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Should exports be restricted as a means of 
reducing the present h igh cost of l iv ing ? 

H O N O R A B L E W . P . G. H A R D I N G 

Governor, Federal Reserve Board 

T H E h igh cost of l iv ing, w h i c h is the most serious problem 
conf ron t ing the Amer ican people at the present t ime, is not 
merely a local quest ion nor a nat ional one, bu t is a wor ld -
wide condit ion. W h i l e var ious factors have cont r ibuted to 
the ex is t ing si tuat ion, i ts fundamenta l cause is being better 
understood every day, and the pr inciples w h i c h must govern 
the appl icat ion of the on ly effective remedy are becoming 
more clearly defined. W h i l e the grat i f icat ion of a general 
desire to possess more of the comforts and luxur ies of l i fe 
and the demand for more hours of leisure and recreat ion 
has undoubted ly cont r ibuted to h igher costs, i t is recog-
nized that the p r imary cause of the great advance i n prices 
and wages dur ing the past four and a hal f years is the 
ter r ib le destruct ion of l i fe and proper ty and the consump-
t i on of l i qu id wea l th occasioned by the w o r l d war . 

There has been a vast expansion of credits not on ly 
in th is count ry bu t th roughout the c iv i l ized wor ld , and 
workers have manifested since the suspension of host i l i t ies 
a desire to relax f r o m the r igors of the war - t ime regime, 
f r o m drastic economies and depr ivat ion, and they are at 
the same t ime demanding shorter w o r k i n g hours and more 
pay. Because of th is and of the impa i rment of product ive 
capacity, there has been a cur ta i lment of product ion and 
h igher costs in the processes of d is t r ibut ion, wh i ch have 
dr iven prices up to a h igher level than was reached du r ing 
the closing months of the war . 

M u c h has been said about the reduced purchasing power 
of the dol lar, and according to the index figures f requent ly 
referred to by economists, i t is clear tha t when expressed 
in terms of staple art icles of commerce the value of the 
dol lar is on ly about half wha t i t was five years ago. B u t 
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i t is t rue, nevertheless, tha t i n terms of the currency of 
many fore ign countr ies, inc lud ing a l l of the recent bel l iger-
ents, the value of the dol lar has increased, and wh i le a 
drastic contract ion of currency and credi t w o u l d no doubt 
be fo l lowed by a reduct ion i n the price level, as expressed 
i n terms of dollars, i t is cer ta in that a lower price level 
b rough t about in th is manner w o u l d be accompanied by 
decreased product ion. A drastic change wou ld , moreover, 
undoubtedly result i n much financial distress and in a grave 
economic si tuat ion, and i n seeking a remedy for present 
h igh prices we should bear i n m i n d that before and after the 
entrance of th is count ry in to the war there was an urgent 
need on the part of the governments of the al l ied w o r l d 
for goods of a l l k inds for quick del ivery and in large vo lume 
and that price was a m inor consideration. There was also 
compet i t ion between th is buy ing b y governments and pur-
chases by pr ivate indiv iduals, who fa i led to contract the i r 
expenditures at a rate commensurate w i t h the g row ing 
expenditures of the var ious governments. 

W e are now passing th rough a per iod of general relax-
at ion f r om the war - t ime regime of personal economy, wh i ch 
has resulted in an increased demand for commodit ies by 
ind iv iduals who restr ic ted their purchases du r ing the 
war bu t who are now buy ing i n compet i t ion w i t h export 
demand. Accrued incomes and wages have led to a heavy 
demand for art icles not of pr ime necessity, w i t h the result 
that labor and mater ia l have been d iver ted f r o m essentials 
to non-essentials. The increased vo lume of credits in th is 
count ry is the inevi table result of the financial operations 
of our Government, w h i c h was called upon to make vast 
expenditures for the maintenance of i ts o w n m i l i t a r y and 
naval establishments and to extend assistance to the govern-
ments associated w i t h i t i n the war . F r o m the first of A p r i l , 
1917, to the first of Augus t , 1919 the interest-bearing indebt-
edness of the Un i t ed States increased by about twen ty -
four and one-half b i l l i on dollars, an amount great ly i n 
excess of the normal savings of the people, and the success 
of the financial operations of the Treasury was due to the 
pat r io t ic support g iven by al l classes of cit izens who were 
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w i l l i n g to ant ic ipate thei r fu tu re savings by b o r r o w i n g 
f r o m the banks, and also by the ab i l i t y and wi l l ingness of 
the banks to make the loans. These expanded credits, 
however, should be reduced as rap id ly as possible out of 
current savings, and the most effective remedy for present 
condit ions, whether v iewed f r o m an economic or financial 
standpoint, is to w o r k and save. Reasonable economies 
should be exercised i n order tha t money, goods and serv-
ices may be devoted to the l iqu ida t ion of debt and the satis-
fact ion of demand for necessities rather than to indulgence 
i n extravagances and luxuries. Increased product ion of 
essential art icles is necessary, and i t is most impor tan t tha t 
there be no in te r rup t ion in the process of product ion and 
d is t r ibut ion. 

Our exports increased enormously du r ing the war 
period, and because of the cont inual rise in prices the i r 
value, as expressed i n dollars, increased i n greater propor-
t i on than the vo lume of goods sent abroad. I n May , 1917, 
the Government of the Un i ted States began to make loans 
to i ts co-bell igerents. The to ta l amount of these loans w i l l 
soon reach ten b i l l i on dollars, wh ich , unless the laws are 
amended, w i l l be the u l t imate and final l im i t . Because of 
the financial aid g iven by the publ ic t reasury, our export 
problems dur ing the war per iod were l im i ted to the produc-
t i on and t ranspor ta t ion of the goods, and the burden of 
financing was borne by the nat ion as a whole. W i t h the 
exhaust ion of Government credits, the quest ion of financing 
exports has become one of pr ime importance, and i n con-
s ider ing the prob lem we should first of a l l reconcile our-
selves to the idea tha t i t is neither pract icable nor desirable 
to export to European countries, at least, on as large a 
scale as we have done for the past three or four years. I t 
is not practicable for the reason tha t these countr ies are 
unable to settle i n cash for so large an adverse trade bal-
ance, nor can we cont inue to extend them credits for so 
large an amount. I t is not desirable, because w i t h the 
l im i ta t ions upon our product ion we could not cont inue 
indef in i te ly to send so large a vo lume of goods to Europe 
w i t h o u t causing a scarci ty at home, w h i c h wou ld resul t i n 
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even higher prices and more unset t led labor condit ions 
than those wh i ch are now g iv ing us so much concern. 

The war has levied an enormous tax upon the resources 
of a l l European countr ies, and there is no th ing to show 
for the vast sums, expended by the bel l igerents, wh i ch have 
gone up in smoke. I t is necessary tha t these countr ies 
should henceforth conserve thei r resources in order tha t 
they may rehabi l i tate themselves as rap id ly as possible, 
give employment to the i r idle populat ions, and w o r k them-
selves back to a self-sustaining basis. The governments 
of these countr ies are doing a l l i n thei r power to discourage 
a demand for luxur ies and to prevent extravagant expendi-
tures, and i t is evident that they do not regard a severe 
decline i n thei r exchanges as an unmixed evi l . L o w ex-
change rates i n the bel l igerent countr ies increase auto-
mat ica l ly the cost of a l l goods impor ted in to these countr ies 
and operate to reduce consumption. 

The pound ster l ing, wh i ch has been for centuries the 
commercia l un i t of value th roughout the wor ld , was pegged 
du r i ng the war and up to a few months ago at a discount 
of about t w o per cent ; that is to say, the B r i t i sh Govern-
ment, out of loans made to i t by the Un i t ed States Govern-
ment, bought s ter l ing b i l ls at a fixed rate of $4.76-7/16 per 
pound. B u t the B r i t i sh Government is no longer mak ing 
any a t tempt to stabil ize ster l ing exchange, and since i ts sup-
por t has been w i t h d r a w n ster l ing b i l ls have fa l len rap id ly . 
They have been quoted as low as $4.12, and on a recent 
date the cable rate in N e w Y o r k was $4 .15^ . The rate for 
s ight and t ime b i l ls is, of course, lower than the rate for 
cable transfers. As the par value of the pound ster l ing is 
$4,866, the present rate means that there is a depreciat ion 
of 71c on every pound ster l ing. Consequently, i f an Amer -
ican exporter ships goods to L i ve rpoo l and draws ster l ing 
b i l ls against the shipment i n the customary w a y for , say, 
£10,000 ster l ing and wishes to convert his b i l ls in to dollars, 
he wou ld receive, not $48,666, as he w o u l d under norma l 
condit ions w i t h the pound ster l ing on a par i t y w i t h the 
dol lar, bu t he w o u l d receive on ly $41,550. Th is difference 
of $7,116 represents a loss i n exchange w i t h o u t reference 
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to ocean f re ight rates and insurance, and this loss must be 
borne either by the producer of the goods, the exporter, or 
by the consumer on the other side. I f borne by the con-
sumer i t w i l l tend to b r ing about economies and reduce 
the amount of goods consumed. I f borne by the exporter, 
the loss w i l l be immediate ly t ransferred to the producer 
i n the shape of a lower price paid for his goods. 

The same observations apply to shipments made to 
France and I t a l y , and w i l l apply to the Germanic countr ies 
as soon as trade relat ions w i t h those countr ies shal l have 
been reestablished. Exchange rates are far more demoral-
ized in al l these countr ies than they are in Eng land. For 
instance, French francs, of w h i c h norma l l y 5.18 make a 
dol lar, have declined to a po in t where there are required 
about 8.32 francs to be the equivalent of a dol lar . Th i s 
means that on every purchase made by a Frenchman in 
terms of dol lars he must pay 3.14 francs, or about 60c, 
addi t ional , or, stated i n another way , the Amer ican dol lar 
is at a p remium of 60 per cent i n France. 

The I ta l i an l i re is normal ly w o r t h the same as a franc, 
bu t instead of 5.18 l i re being equivalent to a dol lar , 9.72 
l i re are required, so that the I t a l i an purchaser of Amer i can 
goods has to pay 4.54 l i re addi t ional on each dol lar 's w o r t h 
of goods he buys. Th i s is equivalent to a p remium of near ly 
90 per cent on each dol lar. 

The German mark , no rma l l y w o r t h about 24c, was 
recent ly quoted at 4.35 cents. Consequently, the German 
who buys goods in terms of dol lars w i l l pay i n exchange 
near ly six t imes wha t he wou ld have had to pay before the 
war . 

I do not w i sh to be understood as m in im i z i ng the im-
portance of ma in ta in ing and extending our legi t imate export 
trade, but I w i sh to po in t out tha t i n deal ing w i t h Europe 
other considerations must govern than mere prof i t and 
vo lume of business. Europe must have the equipment and 
the goods w h i c h are necessary to restore i ts product ive 
capacity and to b r i n g i t back to a self-sustaining basis, and 
as the adverse exchange rates reflect i ts inab i l i t y to pay 
in gold or to offset i ts impor ts b y exports i t fo l lows tha t 
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temporary credits on a very large scale must be provided. 
Ord ina ry bank ing credits w i l l not avai l , for these credits 
cannot we l l be extended beyond six months, a per iod mani-
fest ly too short for the restorat ion of more norma l rates of 
exchange. Longer credits are required, runn ing f r o m one 
to three years, w h i c h cannot proper ly be extended by the 
commercia l banks, w h i c h have large deposit l iabi l i t ies pay-
able on demand. 

These credits must be extended w i t h a definite object 
i n v iew—the rehabi l i ta t ion of the countr ies to wh i ch they 
are extended—and the Amer ican people should cooperate 
w i t h the governments of these countr ies i n prevent ing large 
purchases of luxur ies on credit . The credits granted should 
be used for the purchase of essential art icles necessary 
for the preservat ion of l i fe and the restorat ion of a norma l 
capacity for product ion. 

Suppose a large farmer or manufacturer , a good mora l 
r isk, has become invo lved in financial di f f icul t ies and tha t 
he has appl ied to a group of bankers to w h o m he is already 
indebted for an extension and for some fu r ther advances 
in order to enable h i m to w o r k back to sol id ground. A n y 
banker par t ic ipa t ing i n th is addi t ional credi t wou ld expect 
the bor rower to apply the amount to the necessities of his 
business, and if he should d iver t the proceeds to the pur-
chase of expensive jewe l ry , automobi les and pianolas, he 
w o u l d become the object of jus t ind ignat ion and could 
expect no leniency at the hands of h is creditors. 

I t happens tha t the necessary mater ia l and supplies 
of w h i c h Europe stands i n need at the present t ime come 
w i t h i n the class of commodit ies of w h i c h we norma l l y pro-
duce a surplus available for export . W e should endeavor 
to increase our product ion of these art ic les and to send 
them over w i t h o u t s t in t up to the l i m i t of the credits pro-
vided, bu t we should neither encourage nor permi t , as far 
as our power lies, these people already so heavi ly i n our 
debt to become fu r ther indebted to us for the purchase of 
non-essentials and luxur ies. 

The field is broad, and we should not neglect our oppor-
t u n i t y to extend our t rade to those more for tunate countr ies 
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wh ich have rel ied h i ther to ma in ly upon Europe for thei r 
f iner goods. Some of the European neutrals, such as Spain, 
the Nether lands, and the Scandinavian countries, are able 
to pay in cash for the goods they buy, and i n the Or ient , 
Japan is prepared to pay cash. The South Amer ican coun-
tr ies are about to enter upon an era of great prosper i ty , 
and their markets offer a most a t t rac t ive out let for our more 
expensive art icles of manufacture. W e should, therefore, 
be prepared to sell to any nat ion any goods for w h i c h that 
nat ion may be able to pay i n cash, bu t the po int I w i sh to 
emphasize is t h i s : W h e r e we sell on credit we should exer-
cise a wise discret ion as to the character of the art icles sold. 

I am aware that many exporters believe tha t the 
Government of the Un i t ed States should cont inue for a 
wh i le longer i ts war - t ime pol icy of extending credits to the 
nat ions late ly associated w i t h us i n the war i n order that 
we may have a ready market i n those countr ies for our 
goods. I th ink , however, that the sooner th is idea is aban-
doned the better, for I see no ind icat ion of a wi l l ingness 
on the par t of the Congress of the Un i t ed States to grant 
fu r ther credits, nor do I believe that i t is for the best interest 
of our count ry that war policies be cont inued i n t imes of 
peace. Our Government is the people's government, and 
i ts revenues are der ived ent i re ly f r o m the people. I t can 
raise money on ly b y taxes levied upon the people or by 
the sale of interest-bear ing obl igat ions, wh i ch must be sub-
scribed for by the people, and eventual ly paid by the people. 
W h i l e i t is t rue tha t the maintenance and development of 
our export trade affects the prosper i ty of the people as a 
whole, i t is also true, nevertheless, tha t a comparat ive ly 
smal l por t ion of the people are more d i rect ly concerned 
and benefited than are the masses of the people. 

There is an abundance of wea l th i n th is country , there 
is p lenty of organ iz ing ab i l i t y and no lack of business acu-
men, and I t h i nk tha t we should reach the conclusion as 
speedily as possible tha t the development of our fore ign 
trade, apart f r o m such incidental assistance as the Govern-
ment may proper ly give, is a mat ter for pr ivate in i t ia t i ve 
and ind iv idua l enterprise. 
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W h i l e the l i qu id wea l th of Europe has been great ly 
reduced because of the drains made upon i t by the war , the 
fixed wea l th and mater ia l resources are not v i t a l l y affected. 
I have no doubt that even i n those countr ies wh i ch suffered 
most there are abundant resources to secure any credits 
wh i ch may be needed for the purchase of necessary articles, 
and our Government is o f fer ing ample faci l i t ies to those 
desir ing to arrange to send to Europe the th ings most 
needed. W h i l e the direct credits w h i c h th is Government 
may grant to fore ign governments are l im i ted to an aggre-
gate of ten b i l l i on dollars, of w h i c h on ly a few hundred 
mi l l ions remain unused, the W a r Finance Corporat ion, the 
stock of w h i c h is owned by the Un i t ed States Treasury, is 
empowered to make advances up to one b i l l i on dol lars to 
assist export transactions. Na t iona l banks hav ing a capi-
ta l and surplus of not less than one m i l l i on dol lars are 
authorized, under regulat ions prescribed by the Federal 
Reserve Board, to subscribe to the extent of ten per cent 
of thei r capi tal and surplus to the capi ta l stock of banks or 
corporat ions organized under the laws of the Un i t ed States, 
or of any State thereof, and pr inc ipa l l y engaged in fore ign 
banking, and a b i l l has recent ly passed bo th Houses of 
Congress and is now in the hands of the President wh i ch 
w i l l permi t any nat ional bank, regardless of i ts size, to 
subscribe to the extent of five per cent of i ts capi tal and 
surplus to the capi tal stock of corporat ions pr inc ipa l ly 
engaged in such financial operations as may be necessary 
to promote the export of goods, wares and merchandise 
f r o m the Un i ted States or any of i ts dependencies. Ano ther 
measure, k n o w n as the "Edge B i l l , " wh i ch has already 
passed the Senate and has gone to the House, authorizes 
the Federal incorporat ion, under the supervision of the 
Federal Reserve Board, of banks and corporat ions engaged 
pr inc ipa l ly in fore ign bank ing or in financing exports. Our 
sh ipp ing faci l i t ies have been great ly increased; an Amer i -
can merchant mar ine has been established, and our goods 
can be sent to the four corners of the earth, th roughout 
a l l the seven seas, i n Amer ican bot toms under the protect-
i ng aegis of the Amer ican flag. 
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The oppor tun i ty is ours—an oppor tun i t y greater than 
we ever dreamed o f—to become a power fu l factor i n w o r l d 
f inancing and w o r l d trade. Surely we w i l l grasp th is oppor-
t un i t y . W e must take advantage of the wor ld -w ide demand 
for the products of our fields, our mines, and our factories, 
sending whatever may be desired to those countr ies w h i c h 
are able to pay cash, and sending the art icles most needed 
to those requ i r ing credit . 

The controversy between capital and labor w i l l receive 
serious considerat ion at the conference wh i ch has been 
called to meet in Wash ing ton in October, and let us hope 
that the whole quest ion w i l l be approached in a broad 
Amer i can spir i t , tha t wise counsels w i l l prevai l , and that 
the difference w i l l be i roned out and adjusted fa i r l y and 
impar t ia l l y . I n the language of the L i t a n y — F r o m a l l false 
doctr ine, heresy and schism, Good Lo rd , del iver us. 

L e t us realize that crops cannot be grown, coal cannot 
be b rough t above the ground, metals cannot be fabr icated 
nor text i les woven w i t h o u t capital and w i t hou t work , that 
capi ta l is ent i t led to a jus t re tu rn and that the laborer is 
w o r t h y of his hire, tha t increased product ion and greater 
economies are the on ly correctives for the present h igh cost 
of l i v i ng and are essential if we w i sh to have a surplus of 
goods to send abroad, that shorter hours w i t h h igher pay 
tend inev i tab ly to reduce product ion and increase costs, and 
that the Amer ican Un ion , wh ich is represented by the flag 
wh i ch waved t r i umphan t on the batt lef ields of France, is 
the supreme un ion and is the one to wh i ch we owe a para-
mount allegiance. 
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