
F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

To be re leased f o r morning papers 
October 6, 1919. 

The Review of the Month f o r the October Federal Reserve Bu l l e t i n , 
says: 

PUBLIC FINANCE IN SEPTEMBER.. F i sca l operat ions of the Government during 
September were "unusually la rge and included issue's on September 2 of 
$573,841,500 of f i v e months* 4g loan c e r t i f i c a t e s , and on September 15 
of two s e r i e s of tax c e r t i f i c a t e s , of which one, f o r s ix months, and bear ing 
i n t e r e s t a t the r a t e of 4*$, yie lded $101,131,500 and the other , fo r twelve 
months, and bearing i n t e r e s t a t the r a t e of 4gji, y ie lded $657,469,000. An 
ana lys i s of the amounts taken in each Federal Reserve d i s t r i c t of each of 
the three se r i e s i s given in the following exh ib i t : 

Federal Reserve Ser ies C-1920 Ser ies T 9 Ser ies T 10 Al l three s.erie 
D i s t r i c t . 

Boston $45,765,500 $5,704,000 $31,753,000 $83,221,500 

New York 253,679,000 25,582,500' 412,319,000 690,580, 500 

Phi ladelphia 27,155,000 5,563,000 54, 586,-500 87,304,500 

Cleveland " 39,088,500 8,788,000 53,802, 000 101,678,500 

Richmond 10,493-, 500 2,999,500 10,339,500 23,832,500 

Atlanta 19,312,000 3, 706, 000 5, 618, 000 38,636,000 

Chicago 63,193,500 24,057,-500 35,172,000 122,463,000 

S t . Louis 17,975,500 3, 616, 500 12,232,500 33,822,500 

Minneapolis 16, 000, 000 4,750,000 . 7 ,750, 000 28,500, 000 

Kansas City 16,000,000 2,835,000 4,165,000 23,000,000 

Dallas 23,179, 000 . 3,491,500 8,332,500 34,903,000 

San Francisco ___ . 43, 000,000 0 3 1 8 

: - ' : «••••' 

Total $ 573,841,500 $101,131, 500 $657,469,000 1^32,442,000 
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Redemptions of outstanding Treasury ce r t i f i ca t e s were considerably larger 
and included: 

1. Ti>e redemption oti September 9 (when a 20$ i n s t a l l m e n t on the Victory 
Loan was due) of outstanding balances of the l a s t two series of 
ce r t i f i ca t e s issued in anticipation of the Victory Loan and due 
September 9 and October 7 respectively. 

2. The redemption on September 15 (when the third installment of the 
Income and War p r o f i t t axes was payable) of the ou t s t and ing balances 
of two s e r i e s of t ax c e r t i f i c a t e s . 

At the beginning of the month i t was calculated that the aggregate amount 
of cer t i f ica tes maturing or called for redemption during the month was in 
the neighborhood of 1800 millions, and that th is amount, somewhat reduced 
by exchanges and cash redemptions, would oe fu l ly covered from the cash in 
bank, and payments on account of Victory Loan subscriptions, also income 
and p ro f i t taxes due on September 9 and 15 respectively. In his circular 
of September 8, the secretary of the Treasury announced that there remained 
no other maturities of cer t i f ica tes to provide for prior to 1920, as the 
ce r t i f i ca tes maturing December 15, of which over 750 millions had been 
issued, were more than covered by the income and p ro f i t tax installment due 
on that date, The total amount of Treasury ce r t i f i ca tes outstanding at the 
end of September i s s l ightly over J»5 bi l l ions (as against 6^ b i l l ions on 
April JO) of which only about 1 .6 b i l l ions are loan ce r t i f i ca tes requiring 
to be refunded. 

In view of the success attaining the most recent tax ce r t i f i ca te issues, 
which realized 757*5 millions in the three days during which subscriptions 
were taken, and the very large cash balance of the Treasury i t i s expected 
that no new ce r t i f i ca te issues will have to be resorted to during the month 
of October. 
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•OUTLOOK K)B LIQUIDATION. More than t h i s , ma te r i a l improvement i n the f i n a n c i a l 
p o s i t i o n of the Treasury and t h e . f a v o r a b l e cond i t i ons on which r e c e n t i s s u e s of 
loan c e r t i f i c a t e s have been p laced ca r ry conf i rmat ion of the views expressed by 
the sec re ta ry of the Treasury in h i s l e t t e r of J u l y 25 and - r epea t ed i n M a 
l e t t e r of September 8 t h a t the borrowing opera t ions inc iden t to the f i n a n c i n g 
of the war would be c a r r i e d to completion without another g rea t fund ing loan, 
go f a r as l ong - t e rn government war f i n a n c i n g i s concerned, i t may be sa id t o 
have come t o a c l o s e wi th the v i c t o r y loan* Such f i n a n c i n g as i s s t i l l to be 
provided can c l e a t l y be c a r r i e d through by sho r t - t e rm i s s u e s matur ing on t ax 
da tes* 

The outlook i s d i s t i n c t l y encouraging, the re fore* f o r an improvement i n 
the investment s t a t u s of the outs tanding funded s e c u r i t i e s of the government and, 
with i t , f o r an improvement in the loan and investment accounts pf the banns. 
The ex ten t to which the banks of the country subscribed to war bonds of the 
d i f f e r e n t i s sues which they d id not in tend as a mat te r of p o l i c y t o ca r ry p e r -
manently as a p a r t of t h e i r long-term investments, can not be accu ra t e ly determined. 
Neither can the volume of loans made by the banks to customers on account of t h e i r 
subscr ip t ions to government war i s sues and s t i l l outs tanding be accura te ly de-
termined. De ta i l s of an est imate made f o r t h i s purpose and elsewhere presented 
i n the B u l l e t i n ind ica t e t h a t the volume of unabsorbed war s e c u r i t i e s i s undoubtedly 
l a r g e , l i q u i d a t i o n of these war f inance investments and loans i s c l e a r l y a ne-
cessary pre l iminary to any large and genuine improvement i n the banking and c r ed i t 
s i t ua t ion* such l i q u i d a t i o n means the purchase of war s e c u r i t i e s by a c t u a l i n v e s t o r s . 
That such l i qu ida t i on w i l l be s t imulated through improvement i n the market f o r 
government bonds i s c lea r* The recent improvement i n the government bond market, 
fore-shaskawing as i t probably does a progress ive improvement because of increased 
r e a l i s a t i o n t h a t government long-term f inancing i s over , i s , t h e r e f o r e , of good 
augury f o r the general banning s i t u a t i o n . 

Liquidat ion, in the n a t u r a l course , of war loan accounts seems l i k e l y before 
long | o become a c h a r a c t e r i s t i c of the banking t r e n d , whether such l i q u i d a t i o n , 
however, w i l l r e s u l t in a l a s t i n g dec l ine in the t o t a l volume of outs tanding bank 
c r e d i t s w i l l depend upon the s t a t e of indus t ry and t rade and upon the movement of 
p r i c e s . 

DISC0UR% POLICY* As the per iod of war f inanc ing begins t o approach i t s end, the 
Federal Reserve Banks w i l l again be i n a p o s i t i o n to shape t h e i r po l i c ies , without 
being under the n e c e s s i t y of g iv ing f i r s t cons ide ra t ion to the i n t e r e s t s or needs 
of the t r e a s u r y . Since the e n t r y of the uni ted s t a t e s i n t o the grea t war, the 
Federal Reserve Banks have from the n e c e s s i t i e s of the s i t u a t i o n u t i l i z e d t h e i r 
resources in every leg i t imate way in support of war f i n a n c e , Their discount policy* 
in p a r t i c u l a r , has been shaped, f i r s t wi th a view of f a c i l i t a t i n g the placement of 
the grea t issues of both long-term and shor t - te rm ob l i ga t i ons brought out by the 
Treasury, and secondly wi th a view of s t a b i l i s i n g the market f o r Liber ty Bonds. 
With these objects i n view, d i f f e r e n t i a l r a t e s ( d e t a i l s of which are elsewhere 
presented in the Bu l l e t i n ) have been maintained a t Reserve Banks i n f avo r of 
borrowings by member banks e i t h e r on t h e i r own or t h e i r customers* n o t e s , when 
secured by war obl iga t ions* 

The e f f e c t of t h i s p o l i c y of d i f f e r e n t i a l r a t e s has r e f l e c t e d i t s e l f i n the 
succes s fu l placement of f i v e g rea t loans aggregat ing $21,500,000,000 and many 
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and, un t i l the f inancial operations incident to the war were completed., the main 
"business of the nation was the e f f ic ien t prosecution of the war and the f i r s t 
duty of i t s f inancial and credit system, therefore, the constant support of the 
government is f inancial program* 

The disappearance of the Treasury from the long-term loan market and the 
rapid reduction in i t s requirements for short-term accommodation fore—shadows 
the approach of the time when the d i f ferent ia l rate as an agency for furthering 
the f inancial operations of the Government may be expected to disappear and 
federal Reserve Bank rates once more be fixed solely "with a view of accomo-
dating commerce and business," 

EXPANSION AND DISCOUNT HATES* The extent to which Federal Reserve Bang, rates 
rr.ay nnrrnai ly be expected to be "effective", in the sense in which that term i s 
used in England and continental Europe, s t i l l remains to be determined, our 
experience under the federal Reserve system i s too brief to enable definite 
conclusions to be drawn with reference to this matter* i t seems doubtful, • 
however, whether, for a long time to come and taking the country as a whole, 
there wil l be any such close connection of Reserve Bank rates with the volume 
of credit in use as was to be noted for example in England, the home of central 
banking, in pre-^cr days, our nearest approach to an effect ive Reserve Bank 
rate was reached in the closing months of the year 191b» 

The habitual temper of the American business community id sanguine and 
jjperican business i s , for the most par t , done on l iberal margins* T^e bulk of 
the requirements for credit f a c i l i t i e s comes from industry and trade mainly 
domestic in i t s i r ig in and. character, such a condition does not make for sen-
sitiveness to the influence of changing rates such as was the case in England 
where much business i s done on a narrow margin of p r o f i t and where ban King r e -
sources were normally largely employed in the international loan markets 

At any rate i t seems f a i r l y clear that l i t t l e desirable restraining w -
f luence could have been exercised by Reserve gank rates in recent months* w^ile 
repeated tendencies toward speculation of one kind or another have manifested 
themselves and, at times, given rise to an undesirable situation, there is no 
reason to believe that an advance of rates would have held these tendencies in 
check, at any rate no such advances as could have been undertaken without serious 
injury to legitimate business and. desirable enterprise which was ent i t led to 
encouragement and support* is no ready method in reserve banking by which 
the use of reserve f a c i l i t i e s can be withheld from use in undesirable lines of 
act ivi ty without, also, being withheld from use in desirable lines* 

The problem of controlling the volume and uses of credit in a country with 
so much diversity of business interests and business temper as the united states 
i s fa r from simple and fa r frow certain of solution* E^OP^rience alone can de* 
termine whether and in whattoestisr a technique of control through rates can be 
developed Which wil l secure the desired resul t s . The objects to be obtained are 
however clear and vastly important- Tdey are to regulate the volume and. uses of 
credit so as to give at a l l times to productive industry the beneficial e f fec ts 
of credit stimulus and support without, however, opening the way to the costly 
evils of creait and price inf la t ion . 
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CBEDIT AND PRICES: The dependence of p r i c e s on c r e d i t has had convincing 
exempl i f ica t ion in the p a s t few years . Credi t expansion has admit tedly been 
one of the major i n f l uences in b r ing ing p r i c e s to t h e i r p resen t l e v e l s . The way 
in which c r e d i t a f f e c t s p r i c e s n e v e r t h e l e s s r equ i r e s d i sc r imina t ing ana lys i s . 
Of i t s e l f and alone, c r e d i t can no t be sa id to determine p r i c e s . Credit a f f e c t s 
p r i c e s only as i t i s used i n the purchase and payment of things- I t can a f f e c t 
p r i c e s , t he r e fo re , only when ac t i ng in conjunct ion with other favor ing condit ions. 

There a re times when the banking organizat ion has la rge reserves of c r ed i t 
power and yet indus t ry and t rade being0slow" there i s l i t t l e demand f o r addi t ional 
c r e d i t and consequently l i t t l e c r e d i t i s added to the volume of c r e d i t in use 
and consequently l i t t l e e f f e c t i s exer ted by c r e d i t in changing p r i c e s . A bank 
may o f f e r ' s , customer c r e d i t but i t can not make him take i t . I t i s the c red i t 
which i s taken and used, not the c r e d i t which i s o f fe red , tha t counts in the 
movement of p r i c e s . There are o ther times when the reserves of c r ed i t power 
are low and yet the demand f o r c r e d i t , because of buoyancy in indust ry and trade, 
i s l a rge and the volume of c r ed i t in use consequently la rge and i t s influence 
on p r i c e s unmistakable. The volume of c r e d i t . i n use depends, therefore , qui te 
as much upon the s t a t e of t rade as i t does upon the s t a t e of c r ed i t . The l i m i t s 
within which the use of c r ed i t can be forced by the banks are p r e t t y narrow. 
Credit , a s such,can no t , therefore , be said to be the cause of pr ice , changes. 
By enabling and f a c i l i t a t i n g t ransact ions in the purchase and sale of mater ia ls • 
and goods and labor , which require the use of a large volume of purchasing media,, 
c r e d i t never the less i s a decisive f a c t o r in the p r i ce s i tua t ion . I t i s the 
business of the banking organization to create and supply purchasing media. 

• Thus, a t times, when trade i s br i sk and the s p i r i t of i n d u s t r i a l en te rp r i se runs 
high, the increased volume of c r ed i t supplied by the banks sus ta ins and f a c i l i -
t a t e s , i f i t does not indeed induce, the purchasing movement and thus supports 
the r i s e in p r i ce levels- without such an enlargement i n . t h e volume of c i r -
cu l a t i ng c red i t or purchasing media i n other su i table forms, the accomodation 
of p r i c e s to changing condit ions in a period of a c t i v i t y would be impeded. 
while c r e d i t , the re fore , can not create a s i tua t ion which r e s u l t s in high p r i c e s , -
i t i s equal ly t rue that a s i t ua t i on which r e s u l t s in high p r i c e s can not eventuate 
without the ass i s tance and mediation of c r ed i t , while there must be a desire 
to r the use of c r e d i t be fo re c r ed i t can expand, once under way an expansion of 
t rade gets so much, encouragement, stimulus and support from an expansion of 
c r e d i t t ha t i t i s a t times d i f f i c u l t to say which i s more cause and which i s more 
e f f e c t , eo c lose ly interdependent and interwoven are the two. Questions of 
t h e o r e t i c a l formulat ion apar t , however, the c lose connection of c r e d i t and p r i c e s , 
or of p r i c e s and c r e d i t , does not admit of reasonable doubt. What i s s t i l l to be 
tes ted i s the k ind and measure of cont ro l a t once e f f e c t i v e and b e n e f i c i a l in i t s 
el f e e t s t ha t can be exerc ised on c r e d i t through the ins t rumenta l i ty of Reserve 
Bank r a t e s and opera t ions - t h a t i s the ex ten t to which the volume and character 
of Beserve Bank opera t ions w i l l be s e n s i t i v e l y respons ib le to changes of r a t e . 
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FELERAL EE SERVE NOTES: The responsiveness of the volume of Federal 
Be serve note c i r c u l a t i o n to f l u c t u a t i n g requirements i s again i n process of 
p roof . A year ago a t t e n t i o n was c a l l e d in the B u l l e t i n to the increase of 
Federal Reserve notes, in the months synchronizing with the crop-moving per iod . 
The same phenomenon i s now being repeated. 

While seasonal requirements thus appear to be the p r i n c i p a l cause of 
3hC*t»-period changes in the volume of outs tanding Federal Reserve notes , 

the fundamental in f luence determining the i r normal 1 volume i s the movement of 
general p r i c e s and the volume of outstanding bank" c r e d i t . No mathematically 
d e f i n i t e and quan t i t a t i ve r e l a t ionsh ip between the volume o# bank c r e d i t and 
the volume of c i r c u l a t i n g notes can be spec i f ied , but a close connection be-
tween the two e x i s t s . The connection i s indeed so close t h a t an increase in 
the volume of c i r c u l a t i n g notes may o rd ina r i ly be expected to fo l low c lose ly 
upon an increase i n the volume of c i r c u l a t i n g bank c r e d i t . This i s p a r t i c u l a r l y 
t rue in times when a close connection i s observed between changes i n the vo l -
ume of bank c red i t in use and general p r i c e s . At such times and general ly in 
times of increasing trade a c t i v i t y , p r i c e s a t wholesale r i s e f i r s t . In the i r 
wake there fol lows of necess i ty a r i s e of r e t a i l p r i c e s and in consequence a 
need f o r increase of c i r cu l a t i on . I t may be s ta ted as a general propos i t ion , 
the re fore , tha t changes in the volume of currency i n t ines of expansion follow 
pr ice changes. They do not precede them. There i s , the re fore , no foundation 
in present American experience f o r the view s t i l l sometimes urged t h a t changes 
in the volume of currency are responsible fo r changes i n p r i c e s . 

While i t may be true as a theore t i ca l proposi t ion t h a t p r i c e s a t 
r e t a i l could not r i s e without an increase in the volume of currency and that_ 
r e fu sa l to supply currency might impede an upward movement of r e t a i l p r i ces f 
(though i t i s much more l i ke ly tha t r e f u s a l to supply currency would lead the 
community to adopt devices such as due -b i l l s or bearer checks, e t c . of small 
denominations to meet the demand for currency s u b s t i t u t e s ) , i t i s a l so true 
that such a method of cont ro l l ing p r i ces , i f successful , would be a t the cost 
of business d i s a s t e r . 

p r i ces a t wholesale are not appreciably a f f e c t e d by the volume of 
pocket money. I t i s the volume of c i r cu l a t i ng bank c r e d i t t ha t in f luences the 
trend of wholesale p r i c e s . Res t r ic t ion of bank note i ssues would not , there -
fore , act as a d i r e c t r e s t r a i n t upon the movement of wholesale p r i c e s . Such 
e f f e c t s as might conceivably be exer ted from t h i s source would a t b e s t be 
ind i rec t and would e f f e c t u a t e i t s e l f by what would be tantamount to & bre 
down in the organizat ion of trade by making i t d i f f i c u l t f o r r e t a i l pr icey to 
ad jus t themselves to changes, proceeding from more or l e s s fundamental i n f l u -
ences, in the movement of wholesale p r i ces - The pocket currency of the country 
i s a func t ion of the general money volume of the country*s bus iness . To a t t eap t 
to turn i t in to an instrument of c r ed i t control would be a pervers ion of t © 
aarrency func t ion of the banking system. 

The cor rec t ion of the p r i c e s i t ua t i on wi l l come in a more na tu ra l ^ 
and economic manner, p r i c e s a t r e t a i l w i l l f a l l to more normal l e v e l s as p r i c e s 
at wholesale do. p r i c e s a t wholesale w i l l f a l l a s savings accumulate and 
l i qu ida t i on of the war loan accounts of the banks ensue and reduct ion advances 
to the po in t where i t more near ly matches the grea t increase 
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in tne volume of c i r c u l a t i n g or purchasing wedia vtuich have been 
ca l l ed f o r t h during tire successive emergencies of recent yea r s . 

The manner in which liquidation of the war loan business of 
the banks will operate a reduction of currency may ba explained. 
It should also be noted that such liquidation will be most effective 
if those who are now debtors to the b^nks on 4c count of Liberty loan 
subscriptions take up their obligations out of their own savings. 
Repayments of funds borrowed from the banks may take the for® e i ther 
of bank deposit credit or of Federal Reserve notes . In the latter 
case, Federal Reserve notes would begin to accumulate in the bands 
of the member banks. They would take them to the Reserve Banks for 
credit to their reserve accounts. Since the reserve.accounts of moat 
of the member banks have been brought to their present l e v e l s through 
extensive radiscounting, the return of thd Reserve notes to the Reserve 
Bank would be in effect a reduction of the member baak*s liability to 
its Reserve Bank and a retirement of the Reserve note through such process 
of redemption. There would thus be a direct reduction in the volume of 
Federal Reserve notes in circulation and a corresponding reduction of 
rediscounts. In the former case, where the debtor of the member bank 
made payment by credit, there would take place a reduction in tha first 
instance of the volume of the member bank,s liabilities and in the 
second instance of the Reserve Bank's deposit liabilities—and, i t may 
be added, on the asset side of the statement a reduction of its dis-
counts. The whole volume of outstanding bank credit would thus con-
tract itself and the same causes that brought about the contraction 
would result in a lowering of prices which would necessitate a smaller 
volume of pocket currency and a return flow of redundant- currency to 
the banks and eventually to the Reserve Banks. 

Taking things as they are, tha bulk of outstanding Federal 
Reserve notes may properly be regarded as supplied to the borrowing 
member banks against rediscounts. Expense in the shape of a discount 
charge is, therefore, entailed to member banks in obtaining increased 
supplies of notes. While Reserve notes are freely issued to the banks 
in the sense that no limits have been imposed upon the amount, they 
are not issued without cost. As increases in the volume of Federal 
Reserve note currency, particularly in times of expansion, will be ob-
tained against rediscounts or bills payable of member banks, the Federal 
Reserve note, as long as it is out, involves serious cost to the bank 
that takes i t . The member bank, therefore, has every inducement, as 
notes accumulate in its hands, to use them in reducing its borrowings 
from the Reserve Bank. Thus has an automatic machinery been provided, 
operating by the method of profit and loss, for sending into retirement 
and redemption such part of the Federal Reserve note circulation of 
the conaxjunity as may fot any time be in excess of requirements. 

The main condition, as already observed, determining currency 
requirements is the level of prices. The reduction of the volume Of 
the currency is, therefore, a price problem far more than the reduction 
of prices is a currency problem. 
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COST OF LIVING- PROBLEM* That the high price levels which have been attained in 
the united, states present a grave situation is clear frow the attention which 
current discussion of the causes of industrial unrest is directing to the cost of 
living problem, jt presents the most urgent and immediate phase of the problem 
of post-war business and industrial readjustment, jt promises to remain a persis-
tent phase of post-war conditions unless its nature and cause are understood and a 
rational economic attitude toward tt is developed, 

so f a r as the p r o f i t e e r i n g p r a c t i c e s , which cu r ren t d i scuss ions assume have 
developed widely and r a p i d l y s ince the a r m i s t i c e , a re r e spons ib le for the price 
aggravat ions which have been experienced in recen t months, some considerable 
m i t i g a t i on of t h e cost of l i v i n g s i t u a t i o n may be expected and, indeed, is a l ready 
in s i g h t . The a c t i v i t y of a fair p r i c e * committees in d i f f e r e n t p a r t s of the country , 
local a c t i on by the states, i n v e s t i g a t i o n s and p u b l i c i t y by the f e d e r a l Trade 
Commission and p rosecu t ion by t he Department of j u s t i c e , under f e d e r a l law, which, 
as elsewhere noted , i s i n p rocess of amendment, a re /producing r e s u l t s , 

already 
The problem of reducing the cos t cff l i v i n g i s , however, mainly tha t of 

r e s t o r i n g the purchas ing power of the d o l l a r . The d o l l a r has l o s t purchasing power 
because expansion of c r e d i t , under the n e c e s s i t i e s of war f i n a n c i n g , proceeded a t 
a r a t e more r ap id t han the product ion and saving of goods. The r e t u r n to a sound 
economic condi t ion and one which w i l l involve as l i t t l e f u r t h e r dis turbance of 
normal economic r e l a t i o n s h i p s as poss ib l e w i l l be a r e v e r s a l of the process which 
has brought the country t o i t s p resen t pass# i n other words, the way i n must be 
the way ou t , AS the way i n was expansion of c r e d i t a t a r a t e more r ap id than 
expansion of product ion and saving, so t he way out must be an inc rease i n product -
ion and in sav ing . The e f f e c t of increased produc t ion w i l l be t o p lace a l a rge r 
volume of goods aga ins t the g r e a t l y enlarged volume of our purchas ing media and 
thus to reduce p r i c e s . The e f f e c t of increased saving w i l l be a reduc t ion in the 
volume of purchasing media i n use ahd, by consequence, a r educ t ion of p r i c e s also* 

«V?hat is needed is the restoration of a proper 
balance between the volume of credit and the volume 
of goods f. said governor gar ding, speaking before the 
annual convention of the American Bankers association 
a t st- Louis, September 30th, "Because of the war 
financing of the government it is not practicable to 
reduce the volume of credit except gradually# and the 
best and probably the only remedy for the present unrest 
is to increase the volume cf goods, and the facilities 
for their distribution, shorter hours and higher wages 
do not tend to increase production, but rather the re-
verse, and strikes and walkouts are doubly harmful in 
that they stop production without materially reducing 
consumption-* 
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The cost of living problem on its financial side is misconceived, 

unless it is conceived, as .the problem of restoring the value of the 
dollar. To accept the depreciation worked in the dollar by war con-
ditions and to standardize the dollar of the future on this basis 
would be to ratify the inflation wrought 'by the war and the injustices 
i t produced. Ho artificial solution for an economic situation of 
this kind is likely to commend itself to the better judgment and 
the sense of equity of the country, even could some artificial method 
of dealing with the question of monetary depreciation be devised 
which would not bring in its train a crop of new difficulties and 
and problems. 
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COST OF LIVING INDEX AND WAGE" ADJUSTMENT. So f a r a s the main incidence 
of the h igh cos t of l i v i n g i s to bs found i n the ranks of l abo r , i t s 
c o r r e c t i o n p r e s e n t s an i n d u s t r i a l problem r a t h e r than a monetary problem — 
a problem to be met no t by a change in the monetary s tandard but by a 
change i n the machinery of i n d u s t r i a l remuneration. The succs s s iu l handling 
of the cos t of l i v i n g s i t u a t i o n , so f a r as concerns l a b o r , i s i n l i r s t 
i n s t ance a mat te r of determining the ex t en t to which the ac tua l cos t of 
l i v i n g to d i f f e r e n t grades of labor in d i f f e r e n t p a r t s of the country has 
been increased by r i s i n g p r i c e s , and secondly, of dev is ing some e f f e c t i v e 
method ox a d j u s t i n g money wages to changes i n the money cos t of l i v i n g . 
The former i s a t e chn ica l s t a t i s t i c a l problem and i s having the a t t e n t i o n of 
the Bureau of Labor S t a t i s t i c s , which i s accumulating da ta on the b a s i s of 
which can be cons t ruc ted a c o s t of l i v i n g index number t h a t w i l l show 
v a r i a t i o n s i n t o t a l expense of f a m i l i e s dependent upon wages because of p r i c e 
changes. The l a t t e r i s the p r a c t i c a l problem of improving the s t a t u s of 
labor by the es tab l i shment of new working p r i n c i p l e s governing the r e l a t i o n s 
of employers and employed. 

Speaking on t h i s sub jec t a t the Jbinual Meeting of the American 
Associa t ion of the Baking Indus t ry i n Chicago September 24th, Mr. Mil ler 
of the Federa l Reserve Board said* 

"There has been no general pol icy# e i t h e r p u b l i c 
or p r i v a t e , governing the ac t ion of indus t ry in the mat ter 
of wage adjustment to changed l i v i n g cond i t ions . Al l 
s o r t s of i n f l u e n c e s have been a t work i n determining the 
outcome; the maintenance of the s tandard of l i v i n g has not 
been t h e e c o n t r o l l i n g cons ide ra t ion . The s t a t e of the l abor 
market in d i f f e r e n t i n d u s t r i e s has , a t t imes, r e s u l t e d i n 
inc rease of wages more tha i the inc rease i n the cos t of 
l i v i n g , and a t other times wages have lagged. **** * I t 
must be sa id tha t there has been on the whole a lack of 

vClose correspondence of changes of wages wi th changes in the 
cos t of l i v i n g . 

"The f a c t s and i nd i ca t i ons , f ragmentary as they 
a re , r evea l a s i t u a t i o n which from every reasonable p o i n t 
of view must oe regarded as u n s a t i s f a c t o r y . Much as was 
achieved in c e r t a i n i n d u s t r i e s during the war through the 
ac t ion of pub l i c or p r i v a t e agency, the maintenance of the 
s tandard of l i v i n g does not occupy the dec i s ive p l a c e i t 
should i n the determinat ion of wages. Chance and circum-
stance p l a y too l a r g e a r o l e , end p r i n c i p l e too l i t t l e . 
Wages must be regarded as the f i r s t charge on i n d u s t r y , and 
the maintenance of a t l e a s t those l i v i n g s tandards which 
were customary be fo re the war must be made secure . The 
f i r s t duty of the na t i on i s to preserve the h e a l t h and 
s t r e n g t h of i t s workers. The s tandard of l i v i n g i s , t h e r e -
f o r e a mat te r of p u b l i c and na t i ona l concern as wel l a s of 
i nd iv idua l concern. The Nation can not a f f o r d , indus t ry 
can no t a f f o r d , to run the r i s k of impa i r ing i t s working 
f o r c e s through lack of some e f f e c t i v e method of a d j u s t i n g 
wages to the cos t of l i v i n g . This i s , i n an immediate 
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sense, the most p re s s ing aspect uf the cost of l i v i n g problem 
with which we. are confronted- close study should, t he re fo re , 
be given by d i f f e r e n t i ndus t r i e s in every sec t ion of the country 
to methods of handling the problem in an e f f e c t i v e ana equi table 
way. Beginnings have been made in some business and i n d u s t r i a l 
e n t e r p r i s e s , but the problem should be taken hola of on a sys-
tematic and na t iona l scale in order tha t the needed r e s u l t s 
s h a l l be achieved, some mechanism by wfcich wages may promptly 
be adjusted to caan&es in the cost of l i v ing must be accepted 
as an e s s e n t i a l par t of the American wage system. *** such 
ac t ion i s p a r t i c u l a r l y urgent in view of the extremely uncertain 
and dis turbed course which p r i ces and the cost of l i v ing seem 
l i k e l y t o follow f o r a good many years t o come, or u n t i l the 
a f f a i r s of the world are once more in a s t a t e of s e t t l ed equilibrium* 
I t w i l l not do to leave the adjustment of wages to changes in 
the cost of l iv ing , e i t he r to the slow and uncer ta in act ion 
of the forces of competition, or to the c o s t l y and disrupt ive 
ac t ion of i ndus t r i a l warfare , so f a r as the s t r i k e i s a method 
of securing an adjustment of wages £0 r i s i n g p r i c e s , i>t should 
become an obsolete fea tu re of the American i n d u s t r i a l system." 

THE EXPORT SITUATION' l i t t l e change i s r e f l ec t ed in the recent volume of our 
fore ign trade shown by the l a t e s t statement of the jQepartitsnt of commerce cover-
ing the month of august. Exports f o r August were $o4b>253,000 as compared with 
$570,083,000 f o r j u l y , the f i r s t month in the f i s c a l year 1950, and $602,090,000, 
the average f o r the f i s c a l year 1$19- Largely increased exports , as compared with, 
j u l y , are shown fo r unprepared foods tu f f s , p a r t i a l manufactures, ana manufactures 
ready for consumption, while smaller exports f o r the month a re shown f o r prepared 
foods tu f f s , mainly meat and da i ry products . Raw cotton exports show a fu r the r 
decline for tne month, while exports of mineral o i l , cotton goods and automobiles 
show considerable gains . August imports were $ 3 0 7 1 , 0 0 0 as compared with 
$344,000,000 f o r the month of July and $257,950,000, the average fo r the f i s c a 
year 1919. Excess exports fo r august were $33&»926,000 compared with $22b,0&5»00 
f o r ju ly and $344,100,000, the average f o r the f i s c a l year 1919. 

The f i r s t two months of the current f i s c a l year are , t he re fo re , characterized 
by a very marked diminution in the outward movement of goods. %t i s c lear t h a t 
the large American c r e d i t s at the d isposal of fo re ign governments and the i r d i s -
pos i t ion to draw heavily on jper ican supplies f o r the purpose of " s t ab i l i z ing 
the f i r s t steps in the process of after—war readjustment , were mainly responsi 
fo r the heavy outflow of goods during the l a s t f i s c a l year , i t has not yst ©en 
determined, nor i s i t c l e a r , how much must be done Sor how l i t t l e w i l l su f l i ce 
in f u r t h e r f i n a n c i a l and economic support of Europe in the f u r t h e r process 0 
readjustment, flor i s i t c lear what should be done i n support of c e r t a i n of our 
indus t r i es which a t t a ined conspicuous importance as export i n d u s t r i e s under 
pressure of the a r t i f i c i a l s i t u a t i o n produced by the war. 
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I t seems highly probable, however, tha t new o u t l e t s f o r the excess products 
of these i n d u s t r i e s w i l l have to be found if anything approaching the i r 
volume of production during the war i s to be sustained* 

In the meantime i t should be noted tha t some improvement in our 
cost of l i v i n g s i t u a t i o n i s l i k e l y to r e su l t from the diminished outflow 
of goods to count r ies not i n a pos i t ion to make payment by r e tu rn shipments 
of goods*' Elsewhere i n the Bu l l e t i n are given the r e s u l t s of an attempt 
to est imate the growth of the physical volume of our export trade i n recent 
years a f t e r e l iminat ing the p r i c e f ac to r - in other words, an attempt to 
est imate the growth in physical volume. While the data avai lable f o r such , 
an est imate are not as comprehensive as might De des i red and the r e s u l t s 
are , the re fore , not to be taken as conclusive, they are bel ieved, never-
the less , to be of fcrery great value as giving a more f a i t h f u l p i c tu re of 
changes in our export s i t ua t ion than can be derived.from t o t a l s s ta ted i n 
terms of money value* Taking the pre-war f ive -year per iod 1910-lU as a 
base f o r purposes of comparison and noting the increase f o r each of the 
succeeding f i v e years as compared with the pre-war average, the following 
index numbers are reached; 

I t i s noteworthy that the f i s c a l year 1919 shows the g rea tes t 
increase over the pre-war average - an increase of 35 P e r cent , - a r a t e 
of increase more than f o u r f o l d that shown fo r the preceding f i s c a l year 
1918. Such a gain in the r a t e of increase suggests tha t hezvy exports 
( e f f ec tua t ed f o r the most p a r t by c r e d i t advances) to Europe have been a 
very considerable fac tory in our cos t of l i v i n g s i tua t ion* I t i s a l so 
noteworthy that an est imated 35 P e r cent of the phys ica l volume of exports 
in the l a s t f i s c a l year consis ted of foods tuf fs* 
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