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You have ?alled your mezting hq;c tonight e your annuil get-together —
under morc trying circumstances than have orevailod in many 2 nrevious year,
Truc, during thc last ten or twelve years we have 1li,had our troublcs but
they scem drecadfully inconscquential in the lizht of present day considorntions.

We at the Sesuritics mnd xehange “ommission have raturally had ocrasion
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to come vory dircntly in eontact with the wroblems of trese pther years as troy
have faced the particiwants in the finaneial world., Various difficultics in
the way of overcoming the obstaclus to success in this fiéld have becn ad-
vareed and attempts have beon made to isolatc the causc of these difficultics.
I do not proposé to rcvicw or to attempt to rofute -~ if T were so mindod =
the difficultics which have bren put forward as constituting the basic ills
which have besct the financiil world, and the investment industry in »narti-
cular, during this pcriod. To do so would mercly involve us in debate and
would lcad to no constructivce analysis cr nrovosal for solution of thc nrob-
lemsewhich now confrort the investmont industry.

Furthermore, I could hardly state for this zroup, which fairly renresents
the investment business of the country!s greatest finaneial center, a1l of thz
difficultics, awparert and anticipated, -which lic across ths nath of vnrosper-
ity during the ncriods of war and adjustment after war. T have beon groatly
conccrned with thé nroblems of finanec during these periods, both thosc of
the investment industry itsclf and those of the corvorate produccrs of the
things by which‘we live anc¢ by which, perforcc today, we fizht,

As to the conscrvation of our corporate finances I have had somewhat
to say on preovious oceisions in the past, and I will venture a word or two
more toni ht. But I have for some time d;sired to discuss with a group
such as this the problems of conscrving our investment machinery. For
when I say conscrve our investment machirery T bave rcference to what. myy
be a rual danger of irreparable damage to that system unless steps arc taken
to appraisc thc situation and the outlook, ind tbd devisc apd t

employ sound measuxcs designed to strongthen and preserve 1ll th-t which is
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of valuc which h1s been built up over the yelré;

I have men?ioncd the difficulties which secmed to beset the investment
industry during the years just passed - what seemecd to those in the business
to constitute the obstacles to the 2ttrimment of a stewdy and nrofitqablce flow
of busincss. =IExplmations for thesc conditions were advanced on cvery hang,
such as securitics regulation, tax statues, labor legislation, utilities rc-
gulation md integjration, and the like, As I oromised, I am not going to

ar;ue. the soundness of such contentions. Suf”ice it to say that impressive

as thesec explanations miy rave scemed at the time they were made, they have

lost greatly in significance when viewed in our present surroundinz. The times
have 'rc~1ly scrved to clarify our thinkinz,

Whnt impelled me to give espeeially scrious consideration to this orob-
lem was an cvent which occurred net many weeks ago, T had the ovvortunity
to discuss some asmects of the investment business with x man of your own
c1lling, a senior partner in an investment banking firm of substantial stand-
ing.

In a very interesting conversation he brou ht home to mec 1 new recalization
of whﬁt has beun happening in investment business circles nd what real ob-
stacles are to be overcome in that field from this point forward, This man
pointed out that over the past few years while the invesiment industry has been
beset by various worrizs and difficultices which hlvé dcficd isolation and de-
finition, those enzaged in the busiress hive been able to carry on from month
to month for the very rcason that thesc difficulties were not suscentible of
accurate descrintion., As he put it, those engaged in the busiress were un-
able to sec wrat lay shead in the future -- whether sconditions wers zoing to
be bad Qr whether they werc zoing to be good. Actually, hc said, they had
varied from month to month suffisiently to yicld 1 living return from the busi-
ﬁ;Ss. But, he said that now the curtain had been lifted and wny thinking per-

son could see very clearly ghcad, and- the picturec sezmed to him to be omec of
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inability to opcrate successfully on thc cxisting secale. ’

(:f The lesson that T drew from his discourse was that at last herc was sonce

)

-,

thing very real, very tangitle, which called for initiative and Actermination
in its solution, It sc'mud to me that such a ~wrosocet cemandcd a dili-ont

‘:;,earch for mcthods and mears of continuing this gruat institution on sone ad-
5ustcd basis so that it will be kont alivwe and vijorous = _ainst the day when
jts full capacitics will be called upon agzain,

I regard it as imperative that vital steps should t. taken tg assurc the
attainment of this'objective. For as this systum ras rondorcd _rcat assistance
in buildin, our financial economy in the past, so it will be called upon in
the futurc to strengthcn and advance it a~d to reeonsiruet sunk »nart of it as
nay be lost throuzh the cxigeoncies of war, If thre 11c%incr§ vhich oxists today
is permitted, through lack of our ferasizht, to slin into sickly declinz, the
men of experiencce who makc un that systom - men like yoursclves who arc gath-

(:cund here tonight =~ will not be nrenared to assume with 2bility the great
task of reconstruction after the war when their scrviess will bc most soreiy
nceded, By the sane tokon they will net be in barress durin; tre war neriod
to keen a steadying hand on the affirs of corncratz Tinanecz amd to ears fer
tre needs and guid. the intercsts of the infivicuil investors vho must be
the source of canital supwly fer the recorstruction,

Ve all know what it neans tc your busincss to hive a large volume of at-
tractive new issues of 'securitics, increising corworitc -~rofits and dividonds,
and the accompanying intercst in nublic sccurity tradin;, Conditions such as

/ Mosc mean substantial -rofits ard tre ability to maintain oxtensive facilitier

N
and staff, “onverscly, we also knoiw toc well t-c lack of thosc scenrity is-
Ssues and the. decrcise in earninzs @ ability to -ay dividends which raesult

Pfrom adverse economie conditions and the -ressures of war, The diff%rence

“tetween trese ronditions is the differcrne, for many in your business, =rofit

and loss. The vreblen in such tim2s 25 these is to find means to avert or

s -
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offset such & loss. Otherwise there is no motive for continuing in the field,
sgince the incentive for entering upQﬂ a financinl carecr is profit, The
answer is not easy to discover and when found I doubt trat it <an be anplied
by any but the most resolutc, There is no man~cc2 that will answer the in—
divicual gucstions of cach of you. No simple nostrum, such as 2 subsidy
that will maintain the status quo through neriods of idversity, can be .ser-
iously suggested by those with a full appreciation of the war requirements
of the nation,

I am told that even now you are in a neriod when your facilities and

your ncrsonnel arc in excess of the needs of finan~ao, The indications are

: that 25 the war goes on this situition will become even more acute, For

o

many in the securitics tusiness this nresents business and personal prob-

lems cf the first aagnitude. It may even indicate to somc that thoy can not

continue unless there is 2 change for the better. It szems to me, however,

.
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that the key to mrintaining the business lics in the ability to eliminatc the
? unwarranted and unwanted oyerhead which is today existent in so many instnces
I fully amorecixtce that the oroblem is being to some ext-nt simmlifioad by the
fact that many of your trained rorsonnel are cnieringz the scrvice in onr arm-
ed forces or finding emnloyment in many other branchzs of our war effort,
TFor those that remain the task is onc to be solved throuh eeconomy. They
must seck simnliTication of wrocesses and ~ommunity of cperition, Through
climination of traditional but unnecessary aprerdages, and through tQF com~
binatior of many oresently scoarated functions, the finanecial world as a
wholc ¢ {ind the means to cconomize and tre incentive to nrozress, Such
can be thc brsic stren,th of a converted industry that it will make for- fund-
amental souncdness, thus éiving a »wroner foundation for the inevitable ex-
pansion which must te made in order coffectively to recreate our financial

system of tomorrow. In that system our wroElcas will not-be merely domestic

-
+

but their scope will be international,
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‘Today the investmont busincss, likz many other in~ustrins throughout
the:country, is facing curtailment because the material wpon which it re-
lics and must bave in order to owerats is neided and must bo congerved Tor use
in the nroscewtion of the war, While the mwblic generally must limit its-1f
in the use of commcdities svweh as  sugar, radios, automobiles, and other con-
sumer zoods, your busincss must adjust itself to a contrastion of the »ri-
vate financing which constitutzs its vory life blood,

Public, as opposed tc nrivate, financing has interially increascd llrée—
ly owing to tre naturc of the demand for camital for nrcseention cf the war
effort. I do not mcan to su;,est, however, that exeanded activitics wnd op~
erations for war purncses can not bo wreonerly finwecd through the use of ex-
iétin; corporafe funds or through ordiaary »rivite financing. The'c uncdoubt-
edly arc many onncrtunitics where thc nercssiry Tinwncinc can be Fandled
throuzh the usual chnels; and where it can te done, it most certainly
should be done, It is your responsibility and that of industry generally to
scek thesc out and cxert every effort to arrange for wrivatc financing in
order that thce zovermmertts load will be lightened,

It 12 beconing apnarent that industrial nroduveers 3eﬂerally have failcd
to realize treir full responsibility for finncing the war, Inctances are
increasing where trey have neglectcd to use their canital or credit Tor acte
ivities that arc zbrolutely essential. The tendency has teen to let the zove
ernment -- and, indirectly, the public -- assume 21l of the risk., By the
same token these consumers of canital have recuzed the denand {er th. fin-
éncial services affordcd bty the investment banki»; incdustry,

We recognize that capital is an essential material of war in the same,
or perhaps 2 more basie, sens2 than the materials whiech it -roduces. Its

continued usc in present or greater amounts, ané withowt regzard to tre pur-

poses of its employment, will rapic¢ly reduse its availability, Therefore,

it is clear that it mﬁst bé conserved and its flow nmust be earefully guicded
. L)
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in order to avoid waste or misuse, This was cur expericnce in the last war

1

anc it is the vresant erperience of other nations of the world that are at

it it it B Sl

war today.

Le£ ne zive a simple example cf what I mewn when I speak cf the ~rower
dircetion of the use =f capital,

Sunpcse that a manufactvring cerweration which is cenverti-g its faeil-~
ities to the wreduction of tanks and gwrs is in need of additional earital for
the nurocsc, and desires to obtain that capital frem the »ublie markets. One
would n-t tave 2 momentt's hestitaticn as tc the desirabitity in the naticaal
intercst T ~ermittinz sneh fu~ds to be sbtairad, isswming that the estab-

3} lished standards for the vrotection of tre investing public were mete
But, sunncss that tle sile is being made for the purpcse of expanding

facilities cr cf holding or acquiring inventorys Assume further that these

facilities and this inveontory are not in wy sense necded for the war cffert

and that the ccrncration secking the funds has, in fact, ample inventcry for

its »wresent and wros-cctive needs and that it enjoys a good credit standing
with the banks. Should we permit such 2 ccroceration at this time to sell

nctes to the public te increase its inventory acrcunts?  Docs net this very

wroccdure smack of hoarding on a larze scnlz?

Sumposc azain that the naturc of the inventory is such as to rcquire =
substantial amecunt ~f farm labor :nd farm imglements. Should we nct ask
whether the nromosed offering would tend further to divert farm labor from
the nreduction of essential fcod itoms to vertaps less essentil »rocduests,
md whether equi-ment would be similwrly ~iverted? |

Mert let vs sunpcse that this new issue of securities is offered to
raise moncy bto nay cf ¥ existing bamk loms, rather thart to raise new money
for tte business, This, while it wculd not reduce tre overall amount of cap-
ital in our mwkets, would shift it from the hids of the general investing
nublic to the banks, The question is immediately raised whether such uses of

[
available capital funds for expancding the overations of companies not



ossential to the war-effort is consonant with the objectives of the Treasury
Devartnent to soll Defensc Bonds to individuil investors, Jertainly the uac
of capital funds to retirc existinz .bank loansjy thus incrcasing the sunply

of cash in the banks, is at variance vith tre of“ort to curt:il, so far 1s

nessible, the continumce of the sale &Ff govermment obligzations te benks,

.
v

Reccnt disclosures tofcre Tongrossional commiticis *ave bijh-1li bied
what we have all notod witk inercasins conecrn, Durin, tine of war taxcs
upon cx&d§s ﬁrofits are rcsorted to as 4 substantial - i+ defravirs the
cest of war, but T am foarful that the short-sightedncss of cornerate —an~
ag>nent or its ingrainec desire to reduce twwr liability Fas ;iven rise to
many instances of capital wasteé,

Many of our government contrasts are basad upon costs, This has always
enrourigad cxcassive silaries and btonus irranjgenents to managewent, excess-
ive fees to agcnﬁs, ¢xcossive advertisging cxnenses, CXCOSSive naynonts for
nitorials, and in somc cascs cven exeessive riyments for libor, Somc man-
agemoﬁts have scomed to adont the attitu’c that since axecss ~rofits in large
meastre will not inure to the benefit of the owmers of thHe entéfprise, th.y
might as well btuild up costs rezardless of the ne=ad or justification Zor these
‘excess costs. Should there not also be some chuck on such waste incidental
to our nrogran to conserve our capital funds?

These are souc of the immediate problems, btut undoubtedly others of
equal challenge will face us in the transition "rom 2 war economy Tark to a
peécetime ecoriomy. Your obligations -as an industry to heln us successfully
through that critical period will bte eqnally as great as your responsibilities
in time of war, Mot only will trey call for great treadth of vision, »ut for
sober restraint throughout the entire financial incuetry.

In this connection let me take occasion to commend the slendicd accomm
plishments already achieved by your Association and by the National Asso-

ciation of Securities Dealers, lie may not see avery nroblem with precisely

% N
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the same ners—eétive, but perhaps that is inherent in. tke nature of our réTf

.

" spective positions. But the constructive work already encompassec within,

the activities of those organizations augurs well for the further beneficial

solvtion of the nroblems that lie ahead, It bids fair to be a vital force in

the maintenance of a soun¢ financial system,

«

Recent vnress reports incicate that progressive heads in otber fields ére
assuming leadership in sound war and post-waf planning designed to guarantee
the survival of free enterprise and our comnetitive gapitalistic economy. Tt
is indeed gratifying to know that industry itself is taking the initiativé
alon; these lines, for the aid of jzovernment will be rendered unnecessary to

the extent that nrivate enterprise succeeds in understancing and meeting

L%

these problems.

These, in brief, are sorie of the finaneiél sticklers that it is up to
us_to solve, We in;governmeét have onr statutory duties and resnonsibilities.
You in orivate 1liTe have a2 tremendous interest and corresvonding responsibility
toward their solution. For that reason alone your continued active partic-

ingtion in the economic lifc of the nation is imperative.




