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Mr. Pr .ident and gentlemen of th: Maryland Zankers
Association, I am very happy to have an opportunity to meet you
and discuss with you some of our common problems and troubles
and perplexitias.

I belisve that you gentlemsn constitute the Stats Sec-
tion of your Association. Let me say, in order to relieve you of
any doubt as to why I am here, that I am here neither to solicit
membership of you in the Federal Riservs Bank of Richmond, nor
to complain of such of you as ara not members for not baing mem-
bers., The present, to my mind, is a time that invites us, whethoer
as practical bunkars or as men concernad with the administration
of the nation's bunking and financial affairs in a governmental
way, to look a little beyond our own immediate precincts and try
to taks a broader and acepar view of the situation that is con-
fronting tha country at the prasent time. Whether you are
National bankers or State bankers makes no difference; -~ whether
merely business men or farmers, or even, for that mattar, people
who belong to ths salariad or professional classes, or to the
great body of consumsrs. The difficultiss and perplexities sur-
rounding thas banker and the business man at the present time make
no discrimination between national bankers und thair customers and
State bankers and their customers in the many different sections of
tha country, or in our many different classes of industry. If we

have ever been confronted with an economic problem that concerns
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all of us and from which therz is no escape for any of us, except as it
is an escaps for all of us, it is th2 pressnt situation.

I want to take occasion, *h:refare, this afternoon, in the
time allotted to m=, to drav atvention to some of tha outstanding fac-
tors that are involved in the existing economic and financial situa-
tion, whether you happen to be a banksr in Marylanu or in California;
in Maine or in Texas. I mean to talk mainly about what we have comz
to describe by the term "postwar economic readjustment". Dut first I
want to say a word by way of caution and corraction.

A few months ago it was more common to describe whut is in
Process as "deflation". Fortunztely - fortunately for the truth, and
fortunately for th: truth that helps us toward a comprehension and a
Solution of our problem - we ar: latterly coming to talk lass about de-
flation and more about readjustment. Many who did not see it last autumn
now understand that it is not "deflation" from which we are suffering;
that deflation, so-called, is merely a symptom of the regenerativz or
Iestorative process through which nature is putting us. Vhat we are
going through is, in fact, a r:adjustment or raalignmant of the distori-
9d structure of industry and commerce throughout the length and breadth
of our country to a normal basis. 2 readjustment, indead, reaches
bayond our own shorss into world-commerce and into world-markets. Uie
are not suffering alonz, nor oven most. We ars suffering along with
the rest of the world. Thers is no country, no matter how important
nor how littls important, in a commercial or financial way, that is not
going through thz throes of this terrible crisis of affairs from

“hich w2 have basn suffering. On the whcle we hava come througn
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most 2asily and safely. Much as we complain of our condition and much
as w3 lament our individual sufferings and losses, we rzally have reason
to be thankful that thus far we have come through so well and on the
whole with so little damage to our economic and business morala.

Why do w2 call this mysterious movement or process through
which we ars passing "readjustment" rather than "deflation"? Foremost,
and brigfly, to my mind, for this reason: Deflation ~- God protuct the man
who aver invented ths word or aver undertook to naturalize it on American
§0il and apply it as a description of American conditions -- deflation to
mind always implies that somebody has got his hand on something and is
trying to squesze somsthing out of it. It implies the intervention of a
wilful and definite purpose on somebody's part to accomplish a result by
means of forced pressure. Mor: specifically it means forced liguidation
and falling prices by restriction of cradit and contraction of currency.
In that sense there has bean no deflation. The liquidation that swept
Ovar this country, in common with tha rast of the world, in the year 1920
¥as not of anybody's making - least of all, of the Federal Reserve Doard's
It came of itself. It was not the consquencz of any policy of deflation.
It was the result of an inavitable reaction in the coursz of economic
affairs. So far as deflation has had anything at all to o with what has
Pe2n going on in the last ye2ar, it has been a deflation of expectations:-
a deflation of exaggarated expactations on the part of people generally
throughout our country, north and south, ¢ast and wast, and not only
throughout the United States and the Western Hemisphere, but pretty

erally throughout the world.
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We went on a joy-rids soon aftar thaz Armistice. The sudden
termination of tha war in Novamber, 1918, brought an immanse velief to
all of us. We had bzan tensz, we had been nerved vp to a tarrific endeavor,
the most heroic that p2opl:s had ever baen callad upon to make in the
public behalf. Suddenly, in the midst of this, came rzliaf. All we had been
told to do in the way of saving and self-denial suddinly scemed to have
lost its meaning. OCur pant-up emotions suddenly begot an orgy of reckless-
ness and extravagancz. Psople began to buy laft and right,out of proportion
to their means, in an endeavor to keep up with those who had bescome, by
reason of the fortunss of war, the recipisnts of wmora than their ordinary
incomes. 3usiness, it ss2med, hod never b2en so "good". In a word, there
followsd close upon the Armistics a state of inflatad expectation as to
the future of business. Prices wars rising. Spaculation flourished.
Everything lookzd good.

But in 1920 psople began to doubt whather things could continue
this way; thay bagan to hisitats. In brizf, their expsctations bagan to
deflate. It was thay who deflated thamszlves in the process of gotting
themsslves into 2 saner and more normal attitude as to the future of busi-
ness in th: country and the course of our foreign trads. So far as the
Faderal Reserve System was concernad, deflation never formzd any part
of its purpose. It want on expanding credit and currency throughout the
larger part of the yoar 1920. It was not until crops were harvested, or
until after the middle of October, that the volume of loans and discounts
carried by Fedsral Resaerve DJanks showad any diminution. The great
diminution has com2 with thz ysar 1921 and has been a natural result of

ths economic reaction, intensificd by r:ason of the fact that there
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was a general le: down of industry ard commerce throughout the
whole world as well as throughout our whole country.

Reserve bank rates have had nothing to do with producing this
reaction. In ths winter of 1919-1920, and later when the further advance
of rats was made in June, 1920, it did som2 thing to chick the sxpansion
which had been going on. It helpad to retard the process and to prevent the
eveéntual reaction from degenerating into a violent collapse. 3y moderating
and steadying the reaction it helped to make the inevitable readjustment
orderly by compairson with what it otharwisz might, and probably would,
havs baen.

What doss readjustment mean? It means that when values and prices
and volumss of production have gotten out of their natural relationships
they havs somshow or othsr got to be brought back befors thers can be a
Safe and stable basis for businsss activity. Ordinarily in the past when
We have had a violent alteration of the course of industry the thing has
Culminated in a terrific panic and a short, sudden, and universal collapss.
There are people who argue that on the whole the universal sudden collppse
that comes with panic is preferable to the slow and moderated processes
W2 have had during ths last eight or ten months under the influenc: of
the Federal Reserve System. Thay believs it is better to haves a short
and abrupt descent and be over with it and have evarybody on the sams
lovel about the sams time. What we have had in fact under the slow and
relatively orderly readjustment during ths last eight or ten months has
been in the natur: of a staggerad process. The readjustment and
liquidation havs been unsven in their incidencey as between different

lines of industry and as between differsnt sections of the country.



-6 - -3700

Prices have gone down universally, but they have not gone down

uniformly. Ths farmar has sufferad the most, and even as amongst the
farmers some have suffered more than others, depending on the conditions
affecting the markats for their particular staples. The cotton plantar has
been worsz hit than any othar comparable group. He is most dependent on
the foreign market. Th: live stock man has bsen in a very bad situation
bscause his products also must find a considerable markst overseas. The
result is that thare has bsen extreme inequality in the readjustment pro-
cess« For th: most part the South, espacially the Gulf cotton states,
felt the heavy blow of ths readjustment first, and on the whole most
Severaly.

Ordinarily in a healthy state of industry when things are in
balance thare is a parallelism bstwesn the prices of finished goods as they
80 into use and th2 basic cost prices of the raw matarials that go into
the manufacture of thosz goods. Thars is a close corrzspondence betwean
ths prices of muslin and calico and of raw cotton. Thaere is a corraspon-
dence batwsen variations of ths pricz of boots ana shozs ana variations
of the cost of hides and leather. Thare is a parallelism bztwesn the
$elling prices of all thase goods and labor cost and fuel cost and trans-
Portation cost. That parallelism, however, does not exist at the
Present time. We have raw materials, particularly such raw materials
@S grow on the top of th2 soil, as distinguished from those taken from
undsr the soil, down pratty nsar to bad rock. We have some a little
Pelow the 191% level. Tut in many sections of the country there has
Yaen little reflaction of ths fall of raw material in the finished

Product prices. To illustrats the point, I offar an instance
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though I do not offasr it as typical. Ve know too littl: as a whole of
the relationship betwsen retail prices and prices of basic raw materials
1n the United States at tho pras:nt tim2 to make pracise genceralization
Possibla. Iut thz instancs I give you will serve as a suggestion of

of the things bothering us at the preseant time. Whaat has fallen
from the p2ak, 53 per cent; flour has fallen 47 per cent. Iread has
fallen 10 psr cent. This indicatss a striking lack of correspondence
batwsen the movament of wholesuls prices ana retail prices.

Now, I am wsll awv:re that it takes more than wheat or mors than
flour to make bread. Z“read is a product of a pratty highly organized
m&nufacturing proczss. Thz manufacturar has his plant as well as his
Taw material. Hs has his fuel as well as his raw material bill. .:ayond
that hs has his pay roll, concerning which he could doubtlass t2ll some
Very disturbing things. 2 also has to markst his product. Jut whon
allowancs is mads for all these factors I do not think anyons can doubt
that the disparity bstws:n selling price and cost is abnormal. A drop
°f 53 per cant in wheat and a drop of 40 per cent in flour, as comparad
"1th 10 psr cant in ths cass of ths loaf of broad, indicates that some-
thing is out of Joint. Defores we can have anything likz a normal economic
Situation the relationship betwesn the prices or raw material and finished
Product must bs rsestablished.

Ws cannot expact extensive downward ravisions in wages until
" gat considerable extansive downward rsvisions in the retail selling
Prices of thosas things that maks up tha bulk of the ordinary workman's

family consumption.
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W havs got to ot th: parallelism more complataly restored
betwean the s2lling pricss of basic raw materials and the finished
consumable commoditizs bafors we can feel that w: ars reasonably through
Vith the readjustment procsss and that industry and businsss in thig
country will again move on a rzasonably steady kesl. Until that is
accomplishad, we shall not ba through with our economic difficulticsae
Jut we havs a batter undarstanding of tha n.aturs of those difficulties,
and we hav: a batter understanding of what we have got to do to hasten
the solution or climination of som: of thos: difficulticse

If T were to venturs a statem:nt as to what is tha most im-
Portant immadiatas point upon which to concentrats attantion in th: pro-
C3ss of furthering and hastoning the readjustment process I should say
1t was tha ratail price situution.

The advice that Mr. Hoover gave bafor: the United States
Chambsr of Commerce a few wocks ago, when he advised pzople who wars
Purchasers at rstail to shop around, was good advicz. W need the re-
tail prics situation to ba brought into closar touch with ths wholasale
Prics situation, with th: manufacturing situation and with basic in-
dustry conditions bafors ws can feel that we hava got raadjustment to a
Satisfactory point. Everybody must share the common lot. Thers must
bs no e€scap2 for any from the common lot in times like the prasents
Just exactly as war makss no discrimination in tha lif2 it takes,
Valuss ons mants 1if: no more than anotherts; just as sach man gives
his 1ife friely to th: common caus2, so in a tims liks this we mast all

preparad to shars th: common lot if we expsct a solution of our common

difficultiss. Pesacs no 13ss than war has its trials and victorics, and
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if we would show one-half of ths concera for our common interasts in
bPeace that we show in war, show one-half of the patriotic resolve to
manfully accept whatever the prisent situation may requirz in order
that it shall be correctad, we would expadite this businsss of post-
War readjustment very matsriallys DJut unfortunately the forces of
individual cupidity ars apt to get the better of our generous impulses
in time of psace just as in tims of war there is a sort of forgetful-
ness of self that makes one almost court danger and welcome sacrifice,
in order to justify our faith in ourselves and prove our devotion to
country.

The papers this morning rzaport that the United States Railroad
Wage Joard is about to hand down on th2 first of Juns its wage ad-
Justment dscision. That is a mattsr of great moment in helping improve-
m3nt of the existing situation. It indicates the detarmination of this
Tesponsible agsncy to raduce wages as tha cost of living is raduced. We
Mmay expect that they will go on with this work of wage adjustment, as
th: sslling pricss of clothing and fuel and food fall furtharaand
Particularly a raduction of house rents follow upon increasad building
Operations. Wz may sxpact that th: cost of operating the railroads so
far as ths wages bill is concerned will be rsduced, and that in due
Course the Intsrstate Commerce Commission or the railroads of their
OWn motion will reduce freight rates, thus eliminating another of the
obstructive elements. The railroad wage situation is intimately inter-
locksd with the whole problem of post-war readjustment.

The increase in railroad rates allowz2d last year, necessary as
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was in order to protact th: investmont status cf the railroads and in
ordsr that the roads migh% have some hope of attracting the capital
necessary to sustain th:m, was neverth:l:sss so considerabl: as to work a
Very injurious interruption of the natural flow of commoditizs. We have
great distances to cover bastwean markets in the Unitad States; the rates
on certain traffic must necsssarily bs very low if goods are to move.
Presant high ratss, if parsistsd in, would bring to pass some very dis-
astrous results, and heres and thar: soms violantly unfair results in
breaking up establishad markets and industrial alignments.

I was talking with a manufacturer from the far West a faow
wasks ago. I asked him "What is thz railroal situstion doing to
you?®  Hs replied that it was one of ths graatest things that had
SVer happenad to his section. It was like a great wall of protec-
tion to local industry, he said. He went on to say that in his
Particular lins of businzssthers had naver been as much activity -
it was higher than in 1920. Thz 2astern manufacturer could not
&t into his markets becaus: of high freight rates. Waile that happen-
ed to bs a satisfactory situation for this particular manufacturecr,
thus protected by railway rates, it was not a comforting conaition
for the: manufacturer in Chicago or St. Louis or Kansas City who
Was thus excluded from access to a customary market. It does
not maka for a healthy zconomic situation, zither, considering
th: country as a whola.

I would not lsavz you, howsver, with the impr:ssion that the
Completion of th: readjustmant proczss in this country is mercly a

domastic matter. Evan if we got the retail price situation more
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completely reconstructed, and wages aljusted on parallel lines, even if
W€ get railroad rates satisfactorily revised downward, and even if the
Ieserve rates of discount should be greatly lowered, we should still not
be out of the woods. The foreign trade situation would bs left as the
fly in the ointment.

In 1920 ten commodities, mostly products of the soil, cotton
leading the 1ist with wheat following second, constituted U4 per cent of
the export values from the United States. ihen we have ten commodities
Constituting close to one half of the goods we send overseas, and most of
them the products of the farm, it is obvicus that a shrinkage in the
demand for those products must have a very sarious effect upon the position
of 8verybody in the agricultural sections and also upon manufacturing in-
dustriss in non-agricultural sections which depend for a large part of
their domestic market upon the buying power of the farmer. That sort of
deranEement works back, and this is what actually has been taking place

the last six or eight months. Europe is poor. Europe is not able to
®at ‘and dress and live as usual. Europe has not the buying power and
Cannot borrow. Peopla there are consequently not eating as they ought for
their own good, as well as for the good of the American farmer who has
8rown live stock to be ecaten in Europe or who has grown cotton to be worn
after it ig manufac tured, in Europe.

It is a curious phenomenon, but it is a fact that has been
demong trated over and over again, that even where a commodity is consumed
perhaps as much as 90 per cent at home, and only ten per cent abroad, if
the Trarket for that ten per cent is destroyed or seriously curtailed it

"111 break the price for the 90 per cent that is consumed at home. When
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¥ou have a commodity like coiton, that must find its principal markat
abroad, you can readily understand that the cessation of .European buying
or the serious diminution of Europzan buying is sure to work havoc not
only as ragards the cotton planter but as regards everybody anywhere else
Who is dependent on the cotton planter as his customer.

Ws have had a shrinkage of 53 per cent in our exports in the
course of the last year. The amazing thing to me is that such a shrinkage
has not worked an even more violent effect upon our domestic situation.
That shrinkage, it should be added, is of course a shrinkage in value, not
@ shrinkage in volume. Prices have gone down, so that the same bale of
Cotton as would have token a higher value a year ago, or the same bushel

wheat, now takes a lower value. The percentage figure of shrinkage by
Value, therefore, in a certain sense gives an exaggerated impression of
what has happened. Estimatzs of what the shrinkage of physical volume has
Pe2n since the reaction set in a year ago indicate that it is about 30 per
cent. That is to say, we are sending about 30 per cent less goods out of
the country in point of physical volume measured by cargo capacity, etc.,

than a year ago. In other words, we ars just about back where we werse
in 1913. We are shipping about the same volume of commodities to foreign
Markets as we did in 1913, if anything a little bit less, with the tendency
Still downward according to the latest indications. And this is making a
Very troublesome factor in our cconomic situation.

Since 1913 this country has grown a good deal. The census tells
US that we have grown in population to about 106,0C00,000. DBut we have also
grown in our productive power, in our ability to ship more wheat, more corn,

More copper, iron and steel and bacon and cotton and so on. Yet Europe is
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not now in a position to taxs as much of th2s2 as in 1913. It is evident,
therefore, why the marksts for certain commodities are glutted in this
country. Under the strain something has got to give way. Something would
have to give way cven under more normal conditions. Where conditions are
as abnormal as now, and where gverybody is in a mora or less apprehensive
frams of mind, the sffect of accumulated suppliss of basic staples in
breaking prices is of course much grsater. The result is that certain of
our industriss have been so thoroughly readjusted that their prices are
Teally below normal. Thair prices are below what prices were in 1913
befors the war broke upon the world. Until these prices, by coming up,
Meet certain other prices which have still to come down, the parallelism of
Prices will not have been reestablished and we shall not have a good
Cordition. It is my opinion that we shall not have a good condition until
Burops is once more atls to come into the American market as a fairly
formal buyer. We have a domestic ¢conomic situation in which ths foreign
factor cannot be neglected for a moment by anyone who wants to get a line
what we ought to do if we are to find a correction of it.

In this connsction, I want to call your attention to a phanomenon
that has been very striking and to my mind of alarming significance since
ths first of the year. I have in mind the tremendous tlood of gold that has
Coms to our shores from Europe.

When this movemsnt first set in last autumn, there was a dis-
Position on the part of some of the financial journals to take satisfaction

pride in it. They called attention to the fact that we were the great
€reditor nation of the world, that we were on a gold basis, and that gold

"as coming here for thess reasons. It is true that gold is coming hera
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because we ar: the grecat creditor nation of the world. Dut it is well not
Lo overlook that wherever there is a creditor there is also a debtor, and
that on the average the prosperity of the creditor depends a good deal upon
the prosperity of the debtor. A poor and distressed debtor is not a very
8ood asset for a craditor who wants to be prosperous in the long run.

This gr2at influx of gold that has been coming to us is evidence
not of the riches of Europe but of the necessity of the situation in which
Europe finds itsa21f. The gold which the countries of Europc are sending us
England, France, Sweden and the others - is a mecasure of their nced. It is
the measure of thair na-~d, first, and seccond the measure of their determim-
ation to show their good faith by going the limit in sceking to establish or
Maintain their credit in the American market. They sre sending gold here
Partly in settlement of cbligations already contracted and partly in order
to create exchangs to take care of their current purchases of things which
are absolutely necessary to the functioning of their industries, and finally
to keep their foreign exchanges from getting further demoralized. This
80ld movement, in brief, shows a disposition on their part to do their part
as debtors and as business men who are long visioned and have great rsspect

the upbuilding of their credit to a high level in the American market.

We do not want this gold, we do not nead it. We have got more gold
Row than we nsad. So has Argantin2, so has Japan. Lussia is practically
Strippad of her gold. A considerable part of the gold we are getting is
Wndoubtedly of Russian origin, If not itself LKussian gold, it is gold from
Buropean countries such as France or Sweden which replace the gold they send

US with Russian gold. The rest is mainly the new gold that comes to the
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London markst from the South African mines and is bought in London for
American account becauss the dollar is constantly at a premium. There is
no better use that the man who has South African gold in London can put it
to than to s2ll-it to New York for dollars.
Practically all of this §0ld has accumulated in the hands of the
Federal Reserve sanks. Ths Federal L2scrvo System has added in the course
of the last twelve months about $425,00C,000 to its gold reserve. Since the
first of this year when the flood-tide of the movament set in, we have
added to our rsserve holdings about $340,000,000. These huge accessions
have naturally had apronounced effact in raising the resasrve ratio of the
Faderal Reserve ~anks, particularly as liquidation was going on at a rapid
Pacs at the same time. A year ago our reserve was 42 per cent; today it is
56 par cent. This is a rise at tha rate of 33 per cent in the course of a
Year. The reserve ratio has risen to the extent of at least one-half
Yecause of tha great influx of gold into the Federal Reserve Zanks. The
T3St of the rise is due to liquidation. We have reduced our note circulation
the past year something like $275,000,000. We have reduced our loans
and discounts by an amount something like $850,000,000. So w2 have had two
Major influences that explain the change in the ratio of the reserve system:
(l) ncrease in the gold reserves and (2) diminution in note liabilities.
diminution of the note liabilities is largely the result of the ex-
tinction of obligations owed by member banks to Foderal Keserve Sanks, and
18 reflected in the marked decline of the loans and discounts of the Federal
¢Serve Banks. Iut it is the forzign gold that has made mach of this re-
duction possible.

When a customer country is so situated that it can buy only as it
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Pays in gold it is reasonably certain to expect that that country is going
to buy just as little as pessible and that its buying is going to diminish
until condi%ions changs. So far from its beirg a condition in which we
Should take satisfaction,-- this great stream of gold that is flowing to us
from Burope,-- rathsr should it give us occasion to take pretty s2rious
thought of what is implied in it. We canmnot expect to sell much to Burope
if we are going to sell only for cash, for gold. Nor will it be of very
ach use to us to get more gold unless we know how to use it. We have
more gold than we nced now. Too much gold is alwost as serious an evil

as too little gold. We may find that as our Federal Reszrve ratio kesps
rising with additions of naw gold, the rise may set in operation bLefore

We see the end of it some very undesirable movements. A high gold reserve
does not necessarily make for economic hcalth. It aoss, however, make it
Possible for us, if we know how to go about it and if we have the vision
and purpose, to develcp a system of foreign tiade financing in aid of
Burope, through the agency of our banks with th: assistence of the Federal
Beserve Banks.

The last few months have made it so clear that there is no
doubting that our economic recovery is dependent upon the econmomic
restoration of Burope. We might as well give up as an idle day dream the
thought that we can get out, altogether and safely out, of our present
fconomic difficulties, except as Burope works back toward a more healthy and
normal condition. Either we have got to rsconstruct our whole internal
8conomic organization,-- we have got to grow less cotton, we have got to
grow less corn and whaat, we have got to grow less livestock, etc., and

find other uses [or the resources and people now employed in agriculture-—



I\

-17- X-3700

(these things ar: zasily said but they are dcne with extreme difficulty and
it takss a long time to do thsm!)-~ or slse we have got to help to restore
the buying power, and that means rastors the producing power, of tha
crippled peoples of Europs. That maans, as the first step, that we have got
to devise ways and means of financing the export of our surplus farm
Products and some of our surplus mineral products to Europs on credit.
Under ths auspices of the Federal Reserve Soard, Congress cnacted
a law known as the Edgs Act because it was father:d by a member of ths
Senate who is vitally interssted in what can be done by Federal legislation
obpen a way to cooparativs banking effort in this country to finance
9Xports. Someth:ing has baen accomplished under that, but thus far too
little. Considering our vaunted spirit of cnterprise, our vaunted spirit
of adventure, thers has been, I think, a singular apathy in the last year
a nalf with respect to the ne:d of finding or developing ways and means
by which we can safely hook up with Europe in a commsrcial way. The gap or
T1ft that zxists in the intornational economic structurc involving Europe
and the United States must be bridged through the medium of adequate and
Protectad credits. That is an urgent problem of concern to evsry section
of the country. It can be solved, but it still awaits solution and national
SConomic rscovery waits on that solutione
I am not here to present any specific projects. I do not regard
this ag an appropriate occasion for that purposc. I am here to try to in-
€8 in you, and to got you to induce in others with whowm you come in
Contact, an attitude of mind that will be hospitable toward the develop-

Ment and promotion of well-considared projects for the financing of our
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export trade to Burops and other countriss,-- but to Europe primarily,-- as
they may be presented.

Let me tell you, simply as an example of the interest of the
Faderal Reserve Board in this matter of helping ths financing of our ex-
port trade, that the Board recently issusd a ruling authorizing the Federal
Reserve Banks in their open market operations to buy bankers' acceptances
of a maturity of six months. This step would not have been taken except
under the pressure of a pretty real situation. In normal times reserve
banks should restrict themselves to short maturities ~ not sexceeding 90 days.
That is a good principle for normal .times. But these are not normal times.
Thers are some things that are now more important .than protecting the
technical liquidity of the Federal Reserve Banks. We recognize that our
first responsibility is to halp business carry on and revive, to help
business in every way as wisely as we know how. One thing I can say in
this connaction is to pledge that the Federal Reserve Board, as long as it
1S of its present frame of mind, will always test credit by what credit
is doing to help the production and distribution of goods, to help the
Movement of goods from the farm to the factory and from the mine to the
foundry and from factory and foundry into the marksts of consumption,
whether those markets be here or abroad. Recognizing that at the present
1t is the foreign market that particularly needs the assistance of new
financial machinary, we have racently taken this step by which the exportar
in this country is free to go to arrange an acceptance credit, and have six
Months bills drawn with the knowledge that they can be taken to a Federal
Reserve Bank and that the Faderal Keserve Bank .is authorized to purchase

theme More than this , the Federal Reserve Banks have the resources to make
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invastments in such bills to Iuryg: amounts.

This may not apps2ur tc be a vary striking contribution to our
2Xpert financing problem. I trink it o vary inportant step, and ons bound
to yi:1d rosults if exporters and banksrs know how to avail themsalves of
it. At any rate, it represents all that the Federal Reserve Board under
the statute can do. We huve shown our disposition to go to the limit per-
Tmittad Ly th: law.

In conclusion, l:t me e¢xprass my indiviaual balief that glocmy as
the situation of ths world looks at tho moment, it is far batter than it
locks. Tnings are rending. That ought to give us spirit and confiaence for
the futura. Ihe cne thing I would urge at this time is thut every business
man sheuld maintain belief in his country ond its future and belief in him-
Self; but zlso, bayond that, belicf in the worla. Do not imagine for a
Troment thut the bottom has droppad out of civilization. Do not imagins
1ot a momant tiat the peopl: of France cr Gsrmany cr Italy or England are
°3sentially different from us. If we have comron s2ns3s let us also credit
them with common s2ns2. If we have fuith in our own integrity, let us have
faith in their integrity. If we have faith in our dstarmination ond ability
Lo meet our problems, let us have faith in their determination and ability
Y0 meet their problams. It is only as we distrust sach other as nations
that we have reason to bs apprehensive of the future.

When I refl:act upon what has taken place in the last seven years
th: amazing thing to me is that the world is going forward as rapidly as
1t is. Whsn the whole structure of civilization has gotten such a jolt as
it got by the war it tokes some time to gt things into working crdsr. But

¢vary day that passes is a day further away from this condition of things
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and a day nearer the attainment of = vorking basis. What we want at this
time is to have an attitude and to help cultivate an attitude of confidences
in ourselves, confidence in our future and confidence in the ability of the
Nations of Europe gradually to resume their normal relationship with us

and the rest of ths world. Civilization is going on. It is merely a
question of whether with our aid the recovery will be rapid or whether
Without it it will have to be slow. With faith we can do all. Faith is
the foundation of credit. Credit is the foundation of business, and just
at this juncture it is particularly what is needed to give a fillip to our

foreign trade, without whose recovery things are going to linger and drag.



