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Q = That is the condition of business credit in the United
State: at the present time end why is it that the bankers are nt rore
active in making loans, Is it due to Covermment restriection or “overne
ment control?

4 = I don't think so; there is plenty of money for everybody.
The "overnment is constantly issuing new bonds; they are not Beingj sold
to the publie but, to the banks. The banks have & tremendous excess of
reserves which gives considerable alarm. it a talk I rede last Detober
T called attention to that fact endat that time the reserve was 2,400
billions, Yow it is considerably over 3 billions - an incresse of almost
encther billion dollars. That is & round sum. There is not the derend
for the noneys If you go baeck for a period of fifteen or twenty years you
will find thet the benks et that time bought seasonally hu;e smounts of
commereial peper - thet is, promises to pay by the great industrisl houses
such as Armour, Smith, Cudahy, etec. Some of them used to borrow & hundred
nillion dollars on their own notes. That was autometioally wiped out of
the bunks accounts. As the ;ocods were processed the debis w- re paid off to ‘he
banks and the momey was ready to be loaned to the next borrower. These
organizations found it easy to fimance their own metds Ly the issusnce of
stock. Armour, for ou. issued & very large amount of irmour . & B corron
Stocks that put them in funds und I doult very much if that orga ization
€oes to the banks for es much as they used to. In the course of time they
4niss huge reserves and do not need the banks. The benkers' ory is thsat
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Q = Tiould you mind discussing briefly the steps that have been
taken, end their adequeoy, to prevent & specualtive orgy sueh s we had
in 19897

A = Speaking only within the con”ines of this room, in the heart
of the 1929 panic we called & meeting in the elearing room of the exchange
because we did not want the publie to know we were having a special meete
in e &tllmtdmﬁgﬂouutnti.mtoamathe appearance of
essenbling, and I sat on the dédge of & desk and heerd & pery prominent
banker ssy Ve have found in the period from 1925 to 1929 that there is
no one man or group of men who would supply all the securities the publie
will buyg we are now finding in the heert of this panie that there f8 no
one man or group of men who oan buy all the /merican public wishes to sell,
Therefore wo must tale the situstion & day at a time and cushion the blows
in the hope that as it goes along it will lessen im severity”. Tiat wes
2'] the help we got from hime The fact is when the imerisan public bepins
to teke its corm' ined resources in the stock market there is no ocne man or
group who oan supp’'y the demands and the only thing I am thinking about is
the time when the buying psychology changes to & sellin; psycholo,y. That
is the time towsrd which I am trying to diresct thought sad attention now,
I have never bought or scld securities for my owm sccount on the floor of
the exchanges I am purely a comission broker so y-u cen see I look at
this from the objeotive point of view - the point of view of a bystander,
T don't think that prices are unduly high at the present time. I believe

we are in a continued upturn in business in this country. In every nation
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on earth, with the possible o;lcwption of Itely whieh is at wer,
end Spain, of whioh I have pri.otio;lxg no knowledge &8 it is ndt en
industriel nation, this resurgence, this chunge in the cycle is going
on and, in my opinion, w: are two years behind the others in the upturn.
The United States is not getting more prosperous all by itsell - it is
wolrd-wide.

Q= I wanld ukh to ask a gquestion about the commodities exchanje.
The Iye bill contains & provision now es rep rted out by the Semate,
giving the President authority in time of war to close the cemmodities
exchange in an effoart to control prices. In your opinion vhat would be
the ffeet on prices if such sction wams taker? |

A = is an economic theory it wauld seem that it ni ht work
temporarily but not indefinitely. I dom't believe in this artificial
restriction on produetion. It is like pulling yourself up by your boote
straps; you can't create something Ly destreying something. '-Q_Iho #struetion
of property in war creates a scarcity and you have to pay for it; so, if
we destroy & thing in peace we have to pay for it. is I ui-;x. I am Just
& runeof-mine stock broker; all I know of sconomics T have in aled as 7
went along. I asked & group in YNew York: "If & crop of wheat at [1.0C
is & fine thing, & crop twice that big at 50 cemts is b tier, isn't it?"
They se'd thet it wes = but then why destroy ite I &m irreconcileble on
this question. I ocan remember Drazil end the great dissster to its fineance
eaused by trying to control the price of coffee. I know vhat Uenada and
the United States have done in wheet to the great cost of the tax peyer.
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I don’t believe in lrtl?em restréints on industry. I romember one
&ydm’inathoﬂlntntrimdofam'hcnslsum broker, ' Fe
told me he had just sold a shiplomd of sugar in Philadelphis at 23 end e
fraction cemts & pound to & big suger refining compm ny. That price was
peid for rav suger. T immediately called for = list of the people who
owned stock in that company cnd wrote them all & letter advising them to
sell. OUnly ome of my custorers took my advice end the steck promptly
went down. I dom't think it has ev r gotton beck to its figure on that
dey. The fect wes thet when supar went up to thet price they began
Lo dig sugar out of the fer reaches in Chima. These thin s ocerrect theme
selvec,

Q « Hould you cure to discuse the stabi ising effect of the
Securities Exchange Commission?

4 = 1 heartily believe in this securities legislation; T have
had nothing but kind end courteous ettention fror the Commission. They
have _one out of their way to cooperate with us. The dirficulty is that
‘he hand of Covernmemt in any business is & dead hand - the initietive is
ki'leds The only difficulty I see in the SEC ect is that it has chunged
what has been a close professionsl reletionship on the part of broker and
client into something in which the activities of both are defined by lew
énd bound in endless red teaje, In regard to Pegulation T, there have been
forty-seven interpretations of the meaning of the regulation since it was
rromlgated, and frankly, each bewilders us & little more. e are deing

the best we can with samething very diffieult to work with, o far as the
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Commission is comcerned, I think they mre doing e grand job within the
limits of their ability but & man who goes into the security business

is bound by the limitations ofﬂzolaf.un:brvﬂxichhe“wrk. That
is the remson we are finding it necesssry to hove more amendments and
extonsions mede. 1 was here on I'riday to see Dr, Lendis en’ we discussed
the thing. 7T have no criticism at allj the objective iz fine, and the
personnel are 1007 fine chaps. The thing I wonder ebout is that in two
or three or five years from now the mﬁ.mf the Commission may
ehan;e. It may be subjected to political pressure; it will be %too bed
if that ocours. It is cortainly not se at the present time but we cen't
tell what it will do in the future,

Q = Do you think with measures to avoid inflation as puch as
possible in time of war it would be possible to finance the greater pore
ticn of the war throngh texation rather then through bond issues as in
the Yorld ¥War?

R = /s & business man have a feeliny that if taxes go mueh higher I
might Just as well quit. T have a horror of regimentation ir ). giness or
of anything that mekes us all cut in & cormon mofld, Thiec nation hes been
built on initistive and the selfereliance cof the people who come heres
fowever, in time of war you have pgot to enlist the population jus® as you
enlist the fighting forces, in my opiniom. 'hat the best method will be
1 don't know but eny upstanding selferespecting patriotie citizen would
be perfestly willing to do what was conceived to be the best for the tood
of all,

Q = It has been said that the eontrol of eredit is the best
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practics’ mouns for prevemting & rise of prices in war, It has also
been said
that oredit is the best means of preventing finsnciel depressions,

Just Low waald such control be oper-ated?

Lo- Undoubtadiy the control of oredit would be vested to the
extent deemed wise to use the power of the "edoral Reserve “ystome
Credit is a peculiarly sensitive thing, T spoke of the fact thet we
had two billion dollars excess reserve in the banks and thit we have
three now, It is & fapt that the reserve of banks is good for ten of
eredit in loaning money - that it ean be pyramided to tHm; some say
fifteoen, and some twenty on that eriginel dellar, so when you speak of
three billions excess rescrve what is reelly meent is that that is good
for thirty billions minimm of oredite That is elmost commensurste with
the United States debt; the kmown debt is thirty-five billions now.
The thing that werries the economiste ie how you ecan control thet vast
emount of potential buying power = how te contro] it wiselye It should
not be in the power of one man or any group of wise men, I have no doubt
that the Fed ral Reserve Boerd will do &ll it een not to ellow any undue
inflation to oscur. I am not talking about the printing o play money =
but eredit - the vast reservoir of credit. If you will look buck te the
year 192¢ you will remember that we had rising lond prices and low stock
pricesy 1934 was exmctly the same in its verious implicetions « Lthe bond
mrket active and the stock merket doin; natglug;. Vie thought in 19534 that
wnruinf‘ogupu-xod mdxuwemx;ow-t.rtlng. Ve faced & very
heavy lose in my omn firm (we are old=fash’ oned snd kept the employees on.
T was so convinced that the cycle was coming that T was willing to do that.
The cycle of investment soes this way: there comes & time whem confidence
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is regained and the people went to invest their rmoney. They go into
Government bonds, first mortgages, mumniocipels, etes The money goes
into these until the average investor thinke"that is an swful price to
pay snd the yleld is not godd, T'ere are still corteh people who &re
forced to go into them = trustees for insurance compenies, estates, ete.
Thet continues to go on until now gllteedged bonds are 1303 they are «11
rizht but too expensive at a ¢ 'me iike this. Then the money seeks the
next best thing and goes into the secendwbest bonds. The next etep is
generally toward preferred stooks of indusiriel corparations «ni they
et up to & pleace where thay: #leld 3% or 4% they begin to appear expen=
sive. lMoney still seeks a lower level and gets into the companies with
dividend earnin; records « !astmar Kodeks /mericen Can, Duront, iir
Nedustion = 811 good esrning stocks, The momey gets into the good cluss
od equity stidok am! then in sheer despesstion goes to others and biys
in the market as sgainst the expectation of yleld. In other words, heving
lepped up ever:-thing worthwhile, there is still plemty of money %o ¢o
round and people go into the stook market and buy with the thought thet
prices will go upe Mrcrm, ! ean still something for 60 thet T beught,
for 50,

There is one thing thet gives me morev concern than any other =
this tax on espital gain, I was talking to & man the other duy who,
after the banks reopencd, was sure they would close agein and he sold
& lot of his securities. e told me that he would get the equivalent of
52 for Chrysler after he peld h's tax. But what would he do with that

roney = anything else would be ae high” The size of the tex prohibite
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him from doing eything with it & In view of this tax and one or two

of the provisions of the Exchange Aet & men 1'cels prohibited from deing -
um. There smy be & war or somothing to chenge the course of the
price structure, Yhether there is going te be buyting power to toke

care of 1t Y dom't know,

Q « Do you think it is prectiecal for tlis country te fix prices
on & large scale during & long major war « including weges?

# « 1 should think it might work temporarily, bul not over s
long war. Perhaps three nonths « reybe longer « but 7 doubt i it would
lsst & yoar,

3 = I understand there is no tax on capital prin igsucs in ‘reet
Britain. On what politiesl philesophy wes it neeessary to put that in
our "overnment®

i = I don' knowy the feet is that such & tax is not assessed
anyihere else in the worlds I telked & while sgo with en In, lish banker
wio sald "Ve could not have survived the depression if any such tax had
‘een levied here", They have tand incomes far down the scilegy ' think
they go as low as inocomes of 400 pounds (that is about "BUUUs) They have
taxed income for all it would stand and have coneserved the cepitel of the
people of the countryj they reamlise that capital is somethin; thet makes
noneys We hnvo taxed income and oapitels 1 heve no quarrel with inherie
tance taxes if the Coverrment thinks &kmy it should teke them bui the
Government is not using that for capttal reductions of its own - it is
going down the sewer of deily expense. I could not do thet myself, If I
épent roney et & rate which would leave no capital with whiek to work

the time would come whem I would be broke., /8 & prectice of econcmics it
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would certainly seem that if the Covernment is ;o n; to tex capital

it should use that money to retire its owmm debt. Thet is as clear es
orystal. Suppose & men has ammssed s hundred million dellsre end the
Cover-ment takes the wfjor portion of itj that 1s produeciive copital] -

it sives employment eand oreatcs industry, It is ‘ust like en sere of
ground in which you sow orops in rotation = it produces something. If you
spend it for daily expenses there will be & time whem the incorme is

coing to be taxed more and iﬁ cots to & place whepre the people w 1l n~t
stend it eny longer. T believe the rich should be soaked Lut it is the
basie theory of ordinary sbhoolboy economies that if you continue spending
the time will come when you &re broke.

Q = Vhat effect has o r changing from & debtor country to a
ereditor company had on the viewpoint of the average business men, FHes
he changed to the seme extent? !'as he changed his ideas of where he
could plece his business or where he should plece the goods he wents ‘o
sell?

A « Our people are national minded but if we make it impossible
for other mations to ship poods to us we ecan't expeel to send ours over
there; our export end impcrt fipures show thet elearly, Our great cuerrel
on the .dobt payment is due to the faet that if those nations pay they would
heve to pay in goods, Our people think thet as soon &s tho - nations
chip geods here it will meke our unemployment worse, e have got to cut
dom these trade barriers of high teriffs thet ctstbeen sct up, The doller
has got to get to & lece where & business man wi'l lknow what he ls poling
to get for what he ships. Is the deller going to stay &t its wvalue today



or is the busines man goin; to be paid in 50 cent dollers, That is the
fear and fear ceuses hesitation and hesitetion stops & man from going
shead with his plans, If we could stabilize our currency relationship
with other nmations it would be & tremendous help to the whole business
structure.

There is ome thing I think you should consider when youlook
forward to the possib'lity of war., I sm told that a very grest diffioulty
is to TMind skilled men and for this reason: & man in a certain line of
bosiness reaches the pesk of his effielency et 37or 38, The erash hit us
in 1928, The skilled men then are now seven years olderjy they are on
the downgrade, During this depression period there has been no business
and no now men have come in to learn the business, There is therefore a
searcity of young men &nd & loss in efficiency., I think you should remember
that because in an emergemcy if you can't get skilled labor to put to
work you will be in bad shape.

Colonel Merarlend: !ir, Cey, The .ssistant Seereteary & Tar
asked me to express his regret that he was uneble to be here this mrnin@;.
There 1s & new war going on in Vashingtony I have heard it referred to as
the Hagood rebellion, end the Congressionsl lesders ere havin; a skirmish:
this morming. It was necessary for !re Yoodring to be on the lel: of
battley he has becn injected into it without eny effort on his pert.

Your cddress hes been most instruotive and most interestény, end

thoroughly enjoyed your keen scnse of humor.
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