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It is somewhat more than six months since. i First had the pr1v1lege of
speaklng to a group of the Security Traders That'was at a delightful 1pncheon
in San Franc1sco 1ast September. Some of  you who are here this evening.were
present then. It is good to meet with you again here in Pittsburgh, and to talk
again w1th you, and W1th your Pittsburgh colleagues, about some of the problems
"in which you, as members of the securities industry, and we on the Commission,
have a cormon 1nterest. |

I don't propose torannounce an& startling new policies of the Commission
tonlgpt. Nor do I plan to discuss in any detail the technical aspects of
ouestionsvwe have had under consideration. This doesn't seem to-me to be the .
sort of ocoasion for that; ’

Iostead I waot ro speak further, and rather briefly, about the subject
that bore the main'burden of my remarks in San Francisco —- about the
desirabilify of a closer uoderstanding between members of the securities industry
and the Comm1551on -~ and continued collaboration by representatives of the
1ndustry with the Comm1531on and its staff in attempting to work out practical
ways of dealing with the problems we have in cormon.

’Although there had been much private discussion about the desirability
of such collaboration I don't recall that recently it had been publicly urged .
on the‘Comﬁiss%onfs’behalf‘until last suﬁmer and early fall.

Since toae time there has been a highly gratifying conversion of what
‘might have been merely a pleasant exchange of benign sentiment into practical
work together. ‘

In San Francisco I p01nted out that the SEC came into being at about
the same tlme as the Natlonal Securlty Traders Association. I said that we
are coocerged off101a11y with many of the same problems that concern yoy in

your day to day business —~ that we are concerned basically, as you are, that
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the securities markets shall function efficiently -- that we are concerned, as
you are;ithat those markets éﬁéll sefée}ﬁiiﬁ'the highfest effecfiééhes; ih the
“gathering of capital, genuinely needed to finance industrial and commercial
entérpriée, and in prOQiding facilities fbf”the reédy exbhahée of iﬁtéféséé in
“éuéhﬁéntéfpfiSe Between"£hose who want to dispose of them and others wﬁo wén£
td”aéquiré‘themu’ - |

“‘There is no point in discussing here thé’econémic justification of the
distribution and trading of securities. I think we would all agree that those
funéfidhs afe ﬁot1dn1y useful but essential Ed the gffective operation of our
systen ofzenterprise. It is one of oqumain iﬁtereSts on the Commission to séé
' to it that those functions contimue to be péffdrmed efficiently. It is a'
principal objective of our authorities to see to ip thét the marketvfor éecﬁfi—
ties is Eeﬁt free fme"faéketé‘aﬁd‘that consequently puBlic confidencé in;the
markets is ﬁéintainedo Tt is a‘pért of that responéibility to see to it, as
- far as ﬁfacticallwithiﬁ our statUtéry powers, that fhe distribution and mafket—
ing functions are so conducted as to be free from fraud and manipulaﬁidn and
that all participants have access to the information‘they‘ﬁeed to have toAmake
sensible decisions. | - |

\

I suggested last September in San‘FranciSCO’that the concern we have with

these matters as publié officials is ndTmore diréqt‘and no ﬁoré positive than
the concern you have with them as membefs of the industry if you expect to
continue, year in and year out, to maké jbuf iiﬁiﬁg through the distribution or
trading of securities. |

I mentioned then that within the securities iﬁdustry the view is still
widely accepted that’ the intéreSﬁs;and objectives;of‘the Commission are antago;
nistic to the inte}ests and objeétivesrof thé ﬁembers of the industry. YI said

that the persistence of that attitude has in the past impeded our working
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togéthéf’é; fully‘as;ﬁe“might to!make practicai'improvements in oﬁr rules and

procedures, and in your operations, that might well reduce the burdens of regu-
lation that now fall upon you and diminish in many details the cbmplexity of the

machinery we now operate in an effort to achieve effective restraints upon mal-
1]

practice in your business.
The cooperation we have received since last September has been highly
gratifying;' A great deal has heppened since then. T hope that more will happen
in the future, with similar cooperation. If we continue to get that kind of
cooperation, ultimately ou% job should be much easier and more effective. More
important'yo;yoﬁ,»ée should be able to cut to a minimum those practices in the
securities industry which are bad for your customers and bad for your business
without‘lﬁying‘upon~1egitimate operations as heavy a hand as still remains
necessary in some instances to keep éffectiﬁe restraints uﬁon your malefactors.
Since last-September’'we have substantially simplified some of thk major .
forms- and procedures to be used in registering securities for public distribution.
The. approval of* the revised forms and procedures 'brought to fruition a project
‘commenCed long before. It had required meticulously careful study. In workiné
. out those changes we had the bgnefit of innumerable helpful suggestions from
many people in the securities business. Those suggestions contributed
substantially, to-an extent that is difficult fullj to evaluate, towards what
is proving already to be a most helpful result.

- I am convinced that the registration forms and procedures have not yet
achieved, by any means, the ultimate degree of simplification and practicality -
that can be achieved. The present forms and procedures seem to be working as

. 'a great improvement over those previously used. But we have no disposition

to regard the job as finished. 'The"Cormission and its staff learns constantly

through its experience with the dctual use of those forms and procedures.

I
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They will continue to be simplified and improved as rapi@ly as it is possitble
to e&alﬁate clearly the»specific possibilities for simplification and improve-
ment, I hope that you in the business will continue to criticize what appear
to you to be defects in them and to suggest what appear to you té be desir-
able changes. I assure you that thése criticisms and suggestions will be
welcomed and will receive careful, objective consideration. They will bte
tested against the requirements of the Act and against the experience of the
Commission and its staff, gained through their efforts to make the Act ef-
fective. They will be incorporated into our procedures and forms if they
prove to be»practicable and consistent with the purposes of the‘legislation ,
under which we operate.

’Since last fall we have attempted also, through~encouraging'widen use,df
redfherring prospectuses, to develop improyed methods of getting adequate,
‘accurate information about propésed security issues broadcast in advance to
those engagéd in public distributions. In working out these changes, too, we
had the benefit of consultation gndfsuggestions frém many representatives of
‘the securities btusiness., Those suggestions were infinitely helpful in ap-
praising the problem, in matching the advantages‘and disadvantages of numer¥
ous proposals, and in working out the procedures finally'agfeed upon.

Here too we are not satisfied that we have reached the ultimate degree
of effectiveness. Indeed there are some readily apparent defects in the cur-
rent operation of the revised procedures. Some of the difficulties doubtless
derive . from their novelty. These will shake down with time and experience.
Others may prove to be fundamental difficulties that will require further
changes, perhaps draStic ones. We shall welcome your criticisms and comments
with respect to all of this. They.can be extremely helpful. One of the other
projects —— (and perhaps the major one) —— that has come into’pubiic consid-- |

s

eration since last September has been our undertaking to review the
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Securltles Act of 1933 and the Exchange Act of 134 to d1scover whether, changes

.f..,.‘“ v“)

are needed 1n those Acts and\lf so what changes°

e . . PR

In undertaklng thls extremely dlfflcult and complicated analysis the Com-

m1581on publlcly'lnv1ted sug estlons from the securities 1ndustry, from rep-

resentatlves of those who issue securltles and those who buy them, and from

AR .o ' 3

other groups who have a reasonably direct interest in the operation of these

two Acts°

!

3 B
= -t

The responses we have had to ‘these 1nv1tat10ns has been a source of

o b J,., . - i

great assrstance.tq’usf There has been great diversity in detail in the
crié;egsm of eristing previsions we have received° There has been even
greater leETSlty 1n the suvgestlons made as to methods for correcting the
d1ff1cu1t1es thought to ex1st 1n the Acts as they now stand, That, of
course, was to be expected. Any piece of legislation affects different
peoplefiq_differeap ways. ThatAis*especially true if it islregulatory legis-

latlon of the type exempllfled in these two Actso Generally speaking, the

suggesplogs recelyed have beenﬂdeslgned to relieve those specific strictures.

of the Acts that most dlrectly affect the partlcular group submitting the

ST
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suggestion. Many of the\eemmen@szderlve from the specific chafing of the .

restraints imposed. That is only natural. Nobody likes to be regulated

even though he may think regulapion in general is a good thing. -

But the thing that has most impressed us in reviewing the criticisms,

N

and the suggestlons for change that have come to us in this program of statur

tory review, has been the extent to which the ideas proposed have been di-
rected not towards eliminating the regulation proposed to be accomplished
by. these Acts but rather towards making it more practical, more effective

and more, precisely selective in its application to those whose operations

B

peme s e mege

require regulation.
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Now obviously all of the suggestions are not in agreemer;t° Indeed there
is essential and basic conflict betwéenrsbme of the methods they bropéée'for )
accomplishing the objectives of the Act. Obviously too we cénnot agree with
all 6f them. Most especially we cannot agree with those‘whicﬁ, in reaching
for practicality, would wholly cripple or eliminate all effective means of
restraining practices which it is the purpose of the Act, as far as possible,
to eliminate.

But we have gained tremendously in our specific understanding of the de-
tailed problems of people in the securities business by the corfespondeﬁce and
the discussions we have had in connection with this legislativé program. I
th£nk it is true, too, that many of those from your business who have taken
part in these discussions have come to understard more clearly than they dié#
before, not 6nly the objectives of the Acts but the attitude of the Commiésion
and its staff in administering them. I think that they have come also to
understand more clearly, and with wider perspective, the broblems of their
own business as broad national problems, outside the narrow confines of their
individual day to day operations. That enhanced mutual understanding, it
seems to me, is a very'healthy thing. It leads away from the ﬁarrow eichange;
of carping criticism that has characéerized thé industry's relations with the
Commission at times in the past. It can, if it continues, lead towards con-
structive statesmanship gn the field of securities regulation. And, it is
likely to lead to the development of increasingly practical methods for ac-
complishing results which everyone now seems to agree need to be accomplished.

We on the Commission have appreciated the collaboration we have had inA
our work on these problems far more, I am sure, than those who have given-that
collaboration have realized. The fact that we don't always agree with what is
proposed does not indicate that we reject the cooperation implicit in the offer

of suggestions even though we may feel we cannot accept them. We have not

completed our study of these problems. Nor have we reached final conclusions
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-about specific methods forimprovement of the present legislation. The inter.
change of;conflicting suggestions highlights the points of controversy. It
identifies the difficulties of particular problems and techniques. Frequently
it poinits the way to practical solutions. We have not expected full agree
ment within the industry. Even less have we expected general acquiescence
in suggestions that have occurred to us. We are glad that there has been a
free exchange of ideas and free debate of opposite views., That process ex-
emplifies -a practical application of the democratic way of getting at prob.-
lenis oii‘ this sort. It /i.s a somewhat cumbersome method. It is much more
cumbersome and slow than the arbitrary issuance of regulations without con-
sultation, in whatever form they initially occur to a relatively small group
empowéred 4o -issde them. T think it is likely -to produce far better results.
But it 4is essential to the effectiveness of such a system that.you who cieal
with these problems daily in specific situations bring to us freely the bene-
fit of your' experience. That -kind .of experience we can get only from the
industry.

" T think we have made much progress in this line in the past few months.
T think there is an improved sense of understanding tetween the industry and
the Commissions On your part an improved understanding of what we are driving
at and how we are trying to get the results that Congress has directed us to
achieve? - On our part an improved understanding of the practical problems you
meet from day - to day and a widened perception of ways by which the objectives
of the statutes we a@hister can possitly be achieved while interfering less
than they do now with legitimate operations. I think in that respect this
has-been a -good.year for the relations between the Conmission and the securi-
tie’s ir‘xdustryo’- I hope that the spirit in which the work done this year has

been éécompli‘shéd will continue and that effective cooperation will increase

‘as we gain in experience and common understanding by working together.
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There is one point it would be improvident to forget in enthusiasm for this
general subject of collaboration between the Commission and the securities .
industfyo It is impossible for the Commission, if it is to carry out the duties
Congress has reposed in it, to overlook the objectives of the legislation it
administers. It is impossible for us to neglect, in the interests of practical-
ity, a reasonabl€ probability that a particular proposal will not contribute towards
achievement of those objectives, and may ﬁullify thenm.

There are certain types of activities we are directed to prevent, and to
punish if they occur. There are certain types of activities we are directed to
require in order that the péople buying and selling securities shall have accurate
information on which to base their judgment in buying and selling. It is our
responsibility to see to it that activities that violate the statutes or
frustrate their objectives are curtailed as far as it is feasible for us to
curtail t;1em° It i§ our responsibility to see to it that people dealing in
securities are provided with adequate, accurate information essential to the
making of the judgments they have to make if their buying and selling are to
make sense from the point of view of their requirements. It is almost inveitable
that éeneral rules, likely to be effective to accomplish' these results, will
restrain, to some degree, activities whose motive is not fraud or concealment
or overreaching, where the mechanisms employed leave the way open to fraud and
concealment and overreaching by those who would use them for those purposeaa‘

We are as anxious as you are to have the restraints imposed interfere as
little as possible with legitimaté operations. We are as anxious as yoﬁ are,
and probably more, that the applicable rules shall require a minimum of expense
and effort for effective enforcement. But in almost all discussions of details
or methods we receive suggestions, couched in terms of practicaiity, whose effect

would be to forego, for all practical purposes, the effective achievement of the

regulation it is our responsibility to enforce.
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. I hope you will appreciate the féct that the‘CAmmissionAcannotlaécede to
proposals that would nullify the statute. i thinkyﬁhere isja naﬁﬁral disposition
on the part of most people -~ not all,‘gut nost -~ to feel a cérﬁain distaste for
constantly regulating other people's business. Thefe is a not’unnatural wish
to make concessions to bracticalitya It is not always easy to insist upon
requirements which, although apparently necessary to curtail malfeasance, put
burdens and restraints on those who have no thought or impulse té malfeasance.

If from time to time you feel, and I am sure you often do, that we are going too
far in our regulations, let us know. We are anxious not to go further than we
need to go. Perhaps you can show us a better way to do the particulér job that
bothers you. But conéider too whether the regulation you criticize, by forestall-
~ing abuses 1likely to reflect upon the standing and integrity of the business in
which you are éngaged, may not be likely in the long run to bring you more benefits
than it takes away. If you aré convinced that it does not then tell us how
you think we could do it better. We'd always be-.glad to know.

Another point I should like to mention before I close deals not sé much
with the relations bétween the securities industry and the Commission as with
relations within the industry itself. You afe engaged in a fast moving,
intensely competitive business. It is a business that has numerous and highly
diversified subdivisions of function. The proceSs of issuing securities differs
materially from trading them after they are issued. Trading on exchanges differs
in essential mechanics from tradiﬁg over the counter. There are numerous
‘divisions of interest within the industry. To some extent there may be a
Tutual incompatability of interest between the groups engaged in these different
tYPes_of operéﬁiOns. To‘the extent that these differences stem from genuire
gdifferences in function and make for genuine compeﬂition they are probably a

healthy thing, But it's easy for such differences to magnify themselves into
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antagonisms beyond the bounds of realistic need. It has occurred to me at
times that there is much room in youribtusiness for a greater interchange of

views among your own divisions, similar to that which has commenced between

- your industry generally and the Commission. I suggest that you might well

consider whether in reality your interests are so far apart from those whose
functions in the industry differ from yours, or whose method of operating
takes a different form. I have sensed some divisions of thought among you

that seem to hamper wholly objective consideration of proposals under dis-

‘cussion with us —-- antagonisms that cause aberrations in perspective wholly

unrelated to the merits of the proposals under discussion.

A typical example of this sort of thing is the initial approach taken
by éome of the people in your business to the proposal the Commission sub-
mittea to Congress last year recommending 1egislétion extehding'certain pro-

visions of the 1934 Act affecting reports, proxy regulations, and insider

trading to companies not listed on exchanges and having more than 300 securi--

ty héiders and assets of over $3,000,000.
We have heard few if any objections to that proposal from the securities .
industry which attack, on the merits, the idea that investors in such securi-
ties shduld have available the kinds 6f information those provisioﬂs would
require the issuers to make’available to them, Instead the industry objec-
tions to these proposals have been almost exclusively the outgrowth of con-
cern for competitive ;elationships within the securities business —-_pri—
marily the fear that the extension of these requirements to securities of
large enterprise to which they do not now apply would drain from the over
the counter market,” into exchange trading, securities now available exclu-
sively for off board trading. |
There has been some objection, too, on the part of houses that special-

ize predominately in a limited number of sécurities about which they have
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8pééidl-access- to 'Special information. ‘Theve have been otker questions raised
about! this-proposdl, ‘édually based in concern lest the result of the proposal
would be “té t8k& away Some present special advantage over competitors in the
industry. Whatever may be said for these objections as they apsly to the
special interest of those who raise them, they are plainly not based on any
concern for-the welfare of the ultimate owner of the securities.

‘Recently ‘thére have been some indicatidnsifrom the industry, that per-
haps the:oppesition to these proposals might be diminished if there were to
be capsideréd”aloﬁg‘with them some modification of existing practices af-
fecting the determination of what s%curities shall be traded on exchanges
and what securities shéll be traded exclusively over the counter.

I don't propose now to discuss the merits of the main proposals. From
the point of view of investors they seem to me to be meritorious beyond
serious question. Nor do I propose to discuss the merits of the collateral
controversy which these proposals raise.

I do sﬁggest that the two questions are quite separate questions and
should be considered as ‘suchc And T wonder whether the securities business
itself does not have sufficient statemanship to focus its attention on the
only problem these proposals s;em to raise as far as your business is con.-
cerned - the problem of division of the market for the securities that
would be~affected — and work out some suitable suggestion for dealing with
-that question,

M § poin£ to theépossibility of candid consultation within the industry
on this question merely as an example of the sort of thing that would bLene-
fit from the development of a closer community of yiewpoint within the
securitiés Eusiness itself, and from a common appreciation of the fact that
fundamentally you are all engaged in carrying out, in various ways, parts of

a function in our economy that is essential to its continued well being-.

"V‘;~l ‘ .
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You know as well as X that many ope:ations,;ing»ca}rying out:;thag;:fm%iqx;

are not now performed as efficiently or as fairly as they might.i;g.i ;Xgu; i
know that many things go on that are inimical to the ,int-erestg-'qf the. public
investors from whose patrgr;age, ultimately, you make your living. I wonder
whether it wouldn't be better that you be alert to work out, within the
industry, ways to el:'g.minate those things which, in the long run, can do-
your business nothing but harm, rather than to wait for the spur of govern-
ment regulation. Internecine feuds over division of the spoils can ac-
complish litt;l.e in t:he long run except to bring the entire industry under
criticism and perhaps subject it to regulation more drastic than would be . .
needed if the forces of self-restraint wit‘;hin the indl;stxy were as effec-

~tive as they might be.
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