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.W.e~of th~ C~~~s~<!n,. ~re .g~adto be wi.t_~you today. Wethaz:k you

for your gract.ous _.h:~.sp~tality~d for tl:rl:s.oppor-turrl ty to meet informal~y

with ~ou.

prob.Lems ,

Wewant to get to knoy'i better those who share our common
1 ~. '.

to.lea~n ~~eir points of view and exchang~ ideas with them.. . . . . ~. ...; -, ; ;

Investment banking is integrally related to the develoDmentof the. , ." . :. ~.. ': .,.

investment process as a ~hole. It is bound to be affected by any mo.e-
, .. ... ~. .

ment aff~cting.the investment process.
_.' .... .-' . . ... It is, therefore, a business in

which a high premfumought to be put on basic thinking. Today I want to
.- . .'-... .. I'

talk about someproblems which I conceive to be basic.
} . . : '.

The investment banker, in the performance o~ his function, stands

~etv!~~~e~terprise ?-pdthe public pools o:f .capital. His business ne3ds

nQt ol?1Ysecuri td.es .to sell, but a Large class of investors wiJ.ling to. . - . . . . . ~.. '. .' . -'. .... . . . . . -. , .:

devot,e tl1eir savings to enterprise. Any factors which affect this vital
04 _' -. ,- .,

cond:i,.tiopalso.a:f:fect you.. :", . . .

...~he Lnvestmerrt banking meohani.sm as it exi.sbs today is a fairly
; . .. . ';..- . -., . .. . . .

modern ~:tdI)g. Th~ ~yndicate. and selling group as presently orgaruzed
.. '. '"... .,: '. * .' ~. ....

with tb~~~.~~cent op rapid distribution rather than on leisurely risk-
.- ':1 -' . . ... ., .", , . ..

taking, are recently developed character:Lstics." They evolved in.
response to changing conditions. Vast amounts of ca?ital have been

.. ... . -' s- ,P

necessarY to finance the accelerated expansion of our economy; issues
....-r:,: .. _~~:;~~:"'::.-:.'~.v .-:" e, a :

tend ip good,t~~~ to stumb~e over:.each ether to catch markets; markets
. .: _a.. ....._. .0 .. ,. '".\. ':.. . " .

are .t~ad~t-iopally ephenera'l, thipgs; and some of you have experienced the
-. .. ...... ,'-::"-." ~~. _ ..... .~. "':" ~, ".../

unhappy consequences of being caught with large unsold allotments
." :~':. ....: .
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Hhat we have seen is an evolution'lif a complexmethodqelicately, acijust~:. ' ": . . _:. r:'''_ ... 2: .:~.- ."::.

to meet the mechanical needs as t~ appeared.- The developmenthas been

largely a deveiopmentin techniq~~ However,r amgoing tb: try to show'

whyit is just as important to f~~er also the 'development"of'thil' .'"
", .

, ,

In the short'period since the iarly thirties'that'has accounted for

the latest deveolpments in your b~iness you have had demonstrated to you
, ,

someof the factors which mayconstitute significant threats to its '
, ,

present met.hods,- Whenyou anai~e; them you 'will se~ that they all touch

the vital predicate of your business which I mentioned before - the

abf.Lf ty to satisfy a wide-spread public demandfor direct investment in

enterprise.

For eXampleyou ail rememberthe days in the middle and late thirties

whenso-called "private placements" cameinto public prominence. It was
.....

a time of real fear'i'n the investmen,/banking 'fraternity. 'The growth of

a system in which insurance companiesand banks' swallo~ed"up,Lncreasfng

percentages of a~ilabl~ inve~tm:entwas'r;othi~: bo ' be 'compliic'entabout,

Y~ug~~tleme~'c~mPI~ined- and complained"ha~d,.' 'Un£orbma-tely.:and', r
think, time has proved erroneously, someof yoUr h8i-de'st"coinPlamtsiWere

against the S.E.'C.' and iti basic laws~
. .. .... ". .., .. -;.

Not alone private placements, but othe"rm~ans'ot by-passing thE~ :

direct 'cali':'o'n 'inve~t~rs" savtnge c~~st:i.tute pos'sible c~')etition'witli

the investme~t' b~nke~I distribution functi~n., The degree: to' V;nich".'
..
corp~~a't~o~;c~".fi~arice 'additions from~i~t~rriai' ;a:idngs "and'the"use 'of

. . ".. ~.:.. .,.

bank credits are other examples.
.:) ... .. ,. .. ...... ....... :. ..-.... ,. "'--: .
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There are several commonfeatv.r~s in these examples. Oneof the most

significant is that they are not, by any means necessarily "depression

babies". Private placements, bank credits, and i.llternal savings are

live factors in any stage of the business cycle. True, they m-e not as

obvious whennew financing is plentiful and is matched by "active demand;

but it is true too that they do not spring into being with depressions.

Depressions, of course, affect all of us. They have instant and

marked effects on your business. One of the symptomsof a depression is

the freezing of capital pools. Somehowindecision and lethargy seem

to overtake us. There seems to be a desire to p~ay safe, to shr~ :may

from direct investment in enterprise. Good, job-making projects ivithor

for lack of capital~ and capital~ hiding in safety, hungers for good

return. At such times criticism of the investm~nt banking fraternity

tends to run high; and it seems an inevitable tendency" nothwtt.het.andfng

the political complexion of the time, to meet depressions by supplant-

ing the investmenb banker and by using governmentcapital to help keep

employmentup.

Tfuether adverse factors to the investment banking business are or

are not depression symptoms,they can be met by one good antddot e
.

strengthening the confidence of issuers, of the public, of the manin

the the stree~ with savings to invest, in your functi~ns. Your industry

has manyfair-weather friends 0 It is comfortable to know that a seasoned

corporation seeking a refunding to take advantage of falling rates .•rill.. ..,.. .
probably be knocld.ngat your door; that a few large institutions will b~. , . ..
glad to relieve you of a major part of a prime issue; that you can get

active dealer participation in a sure thing in a rising market. But the
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important question is how solidly you stand with the'.:public' '- with the

large classes of investors whomyour industry is pr:i.ma.rilydesigned to

serve;. They are the ones who f,orID:the essential backbone of ywr mar~et..
• • ... < • • 

, .
It is in their service that the indu~try La, 'ultimately" justified-

'j.,
o

morally: and practically ". ,~o~ are the ipv€stor,~s priina.ry direct cha:nn?l ,
. r... . _.

to errberprd.se , That is ~y issuers cometo you.::and'th~t" Is why the
. <:> ~.

investor comes to you. Yo~cannot affor.d t.o have -.gnat'ch~~l ~iosed up,.~.- .
.. :. ...... _H' . ,. .....;. .

to have either- issu~ or investor lose confidence in::Yoli.~d therefore. ,
r ,

search for means:of 'bY':'~~~'~~~th~t channel." 'An,d,'in iha.t'vei-y'-;~:u_sense, .
.... .. .or./' ..... "- .. ....

your interests and the interests of the :i;nyestor,are iderttic'aJ.

For a momentle't us take a quick glance' at 'the
.. .'. .~

legislation adminis-

tered by the Securit{es and Exchange.commission. Several things stand.

out clearly. Youwill recognize immediately that this legislation is

predicated on the same,bases that underly your own business; this legisla-

tion assumes the existence of large classes of investors whowish to invest

their savings in enterprise and it assumes the necessity for protecting

these people and serving them well. The working of these laws has demon-

.....
,Theyrecognize that your ~us~ess is a.

". ~.. ." . .-~'"

vital part of our economyand their broad are to help lay a firm

basis in bhe Amerlcariec~~o~ f~~ t~? .,~~ of sound PU~liC in~e~~~~.ent•.

It is the intention behind these laws t9 help, and not 'to'h1nd~r, in-. ~.

strated that they are not, by any means, ~tended or administered to be

destructive of 'your business.

formed "investment.. And it is our intontion ~t the CbinmiS'siori,in a&nin-
., :..

istering them, to f~lioW that sP:i:rit.
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In past addresses- I outlinod someof the projects -.-;0 have under-tal-en

at the Commi.ssd.on to Irapr ovc t.hc fnacrrlncry for gettL1.g adcquato, accu-

rate information out to investors, for simplifying the fili~~ of infor~

mation and for expediting the registration process.

These proposals do not exhaust eit~0r the full scope of a prosra~

to inform the investor, nor can they in t.homso ives make3. r ce.Li.ty of it,

Registration st.atcraont e should be prepared carefully and -.IitIl an

honest intention to disclose, They are processed by pcop.l.: -.-~i.O .~o t1lcir

work efficiently and thoroughly. ~'jo have no intention of sr;,ccclin:=;up

the handling of reGistration statements and other filings b~ doi~g the

job sloppily. If tho job is to be done ~cll, no ~nount of efficic~cy

engineering can get it done quickly T,rithout cnouth pccp'Lo to do i (,. III

spite of the heavy load nowbeing carried by the s t.af'f of tl:'3 Com.ri ss'ion

primarily enGagedin the processinG of r(;~istra-:'ion stator.;,cnts, G.nd

despt.tc the fact that rrc have had to burden that sta:'f -.Ii th 2..3.('.0,: .iut.Lo s

as a result of rrar tdme reorganization, our s t.af'f is do.ing its ut.noct ~o

carry through our program 0: oxpcditin~ procosstng , It is our hope

that the Goodsense of our pr-ogramIYili be r-ccogni.zod, that ~"fO ".'ill

be able to increase the number of pcopl,c cl1~a~~odin the hand'l ing of

rec;istration stateronts and comenearer the fulfil12ncnt of our hopes for

expedited processing~

-
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But in my view, a sensible pr-ogr-am cannot be fully achieved merely by

revisions in the Commission'sprocedure.
". .*~,'~p p-

Nomatter howcarefu'l.Iy we ad-

..

.. . . -
just our methods, the pr~'lleresponsibility is with those whoprepare the

.,
material that the investor will be given and which he should r-ead; Clear

and full information is impossible unless those whoprepare material for

consumptionby the investor honestly try to maketheir presentation at

the sametime simple and completely accurate and unless the Lnvesbor' reads
.. .

the natez-La'I given to him. It is a sad fact that not enough investors

read prospectuses, that too muchinvestment is madeon the basis of the
. .

tip and hunch; lYe'vfill probab.lynever be able to get all investors to

read what they should read; but YTe shoul.dnever stop tr:ri.ng to serve those
•whovrant to read and to stimulate the othens to use the information at

their disposal.

That can be cone in several ways. The first, as I have indicated is

to !"lakean honest effort to state the facts fUlly, but simply and di-

rectly. The second.is encourage investors to use the Lnf'or-raatd.on, 'By

that I meanliterally sitting d01m wi.th an investor, opening the prospec-

tus for h:L'!l,explaining what it is and what it contains, and guiding him
-!

through it •. All of us, I venture to say have had the experience of :took-

ing at. financial statement s which ....te did not complet~ly understandv-

I:nagine then the predicament of the investor who is frightened at the

•mere sit:ht of a balance sheet or Lncone statement. But, in that balance.

sheet, in the income statement, and in the other pertinent disclosures

-
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lie the grains o:f truth about what he is being asked to buy. _The invest-

ment banking houses cannot be merely pedci.lers, they cannot be merely

keepers o:f rummageshops; i:f, as you i7ill agr£c, their professional obli-

gations go beyond the closing o.f the sale and the rinsing up of tho

cash register, then you must agree they should recofnize and ful:ill t~is

obliGation.

To stand as the intermediary between enterprise and Lnvest or-s can

not, in the long run meanonl;;rthat you have the goods to seLl, or the

customers. to buy .-Ii thout being ever conscious of the ideal of ccrvt ce

enbodied in your pr-cfe ssf.on; Ienorine that ideal maynot keep cust.ccnez-s

from coming in in. the rising market. But wi.thout. it you build a hiGh

vrall between you and the customer when a real selling job is to be done. _

I cCL~~ell understand the tamptation of the salesnen to shoot the

stuff out, to pile up the co~ssioils._ As long as the DalesBanis a free

lance entrepreneur rrho merely hangs his. hat in your shop tho tenptation

will continue to be a strong one. _But ne.i ther the firm hor the sales-

men should ever forget that, to the customer, the sccur-Lty comesrri th the

firm's stamp on it ... To profit by slurrin3 over the importance of having

the customer fully informed is to run the -risk of loss of conf'Ldence and

d::i.strust; and, in the long run, is not to pr-of'i.t, at all.

Yougent.Lemenknowas well as I hOYToften your -salesmcn's voIumeor

the success of a distribution depends on what tlle marlcct did the day be-

fore •. That is because so manyinvestors have not formed, and 118.venot

been helped to form, the habit of buying a particular Lnvesbrorrt r-epr-o...

senting a particular grade and quality of earrrlngs •. Becausehe 1l3.S no

-
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basis for independent appraisal, the investor too often buys trends in-

stead of buying investment. That would be fine if markets Trent no place

but up. However, markets do not do that. And, I should think, you

wouf,d rrarrt to build a business which has the capacity to ."withstand the

daily index jitters. I cannot think of a better way of doing that than

by paising the general level of salesmanship to the point at ~hich the

securities' seller regards it as a matter of course to see to it that

his customer knovrs what he should know about what he is buymg , And that

me&.s soeing to it that tho investor uses and understands the prospectus.

I think the sound and the Long-r-ange vieTT is clear. The investment

banker should be directly concerned 1vith preserving the integrity of the

standards and objectives of the securities la:te and \!ith translating them

into tanGible results on the firl.ng line. That concern, furt?er, should

not stop T:ith the Securities Act. It should extend to the others as

well. Free, unmarri.pu'La'ted , and orderly ta-adang markets are vital to

public confidence in investment. It coes a tailor little good to fit a

suit perfectly if the suit falls apart soon after the customer leaves the

shop. It does the investment banker just as little good to bring a

sound security" fairly priced to the Lnve st.or' and leave him to the hazards

of a rigged market. The investor stays 1'riththe security. He needs, if

he holds debt, a trust indenture that assures him an independent trustee

".
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perfor-ming the minimumof services.necessary to preserve the security.

If he ha;s bought a utility.or investment-tr.us.t"issuc it clo.::slittle ~ood

to have madQoriginal disclosure if tho investor is not-to'bc i>rotectcd

a~ainst certain of ~ho classical abuses in.those fields.

Vicdo not flatter our eeIvos into belieVing th:lt thore is perfection

tho last letter of detail in our Laws, About six or seven :~c2..rs2.2"0

representatives of your orgal1ization, 0: the iIASD,and of nany ,:cc11anrc::;

sat dorm together rri.th us for a survey of our Lcgi.s.Latd.on •. -.ioreached

broad areas of agreement on revision of certain of the provisions of the

Securities j\dt and of t'he Securities. Exchange Act. The vl.ows cvoIvod h-j

the participating bodies vrcr~ boiled dorm to a set of specific pr oposo.Ls

and. oounter-ipr-oposaj,s ... Extcns.lve hearings before a House of Rcprcscrrta-

tive.s committee .ymrc had. The rrar Lrrter-ruptcd that ;>rorra';l. In th.c..

intervening years certain of the proposals mayhave. become obso'..oto~ I'

knorr that our arm revi.~ions at the Oommi.ssf.on have alreac:.;;rachi.cvod SOT;'l~

of the objoctdvo s, .and manymore may be roached' rri.thouf the need f.or.

statutory change ... The expor-i.enccs of tho past. f'ow year-s have indic.a:t0d.~. .

to us, at t-!Ie Comr.d.ssion,other areas Ln.whi.ch stp.tutory r'ol.Lcf -of un-

sound conditions is needed, and probably your own added experience may

indicate that you want to change your minds about SOLleof the proposals.
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Wehave passed the war crisis,,, Weall hope to set out for many,

years of peace to cane4 .! amglad -'that in our relations with your

association and other groups in thei:1'inancial communitywe have already

laid the basis for a joint well-co~sidered effort at improvement. The

Commissionhas already begun an int~ensive study of the documents re-

lating to the stat-g.tory revision pnogram, with the purpose of preparing

a schedule of proposals that make sense nowas a basis for further meet-

:ings and conferences to continue our .task of reaching agreement on joint

legislative proposals. That will take time. It is not something that

can be done hastjJ.y.

But this is my.first address to your Association and I believe in'

first things first. Mymost important message to you is that: are

committed to the protection of investors as public servants; are

c~tted to their service because, in the end, your livelihood depends

on it.. It is a .mutual task we are engaged in and its success depends

primarily on our mutual effort to preserve and strengthen the standards

under which we work. Wisdomlies in assuring the American investor that

there is a whole-hearted intention to' preserve the standards necessary

for his 'protection and to make them meaningful where it counts the most

in serYing him honestly, efficiently and at a reasonable cost.
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