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In this short, but very plea ..ant visit tu Texas, I havE; seen many ~vi-
dences of ~he fact that Texas is une of the co~in~ ~ndustrial states of the
Union. Here, where the spirit of the frontier is still stron~, where natural
resources are still being deve~oped and new markets are still to be explored,
I find a more active, a more progressive out Look th'3.11is evident in some older

) sections of the United States. And Texas business is every day demonstrating
-' that the spirit of the ~ew Deal is alto~ether compatible with the spirit of

progressive and enlightened industry. It is only when industry is overshauowed
by the old customs of the past that it is resistant to the new reguireMents
of change. Texas industry, developing at a healthy ..iistan(;ef'rom influences
which tend to be more financial than industrial, owes l~ttle to the past and
should therefore contrib~te much to the future.

It is indeed because of this atmosphere of 1ndustrial progress and po-
litical Democracy that I am encouraged to speak oi an iJea which has not re-
cently been much discussed in the public f'or-un, Because it is still a tenta-
tive idea, am mentioning it nerely as a suggestion. I offer it in an al-
together unofficial cap~(;ity. Anu I prupose 1t not as a legislative progrwn
but as a program for inJustry itself.

What I have ~o suggesL de~ls with the need for making the Boards of
Directors of American corporation~ m0re actively interested in their duties,
more familiar w i t h their companies snJ uor e respons Lve to the interests of
the stockholders whom they theoretically represent.

That directorates, "IS they are now n.ade up , have t:,ei.1'serious short-
comings will not, I t.hLn.; , be dLs pu t ed , we C'3.nall remember, back in t he
boom days, numerous e~am~les of directors whe diJ not jirect. And only a
few weeks ago a major scanjal lr a famous and highly respected New England
ooncern showed that for years there WeS a real skeleton in its corporate
closet oC whose existence even the board of direc~ors apparently was not
aware. To be snre, no s~s~em is pro01 against inuiv~dual dishonesty. But
it is possible to m ake the ,lay of the t.ransnr-e ssor or the careless man a
little harder and his career cuns~derably more brief. Honest and capable
directors and manage~ents constitute an overwhelming llIajori~y. But it 15
often impossible for d Lr-e ct.ors to exerc ise the fuuctions of counsel, of
guidance and of restraint. hnd the consequences of ~rror, however honest,
are often more serious than the consequences of jeceit.

Many of the deficiencies of our modern directorates result from the
presence of so many inactive Jirectors on so m3ny of Our larg3r boards.
In many of OUr directorates there are business colonels of the honorary
type honorary colonels who are ornamental in parade but fairly useless
in battle; men whose fathers and uncles perhaps were generals but who them-
selves are -qualified to l:ommanJ olll~ by the virtue of the uniform they
wear.

Joseph p. Kennedy, who was the first chairman of the 3. Z. S. and is
now our Ambassador to Great Bri~ain, recently saia to me:
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"In 'this country, 'while Ln legal theory the directo;rs,super-v Lse, .
'the managemerrt , too often we have witnessed in pr act Lce what
amoun t s to an abdication o'f dLr-e c t.or-a.t.e re spons Lb'LfLty. The
last few years in par-t Lcut ar have revealed surprising 'failures
on the part of Americ~n directors 10 liv~ up to tne respon~ibili-
ties of their jobs. One obvious reason is of course the fact
that the honorariuin directors receive for attending meetin~s is'
clearly out of propo~tion to the heavy financial responsibility
which law imposes upon them."

That is one important phase of it. Another aspect of the problem was
vividly described to me the other day 'by a pr-om inent, Lnve'st.ment, banker.
He was recounting on the basis of personal experiences, recurrent episodes
in modern corporate management where the director was nothing ~ore nor
less than a "yes man" for the person who was responsible for hiB being on
the board. If that person was the president of tbe corroration, the di- .
rector was always ready for a resounding vote of confidence in the ~resident.
If that person was a banker, the director had his eye perpetually cocked for
such morsels at the corporate table which ~ight interest the banker. The
director was lar~ely oblivious of any real responsiblity to the owners of
the enterprise. The investment banker who recounted these episodes ~o me
called such activity of directors abdication. I agree.

I have spoken of inactive directors, and I have used the term in rather
a critical way. It may be only f~ir to the inactive ~irector, however, to
point out that perhaps the corporation should not e~pect to get ~ore than
it pays for, and that it rays its directors a very SMall "honorarium" indeed.
Yet that is small comfort to the stockholder. But in final analysis, if di-
rectors are to perfor~ their duties honestly, efficiently and constructively
they should get paid for their work, in prorortion to the actual contribu-
tions made by them. \lhen the corporations so oft-en attempt to get something
for nothing, it is no wonder that the directors are somet~mes tempted" to
collect invisible rewards, to make use of their inside information, their
market tips, their banking connections, and otherwise to serve themselves
rather than their stockholders. Such a tendency is destructive of the
spiri t in which a position on a directorate 'should be accepted, for it puts
the opportunities of the office far ahead of the responsibilities. Yet it
is difficUlt for some directors to maintain a professional attitude toward
a job which is not set ur on a professional plane.

Furthermore, even the most ethical, the most capable director cannot
do justice to the position in the amount of ~ime he has to give it. He may
not spend more than twelve or fifteen hours a year at Board meetings, and
between meetings he may never give his directorial duties thou~ht.
Napoleon was a great general, but he did not try to practice 'his trade on
a schedule of one day a month.

So much for the handicaps under which the director labors; now let us
look at some of their unfortunate results. In speaking of directors, I .
have thus far been speaking of directors who are not officers of the com-
panies on whose boards they serve. They are "outside" directors, in the
sense of not being members of the executive group which constitutes the
management of the concern. But of course the officers of the corporation
also are represented on its Board. The president is always a director)
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and s o  may be any number of h i s  mddor e x e c ~ t ~ i v e s .3ne l b r g e  cocpora t ion ,  
f o r  i n s t a n c e ,  has  f i f t e e n  v i c e  y r e s i d r n t c ,  811  o f  whom a r e  d i r e c t o r s  a s  
we l l  and who t o g e t h e r  make up a ma,ority of t h e  d i r e c t o r a t e .  Thus 30a rds  
of D i r e c t o r s  a r e  made up of two k inds  of  d i r e c t o r s :  t h e  "ou t s i de"  d i r ec -  
t o r s ,  who t h e o r e t i c a l l y  guide and c o n t r o l  t h e  management and t h e  " i n s i d e "  

' j  	 d i r e c t o r s  who a r e  t h e  maaagement i t s e l f .  Secause  t h e  "ou t s i de"  d i r e c t o r s  
; 	spend s o  l i t t l e  t ime with  tile company and becallse t h e i r  knowledge o f  a f -

f a i r s  i s  s o  s u p e r f i c i a l . ,  t h e y  t end  t o  t a k e  t h e  management's word f o r  every- 
t h i n g  t h a t  comes up, ' i f  t h e  rnanagenient i s  strorrg.  

I n  a d d i t i o x ,  t h e r e  is  f r e q u e n t l y  on t h e  board  a "s t rong man" o r  a not-
so - s t r an$  man represe i i t i i l e  a krea-t bank, an impor t an t  cokpaliy o r  & s i n g l e  
s e c u r i t y  h o l d e r  ( p e r h a ~ sa n  i n s u r a c c e  cor".pany). He may o r  nay n o t  b e  an 

-	 o f f i c e r  o f  t h e  company. But-  because of t h e  powerful  ' i n t e r e s t  f o r  which he 
speaks  he can and does  dominate h i s  f e l l ow  d i r e c t o r s ,  .who, f o r  t h e  most 
p a r t ,  have l i t t l e  o r  no s t a k e  i n  tile e n t e r y r i s e  and may 6 e r h  l i t t l e  
b e n e f i t  from t h e i r  p o s i t i o n s .  He s ~ e a k s  x i t h  t h e  a u t l i o r i t y  which i s  a 
p roduc t  o f  v a s t  accumul.atioiis o f  wea i th  and i n f l u e n c e .  

A s  a g a i n s t  t h e  inforrr.ed ma~~a<t.ment r l i r e c t o r s  o r  t h e  powerful repre -
s e n t a t i v e s  o f  impor t an t  i n t e r e s t ,  .the re1r:aining direct-ors a r e  powerless .  
They have n o t  tk.e knoirledpe o r  inforr:atior. n e c e s s a r y  .Lo app ra i s e ,  check 
and e v a l u a t e  p r o p o s a l s  made concerning i h e  conduc t  o f  t h e  company's af-
f a i r s ;  and t h e y  have no t  t h e  s p e c i f i c  knowleage and i n f o r r a t i o n ,  no r  t h e  
economic i n t e r e s t  nece s sa ry  t o  r e s i s t  t h e  p o l i c i e s  and program of  power-
f u l  i n t e r e s t s .  Indeed,  s o  long as  a n~ani s  a d i r e c t o r  o f  a company merely 
a s  an avoca t i on  - devot ing  no s u b s t a n t i a l  p a r t  o f  h i s  t i n e  t o  i t s  a f f a i r s  
and d e r i v i n g  no income from i t  - we can h a r d l y  e x ~ e c t  t h a t  he w i l l  be 
ve ry  wise o r  a g g r e s s i v e  ir .  opposing t h e  pro2ram o f  t h o s e  who seem t o  
speak w i th  !<nowledge; o r  t h a t  he w i l l  j e o p a r d i z e  h i s  owc economic i n t e r -  
e s t s  b y  opposing t h e  wishes o f  i n f l u e n t i a l  groups.  

Th i s  t endency  t o  fo l low t h e  l e a d e r  v i o l a t e s  t:,e t r a d i t i o n a l  i d e a  
o f  what a Board o f  D i r e c t o r s  shou ld  be.  When t h e  o r d i n a r y  c i t i z e n ,  o r  
t h e  o r d i n a r y  s t ockho lde r ,  t h i n ~ sof a d i r e c t o r ,  he t h i n k s  of t h e  incle- 
pendent d i r e c t o r .  He t h i t k s  o f  t h e  Board o f  D i r e c t o r s  a s  d i s t i n c t  from 
and s u p e r i o r  t o  t h e  manazement. He t h i n k s  o f  t h e  d i r e c t n r s  a s  me? whose 
ad v i ce  t h e  management w i l l  s eek  and who w i l l  e x e r c i s e  inczependent judg- 
ment on c o r p o r a t e  problems. Rut t h i s  k ind  of d i r e c t o r  is t oo  o f t e n  
no th ing  more t h a n  a myth. 

What we f requen t12  have today i s  a l a r g e  rriajocity o f  d i r e c t o r s  who 
a r e  dominated by a few management men o r  men r e r r e sec t , i ng  s p e c i a l  i n t e r -
e s t s .  These d i r e c t o r s  have abd ica ted .  I t  i s  n c t  enough t o  d e s c r i b e  them '\ 

.; 	 a s  d i r e c t o r s  who do n o t  d i r e c t .  .Too o f t e r r  t h e y  db n0.t even inl"l.uence. . . 
They have become l i t t l e  more t h a n  r a t i f i e r s .  They r a t i f y  d e c i s i o n s  which 
t h e y  have n o t  reached ,  based on arguments and ev idence  which t hey  canriot 
ap p ra i s e .  What was des igned  las a  p o s i t i o n  o f  g r e a t  r e s p o n s i b i l i t y  i s  i n  
danger  o f  degene ra t i ng  i n t o  a . p o s i t i o n  o f  mere r o u t i n e .  The average  
modern d i r e c t o r  does  no t  d i r e c t  t h e  cou r se  o f  t h e  c o r p o ~ a t i o n  t o  a much 
g r e a t e r  ' e x t e n t  t han  a conduct,or d i r e c t s  t h e  c o u r s e  o f  h i s  t rc l1e .y-car .  
Both o f  them go a long  w i th  t h e  v e h i c l e ;  and one o f  t hen  i s  o f t e n  p r e s e n t  
on ly  f o r  t h e  s ake  o f  t h e  r i d e .  
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The decline of the power of these directors has serLously menaced
the position of the stockholder particularly of the small stockholder
who is found in such great numbers on the books of the larJer corporations
of today. The position of the director has in .it a l"irge element of
trusteeship. It is to him that the stockholder looks for the protection
of his interests, for the safety of' his investment. And when lie abdicates
his position, the stockholder has no one to whom he may turn. Since t l.e
beginning of corporate history and particularly since corporations
began to turn to the public for their funds it has been recognized
that the interests of stockholders could not be adequately served by
n an agernerrt s alone. M:magements, occupied With day-to-day problems and
subjected to day-to-day pressures, cannot provide ~he necessary dis-
passionate, long-term guidance. The check of a board of vigilant,
well-informed directors is needed to ~ssure that management is alwuys
loyal, honest and prudent.

Neither has the stockholder except the occasional very large
stockholder the slightest possibility of representing nimself. There
are corporations with thousands, tens of thousands, even hundreds of
thousands of stockholders, each with a very srn aLl. interest in the conc er-n;
We all know that a man with ten Ahares is not an infl~ence in big
comp any , We all should know t.hat, ten thousand men with ten shares each
are not an influence either. For no matter how many shares the small
stockholders may hold as a groun, tlieir voice ill the oo np any is as small
as their microscopic holdings as individuals. They n ave no v:ay of act Lng
together, and so their votes are counted apart. This situation is a
commonnlace of corporate history, but it is a dangerous com~onplace none
the less.

So we have a situation in which a very large rrume r-Lo aL majority of
stockholders in American corrorations has a dangerously inadequate
repr-e sent atLon on their corporate boards. lve have ownership without
authority and we have authority without ownership and, which is worse,
without responsibility.

The attitude of the "insider" toward the "outsider" is ...!ell il-
lustrated by the remark of a prominent investment banker who was OIl

several directorates during the worst years of the depression. Con-
ditions were so bad that even the stockholders were making themselves
heard, although they were rarely successful in making themselves felt.

"I went to the perfect stockholders' meeting the other'day," said
the banker.

"How was that?" askea a colleague.

"Hell," said the banker, "It \>'8.Sthis way. None of the st ockho Lde r-s
came. It

The failure of so many directorates to live up to the reSPonsibilities
of their position, and the consequent peril to the small stockholders
who constitute the great bulk of. investors in American business, demon-
strate the need for a change in the directing personnel.

In Great Britain, progress has already been made along the lines
that we are now discussing. In the conversation I had the other day
With Joseph P. Kennedy, he told me:

-

-
-

-
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-In England directors are sometimes chosen for their prestige,
but more .of't en they are elected for their- spec i, al knowledge of the
business. Directors are exp ected to t ake and actually do take an
active part in supervi:::ing co r-po r-a te aff:\lrs. '1'horesult is on the
whole that the British enjoy a I,igher standard of directorate re-
sponsibility than ob ta Ln-s in t.hi s country. Horeover, usually the
membership on a board is small with the r~sult that it is s~ldom
found that directors serve on more than a few boards. The English,
with a sense of reality; compensate their directors for the time and
effort they are requ Lr-e d to devote, ai.d do actually devote, to an
enterpr~se. In line with the duties they assume, their compensation
is fairly subst~ntial. We (in this country) must finG a way to re-
store in practice wha~ has always been our theory -- the principle
that a direc~or is a fiduciary owing obli5ations to the stockholders
to protect them in supervisiLg ihe management."

According to Mr. Kenn~dY'5 statement (and few men ~re better ~ualified
than he to report on d i.r-e ct.orat.es) "he rlritish have t-aken st ep s to change
their directorates so as to make them less ornamental ~nd more useful. It
should not be difficult to take similar steps in this country. Corporations
can and should take steps to plac~ u~on their boards wurking directors who
are ade1uately cOMpensated; and the responsibilities of these directors
should be made commensurate with th~ir trust.

Furthermore, we should have smaller directorates. It is in the unwieldy
boards of the larger comp an Le s that inactive directors ar-e most numerous. In
discussing this phase of the proble~ with me, Josepn P. Kenne~y said:

"Nothing ffioreclearly reveals the extent to Khich American business
practice deviates from cor-por-at-e theory t h an the Directory of
Directors. That volume dLs cLo ses the Ame r i can phenomenon of mul-
tiple directorships carried to ridiculous lengths. Not very long
ago a prominent financier was ~hQwn to have had over 50 director-
ships. Assuming even the most highly developed finaLcial genius,
it is still true that this man was incapable of renderlnQ to his
companies even a small f'r ac t.Lori of the necessary supervision service.
I believe that in most cases a limited r.umber of directors on a
board woulJ be desirable. \{here a. large d i r-e ct.orat e is deemed ad-
visable because of the -s i ze of the company the executive comm Ittee
should be on a full time ~~sis o~ nearly so. If wisely chosen and
adequately compe ns at.ed such a committee would enable the board of
directors to provide effective supervision over the affairs of even
the larger industrial enterprises."

I agree with him.
system of multiple
even fifty boards.
none.

Corporations under their own motive po~er can reform their
directorships so that no man can sit on fifteen, forty or

A man who belongs on fif~y boards obviously can work on

-:
PartiCUlarly significant are Mr. Kennedy's references. to the time and

effort that English directors "actually do devote" to their enterprises and
to the fact that they are compensated "in line with their duties." For here
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the English have apparently gone far towards realization of the idea that
I wish to present to you today. That is the idea of the paid director --
the professional director to ta~e the place of the inactive director who
does so little in the way of ac~ually directing or supervising corporate
managements. The paid director, familiar with the affairs of his company,
could not live in peaceful and happy ignorance, oblivious to the fact that
warehouses and inventories which his company owns are figments of a criminal
Lmag Ln at.Lon ,

The term "paid director" may come as a novelty, but there is really
nothing startling about the idea. Perhaps we might put it 'vetter by sayil,g
that we need more efficient directors and we can get them only by putting
the position on a salaried basis. The paid director would have no business
interest other than serving on the Boards of a few corporations. He would
acquire a thorough knowledge of these corrorations, and he would sit as a
representative of the public in~erest particularly of the investing public
which owns such a large p~rt of our corporations and has so little influence
in them. He would, of cours~, be elected by the stockholders. And his
influence woula, I believe, be immeasurable. Salaried, professional experts
would bring a new responsibility and authority to directorates and a new
safety to stockholders. ~he interests of the general public would also oe
more carefuliy considered than they frequently are today.

With no conflicting interests whatsoever, the paid director could give
his full attention to his comp~~y's affairs. He could visit the factories
and the warehouses. He could know if the plant was being carried at too
high a value; he could look not merely at statements of inventory but at
the inventory itself. He would be able to penetrate the mysteries of the
balance sheet and see the realities that lie behind it. He would not be
merely a director at Board Meetings, he would be a director between Board
Meetings as well. He could give the directing job more time in a week than
many a director gives it in a year.

Furthermore, the paid director would revive and strengthen the tradition
of trusteesh~p. His Job would ,not be to re~resent the management or to
represent himself. It would be primarily to represent the stockholder
to return to the stockholder the protection which t-od ay t s st oc kho Lde r- has
too frequently lost. In a larger sense, he would not be so much a paid
director or professional director as a ~ublic director, representing not
only the present but the potential stockholder, and representing the general
pub Li c as well. .

Today it is generally recognized that all corporations possess an ele-
ment of public interest. A corporation director must think, not only of the
stockholder but also of the laborer, the supp Li.e r , the purchaser and the
ultimate consumer. Our economy is but a chain which can be no stronger
than anyone of its links. We all stand together or fall together in our
highly industrialized societ~ of today. One function of the paid director
would be to harmonize those various elements so far as possible. For al-
though those elements may superficially appear to conflict, the fundamental
interests of all social groups ar~ identical over the long term. The
corporate officer frequently recognizes these principles; but he is so
close to his work that it is hard for him to look beyond its immediate
necessities. But the paid director need not be afflicted with such near-
sightedness. It would indeed be one of the defects which he would be paid
not to have.

-

-
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The pr0blem of working cut the paid dlrector pl~n ~ould of course pre-
sen t many details. 3ut I feel that tLe prLr.c Lj Le is sound. I'h er-e would De
no lack of capable, ma t ur-e , experienr::edme n to ent.er the !lew profession of
full-time director. There 3re an~ numb0r of men whose successful business
or banking experLenc e has '1ualifieclthem tu act in <ill adv Lsor-y cap ac i t y , It
is one of the major deficiencies of our business system th~t we throw ~way
so many matured intellects, so much wise couris eL, Lr, tile paiJ d Lr-e ct orshLp
we would open up a new profession, a prof'ess i.on wh i ch wou ld tap a t.r-e merido us
reser-vo Lr- of experience end w i sdor., nuch of which finds no adequate cu t Le t,
today.

We are a capitalistic econo ny , ard on ly so long as we remain a capital-
ist ic econorny will we remain a democr-uc y , Capi ti\liSH. and Demo crdC'y are
SialT'esetwins; they cannot live if separated. I'h e most, serLou s uody blews
to capitalism do net, as some would ~ave u~ think, corre in the form of
legislation. 'I'h ey come in scandaLous, nu sman agemen t, ar.d reckless d Lsre j ard
of the ancient principles 01 trusteeship. Fp i sode s of the t yp e wh Lch have
been currently in tne public eye dissipate ~ne confldence of the investors
and thus weaken Capitalism. Confidence as the bulw ar-k of Cap LtaLd sn, as it
is of Democracy. We shuuld ta~e such steps as are reasonable and practic-
able tc perfect the ccrpcrate ~echanlsm so that investors will be saie~uarded
(actu':l.llyas we Ll, as ostensibly) a[ain3t at Le ast the mo re f'La gr-an t type of
management abuses. And I feel strongly that thlS should be preeninently a
job for business and inJustry. COL~in~oLs &lertn~ss Dy an a~ency like the
S.E;C. can ~o far towarJs pr~vention. You can c0unt on us for constant
vigilance. Bu t our powers :.!uitej r-ope rLy ~'al::'f'cr- sno r t, of sup er-v LsLon of
man ag emen t, arid witLin its L.mited power-s any agency like the S.E.C. can
seldom be more than a policeman. A:leffective Job re~ujreG a leadership by
business and a:l alertness of industry to its own res~onsibilltie5. Industry
has it in its power to takd the lead by putting its whole corporate house
in order. Every such ceore snoul~ not te left to government. Let us not
look to government for leaderstip excep~ where self help ureaks down.

I believe that we ~re on the eve of a real resurgence in our economic
life, a resurgence i~ w~ic~ c~anJes in our corpor~te directorates will be
an important and an inspiring factor. Some such changes I consider inevit-
able, because it w i L), be very d i.f'f'LcuLt. in the future to find men of
responsibility who, without adequat.ecompensation, will assume the real
duties and the real responslbilitles WhlCh should eo wlth the directorships
of today.

---000---
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