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Remarks of H. P. Willis at the Conference of the
NATICNAL ASSOCIATION OF CREDIT MEN
: New York, March 9, 1917.
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MR. CHAIRMAN AND MEMBERS OF THE CONFERENCE:

More than a year has elapsed since I had the opportunity
of discussing with you'éhe subject whicl forms the principal topic
of consideratibn this morning. The months have passed rapidly,
full as they have been of financial and banking developments of

; first importaﬁce both to the business public and the nation at
large. In such times attention>tends to be diverted from perma-
nent and underlying problems to those whose nature is immediate
and urgent even if of relatively transitory interest. I am pleased

3 to think that in this case, however, the broad question how to im-

prove our commercial paper has not been allowed to become wholly
submerged. Real progress has been made, and if this progress seems
comparatively small when stated numerically and contrasted with
the great figures representing the growth of our total banking
operations or of our foreign trade, nevertheless I believe it is
general and represents actual advance in the right direction.

, The experience of this bast year has impressed upon my
mind with even greater force than in the past, the belief that the

trade acceptance question is not solely a banking problem, and that
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it is not likely tc be solved by bankers alone. I believe it is
essentially a business man's qusstion - a problem of credit and
sales practice, and, as such, to be dealt with chiefly by organi-
zations like your own which have to do with the conditions upon
which credit is extended. Theoretical students of banking and
the Govsrnment officers in charge of banking affairs can and
should do much toward the promotion of progress in the use of ac-
ceptance. The practical banker can lend his aid by establishing
better rates for satisfactory paper, and thers is every reason

to think that he will do so. Indeed the attitude of the American
banker toward the trade acceptance question has been on the whole
not only intelligent and understanding, but encouraging and help-
ful. It remains true that important changes are never effected
without pioneer work, and it Has become plain that such work will
become necessary -in order to bfing about the general adoption of
the acceptance system.

What I have szid probably‘suggests to you that I do not
believe it wsry necossary for ms or for anyone to devote much at-
tention to advocacy of thé use of thec trades acceptance. Every
one now knows why it should be used. Every one at all interested
in tho subject, or led to investigate it, recognizes that the ex-
periencz of ths past, ths dictates of good commorcial practice in

our country at the present tims, consideration of economy among
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oursclves, and tho brozdsr arguments dorived from banking
theory, all combine with the idea of preparedness against
emergency conditions to dictate the broader use of the trade
accsptance. Arguments against its use are those which spring
from inertia, custom, unsound competition, and various ob-
stacles of an artificial nature. That it is wise for the buyer
of goods to close up his transactions by cbligating himseslf to
pay a certain sum at a csrtain time, thereby reducing his lia-
bility to the lowest terms, is evidont., That it is good busi-
ness policy for the seller to obtain a'distinct, recognized ob~
ligation evidencing indsbtedness of the buyer in enabling him
to obtain economical ersdit at his bank, is also beyond ques-
tion. That it is dssirable for the bank to basec its loans upon
paper ovidencing a commercial transaction, -nd hence limited by
the volume of such transactions, protected by two satisfactory
signaturss and adjusted in such a way as to distribute liability,
so far as practicakle, is equelly evidont. Whon thess premises
have been admitted, the case Is practically closed, as the ad-
verse arguments based upon existing »ractice in granting trade
discounts, difficulties in allowing for dsfective goods, problems
of invoicing, =te., .whica are rendersd more ﬂifficuit through
the use of the acceptance, are of no partieular interest except as
a mors statement of obstacles to be overcome in introducing the

better situation represcnted by papcr of this type, as compared

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

2184
X-35

b

with the direct loan om single-name paper protected only by
open accounts of customers.

Believing, therefore, that the question at issue
is no longer a matter of theory, but a problem in commercial
education, our discussion of it is at once considerably sim-
plified because the fisld is narrowed., It is essentially the
problem: How shall those who beliesve in the trade accsptance
(as we all presumably do) maks theoir views effective? In
this, as in all matters of education, tho first appeal must
be to the intelligence of the business community. And just
here the question arisecs: Do those who advocate the use of
the trade acceptance know exactly what they want? There has
apparently been conziderzble doubt in the minds of many per-
sons who are urging the use of the trade acceptance as to
precisely what should be the form of the documents they are
advocating. This ha> led to confusion and difficulty. The
Federal Reserve Board has devised a trade acceptance form of
its own which is being distributed to those wno make inquiryi

This form is as follows:
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X. Y. Z. MOTOR CO.
o . :
. Milwaukee, Wis., , 191 .
after date pay to the order of our-
S
5 :: selyes ‘ Dollars
E 8 g Jr&'
" o o in Téttle wnt of our invoice Nc. dated
8 g I8 I& %
= o amopfiting| 8o dollars, discount
z D oly I8
= w bein% dedtated for payment of this bill at maturity.
= =1 & °©
[0 (0]
A 5 X. Y. Z. MOTOR COC.
R - To -g
o N &
3 3 - By
i o a Cashier.
o) o
(3] >y
Q [
< Ay
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The form provosed by the Fedsral Raserve Board is, of
course, not the only one that could be emploved to advantage, and
doudbtless as time goss on, it will be improved. What is important
is that all those who beliesve in the use of the trade accsptance
should, as soon as ithey can; agree upon a form which they are pre-~
pared to recommend, and more important still, to explain to the
business men who are inierested in using ii. Personally, I hope
that the form which will fhus find favor in the syes of all may be
that which is recommended by the Federal Ressrve Board; but the
only thing that is really necessary is that discussion as to the
proper contents of the form, and the conflict between CQmpeting
types of the trade accertance should be snded as soon as may be.

Second only in importance to the necessity of agrseing
upen and standing firm in support of a good form of trade acceptance,
is that/:;reeing whei ai.d under what conditions this trade acceptance
is to be used.

I regret *o sa’ that views on this subject, which certainly
are erroncous and which uay be dangerous, have developed and are
being spread abroad- I have noted that at various places where
trade acceptances are discuééed, it is occasionally suggested that

they may properly be used to close up old accounts, or that the proper

-medicine for a doubtfiul account is a dose of trade acceptance. 0f

course, if this thought becomes widely diffused, it would mean that

the trade acceptance paper of the country would be decidedly inferior
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in value to paper tased on quick, acti-e, oﬁen accounts. Nothing
could more quickly injure ér discredit the trade acceptance movement
than such an outcome. It should be distihctly and positively under-
stood that the trade acceptance is, in its true form, nothing more
than a representative of live indebtednsos, and that the acceptance
has not been created for the purpose of giving a better hold to the
creditor over the debtor, but has been produzed in order to create
definite evidence of indebtedness which is available for banking
purposess That there will aiways be in any aggregate of banking
paper some items that prove doubtful or slow, is unavoidable and
consequently to be oxpected; but to inject into such an aggregate
items known and recognized as slow or doubtful, is quite another
matter. To create a voiume of paper essentially consisting of
slow or doubtful items, would be anything bu. a reform in banking.
This proposition secms to me so obvious “hat I have noted with sur-
prise in literature sent out from usually authoritative sources
the thought that the acceptance as such is intended to liquify
"frozen credits." Its real intent is, of course, that of pre-
venting credit from becoming frozen, and anything that tends to
obscure this essential character in the trade acceptance, must be
regarded as distinctly injurious.

Granting now that we are agreed on the kind of trade

acceptance to be used. ard agr:ed also as t- the time and circunt-
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stances under which it should be used, how shall we broaden its
application? Stall we waii for the zradual evolution of an
understanding on thc part of business men who hope that it will,
in a csrtain senss, win its own way to success, or shall we take
wore direct and vigorous steps in the matter? My own inclina-
tion is strongly in Zaver of <he former course. Nevertheless,

I recognize that wuch can be done by force of example, and by a
process of zducation and clarification of ideas. In all such
work leadership is essential. I do not think it would be fair to
ask the buyer of gcods to sign trade accept-nces if, by so doing,
he should transier all of the benefits of the open account system
direct to the wholssaler or manufacturer. The latter nmust have
his share of the advantage, but not more. The first question to
be dealt with, thersfors, is whether those who are engaged in ex-
tending ervdit, like vourselves, will figure their requirements
down to a point whore distinct encouragemert is held out to the
buyer to maks use of the trald:c accediance. Undoubtedly there

is too much effort to temporize with existing conditiéns, and to
arrange for trads discounts and for the reiention of othsr elements
in ths present methods 2f settlemens which are inconsistent with
the acceptance plaxn- The proper way of meeting the situation is,
I belisve, the direct war, that is, ths burver mus®t be met on a

business basis and wmust be ofered satisfactory inducementse.
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When the buyer has recognized the value of such inducements
N and has received the benefits thereof in the form of lower prices,
he should be compelled to perform his fair share of the batgain by
scrupulously settling the acceptance when it falls due. There
should, under ordirary circumstances, be no expectation of a renewal
of the zcceptance. | Speaking on this grieral subject some months
- ago, Governor Harding of the Federal Reserve Board, presented the
following analysis of the acceptance situation:
| "he Federal Reserve Act distinguishes clearly between
- commercial banking and investment bankifg, and epecifically
excludes from purchase or discount 'notes, drafts, or bills
' covering purely investments, or issued or drawn for ihe puf~
pose &f carrving o tradlng in Stocks, bonds, or other invest-
ment securities, except lLonds or notes »f the Government of
the United Statess! * * % % x *x It is clear that the intent
of the Act is +o safeguard the self-liquidating character of
agcepiances, as securities of an investmént naturs are barred,
and provision is made that the transactions should be based
upon either an actual sale ¢f goods or upon the conveyance
of legal title o goods which can be readily marketed so as
to protect the acceptor.
"The Board wag obliged to fac®, soon after the establish-

ment of the Federal reserve banks, the question of renewals
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of acceptance eredits, and ruled that certain renewals of
such credits, which clearly grew out of the shinment of goods
in the first "rstance, need not, as a matter of principle, be
excluede.  Aumericesr acceptances now are quite well established
in the world's market, and while we mzy expect to see this
acceptance bucineds grow into very larcs figures, we must not
pefmit either our ambition or our diesire to assist others, or
considerations of profit, to cause us to disregard long-estab-
lished and sound banking principles.”
While these cavtionary words were used primarily with
* reference to bankers‘Aacceptances growing out of fereign transac-
tions, the principle involved in them is equally as applicable to
domestic trade, or perhaps even more so, since in domestic business
the average period of the representative transaction is, or at
least should be, shorter than in foreign trade, while the conditions
under which business is carried on ars more fully within our control
than they are in those cases where we are dealing with foreign nations.
The trade acceptance, in short, grows out of an actual business trans-
action ihvolving a sale cf goods, and its natural life closes with
the termination of the transaction which gave rise to it, and with
the transfer of the goods to the consumer. To- renew accaptances
from time to time would place thgm on the same basis with all paper

evidencing an ordinary loan at a bank, and there would be no reason
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why they should be zonsidered entitled fo greatsr favor than any
two-name accommoliation paper. This phase of the situation is,in
a measure, one with which the banke? is diredtly céncerned, since
it is to him that we must look for the application of rigid prin-
ciples with régard to renewals. Much, however, can be done by
strong and sound elements in the commercial c¢ommunity, since they
can establish a general atomosphere of public opinion relating to
this subject which will reduce or eliminate the tendency of some
to leok for renewals of such paper at the hands of these bankers.
If trade acceptances have been properly made in the first instance,
i : however, and do in Zact represent transactions of the kind they are

presumed te represent, the danger that they will become a medium

for renewal credits is nct serious; and it may be expected that a

very moderate amount of education and expression of opinion will
- correct any such tenlency in that direction as may exist.

Ta 86 much perhaps most persons would agree. They
would be prepared to admit the essential character of the trade
acceptance, the conditions of its use, and the proper attitude to
be assumed with respect to its liquidation. There is another
phase of the subject th:Z/probably less obvious, but on that ac-
count deserves attention. In every case where an acceptance of
: any kind is given, the question is naturally raised; What becomes -

of this acceptance? In the case of trade acceptances there are
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not a few firms awong those which are now encouraging their cus-
tomers to give these acceptances, who have no intention to use
them as a basis for discount. They are seeking to develop the
practice of giving such paper in payment, becapse it is a cleaner
and better way of doing business, and because it provides them with
a body of discountable paper if they see {it. There are others
which are desirous of developing the business because it enables
them to get credit at banks in a better and more satisfactory way-
It is with this laiter class that the question of the means of
discounting the acceoptance becomes vital. In this connection the
most immediate problem ig: Where should the trade acceptance be
3 discounted? Under the existing regime, we may assume that -"A"
is a wholesaler whc sells a bill of goods to "B", .a retailer,
carrying an account in favor of "B" on his books for perhaps 90
days. If Y"A"™ feels the necessity of accommodation, he may obtain
from his banker a ioan on his own paper eguivalent to the in-
debtedness of "™ B", confined with that of huadreds or thousands
of customers like "BM. "Ats" bank in this case has furnished the
capital with whic™ to finance the dealings of "B", and the group
of dealers to which he belongs. The capital has come through the
medium of "A" and onr the stréngth of his guarantee, but it has
been furnished to "B" z2nd the others. 1f under the trade accept-
. ance system "A" has, let us say, 1,000 trade acceptances made by
"B" and others, he may take them to his bank and may discount them
there en bloec. He may, however, arrange with the bank in the ciiy
where the buyer "B" is located, to take the draft and hold it uniil
maturity, giving him sredit for the procesis. BHere there is a sys-
tem of credit distribution whereby the duty of furnishing capital

is widely diffused among the banks of the country. The banker
knows "B", the retailer, and when the paper has been accepted by
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him, is willing to discount it-particularly as,in the event of“dif-

ficulty, it is a liability of "A®¥. The situation contrasts sharply wit
the present situation because it amounts to an equitable distribution
of loan credits amcng a considerable number of banks, with the
result that liability is minimized and diffused, while the banks
themselves have an ogrortunity of obiaining good paper which
otherwise might not be open to them. Undoubtedly many a large
dealer fesls that : is no part of his duty to encourage a cus-
tomer who is unabls to obtain the aid of banking institutions

to fiﬁance himself, or to extend his own credit to such cuétomer
in lieu of fhe aid which the customer should get from institu-
tions close to him. We are now past the psriod when it was the
duty, or at all events the necsssity, of the producer to supply
their customers the means of carrying on business. To-day therse
is abundant opportunity for borrowing, z.4d the effort of the
Federal reserve banks has been to standardize rates for standard
paper. The function o7 the producer and wholesaler, therefore,
is essentially that of enabling the customer to obtain the credit
to which he is entitled. On “he other hand, the financial in-
stitution is aidec ii exntending its credit ujson a sound basis,

by supplying to it the evidence or data it needs in assuring it-
self of the true nature of eacn transaction, so that it can feel
certainty that every application grows out of a commercial trans~
action, and is eligihle .is a tasis for the extension of accommo-
dation. Under the trads acceptance plan the development and ap-
plication of this view of the relation betw:a2n the businesé man

and the bank becomes very much easier .nd simpler than under the
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0ld system. Credit is rendered more stable, and the flow of
business to the sgaller banks of the couatry is greatly facilit-
ated. The situation becomes far more wholesome and normal than
it is when large banks furnish through the wsholesaler or pro-
ducer the means 0f "carrying” the smaller business man of a
whole trade or occupation. This is a view of the matter that
should appeal not merely to the banking community at large,
but particularly to the good business man. Such a plan estab-
lishes relations hetween him and many banks the country over
for the ascertainment of tﬁe credit condition of buyers, and
brings the latter into more satisf«cCtory relations with their
banks than could otherwise have prevsiled. It is, moreover,
one of those gensral aspects of phases of a great commercial
problem that appeals most strongly to those who are studying
and dealing in ¢redits. This makes it appropriate to present
the matter with special force to you becaude you are better
equipped and more directly concerned in its settlement than
perhaps any similar group of men.

Although a substan“ial number of concerns are‘now
using the trade acceptance in their business, this number is
a very small perceantage of those who might so employ it. There
are various parts of the country where practically no change in
the older situaticn has developed. The field, therefore, has

been barely scratched, and iis intensive cultivation must be
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undertaken and pressed forward by those who are brought into
that direc¢t contact with business men throughout the country

N that makes their words persuasive from a practical standpoint.
The matter is not, however, solely one of self-interest. It
is one phase of the improvement of national credit, the pro-
gressive strenghtening of business methods, and the elimination
of those unsound or doubtful elements of accommodation which

-4 tend to weaken all business, and which thereby pave the way

for periods of over extension and conseguerntly of expansion.

It requires vision and far-sichtedness to realize that what

is done in urging foiward this movement will have resulis very

much broader tﬁan those which directly show themselves in

» cheaper and better rates at banks.

3/8/17

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis





