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I am particularly glad to come to Detroit at such a time as this be-
cause profaﬁiy in no other one city in America is it possible to see and feel
the dyrsmic quality of our national defense program to the extent that it is
here. " Detroit 16 & clity which, to a very large extent, epitémlies the in-
ventive q?dfprcaucﬁive genius which is not only typically American but is at
present so vital to our national effort. The subjéct assigned to me is of
such- scope that it would be impossible to treat it compfehenslvely withln a
single luncﬁeon'hour. Frankly, therefore, I shall have to limit m& obgerva-
tions to certain aspects of the broblem which seem of particular interest
today;

In turning over in Qy mind the subject assigned to me, it séemed that
there was one‘fairly obvious conclusion that must dbe drawn. Th;t is, that
all attempts to separate ocut a groﬁp of persons who may properly be called
American investors as distinguished from something else have always been and
must always be futile. The American investor is identical with the American
manufacturer, the American farmer, the American laborer, the American scholar
and so on. - All these Americans are investors as a class, either through the
dired£ ownership of securities or\inéirectly through their deposits in banks
or their ownership of lifb insurance. In short, when we line up American in-
vestors to s;e what they look like, we find out that they look just exactly
11#9 America itself —— they are America. And specifically, here in Detroit,
they are Detroit. It therefore seems that the logical answer to the quéstidn‘
of the future of American investors is that it is identical with the future

\of America. There can be no other answer.
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Today, we are making the greatest investment we have ever mad? in the
future of America. National defense is that investment. I am pefenring pf.
course not alone to the billions of dollars which are being poured into this
effort. We, in this country, have become much too accustomed to th&ﬁkipg 9f
investment solely in terms of money. 1 am thinking also of the enormous ;n-
vestment of maripower, of human will, determination and sacrifice to thé cause
of protecting the standards of living which maﬁe our way of life possible,
These are the all-important investments upon the success of which must depend
the future of what we more commonly call American in&estment.

The crucial factor facing civilization today is the threatening on- )
slaught of Hitlerism and the Fascist way of 1i£9. As government after
government fell before the German military machine, it has beqomp increasing-
1y apparent that the secret ;f the German success is the total subservience
of all individual and national energies to the economic goal of war-time
production and the military utilization of that production. But tpe totali-
tarian countries think that they have brought about this condition only by
suppressing all civil liberties and the right of individual protest. The
dem;cracies, on the other hand, know that a system based on individual roial
and economic freedom produces the type of morale that we want not only in
war but in peacetime as well. Beleaguered as Britain is in her island
fortress, she has not had to sacrifice the rights of free speech and assegbly
that comprise our joint democratic heritage. There c;iticism of government

o ~
action continues without abatement both in the halls of Parliament and .in

the public press. The free play of discussion in Great Britain has helped,

toL
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ra%her thah hinde}ed, the unity of all classes béhiné its present military
and economic leadershié, and the internal disaéreementg that characterize
normal British political and sopial life are all forged in a united front
;gainst £he common enemy. |

We in the democracies realiz; that our economic and social institu-
tions must n9t be un?ritically worshipped as magnificent and self-
justify;ng totem poles, but mus£ be regarded as worth preserving only to
the extent that they minister to our national and individual well-being.
Unlikeﬁthe totalitarian states, we still place the concrete well-being
of the individual above the abstract well-being of the state. However, we
recognizerthat if e;ther individual well;being or the national entity is
to be preserved, there,arevpccasions when some of the manifold privileges
of the individual must give way. In this time of crisis, the fact that
" the public intefest in national defense is paramount needs no urging to
a free people.

Our own experience in the national defense effort to date has made us
all keenly aware of the conmscription of man power for our armed forces and
the tremendous job that is being undertaken to supply their needs as well
as those of the nations which have joined hands to stop the inroads of
aggression. We know what this has meant to "business as usual" both at home
and abroad. We have watched the rapid change-over of our peacetime economy
for u;e in preparation for defense. We have also watched the upheavals in
our world trade resulting from the changing and éhifting of our forelgn mar-

kets. We have seen certain European markets completely disappear, and at

the same time some Latin American markets greatly increase; and we have
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seen a steady procession of purchasing agents for foreign éovefnmentsuc;me }‘
to our shores fbr materials of waQ. 111 Qf thl; ha; léfgﬂlts ;ark on ;ur -
economy. -As it rises to {ts full effbﬁt and«haé ﬂadlixme to permeate o;r
way of living there can be little‘doubt bﬁi thattit wlil touch andrvitalIQ
affect all of us.:

At the present date it is estimated that about one-third of our
patibnai productive capacity has been turned toﬂusesiéertaining‘to national
defense. We know that £his percentagé will increase further to Qhatever
p;int is necessary to accomplish the purpose £o which we have dedicated
ourselves. Your Government had hoped to superimﬁose the dcfbﬂse.effoft £o
a large extent on cur ordinary economykso as to get the Jéb done with the
least possible interference with our uaﬁal business and'community 1ife.
Experience has taught; however, that this is not entirely possible and’
that it is negessary to revise all of our pre&ious estima%es of our defense
needs. This means that more and more of our ordinary pursuits must be cur-
;ailed and that our ordinarf production and business life muéi‘be changed .
over to supply the needs of our national defense program. wQ must reélize -
that the trend is and will continue to be more aﬁd more in the AIgectlon‘
of a total éefense,economy.

No fear need be felt that the current necessity for wartime production
will at the end of the emergency result in the permanent reductioﬁ';f the

flow of investment into peacetime production or in the retention of emer-

gency controls over American enterprise. There is not the slightest doubt

<




-5 - ) h

in Ty mind. that when the needs which brougﬁt fb;fh these emergency con-
trois dis#ppear, the controls will disappear with them. In fact, the
danger is that the controls will be relinquished beforg we are ready to
resume néymal economic life, We have a robust internal economy and an
abundance of natural resources that will, if we do not go in for economic
orgles, enable us in the long run to take care of both normal consumer
needs and wartime needs. We must recognize that we have been laggards
in the production for defense military needs, and that we have a heavy
respoﬂsibility toward providing the fiscal and fighting necessities of
the nations that are battling Hitlerism on the military front, The
govgrnment has already started on the task of mobilizing the raw material,
transportation, and labor resources of this country towards the goal of
maximum production of defense materials, Those who control the capital
resources of this country must also take account of the prior lien that
national defense has on the manpower and the resources of the nation.
The federal dovernment will in this, as in other fields, exert every
effort to bring about the necessary readjustments with a minimum of
fri;tion and a minimim modification of already existing capital mechan-
isms == but those readjustments must be mades

As we move forward in our defense program, it becomes increasingly
clear that, whether we realize it or not, each separate function inter-
locks with and impinges on the others. For example, price control inter-
locks with production management and with the cost of defense, which is
a Treasury probleﬁ, for price control keeps down the price of materials

which {he government must buy and also makes it unprofitable for business

management to capitalize on planned scarcities of products, The Treasury's
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program of selling defense bonds to the pudblic not only helps finance éur

defense needﬁ“and.bﬁild.a po;t-war cushion'of spéndiné ﬁoh&f‘hhen:ﬁeopi; )
may need it most, but dids prieé coritrol by reducing ﬁhe.éméuﬁt 6? ibné; )
capable of competing in the markét for nonudefbnéé cégsuméré' écods; Siﬁi;
larly, allocatlons of materials to our wartime productién’managément pre-
suppose a corresponding program for the reduction of éonsumption of non-
defense goods, thereby releasing still further materials, 1abo£ éﬁd capital
neceséa?y'fbr defense. Increased social security taxes ﬁay be ieflécteb
not only in Federal revenues but they may reduce the prablehs of price-
fixing. Our machinery for implementing our de%énse program has, in short,
been extended deeply into the fields of production and consumption, of maf.
terials and labor, of price and quantity. ~

Virtually, then, all phases of our economy save one have been marshaled
and .organized for this great effort. That one is ;apital. Thé:commcﬁ
ansQer on this point has been that there is no immediate dangerlof.a short-
age of c;pital. “ﬁut those who have sometimes ralsed their voices in eriti-
cism because they felt the defense effort was moving too slowly should re-
member that we would undoubtedly have been far ahead of where we are right
now if we had had the foresight to build the: machinery to ﬁeét some of these
problems before the problems themselves were upon us. -That there is no
shortage of capital aheaé of us is indeed in itself a very debatable point,
when one considers the enormous cost of our defense effort. Although we
may never need x .levy on capital in this country, it seems most;unwise not
to initiéte.now gsone tempcrary méasures of conservation and dlrect}on of
capital usage beyond that which can be attained solely by Slloéaf&on,and

priorities of materials. (And, of course such a program should be closely

interlocked with the general emergency brograh of national déféhsé;
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We must bear in mind the fact that the methods 6f financlng the defense

effort will be an important factor in partially determining the pattern of

income distribution for some -years to come. If, for example, the program

is financed by the government largely through the sale of bonds, the Ameri-

can people for a number of generations will be required to pay taxes in
order to provide interest payments to the investors who purchased those
bonds. The la?ger the percentage of our defense expenditures financed by
current tax receipts, the smaller, of course, the flow of national income
to suéh bond holders; the smaller, also our future tax burdens. If the \
war is financed partially out of higher social security taxes, then our
_pattern of income distribution after the war will, to a larger exteni, take
the form of payments to low income groups, who usually spend all their in-
come, thus swelling the stream of purchasing power. Similarly, the method
of financing of defense efforts by private corporations--whether bonds or
common stocks ~- will determine the pattern of income distributions of
these corporations for many years to come. It is highly important that
these‘patterns of income distribution for the coming generations, which

are determined by our decisions today, take a form which will not accen-
tuate existing inequities or create new social problems, but which serve

as a constfﬁétive force in our economy.

There has been a growing realization, as the magnitude of our defense
effort developed, that the problem of the supply of capital and its use is
of tremepﬁous importance to the success of such a program. This was rec-
ognized by the Secretary of the Treasury in his testimony before the House
Banking and Currency Committee regarding proposals to control prices when

\

“he pointed out, among other things, that for the emergency we may have to

extend the general controls over bank credits.,

/
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We know that our democraﬁlc financial systég 1s.c§pab1¢ of meefing the
hew‘responsibilitie;‘;hicﬂ ésnffont it, :Ihdustry,’IAk$dw, recogniz;s that thé
gears that keep our“prégit system functioning are of tﬁe syﬁchrbnizigg i&p; -
that the sameiconditiohs we héve had to face which have led to price‘cdntrol
and priofltlés 1n'raw material, labor, and transportation will have céftalny;
corollaries in the field of financing. After all, the function and the limita-
tions of investment in this time of impending crisis and tenﬁorary derangemenys
will obviously depend on the objective§ and limltayions of our economy as a
wholé.‘ But, as I have said on;a:pfevionssOccaéién, finance operates to 1lts
own best satisfaction and to the publlé's real benefit when it realizes thai
it is a servant of the general economy, and not a self-sufficing be-all aﬁa
end-all to which economic developmeﬁts must be made to conform.

It behooves the investment industry to keep constantly before it the fact
that it is a service industry —- an instrumentality of soclial progress -~ and
this must be-no mere shibboleth; it must be seen as a reality. The irdn&.of
the totalitarian view of finance has been neatly expressed by Adolﬁh A, Berle,
Assistant Secretary of State, as follows!? )

| “In the so;éalled totalitérian governments, * * * the theory

is that you ought always to grade your finance to the necessary

amount of production that you want, never to limit the production

by your financial machinery. .That is not peculiarly eitﬁer a

Communist or Fascist idea. It is, in fact, the idea that every ...
c;untry has, or has had, when, for instance, it was at war of in aﬁy
kind of stress; and I rather think in so doing those governmeﬁts'HaQe

merely fallen into an idea which, oddly enough, happens to be, strictly

speaking, an American idea."
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Clearly, the joint guidance of the various government agencies will be
needed ‘in order to let industry know whether the specific financing programs
which it contemplates during the emergency are proper in ;lew of inescapably
pertinent economic realities. I say that the government will be needed to
supply this necessary cooperative functi9n because the government is the insti-
tution best able to appraise thg various components of the problem -- (1) what
the specific production needs of the defense program will be, (2) what the
fiscal demands of the federal treasury will be, (?) what governmental and
private mechanlisms are necessary in order to see that thosge needs and demands
are met, (4) what factorg relating to normal consumer needs must be considered
and (5) what are the factors which will assure a healthy post-war economy.

In a very small way, we have seen this develop at the Securities and Exchange
Commission. In the registration statements filed under the Securities Act of
. 1933, the‘CQmmission now regards as "material" for registration purposes any
information concerning priorities for the materials and availabllity of the
labor needed f;r the project., Wherever it appears that the proceeds of a pro-
posed registered securities issue wiil involve new construction, the Commis-

sion ascertains at the various defense agencies whether the materials or labor

are likely to be available for the purposes specified by the registrant. If

S

we are-lnformed that they are likely not to be available or that there may be

considerable delays in securing thém, we require that this lnformaﬁion(be re-
vealed to Prospectlve investors in the reglstration statement and the pros-
pectus. Unless the investor is given phis protection of disclosure of these
important facts, his séviggs are apt to be diverted from national defense
into an enterprise which is unable to put his cash to work. The over-all
function of economic planning for the defense program (and for the aftermath'

-

as well) having been committed to the federal government, it would seem that,
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in the obvious interest of coordination alone, the partieuiar fields'ogi
economics which pertaln to. financing and the capital markets cagﬁbt‘be left
‘completely in private hands, although of course in its exgcutlgn heavy re-
liance must be placed on privaﬁe finance.

Now that maximum production is so obviously the all-important national
goal, 1t would be foolish indeed for elther go;ernment officials or pfiéaﬁé
industry ‘to restrict that goal by adhering to doctrinaire and‘éeademic
notions of what constitutes opportune or proper financing. Furthermore, all
of us must face the responsibility, not only of evolving types of finanéiﬁg‘
that will fit current production needs, but also of aébptine a form of fi-
nancing which will enable us to survive post-war adjuétments. It would bde
an illusory victory indeed if the democracies, in the course of repulsing
the totalitarian governments, acquired a chaotic financial and economic '
structure leading to domestic misery and unsettlement. In helping to over-
throw these forelgn despots, we cannot tolerate a demoralized fiaancial order
that will give sucear to latent forces of Fascism within our own borders,

We cannot afford a debacle similar to the crash of 1929, for such a catas-
trophe would find the host of the unemployed more susceptible than ever to
demagoguery, agitation, and riot.

Our experience since the last war may well serve as a clue to the type
of program that must be formulated now. The invesiment }ndustry mu§t<be .
more than ever alert to its responsibility to encoufage a type of qorporhte
structure that will fit the needs of our productive economy, ‘as that econoﬁy
expands in some directions and contracts in others. We must‘have the type

of financial structure that can weather the inevitable oscillations of the

trade and businesscycle. In those fields where the Securities and Exchange

\
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‘"Commission has jurisdiction, we have endeavored to promote this healthy de- ’
velopment. In the public utility industry, when financing plans or prajected
securities issues have come up for our approval we have attempted wherever
consonant with the public interest to avold a recurrence or continuance of
that bonded indebtedness that makes for insolvency in times of depression.
This has also been the tenor of our advisory opinions in the field of cor-
éorate reorganization. There also, we have attempted to bring about corpérate
structures that would withstand sharp variations in annual earnings.

Considerable peacetime progress has already been made in other fields in
fiétlng the character of financing to the real neéds of productive industry
and of the investor. The Farm Credit Administration, the Federal Housing
Administration and other federal lending agencies have successfully inaugu-
rated programs of long-term financlng at reasonable interest rates providing

r

for the amortization of the principal as ihe loan matures. This sprang from
a recognition of the tr;mendous national interest in farm and home ownership.
Progressive ‘private financial institutions and the federal government alike
real}ze that the national interest is not served by a program of financing
that results in wide—spread farm’foreclosures and in unsettled conditions

of land tenu;é and that we cannot tolerate a recurrence of the farm and rent
strikes of 1§55. )

Other ex;mples may be cited of the way in which financial ingenuity has
sought to meet the démands of a progressing economy. For instance, the now
almost universal employment by railroads of equipment trusts as a means of
financing the purchafg of equipmént, the notes given for the debt being ar~
ranged to mature in semi~annual or annual instalments over a period of from
one to fifteen years. Then there is the almost universal practice, compulsory
by law in many. states, of issuing county and municipal obligations to mature

-serlally in annual instalments. The tendency of public utility and

) failroad financing to take the form of bond issues running twenty to forty
it

b Mo e b s e
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years, as against the former practice of railroads to issue bonds for one ~
hundred or more years, 1s another example. o S
The issuance of sééuritibs thnt‘wlll meet the needs of individual in-
vestor, individual entrepreneur, and national defensé canno£ be made an oc-
casion for the reap;earance of the many hybrid and misleading types of se~.
curities that featured the financing of the frenzied twenties., We now have
a governmental mechanism whereby we can pre%ent such practices; and th§re
is no reason why we cannot develop the type of security issues that will

/
suit the neéds of the public investor, the man who needs capital, and the

national welfare. -

We must in all fields leafn from our past experlence as we plaﬁ our
wartime finance, since many of our wartime plant; will have to undgrg; a
period of transitional readjustment before they become adaptied to peace-
time uses. The merits of debt reduction will have to be canvassed by the
iAvestment industry and by manufacturers allké, not in terms of old-fashioned
conceptions, of what are the ideal éatibs to preserve between bonds ;nd comn=
mon stock,.but in concrete terms of cushions that will absorbd the dips and
upsurges in the business c&cle.

The capital markets must force the question whether they can voluntarily,
even with improved methods of procedure, supply the larger share of thg 93?—
ital needed for defense purposes. There is also the question of the limit,
as time goes on, to which those markets will be able to absorb more and more
Government financing, Today, there would appear to ﬁé little 1mmeqiate‘
short;ée of capital for Government financing or for the more attractiveiprép-
ositions of business. However, our experience in the last war and the ex- -
perience of Great Britain and Canada in the war cautlons us that in the
course of time a hitherto unpercelved deficlency mny‘ugll becomgrmofe ahdi‘

S

more acute. -
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Thg cur;ent job of directing the fiow of capital into defense enterprise
e;t§er directly or through Government financing is but qne phage of the
problem. There is the further vefy important'task of bfinging about a num-—
'be;,of financial conservation practices that will insure a greater ability on
the p§r£ of industry to survive the shock of the post-emergency readjustments
that 1lie ahead of us. This is a matter that requires immediate attention
and continuing surveillanqe both from government and business. In the last
analysis, of course, each corporation or4business will present a separate
problem. I shall not undertake to discuss here the various types of oppor-
tunities that will be presented in individual businesses to build up protec-
tions ag;inst the economic repercussions of a cessalion of hostilities, There
are, however, a number of general objectives that I will mention as illustra-
tions 9f steps that should be taken to see that a reserve of strength is builg
up by individual companies and businesses to prepare them to withstand the
rigors of such a storm.

It must be borne in mind that from th; standpolint either of the individua.
investor or of the economy as a whole, investments can be no better than the
business they represent. If we are to have a sound securities market after
ﬁhe emergency it will be sound only because industry itseif s Qound. of
‘cpursg our general economic condition and that of the world as a whole will
bave premenéouq kearing, but we must not lose sight of the fact that ability
of the indiyidual industrisl units of our econoéy to ride the waves of eco-
momic storm is of the greatest importance., Soundly financed industrial units,
with reservésrwhlch can be called upon in times of recession, will éreatly en-

hance our chances of successfully weathering the period of readjustment and ‘re

construction ?hat is certain to follow this war.,
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Today, we are urging American cltlzens to bulld up pefsonal reserves
;f savings out of thelr increased aggregate income ) that the;.will b; sure
to have something to fall back up&n when the need éﬁises.;ZWe are:doihg iﬁis
through the sale of Defense bonds, in which the participation 6f';ve;ynég;ﬁcy
having dist}lbutive facilities is beiﬁg sought;~ And Qe afe swiftiy mo;fhg :
towards a sharply upwerd revlsloﬁ of Social Sec&}ity‘savings.‘ Trﬁe, these
savings will aid in the financing‘of our defense effort, and tﬁéé will tend to
curdb the -trends towérds inflation in pr&c;s.' éut an equai it Qot’parémounﬁn
importance of these programs is that if a pérlodidf.dépréséiéhishould fbllow
this war--as it did the last one,-~there should be a reserve of Buylné'bowé;
in individual hands capable of easing the shock~to the économy.'

The obligations of industry to our future econoﬁy-é;e'just as great as
those of our individual citizens, Tﬁe& must take every stéé to put ihei}.
houses in order, Unwelldy corpo§ate'structures ﬁust\be slmplifléd; iop—héévy
corporate debt must be repiaced with more résilient forms of capitalization.
There is a temptation today, because of low interest rates, to refﬁéd'outstand-
1Qg debt %ssués. As far as it goes, this is a wise step, becau;e 1t‘loﬁé§s
the lrreAucible minimum below which 5 corpératlon's earniﬂgé éannbt fall with-
out danger of,baﬁkruptcy.- But too ffequently this mbverdoes not go far enoﬁgh.
Many cbrporations‘today could not only reduce theirtinterest rates‘oﬁ oﬁisiand—
ing issues, but could actually reduce, 1f not completely eliminate degi from (
their corporate structures. This they should do,‘aéa 1f it ié'ﬁéi\dbne‘voi;
uatarily, the‘de;rnment -~ péeferably tﬁrough the medium of'an‘inter-depait— ‘
menﬁ#l group —- should be in a position to require that it be done ;herefér 4
refinancing plans‘are in process, This function is already perfbrmed in con-’
nection with the vastly important public utlllty 1ndustry and the net result

has already been a marked improvement in the financlal health of that industry..
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Tyo very rgcent c%ses may be cited. They relate to two companies serv-
ing v@tai defense.aréas inciuding the National Aviation Centre at Pensacola,
Florida aﬁd gum;rous army cantonments -- the Golf Power Company and the Mis-
sissippi Powep\Company. Both urgently needed money for national defense.
They had arranged to get this money at 4 per cent, and brought tneir piaﬁ
to the Securities and Exchange Commission for approval. A glance revealed
that 1f either of these companies took this move, their capital structures
wéﬁld be so egceedingly unbalanced that they would be virtually foreclosed
from all future expansion in financing short of outright government contri-
bution. At this stage of the defense program, such a contingency could not
Se permitted to occur. As an alternative, our staff of experis suggested a
program £o them which not only enabled them to get the money they needed at
a yleld of 3 per cent, but completely rehablilitated their capital structures
so that today.they éould go out and raise more money and at excellenti rates.
One of these companies wrung more than $10,000,006 of inflated values out
of its property account, increased its deprec%ation reserves by more than
$500, 000, paid off with common stock about $2,000,000 of debt held by its
holding company parent, and refunded the remainder of its outstanding debt
at ;ubs£antlal annual savings in interest --lin addition to saving one per
cent on ghe money itrneeded for defense exéahsion. The story in the case
of the othé} company was virtually the same. In short, these two vital but
shaky operating companies were'transformed into sound companies with clean
cérporaté structures capable of financing any further expansion which the
défénse program may require. Without the technical understanding which the
go;ernment was capable of bringing into the problem, the story would cer-
Vtai;l&'haveibeen quite di}ferent and much less satisfactory from the stand-

point of defense. .
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Theqe are but two by no nea;xs isolated examplAesi of 'the‘:‘ kind of rcc;z'pt:«--
rate ;;habllitat;on which ig being accompllshqg\reéuiarly'1; thé pﬁglic ..
utilities fiéld. These companies will definitely be able to ride out any‘
eforomic storm’'which follows this world conflict. There seems to me no '
Tea30n why, for the duration of this period of national e#crgency, these
efforis shoulq be réstricted to a single field. The repercﬁ%sions upon our
eronomy of 8 flood of bankruptcies after the war would, as 1 ﬁave indicated,
do much to rpb us of the obJ;ctlves for wﬁich we are s0O earnestl& seeking
victory. It will be a time when we shall not want to be.faééd with the
heavy rolls of unemployment that inevitably accompany industrial colla;sé,
if for no other reason than because of £§e possible political consequences
of such a condition, We must therefore begin noQ to do everything we can,
however small it may seem, to guard against that eventuality, I recoékize
that the\sound financing of a single unit may seenm té be but a érop in;the
bucket, but in the aggregate it is very important indeed. Industry must
be so financed that it will be able to stand on its own feet throughout the
period of the emergencyf however long it may 1a;t. It'mu;t reeognlz;-that

it may well be able to rely less and less on government to make its finaﬁclal

arrangements for it, for government must spend its funds in the pu}chase of

K

the raw materials and finished products of war, Government has the machin—
ery and the responsibility to see that the fiﬂancial self.reliance of
industry during this period is 1ncreased, Just as it-was increaséd 1n'the
case of the two publlc utility operating companies which I have Just men—
tioned. As I have 1nd1cated, this machlnery should not, in my opinian,
consist of any single Federal £gqncy. On the contrary, the vafious agencles
of government whose activities relate to this important field oé corpo;ate .

finance should be drawn together as an inter-departmental committee to R
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administer such emergency powers as may be neéessary to this program. In
this way, we could be sure of proper coordination as to objective and

action during the emergency. In short, therefore, I am not suggesting

that this emergency function be assigned to the Securities and Exchange

.
4

Commission or to any other_agency alone. Nor am I suggesting permanent
additions to our existing mechanisms for the regulation of finance. This
1s solely an emergency program. The financing plans of industry must be
scrutinized by such a commitiee to make sure that they will result in
stronger and no£ weaker industrial units. The bullding of substantial‘cor-
porate reserves must be temporarily encouraged so that industry will have suf-
ficient fat on its bones to carry it through lean periods of the future.and
we should not delude ourselves -~ such periods will occur at some time in
the future. The importance of building corporate reserves now out of defense
profits has long been recognized in England. A; long age as April 27, 1940,
the London Economist, in discussing reasons for building up such reserves,
stated, "The posi-war period may well bring demands for replacement of capital
which can only be met with fhe help of accumulated wartime profits. In such
. circumstances, reserves built up from wartime profits would protect the
ordinary shareholder against capital losses, but they would not necessarily be
avallable to augment his post-war income." If such reserves built up in this
country from ’def.ense‘ profits prove unnecessary in/the post-defense period, they
can be distributed as dividends to stockholders, thus furnishing a-welcome
source of income and purchasing power when most needed.

There are many ways in which this process of strengthenling the 1nd1vi§ual
units of Ameriéan industry can be accomplished -- almost as many as there are

financial practices in industry. I have mentioned already the possibility that
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many corpdrations might pay off ptrtAér all of their c;rpo;ate debt tﬁfoﬁéﬂ.
the issuance of other types of securities. btﬁer élaﬁs'for the graduallre-
duction of deb£ might also be encouraged, such as requlrémeﬂts:fof sihkine ‘
funds for }eriodic redeﬁption of debt securities, and the issuance of serial’

éehentures which would be‘faid off according to a fized schedule. The ime..

rortance of reducing debt and fixed énﬂual interest charges cannot be over-

-

/

estimated at this time. We are all well aware of the temptation for cégpo-\“

rations, in periods of declining purchasing pdwei, to iésue debt as a so-
called hedge against inflatlon and to increase the leferagé on the common
stock. I believe this has been one of the most dangerous practices of our
economy, for we must always face the time when creditor and debtor must
meet, ;nd that is too frequently the time when the debtor can least afford

to pay up. PFar wiser, it seems to me, for the debtor (wherever he can)

to pick his own time, and there is no time better then a period when corporate

activity is stahbllized at a high level as it is today. I know.'of course,
the inducements to building a business with—o?her people's money. But '
these are short-sighted considerations much Sf the value of which disappears
when we look back over our shoulders to the period of the early thirties,
Liquidation of corporate debt may indeed well be an important factor from
the standpoint of th; government's fiscal problems as the defense program
progresses. It will certaeinly be an important factor in determining the
degree of industrial stability which we are to h;ve after the war,

In this task of streamlining corporate structures and financial con;
ditiongs for defense as well as post-war needs, we cannot overlook the pos-
sibility that it may prove wise to require that corporations re£din,a sub-
stantial portion of~their earrings as a further means of building up their

reserves. True, the fiscal needs of the government will tend to keep

5
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sprofits down and therefﬁre to 1imit the amounts of earnings which are avail-
able for dividend disbursemeﬁts. But heavy taxes have by no means wholly
eliminated.dividend increases and extra dividends, the funds for which might
in some cases be much mcre wisely accumulated for corporate reserves, Further-
more it seems clear that we have the problem of diverting 2 larger portion
of the national income from«normal civilian requirements of consumer z2nd semi-
durable goods into invesiment in defense goods. That portion of dividends
received by ind}vidual investors which is not in turn taken as taxes by the
government will, however, gontinue to be iargely spent on non-defense goods,
since the individual investpr cannot participate in defense purchases except
indirectly through voluntary and, unforiunately, sporadic investment in
Defense Savings Bonds. Therefore, it may be more practicable as a matter
of national polic& to seek investment in the defense effort directl& from
the corporations themselves rather than from the indivi&ual security holder
in the corporatioh. England has apparently found it advisable to bring about
effective limitations on dividend payments. Corporate reserves created out
of undistributed profits could be invested either in the senior securities of
the corporation for current or subseguent retirement, or in government bonds
as a direct lnvestmént in the defense effort, except of course where it is
necessary to plow back such resérveq into defense production. Thus corpo-
rations wouldyhave a very important cushion of protection in the inevitable
period of~trial when they will have to redirect their activities to peace-
time production. By the same token, it may well prove to be wise to insist
that corporate salaries be reasonably restricted, This would.be a not
insignificant conservation,mqasure,‘and it might also overcome the tempta-

tion of management to compensate itself for the higher schedules of personal

taxes, . )

e, et e e o e
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At first blush these may sound like drastic suggestions., On #loser ex-

amination, however, I doubt that ta thé’open-minded';erson\they will be found
to represent any more than the exercise of sound business Ju&é&ent in majters
relating to corporate financial practices during such a period as this.

Their objective 1s nothing else but the creatlon\of realiy sea—wortﬁy éorporage
craft, and it is certalnly difficult to conceive of a corporate executive who’
does not want to have his company's affairs in such shape that it can weather
whatever the futurg may bring. Our principal hazard in this field is very

~ much the same as that which we are now trying to overcome in the nation as

a whole —- the "that can't happen to me" attitude. That is a dangeroﬁs as-
§umption'in which to indulge in times like these, particularly for those who
are the stewards either of the public welfare or.of public investiment. But
we must recognize that this attitude does exist, and for that reason we must .
also realize that on this score alone the effectuation of a national program
for the preservation of our corporate economy cannot be wholly voluntary. It
will require the closest kind of cooperation between government and eonptrate
management, but it is clear that its general direction must be charted by

government to assure that it is in accord with the whole program of national

defense and post-war plans.

The task which this nation will face after this war may be more gigantic

N

than the task which it now faces, externally as well as internally. The
)

great productive machinery of Detroit and the rest of the nation, now béing
rapidly converted to the production of the materials of war, will Just as
rapidly have to be:-reconverted to supply'the staééerlng;accumulatlons of

peacetime needs = not only the needs we are right now building up in this

country, but the absolute necessities which the rest of the world q;li be at

S \ | o
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lrfifét up;bl? to préduc; for itself. After the victery, we shall not be able
té‘dust off our hands, put on our_coats—and hats and go home as we did the
last time., "Back £o normalcy”™ cannot be achieved merely by inveking a cam-
paign slogan., It Qgs, as we have learned blitterly, folly tlien and it will

{
be greater folly now. Upon the welfare of the world we depend to a large

e;pent\for ou; standard oflliviﬁg. We would be worse than feolish - we would
be utterly cruel to leave this market in a shambles. No -- we shall have the
moral obligatipn to do our very large part in the job of human reconstruction
which will face us at that time, and we shall, I am sure, recognize the
economic compulsion of doing it as.well as we know how, We shall recognize,
I am sure, that hundreds of millions of dispirited, poverty-stricken people
througﬂdut the world will make very poor buyers of our automobiles, or of
our wheat and cotton and other raw materials and manufactured products. We
shall also recognlize that our capital -- wisely and humanely invested lﬂ
those nations will not ohly serve to create a world less tempted to fight

a bloody war every twenty years bu§ will yield a healthy return to our
American investors over a long perlod of years. In approaching the future,
therefore? we must bear all these things in mind. We must be much Petter
prepared for peace than we have been for war, and we must not forget the
lesson of the past twenty years -~ that the pursult of peace is a full-time

Jjob.



