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"WORKING BACK TO NORMAL" 

The s u b j e c t of my remarks t on igh t i s ''Working Back t o Normaln. 

I t had been suggested t h a t i t be "Ge t t ing Back to Uormal", but the 

s u b s t i t u t i o n of the word "Working" was made d e l i b e r a t e l y i n order t o 

give proper s t r e s s t o the means by which a r e t u r n t o normal cond i t i ons 

may be accomplished. 

I t should be c l e a r l y understood a t t he ou t se t t h a t we can not get back 

to normal by a mere s t roke of good f o r t u n e . While t r u t h i s . s t r a n g e r 

t han f i c t i o n , we a r e not l i v i n g i n f a i r y - l a n d and we can not summon by 

rubbing A ladd in ' s Lamp some good genie and have him b r ing cond i t ions 

back t o what we th ink they ought t o be. A r e t u r n t o normal, which under 

the most f a v o r a b l e c i rcumstances w i l l be a slow and gradual p rocess , i n -

volves work - hard work of every d e s c r i p t i o n - and c a l l s f o r the bes t 

e f f o r t s of t hose who manage the commercial and i n d u s t r i a l e n t e r p r i s e s of 

the country , t h e i n t e l l i g e n t guidance of those who d i r e c t t h e use of 

c a p i t a l and c r e d i t , the p roduc t ive e n e r g i e s of those whose c o n t r i b u t i o n 

i s manual l a b o r , and f u l l coopera t ion a l l a l o n g the l i n e . No s a t i s f a c t o r y 

s u b s t i t u t e f o r work has ever been devised . 
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While working back to nornul , we may perhaps have time t o cons ider 

j u s t what normal cond i t ions a r e . They a r e cond i t ions which have e x i s t e d 

i n the p a s t and which we hope w i l l e x i s t i n the f u t u r e , but which never 

e x i s t i n the p r e s e n t , The term i s r e l a t i v e r a t h e r than a b s o l u t e , and 

"normal t imes" can proper ly be def ined a s a per iod when cond i t i ons p r e -

va i l which t h e general community has become accustomed to and which i t 

a ccep t s wi thout any unusual degree of d i s s a t i s f a c t i o n . In such t imes the 

r e l a t i o n s to each o the r of a l l the var ious elements which e n t e r i n t o every-

day l i f e a r e f ixed more d e f i n i t e l y t h a n i s t h e case in d i s t i n c t l y abnormal 

t imes, -when these r e l a t i o n s h i p s become uns tab le and a proper sense of p ro -

p o r t i o n i s l a c k i n g . As an example, we nay now regard the year 1913 a s & 

per iod of normal i ty or "tiormalcy", i f you p r e f e r , althoughmany of us 

perhaps would not have admi t t ed i t a t the t ime. Conversely we a r e a l l 

prepared to a g r e e , I th ink , t h a t t imes were not normal i n the y e a r s 1919 

and 1920,al though t h e r e may be some who f a i l e d to recognize the f a c t 

while those years were pass ing . 

In cons ider ing how we nay work back, t o normal, or more proper ly how 

we can p rog re s s toward normal cond i t ions , f o r we can not r e t r a c e our s t eps 

and fol low the pa th which l e d us away from normalcy, i t i s wel l to review 

b r i e f l y t h e c i rcumstances which r ou"" about e x i s t i n g cond i t ions . 

The under ly ing cause was, of course, the world war, which had been 

raging f o r two y e a r s and a half when America e n t e r e d . Early i n t h e year 

1 9 1 5 , a l l t h e b e l l i g e r e n t coun t r i e s began t o look toward the United S t a t e s , 

the g r e a t e s t of the n e u t r a l powers, a s the s torehouse from which t o draw 

f o o d s t u f f s , supp l i e s and munitions- The demands were i n s i s t e n t , quick 

d e l i v e r i e s the main o b j e c t , and p r i c e s were a secondary c o n s i d e r a t i o n . 

These g r ea t demands accompanied by cons tan t ly advancing p r i c e s n a t u r a l l y 

s t imula ted American i ndus t ry and i n p a r t payment f o r goods purchased from us, 
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we rece ived dur ing the yea r s 1915 and 1916 $1,200,000,000 of gold, the bas ic 

money of the world. This g rea t i n f l u x of gold broadened our c r e d i t base 

and made p o s s i b l e t h e expansion which fol lowed. 

The United S t a t e s en te red the war on Apr i l 6 , 1917, and s h o r t l y t h e r e -

a f t e r t h e Federal Reserve Act was amended by ab roga t i ng a requirement t h a t 

a p a r t of the member banks ' l awfu l r e s e r v e s be f a r r i e d i n gold or l awfu l 

money i n t h e i r own v a u l t s and p rov id ing i n s t ead t h a t the e n t i r e l a w f u l 

r ese rve of each member bank should be c a r r i e d a s a c r e d i t upon t h e books of 

the Federal Reserve Bank of i t s D i s t r i c t , This l e g i s l a t i o n , t o g e t h e r w i th 

tua changes in the note i s s u e p r o v i s i o n s , made a t the same t ime v a s t l y i n -

creased the l end ing power of the Federal Reserve Banks and tza.de i t p o s s i b l e 

* o r them t o cooperate e f f e c t i v e l y wi th t h e Treasury i n the f l o t a t i o n and 

d i s t r i b u t i o n of the enormous loans which were r equ i r ed t o meet the neces -

s i t i e s of the Government. 

During the war cond i t ions became more and more abnormal but t h e changes 

were accep ted c h e e r f u l l y and a s a mat te r of course . I t was ev ident , however, 

t h a t the p u b l i c had begun t o l o s e i t s sense of p ropo r t i on and i t was ob-

served t h a t many were speaking of b i l l i o n s a s g l i b l y a s they had formerly 

spoken of m i l l i o n s or even thousands . 

Following t h e a r m i s t i c e t he re came a l u l l and a pe r iod of u n c e r t a i n t y 

and h e s i t a t i o n . Many were of the opinion t h a t r e a c t i o n would s e t i n a t 

once, j u s t a s i t did immediately a f t e r the c lose of t h e C iv i l War. But 

a l though t h e war was ended from a m i l i t a r y s t andpo in t , i t was not c losed in 

a f i n a n c i a l sense u n t i l our t roops had been brought back ho$e and disbanded, 
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and u n t i l the enormous f l o a t i n g l i a b i l i t i e s of the Government were 

a s c e r t a i n e d and provided f o r . Shor t ly a f t e r the f l o t a t i o n of the Victory 

Loan t h e r e ensued a per iod of boom t imes , which extended we l l i n t o t h e 

year 1920. P r i c e s and wages cons tan t ly advanced, bank l o a n s and de-

p o s i t s inc reased by l e a p s and bounds, specu la t ion became rampant, and 

the removal of a l l war time r e s t r i c t i o n s give f r e e r e i n to the e x e r c i s e 

of i nd iv idua l judgment, or sad t o say, i n many cases , l ack of judgment# 

Warnings went unhaeded and the s p i r i t of optimism was so g rea t t h a t many 

who admit ted t h a t r e a c t i o n and readjus tment must come, deluded themselves 

i n t o t h e be l i e f t h a t r e a c t i o n would merely hold o t h e r s i n check wi thout 

a f f e c t i n g themselves . The high cost of l i v i n g became a burning i s sue 

u n t i l f i n a l l y t h e l o n g - s u f f e r i n g consumer r e b e l l e d . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 4 -

114 
x-30?5 

The p r o c e s s of read jus tment s e t i n almost s imul t aneous ly i n a l l 

c o u n t r i e s of the world . I t i s ev iden t now t h a t the r ead jus tmen t s which 

have taken p l ace were i n e v i t a b l e and unavoidable and i n view of world 

wide c o n d i t i o n s could no t have been long d e f e r r e d i n t h i s coun t ry , no 

m a t t e r what expedien ts might have been r e s o r t e d t o . Great wars have 

i n v a r i a b l y caused g r e a t expansion, and the r ecen t war was no excep t ion . 

Per iods of g r e a t expansion have always been fo l lowed by p e r i o d s of r e -

a c t i o n and the r e a c t i o n i s u s u a l l y most severe where expansion has 

been g r e a t e s t . The read jus tments which have taken p l ace i n t h i s country 

s ince l a s t sp r i ng have been p a i n f u l , paper p r o f i t s have been wiped 

out and i n many cases those who have produced goods and commodities a t 

a h igh c o s t f i n d themselves unable t o ob ta in cos t of p roduc t ion f o r 

thein, and a re thus faced wi th l o s s of accumulated p r o f i t s . These con-

d i t i o n s have been wide-spread; they have a f f e c t e d every A c t i o n of the 

count ry and i t i s no t unna tu ra l t h a t dur ing r ecen t months the s p i r i t 

of pessimism should have run amuck j u s t as i n the months p reced ing the 

s p i r i t of optimism exceeded a l l reasonable bounds. 

I have always been impressed by the phi losophy of an old saying 

which, I b e l i e v e , i s one of the many b i t s of wisdom a t t r i b u t e d to 

Confucious - "Things are never as good or as bad as they seem." 

While t h i s phi losophy i s too o f t e n overlooked i n boom t imes , i t 

should always be taken to h e a r t i n the p e r i o d s of r e a c t i o n which f o l l o w . 

I am sure t h a t we have a l l heard more p e s s i m i s t i c t a l k d u r i n g the l a s t 

s i x months than we u s u a l l y h e a r i n t en y e a r s , and i f I may be pe rmi t t ed 

to use an overworked term, the "Psychologica l e f f e c t " of p u b l i c s e n t i -

ment has much t o do w i th molding a c t u a l c o n d i t i o n s . 
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While d i s c l a i m i n g any a u t h o r i t y t o speak f o r the banking community 

g e n e r a l l y , and r e f l e c t i n g only impressions gained f rom obse rva t ion , I f e e l 

t h a t whatever the shortcomings of the banks may have been i n f a i l i n g to 

check expansion dur ing the times when a specu la t ive s p i r i t was r i f e , they 

have, redeemed themselves by t h e i r a t t i t u d e and conduct dur ing the p a s t s i x 

months. We have heard much complaint of cons tan t and d r a s t i c d e f l a t i o n , 

whlah some a l l ege has been the cause of the dep res s ion , b u t f rom the pe r iod-

i c a l r e p o r t s of the n a t i o n a l banks and the weekly r e p o r t s of the Federal 

Reserve Banks, i t i s ev iden t t ha t the d e f l a t i o n which has taken p lace has 

not been a d e f l a t i o n of c r e d i t or cur rency . The banks of t h e coun t ry have, 

gene ra l ly speaking, responded t o the urgent needs of those dependent upon 

them f o r c r e d i t accommodation and while e x e r c i s i n g ca re and d i s c r e t i o n i n 

making new loans , have not r e s o r t e d to p r e c i p i t a t e or d r a s t i c means of 

f o r c i n g c o l l e c t i o n s . The member banks have received ample accommodations 

a t the Federa l Reserve Banks which have i n turn extended accommodations 

to each o t h e r . There has been no d e f l a t i o n f o r the sake of d e f l a t i o n , bu t 

expansion dur ing the year j u s t c losed was checked. From September, 1919 

to January , 1920, a pe r iod of s c a r c e l y more ttran f o u r months, loans to 

member banks and t o t a l investments of a l l Federa l Reserve Banks rose from 

#2,350,000,000 to $31300,000,000, an inc rease of almost a b i l l i o n d o l l a r s 

or n e a r l y f i f t y p e r c e n t . As shown g r a p h i c a l l y on the c h a r t t h i s represen ts 

an ascending angle of c r e d i t of about 45 deg rees . Firm measures to r e s t r a i n 

f u r t h e r expansion were adopted i n January , 1920 and the ascending angle of 

c r e d i t from January 27th t o November 5 th , 1920, when loans of the Federa l • 

Reserve Banks reached t h e i r peak was reduced t o about 2 d e g r e e s . Since 

November 5 th the loans and note i s s u e s of the Federa l Reserve Banks have 

been reduced i n amounts which might be regarded as normal in o r d i n a r y 
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c i r cums tances , and the reserves of the twelve Banks combined, a re now kofo 

as compared with 45$ a yea r ago. 

Our p r e s e n t "banking system has been put t o the s e v e r e s t t e s t s du r ing 

the p a s t f o u r years and has met them a l l . I t has shown i t s a b i l i t y to 

extend c r e d i t s in e v e r - i n c r e a s i n g volume i n o rder to meet the requirements 

of a g r e a t producing count ry in time of war, and dur ing the p a s t yea r has 

shown i t a b i l i t y t o absorb the shock and prevent a money p a n i c , such as 

h e r e t o f o r e has always occurred i n t imes a f t e r pe r iods of undue o r e x t r a o r -

d ina ry expans ion . The read jus tments which have taken p l ace i n t h i s count ry , 

p a i n f u l as they may have been* have been a t t ended with l e s s p r i v a t i o n , l e s s 

unemployment and have been l e s s severe than i n o the r c o u n t r i e s where the 

expansion of bank c r e d i t and cur rency had been p r o p o r t i o n a t e l y g r e a t e r , and 

the p rospec t f o r r e v i v a l i s a l s o f a r b e t t e r here than e l sewhere . 

I n working babk to normal, an important s t e p has been taken i n the 

recovery of a normal s t a t e of mind i n b u s i n e s s , of a b e t t e r sense of propor-

t i o n and i n the r e s t o r a t i o n of sane r and sounder judgments . Many s igns are 

i n evidence t h a t the coun t ry now a p p r e c i a t e s the f a c t t h a t i n o rde r to prospe 

i t must produce, t h a t i n order to cont inue produc t ion i t must s e l l , and i n 

o rder t o s e l l i t must buy. 

There are produced i n t h i s count ry every year goods pnd commodities i n 

volume i n excess of domestic requirements and i n many cases q u a n t i t y produc-

t i on i s e s s e n t i a l t o economical p r o d u c t i o n . In o rder t o d i spose of our 

surp lus products we must s e l l them t o f o r e i g a c o u n t r i e s and i n the p r e s e n t 

pos ture of world a f f a i r s , i t i s out of the ques t ion f o r f o r e i g n c o u n t r i e s 

to pay f o r goods purchased here i n the usua l manner. We must buy t h e i r goods 

i f we expec t them t o pay f o r ours and pending r e s t o r a t i o n of the normal p ro -

duc t ive a c t i v i t i e s of the world and of Europe p a r t i c u l a r l y , where those 

a c t i v i t i e s have been most c u r t a i l e d , i t i s nece s sa ry t h a t we should dev ise 
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new means of f i n a n c i n g our fo r e ign t r a d e . I t i s of v i t a l importance t o 

us t h a t our t r a d e wi th Europe be continued and i t i s of s ca r ce ly l e s s 

importance t h a t the t r a d e r e l a t i o n s h i p s of o ther c o u n t r i e s wi th Europe 

be maintained. Otherwise t he re w i l l be a constant tendency toward the 

accumulation here of goods, - p r i n c i p a l l y raw m a t e r i a l s - from those 

coun t r i e s which have been i n the h a b i t of s e l l i n g to Europe but which now, 

on account of Europe ' s i n a b i l i t y to pay and t h e i r own i n a b i l i t y t o extend 

c r e d i t , a r e sh ipping t o the United S t a t e s in order t o s e l l f o r cash. 
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X s h a l l no t presume to d i scuss be fo re a body so much more f a m i l i a r 

with the sub j ec t than I am, the movements of f o r e i g n exchanges during 

the pa s t year . I t i s a mat te r of common knowledge tha t they have f l u c t u -

ated v i o l e n t l y , with the general tendency downward, and t h a t t r a n s a c -

t ions i n f o r e i g n exchange, handled in the usual manner, have been a t t e n d -

ed with the g r e a t e s t r i s k s . In the p resen t circumstances, i t would be 

vain to expect to f inance our exports to Europe by means of shor t - t ime 

bankers ' c r e d i t s . Several months a f t e r the a rmi s t i c e , expor ts to Europe 

were sus ta ined p a r t l y by reason of the presence of l a r g e bodies of our 

t roops, and a f t e r t h e i r r e t u r n by use of the remainder of the c r e d i t s 

which had been extended during the war to o ther coun t r i e s a s soc i a t ed 

with us in the war. 

The War Finance Corporation has been rev ived and, sub jec t to the 

r e s t r i c t i o n s imposed by the Act c r e a t i n g i t , i t i s au thor i zed to extend 

c r e d i t s in export t r a n s a c t i o n s , but i t i s ev ident t h a t new agencies 

mast be r e s o r t e d to i n order to f u r n i s h Europe with long-t ime c r e d i t , 

which i s so e s s e n t i a l f o r he r r e h a b i l i t a t i o n and f o r he r continuance 

as a p o t e n t i a l buyer i n the wor ld ' s markets. Of course , the p o l i t i c a l 

s t a b i l i z a t i o n of Europe i s most d e s i r a b l e , bu t t h i s r e s u l t w i l l be 

b e t t e r assured as her economic and f i n a n c i a l r e h a b i l i t a t i o n develops. 

The s i t u a t i o n , t h e r e f o r e , i s one which c a l l s f o r both long term c r e d i t s 

and investments in European s e c u r i t i e s as means of supplementing o rd in -

ary banking a c t i v i t i e s . 

The law, commonly known as the "Edge l e t " , which au thor i zes the 

incorpora t ion of f o r e i g n t rade f i n a n c i n g co rpora t ions , under Federa l 
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superv i s ion , was designed to meet t h i s end. One c o r p o r a t i o n with a 

comparat ively small c a p i t a l has been i n ope ra t ion f o r s e v e r a l months 

p a s t and another with a c a p i t a l of $6,000,000 has r e c e n t l y t e e n organized, 

wi th headqua r t e r s i n New Orleans, and au thor ized to beg in bus ine s s . 

Another and l a r g e r co rpo ra t ion , nationwide in i t s scope, i s i n p r o -

cess of o rgan iza t ion , and should these p ionee r s prove t h a t the opera-

t i o n s which they propose to engage i n can be conducted s u c c e s s f u l l y , 

o ther co rpo ra t ions w i l l doubt less be organized as the occasion a r i s e s . 

We should keep t h i s thought c l e a r l y iti mind, t h a t our problems i n 

working back to normal are no t domestic problems merely, but they are 

problems connected with the working back to normal of a war- torn world. 

Europe cannot work back to normal without the h e l p of America, and 

America cannot become normal un le s s and u n t i l the normalcy of Europe 

i s i n some measure r e s t o r e d , and u n t i l the r e s t o r a t i o n has proceeded 

f a r enough to j u s t i f y the conclusion t h a t i t w i l l even tua l l y be com-

p l e t e d . I t i s u s e l e s s to at tempt t o d i scuss in d e t a i l in an a f t e r -

dinner speech, which ought to be of moderate l eng th , the problems which 

must be met and the d i f f i c u l t i e s which must be overcome i n working back 

to normal, bu t p r e s e n t cond i t ions , I t h ink , j u s t i f y some conclusions 

vdiich ought to encourage and h e a r t e n us a l l . Our banking p o s i t i o n i s 

sound and s t ronger than i t has been f o r many months,- and the bus ines s 

community, which has been f i r s t o v e r - e x h i l a r a t e d and then unduly depress -

ed, has recovered i t s normal s t a t e of mind. Publ ic sen t iment today un -

doubtedly approves of working back to normal. Whatever danger of c r i s i s 

there may have been, has been passed . The gloomy fo rebod ings which 
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many f e l t a year ago because of the knowledge t h a t r e ad ju s tmen t s 

were impending, have given way, i n the assurance t h a t the most t r y -

ing and c r i t i c a l s t age of the read jus tment pe r iod i s s a f e l y over , 

to a f e e l i n g of conse rva t ive optimism, renewed courage and r e s t o r e d 

conf idence . In such a s p i r i t l e t us a l l work t oge the r t o make the 

new year one of c o n s t r u c t i v e achievement. 

Washington, D. C., 
January 17, 1921. 
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