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

STATEMENT FOR THE "RESS 

For r e l e a s e i n Monday morning papers, 
December 6, 1920. 

The Federal Reserve Bu l l e t i n fo r the month 
of December devotes much space to a d i scus -
s ion of economic and f inanc ia l condi t ions 
during the year Just c los ing . I t says: 

Close of a Remarkable Year 

The year 1920 has been a per iod of decided advance i n the process 

of economic readjustment consequent upon the condit ions l e f t by the war. 

Production had been developed t o a very high point a s a r e s u l t of war 

n e c e s s i t i e s , besides being diver ted in to channels d i f f e r e n t from those 

normal i n peace t ime. I t was, t he re fo re , i nev i t ab le t h a t a per iod of 

readjustment involving some decrease i n output, a t l e a s t temporari ly, 

should ensue. On former occasions, when problems of a s imi la r so r t 

have developed, the process of readjustment from a war to a peace-time 

l e v e l of business has been extremely r igorous . Conditions during the 

present period of readjustment have by comparison been t o l e r a b l e . 

Production during the l a t t e r pa r t of the year has, i t i s t r u e , f a l l e n 

off i n some branches fol lowing upon the readjustment of the p r i c e 

s t r u c t u r e . Fundamental a l t e r a t i o n s in the d i s t r i b u t i o n of labor between 

t r a d e s and employments have a l s o been a f ea tu re of recent months. In 

the banking f i e l d the advance of the volume of depos i t s changed during 

the recent months i n t o a recess ion, although Federal Reserve note c i r cu -

l a t i o n was about $200, 000, 000 l a r g e r a t the close of November than a t 

the end of Ju ly . I t i s a l so to be noted tha t there has been a marked 

change in the composition of bank p o r t f o l i o s r e s u l t i n g from the gradual 

re t i rement of long-term or speculat ive paper and the s u b s t i t u t i o n of 
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paper based upon bona, f i de commercial t r ansac t ions growing out of the 

a c t u a l purchase and sa le of goods* In i n t e rna t i ona l t r ade the condi-

t i o n s which led t o an excessive development in export ing business have 

been i n process of change, and a r e tu rn to more normal condi t ions i s now 

i n p rogress . So f a r a s concerns the European count r ies the year has 

been noteworthy i n in t e rna t iona l t r ade f o r a decided evidence of increase 

of product ive power which, although in te r rup ted from time to time by 

i n t e r n a l d i f f i c u l t i e s of one kind or another , has never the less been the 

dominant f ea tu re i n the fore ign economic movement. 

Very sharp reduct ion i n p r i ce s coupled with heavy decreases in 

product ion, extensive unemployment, and business r e a c t i o n , o f t en involv-

ing bank f a i l u r e s , have been the outstanding f e a t u r e s of readjustment in 

former years . The t r a n s i t i o n through which the community i s now passing, 

while necessa r i ly uncomfortable, has thus f a r been accompanied by only a 

minimum of the unfavorable symptoms developed on other occasions. While 

the presen t process i s as yet incomplete and while some l i n e s of business 

may be expected to pass through a s t i l l f u r t h e r period of reorganiza t ion , 

the re i s good reason f o r be l iev ing tha t with our present s t rong banking 

s t r u c t u r e the d i f f i c u l t y of the t r a n s i t i o n w i l l not be much f u r t h e r 

aggravated and tha t a normal s i t u a t i o n w i l l be res tored with f a r l e s s 

than usual d i s t r e s s . The f i s c a l s i t u a t i o n both a t home and abroad i s 

s t i l l uncer ta in due t o the f a c t t ha t while the war was t echn ica l ly over 

a t the s igning of the a rmis t i ce , i t was not over i n the f i nanc i a l sense 

u n t i l a long time l a t e r , while i t has not been poss ib le during the read-

justment period t o p lace publ ic f inance i n any country upon i t s peace 

time foot ing , pending much c lose r ascertainment of the best method of 

t a x a t i o n . The close of the year 13-0, however, i n s p i t e of t he f ac t 
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t h a t in some branches of economic and f inanc ia l l i f e the re i s s t i l l -

much progress to be made before reaching a d e f i n i t e bas i s f o r f u r t h e r 

growth, must never the less be regarded as qui te unmistakably a tu rn ing 

point in the process of t r a n s i t i o n from condit ions produced by the war 

to the normal economic bas i s of i n t e rna t iona l and i n d u s t r i a l l i f e . 

The Basis of Prosper i ty . 

In thus es t imat ing the pos i t i on of the economic organizat ion a t 

the close of the year 1$20, very l a rge emphasis should undoubtedly be 

* placed upon the volume of product ion. I t i s i n the quanti ty of output 

supplied by a na t ion tha t the best t e s t i s found of i t s t rue p o s i t i o n 

from ;he economic s tandpoint . Although the year 1920 shows a downward 

movement i n some branches of production and t r ade and a lessen ing of 

the a c t i v i t y with which c red i t media a r e employed, a g r a t i f y i n g aspect 

o f . t h e y e a r , i s seen i n the f ac t t h a t the changes thus f a r repor ted have 

been so small, e spec ia l ly when the great a c t i v i t y of production and the 

grea t extension of c red i t which occurred during the war period a r e borne 

in mind. Considering the year 1$20 in comparison wi th s imilar per iods , 

r e ac t i on shown by the indexes represen t ing the chief l i n e s of business 

a c t i v i t y , a s a l ready s t a t ed , i s in most cases re la t ive ly- minor as com-

pared with the volume of production and t r ade when a t i t s high p o i n t . 

While much i s said of changes in p r i c e s and p a r t i c u l a r l y of dec l ines of 

p r i c e s a s an i nd i ca t i on of economic re t rogress ion , i t i s to be remembered 

t h a t the r ea l income of the community i s the quant i ty of goods a v a i l a b l e 

fo r consumption and not the money value of the goods thus produced. The 

fundamental t e s t of the degree i n which condit ions which make f o r prosper i ty 
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have been regained and former industry res tored i s found in the indexes 

which exh ib i t a c t u a l volume of output . Of primary importance are s t a t i s t i c s 

showing the y i e ld of a g r i c u l t u r a l and manufacturing i n d u s t r i e s . Next to 

these a re indexes showing the a c t u a l movement of goods from producer to 

consumer. The l&iteaf may be best derived from s t a t i s t i c s of f r e i g h t 

movement, f i g u r e s showing the a c t i v i t y of money and c r e d i t , and data r e -

f l e c t i n g a c t i v i t y of wholesale and r e t a i l t r a d e . P r i ces play an important 

pa r t as a f a c t o r i n the process of d i s t r i b u t i o n , and the p r i c e l eve l i s 

of f i r s t s ign i f i cance t o the student of business condit ions because i t 

a i d s i n d e f i n i t e l y determining the prof i t -making p o s i t i o n of the var ious 

economic f a c t o r s of the community a s measured i n terms of mocay. I t i s 

t rue t h a t reduct ions i n wholesale p r i c e s in 1$20 have g rea t ly lowered the 

general l e v e l s . I t should be remembered, however, t ha t f a r too grea t 

s t r e s s may be placed upon the l e v e l of p r i c e s i n connection with rational 

condi t ions , since p r i c e s a r e expressions of r e l a t i v e value and hence 

of much g rea te r i n t e r e s t t o the indiv idual than to tha community a t l a r g e . 
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The Volume of Production. 

Viewed from the standpoint of the volume of commodities rendered a v a i l -

able f o r consumption, the year 1920 has been one of unusual success. As i s 

wel l known, the output of primary wealth - the product of the fauns and, i n 

general , of a g r i c u l t u r a l en t e rp r i s e - has been of more than average s i z e . 

Prel iminary es t imates have already been furn ished f o r t h i s output i n former 

months. The f i g u r e s of the Department of Agr icul ture , made ava i lab le a t 

the opening of November, a re subs t an t i a l l y the same as those which have already 

been published f o r October 1 and, as pointed out in pas t i s sues , exh ib i t in 

most l i n e s a subs tan t i a l advance above the average of recent years , and in 

some important crops c o n s t i t u t e the l a r g e s t output ever produced. In the case 

of corn, the only product f o r which the November es t imates d i f f e r from those 

of October, the est imated output , although showing a dec l ine of about 

17,000,000 bushels , s t i l l remains the l a r g e s t on record. 

While the s i t u a t i o n as to ag r i cu l tu r e i s p r a c t i c a l l y beyond quest ion, 

the work of the year in respec t to manufacturing i s l e s s c l e a r . According to 

some i n v e s t i g a t o r s , however, the output of the country, whether as measured 

in the aggregate or per cap i t a , was probably close to high-water mark a t the 

close of spr ing . The f a c t s would ind ica te t ha t in the more d i s t i n c t l y manu-

f a c t u r i n g and i n d u s t r i a l l i n e s there had been subsequent to the heavy war 

production a na tu ra l decrease in and readjustment of output which became ev i -

dent shor t ly a f t e r the opening of 1919 and which continued f o r several months 

t h e r e a f t e r . The requirements of buyers did not dominate market condi t ions , 

but there subsequently developed shortages in var ious l i n e s . Of t h i s s i t u a t i o n 

the f i n a l r e s u l t was a considerable increase in productive a c t i v i t y , although 

in some l i n e s , such as those of t e x t i l e production, a so-ca l led " s e l l e r s ' 

market" eventua l ly developed. That t h i s s i t u a t i o n had not become wel l e s t ab-

l i s h e d u n t i l the spring of 1920 was f a r advanced i s not s ingu la r . This period 
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of higher product ion was apparent ly reaching i t s peak dur ing the ear ly 

months of 1980. Since the l a t e spring of the year 1920, however, there 

has been in progress a c e r t a i n decrease in ou tpu t . The condi t ion of 

d i f f e r e n t i n d u s t r i e s in t h i s regard i s by no means uniform, although 

i t may be seen most c l e a r l y i n t e x t i l e s . Shipbuilding and very recen t ly 

the i ron and s t e e l i n d u s t r i e s , exh ib i t an inf luence of the same kind. 

The decrease in u n f i l l e d orders on the p a r t of the United Sta tes Steel 

Corporation, which has been in progress ever since about the beginning 

of August, po in t s c l e a r l y not only to a r e l a t i v e decrease in the a c t i v i t y 

of these b a s i c i n d u s t r i e s but also to a f a l l i n g off in t h a t of other 

i n d u s t r i e s which a re p r a c t i c a l l y dependent upon then. Bui lding con-

s t r u c t i o n may be ranked as one of the l a t t e r . x x x x x x x x x x 
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Movement of Goods, 

Care should be taken i n reviewing condit ions a t the Close of the 

year 1$2Q and in comparing them with those e x i s t i n g a t previous dates 

throughout the year to d i f f e r e n t i a t e between production changes and trade 

changes. In a l l per iods of t r a n s i t i o n i t i s the l a t t e r t ha t are the more 

obvious. I t should s t e a d i l y be borne in mind tha t the year 1920 has been 

a more d is turbed per iod in connection with the movement of goods to market 

than i n production, and tha t as a r e s u l t there has been a t times congestion 

and a r r e s t ed movement of commodities, while a t other times the de l ivery and 

consumption of products has been steady and s a t i s f a c t o r y . In general , the 

year may be divided in to three per iods , the f i r s t culminating in the ea r ly 

spring or toward the end of Apri l , a t which time a peak of congestion had 

been reached on the rai lways as the r e s u l t of bad weather and lack of s a t i s -

f ac to ry e f f i c i e n c y of r a i l r o a d -personnel aggravated by the t e n t a t i v e or 

"outlaw" s t r i k e s which had been i n progress . Thereaf te r there ensued a period 

of f a i r l y steady moving of commodities to poin ts of consumption, a s s i s t e d 

by the favorable weather in the spr ing and summer as well as by the increase 

i n e f f i c i e n c y of the r a i l r o a d s of the country. From about September onward 

the movement of goods again began to show a decl ine , t h i s being due in the 

case of a g r i c u l t u r a l s t ap les to a tendency to hold products a t the po in t s 

of production, while i n the case of manufactured a r t i c l e s i t was probably 

the outcome of a re luc tance or unwil l ingness on the p a r t of d i s t r i b u t o r s to 

go on rece iv ing consignments. This s i t u a t i o n has been noteworthy from time 

to time not only with respec t to the domestic movement of goods but a l so in 

r e l a t i o n to exports . I t was worthy of note a l so tha t i n sp i t e of the 

la rge y i e l d in a g r i c u l t u r a l l i n e s the gra in movement has been unexpectedly 

small, p a r t l y in consequence of de fec t ive t r anspor t a t ion a t c e r t a i n times of 

the year and p a r t l y as a r e s u l t of a d i spos i t i on on the p a r t of farmers to 
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hold back t h e i r product . Conditions in t r anspor t a t ion were r e f l e c t e d i n 

the f i g u r e s showing the movement of goods l a s t spring and in c e r t a i n de-

creases of the same s o r t f o r the current autumn, notwithstanding tha t the 

ton-mile f i g u r e s on ra i lways are to-day of large s i ze . x x x x x x x. 

. An examination of the index numbers f o r the value of imports and ex-

por t s leads to the conclusion tha t ,w i th p r i ce f l u c t u a t i o n el iminated, our 

export volume f o r 1920 i s on a lower l e v e l , some of the months f o r the pe-

r iod being lower than the average monthly f igure fo r 1913 • The volume of 

imports, however, i s higher than the 1913 l e v e l , a f a c t which i l l u s t r a t e s 

the statement o f t e n made t h a t the r eac t ion subsequent to the war which had 

been genera l ly p red ic t ed by economists i s now i n progress . The f igures , f o r 

imports and exports , both when measured i n volume and when measured in 

values, have shown an absolute tendency to f a l l o f f , although the growth 

of imports up to the p resen t time has been grea ter than t h a t of imports when 

adjus ted values are taken as a b a s i s f o r comparison. The year 1920 must 

undoubtedly be regarded as a pe r iod of t r a n s i t i o n from war condi t ions to 

peace condi t ions in our fo r e ign t rade . These changes are most c l e a r l y 

i l l u s t r a t e d when the inf luence of p r i ce f l u c t u a t i o n s i s e l iminated from 

f igu re s i n order to place them on a comparative "basis of volume. x x x x x. 

Re ta i l Tnade. 

The a c t i v i t y of r e t a i l t rade i s u sua l ly regarded as a d i r e c t index 

of the a t t i t u d e of consumers with respect to the p r i ce l eve l and i s looked 

to by s tudents of the business s i t u a t i o n not • merely f o r the purpose of 

obta ining a t e s t of bus iness condit ions from the r e t a i l t rade standpoint , 

but a l so of a f f o r d i n g an i n d i r e c t index of the probable r a t e a t which stocks 

of goods w i l l pass off through r e t a i l t rade channels in to the hands of con-

sumers. For a good many months pa s t the Board has been developing a r e t a i l 

t rade index based upon f i g u r e s concerning stocks of goods, turnover, and other 

important items fu rn i shed by a spec i f i ed number of l ead ing r e t a i l e s t a b l i s h -
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ments ifa the severa l Federal Reserve D i s t r i c t s . A study of these f i g u r e s , 

and e s p e c i a l l y a comparison of cumulative s ingle percentages designed to em-

body no t only the r e tu rns of the current month but a l so accumulated r e s u l t s 

of preceding months, po in t to a decl ine in s a l e s , which has no t , i t would 

seem, gone t o very great length tlms f a r , i n some d i s t r i c t s amounting merely 

to the cur ta i lment or abo l i t i on of a seasonal increase of the volume of b u s i -

ness which would otherwise have been expected, the remaining volume be ing 

higher than tha t of the preceding year . The tendency, however, i n other d i s -

t r i c t s has been d i s t i n c t l y downward, and a t the presen t time the Board 's i n -

dex po in t s c l e a r l y to a l i m i t a t i o n of the ac t ive buying of consumers which 

was so not iceable during 1919 and the e a r l i e r p a r t of 1920. This bears out 

the general impression already e x i s t i n g with r e spec t to r e t a i l t rade con-

d i t i o n s as ind ica ted by many repor t s of a general na ture furn ished by expert 

observers i n the var ious branches of t r ade . The a c t i v i t y of r e t a i l t rade 

i s of spec ia l i n t e r e s t a t the present time, because i t u sua l ly i s one of the 

l a s t elements in the bus iness s i t u a t i o n to shew the e f f e c t s of those f a c t o r s 

which make f o r depression or reduct ion. Curtailment of purchasing power 

does not u sua l ly occur, a t l e a s t in f u l l measure, u n t i l reduct ions of em-

ployment and lowering of p r i c e s have r e s u l t e d i n l essen ing the incomes of 

buyers who are thereby induced to suspend or l i m i t t h e i r purchases. Accord-

ingly, a d e f i n i t e r eac t ion in r e t a i l t r ade seldom presents i t s e l f u n t i l 

a f t e r readjustment has made considerable progress i n manufacturing and even 

in wholesale a c t i v i t y . This i s f o r the reason tha t the decl ine in r e t a i l 

t rade makes i t s e l f f e l t in some d i s t r i c t s a t a date considerably l a t e r than 

tha t which appears to mark the ttuming po in t i n production by manufacturers, 

x x x x x . 
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Production and Foreign Exchange 

The downward trend of exchange during 1920 appeared to have 

reached the low point toward the middle of November, when sterling 

was quoted below 3<30- As may he seen from the graphic representa-

tion already published in the laat issue (p* 1159) i the movement of 

practically all European exchanges has been steadily downward and 

practically on parallel lines since early in the year. The sharp 

depression which was brought about in the early part of November was 

attributed by experts to the necessity of financing considerable 

quantities of grain and cotton bills growing out of the shipments of 

this year*s products at a time when, as already pointed out in former 

issues, there was a very large outstanding indebtedness on the books of 

foreign banks and business houses, which resulted in creating an over-

hanging supply of exchange, which was at times "dumped" in the market 

whenever a slight upward trend suggested the possibility of converting 

foreign currencies into dollars at even a tolerably favorable rate* 

This, of course > was a situation primarily applicable only to European 

Nevertheless . ^ 
exchanges. " ; in relations with South American countries the 

situation was equally unfavorable, due to conditions already set forth 

and including depression of prices as well as the disturbance of our 

foreign trade relationships with those countries * In a general way it 

may be said that the year 1920 has been a period of practically steady 

deterioration in exchange conditions, as reflected in the constantly 

growing open balances in favor of the United States which are being 

carried in an increasingly large list of foreign nations. 
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Foreign exchange condi t ions during the year 1920 throw i n t e r e s t -

ing l i g h t upon the "bearing of exchange r a t e s on i n t e r n a t i o n a l trade* 

They show t h a t abnormally low quotat ions of fo re ign cur renc ies tends to 

reduce the export shipments of the na t ion , p a r t i c u l a r l y when these low 

quotat ions are the r e s u l t of unpaid balances which give r i s e to a quant i ty 

of exchange tha t may "be thrown upon the market a t any given moment• The 

exchange s i t u a t i o n i s t he re fo re in some measure responsible f o r the slowing 

down of the export t rade of the United S t a t e s , and i l l u s t r a t e s once more the 

neces s i t y of ac t ion designed to br ing about soundness in i n t e r n a t i o n a l 

f i n a n c i a l r e la t ions* Another phase of present condi t ions which deserves 

p a r t i c u l a r a t t e n t i o n i s seen i n the f a c t tha t as things stand the amount 

of our exports would seem to be quite c lose ly condit ioned upon the amount 

of our imports . As our banking and mercant i le c r e d i t s i t u a t i o n becomes 

more and more sa tura ted with fo re ign c r e d i t , or , i n o ther words, reaches 

a pos i t i on where i t i s d i f f i c u l t to extend any more accommodation - c e r t a i n l y 

no more long-term accommodation - to f o r e i g n e r s , the n a t u r a l inference would 

seem to be t ha t cur ren t and f u t u r e shipments of our goods abroad could be 

paid f o r in very la rge measure wi th con temporary shipments of goods to t h i s 

country» Such a s i t u a t i o n i s ev ident ly developing, as i s seen in the study 

of fo r e ign trade already presented# The f a c t s as thus s e t f o r t h a f f o r d a 

s a t i s f a c t o r y explanat ion of the steady increase in our importations from 

abroad and f u r n i s h a warrant f o r the opinions of those who have be l ieved 

that the re would be a l a rge r movement of goods in to the United S ta tes as 

the r e s u l t of the extensive c r e d i t s which have in the pas t been granted 

fo re ign coun t r i e s • 
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Pr ices and. Trade, 

P r i ce movements have already been inc iden ta l l y referred to as a factor 

a f f e c t i n g readjus tment . The remarkable changes of 1920, however, require 

some spec ia l a t t e n t i o n . In the case of wholesale p r i c e s , readjustment has 

occurred in a more s t r i k i n g fashion than in perhaps any other f i e l d . In 

January p r i c e s in the United Skates stood at, 842 per cent of the pre-war 

l e v e l , according to the Federal Reserve Board index number. They •continued 

to advance u n t i l Apr i l , when the index number stood at 263. May pr ices were 

at approximately the same high l e v e l , but since tha t time the decline has 

been qu i t e considerable . By October the BoardTs number had f a l l e n to 208, 

showing a decl ine of 21 per cent from the peak. 

More or l e s s s imi la r readjustments have been made in fore ign pr ices 

during the same per iod . B r i t i s h p r i ce s reached t h e i r peak in April and have 

been on the dec l ine since then, the reduct ions i n the past two months being 

e s p e c i a l l y noteworthy. Canadian p r i c e s have shown tendencies very similar 

to those in the United S t a t e s . In Japan the drop in pr ices has been more 

extreme, the di f ference between the March, and October index numbers amounting 

to 30 pe r cen t . 

Fiance and I t a l y show somewhat d i f f e r e n t f luc tua t ions . - In both countr ies 

p r i c e s reached t h e i r peak i n Apri l of t h i s year , receding from these h igh 

po in t s during the next two months, but increas ing again r e c e n t l y . But even 

in these two cases the index numbers are a t s l i g h t l y lower po in t s than l a s t 

spr ing . * * * * * * 
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