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FINANCIIIG WARS

In addressing a sophisticatled group such as this, I
realize that mueh of vhat I say will apoear elemenbtarys. But
the subgect upon which I have been asked to speak 1s a broad
one and in developing my theme I will be obliged to cover
considerable ground with which you are already thoroughly
familiare ar 1s not only an enterprise that involves men
and guns, 1t also involves moneys 1'ar produces debt and debt
necessitates the exchanging of the surplus savings and the
credit of the people for evidences of debte Var alse destroys
wealth and thus, temporarily, at least, gives great emphasis
Yo industrye. The inflationary effect of war on a nation's
gconomy 1s, of course, well known.

What I ay speak of as the financial industry,
including banking and the distribubion of securities, provides
the facilities for the raising of Funds required to conduct
ware While banks, for a limited time, may conrribute directly
to the financang of war programs, in the end the huge sums
required by modern warfare must be realized through the sale
and re=sale of long-term debt to the people.

hS

And since investors preferentially lodge Their funds
in those evidentes of debt for which markets exist, 1t 1s
obvious why stock exchanges grow as national debts expand
and as enterprises are created and enlarged, It is through
these exchanges thst initial and succeeding distribution of
securities 1s accomplished, furthermore, these exchanges
sup' ly investors inth the facilities through which they may
licuidate their holdings quickly, which 1s a paramount
consideration vhen they buy securities,.

" e know that the birth certificates of most of our
mode n securities marlets date back to the creation, or to
the time of the oraiginal funding, of the debts of the nations
which they serve. I draw your atiention to the fact that the
original brokers?! assoclation, which was the forerunner of
the present New York Stock Exchange, was formed in 1792, soon
after constitutional government bscame a reality in the
United States and direckly after Alexander Hamilton first
funded the young nation's debts Also the Stoesk kxchange of
London dates 1ts barth back to the time when the nabronal
debt; created by the wars of the Sevenbteenth Century, first
was fundeds and in France, the dett created by Louis LIV mainlv
was responsible for the founding of the Peris Bourse.
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When 1ars are terminated, and the time finally comes
to refund or to counvert the war loans into longer term
securities or into securities irith lower coupon rates, again
the financial cenbers provide the facilities by which new
bonds are eschanged for old bonds and by maintaining free
and open marl.ets, thus generating confidencee

()

e can call upon tngland's history for a typical
exAmple of early and modern vartime governmental financial
onerations, 'e know that during the reign of Villiam III,
which began in 1689, there was the first account of
regular i1nvestment and speculation in securities i1n Englands
And at that time Parliament created the Braitish National :
Debt, which then amounted to 664 thousand pounds, William IIT,
you will remember, was placed on the throne by the Revolution,
which also gave Parliament control of the Nation's finances,
Previously, so=called governmental borrowings had ‘taken the
form of Crown loans, which were secured by pledges of the
Crown jewels or particular revenues; and because those loans
frequently had been defaulted, they bore high and, at times,
usurious interest rates,

The surplus savings of the British people, finally
found profitable means of lodgment, during the last quarter
of the Seventeenth Contury, first in industrial securities
and latlerly in evidences of govermmentsl debt, TFor then 1t
was that many public or joint stock corpanies came into
existence, with the Dast India Company as their nucleuss
and with "11liam III on the throne, proper assurances were
given and arrangements made, to pay interest regularly on,
and to repay, the newly founded National Debt, Previously,
investment 1n governmental bonds was insscure and often
had been anforced by the ruling monarch,

¢

51de by side with these important early financial
develomments 1re read of brokerage, and cof brokers who are -
krovn to heve conducted bysiness under an Act of Parliament
dated ns early as 1376, But 1t was nol until the end of the
fBeventeenth Century that traffiec in securities, somewhat +
resembling our present day business, begans

The brokers of the Fourteenth, Fifteenth and Sizteenth
Centuries were, in fact, merchants who, when opportunity
offered, also dealt in securities, and stock brokers, as
such, appeared latere Dut when, in 183, the first Bratish
Government Loan was made available for public participation,
stoek broxers then stood ready to buy and sell, and to distrie
bute 1t 1n response to the wishes of ths peopla.
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Since the time of the Revolution, when British
gove -nmental i1ndebftedness was funded into a national debt of
664 thousand pounds, the debt rese, 1n successively higher
waves, to the enormous total of 7,481 million pounds by the
end of the late World Vlar, A review of the course of the
British debt, during the 230 intervening years, discloses
that, wnithout exception, the amount of the debt rose during
war periods and fell vhile the country was at peaca.

For examole, Britain's eight years of war with the
American Colonies, from 1775 to 1783, increased her national
debt 121 million vounds, and thereafter, her debt was
decreased about 6 million pounas during the subsequent 10
years of veaces The succeeding 23 years, terminating in
1816, during vhich the Napoleonic vars were fought, witnessed
the additlion of about 641 million pounds to the British
National Debty and thereafter, during the following 38 years
of peace, the debt diminished by 82 million poundss

The Boer War added 163 million pounds to the debt
during i1ts four years, and throughout the succeeding 11
years of peace, the debt's total was reduced by 92 million
poundse The Bratish National Debt rose from 708 million
to 7,481 million pounds, an increase of 6,775 million sterling,
during the four years of the World War,

Of the total gross increase in England's National
Debt, occasioned by the World Viar, about 18% or 1,280 million
pounds represented horrowings abroad, and the remaining 82%,
or 5,928 million pounds, were ralsed internally, The longe
term debt, floated in Great Britain, ‘took the form of five
bond 1ssues i1n the aggregate sum of 2,882 million pounds, and
three additional issues, including Var Saving Certificates,
in The total sum of 2,069 million pounds.

The loans Just mentioned were issued at interest
rates ranging, at the beginning of the War, from ?%% %o 5%
at 1ts end, By December 31lst, 1919, more than 17 million
Britich investors had subscribed %o the national war loan
progrem, w~hich, at that particular time, had climbed to 1ts
peak amount of 8,078 million pounds, or roughly 40 billion
dollars,

While Great Britain's credit fully justified the low
rates of interest on the gigantic debt then being created, still,
1% was necessary to generate and maintain public confidence
in 1t, to distribubte 1%t broadly to the people, and to maintain
1ts liquadity in the markets
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As we know, war-time financial operations are
accomplished under most trying circumstancess. For exampls,
as always 1s the case at the beginning of wars, money firms
up and the praices of stock market securities declines, dJust
so 1t was near the end of July, 1914, after Austria-Hungary
had declared war on Serbia, Then the primary security
markebts of the world, excepting New York and London, were
closed, and the latter markets were flooded with offers to
sell internalional securities to satisfy the enormous demand
for funds which then exisbeds TFinally, The London Stock
Exchange closed July 31, 1934, and was re-opened, as a
"cash" market only, early in January, 1915,

Despite the intermittent reverses suffered by
Great Britain during the "orld 'ar, its people, the subscribers
to and holders of 1ts vast war debt, through the market
provided by The Stock Exchange of Lond~ng were able always to
know ithe value of the securities they held, and to realaze
funds by liquidating their holdings, as they wished, Without
the existence of these facilities, 11 1s possible that ths
British Government could not have borrowed on such advantageous
terms, and so freely, and that abiding confidence could not
have been nreserved in the integrity of the Government's cradite

Prior to, and during our Revolubionary far, no security
mirket existed on this side of the Atlantics Then, there were
practically no securities in the Coloniess And history
reveals the desperabte financial plight of the newly and war-
born American Govcruments Previously, the financial facilities
of Imperial London irere used by the few in the Colonies who
had the patience to transaet business in a stoek markedts

Until American independence was won, such capital
as then existed mainly was invested in land or goods, for
only occasionally in those early days had American cities
1ssued bondssy and company shares were even more exceptional
since most business was conducted either by indiriduals or
vartnerships,

But those eonditions changed with the termination
of British sovereigntye The American Revolution haed laid
a heavy burden of debt on the several States, and this de®t
was funded by the financial wizardry of Hamilton into en 80
million dollar bond issue, then called "stocks," Thus in
1790, there came into existence a new form of property,
and 1n an enormous amount for those days, for which no
reguler rarl et existed,
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Meanwhile, the necessities of the recently born
republic led to the creation of mew financial machinery.
In 1781 the Bank of North America was incorporated in
Philadelphia, in 1784 the merchants of Manhat*an organized
the Bcnk of New York, and in 1791 Hamilton prsvailed upon
Congress to establish the first United Statcs Banke The
scerip of that bank, when offered to the public, was the
basis for our first rave of spsculation i1n securities, and
the shares of other banks, as well as the recently issued
6% United States Government stock, also becamo speculative
favorites,

The frequent purchases and sales of those sarly
American securities pointed out the need of a regular
securxty market in which investors, who were averss to
exchanging their savings for securities which could not be
sold readily, could be accomnodatad.

As was the cass in England, securities in New York
first sold in the ordinary merchandise markets at the foot
of Wlall Strcets Bubt as the auctions conducted there were
one-sided markets, with competition betbtween buyers but not
between sellers, the earliest New York stock brokers, so
the legend goes, soon adopted the habit of meeting under
an old Buttonwood tree, which thrived in Wall Street, to
transact their business with each other in a separate twos
way marketes And in 1792, twanty-four of those brokers
signed the original business agreement which formally
initiated New York's first crganized security markete

Because of lack of time, T may neither dwell on the
remar-able growth of our commercial enterprise, which
required nev capilal and tools %o develnp our national
wealth, nor on the successful efforts of our scirentists, who
rushed to the aid of humanity wath their wonderful inventions,
which revolutionized the standards of human existence and
conducts

So, in reburning to my subject, we shall consider the
next war in which the American Government was engaged, that
of 1812, dJust prior to that war, the debt of the United
States had been reduced to about 45 million deollars, but by
1ts end, in 1817, our gross debt exceeded 123 million dollars,

With the beginning of the Vilar of 1812 came the first
great inerease in the American stock brokerage businesse. Again
1t 15 well to consider that both government and industry had
to be supplied with new funds to carry on the war programs
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And the elfect of those financial engagements quickly made
1tself apparent in the accelerated pace of stoek market
op rationsas

A
-w

The aftearmath »f the War of 1812 hrought an i1mpaired
national currency, resulting from the issuance cf worthless and
depreciated paper, and mony bank failures which ruined sharsge
holders and depositors alike,

During the var, the infant New York stock market was
called upon to facilibate the purchase and sale of many new
securities, such as New York City and New York State bonds,
in addition to the war loanss 'md by 1817, the volume »f
stock trading had grown to such proportions that formal
organization of the market into an exchange became necessarys

During the succeeding era of pease, which lasted 31
years, our national debt fell 1o insignificant amountse In
1635, 1t was placed at but 34 thousand dsllars, when the
Presidens of the United States, in his annuval message snneunceds:
"all the remins of the public debt have been redeemed or
deposited for this purpose," The debt rese to abeut 60 milliom
dollars shortly after the termination, 1848, of the War with
Vexiene

The 111 effects of the Panic of 1847 had bsan overcome
by the spring of 1858, and from then on, up to the outbreak of
the Civil 'far, the remarkabls vigor of the young Republie was
displayed in the progressively satisfactory eondition of 1ts
business,

Prior to the Civil Var, canals and railroads first were
tuilts. In 1829 the first train was hauled i1n this country by
an American steam locemotive, The securities of those budding
American enterprises were listed on the New York Stock Exchange,
and almo<t simultaneously on the Stock Exchhnge sn London, *
During the early 1850's, the Penmsylvanian petroleum fields
were drilled, and the accompenying discovery of deposits of
precious melals in the West, resulted in the addition of many
ner industrial securitics to the List of the Exchange.

The Union entered the Civil War, a war of uynknown cost
and duration, rith an empty Treasury, banks wrostrated,
specie payments suspended, and with i1ts credit so impaired
thal 1ts gilt-edge 6's vere selling as low as 15% discounte

"1th the outbreak of the Civil War, the New York

Stock Exrhange pledged 1ts fidelity to the Union in a
resolute determination te stand by the Govermment under all
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circumstances, And the Exchange then adopted this regolution-
"that in the present condition of the Country, the Board will
devete all the money in the treasury to sustain the Gevernment,"
On May 11th, 1861, members nf the Exchange formally bound
themselves not to deal in any bonds, stnck, or other securities
1ssued by the Seceding States subsequent to the declaration or
act of secession, and the penalty of expulsion was imposed for
violation of the rulse,

At the begimning of the Civil Var, in 1861, the national
debt amounted *o about 90 million dollais, and 1l rose rapidly
to 2,773 million dollars by the middle of 1863.

After the accession of Abraham Lincoln to the Presideney,
1t became difficult to sell govermment securities, and their
prices declined to such an extent that toward the end of Junse,
1861, the 6% United States Bonds wrere quoted at 83%, and the
12% Treasury Notes at about 1024

Tlth the declaration of war, the usual slump occurred
in the prices of securitiesy but after the effect of the
erisis was dulied, a revival in prices set in, which was
quickenad by the subsequent issuance of guantities of
irredeemable paper moneys

To rard the end of 1861, New York banks suspendsd
specie payments and for two weeks thereafter no regular gold
market was conducteds The Stock Fxchange's gold quotations
of the tims shown that ne material advance occurred, in the
paper quotations for gold, for more than a years

And the financial records of the day reveal that the
members cf the Exchange checked the rise in the praice of gold
as much as vas hurmanly possible, for then 1t was crnsidered
unpatriotic to purchase geld except for necessary business
purposes. When the members of the Exchange no longer could
mevent rubstantial advances in the specie guotations for geld,
a re.olu*tion iras passed by the Dxchange which terminated dsalings
in gold, and trat resolubion 1as continued in effect until the
tire of the closing of tha Gold Room in the 1889 Black Fraiday
Cr1S8iSe

Despite the arftificiral restrictions which were i1mposed
on the onen gold market, the price of gold rose to 285% of par
on July 1lth, 1864; but thereafter the price of gold slid down,
with Sherman's March te the Sea, and fell to the level of 125
during March 1866,
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The wild flucluations in values, indicated by my
previous remarks on the price of gold and oecasioned by the
1ssuance of irredeemable paper money, made the conduct of
an orderly market for securities a diffiecult matter., With
1t all, vast sums of money, greater than the war loans which
had been negotiated previously in Europe, had o he raised
to support the Union's war program through the distribution,
and re~distribution of government securities, And in those
distributive processes the Stock Exchange played an important
parte.

The flood of government obligations, which was being
poured upon the market, vied with railroad securities for the
spotlights. All through the war, and during the subsequent
period of reconsbtruction, the new and undigested railroad stocks
were the target of mctive specularive forces, which were
stimulated by the prevailing fluctuations in the public eredit,
and by the people’= consequent concept of values,

Thus, 1t 1s with no small sense of pride that I point
to the aligmment of the members of the Exchange with the
peonle, as they cheerfully and promptly respondsd to every
successive appeal of the Treasury for taxes and loans, during
the Civil "ar, and as agriculture, manufacturing, and commerce
vrer ¢ developed to a marvelous degree.

The pout~war or reeonstruction period was an
unnleasant one, as ve all knows. The economic aspect of 1ts
evils, in large part, had been dissipated by the time specis
payments 1ere resumed in Januvary, 1879, but in the interim,
the nverstrained condition of the public er~d 1 nrecipitated
the Panic of 1873, which proved so severe that, for ten days,
the Stock Exchange was compelled to close 1ts doors, for the
first time i1n 1ts history,

From 1865 to 1898 the Country was at peaces, During
that time the National Debt fell to slightly less than a
bi1llion dollars but thercafter rose to 1,200 million dollars
at the time war was declared with Spaine The Spanish
Amcrican Yer, "a little war," succceded in raising the
National Debt only about 200 mllion dollars,

At the outbreak of the Vorld Var in 1914, our total
gross debt amounted to about 1,200 million dollars, but in the
year 1919, 1t had risen to 25,482 million dollars, an increase
of 24%~b11110n dollars,

The events followang the opening of hostilities in
Furopc, and subscquently resulting from our participation in
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the World ‘ar, I believe, still are prctured in the minds of
many of yous

The tremendous vave of liquidation of their American
securities by Europeans, in our markct, compelled the New
York Stock Exchange to close 1ts doors for the second time
in 1ts history, on July 31, 19143 but this step was taken
only after all thc other great world stock exchanges had closed.
Then we vrere in debt to Europe, and European demand for
1m ediate liquidation of that debt resulted in the security
liquidation to vhich I Just referred,

Late in the Autumn of 1914, trading vas resumed on
the Stock Exchange in a restricted list of securities; and
gradually thereafbter, as rcstrictions were removed, the
marl et was thrown open step by step, until on December 15th,
1914, normal market operations were in force,

In 1917 the first of the serics of gigantic United
States War Loans vas floateds These loans, you may remember,
mere offered d.rectly to the public throughout the Nation,
The high-taler mark of public holding of the Liberty end other
loans s reached in the case of the Four Liberties, for v hich
there vere 22,800,000 subscribers,

All %told, the public subscribed 24,072 million dollers
to our 5 war leansy and the Treasury accepted all but 1,844
millions of 1t, or a net of 22,228 million dollars,

The participation of the Stock Exchange in the endeavors
which were made +to raise these new and vast sums of money
was outlined by Governor Benjamine Strong, of the Federal
Reserve Bank of New York, in his testimony at the Hearing
before the Joint Commission of Agricultural Inquiry, of the
67th Congress, during August, 1921, In response to the questions
of Representative Sumners, Governor Strong stated, "The Stock
¢;change as a body was organized to sell the (Liberty) bonds
both to their custome¢rs and to the publie generally. The
entire Exchange 'ras organized to do thats It was a part of the
Liberty Loan machinery,"

And again, in response to Represenftative Sumners? direct
question, "Those sales were not on the Flnor?", Governor Streng
testifried: "Yes, they had sales right on the Floor. They
had very big sales and sold many millions of dollars of bonds
right on the Fleor, Of course, those were the original
sales of the bonds at par, And vhen vre 1ere given word
from the United Slates Govermment, at the direction of the
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Treasury, that trading in the bonds vwas permitted on the
Exchange = whenever the arrangement was made that 1t whould
be permitted = trading was done in those bondss That, after
each loan, vas arranged after conference with the Secretary
of the Treasury,"

In my opening recmarks I reminded you that war periods
are abnormal, In %the wake of war, inflation and .peculation
alvays are found, and during the course of the World War some
complained, as ome aliays do, of fluctuations in values, But
1t 1s plcasant ito realize that "i2ll Strect,” the common
phrasc for 1ts bankers and brokers, had i1ts supporters then,
exemplified by ex-President Taft, who, in Cctober, 1917, paid
a ftribute Lo the patrotism of " all Street" in the address he
mode on *he Floor of the Stock Exchrnge, during the course ef
a Liberty Loan rallyes

Mr. Taft then reminded the bankers and brokers of New
York, "who have been much abused, but whose patriotism was
unequalled anywhere in the Country," that the ultimate responsi-
bility For the success of the loan rested with thems

I wish to quote him again on the topic of patrotism as
follevss "It 1s a lit+tle bat like the old Puritan doctrine in
reference to salvationes You have got to be damned before you
are saved, and you gentlemen in Viall Street, whether you are
willing or not, have been through that test,"

Concequently, we members of the Exchange, who lived and
worked through those trying days, loock back with pardonable
pride on the results of our handiwork, More than 22 billien
dollars in var loans were floated at unusuvally low cost to the
Government, The public eredit, in vhich confidence never was
shaken, 1as meintained sufficiently strong to enable the _
Treasury to offer the bonds at coupon rates of Sﬁ% to  45%
and reanly at 4%. The separate 1ssues were distributed among
from 4 wmil.zon to 23 million subscribers,

Orderly markets verc made available to the public, not
only as a means of liguidating the bonds at will, and at fair
nrices, but also to i1nspire day-to~day confidence in them, through
nublieizing their quoted market pricess Redistribation of the
bonds, hen 1t became necessary, 1as effected smoothly and
without cost 1o the Government, 7Wor industries were supplied
rith vitally necessary capital, vhich also was rendered mobile
and liquid, through the steck markets And when the time
approached teo refund the war loans, to the advantage of the
Government, the Stnck Exchange as a part of the Country!s financial
machinery, facilitated those operations as only a free and open,
primery world market cen.
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623 The Stock I'xchange is prepared today, as before, te

provide the facilities that may be required i1n an emergency
but, gentlemen, I fear I have spoken too much of the
functions of stock exchanges in war-time. Ve would much
prefer that their essential service be confined to peace~
time activitye As a man ef peace, I would like te express
the fervent hope that the last word has been wratten te
that chapter of stnck exchange relationships to which I
have been alluding, as I hope that the last American war
has bean foughts
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