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. Whep I received your president's kind invitation to participate in

- .one of your meetings I welcomed the opportunity to come to Chicago and ex-

change views with you. There is great value to be derived from these
meetings. Much of it would be lost, however, were we to confine ourselves

" to a statement of the things on which we can all agree, and ignore matters

‘which, “although dontroversial, are nonetheless both timely and fundamental.

1

In spezking here today I run the risk that you may think I am expressing
Vphg sentiments of the Commission. I make no pretense to do so, What I
say is on my .own responsibilitiy and should not be understood as éxpresse
ing the official views of the SEC.

. —Moreover, I am sure that you will find that the viewpoint which I
e;Préss‘;s not . in _all respccts the viewpoint of a person who makes his
livelihood from the business of buying and selling securities. That view-
polat ;siset ﬁorghfoften enough in the spesches and writings of personms
who are emgaged with you in the secnurities business. I hope that I ap-
proach the problems which concern me in my official capacity with an open
mind., But if it can be said that my experience has given me a special
point of view, I. hope that special point of view is in the interest of
the invesbting public whom history demonstrates needs protection in matters
involving the purchase and sale of securities. Although in the final
analysis you and your customers have a common interest in corporate secu-
rities and. their issuers, that common interest is frequently obscured by
the private interests of one-person or another to the point that, of two
persons to a contract, one must be protected against the other. I know of
many cases in which publie buyers and sellers of securitles have needed
proteéﬁion against professionals engaged in the securiiles business, I
know of only. one fraud case in which the professional needed protection

. against the customer, and it is a matter of record that the SEC put that

cusdomer in jail,

Much has been sa;d‘ahd written concerning the contributions made by

‘those in the securities business to our economic development. I do not

underestimate them, The rise and expansion of our industries were in the
past due-in no small measure to the success of our investment banking
system which. gathered togesther the public's savings and directed their
flow into the productive uses of business and commerce. The future
health and growth of our system of free enterprise require that this pro-
cess continue at a higher rate than ever before, Truly your business and
our capitalistic system are inseparable. One could not‘exist without the

other.

’ i.tﬁqweﬁgr, we. cannot afford to ignore the fact that in a sense all our
econqmic‘and political institutions are on itrial today. As the world

shrinks in size with the advance of communication facilities, and as the
peoples: of the world.draw closer together because of our common necessity
to find an international way of life which will preserve the peacc of the
world, it is inevitable that the contributioms which our institutions are
making toward our spiritual and material advancement will be compared and
contrasted mors than ever with the customs and institutions of other

_people. You and I are dedicated to the presservation and advancement of

our.democratic form of government and our capitalistic system. All of
ustyIfam,ggre,(are convinced that ‘our political and economic system is the

N



which has yet been devised for the promotlon of enr publlc welfare and .
the, preservatién of our prlvate Tibertiés, - Outr convictions make Lt im- /'
perative that ve 4" nothing to. undermine thcse lnstltutions."f”f”ﬁi i

What is the conﬁection between your;business and the preservation of
those lnstithtions? The most obvidus' connection is the one I have already
suggested To the extent that you help to raise “capi tal for industry and _
to gear it to a‘hlgh and increasiné level of production, you ‘are insur ng
economic and political stabllity.‘ Eut you have andther volz’ “in’ the preser—
vatién of -our institatiaons, one which is at lecast-as important as the job
of raising capltal. That is the task of instillfng and maintpining public
confidence in our securities markéts and our sescurities issuers. In a
real sénse, you men who offer securities for sale to the public are tene
dering them a share in capltalism, You dre asking the American people’ to
invest their savings in American enterprise. Tou are urging ‘them to plac°
their confidence in our securities markets an? in our corporate 1ssuers.
‘You are saying to them that our markets, our securities, and their issu@rs
are all that they scem to be; tbat they are free of fraud and undzsclosed
special privilege. ‘ . -

There have been times in the past when the- American people, after
responding to the appeal of investment bankers and securities salssmen, -
have felt that they had been betrayed., Most of us still preserve a vivid-
recollection of thé late 20s and carly 30s when the practices of certain
of our financial leaders created that sense of betrayal in the publlc =
mind, With,that sense, public confidence ‘in American basiness wag shaken
to its very roots. There have been few occasions in vur history when the
stability of our institutions was more seriously threatened. - All1 of us "~ ¢
are resolved that there will never be a repetition of the events of those
days. We are proud that brokers and dealers, both-individually and
through thelr organlzations, have joined forces with the state and federal
governments in overhauling our investment banking machinery and puriing
our securities markets of the 11ls that almost brought about thelr -
destruction. : M

Eut the crucial gquestion today is: HaVA we done enough? Are we
satisfied that we have taken every reasonable precaution to prevent a
repetition of the 20s? Are we sure that it will mnever again be justly
said that carelessness or ignorance or greed has so shattered the cone’
fidence in our financial institutions of the individuals who comprise our
nation as to imperil our political and economic sysiem? :

We have made progress., We are.reasonably surzc that misleading
prospectuses, concocted of half truths and baszless ‘prophecies,. will néver
play a prouinent part in another boom and btist. ‘We are fairly. certain-
that the cclcrful pools and the melodramatic corners of another era are ~":
gone for good. We have ‘confidence, todp, that buckei shops and boller T,
shors have pass ed pe*manently from ‘th& American scene.” UF ‘course th,re -
will always DJe f‘us'toners who will losée money in .sccurities,- And there
will alwvays be firms vhich after honestly appraising all the facts abaut

the security and the market, w111 have guessed wrong. That iSJbound Lo"

happen. ) . ) ‘ ) o ) ’2 ; _';
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°°1 am not éoncerned with situations'of that sort. .What I am concerned
with, and what I7think all ‘of us should be concerned with, is customers who
suffer unnecessary losses because they have acted on recommendations which
no person having any claim- ) be -expert’in’ the securities field ought to.
make. ~ I am concerned w1th firms which adopt unsound business practices:
because they are unwilling to face the facts of life as they pertain to
the securities business. - I am concerned with the securitieés firm whose
ignorance or cupidity blinds it to the fact that it must place the interest
of its public customers before its own,

Before offéring a security to his customer; it is: eniightened self-
interest for the professlonal to ask not "Can it be so0ld?” but rather
"Should it be purchaseé°" - Happily, there is abundant evidence that in-
vestment bankers and selling g"oup members ubually do exercise care and
restraint in théir offerings of new securities to their customers; and
while 1t is disturbing to note that of late there is increasing criticism
of some offérlngs of the securities 6f "war babies" it is worth recording’
that much of the criticish of such offerings has come from ‘the ranks of
the professional brokers and dealers themselves.:

The reason why it 1s to the professional's interest to inquire
whather a security should be purchased by his .customer is obvious. It
is not exaggeration to state that most sccurities firms which deal with
publlc customers advise those customers on matters relating to the pur-
chase and sale of securities. It is not-doing violence to the truth to
say that the reliance of public customers upon securities firms for in-
vestment advxce is fostered and encouraged by those persoens in the securi-

‘ties business with whom they deal. I think that it cannot be said too

often that the professionals in the securities business are not in competi-
tion with their public customers. From the very nature of things such com-
petltion'wodld be unfair, and for your spokesmen to proclaim publiecly

that such competition exists would be to announce the destruction of your
business. This'is bound to bc true because there are few members of the
publxc who would do business with you at an arm's length, and there are
even fewer meémbers-of your profession who would be bold enough to invite
business on such a basis. Your customers look to you for counsel and

advi ce. ﬂhey feel the’ need of the assistance of. the profegsional in the

\comp;icated business of deciding what securities to buy and what to sell.

When you offer them disinterested and impartial assistance in their in-
vestment problems, you find them eager and responsive, Were you to offer
them less you would meet with suspicion and distrust. You cannot shut
your. éyes to the fact that, if the average.individual investor became
convinced that he could 'not look with confidence for impartial advice to
those whose business it 1s to be expert in securities matters, then there
would be no future to your business.

Y ‘emphasize these facts about your business because from them spring
obligations which many firms choose to ignore, There exist today in some
quarters practiceS‘ﬁhich threaten to undermine the public's confidence in
your. bus;ness. A1l too often 'firms which ‘'solicit business as agents con-
firm trades as’ dealers becausn of their unwillingness to disclose the
amount of. compensation “that they are obtaining from the trade. They
Justify thexr act by stating that they can make a greater profit by this
method. Whether such reasonlng 1s calculated to inspire- public éonfidence
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in your business I leave to you. This practlee is particula rly vicious
when™ followed by- stock exehange firms which have for years held themselves
~out to-'the publi¢:as brokers and ars: generally regarded as such by. the .
persons with whom they transact business. . They do most of. thei; buslness
as. brokers, yet.not: 1nfrequent1y it*happens that when un;isted secur;ties
are 1nvolved some. member firms- take off-their broker's. coat . and put on a |
dealer's.coat without informing their customer of the reason for .the =
change or 1its significance.: Such conduct is. frequently 1ncons;stent with
“the best. interests:of-the customer, and in such cases is highly detrimental
to the welfare of the exchange itself. .

-Moreover; i1 is notiupcommon. to meet: professionals who will not
recommend 1lsted securities to their customers because their markets ° -
are publitly :quoted. I do not measn to imply that listed securities. are ..
of necessity the best:securities,-but I do wish to say that a firm which .
in considering the investment needs of }ts clients rules out. the securi-
ties of some of our most prosperous and best. situated companles simply
because these securities are:listed -and treded publicly. does. not render .
that. kind of disinterested service which customefs are usually led to
expect, C e -

Among other obnoxious practices wkhich seem to exist, I. should include
that of churning accounts, by which I mean the practice of tradlng 2 ClSe |
tomer outof /one security and switeching him into another ior the soLe T
reason that this activity is profitable to the firm handling-the sccount,
I have no tdea whether this practice is wldegpread but 1t is disturbing
to talk .with 'so many professionals who volunteer as a mark of distinction
~the fact ‘that thelr firm does not. churn accounts. One is led to wonder" ,L
1f failure to churn is a special virtue to be found only in a selected

“féWa o . ' : S e

If T ‘were asked to mention the one fact about tbe conduct of your
business which 'scems to me:to threaten most your:claim to public con= ;"
fidence, I would'mention the 'attitude of -your business toward the dis. .
closure of thé:market-values of over~the-counter securities. Happily,

' 1t can-be sald'that at almost every point of comtact with public customers
your business has made steady and-substantial progress in its efforts to .
win and preserve the unique position of trust and confidence which $t now
occupies, It is-a matter of great regret that such 1little progress has
been made in'providing facilities whereby members of the public can obtaln
accurate guotations for-over-the-counter sncurlties. The desire of the.
securl tiee business to withhold public. knowledge of accﬁrate quotatlons i
in this field has given rise to controversies which have wracked your
business fcr years It underlies your debates concerning how much of’ a ’
markup i¢ falzry’ it is at the. bottom of your troubles 1nvolving the manner

in whizh over-the-counter securities should be. quoted in the daily papers.

EE N

“f.1 Septure e 53y that most of you know that I belinve there should
be fuls and cemplete disclosure of ;| the market value of all sscurities,
I Know of no better objective standard by which to Judge the present
value of a security. . I know of no good reason either in business or 1n‘
morals why ¥thié objective standard should be sa.Jealously kept from the -
public. I daresay that there 4s not a single person in this room who
would buy or sell any security for -his own. account withaut flrst as-
“éértaining ts Market value. I.am ssure there_ is no banker in thig cltg‘
who would lend monesy secured solely by an over-the~counter security” '

%
e
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-gﬁgggtaiming its market value. Xet I veature to predict
As nothing. affectxng &he Schrities business in this cityon -
?findfmore<agqgement .among those engaged in the business than

??1oa;%heig;ogposition Ao -market disclosure’~and it requires no cYalrvoyance .

;onsmy;part $0..53y: that were;thgﬂmaiter suhmztted to the publie customers

“f:’with*%hom you-do- ‘business ¥ou’ would find them unanimously in favor of’

‘complete market disclosure, If this is tr Tue, do you not risk the public’s
econfbd,ncefon which, ¥ou so much .depend by your insistence that the market
vaiue -0f an over-the-counter security is the trade secret of the profes-
sional? < If the golden rule-is a sound -principle of business, is this not
a perfect -field for.its applicati on?
Ehls problem,of over‘the~ﬂounter quotations will one day be solved.
I have the -greatest . confidencc that, when it is solved, it will be by
making public the market value of thcse securities. It is the only
solution which %will create public confidznce in the over.the-counter
markets. I-know-that there are some bugs that will have to be corrected
before a- perfect system-of disclosure can be devised. It is a matter of
.great- régret that ‘the securities business has not evidenced a desire to
work. out-these bugs.. I know that. certain of your organizations have
stated that, they: have made real 2fforts to devise a system of market dis-
: clqsure :and that it Just can‘t be done, I say to you publicly what I
saidnpr;vately to a- representatxve of one of these organizations not so’
long:y ago, . This problem can easily be qolvéd provided your business and
its-representatives accept the underlyzng principle, It can b2 solved if
there;is a- wilL to-do it. . Tha wxll is lackings

s I qald at the outset that one of the JODS of the securities business
»4svto help to preserve public confidence in the issuers of securities. '
Let me develop that theme a little bit. It is a matter of pride to all =
of 1s;" and it 1s- doe in lar ge\part to the efforts of persons engaged in
your-business, -that corporatxons whose securities are publicly owned are
becoming increasingly conscious of the obligations which they have to
their security holders. This is reflected in more adequate reports to
stockholders,wanﬂ»ln the restraints exercised by most managements in such
matiers-as -those relating.to the voting of speciil emoluments to them-

~ selves.s . Yet we are all.disturbed at times by the action of the manage~
ments of:some-of our pubilicly-owned .corporations who scék unearned com-
pensalion by voting themselves special retirerent benefits or stock pur-
chase options, or by Qtherwise gttempting to enrich themselves at the
“exPense of-the-corporation.and its security holders. In many of these
cases*the facts ere fully disclosed putlicly, thanks to the requirements
of-the stg&utes -administered by.the SEC. Tanis is particularly true when)‘
a:sfockholders' -vote-is requlrnd and proxies must te solicited. The
?6§L°Gess of most efibr s of this character is due in part to the lethargy -
. that immobill zes . securltyﬁhnlders.: Yet each of these gouges leaves its
b’sears,and eadh of them tends to undermine the confidence of all of our
- eitizenry in our. corporate system. A commission such as ours ‘cannot pre-

- vent these acts. All we can do is require that they be fully disclosecd in

casés ~coming within our.jurisdiction, The only public voice that is

' usuélly,raised in- opposition to such matters comes from the financieal press,
" to- whose great credit it is that it has often cxposed these lzgal but
reck‘ess ‘efforts at self-enrichment, 'Vould that there were yoices in

3 your hQSIDESS that added their influence to that of the financial press

*



Most _security - firms belleve that their responsibiiity ta hely < =
custaners” does ‘not ‘end with the sale of & security.‘ In redognttion of‘tbis'{'
belief théy undertake:to advise theif customers wheliéver new or:chatige
‘ circumstances require the liquldatlon ‘of'a glven- security. In certatn ™ "l
\situations they have soueht 1o do, moTe. A ready example eomes o mind in -
the steps often. taken by a security firm whleh originated or wasg actiwely
interested in an issue to- protect its security-holdiné customers i any .
) reorganlzatlon of the issuer. As 1n.many other: fields, ‘the publitc 1ntenest .
has required the enactment of legislation governing the donduct of such:
representatives, but. the basic- soundness of the‘proposltlon that security
holders need the proteczion of expart- representatiof in such cases hds rew -
mained unchallenged. 1 daresay that few wlll be found whb ‘will not con- - ¢
cede -that on other occasions =z dislnterested advocacy of ‘the investors' ~
interests is required, . Who shall be. that advocate? Expertencs has shown
that the individual investor is not usually equal’ to the task. ‘The easy
alternative is to: suééést that some government agency do 1t. T

Such an altefnative: should be the last resort. and will never. be néeded
- if private groups will undertake to protect investors from unfair manage-
ment. There is none better squipped than your owh voluntary ordanizations,
and there are no' persons in the country having a greater natural interest
in such a program than those wvhose business it is to act as the middiemen .
between the issuer and the investor: The goal sought by all of s here, ‘-
the goal of a strong system of regional finance, will be brought many ‘steps
nearer of achievemsnt by the crzation of a strong vislce in each région to
‘beSpeak ‘the interests of investors, not in general terms but in specific
cases and as applied to speclfie proposals or derclictions, The strength,'
of our political institutions is due in no small measure to the informed -
criticlsm of those most ‘dedicated to their preservation, Has not the time
arrived when ‘all friends of capitalism mast strengthen it for the challenées
that may come, by a- vigorous but loyal Opposltion to the excesses of --
capitalism uhenevar such excesses are threatened? In the finencial fieid
are there any persons better equipped for that task than you who are. noth—
. students and _salesmen of our corporate economy? . . I -

B

Yet, although we know that unfair treatment of thelr security holdezs
by issuers is not uncommon, rerely do ‘we hear the voices of your ‘chosen
leaders publicly ralsed against them in sepcific cases, Although many in .
your . ranks can be found who will take a public position against sin, there
is none who undertakes to expose it when it appears. This is not surprise
ing slnce there are few individuals with the fzcilitles or the time to.. |
examine 1nto instances of corporate abuses. Many of your voluntary organi-
zations are 80’ equipped, however, and if the will exists to turn these.
aéencles toward .a more vigorous defense of the rights of. investors, there .
is'little doubt that such action will be followed by an increase of public
confidence in our financial and corporate- institutions. I am not suggesting
that you embark upon a witch bunt,- but I am saying that you can serve . ’
your 1nterests eand our common interest by an 1mpartlal but critical- examina-
tion of the-treatment by some lssuers of their security ﬁolders.

- . Let me be more Speclfxc. We have encountered a nnmber.of fasss in
whlch an 1ssuer or memhers of the management of an lssuer which has met:~
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peabe: dgnnpublicized prosperity have sought quietly to buv -

£L:bhe o standing shares. of the enterpwise. Almost invariabiy
gugg.of some one in your business is soughi to accoqplish this~:

e Ls'a sbameful betrayel of your security holders who have

\\\\\ } sks'and dis;ppointments of many years of unrewarded particlpa-
gtien 1n the gnterprise. To trade“them out ©of their investments just as
“they arg on the verge of a return not only defrauds them of their Just C
: e!pgctgbioﬁs’ but also s bound to engender in them a cynical and dlstrust-

. . other Lnstances—of abuses come quickly to mind -~ the solicltation
,fof,proxiesﬂby an unregistered company on the 'basis of inadequate disclosure;
- theffallure of a company to employ 1ndependent accountants to audit its

’affa;rs at :easonable intervals; the failure of an issuer to furnish

? adeguate flnancial 1nfbrmation, even when readily avallable, to its secu-
rity holders- or. the postponement of a necessary reorganization by pre-
serving the enterprise from technical finanelal default while those having

‘ ya};gg‘gqgtxgl deplete 'its assets for their own benefit. These and other
derelictions-of management are often publicly known. The sense of futility

-~which-must comg to the unfortunate securi ty holders of such issues is not-

eia; removed from a sense of distrust in all securities. It is hot far re-

. ed from:a .sense of distrust in the economic system that tolerates the

7.callous digregard of obligations which, when created, were usually accom-’
panied by pious. nrotcstagions of good lntentians. Should you not be on
the .watch for such situations, and sbould you not speak out against them
publicly when they are found?

H

N - It would appear to be feasible for your business to select representa-
- tives to- report publicly on the merits of some of these proposals to in-
- crease executive compensation, or on the derelictions of those corporations
" which & not deal fairly with their security holders. Such action would
inecrease your stature and add to the public confidence not only in your:
businéss but also in our system of corporate enterprise, Therc exist many
active organizations of parsons engaged in the securities business —-
organizations like your own; the Chicage Stock Exchange, our host today;
~ and the other exchanges in the country; =25 well as the over-the-counter
ordanizations of which many of you are members, Cannot some of them under-
take the responsibility of voicing the: financial conscience of the regions
"~ which they serve? Can we not have a "better business bureau” of corporate
- financial practices — not alone in matters involving the sale of corporate
_securities to the public but also in matters pe"taining to fair dealing
with securlty hoiders? -

- - '1'> It appears to me that this is 2 matter worthy of your earnest con-

. sideration. There is no more effective critic than a friendly one. There
- _can be no greater service to the preservation: of our corporate economy .

';1ijthan the speedy exposure by its fricnds of those practices which threaten

> its clalm to publlc supporte

. It is fitting to emphasize the significance of your work in relatlon
25 4o the ‘§individuals whom you serve. Remembering slways the contribution

" which investment bankers make toward furnishing capital for omr industrial
(szChihe, we must nevertheless not forget that the interests of the in-
?dividualsawhose savings are at stake cannot be subordinated to that
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machlne. We have just fought tueﬁbloodyfwgrs to mafnta;h:the fréedon. of5
the 1nd1v1dual £rom dominat!.on by ﬁhe Staf.'e. ‘A€ :we* ﬂm%o the: Ewaysfg £=
peace we must gver te mlndfhl “that 1ndustr?," 1ke o 3rT n vy 4 !
the servant of the individuals who - form o;xarrnation.*; Buslness: ezi:iediencye T
cannot ,justl fy the ma:-ketlne of unsound™ securities ‘ot unfair. dea}ing with.. .
security~holders, nor can the need for cdmmlssions»or profits }ustify S e

loose dealing: by professionals with their public customars.f MR ”5xi"5f .

s “. .,.,‘ .;Q‘

AR

1t is regarded as trite to dwell upon the fadt: ﬂka£ the indiwiﬁuais
who own securities are frequently widows and ¢rphans, “orithe ‘agedy-or’ S
persans.under various disabilities, Although trite, it is worth remember~
ing that the support of the helpless, the eduCation of the. young, vand the
care of the aged or the inficm frequently deper;d upon  the- probity and” skill
of a securities firm. "It is thls fact that' glves your ‘business a" diénity
which 1t could not possess were you to’ confine yourselves to dealini only- ‘
with. persons a,s versed as you are in the ways of finance. : It 4s“this fact
which. places upon you a unique responéibilxty toward the public. oL e

. You in the securlties business" have come a 1ond wa; 1n hhe past ten

years, For better or for worse, your business more angd more is acguir&ng

a professlonal status. This is so because investors generally are demand-
ing- professional guldance and because experience ‘has -taught them: the.value
of.your training and your skill, 1 believe that the future of your business
demands that you accept this challenge of those whom you profess %o serve.
You may sell yourselves short by resisting this’ caanbe in ‘your business or
by accepting it g*udglngly and with reservations. , - i -,

454091 - . .






