
r-, ! !
, -h n» /';' I ,.

'C..... l.~\.. ....'--7
I,
v

-

CAUTION - ADVANCE
For Releasf Upon Delivery

SOME FUTURE AS~CTS OF THE F I NANCIAL MARKETS

ADDRESS

.'
of

GANSON: PURCEll
Commiss~oner, Securities and Exchange Commission

before the

28th ANNUAL NATIONAL BUSINESS CONFERENCE

Babson Park, Massachusetts

Friday, October 1'. 1941

~ 



The subject you have'a8si~ned to me is not an easy one -- unless one

chooses the obvious answer. This would be that it is impossible to foretell

the fUture of our securities markets unless one can know the fUture ,of the

world ~d more particularlY the future of our nation. We in Washington are

no more seers and prophets than you at Babson Park or than the men of Wall

Street. In times like these the known factors upon which conclusions as to

the future can be safely based are indeed perilously few and far between.

The most we can do is to concoct a mixture of ~uessin~ and hoping, with as

much lo~ic as possible in the guessin~ and as .little blindness as possible

in the hoping. We can, of course, draw to some extent upon the experience

of the past, but we must be very carefUl not ,to fall into the tragic error

of believing that ~hat has hap~ened can and must happen again. We have seen

the ~rossness of that error on the military fronts of the present war abroad.

Better it will be to study the past in order that we shall not make the same

mistakes a~ain in order that we .shall know what kind of financial markets

we sball want and be better able to achieve them.

As to our present securities markets, one tbing is ,significant. That

is that they are open. The violent shocks of a world at war have not this

time been sufficient to force their closing. Even the fall of France and

the depredation of most of Europe has not been enou~h. This fact, I think,

is too often forgotten in the very common complaining about our present-day

securities markets. In 1914, the quick march of the Germans through the low

countries and into France brought chaos to our securities markets in short

order. They had to be .promptly closed. They could not take it. Today, as

we have seen, they can take it. Therefore, it seems logical to assume that

we have a stronger market machinery today than we have ever had before.
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Many factors have undoubtedly contributed to that strength, but it is not

necessary to explore them here. It is sufficient only to note the fact

of the greater ability of the market to survive shock and to hope this

indicates that for the future we have a better foundation upon which to

build the kind of market structure we want.

I rcco~nize of course, and sympathize with, the restiveness of the

financial community in periods of market lassitude such as that through

which we are now passin~. But I am not very much surprised. The attention

of our people, including our investors, is increasingly focused upon the

great defense effort we are making. Furthermore. grave world uncertainties

and higher taxes do not make for spontaneous resort to the securities mar-

kets. In short, ro believe that, in looking to the future of ,the securities

markets, we can be a great deal more encouraged by the fact that the present

market has been Vital and strong enough to stay open through such a period

than we should be discouraged by the relative dullness of trading. I be_

lieve we can plan with a reasonable amount of confidence for the time when

the diversion of public attention to defense, the world uncertainties and

the necessity for directing a large portion of our national income to the

manufacture of arms have evaporated. Our post-war economY, comprisin~ both

old and new industries, will require financing and that need should swell

the flow of the capital stream.

But this can only be if we do well the job which is immediately

before us. Few of us now doubt that the task of haltin€ and defeating

Hitler is probably the ~reatest ever undertaken by any group of nations

in the history of the World. The German war machine has accomplished

impossible after impossible. We know now, therefore, that we may no
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l~n~~r Jeave unturned a single stone which mi~ht conceivably add to the do-

.or-die effort to stren~then ourselves and rush aid to those who are fighting

to .re~ist and overcome that machine. Any man who looks upon the develop-

me~t~ in the world ~oday without real apprehension in ~is heart is si~ply re-

fusing to believe what he sees. Our national confide~ce that Hitlerism is cer-. { .

tain to be crushed must more than ever be carefully tempered with the qualifi-

cation "if we do everything in our power as a united nation". Any other

kind of confidence is but the blind folly with which the road to destruction is

inevitably paved. In short, we can no longer be cocky and over-confident. We

must be energetically determined.

And we must, likewise, be energetically determined that we shall have,. .
after the war, the kind of world we want to live in. With the world torn by

the most horrible war ever known, it is no easy matter to retire to calm re-

flection of the problems we shall face after the roar of cannon has died away.

But we must, nonetheless, make every effort to do this. It is an effort which

must be made jointly by government and by every private citizen who has the

.ca~ac~ty to think straight. In this war, we cannot wait until all actual'

fighting is ended to take the steps necessary to protect us from the after-

effe~ts. We .must do everythin~ we can not only now but henceforth as we see

the road cle~r for.protective action. Already your government is doing sev-
'/

era~ very impor~~n~ things.to c?u~teract the present fo;ces of inflation and

.to.cr~~te decisive cushion against post-war deflation. The Treasury Depart-'.... ... :.

m~nt i~.maki~g.~~er~ e£~or~ to convert the extra earnings of the defense boom'.. .... .. ,~ .

.into investment saVings through the sale of defense bonds. This program is... . . ':"" .. , '. , . .".

de~i~n~4 po~ o~l~ to ~elp' finance the defense effort but to give men and women
• ., p' • 

something to ,f~l~ b~ck ~n when the war 1$ over, thus releasing a new stream of

pu.rc4asing p~y.era~ a ti~e ~hen our economy will find it most welcome. The
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t a x  program o f  t h e  Treasury  w i l l  have t h e  same e f f e c t .  I t  w l l l  cu rb  i n f l a t i o n -  

a ry  t endenc i e s  and, as t h e  emergency t a x e s  a r e  r epea l ed  a t  a l a t e r ' d a t e ,  w l l l  
3 I 

/ 
t end  t o  coun te r ac t  any dec rea se  i n  e a r n i n g s  o f  bus iness .    he c u r t a i l m e n t  of  , ,- 

i n s t a l l m e n t  purchasing by t h e  Federa l  Reserve Board h a ~  t h e  double e f f e c t  of  
1 

reddding p r e s e n t  consumption of m a t e r i a l s  needed f i r  de fense  and o f  bu i l d ing  up 
/ 

i 
a backlog of  demand f o r  c i v i l i a n  n e c e e s l t l e s  f o r  t h e  pe r iod  a f t e r  t h e  war. In I 

add i t i on ,  a s  you d o u b t l e s s  knou, t h e r e  is s e r i o u s  c o n s i d e r a t i o n  o f  an i n c r e a s e  I 
i n  t h e  s o c i a l  s e c u r i t y  t ax ,  again t o  h e l p  t o  curb p r e s e n t  i n f l a t i o n a r y  tenden- 

c i e s  whi le  a t  t h e  same t ime c r e a t i n g  a s u b s t a n t i a l  r e s e r v d i r  o f  s av ings  ' f o r  t he  

f u t u r e ,  I 
A l l  t h e s e  a r e  important  s t e p s .  They i n d i c a t e  t h a t  we have a much more 

d e f i n i t e  unders tanding o f  ou r  long range  r e ~ ~ o n s i b i ~ l t i e s  and 'problems than  we I 
, \ 

had a t  t h e  t i n e  o f  t h e  l a s t  war. A t  t h a t  time, we s imply  d r i f t e d  from an in- I 
t e n s e l y  regimented war economy i n t o  an a?most comple te ly  l a l s e e  f a l r e  economy, 

Once we had won t h e  war, we assumed t h a t  ou r  r e s p o n s i b i l i t y  t o  t h e  n a t i o n  and i 
t h e  world was f u l f i l l e d ,  A l l  t h e  r e s t r i c t i o n s ,  both a c t u a l  and psychological ,  I I 
were o f f .  There was no pe r iod  of  t r a n s i t i o n ,  There was no g radua l  r e l axa t i on .  I I 

i 
There was no organized program, o r  even any e f f o r t  t o  formtilate a program, t o  

e a s e  t h e  t r a n s i t i o n  from a wartime ecbnomy t o  a peacetime economy. Everyone I I 

was suddenly and completely  on h i s  own. There was no t h o u g h t f u l  e f f o r t  made t o  
I 
I 

I 
I .  

a s s i s t  t h e  economy i n  t h e  ad jus tments  made neces sa ry  b y  t h e  advancement of  I 
'I 

t e c h n i c a l  s k i l l s ,  ~ e c h n o l o g i c a l  unemployment went unnot iced ,  because t hose  1 I 

who were working and t hose  who were speculating were s o  w e l l  off p e r s o n a l l y  

t h a t  t h e y  d i d n ' t  bo ther  or t h i n k  t o  l ook ' a round  them. Malignant p a i n s  which 
e 

LJ 

. . 
should  have 'been r e d  f l a e s  o f  d 'angir  went unnot lcsd  . i n  t h e  w i l d  Joy :  b f  those  

. . 
ext ravagant  days u n t i l  t h e i r  cause p u l l i d  t lie wllolk s y s  tern ,down and nezirl'y 

extln-guished it. Had w e  been s o b e r  ' .enough'to 'feel t h e  pa.in, we would. .have 

searched  o u t  i t s  sourci? and brought it unde r . con t ro1  much e a r l i e r  -- a t ,  keast  
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we would have tried. So the first lesson it seems to me, to be drawn from our

experience after the last war 1s that this time We must ~ake care that our

transition shall' be more gradual. War is a disease, and we shall have to

plan to he under the doctor's care for some time, until we can be sure that we

have got our strength 'back for no~mai health~ pursuits. We must not again

jump out of bed and into the bar-room.

There are other steps we should take right now to build our defenses

against a repetition of these past errors. It is sufficient to remember that

the Maginot Line was regarded as impregnable so far as it went, but-it simpl~

did not extend far enough. We cannot afford the risk of leavin~ an~ of our

economic front undefended from the violent forces of post-war demoralization.

For example, there is a great deal which can and should be done right now in

the field of corporate finance.' In the First World War, the problem of the

nation was the immediate shortage of capital. steps had to be taken then to

meet the relativel~ simple problem of conserving capital for war purposes. It

was necessary to set up informal committees which could sa~ that capital could

or could not be used for specific purposes. A corporation desiring to sell

securities submitted its plans to the local committee t~ find out whether or

not they would conflict with the capital needs of war~ime production. As I

have pointed out, the concern 1n those days was almost wholly with the prose-

cution of the war. Too little thought was given to ~he problems which the
. ,

nation would'have to face after the war. Today, as a result of that experi-

ence, we know that we have a two-fold Job to'perform. We must do everything

in our power to help the free'nations of the world crush Ritler and his Axis

allies; and at the same tiMe we must bulld defenses against the economic

forces which'may otherwise eradlc~te our wa~ of life after the war.
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To the$e ends, we have the clear duty to see to it now that the

~inancial condition of our American industry is such that it will be able

to absorb" the post-war shocks resultin~ from technological change and

the job of shifting back to peace-time production of Boods. We cannot

be8in too soon on this vast and complicated undertaking. Each financial

transaction of each of our major businesses must be fitted into the pro-

gram. Consider, for example, the tremendous wave of refunding of out-

standing corporate bond issues which has been in progress for some years.

This refunding is stimUlated by the current low level of interest rates.

Corporations naturally feel the temptation to call in their outstanding

issues and put out new issues with more distant maturities at substantial

savings in interest. In many instances this is sound, both from the present

and from the long range standpoint. But there are many cases in which a

simple refunding operation might not be wise. In our Commission's admin-

istration of the provisions of the Public Utility Holding Company Act we

have not infrequently found it advisable to propose that, instead of re-

funding an issue on a long-term basis, a company should make plans now to

scale down its funded debt. By doing this now, it will be in a better

condition "to earn money on its junior securities and, more important, it

will be better able to withstand the strain of future periods of depressed

earnings which may develop. Heavy funded debt means continuing fixed

cbarges. Heavy fixed charges have meant the death of many important cor-

porations and the wiping out of tens of thousands of inve~tors in the de-

pression periods of the past. We cannot afford to have our corporations

go under water after the war is over. A deluge of bankruptcies at a time

like that would as seri~uslY endanger our way of life as a major defeat

on the battlefield. So, at the present ~ime, refunding programs in
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general should be carefully and currently scrutinized in the li~ht of the

flnancial condition and prospects of the individual'co~poration to determine

whether a better long-range program may not be developed. It may be that,

in some instances, it would be better for the corporation to replace its

present bonds partly with preferred or common stock. Again, there will un"

doubtedly be instances in which the replacing should be done with short-term

serial notes or debentures to be amortized out of current abundant earnings.

This plan, where feasible, would have the advantage of providing a systematic

program of debt retirement in the period of high earnlnes, thus giving cor-

porations a greater resiliency with which to meet post-war conditions. In

some other cases a requirement for substantial sinking fund savini8 each

~ar may well appear to be the wise move. Such sinking fund reserves might

be used to redeem bonds trom time to time and it might well be that for the

present investors whose securities were redeemed would invest the proceeds

in government bonds -- or employ them in anti-deflationary spending for

needed consumer goods after the war. Corporations could and should be en-

couraged, where indenture provisions permit, to invest in government bonds

any sinking funds not yet used for redelllption. These are just a few of the

aspects of corporate financial activities which ou~ht to be regularly scru-

tinized during this emergency not only to increase investment in government

securities at the present tiMe but to clear up a lot of weak corporate struc-

tures the failure of which after the war might seriously ag~ravate strained

economic conditions.

There is 11ttle doubt that, after .this war, this country is going to

be the only half-way healthy prOducer of goods in the world. Our ~espons-
ibility w~ll be tremendoUs b~t it w~ll not be a responsibility without the
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prospect of long range profit if we are in a position. to do t~e Jo~.

Hundreds of millions of persons throughout. the wo~ld will be largely de-

pendent on us for food, clothing, and the mUltitude of manufactured pro-
t . ,+

ducts which are the necessities of life. And nations will have to look to

us for th~ capital and capital goods with which to rebuild their own pro-

ductive machinery. We must be prepared to do a very large part, if the

victory is to be worth having. It will do us little good to aid in the

defeat of Hitlerism if the world is to degenerate i~to a rabble of roaming,

starving, lawless bands. And it will do the world lit~le ~ood if we treat

our responsibilities simply as an oppor~unity f~r exploitation from which

we may become rich while the rest of the world becomes poorer. We can be-

come stronger and richer economically only if we se~k eagerly to meet the

moral responsibilities which will clearly be ours. And we must begin to get

ready for that job now. We cannot wait until it stares us in the face, be-

cause then there will be no time. The opportunity to become the most power-,

ful moral and economic force,on earth is one which-we shall find ourselves

impotent to accept unless we are prepared.

The soundness of our productive machinery will be a very vital fac-

tor. TodaY we find we find our~elves making every effort to convert a very

large part of that machinery to the productio~ of wartime necessities.

Tomorrow the job will be just the opposite, but it will be not one whit

less difficult. The transition will not just happen automatically.

There may be great, and often violent, readjustments. Men who have been

working at defense production may find themselves out o~ jobs when war

materials are no longer needed on such a huge scale. The loss at their

spending power can throw us into the bottom of a depression very quickly

unless we are prepared. One way to cushion the repercussions of these

• • • ~ 

' 
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even~s upon our people and our economy is to"do everything in our power to

make those men save all ~hey can 'right now out of their increased defense

earnin~s~ This the Treasury is endeavoring to do. But there is the paral-

lel job of making American industry take advantage of its increased defense

earnings to strengthen itself against the repercussions of a post-war let-

down. Corporate structures which are streamlined now will be tha~ much

better able to make the transition from production for war to peace-time

production Without havin~ to drop men from their payrolls. Reserves not

needed for defense activity must be'carefully stored up against the day when

they will be needed for this vital post-war purpose. And where those re-

serves are in excess cash they can, in the meantime, be put to defense work

by investment in government work. '

This job of preparing for the future while constantly stepping up our

defense activities for the present is one which in the field of public and

private finance the-regular machinery of government is better equipped to

handle than ever before 1n its history. In 1917, the Federal Reserve

Board was onl~ two or three years old and there was no Securities and Ex-

change Commission. Nor had the Treasury Department then had the breadth

of experience in corporate financial matters which it has since acquired.

Government machinery for scrutiniZing the affairs of coporatlons outside

of.the field of fair practices and the railroads was virtually unknown. To

establish a broad national pro~ram for the defense of industry a~ainst

post-war conditions would have been a task so titanic that it would have

been virtually impossible while trYin~ to wage a war. Today, the picture

is entirely different. Most of the larg~ corporations have had nearly a

decade of experience in revealing the full details of their corporate
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and financial activities to government agencies and these a~encies have ac-

quired the understanding and the techniques necessary for administration of. . . '.... .

such matters. Fur~hermore, a great proportion of the public utility industry

is already subject to the further government activity of specific regulation'

of all financial transacti~ns to the end of financially rehabilitating that

industry. So the task of meeting these new problems of preparing for the

future whil~ producing for defense is greatly simplified by the existence

of well organ;zed machinery already operating as a part of government. No

special private committees are needed for this task. Such a program will,

nonetheless, not be palatable to short-sighted management who will regard

it as merely another ~overnment intrusion upon their private affairs. But,

unfortunately for that point of view, the well-being of American industry as

a whole is not their private affair. It is a matter of national concern

because upon it may rest the wages and the spending power of our millions of

workers and the econOmic health of our nation and of our people. Wiser man-

agement will not only recognize the truth of this general economic axiom, but

will see that such a program will in most instances specifically relieve them

of serious future financial headaches.

I do not believe we can delay much longer in attacking this problem

of corporate finance in the light of national defense and post-war needs.

And I feel certain that upon the success of our efforts may well depend

the future of the securities markets. If we are successful in creating

sound financial structures and practices, capable of withstanding the

shocks of the reconstruction period, there is little doubt in my mind that

the securities markets will be able to perform a very important service
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in posi-war finance. There will be a larfe Job for those in the securities

busines's. In the first place, it will in many instances be found desirable

to capitalize those"defense plant expansions which can be turned to peace-

time purposes. Secondly, technological advancement is always greatly ac-

celerated in periods of war. New products are being discovered which can

later be turned to general commercial purposes and financing will be neces-

sary. Other products not heretofore commercially p~acticable will be made

so under the eXigencies of defense needs. And very important indeed will

be the immense backlog of consumer needs being bUilt up by the necessity of

curtailment of civilian goods at the present time. Civilian housing needs

for example, may well be at an all time hleh and the possibility of great

activity in this field is not without its promise for the securities markets.

Another factor, not directly related to the effects of war, is that as a re-

sult of the Securities and Exchange Commission holding company program, many

hundreds of millions of bed-rOCk operatin~ utility securities, now locked up

in holding compe.ny portfolios, will be available for public investment.

Furthermore, it seems almost certain that this nation will become the

most important source of capital in the worla after the clouds of war have

been dissipated. And this is both an opportunity and a responsibility which

we must grasp~ith the ~reatest of humility. We'can not lick our chops over

the prospect of e~riching ourselves at the expense of an already prostrate

world. We can, it is true, make investments abroad which will bring us a

rich yield both financially and politically. But we can do this only if we

bear in mind that our job is to recreate for those war-torn nations a healthy

economy which will provide a sound basis for trade -- which means that our

capital must be soundly invested in the future prosperity of those nations.
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We must riot permit a repetition of the hl~h finance of the twenties. when both

the American investor and the foreign borrower were squeezed so badly that in

the end only the banker made anything out of the transaction. In the task ahead

after the war, there will have to be a close liaison between government and fi-

nance to the ,end,.that American capital seeking investment abroad shall have at

least a fair chance of returning ,not only a proper yield to the investor but

of making a good cu~tomer for the nation as well.

In all this one thing stands out -- our securities markets must be equipped

to do their part in the job, and to do it with sense and sobriety. This consti-

tutes a challenge to those in positions of leadership in our financial institu-

tions today. For those institutions must be built and shaped to keep abreast

of rapidly changing world conditions and requirements. Antiquated customs and

practices must be abandoned and modernized mechanics substituted. In some por-

tions of t~e securities markets a good start has been made. It must be continued

and extended.

You have asked me to forecast the future of our securities markets. I have

consciously shrunk from that task and devoted myself to developing what I con-

sider to be some of the problems that will confront our markets and our economic

s~tem in general. In addition I should like to venture one or two suggestions

as to the direction that might be taken by those who are or may be charged with

the responsibility for perfecting and protecting our market machinery.

In the first place, the advances that have already been made in the in-

terest of public protection since the passage of the Securities Exchange Act

must be consolidated and continued. Our securities exchanges throughout the
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country must be made stronger and on a basis of sound service to the public.

It is of course obvious that the standards of the securitios markets can be

no stronger than those of its practitioners. There must be an end to secret

profits and all manner of sharp practice. for only in this way can the res-

toration of public confidence be completed~ The welfare of the investors

must be energetically and faithfully served for it is in this direction that

the greatest self-interest of the financial community lies. Competition in

all elements of our markets must be encouraged and kept open. But above all

things. business must be conducted with complete and unreserved disclosure.

To accomplish these ends courage and vision will be required, but I know that

both are to be found in our financial leaders. Finally, let us bear in mind
that in the last analysis the future of our securities markets is inevitably

linked to confidence -- the confidence with which we as a nation undertake

the task before us and which we inspire in the hearts of our people and of

the peoples of the world.

41~115


