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There is an old saying - of Chinese origin, I believe - that "Things
"eVer as good or as bad as they seem". We should take this philosophy
heart a¢ the present time.

Price recessions and the resultant conditions are not peculiar to this

Wtry alone, but obtain everywhere and in countries where there has been
the 8reatest inflation of credits and currency the distress is most acute.

Te present conditions unprecedented as far as particular nations are

concemed, although it is true that a world-wide situation which depresses
sl basic industries and productive activities is umusual. In this country

We
a .
Te Passing through a period of readjustment which it was expected we

enter into immediately after the signing of the armistice. In fact
for 4 few months after that event there was an unsettlement in prices and a
Station in business, but an urgent demand for commodities and manufactured
+ ° S0on developed which required satisfaction at any cost and prices
Upward until they attained levels never before reached in the memory
the Present generation.

In reviewing the conditions which existed a year ago, we all realize

13t was sensed by many at the time, that things were not as good as they

77

Seem
4 for price levels were unnatural and the burden of the high cost of

liVi
8 Wag too great to be permanently endured. It was generally recognized

- 1920

Ban
Y Donthg ago, following the collapse of the Japanese silk market early

7Y SPring, that sweeping price readjustments were inevitable. In fact, a

D£

last summer the continued expansion of credits and the constantly
“fCing costs of living became objects of grave public concern. The Senate

See APpendix naw
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the United States on August 5th, 1919, addressed a communication to the
Federal Reserve Board on the subject. Shortly afterwards the President in an
Mdress 4o Congress discussed these guestions. From that time until the ad-~
J°“mment of Congress last June these matters were the subject of frequent
Uscussions in both houses. On the 17th of May last, the Senate addressed a
fesolution directing the Federal Reserve Board "to advise the Senate what sieps

Purposes to tuke and to recommend to the member banks of the Federal reserve
Weten to meet existing inflation of currency and credit, and consequent high
Prices’ and what further steps it purposes to take or recommend to mobilize
Credits in order to move the 1920 crop." Reference is made to these incidents
" order to direct attention to the trend of legislative sentiment a few months
. In marked contrast are the efforts now being made to secure legislation
° foree expansion of credit and currency with a view of advancing prices.

Tne Federal Reserve Board is not charged with any responsibility for prices
°F living costs. It is a banking board, which exercises a general supervision
o Federal reserve banks, and the rates of discount which are fixed by the
bard, following recommendafions of the directors of the Federal reserve banks,

fixed primgrily with reference to prices. The Board camnnot with pro-
prlety establish rates with a view of putting prices up or putting them down.
% the determination of Federal reserve bank discount rates consideration must
° &lven to general conditions and to current rates, and in the rate revisions
"ich *he Buard has approved from time to time the view has always been taken
that Uscount rates should mot be pegged or fixed arbitrarily, for there are
*Ways Certain basic conditions related to the demand for and the supply of
Credit in this country and throughout the world which must be taken into account,
the £ormal establishment of a Federal reserve bank rate is merely an inter-

e
tation of these conditions.

Federal resdrve banks are not permitted by law to have direct dealings with
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el‘public but they may rediscount for member banks upon their endorsement
"8ible Paper as defined by the Federal Reserve Act representing loans or
y Mcementg made by the member banks to their customers. The lending powers
National banks are broadly defined in those sections of the Revised Statutes
“ Sh;he Uniteq States commonly known as the "National Bank Act", and those of the
& bure and trust companies which are members of the Feéderal reserve system
S those of the institutions which are not members are governed by the
of the respective states in which these institutions are located. There
centralized control over the discount policy of the individual member and
Danks, and the Federal Reserve Board cannot compel banks to make
N "Blch they do not desire to make nor can it restrain them from making
Waich in the lawful exercise of their discretion they may make
he rNbrmally the discount rate of a Federal reserve bank should not control
ates at which member banks loan money to their customers. In the countries
central banks there is a well-established policy that the central
Cup Hscount rate should be maintained at a figure slightly in excess of the
fent Barket rate. The wisdom of such a policy is apparent for it eliminates
"sideration of profit in rediscount trunsactions and gives the central

betf
control over its own reserves and causes the banks which deal with

bub
to rely to a great degree upon their own resources in extending

¢
PO t 4 ] SCTAATLa s Lien
ations while still affording them an outlet for any undue
la.

S, . . . . . s
Because of the exigencies of war financing, it has not been



Practicable for the Federal reserve banks up to this time to
alopt this policy and as a rule Federal reserve bank discount rates
&€ lower than the rates charged by member banks. It is believed
that conditions are gradually adjusting themselves so that Federal
Teserve bank rates may be maintained at a level slightly higher than
current rates not only without any disturbance to commerce and business
but g their distinct benefit. In fact, this adjustment has already

in some cities where member banks have reduced their rates on

Commercial loans.

In ordinary circumstances banks rely upon their own lending
Power gg measured by the sum total of their capital, surplus and
POsits, and rediscount or borrow money only at certain seasons of
the year, or at other times when urexpected demands are made upon them.
Fbrmerly it was not regarded as a sound policy or good practice for a

to permit its loans to be habitually extended to a point which
Obliged it to be constantly indebted to other banks for borrowed money.
Before the Federal reserve system was estsblished banks were required
k0 Carry in their own vaults a certain percentage of their net deposits
ia 8old or lawful money as a reserve. This percentage of reserve was
conSidera'bly higher than that which is now carried. #s regards national
b&1ks' the reserves required wsre 25% in gold or lawful money for banks
1 the central reserve cities, New York, Chicago and St. Louis,
for all other reserve city banks 123% cash in vault, and 125% with banks

n Central reserve cities, and for country banks or cash in vault, and

With banks in reserve or central reserve cities. This percentage



X-2084

of reserve applied to the time derosits as well as to demand deposits.
The frarers of the Federal Reserve Act felt that with the Federal
Téserve banks established and a dependable means of rediscount pro-
Vided, these reserves could be lowered with safety, thus increasing
the lending power of the banks in a corresponding degree. The present
law qoes not require any mrember bank of the Federal reserve system
to Carry any specific arount of cash in its own vault. All lawful
€serves are xept with the Federal reserve banks. Banks in central
eserve cities must carry with the Federal reserve bank a balance
to 13% of their net demend deposits, banks in reserve cities
© and country tanks 7%. On time deposits the reserve required in
Cases is only 3%. The Federal Reserve Act, therefore, has greatly
nereased the normal lending power of the member banks out of their
o Tesources, leaving out of consideration entirely the additional
Ping bower they cen acquire by rediscounting with the Federal reserve

bank,

The extent to which the discount facilities afforded by the
Feder-- reserve banks are now being used shows that through the
med i ym of menber banks the Federal reserve banks are participating
Setively in extending credits. On August 22, 1907, just before the
Panje of that year, bills payable and rediscounts of all national
banks amounted to $59,177,0C0 against total loans and discounts of
'703,027,000. the percentage of bills payable and rediscounts to
fotal 1oang being 1.26%. On September 23, 1908, the percentage was

on September 12, 1914, total bills payable and rediscounts

Increased to the then unprecedented amount of #150,071,000, or
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2345 of the total loans, which amounted to $6,417,910,000. This
lncrease was due to the disturbance incident to the outbreak of the
Furopean War, Cn September 12, 1916, bills payable and rediscounts
had fallen to $91,893,000, or 1.16% of the total of loans of all
National banks. On September 11, 1917, the first year of our
Participation in the war, bills payable and rediscounts amounted
to $285,104,000, or 3.09% of the total loans, $9,234,279,000. These
figUrBS, of course, reflect war financing. The same observation
"111 apply to figures compiled from reports of conditions of national
banks on August 31, 1918, and September 12, 1919, when the percentages
°f rediscounts to total loans were 12.8% and 13.04%, respectively.
There has, however, been no new financing by the Government since

® flotation of the Victory Loan; the total volume of Government
%bligations outstanding has decreased since September 12, 1919, when
Tediscounts and bills payable of all national banks amounted to

105,516,000, while on September &, 1920, the national banks'
liability for money borrowed in this way amounted to $2,299, 640,000,
°F 16.8% of their total loans of $13,723,611,000. The figures for

tate banks ang trust companies are not available, but there is no
fa-on to believe that the proportion of money borrowed by these
MStitutions to their losns and discounts is any less than that

Shown by the national banks.
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The impression exists in the minds of many that the Federal
reserve system hes adopted a policy of radical deflation and that
the farming interests have been the chief sufferers from this policy.

Such policy has ever been uadertaken and as a matter of fact
there has been during the past year an increase and not a reduction
in the net volure of bank credit and currency. There hes been no
Policy looking towards a broad curtailment or deflation of credit
but efforts have been made to correct abuses and to bring about
moderation and better judgment in the use of credits which a yeesr
8g0 were being diverted into all kinds of speculative and .non-
Productive channels. Efforts have been made also to conserve the
Tesources and credit power of the member banks and of the Federal
Teserve banks in order that they might better respond to the seasonal
Needs occasioned by the harvesting of the crops.

I do not wish to burden you with statistics, but in order to
Correct wrong impressions I desire to call your attention to the
f°110Wing. On September 19, 1919, the total earning assets of all
Federal reserve banks were in round amounts $2,350,C00,0C0, while on
Jomary 27, 1920, the total was nearly $3,300,000,0C0, an increase of
almost $1,000,0C0,000, or nearly 50% within a period of four months.
There ig no banking system strong enough to sustain, itself very long at
S0 rapid a rate of expansion of credit, and while no drastic deflation
Vas attempted, measures were taken to regulate the credit expénsiono
DiSCOUnt rates were advanced and this action brought about a moderate
amount of liquidation, the earning assets of the Federal reserve
Yanke being reduced in the course of sixty days by about

*100.000,000_ By the middle of May, however, the
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total loans and investments of the Federal reserve banks approacned
iRin their previous high level and the Board called the attention of
the banks and the public to the importance of marketing the crops of
l919 befors thoge of 1920 were harvested, and of reducing bofrowings

the Federal reservs banks until the seasonal requirements of the
*Utunn should develop. Banks were advised in cases where it should
become necessary for them to discriminmate in the matter of making loans

8ive preference to essential credits, which included all credits
Telated to legitimate productive activities, and they weie told at the
Same time that they themselves must be the judges of the essential

Character of the purposes for which loans were asked of them.

On July 23rd, just before the crop moving demands began to be

d
the total loans and investments of the Federal reserve banks ha

5 d
declined from the high point about $150,000,000, and stood aroun

150,000,000. Since that date they have advanced steadily with
OCCasional glight recessions until December 3rd when the total amount
Teached $3,333,792,000, as compared with $2,933, 082,000 on December
2, 1919, Federal reserve notes in circulation on December 3, 1920
dMounteq 4, $3,312,039,000, as against $2,881,359,000, on December 5,

You will see therefore that as-far as the Federal reserve banks
ire °°ncerned, no contraction of credit or currency has been had during
the past twelve months, but on tne other hand there has been an increase
M Federal regerve bank credit of $400,000,00C and in currency of
$430, 000, 000,

Tou are, however, most interested in knowing to what extent credit

has been available for agricultural purposes. It will be impossible to

Blve Precige information on this point until the reports recently called
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tr by the Comptroller of the Currency from national banks have been
tabula.ted and the digest made public. Tne Comptrollsr has asked each
Mtional bank for a2 statement both of direct and indirect loans to
farmers, pe Federal reserve banks in agricultural districtshave been
Scounting heavily for several months past with Federal reserve banks
in the industrial districts. Three banxs, the Federal reserve banks
B°St°n, Philadelpnia and Cleveland, have advanced at times as much as
$:'MSG;OOO,OOO to seven other Federal reserve banks, whose districts are
llrgely agricultural. The total amount of bills discounted by Federal
F-serve banks in distinctly agricultural districts is about $1, 5C0, 0CO, CCO.
¥ in the season Federal reserve banks in these districts were asked
®stimite the proportion of their total loans directly in support
°f the agricultural and livestock interests. The estimates for
ptember) 5, 1920 were as follows: Federal Reserve Banx of Richmond,
Atlanta, 23.7w; Chicago, 48.3%; St. Louis, 22%; Minneapolis,
65‘6%3 Kansag City, 59.8%; Lallas, 507 and San Francisce, 58.7%. In
Some of these banks the proportion of agricultural paper-aeld is much
Ereater nn. than on Septesber 3rd. It is certain that tnere has been
CUrtailment of agricultural credits by the Federal reserve vanis ind

whi 3
hlle, 28 I have stated, exact figures of member bank transactions are

n
ot yer dvailable, it seems reasonable to assume that there nas beon 2

v .
ery 88 volume of cradit extended by member and non-member banks in

SUPPort of tpe agricultural interests

Semator Owen hag recently called attantion to the fact that "The
indiVldU&l deposits of New York City banks, which were November 12, 1919,
%31 998,000, were reduced on November 10, 1920, to $u,916,375,000, 2

ng
¢ s of deposits in New York City of about $1,400,000,000, and 2 net
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Feduction of 1oans amounting to a similar amount", and that "While the
lndIVIdual deposits and loans of New York City banks were coming down,
the tota deposits of all the banks of the country, including bank
dep°51ts, increased according to the Comptroller's letter of October 13,

+3<0, $y,0u5,16h,000, and loans increased $5,805,736,000 (including

r)’ Overdraftg and discounts) for the fiscal year ending June 30th, 1920."
Iam a firm believer in the policy of gradual and orderly methods

of Darketing our great agricultural staples, All will agree that
‘8Ticulture ig the basic and fundamental industry, for upon its fruits
the lives of those engaged in all other industries. The farmer
1s - great consumer of munufactured products and anything that affects

buying Power is spon reflected in the business of the merchant and

Mfacturer, Conversely a depression in manufacturing and other

Lineg °f business is reflected in the reduced demand for farm products.
! Canno t Conceive of anyone quesiioning the fact that farming as a

‘96 must be remunerative or production will languish. It is

Y desirable that the efforts of the farmer be supported and
’b *timulateq in every proper way and that he be aided in preserving the
) 7" feasure of his harvests and that he be given an opportunity of
marketing Bis products on terms sufficiently profitable to warrant nis
staying in the business of farming., It is well to consider, however,
that in Other lines of business, profits are not always continuous.

is algo true with respect to farm industry. The farmer, however,

Tule, has only one turnover a year, while those engaged in other
Ses have the advantage of more frequent turnovers. Great

st .
3ple Crops, the production of which extends over a period of several
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Tonths must meet the requirements of consumption until the next season's
Crops are produced, In order to prevent possibility of shortage, it is
desirable that there be a certain surplus held over from one crop
Pending the marketing of the next. It is important, however, that the
SUrplus held over be not too large or umwieldy, for the marketing of a
Crop and a half when the ordinary requirements call for only one crop
Weans g lggg unless an unforseen abmormal demand should develop. The
8radual uang orderly marketing of great staple crops is a matter of
'@portance both to producer and consumer. The dumping upon the market
Within 4 short period of time of a large part of a crop, the consumption
°f waich extends throughout the year, means not only loss to producers,
°ften to tnose who can least afford it, but involves also a great strain
UFON our transportation facilities and upon the banks in providing the
fungs Necessary for large purchases in advance of actual requirements

or Consunption, The dumping of farm products promotes speculation

®1d usually results in higher prices to the ultimate consumer.
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I tare this occasion to say that the menbters of the Federal Reserve
fard have a keen sympathy for the farmers in their present rredicament
Md are desirous of doing evarything they can legitimately and mroperly
° help thep, It is irmpossible, howevar, for any banting system to pro-
€ funds for withholding a1l staple crops entirely from the market for
"W length of tige. The volume of our great staple crops is so large
ad their value so great that any efforts to valorize them by means of
Mk creqits would inevitably result in disaster to the community ip general
and to e farmer especially. Orderly marketing means marketing; 1t neans
teady Sales and steady rurchases. Gradual sales make possible the gradual
iquidation of debts, and as the maturity of so many obligations synchronizes
"th e Marketing of staple crops, it is probably no exaggeration to say
® liquidation of a million dollars of farmers' indebtedness mezns the
iquidatiOH of four or five millions dollars of general debts. Your con-
will no doubt consider means of preventing in future a repatition
f Present conditions. I assume ggd that you will consider cooperative
greater diversification of orops, and the maturing of farmers
ligatiOHS over periods extending from October to March. I suggest also
do not overlook the importance of minor crops as a means of giving
the Farmer an additional turnover. I assume also that you will consider
the Processes of marketing and ascertain why in many cases commodities which
S0ld by tpe farmer at less than the cost of oroduction are sold to the
consumer at high prices. I am aware also that thers is much
I]'m')rehen's»ion on the part of farmers as to their current indebtedness. The
Fresent CTops were produced at abnormally high costs and many farmers, no
doubt- have stuff on hand for which there is now no ready market, or which
*not pe sold for enough to liquidate their debts. Such a situation calls

fo
T the Closest cooperation between the farmer, znd the merchant and banker
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With whom he deals. I have no guthority to speak for the benking busi-
ness in general, but I do know that as a ruie the barker reaslizes that
the welfare of hisg own 1nstitution depends upon the prosverity of the
COTmuNity in which his banr is located. The average banter is averse
to foreclosures or other drastic methods of liquidating indebtedness,ex-
¢t as a last resort, and ny opinion is that if the farmer will go¢ to
his barl.er or merchant creditor »nd make a frark statement of his condition,
giving additional security irf available and if reguired, and agree to make

Sales of his nroduce as the market develops, arplying the vproceeds
D his indehtedness, he will be able to melre arrangenents for present mress-

Jw

N®eds and for requirements for another season. Many farmers have had
thi ®Xperience in years when there has been a crop faiiure. This is & yeer
Of vhuas ] )

t *hysical prlenty and the farmers' troubles arise from vrice derczngements.

T .
he decling in prices of =11 agricultural stavles has been very marked, =nd

sor . :
T May not be salsble in the mnresent circumstances at any vprice.  Such
Comm°dities,

they

of course, nust *e carrisd over for account of some one and
better be carried for the account of the producer. Other steples
c . s

an be go14 at a vrice ana gradual sales of these staples will, in my

° i i - . -
pln1°n' stabilize the entire situation. The resunption of zctivity on

the rart of woolen mills and cotton mills will revive the demend for wool
and cott N, and the continued emvloyment of labor will stimulate the demand
foodstufrs ang all other farm products.
shall not undertalte to mredict the course cf rrices but I will say
that "rices are relative and that warring shortages zrices of 211 commodities
4 goars tend in the long run to rise and fall together. %hile the decline
In Orice

of the zoods the farmer hcs to buy has not -een conmensurate with

the .
SIvmp which has taken place with respect to his cwn wroducts, there is

®ason to helieve that within z short time these inequalities will

<o
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adjust themselves - either the price of farm mroducts will advance or
the price of other goods will decline. Tkus ir the event that there is
no Substantial improvement in the wrice of farm prodncts, it seems cer-
taln that the cost of producing next year's crops will be greatly reduced.
While it is true that the greater volume of cur staple crops and the

€T part of our manufastured goods are consumed at home, the mainten-
ance of our export trade is of the greatest importance o farrers and
manufacturers, for ability to dismose of surplus producits abroad is a
Potent factor in the determination of the price at which gorods are sold
% hame. e great need of the world today is peace and revival of the
Ndustrieg of peace, the reestablishment of trade relations batween the
nations, and in my judgment the surest means of relieving present conditions
ber"‘anently lies in the development of cur foreign trade upon a basis of
Ssureq vermanency. This subject is too complex to admit of its discussion
here, but I refer to it merely to emphasize the fact that the farmer is
vltally effected by things which lie beyond his own horizon. All these
Matters are pressing for solution and are being considered by those in
*ministrative ang legislative authority and by banking and trade orgsni-
2ations a1 over the country. In the meantime it is most desirable that

T® be no feeling of undue depression or dispair. Remember that things
e 10t a5 pag as they seem and that a morale which it is so necessary for
N army ¢ maintain in a military campaign is Jjust as essential in fighting
42aingt industrial and business depression. Let us lock on the bright side
" taeo care before advocating measures which may seem to hold out promise
of ‘temp°rary relief to consider their ultimate results. One of the most
Stfective utterances of the President-elect during the recent campalgn was
his Statement that he favored "More business in CGovernment and less Govern=-

Tent in business®. We must remember that war-time measures are not generally
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PRICE REDUCTION OF IMPORTEL ART.CLES

Monthly average imnort prices of selected articles.

1919

September December

18l
.24
582.25
96.388
225.90
245,00
.97
<33
.770
.372
2,13
. 0355
5.04
. 0555
.257
.534
10.53
73.70
73

1520
March June September Octcber
156 ¢ .179 ¢ .168 ¢ .117
.223 .215  .2C6  .1bb .164
338.90 U430.50 456.66 545.60 u75.79
180.40 113.65 122.12 51.80 17.55
237.93 300.50 345.71 292.58 310.62
207.06 214,17 z0z.21 150,14 125.98
577 L032 .561 L3687 .364
.363 G354 3w L8 222
.cbb  1.21  1.19 -954 1.07
45z <453 L4580 (393 - 307
2.1b 2.54 3,26 3.01 3.11
L0363 .ch2l -.0431 .0512 .0552
9.61 12.28 9.99 5.56 6.42
0551 .083% .1611 .1501 .1395
.2u 203 305 254 .206
.5u1 b6 015 .551 -522
9.85 10.35 14,12 14.61 14.93
76.85  77.80 114.83 142,10 148.98
-523 63 059 .u37 433

prices, which has recently become pronounced in the Unitsd Stites is not confined to this country, but is well
itg operation may be seen from an examimation of monthly average import prices of commodities entering the United

o ures, a sunmary of which for the most important comrodities is preseuted below. are based on the wholesale price

S 1n the marketsof the countries from which they are imported:

Principal Country from which imported.

T e e s e e e e e e e e e e e e e e e o = e e o e e o o e e em e e e e e e e e am e o e e e e e am e e ae

British Vest Africa and Ecuader
Brazil, Central America and Coloamoia
Philippines

I.dia

Philippines

dexico

France, Dutch East Indies and India
Argeatina, Canada

China and British India, Brazil
India and Brazil

Spain, Italy and France

Canada

Japan and Chima

Cuba

Japan, Indii and Chima

Straits Settlements

Canada

Canada and Sweden

Argentina, Uruguay, United Kingdom, Australia

and British South Afrirca.
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Decided reductions are shown for many articles of food. Cocoa,

Or instance, worth about 18 centa. a pound in September of last year
Yas valued at less than 12 centg a pound in September and October of
this year. Coffee dropped in price from 24 cents in September, 1919,
to 16.4 cents in October, 1920, .cane sugar, valued at 5.5 centa a pound

N September of last year, rose to 16.1 ocents of June of the present
Year, but dropped below 14 cents in October; since that time a further
Precipitate fall is known to have occurred and the November price of
Sugar will be likely to be only a little higher than a year ago. The
Price of olive 0il, on the other hand, was $3.01 per gallon last October,
48 Compared with $2.13 in September, 1919. The October price, however,
Is 15 Ceénta a gallon lower than the peak price shown for June. Tea is
150 Somewhat rmore expensive than a year ago, but its price of 26.6
Cents & pound in October marks a perceptible recession from last June,
hen the average was 30.5 cent. a pound.

No table declines in price are shown for hemp, which was valued at
$475'79 4 ton 1n October, compared with $545.60 in September of this
Year’ and $582.25 in September, 1919, for sisal grass, and for cattle

» While goats skins have advanced in price from 77,6 cents a round

September of last year to $1.07 a pound in October of this year.
Rubbe” “as somewhat cheaper than a year ago, and twenty per cent cheaper

last July. Raw silk, which had risen to $12.12 a pound last March,
Bag 9royped to $6.42 a ,ound in October, and wool, which also was at its
price in March, when it averaged 66.9 cents a pound, had dropped
43.7 centa a pound in October.
the principal commodities, for which advances in price are

Shown Jute, which rose from $51.80 a ton in September to $77.55 a ton

in
October, but is still far below its maximum price in Juns and below the

[ R R R R R R R R R BRI
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Price shown for September, 1919; in view of the very poor jute crop
Teported from India, it is possible that a further advance in the price
of Jute will take place. The largest and most consistent price
advances are shown for paper and the raw materials from which it is
aMmifactured. Paper rose from 3.5 cents a pound in September, 1919,
to 5.= cents in October of this year; pulp wood rose from $10.53 to
$14-93 & cord, and wood pulp from $73.20 to $148.98 a ton during the same

od, In the case of paper, a growing world-wide demand combined with
a decreas1ng supply of raw materials, results in a price movement at

ance with the general downward trend.

A column is added in the table indicating the principal countries

Which each article as imported and thus emphasizing the fact that

t . _ _ ,
he price Movement under discussion encircles the world.



