
ANNUAL REPORT ON THE FINANCES. 

TKEASURY DEPARTMENT, 

Washington^ November ^(?, 19W. 
S I R : I have the honor to make the following report: 
Transitio:Q and adjustment have marked the course of the country's 

business during the last 12 months. Forces of broad sweep and 
intensity have operated. They have been world-wide and conse
quently beyond the possibility of control by any industrial group 
or even by nations. During the war forces were set in motion which 
no Government could or did controL No Government succeeded, 
for instance, in checking the rising tide of costs and prices. After 
the armistice, with the return of millions of men to productive activi
ties, with the beginnings of more normal conditions everywhere, 
with the restoration of better transportation on land and sea, and 
with the fuller contribution of nations once more to the world's 
stock of goods, reverse forces were set in operation which no Govern
ment can thwart. These forces were the natural aftercurrents of 
a World War and resulted in a financial and industrial cycle typi
cal of periods immediately following great struggles, but of unpar
alleled intensity. They set up very complex problems, which have 
sorely taxed the best thought of private and public leaders every
where; but this Nation faced them with characteristic calmness; 
dealt with them for the most part with marked effectiveness; pro
ceeded in orderly fashion; and is now slowly and cautiously, but 
confidently, feeling its way to more sound and stable conditions. 

That a Nation which so splendidly withstood the greatest financial 
strain of history can now satisfactorily cope with the much less 
serious situation confronting it and attain its objective would seem 
to admit of no reasonable doubt. I ts failure to do so would be a 
reflection, on the patriotism as well as on the intelligen<ie of its 
people. I t emerged from the war incomparably strong. I t has 
immense liabilities; it has great debts; but it has enormous resources, 
and the only question is whether it will utilize and direct them 
wisely. The need of the exercise of plain common sense, of patience, 
of the effective realization that burdens of war do not end with the 
fighting, of hard work, of thrift and of economy, private and public. 
Federal, State, county, and municipal, is so obvious as to render 
emphasis and discussion of it unnecessary. 
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2 REPORT ON THE FINANCES. 

The industry of this Nation during, the^ period to which reference 
has been made parsed through several fairly well-defined stages. 
The first, extending through last winter, was marked by a continu
ance of business and credit expansion, great commercial activity, 
high and rising wages and prices, and free and extravagant spending 
on the part of many, coupled with general growing restlessness and 
anxiety over high prices and the cost of living. Indications of a 
change appeared toward the end of February. Hints of a possible 
reduction in the volume of business began to be thrown out; recogni
tion of an undue credit expansion was manifested; and there was a 
waning of speculation in commodities. This was followed by a few 
weeks of hesitation and of lessening extravagance and by a period 
of care in buying, of slight declines of prices here and there, of at
tempts to hold goods for higher prices, of adcjed credit strain result
ing in part from efforts to hold goods off the market and intensified 
by an exceptional congestion of railroad traffic, and of cancellation 
of orders, first for shoes and woolens and later for cotton goods. In 
July these mQvements were very noticeable. I t was a month of 
unmistakable transition. Transportation continued to be inade
quate, reckless spending decidedly declined, cancellation of orders 
increased, further indications of falling prices appeared, a pro- • 
nounced check of speculation in financial centers occurred, liquida
tion of stocks held on a speculative basis proceeded, a number of 
manufacturing establishments were closed, some unemployment de
veloped, and a halt had been called to undue credit extension. 

These conditions called for care on the part of all financial agencies, 
but this was taken and business began to adjust itself to the new 
basis and to feel its way with due confidence. 

Scarcely had this point been reached when problems, in part, of an 
opposite sort were presented for consideration by the Treasury and 
the banks of the Nation. The harvest season came on and the Nation 
was confronted with the task of marketing one of its record crops 
at a time when transportation facilities were still unsettled and when 
Europe's demand for food and raw materials was lessened partly 
by reason of her own larger self-sufficiency arising from the return 
of millions of her people to productive efforts, partly because of the 
lack of security and credit in some of her nations, and partly because 
of the restoration of more normal conditions in marine transporta
tion and the consequent reappearance of the products of distant 
countries in the markets of the world. 

The banks of the Nation were called upon to finance the marketing 
of crops in a gradual and orderly manner. And more than tha t : 
they and the Treasury were insistently called upon by a considerable 
number of individuals to facilitate the holding of commodities off 
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the market for an indefinite period so that a predetermined price 
might be realized. The latter was impracticable; the former was 
feasible, but not easy. I t was rendered difficult by the very abun
dance of the crop yields, by disturbed conditions existing particu-
larty in Central Europe, by reduced buying power in most parts of 
that continent, and by the failure of our people heretofore to develop 
more adequate storage facilities for farm products and of the farmers 
particularly more satisfactorily to solve their marketing and financial 
problems by larger resort to legitimate cooperative undertakings. 

The beginning of the crop-moving season found the banks with 
credits still largely extended. The expansion of credit which was 
marked during the^war did not end with the armistice. When the 
fighting ceased, there was a real apprehension everywhere that there 
might be industrial stagnation, unemployment, and reduced produc
tion. The appeal was that business should go forward. Business 

^men and the banks in whose hands the initiative lay responded and 
liberal credits were extended. Between the armistice and October 1, 
1920, the loans and investments of all banks increased, it is estimated, 
more than $7,000,000,000 and Federal reserve notes more than $740,-
000,000. In January, 1920, on the recommendation of certain Federal 
reserve banks, steps were taken, partly through higher rates, to 
control the undue credit expansion; but it persisted. We were threat
ened with a continuance and extension of the cycle of rising prices, of 
demands of labor for additional wages, and with a situation which 
might make it difficult for the banks to give adequate aid in emer
gencies. Further steps were taken and for a few weeks in the early 
summer the brakes worked and something like an equilibrium was 
established. Still in the period from January 23, 1920, when the 
advance was made in the discount rates of the Federal reserve banks 
to 6 per cent for commercial paper, to the end of September, the loans 
and investments of all the banks in the countr}^ expanded, it is esti
mated, approximately $1,000,000,000, and the Federal reserve note 
circulation $460,000,000. But what is more important is the fact 
that accommodations extended to agriculture, industry, and com
merce increased, it is estimated, in the same period more than 
$3,000,000,000 and possibly nearer $4,000,000,000, this large growth 
in the accommodations for agricultural, industrial, and commercial 
purposes being made possible by the shifting of funds following the. 
reduction of loans on Government paper and against stock and 
bond collateral. In the period from the beginning of the crop-
moving season in July of this year to October 16 the bills discounted 
and purchased by the Federal reserve banks gained at an average 
rate of $22,000,000 a week and the Federal reserve note circulation at 
the rate of $20,000,000. 
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The banks of the Nation generally recognized their obligation to 
see that the fundamental activities of their several communities were 
supported. As indicated, they.largely increased their accommodation 
for agriculture, industry, and commerce. Loans for speculative pur
poses were discouraged and largely reduced. Where discrimination 
had to be exercised loans for essential purposes were given prefer
ence ; and Federal reserve banks in the industrial sections rediscounted 
in large volumes for those in crop-moving sections. There was not 
only no contraction, as was asserted in many quarters, but an actual 
considerable expansion of credits. But still, for reasons beyond the 
control of banking establishments, or of the Government, prices of 
farm products fell, and fell suddenly; and those who were distressed 
began to look in other directions for relief. 

The first impulse of many who were searching for a wa}^ out was 
to turn to the Government, and especially to the Treasury, as the 
sole instrumentality for full economic salvation. This disposition,^ 
well developed before the war, was reinforced during hostilities by 
practices of the Government which became necessary for the success
ful prosecution of the war and for the preservation of national life. 
I t is the same disposition which causes resort to the Government for 
appropriations for all sorts of enterprises, many even of a purely 
local character. I t is this disposition, rather than self-aggrandizing 
efforts of Federal departments to extend their functions, which is the 
main explanation of mounting Federal budgets and of centralizing 
tendencies frequently criticized. If there is a fault, and that there is 
one there is little doubt, the blame must rest largely on the public 
which remains quiescent while interested groups are clamorous. 
When the people appreciate this fact there will be a remedy, and not 
until then. 

This attitude so extremely manifested is unwholesome and menac
ing, and it is of the highest importance tha t individuals and com
munities return to a normal degree of self-help and self-reliance. 
We have demobilized many groups, but we have not demobilized those 
whose gaze is concentrated on the Treasur}^ In the circumstances 
producers whose products could not be satisfactorily marketed and 
whose prices were falling demanded that the Treasury intervene. 
They asked either that it deposit money in certain sections or that the 
activities of the War Finance Corporation be resumed. 

Neither of these things was feasible. The Treasury had no money 
to lend and no money to deposit except for Government purposes. I t 
is not in the banking business and should not be. I t is borrowing 
money periodically to meet current obligations at a cost of about 6 
per cent. On several occasions before the Federal Reserve System 
was instituted the Secretary of the Treasury, at a time when the 
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Treasur}^ hacl a surplus, did deposit small sums of money in banks in 
various sections of the country to meet emergencies; but this neces-
sit}'' is obviated by reason of the existence and practices of the Federal 
Eeserve System, and it is interesting to note that during the recent 
strain Federal reserve banks in certain sections of the country re
discounted for banks in crop-moving sections approximately six times 
as much as was ever deposited for crop-moving purposes by the Sec
retary of the Treasury. 

Furthermore, the War Finance Corporation was a war agency and 
was created to help win the war. I t was clearly desirable that war 
agencies should cease to function as quickly as possible. The only 
power of the corporation which had any possible bearing on the situa
tion is ohe which was inserted after the a:rmistice with a particular 
possible state of facts in view. Fearing that with the cessation of 
exports for military purposes after the armistice, exports might not 
go forward. Congress empowered the corporation, in order to pro
mote commerce with foreign nations, to make advances under certain 
conditions. The War Finance Corporation had no money of its own. 
I t or the Treasury would have had to borrow the money, and borrow 
it at a cost of about 6 per cent. And they were called upon to do 
this to stimulate exports which were going forward in such volume 
as to continue the already existing derangements of international 
exchange. Exports did not decline; they increased at an astounding 
rate. 

While the prewar exports had risen to about tAvo and one-half 
billions of dollars, and while in 1918, the last year of the war, they 

' were valued-at $6,000,000,000, they rose in 1919 to 7.9 billions and 
are going forward this year at the rate of over 8 billions, and ap
proximately 50 per cent of these consists of agricultural products. 
I t is clear that the condition contemplated by the Congress did not 
arise. Exports have gone forward in enormous volume and are 
being privately financed. Individuals or firms have not been unable 
to obtain funds with which to finance exports. But there are limita
tions imposed by an unfortunate situation. This country has not 
yet found itself able to join the other civilized nations of the world 
in establishing a prompt peace, upon the full restoration of which, 
as the recent Brussels conference correctly stated, improvement of 
the financial position of the world largely depends. And, further
more, as the same body pointed out, borrowing countries of Europe 
lack sufficient satisfactory securities. This is the chief obstacle in 
the way of their securing credit, and this obstacle the Government 
of this country can not remove. 

In the midst of such forces and happenings the Treasury pursued 
its course and discharged the duties imposed upon it by law. Tasks 
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under its care have been heavy, but they have yielded to patient 
treatment, and for the most part the various services have devel
oped satisfactorily. The Nation's finances in particular have shown 
marked improvement. The total ordinary receipts of $6,694,565,-
388.88 for the fiscal year 1920, on the basis of the daily Treasury 
statements, exceeded those for 1919 by $1,542,308,252.45, while the 
total net ordinary expenditures decreased from $18,514,879,955.03 to 
$6,403,343,841.21. 

The gross public debt, which reached its highest point on August 
31, 1919, amounting to $26,596,701,648.01, had dropped on October 
31, 1920, to $24,062,509,672.96, on the basis of daily Treasury state
ments.- Of very particular significance is the marked disappearance 
from meinber banks of Government war securities held by them and 
the reduction of their loans on such paper. On May 2, 1919, hold
ings by 771 member banks in selected cities of Government war 
securities and loans on such paper, exclusive of rediscounts, aggre
gated $4,083,193,000, while on October 29, 1920, those of 823 member 
banks in the same cities stood at only $1,750,638,000. On May 2, 
1919, the bills held by Federal reserve banks secured by Government 
war obligations amounted to $1,788,068,000 and all other bills to 
$373,999,000, while on October 29, 1920, the former had been reduced 
to $1,203,905,000 and the latter had increased to $1,895,767,000. This 
fortunate result was brought about in part by the reduction of the 
public debt, especially of the floating debt, but more particularly by 
the distribution of the securities among permanent investors. 

The cessation of the Treasury's borrowing, except through short-
time certificates of indebtedness, was also a matter of consequence 
to the people of the country as a whole as well as to the holders of 
Liberty bonds and Victory notes, and has had an important bearing 
on the matter of effective credit control. The year has been charac
terized by the progressive relative withdrawal of the Treasury from 
the domestic credit market and from a position of dominant in
fluence. By the beginning of the fall this withdrawal had reached 
the point where the influence of Treasury borrowing was compara-^ 
tively limited. The future course will necessarily depend upon the 
extent to Avhich economies are practiced and the amount of the 
burdens placed upon the Treasury, as well as upon the industrial 
developments and the maintenance of tax receipts on a sufficiently 
high level. 

The action of the Treasury Department on matters of importance, 
its financial program, and its proposals on the several matters within 
its province, are set forth at some detail in the following discussion: 
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ANNUAL REPORT ON THE FINANCES 

TREASURY DEPARTMENT, 

Washington^ November 28^ 1921. 
SIR : I have the honor to make the following report: 
From the point of view of the Treasury the past year has been 

marked by important developments. I t has been, first of all, a 
period of pronounced economy and retrenchment in Government ex
penditure. The war brought with it a new scale of expenditure, and 
for some time after actual hostilities ceased the Treasury had heavy 
obligations to meet on account of the war. Expenditures in the fiscal 
year ended June 30, 1920, amounted to almost $6,500,000,000,-while 
for the fiscal year ended June 30,1921, ordinary expenditures, includ
ing sinking fund and miscellaneous fixed-debt charges, still ran over 
$5,500,000,000. This cash outgo it has been the constant endeavor of 
the administration to reduce, and it now expects to hold expendi
tures on the same basis for the fiscal year 1922 down to $4,000,000,000, 
or thereabouts, a reduction of about $1,500,000,000 below the year 
1921. In some measure this reduction reflects the liquidation of war 
liabilities, but to an important extent it represents a reduction in the 
cost of Governihent. From either aspect it means a reduction in 
the tax burden. On June 10, 1921, the act to create a Budget system 
became a law, and by the end of the fiscal year 1921 the Bureau of 
the Budget was organized and established. I t has already proved 
to be a most effective arm of the Executive to enforce the determina
tion to bring about a reduction in Government expenditures. 
Through the Bureau of the Budget and the heads of the several de
partments and establishments it has been possible to exert continued 
pressure for economies in administration, and by this means as well 
as through the coordination of Government activities under the gen
eral supervision of the Bureau of the Budget important savings have 
been accomplished. For the first time in its history the Government^ 
has an agency equipped to put pressure upon the spending offices to 
reduce expenditures, and the results already accomplished constitute 
one of the most encouraging developments of the year. 

Another effective force which has made for continued reduction 
in Government expenditures has been the shrinkage in current rev
enues, coupled with the necessity of a thoroughgoing revision of the 
internal-tax laws so as to reduce the burden of taxation on the com-
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munity. At the outset it appeared from the estimates that addi
tional taxes might be necessary to supply deficiencies in the reve
nues unless there were striking cuts in expenditure. The de
termined efforts for economy, however, have resulted in cutting 
expenditures for the current fiscal year over $400,000,000 below the 
amount originally estimated to be necessary by the spending depart
ments, and this in turn has made it possible to proceed with the 
revision of internal taxes on the basis of a substantial cut in revenues. 
The result is that the revenue act of 1921, approved November 23, 
1921, has made a substantial reduction in the tax burden, running 
over $800,000,000 for the fiscal year 1923, as compared with the old 
law, and at the same time has provided for the repeal or reduction 
of several of the most vexatious and burdensome taxes and for the 
simplification of the taxes that remain in force. 

During the past year, furthermore, the Treasury has made 
substantial progress in the refunding of the short-dated debt and 
has already succeeded in bringing about a better distribution of 
the early maturities of the debt, which should greatly facilitate the 
refunding operations incident to the maturity of the Victory Liberty 
loan. The Treasury announced in April that it would be the policy 
to vary its issues of Treasury certificates from time to time with 
issues of short-term notes in moderate amounts, and two issues of 
Treasury notes have already been successfully floated, on June 15 and 
September 15, 1921. In consequence of these operations it has been 
possible to refund about $700,000,000 of the short-dat^d debt 
into later, maturities, to reduce the Victory notes outstanding 
to about $3,600,000,000, and at the same time to bring the out
standing amount of Treasury certificates down to about $2,300,-
000,000. With this better distribution of the debt and with lower 
rates for money, the market prices of outstanding Liberty bonds and 
Victory notes have shown marked improvement during the last six 
months. Victory notes have touched par and arre consistently quoted 
at about par, while the several issues of Liberty bonds are now selling 
at prices ranging from about 95 to about 97, or on an average about 
10 points higher than a year ago. Treasury certificates of indebted
ness which a year ago the Government was selling at interest rates of 

»5f and 6 per cent, have recently been sold for 4^ and 4^ per cent, and 
all issues outstanding are quoted at par or above. These develop
ments in respect to the public debt are most encouraging and indicate 
that the Treasuiy should be able to proceed in an orderly way and 
without undue disturbance to business with the great refunding 
operations that will be needed in connection with Victory Liberty loan 
and other short-dated debt outstanding. The maturity within the 
next 18 months of almost $6,750,000,000 of short-dated debt still 
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dominates the situation, however, and make's it imperatiA^e that the 
Government pursue a policy of the utmost economy and avoid new 
undertakings that would throw additional burdens on the Treasury 
and embarrass the refunding operations. The 1918 series of war-
savings certificates matures on January 1, 1923, and the. Victory Lib
erty loan on May 20, 1923. Treasury certificates of various series, 
aggregating about $2,300,000,000, will also mature within the year. 
The greater part of this debt will have to be refunded, and the 
orderly conduct of the refunding operations will require the Treas
ury's best attention for some time to come. 

T H E REFUNDING OF T H E SHORT-DATED DEBT. 

At the outset of the present administration of the Treasury steps 
were taken toward making the short-dated debt more manageable. 
Earlier plans for the gradual retirement of loan and tax certificates 
had been disarranged because of continued heavy current expendi
tures, particularly on accoimt of the Army and Navy and the rail
roads. The Treasury, therefore, announced the policy of issuing 
from time to time short-term notes in moderate amounts with ma
turities of from three to five years, in order to distribute the short-
dated debt over a series of years ranging from 1923 to 1928. The 
neAv policy was first outlined in the following extract from the 
letter of the Secretary of the Treasury to the chairman of the Com
mittee on Ways and Means of the House of Eepresentatives, on 
April 30, 1921: 

Tbe estiniates of receipts and expenditures for both 1921 and 1922 show 
clearly that while this Government has definitely balanced its budget, the sur
plus of current receipts over current expenditures will not quite'provide for 
wliat niay.be termed the lixed public debt redemptions, and that unless expendi
tures are sharply reduced there will be practically no funds available in these 
years for the retirement of the floating debt represented by loan and tax cer
tificates outstandhlg. The estimated current surj^lus in both 1921 and 1922 
will be absorbed (1) by current redemptions of war savings securities, redeem
able substantially on demand; (2) by purchases fs)v the cumulative sinking 
fund; (3) by acceptance of Eiberty bonds and Victory notes for estate taxes; 
and (4) by miscellaneous otber debt retirements which must be made each 
year in order to comply with existing law" or with the terras of outstanding 
securities. This means that the Treasury's earlier expectations as. to the re
tirement of the floating debt have been upset by the continuance of unexpect
edly heavy current expenditures during the past 12 months, particularly on 
account of the Army and Navy and the railroads, and that the Government can 
not now expect to retire any material portion of the two and one-half billions 
of floating debt now outstanding during the fiscal years 1921 and 1922 out of 
the current revenues. It means also that the country can not look to any plan 
for funding the floating debt to reduce the burden of internal taxes during the 
next two years. Substantial cuts in current expenditures offer the only hope 
of effective relief from, the tax burden. 
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ANNUAL REPORT ON THE FINANCES. 

. , TREASURY DEPARTMENT. 

Washington, Novemher £0, 1922. , 
S I R : I have the honor to make the foliowiilg report: 
The 12 months which have passed since the last annual report 

have been marked by further liquidation and recovery from depress 
sion, and, more recently, by a substantial revival of business. Prices 
of commodities have risen materially and inventories generally are 
low, the volume of business has ^been mounting to higher levels, 
and labor throughout the country is again fully employed: 'The 
year is closing with bountiful crops, and the severe depression in 
agriculture has been relieved. Many of. the sections- which a• year' or 
so ago were in a precarious condition are to-day working out -Of their 
difficulties and gradually paying their debts. A few weak spote 
remain, but banking conditions generally are sound, morieyriates sire 
reasonable, and there is sufficient credit ayailable to meet alTlegiti^ 
mate demands. The waste of war is being repaired, and- even 
abroad there are signs of progress in reconstruction. In the Treasury 
the year has seen a reduction in the gross debt amounting to about 
$1,000,000,000, a balanced budget for the fiscal year 1922, showing 
,a surplus of over $300,000,000 above expenditures, and substantial 
progress in the refunding of the short-dated debt, which has now 
been reduced to. manageable proportions. These developments are 
all helpful, and aflford the basis for a revival of business, and industry 
on sound lines. 

There are, however, factors operating which contain elements of 
uncertainty and make it difficult to determine the nature and extent 
of the revival which is in progress. Owing to the restrictions on 
immigration and the general resumption of industrial activity, the 
country is already suffering from a scarcity of labor which is embar
rassing some lines of business and leading to higher wage scales 
where lower were expected a year or two ago. The railroads are suf
fering from undermaintenanca and inadequate equipment, and are 
finding it difficult to move commodities to meet the demands of busi
ness, with resulting congestion in manufacture and trade and dis
location of prices. As a consequence farm products are selling too 
low at the farm and too high at the distributing centers. Under-
maintenance is affecting other lines, and apparently is itself the under-
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lying basis for much of the year's activity. The building trades, for 
example, have been fully engaged during the year in supplying the 
deficiencies resulting from underbuilding during the \̂ ar,, ;but with 
rising costs of material and labor and gradual satisfaction of de
mands there will surely be a tendency to reaction. There has also 
been unprecedented activity in the manufacture and sale of auto
mobiles, and in the making of railroad and other equipment. These 
all represent efforts to meet capital requirements or to satisfy 
needs that were held in suspense during the war and the succeeding 
depression. Factors like these, however, are tending to create artffi-
cial scarcities and artificial, or at least limited, demands, and in the 
present unsettlement of world markets may spend themselves as the 
most pressing needs are met if costs become too high. Meantime the 
country has been accumulating gold, imported within the past two 
years or thereabouts, aggregating about $1,000,000,000 more than was 
held during the expansion of 1919-20, and this gold, itself directly 
inflationary, has a tendency to expand credit and to create an unnatu
ral ease of money for purposes of expansion and speculation. 

At the same time the uncertain state of Europe and the disorder 
of foreign currencies and the foreign exchanges have impaired the 
corrective forces which used to operate in normal times, and have 
created such unsettlement in foreign trade and so reduced the buying 
power of foreign countries as to destroy or endanger the foreign mar
kets for many of our products. This has tended to keep the pricies 
of agricultural products below the general level, while rising costs of 
inanufacture on the other hand are tending still further to ̂  restrict 
foreign* buying in our markets and threaten our ability to compete 
with manufacturers abroad. Rejparatioiis and indemnities and other 
intergovernmental debts are still unsettled and are contributing their 
share to the derangement of markets and the disorganization of inter
national trade. 

Enough forces are operating, therefore, to make us cautious in 
estimating the prospects for the future and take care lest we build 
on a false basis. Business in this country can not progress indefi
nitely without its foreign niarketsj and undue expansion now, with 
rising costs and artificial values, would inevitably sow the seeds of 
reaction and make more difficult the reestablishment of normal rela
tionships abroad. To avoid these pitfalls we depend for the most 
part on the good sense and foresight of American business. The 
Treasury, on its part, aims above all to keep its own house in order, 
in the belief that a sound financial structure here will in the long run 
afford the best basis for extending needed assistance to Europe and 
for a healthful revival of domestic business on constructive lines. It 
has during the year made important progress in readjusting the 
national finances, and faces the current year with confidence that its 
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fiscal problems can be safely met without, disturbance to business 
and industry.' I believe that if in other fields we will proceed with 
caution and with proper regard for the distressed condition of Europe, 
it will be possible to maintain our prosperity on a stable basis. 

REFUNDING THE SHORT-DATED DEBT. 

The major problem.of the Treasury Department during the period 
under review has been the refinancing of the short-dated debt. On 
June 30, 1921, there was still outstanding over $7,000,000,000 of 
debt maturing within two years, although the Treasury had already 
made one offering of Treasury notes in pursuance of its announced 
policy of distributing the short-dated debt into more convenient 
maturities. This early maturing debt included nearly $4,000,000,000 
of Victory notes maturing May 20, 1923, almost $2,500,000,000 of 
Treasury certificates of indebtedness (loan and tax issues), all matur
ing within one year, and about $650,000,000 maturity value of war-
savings certificaties of the series of 1918, due January 1, 1923. 

I t was evident that it would not be possible to pay off all of this 
debt by maturity, and that most of it would have to be refunded. 
About $1,000,000,000 was retired during the fiscal year 1922, through 
the operation of the sinking fund, the reduction of the balance in the 
general fund, and the application of surplus revenues, leaving about 
$6,000,000,000 S;tiU to be refunded, an amount considerably more 
than the first and second Liberty loans combined. To refund this 
$6^000,000,000 without; disturbance to business or interference with 
the normal activities of the people was a task of extraordinary mag
nitude. Moreover, it had to be undertaken without the help of the 
popular drives and the country-wide organization of perhaps two 
million persons-that floated the Liberty loans during the stress of the 
war. The Treasury undertook to meet the problem squarely, and to 
finance the maturities on a straight investment basis. I t therefore 
announced its general program early in 1921, and since then has 
made striking progress in its development. By October 31, 1922, 
about $4,000,000,000 of the $7,000,000,000 outstanding on June 30, 
1921, had already been retired or refunded, and there is every assurance 
that if no extraordinary expenditures are permitted to intervene the 
remaining $3,000,000,000 can be refinanced during the balance of the 
current fiscal year without strain on the country's financial machinery 
and without disturbance to the market for outstanding securities. 

Treasury notes. . • ^ 

Th6 Treasury's program, as announced shortly after the beginning 
of the present administratiori, has involved first the gradual refund
ing of a large part of the early maturing debt through successive 
issues of Treasury notes, to mature in the years between the maturity 
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ANNUAL REPORT ON THE FINANCES. 

TREASURY. DEPARTMENT, 

Washington^ November SOyl9p . 
S IR: I have the honor to make the following report: 
In my annual report addressed to you one year ago I waa able to 

say that a substantial revival of business had taken place from the 
depressed conditions of the year preceding, and I now have the 
satisfaction of recording that the year covered by this report has 
witnessed more complete recovery. Labor has been in strong demand 
and in most localities fully employed. In the principal manu-. 
facturing industries the volume of production has been the greatest 
in our history. The traffic handled by the railroads has surpassed 
all records. The activity in building operations which developed in 
1922 has continued at a rate which will probably make the total 
expenditures in this line in 1923 greater than in any previous year. 
The railroads have made larger capital outlays for new equipment 
than in many years, besides liberal expenditures for bringing old 
equipment to a high standard of efficiency. The automotive indus
tries have also been especially noteworthy for prosperity, and in this 
connection it is proper to add that highway construction has been an 
important factor in the employment situation. 

These have been the outstanding features of our industrial revival, 
their influence extending to all the other industries and having much 
to do with the general recovery of confidence. This recovery may be 
said to have reached its climax for the year in the early part of April, 
when the usual spring demand for labor added'to a demand which 
already equaled the supply, together with increased forward pur
chases of goods, started wages and prices upward so sharply as to 
occasion some apprehension that the countr}^ was starting upon a 
new course of inflation. The conservative instinct of the business, 
community reacted against this tendency, vnth the result that 
although consumption and industrial activity have been well main
tained, the rise of prices has been checked, speculative tendencies 
eliminated, and the business situation steadied and strengthened in 
consequence. Although in some sections of the country banks are 
still burdened with slow loans taken when the price level was higher 
than at present, this condition has improved decidedly in the past year, 
and the general banking situation is very satisfactory. In view of 
the great expansion of business which has occurred in the past year, 

I 
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1 

the expansion of credit has been small, and at this time there is no 
question as to credit being in ample supply to meet the needs of 
business. 

The crisis of 1921 was one of the most severe this country has ever 
experienced, due to the fact that the conditions were world-wide, 
with trade • everywhere dislocated atid industry in distress. This 
state, of affairs was the natural outcome of the great war and the 
social disturbances and international controversies which ensued. 
N'ot in the history of the modern world, since the countries have 
become in high degree mutually dependent, has such a state of con
fusion been known. The conditions were unprecedented and, there
fore, the uncertainties were many and contributed to a state of alarm 
and demoralization. Out of these conditions this country in the last 
two years has made a remarkable recovery, and one which should 
inspire confidence for the future. I t has been made evident that 
with fairly balanced relations between our own industries this country 
may enjoy a good degree of prosperity even when very unsatisfactory 
conditions prevail abroad. Never before has so rapid a recovery 
been made from a major crisis. I t is true that the recovery has not 
been uniform in all the industries and that the ideal equality of pur
chasing power which is the condition of full prosperity has not been 
attained. The farmers as a class are below the workers of the other 
industries in purchasing power, partly because farm products always 
have formed our chief exports and partly because the war itself 
created a deficit in certain classes of construction work, and thus 
supplied the basis of this industrial revival. All signs go to show, 
however, that agriculture is regaining its position. The surplus of 
the leading crops this year is comparatively small, and with further 
readjustments, together with the steady growth of population which 
has added about 13,000,000 to our numbers since the war began, it may 
be confidently expected that agriculture will soon secure that fair 
share of the general prosperity which all desire it to have. 

In looking forward to 1924 it appears that the factors which 
have been most influential in the revival that has taken place are 
likely to remain effective, at least in considerable degree. I t may 
be that the country will not build as many dwelling houses or 
freight, cars as in 1923, but there is reason to believe that much con
struction work is under consideration and with stable conditions will 
go forward. The attitude and circumstances of the railroads will 
be an important factor in the situation. They are large consumers 
ordinarily of iron, steel, and all construction materials, and they 
have not made up in one year the accumulated deficit in construction 
since the beginning of the war. The country has benefited in marked 
degree during the past year, not only from the direct effects of their 
liberal expenditures upon the emplojonent situation but from the 
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results in improved transportation service. There is one unsatis
factory feature about the large capital outlays upon the railroads 
in the past year, and that is that they have been almost wholly 
provided by borrowing and are represented by bond issues. I t is 
evident that the railroads can not be permanently financed in this 
manner. Unless a proportion of the new capital is provided in the 
form of proprietary investment, the credit of the companies will 
suffer, interest rates upon their offerings will have to be advanced, 
and in the end further borrowing will become impracticable. The 
public is interested in maintaining the credit and the service of the 
roads, and especially interested now that their expenditures shall be 
in 1924, as in 1923, a strong supporting element in the general employ
ment and business situation. The companies have been operating 
this year under conditions more than ordinarily favorable to earnings, 
owing to the heavy volume of traffic, but they have not prospered 
alike in aU sections of the country. 

The Interstate Commerce Commission is in possession of all the 
facts as to their earnings and is empowered to make any adjustment 
of rates that conditions seem to warrant. The transportation act 
of 1920 undoubtedly has strengthened the credit of the railroads and 
aided them in obtaining capital under market conditions in many 
respects unfa^vorable. I t would be unfortunate to have the act 
altered at this time in any way likely to handicap the companies in 
raising more capital. 

I am dealing with the subject of Federal taxation in another place, 
but it does not seem inappropriate here to refer briefly to the increas
ing burden of local taxation. These taxes are affecting land values 
unfavorably and in this causing a state of discontent which does not 
always place the blame where it belongs. One cause, of these high 
local taxes is to be found in the borrowing of local branches of gov
ernment, stimulated by the ready market for tax-exempt securities^ 
resulting from the high surtaxes upon incomes. The statistics of 
local indebtedness show that the interest burden is becoming a very 
serious one in local budgets. 

TAXATION. 

The question of reduction of taxation is one which should have 
the serious consideration of Congress. Before the period of the war 
taxes as high as those now in effect would have been thought fantastic 
and impossible of payment. As a result of the patriotic desira of the 
people to contribute to the limit to the successful prosecution of the 
war, high taxes were assessed and ungrudgingly paid. Upon the 
conclusion of peace and the gradual removal of war-time conditions 
of business, the opportunity is presented to Congress to make the tax 
structure of the United States conform more closely to normal con-
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TREASURY DEPARTMENT, 

Washington^ November 20, 1924. 
S I R : I have the honor to make the following-report: 
With the other nations of the world we are just emerging from that 

most difficult period of readjustment which is the inevitable after
math of a great war. We are perhaps the first nation able now to 
present reasonable assurances that we have comie through successfully. 
During the transition, improvement has often seemed slow and uncer
tain. Various theories inconsistent with economic laws have been 
advanced and urged as remedies to this or that feature of our system, 
according to the slant or obsession of the particular theorist. The 
sober judgment of a great majority of our people has in the election 
just passed repudiated these theories and expressed itself in favor of a 
constructiive and orderly program of handliiUg our governmental 
affairs. I t is only through hard work, economy, and sound policies 
that we have a right to expect true progress. We have every reason, 
then, to believe that with the indorsement just received these forces 
willhave full weight in our Nation. There lie before us to-day, if we 
approach them with intelligence, years of prosperous and healthy 
conditions such as succeeded the election of 1896. A review of the 
past four years shows that we have already made much progress in 
this direction. 

These years have been a period of readjustment in both Govern
ment finances and general economic conditions, and of reconstruction 
on a more substantial basis. How complete the transition has been 
can be seen only from a comparison of present conditions with the 
inflated levels of public expenditures and taxation, and the malad
justments in business which prevailed four years ago. The magni
tude of the Government's operations and activities in waging the 
greatest war in history made the return to more normal conditions 
a slow process at best, and at the beginning of 1921 the adjustment 
of the Government's finances to a peace-time basis had only begun. 
There existed at that time a staggering public debt of about $24,000,-
000,000 and of this amount about seven and one^half billions was 
short-dated debt, much of it maturing from month to month requir
ing frequent heavy refunding issues to be floated on the market. 
Government expenditures were still eight or ten times as heavy as 
pre-war expenditures, and Federal taxes, which were still being col
lected under the war-revenue measure of 1918, amounted to nearly 
one-tenth of the total national income of the c/ountry. 
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Through the establishment of the Bureau of the Budget and the 
splendid cooperation of all Government departments in the program 
of economy, expenditures have been reduced from about 
$6,500,000,000 during the fiscal year 1920 to about $3,500,000,000 in 
1924, a reduction of about 46 per cent. As a result of this reduction 
in expenditures two revenue relî ef measures were made possible, the 
revenue act of 1921 and the revenue act of 1924. The receipts under 
the 1924 act, it is estimated, will aggregate nearly $1,500,000,000 less 
than they would have been under the act of 1918. In 1920 Federal 
taxes collected amounted to $54 per capita; next year they should 
be but $27, a cut of exactly one-half. At the same time the public 
debt has been reduced $2,800,000,000 since March 1, 1921, and 
provision is made in each year's budget for debt retirements of 
about $500,000,000, chargeable against ordinary receipts. The 
entire short-dated debt, moreover, has been either retired or refunded 
into more manageable maturities, and refunding operations are now 
necessary only on quarterly tax-payment dates, with consequent 
minimum disturbance to the financial markets. These accomplish
ments have placed the Government's finances on a sound footing 
and, with the tax reform which must ultimately come, the burden 
on private business and credit should grow progressively smaller 
and smaller. The urgent need is for constant guard against addi
tional undertakings or outlays which might interfere with the orderly 
program of debt retirements or make additional taxes necessary. 

The readjustments in the general economic conditions of the 
country have been no less noteworthy than in Government finances. 
Following a period of extraordinary iaflation the country experienced 
in 1920 and the early part of 1921 one of the most precipitant declines 
in prices, production, and trade in its history. Prices turned down-
v^ard early in 1920 and continued for somewhat over a year. The 
movement gathered such momentum that it was not completely 
checked until about the middle of 1921. By that time the general 
price level had declined nearly one-half from the high point of the 
previous year, while prices of farm products had fallen 54 per cent. 
This meant that farm products worth $1 in January, 1920, were 
worth only 46 cents in June, 1921. The production index declined 
from 116 to 74, while bank debits outside of New York City declined 
from 120 to 88, and the index of building permits from 129 to 68, 
There followed similar declines in bank, credit and currency. 

The result of this situation was the complete disorganization of 
our economic structure. Business languished, factories closed, unem
ployment increased, land values were cut in half in many sections of 
the country, the banks were nearly paralyzed with frozen loans, 
mortgages were foreclosed, and we had to readjust ourselves to meet 
new conditions. ' 
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While it has taken time for this situation completely to remedy 
itself, the adjustment has now been made and both banking and 
business conditions are in a thoroughly sound position. Prices have 
been comparatively stable for two or three years, production has 
increased 20 or 25 per cent, bank debits 15 or 20 per cent, and 
employment 8 or 10 per cent. Interest and discount rates, as a rule, 
have been reduced more than half. Discount rates of the Federal 
Reserve Bank of New York, for example, have been reduced from 
7 per cent to 3 per cent, and rates on prime commercial paper from 
over 7^ per cent to 3^ per cent. Bank deposits have increased 
six or eight billion dollars from the low point of 1921, or over 20 
per cent. At the same time reserves are unusually high, frozen loans 
have been almost completely liquidated, and the country's banking 
and credit structure was never in a stronger position and more able 
to support continued business and industrial expansion. The traffic 
handled by the railroads continues at almost record levels, and many 
roads are returning to a dividend-paying basis after years of financial 
difficulties and struggles to build up road and equipment to a basis 
of efficiency. The building and automotive industries are prosperous 
and in turn are big factors in maintaining the country's general 
prosperity. 

Perhaps agriculture suffered most from the crisis of 1920 and 1921 
and was slower than other industries in recovering. Farmers and 
stockmen generally were left in a serious plight by the price decline* 
Livestock had to be sold regardless of price, and cotton, corn, and 
other agricultural commodities met markets which were discour-
agingly low. Forced liquidation and hasty selling impaired the 
farmer's buying power, and this in turn brought about a reduced 
demand for the products of industry. Various relief measures were 
adopted to remedy this situation. They were the agricultural credits 
act of 1921, broadening the powers of the War Finance Corporation; 
the agricultural credits act of 1923, creating the intermediate credit 
banks; and the Agricultural Finance Corporation, which was orga
nized at the suggestion of the President but is supported entirely 
by private capital. Additional relief was afforded through the 
renewed activities of the Federal farm loan system and the gradual 
improvement of. the Federal reserve banks as well as the member 
banks and other commercial banks of the country. While recovery 
in agriculture has been sloW; it has been substantial, and to-day, due 
largely to changing conditions in world crops and world markets, it 
faces a new era. , The maladjustment between agriculture and other 
industries has been removed, and the farmer is rapidly being restored 
to his proper status in the economic system. 

In looking forward to the years immediately ahead of us the new 
situation in Europe, following the inauguration of the Dawes plan^ 
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must be taken into account. Those countries have already devel
oped a new mental attitude and outlook, and something of the old-
time industrial vigor, and thrift are returning. Tha effect of a more 
prosperous Europe means the broadening of our markets and oppor
tunities and a quickening of our economic development. The situa
tion in America looks more favorable for sound and orderly economic 
development than at any time since the war. 

TAXATION 

The President on signing the revenue act of 1924 issued a state
ment (Exhibit 56, p. 264) in which he pointed out its defects and 
indicated that he viewed the bill as a measure of temporary relief 
but not a genuine tax reform. I am in hearty accord with those 
views. This act, while granting many desirable reductions in taxes, 
failed to provide changes in the tax system for which there is a press
ing need. The problem, therefore, before us now is not so much one of 
tax reduction as of tax reform. The attention of the Congress should 
be directed principally to the excessive surtax rates and the con
fiscatory estate tax rates. The gift tax is unworkable and unduly 
hampers legitimate business. The publicity provision in the revenue 
law, in my opinion, is a mistake of policy and will be detrimental to 
the revenue. 

Taxation should not be used as a field for socialistic experiment, or 
as a club to punish success, but as a means of raising revenue to sup
port the Government. The controlling elements are not political. 
The last two preceding Secretaries- of the Treasury, both under 
another political administration, presented to the Congress the same 
economic viewpoint with respect to high surtaxes as that which was 
advanced by the Treasury and raised the greatest controversy dur
ing the recent tax legislation. I t is a fair supposition that, except 
for the exigencies of partisan advantage in a session of the Congress 
before a presidential election, there would not have been a very great 
difference of opinion as to the evil of these excessive taxes. The 
solution of the problem, and it is one which, must ultimately be 
solved, lies not in partisanship but in an impartial consideration of 
a subject economic in its essence, no 'mat ter how much it may be 
political in its appeal. 

The purpose of taxation is to raise money, not only in the par
ticular year in which the tax is assessed, but to leave the source from 
which the revenue is-to be derived permanently unharmed, so that 
in the next year and in the years following similar taxes wiU produce 
^adequate revenue from this source. The power to tax has been well 
called the power to destroy. But the continued existence, not the 
destruction, of its source of revenue is the object of the Treasury. 
If experience shows that a policy of taxation has harmful conse-
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