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'.; 'The opport~~,~ ~o' sp~.k, to t~e, National ASS9ci~:ion of ,Securities
'....

-co~i~sioher~:~omes at a particularly fortunate time. The,ordinary problems

-,: ..hr refulatl-on"1b the-_'fi-nanc;lalfield became inte~sif~ed in certain direc ...

-...., ""'Ci:onff- becausfVot".the' adven,t of war, and have been espec,ially heightened by. '.

~r .r~ctivepar'tl'ci'i'at'lonin that war. Evel'yone has been directinlJ his

"t:hinki~g'in'one way or another to the impact of the war not only 'On business,

bUt on the regulation of that ~uslness as well, and has been bending his

efforts to fin~ing the way out of each new difficulty.

In May of this year, we of the Securities and Exchange Commission were

invited to attend the meetings in Philade~phia of a large ~roup ot repre-

sentatives ot one business segment which was affected. They were giving

their entire time to studying ~hese problems. On that occasion I was privl-

'leged to address one of tho~e meetin~s. In the course of my remarks, I

stressed what seemed to me to be the advantages of a collective effort on

the part of all persons,concerned in order to bring to bear the united

energies and resaurces of all of us in an attempt ~o find a solution of
. :'

these prOble~s.- : I'issued, on behalf of ~~r Co~lssion, an invitation to_" '.~o~. ~"'~ .
~ll' o~ganlzations in the financial community,so sit down in joint session

,,- J

to 'explore ,the prob~~s _nn-to p~rsue r~m~d~e~.~herever they seemed possible.
'0. ;'.. 1 . : ~~o .',

;~ ( 'r .,The 're'spdnse'to that :inv,i:ta.tionwas 1l10st;,.h~a,rte1?-_ing,._.It was an inVitation
I '..... 1 .; .' I

-',-='of~a ~erieral ;nature) not .:dir.ect~~:lt~any ~nfl!.:person C?r_orga~1zation in par-
,l '.. .: : ': : i. ,

:.,::'iltltiiai',:'liut"~eageriacceptance,was_~rompt~y,fqr.thcomingfrom what I think
to t .' .. , .

;..' '~::,:<~:¥-'fa'i.r'l~be slUd "to ~e..all. of. the :!lI,lp~rt,~n~~gro~p~ .~n.~~e investment
-~:<,

: I' 1h~~tj.~~.,:-.' ",'
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Through the mediu~ of the meetings we had in July and Au~ust, we have

been able to appraisenot only the siz!'!of the problems-theMSelvesbut the attitudes of

the people who are faced with them and their ab,l11ty to deal with them. Also,

we have seen a little more clearly the position which the regulatory author-

Hies occupyt wha t t~ei,rresponsi bilitl.es.are and what they can do. It Ls

for that reason that I say it is mO,st fo-rtunate that we are able to be here

at this time to discuss with you the nature of these problems and the ap-

proach to their solution that we see unfolding. It has become abundant~y

clea~ to us of the Securities and Exchange Commission that the state secur-

ities commissioners throughout the country occupy a most vital position in

this whole effort. Furthermore, it is apparent-that through heightening the

coord~nation of activities that you and we have carried on in the past, we

can improve our joint effectiveness and meet the exigencies of these crucial

times.

I think reference to a single instance with which many of you are al-

ready familiar will serve to illustrate what I have in mind. It is a subject

which occupies a prominent position on the program of this meeting. I refer

to the proposal for the adoption of a basic form for financial reporting

which will be used uniformlY for reports by securities brokers and dealers to

all government regulatory authcrities and semi-public organizations requiring

reports of financial conditions. For many years financial. reporting by per-

sons engaged in the securities business has been required by one or~~i~ation

or another in 8overnm~nt.and in business. It hasl of,cou~se, been a;growing,
tendency as the responsibilities of brokers and dealers, as people serving.

-
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.:;~"t@~l!,le.. ~t J.~.:!tq~s(gr~wtb. ~~ere ~~s b,een a pe~haps n~tur~l absence of

9.Q~J!gl~a~~~!.1. ':J'f~e,t~~~ek: ~~chan~es -:-. d~pendlng upon the breadth of their

~~I9~'~!i'"9\l*1~~,.~,;:~ ~~~!' ~equlred varying degrees of response to financial.~ . .

l~sl.st~q.' upo~ !-~ ...nl~ng.:pf ~~ports or .stateJllents of cpndl tions. Each of the

CommIssion to require a frOJll ot.f~nanclal ~eport.froJll all. brQkers and dealers.. . . .

regl~t~.~ed';~~er !-~e .SecU~l.~les Excb~nge .Act. At .;:l~out th~ :.sa~~~time, the

. N~j,ip,na,l. At"s9~1aHl?n..of, se,curl ~ies Dealers w~s giving~ consi{ier.a.tlon to the. .. ..' .
adv~~a~11ity ~f ~aving such reports.made by its mem~~~~~to Its governing or-

gan~zatIDn •. We,faced ~he now well_kncwn pro~le~.of c~nvasslng all segments

of the industry. and the lndiVid~a~ state co~~isslcn5, ~xc~anging views in a

long se.ries of meetings conducted. on. ~pe ~pora~~~ basis w?i~h has seeme~

unavoidable- in the past •...

ges:tion' was; 1l1F'deby. -thl'l.ir .repr.esentati ve s th at our. j oint gov~!"nment.al or~an-
,,.. ~. ..., \.0 ,. I

lZ,at.ions. l:>euti~~~;d: t;~.,the. end, p~\.~tP'pJi £Yl~g. the. re~o~t.i.ng. pr~~~dure. .out

of 'Mla~.-sug.gestJ,on .g;!'~w..~qe. se:l'~~l o.f ~~.e.tl~gs_ 0,£ \fh)',ct 'y'o~ ar-e .a,~are between. .. , - .

the, ;JI1em.b~J'8'Qcf.l~r '.stan~J.P;8 COll\~ tte.e# ,r.epr~esen~l:ltiy~,s qf exchange s , over-
-. \.' A .. ..)0 "\ .' .}. I... I .: ..

"\ the-counter.- ",Q.r~n~atip~~ ant! :~f..oW ,r.r:ra4~g: .~~d:,E;~!?h~pg.e"Qi v:ision, wl\ic:h
.,;

were supplemented by -the work of ~~q~!li.<:i;an,~:~~~~ch.e.c:I.to the staffs of each.

In the short space of about six weeks' time was evolved a single forJll of

financIal questionnaire suited to the purposes of the business organizations
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and of our Co~lssiQD"as well as those of your o~ganization to the extent

th~t your very able co~ittee was in a position to approve it. I should like

to add here that I hope very much that it will' find favor with your member-

ship as a whole.~t tomorrow mornin~'s meeting. I lo~k forward with intense

interest to attending that session. If this form is found satisfactory to

your entire membership at this meeting,' we will have accomplished together

an objective in a mann~r which I think I may safelY' say has never before been

done. The savings in time and expense that w~ll accrue to the reporting

firms from the use of a single form for reporting to all agencies to whom

they are responsible will be extremely material.

This instance I think points the way to a solution of a large number

of other problems, some of which We have both had under more or less hit-or-

miss consideration during the past few years and others which we have not

yet even touched. For example, our experience here very definitely gives

rise to the hope that constructive steps can be taken looking to the simpli-

fication of corporate financial reporting. It seems to me that with the

same measure of cooperation between the state commissions, business elements

and the Securities and Exchange Commission that we have had on the problem

of financial reporting by the securities industry, we could go far toward

the development of simplified and uniform reports and filines required of

corporations, to the end of achieVing further economy of time and money.

The Securities and Exchange Commission would welcome an indication of the

willingness of your commissions and interested persons in industry to sit

down with us and explore this possibility.
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I should like tQ come baQk now.'to what 'Isaid earlier concerning the
. .. : '!-. !

position which you~of the State commissions occupy in the-current scene. Of

course, I am conscious that.when I speak of the State commissions,' I am speak-.. r.:) . . . . . .1 .:: •• 

ing of the foundation stones of pur own Federal authority.
"e :"':. : ••• ,;. • 

Like so many
developments in our Federal ~e~islation, it had its roots in state attack.
in this instance, on ~he_p~oble~ of protecting investors. It then branched

out into the broader ~ield of inter-state Federal regulation, but only when

the division o£ powers under our constitution, established as it was to
." I,

safeguard against e~croac~ent on the rights of the states, came to be em-

ployed as a protection to offenders. Thus it se~ms to me most appropriate. .

that we should .return again to the souroe of our great experiment in de-- -

mocracy. There is another reason, however, which also impels me to that

conclusion, and it is interesting to note that that reason stems from our

effort at this time t~ .d~fend our democratic institutions. The war which we

are prosecuting has called for a tremendous expenditure of our total re-

sources, an expenditure which necessarily entails a compensating conservation

ot those resources. We must spend our dollars for the production of the

machines of war and our m~ power to carry the war to the enemy, to his

ultimate defeat. In money and in m~npower there is a reduction in the avail-

able resources for carrying on non-military activities. Those non-mi.litary

activities with which we are concerned,' however, must not be neglected, for

their impact is on the whole structure of our nation. In.the financial field

it is your duty and our duty to protect the soun~ess of o~r .economic mechan-..
-,'

ism for if, through inattention, rottenness is allowed to creep into our

financial econo~ic system, the ultimate effect will be a serious impairment

.of our capacit~ to produce for war.

,:;
-"r~4/; 

~~ 

" _ 

~ 

~ 

-

' 



,,~~:;-::_.F;,~,"~~o;e~~'~~f~:::;~/~ii~~:;:-~:
,

Our ability to :continue the work of supervision in the financial field will

be directly measured by the extent to which we utilize with efficiency the re-

sources that we have at our command. The reqUirements of the military and

naval establishments have inevitably drawn from the ranks of our younger able-

bodied men and promise to continue to do so. In this respect, our experience is

no different from that of the very business people with whom our work is con-

cerned. We at the Securities and Exchange Commission were somewhat appalled

at the number of our trained men who were leaVing us to enter the Army and

Navy, both through induction and voluntary service. When we studied the situ-

ation more carefully, however, we found that we still retained a very large

number of our experienced officers and employees --' sufficient in fact, with

an appropriate adjustment of our internal organization, to handle all our

work with at least as great a degree of efficiency and dispatch as has been the

case in the past. I know from talking with many of you that some of your of-

fices have already had the same experience as we.

As I have said, this trend will, in all probability, continue and will

require further measures to adjust our work to the reqUirements of winning

the war on the battlefront. It has seemed to me that together we can begin

to lay at this time a basis of increased COQrdinated activity which will form

the framework of ready adjustment to the necessity as it may arise, thus

giving one more assurance that the discharge of our important duties in the

field of our national well-being will not be impaired. For i~stance. we are

called upon almost daily by other agencies of the Federal Gover~ent to make

o:~~;;{:~;:;f~~-~o;?~~i~~~~~1*~"?:!'~l''t]~:~~ 
-
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,special.examinations of complex financial situations arising out of the
....... '.4 ...... ';' '.' .....:-':J~.i ;;\ .. :!~, ..~.. :'. I

=: ; ~~:- ..:-,-

.,

...
letting of contracts and other activities essential to the prosecution of the

~; ~. ';" .' '4 l' ~.'-:" :' I.: :.1 ; .. . . . I . ..

war. Our operations ~d e~perlence haye ~endered us peculiar~y equipped to
_0' ':.". ,.. '. r'. .. '.. . '..;'. .': '4. ,.

do this type of work. These requests concern companies having offices and
., ,. f::" ....... ..>.' I'

plants scattered throughout the 48 states. Our ten re~ional offices are so
.;; .~: .. 4'" ""',... .~.: .. ,;

located and staffed as to enable us to obtain information with a greater de-
1 '.": ';. "', t :. ~. .. i", .. .. J. ...

gree of ease than if we were located in Philadelphia alone. It seems to me,
: . '. ." '..:.'j : , . t : .:

however. that 'we could largely increase the efficiency of our ~ork if we
.~. _' t:. ," _ ~1' .'. .: ., ,. t \

established a system of interchange which would enable us to draw on the
.. w......... .. .. ( .' r, . .

facilities of your state organ!zations as well. Thus.in.the~e_imp;o~tant
4. .: ~. ~'. t ;.' 1. :. : _' '.. . ,

matters~ as in many others,. we could enlarge our facilities by the very m~a-
1 -: "I. ....; \",' '! '. "':' -,. t ; . .

sure of ~he aggregate of the facilities of all of your offices. This sug-
.. ~~. "1 ... ,~~ : '.

gestion is not based on pure surmise it stems in lar~e.meas~re from actual

exp~rlence where we have i~ the past few months called on so~e ~f you to .give

us this type of assistance and have receiVed a ready response •. N~r would. . ": .. .

this benefit flow in one direction alone. I anticipate that much could be
. r . : _; ..

he1p all the people of the country to save. Individual citizens can save
: l:- ..... .-.; ~. . ',f '~ ,.

done by our organization which would be materially helpful to your commis-. ".' . ,
'.. t ~..

sions. I doubt if we have ever fully.explored the possibilities.
J. v

But conservation of our man power alone is not the answer to the desired

objective ot ~aintaining the foundations of our economy on a sound basis. We

must save in many other areas and we must do all we can within our power to

...
many things: they can save rubber, scrap steel. kitchen fat and, above all,

dollars. But these saVings are of little avail unless they are put to the

-~-- ~

-~ -

' ~ 

~ " 

~ _ 

I • 

• -

I J • 

• ~ 

•• " ~ ••• ' • 

• • ~ ~ •• ~ ; . 

. . 

.. • 

_ 

• 

~ 

'" 

, 

- • 

-

• " 

" • 

• • " • • • '" • •• ~ • " 

• • ' '" • 

--
- • ~ 

" -

•• ' 

• • 

• ... 

" 

• ~ •• • 

~ 



.
"
Jj

-8

m~st desirable use. 'Just as it would be ~illy'and wasteful to keep piling up

the kitchen fat in more and aore brown crocks 'in the back pantry rather than

delivering it as it accumulates to the butcher for forwarding to the proces-

sor of explosives, so is it dangerous to put the dollars we save in the mat-

tress, rather than to loan them to the Government for financing the war ~hrough

the purchase of Treasury bonds and savings stamps. Yet figures which our Com-

mission publishes. on a current quarterly basis with respect to the amount of

indiViduals' saVings and'the Uses to which' they are put show that while saVings

have been increasing during recent months, the purchase of Goverhment bonds

has not been to any material extent. Generally speaking, an increase of sav-

ings is resulting from higher incomes and the inability' to purchase consumer's

goods such as automobiles,' refrigerators and the like. However, t1\atmoney

appears in recent months to be going into checking accounts or into the mat-

tress, both of which are unsatisfactory forms of saving at this time, though

better than none at all. True, the purchase of Government bonds has been at

a relatively hi'gh level during the past six or nine months but it has not

shown an increase in any way commensurate with the increase in total savings.

Encouragemen~ of a greater contribution of this type in financing of the war

by individuals can be rendered both directly and in indirect ways. DirectlY,

of course, i~ can be done by you and by me only on a personal basis. Indi-

rectly, however,' you, 'probably more than we, can encourage investment in

Government bonds through discouraging the possibility of expenditure of sav-

ings in speculation and in financing non-essential enterprises

•
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TI"e.pr.ac~~~~,?f.,cpnserv.a~,ion.an,de.co.nom'ycan..be 'approached through sUll

anoth~~ ~~enue. ;.Carp'oz:at~.m~age~ent ha$ of.ten been inclined to forget its.

respo~~~~illt~,to.its st~c~holders.-- the owners of the enterprise on whose

behalf.~he manageme~t oper;a~es. Vast improvements have, it:is true, been

brou~ht. ~out in v~r,lou& fields to one ~egree or another, but there is still

much to b~ dp~e_ , ~rthermore, in time of war, mana~ement has a new responsi-

bility ~o an eV~~t~arge~.group of people - to'the whole public - who, after

al~"H are the Gover,runent..',For in time of war, Government draws on the,greater

bulk ot ~he ~rodu~~lve eapacity of our industries.

W~c see more and JIlore,;todaY'instances of management feathering'1 ts nest

at t~e expense of, its stockholders, .as well as that of.the Government. I do

not need to detail for you any of the ,outatanding 'examples of this'.sort of

thing.which have been brought to light by Congressional investigating commit-

tees, and by other'agencies of the Government. They all follow the familiar

pattern of excessi.e compensation and allowances for expenses, bonus arrange-

ments, sales commissions, and other pecuniary perqUisites which management

votes ,for itself, entirely without the knowledge of the stockholders. The

tendency during the war has been to Increas~ this sort of thing rather than

to cUl'taU. it. The result of this kind of practice 'is to reduce the return'

to the'stockholders and,' at the same time, to fall to build up the financial

reserve.whlch.wll1,become.increasingly important to the ability of corpora-

tions to r1de out.the economic storms ahead.
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In some fields of corporate activity, there has been developed over,

'aperlod of yea1'S a degree of Governmental supervision which minimizes the

possibility of this sort of thing. In the public utility field, for in-

stance, the development of public service and securities commissions in

the 'various states with jurisdiction over the rates, accounting practices,

and financing of public utility companies has reduced the possibility of

dealing lightly with corporate property. These protective steps by the

individual states have now been supplemented by the functions of the Federal

Power Commission and the Securities and Exchange Commission in supervising

the inter-state activities and other aspects of the public utility business

which are beyond the control of the states. As a result of this progress,

it can be safely said today that certainly in this field legerdemain of

the type that I refer to cannot be engaged in with any degree cf abandon.

And while we, in the course of our day to day work in the utility holding

company field, are still necessarily reminded of the sins of the past, I do

not believe that scandal or corruption is the preserit-day practice.

In the general industrial field, however, Government has presently no
/

mechanism for effectively exerting control over corporate mis_management,

and over those practices which result in the defraUding of the Government

and the people. It must be remembered' that, to the extent that liberties

are taken today with the conservation of corporate funds, the Government

will ultimatelY pay the bill in the form of 'excessive costs under con-

tracts for production or because of evasj.cn of tax liability.
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",..On~ -!'1et~o~..~f ?:xert1~g control C"fersuch practices limited though it

may b~.- is op~n to us within the framework of eXisting legal authority. We
,J.

a~ the Co~isslon believe that it 1s possible through exercise of our author-
J 4'

ity tQ enable stockholders themselv~s to control the actions of management.
t, ..... , . ...

Patriotic stockholders, I am convinced will avail the~selves of any opportu-

ni t1."'hich.'l{e,m.a~..:g.ly~ ,them to curb these tendencies to the ex~ent of their. .

abi~~~y. I hav~ r~!~!en~e to the proper use of the proxy machin~ry. Theo-

retically, the p~oxy device was set up to enable the far-flung ownership of
". .f • • 

a corporation to p~rticipate in the direction of its affairs. As we all
. ~. , '.

kno~, i~ has be~~.sadlY prostituted. It has become a device for the perpe~

trati.on and coneea,lment of the very things that I am talking about. The
• .' • 1 J

staff of our Commission has been studying this situation for several years
I

in the light of our so~ewhat limited powers under the Securities Exchange

Act. Recently they have circulated to all listed corporations and to many

other interested persons a draft of new rules governing the solicitation of

proxies by listed companies which, if they meet the test of the practieall-

ties of proxy solicitation, should go far toward giVing stockholders accu-

rate and complete lnformation so as to enable them to curb the development of

these practices.

Such rules cannot, of course, stop these excesses. However, they can,

we believe, act as a deterrent. By diSClosing the facts to stOCkholders,

they would give them an opportunity which they do not now have to combat

an abuse inJurious not only to their own interests but to the interests of
jJ:
..r the nation as a whole. It must also be borne in mind that rules such as

these would apply only to the limited number of corporations Whose securities

.'
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are ilsted on the'exchange$. Thev cannot touch the gr~at number of compa-

nies whose shares are not listed and who do a substantial portion of ou~'.,

country's war ~roduction. However, limited as our field of operation may

be, we intend to do all we can to prevent practices which'work a fraud on

the government and the people.

We as a nation at war are 'obliged to spend to the utmost in order'to

achieve success. But we must be mindful always thut we must save in order

to spend, and having spent, must make the greatest use of what is left to

us. I have reviewed some of the ways in which we can help to save and in-

dicated some of the holes that need to be plugged~ The sum total of these

problems cannot readily be divided and distributed for solution, some to

State Securities Commissions, some to the Securities and Exchange Commis-

slon - they are all of ours in one degree or another -- in other words they

belong to the nation. But the impor~ance which men with your experience in

government occupy with respect to them cannot be over-emphasized.

( 423655-_.... ,
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