
ANNUAL REFORT ON THE.FINANCES. 

TREASURY DEPARTMENT, 

Washington^ December 6̂  1915. 
SIR : I have the honor to make the following report: 

• ' F I N A N C I A L A N D BUSINESS CONDITIONS. 

I t must be a source of profound satisfaction to the people of the 
United States, regardless of political affiliations, to contrast tho 
conditions to-day with those prevailing in this country in Decem
ber, 1914. Then the country was just recovering from the terrific 
shock of the European disaster. We had gone through months 
of serious, if not critical, experiences. A country-wide panic of 
appalling proportions was threatened but averted. We had emerged 
with our credit not only unimpaired but strengthened. Our sound 
economic foundation had been preserved and fortified, and we 
were fully prepared to meet the exigencies of the future because 
we had recovered our confidence and Avere conscious of our power. 
The European war produced inevitable suffering in this country as 
well as in Europe. Our industrial situation was, for a time, seri
ously hurt, and the cotton-growing States of the South sustained 
heavy losses through declines in the price of cotton. Every power 
of the Government was exerted to mitigate the situation, and I 
believe that it is not inexact to say that but for the active agency of 
the Government in protecting and conserving the business interests 
of the country during that critical period grave disaster would have 
resulted. I t is a pleasure to acknowledge that the efforts of the Gov
ernment were seconded and supported by the earnest and patriotic 
cooperation of the business interests of the country. 

What extraordinary results have been achieved in the brief period 
since December, 1914! During the year there has been a steady, 
healthy, forward movement in every line of activity, until now pros
perity has been firmly established throughout the country. 

Mr. A. W. Ferguson, general manager of the mercantile agency of 
E. G. Dun & Co., in a special report he was courteous enough to 
make November 12, 1915, upon request of the Secretary of the 
Treasury, says: 

That the business boom has become nation-wide is a fact made clear by 
reports from the leading centers in every section. Previously the area of 

7424°—FI 1915-^1 1 

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

Fiscal Year Ended June 30, 1915



Z REPORT ON THE FINANCES. 

favorable conditions was restricted, but now the tide is rising rapidly in all 
parts of the country and has already reached high-water mark in some, quar
ters. Even the South, which was prostrate a year ago, has emerged from the 
depths of. depression and is once more an.important factor in the movement 
toward new positions of economic strength. * * * On the Pacific slope 
the last three months ̂ have brought a noticeable improvement in trade condi
tions, with some betterment in the export lumber situation and a more general 
disposition to provide for forward requirements. In the East prosperity is 
noted in many directions, the phenomenal development of over^sea commerce 
and the consequent increase in the amount of money in circulation stimulating 
consumptive demands in practically all channels. Viewing the future outlook 
in all its broader aspects there seems ample reason to hope for and to expect 
an era of the greatest commercial activity in the history of the Nation. 

Mr. Henry E. Dunn, president of the well-known commercial 
firm of Bradstreet's, courteously .made the following special report 
November 13,1915, upon request of the Secretary of the Treasury: 

Industry has gained steadily through the year, an ^ especially marked surge 
forward being noted as the fall advanced, resulting in many new monthly rec
ords of production and a whipping into line of laggard trades, seeming to 
guarantee the setting up of new records in a year beginning in hardship and 
gloom. Of late, domestic demand, which had seemed to lag behind export trade, 
has expanded; bank clearings, railway traffic, iron production, and wheat 
exports have all set up new guideposts; unfilled orders have banked up in 
our barometric industry; car shortages are already present; rail and ship, 
terminals are congested with freight shipments; failures and liabilities are 
decreasing; commodity prices are at the highest level ever known, with a 
minimum of complaint as to high cost of living; optimism is well-nigh uni
versal, and what was apparently at its inception a prospect of threatening 
import to the world's progress has become a stimulant such as never before 
was witnessed to this country's productive energies. Contrary to nearly all 
prediction, the money markets remain easy, perhaps too much so, considering 
the temptations the year's events have extended to loose and unbridled specu
lation. 

Mr. Eoger W. Babson, president of Babson's Statistical Organiza
tion, kindly made a special report November 13, 1915, upon the 
request of the Secretary of the Treasury, in which he says: 

The present business situation is very healthy in most respects. Irrespective 
of war orders, our industries are receiving a large volume of domestic orders. 
The fact that the shoe and lumber trades are reviving, while their export field 
remains in large part cut off, shows conclusively that domestic conditions are 
very much better. The moving of our record-breaking crops and the inter
change of manufactured goods in different parts of the country are taxing our 
railroads to the limit. This is sh'bwn by the great reduction in the number of 
idle cars, which were exceedingly plentiful only a few months ago. 

The improved condition of the masses of our people is evidenced by the better 
retail trade throughout the. country. Unemployment is not. a problem to-day, 
and probably will not be this winter. • In fact, labor, both skUled and unskilled, 
is already becoming scarce. Even real estate, in many parts of the country, 
is recovering from its three-year period of liquidation and depression. The 
Babson Index of industrial commodities now stands at $1.22 as compared with 
^1.03 in January of this year and $1 in the latter part of 1911, With the 
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exception of cotton and pork, nearly all the commodities are in greater demand 
to-day than for some time. ^ • 

With all our increased activity and higher commodity prices, money rates 
have continued low, thanks to the new banking system and the policy of the 
Treasury Department at Washington. Certainly the number of failures this 
winter should be much smaller than last winter, as the banking situation is so 
sound that all legitimate needs of merchants can be taken care of in all parts 
of the country. ^ ' 

The special reports of these three well-lmown agencies are so inter
esting that I have incorported them in Exhibits A, B, and C to this, 
report. 

The railroad situation shows extraordinary improvement and 
strength. Increases in gross and net earnings have been marked, in 
some cases being above the highest point ever before recorded. As 
recently as June 1, 1915, there were 300,000- idle cars, with a corre
sponding surplus of idle locomotives. Now there are no idle cars 
or idle locomotives in the country, and the railroads are buying 
new equipment. A summary of a recent statement shows that the 
railroads have placed orders in the months of September and Octo
ber for 683,500 tons of rails, 260 locomotives, JL8,000 freight cars, 
60 passenger cars, besides lumber and fabricated steel and iron, 
valued at more than $48,000,000. Since that time other large orders 
for railway equipment have been placed, showing that the railroads 
have entered upon another great period of prosperity. In the 
basic industry of iron and steel the conditions are phenomenal. This 
great industry is said to be on a veritable boom. For the month 
of October, 1915, according to the Iron Age, the pig-iron production 
was 3,125,491 tons, the greatest on record for a single month's pro
duction. Every blast furnace in the country is in operation or is 
preparing to go into operation, and the demand for steel and iron 
products has so broadened that the mills throughout the country 
are working to full capacity. One of the most healthy lind encourag
ing features about the demand for iron and steel products is that it 
comes more from domestic than from foreign sources. 

The country has been blessed again with great crops, following the 
plentiful years of 1913 and 1914. Even the cotton States, which 
suffered so much in the year 1914, are experiencing prosperity from 
the diversification of crops and the higher prices for cotton. The 
enormous value of our crops offers a positive basis for prosperity. 

The financial situation of this country has never been so strong 
and so favorable as now. Our financial resources are the greatest 
in our history, and our banking system, through the creation and op
eration of the Federal reserve system, is now the strongest in the 
world. We have, at last, a system of elastic credits responsive to the 
demands of legitimate business, assuring an ample supply of credits at 
reasonable rates of interest. As the operations of the Federal reserve 
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act become more and more extended and felt throughout the country, 
the value of this useful piece of legislation will be more and more 
realized'and more and more appreciated. Unfortunately the people 
at large are not yet familiar with the act, and every effort should be 
made to diffuse the widest possible amount of knowledge about it. 
In every respect the economic and financial condition of the country is 
extraordinarily sound. I t is greater than that of any other nation, 
and if we use our resources and our opportunities intelligently and 
wisely, we shall establish the prosperity of this nation upon an im
pregnable foundation for many years to come. 

COTTON AND GOVERNMENT DEPOSITS. 

The announcement in August last that the British Government and 
its allies had placed cotton on the contraband list gave ground for 
the belief that the cotton situation in the South would again become 
demoralized as it did in 1914, with a repetition of the grave losses sus
tained by the people of the cotton States through a further narrow
ing of the markets and a restriction of the export movement of cot
ton. Had this resulted, serious hardships and losses would have 
been inflicted upon the southern cotton grower. 

In order to meet the situation it was imperative that the people of 
the cotton-groAving States should have the immediate assurance that 
sufficient funds or credits would be available to enable them not only 
to harvest their crops but to carry them at low cost for a reasonable 
length of time, so that they could be marketed in a gradual and 
orderly manner (thus giving the laws of supply and demand an op
portunity to operate normally) and not be forced to dump their 
product all at once upon a demoralized and declining market, and 
sacrifice the hard-earned results of their industry and toil. 

A critical situation was presented—it could be met only by prompt 
and decisive action. What the people of the cotton States needed 
more than any other one thing at that particular moment was the 
assurance that every proper power of the Government would be 
exerted, as it was in 1914, for their protection and assistance. No 
other kind of assurance would have satisfied. The support of the 
Government alone would give confidence. Following out the policy 
established by this department in the fall of 1913 and 1914 of 
maldng Government deposits in banks in the great crop-producing 
States of the West, Northwest, and South, for the purpose of 
facilitating the movement and marketing of the crops, I announced 
August- 23, 1915, from North Haven, Me., where I was at the 
moment, immediately following the contraband declaration of the 
allied Governments to which I have referred, that I would, if 
necessary, deposit $30,000,000 in gold in the Federal reserve banks 
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ANNUAL REPORT ON THE FINANCES. 

TREASURY D E P A R T M E N T , 

Washington^ Decemher 4? 1916. 
SIR : I have the honor to make the following report: 
During the past year the prosperity which set in so strongly during 

the fiscal year 1915 has grown in strength and volume and is now 
widely diffused throughout the United States. Fundamental eco
nomic conditions have never been more sound. In all lines of industry 
efficiency of organization and production have reached the highest 
point in the country's history. General confidence in the future, 
healthful enterprise and development have been marked character
istics of the year. 

The financial strength of the United States—^the greatest in our 
history—gives us a commanding position in world finance. We have 
been transformed from a debtor into a creditor nation. On November 
1, 1916, the stock of gold coin and bullion in the United States was 
estimated at $2,700,136,976, an increase of $714,597,804 in the past 16 
months. This is the largest stock of gold ever held in the United 
States or in any other country of the world. Through the operations 
of the Federal Keserve System and with our abundant supply of gold 
as a basis, the credit resources of the United States have become more 
than sufficient for home demand, and we have been able to finance 
our great domestic and foreign trade without strain and to extend 
vast amounts of credit tb other nations throughout the world. 

T H E FEDERAL RESERVE SYSTEM. 

The experience of the past two years has brought into strong 
relief the value of the Federal Eeserve System. It is not too much 
to say that our great prosperity could not exist without it. The use
fulness of the system has been broadened recently by the amendatory 
act of September 7,1916, which renders it more attractive to member 
banks and increases the scope and services of the Federal reserve 
banks. Due to the transference of vault and other reserves to Federal 
reserve banks, authorized by the original act and the amendatory act, 
the resources of said banks are now more than $650,000,000, while the 
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ANNUAL REPORT ON THE FINANCES. 

TREASURY D E P A R T M E N T , 

Washington., December 2̂  1918. 
SIR : I have the honor to make the following report: 
During the past year the stupendous financial needs of America 

and the nations associated with her in the prosecution of the war 
have been met. From a peace basis the Nation has gradually ad
justed itself to a war basis. Nonessential industry has largely given 
way to essential industry. 
' The payment into the Treasury of vast sums in war taxes and from 

bond sales, and the transformation of our varied and complex 
economic life to the supreme task of winning the war, have been 
accomplished without shock or financial disturbance. The credit 
and business structure of the nation remain sound and strong. 

The fundamental fact underlying these great economic achieve
ments has been the inflexible spirit and purpose of America to secure 
for the world the blessings of that kind of liberty and ju.stice in 
which America was conceived, and without which neither America 
nor civilization can exist. Falsely reputed by her enemies to be a 
heterogeneous people incapable of united action, America has re
vealed herself to the world as a solidified, homogeneous, altruistic, 
and unselfish nation, willing to expend her blood and treasure with
out, stint for the vindication of her ideals and the rights of mankind. 

The war has been won and peace is assured. Our heroes pn land 
and sea have illumined the pages of America's glory with immortal 
deeds. Their achievements, with the valorous deeds of their com
rades in arms, have given a new meaning to democracy and have 
brought a new order into being. May their splendid triumphs be 
unmarred by vengeance and unsullied by injustice. May the new 
peace of the world be in truth that peace of justice arid humanity 
for which America has fought. 

The results of the four Liberty^loans are a tribute to the patriotism 
of the American people, and to the economic strength of the Nation. 
Following the first and second loans, which were discussed in the 
Annual Report of the Secretary of the Treasury for 1917, the 
third and fourth Liberty loans were offered and largely oversub
scribed. Unaccustomed to the purchase of Government bonds, or, 
indeed, to the purcha/se of bonds of any sort, the' American people 
responded to the calls of the Government with t̂he most gratifying 
loyalty and patriotism. In the third Liberty loan $4,176,516,850 was 
subscribed by more than 18,300,000 people, an- oversubscription of 
$1,176,516,850; in the fourth Liberty loan, $6,980,047,000 was sub
scribed by more than 21,000,000 people, an oversubscription of 
$989,047,000. . 
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2 EEPORT ON THE FINANCES. 

These figures indicate the wide distribution of the bonds and the pop
ular character of the loans. In addition to Liberty bonds, over eight 
hundred million dollars have been invested in.war-savings certificates 
by the American people. These securities are assets of very great 
value in the hands of individuals and represent the benefits of saving 
and economy. The hope is earnestly expressed that with the return 
of peace the American people will colitinue to foster the habits of 
thrift and avoidance of waste. The happiness and prosperity of 
every people, individually and collectively, rest upon their ability to 
save more than they spend. The campaign for war-savings should 
have a permanent effect in stimulating and encouraging peace sav
ings. The habit of thrift is one of the benefits of the war that must 
be permanently secured to the American people: 

Every effort has been made by the Treasury and related agencies to 
strengthen and protect the economic and business situation, whatever 
the duration of the war. The special instrumentalities created to 
meet the exceptional conditions have proved eminently successful. 
The War Finance Corporation has extended assistance to war indus
tries and exercised functions of great value. The Capital Issues 
Committee has exerted a beneficial influence, and, as far as possible 
under the present law, has regulated the issue of securities in com
petition with the Government's loans. Farmers have been assisted 
through the farm-loan system and special measures have been taken 
for their protection in order to preserve the foo'd supply of the nation. 

The pressure under which this report must be written, the limited 
time for its publication under the requirements of law, together 
with the rapidly changing conditions incident to the transition from 
war to peace, make it impossible to do more at the moment than to 
give a hastily prepared narrative of the work of the Treasury dur
ing the past year. The discussion of many of the policies and ques
tions affecting the problems of the Treasury, which I should have 
been glad to incorporate, must be deferred to a more favorable time 
and when conditions have been more fully developed. 

The situation with regard to taxation for the fiscal years 1919 
and 1920, however, has developed sufficiently to permit of a review 
of the problem at this time and to suggest a program which it is 
believed will meet the requirements of the Treasury and at the 
same time conserve the business and prosperity of the country. In 
view of the assurance of peace, it has accordingly been recommended 
to the. Congress that the pending revenue bill be modified so as to 
yield $6,000,000,000 payable in the calendar year 1919 and not less 
than $4,000,000,000 payable in the calendar year 1920. This is a reduc
tion of $2,000,000/,000 for 1919 and a further reduction of $2,000,-
000,000 for 1920, as compared with the original estimate of $8,000,-
000,000, which was submitted in June, 1918, in preparation for a 
long war. The changed situation justifies this reduction, and it 
is respectfully suggested that a bill providing for this reduced taxa-
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SECRETARY OF THE TEEASURY. 3 

tion be written into law as promptly as possible, in order that the Treas
ury may be enabled to put it into effect. Unless the measure becomes 
a law in the near future, it will not be physically possible for the 
Treasury to frame the necessary regulations and to print and dis
tribute the necessary forms before the returns and taxes will be 
due; the enforcement of the law will thereby be imperiled. Aside 
from the necessity of prompt determination of the taxes for the year 
1919, it is believed to be inoperative that the tax lav7 for the year 
1920 be, enacted now in order that the people of the country may 
know in advance the rates and the subjects of taxation and the 
dimensions of the tax burden that must be imposed and applied 
to the business and industry of the country for the calendar year 
1919. The wisdom of such action is emphasized by every sound 
economic consideration and wise tax policy. I t is desirable and nec
essary from the viewpoint of the Treasury in financing the period of 
readjustment and from the viewpoint of business and labor and 
industry generally. We must lift the burdens of taxation from the 
people to the greatest possible extent during the period of read
justment now at hand, and by so doing we shall make more certain 
the continued prosperity of the country. The situation is discussed 
more in detail elsewhere in this report under the heading " Internal 
Revenue." 

THE COST OF THE WAE. 

The foUowing is a statement of revised receipts and expenditures 
for the fiscal years ended June 30, 1917, and June 30, 1918: 

FISCAL YEAR ENDED J U N E 30, 1917. 

Receipts: 
Ordinary and Panama Canal $1,124,324,795.02 
Public debt 2,428,017,799.61 

Total receipts 13,552,342,594.63 
Expenditures: 

Ordinary and Panama 
Canal $1,107,798,131. 74 

Purchase of obligations of 
\ foreign Governments.... 885,000,000.00 
Payment for Danish West 

Indian Islands 25,000,000.00, 
Subscriptions to stock, Fed

eral land banks 8,880,315.00 

Total ordinary a n d 
special expenditures 2,026,678,446.74 

Public debt 677,544,782. 25 

Total expenditures 2;704,223,228. 99 

FISCAL YEAR ENDED J U N E 30, 1918. 

Receipts: 
Ordinary and Panama Canal $4,180,425,155.99 
Public debt 16,974,889,209. 61 

Total receipts 21,155,314,365.60 
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TREASURY DEPARTMENT, 

Washington, Novemher 20, 1919. 

SIR: I have th.e honor to make the following report: 

F I N A N C I A L CONDITIONS AND THE TREASURY'S PROGRAM. 

In this period of readjustment from war to peace, of reconstruction 
of regions swept bare by the havoc of the greatest war of all time, of 
political and economic change, and of world-wide unrest and anxiety, 
America stands strong economically, financially, and politically 
among the nations of the earth. She has emerged from the colossal 
struggle with strength tested and unimpaired. The impious hand of 
the enemy has not touched any part of her fair land, and there are 
no waste places here to restore. A large share of the cost of the 
war already has been paid for by taxes and the public debt is but 
a fraction of our national wealth, our credit and financial structure 
is sound and secure, our gold reserves are the greatest in the world, 
prosperity flourishes in every branch of industry and in every part 
of the Nation, and the people of the country are fully employed. 

On the other hand, there are serious and grave problems that chal
lenge our statesnitanship and our patriotism. In the train of the great 
physical and spiiitual effort the Nation put forth in the supreme task 
of winning the war, it is not surprising, in the light of the experience of 
mankind followi]ig wars of every age, that there should appear a cer
tain spirit of reac^tion that finds its concomitant in discontent and dis
satisfaction. The continuation of prosperity and the financing of our 
domestic and foreign trade, the full and peaceful employment of labor 
and capital, credit expansion, speculation and the cost of living are 
great social and €iconomic problems, but they are susceptible of Ameri
can solution. To entertain the thought of failure in finding an effec
tive remedy for every phase of discord and dissatisfaction in America 
is to shatter the hopes of mankind. The answ'er to these great ques
tions, which are far less grave in the United States than elsewhere in 
the world, is to be found in the courage and ability and spirit of 
Americans and tlieir love of the United States. These are attributes 
which have stood the test of time from the birth of thirteen struggling 
colonies to the iiaaturity of a great nation. The men who went to 
Europe to fight for the freedom of the world, and their compatriots 
who mobilized to support them to the utmost at home, will not be 
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2 REPORT ON THE FINANCES. 

found wanting in these critical times and can be relied upon to grap
ple, with these questions in the same indomitable and loyal spirit 
that won the war and with the traditional appreciation and respect 
of Americans for the rights of their fellowmen,. in full confidence of 
the vindication of right and justice in every element of our life as 
a nation. 

This spirit of optimism and hopefulness is born of the Nation's 
performances of the past and has its immediate revival in the great 
achievements of the people during the war and in the index afforded 
by the Treasury's favorable outlook for the future, if dur course is 
directed along intelligent lines of efficiency and rigorous economy in 
public and private finance. During the 19 months of ^ active 
warfare, the people of the country cheerfully contributed taxes for 
the support of the Government in greater measure than ever before 
in our history, and generously subscribed to four great popular 
Liberty loans. The success of these stupendous operations was made 
possible only by the devoted patriotism of the American people. In 
the highest and truest sense, the people of the country financed the 
war, and they deserve the credit for the great achievement. The 
loyal and efficient work of the organization in the Treasury, the 
Federal reserve banks and the Liberty loan committees, great and 
effective as it was, would have amounted to naught had it not sounded 
the note of patriotic appeal. 

Since the signing of the armistice, taxes have been paid with equal 
willingness in even larger amounts than during the period of hostili
ties, although not so great as would have been necessary if the war 
had continued. During the year that has elapsed since the previous 
report of the Secretary of the Treasury,, i t has been necessary to issue 
only one popular loan—short-term Victory Liberty notes—as com
pared with four issues of long-term bonds in the previous 19 months. 
In the face of many gloomy forecasts that the Victory issue must be 
sold on a strictly commercial basis and that it would" be impossible 
again to appeal to the patriotism of the American people, the loan, 
launched without the impulse of the enthusiasm of war, was another 
overwhelming success that again reflected the financial and economic 
strength of America and the solidarity and patriotism of the people 
of the country. 

Tax receipts, payments of Victory loan subscriptions and the dimin
ishing expenditures of the Government have permitted the issue of 
Treasury certificates of indebtedness on a decreasing scale for the 
purposes of temporary financing. This has been particularly true 
since the close of the fiscal year 1919. On October 31, 1919, the total 
amount of outstanding Treiasury certificates, which on April 30 aggre
gated $6,250,000,000, had been reduced to $3,736,352,300, of which 
only $1,634,671,000 were loan certificates. There are no maturities 
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of certificates to provide for prior to 1920, as the certificates maturing 
December 15, 1919, are more than covered by the income and profits 
tax installment due on that date. 

In these circumstances, it is believed that the time will soon be in 
sight when the expenditures of the Government, including interest 
and sinking fund charges on the public debt, may be met by current 
receipts, without incurring new floating debt except Treasury certifi
cates of indebtedness issued in anticipation of income and profits 
taxes. I confidently expect that by the time the cumulative sinking 
fund begins to operate on July 1, 1920, temporary financing will be 
substantially o '̂er and the certificates will have disappeared from 
the market except to the extent that financing may be done and 
certificates issueid in anticipation of income and profits taxes. That 
is the goal toward which the Treasury is aiming, but its realization is 
dependent upon, the continuation of taxes at the present aggregate 
level and the vigorous enforcement of economy. 

The Treasury's financial program can best be expounded in detail 
through various public letters setting forth the facts as they devel
oped in gradual stages during the 'early months of the current fiscal 
year. The condition of the Treasury and the state of the public debt 
on June 30, 1919, was analyzed in a letter sent to the Chairmen of 
the Senate Committee on Finance and the House Committee on Ways 
and Means early in July. That statement revealed that the Treas
ury was on the t/hreshold of a more favorable period and enabled the 
department to confirm the announcement which had been made on 
April 14, 1919, to the effect that the issue of Victory notes would be 
the last Liberty loan and further to point out that while the ultimate 
amount of expenditures for the fiscal year 1920 was uncertain, it was 
confidently exp(3cted that the Goyernment would be able, not only 
to meet its furtlier temporary requirements for the decreasing scale 
pf expenditure by the sale of Treasury certificates of indebtedness 
bearing interest at the rate of 4^ per cent or less, but also to fund as 
many of these as may be desirable by the issue of short-term- notes, 
in moderate amounts, at convenient intervals, w;hen market condi
tions were favoi-able and upon terms advantageous to the Govern
ment. The foll(.)wing is a copy of the letter mentioned: 

WASHINGTON, July 9, 1919. 
. M Y D E A R CONGRESSMAN : I take pleasure in handing you herew ith, for your informa

tion and that of the Committee on Ways and Means, the followirg statements:^ 
A. Preliminary fi]iancial statement of the United States Government for the period 

from April 6, 1917, to June 30, 1919 (Exhibit 1, page 213). 
B . Preliminary statement of the pubUc debt on June 30,1919 (Exhibit 1, page 214). 
C. Statement showing classified receipts, exclusive of the principal of the public 

debt, by months, from April 6, 1917, to June 30, 1919, as published in daily Treasury 
statements (Exhibit 1, page 215). 
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• D. Statement showing classified disbursements, exclusive of the principal of the 
public debt, by months, from April 6, 1917, to June 30, 1919, as published in daily 
Treasury statements (Exhibit L page 216). 

Expenditures in the month of June just ended amounted in round figures to 
$809,000,000, or less than for any month since September, 1917. 

Expenditures for the fiscal year just ended amounted to $18,514,000,000. 
• Expenditures for the war period amounted to $32,427,000,000, and of these more than 
$9,384,000,000, or about 29 per cent, were met out of tax receipts and other revenues 
than borrowed money, although paynient of nearly half of the income and profits taxes 
for the fiscal year 1919 has not yet been made, such payinent being deferred until the 
fiscal year 1920. In this calculation no deduction is made of expenditures for loans to 
the Allies, which on June 30 amounted to $9,102,000,000, or for other investments, 
such as ships, stock of the War Finance Corporation, bonds of the Federal land banks, 
etc. 

If we assume that the expenditures of the Government on a peace basis would have 
been at the rate of $1,000,000,000 a year, or for the period under discussion of nearly 
27 months would have equaled $2,250,000,000, then we may estimate the gross cost of 
the war to June 30, 1919, at $30,177,000,000. 

The gross public debt (without any deductioa for loans to the Allies or other invest
ments) amounted on June 30,1919, to $25,484,000,000. Of this sum only $3,634,000,000 
was in the form of Treasury certificates, or floating debt.. Of such certificates more than 
$608,000,000 matured or were redeemed on July 1, 1919, and were paid out of the net 
balance in the general fund on June 30, 1919, which amounted to $1,251,000,000. 
Deducting the certificates last referred to, the floating debt on June 30, 1919, was little 
more than $3,000,000,000, which is roughly the estimated amount of the deferred 
installments of the income and profits taxes for the fiscal year 1919 and of the deferred 
installments of the Victory loan subscriptions. 

In the announcement given to the press on April 14,1919, of the terms of the Victory 
Liberty loan, I made the following statement with reference to financing the future 
requirements of the Government: 

''This will be the last Liberty loan. Although as the remaining war bills are pre
sented further borrowing must be done, I anticipate that the requirements of the 
Government in excess of the amount of taxes and other income can, in view of the 
decreasing scale of expenditure, be readily financed by the issue of Treasury certifi
cates from time to time as heretofore, which may be ultimately refunded by the issue 
of notes or bonds without the aid of another great popular campaign such as has char
acterized the Liberty loans." 

I confirm the statement above quoted. The decision then taken has been fully 
sustained by the experience of the past three months. The successful flotation of the 
Victory loan and the adjustment of the amount and terms of the issue have resulted, 
as I hoped they would, in a strong market at about par for these notes, without the 
necessity of Government support, and in an improving market for the bonds of the 
second, third, and fourth Liberty loans, evidenced not only by the firm market quo
tations but by strong undercurrents of investment buying, which give reason for the 
hope that with the continuance of favorable general conditions, there will be consistent 
appreciation in the market prices of these bonds. 

I do not now think it will be wise to make any further issues of long-term bonds 
before the maturity or redemption of the Victory notes, when there will have been 
such an interval in Government offerings of all kinds as must inevitably result in-
marked improvement of the market prices of the existing issues, with corresponding 
decreases in the interest bases at which they are selling, and consequent assurance 
that the Government will be able to finance itself for a longer period upon better terms. 

It is not possible at this time, when appropriations for the coming year are under 
consideration by the Congress, when contract claims by and against the United 
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SECRETARY OF THE TREASURY. 5 

States are still ih process of settlement, when demobilization is still incomplete, 
when the extent of the liability oh the wheat guaranty is unascertained, and when 
the business upon which the income and profits tax receipts in the first half of the cal
endar year 1920 are to be based is still only half transacted, to make a formal estimate 
of the receipts and expenditures of the United States during the fiscal year 1920. 
But so large a part of the war expenditures has been paid or provided for out of taxes 
and the issue of bonds or notes already sold and so small a part is unfunded that I 
confidently expect that the Government will be able not only to meet its further 
temporary requirements for the decreasing scale of expenditure by the sale of Treasury 
certificates of indebtedness bearing interest at the rate of 4^ per cent or less, but also 
to fund as many of these as it may be desirable to fund, by the issue of short-term 
notes, in moderate amounts, at convenient intervals, when market conditions are 
favorable, and upon terms advantageous to the Government. I t will not be de
sirable to fund all the certificates of indebtedness, for the issue of certificates of in
debtedness in anticipation of income and profits tax installments not only furnishes ' 
a means of financing the requirements of the Government temporarily upon easy 
terms, but constitutes an almost necessaiy financial expedient, to enable .the tax
payer to save and to prepare gradually for the great tax payments, and to relieve 
the banking machinery of the country of the great strain which would be imposed 
upon it if these tax installments had to be paid on a single day without such prep
aration. 

I need scarcely say to you that the realization of these sanguine expectations is 
contingent upon the practice of the most rigid economy by the Government and the 
continuance of ample revenues from taxation. Such a course, accompanied by the 
practice of sober economy and wise investment by our people and strict avoidance 
of waste and speculation, will make it possible for the American people to respond to 
the demands to be made upon them privately for capital and credit by the nations 
and peoples of Europe—demands which are reinforced by the strongest and most 
vital ties of sympathy for the Allies, who fought and won the war with us, as well as 
by the most obvious dictates of self-interest. 

I am writing a similar letter to the Hon. Boies Penrose, chairman of the Committee 
on Finance. 

I t has seemed to me only proper at the end of the last fiscal year of the war period 
to lay these facts and opinions before the Committee on Ways and Means, and the 
Finance Committee, which bear so large a measure of responsibility for the war-loan, 
legislation; and to.make them public also, since they vitally concern the millions 
of Americans whose purchases of Government securities, and tax payments, made 
this record of war finance possible. 

Very truly, yours. 
CARTER GLASS, Secretary. 

Hon. JOSEPH W . FORDNEY, 

Chairman Committee on Ways and Means, 
House of Representatives. 

The above announcement was the most encouraging news from 
the viewpoint of Government finance that the country had received 
since the cessation of hostilities. I t was closely followed on Jtily 
25, 1919, with a statement that, allowing for all the elements of un
certainty, the Treasury had no reason to believe, that the expenditures 
of the Government during the fiscal year 1920. would exceed the 
amount of revenue to be received under existing law and from the 
remaining installments of the Victory Liberty loan. This would 
mean a deficit for the year of only $1,032,000,000 and a net increase 
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in the gross public debt at the end of the year by that figure, which 
was the amount of the deferred installments of the Victory Liberty 
loan. This estimate was contained in an open letter to the banking 
institutions of'the country apprising them of the financial program 
for the ensuing five months, including the period of heaviest ex
penditure during the fiscal year 1920. The plan contemplated the 
resumption of the issue of loan certificates after an interval of three 
months, during which it had been possible to suspend the issue of 
such certificates by reason of the rapid decrease in the current ex
penditures of the Government, the very large early payments on the 
Victory loan, and the ready sale of tax certificates. The policy is 
elaborated in the letter, a copy of which follows: 

WASHINGTON, July 25, 1919. 

D E A R SIR: I am writing the banking institutions of the coun,try, in pursuance of 
the plan followed by my predecessor during the past year and a half, to inform them 
of the financial plans for the remainder of the calendar, year and the probable require
ments of the Treasury during that period, and indeed during the^ fiscal year ending 
June 30, 1920," in so far as they may now be foretold. I have only recently had occa
sion to lay before the appropriate committees of Congress a report of the financing of 
the war to the end of the fiscal year June 30, 1919. A copy of this report may be had 
upon application to any Federal reserve bank or to the Treasury Department. 

I t is not possible at this time, when appropriations for the coming year are under 
consideration by the Congress, when contract claims by and against the United States 
are still in process of settlement, when demobilization is still incomplete, when the 
extent of the liability on the wheat guaranty is unascertained, and when the business 
Upon which the income and profits tax receipts in the first half of the calendar year 
1920 are to be based is still only half transacted, to make a formal estimate of the 
receipts and expenditures of the United States during the fiscal year 1920 (ending 
June 30, 1920). I do not hesita,te to say, however, that I anticipate that the Govern
ment will be in receipt of revenues under existing law and from the Victory Liberty 
loan duung the fiscal year 1920 to the amount of^at least $6,500,000,000, divided 
somewhat as follows: 

Internal revenue 1. . $4, 940, 000, 000 
Customs 260, 000, 000 
.Sale of public lands , 3, 000, 000 
Miscellaneous.. 300, 000,000 

Total ordinary receipts 5, 503, 000, 000 
Victory Liberty loan installments 1, 032, 000, 000 

Total 6, 535, 000, 000 

In the absence of a budget system or of any Treasury control of governmental 
expenditure, i t is even more difficult to foretell the expenditures than the receipts 
of the Government. Current expenditures, which reached the maximum of $2,060,-
000,000 in December, 1918, fell in June to $809,000,000, and, after deducting the 
amount of the certificates of indebtedness of the Director General of Railroads paid 
during the present month of July, should shovW a still further decrease in this month. 
Allowing for all the elements of uncertainty above referred to, I have no present 
reason to believe that the expenditures of the Government during the fiscal year 

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

Fiscal Year Ended June 30, 1919



SECRETARY OF THE TREASURY. 7 

1920 will exceed the amount of its receipts as above indicated, excluding transactions 
in the principal of the public debt other than the Viqtory loan. If these expectations 
prove to be correct, the gross public debt of the United States, which on June 30, 
1919, amounted to. . . $25, 484, 506,160. 05 
should be increased during the fiscal year 1920 by not more than 
the amount of the deferred installments of the Victory Liberty 
loan payable in the fiscal year 1920. 1, 032, 000, 000. 00 

making a total public debt on June 30, 1920, when presumably 
the whole cost of the war will have been financed, of, say 26, 516, 506,160. 05 

The realization of these sanguine expectations is contingent upon the practice of 
most rigid economy by the Government and the continuance of ample revenues from 
taxation. 

The heaviest period of expenditure during the current fiscal year will probably fall 
in the summer months of July, August, and September, because of the heavy dis
bursements of the ]ilailroad Administration heretofore held back for lack of an appro
priation, the heav̂ ŷ  payments in settlement of Army contracts and on account of 
demobilization, and the maturities of-certificates issued in anticipation of the "Victory 
loan. The amount of certificates outstanding in anticipation of the Victory Liberty 
loan at any one tirae (excluding certificates redeemed, tax certificates, etc.), which 
on May 5 had reached the peak at $5, 797, 296, 500 
had up to July 22 been reduced by 4, 402, 519, 000 

Leaving outstanding 1, 394, 777, 500 

During the next few months, therefore, the actual cash requirements of the Treas
ury can not be expected to show ai heavy further decrease, and, on the other hand, 
the proceeds of the deferred installments of the income and profits taxes for the year 
1919, and the deferred installments on Victory loan subscriptions will not have been 
fully received until nearly the end of the calendar year 1919. 

Three months have passed since the last offering of Treasury certificates other than 
those issued in anticipation of taxes. This interval has been made possible by the 
rapid decrease in the current expenditures of the Government, the very large early 
payments on the Victory loan, and the ready sale of tax certificates. Beginning 
early in June, these have been issued up • to July 22 to the aggregate amount of 
$1,875,437,500, but in amouuts less than the income and profits tax receipts due at 
their respective maturities. Having borrowed as much as it is, in the Treasury's 
judgment, proper to borrow in anticipation of the income and profits tax installments 
payable September 15 and December 15, and having already sold up to July 22 Treas
ury certificates maturing March 15, 1920, to the amount of about $275,000,000, so that 
the limit of that issue also would soon be reached, the time has come when the issue 
of loan certificates ishould be resumed. 

The Treasury has, accordingly, determined to issue loan certificates, of five months' , 
maturity, and, with a view to aiding the banking institutions of the country in the 
distribution of these certificates, will issue the certificates on the 1st and 15th of each 
month, beginning August 1, 1919, thus making the issue semimonthly^ instead of 
biweekly as heretofore, and setting fixed dates in each month on which the issues will 
open. Treasury certificates, which, at the beginning of our participation in the war, 
had little or no market outside of the banking institutions of the country, have come 
to be appreciated by a great and steadily increasing class of investors. Banking 
institutions, on the other hand, which at the outset were loath to sell certificates to 
their customers,, fearing loss of deposits, have come increasingly to realize the wisdom 
and advantage of buying and distributing the certificates. Those incorporated banks 
and trust companies (numbering some 9,500) which have availed themselves of the 
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privilege j open to all, of becoming depositaries of the proceeds of the certificates 
purchased, have found ample compensation in the resulting deposits. 

The minimum amount of each semimonthly issue of the certificates should not in 
any casie exceed say $500,000,000, and, after September and during the balance of the 
calendar year, should not on the average exceed half of that amount, for then all the 
Victory loan certificates will have been piaid or provided for, and such progress should 
have been made in Army settlements and in demobilization as greatly to reduce the 
requirements of the current program. That would mean the issue, during the remain
ing five months of the calendar year, of certificates to the amount of, say $3, 500, 000, 000 
During the same period there will mature and be paid loan and tax 

certificates to the aggregate amount of 2, 997, 540, 500 

Net increase : 502,. 459, 500 

The figures which the Treasury is now able to present seem fully to justify the 
announcement made in April that the Victory loan would be the last Liberty loan • 
and the statement, made in the report to the committees of Congress above referred to, 
that the Treasury expects to be able to meet its further temporary requii-ements by the 
sale of Treasury certificates of indebtedness, bearing interest at the rate of 4^ per cent 
or less, and also to fund as many of these as it may be desnable to fund by the issue of 
short-term notes, in moderate amounts, at convenient intervals, when market condi
tions are favorable, and upon terms advantageous to the Government. 

The Federal reserve banks will advise all national and State banks and trust 
companies in their respective districts of the minimum amounts of certificates they 
are expected to take from time to time in pursuance of this program, which should 
be not less than 1.6 per cent of the gross resources of each bank and trust company 
for each semimonthly issue during August and September, and may fall as low as, 
say, 0.8 per cent toward the end of the calendar year. 

The program may be varied at opportune times by the substitution of an issue of 
tax certificates or by an alternative offering of such certificates, to which no quota 
will be applicable. 

I t is with confidence that I lay before the banking institutions of America, who 
did so much to make our successful record of war finance possible, the present program 
of the Government's current requirements for the balance of the calendar year, and 
ask each of them not only to subscribe its quota for each semimonthly issue of Treasury 
certificates, bu t to use its best efforts to distribute these certificates as widely as may 
be among investors. 

Cordially, yours. CARTER GLASS. 

To the PRESIDENT OP THE B A N K OR T R U S T COMPANY ADDRESSED. 

The progress of the certificate program and the success of the first 
two issues pf certificates in pursuance of the plan were such as to 
permit the following announcement on August 25, 1919, in which 
the banking institutions of the country were informed that the third 
semimonthly issue, dated September 2, would be offered without 
asking them to subscribe for any specified quota: 

The second semimonthly issue of Treasury certificates of indebtedness (Series B, 
1920) in pursuance of the program for financing the current necessities of the Govern
ment set forth in Secretary Glass's letter of July 25, 1919, to all banks and trust com
panies, was oversubscribed. 

The splendid response of the banking institutions of the country to the Treasury's 
plan for financing the current needs of the Government as set out in the Secretary's 
circular letter of July 25, gives assurance that the Treasury may count upon unquali-
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fied and ample support whenever needed. The success of the first two issues, which 
realized a total of $1,065,953,500, has placed the Treasury in a very satisfactory cash 
position. This makes it possible to make the following anouncements as to the 
program for the next few weeks: 

1. There will be no fixed minimum amount for the issue of loan certificates dated 
September 2 and miaturing February 2 (Series C, 1920). The issue will not remain 
open for any stated period, but will be closed without nd'tice. Federal reserve banks 
will not assign quota in respect to this issue to the banking institutions of their 
districts. . 

2. There will be no issue of loan certificates upon September 15. An issue or issues 
of tax certificates of longer maturity may be substituted. 

3. The Secretary of the Treasury has authorized the Federal reserve banks on and 
after Tuesday, September 2, to redeem in cash before maturity at the holder's option, 
at par and accrued interest to the date of such optional redemption. Treasury certifi
cates of indebtedness of Series V J, dated April 10, 1919, and maturing September 9, 
1919. 

This offering of certificates without suggesting to the banks the 
amount that should be subscribed was a very great success and further 
reflected the splendid condition of the Government's credit, the in
vestment value of these securities and the increased marketability 
of the certificates through redistribution by the banks to investors. 

The large subscription of the three issues of certificates dated Au
gust 1, August 15, and September 2, the fortunate cash position qf the 
Treasury, and the increasing investment demand enabled the de
partment to advance another important step forward in the gradually 
developing program that was taking the Treasury out of the securities 
market to the greatest extent possible and revealing the continuing 
improvement in the situation. On September 8, the plan, as had 
been customary from the beginning, was varied by suspending the 
sale of loan certificates for the time being and offering two series of tax 
certificates, both dated September 15, 1919, one series maturing in 
six months and bearing interest a t the rate of 4J per cent, and the 
other maturing in one year and bearing interest a t the rate of 4J 
per cent. This was the first time in over a year that certificates 
had been offered at less than 4 i per cent. In addition, it was an
nounced that all certificate maturities prior to 1920 were provided for 
from tax receipts or cash in bank, which was further evidence of 
progress in the policy of financing the balance of the war debt so as to 
avoid great refunding operations by spreading maturities and meeting 
them, so far as may be, from tax receipts. The situation and the 
offering were described in detail in the subjoined letter to the banks 
and trust companies of the country: 

WASHINGTON, September 8, 1919. 
DEAR SIR: The third semimonthly issue of Treasury certificates of indebtedness, 

Series C 1920, in pursuance of the program outlined in my letter of July 25, 1919, was, 
in accordance with the announceinent made on August 25,1919, offered without asking 
the banking institutions of the country to subscribe for any specified quota. The 
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Treasury felt confident that these certificates could be sold in amounts more than 
sufficient to meet the reduced needs of the Government without assigning the usual 
quota to individual banking institutions. This confidence was amply justified by 
the event. The certificates of Series C ] 920 were dated September 2 and subscrip
tions closed on September 3, the following day. The aggregate amount of certificates 
of this series subscribed for and allotted was $573,841,500, a sum greater by about 
$40,000,000 than the amounf subscribed for either of the two preceding issues, each 
of which had definite quota assignments and remained open a week after the date of 
issue.. This aggregate was in excess of the immediate requirements of the Treasury 
but allotment was nevertheless made in full upon all subscriptions made on the date 
of issue and the day following, in order not to disappoint those subscribers who had 
presented their subscriptions with reasonable promptness; and the opportunity was 
taken to redeem on September 15 the certificates of Series V K maturing October 7, 
1919 (the last of the certificates issued in anticipation of the Victory Loan). The 
redemption of these certificates should have a beneficial effect in coimection with the 
large payments of income and profits taxes due on September 15. 

The aggregate amount of Treasury certificates of indebtedness still outstanding on 
August 30 of the several series maturing or called for redemption on September 9 and . 
15, 1919, was $1,799,041,500. This entire sum (which has since been reduced by 
exchanges and cash redemptions) is provided for from cash in bank and income and 
profits taxes due September 15, leaving an ample balance in the general fund. 

There remain no maturities of certificates to provide for prior to 1920, as the cer
tificates maturing December 15 are more than covered by the income and profits tax 
installment due on that date. 

In the month of August just past ordinary and special disbursements exceeded 
ordinary receipts by less than $500,000,000. In September, because of the income 
and profits tax installment payment; ordinary receipts should exceed ordinary and 
special disbursements by approximately $500,000,000. 

The success of recent issues of Treasury certificates, the fortunate cash position of 
the Treasury at the moment and the reinvestment demand which will result from 
the payment of so large an amount of certificates on or before September 15 create a 
situation which should be availed of to make an important step forward in financing 
the debt growing out of the war. In my letter of July 25, above referred to, I indi
cated that the Treasury certificate program might be varied at opportune times by 
the substitution of issues of tax certificates. This obviously is an opportune time, 
and accordingly the Treasury is offering two series of so-called tax certificates, both 
dated September 15, 1919, Series T 9 maturing March 15, 1920, and bearing interest 
at the rate of 4^ per cent, and Series T 10 maturing September 15, 1920, and bearing 
interest at the rate of 4^ per cent, payable semiannually. It is not possible to say 
definitely when semimonthly issues of loan certificates will be resumed nor upon what 
terms they will be issued; but such issues will certainly not be resumed before October 
15, and the minimum amount offered should not exceed $250,000,000. In view of the 
important fact that now for the first time in over a year certificates (of Series T 9, 
maturing March 15) are offered at a lower rate than 4J per cent, I deem it proper to 
say that, if hereafter certificates maturing on or before March 15,1920, should be issued 
bearing interest at a higher rate "than 4J per cent, certificates of Series T 9 will be 
accepted at par with an adjustment of accrued interest in payment for certificates of 
such series which may be subscribed for and allotted. 

I hope that each and every banking institution in the United States will not only 
subscribe liberally for one or both issues of the certificates now offered but also will 
use its best endeavors to procure the widest possible redistribution of such certificates 
among investors. The certificates, although acceptable in payment of income and 
profits taxes payable at maturity, are, as you know, payable in cash when they mature, 
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and should make a ̂ nde appeal to investors generally because of their valuable exemp
tions from taxation and attractive maturities. The success of these issues will be an 
important advance in the process of financing the war debt in such a way as to avoid the 
necessity for great refunding operations, by spreading maturities and meeting them, 
So far as may be, out of tax receipts. Incorporated banks and trust companies which 
are not qualified depositaries are urged to become such in order that they, like others, 
may participate in the temporary deposits growing out of these issues. 

The patriotic, loyal, and enlightened support which the banking institutions of 
the country gave tc> the Treasury during the darkest days of the war and continued 
through the perhaps more difficult period after the cessation of hostilities, when war 
expenditures were at their peak, justifies the Treasury in addressing to them this 
confident appeal now that the turn of the tide has come. 

Cordially, yours. CARTER GLASS. 

To the PRESIDENT OP THE BANK OR TRUST COMPANY ADDRESSED. 

The response to these two offerings of tax certificates was so great 
that it was found desirable to close the issue in three days after 
September 15. The total subscriptions aggregated $758,600,500, of 
which $101,131,500 represented the 4i per cent six-month series and 
$657,469,000 the 4J per cent one-year series. In view of the success 
of the issues it vt̂ as possible to suspend for another period the offering 
of further loan certificates. 

The international financial situation. 

The international financial situation is one of great importance and 
in which we are seriously interested. The present position relative 
to foreign financing and the general policy of the Treasury concerning 
this vital problem should be fully stated. 

Smce the armistice the United States has advanced to the Govern
ments of the Allies, as of the close of business October 31, 1919, the 
sum of $2,329,257,138.55, and there remained on that date an 
unexpended balance.of $593,628,111.45, from the total loans of 
$10,000,000,000 authorized under the Liberty loan acts. 

The Treasury asked and obtained power for the War Finance Cor
poration to make advances up to the amount of $1,000,000,000 for 
nonwar purposes and the Wa;r Finance Corporation is prepared to 
make such advances. 

By the act approved September 17, 1919, the Federal Reserve 
Board is authorized to permit, until January 1, 1921, national banks 
to invest to a limited extent in the stock of American corporations 
principally engaged in such phases of international or foreign finan
cial operations as may be necessary to facilitate exports. 

The Secretary of War is authorized to sell surplus Army stores on 
credit. 

The United States wheat director is authorized to sell wheat to 
Europe on credit. 
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The ipower which at present exists in the Government or govern
mental agencies to assist in meeting Europe's financial needs is, 
therefore, considerable. This power must, of course, be exercised 
with extreme caution and with the most careful regard for the 
urgent needs of our own people for an ample supply of foodstuffs and 
other necessities of life at reasonable prices. 

The Treasury is considering with representatives of the Govern
ments of the Allies the funding of the demand obligations which the 
United States holds into.long-time obligations, and at the same time 
the funding during the reconstruction period, or say for a period of two 
or three years, of the interest on the obligations of foreign Govern
ments acquired by the United States under the Liberty loan acts. 

The Treasury believes that the need of Europe for financial assist
ance, very great.and very real though it is, has been much exagger
ated both here and abroad. Our hearts have been so touched by , 
the suffering which the war left in its train, and our experience is so 
recent of the financial conditions which existed during the war (when 
men were devoting themselves to the business of destruction) that 
we are prone to overlook the vast recuperative power inherent in any 
country which, though devastated, has not been depopulated, and the 
people of which are not starved afterwards. We must all feel deep 
sympathy for the suffering in Europe to-day, but we must not allow 
our sympathy to warp our judgment and, by exaggerating Europe's 
financial needs, make it more difficult to fiU them. 

Men must go back to work in Europe, must contribute to increase 
production. The industries of Europe, of course, can not be set to 
work without raw materials, machinery, etc., and, to the extent that 
these are to be secured from the United States, the problem of 
financing the restoration of Europe belongs primarily to our exporters. 
Governmental financial assistance in the past and talk of plans for 
future Government or banking aid to finance exports have apparently 
led our industrial concerns to the erroneous expectation that their 
war profits, based so largely on exports, will continue indefinitely 
without effort or risk on their part. To them will fall the profits of 
the exports and upon them will fall the consequences of failure to 
make the exports. So soon as domestic stocks, which were very low 
at the time of the armistice, have been replenished, those industries 
which have been developed to meet a demand for great exports, paid 
for out of Government war loans, wiU be forced to close plants and 
forego dividends unless they maintain and develop an outlet abroad. 
The industries of the country must be brought to a realization of the 
gravity of this problem, must go out and seek markets abroad, must 
reduce prices at home and abroad to a reasonable level, and create 
or cooperate in creating the means of financing export business. 
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There is no reason for high commodity prices in the specter of 
European demand nor for high interest rates in the specter of 
European credits. Our fear must be that the cessation of war exports 
will result in closed plants, passed dividends, and general depression. 
The way to avoid those evils is to stimulate production and encourage 
industrial and commercial activity and not to burden them with 
high interest rates which are a deterrent to these things, but unfor
tunately are not a deterrent, except temporarily, in such times as 
these to speculation. 

Since armistice day, the consistent policy of the Treasury has been, 
so far as possible, to restore private initiative and remove govern
mental controls and interferences. I t has been the view of the 
Treasury that only thus can the prompt restoration of healthy 
economic life be gained. The embargoes on gold and silver and 
control of foreign exchange have been removed, as well as the volun
tary and informal control of call money and the stock exchange loan 
account. The control exercised by the Capital Issues Committee 
over capital issues has been discontinued. Thus the financial markets 
of the United States have been opened to the whole world and all 
restrictions removed that might have hindered America's capital and 
credit resources, as well as its great gold reserve, from being available 
in aid of the world's commerce and Europe's need. 

There are those who believe that the dollar should be kept at par— 
no more, no less—in the market of foreign exchange. If effective 
action were taken to carry out such a policy, it could only be done by 
drawing gold out of the United States when the dollar would other
wise be at a discount and by inflating credit when the dollar would 
otherwise be at a premium. 

The dollar is now at a premium almost everywhere m the world. 
Its artificial reduction and maintenance at the gold par of exchange 
in all currencies is quite unthinkable unless we propose to level all 
differences in the relative credit of nations and for our gold reserve 
substitute a reserve consisting of the promises to pay of any 
nation that chooses to become our debtor. Inequalities of exchange 
reflect not only the trade and financial balance between two coun
tries, but, particularly after a great war such as that we have been 
through, the inequalities of domestic finance. The United States has 
met a greater proportion of the cost of the war from taxes and bond 
issues than any other country. Largely as a consequence of this 
policy, the buying power of the dollar at home has been better sus
tained than has the buying power at home of the currency of any 
European belligerent. For the United States to determine by gov
ernmental action to depress the dollar as measured in terms of foreign 
exchange and to improve the position of other currencies as measured 
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in terms of dollars would be to shift to the American people the tax 
and loan burdens of foreign countries. This shifted burden would 
be measured by the taxes to be imposed and the further loans to be 
absorbed by our people as a consequence, and by increased domestic 
prices. 

United States Government action at this time to prevent in respect 
to foreign exchange the ordinary operation of the law of supply and 
demand, which automatically sets in action corrective causes, and 
to prevent the dollar from going to a premium when its natural 
tendency is to do so, would artificially stimulate our exports, and, 
through the competition of export demand with domestic demand, 
maintain or increase domestic prices. 

The view of the Governments of the. Allies, I take it, is that had 
they (after the war control of their imports had been relaxed) at
tempted to continue to ' ' p eg" their exchanges here at an artificial 
level by Government borrowing, the effect would have been to stimu
late their imports and discourage their exports, thus aggravating 
their already unfavorable international balances. 

I t is not, of course, to be expected that the breach left by the with
drawal of governmental support of exchange can be filled by private 
initiative until the ratification of the treaty of peace has given 
reasonable assurance against the political risk which, rather than 
any commercial or credit risk, now deters private lenders. Some 
progress has already been made in placing here through private 
channels the loans of allied and neutral European countries and 
municipalities. The Treasury favors the making, in our markets, 
of such loans, which contribute to relieve the exchanges. I am sure 
that when peace is consummated, and the political risk" measurably 
removed, American exporters and European importers will lay the 
basis of credit in sound business transactions, and I know that 
American bankers will not fail then to devise means of financing 
the needs of the situation nor American investors to respond to 
Europe's demand for capital on a sound investment basis. 

Meanwhile it is well to remember the invisible factors, which are 
always at work toward a solution of the problem. Immigrants' re
mittances to Europe are, and will continue to be, a very large item 
in rectifying the exchanges. As soon as peace is concluded foreign 
travel will be a further item. Another very important factor is the 
purchase of European securities and properties and repurchase of 
foreign-held American securities by American investors. But the 
principal factor in Europe's favor is the inevitable curtailment of her 
imports and expansion of her exports. These processes, of course, 
are stimulated by the very position of the exchanges which they tend 
to correct. 
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SECRETARY OF THE TREASURY. 15 

The exchange situation as it exists to-day and the steps which 
were taken for the removal of all war restrictions as ra])idly as con
ditions would warrant may be summarized as follows: 

On May 6, 1919, the Federal Reserve Board announced that there
after licenses for the export of silver bullion or silver coin of foreign 
mintage would be granted freely and without condition. This was fol
lowed on June 9, 1919, by the announcement that after consultation 
with the Secretary of the Treasury, and with his approval, the Federal 
Reserve Board had recommended to the President, and the President 
had approved the recommendation, that the control theretofore ex
ercised over transactions in foreign exchange and over the exporta
tion of coin, bullion, and currency be terminated except as to the 
importation or exportation of ruble notes or exchange transactions 
with that part of Russia under the control of the so-called Bolshevik 
government, and except as to exchange transactions with territories 
in respect of which such transactions were at that time permitted 
only through the Ainerican Relief Administration. At the same 
time it was announced that until formal action was taken by the 
President applications for the export of gold would, like applications 
for the export of silver, be freely granted irrespective of amount or 
destination except as above stated, and that during that interim 
licenses required to consummate specific transactions in foreign ex
change would be freely granted, except as set forth above. 

On June 26, 1919, the President issued a proclamation, which is 
attached hereto as Exhibit 2, page 217, giving effect to the above 
recommendations. This was followed by the removal h j the Federal 
Reserve Board, on June 30, of the restrictions on remittances to 
countries to which remittahces had theretofore been permitted only 
through the American Relief Administration, leaving in force and 

^effect only the prohibition against the shipment of ' 'coin, bullion, 
and currency to that part of Russia now under the control of the so-
called Bolshevik government, and any and all dealings or exchange 
transactions in Russian rubles or transfer of credit or exchange trans
actions with that part of Russia now under the control of the so-
called Bolshevik government." On August 12, the Federal Re
serve Board announced the issuance of a general license permitting 
the exportation from the United States of Russian rubles, provided 
that notice of such exportations be given to the Customs Division of 
the Treasury and to the Division of Foreign Exchange of the Federal 
Reserve Board. With the exceptions above noted, therefore, there 
is now no control over foreign exchange or the export of coin, bul
lion, or currency. 

The improvement of our exchanges with neutral countries and 
the decline to normal, and in many cases to a very considerable dis-
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count, of the currencies of those countries which had been ruling at 
considerable premium in the United States, is illustrated by the 
following table showing (1) the highest premiums reached by certain 
foreign currencies between April, 1917, and July 31, 1918; (2) the 
highest premiums during the month of July, 1918; (3) the premiums 
on November 15,1918; and (4) the premiums or discounts of each cur
rency as of November 1, 1919: 

Table showing highest premium's reached by certain foreign currencies in New York between 
April, 1917, and July 31, 1918; premiums on Nov. 15, 1918, and premiums or dis
counts as of Nov. 1, 1919. 

[Based on quotations for demand bills.] 

Carrency of— 

' Highest premium between 
April, 1917, and July 31,1918. 

Per cent. Month in which 
reached. 

Highest 
pre

mium, 
July, 
1918. 

Pre
mium, 

Nov. 15, 
1918. 

Dis
count, 
Nov. 1, 

1919. 

Sweden 
Norway 
Denmark , . 
Holland 
Switzerland 
Spain 
India 
Japan 
Argentina .• 
Chile 
Peru (cable ra tes) . . . 
Bolivia (cable rates). 

69.78 
44.59 
44.59 
29.35 
35.28 
54.15 
23.30 
7.82 

12.25 
78.24 
20.83 
10.25 

November, 1917. 
do 
do 

July, 1918. . . . . . . 
May, 1918 
April, 1918. . . . . . 
September, 1917. 
July, 1918. . . . : . . 
December, 1917.. 
June, 1918 
July, 1918 
December, 1917.. 

Per cent. 
33.58 
17.91 
16.79 
29.35 
31.50 
42.75 
10.14 
7.82 
5.61 

75.48 
20.83 

Per cent. 
3.55 
1.68 
.75 

3.86 
3.21 
3.63 

10.14 
9.33 
5.04 

31.54 
3.10 
1.54 

Per cent. 
11.00 
16.42 
21.08 
5.94 
7.50 
.10 

1 29.47 
11.81 

.24 
14.39 

2.19 
13.00 

1 Premium.. 

NOTE.—Quotations for Chile are for inconvertible paper cuiiency and premiums are calculated upon the 
average value of 18,8 cents per paper peso during the nrst 6 months of 1914 as a base. There is, therefore, 
no premium or discount properly so-called. 

I t will be observed that of these currencies the only ones now 
-ruling at a premium are those of Japan, Bolivia, and India. In the 
case of Japan and Bolivia the premium roughly measures, the cost, 
including loss of interest, of the export of gold from the United States 
to those countries, and may, therefore, be regarded as a normal quota
tion. With a free gold market in the United States, as we now have 
it, the currency of no gold-standard country should rise above such 
moderate premium as measures the cost of transportation of gold 
from this country to the country in question. That is the normal 
maximum. The normal minimum with any gold-standard country 
enjoying a free gold market would be a discount equal to the trans
portation cost from that country to the United States. 

As the above table indicates, exchange on India is selling at a very 
considerable premium. The situation is anomalous. The currency 
of India at the present time, while nominally on a gold basis, is prac
tically on a silver basis. This is due to the fact that the circulating 
medium of India is the silver rupee, designed to be and formerly 
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SECRETARY OF THE TREASURY. 1 7 

actually a token coin, the present market value of whose silver con
tent, however, is far above its rated gold value as Indian currency. 
That rated value is 32.44 cents per rupee, and when silver is selling 
at 94.37 cents per ounce of fine silver the rated value of the rupee at 
par, viz, 32.44 cents per rupee, is equal to the market value of its 
silver content. The present quotation of the Indian rupee roughly 
measures the present market value of the silver content of the rupee. 
Owing to the propensity of the natives to hoard the precious metals, 
the Indian Government is unwilling to permit the importation into 
India of unlimited amounts of gold, which would thus to all intents 
and purposes be lost to the world, but very considerable amounts of 
gold have been sent to India and placed by the Government in the 
reserve against rupee currency notes. The exchange rate on India, 
therefore, in the present circumstances, is disconnected from the value 
of gold and responds roughly to the value of silver in the same manner 
as rates of exchange on China and Hongkong. A British com
mission was appointed early in 1919 to investigate the entire 
subject of the Indian currency. 

CURRENCY AND CREDIT EXPANSION. 

The progressive rise in commodity prices and wages has led to 
considerable public discussion as to whether there existed an inflation 
of the currency, and whether such inflation, if it existed, was a cause 
contributing to high prices. The discussion led to the introduction 
in the Congress of a resolution requesting an inquiry into the advisa
bility of legislation providing for the gradual reduction of the currency 
in circulation. The chairman of the Senate Committee on Banking 
and Currency requested the views of the Federal Reserve Board on 
the subject, and I fully concur in the answer of the board, as embodied 
in Gov. Harding's letter to Senator McLean, under date of August 
8, 1919. 

There is no escape from the conclusion that under our system cur
rency can be issued only in response to a demand therefor as circu
lating medium and that such currency is automatically retired 
when it is no longer required as circulating medium. Currency ex
pansion, therefore, is an effect and not a cause of advancing prices. 
The remedy for high prices, as stated in Gov. Harding's letter, is " t o 
work and to save; to work regularly and efficiently in order to pro
duce and distribute the largest possible volume of commodities; and 
to exercise reasonable economies in order that money, goods, and 
services may be devoted primarily to the liquidation of debt and to 
the satisfaction of the demand for necessities, rather than to indul
gence in extravagances or the gratification of a desire for luxuries." 

140325—FI 1 9 1 9 — 2 
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