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Press Statement for release to the morning newspapers, Monday,
Decewber 9th,

The Federal Resefve Bulletin for the wonth of Descewber was sent to press
today. It will contaiﬂ in The Review of the Month a goneral discussion of the
probléms which must be met by.American bankers in effecting the transition
from the war to the peace basis. The Board speaks of the armistice with
Germany as foreshadowing ths end of the most remarkable era in Awerican financs
and opening up'anothar which wiil bé replete with new and momentous problems.
After skstching ths financial situation of the Govsrnment and the requirements
of the Treasury, the Board Says that the necessity of saving and conserving
resources is as great today as it ever has been, and that:

"Ths pressnt‘is no timé for relaxation, either of our
financial precaution or measurcs which must be regarded
as vitally necessary to insure the conssrvation of our

banking and crsdit resources."

It is pointed out that the liquid capital of the country must, for a
long tims to cone, be inadequate to meet the needs of the world, and that some
process of husbanding it nust thersfore be applied during the period of re-
construction. Of ths banking situwation, it says:

"That the transition of the world frow a war to a peace basis must
necéssarily sxert an importént and direct iniluence upon banking
is, of coursc, clearly obvious. Immediately the-problem will be
that of preventing credit from expanding toc far and, so far as
practicable, of reducing any excess that.already axists. The
sconcmic history of the period immediately succeeding wars of the
past has shown that in practically every instance there has been a

tendency toward the use of bank funds for the purposc of promoting
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~~‘. the development of industries and enterprises involving a considerable
investmwent of capital.™

The Fedéral Reserve Banks are refeérred, to as the one unexhausted ro-

servoir of banking credit in the world.

"To them", says the Board, "is ass;gned the function of surpassing
importance to maintain the liquid character of the assets held
against the dsmand obligations of the banks, and, by regulation of
disc&unt rates, to regulate, as gonditioﬁs permit, the uses and
limits of credit."

! . This function has, alwmost ot necessity, been temporarily suspended during
the war, but with the return of peace, a resumption of the duties of the
Reserve System as a regulator of credit again presenws itself. Reduction of
loans on war paper is a problem to be at once faced by the banks and their
wewbers, for the transitiop poriod will, it is stated, unquestionably involve
now and large needs for credit and capital. Present conditiens in the world
arsz quite different to those which have existsd aftsr previous wars, becauss
of the fact that all of the leading countries are involved. Today banking and
credit iﬁflation is general, while thers has been far-reaching alteration in
the distribution of gold. A gradual redistribution of the gold supply is there-
fore to be looked for as one of the fecatures of the financial ifuture.

With reforence to the question of aid to foreign countries, the Board
says that:

"Coincident with ths reduction of domestic war loans there mway
probably be sxpected to develop a direct deswand upon our barking re-
sources for accommodation designed to facilitate the movement of
goods to othor countries. Such accomwodation has been extended in
largs measure over since the opening of the Europsan war-first,
through the sxtsnsion of loans to belligerent countries, privately
placed with bankers in the United States, and later, when the
Unitsd States itself became a belligerent, through the issue of

Govorament bonds whose procseds were advanced to foresign countries
and were then used by them in paywent for supplies purchased in .
the United States. It way be possible, as has already been intimated,
that additional credits may from time to time havo to bs opened in
" favor of the alliad nations, but frow this tiws forward the tulk
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"‘. of our foreign financing will necessarily return to a peace basis
and the gervices of our banks will lie irn supplying the weans for
financing the wovement of consumable goods to the foreign countries
by which they are mwost neecded."

This problem is spoken of as opening a large and new field for Awmerican

. bankers a

The Review of the Month then outlines the present position of the
Federal Reserve Systew and says:

"The immense requireuwents of war are such that they could easily
‘iwpair the lending capacity of the Federal Ressrves System as they
hava that of other strong central banking systews, were they to be
indefinitsly continued. But the period of such drafts is now for-
tunately approaching its end, notwithstanding the probability, if
not certainty, of further large issues of Government bonds during
the current fiscal year ending June 30,1919. The fact that the
* termination. of this period is approzching does not, however, mean
that =z period of sase or lack oif dewmand for capital has arrived.
On the contrary, the indications of the situation are all to the
effsct that the nezds of ths coununity and of ths world at large
for productive r-sources are likely to increase rather than grow
less, and that this increass way be expected to proceed rapidly
in the near future. One effsct of the war has been to produce short~
zges of watarizls of »production in wany different directions, a
fact which impliss that the reserve stock of such articles, always
relatively swall, as counpared with total comsumztion , has been
‘allowed to become exhausted. To mest all current dewmands znd thus
to recestablish such reserve stocks will be =2 task calling for the
increase of production in many lines, particulorly as the current
requircments of the European nations for mwaterial to be used in
reconstructing their industrial systems will cornstitute an atnorwal
addition to current needs. It must be expscted, therefore, that
the denands of the nation and of the world for capital and for
gocds will continue to bs mors or less active for a good while to
cone. The fear of depression of trude expressed in mwany quarters
nezd not be zntsrtained with respect to trade as a whole, but de-
pression way be expected only in those lines in which dewand has
been suddenly suspended or curtailed in the process of readjusting
w consumption znd production. This dewand for capital must,however,
be met frow ths ordinary sources of saving and accumulation and not
throuzh the craation of banking credit. To rely upon bank loans as
the source frou which to draw the weans for suprorting industrial
operations would raiss the question whether instead of resorting to
intensive saving, accowmpanied by reduction of prices, we had ra-
solved to fall back upon inflation of bank liabilities and of the
currency."

Attention is then called to the fact thaut the Board has endcavorsd during
the past ﬁonth to prevent some of the banks from drawing tco heavily unon the

rasources of the Federzl Reserve institutions for purnoscs which in its
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judgment were in no wise essentiallto the welfare of the conmunity. The
attention of the Board has in sowe instances been called to the fact that
members have obtéiﬁed rediscounts which have appgared to be largely in excess
of their natural needs, and havs used the proceeds of theses rediscounts in

profit-making activities. The Board therefore recognizes it as a duty "to

‘caution the bankers who have rendesred and are rendering such sificient

service to the Government that profit-making znd business expansion must,
for sometims to cowe, be subordinate to the general welfare."

Ths situation of wages and prices, and the fact that they have assumed
a newv relationship to one another is noted and the effects of the movement
back toward a morc stable level of bhoth is considered.

The Pullstin contains a‘complete reprint of a recent report of the
Committoe zppointed some wonths ago, under the chairwanship of tord Cunliffe,
to investigate the question of currency and foreisn sxchanzes after the war,
znd in the Review of the Month the Board called attention to the position
taken by the Counittee that nothing can contribute more tc a spcedy recovery
from the effscts of the war and to the rehabilitation of foreimm exchanges
than the reestablishment of currency upon a sound basis. It notes that the
Cunliffe Committes advises the waintenance of the principlc of the English

Bank Charter 4ct of 1844,
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