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REVARKS OF H. P, WILLZS.
January 16, 1918,

Mr, Chairman and Gentléwam

Your Secretary in inviting we to be !:uent this
norndng su_gested that I speak to you en *Fipancial
Problezs". 3 suppose that he friwed the iopde 4n
this way out of the largensgs of his hon;muy.
that in 36 bread a field alncst anyone ¢ould find an
agreeable cormer., I know that hé did net expect:ms to try t6
cover all .#inancial problens, or even all that are prosge
ing for attention at the present time, Had he done 80 the
duration of this Convention would have to te considerably

‘extended. I suppose that the ideas I can to best advantage

present to you this morning are those which relate to the
{inancial problems by whish the bueiness uan hinself is con~
fronted at this-particular monent - that is to say, those :
espacial problems growiag oup of our {inaneéad and credit
poeition which are most ‘proseing at this tine.

Tou have all heard angh of quostim ot bond 4issue, }eans,

necessary savings, and tazation, and he would be. a bokd man
. who shculd endeavor to'add anything t0 your information on

these topics. There is, however, a field of thought im $his
qonpeotion that'has had comparatively little attention + the
buginess men's own direct and espeoial ro;atiomhi.p 0 war
financing, R

No peint has been more clearly brought out in the course

‘of the disoussion of the war than this, = that what the Goverm~.
went, indeed all governments, needs is not memey, ‘dus is wem,

goods and services. The Dusiness man, like every other- goui

- citizen, shares in the task of furnishing men Yy giving wp

himsel{ and his children t0 the service of the Statey « at
home, at the seat of Govermment,or in the 1ield, acoprding
to especial aptitude. His duty does not differ. irow thes

of any ¢ther good citizem. "It is in supplying:goods and’
services that his peculiar duty becomes consphoucusly ap
parent, We all admttptmm economical wae .of oun.feed
ani our resowrees in is osmential t0 eur auccone in
the way, But, while we freely admit this as an abstzmet pro~
position, it 48 trus here, as in so nany other fields, that a -
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little knowledge is a dangerous thinb. Many wisinterpret
the idea of .economy ani perhaps 4o as uuch harm in their
uisinterpretation as thoss who reject it. It is the business
mants duty of leadership and ineight in commection with the
production and consuxption of goods that embolies his partic~
ular responsibility at this tine.

The business man is either a producer, a iistributor or -

.a retailer, and in msach of these capacities he has his om .

individual function to preform. Aes mapufacturer, it is in-
cunbent upon him to avoid attempting - to encourage or even to
vaintain those forms of consupption that are obviously waste-
ful ani have a tendency to lestroy materials without any cor-

- responding return. In your owmn trade, you have not been free

from fault-in this regard for sous years past, and to the

oriinary layman, or consumer, it would ssem that the functien

of restricting the different types of boots ani shéesd avail~

able on the market to those that are of sowe service and fall

within the linits of coenn®h sense, is an important ons. Every .
uanutacturer must, I think, recognize the duty of attempting

to confine his production to rational lines in whiéh pubdlic

devand is unquestionably legitinate and, so far as he reason~

. ably can, t9 curtail the produstion of those articles which

are obviously of a purely luxurious character and do not

satiely any well-marked want. This responsibility runs

through all of the trades which cater to direct pérsomal com-
sucption., Too much stress can ssarcely be laid upon thig respon-
sibility on the part of the manufacturer in shaping his goeds

" 80 as to curtail luxurious and wasteful uses, while at the eams time

fully supplying the needs of the comxunity for souni and staple
articles. - It is perhaps the wost unfortunate egonouic phase of
the war that at a tine when basic necessities are subject to
great shortage there is often a super-abundance of luxuries, -
frequently at prices lower than ordinary. Necessary coummodiiies
not infrequently rise im price, while luxuries deocline. The
abnorzad redistritution of wealth thropgh readjustuente of |

‘wages and through the earning.of unexpected profits shyfte

buying power ocut of nornal chanmnels in which it has bésn .

~exeprted imd mew ani unexpeoted lines. Fortunately ranufacturers

can, if they will, control nany of the vagaries 'of consumption

which are likely to result from this state of affairs, amd 4f

they are wise they can protest the comnmnity's interest gmite
fully by adjusting their output to legitinate or normal negese
sities, In the sane way the retailer, whose usual effort is
to ingreags consurption by every le_itinate devicé and even
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artifice, finds himsslf, like most other persoms, in a .

position whore he is called upen to give mp his ordinpary

lines of thought and to substitute new ones. The cotmunity

asks hin not to oncourage wasteful or luxurious consumption
either through the sarrying of uniuly varied stecks or through
extensive advertising, or through the extension of unsounid credit.
It asks hic {9 apply a rational method of candusting tmeiness apd
to substitute for comceptions purely individual, personal and
private, that-of service to the couxunity, He has besare me of
the channels of distiribution by which the public-is to be supplied
and sustained, and ‘in perforzing this function his earlier and
selfish stanipoints of coniust have been set asile. It may de,
in'many cases it will be, -true, that iwe to the changed. ccucutim
of trade and the vastly inersased- seops of dezand his profits will
not be Jess on the new basis tham upon the old, tut this, iv any
cas¢, is only am incident, for the nosessitios of his service
hawc boeom mperior to thceo o( his rersonal Ancm.

This is a- da.y ot govommntal jnterference in a.u lsnen ol

trads. ‘Sunptuary legislatiom has gone e unheard of lengthe

abroed, ‘and though wo have not {ully acespted it in this sountry
we have taken savs decided steps in that ijrectiam. Govermment
omerskip has alroady been appdied in many liAnes -ani is propooed

40 others. Yot thers are reascuners who believe that 3t s ene
tirely poseible for tusiness men of a dietinct trade or professicn
80' $0 condugt their - tusinesses with an oye single t0 the publis
welgare that they ¢an sbtain results superior to these to be had
through the intervention of omtsiders. $his, undoubtedly, is more
larzely true of those lines of tusiness which have to de with the
supplying of persenal consumptjon thau in otherd, and it is, there-
fore, true df you. «But in apflyin: any geheyal otandardo of regue
lation or cantrol to the lirection of business, nothing is so A
powerful ani influential as sound ani wise standaris of individual
rosponsibility and ¢redit, This is true at all tines, but it is -
loubly true at momente like the presens. We seok above all thinge -
6189’ in'times of peace, by the use of our eoupetitive saghinesy . .
%o bring about the apportionment of goods, om the basis of wise
consunption, to those souzunities or indiviiuals who are entitled
%0 thex, -and who, in aceepting ani consuning, wiil incidentally
produce the means of paying for what they have thus beep alloted
trop the general stock. True it ie that vagaries of competitiom
have in tiires past, indeed aluost sonstantdy, brow;bt about dis-
turbed ‘copditions of tusiness whigh would not have - develaped

hal there-been Jue rogard for the welfars of the commmnity and the
broaler othiee of business. Many of the panies of tho past have
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‘been the result of unsound credit wiiely extenled and as the
result of competition betweemn sellers of goods which leal them,

in thoir anxiety for profits, to foster uniue cxpansion of demand
ani consuzption, Such disturbances of normal conditions are al-
ways tc be deplored, dut at the present time they are worthy of
the most serious reprobation. Much as we are in the habit of
insisting upon econaony in the comsumption of goods, we have had
comparatively little to. say with reference to the parallel economy
in ths use of credit as extended both by gomnercial houses and
‘banks, Yet it is this very sgconomy of credit that lies at the
root of all true economy in goods, The business nan who estab-
lishes a careful check uptn the credit of his customers and who
in every transaction is govermed by asound standatds in his
estimate of the amount of credit to be extended is mot only pro=
tecting hinself againgt the time when changed goniitions will ‘
supeyvens, but is protecting the community azainst exiravagance

on the part of indiciduals as well as againet that expansion of
liability which in the last analysis is likely to leaa t0 disaster.

The damand of the momant 1- undoubtedly. tox' t.ho utmost watch-
fulness on the part of business zan, be he mamufagturer, distributor,
or retailer, with a view to assuring himseli that every credit ex-
tended is as nearly liquid as human watchfulness and judgrent can
nake it, Competitive conditions in tines past have led to the
extension of lemz credits ami the abuse of selling terms. Aivance
datings, improper and wnearmed discounts, and a multitude of dher
concessions made for the purpese of enabling the retajler, and
through him the consumer, to absorb goods that thoy should never
have taken, bave beem ths order of the day, Those of us who still '
believe in the 0ld economis doctrine of "laisses faire® believe
that these wanderings frog the path sound judgrent eventually
bring their own retribvution and so corre¢t themselves, though often,
it is true, at a heavy cost to the innocent as well as to the guilty.
The present & no tigs, howsver, to peruit experimentation. Every
capable establishment knows approxinately the linmjte of the safe
and unquestioned credit of its customers and should restrict takings
of zuods to the limjit thmse ostabliahod. It should congede no devia-
tion {rom the path thus narked. ,

1 know that there are xnany who rejegt this gounsel becauss
of the sacrifice it entails. There are aume who are .disposed to
seek an 1mprwemont in the older methods Qf 6redit hy merely chang-
ing their wn. Thoy seem to reascm t an altepation of appear-

anco will serve the same purpose as a shange in actpal comiuct. As
the reg\;irexr.entq of war unancinb abaorb a 1argpr share of the
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capital available in the financial nmarket, there is a iis-
position un the part of buyers to put their paper inte a form
available for discount at Federal Keserve Banks in order that

it nay zain a wider field of sale, and may be enabled to take
advantage of the lowest possible rate offered at any time, This
in jtsolf 1s a good develogmemt; yot it is most wndesirable that
in this process of reshapinz the commercial gaper of the ooumtry
thare should bs devolopad any kind of papey tochnically eligihle
for discount but in fact not in conforuity with the spirit and
purpose of the Feleral Reserve Act and of souna banking principles,
I nay mention as an exanple of what I mean, the plan recently mt
forward for financing corporations for lomg periods by weans of a
series of notes issued -under an agreement apd providiag for ma,ny
renewals. In the same way there has been in some .quasters, a
grovth of so-galled trade aceeptances representing .0ld or slow
agecounta. They are, 0of course, no better than the eredit under+
lying them, and the mere fact that they have been put into fomm

“whigh is intended to suggest liquidity im no way alters thedr

sharacter or the danger which adheres in the gravting of esedit
on this basis, Thyee years ago, in’ ge firet series of éiremlavs,
the Federal Reserve Board taid down gonoral principles whiok

" ebould govern the axtenlion of banking credit im . ﬂu following

words: |
"Sajety requires not only the bills held by the Fed~-
eral Reserve Danks should be of shoxrt and well distributed
raturities, but, in addition, should be of such charmcter that it
is reasonably certain that they canle collected whew they nature.
They cught to be essentially "self+liquidating® or, in other -
words, should, represent in every case. sous distipot step oF stage
in the productive or dietributive ‘process ~ the progression of
goode fyom producer to consuxer, The more nearly these steps
appréach the final conswrer the smalles will be the amount in~
volved in each transaction as 'repressnted by the bill, ani the
mOve automatically selfelfquidating will be its character.

"Double nany” paper drawn on a purchaser aga:lnat an
agtual sale of goods affords, fron the econusde point of view,
prina facie evidence ol the charagter of the transaction frop.
which it arose. Single naus paper, Bow 80 {Feqly used in.-O0
United States, way represent the sawé kind of tgansactiens &
those bearing two nange: lInasmugh as, hmvor »4the SANZ1e nane
paper 4oes not show .on ‘4ts Sace the charaster ot the twrensaction
out of whigh it arcse + an ®dcitted weaknegs of this tosm of paper =

it is inc\mbent upon each Feieral Reserve Bank to msut that the
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charagter of the business and the general status of the concern
supplying such paper should be carefully examined in order that
the disecounting bank may bde ¢ertain that no sueh single vame paper
has been issued for purpoees excluded by W agt, such as investe
tents of a permanent or speculstive mature. Only careful inquiry

‘on these points will render it Safe and proper for a Federal RS-

serve Bank to conaiaev such a‘)a]u' 'aoudiquidating' Mutmnt

'j‘at maturity.” - s

" %he pmcmes tinis’ set tosty ars penmont 1a thau nature,

“and are as valid at ome time as at another, :They are, however,

'r‘
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' of especial importance at the present mowent, where there is
urgont need of restrioting consumption to those artitles and 1o

those individuals and concerne whose productive. contribution to

“4the conzunity's wealth entitles' them to be consumers. Reliande
"_upon ultizate cvllegtions to be gade by scwe progess involving
“cofiversion:of ¢apital into a means of _payuent; as well as loans

secured by w!;a,t are -practically mortgages upon:future dncome
should be avoided, not merely, now as always, for the vako of -
the gafoty of the concern itself, btut begause of the pudlie dut

’S:nvolvad in this conservation of crodtt and this protection of" the

iommaity a.gp.iut waste duo* to the tra.uter of goods to poﬂoas
who have no right to thexm on the basis of their gurremt incoxe -
production. -Let.each nan's donsunption be based upon and in
proportion to his current Sontritution to the wealth of the com~

.mnity and the first long siride toward genuine econcuy has been

vade, - It wil) have been gade, mox‘aqver, as: i% should he, through
the use of the natural enzine of control afforied by our crodit
system. The’ suggestion has been heard in the past dn a nunbe: of”
Qarters that by sarrying out the. principle of congervation of
credit on a ‘large effective scale there should b adopted either
thFough the. inforzal and 101::1; agtion ... . of the banks, or "
thréugh the authority of sovs Governmental -organizatién, a system
of priorittn whereby the preference. would be given in the granting
of bank credit to those iniustries which nmamfasture: nwouary
articleg. It has been suggested that the producers of unndéessary

. articlea should by restricted in their aceess to field and gaterial

as wéll as to bank credit, and that in this way there be btrcught

about the cemtering of the- nmnnit e rroductive effofts which’

has been so often urged, ‘and wiieh has _been regarisd by foreign
countries as the .essential elerent &A the- condwet of the wir,

Others have stromgly insisted that every banker inm- panwg upon .

a loap should jaquire 4nto the purpose for whieh it-is made and. it

not aatisttea 'ehat it u dou@oe to serve. a: dutucﬂy uu!ul e

- o
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economic need, refuse it. It is much to be doubted whether
any such result can be obtained through the united action of

" bankews. Self-interest and difference of opinion will, in the

banking field as in all others, militate againet such harmony
and unity of view. Neither is it to be expected that a perfect
system of oontrol can be evolved by the Governmemt or by any
Govermnxental body. Such supervision and intervention is always
imperfect and incomplete, It zay succeed in marking out bdroad
lines of procedure but it can seldom if ever do more than this.
The gquestion will always recur, whether those things which are
necessary to ome individual or group of individuals xay not de

~ luxuries to another, and whether the drawing of a purely artificial

line between classes or grades of nen might mot do more harm than
good, might not so discommode large classes in the community as _
to reduce their productive pawer, and so render thew less efficient.
What is certainly feasidle is that every banker in granting eredits
should confine his advances to those items of paper which are un-
mistakably the product of live commercial operatioms. We know that
bankers, like others, in the words of the Roman poet often “see
the better way but follow the worse®. Every danker, as a result

of the stress of business, is likely to have a certain element of
paper in his portfolic which represents renewals, and is to be
regarded rather as investment of capital than as advance of ¢com~
vorcial acoomodation. It is this element of bank assets whose
elinination is now earnestly called for by the requirenents of
war. So great are our national needs, so relatively little is

the volune of bank acsomodation left over after these national
needs have been satisfied, that it is essential that the cane
porcial paper of the country shall be, exclusively as possidle,

of a 1liquid, short term, early maturing variety which ensures
sottlement upon the iue dates. If bankers and business ten will
cooperate in restriciing their grants and their demands for
accomodation to transactions of this doscription they will :
establish the best of all systems of priority « the priority which
depends upon liquidity and proiuctive power, and which asgures
lijkidation at the prescribed time because of the fact that pro-
duction has taken place as a result of the credit extended.

Does this reorganization of this credit system involve any
serious hardship to the buginess man? I can see that it may do
80 in not a few cases, yet, as I have said, it is the gcourse
indicated by public spirit. Not only is this true, but it is
a}so the course demanded by a wise cunsideration of private welfare,
We cannot expect the present fabulously high prices to continue
injefinitely. Already the Bureau of Labor shows an increase of
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some 50p suring the years since the opening of the European War.
Our net goli gains since the beginning of the war have been more
than $1,000,000,3C0; our increase of paper currency has been scme
50% of its former amount. A like increase in our bank deposite
or eredit currency has also taken place. Thers are some reagoners
who regard these changes as the cause of the curremt high prices.
Others think of the high prices as the result of shortage of com~
rodities accompanied by unpruductive consumption. I will not
attempt to enter into this controversy but will confine myself to
suggesting that whichever school of thought may prevail the outcoae
will in either ¢ase be the same so far as the business man is con-

cerned. Evidently there mist be a shrinkage vf prices either through

the natural redistribution of gold which will follow the close of the
war ox through the restoration of the same unormal balange detween cone
surption and production, When that tine cones those business men who
find thonselves with extended lines of gredit or with dead assets
reprasented by paper which, while technically lijuid, is subject to
renowal oy extensium in one form or another, will have tu face the

familiar coniitions which grow out of falling price levels and reversal .

of the currents of Jemand, It will be a tizme when thuse who have set
their houses in or.ier will have reasom to rejoice in their foresight,
for when that time coupes nov power in the economic world wiill be able

+ to save them. The world will face a short supply of capital and goods,

ani congequently banking eredit with interest rates courrespomdingly
affotted. He will be a wige zam who ls willihg to sacrifice saxe
present ptofit for his own future welfare, if not fur that uf the com

nunidys; by keeping his credits within the lidnite of grudenee and wisdom.

The tusiness man's financial problems are thus nuww, as alwayse,

- nuthing more than the observance of sound principles ani conservatism

Digitized for FRASER

4n the maintenance of his business. It happens to be eonmspicucusly .

true at this time that the obaservance vi such principles 4s a naterial

service to the community by restricting uneconande consumption and o . .

saving goods and credit, But just hers At 1s warth noting that owe
renarkable effect of the Burcpsan War, exhibited iu wany iifgerent
lines, is proving to be that of emphagsizing the mecessity of duing
continucusly what we now find curselves compelled 4o do ag a measure

of temporary necessity. The War will undoudbtedly show, as one of its
chief consequences, changes in methods of production and distributionm,
avojdance of rounde-adbout factory methods and abandonzent of obselete
types of crganisatiom, Perhaps this will be one of the moust beneficial
results of the styuggle; it is, at all events, one that may be of very
great significance to industry, In the field of mereantile oredit, it
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ought to be true at all times that the pudlic opinjon of the trade
. suffices to cheek unsound and dangerous practices which, if{ poersisted
. §n, way bring abwut undue extemsiun and unwhclesone gondisjone both of
produstion and competifion, J¢ is not negessagy to insied wpon the
view that these conditions have often appeared in the past, We are,
as I have sald, nuv seeking 40 ourtagl then for the sake of our suqoess
in war, and doubtlon we shall suoceed §n 86 49ing in a greater oy }ess
\ ‘ degreo. Is it not fayr to expect that the comglweion of the wap will
, _ §ind our msiness wen deterﬂ:ed to retain whatevey lessom zay be -
learned from this harsh experience? It wonld seex on}y faix to suppose
80, In that view of the case, let xs close uy repagks by suzzosting
what seems to me to be the desirable type of credit organjsation to be
zaintained, for we cam not and ought not to expeot thay eoomtycl of gon~
gunption whl extend beyond the teruinaticn of tie war, or that proiucers
‘will reasonabdly be called wpon to do more than refyain fiom wnwholesoms
methods of stimlating purchasers and conswnelé, Their efforts after
 _the close 6f the war will naturally be more and mope congined-to the
_positive task of raking the4¥ own nethods as sownd as possjble, and lees
and less devoted to supervision of gmumpttou and the habjte of othors.
‘They will aim to strengthen theis eredjt organjsation with a view 4o
pnventing the exteigion of eredit ¢o uwnsownd, extravagant, or unreljable
dealers, They will strengthea all existing mm meghanienx with a view
to ascertaining and interohanging infoywation aoncerning busjness eondi~
tions anl gredit ratings upon a noxe efficient basig than at present.
They will, above all things, spdeavor so far as pragticable to dring
about ‘econonyo distribtution of gommodities. awong the diffevent segtions
Qt the gountry, and in so doing they will nake ‘chisg* use of the. bankjng
weahanism of the sountry because they will kauw that 4% is this vechanisw
which can best be Telied upon %0 guage the consuugng and abeorbing power
of the differént coununities. From this point of view the task of finance
 ing the 1dcal retailer wili gradwally be trangferved {yun the wholesaler
and Jobber, to whom it never belonged, to the loga} bankes, who:lmows
the comuunity in which he is situated and stands ready to prowe his con-
y - $idenqe by providing the capital needed for the naking of shoyt tegm lcans,
. designed for the 6onduet of live coumercial opexaticms. -The- eomn&al
» paper of the country, whatever fuosm it nay assume, ox huweves it may bde
... drawn, will be made to conform to $his genegal conception of umam
.. and promptness in payment. In this way }osses will be checked, 4nflation
... of prices ani overbuying wil} be kept to a mjniuiu, and the firm of sound
. and egtablished ¢redit will be givem agcess to the xmn and most favore
able- ratés of accomodation to be.had at any time for its kind of seourity.
If these changes ¢an be promptly imtroduced foday as the resu}t of common
. and unitsdaction intended- to promote soundnese and efficdency, a result
will have been attained which, im ordinary conuercial times would bave
. been long delayed because of matual doudt and seliishness. ket it once
- be accomplished by ccumon trade action and we shal) a)l womdew that a
result at once so easy and 80 beqet;c&al had nevey bean aqaompkhbod.
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