not being
based on anything. The way these credits are made pro-
ductive by the banks in the existing organization of
industry in Germany (where we produce altogether too
little capital relatively to our spirit of enterprise) is in
great measure through investment in the way of fixed
capital.

I must conclude from all this that we Germans have
been in the habit of setting up as capital that which in its
nature is not adapted to the purpose, which ought not to
be capital at all; and that we are trying to get along with
altogether too little working capital. From top to bot-
tom, from the great banks down to the smallest ones, it
ought to be the business of these institutions to try to
make a change in all this, to see to it that a proper relation
is established, that we may be in a position to work with a
considerably larger working capital.

It is, of course, difficult for an individual institution to
do much in the way of hastening a change, and the repre-
sentatives of the banks have repeatedly insisted that they
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were under the stress of competition. | realize this, and
if 1 were at the head of a big bank I should allow myself
to be guided entirely by the interests of my bank and
those of my shareholders—in plain words, by business
considerations. This is— | am willing to proclaim it pub-
licly—the duty of the business man. But the moment
we place ourselves on the broad standpoint of political
economy, from which it is our purpose to view the prob-
lem before us, then | am convinced that this is not a
matter in which the will of the individual should be
allowed to have its way, but that, on the contrary, it is
incumbent upon us to devise some system, possibly
through legislative means, that will have the effect, with-
out injuring the banks, of increasing our working capital
and of enabling us to retain in that form a considerable
portion of our newly created capital.

You see, gentlemen, that in the existing organization of
business in this country only such capital as finds its way
into the Reichsbank is disposed of in a way to give us no
real concern. Such capital alone is preserved under all
circumstances in the form of working capital. Consider-
ing the importance of the subject, it seems to me imper-
ative for us to try every means to secure for our industry
a greater share of capital in the form of working capital,
and for this reason | regard a material increase in the
working capital of the Reichsbank as absolutely indis-
pensable.

I realize, indeed, that the enlargement of the capital of
the Reichsbank is merely a minor means, one expedient
among many others that in the existing organization of
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our monetary and credit system it is necessary for us to
adopt in order that we may enter into the proper path and
continue in it. | believe that we should have recourse to
various other expedients that might be found effectual by
the side of an addition to the bank’s capital, but it is not
our purpose to discuss these matters to-day.

To sum up briefly, then, I am persuaded that the
enlargement of the capital, with respect to which the atti-
tude of most of the speakers who have preceded me is one
of indifference, is desirable and that the increase should
be a substantial one, and furthermore I am of opinion
that additions should be made from time to time to the
surplus.

As to the other question, that of raising the limit of un-
taxed bank-note circulation, | personally lay no stress
upon it, as | believe that the matter of this higher limit,
whether it be instituted or not, will in reality never become
one of practical importance, provided that we take meas-
ures to establish a just proportion between fixed capital
and working capital. It may eventually become a prac-
tical question if our industry should increase very mate-
rially, which all of us, of course, would like to see. It
would then be advantageous, in order to enable us to tide
over certain times of unusual strain, such as recur at the
end of the year and in the month of October, to raise the
limit of untaxed circulation. But | believe that when we
have provided for the proper organization of capital with
respect to industry and the credit system the question of
fixing a limit will settle itself.
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Doctor EExis. Gentlemen, | shall also express myself
briefly, and, first of all, I shall take the liberty of making
a few remarks with reference to what has been said by
President Heiligenstadt. 1 am likewise decidedly of
opinion that the working capital of our industrial con-
cerns in Germany is really too small; that it would be
much better to do business more with our own money
and less on credit. This applies, of course, especially to
those concerns which turn out manufactured products,
as well as to stock banks. In the case of a bank of issue,
on the other hand, this requirement appears to me to be
least essential, even if it is not altogether inapplicable. In
this matter it would be well, in my opinion, to consider what
takes place abroad. We see plainly that in England and
France the large central banks exist and that they operate
admirably without having in reality any actual working
capital of their own. Their working capital may indeed be
designated as a minus quantity. The Bank of France, for
example, has a nominal capital of 182,500,000, but it has
290,000,000 tied up in fixed rentes or in the permanent
advance of 100,000,000 to the State. The working capital
remaining to the bank is therefore a minus quantity. The
same is the case with the Bank of England. Here, too,
we find a negative working capital. It is not merely the
old debt of £11,000,000 that is tied up, but likewise the
whole amount that is required in addition in order to cover
the note circulation in the issue department, an amount
equal to £7,500,000, inasmuch as the consols that are
deposited there can not be withdrawn, and consequently
are not at the disposition of the banking department. We

118

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

have therefore £18,500,000— that is to say, a sum reaching
to the permissible limit of uncovered bank-note circulation,
as against acapital of £14,500,000, exclusive of the so-
called “rest,” which embraces some £3,000,000 in the
way of a surplus, or, in all, £17,500,000 of capital and
surplus, while the amount of the fixed capital, partly in
the shape of irredeemable obligations and partly of
unnegotiable consols, is £18,500,000.

In these two countries, then, we have an illustration of
how banks perform their operations with those resources
only which they secure through the issue of bank notes,
and, in the case of England especially, through the accept-
ance of deposits. We have not got so far in Germany, and
this is assuredly not a matter of regret. Our Reichsbank
has actually no part of its entire capital tied up. It is
all in an available form, and if the bank temporarily in-
vests considerable sums in national obligations, these do
not by any means represent unnegotiable funds, as they
are capable of being disposed of at any moment. The
only portion that is tied up is that which is represented by
real estate. This amounts to 54,000,000 marks. There
remains, therefore, a surplus of 10,000,000 marks, which
can be added to the capital of 180,000,000.

Ihe position of the Reichsbank is therefore essentially
a different one, and if this institution can not, as a simple
matter, be compared either with the English bank or the
French, this difference is not a matter to be considered
here. The Reichsbank is in a much more favorable situa-
tion as far as the availability of its capital is concerned—
that is to say, as far as the extent to which its operating
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resources are drawn from its own capital, and consequently
I hardly think there is any necessity of increasing the
capital of the bank.

Neither do | think that this would in any way bring
about an increase in its stock of gold, nor do I believe that
the rate of discount would thereby be affected. | concur,
therefore, with the majority of the members who have
spoken and who have declared themselves to be rather
indifferent in regard to the whole question.

There is one point, however, that | should like to bring
forward in support of an enlargement of the capital,
namely, that the nationalization of the bank will thereby
be made a more difficult matter. It will certainly be less
easy later on to pay back the amount of the capital if it
has been increased by 60,000,000 marks, especially if it is
really proposed to carry out the scheme suggested in various
qguarters of admitting as shareholders investors of small
means, with shares not exceeding 200 marks. The Gov-
ernment would hesitate, in the event of the nationaliza-
tion of the Reichsbank, to force these small investors to
sell out at 118 when they had paid 130 and upward for
their shares. The nationalization, therefore, is rendered
more difficult by an increase in the capital, and this, in
my eyes, is decidedly an advantage. On the whole, how-
ever, | must admit that | am rather indifferent in regard
to the matter.

I should furthermore like to express my approval of the
proposition put forward by several of the members that
it be left to the discretion of the managers to decide whether
the time has come when it would be expedient, for what-
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soever reason, to increase the capital. It would be prac-
ticable to insert a provision in the bank law allowing
them during the next term of their charter (which |
think should be renewed for at least fifteen years) free
play in this respect, or, better still, empowering the
Bundesrat to authorize at any future time, on the strength
of the experience of the bank, an addition of a particular
amount to the capital stock.

In regard to the surplus, I am also of opinion that it
would be expedient to reopen the fund and to add to it
every year a moderate sum (the amount to be fixed
later), which is to serve mainly for the purpose of
offsetting the constantly increasing investment of the
bank’s capital in real estate. New bank buildings are
constantly being erected, each one finer than the last,
which we are certainly glad to see, and the expense is
constantly increasing. | should therefore recommend
that steps be taken to offset this investment of capital
by a corresponding increase in the surplus.

With respect to the second question, | am in favor of
fixing a limit to the untaxed circulation of bank notes.
I regard this as a very practical expedient for keeping
speculation within bounds. | personally should con-
sider a moderate raising of the limit as quite harmless—
I would draw the line at 550,000,000 marks—the advan-
tage to be gained being that the number of times
that the limit is transcended in the course of a year
will not be altogether excessive. In the past year the
number was 25. By raising the limit up to 550,000,000
marks the number will be reduced, at any rate, by 10
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or 12. In this sense, therefore, 1 should consider the
raising of the limit expedient.

Count Kanitz. As we are not going to discuss the
question of the nationalization of the Reichsbank, I
wish to say that | am in favor of a moderate increase in
the capital. All the arguments that speak for it have
been so fully set forth to-day by the various speakers
that I may as well refrain from giving the reasons for
my opinion. It would be mere repetition. But after
such an authority on banking as Herr Kaempf has like-
wise expressed himself in favor of an enlargement of the
capital, 1 think we may as well practically dismiss our
misgivings in regard to this matter.

I have been particularly interested in the exposition
made by President Heiligenstadt. His arguments, how-
ever, seemed to me so novel in many respects that | can
not possibly undertake to enter closely into them to-day,
and | shall reserve to myself the privilege of discussing
them when the stenographic report is submitted to us.

I agree with Herr Mommsen and .several of the speakers
that the enlargement of the bank’s capital is not going to
bring about a healthier monetary situation. The means
that we are applying is at best a slender one, and this in
my opinion is also true of the raising of the limit of the
untaxed circulation of the Reichsbank. In this matter,
too, I can go no further than to say that | concur in the
view which President Heiligenstadt has expressed, to the
effect that he does not expect any actual relief to result
from such a raising of the limit of untaxed bank-note
circulation.
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I shall confine myself tc/this expression of my views,
which 1 think will suffice for the present, as | expect to
have an opportunity when the Reichstag takes up these
guestions to state my position more definitely. | declare
myself, therefore, in favor of an increase in the capital. |
do not believe in the efficacy of the raising of the limit of
untaxed note circulation.

Mr. Raab. | am likewise in favor of an enlargement of
the capital of the Reichsbank. I also do not regard such
a proceeding as something of world-wide importance, but
it is my opinion that we owe it to the reputation of the
Reichsbank to find means of preventing its being far
behind other great banks with respect to its capital.
Even outside of this consideration, however, which will
naturally appeal to our patriotic spirit, |1 believe that
some economic advantages would accrue from an increase
in the bank’scapital. In the first place, the bank, through
an increase in its capital, will certainly be able to exert
greater influence upon the credit market. This concession
should be made, in my opinion, particularly in the face of
happenings— | have in mind private discounting— which
in certain cases have had the direct effect of crippling the
discount operations of the bank.

I believe, too, that a larger capital will mean a better
condition with respect to the increased business of the
bank as well as the running expenses, its real estate, and
its readiness to meet its current obligations. It appears
to me possible furthermore— although | do not believe that
an increase in the capital will result in an increase in the
stock of gold—that, through the receipt of large sums in
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the way of foreign bills of exchange at specific times, the
drain upon the gold supply to meet the demand from
abroad might at least for a time be checked, so that the
raising of the rate of discount could be averted or post-
poned. | am in favor of raising the amount of the capital
to 240,000,000 or 250,000,000 marks, which would mean
an increase of 60,000,000 or 70,000,000 marks.

Whether this increase is to take place at a certain time,
or, as in the case of the last increase, be made in install-
ments, is to be left to the discretion of the bank itself.

In regard to the distribution, I am in favor of issuing the
additional stock in denominations of 1,000 marks. The
proposition to issue the shares in small denominations of
200 marks does not appeal to me, inasmuch as the future
of the Reichsbank is still an uncertain one. | can hardly
imagine that the bank charter will ever be renewed for a
term exceeding ten years. There is after all a possibility—
the fact that there is a ban upon the discussion of the sub-
ject does not alter the matter— that the Reichsbank will
be nationalized.

I am also in favor of reopening and strengthening the
surplus, and likewise of keeping it open, as has been
proposed by president Heiligenstadt, and furthermore
of making its closing conditional upon a special enact-
ment. My attitude in this is prompted by the same con-
siderations as in the case of the enlargement of the capital.
The surplus, just like the regular capital, offers an in-
creased security in regard to the cash liabilities and a more
effectual counterpoise to the investment (which will prob-
ably go on steadily increasing) of the funds of the bank

124

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

in real estate. | believe also that it would be a good thing
to create a special reserve against possible losses.

Whether the scheme suggested by Geheimrat Wagner
of making the surplus serve the purpose of equalizing divi-
dends can be carried out, and in what way, | should not
venture to say. | can say, however, that the idea appeals
to me, especially as | should personally be glad to see the
shares of the bank passing into the possession of the middle
classes, whom | should naturally not like to see exposed to
great fluctuations in the market value of their investments.
I think that it would be practicable to raise the surplus
gradually to the level of half the amount of the capital,
and that this would be a welcome consummation. At the
same time | believe that we ought carefully to consider
the suggestion made in the course of this discussion by
one of the experts to the effect that the increase in the
capital of the Reichsbank should not be allowed to act to
the prejudice of the share of the Government, but that the
additional amount should be drawn mainly, if not entirely,
from sums that would otherwise go to the stockholders in
the shape of dividends. | consider it very desirable that
our national revenue in this quarter be placed on a more
substantial and favorable footing, and | see no reason—
I expect the next few years to make a fine showing— why
we should go on forever dealing out such big dividends to
the stockholders as they have again been receiving this
past year. The interests of the Government are certainly
deserving of some consideration in this matter.

I am also of opinion that there is not much to be
gained by raising the limit of untaxed circulation. In my
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view of the matter, however, | do not agree with that
expressed in this assembly by one of the specialists, with
whom | am otherwise generally in accord. Doctor Arendt
has advocated the removal of the tax limit and the abol-
ishment of the tax on bank-note circulation altogether.
I hold the view, repeatedly expressed in this body to-day,
that in this obligation to pay a tax we have a useful danger
signal. If we can, by means of a moderately high limit of
untaxed circulation, prevent the too frequent recurrence
of a disturbance such as manifests itself each time the
circulation limit is passed, that will certainly be an advan-
tage. But | do not believe in doing away altogether with
the warning which the passing of the circulation limit
gives to those who are in quest of credit.

Another suggestion that has been made, and that by a
specialist, is that the foreign gold bills be reckoned in the
cash reserve. In my opinion this is impracticable and
altogether wrong.

Another question worth considering is that of a pro-
gressive tax on bank-note circulation— the suggestion has
been made and may perhaps come up for discussion later
on—a tax adjusted to the extent to which the circulation
limit is exceeded. In the case of an inconsiderable excess
the imposition of a slight tax would perhaps suffice, but
the tax should be made to operate progressively in such
a way as to render a great excess of circulation beyond
the regulation limit practically impossible. If we are to
institute a progressive tax of this kind, it will have to be
graduated so as to reach the point where it becomes pro-
hibitory, in order to prevent us from landing we know not
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where. But if such a progressive tax is to become a sub-
ject of discussion, we shall have to consider whether we
can keep clear of causing a shrinkage in the imperial
revenue derived from the tax on bank notes. Admitting
that it was only an accidental circumstance that the
amount realized reached such extraordinary proportions
last year, | should not like to see such revenue, even if it
is not to keep flowing in as plentifully as in the past
twelvemonth, shut off from us just at the time when we
have to be scurrying about for money in every nook and
corner.

What | am in favor of, then, is the following: An enlarge-
ment of the bank’s capital to 240,000,000 or 250,000,000
marks; a gradual enlargement of the surplus to one-half
of the amount of the capital; the keeping open of the
surplus; and a moderate raising of the limit of untaxed cir-
culation, say up to the level of about 550,000,000 marks.
This, it seems to me, would pretty much represent the
views prevailing in those circles in whose behalf | believe
I may in a certain measure be allowed to speak.

Freiherr von Cetto-Reichertshausen. When | was
invited to come here, gentlemen, | took the invitation to
mean not that | should come into your midst as an expert,
but that | was invited to come as a representative of the
agricultural interests, whose main function would be to
set forth the attitude of the agricultural community with
respect to the recent industrial depression and the means
that have been proposed to remedy the situation, and it
is from this standpoint that | have sought to deal with the
guestions before us.
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In the course of the hearing of the experts the assertion
was made by Geheimrat Mueller that the enlargement of
the capital of the Reichsbank will make it possible to give
more extended credit to the agricultural class. The
assertion was also repeatedly heard in this assembly in
the course of the morning that in the extension of credit
agriculture will have a share in the benefit in so far as it is
not placed on a lower level than other pursuits. Now I
should like to call your attention to the circumstance that
agriculture is by no means directly interested to the same
extent in the credit that is to be afforded by the Reichs-
bank as manufactures and trade. It could not, indeed,
for a very plain reason, be otherwise, for, on the one hand, as
I readily perceive— and my conviction is based on personal
observation—credit granted on the security of personal
property does not by any means play the same role in
agriculture as credit based upon immovable property, and,
on the other hand, in the case of agriculture credit based
on personal property is in great part, and in fact in the
main, provided for by the organs of mutual assistance
which agriculture has instituted, such as the agricultural
societies, whose activity has been centered in the so-called
Preussenkasse, as well as in the establishment of loan
associations— in short, provided for in such a way that the
increased difficulty of obtaining credit from the Reichs-
bank, the enhanced rate of discount, affects agricultural
interests rather indirectlv than directly.

Starting out from these premises | can only repeat that
agriculture is but indirectly interested in the matter that
is at present engaging our attention. Having said this,
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however, 1 am glad to be Hble first of all to repel the
individual attacks, if I may use the expression, that have
been leveled over and over again against the agriculturists.
We have been charged with being unfriendly to the bank,
with looking upon it as an institution which has been
created to afford as much credit as possible, but which
grants too little credit to agriculturists. Herr Helferich
even imputes to the agrarians the design of laying violent
hands on the Reichsbank in the way of nationalizing it.
My esteemed friend Freiherr von Wangenheim has just
touched upon this subject to-day, and if he has been dis-
regarding the order of the day it will not be out of order to
rebut his assertions.

I must first of all confess that | can not in this matter
entirely concur in the views of Herr von Wangenheim,
however closely I may be in accord with him in general.
I ask myself, and | have repeatedly asked myself, what
actual advantage would result from the nationalization
of the Reichsbank, and this very day it has been asserted
here with perfect justice that the whole administration
of the bank bears largely a national character. The bank
is managed by state officials, it is, so to say, under national
supervision, and it would be no mistake to say that if the
bank were to be nationalized right now the management
could not and would not appear different or officiate dif-
ferently from what it does to-day.

(Exclamations of “ Quite right!™)

But now, gentlemen, I have to ask: What can be the
real advantage that would result from the nationalization
of the Reichsbank? | can think of two arguments in favor
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of it. The first would be that we might thereby augment
the revenues of the Empire; that is to say, that the entire
profit of the bank, which now goes to the stockholders,
would in future go to the Empire. My opinion is that we
are dealing here, and shall always deal, with so small a
sum in proportion to the imperial budget that it is well to
consider seriously whether an institution so prominent in
the domain of banking as the Reichsbank shall be nation-
alized and an experiment be made which, as has already
been affirmed to-day, can by no means be regarded §.
devoid of danger. | need only point to the contingency
of war or the lessons taught by other countries and their
great banking institutions which have by no means been
nationalized, but for good reasons have been left to private
agencies.

It might be argued further that the Reichsbank as a
state institution could, and probably would, establish a sys-
tem of credit according to different principles and would
consequently institute readier methods for supplying
money than have hitherto been provided. This opinion
seems to me to find vogue in various agricultural circles.
I, however, personally hold the view that no credit insti-
tution of the nature and scope of the Reichsbank, be it
under public or private management, can emancipate
itself from the general influence of the money market.
Experience has shown that the financial crisis which has
come upon us these last years in Germany has been felt
just as much elsewhere, that it has been felt in a country
which we have hitherto regarded as the ideal of a bank-
ing community— England. We have seen, therefore,
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that the casual occurrences”™ pure and simple, have been
of so decisive a nature with regard to any banking policy
whatever that all the European banks had to bow before
the actual facts. | am sure that the Reichsbank, whether
it be nationalized or remain in private hands, will simply
not be able to withstand the force of naked facts in the
event of their recurrence.

Now, with reference to the nature of the relations
existing between the agricultural interests and the
Reichsbank, 1 should like to call your attention, gen-
tlemen, to the fact that it is only the great landowners,
and they only in a part of the German Empire, who
are closely involved in the operations of the Reichs-
bank. With respect to this matter we have a most
instructive document in the table which has been sub-
mitted to us, on page 33 of the first supplement to the
statistics of the Reichsbank, an enumeration of those
who have had credit relations with the Reichsbank in
its discount operations, arranged with reference to their
distribution according to the branches of industry. You
will perceive that in the class of rural industrial con-
cerns (workshops and factories) a disproportionately
small number, to wit, 9,589 out of a total of 70,480
firms and individuals who have been entered, have been
concerned in the discount operations of the Reichsbank,
and of these 9,589 fully one-third represent the four
eastern provinces, East Prussia, West Prussia, Pomerania,
and Posen. In the Kingdom of Bavaria east of the Rhine
the number was only 448, as against 2,246 merchants and
1>398 manufacturers, being 9 per cent of the total; in
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Baden, Hesse, Upper Hesse, and the Bavarian Rhine
Palatinate it was only 222, or 5 per cent of the total; in
Mecklenburg, Oldenburg, Brunswick, on the other hand, it
was as much as 662, or 17 per cent; and in Schleswig-Hol-
stein the number was as high as 1,123, or 36 per cent of
the total. The territorial distribution seems to be largely
determined by the factor of the relative positions occupied
by the different parts of the Empire with respect to the
general character of their industrial concerns in the matter
of size.

It appears, then, that the conditions are extremely di-
verse, which, in my opinion, goes to prove the truth of
what | have affirmed and to which | wish to add the state-
ment that at the present time not only do the various
rural cooperative credit institutions provide more effec-
tually for the needs of agriculture than the Reichsbank,
but that in particular the provincial loan institutions, the
so-called Landeskreditinstitute— | may name particularly
the Bayerische Notenbank—are made use of by the
agricultural interests in much greater measure. This is
not surprising, as these institutions find it much easier to
extend their operations to the country, to go to small
localities and do business there, than is the case, or can
ever be the case, with the Reichsbank.

All this applies likewise to the business of making loans
on collateral. At the close of the year 1907 the loans of
this kind in the Empire connected with agriculture and
allied industries numbered 249, representing an aggregate
of 1,972,200 marks, as against a total of 5,666 loans,
amounting to 364,297,700 marks; and on March 1, 1908,
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the number of loans was, as at the previous date, 249,
aggregating 1,803,300 marks, as against a total of 5,650
loans, amounting to 255,687,100 marks.

Of greater significance, considered from the same
standpoint, is the business of loaning money in connection
with debentures, in which the loans made on the mortgage
debentures of the Landschajten (provincial loan associa-
tions), the communal debentures, and the debentures of
other associations organized on the model of the Land-
schajten, amounted to 12.2 percent of the total amount of
the loans. | desire to add that this is the result of con-
cessions made to the agriculturists without any pressure on
their part; and | should regard it as a quite unwarranted
demand that the Reichsbank should go more extensively
than it has done heretofore into the business of loaning on
the debentures of the Landschajten and obligations of
institutions of like nature. Whether the charge of illib-
erality made against the bank in this matter has any
foundation I am unable to say from personal experience.
As far as | am informed, however, | do not believe that it
is open to such a charge.

There is still another matter to which | should like to
call your attention, and that is, that the reason why, in
comparison with the credit business of the Reichsbank,
there is so much more of that kind of business done by the
individual small cooperative funds, the agricultural credit
associations, and also by the centralized agricultural credit
institutions is because considerably greater inducements
are offered to the agricultural classes than appears to be
practicable in the case of the Reichsbank. Concerning
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this point | should like to submit to you some information
taken from the report of the Bavarian central loan fund
for the year 1907, which, however, applies as well to the
savings and loan associations operating within the union
of the German agricultural associations and which may
be gathered also from previous reports of the union. The
latest report of the union has not yet appeared in print.
The report which | have, however, of the Bavarian central
loan fund shows that the rate of interest on loans was
raised on July 1 only up to 4 X per cent and on November 1
to 4K per cent, while the rate of interest on current accounts
was increased from to 3 per cent. “ Inorder to offer
the associations a higher rate of interest,” says the report,
“we inaugurated on July 1 a system of deposits on notice.
The interest on deposits at two months’ notice was from
the 1st of July 3/ per cent and from the 1st of November
4 per cent; and on deposits at six months’ notice the rate
was fixed at 4 per cent from July 1and at per cent from
November 1.

“ If in this matter of interest we keep pace with the rates
of irfterest allowed on deposits by the large banks, it is
because we are in a position to invest these funds more
profitably than the current account funds payable on
demand, which we can invest only in easily convertible
resources.”

Reference is then made to the discount operations of the
Reichsbank, and the report continues:

“The average rate of discount in the case of private
bills in Berlin in the year 1907 was 5.11 per cent. The
average rate of interest on loans in the case of the Bavarian
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central loan fund in 1907 was 4.17 per cent. This rate
therefore was almost 1 per cent lower on an average than
that at which private bills were discounted by the banks
during that year. The rate of discount at the Reichsbank
was higher than that of the central loan fund by 1.86 per
cent. The rate of interest at which the Reichsbank
advanced money on the security of bank paper and mer-
chandise was higher by 2.86 per cent; that is to say,
nearly 3 per cent.”

In the face of these facts, gentlemen, which are quite
irrefutable, and which can be explained only through the
circumstance that we have to deal here with means avail-
able for the purposes of credit which are of an altogether
different character from those which the Reichsbank has
at its disposal—that is to say, localized resources, if I
may use the expression—we can readily understand that
the interest of a great many of the agriculturists in the
rate of discount of the Reichsbank is rather an indirect
than a direct one— there being an indirect interest, in the
first place, in so far as a higher rate of discount of the
Reichsbank can not fail to bring about a rise in the rate of
interest in the general money market, and, secondly, with
reference to interest on real estate, because a high dis-
count rate regularly has the effect of depressing the price
of investments yielding a low rate of interest, especially
mortgages, a phenomenon which we have witnessed on a
large scale during the past year, so that the provincial
loan associations, as well as other similar institutions,
were reluctantly compelled to suspend practically mak-
ing 3JA Per cent loans and to pass over to the 4 per cent
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type. It is hardly necessary for me to dwell upon the
important bearing which this matter has on the interests
of agriculture. The most recent official inquiry regarding
the returns of capital invested in agriculture, which was in-
stituted by the Department of the Interior at the time of
the revision of the tariff, has shown that the concerns
yield on an average at most between 2 and 3 per cent.
Now, when a concern yields between 2 and 3 per cent on
an investment and money has to be borrowed at 4 or 5
per cent, there must evidently be a deficit.

I do not pretend to maintain that this higher rate of
interest falls with full force upon the borrowing operations
to which agriculture is compelled to have recourse, for
the working capital of agriculture must necessarily yield
a higher rate of interest than the investment capital, and
in addition to this it is possible out of part of the invest-
ment capital (namely out of the live stock and farm im-
plements) to offset the higher rate of interest which is
demanded on the sums advanced on personal property.
In the case, therefore, of temporary credit requirements,
which correspond to the credit requirements for the sake
of which the manufacturing industries are obliged to
have recourse to the Reichsbank, it is possible for agri-
culture, inasmuch as its working capital yields a some-
what larger return than its fixed capital, to endure the
burden of a higher rate of interest.

It is necessary, however, to take into consideration
that, in the first place, especially in the matter of loans on
agricultural mortgages, the security of personal property
enters as an important factor. This is due to the fact

136

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

that the security which the agriculturist can offer to the
lender is in great measure inseparable from his immovable
property. The belongings of agricultural property are an
essential part of its substance, which can absolutely not
be detached, with respect to its value, from the land, and,
indeed, the agriculturist is in many cases not in a position
to offer any other security. That is the reason why in
agriculture credit based on the security of immovable
property, even, if from a strictly economic standpoint we
may look upon it otherwise, has actually, largely as a
matter of necessity, to take the place of credit based on
the security of personal property.

I should also like to call your attention to the fact that
the requirements of credit in the manufacturing industries
are naturally much greater than in the case of agriculture,
because the manufacturer, who turns over his capital three
or four times in the course of a year, is to a much greater
extent obliged to resort to credit than the agriculturist,
who reaps only once in a year and turns over his capital
much more slowly than the manufacturer. The agricul-
turist, indeed, who has once started out on the path of
borrowing on his personal security, who, as we are ac-
customed to say, “forces” such credit, is, according to
my notion and the experience | have had in my long
life, entering upon a very perilous road, and | can not
help recalling in this connection a dictum once uttered by
a gentleman of my acquaintance, a person whom we in
Bavaria esteemed highly, the founder of our Bavarian Fire
Insurance Institution, Regierungsdirektor von Jodelbaum,
a man remarkably well versed in economic matters: “ Let
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us look around and see,” said he, “what sort of success
those agriculturists have had who have resorted largely to
credit. Gentlemen, credit walks about in the company of
disappointed hopes.” This saying has stuck to my mem-
ory, and | believe it is the utterance of a man who knew
agricultural conditions very thoroughly and who was able
to judge of them.

In order to demonstrate what a poor showing the credit
business of the Reichsbank makes in the domain of agri-
culture by the side of the operations of the agricultural
loan associations, and especially of the Raiffeisen societies
of the national union of the German agricultural associa-
tions, | have prepared a statistical table of the savings
and loan funds belonging to the German national union
for the year 1905.

Statistics of savings and loan funds for 1905.

Number of credit associations 10, 999
Members 959.717
Assets at end of 1905 marks.. 1, 276, 980, 000
Liabilities at end of 1905..... ....cccoveiieit v, do---—-- 1,270,390,000
Outstanding with members:

Current account at end of 1905----------------—--- do---- 304, 070, 000

Loans for specific time at end of 1905------------ do___ 715, 160, 000
Business deposits of members, currentaccount___ do____ 136, 160, 000
Savings in the associations do__ 988, 350, 000
Paid to members:

Current account do--—-- 333, 590, 000

Loans for a specific time do---- 215, 250,000
Paid back by members:

Current account.......cccceeuenee. do----- 296, 810, 000

Loans running a specific time do---- 134, 670, 000
Savings paid iN ..., .do-------

These figures, in my opinion, indicate clearly in what
kind of organizations personal credit is at the present
time centered in the case of the majority of agricultural
concerns.
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Having set forth this preamble, I should like to get to the
main question, the question of the enlargement of the capi-
tal of the Reichsbank. | may say that | can give my
assent almost unreservedly to the pregnant and clearly
defined utterance of my esteemed countryman, Director
Stroll. 1 am first of all of opinion that our credit is not
judged abroad to any very great extent by the condition
of the Reichsbank. It seems to me, as far as | can gather,
that the credit of the Reichsbank is not questioned abroad
and has never been questioned. But what has been ques-
tioned— and this transpires from the whole political dis-
cussion in the daily press—is the stability of our imperial
finances, and | believe that the projected reform of our
imperial finances will do much more toward improving the
standing of Germany as a financial power than any reform
of the Reichsbank [cries of * Quite true”], by which | do
not by any means wish to say that | underestimate the
importance of discussing certain reforms in the manage-
ment of the Reichsbank, or that | am not aware that the
dismal experiences of the past year ought to induce us
to consider whether some means may not be found to
diminish at least the gravity of such happenings.

In regard to the enlargement of the capital, there ap-
pears to be a great diversity of opinion, and | must confess
that from the start a question has presented itself to me,
one which thus far | seem unable to answer: If the
enlargement of the capital is to do some good, on what
scale is it to be made? We have heard some of the
speakers declare that the capital ought to be doubled and
others again that we can get along with an increase of
20,000,000, 30,000,000, or 50,000,000.
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That in time the capital of the Reichsbank is going to
be increased as a result of its enlarged operations and that
this will probably have to be done on a considerable scale,
about this I have very little doubt. | can not for amoment
imagine that the Reichsbank could get along with its pres-
ent capital for another ten or twenty years. | believe, on
the contrary, that it ought to keep on increasing its capital
in proportion as its business expands, even if | agree with
those gentlemen who have expressed the opinion that in
the case of a bank of issue less depends upon the size of the
capital than upon that of the circulation, or in other
words that such a bank ought to work more with its bank
notes than with its capital.

But just when the increase is to take place and on what
scale, these are the questions, | must confess, that transcend
not only my judgment, but that of others as well; and an
authority on this subject, Professor Wagner, has only this
morning expressed himself in an extremely guarded man-
ner to the effect that he is favorably inclined toward the
enlargement of the capital. He suggested, if 1 remember
rightly, that it be left to the Bundesrat to determine when
the increase of capital shall be made. With this reserva-
tion | am able to say that | am also in favor of an
increase in the capital. But if the question is put in the
form in which it is now submitted to us, that is to say,
that the increase in the capital is to serve above all to
strengthen the bank in such a way as to avert further
catastrophes similar to those that we witnessed last year
then | must say that | am absolutely convinced that in
this respect the enlargement of the capital of the bank

140

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

will be ineffective, inasmuch as the financial crisis was
due altogether to other causes than an insufficiency of
capital. I should like to call your attention to the fact
that, according to the statistical information submitted
to us, the very increase of capital that has taken place in
the last few years has, to begin with, not even had the
effect of preventing a rise in the rate of discount; secondly,
that it has by no means prevented a considerable flow of
gold from the bank; and finally, strange to say— and this
is something, apparently, that no one dared to anticipate
up to the last hour of our previous session— with the very
same capital we have on the one hand a lower rate of dis-
count [cries of “ Quite right!”] and on the other hand an
extraordinary increase in the stock of gold in the bank, so
that in my opinion these very two facts should lead us to
infer that there is no connection between the effect of the
capital upon the rate of discount and its effect upon the
accumulation of gold in the Reichsbank. [Cries of “ Quite
right!”]

Having declared that my attitude in this matter is not
altogether one of opposition, although it is one of opposi-
tion with a certain reservation, | shall take the liberty of
touching in a few words on the subject of the limit of the
bank-note issue. In regard to this, I am also of opinion
that we are perhaps expecting too much from the raising
of the limit of circulation. The example of England has
been pointed to as showing that it will be possible to do
away entirely with the limitation of the bank-note issue.
Attention has been called also to the revenue that has
accrued to the Government from the taxation of excess cir-
culation, and it has been asserted, with justice, that the
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imperial tax thus instituted is, to use a mild expression— |
refrain from repeating the strong language that has been
heard here—anything but fair. One of the members, |
believe, has expressed himself in a still more emphatic
manner. What | believe is that the critics of the tax on
excess circulation can not altogether emancipate them-
selves from the train of thought which at the time of the
enactment of the usury laws inspired the paragraphs
relating to usury, the notion that if any one seeks to
make capital out of the needs of his neighbor, he is guilty
of a misdemeanor. Proceeding from this standpoint, |
must say that I, to start with, can not indulge in any very
great expectations in the matter of the raising of the
limit of untaxed bank-note circulation, being of opinion
that the present circulation limit, with the tax on excess,
has by no means served to prevent the increase in the
volume of bank notes. And as regards the importance of
the circulation limit in the way of what has been called
the danger signal, or storm signal, it has been repeatedly
pointed out in the deliberations of the specialists that
there is in reality no need of such a storm signal, there
being various other indications that are just as much
heeded as the diminution of the untaxed bank-note
reserve.

These are the reflections, gentlemen, to which | have
been led in this matter, and if | have perhaps not ex-
pressed myself as clearly as you might wish, you will have
to account for it by the fact of my slender acquaintance
with the affairs of the money market and of our banking
system. | have thought, however, that in this brief
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exposition of my views | have expressed the opinion of the
majority of my fellow-agriculturists, and in particular of
those of South Germany.

Doctor RiessEr. My attitude, gentlemen, with respect
to the enlargement of the bank capital is also what | may
term a strictly impartial one, indeed a thoroughly indiffer-
ent one. If by means of an increase in the capital | could
secure a twenty-five years’ extension of the bank charter,
which | regard as extremely desirable, | should for this
reason alone warmly advocate an increase. If, however,
this is not to be attained—if the business before us is
merely to consider in a sober fashion whether an increase
in the capital is in itself desirable—then I must confess
that the arguments in favor of an increase are, as far as |
am concerned, not altogether convincing.

The increase has been urged especially on two grounds.
In the first place, it is believed that a means will be found
of strengthening the gold reserve of the bank and thus
effectively staving off the disagreeable and long-continued
enhancement of the rate of discount which we have re-
cently witnessed, and secondly, it is believed that stich
an enlargement of the capital has been rendered nec-
essary by the greatly enhanced demands upon the
Reichsbank, which have followed in the train of the
development of business.

As far as the gold reserve of the Reichsbank is concerned,
there is no reason to believe that this can be permanently
increased to any extent by the enlargement of the bank
capital, because such a permanent increase—only a per-
manent increase can be considered here—as has fre-
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quently been pointed out, depends upon the way we are
situated with respect to international balances, that is to
say, whether we, in the last resort, have greater demands
upon the outside world than the outside world has upon us
or the reverse. But, leaving this matter aside, the Reichs-
bank had in 1906 gold bills of exchange and foreign gold
credits to the average amount of 60,000,000 marks, and an
average of 64,000,000 marks in 1907, as against 33,000,000
marks in 1899. According to the report of Herr Geheimrat
von Lumm, which is extremely interesting in more than
one respect, we had on May 7 of this year no less than
120,000,000 marks in gold bills of exchange and foreign
gold credits, an amount to which | assume that accessions
have been made in the meanwhile and which makes it
possible for the Reichsbank to exert a powerful influence
upon the international movement of gold and the rate of
exchange by disposing of bills of exchange and thereby
exercising pressure on the rate of exchange and in this
way preventing the exportation of gold, which, in my
opinion, it can do more readily than it could, by raising the
rate of discount, counteract an excessive domestic demand
for credit and promote the importation of gold from abroad.
Purchases of gold by the Reichsbank have taken place
on a very large scale even with the present capital, such
purchases having amounted in the years 1876-1900 to
no less than 2,629,000,000 marks— that is to say, nearly
two and three-quarters billions—and the amount could
undoubtedly have been greatly increased if the directors

could have made up their minds not to stick at the price.
The increase of the stock of gold in the Reichsbank can
not, therefore, be said to depend to any extent upon the
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increase of the capital, and we have seen, indeed, that after
the last increase of capital the stock of gold in the Reichs-
bank did not increase but actually decreased as compared
with 1895.

So far, however, as the desire for an increase of capital
is based on the argument that the demands on the Reichs-
bank have increased in consequence of the increase of
business, it appears to me, first of all, that such reasoning
is opposed to the assertion which we hear at the same time
that the demands upon the Reichsbank in the way of credit
have already been altogether too great, and that it is these
very inordinate demands that are chiefly responsible for the
increased interest on short loans, or, in other words, for
the higher rate of discount. | believe that here, too, the
truth lies somewhere between the two propositions. It
can not be denied that the demands of manufacturing
industry which, as has frequently been the case, has been
reckoning on an indefinite duration of favorable con-
junctures, and on this assumption has been increasing its
investments or creating new ones, have become too great
in the last years; and all the banks have now and then
neglected, or rather were often not in a position, with their
existing capabilities in relation to the needs of the indus-
trial situation, to meet effectually such excessive demands
on the part of manufacturing industry. The table which
Freiherr Von Gamp has submitted to us to-day is at all
events, for the reasons advanced by Geheimrat Wachler,
not to be regarded as confirming the assertion that in-
dustry, as a whole, in recent years has rather been a cred-
itor of the bank than its debtor. It is, on the contrary,
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inevitable, as Freiherr Von Gamp has already pointed out
on another occasion, that our manufacturing industry,
especially for the purposes of its export policy, which is
bound to be, as we all know, for a long time, and certainly
for the time being, our all-important concern, will be com-
pelled to make great demands upon our banks. For this
reason we ought not to consider the increasing claims of
our manufacturing industry as a matter of regret with
respect to our national welfare, even if under the stress oi
our rapidly increasing population and the consequent
difficulty of securing work and food for our people, these
claims have been increasing at a rather immoderate rate.
It seems to me, however, that the present capital of the
Reichsbank ought to suffice for the legitimate demands of
manufacturing industry and commerce, and also for those
of agriculture as far as the nature of agricultural opera-
tions admits of a resort to bank credit. Nor are we com-
pelled to believe that for the purposes of discount or of
loans on personal property an increase in the capital of a
bank is necessary. In my opinion, however—in such mat-
ters it behooves us to speak with reserve and modesty—
it is an error to assume that the Reichsbank ought to
have more specific regard than heretofore for the three
individual estates— trade, manufactures, and agriculture—
and that it has hitherto favored the first two estates, and
in particular the banks, in the case of the latter so far,
indeed, as to have merited the appellation of the * bank
of the banks.” | am convinced, on the contrary, that the
Reichsbank has hitherto been what it should be in accord-
ance with the legitimate wishes of Freiherr Von YVangen-

146

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1903

heim, “a central station serving the general industrial
interests,” and it is such in my judgment precisely when it
is, not indeed exclusively, but nevertheless practically, the
“bank of the banks,” the center of the operations involved
in the needs of all departments of the business world in
the way of credit, as far as such needs can be met by bank-
ing agencies. In my opinion it is a downright elementary
error to speak of a * preference of the banks” simply be-
cause at certain times it is the banks that have specially
great demands to make on the Reichsbank, or bring bills
there to be discounted in specially large volume; for the
demands which the banks make in these cases, the bills
which they present for discount, are in reality nothing else
than bills and demands of manufactures, of trade, and, in
smaller measure, to be sure, as | have already pointed out,
of agriculture also. And indeed Freiherr Von Gamp has
to-day at least indirectly acknowledged this expressly.
For in opposing the restriction proposal of Herr Geheimrat
Mueller, who desired that the Reichsbank be required to
reduce its credits by 200,000,000 marks, he declared that
this would not work, because then the industrial inter-
ests would have to apply to the banks, and these in
turn would of necessity have recourse to the Reichsbank
for support. This has repeatedly been the course of events
in the past, and they will develop in the same way in the
future. Of a preference granted to the banks as such—
that is, a preference relating to the needs of the banks
themselves— there can be no question in cases like these,
for in such instances the relation of the banks to the
Reichsbank is purely that of intermediaries, their function
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being merely that of gathering up the demands of business
which converge upon them.

Nor can there be any question of essential injury to
agriculture, for in consequence of the long duration of the
process of agricultural production, agriculture is natu-
rally dependent upon long-time credit. In view, however,
of the obligation to cover its demand liabilities by corre-
sponding assets, a bank of issue as a rule can not and
ought not to grant this credit, either by discounting
long-time bills or in any other similar form— not even, for
instance, by discounting bills of which it is understood
beforehand that when they fall due they will have to be
renewed.

But it has been said that an increase of capital, even if
it does not cause a permanent increase in the amount of
gold—and indeed new shares are only to a very slight
extent paid for in gold—and even if, as we all agree, it can
have no permanent effect either in raising or in lowering
the rate of bank discount, may nevertheless improve the
condition of a bank. I think that such an assertion is at
the same time correct and incorrect. Certain it is that
when the payment is made in bank notes the note circu-
lation of the Reichsbank is decidedly diminished; certain
it is, too, that the obligations of the Reichsbank are
diminished when the payments are made by entries upon
bank accounts; and from this it follows no less certainly
that an improvement in the condition of the Reichsbank
will in fact take place, and also, | wish to add, an improve-
ment in the ratio between the demand liabilities and the
cash and bills with which to cover them. But itis in my
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opinion likewise certain, or at least probable, that no last-
ing improvement in the condition of the Bank will be
introduced thereby, because the money that is withdrawn
from trade by payments is again required by trade, and
the needs of trade must then be met by the Reichsbank
through loans and discounts. The result is that a dete-
rioration of the temporarily improved condition takes
place— or at least may and probably will take place.

Finally, to judge from the experience of the Bank of
France and the Bank of England, a large capital—and it is
only in so far as they have large capital that the condition
of these banks (quite different in other respects) bears on
the subject—is not required as security capital. Even in
bad times it is not required, because at such times it is
employed with difficulty, or not at all fully, and therefore
can not yield sufficient revenue. Nor is its use then quite
safe, especially since the danger is not remote that at these
times business of a doubtful character and unsuited to a
bank of issue may be sought after and entered into.

But the working capital of a bank of issue is in the first
instance and essentially its note capital.

Then, too, the ethical or psychological factor, which
plays a decided part in the arguments of some advocates
of the increase of capital, fails entirely, in my opinion, to
alter the case. The claim is made that since the private
banks have increased their capital the Reichsbank can not
well do less, if only to maintain its standing. But the
standing of the Reichsbank, which is very high, rests not
upon its capital, but upon quite different grounds. This
standing therefore may be— as it has hitherto justly been—
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very high, even with a smaller capital; and under less good
management the standing might be lower than it is to-day,
even if the capital were large.

At the same time even | must admit that no great harm
can result from an increase of capital, and that therefore,
if the Reichsbank itself should demand an increase, and
should base its demand upon sound arguments (which I
must say | can not at present conceive of), then it ought
to be empowered to secure such an increase, with the con-
sent of the Bundesrat.

But, gentlemen, if we really mean to give the Reichs-
bank a vote of confidence—for this is what it would
amount to— then, | think, we must give it our confidence
in full measure—we must intrust it with a facultas alter-
native. We must trust it to be able to decide, according
to circumstances, which is preferable— the plan of an in-
crease of the capital or the plan, proposed by others as
being more efficient and yet less dangerous, of a gradual
increase of the surplus. Then the Reichsbank would have
to be given the facultas alternative to choose, subject to the
approval of the Bundesrat, between an increase of the
capital, of which the maximum would of course be fixed
by law, and a gradual increase of the surplus, the general
scheme of which would certainly also have to be marked
out by law.

In proceeding to increase its capital, however, the
Reichsbank would have to take into consideration the
condition of the money market at the time of the increase,
and this in reference not only to the extent of the increase,
but also to the price or prices to be fixed for the issue, and
to the times of payment. For my part, aside from the
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proposal to place the decision in the hands of the Reichs-
bank itself, I should prefer a gradual increase of the surplus;
and | should prefer this even if the shareholders were to
suffer somewhat, because in this matter also we must act
on the principle that the interests of the community must
always be considered before the interests of individuals.

I shall say nothing of the idea of nationalization— an
idea that ought, to my mind, to be resolutely resisted—
because the discussions on this subject have purposely
been eliminated from our deliberations and from the bear-
ings of the experts, and because it would be impossible,
within the limits of these discussions, to cover the question
in any way except by mere indications. | am glad, how-
ever, to find that in this matter |1 am for once in complete
agreement with Herr Geheimrat Wagner.

Finally, I should like to call attention to the fact that |
certainly stand by every word that Herr von Wangenheim
has quoted from my book, “ The History of the Develop-
ment of the Great German Banks;” only, on the one hand,
a quotation must not be taken entirely apart from the con-
text, and, on the other hand, nothing must be added to
the original. But this is what has happened in the case
of the quotation, “The outpost engagements of politics
are fought by the banks on financial ground.” The addi-
tion “ by the banks ” is not to be found at all in my text.
The following is the statement on pages 129-130 of the
second edition of my book, “On the History of the De-
velopment of the Great German Banks” [Zur Entwick-
elungsgeschichte der Deutschen Grossbanken (1906)]:

“ Finally, it must not be forgotten what notable political
successes have been won by means of the granting or the
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refusal of loans to foreign states, and to what an extent home
policy can utilize for political purposes the prohibition of
the placing, the listing, or the employment as collateral
security of foreign papers. The outpost engagements of
politics are fought on financial ground.”

The moment, the direction, and the adversaries, how-
ever, in these outpost engagements that are to be fought on
financial ground are determined, of course, exclusively by
the department of state that is responsible for foreign
politics, and not by the banking world.

Finally, 1 shall permit myself to make some reply to
the observations that President Heiligenstadt has made
to-day. The statement made by Count Kanitz that these
considerations are new is not quite correct; indeed, they
are covered in all essential points by the address on
“ Questions of the money market,” which President Heili-
genstadt delivered as early as 1906 before the Konigliche
Eandesokonomiekollegium. | have read this address with
great interest, and | may say that | heartily agree with
almost all the essential principles therein laid down,
though, to be sure, | do not subscribe to the inferences
which President Heiligenstadt has drawn from these prin-
ciples— both to-day and also in his earlier well-known essay
in Schmoller’s Jahrbuch (vol. 31, part 4, under the title
* Der Deutsche Geldmarkt”).

Even though it be true that in general—what, according
to my conviction, will be possible only to a very small
extent—we should aim at an increase of the working
capital as distinguished from the investment capital, yet
I hold it to be an error to assume that by this considera-
tion a demand for the increase of the capital stock of
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the Reichsbank can be justified, for | consider erroneous
the view expressed to-day by President Heiligenstadt
that only the capital which is kept in the Reichsbank
permanently remains as working capital, and is therefore
prevented from becoming investment capital. It remains
as working capital neither if the capital stock is increased,
nor if, as was at a former time proposed by President
Heiligenstadt in Schmoller’s Jahrbuch, the banks should
be required to deposit about 2 per cent of their entire
obligations in the Reichsbank. For in the former case the
increased capital will be treated in exactly the same way
as the original capital, whether it be invested by the
Reichsbank or used or misused as before by a third party,
and thus used also for other purposes, since these other
purposes can not by any means always be recognized as
such. And in the case of the 2 per cent deposit these
reasons are supplemented by the consideration that no
change in the present disadvantageous relation between
working capital and investment capital can possibly be
seriously expected to result from the deposit of so in-
considerable a sum as 2 per cent of the obligations of
the banks

As for the fixing of a bank-note contingent, I wish to
say at once that | am an advocate of it, and under no
circumstances, therefore, could I recommend the complete
removal of the tax obligation and the tax limit. | would,
on the other hand, approve of a certain raising of the tax-
free note limit, which certainly has no connection, either
in theory or in the practice of the Reichsbank, with the
bank’s discount rate. And | would approve of it for
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these reasons: That the continual passing of the tax-
free note limit must gradually weaken the feeling of
such a step being a danger signal, and that this constant
passing of the limit would, for the reasons mentioned
by several gentlemen, decidedly weaken our position in
the eyes of other nations.

Doctor Schmidt. Gentlemen, in the hearings of the
experts a great majority of the men were opposed to an
increase in the capital of the Reichsbank, and that prin-
cipally for two reasons. The first reason is that a bank
of issue really does not need a capital of its own. The
example of the Bank of England was particularly referred
to. The second reason was that an increase of the cap-
ital would have no effect upon the condition of the
Reichsbank. The very weighty expressions of opinion
against an increase of the capital of the Reichsbank were
given additional support by the well-known article of
His Excellency President Doctor Koch, who has served
the Reichsbank so well. The opposition to-day on these
points has been considerably weaker than that of the
experts; the two principal reasons brought forward
against the increase are in my opinion not valid. If it
be asserted that a bank of issue does not need a capital
of its own, the truth of this statement is not to be denied.
But the question asked on the list is not whether an
increase of the capital stock is necessary but whether it
is to be recommended, whether it is desirable. If we
bring in for comparison the Bank of England, which, in
virtue of being the most important bank, controls the
gold reservoir of the whole world without available cap-
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ital of its own—and it can do this because its strength is
completely assured by government advances and con-
sols—we must not regard the situation of the Bank of
England as on the same footing with that of the German
Reichsbank; they are radically different. The Bank of
England has altogether only seven branch offices; the
German Reichsbank has 500. The extent and the kind
of business transacted therefore by the German Reichs-
bank is also quite essentially different from that of the
Bank of England. These 500 bank offices and bank
branch offices give the German Reichsbank in a certain
respect the character of a credit bank. Heartily as |
agree with Herr Stadtrat Kaempf and Herr Fischel that
this would not, in principle, be desirable, and that in
principle, theoretically, the right thing would be for the
Reichsbank to refuse to discount bills upon the payment
of which at maturity it can not absolutely depend, never-
theless we must not forget that the Reichsbank, too, has
a tradition of its own. It has taken over the Prussian
State Bank, and in many provinces the offices of the
Reichsbank are often the legitimate and almost the only
givers of credit for very important spheres of our economic
life— retail trade and agriculture. A great deal has been
said here about the 200 millions of bills which Herr
Geheimrat Mueller would like to see vanish out of the
portfolio of the Reichsbank. The president of the Reichs-
bank, Herr Havenstein, was so very kind as to notify us
of his last instructions to the bank offices on this subject;
and these instructions have, as | know, met with universal
approval. In these instructions, however, it was stated
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that renewal of bills may be granted only once at most.
Here again, therefore, the tradition has been maintained
that in the case of certain agricultural pursuits, which
have a more than three months’ turnover of their work-
ing capital, the Reichsbank offices should be permitted
to grant a renewal even at the time of discounting the
bill. Gentlemen, such bills, such credits, which, while
they ought not to be extended further than they now are,
and than by traditional development they have been,
but which should not, in the interests of our common
economic life, be completely abolished—such bills and
credits do not form a proper note cover, and should not,
therefore, be discounted out of the supply of deposits and
notes, but out of the bank’s own capital. Besides, the
bank, as has often been remarked, has a rather considera-
ble landed property— about 55,000,000 or 60,000,000 marks.
To be sure, one may build, even with notes; but one can
not redeem these notes with houses. The cost of these
holdings, too, then, must unquestionably come out of the
capital of the bank itself. Loans on collateral are also
not suitable for covering notes; and for this reason, if for
no other, the bank will do well to supply these loans prin-
cipally out of its own resources. Loans on collateral are,
moreover, a branch of business which is of quite essential
importance to the middle classes and to the classes that
are not habitually dependent upon the banks. | can
easily see how a landowner who provides for his occa-
sional need of credit by putting a mortgage on such of
his property as is free from debt may lock up the deed
of mortgage in his strong-box and, when he needs money,
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may carry it to the Reichsbank in order to take out a loan
on its security.

These are altogether legitimate, sound demands of
credit, which the Reichsbank must be in a position to
satisfy. It will do well, however, not to regard the meet-
ing of these obligations by its debtors as security for its
notes.

A fourth instance in which the Reichsbank does well to
rely rather upon its own capital than upon its privilege
of note issue, or its deposits, is that of treasury bills,
which recur so often and come in in such large quantities.
The Bank of England has placed its whole fortune in such
State securities. In the Reichsbank these investments
have amounted to 180,000,000 and perhaps more. They
have, therefore, attained quite extraordinary dimensions.
These investments really ought not to be made out of notes
and deposits, but ought also to be taken over only within
the limits of the Reichsbank’s own capital; for otherwise
the operation would really be just about the same thing
as if the State should decide to print notes directly instead
of printing treasury bills. For it comes to exactly the
same thing in the end if the State prints treasury bills,
takes them to the Reichsbank, and receives bank notes
in exchange. Therefore, | think that for this sort of
transaction too—the taking up of treasury bills—the
Reichsbank must have its own capital on hand, in order
that the position of the Reichsbank be unassailable.

Also, as to advances on gold importations, as to other
assets, and as to the purchase of bills of exchange, it
would be advisable for the Reichsbank to carry on these
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operations— which the Bank of England does not under-
take— as far as possible out of its own capital.

I think, then, that these six branches of business, the
practice of which distinguishes the Reichsbank from the
other great national bank to be compared with it (the
Bank of England)— 1 think that these make it urgently
desirable that the capital of the Reichsbank correspond
in a certain measure to the extent of these transactions;
and since our whole economic life is in process of constant
development, and since the amount of the Reichsbank’s
business has doubled itself within ten years— for these
reasons | consider an increase of the capital desirable.

Now, it has been asserted, and to-day even by such ex-
perienced men as Herr Fischel and Geheimrat Riesser,
that an increase of the capital of the Reichsbank would
have no effect whatever on the condition of the bank.
It was asserted by the experts that the result would be
simply a transference from the deposit accounts to the
investment capital. Gentlemen, | have really taken much
pains to work myself over to this idea, but it was impos-
sible for me to do so. | can see absolutely no reason why
the subscriptions for Reichsbank shares should have any
different effect upon the condition of the bank than sub-
scriptions for gold shares, for State loans, for Prussian
consols, or for anything else of the kind.  For how do these
investments come about? A capitalist, with the good
interest rates that he gets from his bank, has since Octo-
ber gathered in his coupons and dividends, and now has
at his disposal a balance of 300,000 marks at his bank, and
considers the moment to have arrived for looking up a
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safe investment for this money. He has long wished to
build a house, so he decides to lay out 100,000 marks for
the building of a house; with 100,000 marks he will buy
English consols; with another 100,000 marks, bank shares
which are just about to be issued. He therefore instructs
his banker to pay 100,000 marks to the architect; to pay
100.000 marks to the Reichsbank for Reichsbank shares;
and with 100,000 marks to buy consols or gold shares in
London. All these 300,000 marks go, of course, in differ-
ent directions; the bank withdraws it perhaps from the
deposit account, but the effect upon the deposit balances
at the Reichsbank is still necessarily the same for all three
operations. During the movement, the operation will
make itself felt in some way or other by the Reichsbank.
Either 300,000 marks will be taken, or half of that, or a
third; but in any case it makes no difference whether the
capitalist has decided to use it for building his house,
for buying English consols, or for buying bank shares.
The difference comes in only afterwards. The money that
| set aside for building the house becomes fixed and immov-
able as real estate; the money that | lay out for buying
English consols goes outside the country (and this is,
according to Herr Fischel, in some measure desirable);
the money for Reichsbank shares is kept at home in the
Reichsbank. While the two sums of 100,000 marks each
that go to the house and to the purchase of English con-
sols are immobilized or sent outside the country, the
100.000 marks that go into the Reichsbank in the form of
Reichsbank shares remain as circulating capital, or, as
President Heiligenstadt says, working capital, and thus

159

org/

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ation al M onetary Commission

movable capital, as distinguished from the other 200,000
marks, which become investment capital. That money
which the capitalist devotes, not to Prussian consols, which
are used for the construction of railroads or canals, but
to industrial securities, which are used for the opening of
mines and other such purposes— this money becomes im-
mobile; it is separated from the circulating capital and
turned into fixed capital. On the other hand, the money
with which he buys bank shares remains as circulating
capital by being still kept in the Reichsbank, and in this
way it mitigates the great mistake of which President
Heiligenstadt also spoke, namely, that in general in
recent years in Germany circulating capital has been too
extensively drawn upon for the investment capital. In
any case, that is one of the principal causes that have
given rise to the high rate of bank discount—that is, to
the high rate of interest on short-time loans; and an
increase of the share capital of the bank would
undoubtedly have the effect that, at least to a slight ex-
tent, the increase of circulating capital would be promoted
as against that of fixed investment capital. This is,
in my opinion, a factor that points plainly in favor of
increasing the capital of the bank.

It has been roundly denied that an increase of the
capital has any effect at all upon the bank’s supply of
gold, or upon the bank’s rate of discount. Gentlemen, I
would not deny this influence in such absolute terms. To
be sure, it is not easy to prove it by actual figures, but
undoubtedly an increase in the capital of the Reichsbank
has a tendency to increase the supply of gold as well as
to lower the rate of discount. The 100,000 or 100,000,000
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marks by which the capital of the Reichsbank is increased
place the Reichsbank in a position to buy for that sum bills
of exchange with which to advance money for shipments
of gold. The moment must of course be opportune; at
such a time the 100,000,000, or 70,000,000, or 60,000,000
by which the capital of the bank has been increased can
easily be changed into gold, and can be brought in the
shape of gold into the vaults of the bank—and this not
through bank shares having been subscribed for abroad
(a thing to be avoided), but because the bank has been
put into a position to make advances on gold and thereby
to increase its supply of gold. It is also tenable that
an increase of its own capital has at least a tendency to
cause the rate of discount of the Reichsbank to become
lower. Let us suppose that there are many claims made
upon the bank’s resources; for discounting, for making
loans on bills and on collateral it has at its disposal in the
form of money its capital, its deposits, and the tax-free
note contingent—the bank needs altogether, let us say,
1,200,000,000 marks. Now, if the note contingent does
not hold out, and the bank issues taxed notes to the
extent of 400,000,000, then it will fix the rate of discount
at perhaps 6 per cent. If, as in the instance that Herr
Fischel brought forward, the bank has 200,000,000 marks
added to its capital, then the exceeding of the tax limit
amounts to only 200,000,000. It would therefore have at
its disposal 1,400,000,000 instead of 1,200,000,000, and
would need two-twelfths, or one-sixth, less discount—that
is, 5 Per cent instead of 6 per cent. Of course, this can not
be accurately proved, but it is easy to see how a tendency
toward lowering the rate of discount would arise.

84713— 10 11 161

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ational M onetary Commission

One element of the case, referred to by Herr Fischel
this morning, has, | admit, raised some doubts in my mind.
I mean the danger that if money is cheapened and if we
should come again after a few years upon a plethora of
money the bank might conceivably find no way of employ-
ing its investment capital, its deposits, and its supply of
bank notes; that the receipts of the Reichsbank from
discounts and interest on loans and from other sources
might not suffice— after deducting the expenditures, which
are considerable—to pay a satisfactory dividend, and that
this might cause a sudden fall in the price of the bank
shares, which would look very bad abroad. This possi-
bility, however, is still a very remote one. But | would
readily agree that the question of when the new shares
should be delivered remain in the hands of the Bundesrat,
on the motion of the Reichsbank directors. Otherwise |
approve the proposal of Freiherr von Gamp, with which
Herr Kaempf approximately agrees—namely, that the
capital of the Reichsbank be increased from 180,000,000
by about 70,000,000 to about 250,000,000. | should sug-
gest that share certificates be issued somewhat in this man-
ner: That they be offered at a premium of 30 per cent or
of some other named per cent, and that this premium go
into the surplus. But I would urgently recommend that
the speculative element, the element of uncertainty, be
removed from the dividends of the Reichsbank. The
Reichsbank shares must have the character of sound state
securities [very truef] and ought not to have in any way a
speculative element of uncertainty, such as now exists in
them. The guaranteed interest or preferred interest of
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3y2 per cent at an issue price of 130 is only about 2]2 per
cent, while state securities yield 4 per cent. Furthermore,
an enormous element of uncertainty arises from the fact
that bank shares bought at 144 may be repurchased at
115, so that the owners of bank shares who eight or
nine years ago acquired the shares at 144 now receive for
them 115—that is, they suffer a loss of 29 per cent. A
paper that carries with it this speculative element of uncer-
tainty is naturally not at all adapted to making its way
into wider fields—an end which has been declared by
several here to be desirable, and which, indeed, is very
urgently to be wished. | should therefore be of the opin-
ion that a rate of interest should be established for the
Reichsbank shares, a preference rate not of 3X per cent,
but of 4 per cent, with an issue price of about 130, so
that they might be assured of a revenue of about 3 per
cent, as compared with 4 per cent on government loans
[quite right!]; further, that the buying-in price upon the
taking over of the Reichsbank by the Government shall
not be less than the purchase price— let us say 130. Now,
in order to give to the Government a share in the surplus
also, and in order to increase the capital even further
through an increase of the surplus, | would urgently
advise that additions to the surplus be again introduced.
After paying an interest of \] /2 per cent on Reichsbank
shares, the Government, in order not to suffer any loss,
would have first to receive 1 per cent—the difference
between the 4~ per cent preferred dividends granted to
the shareholders and the present 3~ per cent. Out of
the remaining proceeds 5 or 10 per cent could go into the
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surplus, the upper limit of which should be fixed— if fixed
at all—at 60 per cent. The proceeds still left over would
be divided, in the same proportion as has hitherto been
maintained, between the Government and the share-
holders. In case of the taking over of the Reichsbank by
the Government the shareholders would in no instance
receive a smaller sum than that paid by them when the
shares were issued.

I believe that if we make these requisite provisions
for the shares the general run of the people will find them
more accessible and will take them up more readily.
Whether it is advisable to issue shares of so low a denomi-
nation as 200 marks is an open question; | should not
recommend it. | think that 1,000 marks is sufficiently
small to make it possible now for even the middle classes
to acquire these shares.

As for the question of a tax-free contingent, I am not
in favor of a contingent having the arithmetical rigidity
of a fixed number, as is now the case. Business has
developed to an enormous extent; in the matter of rail-
road receipts there is a notable contrast between the
present time and ten years ago. The transactions of
the Reichsbank, the receipts of the Prussian state rail-
roads, the amount of coal consumed, of iron ore produced,
and of wages paid—the trade associations give official
material on the subject—all these figures will prove to
have been doubled at almost every point within the last
ten years, simultaneously with an accelerated increase of
population. Meanwhile the means of carrying on business
in these economic activities remain simply the same as
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before, the contingent of 470,000,000 marks. But surely
this is unnatural. If our railroads were likewise to fix a
contingent for their working equipment and to say so
and so many cars and locomotives may be used, and no
more; if more are used than this contingent, there will
be a charge of 5 per cent extra on freight, 1 should say—
but that is incredible. And the situation here is similar,
if the note contingent is held to so strictly. This much
at least is true (and on this point the gentlemen of the
commission, as well as the majority of the experts, are
apparently agreed): There is need of an increase which
shall correspond in a certain measure with the increase
in economic intensity—an increase to about 600,000,000
marks.

But even this rigid fixing of a limit ought, in my
opinion, to be subject to correction, in order that it may
have that necessary elasticity which is demanded by our
economic life, and this correction might be brought
about by making the tax obligation come into play only
when the cash cover, or perhaps the gold cover, has fallen
below a certain high ratio—let us say two-thirds; the
Bank is permitted to issue notes up to a point at which
the cover is only one-third. Now, then, my proposition
is this: If the notes in circulation are covered by two-
thirds—if, | may as well say, they have a two-thirds gold
covering— then the tax obligation is not to apply even if
the fixed contingent is passed, so that the contingent will
be of twofold character—an absolute contingent of
550,000,000 or 600,000,000, or half of the cash holdings
or of the stock of gold. This would also have the great
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advantage that the Reichsbank could endeavor, as indeed
it now might, to increase materially its supply of cash.
If we have 2,000,000,000 marks of gold in the vaults and
a note circulation of 3,000,000,000— if, therefore, we have
1,000,000,000 of uncovered notes—then the condition
of the Reichsbank is decidedly better than it is with an
uncovered note circulation of only 600,000,000 and cash
holdings of 800,000,000 in gold.

Therefore, | wish urgently to recommend that in
considering the fixing of the contingent you take account
also of the question of note covering, considering, perhaps,
the suggestion that the tax obligation on overstepping
the contingent be applied only after the cash covering of
the notes falls below two-thirds, or 66™3 per cent.

Mr. Peter. Permit me, gentlemen, before | begin to
answer the questions proposed, to return to the opinions
expressed by Director Schinkel this morning in regard to
the discounting of short-time bills by the Reichsbank.

I am in complete agreement with these expressions of
opinion. Gentlemen, every banking institution—not only
the great banks, but also such smaller institutions as
have a good financial basis—seeks to discount at the
Reichsbank short-time bills only, and to avoid the sub-
mission of long-time paper. For long-time paper it is
the private market that sets the standard; people wish
to discount these bills at the private rate of discount.

I am really very sorry that there is a requirement in
the Reichsbank law according to which the Reichsbank is
forbidden to discount at the private rate of interest when
the Reichsbank rate amounts to 4 per cent or more.
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Many classes would be displeased if the Reichsbank were
to put difficulties in the way of the discounting of short-
time bills, which are naturally presented chiefly at the
quarterly periods.

I come now to the answers to the questions proposed.

I reply: Since the bank’s capital comes under our con-
sideration only as a guaranty fund for the obligations of
the bank, especially for redeeming its notes, and since it
has not the character of working capital—for this, as we
have heard repeatedly to-day, is constituted by the cir-
culating notes— | consider that an increase of the capital
is not necessary. In my opinion, and also in that of the
classes of people that | have questioned, the capital the
Reichsbank has had hitherto, including the surplus, is
fully sufficient. | admit, however, that an increase would
necessarily have a favorable effect on the condition of the
bank through strengthening its own resources and through
creating a better relation toward foreign money.

I find that in this matter I am in agreement with the
opinions expressed to-day by Geheimrat Wagner and with
those expressed last month by the expert, Herr Heyman.
On the other hand, | can not see that an increase of the
capital would have any effect in improving the money
market, and in particular the stock of gold of the Reichs-
bank. A strengthening of the power of the Reichsbank
to make loans on collateral | consider unnecessary at nor-
mal times, since |1 agree with Doctor Stroll that in case of
war special measures would still have to be adopted with
regard to this matter. | am of the opinion that the ordi-
nary need can be satisfactorily met.
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I can not forego the opportunity to express the wish of
a considerable number of people that the Reichsbank be
empowered again, as it was formerly, to allow the intro-
duction of a preferential rate of interest for loans made
on the security of German state papers.

An argument against the increase of the capital is, to
my mind, to be found in the loan requirements of the
states and of the cities, which must still be satisfied in
very large measure in the near future. Furthermore, |
look forward to an economizing of the circulating medium
which will gradually come about through the extension of
the use of checks and drafts, and in consequence of this a
lessening, little by little, of the demands made upon the
Reichsbank. For this reason also, | consider that an
increase in the capital is not necessary.

On the other hand, I am obliged to assent to the con-
siderations brought forward by Stadtrat Kaempf to this
extent—namely, 1 consider that they can be upheld as
arguments for the increase of the capital, and that they
are worthy of discussion.

Gentlemen, I may sum up my position thus: | do not
consider that an increase in the capital of the Reichsbank
is necessary, but | do think it can be carried through
if it is pronounced desirable by the Reichsbank adminis-
tration, which is, in my opinion, the first judge to be
taken into account and the most competent critic of the
guestion.

As for an increase of the surplus | should welcome it,
provided it were introduced through an increase in the
capital. An increase in the surplus without increase of
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the capital | should discountenance for this reason—that
both tﬁe interests of the shareholders (through a cutting
down of their dividends) and the interests of the Govern-
ment would be thereby infringed upon.

As to the last question— that of the tax-free note con-
tingent— I am of the opinion that it should not be abol-
ished. The character of a danger signal has been rightly
attributed to it; and rightly, too, was it pointed out that
a danger signal loses its meaning if it is too often sounded.
In the past year we have constantly heard the sound of
this danger signal, and on this account a raising of the
note contingent might well be recommended. Gentlemen,
though 1 do not think that the increase of the note con-
tingent is necessary for the Reichsbank and for the great
banks, still 1 do believe that it would be good for large
economic classes, provided we continue to have the danger
signal. Even if | do not think that the course of the
rate of discount can be materially affected by the raising
of the tax limit, nevertheless, in my opinion, an increase
would be useful to the Reichsbank in so far as it obtained
thereby greater freedom of motion. My opinion is that
the increase of the note contingent to 600,000,000 marks
would prove to be an advantageous measure.

Mr. Gontard. Gentlemen, | am quite aware that in
your circle of parliamentarians, bank experts, jurists, and
scholars | occupy an uncommonly difficult position. But
when | received the summons to attend the bank inquiry |
wrote that | was really in that sense no expert; that |
could only answer certain special questions which are con-
cerned with industry. Now, if | am to do justice to my
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task, I must emphasize the fact that I do not regard
myself as a representative of a class, as has happened in
the case of other men, but that | conceive my present task
in just about the same spirit as | conceive my office as
member of the board of trade. | have to examine the
arguments that are set before me, and | have to decide, to
the best of my knowledge and my conscience, whether
these arguments that are set before me are valid or not. |
have examined the material very thoroughly; the material
that reaches one from all sides is, to be sure, so compre-
hensive that it is impossible for one to examine it from
every point of view. Besides, it is extremely difficult to
distinguish the important from the unimportant consider-
ations.

Now, coming to the various questions, | wish to express
in the name of the commission, in so far as this has not
already been done by others, the heartiest thanks to the
gentleman who sent us the little manual. 1 believe that
we shall be carrying out the intention of our chairman if
we keep our attention closely and particularly on this
manual. | shall not go further at present into the separate
[easons gﬂven, for | could not explain the argument to you
further than as it is printed here before you, or as others
could do much better than |.

If at this point it be said that business operations have
so greatly increased that they call for an increase of the
capital, | disagree. The operations of business do, to be
sure, call for an increase in the circulating medium, but
they do not call for an increase in the capital. Gentlemen,
the contention that the land owned by the Reichsbank has
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risen in value, that more pieces of land have been bought,
that in general more real estate has been acquired— this
contention is plausible enough. But the increase of
capital called for by this is but slight. In general, the so-
called capital of the Reichsbank is, to my mind, itself only a
guaranty fund; the real capital consists in the bank notes.
If we are told that other countries have a smaller capital
in their banks, while they have before them the same
problem as that of the Reichsbank, then in this we have
an argument for the belief that we need not increase our
capital. It sounds plausible to say that Germany occupies
a central position, and must therefore be particularly
careful in this direction. But if anything were to be done
with that object the capital would have to be very greatly
increased—and no one has this in mind. The foreign-
exchange policy is not, in my opinion, dependent upon the
capital. As far as the question of loans on collateral
comes in, it is not necessary to increase the capital, and in
this connection 1, too, wish to express my agreement
with the view that too much business in this line is not
good for the Reichsbank, because it might easily call forth
too much giving of credit.
That the bank deBosits would be withdrawn in case of
war seems to me probable.  This would, indeed, deudedlr
oint toward the advisability of an increase of the capital.
Rleverth_eless, | am not of the opinion that when new
money is locked up in the Reichshank for capital this is
merely taking the money out of one pocket in order to put
it intd the other.
Reference has been made to former instances in which an
increase of the capital has been effected, that, too, would
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be another argument against the increase of the capital,
for these increases were of no use. But the counter
objection could then again be made that the increase was
not large enough. | am quite decidedly of the opinion
that gold will not be retained if it comes into the Reichs-
bank by way of an increase of capital. Only an unessen-
tial influence upon the condition of the Reichsbank will
be exercised by an increase of the capital; an influence
upon the rate of discount will perhaps be felt for a time,
but not permanently. In view of all this, |1 wish to say
that an increase of the capital seems to me not absolutely
necessary.

I may now take up the question of appearances. It is
not, to my mind, necessary that the Reichsbank should
unquestionably stand at the very head of the German
banks in point of capital. How high, for example, shall
it be placed? The Deutsche Bank has now 200,000,000
marks. Suppose it increases its capital in the next few
years by so and so much; then the Reichsbank is once
more not at the head. To sum it all up, then, in view of
all that 1 have said, | arrive at the conclusion that an
increase of the capital is not absolutely required.

Nevertheless, | have such extremely great confidence
in our Reichsbank administration that if it should ex-
press the wish that the capital should for any reason be
increased, | should not for a moment hesitate to declare
my approval of a small increase.

As to the question of the note contingent, | wish to
admit at once that the amount of the contingent is in
every case quite arbitrarily fixed. In this case the greater
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amount of business does certainly call for an increase of
the contingent.

Concerning the question of the so-called danger signal,
I am certainly not of the same opinion as most of the
gentlemen who have spoken to-day. We must make a
distinction according as it is big business men or little
business men that we are thinking of. The big business
men ought certainly to be able to perceive simply from
the condition of the Bank what the situation is, while the
small business men—those, for example, who have, like
myself, about 1,000 or 1,500 customers—are so placed
that most of them do not in any case know what the tax is.
If, then, after the abolition of the contingent, the people
were told, “ If there were now, as there used to be, a
danger signal, the situation would be precarious,” that
would come to the same thing as if they were told by the
banker, as they are now, that the Reichsbank has passed
the tax-free limit.

As for the impression that would be made upon foreign
countries by the removal of the tax, | wish to say that
we ought not to pay too much heed to foreign coun-
tries. A graded tax seems to me too complicated; nor
do I think that it would be of any value unless it rose
very rapidly. Moreover, if we now consider the question
of whether the note contingent shall be entirely removed
or greatly raised, I am on the whole in favor of its being
greatly raised, although | consider the present moment
really not very well suited for such a measure, inasmuch
as it would be better to wait and see how far the efforts
to bring gold into the Reichsbank will bear upon this
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point. In any case an increase is arbitrary, and we live in
an age in which everything is settled according to popula-
tion—the circulation of silver and so forth. Could we
not take the population as a basis in this matter, too, and
say, instead of the 473,000,000 marks that we now have,
we will take ten times the number of inhabitants of the
German Empire as the note contingent?

Mr. MunnER (Fulda). Gentlemen, | consider that an
increase of the capital of the Reichsbank is not neces-
sary—is not even advisable if the question is put in the
latter form.  In my reasons for this opinion I am in exact
accord with what Doctor Stroll has said here this morning.
I think | need not repeat these arguments; they would
take up too much time.

I should, however, like to contradict very emphatically
the statement that the capital of the Reichsbank stands
in any relation whatsoever to the rate of discount.

If now the question is put, whether the surplus should
be increased, I would favor an increase up to 50 per cent
of the paid-up capital, for a great part of the surplus is
now sunk in the bank building.

As for the question of the note contingent, | should be
in favor of a raising of the note contingent; | consider it
to be indifferent whether the sum be fixed at 550,000,000
or at 600,000,000. I should like to say in this connection,
however, that the note tax has nevertheless not been
superfluous as a danger signal, that it has had a good effect
in recent years, and that we are already getting the benefit
of this good effect. For we may well say that the con-
dition of the bank and the state of credit have materially
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improved since the discount screw has been firmly
turned. [Quite right!]

Indeed | consider the long-continued high rate of dis-
count in the last year and up to the spring of this year— |
consider this a measure for the restoration of sound condi-
tions, for without it the economic situation might per
haps have become still worse. The excessive specula-
tion, “the overtrading,” as Professor Totz said, would
have extended much further and would have had still
worse consequences if the curative measures on the part
of the Reichsbank had not been adopted.

Now, if at this point it be brought forward by Doctor
Schmidt that we shall have to increase the capital of the
Reichsbank in order that it may always be able to take
from the Government 200,000,000 of treasury bills, or
to hold this amount at all times, | should look upon that
as an utterly perverse measure. On the contrary, under
no circumstances would | lend a hand to further increase
the Reichsbank’s capital in order that the floating debts
of the Government may be multiplied ad infinitum. It
is precisely the system of floating debts, as it has been
hitherto, that | regard as a dangerous, mistaken system;
and | should be only too glad if a speedy and thorough
financial reform should put an end to this floating debt
system, beast of all would | approve of a permanent
increase of the Reichsbank’s capital, which would pro-
mote still further this floating debt system. If we once
have a sound government finance, if we also clear a way
for the cooperative trade associations by providing credit
facilities, then the Imperial Treasury, and through it the
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Reichsbank also, will be disburdened of about 200,000,000
or 250,000,000. The former situation will be restored,
when the Imperial Treasury as a rule really had money.
Now it is always the debtor of the Reichsbank. When-
ever any need arises in the treasury a demand is simply
made upon the Reichsbank, and the money taken out of
it without regard to the circumstances. This situation
should not be allowed to continue. The Reichsbank would
even now be on a better financial footing if these float-
ing debts and the loan arrangements of the cooperative
trade associations were got rid of. Therefore | think that
one should not, in order to obtain a temporary result,
adopt measures which will afterwards have a lasting
effect, such as those which Director Schmidt proposed.

This is in brief my view. | do not care to go more
closely into the reasons for the particular points, for this
has already been done in such great detail by Doctor
Stroll, Geheimrat Riesser, Herr Mommsen, and others
who are of the same mind, that | really think it would be
a waste of time to revert to the matter again in any more
thorough way.

Doctor Weber. Gentlemen, the reasons that have
been submitted to-day in favor of the increase of the capi-
tal have succeeded as little in convincing me as they have
in convincing Geheimrat Riesser.

I, too, would confine myself to a few words, were
not that | wish to take up a few points that were touched
upon in to-day’s debate. This morning my right-hand
neighbor, Oberbergrat Doctor Wachler, said that for-
eign countries had cast a doubt upon the credit of the
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Reichsbank; Herr von Cetto has already said that he has
heard nothing of this, that he has read nothing to this
effect in the foreign press. But | should like to point out
to the gentlemen who favor the nationalization of the
Reichsbank that foreigners would perhaps have had cause
to doubt the credit of the Reichsbank if it were a pure
state bank; and the only reason that can weigh with me
to make me plead for an increase of the Reichsbank’s
capital is that an increase of the capital would further
postpone the nationalization of the Reichsbank, or would
even perhaps make it forever impossible.

It has been further alleged as an argument for the
increase of the capital that thereby the revenues of the
shareholders could be watered, and Herr Kommerzienrat
Fischer has, | believe, referred to the fact that he would
really be somewhat ashamed to receive 9 per cent or 10
per cent on the shares. | should like to call Herr Fischer’s
attention to the fact that in itself the average share of the
shareholder for all the thirty-two years of the Reichsbank’s
existence will very probably not have been above 6.5 per
cent. If it is borne in mind that the price of shares is far
above par (about 150 per cent), it appears that the interest
stands not at 6 }i but orat most 5 per cent. That isa
rate of interest which, taken into connection with the
fluctuations of the market and the risks involved, should
be regarded as not too high.

Moreover, 1, too, consider that an increase of the capital
will exercise no influence in any direction upon the condi-
tion of the Reichsbank. But I should like to call Doctor
Schmidt’s attention to the fact that the increase of the
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capital has as little connection with the tax-free note con-
tingent as it has with the condition of the bank. For the
note contingent is reckoned with reference to the cash
holdings; the capital does not enter into the question of the
fixing of the tax limit. Therefore an increase of the capital
would bring about no change in this respect.

As for the surplus, Geheimrat Wagner explained this
morning that it might have three functions— the function
of guaranty, the function of equalizing the profits, and the
function of increasing the working capital; and he thought
that the surplus might also serve to equalize the fluctuating
dividends. The use of the regular surplus for the purpose
of equalizing the dividends is in itself prohibited to the
joint-stock banks according to our law. In the Reichs-
bank, too, it should not be permitted except for the excep-
tions provided for in the banking law. A separate divi-
dend surplus would, therefore, have to be created. Whether
that can be done by the Reichsbank seems to me doubtful.
The proposal to issue the new shares in sums of 200 marks,
nominal value, seems to me dangerous. We have laid
down in our law concerning shares the principle that, for
well-weighed economic reasons, shares may not be issued
in denominations of less than 1,000 marks. And | should
like to point out, with reference to the statements of Herr
Raab, that the middle class as such has perhaps no need
at all to hand over its capital for the purpose of acquiring
such shares. If the middle-class people wish to have safe
investments at good interest they get the same revenue
now from state loans, without exposing themselves to the
price fluctuations of a share of stock.
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The second question, as to increasing the tax-free note
contingent, includes the subsidiary question:

* May it be assumed (and, if so, for what reasons) that an
increase of the tax-free note contingent has an influence
upon the determination of the rate of discount?”

So far as | have heard, no reference has as yet been made
to this matter by the gentlemen who have spoken before
me. | am of the opinion that the tax-free note contingent
has no influence upon the rate of discount. The expe-
rience of past years establishes beyond a doubt the fact
that neither the former nor the present president of the
Reichsbank has permitted himself, or will permit himself,
to be guided, in fixing the rate of discount, by the consid-
eration whether the highest limit of the note contingent is
passed or not; and | think that, conversely, if the rate of
discount should be higher than the tax to be paid upon
overstepping the note contingent, this would have no
influence upon the further development of the rate of dis-
count. It is well known that other causes operate upon
the height of the rate of discount.

An increase of the tax-free note contingent, while a
limitation of this character is retained, | consider to be on
the whole well timed, since we know that in recent years
the overpassing of the limit has been so frequent that it
seems necessary finally to introduce a systematic arrange-
ment that answers more effectively the purpose of this
tax limit. | think it would be a good plan to have the
note contingent fixed at perhaps 600,000,000, a sum,
moreover, with which no fault could be found on the score
of looks, as is the case with the present 473,000,000.
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Mr. Roland-Lucke. | take it that an extension of
the Reichsbank grant will not be allowed to go beyond
ten years, and therefore | shall express my view of the
matter with reference to this time limit.

I consider that an increase in the capital of the Reichs-
bank is not advisable, because, on the one hand, | can
not be sure that, as the result of such an increase, the
Reichsbank will be strengthened in its capacity for draw-
ing in gold and for retaining gold, and because, on the
other hand, it is just as difficult for me to imagine that
by means of this increase the Reichsbank will be enabled
to maintain, or to introduce, an economically sound
policy of low discount.

Gentlemen, the most important point, to my mind, in
all the statements, written and spoken, that have been
brought before us during the inquiry proceedings, is the
solemn assurance of the Reichsbank president [quite
right!] that in the future the Reichsbank, in its discount
operations, will confine itself, even more than it has
hitherto done, to receiving legitimate business bills— that
is, economically justified fluid bills. [Quite right]

Gentlemen, it seems to me that many of you do not
sufficiently appreciate the importance of this declaration.
Even if our whole inquiry should appear to have no
success at all in forming outside opinion, | should con-
sider that it had achieved a tremendous success if it
should have at least the effect of strengthening the
Reichsbank administration in carrying out this assurance
of theirs. Gentlemen, if the Reichsbank keeps to this
principle you have won everything that you could, in
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any practical sense, possibly desire. You have, to begin
with, the necessary influence upon the whole activity of
the Reichsbank. A bank or a banker will hardly be
inclined to replenish the portfolios to any great extent with
such bills as can not be accepted by the Reichsbank.
But you not only get the desired moderation of the
banker in treacherous times, you get also the desired
moderation of the banker in point of the number and the
kind of customers whose drafts he will accept.

Geheimrat Von Gamp declared this morning that it
was really remarkable that precisely in the hard times of
the past year industrial interests in the great industrial
districts made so very little demand upon the Reichsbank.
I think that Geheimrat Von Gamp overlooks the fact
that the greater part of the industrial world no longer
uses bills at all; that very large dealers and producers
are obliged to sell entirely upon open credit; that there-
fore the buyers, too, must mobilize their regular out-
standing debts not by direct drafts but by credits,
which, whether in cash or in the form of drafts, they
obtain from the banks. If the declaration made by the
Reichsbank president, Herr Havenstein, is carried out
in practice we shall have, in the activity that will follow,
a sure guaranty that a moderation on the part of the
banking world will necessarily take place, a moderation
which is desired by many. But we naturally have, in
addition to the moderation of the banking world, also
the moderation of manufacturers and tradesmen and other
entrepreneurs, which will cause them to keep their busi-
ness within such limits that we shall not be so likely to
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be again confronted with the situation in wffiich we found
ourselves last year— that of an overloaded stomach.

Now, gentlemen, if you are agreed with me that we
really all ought to do everything we can to nail the
Reichsbank down to this declaration, then | confess | do
not understand why some of you wish to confer upon the
Reichsbank the Greek gift of a large increase of capital.
I consider a great increase of capital to be not merely
inadvisable but dangerous. Gentlemen, if I had my little
say in the administration of the Reichsbank, | should
contend with all my force against a large increase of
capital. Why? An essential part of the reasons have
already been submitted to you by Herr Fischel and
Geheimrat Riesser. 1 should like to call your attention
also to a few little points which will perhaps make the
matter more clear to you.

Gentlemen, to do business— and here | think every busi-
ness man will bear me out—is not difficult; it is ever so
much more difficult to refrain from doing business. |
think that a great many of you who are practical bankers
still remember, as | do, the time when the private discount
rate was i per cent, and it was extremely hard for
every banking business to employ even a part of its cash
assets in a prudent way. Gentlemen, it is precisely at
such times that most unsound businesses are started and
established. The businesses come to your notice gener-
ally much later, but they are more or less compromised
just at such times. Now, if the Reichsbank in its dis-
count policy will fulfill only legitimate demands, then we
must next ask ourselves: Has the Reichsbank then hith-
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erto not fulfilled these legitimate demands in the German
Empire? Has any one of you ever heard a well-grounded
complaint from anyone who had been turned down by
the Reichsbank? | must confess that | have not. | have
never heard of the Reichsbank turning away, in the dis-
counting of such legitimate and economically justified
bills, a man who was prudent and economically on a
sound footing— whether a manufacturer, a merchant, a
farmer, or a man of any other business that you may
name. Very well, then; we have seen that the Reichs-
bank is fully able to respond to these demands; it has the
means to do so. And are we now to burden the Reichs-
bank with this gift—and that at a time when, presumably,
we are about to live through for a year, or perhaps two
years, to come, a period of very little financial activity?
I should not like to undertake the responsibility for such
an act.

But | see also other reasons. From the standpoint of
the Reichsbank administration, |1 should feel a certain
fear of stepping into the midst of the factions that are
contending with each other out here. As regulator of
our monetary circulation, as guardian of our currency,
the Reichsbank absolutely requires a certain independent
position, which is provided for it by its capacity for quick
decision. If it is hoped and wished—as it apparently is,
to judge from certain of the speakers’ expressions— that
the direct credit activity of the Reichsbank may be
strengthened as opposed to the indirect credit activity,
then | must admit—and | believe the matter has already
been referred to by one of the other speakers—that | do
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not in the least look upon that as a desirable strengthening
of the inner soundness of our Reichsbank. If the Reichs-
bank has to deal with the real taker of credit only indi-
rectly, it can send him away very easily in case it thinks
that a certain restriction is needed. But if the taker of
credit is before him in the flesh, it makes a world of differ-
ence to the standpoint of the one who does not wish to
continue a grant of credit. | must confess | should prefer
to have a third party to whom | may say, “ | do not want
that bill any more,” rather than have the man face to face
with me, while thinking to myself, “you know you will
have to say B, too, after you have once said A and
committed yourself.”

The idea has been expressed, | think by Herr von Gamp
that the Reichsbank would necessarily have more of an
understanding of what takes place in industry, or in our
economic activities in general, if it entered more often into
practical activities, and consequently were more in the
way of quickly perceiving, and hence, also, of influencing
the indicative phenomena in this or that sphere, or in the
economic sphere as a whole. The statement was not
expressed in these words, but | have gathered as much
from the tenor of certain remarks that have been made.
Yes, gentlemen, this perception on the part of the Reichs-
bank, and the possibility of such a perception, really ex-
ists in every sphere, and to as great an extent as the
Reichsbank can possibly desire. [Quite right!] Every
man in Germany who is engaged in industry will put him-
self in every respect at the disposal of the Reichsbank
whenever the latter may happen to question him w'ith the
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object of obtaining direct information about his business
situation, or about the situation of his line of business.
In most cases, | think, he would look upon it as an honor
to be asked to assist at such an investigation or at such
a discussion. Of course, here and there an obstinate
fellow will turn up and say: “ I have no need of the Reichs-
bank. What business has the Reichsbank to inquire
into my circumstances?” | think, however, that these
exceptions are so insignificant that one need not take
them into account.

For all these reasons, | should emphatically warn you
not to offer to the Reichsbank a large increase of capital.

What the Reichsbank itself thinks about the question
of increasing the capital we do not know; but after the
expressions which we have heard from President Haven-
stein, and to which | referred above, | can hardly con-
ceive that the Reichsbank will be in favor of having a
large increase of capital as such. Perhaps it will even
decline the offer of such an increase. A small, moderate
increase of capital—by which 1 mean an increase of
20,000,000 or 40,000,000 marks— I should consider to be
in itself insignificant, not sufficiently significant to cause
me to make an energetic effort against it. 1 should come
to a definitive decision as to whether such an increase is
serviceable from the standpoint of the community if |
had first heard the opinion of the Reichsbank itself, which
would then have to set before us its own observations
and experiences and the position that it takes, which we
naturally have to take into account in all the inferences we
make. lhis, for well-considered reasons, the Reichsbank
will not do, at least not now.
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Consequently | sum the matter up thus: From the
standpoint of the interests of the community, | should not
condemn as hazardous the plan of increasing the capital
of the Reichsbank by 20,000,000 or 40,000,000 marks,
nominal value. | should even consider it advisable, if
the Reichsbank itself approves of increasing the capital
to this extent.

Now, for the question of the surplus. My principle as
a merchant is that one can never have enough surplus
In accordance with this principle, therefore, if for no other
reason, | should consider the opening of the surplus at
the Reichsbank to be in itself worth consideration; |
should consider it to be advantageous. The proposition
made this morning by Herr Geheimrat Wagner could be
very well combined with this idea. As | understand it,
the existing surplus is employed, when necessary, to bring
the dividends up to 3~ per cent. It would be advisa-
ble to create in connection with the surplus which,
upon the extension of the bank’s charter, might have to
be formed anew, a surplus No. 2, or whatever else you
choose to call it. A means of removing the risk on the
fiscal side could be found in this: In the event of non-
renewal of the charter, three-fourths of this second sur-
plus would be assigned to the Government as against one-
fourth for the shareholders. So that the apparent sac-
rifice of the State would not itself count for much. This
second surplus would perhaps be practically formed in
this way: In case there should be on hand distributable
profits amounting to more than a 6 per cent dividend,
a certain fixed percentage of these profits should go to
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the second surplus. If there should be a smaller amount
of profit on hand, so that the distribution of a dividend
of 6 per cent would not be practicable, then the amount
might be increased from perhaps Per cent t° 6 per
cent out of this reserve fund.

The question of the raising of the note contingent I
should answer as follows:

From hearing the case stated by a number of experts,
I have become convinced that, as things now stand, a
certain raising of the note contingent is advisable, and |
should fall in with those who consider an increase of
about 100,000,000 to be a suitable amount. But |
should not wish to conceal the fact that in regard to
this question, too, considerable weight must be given to
the position taken by the Reichsbank itself. It can not
be denied that with the raising of the note contingent the
Reichsbank administration would give up a factor which
hitherto has stood it in good stead in the effective re-
sistance to such sentiment as has opposed a raising of
the rate of discount. We have heard, and we ourselves
know, that the note tax in itself has not influenced the
policy of the Reichsbank with reference to discounts. We
can therefore imagine that, without reference to the ques-
tion of note tax or no note tax, the Reichsbank will in
the future regard a raising of the contingent as desirable.
In that case, if the contingent is raised, the Reichsbank
can no longer have recourse to this argument, so easily
grasped by the great mass of the people: We have gone
into the note-tax region by such and Such an amount—
we can do nothing more for you. We weaken the
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Reichsbank, therefore, in the ability to ward off certain
attacks; but this argument will perhaps not be made
much of by the Reichsbank itself.

For the rest | see no risk, from the standpoint of the
community, in raising the note contingent by about
100,000,000.

While 1 still have the floor I wish to add to my observa-
tions a personal remark, which | should not like to have
omitted, apropos of the speech made to-day by President
Heiligenstadt.

President Heiligenstadt has depicted for us according to
his conviction a remarkable type of the director, or of a
director, of a great bank. He did not mean to give
offense. | am, consequently, very far from finding in the
picture of this type as drawn by the gentleman aforesaid
any ground for irritation. But I should not like to let this
legend about the type of a great private bank director pass
entirely unchallenged by us, who are, or have been, bank
directors, and in the presence of those gentlemen who have
in charge the mercantile education of our young business
men. It is all the more clear that President Heiligenstadt
meant nothing derogatory, from the fact of his having at
once added that if he were such a director he would of
course act in the very same way. Well, President Heili-
genstadt, you are not yet such a director. But | believe
that if you were you would not be one long. [Quite right]

You have said: “ | can not blame the leaders of the great
private banks for thinking only of their own banking
interest— that is,-of the interest of the shareholders and
that of their institution—as distinguished from the com-
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mon interest.” Ah, respected Mr. President, but that is
quite impossible! Certainly, | can conceive the matter
from the standpoint referred to, thus: You will be gaining
a great thing for your institution. But if | look upon the
guestion to some degree from a less short-sighted point of
view, then it must be clear to me that if I injure the com-
munity in which my bank has its roots, with a great pro-
portion of all its engagements, | shall sooner or later have
to deliver up this temporary gain, and deliver it up with
a large increment. | think, therefore, gentlemen, that
there are very few of such bank directors as Herr Heili-
genstadt conceives. But there are a great many who feel
very clearly their responsibility, not on moral grounds, but
on grounds of business expediency—we, in our position as
merchants, will quietly let the matter rest upon the prosaic
basis—who feel, then, their responsibility, in view of the
fact that they themselves and their own interests would be
the chief sufferers from an act that was in opposition to the
general interest. [Quite right!]

The Chairman. Gentlemen, it remains for me to give
those gentlemen a chance to speak on question Il who
replied this morning only to question I, and | request the
different speakers to add at the same time whatever
remarks they may be inclined to make in connection with
our last debate on question I.

Freiherr Von Wangenheim. Gentlemen, as for the
increase of the note contingent, 1 am on this point in agree-
ment with the gentleman who has just spoken. | would
not deprive the Reichsbank of the means of defense which
it now has in the limitation; and just at present | should

189

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ational M onetary Commission

consider a further increase to be not without risk, since we
are presumably on the eve of a great extension of the check
and deposit business.

As to the complete removal of the note tax, | can not
muster up any enthusiasm for that. | think that in this
matter, too, a danger signal must be retained. In case of
the nationalization of the Reichsbank the tax would be
given up.

I am surprised that in to-day’s debate there has again
been such scornful mention of the small revenue which the
government obtains from the Reichsbank. When | then
observe how in the proceedings of the Reichstag the
smallest sum is haggled over, I can not understand that
contempt, and | bring up again the old agricultural prin-
ciple: “Even small cattle make manure.” [Laughter.]
Even small sums are not to be despised.

Freiherr Von Gamp-Massaunen. Gentlemen, | will
refrain from replying to views with which | differ. |
wish to make just one remark: | do'not understand how
several gentlemen— the last speaker among others— could
say: ‘I am under any circumstances opposed to an
increase of the capital of the Reichsbank.”

Mr. Roeand-LuckE. To a large increase!

Freiherr Von Gamp-Massaunen. To a rather large
increase; but surely surpluses can not be enough. |
admit that in the relations between the shareholders and
the Government it makes a difference whether the work-
ing capital is enlarged through an increase of surplus or
through an addition to capital. But so far as concerns
the economic question, Does the Reichsbank need more
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money? it is a matter of complete indifference whether
it acquires this money by way of an increase in its share
certificates or by way of an increase of the surplus. There-
fore the difference is not at all clear to me. | particu-
larly fail to understand how one can maintain that the
surplus must in any case be reinforced, for this rein-
forcement is exactly what we want. Whether it be done
in this way or in that is matter of indifference. | admit,
too, that this reinforcement can also be introduced in
the manner suggested by Herr Liicke. Even his other
lucubrations about the distinction to be made between
the shareholders and the Government appeal to me a
good deal.

I shall now say a word about the tax-free note con-
tingent. Gentlemen, if it were really a storm signal, I,
too, should be in favor of it. But many of the speakers
have overlooked the fact that the Reichsbank has, not
once but repeatedly, declared that it w'ould not permit
this note tax to cause it to raise the rate of bank discount
unless this increase should be justified and necessary on
general grounds. The Reichsbank has therefore itself
declared: This danger signal | ignore. 1 will not proceed
to raise the rate of bank discount because a passing of
the tax-free limit is to be expected. Now, gentlemen,
if you will glance at the last yearly report you will find
that in the year 1907 the tax-free note contingent was
passed twenty-five times, it was passed continuously
from September 30 to December 31, and part of the time
it was passed by hundreds of millions. Is that a danger
signal? [Yes!] Notat all. [Yes!] It falls through com-

191

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

National Monetary Commission

pletely. Gentlemen, if you should raise the tax-free
limit, which is now at about 470,000,000 marks, to
700.000. 000, then the tax-free limit would in the past
year have been passed only on January 7, on March 30,
and on June 29— that is, three times—and from Septem-
ber 30 on, eight times— altogether, therefore, eleven
times. If the tax-free limit were fixed at 800,000,000, it
would still have been passed seven times. A temporary
excess of this kind would fit in with the idea of regarding
the limitation as a storm signal.

Gentlemen, it must be, moreover, admitted that there
is an essential mistake in principle at the bottom of the
determination of the measure of this tax-free limit—
namely, the mistake that it is absolutely rigid and utterly
independent of the proportion in which the notes are
covered. It is quite plain that the notes are secured in
a very different way according as there is or is not a
considerable covering in gold, and that if you have the
means of covering 500,000,000 and have at the same time
500.000. 000 in uncovered notes, that is quite a different
situation from what exists when you have covering for
a billion and have 500,000,000 in uncovered notes. It is,
therefore, under any circumstances, a fallacy that lies at
the bottom of this regulation; a fallacy, moreover, which
is evidently seen through by the Reichsbank administra-
tion, for the latter has repeatedly declared, and has also
acted upon the resolution, that it will not raise the rate
of discount because it has overstepped the tax-free limit.
In my judgment this would, anyway, be a more rational
plan: That when the note issue exceeds a certain amount
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the percentage of the note-covering be raised by a third.
This | should pronounce rational, or else that with an
increase in the stock of gold the freedom from tax be
extended. We can then say: If there is a larger note
covering, then the notes of the Reichsbank are necessarily
better secured; then | do not need this provision of the
note tax.

I will not here enter further into the question of whether
it is rational or justifiable to accept silver coin and impe-
rial exchequer bills as note covering; there will still bean
opportunity for discussing that matter another time.

I will therefore sum up my view as follows: | consider
the note tax to be altogether irrational, and | should be
in favor of its removal as such. The matter has not any
large financial importance for the Government. Last
year is the only year in which we have had such an excep-
tional situation that the note tax amounted to from
5,500,000 to 6,000,000 marks. | would suggest that if
there is to be a tax, the tax-free note circulation be made
dependent on the ratio of the gold cover in such a way
that the tax-free note circulation would be extended along
with an increase in the percentage of the gold cover.

Doctor Stroll. At this late hour | do not wish to keep
you any longer by taking up the question of the contin-
gent; and have the less reason to do so, since in the pro-
tocol of subcommission I my view is laid down more than
once.

I will merely sum up very briefly: 1 am of the opinion
that the provision of a contingent, in which | seem to
perceive a basic and important principle of the bank law
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of 1875, should be retained; that, however, the amount of
tax-free notes should be increased to the point of, say,
550,000,000 or 600,000,000.

For the rest | refer to my opinions expressed in sub-
commission |, especially on page 70 and the following
pages and on page 89 and the following pages in the
stenographic report.

Doctor Wach1ER. Gentlemen, with reference to the
qguestion of the contingent or the freedom from tax in
case the note limit is passed, my position is that the
fixed establishment of a definite sum, which with the per-
mission of the bank law may well have seemed under the
circumstances then existing a justifiable method of de-
termining the contingent, has nevertheless turned out
to be a failure. | take the position that the contingent,
assuming that the Reichsbank needs to have it raised,
should be raised.

Furthermore, | must say that the suggestions made by
Doctor Schmidt with reference to increasing the contin-
gent seem to me to be appropriate, and, if they are
feasible, to be worthy of consideration.

Mr. Kaempf. Gentlemen, I look upon the establishment
of a contingent as right in principle. | consider that
a raising of the tax-free note Ilimit is not in itself
advisable; I even think that it is advisable constantly to
keep in mind the fact that the issuing of notes is
no magical performance and that the economic needs of
the public are better served if an attempt is made
to bring about as great a saving as possible of circu-
lating medium. The English bank act has in my judgment
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worked to very great advantage in this respect, that,
whatever other deficiencies it may have, it has fixed
a certain sum beyond which uncovered notes may in no
case be issued. We have a better regulation of the
matter than the English bank, inasmuch as beyond a
certain amount we can still issue notes, but for these
uncovered notes beyond the fixed amount we have pro-
vided a tax. That we have in this an appropriate dan-
ger signal seems to me indubitable.

Freiherr Von Gamp confuses two things; he confuses
the danger signal which is given to the Reichsbank on
occasion as an indication that the rate of discount should
be raised with the danger signal for the public. The latter
is what we are concerned about; for the Reichsbank is of
course always in a position to survey the situation for
itself.

As for the raising of the tax-free note contingent, |
have already said that for one reason | am opposed to an
increase; | consider it unnecessary if we continue to take
care to economize the circulating medium. But if it is
proposed that we undertake an increase of the capital of
the Reichsbank by as much as 60,000,000 marks, | should
make no objection to having the tax-free note limit in-
creased in the same measure, so that the tax-free note
contingent would be increased by about 80,000,000, or,
if you like, 100,000,000. This position | take to be justi-
fied also on this account—1I am anxious that we should
not in any way create the impression of finding it neces-
sary to raise the tax-free note contingent in order to
satisfy the needs of credit, which, as we see, are, for the
present, already decidedly on the decline.
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Mr. Schinckeh Gentlemen, 1 must recur, in a word
or two, to the very interesting excursion which Doctor
Heiligenstadt has undertaken to make with us into theo-
retical political economy, and | recur to it indeed for a
purely personal reason. President Heiligenstadt men-
tioned me twice as responsible for the remarks made by
Freiherr Von Wangenheim. That is not right. Herr Von
Wangenheim traced the root of all evil to an unmeasured—
that was his word— use of credit and granting of credit.
I have, on the contrary, endeavored to prove that if banks
and industrial societies had to grant to trade, to industry,
and to agriculture more credit than is, perhaps, for their
own sakes desirable, there were quite legitimate reasons for
the necessity of granting this credit, since it was called for
by the emergency. | particularly guarded myself against
using the word “unmeasured,” because | can not regard
a legitimate act as being covered by this term.

I shall, of course, refrain from a further examination
of the subject, although | have received the impression
that many other things that President Heiligenstadt said
about the credit banks prove that, though he has shown
himself to be in sympathetic relation with them, he does
not know how things are carried on in these banks;
otherwise he could not possibly have made the observation
about the heads of the great credit banks which has
already been objected to by Herr Liicke. All I can say is
that if the heads of the great credit banks were such people
as they are represented to be by Herr Heiligenstadt, they
would not long be able to retain their present posts.

There is something | am anxious to say to those gen-
tlemen who still, even after these ten years, keep in view
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the plan of the nationalization of the Reichsbank It is
precisely these people who wish to make the Reichsbank
shares accessible to the little people without limitation,
though of course at a high rate of interest. | must confess
that I regard this as an extremely precarious measure. |
believe that, as Doctor Schmidt has already remarked,
it is quite impossible to do this without limitation. If
ten years hence the question is to be brought up of nation-
alizing the Reichsbank and making the buyers take back
their capital under the present conditions, | do not think
it will be possible to unload Reichsbank share certificates
at so high a rate upon these people who, moreover, if the
capital is increased, will not in the following years have
such large receipts as before.

As to the question of the note contingent, | share the
view of Stadtrat Kaetnpf—that it is absolutely indispen-
sable. There might be a question of raising it a little; |
should prefer, however, to leave it as it is. We are con-
stantly being told that it is no longer a danger signal.
Yes, of course; for him who will not take a warning, it is
no signal. But gentlemen here are always bringing for-
ward the argument that in the last year the contingent
was passed twenty-five times. This precisely proves that
one should look ahead, and the facts have shown how this
signal ought to have worked; for in the autumn the great
gold stringency, or the high rate of discount, came on
precisely because people had not paid enough heed to the
warning. | would therefore by no means give up this
danger signal, and | should not advocate more than a very
inconsiderable raising of the note contingent, a raising
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which could perhaps be brought into accord either with
the capital that isto be freshly issued or with the surpluses
which are to be freshly accumulated. In the latter case
I should consider that the proper sum to add to the tax-
free note contingent would be five times the amount of the
surpluses to be accumulated.

Mr. Fischer. Gentlemen, | should like to express my-
self on the subject of the contingent. | hold that the
abolition of the contingent would be a great mistake. The
contingent, in my opinion, does not serve only to give
warning in case of a certain note issue; it is an absolute
necessity for the security and solidity of the notes, in that
it prevents their being issued in unlimited quantities.
This limitation is accomplished in different ways by
different institutions. In the Bank of England and in the
Bank of France an absolute limit is fixed, which has in
both cases repeatedly shown itself to be inadequate.
If we should abandon our contingent, then there would
remain only the limitation of the one-third note covering.
I consider this latter limitation to be entirely inadequate
to secure us against the possibility of an excessive note
issue, which would be apt to influence prices and to stimu-
late speculation. It was certainly the intention of the
lawmaker when he fixed the figure of the contingent to set
thereby a limit which should be decisive for the circulation;
and | am convinced that it was not expected that this
figure would as a rule be reached; it was to be, on the
contrary, a maximum for normal conditions. But in order
to avoid the mistake committed by the passage of the
Peel Act, they did not set a fixed and absolute limit, but
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left open the possibility of issuing more notes under cer-
tain hard conditions; that is, by payment of a 5 per cent
note tax. | should regard the removal of the note tax
as a thing to be deeply regretted, since with this the
natural means of limitation would be lost.

But for the very same reason—just because | believe
that the figure of the contingent should be decisive for
the normal circulation—1 do not hold that the figure,
once fixed, must be valid for all time. We have already
found that it has proved to be too small. That is per-
fectly natural, for the situation of the German Empire
in the year 1875 was quite different from the situation
of ten years ago, and the circumstances to-day are again
different, and it may be that in ten years still further
essential changes will be introduced. Now, it is extremely
difficult to fix upon a figure which shall hold good for any
long period of time, and which can be regarded as
corresponding to a normal uncovered note circulation.
In considering the Reichsbank figures, in so far as they
concern the note circulation and the metallic cover, one
comes to perceive that in the last two years we have
been in no normal condition, and, indeed, principally
because we had not in the Bank sufficient means of
obtaining gold. For a correction of this abnormal situa-
tion | should therefore look chiefly to an attempt to raise
the figure of the metal. Thanks to the exertions of the
Reichsbank this has in part already been done up to the
present day. But if we return to a normal metal figure—
which, in my opinion, would have to be higher than it
was ten years ago— then | should see nothing dangerous
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in raising the figure of the contingent for uncovered
notes. So far as this |1 would go in agreement with Herr
Freiherr Von Gamp—namely, if we had not already
established another contingent system | should perhaps
have considered it highly desirable that the banking law
read simply thus: The notes must under any circum-
stances be covered by metal to the extent of one-third,
but if the cover is less than two-thirds, then further
circulation is subject to tax. But to go over to this
system to-day would, in my opinion, involve a risk.
For example, in the last years, with the low figure of the
stock of gold, we should at certain times have actually
had at our disposal a smaller contingent of tax-free notes
than we have under the present provisions of the law,
and that at the very moments when the Bank was, apart
from this, very much drawn upon. The impression which
would be produced by the circulation of a much greater
quantity of tax-free notes | should have considered to
be not without danger to the whole economic situation.
I have no intention of referring in this connection to
foreign countries, because | believe that we ought to
make our laws for our own country and manage our
affairs according to our own needs. But even at home
great harm may be brought about by an excessively
anxious view of the situation. | wish to point out that
all those acute crises which have been observed in dif-
ferent countries—in England, in America— have always
been caused far more by the view of the situation
taken by the public in the country itself than by the
judgment of foreign nations. And | am inclined to think
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that if in the past year we had had a lower limit for the
contingent (at the time when the present limit was over-
stepped), this circumstance would have caused great
confusion in people’s minds, and there would have arisen
a public unrest which might have worked much mischief.
Now, a study of the figures of the note circulation seems
to me to indicate that we ought, in point of fact, to have
recourse to an increase of the contingent. 1 find, that
is, that if we take the figures of 1897— | have chosen the
average figures—the note circulation amounted to
1.085.000. 000, but in the preceding year it amounted to
1.478.000. 000; there is, then, an increase of 393,000,000.
If we compare the highest figures of the two years—
1.320.000. 000 and 1,885,000,000—then the increase is
even 565,000,000. The first figure, 393,000,000, requires,
however, a certain correction. We must subtract the
difference in the note circulation of the private banks,
which at the end of the same period had about 38,000,000
less in circulation than they had at the beginning; and
we must further allow for the smaller circulation figure
of the imperial treasury notes, which fulfill in trade the
same economic function as the bank notes; that is, we
must subtract 60,000,000. Even when we make this
deduction, we find that an increase of 295,000,000 for
the aforementioned ten years still remains. This raising
of the figure can not be matter of surprise, since there
can be no doubt that it is to be ascribed in part to a very
pronounced boom (Hochkonjunktur). If we look at the
tables that Herr Christians has placed at our disposal,
we shall find that the figures of bills at the banks rose
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from 2,190,000,000 to 4,460,000,000. It is, therefore, in
point of fact, not only the business of the Reichsbank,
but also the great increase during this time of trade in
general that makes it impossible to doubt the justifiability
of such an increase in the notes.

But, gentlemen, the really abnormal thing is another
figure. In the year 1897 the amount of metal in the
Reichsbank was 871,000,000 marks; that in the private
banks was 81,000,000; that is, there was altogether
952,000,000. In the year 1907 there was 843,000,000 in
the Reichsbank, 65,000,000 in the private banks—only,
therefore, 908,000,000 in all. We find, then, that, while
there took place a great development of trade, and while
this development should have been met in large part by an
increase of the gold supply (since it occurred in a period of
very extensive production of gold), as a matter of fact our
gold supply in the vaults of the banks of issue fell off by
about 44,000,000 marks, and consequently we had in the
country an uncovered note circulation greater by 340,-
000,000. 1 should not be in favor of correcting this con-
dition by authorizing the use in trade of such large
amounts of uncovered notes. | should wish the correction
to be effected by an increase of the stock of gold at the
Reichsbank by, let us say, about 250,000,000. But up to
a certain point it seems to me we are justified in raising
even the normal figure of our note circulation, and for this
reason | should be in favor of raising the note contingent
to 550,000,000 or 600,000,000, and thus making legitimate
the sum of about 90,000,000, which would in that case be
left over as increase.
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Now, reference has been repeatedly made to the effect
as a danger signal of the passing of the tax-free limit. It
IS quite true that in a certain sense it does serve as a
danger signal, and | can not admit that the frequent
sounding of the danger signal would dull our sense of the
danger 1t indicates and that we should finally pronounce
the danger S|?nal to be useless. If we have had in the last
years such a frequent oyerstegpmg of the note contingent,
this has happened Fremsely ecause we have been in an
altogether abnormal situation in point of economic devel-
opment as well as in point of the condition of our circulation
and the condition of the Reichshank, and it was actually
beneficial for us to receive frequent warnings.  The danﬁer
signal, therefore, | would retain, but | question whether
this danger signal does not often sound at the wrong time.
If we say that we must be able to have a certain quantity
of uncovered notes in circulation, we ought to keep In mind
that at the quarterly ﬁenqu the demand upon the cur-
rency is much greater than it is at other times, for an over-
stepping of the limit at these periods is nothing abnormal,
while at other times it should be regarded as abnormal.

| should therefore like to make the following definite
proposal: It should be provided by a new banking law
that the tax-free note limit be in the general run of the year
550,000,000 marks, but that at each quarterly Eeriod It be
raised to 750,000,000  Whether this Increase shall be con-
fined to the first week of the quarter or shall be extended
over two weeks is a question still to be considered. |
think that we should in this way manage to bring the
danger signal into repute again, and to have a compara-
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tively correct figure for the extension of the note circu-
lation.

May | be pardoned if I now turn back for a moment to the
remarks of President Heiligenstadt? Doctor Heiligen-
stadt has said that he can not understand why | believe
that, if the capital is increased, an increase of the portfolio
also would necessarily follow. 1 must stick to this
opinion. | believe that the figure of the notes which are
in circulation has nothing to do with the direct satisfaction
of the need of credit by the Reichsbank. The figure
depends upon the quantity of circulating medium that is
necessary, at the moment in question, for carrying on the
business of the whole country. | do not think that if, by
means of such an operation as the increase of the capital of
the Reichsbank and the issue of new shares, a certain
amount of the circulating notes, 70,000,000, 80,000,000,
or 100,000,000, should be temporarily introduced into the
Reichsbank— I do not think that in this event the need of
circulating medium would be in the least affected. | am
rather of the opinion that it would remain absolutely
unchanged, and that the real outcome would be that the
bank would very soon be obliged, in fulfilling its function
of regulating the monetary circulation, to bring new
circulating media into the market by way of its discount
business or of its collateral loan business.

I see that on several other points | do not agree with
President Heiligenstadt, but | do not wish to take up too
much of your time.

Mr. Fischer. | am in favor of the increase of the note
contingent to the sum of 600,000,000 marks, in considera-
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tion of the development which has taken place in the Reichs-
bank in the last ten years and of that which | hope will take
place in another ten years. | join issue in this matter with
others who have spoken, and I merely wish to observe that
the danger of our coming to have too much gold seems to me
not a great one, when | reflect that the development, for
example, of the use of electricity for the long-distance
railways, of the building of canals, of the opening up of
our colonies by railroads, etc., will continue more and more;
that vast amounts of capital will have to be devoted to
these operations; that probably before long our whole in-
dustry will in any case be somewhat limited in its home
development; and that it will for that very reason all the
more extend its money transactions abroad, and will need
all the more capital for larger undertakings in foreign
countries.

Doctor Wagner. Gentlemen, 1 should like to say a
few more words about the increase of the capital, inas-
much as the subject has come up again several times.

I will sum up once more my remarks of this morning.
I was really at the beginning rather more inclined than I
am now to declare myself in favor of increasing the capital.
It is from listening to the debates and hearings of the
experts that | have come to be somewhat in doubt on
the subject. Therefore, | had in mind this morning a pro-
posal which | now repeat. | suggest that in the draft
of the law this provision be made: The Bundesrat is
empowered, during the period of the next charter of the
Reichsbank, to allow an increase of capital not exceeding
60,000,000 marks (a third of the present bank capital)
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if the Reichsbank administration proposes such a measure;
and this increase shall be made at such times and in such
amounts as the Reichsbank administration deems suit-
able. This plan would fall more or less within the bounds
suggested by those gentlemen who were not altogether
in favor of an increase, but who thought an increase
allowable if it did not go beyond 240,000,000 marks.

In this connection I come for a moment to a point that
has been alluded to by my special colleague, Professor
Lexis, among others, namely, the significance of the basic
capital as guaranty capital. | can not altogether share
the view expressed by him and by others, that it is not
the case with foreign banks also that the whole basic
capital enters into the question. It is true that in the
Bank of England a large part of the basic capital is fixed,
but the whole operates as guaranty fund—that part of
its capital which the bank of England has permanently
loaned to the State, as well as other capital that is lent
out and invested— for the permanent loan has behind it
the whole credit of the State. Things are much the same
in France. Then, too, | do not thigk that my colleague,
Herr Lexis, is right in regarding the amount of securities
in the issue department, which now is, in round numbers,
£7,000,000, as entirely unrealizable. To my mind this is
not the case. The bank is empowered to issue in England,
without metallic cover, only a certain maximum amount of
notes—at present this amount is about £18,500,000;
these notes must be covered first by the £11,000,000 of
permanent debt of the State held by the bank, of which
I was just speaking; secondly, by the further sum of
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£7,000,000 in certain securities. But if this amount is
not reached while the metallic cover is further extended,
then appropriate sums out of these £7,000,000 can also
be made use of; the Bank of England can then dispose of
these amounts. We must accordingly admit that a part
of the capital can also serve as a business fund. The con-
siderations of my colleague, Herr Lexis, concerning the
note issue, | therefore regard as not quite to the point.

Then, too, the question has been treated, if | am not
mistaken, by Herr Kaempf, who stated that he would
favor an increase on condition that the Bank’s concession
were made of longer duration. Perhaps it was Herr
Geheimrat Riesser who said that. [Assent.]

To this | would reply: 1 think we should consider
whether we ought not to declare ourselves in favor of a
longer grant than one of ten years, with the stipulation
that the Bundesrat be authorized, without consulting
the Reichsbank, to add to a period of fifteen years, say,
an additional period, making a total of, say, twenty or
even twenty-five years. In this case I, too, should come
near to favoring the plan.

In connection with the question of the note contingent,
another point has to be considered. Although I think we
should attach much importance to what men of practi-
cal experience say, still, as a man occupied with theories,
who has in former years studied with particular care the
situation in England, | should like to introduce another
point of view. | have already in the subcommission
referred to the question of the origin of the Peel Act, and
I sum up again here the consequences of the fixing of a
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contingent, as they have come to light in both countries—
in England very markedly, with us in a less obvious
form. How did the whole thing originate in England?
In the most arbitrary manner; because it was thought
that all dangers of speculation and excessive speculation,
such as lead to crises—for instances of which reference
was still made to the year 1830—are to be traced to an
uncovered note issue that is too loose, too large, too
imprudent. It was thought, therefore, that such a
note issue ought to be most absolutely prevented; and
all the differences between bank notes and real redeem-
able paper money were overlooked. This idea can be
traced throughout the whole of English literature on the
subject of banking. Thus the Peel bank law was framed
with the purpose of causing the changes of volume in
the note circulation to be precisely the same as would
be the changes of volume of the circulating medium
under a purely metallic money system. Thus they
thought: If, for example, £3,000,000 cash come into
England from abroad, then in the case of a purely metal-
lic currency the amount of it would be increased by
£3,000,000; and, vice versa, if £3,000,000 leave the coun-
try it would be diminished by £3,000,000. The object of
the Peel banking law was likewise to bring about this
same result automatically in a currency consisting of
both bank notes and gold. But it is well known that in
practice this has not been the result, and the principle is
also fallacious from the standpoint of scientific theory,
for the incoming and outgoing of precious metal has no
such immediate effect upon the amount of the circulating
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metallic medium. This has been often enough acknowl-
edged by both practical and theoretical Englishmen.
More than this. In England they have at least drawn
the logical conclusion. They have divided the bank into
two departments— the one, the issue department, for the
issue of notes; the other, the banking department, for
the other banking businesses— deposits, granting of credit,
investments. The deposit money is specially covered by
cash (essentially gold), which is placed in the other de-
partment only in return for notes. In this way, then,
they have divided the stock of gold. This does not be-
come outwardly apparent only because, as has been said,
the cash of the banking department consists nominally of
notes which the banking department has received for its
cash from the note department. Essentially its cash is
gold. With us, however, this division of the cash has not
been introduced at all. We have imitated the English in
a merely mechanical way. Whoever knows the circum-
stances knows that it came about in this way. It was
introduced by the disciples of the English free-trade
school— Prince-Smith, O. Michaelis, and others; they did
not, however, in this matter copy the Peel act consist-
ently, since they made no provision for a cash fund for
the deposit business. But as soon as the cash reserve in
the banking department or the note reserve in our bank
is much diminished, there arises great anxiety on the part
of the business world that has need of credit; the demand
for credit is correspondingly increased and makes itself
felt earlier and more urgently than is necessary, and the
establishment of the contingent serves to make the situa-
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tion in the money market more tense, and even to bring
about a panic. It has been truly observed that in this
way demands for discount come to the bank sooner and
with greater urgency—an event which is bound to have
evil results of this kind; especially, of course, in England,
where the contingent fixes an absolute mechanical limit
to the quantity of notes that may be uncovered by gold.
In former times it was £14,000,000; now it is about
£18,500,000. The more it appears that the reserve of
the banking department is running out, the stronger be-
comes the pressure of demands for discount. For this
very reason they have come in England to a conclusion
which | should hold to be not a mistaken one for Ger-
many also, namely, that this so-called danger signal
comes at the wrong place and at the wrong time, and that
its effect is too acute. | should like to say that the thing
is still more unsuitable for our German situation, because
with us distrust is spread abroad as soon as the note re-
serve, which is otherwise regulated, comes to fall off more
and more, and people begin to say that before long the
German Reichsbank will be obliged, because of the fall-
ing off of the note reserve, to take still more strenuous
measures in raising the rate of discount. In this way it
may even happen, for example, that shipments of gold
from abroad, which are intended for us, are held back
until the rate of discount shall be higher. 1 can not but
think that this, too, has a bad effect. It was precisely
because we profited by the long experience of England
that we in Germany instituted the modification of mak-
ing it possible to pass beyond the uncovered note contin-
gent, though the additional issue was subjected to a tax.
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But though in a weakened— and in so far in an improved—
form, the arrangement still works with very much the
same results as in England. Among us, too, there is
spread abroad too quickly and too vehemently an anxi-
ety which does not end in simply throwing an immediate
damper upon the tendency to speculation—which would
be a desirable thing— but which has also a very strong
tendency to induce even normal demands of credit to be
made upon the Reichsbank much sooner than they would
otherwise be made. In this I can see nothing propitious.
The danger signal does, in fact, operate here, but in a
wrong manner; it precipitates and increases the demands
for credit that are in question. And for this reason |
always arrive, after consideration, at the same conclusion:
It would really be better to lay aside the whole system
of the contingent. In this connection | should like to
recall to you the dictum of a great English practical ex-
pert, Eord Ashburton, who once said that there is really
nothing more absurd and presumptuous, when one is
dealing with such matters, than to put a mechanism in
place of the human understanding. And this is what
happens in England in the case of the Peel act, and what
happens also, in my opinion, with us in the German
Reichsbank law. We must, then, trust the bank admin-
istration to do the proper thing without any such me-
chanical prescriptions.

Reference has been made by Herr Fischel to the Bank of
France. But the Bank of France has no regulations of
this kind; it is unencumbered by them.

A voice. The note circulation is limited.
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Doctor Wagner. Very well; if we had, like France, a
maximum note circulation of 4,000,000,000 marks and
more, the effect would again be different, for there would
remain, precisely at critical times, a large scope for ex-
tended issue of notes and granting of credit. For the
rest, however, it is noteworthy that this bank, which now
has the largest supply of cash in the world, has through-
out its existence been free from such restrictions, and it
is one of the functions of the bank administration to de-
termine the relation between the quantity of notes and
the cash funds. Besides, our bank is anyway already
limited by a contingent through the provision that at
least one-third of the notes must be covered by cash—a
provision that might also, perhaps, be somewhat modified.
I agree on this point with what Herr Fischel has said.
Every such provision of a cover is also sure to have a
more or less mechanical and obstructive effect, but its
influence is not as great as that now exercised by the
note-tax regulation.

Now, | know very well that serious misgivings are
entertained in regard to a complete removal of this con-
tingent system. It is feared that the impression made
abroad would be unfavorable. 1 do not think so; we
should not rely so much in these matters upon foreign
opinion. Moreover, if England were to-day to get rid of
the Peel act, which has long been considered antiquated,
would it be thought that the Bank of England was no
longer solvent? People would see that it is a restriction
that is out of date and not to be retained. Nothing more
would be thought in our case. The Bank of England
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even affords an example of how prejudicial, precisely in
the matter of the judgment of foreign countries, such a
provision may be. | am probably the only one here who
remembers distinctly the crisis of 1857. | was still a stu-
dent, but | was already engaged in banking wbrk. I
know that, when the Peel bank act was then suspended
for the second time, the cry was heard from the conti-
nental press, and even from the voices of experts, that the
step was equivalent to the suspension of specie pay-
ments, simply because the Bank of England was allowed,
on the responsibility of the ministry, to issue uncovered
notes beyond the legal limit. In reality this was not the
case; there was no discontinuance of specie payments;
but people got things confused in their minds. It may
happen in the same way with us.

Hence | arrive at the conclusion that it would be better
altogether to drop the fixed contingent of the bank’s note
circulation, than merely to raise now and then the con-
tingent limit. But | admit that with us public opinion is
not in general on that side. | have been convinced, to
my sincere astonishment, that even most men in practical
business are more or less supporters of the contingent
system.

On the other hand, fiscal reasons will be brought to bear
against the removal of the contingent. The Government
needs the note tax. According to what has already been
said, large sums are supposed to be in question. But |
am going to make a calculation to the opposite effect.
What, then, does the note tax really mean to the Gov-
ernment? In point of fact, it means very little. The
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Government has, to be sure, received out of it in the past
year the “gigantic” sum of 5,600,000 marks; by this
very amount, however, is the net profit diminished, and
therefore the net profit drawn by the Government is di-
minished by three-quarters of this amount, or 4,200,000
marks. Without the note tax the dividends would have
been 1,400,000 marks higher— that is, about three-fourths
per cent. It is clear, then, that the matter is not finan-
cially important for the Government. If we wish to have
regard for the financial interests of the Government, we
can easily do so by arranging that the share of profits be
a little bit—a fraction of 1 per cent— more favorable to the
Government; that the proportion be somewhat in excess
of 3:4.

But if the gentlemen think, as | have become con-
vinced they do, that it would be well to retain the contin-
gent as a “danger signal,” then, to be sure, it must be
raised. | wish here to declare myself in favor of the pro
posals made by some experts. My idea is this: Since we
have latterly made large encroachments beyond the contin-
gent, let us raise the sum to 550,000,000 or to 600,000,000,
and then—here | agree with others—let us raise it still
higher at the much-discussed quarterly periods; for at
such times there may be a greater need of credit, and it
is precisely then that the chief function of the central
bank of issue comes into play; for such a situation in the
money market corresponds to a political crisis. | once
had somewhat different views, but |1 have also become
convinced that in passing through the quarterly periods
there is need of a larger issue of notes, and that this is
also justified in view of general interests.
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If, then, the usual contingent is fixed at 550,000,000 or
600.000. 000 marks, it can, | should say, be raised at these
periods by 100,000,000 or even 200,000,000—that is, it
may become 700,000,000 or 800,000,000. Even the
ungraded rate of taxation that we have had hitherto
might be retained; but it should be raised still further
when the overstepping of the contingent goes beyond
550.000. 000 or 600,000,000. For example, it should
become 6 per cent when the note issue is 700,000,000 and
7 per cent when the note issue is 800,000,000, and 1 per
cent more for every added 100,000,000.

If England has had the experience of being obliged, at
critical times, to go as far as a 10 per cent discount rate,
the same thing may happen to us. In that case we can
always have in view a further raising of the tax-free
contingent. But for the present it will be sufficient to
fix the ordinary contingent at 550,000,000 or 600,000,000,
with a note tax of 5 per cent, and to tax a further excess
at the quarterly periods in the way | have indicated.

That is what | wished to add to my observations in
regard to the contingent system and the note tax. |
should like to lay stress once more on this point: It would
be better, in my opinion, if our bank administration, like
that of France, were trusted to make the proper arrange-
ments on its own responsibility. At present it has to
keep within the mechanical regulation, which may on
occasion cause much disturbance.

Doctor Heieigenstadt. Gentlemen, some of you have
concerned yourselves with my observations, and | am
therefore led to make a few personal remarks.
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In the first place, Herr Geheimrat Riesser mentioned
my speeches and represented me as having said that only
the capital contained in the Reichsbank can retain the
form of working capital. If I really did say that, it is
simply a matter of inaccurate expression. In my speech
| stated my view with great precision, and said: Such
capital as comes into the possession of the Reichsbank
remains and is preserved under all circumstances in the
form of working capital. | do not by any means mean
to convey the idea that all capital which otherwise comes
into the possession of the great banks is necessarily
deprived of this character under all circumstances. That
would be nonsense and would contradict the statements
which I have published and which are before you in
printed form.

Then, Geheimrat Riesser expressed the opinion that the
capital which has come into the possession of the Reichs-
bank was being used and that it was utilized for invest-
ment purposes. The aim of capital is that it should be
utilized, but it should be utilized in a liquid form. It
does not lose its character as working capital by the mere
fact that the Reichsbank makes use of it, but on the con-
trary it remains working capital whether the bank uses
it for buying up bills or not. At the present time, as the
president of the Reichsbank explained at the outset in this
inquiry, only three months bills were discounted and
no extension was granted. By this means an adequate
negotiability is effected and at the same time the capital
is all preserved as working capital.

After that, Herr Fischel found fault with our analysis
of the form that capital assumes when it has got into
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the hands of the Reichsbank. | think it possible that
we may have misunderstood each other-----

Mr. FischEE. It is possible.

Doctor Heieigenstadt. For | have always maintained
and insisted that the capital that is to be devoted
to the increase of the permanent capital of the Reichs-
bank ought to be drawn from newly created capital.
When this capital gets into the hands of the bank, bank
notes will disappear in a proportional measure from cir-
culation or else there will be an increase in the stock
of gold.

Mr. FischEE. But business can not spare the bank notes.

Doctor Heieigenstadt. Then the proportion of reserve
to circulation would be a more favorable one, Herr Fischel.

Mr. FischEE. | can not see the point.

Doctor Heieigenstadt. | have explained all this in my
printed statements, to which | can refer you. Then came
Herr Schinckel and complained that | had not quoted
him correctly. If that is the case, | am sorry for it.
This, however, does not alter the matter much, for it is
the very directors of the banks who have expressed them-
selves in the sense of the quoted passages. | recollect
that only a little while ago Herr Roland-Liicke was
speaking even of an overloaded stomach.

Mr. Roeand-Fucke. In general, of course.

Doctor Heieigenstadt. In general. 1 have said noth-
ing else in the statements which | have made on top of
those of Herr von Wangenheim, whose presentation of
the matter in question | may possibly have confused
with your assertions.

217

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N ational M onetary Commission

In the next place, Herr Roland-Liicke seized the oppor-
tunity of making a personal onslaught upon me which |
am convinced is not justified by my assertions. You
know, gentlemen, that | have no reason here for wishing
to set before you the type of a bank director, that I have
never done that sort of thing, and am not in the habit of
doing it. | shall proceed to repeat my statements. The
whole of the testimony of the specialists— | need only
remind you of the testimony of Geheimrat Mueller and
various other utterances of the Haute Banque— went
to prove that they wished to be considered as having
been forced into many transactions only in deference to
competition and the like. What is it, then, that | have
been trying to explain? | have been treating you, gen-
tlemen, to a little theoretical (as Herr Schinckel calls it)
disquisition in the field of economics, which | thought
necessary for the establishment of my view to the effect
that an ascending conjuncture (steigende Konjunktur)
is accompanied by an accelerated rate of production.
The expert, Herr Heyman, has admitted the truth of
this on a former occasion and Herr Fischel has also con-
firmed my view. | have furthermore explained that as
a large number of bills are discounted by the banks— I am
not speaking of the great banks but simply of the banks
in general, and these bills are also discounted everywhere
by the loan associations—a fictitious credit (I can not
think just now of a better expression) is virtually created.
I must ask you to take all this in the sense in which I
have meant it, that is to say, that there is practically a
credit without any equivalent in commodities.
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Now, what | have affirmed is—and your remarks can
apply to this alone— that the banks are compelled to make
of this credit a productive agent, a proceeding which | con-
sider perfectly legitimate. This is all that | have said.
And now you come and construe this in such a way as to
make out of it that | was here depicting a type of a bank
director who was subordinating the public welfare to
private ends. | have emphatically insisted that if 1 were
a bank director | should by all means consider myself just
as much constrained out of regard for my duty in the
matter to invest the funds which had been committed to
my charge, as the occasion prompted, in the interest of my
bank as well as of the stockholders. There is not the
faintest suggestion in this— the idea was as far as could be
from my thoughts—that | was trying to draw a picture of
a bank director such as might give umbrage to you.
Aside from this | am not aware that | have said anything
about bank directors.

Doctor Riesser. | should first of all like to address a
few words to Freiherr Von Gamp. The Reichsbank has
practically always declared that it could never be induced
out of regard for its liability to taxation to raise the rate of
discount where otherwise it would not have done so. But
the Reichsbank has never declared that it attaches no
importance at all to the limit of untaxed circulation.
Neither do I see how it could possibly take such a position,
for, in spite of everything that has been said to the con-
trary, I am convinced that the limit of untaxed circulation
is, and is bound to remain, a danger signal, and that as
much for the bank with respect to its granting of credit as
for the public which is asking for credit.
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I should like to reply to President Heiligenstadt that |
think he has misunderstood me. The passage | had in
mind is not at all the one he has just quoted. It was a com-
parison between the manager of a private bank and that
of a national bank that the president had been making.

Doctor Heiligenstadt. No.

Doctor Riesser. Yes; you declared that although the
position taken would not appear any more acceptable
or more correct in the eyes of the Reichsbank directors,
you too, if you were a director of a private bank, would
have regard for nothing else than the business interests
of the institution and of the stockholders.

To this Herr Roland-Liicke gave the proper reply:
“Then you would not be able to retain your position as
director very long.” And to this | will add that | have
always insisted that even the directors of a private bank
occupy an official position and do not merely carry on
a business; that is to say, that they have not merely to
consider private business interests, but that in every
transaction they are bound not only to consider its bear-
ings upon their business affairs, but to keep in sight its
economic aspects in connection with the economic situ-
ation of the country.

Doctor Lexis. Gentlemen, I should like to say a word
or two with reference to the remark of Geheimrat Wag-
ner. He must have misunderstood me if he imagined
that | attach no significance to bank capital as a security
fund and that | do not consider the part played by the
capital of the Bank of England in this capacity of much
importance. | was not speaking of the question of a
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security fund at all, nor had | any idea of doing so.
What | said referred altogether to working capital. |
asserted that the Bank of England has no working
capital at all, its entire capital being in the nature of a
security fund. That is what | meant, though perhaps I
may not have expressed myself with sufficient clearness.
The second point is that, as a matter of fact, the entire
capital of the Bank of England, and even the sum of
80,000,000 marks over and above it is immobilized, for
there are £11,000,000 representing the old debt in the
issue department and an additional £7,750,000 consols,
likewise in the department of issue, as a further security
fund for uncovered bank notes, and the banking depart-
ment can not touch this capital. If it did, then the limit
of bank-note circulation would have to be correspondingly
lowered.

Doctor Wagner. The moment the cash reserve gets
beyond this, the bank can make use of part of it.

Doctor Lexis. That is to say that the banking de-
partment, if it has superfluous gold, can get bank notes
from the issue department. But the balance sheet of
the issue department reads on the one side only as fol-
lows: “Total bank notes issued” and on the other “ cash
and consols.” The banking department can absolutely not
touch this capital; that is simply impossible. If it did
do so, the limit of circulation would have to be changed.

Doctor Wagner. It seems to me that there are other

securities that can be hauled in besides the guaranty
securities.

Doctor Lexis. The banking department has, of course,
consols of its own. It is at liberty to dispose of these.
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Mr. Fischel. Gentlemen, | have suggested that the
limit of untaxed circulation be raised to 550,000,000 marks
as the normal limit, but that at the quarterly periods, to
wit, for the first and second weeks, the limit be made
750,000,000 marks. In regard to this Geheimrat Wagner
has suggested that it would be good policy to tax the
excess circulation at the quarterly periods at a higher rate
than the excess at ordinary times. This would not be
expedient, in my opinion, for the additional 200,000,000
marks does not by any means correspond to the increased
tension that we generally observe at the quarterly periods,
as manifested by the increased circulation in comparison
with ordinary times. In my opinion, 750,000,000 marks
at the quarterly period is a smaller figure for the extreme
normal limit than 550,000,000 marks for the limit at other
seasons. The proper thing, therefore, in my judgment,
would be to impose a uniform tax on circulation, whether it
be beyond the limit of 750,000,000 marks at the quarterly
periods or 550,000,000 marks at other times of the year.

Doctor Heiligenstadt. Permit me first of all to say in
reply to Geheimrat Riesser that he has been making too
much of the contrast which | appeared to have in my mind
when | made use of the expression “ private banker.” |
do not see how I could have done anything beyond simply
comparing the position of a private banker with my official
position as head of a public-credit institution. It is not
my main task as head of a public-credit institution to earn
dividends, but I consider it the duty of a private bank to
turn out reasonable dividends.

Doctor Riesser. That alone, and nothing else.
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Doctor HeiugEnstadt. Gentlemen, there are some in
this very assembly who have demanded this of the
Reichsbank.

If 1 may be allowed to speak with reference to other
expressions that | have heard, | will say that Director
Schinckel was kind enough to call my attention to the fact
of my having declared that if | were aprivate banker |
should be guided only by the interests of my shareholders.
It is true, gentlemen, that | spoke thus; but, of course, I
did not mean to say by this that the public welfare was
thereby to be overlooked. Nothing could be further from
my mind. You will agree with me, gentlemen, every one
of you, that you are bound to look out for the interests of
your shareholders and your bank. | will ask you to con-
vince yourselves of the correctness of my assertions through
the stenographic reports. | shall not make any correc-
tions in the stenographic reports at the place in question.

Mr. Roland-Lucke. | infer from the words of Freiherr
Von Gamp that | did not express myself with sufficient
clearness in regard to a provision for additions to the sur-
plus. What I had in my mind was a sum of i,000,000 or
2.000. 000 marks annually. As | was not thinking of any
higher sum, it is evident that an accumulation of, at most,
10.000. 000 or 20,000,000 marks in the course of ten
years would be in line with what | have been suggesting.

So far as President Heiligenstadt is concerned, Geheim-
rat Riesser and Director Schinckel have kindly spared me
the trouble of making a response. This is the way the
independent proposition of President Heiligenstadt, which
is still in my ears, sounded: “ It seems natural to me
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that the heads of great private banks should think only
of the interests of their shareholders and of their institu-
tions, even if these be opposed to the public welfare, and,
if | were such a bank director, | should do likewise.”
This proposition evoked a reply on my part, and has,
as a matter of fact, been adequately discussed by Messrs.
Riesser and Schinckel. 1 am perfectly satisfied now with
the explanation of President Pleiligenstadt. | did not
intend, indeed, to make a thrust at him; what | meant
to do was merely to avert the danger of a false interpre-
tation being put upon the assertions which he made at
the start.

The Chairman. Gentlemen, the last speaker on the list
has been heard.

I must inform you that, in accordance with an under-
standing arrived at between that gentleman and myself
Freiherr Von Gamp will not produce the special statistics
with respect to the origin of the bills which he asked for
this morning, for the reason that this would involve con-
siderable work for the Reichsbank and would in part be
even impossible, and | wish to add that the statistics
which Herr Von Gamp has called for respecting the
amount of the loans for the period 1900 to 1907 and the
annual statements of the banks for the same period will
be tabulated at our hands according to the private tables
that have appeared in the Deutscher Okonomist and in

the Frankfurter Zeitung. | assume that the members of
the committee of inquiry approve of this.
(Assent.)

Gentlemen, we have come to the close of our delibera-
tions, and | thank you heartily in the name of the federated
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governments, and especially in the name of the Reichs-
bank, for the zealous assiduity which you have displayed
in the prolonged discussions of the day, for the valuable
and manifold suggestions with which you have favored
us. | hope, gentlemen, that | shall have the pleasure of
greeting you in the autumn in unimpaired numbers and
vigor, prompt as now with your suggestions and ideas.
In the meanwhile “Auf Wiedersehen!”
(Close of session, 8.15 p. m.)
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Monday, October 12, igo8— 10.16 a. m.

Chairman, Wirklicher Geheimer Rat Havenstein,
President of the Reichsbank direktorium:

Gentlemen: Let me welcome you in the Reichsbank
to a renewal of our discussions, and let me thank you for
coming in such numbers to resume your labors and dis-
cussions, as well as express the hope that our delibera-
tions may prove of great benefit to the economic welfare
of Germany and the interests of the Reichsbank, and
that they may achieve results worthy of your labors and
devotion.

I have first to inform you that the following members
of the committee of inquiry have asked to be excused
from appearing to-day: Freiherr Von Cetto-Reicherts-
hausen, who can not come until to-morrow, and Count
Kanitz, who may join us to-morrow, but possibly not
until the day after.

The following members of the committee of inquiry are
present: Messrs. Fischel, Fischer, Freiherr Von Gamp-
Massaunen, Gontard, Kaempf, Doctor Lexis, Mommsen,
Mueller (Fulda), Peter, Raab, Doctor Riesser, Roland-
Liicke, Schinckel, Doctor A. Schmidt, Singer, Doctor
Stroll, Doctor Wachler, Doctor Wagner, Freiherr Von
Wangenheim, and Doctor Weber.

One of the imperial commissioners, Ministerialdirektor

Weingartner, has had to excuse himself on account of
official business.
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The list of those present at the sessions will be kept
daily, and 1 shall therefore request the members to enter
their names.

It is in order now to open the debate.

Question I11.—What means are available to the Reichs-
bank for promoting the drawing of gold from foreign
countries, and for obstructing the outflow of gold to
foreign countries?

A.— How may the importation of gold be effectually
promoted? By suitable management of the
discount policy? By development of the for-
eign exchange business? By the granting of
advances free of interest or similar methods of
facilitating gold importations?

(B) What are the causes of an outflow of gold to for-
eign countries, and by what means may it be
prevented? What is the nature of the so-
called premium policy, under what conditions
is it applicable, and how does it work?

| propose, gentlemen, that we adhere to the method of
debate which was followed in the case of questions | and
Il of our question sheet, and which seems to have worked
very well—that is to say, that each member shall express
his opinion regarding the individual questions, as the
imperial chancellor is anxious to get the views of all the
gentlemen constituting this committee of specialists; but
I wish to say emphatically that | do not by any means
wish to restrict the members to this single expression of
their views. | should, on the contrary, be glad, and |
should appreciate it, if these individual expressions of
opinion were followed by general debate, so as to produce
a discussion calculated to throw light on each question.
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I think it would be best, just as was the case at the hear-
ings of the experts, to discuss the questions of the influx
and of the efflux of gold jointly, as it is practically impos-
sible to separate the two. | suggest that you deal with,
or, if you choose, touch upon, the question of the effect
of the discount policy in so far as it is determined by the
conditions prevailing in our national economy, or reacts
upon it. I think it would not be wise to deal separately
with the question of the international balance of payments.
The experience which we had in connection with the
special debate on this subject in the spring shows that there
is no getting through with this theme. If the balance of
payments is to be discussed at all, | would suggest that this
be done along with the discussion of questions A and B.
The questions pertaining to the organization of the
business of foreign exchange, advances without interest,
the gold market, and the gold-premium policy are in my
opinion such closely circumscribed subjects that it would
perhaps be better to leave them out in this first discussion
in order to deal with them separately later on, so that at

the outset we may be able to confine ourselves altogether
to the matter of the rate of discount, dealing with it par-
ticularly with respect to its effect upon the inflow of gold
and the prevention of its outflow.

Freiherr Von Gamp-Massaunen (proceeding to the
order of the day). | should like to ask the chairman to be
kind enough to inform me when and where a very im-
portant question is to come up for discussion— that relating
to the consumption of gold throughout the country in
the various industrial processes. This question is not on
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the question sheet, but it is one which has been treated
in a very thorough manner by those interested in the
subject, and | regard it as of great importance, inasmuch
as a considerable quantity of gold is withdrawn from cir-
culation through its employment in the arts.

The Chairman. | think we shall be able to take up
this question in connection with the outflow of gold.

Freiherr Von Gamp-Massaunen. The point named is
“ outflow of gold to foreign countries.” 1 am willing,
however, to have the subject discussed in that connection.

Doctor Strol1. Gentlemen, in considering the subject
of Germany’s stock of gold and the inflow and outflow of
the metal, what is paramount is our international balance,
which is not the balance of trade alone, but the balance in
the whole account of sums payable and sums receivable.
For us seated around this table to try to affect this balance
is attempting the impossible. This is a matter of the
national industry, and it is a matter of national polity in
the highest sense of the word. If we come forward here
as counselors of the Imperial Government, all that we
are called upon to do is to express our opinion in regard
to the expedients more or less radical that present them-
selves in the technical domain of banking and currency—
expedients which can not be determining factors in the
situation, but merely cooperate in shaping it.

If we were constantly to have an unfavorable balance,
Germany would be compelled to see an ever-increasing
fraction of its stock of the precious metal going abroad.
The question, therefore, tQ what extent we have a balance
against us is one that in my opinion we can not altogether
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get around. Unfortunately, this question is not one of
those that can be answered the moment they are put.
One of our experts made use of the refreshing expression
that he did not care a straw, not a pinch of snuff, for the
balance of trade. Of course, | am not prepared to go
quite so far as that; but there is one thing, however, that
I think we must admit, and that is that we have hitherto
not had any reliable gauge of our international balance;
and, as a matter of fact, we have none yet. We can
indeed figure out our balance of trade, but it is impossible
to ascertain the amount of our capital invested abroad
or of our investments in foreign securities. It is a ques-
tion in my mind whether the method of Professor Schaer,
which as you know has not remained unchallenged, is
sufficiently effective to supply this need. We are still
obliged to make conjectures and estimates and to be
satisfied with just a few indications bearing upon this
matter.

One of the main indications is, especially if we con-
sider a long stretch of time, the country’s stock of gold;
and not only the visible stock of gold in the banks of issue,
but also that invisible, or, at least, not measurable quan-
tity of gold which is circulating among the population
itself. With respect to this matter various opinions have
been expressed in the course of this bank inquiry. While
some have considered this gold circulation within the
country to be quite sufficient for the need, and even plen-
tiful, others, on the other hand, have expressed the view
that Germany has in a way reached a stage of anaemia
with respect to its gold. On this account, indeed, the
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suggestion has been made— it comes from Freiherr Von
Gamp— that a census be taken of the gold supply, which,
however, in my opinion, would for practical reasons be
utterly impossible.

It is my opinion that in this matter, just as in most
human affairs which are open to controversy, the truth is
probably somewhere about midway between the two
extremes. As | was on my way to Berlin last May to be
present at the bank inquiry the following considerations
relative to the gold question presented themselves to my
mind. As adirector of a bank of issue my daily experience
showed me that we have a currency pretty well saturated
with gold. 1 could see that in the Reichsbank and in the
private banks fluctuations in the stock of gold are very
guickly leveled out and that the ups and downs in the
record come pretty close to each other, all of which points,
of course, to the fact that there is gold to the stage of
saturation in our supply of the instruments of exchange.
Statistics had taught me, furthermore, that in the past ten
years— leaving out, of course, the year 1907— gold to the
amount of about one and a half billion marks was sup-
posed to have flowed into the German market. | knew
perfectly well, besides, that it is only in very exceptional
cases that the Reichsbank has raised its rate of discount
merely for the reason that gold was leaving the country.
And I also knew that Germany has been steadily growing
richer and is constantly making investments of capital in
foreign countries, and that the sums which Germany draws
from these investments in the way of interest, etc., would
much more than suffice to offset the amount by which the
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balance of trade is against us. | was aware, too, that
thinkers who have a broad outlook upon the economic
situation— such men, for instance, as his excellency, our
chairman—regard Germany as a creditor state, having in
the long run a balance in its favor, and that they consider
a temporary outflow of gold as of little importance. Fur-
thermore, | said to myself that such critical times as those
of 1907, such a conjuncture of a great domestic demand
and an international scramble for gold, are not likely to
repeat themselves. And finally—and this is a very
important point, with respect to which | agree perfectly
with Herr Von Gamp— | was acquainted with the official
estimate of the consumption of gold in the arts, which at
that time was assumed to be somewhere between
14,000,000 and 20,000,000 marks, and | considered such
an amount as of little moment with respect to the stock
of gold in the country.

If, actuated by these facts and considerations, which in
my opinion do not by any means justify a pessimistic view
of the situation, | adhere, on the whole, to my view, and
if 1 still believe that, while we have an unfavorable balance
of trade, we have a favorable balance of international
obligations, yet there is one point—and here | am coming
to the matter that Herr Von Gamp has touched upon—in
regard to which I must admit that | have been undeceived,
and that is in regard to the needs of the German gold
industry. | was astounded by the alleged figures of the
yearly consumption, running up to between 80,000,000
and 100,000,000 marks, as well as by the egoistic naivete
with which the representatives of the gold industry regard
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this assault upon the German coinage gold as, from every
point of view,, their prerogative, not only legally but
morally, taking it all as a matter of course. If it is true
that every year from 80 to ioo millions find their way into
the melting-pot, then indeed the pessimistic dread of
anaemia in the matter of gold is not to be reasoned away.

Freiherr Von Gamp-Massaunen. Hear! Hear!

Doctor Strot11. What does it all mean? And so we are
to take it that the gold which we purchase each year with
such painful toil, the gold that represents the surplus of
our national industry, is not devoted to our pressing mone-
tary needs, but is offered up to the Moloch of industry
[A voice: Moloch?]— at least of one industry, which, in my
opinion, is arrogating to itself altogether too much in this
matter of the use of our coinage gold. Of course, | am
not speaking of a Moloch of industry as a whole. |
clipped the force of this expression the moment it was
uttered, so as to guard against a false interpretation. I,
for my part, consider the recognition of the fact that we
are annually sacrificing between 80 and ioo millions of the
German coinage gold to the demands of industry one of
the most important fruits that the whole bank inquiry
has brought forth.

Freiherr Von Gamp-Massaunen. Quite correct!

Doctor Stroil. | regard it as a sort of warning which
we have received at the eleventh hour. And we may be
glad of this warning; the question is whether we are going
to heed it in the future. As far as | am concerned, the
fact that so much gold is swallowed up by the industrial
arts is sufficient, as I have said, to make me take a less
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optimistic view of.our gold situation in its entirety than
the view | took in May, when | first came here. This
consideration alone ought to justify each and all in urging
every means tending to encourage the importation of gold
and to hinder its outflow.

Let us ask ourselves what are these means, remembering
that in this inquiry we are to deal only with such instru-
mentalities as pertain to banking and coinage. In my
opinion—and Herr Von Gamp has anticipated me— the
guestion sheet which is to serve as our guide in these dis-
cussions needs an addition in the way of a question con-
cerning the consumption of gold in the arts. 1 should
like to dwell on this question for a moment.

In this matter a change will have to be made, not by
means of a revision of the bank law— we had better leave
the bank law alone—but by an amendment of our coinage
regulations. What we have to do is to introduce some
kind of provision in our coinage regulations that will tend
to do away with the evil in question. The coined gold
of the German Empire is gold of a specific kind; it is
worth while to guard it by imperial enactments, and it
is necessary to make some legal provisions with respect
to it. This coin gold is altogether different from the
international gold bullion, which is regarded as merchan-
dise, and which, for aught I care, industry can get hold of
to its heart’s content. When we are told that it is not
merely the German gold industry that is drawing upon the
nation’s fund of the precious metal to satisfy its needs,
but that this same fund is being made use of to a very
great extent by the Scandinavian countries, then | must
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say these are conditions that call for the intervention of
the Government. | am not a metallurgist and do not
pretend to know how to go about it myself. But it seems
to me in a vague way that the chemical science of Germany
ought to be able to devise some way, by introducing some
alloy or other in the composition of the coin gold, of pre-
venting industry from appropriating this gold regardless
of consequences—some sort of an alloy, | say, which,
while not depriving the gold of its fitness for coinage and
recoinage, would at least render its use in German industry
difficult. Personally | should not be sorry at all, in case
of necessity, to see a penalty imposed upon the use of the
German coin gold in industry, for the public good is para-
mount to the property rights of the civil law.

I now come to the question of the possible means of
increasing the gold supply as formulated under Head 111
of the question sheet. Fresh light has been thrown on this
question, as you all know, by the interesting and weighty
suggestions of our distinguished colleague, Herr Fischel.
Some of the means which he suggests strike me as desirable
and worth considering, while others appear less adapted to
the end in view. A very effective means in my eyes would
be the vigorous prosecution by the Reichsbank of the
foreign-exchange business. This comes naturally within
the province of a central bank, whose business it is to regu-
late the circulation of the currency and to be the guardian
of the monetary standard. The more completely the
Reichsbank takes charge of the exchange business, the
more it monopolizes it, in fact, the better. The Reichs-
bank would in this waj™ be at all times in close touch with
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the money markets as well as with trade in general, as
behooves an institution which proposes from its coign of
vantage to take a calm survey of the economic situation
and to influence it. I should like to see the Reichsbank
as accommodating and liberal in its dealings as possible,
subordinating its own business interests to the interests
of the public. | do not consider it necessary to enter into
details at this particular moment, all the more so as the
splendid expose which has been drawn up byGeheimrat
Von Lumm has made it evident that the new bank man-
agement in this very matter has struck out upon a path
different from that pursued by its predecessors,, that it
has profited by the lessons furnished by other countries,
and that it has already greatly improved the situation as
compared with the previous state of things. Of course
there is no use in imagining that we can accomplish every-
thing, for there is no way yet found of getting rid of the
foreign acceptance. The main trouble is always with the
English acceptance, and regarding this in particular
Geheimrat Von Lumm expressed himself very guardedly,
in my opinion rather too optimistically, if 1 may venture
to say so, for he hinted at the contingency of war and
fancied he ought to appeal to The Hague conference.
For my part | must say that | would not give a straw for
this kind of comfort, for if we were to set about now to
mobilize our army the Reichsbank would, as was the case
with the Rank of France in 1870, start up at once as a war
bank and as a national bank, and the enemy would have
the job of a financial fight with us. If the English bills of
exchange in the hands of the Reichsbank should make an
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extravagantly big lot, they will in time of war undoubtedly
be immobilized from time to time. Whether that be a
great misfortune is not so certain. On this account also
I am not in favor of having the foreign bills of exchange
reckoned as part of the bank’s stock of gold, as has often
been urged. For, as | have said, in the event of a future
war, there is going to be more of a financial contest than
has been the case hitherto. If the business of foreign
exchange, by reason of the meager returns in the wav of
interest and more or less loss in the matter of exchange,
makes some demands upon the unselfish spirit of the
Reichsbank, the same thing is true in a much greater
degree in the case of the so-called “inducements” which
the Reichsbank in various ways offers to the gold import-
ers. Such a way of promoting the inflow is certainly very
commendable. The newly-shaped activity of the bank
has already shown quite extraordinary results, and if the
Reichsbank intends to continue on this course and suc-
ceeds in taking the gold that comes to Europe in the spring
and autumn and reserving part of it for its needs, |
believe we shall have made a great step in advance. We
can certainly point already to decided progress. We
financiers in the interior of Germany are not in a position
to give much advice regarding the traffic in gold, as we see
too little of it.  As for myself, it would be presumption on
my part to do so.

For the same reason | hesitate to express any opinion
regarding the suggestions of our distinguished and well-
informed colleague, Herr Fischel. | can hardly say
indeed that my opinion amounts to much more than a
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general impression. My impression is that we have before
us a specialist of the first rank, who has taken the results
obtained from the observations and experiences of many
years and condensed them into a precise expression of his
views, which is highly deserving of our consideration.
The fundamental idea of Herr Fischel that Germany
ought to have a place in the sunlight in the matter of the
traffic in gold and the acquisition of the metal resulting
therefrom, and that she ought to free herself from the
fetters which she has placed upon herself, | consider per-
fectly sound. Among the means which he particularly
suggests for attaining this end are the abolition of the
seigniorage which is laid upon the Reichsbank, the estab-
lishment of a gold market in Berlin, and, in connection
with this, the establishment of a gold refinery.

I believe firmly in the proposition that the Reichsbank
be relieved of the expense of coinage. The bank is doing
all that can be asked of it in behalf of the public good.
As to whether the establishment of a gold market in
Berlin along the lines suggested by Herr Fischel is practi-
cable or not, |1 have no opinion to express one way or the
other. As | have said before, | am too far away from
the field to assume the attitude of one who thinks he
knows. What | am able to say, however, is that | shall
welcome every measure aiming to secure for Germany
as large a share as possible of that precious commodity of
all nations which we call gold. And if now and then this
has to be achieved at some sacrifice, | am none the less
in favor of it, as | consider the whole thing consistent with
sound principles of economy. For even the temporary
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possession of gold may be of the utmost importance to us,
and the more gold we manage to secure, the more readily
shall we be able in untoward times to hold on to it, and
the closer shall we get to the view of our good old Ludwig
Bamberger, who used to say that there is no sense in being
excited if occasionally a couple of dozen millions of the
precious metal slip out of the country, as they are pretty
sure to return with the advent of better times. We should
not feel ourselves compelled in the case of a legitimate
outflow of gold, such as took place in 1907, to interpose
various difficulties and vexatious impediments, a pro-
ceeding which may have appeared very patriotic but which
in my opinion did more to lower us in the estimation of
the world at large than has been generally supposed.
Dealings in foreign exchange, inducements in favor of
gold imports, and the measures suggested by Herr Fischel
are all links in a single chain, not of uniform strength
indeed, but as a whole very powerful and capable of
producing important results.

Having referred to these practical measures for the pro-
tection and security of our gold supply, | shall just take
the liberty of saying a few words concerning one less
practicable and another altogether impracticable means.
The less practicable means is the one which | shall desig-
nate as screwing up the discount; the utterly impracti-
cable one is the putting of a premium on gold.

The operation which | call screwing up the discount
has no permanent effect in the way of causing an accession
of gold but merely a temporary one, due to the attraction
to the bank of short-term funds, which perhaps, as an
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addition to our working capital, we can not always spare,
even if the cost be excessive. On the other hand the
higher rate of discount is such a burden upon our domestic
economy that we can not in the long run get along with
such a system. | repeat.then, in the long run under a
gold standard, this is an unpractical means because it is
burdensome to our industry and occasionally has even the
effect of choking it.

As regards the scheme of putting a premium on gold,
| should consider any attempt to introduce it, or to
carry it through, simply fatal. What sense is there in
adopting this alleged method of protecting the gold supply,
which in the land of its birth, in France, has been almost
completely abandoned and is being replaced by a rationally
adjusted foreign exchange and discount policy? Why
should we adopt a means which may perhaps protect the
gold in the bank but as a result of which the gold in circu-
lation will all the more easily become the prey of the
exporter? What is the use of constantly bringing up the
conditions in France in the discussion of our own situation?
They are not at all applicable, being fundamentally differ-
ent from our own. And in my opinion the conditions here
are in many ways so vastly more sound and normal than
those prevailing in France that any analogy with reference
to our situation would be wholly illogical. And why
should we, by putting a premium on gold, plunge the
German public everywhere into strife, excitement, and
turmoil merely in order by doubtful means to protect—
and that is only a supposition—a nation’s stock of gold
which protects itself without artificial means and without
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any change in the foundations of our monetary standard,
simply through the ordinary course of events? | am so
thoroughly convinced that there are but few in this com-
mission, and perhaps none at all, who are advocates of this
premium idea that | hardly think it necessary to proceed
beyond these few remarks.

In all questions concerning gold and our policy with
regard to it the Reichsbank stands at the fore. To it as
the legally constituted guardian of the monetary standard
new tasks are constantly assigned, entailing trouble and
sacrifice, while at the same time it is expected to apply
more searching and comprehensive methods to the dis-
charge of its previously existing functions. The Reichs-
bank knows what everyone knows, that we have entered
upon a new age, and that this means new methods, new
aims, and new duties. The fiscal and more or less bureau-
cratic standpoints which in past years have largely char-
acterized the bank’s policy are gradually disappearing,
relegated to the background. The spirit that is now
asserting itself absolutely above all else is the consciousness
of the national character of the institution, a regard for the
public good, divested of all considerations of private gain.
I cannot help thinking that the Reichsbank is now entering
upon a new phase of development, tending toward a loftier
plane and still higher aims, and there is a general impres-
sion that the new management, without departing from its
time-honored traditions, does not underrate the problems
of the present and is not going to shirk its duties. | am
sure that every patriot has reason to congratulate the
Reichsbank heartily on its past record and on its deter-
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mination to adapt itself to the needs of the present
situation.

The Chairman. | would once more suggest to the mem-
bers that in order to prevent these discussions from being
too desultory, they reserve the questions relating to the
conduct of the foreign exchange business, the gold market,
and the gold-premium policy for future separate discussion,
and confine themselves for the time being to the general
question of the discount policy of the bank with reference
to its effect in attracting gold and preventing gold exports,
as well as upon the domestic situation generally.

Freiherr Von Gamp-Massaunen. Do | understand that
the suggestions of Herr Fischel in regard to the drawing of
gold from abroad may be discussed in this connection?

The Chairman. | will ask you to include in this discus-
sion such questions as that of the gold market.

I have to inform you with reference to the suggestions of
Doctor Stroll respecting the danger to our standard coinage
resulting from the melting down of large quantities of Ger-
man gold, that we have since last spring been doing the
very thing that he has proposed and have consulted the
various assay offices, mints, etc., in regard to the possibility
of restricting this use of the standard metal in the arts
by means of some alloy. We have not received all the
reports as yet. As far as they have come in, however, the
result is emphatically negative. We are told that no
means has as yet been found of treating the metal in such
a way as to leave it suitable for coinage and at the same
time to render it unavailable for industrial purposes.
Gold that admits of being coined can just as easily be con-
verted to the needs of industry. Thus far, | repeat, the
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answers are not affirmative, but we are still awaiting
further reports.

Doctor Riesser. | will take the liberty of asking the
chairman to reconsider whether the plan of dealing sepa-
rately with the foreign exchange business and the gold
premium is really practicable. | must say in all modesty
that |1 do not think it will work. There is such a close
connection between the subjects that it is almost im-
possible in discussing the question of the inflow of gold
or the possibility of preventing the export of gold to abstain
from making some slight reference here and there to
foreign exchange or the fastening of a premium on gold.
But whoever happens to speak will hesitate to treat of
such weighty questions merely by way of allusion and in
an incidental manner, especially when these subjects are
introduced for the first time. 1 would ask the chairman,
therefore, to consider if it is not practicable for us to dis-
cuss these questions also, with the proviso that, in case
it should turn out—which, however, | do not believe—
that these questions have not been fully discussed, we
shall deal with them once more each by itself.

The chairman. | have no objection to having the
question of the gold premium discussed along with the
other question? in a merely cursory way. | believe, how-
ever, that the subject is so very broad that the moment
contradictory views clash with each other in this com-
mission it will be utterly impossible to do otherwise than
discuss the question thoroughly apart from everything
else. If the members of the commission are unanimous
in regarding this matter of a forced gold premium as some-

204

Federal Reserve Bank of St. Louis



Digitized for FRASER

Bank Inquiry of 1908

thing impracticable and are not inclined to go deep into
the question, we shall at all events soon get through with
it. But I should like to wait and see whether the exchange
of views is not going to develop into a thorough discussion,
which | should indeed consider highly desirable.

Freiherr von Gamp-Massaunen. | should like to second
the request of Doctor Riesser. | hardly believe that there
will be any protracted discussion regarding these two
points in particular. Each one of the speakers will take
occasion to define his attitude in a few strokes. It will
expedite business very materially if we can settle the
matter right here. Judging by the course of the dis-
cussions in the commission— the president did not attend
all the sessions— I have come to the conclusion that there
is not going to be any great diversity of opinion inthe
commission in regard to this matter of a gold premium.

The chairman. Very well, gentlemen, suppose we try
the experiment of including these two subjects in the dis-
cussion of the question before us. We shall see how far
we can get.

Mr. Gontard. Chairman and gentlemen, just after a
banker has had the floor [interruption] or at least a repre-
sentative of the banking fraternity, it may appear some-
what presumptuous for one who does not belong to that
guild to get up and address you. | shall begin by pro-
testing against the expression which we have just heard
applied to our manufacturing industries, “ that Moloch of
industry,” even if the author of it saw fit to recant in a
measure.
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| say, gentlemen, that if the members of this commission,
as one of the experts has put it, have been summoned as
physicians on account of the general financial depression
of 1907, which affected above all our manufacturing indus-
tries, to make a diagnosis upon our national body and, as
skilled hygienists, to advise regarding the best way of
bringing our gold circulation or our impoverished capital—
I will not call it blood— into better condition, it is natural
for us to ask: Which parts of the body were to blame for
the ailment?

It will not take us long to find out that the situation in
the autumn of 1907 was not an actual sickness but rather
a healing process, partaking of the*nature of fever, which
the overstrained body— the whole body—was undergo-
ing, for, as Menenius Agrippa put it in his fine way to
the ancient Romans, it is not possible to separate the
individual parts from the whole body. And therefore |
protest against putting the blame for the trouble on any
single part, as, for example, our manufacturing industries.
All the various parts were involved, and even those that
could not be held responsible were obliged to yield to the
combined pressure of the others.

Our people as a whole has not gone beyond its means,
for the national wealth is very great; but it has not been
able for a while to accommodate its expenditure to its
income. This trouble begins unfortunately with the
Empire, whose finances the representatives in the Reichs-
tag propose to straighten out, and spreads to the munici-
palities and the educated classes, who are too anxious to
live well and up to the standards of fashion to be able to
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lay aside much money. That there have been large
numbers of people who have been saving money is evinced
by the 15 billion marks in the savings banks and the three
and a half billion in the loan associations and banks,
in so far as these represent actual savings. But, all the
same, this is much too little considering the demands of
German enterprise, taken in conjunction with the rise in
price of raw materials within the last few years. Neither
are the funds of savings banks, which are invested in
mortgages, sufficiently elastic to help us tide over a period
of financial depression. Nor should they be used for such
a purpose, for that class which brings its money to the
savings bank consists of people of the least means in the
whole country, and it is certainly not the class whose
wealth ought to be invested in risky undertakings. | am
not aware that there is any table giving the statistics of the
various classes of depositors in the savings banks. If
there were such a one it would comprise, or at least it
would have comprised up to a short time ago, many more
members of the laboring classes than one would imagine.
To show how difficult, how impossible, it would be to find
out, even with the aid of statistics, what section of the
population is ultimately responsible for the financial
depression, | am going to give you an example from my
own experience.

The ordinary conditions of sale in the soap business are
several months’ time or a small fixed discount for cash, at
the option of the purchaser. An occasional increase in
the discount is not practicable, because times and prices
change and it is impossible afterwards to get down the
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discount to what it was originally. In those rural districts
in which consumers’ leagues and cooperative stores have
not been introduced as yet, and where the retail mer-
chants (who belong chiefly to the middle class) are conse-
gquently prosperous, it is the common custom of the store-
keeper, who in ordinary times avails himself of the
discount, to defer payment in times of stringency as far as
he can in order that he may make the most of the money
that comes in from his customers by using it for all manner
of business transactions, as, for example, the buying up of
farm produce. Now, if | am obliged, by the fact of my
customer not paying me, to get my notes discounted at
my bank to a large amount or to secure large loans on
collateral, then the sums in question will figure in the
statistical table under the head of manufactures. But the
money is not there at all. Is this sum, which was required
for the general need, to be charged to manufactures, in
spite of my not having enlarged my factory in the least;or
to the retail trade, to which my customer belongs; or to the
banking business, because my customer thought perhaps
that he would make the most of the opportunity by
speculating on the exchange; or to agriculture, because the
farmer either did not settle with my customer or else sold
some commodities to him which, under less favorable
conditions, would have remained unsold or disposed of
somewhere in a less profitable way? And just as it is with
me, so it is wiith every sort of manufacturing industry and
business that is not enabled, by the formation of cartels
or by the possession of some special advantage, to dictate
strict terms of payment to its customers. That is what it
all amounts to.
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