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I t is a distinct pleasure for m e once more 
to visit w i t h you about a subject upon wh ich 
I have very f ixed ideas. Those f ixed ideas 
did not come as a result of something I read 
in the textbooks, b u t they came f rom m y 
experience in government, and m y experi-
ence in business in a small t o w n in Amer ica . 

So, in What I have to say to you here today, 
I w a n t to say it , and relate i t to capitalism 
and the capitalistic system. 

I th ink, if you w i l l look around the w o r l d 
today in a dispassionate sort of way , you are 
bound to come to the inevi table conclusion 
that throughout the w o r l d there is a ten-
dency toward some k i n d of socialistic gov-
ernment . 

Probably the most effective defense against 
that type of organization are organizations 
such as your o w n that foster the small, inde-
pendent business enterprises of this country. 

I do not w a n t to undertake to define cap-
ital ism part icular ly in a hard and fast w a y , 
but I th ink i t is correct to say that a capital-
istic system is one that relies upon free, com-
petit ive, pr ivate enterprise. Of course, there 
is no such thing as absolute freedom, for w e 
must have a reasonable amount of public 
regulation in the public interest. The Encyc-
lopedia Br i tannica lists three cr i ter ia b y 
which capital ism m a y be characterized. One 
relates to pr ivate ownership of land, mines, 
industry, etc., and the second relates to "pro-
duction b y pr ivate in i t iat ive for pr ivate pro-
f i t ." 

But , third, i t adds, and I th ink this is v e r y 
interesting, "The insti tut ion of bank credit 
is so essential to the functioning of the cap-
italistic system that, though not str ict ly im-
pl ied in the definit ion, it should be added to 
the other two criteria." 

W h i l e neither capital ism nor any other 
economic order is in itself mora l or immora l , 
I deeply believe that those who l ive under 
and prof i t by the capitalistic system must be 
vigi lant to see that it operates under and ad-
heres to those high mora l standards w h i c h 
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f o r m the cornerstone of public fa i th and con-
fidence. 

No people in the w o r l d have progressed so 
rapid ly and so far as those of us who have 
been pr iv i leged to l ive under the Amer ican 
capitalistic system. I do not bel ieve that w e 
could have achieved this unr iva led standard 
of l iv ing had w e fol lowed a dog-eat-dog phil-
osophy. or one of sheer greed and mater ial -
ism. A n d I l ike to believe, and I do believe, 
that I have seen in m y l i fe t ime a steadily 
broadening sense of mora l responsibility on 
the part of the thoughtful leaders in business, 
industry, agr iculture and labor. I t is incon-
ceivable to me that any other " ism" could 
take deep root in this country at the present 
t ime. 

I t is interesting to recall that the V i rg in ia 
and P l y m o u t h colonies lacked capital, art i -
sans, and the prof i t motive. The Dict ionary 
of Amer ican History recounts that "The Pi l -
gr ims did not br ing a horse, cow or plow, . . . 
W h e n tiĥ e meager supplies soon gave out, 
there was a period of 'starving' because there 
was l i t t le incentive in either colony for the 
indiv idual to w o r k hard to bu i ld up a sur-
plus, since the settlers were expected to put 
a l l their produce into a common fund f rom 
w h i c h a l l wou ld be supported and out of 
w h i c h the companies f inancing the expedi-
tions wou ld receive repayment and profi t , a 
system bordering on communism so far as 
the settlers were concerned. John S m i t h re-
marked, ' W h e n our people were fed out of 
the common store and laboured jo int ly to-
gether . . . the most honest among them 
wou ld hard ly take so much true paines in a 
week, as now for themselves they w i l l do in 
a day . . . ' " I t was only w h e n the settlers 
gained greater freedom of enterprise, and 
w e r e permi t ted to accumulate pr ivate prop-
er ty , that the colonies grew and prospered. 

I t has long been m y conviction that cap-
i ta l ism w i l l best be safeguarded b y the de-
gree to w h c h a l l who l ive under i t share in 
its benefits and feel ident i f ied direct ly w i t h 
i t . For that reason I have a lways advocated 
measures that w o u l d encourage and preserve 
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th,e independent fa rmer as w e l l as the inde-
pendent bank. I n a land w h e r e the indiv idual 
has an opportunity, if he so desires, to go 
into business for himself or to share i n the 
ownership of an enterprise, there m a y be 
some w h o are simple or deluded enough to 
espouse communist doctrine, b u t they w i l l 
surely be the rare exceptions. 

A s I see it, capital ism is a dynamic progres-
sive process; i t is not a static economic order. 
I t is not something w e can take for granted. 
Essential safeguards i n the publ ic interest, 
the preservation of competit ion, the avoid-
ance of monpolies, for example, depend upon 
wisely conceived and m a n administered laws. 
I deplore the comment w h i c h I have so of ten 
heard that politics is a sort of game of a low 
order in w h i c h no holds are bar red and no 
rules of decency apply. 

I n a country where government rests upon 
the consent of the governed, if politics be-
comes corrupt the faul t lies w i t h decent citi-
zens w h o have fai led to l ive up to their re-
sponsibilities of good citizenship. Good citi-
zens must take an active and intel l igent in-
terest in polit ical processes—I a m not ta lk ing 
about part isanship—if our institutions are to 
be preserved and constantly improved. Re-
member that laws and regulations are ham-
mered out on the anv i l of Pract ical Polit ics 
in a Democracy. Heaven forbid that i t should 
ever be otherwise. 

I have said to the Independent Bankers 
before, as most of you know, and I re i terate 
i t now, you w i l l preserve your independence 
only if you carry your case to the people. 
Y o u w i l l lose if you deserve to lose, but I 
profoundly believe you w i l l w i n if you de-
serve to w in . A n d I do not have to te l l you 
again that I th ink you deserve to w in . 

I t was w i t h the basic thought of t ry ing to 
protect independent bank ing that the Fed-
era l Reserve Board of Governors embarked 
on its long, tedious, and expensive case 
against Transamerica. The theory of the 
Board's case was qui te simple. Over a per iod 
of forty-four years the Transamerica group 
had expanded f rom a single bank ing office 
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in San Francisco to a total of 642 banking 
offices in the f ive-State area of Cal i fornia, 
Oregon, Washington, Nevada, and Arizona. 
These 642 banking offices comprised more 
than for ty per cent of a l l of the banking of-
fices in this f ive-State area. The Board 
thought that this was "tending" towards 
monopoly. I n fact, they thought that if this 
case did not come under the Clayton Act, i t 
wou ld be diff icult to imagine one that would. 

A f t e r a hearing, wh ich lasted about three 
years, the Board issued an order requir ing 
Transamerica to divest itself of the stock of 
forty-seven banks wh ich it owned. Trans-
america took the case to court. W h e n the pro-
ceedings were or iginal ly inst i tuted b y the 
Board of Governors, Transamerica owned a 
l i t t le more than twenty - two per cent of the 
stock of the Bank of Amer ica . However , b y 
the t ime the case was argued in court, the 
two Gianninis, father and son, had died, and 
Transamerica had $old a l l of its stock interest 
in the Bank of Amer ica and contended that 
there was no longer any connection between 
the t w o institutions?—a v iew that I did not 
share. The court agreed w i t h the Board that 
the purpose of the Clayton Act was to "nip 
monoply in the bud." The court also agreed 
that the Board had proved that the Trans-
america banking group had grown enormous-
ly both in absolute size and in percentage of 
the total of commercial banking in the area. 

I w a n t to read to you a paragraph f rom the 
court's decision. The court said: 

". . . W e agree that this quant i tat ive 
analysis discloses a tremendous con-
centrat ion of banking capital, and 
thereby of economic power, in the 
hands of the Transamerica group 
wh ich m a y be unwise and against 
sound public policy. I t m a y be in the 
public interest to curb the growth 
of this banking colossus b y appro-
pr iate legislative or administrat ive 
action. This, however, is not for us to 
decide. Our only question is whether 
the theory upon which the Board 
based its decision meets the legal 
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tests w h i c h are required under Sec-
tion 7 of the Clayton A c t to deter-
mine whether Transamerica's bank 
stock acquisitions tend to create a 
monopoly of commercial banking. 
W e are compelled to agree w i t h 
Transamerica that i t does not do so." 

I n essence, the opinion of the court meant 
that under this part icular Ac t there was 
nothing fur ther that w e could do. Under the 
opinion of the Court of Appeals, the Board, 
in order to prove a case, wou ld have to show 
that th^e t ime Transamerica acquired a bank, 
that bank was in competit ion w i t h a bank 
already owned b y Transamerica, and that 
the competit ion between the t w o was les-
sened as a result of the acquisition. W h i l e i t 
might seem obvious that there wou ld be a 
lessening of competit ion in such a case, the 
court said that there must be tangible proof. 

This might involve going back ten, f i f teen 
or t w e n t y years, to the date of acquisition of 
m a n y of these banks, and gett ing the opin-
ions of local businessmen and bankers. As a 
practical matter , such a proceedings w o u l d 
be v i r tua l ly endless as w e l l as fruitless. The 
Transamerica case was the first effort to in-
voke the Clayton Act , and i t is fair to say, 
I th ink, that the Board felt i t wou ld be remiss 
if it fai led to test this legislation. T h e result 
has proved that the Clayton A c t does not 
provide a means for checking the g r o w t h of 
a "banking colossus" (to use the court's 
words), or of prevent ing "a tremendous con-
concentration of banking capital" (again us-
ing the court's words). 

Y o u w i l l have to look elsewhere and seek 
other legislation to safeguard your interests 
—and your independence. 

I a m quite fami l iar , as I k n o w you are, 
w i t h the arguments for branch and chain 
banking. I th ink the most ardent advocates 
of branch banking w i l l agree that the hold-
ing company device is an ingenious w a y of 
c ircumvent ing branch banking laws. Be that 
as it may, I know at least that some of m y 
good friends who believe strongly i n branch 
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banking wou ld admit that there probably 
wou ld h^ave been no resort to the holding 
company device but for the loopholes i n 
branch banking legislation. I a m not under-
tak ing to say that a l l branch banking or a l l 
holding company banking should be done 
a w a y w i th , but I do w a n t to put in m y plea 
once more for the preservation of the inde-
pendent uni t bank and banker. 

Local banks are an excellent example of 
capitalism, as I define it, because here you 
have a group of local people who associate 
their talents and their money in order to 
provide m a n y kinds of service, w i thout wh ich 
no communi ty can real ly develop. They are 
the merchants of credit. Because of their ac-
curate knowledge of local conditions and 
their intense interest in their community , 
throughout the l i fe of this country they have 
made i t possible for young people reaching 
m a t u r i t y to get credit and develop businesses 
that w i l l in later yetirs make them important 
leaders in the community , providing, of 
course, they have operated their businesses 
eff iciently. I n this wtty new leaders are de-
veloped, and in due course of t ime the old 
people pass cn and the younger ones take 
over the administrat ion of the business af-
fairs of the communi ty in wh ich they live. 

The business affairs of any communi ty 
f low through the doors of its banks. I t is v e r y 
important to have managers whose roots are 
deep in the soil of the terr i tory they serve. 
Transient managers, who come and go, do 
not have the same feeling for a communi ty 
as does a person w h o was born and bred 
there, whose resources have been invested in 
the enterprises of that community . 

I n former years I spent quite a lot of t ime 
in Canada. Businessmen there, especially the 
smal l ones who did not have access to the 
large capital markets, universal ly told m e 
that bur system was better for them. I feel 
certain this is t rue because I have observed 
both kinds f rom the inside. A fa rmer m a y be 
a good risk or a poor one, depending upon his 
knowledge of his business, his health, his 
equipment, his soil. Local people k n o w the 
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answers to such questions. The same in t imate 
knowledge of local conditions applies to 
every other l ine of busiiiess in the comrnun-
ity. 

Here in Detro i t you manufacture some 
very important products wh ich are sold a l l 
over the wor ld. Y e t I venture to say these 
products are sold almost ent i re ly b y local 
companies or individuals. A t least, when-
ever I have engaged in a debate for the pro-
per trade- in al lowance on m y old car, i t has 
been with, local people. They k n o w just how 
good m y old car is, and unfor tunate ly w h a t 
local people w i l l pay for i t . 

I believe m y needs for credit should be 
passed on b y local people. T h e f ramers of the 
Federal Reserve felt the same way . W h e n 
the Federal Reserve System was established. 
Congress was v e r y conscious of the size of 
the country and the great diversi ty of its 
business interests. These interests are affect-
ed b y cl imate—cotton and f ru i t growing in 
the South, corn growing in the Midd le West, 
etc. They are affected by the location of r a w 
materials and manufactur ing facilities. Con-
gress very wisely decided to decentralize the 
System b y establishing twe lve regional Fed-
eral Reserve Banks. Later on, twenty - four 
branches were added mak ing a total of th i r t y 
offices in the XL S. 

W h y was this done? S imply because Con-
gress wanted to make certain that w h e n a 
bank needed to rediscount its paper, people 
fami l iar w i t h local conditions w o u l d decide 
whether or not the rediscount should be 
granted. 

A regional Federal Reserve Bank or branch 
can provide money to local banks b y redis-
counting their paper whenever this wou ld be 
in the public interest. I ment ion this because 
I w a n t to emphasize the fact that Congress 
was careful to set up rules and regulations 
that would take local conditions into account 
in the grant ing of credit. I n other words, as I 
interpret a l l their actions, Congress wanted 
to keep the grant ing of credit as close as pos-
sible to the people. This in itself is an en-
dorsement of the principle of the uni t bank-
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ing w e enjoy in this country. A large branch 
bank ing system, whether of the straight 
branch type or the holding company type,— 
they both serve exact ly the same purpose 
and must be considered the same k i n d of 
inst i tut ion—cannot have the intense loyal ty 
and interest in a local communi ty that you 
w i l l f ind in the local banks, where b y the 
v e r y nature of things the managers and di-
rectors are par t of the economic l i fe of the 
communi ty . 

I w a n t to say just a w o r d here, if I may , 
about monetary policy as fol lowed b y the 
Board at this part icular t ime. Ever since 
business started to slide off, and a l i t t le be-
fore i t actual ly became visible on the horizon, 
the Board started to pursue w h a t is k n o w n 
as an easy money policy. The Board of Gov-
ernors of the Federal Reserve Banks, form-
ing the Federal Reserve System, have the 
power to create mpney. I t is impossible to 
have a run on a Federal Reserve Bank. I t is 
their responsibil ity to see that there is suf-
f icient money avai lable at a l l t imes for the 
legi t imate needs of agriculture, industry and 
commerce, to prevent undue expansion of 
credit in a period that might lead to inf lat ion, 
and to be par t icu lar ly certain to see that 
money is not so t ight that i t wou ld deter in-
vestment in a period of readjustment such 
as w e are going through at the present t ime. 

Our policy has been described as a policy 
of active gains. Tha t is not a precise defin-
it ion, and it could not be. I t m a y change nex t 
spring or some other t ime. But for the fore-
seeable future, the Federal Reserve System 
w i l l see to i t that there is sufficient money 
avai lable for those who have legit imate needs 
for credit. 

There are several ways in w h i c h the Fed-
era l Reserve System can increase or decrease 
the volume of money. The local banks, the 
Federa l Reserve Banks, can rediscount bank-
ers' paper. Under special conditions, w a r or 
something l ike that, th,ey can do i t fur ther , 
too,—which increases your supply of money. 
T h e y can go into the marke t and purchase 
government securities, w h i c h introduces n e w 
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money into the market . I f they sold govern-
ment securities, i t wou ld reduce the supply 
of money. They can reduce reserve require-
ments of member banks. I f they are reduced 
one per cent straight across the board, that 
puts into circulation $1,300,000,000 the next 
morning. I f they increase i t b y that same 
percentage, the money supply wou ld de-
crease b y that amount the nex t morning. 
But , for the foreseeable future, there is going 
to be p lenty of money avai lable for a l l of the 
needs of the people, provided you as com-
mercial bankers are w i l l ing to accept their 
notes. W e do not make loans ourselves, ex-
cept under w a r t i m e circumstances. 

I w a n t to say just a word, if I may , about 
the independent farmer and the independent 
banker, because, I th ink, w h e n you add in a 
few professional people and the few smaller 
businesses, you remain about a l l that is lef t of 
the system that I g rew up under as a v e r y 
young man, and for wh ich I hjave a very , v e r y 
tender feeling. Amer ica became great w h e n 
w e had these independent people i n business 
themselves, r isking their t ime and capital i n 
an effort to assume their position in life. And , 
I hope that an organization such as you are 
a part of today w i l l continue to furnish that 
opportunity to the young people of Amer ica . 
I t is so important . 

Y o u know, w e have watched, I have par-
t icular ly, I suppose—the pl ight of the fa rmer 
in Russia. I have had pre t ty close contact 
w i t h them through a lot of European people 
that I know quite wel l . T h e y had l iquidated 
the land-owning class over there. M a y b e as 
I a m a land-owner, I a m not part icu-
la r ly f r iendly to them, and for that purpose 
I expect that I wou ld be one of the f irst that 
they would catch, and they w o u l d catch a lot 
of you, too. They have taken a w a y f rom t h e m 
the opportunity to own lands themselves. 
T h e y have taken away f r o m them the op-
por tun i ty to produce for their o w n personal 
prof i t . Of course, that is the v e r y essence of 
the capitalistic system. But , i t is interesting 
to note that as of today, w i t h their populat ion 
tremendously increased, their livestock popu-
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lation, according then to their o w n figures, 
is less than w h e n these gents came into 
power. They have not been able to convince 
the fa rmer that this communism is a good 
th ing for h im. T h e y have k i l led them off b y 
the mill ions. But , up comes a new generation, 
w i t h the same love of the land in their hearts 
that was in the hearts of our ancestors w h e n 
they came to this country. 

I th ink it is unusual and unique that w e 
l ive in a country, the only country where 
you have a surplus of agr icul tural commod-
ities on a large scale. W e have never used 
those commodities in our dealings w i t h for-
eign people as much as w e could or should. 
I f you w i l l t u r n your memory back just a 
l i t t le ways, you w i l l remember that w h e n 
they distr ibuted free food along the border-
l ine between West G e r m a n y and Communis-
tic East Germany , the people f rom East Ger-
m a n y came over t l jere at the actual risk of 
their lives, mother^ and fathers, to get a l i t-
t le handfu l of food for their children. A n d 
the communist prevented it . And, w h y did 
they prevent it? 

S imply because they could not duplicate 
that operation. They could not give those 
people the necessities of l ife. Therefore, they 
made i t impossible for those people to form 
a comparison between capitalism and com-
munism. 

N o w , Amer ica has become the world's 
greatest power, and w i t h it comes a l l the 
responsibil ity of leadership. I t has been m y 
contention in the past, and is today, and I 
speak f r o m quite a l i t t le experience in Wash-
ington, that one of the great tragedies of this 
country today, the th ing that is going to give 
us more trouble in the years ahead than any 
other mistake w e have made—and w e have 
made a lot of t h e m — is the constant increase 
i n the size of these business institutions i n 
this country, and the decline of the small in-
dependent business man. The small indepen-
dent business m a n understands h u m a n na-
ture, and he understands people because he 
has to deal w i t h t h e m every hour of his busi-
ness day. H e is equipped to know how people 
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act, and how to deal w i t h them. I bel ieve 
very , v e r y f i rm ly , and very , v e r y sincerely, 
that w h e n you take a w a y f r o m th,e smal l 
business m a n of this country the opportuni ty 
to go into business for themselves, you have 
robbed them of one of the basic v ir tues of 
our country. O u r country was not founded 
that way . T h e y were l i t t le fellows, they w e r e 
poor; they w e r e your ancestors, they w e r e 
mine. T h e y came here, and w h y d id they 
w o r k so hard? 

Of course, they had a lot to w o r k w i t h in a 
country l ike this. Bu t they did i t because i t 
offered t h e m the opportuni ty that existed 
nowhere else in the w o r l d at that t ime, to do 
something for themselves, and to be the 
masters of their o w n destiny a n d their o w n 
t ime. And, i t created Amer ica . I t is the same 
spiri t that made Great Br i ta in great, i n the 
years before the industr ial revolut ion. 

T u r n back the pages of h istory just a l i t t le 
fur ther , and you w i l l see that Rome became 
great, w h e n the farmers and the l i t t le busi-
ness entrepreneurs throughout the land w e r e 
active in government and in business. A n d as 
they slowly passed out of the p icture and 
crowded into the great cities, they created 
the circuses in order to keep a n interest. But , 
Rome passed on down the road into history. 
A n d I believe that unless w e i n A m e r i c a pre-
serve a large segment of the business of this 
country for those l i t t le fel lows w h o w a n t to 
go into business, I , too, bel ieve that our sun 
w i l l start coasting down on the shady side of 
the mountain. 

A n d I repeat, i t is a great pleasure a n d a 
pr iv i lege for me to more or less close m y 
career in government and re tu rn to pr iva te 
l i fe , as I am, b y speaking to a group of people 
who , in m y humble judgment , a re going to 
hold in their hands a v e r y large share of the 
destiny of m y country i n the future . I hope 
you have courage, and I hope you are not 
easily discouraged; I hope you go f o r w a r d 
along th,e lines you have started. 

I wish you luck, and Godspeed. 

I thank you. 
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