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F] “Chdimiian; Gentlemens

_ We, of the Cpp@issiqn, are glad to be with you.today. “We.shaek you
for your gracious hospitality and for this opportunity to meet informally
with you. We want to get to know better those'ehq share our common |
problems, to learn their DOlnts of view and exchange 1deas.w1+h them.

Investment banking is 1ntegrally related to the develonment of the
investment process as a whole. It is bound to be aff ected by any move—
meqp‘affecting’the investment process, It is, therefore, a buelnesq 1n
which a high pyemiumAeeghtito be put on basic thlng}ng. 'Today I wan+ to
telk ebout some problems which I conceive to te basic.

The investment banker, in the performance\of ﬁis function, stends
between enterorlse and the publlc pool s of capital. His busieess neede~
not_ only securltles to. sell but a 1arge class of 1nvestors w1‘11ng to
devote their sav1ngs_tq enterpr}se.‘ Any'factors whlch affent this v1tal
condltlon also. affect you.
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The 1nvestment banking mechanlsm as 1t ex1sts tcday is a fair}y

-

-

modern thing. Thensyndlcete.and selling group as preseptly orzanized .
with their accent on rapid distribution rather than on leisurely risk-

taking, are recently developed chéracteristics, They evolved in

PO

response to changlng_condltlons. Vast amounts of capital have been

’

necessary to flnance the accelerated expanelon of our economy; 1<sues

tend 1p good‘tlmes to stumble over‘each other to catch markets; merxets

are traditionally ephemeral thlngs' and _some of you have exnerlenced the

unhappy consequences of being caught n1th large unsold allotments.

-
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What we have seen is an evolution bf a complex method delicately, adjusted
to meet the mechanical needs as they appeareds,. The development has been
largely a development in téchniqeew However, I”amigo{ﬁé tbttfy to show
why it is just as important to foééer also the development of the
investmen£ oeﬁkef's<role as servaei of the investor.

In the short'oeriod since the éarly thirties that has accounted for
the latest deoeolpmenﬁs in your bufiiness you have had demonstrated to you
some of the factors which may constitute significant threats to its -
present methods,- ﬁhee you anaiy;e%them you will see that they a1l touch
the vital predicaie of your‘business which I mentioned before - the
ability to satisfyia wide-spread public éemand for direct investment in
entefprise;.

For eiemple you all remember the days in the middle and late thirties
when‘eo—calleou"orivate placements" came into public prominence, It was
a fime of feai.feef'ih gﬁe investment:oanking fraternity. :The growth of
a system in which insurance companies and banks swallowed up increasing
percentages of available investment was nothing t6 be ‘complacent ‘about.
You gentlemen complalned - and complained hard,- " Unfortunately and, T
thlnk time has proved erroneously, some of your hardest complaxnts were
against the S.B.C. and its basic laws.

th alone prlve£e'placemehts, but Sther meahé.of'ByLDESsiﬁg the
direct call on 1nvestors' saV1ngs constltute nos51ble comoetltlon ‘with
the 1nvestment banker‘s—dlstrlbutlon functlon. The degree to wh1ch~

- oA

corporatlons can flnance addltlons from 1nternal sav1ngs “arid the use -of
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bank credlts are other examples.
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‘ There are several common i"eatur‘-es in these exa.mples. One of t‘le most
s:.gniflcant is that they are not, by any meansy necessar:.ly "deprcss:Lon
babies", Private placements, bank credits, and internal savings are
*Live factors in any stage of the business cycle. True, they are _net as
obvious when new 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, a.ffect all of us, They have mstant and
marked effects on your bus:.ness. One of the symptems of a depression is
the freezing of capital pools. Somehow indecision and lethargy seem.
to overtake us. There seems’ to be a desire to piay safe, to shrink away
from dlrect investment in enterprise, Good, job-making projects withor
for 1ack of capltal, and capital, hld:mg in safet £ hungers for good
retur:n. At such t:unes crltlc:.sm of the investment banking fraternity
tends to run hlgh- a.nd it seems an inevitable tendency, noth;rlthstandlng
the political complex:mn of the time, to meet depressions by supplant-
ing the investmeﬁ:b banker and by using government capital to help keeia
employment up. . |
Whether adverse factors te the mvestment banking business are or
are not depression symptoms, théy can be met by one good antidote ~ |
strengthening the confidence of issuers, of the public, of the man in
the the street with savings to invest, in yeur funetior}s. Your ipdustr'y
has many i'a::r—weather frlends. It is comf ortable to know fhat a seasoned
corporatlon seek:.ng a refunding to take advantage of fall:.ng rates will
probably be knocldng at your door; that a few 1arg 1nst1tutlons w:Lll be

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 dquestion is how solidly you stand with the: pubhc - w:.th the
large classes of investors whom your industry is primarily de51gned to
serve.” They are the ones Who form the essential backbone of your market.
It is in their serv:.ce that the mdustry is, ult:.mately, just:.f:.ed -
morally and practlcally You are the investor!s prmary da.rect channel
to enterprise. That is why 1ssuers come to you and that 1s why the

mvestor comes to you. You cannot ai‘ford to have~ tﬁat channel closed up,

- e

to have cither issuer or mvestor lose confa.dence in“you and therefore

K 1

search for means of by-pass:.ng that channel CAndy in that very real s nse,

=

your interests and the mterests of the investor .are :Ldentlcal:
For e moment let us take a quick glance -at the’ leglslatlon adm:m.s—
tered by the Securltles and Exchange Conun1531on. Several thlngs stand
out clearly, You mll rncognlze immediately that this leg:.slatlon is
predicated on the same.bases thet underly your own business; this legisla-
tion assumes the existence of large classes of investors who wish to invest
their savings in enterprise and it assumes the necessit'y for protecting
these people and serving them well, The working of these laws has demon-
strated that they are not, by any mecans, intended or edlnicistered to be
destructive of:your business, They recognize'that yourbus:.ness i:ifs a:
vital part of our economy and the:Lr broad a&ims are to help 1ay a i‘:er
basis in the American economy for the grow'hh of sound public mvestment.
It is the intention beh:_nd thesc laws bo help, and not to hlnder, :Ln- |
formed mvestmenm And it is our mtentlon at the Comss:.on, in .ad.min-

.-

istering them, to follow tha‘b spirit, A S
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In past addresses I outlined some of tho projccfs ¢ have undertalwn
gp the Commission to improve the ‘mechincry for gebting adeguate, accue—
ratc information ocut to investors, for simplifying'thé filin~ of infors
mati;n and"fgr expediting the rcgistration proccsse
These proposals do not cxhaust either the full scopc of a program
to inform the investor, nor can they in thomscives make a rcality of it,
Registration statcments should be preparcd carcfully and <rith an
honcst intention to disclosc, Tacy arc processed by peopl. o Lo their
work cfficien£1y'and thoroughly. ‘ic havc no intention of spocding up
the handling of‘registration statements and other filing; by~ doing the
job sloppily. If thc job is to be donc well, no amount of efiicicacy
engincering can geb it déne quickly without cnou~h pcopic te de ite In
spite of tht heavy load now being carricd by the staff ;f the Comnission
primarily cngaged in the processing of registration statements, and
despite the fact thaf v¢ have had to burden that stalf writh added iutics
as érrcsult of wartime rcorganization, our staff is doing its utmost So
ba#f&'thrbughqoﬁr program of oxpeditine processing., It is our hopc
" that the good éonéé of our-program will be rccognized, that we “iil
be able to increasc the number of pcople cingaged in the haﬁéling'of

recistration staterments and come hearer the fulfillment of our hopes for

expedited processing,

-~
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But in my view, a sensible program camnot be fully achieved merely by
revisions in the Coﬁﬁ1331on's procedure. No matter how carefully we ad-
just our methods, the prime resnons"bllvtv is with those gtsiprenare the
materlal that the 1nvestor v111 be glven and which he should read. Clear
and full 1nformaulon.1s 1mp0551ble unless those who prepare material for
consumption by the investor honestly try to make their presentation at
the same time simple and compietely accurate and unless the inﬁestar}eads
the material given to him. It is a sad fact that not enougﬁ:iﬁtgstofs
read prospectuses, that too mnch.investmeﬁt is made on-the‘bégis 6f:the
tip and hunche Ve will probably never be able to get all i;vettorszto
read what they should read; but we should never stop trying to sétve those
who want to read and to stimulate the others to use the iﬁfotmation at
thei; disposal. |

That can be done ;n several ways, fhe first, as I have indicated is

to make an honest effort to state the facts fully, but simply and di-~

rectly. The second is encourage investors to use the information. By

that I mean literally sitting dovm with an investor, opening the~proépec~

tus for him, explaining what it is and what it contains, and guiding him

=

through it.. Alltof us, I venture.to.say bavé had thé expériéncé of ook~
1ng at financial statenents whlch we did not comnletely'unders and'v"-
Imagine then the predlcament of the 1nvestor who is frightened at the
mere sight of a balance sheet or incone statement. But, in that balance.

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

-
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lie the grains of truth about what he is being asked to buy. . The invest~
ment banking houses cannot be merely peddlers, they cannot be merely
keepers of rummage shops; if, as you will agree, their professional obli-
gations go beyond the closing of the sale and the ringing up of the
cash register, then you must agree they should recognize and fulfill tiis
obligation. .

To stand as the intermediary between enterprise and investors can
not, in the long run mean only that you have the goods to sell or the
customers, to buy without being ever comnscious of the ideal of scrvice

_embodied in your profession. Ignoring that ideal may not lecp customers
from coming in in_ the rising market., -But without it you build a high
wall between you and the customer when a real selling job is to bhe done. .

I can yvell understand the temptation of the salesmen to shoot the
stuff out, to pile up the commissions.. As long as the salesman is a freeé
lance entrepreneur who merely hangs his.hat in your shop the temptation
will continue to be a strong one.. But neither the firm hor the sales-
men should ever forget that, to the custemer, the sccurity comes with the
firm's stamp on it.. To profit by slurring over the importance of having
the customer fully informed is to run the risk of loss of conficence and
distrust; and, in the long run, is not to profit at all.

You gentlemen know as well as I how often your -salesmen's volume or
the success of a distribution depends on what the markct did the day be-
fore.. That is because so many investors have not formed, and have not
been helped to form, the habit of buying a particular invesirent rcpres

senting a particular grade and quality of earnings.. Sccausc he has no
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basis for independent appraisal, the investor too often buys trends ine
stead of buying investment, That would be fine if markets went no place
but up. However, merkets do not do thate And, I should think, you
would want to build a business which hgs the capacity'to»withétand the
daily index jitters. I cannot think of a better way of doitig that than
by paising the general level of salesmanship to the point at which the
securities' scller regards it as a matter of course to sec to it that
his customer knows vwhat he should know about what he is buying. And that
means sceing to it that the investor uses and understands the prospectus,

I think the sound and the long=range vicw is clecar. The investment
" banker should be directly concerned with prcserving the integrity of the
standards and objectives of the securitics laws and irith translating them =
into tangible rcsults on the firlng linc. That concern, further, should
not stop with the Securities Act. It should extend to the others as
well. Frec, unmanipulated, and orderly trading markets arc vital to
public confidence in investment., It cdocs a tailor little good to fit a
suit perfectly if the suit falls apart soon after the customer leaves the
shops It docs the investment banker just as little good to bring a
sound security fairly pficed to the invostor and leave him to the hazards
of a riggc& market., The invcstor stays with the sccurity. He needs, if

he holds debt, a trust indenture that assures hinm an indepondent trustec

%
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performing the minimum of services.nccessary to preserve the sceurity.
If he has bought a utility -or investment-trust-issuc it doas littlc -~ood
to have madec original disclosure if the investor is not to be nrotccted
against certain of -the classical abuses in these ficlds,

Vic do not flattoer ourselwes into believing that thereis porfeetion
tyc last letter of detail in our laws. About six or scven cars aro
represcentatives of your organization, of the ilASD, and of nany cixchanges
sat down together writh us for a survey of our legislation.. 'ic rcached
broad areas of agreement on rcvision of ccrtain of the provisions of the

=Securities Adt and of the Securities. Exchange Act. The views cvolved by
the participating bodies werg boiled dovn to a set of specific proposals
and. counter-proposals. . Extensive hearings before a llouse of Represonta-
tives committee werc had, The war interrupted that program. In the.
intervening years certain of the proposals may have. become obsoletey T
know that our awm revisions at the Commission have alrcacdy achicved somg
of the objcctives, and many morc may be rcached rithoud the nced for.
'§tatutory:change. . The experiences of the past.fow years have indicatod.
to us, at tpe Comnission, other arcas in.which stgtutory rcliof of un- -
sound conditions is nceded, and probably wour own added cxpcricnce may

indicate that you want to change your minds about souc of the proposzls. -
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We have passed the war crisis,} We all hope to set out for many
years of peace to cames I am glad“that in our relations with your
association and other groups in thééfinancial commnity we have already
laid the basis for a joint well—coq;idered effort at improvement. The
Commission has already begun an intensive study of the documents re-
lating to the statutory revision pregram, with the purpose of preparing
a scheduiel of proposals that maké sense now as 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 hastily.

But this is my first address to your Association and I believe in’
first things first. My most important message to you is that: we are
committed to the protection of investors as public servants; you are
camnitted 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. Wisdom lies in assuring the American investor that
there is a whole-hearted intention to preserve the standar'cis 'necessary
for his protection and to make them meaningful where it counts the most -

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