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STATAMENT FOR THe PadSS.

For rclease in morning
newspapers of February 6th.

The February issue of the Federal Reserve Bulletin was completel ant
sent to the primter today.
In the Review of the llonth, the first iten in.thé new issue, the Bul-
letin liscusses the general situation as to public anl private financing
anl then says that in spite of the beginning of inlustrial ‘emands at banks
and the requirements of the last installments of the Fourth Liberty Loans
there has been exhibitel a tenlency toward the increase of bank balances a
financial centers. "Easier rates for money" the Review continucs "have ac—
corpanie: this inward movement of funds, although the price peid for longer
tern eapital for industrial use has not been lowere', while rates for call
loans an? other prime commercial paper have fallen but slightly. The teﬁdency
however, has been dovmward and nay be taken ws inlicative of Jistinet re-
cuperative power on the part of the finoncial cormunity”. 4s an indication
of capacity to reestablish nirmal conlitions attehtion is called to the be=
ginning of a2 lecline in the =mount of war paper, both ut Felerul Reserve Banks
‘anl at rmember bdnks. This ’lecline has not been as ropil as hus bea true
after the close >f former Liberty loans. The expiration of the iustallnent
period of the loan with the close'of January hus, however, seon the success—
ful liquilation of most of the installment accounts whilc there are encourag-
'ing in%ications that borrowers who obtaincd accomd’lation for . 90-day period
are either reducing or canceling thcir indebtedness, thereby rclcasing a pro-

P"le(‘)Y]‘a‘:ceumount of bank funds for usc in other financing.
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0f the situation with respect to industrial finuncing the Review remarks
that: "Thas far there has been little more than a beginning of industrial
financing for foreign countries, and the scope of such operations will
depend much upon the outcome of the peace conference. 350 mach at least

gseems clear - that the United States will have a larger amount of new capital
available for use in industrial developrent than will other nations. Our
problen will be determination of the basis upon which this capital is to be
divided between domestic and foreign demands and the conditions under which
it will be found advisable t> enlarge our holdings of foreign industrial
obligations. However this problem méy be worked out, it is already plzin
that a fundamental and esserntial aid in its solution will be the accunaulation
of as much fluid capital as possible. The requircment that saving be
furthered and pronoted is thercfore again enphuasized, Thcre is already &
tendency in many quarters toward a relexation of the restraints upon ex-
penditure imposed while the war was still in progress. The call for modera-
tion ir ocutlay and actual accumulation of funds is, however, as urgent as
gver if real soundncss in national and individual finance is soon to be
restored."”

The condition of the currency circulation of the country and the
téndency of Federal Reserve notes to return to tﬁe issuing banks is given
attention, both as an indication of some slackening in business activity
and as 5 dezonstration of the elasticity of the Fecderal Reserve note issue

'itself. On the lattcr point it is observed that recent rederptions of
Federal Reserve notes constitute the 105t extensive red;ction that has
occurrred since the organization of the system, while contemporancous with
this reduction in outstanding Federal Reserve notcs there has becn observable
a tendency, not yet statistically measurable, toward the reduction of other

noteworthy
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Review '"that at nuny bunks the over-the-counter deposits are beginning to
include a considerable amount of4gold coin and gold certificates. This
return of funds to the financial centers is in part'the outgrowth of greater
confidence due to the termination of thé war, which has called forth nuach
hoarded currency from its hiding pluces, but it% is also due in no samll
degree to the slackening of busincss activity and in lesscr reusure to the
falling of prices already noted. Thevdecline in business activity lesscens
the amount of cash rcquired by individuals for their personal trunsactions,
by firms and corporations for the maintenanéo of their counter or vault cash,
as well as for payrolls, and éven by country banks for the curremt :eeting of
¢alls of depositors. Lowered volume of business has in years past alWays
given risc to a fiow of actual currency and money toward the financisl ..
— centers, and under pwosent conditions this flow is in no small degrec
eventually a flow toward the Federal Reserve Bonks, resulting in the ultimate
canccllation of outstanding note carrency.’

The movenment thus observable will afford . no ground for surprise to
thosc familiar with the underlying priuciples of the Federal Reserve note
system, demonstrating as it does the elastic quality of the Federal Reserve
note, and showing that, with r educed business requirenents, the circalation
will reduce igself with the sane facility us it had previously shown in its
e prewar expansion to meet increcased requireronts. Thuat it should return to its

prowar amount is not to be expected, especially in view of the fact that s0
laerge 2 voluume of Federal Reserve notes has becn issued in substitution for
the outstanding gold certificates which huve been irpounded for the purposc
of strengthening the reserve of merber and Federal Resérvo Banks. Remermbering,
however, that, Qs shown in the Federal Reserve Bulletin for October 1918, the -
real "inflation” or abnormal expansion of carrency in the United States is less
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| than the figures noninally repressuting the growth of the circulation, the
contraction which hus already occurred withingZ the short spacc of o nonth
or a little morc suggests that it may not be long beforc this cxoess cxpansion
will bc materially rcduced."
ASs to0 the busincss situation and outlook the Review emphasizcs the fact
: that the country is now passing through a period of transition in which
cxtensive readjustments affecting both capital and labor arc a characteristic
feature. It calls attenfiou to the study that is being given the problew of
current business in othat countrics and the tenderncy there to rcturn too a
stable price lcvel,
"Reports of business conditions” rude to the Board by Federal Ressrve
agents it is noted, "show that the return of active production and con-—
— sumption is being rctarded by high cexpenscs of production. Unccrtaiﬁty,
v not only smong conswiers, but also among thosc who would ordinarily be in

th
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nmarket for raw materials with which to manufacture goods, concerning
the possibility o; probability of a further drop in valucs, tonds in the
same dircction. It is argucd that any such decline will be carricd by
those who are at thc nmoment in possession of the stocks of goods which
are thus tending to move toward lower levels. Produccrs ofvsecondary
articles involving the application of large quuantitics of primary raw
N naterials arc rcluctant‘to absorb the loss ~ghreatened, although sore
busincss men are showing a disposition to trcat such lossss as onc of un-
avoidable charges upon business in the proccss of a speedy feadjustment,
The great volumc of our cxport trade during the month of Decerber furnishcs
a measuare of foreign domand, but it remains truc that this cxport trade is
in largec part concerncd with raw naterials, foods, and the like, and thém
wo are still facing the problem of dinding or naking 2 market for our
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manufactured goods in foreign countries, a process in which we can hardly
hope to mnake the desired success so long as prices continuc apon a level
higher that that cxisting in other countries. Those countries which first
succeed in readjusting their costs of production and r¢storing thcir industry
to a nomal level of vallues will be most successful in developing thoir
exports and controlling the markets of consuming nations the world over.
The fucts in ths cuse appour to be understood abroad, as is indic;ted by
the content of the reports of the various boards ard cormissions which have
lately been looking into the banking ard credit situa.tior; and which have
expressed their opinions with refcremce to the coursc properly to be followed
in bringing about a return to stable conditionsa

The Bulletin contains a reprint of the British report on "Financial
Facilities" as well as a collection of recemt important documcntary natorial
relative to gold production, central bank reserves and gold movencntse.
Businoss conditions throughout the United States arc suarveycd at length,
both us presented in the reports of Federal Reserve Agents wnd in those

of the Federal Reserve Board's own'business indsx scction.
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