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For Release ON DELIVERY OF SPEECH November 15, 1934,

SECURITIES AND EACHANGE COMMISSICONW
‘lashington

Release No, 41
(Speech begins 1:00 p.m, in Boston)

Joseph P, Kennedy, Chaoirmaen of the Securities ond Exchange Commission,
spoke at a special lunchieon meeting of the Boston Chamber of Commerce over the
Notional and Celumbia broadcasting networks today (yesterday). The speaker
devoted the major part of his thirty-mirute address to the question of security
issues which he found now to be "o road without difficulties, except those made
by unnecessary timidity", adding that the danger as he saw it is: "Not that we
will interfere too often, but thot we will act too late,"

One of the most striking thoughts the Choirman employed was:

"I prefer to lot our record specak. That record is in the making. It is
far from completion, but it is far crough along to show clearly one thing:
There is no Right or Left in the processes of the Securities and Exchange
Commission; all we are trying to do is to go forward,"

Accepting as true the statcment that the security business is "the most
important branch of busincss in the country from the standpoint of direct and
indirect influence * * #* * upon thc welfare of ocur populution," Iir., Kennedy
stressed the point that the busircss can be kept clean far more effectively by
cooperation from within than by force from without, e made it plain that the
attitude of the SEC is to urge, look for ord lead this cooperation; that he --—=
and his associates did not rogard thcmselves as prosecutors of honest business,
but as its protectors. Sextecn million security holders who were brought into
being by govermmental activity in the Liberty Loan campaigns hud a definite
right, he asserted, to bec protccted from improper finuncial practices.

The Chairmar showed the change from the old days of the closed corporations
vhen only a fow hundred thousand people ovmed sccurities, to the existing
situation whereir one person in cvery ten and ore family in every three has a
direct stake in the nation's busincss corporations., He sald a recent study of
seventy-five important American business corporations revealed the fact that
88,8% of nll thz stockholders are small stockholdors, ovming less than one
hundred shares cacna

President Roosevelt had given the reason for the Securities Act, the
speaker said, in the following vords:
p 2 g

) "If the country is to flourish, capital must be invested in enterprise,
but those whe seek to draw upon other peoplc's money must be wholly candid
regarding the facts on which investors' judgment is asked,"

The government, 1r, Kennedy said, is not put into business by the
Securities Act as a judge of values; it does not advise, it does not approve.
Nor is registration, he pointed out, to be regarded as o trade-mark of safety.
It is cvidenoce that there is a rccord in ‘ashington of the importent facts
which should guide judgment in invgas’hncz)?4 Bﬁhcse facts are usually reliable
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guides upon which the value of a sccurity may be judged, and by which the é‘
investor may decide, with prudence, whether or not he shall entrust his money
to such an enterprise,

Mr, Kennedy revealed the fact thet in the year ending November 30, 1933, g
almost $205,000,000 in par value of securities werc denied sale privileges in'g:
Massachusctts, In the ten years of the Security Act's existence in that State <
almost $2,750,000,000 of gquestionmcble securities had boen similarly prohibited.
The climination of the corrupt, the speaker said, made for the strengthening of
the sound, "Have no fear that govermment supervision will destroy honcst
enterprise”, he urged, and pointed out that fear had been proseant at the crea-
tion of the Interstate Commerce Commission, although later the period of
grcatest railroad prosperity occurred; ot the creation of the Federal Reserve w
Board, under which banking reached its greatest expansion, adding that: "our
recent banking troubles resulted from too much individual banking irnitiative."
He closcd this passage by pointing out that the great life insurance companies
now are thankful for the supervisory laws they once fought so hard,

The Chairman reiterated what he had previously said, that "if business
does the right thing it will be protected and given a chance to live, male
profits and grow, helping itself and helping the country"., "Honest business,"
he went on, "necds nothing more; the Commission promiscs nothing less.”

1r. Kennedy said there were four main charges made against the Securities

0
First, liabilities are imposcd upon directors and corporatc officers with ~
unwarranted severity; second, thnt registration entails excessive and burden-
some expensc; third, thet unnecessary, difiicult and irrslevant informction is
required; fourth, unnecesscory delays betwcen the first corporate action and
final clearance of the Comaission, He answercd them thus:

Act:

First, The Securities Act is much like the English law on the point of
liability which ariscs when the registration statement contains "an untrue
stoatement of a material fact cor omits to state a material fact requirecd to be
stated therein, or nccessary to make tho statoements therein not misloading,™

"Directors, officers, underwritors and experts may avoid liasbility," the
Chairman said, "if they can sustain the burden of vroof that they exercised
the. standard of cnrc and investigation of rensonable persons under the circum-
stoneces. In a word, negligence and dishonesty are penalized, as is true," he »
pointed out, "in every walk of life,"

Conccrning the sccond charge, the Chairman said:

"The total items of expense wihich, by any streteh of the imagination are
chargeable to new legislation amount to 33/100 of 1% of thc gross proceeds of
the finances irnvolved, and there can bc no doubt that an appreciable part of
legnl expenscs and accounting expenses which are included in these costs would
have had to bec incurred even if there iwere no Securities and Exchange Commis-
sion and no registration." The Chairman pointed out further that the costs are —
slightly less thon the costs prevailing prior to the Securities Act, , -

abht,
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Concerning the third objoction rcgarding the burdensome questionnaires,
Mr, Kennedy said that new and briefer forms are in preparation, morc suitable
for the purposcs involved, He admitted that in some instances the forms of
the questionnaires had been imperiect, and then made this statement:

"One of the most prominent lawyers in the field of corporate finance has
stated categorically that when the few proposcd amendments to forms and rules
have becen adopted, there will be nothing in the way of inconvenience or expensc
which should deter the Amcrican businessman from secking new capital in accord-
ance with the requircments of the Act." Finally, referring to the criticism
about the delay, the speaksr said it had been grossly exagrerated and added
that speed ir itself is not a virbue, acnd that deplorable losses had frequently
followed ill-considered and hasty conception, preparation and execcution,

Another point the speoker made was the following:

"Since the Securities Act became a laxwr the total of new capital issues in
the United Stotes (excluding Federal financing) has actually increased, For
instance, - during the first nire months of 1934 capital issuecs were twice as
large as for the same period of 1933,

"There has beon no new security legislation in Great Britoain and yet the
British figures show thet new capital issucs during the first nine months of
1934 were proctically no larger thon a year esrlier, and totaled only one-
half the dollar value of new finarcing in the United States of the same periode

It vas the hope of the Commission, the speaker said, "that the initials
S-E-C will come to stand for Sccuritics Ex-Crookedness'.

Mr, Kennedy councluded his speech in this way:

"le are seeking to recreate, rebuild, restore confidence, Confidence is
an outgrowth of character. Vi belicve that character exists strongly in the
financial world; so sre do not have to compel virtue; we scek to prevent vice,
Our whole formula is to bar wreng-docrs from operating under the asgis of those
who feel a sense of ethical rosponsibility. e are eager to see finance as
self-contained as it descrves to be, when ruled by Honor and Responsibility,
Success 1is not. the success of onci it is the success of all, No man can live
off the pack without being lived off ¢f by tne pack,

"The groundwork of our social and economic system is the latitude of Rea-
sor:; uot the restriction of Fear. It provides for frece activity within limits
that should be se¢lf-imposed. VWhen abuses occur, checks and corrections arise,
But the application of ‘these processes 1s not the dcad hand that some pro-
claim it to be. Instead, it is the ossurarce of Life and Strength, when
Honesty and Intelligence are present, lle have been brought into being to help
you as part of the public which orccts govermment for its service. But you
best can help yoursclves. You can neoke the investing of money honests Then
you will truly become your brothers' keeper, And to do that is to cequire
merit.”

Full text of speech is attached,
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My friends: Here, in Boston, I am home, Tais is "my own country" = the
place where my parents lived; where I was born and educated; where I was married
and where I made my entry into business. Under the gospel of the znand roigh-
b2r I felt that my discussion of the activities of the Securities and Exchange
Commission, over which I have the honor %o preside, should be in answer +o your
warm invitation. And under that gospel I ask your help - the help that govern=
ment needs from every man and women: support unqualified and whole-heerted in
the good we are trying to do; and suggestions and eriticism of how that good
may be made better. There is real work to be done and we want your aid in
doing it,

With the exception of a brief outline of poliey I made before the National
Press Club in Washingbon shortly after I was sworn in, I have made no speeches.
My own preference would be to make none mow. I prefer to let our record speak.
That record is in the making. It is far from completion but it is far enough
along to show clearly one thing; There is no Right or Left in the processes of
the Securities and Exchangs Commission. All we are trying to do is to go for-
ward,

I shall direct my words to the end of having you see the vista as we seo
it = a road down which you can travel without difficulties.

The Cormission wac establishad by an Act of Congress "to provide for the
regulation of security exchanges and over-tha~counter merkets" and "to prevent
frauds in the sale of securities". That is a charter to whieh we feel you can

subscribe,

It has been asserted that the security business is "the most important
branch of business in the country from the standpoint of direct and indirect
influence....supon the welfare of our population". I stated publicly thres
months ago that the sixteen million security holders who came into existence
indireotly as a consequencs of the Liborty Loan campaigns had a direct elaim
upon their Govermment, ~ a definite right to be protected from improper finan-
cial practices., I said then, and I say now, that no man darr assert that these
investors are not entitled to the governmental supervision they have sought and
are even now seeking in seemingly cndless communications to the Commission.

It is to business men like yourselves that the investor and the government
which seeks to protect him must look. In our complicated economic structure
the business corporation is the vehicle through which the trade and commerce of
the country is carried on. Those business corporations, or joint stock companie:
aro owned by millions of security holders. And, I think it will interest you
to know that a recent study of seventy-five American business corporations re-
voaled the fact that 88.8% of all the stockholders own less than 109 shares
eache The average American stockholder obviously is a man of such small means

that he needs governmental protection.

The real economic revolution in this country in recent ycars has been the
change from the days of the closed corporation, when only a few hundred thoy-
sand people owned securitiss, to the existing situation wherein one person in
every ten and one family in every three has a direct stake in the nation's )
business corporations. Often the real owners of a corporationsdo not control it.
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It has been demonstrated that in the case of many of the largest corpor-
ations in this country complete control of the entire property is held by
persons owning less than one per cent of the stock of the company., Very 6ften
through the use of holding companies, complete control of a large operating ¢
unit can be maintained by an ownership interest equal %o a fraction of one per
cent of the property controlled. These situations necessitated governmental
supervision, So that it comes to this, =~ you members of business organizations,
and woe memkers of the Securities Commission must protect the public's interest
in our corporations, é;

As you know our Commission has the obligation of enforcing and interpre-
ting two statutes of Congress -~ the so-=called Securities Aect of 1933 and the
Securities Exchange Act of 1934, Officially our duties began on September first
of this year, )

In its first weeks the Securities and Exchange Commission registered the .
various soccurity exchanges of the country and the securities traded thereon.
After only a preliminary exenmination it was found necesgsary to close one exchang:
entirely. Other ocxchanges are being examined so that they may be better able ’
to insure the safety of the investing public. The Commission is engaged in
setting up forms for corporate auditing and accountancy which will insure to the
igvesting public the fullest possible disclosure concerning the corpesrations
whose securities are registereds We are grateful for the cooperation of the
vest majority of oxchange officials who sympathize with the social aims of the
Exchange Aet and desire to cooperate in our effarts to sanitate the security
markets, ’

In my last address I spoke particularly about the regulation of excﬁanges.
With your permission I shall address myself more specifically to the problems
of the Securities Act. .

When the Securities Act of 1933 was approved by President Roosevelt, he
stated the social evil and the hopes of this logislation in the following lan-
guage: "If the country is to flourish, capital must be invested in enterprise.
But those who seek to draw upon other people's money must be wholly candid re-
grrding the facts on which invostors judgment is asked. To that end this bill
requires the publicity necessary for sound investment. It is, of course, no
insurance against errors of judgmont. That is no fuhotion of governmmant. It
does give assurance, howaver, that within the limits of its powers the Federal
Government will insist upon knowledge of the faets on which judgment can be
rased. The new law also will safeguard against the abuses of high-pressure
salesmanship in security flotations., It will require full disclosure of all
the yrivate interests on the part of those who seek to sell securitias to the

publio,™ . '

ness as a judge of values. It does not advise; it doas not approve. What doe
‘it do, you may ask? The Act provides a deopartment with which must be filed
information submitted by corporate officers in anewer to required questions.
Before you can be askad to invest your money in a business, there must be a
record in Washington of the important facts which should. guide your judgment.
And at the time of a prospective sale the law requires that you be furnished
& copy of these important statements. The truth of these facts cannotte guar-
anteed. There will always be people to whom an oath is meaningless. There

Now Gantlemen, the Securities Act ‘does not put the Govermment into busi- {gr

&
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will always be problems of bad manazement, However, in the usual case these

" statements will be reliable guides upon which the value of a security can

be .judged and by which the investor may decide with prudence whether or not
he shall entrust his money to such an enterprise, But little reflection is
required for you to appreciate that in a country as vast and complex as ours
no government could supervise the investment business to the extent that it
would guarantee the truth of every statement made in the course of a capital
issues The Act now makes deception more difficult end more perilous, detec=
tion more likely, and conviction more certain, It imposes upon the dis-
honest corporate official the burden of civil liability which should act in
most cases as a deterrent to fraudulent sales of securities,

I cannot be too insistent in impressing upon your minds the magnitude
of the task of preventing fraudulent transactions. For years the crafty
security salesman has operated with marked success throughout the land,

The latest reports of the Securities Division of this Commonwealth for
the year ended November 30, 1933, showed that during that period
$204,437,688 par value of securities were denied sales privileges in this
state, Since the passage of the Securities Act in Massachusetts s total of
two and three-quarter billion of questionable securities have been s imilarly
prohibiteds (Auge 26, 1921 - Nov. 30, 1934,) Your Better Business Bureau
here estimates that the annual loss in this state of Massachusetts is approx-
imately fifty million dollars, And the conditions cited are not peculiar
to New England,

But I say to you, as one practical business man to another, that where
local laws neither hold a securities dealer to effective responsibility nor
require proof of merit in each security registered, and where stock exchanges
can be utilized by dishonest dealers to facilitate the peddling of their
wares off the exchange but on the strength of the exchange quotations in the
security, the community thus exposed to fraud and manipulation should wel-
come the Securities and Exchange Act of 1934 and the Commission it created.

The denger is not that we will interfere too often but that we may act
too late, That is why I appeal so frankly to you business men. You can
help use. The protection of the investor in your midst is at least to your
interest, To us it is a "congressional mandate". But our job will be
better done and your interest will be better protected if, by alert and
vigilant cooperation, you business men share our taske

The cooperation we ask of you we ask likewise of every other community
in the country, But with respect to you in particular, we feel that our
record of performance in this commmnity (of encouraging and facilitating
reputable transactions and of hindering, delaying and stopping the disrepute
able) entitles us to your supports

Heve no fear that goverﬁment supervision.will destroy honest enter=-
prise, I realize that it is human to fear change., From the beginning to

the end of a mants life instinctively he resists changes that confromt him

as the years unfold. It is so in business and in public lifes. The création
of the Interstate Commerce Commission control of railroads in 1887 would, it
was feared, convert trans-continental railroads into "streaks of rust", The
creation of the Federal Reserve Board in 1914 would, it was feared, destroy
banking initiative, The safeguarding of life insurance was fought as being
dangerous,
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" Yot the fact is that the period of greatest railroad prosperity oscuryed®: &
under the regime of the Commerce Commission and certainly the hanking busimess ‘
had never known such an ers of prosperity as in the decade following the vgtab-
{ishment of theFederal Reserve System. The general feeling is that recent
banking troubles resulted from too mch individual banking initiative. And
Yhe great insurance companies now are thankful for the laws they once opposed. €

s - : .
The same kind of baseless fears arising from antipathy to change greets
this formative phase of the work of the Securities and Exchange Commission.
These fears are unworthy of mature minds, .

I urge you to disregard thems This Commission will destroy nothing in
our business life that ia worth preserving. You are warranted in having con-
fidenee in our plans and purposes, - confidence as I have said "that if busi-
ness does the right thing it will be protected and given a chance to live,
make profits, and grow, helping itself end helping the country". Honest busgi=
ness needs nothing more; the Commission promises nothing less,

Perhaps it is safe to say that the Securities Act may be looked at from
two important and distinect business points of view = first, from the viewpoint
of the honest business man soeking new funds for his enterpriss, and seeondly,
from the point of view of the dishonest promoter. As to the latter, the ragu-
lations can't be too strict. Almeost any strict control is warranted by the
6vll sought to. be stamped out. But it is from the reputable people in the
community that one hears many complaints about this legislation. Many alarm~
ists say that the capital issues business has been destroyed by this Act ani
will never revive under the present law. What are the specific charges hurled
againegt this legislation? Let me snumerste thems TFirst, it is said dhet the
Act imposes liability upon directors and corporate officers with umwarranted
geyarity; secondly, registration under the Act entails excessive and burden-
some expense; thirdly, the Act requires information, the securing of which
entails disproportionate offort and that much of this information is irrele-
vant to the investor; and fourth, the delay caused by the Act between the
firat corporate action towards floating an issue and the final clearance of
the Commission operates adversely to the corporation.

Let me consider these matters one by one. It should be remembered that
on the score of 1iability the Act is much like the present English lew., The
liability arises when the registration statement contains %an untrue statemont
of a material fact or omits to state a material fact resuired to be stated
therein or necessary to make the statements “herein not misleading". Direotors,
officers, underwriters and experts may avcid liability if they can sustein the
burden of proof that they exercised the standard of care and investigation of
reasonabls persons under the circumstances. In & word, negligence and dis-
honesty are penalized. Most of our everyday conduct, no matter what our walk
of life mny be, carries a risk of demages for negligence or dishonesty, The
ﬁct was amended at the last session when Congress felt that the burden had
oeen too severe. The prosent standard is fair and offers danger to no one
ﬁssorving protection,s Under the law of most of our states; directors are lia=-
Ple to ctockholders if they are dishonect or if they are nagligent, and this
~1ability grows out of no statutory provision but is deeply rooted in Anglo~
American law, Direotars are required to direct, and whon they seek the monsy
of their present or prospective security holders, is it note minimum require~
ment that they be careful and that they be honest?

1
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As to the second reason, much has been charged but little has been proven.
You will be interested to kmow that I have caused an examination to be made
af the costs of registration end sale and distribution of ten large issues o
securities floated in this' country since July 30, 1933, . '

These issues vary in size from §$5,000,000 to $55,000,000, The gross
procéhgs aggregated $126,000,000 representing 30% in dollar value of all the
issues, excluding investment trust issues registered with the Federal Trade
Commission, or the Securities and Exchange Commissicn, since July 30, 1933,

You will be interested to learn that . the total costs of selling and
distribution, excluding cormission or discounts paid to bankers, amounted to
$923,000, or less than 1% of the total gross procecds of the finaneing involved,
Those items which might be attributed wholly or in part to the new legislation °
accounted for only $482,700, a little more than one-half of the above costs and
less than ome~fifth of commissions and discounts paid to bankers for
underwriting these issues, Furthermors, the total items of expense which, by
any stretch of the imagination, can be chargeable to new legislation amounts
to-38/100 of 1% of the gross proceeds of the finances involved, and thers can
be no doubt that an appreciable part of legal and accounting expenses which
are included in the ebove costs would have had to be incurred even if thsere
were no Securities and Exchange Commission and no registration,

Indeed, the costs above recited are relatively less than the costs prevail-
ing prior to the Sccurities Act legislation. It has been found, for instance,
thet ten issues picked at random in years prior to 1933 aggregating approximate- .
ly $60,¢00,000 or gross proceeds involvad legel and auditing expenses of '
$311,000 or % of 1%.of the total capitel raised as ageinst less than 3/8 of 1%
in the ten issues above recited which were made under the terms of the
Securities Act. The total expenses which may be charged wholly or in part to
the new legislation amounts to less than one~fifth of the underwriting commis-
sions paid to bankers and to less than one~half of one per cent of the dollar
value of proceeds to the corporations obtaining new capital. In any event,

I can assure you that the Securities and Exehange Commission is confident that
it can remove many of the technicalities in the administration of the 1933
Securitiass Act which are said to be burdensome to the securities business.

Remomber the Act is new, - the Commission is lcarning., The Bar, the
accountants, ahd the engineers are as yet super-cautious. As the Commission
functions with a view to assisting business, the practice will grow more
established, the routine will be more widely understood, and large expense
either for lawyer or accountant will be less and less justifiable.

To the third objection in regard to the burdensome questidnnaires, I
shall be fraenk and state thet undoubtedly, due to the pressure of imple-
menting a new and important piece of legislation, the forms may have been
in some instances imperfect. But remember that many of the complaints come
from persons out of sympathy with the Act. Their attitude explains the appre-
hension felt on this score, I am far from contending that the Act or its ad-
ministration is perfect. Both are human products and therefore fallible, butb
never forget that we are learning by experience., Other and briefer forms are
in process of preparation which are more suitable to special classas of busi-
ness, One of the most prominent lawyers in the field of corporate finance, who
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was ar outstanding critic of the originnl act, has ctated sategorically that
when the f-proposed-amendments to our forms and rules. have been adspted, there
will be nothing in the way of incopvenience or expense which should deter the
Ameoriocan business mén from seeking new cepital im acoordande with the require-
ments of the Aote

And now the last oriticiam about the delays This criticism I venture to
state is grossly sxaggerated, [The large-st finanoing under the Act - all of you
gentlemen have heard of it '~ the Bdison Electric Light Company public offering,
required but twenbty days between the original applisation end the final clear-
ande permitting flotation. I would also in this connection leave & thought with
youe Speed in itself is not s virtue. Only yesterdgy how many prominent issues
collapsed to the costly and sorrowing exporience of the Amorican publioc. Meny
of them foundercd lergoly because of tha speed of issuance. Deplorebls loss was
the sonsequenca of i1ll considered conception, preparation and execution, We
don't want the staccato tempo of mueh of the fremzied financing of the lato
twentiess Too often pyramided investment trusts, cmong other forms of fimepoing,
in fevorish fashion, soughtthe funds of tha public to whip the froth of 'mlues.
Mind you, we plan to expedite in every resai*l~ way, hut in this Disid
the warning of the philosopher has a distinet appoal. "How much better it ia
when a thing is done from sound reason and not from noeessity." In fineneing, the .
necessity of spved is often not real but artificial, ‘not dictated Yy the ovonis

hemsolves but by the selfishness of promotcrs. In a word, wo plodge oursclves

0 insurc thet ostablished enterprises shall be abls to solisit the public withe
'put unduas delay, without unnecossary toil and without excessive cost. Tha Aect,

ontlemen, is part of our fundamontal law and in 8o far as it is humanly possible,

t chall be made workable,
4 So muoh for the specific criticicms. Now for the gemeral charge that the
‘Act has dried up our capital markets. ’

Of course the first guarter of 1933 included the bank holiday and for. that
Yreason might not furnish o fair basis of comparison. But in the second guarter
of 1934, cupital issues wore actually twice ac large as during the sams period
8 year earliere And this is true despite the fact that thore was every induce=
ment for bankers and brokers "to jump the gua" and get out thoir icsues before
the Securities Act booame affective. .

The racord supports me in the statement that this Aot is not an importent
factor causing the present inactivity of the capital market. Since the Seaurilles
Act becume a law the total of new capital issuss in ths United Statas (oxsluding
Foderal financing) has actually increased. For instanses, = during the Pirst nine
porths of 1934 capital issues were twice as large ea for the same perlod of 19%3s

A

Thers has been no new security legislaetion in Great Britain and yet the
Emitish figures show that new ocapital issuas during the first nine months of 1034
Wore praotlcally no larger than a year earlier, and totaled only onew~half the '
dolley value of new finencing in the United States of the same period.. )
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Bear in mind that in this country numerous governmental agencies have,
during the past year, assumed the role formerly oecupied by the private
banker, furnishing funds that ordinarily would have been raised in new
issues of securities. Yet, over and above the financing of private corpora-
tions provided by agencies like the RFC, there has been a substantial
capital issues business in this country, = & business which totaled in the
first ten months of 1934 almost $2,000,000,000 or more than twice the esti-
mate of new financing in Great Britain during the same period,

I am quite aware of the limitations of these statistics--that the
dollar volume would indicate quite clearly the relative insignificance of
our capibtal issues during this period in comparison with vnrevious years.
But I mention these figures in order to point out the loose thinking of
many critics- who assail the Act. The real obstacle is not legislation.
Corporations in a position to borrow long term money did not see the oppor=
tunity of employing it profitably. Corporations which did wish to borrow
long term money were in no position to convince investors that they were
safle risks. There have been other and more fundamental reasons commected
with the general state of business, ciroumstances not peculiar to this
country put finding counterpart in every other  land, for all are equally
affected by world wide depression.

Let me give testimony from a source which is clearly impartial, I
quote from an article from the Midland Banl Monthly Review (London), July -

August 1934 "At a time, then, when the private investor himself is depressd

and uncertain, more heavily taxed than he was and probably less well off
in respect of income, it seems doubtful whether, apart altogether from the
Securities Act, available funds would at present flow freely into private
investment,"

Thus, in actual effect it is not true that a major reason for the re-
duced volume of new security business in this country during the past
twelve months has been the existence on the statute books of the Securities
Act., '

You will recall that I mentioned how the Act affects.two classes of
businessmen, As for the second class, that is, the rogues who seek to live
by deception let me again repeat the Ret is 1like all legal rules, subject
to the limitations of effective legal attion, Unfortunately scoundrels
will.capitalize the registration requirements and may seek to scll you a
security on the theory that mere filing-indicates approval by the Commission,
Beware of any such argument. The Act itself makes such a representation a
distinet criminal offense, On the other hand, Mr. Average Man not troubling
to read carefully or have explained the law under which the Commission
operates, may be lulled into a false sense of security by the misconception
that Uncle Sam is now-every man's financial advisor.  More than ever be-
fore is there need for wvwigilance and for.caution on the part of our people,
most of whom are unknowing in the ways of finance. Losses in this manuner
would be at an appreciably lower figure if the average man kept in mind
that he is being sold a piece of paper and that if he is to assure himself
that he gets more than its intrinsic value as paper He should ask himselfe
Who sells me this and what is his business reputation in the.commmity?

Our short experience as to this legislation prompts me to sound anote of,
warning, partieularly to you my friends of the radid audience. Each and
one of you is a prospective or actual member of a sucker list, and when the’
stranger calls you on the phone to interest you in the purchase of securities,
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beware., Unless you have oonfidence in the integrity of the sponsors you ought
%0 take special preaautions bBefore you sign or the dotted line or surrender your
cash or the s4curities you now own, Over the country from time to time aprings
up the promoter with a worthless issue, a tipster sheet to lure you and a bab-"
tery of telephono salesmen to close the deal to your misfortun», Be on your
guard, The Cormission eannot in the very nature of things police overy transe
action in Amerieca, Where it hng ovidence, rest assured it will strike.

We have the tremendous task of educating the American publie to protect -
itself against highw-pressuro salesmanship. No law has ever been devised or
administered which suecessfully eradicated crookedness, The Federal Government,
howover, hopes to fill a much needed wanb, hopos to be a vigorous factor in the
relentless war on stock frauds.

Let me stress with all the sincerity at my ocommand the earmestness of our
purpcsae, We of the Commission are neither corogors nor undertakers. We seok
to ereate and %o restoro in order that enterprise and confidonco may be reestah=-
lished,

We aro mot prosecutors of honest business, nor defenders of crookedness.
We are partners of honest buginess and presecutors of dishonesty.
We shall not proe~judge, but we shall investigato.

Necaasé&y, legitimate, useful, profitable'ontarpriée will be encouraged.
Only the sonseloss, vieious, and fraudulent act1v1tiOQ’w1ll be curtailed, and
theso must and will be eradicated,

The initials S~E=C, wa hope, will come to stand for Securities Ex-Crookad-
nossSa

We have two major objectivas in our work. Ono is the advancement and pro-
tection of decent business; and the other=--even more Jimportant--is spiritual,
and I do not hesitate to employ that word in connesction with finance. We are
seeking to recreate, rebuild, restore confidence. Confidence is an outgrowth
of charaecter, We believe that character exists strongly in the finanecial world,
80 wo do not have to ocompel virtue; we seek to prevent vice., Our whole formula
is to bar wrong=-doers from operating undor the aegis.of those who feel a sonse
of ethieal responsibility. We are eagor to see finance as self-contained as it
deserves to be whon ruled by Honor and Responsibility. Suscess is mwot the sup-
cass of one; it is the sueeess of all, No man ean live off the pack without
boing lived off by the pack,

The groundwork of our social and economis system is the latitude of Reasons
not -the restriotion of Foar; it provides for free sctivity withim limits that
should be self-imposed., Whon abuses ooccur, zhecks and ocorrections arise. Bub
the applisation of these processes is not the death hand that “some proeslaim it
to be, Instead, it is the assuranse of Life and Strength when Honesty and
Intelligence aro prosent, We have been brought in to being to kelp ysu as part
of the publis whiep orects government for its srvice. But you best can help
yourselves, You can make the investing of money hopest, Then you will truly
bgoome your brethors'! keepers And to me that is Yo asquire merit.
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