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THE' SECUiiITIES AND EXCHANGE COMMISSION -- FROM 


THE ANGLE OF ENFORCEMENT 


I n  a s e t t i n g  such  a s  t h i s ,  o n e ' s  mind, i n  s e a r c h i n g  f o r  a s u i t a b l e  
keynote ,  i n e s c a p a b l y  meets up wi th  t h e  word "coopera t ion" .  A p e r u s a l  
o f  your , r e p o r t e d  p roceed ings  f o r  t h e  l a s t  few y e a r s  i n d i c a t e s  t h a t  not  
o n l y  i n  t h e  f i e l d  o f  f e d e r a l  a c t i v i t y ,  b u t  a l s o  i n  t h e  a r e a  o f  s t a t e  
a c t i o n  t h e  speal rers  have s t r e s s e d  t h e  d e s i r a b i l i t y ,  i n  f a c t  t h e  neces-
s i t y ,  o f  c o o p e r a t i v e  a c t i o n  i n  a common c a u s e ,  a c a u s e  which bego t  t h e  
l e g i s l a t i o n  you Commissioners a d m i n i s t e r  and s i m i l a r l y  a c a u s e  t h a t  
sponsored our  Commission and our  p r e s e n t  a c t i v i t i e s .  On F r i d z y  o f  t h i s  

week you w i l l  h e a r  The Honorable James M. Landis ,  Chairman o f  o u r  Com- 
miss ion.  He w i l l  speak on t h a t  s u b j e c t  o f  c o o p e r a t i o n ,  o l d  t o  b e  t r u e ,  
b u t  e v e r  t i m e l y  and a p p r o p r i a t e  t o  an o c c a s i o n  o f  t h i s  n a t u r e .  L a t e r  
on i n  t h e  same day  Mr. O f B r i e n  o f  t h e  R e g i s t r a t i o n  D i v i s i o n  o f  our  Com-
m i s s i o n  w i l l  d i s c u s s  t h e  s u b j e c t  e n t i t l e d  "Mining S e c u r i t i e s  and Regis-  
t r a t i o n " ,  a  t o p i c  which f o r  t h i s  s e c t i o n  o f  t h e  c o u n t r y  has  more t h a n  
a  p a s s i n g  i n t e r e s t .  We e x p e c t  t h a t  t h i s  form o f  f u n c t i o n a l  c o o p e r a t i o n  
w i l l  be p r o v o c a t i v e  o f  an i n t e r e s t i n g  and p r o f i t a b l e  d i s c u s s i o n .  

There  appears  i n  your r e c o r d s  o f  t h e  yea r  1924 a r e s o l u t i o n  u r g i n g  
t h e  passage  o f  a f e d e r a l  a c t  r e g u l a t i n g  t h e  i n t e r s t a t e  s a l e  o f  s e c u r i t i e s .  
Your A s s o c i a t i o n  from t i m e  t o  t i m e ,  c o n f r o n t e d  w i t h  t h e  problem o f  regu-
l a t i n <  i n t e r s t a t e  f r a u d s  e f f e c t e d  by t h e  n s e  of  t h e  m a i l s ,  t h e  t e l e p h o n e ,  
t h e  t e l e g r a p h  and t h e  r a d i o ,  h a s  urged c o n g r e s s i o n a l  i n t e r v e n t i o n .  
Your o f f i c e r s  i n  1933 approved t h e  S e c u r i t i e s  Act a s  f i n a l L y  enac ted .  
Thus b e  come not a s  h o s t i l e ,  a l i e n  f o r c e s  i n t r u d i n g  upon t h e  r i s h t s  and 
p r i v i l e g e s  of t h e  s o v e r e i g n  s t a t e s  j e a l o u s l y  guarded by  p r o v i n c i a l  minis-  
t e r s ,  bu t  r a t h e r  a s  a l l i e s  s p e c i a l l y  i n v i t e d  t o  a s s i s t  i n  a c a u s e  honor-
a b l e  i n  motive and s 6 c i a l l y  most worthy. 

Over a c e n t u r y  ago, C h i e f  J u s t i c e  Taney expounded t h a t  s e n s i b l e  
p r i n c i p l e  o f  our  c o n s t i t u t i o n a l  sys tem whereby t h e  s t a t e  and t h e  na t ion-  
a l  government may l e g i s l a t e  and a d ~ i n i s t e r  on s i m i l a r  m a t t e r s ,  each 

-	 w i t h i n  an a p p r o p r i a t e  s p h e r e ,  each  a t t a i n i n g  a s i m i l a r  o b j e c t i v e  where 
e ~ p e r i ~ e n c e  r e a s o n  a c t i o n  e x p e d i e n t  ap-and d i s c l o s e d  t h a t  j o i n t  was o r  
p r o p r i a t e .  We a r e ,  l i k e  you S t a t e  Commissioners, s produc t  o f  t n e  in-
e x o r a b l e  laws of  c o r p o r a t e  e v o l u t i o n .  T h i s  a s s o c i a t i o n  was qu ick  t o  
r e c o g n i z e  t h a t  new economic f o r c e s ,  modern s t y l e s  o f  f r a u d ,  t h e  pe rva-  
sive i n f l u e n c e  o f  t h e  g i a n t  c o r p o r a t i o n  i n  our  n a t i o n a l  l i f e ,  demanded 
t h a t  your e f f o r t s  be supplemented by c o n g r e s s i o n a l  a c t i o n .  No academic 
concept  o f  a  d i v i d e d  s o - ~ ~ e r e i g n t y  s e n s e  o f  r e a l i t ycou ld  o b s c u r e  your 
t h a t ,  i n  seek ing  t o  ensnare  t h e  s w i n d l e r  and t o  p r o t e c t  t h e  " sucker"  
(who, l i k e  t a x e s ,  we know w i l l  be  always wi th  u s ) ,  t h e r e  was an abso-
l u t e  need o f  a s t r o n g  and c o o p e r a t i v e  f e d e r a l  agency. D e s p i t e  t h e  grow-
ing c o n v i c t i o n  as  r e p r e s e n t e d  by t h e  a c t i o n  t a k e n  by your a s s o c i a t i o n  

I 

i n  1924 t h a t  some degree  o f  f e d e r a l  c o n t r o l  i n  t h e  b l u e  s k y  f i e l d  was 
i n e v i t a b l e ,  Congress d i d  not  respond. D o u b t l e s s  i t s  i n a c t i o n  was OC-

c a s i o n e d  by t h e  mirage o f  p r o s p e r i t y  whicn obscured  a l l  o u r  s o c i a l  
t h i n k i n g  d u r i n g  t h e  last,  decade.  We were a l l  f o o l i s h l y  u n w i l l i n g  t o  
a p p r e c i a t e  t h e  f o r c e  o f  an a n c i e n t  law o f  economics a s  w e l l  a s  o f  g rav i -
t a t i o n  t h a t  what goes  up must come down. And, so,  o u t  o f  t h e  t r a v a i l  
o f  t h e  market c r a s h  and t h e  consequent  d e f l a t i o n  came t h e  f o r c e s  which 
impe l l ed  t h e  enactment o f  t h e  S e c u r i t i e s  Act of  1933. 

The second and v e r y  impor tan t  l e g i s l a t i v e  a c t  committed t o  o u r  ad-
m i n i s t r a t i o n  i s  t h e  S e c u r i t i e s  Exchange Act o f  1934. T h i s  had been pre- 
ceded by y e a r s  o f  p o p u l a r  demand f o r  qovernmental  s u p e r v i s i o n  of  t h e  
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New York Stock Exchange. The Pujo Committee in 1910 revealed a growing
concentration of wealth in the hands of a few. It also disclosed the
stock exchange as an important link in the ramification of concentrated
wealth. Although it brought reform in our banking laws it just missed
producing a regulating measure affectin~ the stock exchange. The col-
lapse of October, 1929, and the incredible revelations of overreaching,
breach of fiduciary obligation, unconscionable imposition, and downright
cheating as disclosed by the Senate Committee on Banking and Currency
brought on swiftly congressional regUlation in the form of the present
statute. The national scope of the activities of the investment and
trading business showed clearly that sensible regUlation re~uired the ex-
ercise of the federal power. It is possible after two years of effort
to be categorical regarding the interstate character of the problem.
The regulation of trading in the public interest in the over-the-counter
markets as well as ou the national securities exchanges can effectively
be accomplished only by the joint efforts of state and federal agencies.
A repeal, legislative or judicial, of federal legislation would but stim-
ulate the return of the flagrant and tragic abuses which begot so much
unhappiness in the past.

There is, of course, another act we administer called the Public
Utility Holding Company Act of 1935. This also was the child of a nation-
al scandal. An investigation showed that the corporate device termed the
holding company, though innocent enou~n in itself, had been frequently
prostituted in order to defraud investors and rob consumers and to make
state regulation in many instances a mockery. This Act has been the tar-
get of constitution3l attacks by most of the large holding comp~nies.

Although in many respects it is integral part of the President's
plan to give realistic protection to investors, I shall not address my-
self to a discussion of this statute because it is not a specialty of most
of the members of your association and because of the absence of enforce-
ment experience to date. I might however generalize to this extent
the platforms of the major political parties indicate that these reforms
have come to be regarded as a permanent part of our governmental system.

Among the special activities of the Commission which hold great prom-
ise for reform may be mentioned the studies conducted pursuant to the
mandate of the Congress. Under the brilliant direction of Commissioner
Douglas the Commission has looked into the practices of Protective Com-
mittees, so-called. Already sections of this report have been forwarded
to the Congress. Tne record discloses a s~d tale of unconscionable
greed on the part of those who wear the garb of fiduciaries holding them-
selves out as "protectors" of the distressed security holders. Hardly
a student of this problem fails to agree that special legislation by
the Congress is necessary if the abuses thus revealed are to be eliminated.

The Commission, pursuant to another request of the Congress, is exam-
ining the history, creation, the operation and soci~l utility of various
types of investment trusts lor the purpose of a report to Congress of its
findings and recommendations. That study is being conducted currently
and makes interesting reading for those who believe that the crash chastened
our financial community.

~~ 
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This afternoon I would like to discuss the enforcement activities of
the Commission and in particular the resources, statutory and administra-
tive, available to us, the efforts we have made in the field of enforce-
ment, and a word or two about the results in terms of the statutory ob-
jectives. Such a topic makes it difficult to escape a charge of boast-
fulness and yet that risk must be assumed in order to make available an
understandinQ of the enforcement processes of this new and far-reachin~
agency.

Let us look at the Securities Act of 1933 first of all. Despite a
great deal of misrepresentation, particularly in the form of frenzied
fear about the liability sections, this statute is amazingly simple. From
its inception it has been blamed for the absence of new financing which
to the informed economist is an inevitable concomitant of a serious depres-
sion. Even today there are some so thoroughly unregenerate that they de-
claim against the Securities Act as a barrier to recovery even though
more than eight billion dollars worth of securities have been registered
since its passage.

In order to understand the process of enforcement one must appreciate
that our Act is not a licensin~ or approval st3tute. The Commission is
without authority to make any investment judgment regardin~ the worth of
a particular issue. The statute provides simply that no publi~ offering
of securities may be made thro~gh the mails or in interstate commerce un-
less the securities are exempted by the statute or there is a registration
statement in effect prior to such offering. The registration statement
must contain infor~ation regardin1 the enterprise, particularly financial
data which experie~ce has taug~t to be essential to the exercise of an
informed investment judgment. The statute further provides that it shall
be unlawful to use th~ mails or the facilities of interstate commerce in
the sale of a security throu~h misrepresent~tion or fraudulent schemes.
Thus the sanction of the Act is found in two provisions -- Section 5
which requires an effective registration statement prior to sale, and
Section 17 which m~es unlawful a sale of securities by misrepresentation.
The latter is but an extension of the mail fraud statute whereby the fed-
eral prohibitions now embrace the telegraph, telephone and rad~o.

Where in a registration statement there has been a misrepresentation
or failure to state a required item, the Commission may prevent such a
statement from becoming effective. Even after such a statement has be-
come effective, The Commission is empowered to initiate stop order pro-
ceedings. As enforcement measures, these are very effective, particularly
in the case of an issuer or underwriter who possesses any sort of stand-
ing in the business world, principally for the reason that the resultant
stop order stamps the offering in the minds of the public as "non-genuine".
In addition such an order sUbjects the seller to severe penal and civil
liability for subsequent sales when the statement has been declared inef-
fective. However, our experience has shown that for certain types of
issuers and promoters, the stop order technique is in and of itself too
mild a measure to be effective. The out and out security racketeer has
too little reputation to lose which cannot be regained under an alias,
for him to be deterred by the threat of a mere Commission order. We must

-
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also keep in mind that by a timely withdrawal of the registration
statement an unscrupUlous promoter may under certain circumstances
render a stop order proceeding thoroughly futile. Notwithstanding these
weaknesses, remembering that the philosophy of the statute is basically
that knowledge of the truth through appropriate publicity will effect-
ively protect the public against deception, the stop order method is
admirable in furthering the processes of disclosure and in "preventing
certificates masquerading as securities from passing current in the
market.D

There is another and very important arm of enforcement which the
statute ~rants to the Commission and that is the power to secure an in-
junction in the Federal Courts restraining a defendant either from sell-
ing an unregistered security or from using deception in his attempted
sales. Obviously such a technique enjoys the advantages of publicity.
Such a court proceeding is fre~uently an adequate warning to the world
of prospective purchasers who are thus put on their guard. There is
a distinct advantage to the cause of enforcement whenever a fraudulent
promoter has been placed under the guns of 3 contempt proceeding. Of
course, among the respectable elements in the trade, the very t hought,
of an injunction is generally sufficient to insure a high standard of
law obedience.

Just as in the case of a stop orjer, however, to a certain type
of security cheat, an injunction represents a very slight risk. Time
and time again we have observed that a disreputable security distrib-
utor would be agreeable to a consent decree, particUlarly if he suspect-
ed that by such a consent he might make criminal prosecution less
likely. So true is this that we serioUsly considered seeking a general
amendment to the Act which would permit a Federal Court, upon proper
showing of wilful violation of the statute, to issue a decree enjoin-
ing the respondent from using the mails or facilities of interstate
commerce 1n any kind of a security venture; in other words, to close
him up as a factor in the interstate security business. Bear in mind
that under the present statute the court enjoins a defendant against
whom appropriate findings are made only from selling a security in
violation of the registration provisions of the Act or in violation of
the fraud provisions of the statute found in Section 17 thereof. We
were affected somewhat by our admiration for the efficacious tech-
nique of the postal fraud order whereby, when an addressee is found
gUilty of obtaining money through the malls by false pretenses, in a
hearing before an Assistant Postmaster General the order is directed
to the local postmaster reqUiring him to stamp all mail of such ad-
dressee fraudulent and return to the sender even though it be a roman-
tic "To My Valentine". However, by an amendment to Section 15 of the
1934 Act enacted late in the Spring of this year, it was prOVided that
no broker or dealer could use the mails to effect any transaction in
a security, with certain exceptions, unless he were registered with the
Commission and further, that registration is to be denied or revoked
if the Commission finds the applicant to be temporarily or permanently
enjoined by any court of competent jurisdiction from engaging in or
continuing any conduct or practice in connection with the purchase or
sale of securities.
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Thus, even a tempor~ry injunction in connection with a securities
transaction may result in excludin~ a violator from conducting any kind
of a substantial security business. This, it is only fair to state, is
a more deadly sanction than was found anywhere in the original statute.

Time and the rather general subject matter of my discussion this
afternoon will not permit my dwelling upon the interesting phases of the
1936 amendments to the federal legislation. They are of far reaching im-
portance to a number of branches of the business. However, because of
the similarity which this type of control bears to many of your own stat-
utes, I think it would be appropriate if I but mentioned the other statu-
tory b~ses justifying the Commission in a denial or revocation of this
most valuable broker-dealer registration. These are as follows: if the
broker or dealer or any partner, officer, director or branch manager of
such broker or person occupying a similar status or performing similar
functions, or any person directly or indirectly controlling or controlled
by such broker or dealer first, h~s wilfully made or caused to be made
in any application for registration or in any proceeding before the Com-
mission with respect to the registration, any false statement; second,
has been convicted within ten years preceding the filing of any such
application, or at any time thereafterj of any felony or misdemeanor
involving the purchase or sale of a security or arising out of the conduct
of the business of a broker or dealer; and third, has Wilfully violated
any provision of the Securities Act of 1933 or the Securities Exchange
Act of 1934 or any rule or regUlation thereunder.

There is, of course, a penal section whereby a wilful violator sub-
jects himself to the risk of a fine of $5,000 or impriso~~ent for not
more than five years or both. The responsibility for prosecution by the
statute is appropriately given to the Department of Justice. The Attorney
General has designated one of his assistants to take care of the task of
handling security frauds. Our staff has worked closely with this assis-
tant in complete h~rmony ann with satisfying results. There can be lit-
tle doubt but that in many cases the fear of vigorous and Vigilant prose-
cution is the most effective agency for law obedience by the security
"racketeers It.

The Securities Exchange Act of 1934 is a f3r different Act in con-
cept and philosophy. In the first place, it is much more complex than
the earlier Act and for the simple reason thaL it h3d to be. The prob-
lem of control as revealed by th~ Pecora investigation could not be met
with a simple requirement of disclosure, alt30ugh issuers of securities
registered on national securities exchanges are required to meet high
standards of disclosure.

The evils which had to be met in this legislation involVing such
things as abuses of inside information, weird inter-company transactions.
rigged markets and excessive speCUlation, required in addition to high
standards of "Thou shalt nots" a broad discretion and a close and continu-
ous superVision. In other words, the problem was dynamic rather than
static.

For the Exchange Act there are numerous methods of enforcement. He
may, for eX3m~le, refuse to register a stOCK e~ch~n~e if after a hearing it
is determined that the exc~anJe is not ade~uatel~ organized to insure the
protection of the investor. By such an order the Con~ission can effectively
close any exchange.
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As it turfted out in the early days of the Act this extraordinary power
did not have to be invoked. Durin~ the course of our investi~ation of some
of the exchang es, so much Ln the nature of i11egalit~. was disclosed that
five stock exchan~es voluntarily closed their doors. During the course of
one investi5ation, every merr.berof the exchange who appeared claimed his
immunity against self-incrimination which was indeed an illuminating com-
mentary u~on the pre-extsting standards of conduct and the type of rrotec-
tion afforded the public. 'In one case we found wash sales so frequent an
occurrence that a visitor might well suspect that he was in a laundry.
Needless to say, the passing of these exchanges can be regarded as fortu-
nate develop~ents from the viewpoint of the investor.

The Commission is also given the power to delist a security registered
on a national securities exchange subject to terms to oe imposed for the
protection of the investor. In the enforcement of this statute the power
of delistin8 has not been a conspicuous factor although it is conceivable
that it may oe a very serviceal;le weapon in the armory of the Comrr.ission.

Under the 1934 Act the CommissiOll is given the power to seek injunctions
i~entic~l with the power conf~rred under the earlier Act. Thus the in-
junction may extend only against acts violative of the statute and is there-
fore sUbject in this respect to the comments made about the earlier statute.
we have found it to oe very effective in our work, largely because of the
desire on the part of ~ost of the stock exchange rrembers and their associ-
ates to guard jealously their good name. I state but a truism to you
gentlemen when I declare that for Cl certain brouP in the secur Lt.y ous Lne ss
the most effective device for promoting ethical conduct is the indictment.
The fly-.oy-night crook is seldom affected by civiI penalties, out for an
~g~ressive prosecutor he has genuine respect.

Perhaps the most interestin~ power 6ranted tc the ComFissioL by the
1934 Act affecting misconduct in trading on a registered exchan6e is found
1n Section 19(a)(3) whereby the Commission is authorized, if in its opinion
such action is necessary or appropriate for the protection of investors,
after appropriate notice and hearing, oy order to suspend for a period
not exceeding twelve months or to expell from a national securities ex-
change any ~ember or officer thereof whom the Co~~ission finds has violated
any provision of this title or the rules and re5ulations thereunder, or
has effected any transaction fer any other person who he has reason to be-
lieve, is Violating in respect of such transaction any provision of this
title or the rules and re~ulations thereunder. As one might expect, this
power is exercised usually in connection with violations of Section 9
the so-called anti-manipulative clauses of the Act.

Already in our short history the Commission has caused to be insti-
tuted proceedings under this section in five cases. Because a number of
these cases are still in the process of determin3tlon, I deem it inappro-
priate to discuss them on the merits or ever. to ~cntion the respondents
or the securities involved. Amon~ other defenses practically all the re-
spondents have raised the issue of the constitutional validity of this
statute so that an interestin~ court review seems quite likely.

-
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But I think it would not be inarpror-riate if I adverted ~enerally to
a criticism which I heve beard and read about lately el'l~l'atingfrom the
"Street so-called", regarding the delay attendant upon the trial of pro-
ceedin~s under this section. In the first place, it can be shown that
the continuances l>ran'tiedby the Commission we r-e in I1l0Stcases requested b~'
the respondents. No general norm can be used as a basis of criticism in
this respect unless it be that a lawyer without a continuance is p r-obab Iy
a contradiction in terms. In the second place, let ~e emphasize what to
the informed needs no demonstration; to wit, that the proof of a stock ma-
nipulation is a man's size job. 'In a case of any p ropor-t Lon , there is in-
volved the examination of hundreds of witnesses and thousands of recor1s.
To be sure, the Business Conduct Committee of the Stock Exchange can be more
expeditious. The settin~, however, is that of a club and the ~eMoer who
is disciplined is practically without recourse to a hi~her tribunal. OUr
Commission, on the other hand, is an administrative aeency of the £ederal
government sUbjected at every step of t£.e p r-oce ed lng s t o the stern require-
ments of jUdicial review, sUbject also to the necessity of notice, hearing
and the other incidents of due Frocess.

aecause we are a new Commission and oecause our sUfervision concerns
some of the most important financial Rspects of A~ericdn life, oecause of
the grave consequences involved in the '?dmir.istration of the statute, we
have attempted to establish our case in these Section 19 proceedings strict-
ly in accordance with the principles ~overninb trials ~t common law. We
have been animated by consider~tions of fairness, even in the face of the
most technical and skillful opposition. We have sought to rest our case
on the basis of conmon la"levidence the kind of evidence prnperly admis-
sible in a criminal prosecution.

And, so, t.o the charge of delay, even if it oe true, we ur~e our supe-
rior claill'based on the desire to be scrupulously f'a Lr-, If criticisM is
inevitable by reason of our conf'orm Lng to the strictest st ar.dar-ds of the
judicial technique, '! would much prefer this ch ar-ge of delay than that we
had acted in a manner arbitrary and unfair.

It should not be for50tten that the statute li,iV3S our Commd ssLon no
coercive power in its own right. The COMmission mus t , after the: l':ostsolemn
determination, 50 as a party liti~ant to a court and seek the judicial i~-
primatur before the sanction of law attaches. }Joreover, every person made
subject to an order of the Commiss3.on is perrr.itted to IJ!lveevery step of
the proceeding reviewed by a circuit court of uppeals of the United States.
The f3.ctual determinations of the COMmission are t;iven finality only when
the reviewing court finds them to have been SUPFortea by a substantial
evidence. This is conformaole to the establisned Frocesses of the law and
furnishes unanswerable arguments to any charge th'iltour present method of
control is revolutionary.

There is one phase of our detection work which mi~ht hold interest
for a gathering such as this. It is not necessary to press the obvious
conclusion that the detection of a narket ji~Ble is a difficult and pro-
tracted assi~nment. One can readily appreciate that the perception of
manipulation and the gathering of factual data can hardly ever be developed
by a confession from the CUlprit.

-
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All of us appreciate that the Great stimulus to enforcement comes from 
the complaints of the "moochers". In some fields, however, a reliance ex-
clusively on complaints gives the CUlprits a sizaole st~rt. This is true 
fo~instgnce ~f oil royalties where a victim is lulled into a false sense 
of security by a monthly return which ~ives no indication to the "sucker" 

-that he is securing a partial return of his capital. It is strange how 
few investors of this type appreciate that they have bought an intere~t 
in a constantly wastin~ asset. So, also, in manipulation the detection 
process requires more ~ggressiveness than is to be expected in the orthodox 

r complaint division. To meet the difficulty and to attain a degree of effi-
ciency necessary for adequate supervision, the Commission pas set up a unit 
charted with the responsibility of exe rcLsLng a Vigilant supervision of 
trading in securities both on exchanges an1 in over-the-counter markets. 
The various types of securities have Jean classified by industries. The 
trained personnel has been developed, assigned to observe and analyze the 
trading in securities of -a particular industry. Thus, certain experts are 
concerned exclusively with trading in securities of transportation and 
communication compa~ies; otters devote their time to scrutinizing trading
in utilities securities; still others in mining and petroleum companies,
etc. 

By this method the econonic oackeround of a particular indus~ry is 
understood and is related to the rrice moves. An intellitent appraisal
of fluctuations in price ~nd volume is thereby possible in the light of 
current financial conditions and ~eneral Market trends. Where unusual 
activities or wide price moves are disclosed, an intensive study of the 
security is begun. Price and volume figures over a considerable period
of time are charted and this information is compared with trading in other 
securities of the same group; specific financial and statistical informa-
tion regarding the security under investigation is related to the under-
lying economic trend of the industry; recent information found in press 
reports and standard services is collated: reports of trading by "insiders" 
furnished to tbe Commission in accordance with Section 16 of tbe 1934 Act 
are examined; an in~uiry is made for outstandin5 options. calls. etc.;
and finally tipster information, complaints and similar data are scruti-
nized. 

-If a study of these various items indicates a likelihood of manipula-
tive activity, a "spot" investigation of the situation is undertaken. An 
examination is made of all transactions within a reasonaole time. On this 
record the Commission determines whether there is sufficient bas i s to in-
voke the legal powers to conduct a formal inquiry. It is only after such 
careful and scientific inquiry that the extraordinary powers of Section 
19(a) are invoked. Of course, _the system in operation is far from perfec-
tion, but the plan we believe to be excellent. We think the approach
sound and workable. We feel confident that in the years to corne it will 
be an indispensable adjunct to an efficient enforce~ent staff. 

One other service given by the Commission might be mentioned. Many
of you not only are acquainted with this furlction. but by your actions 
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show an appreciation of its v3lue. Th~t is the Securities Violation File
established over a year ago by the Co~mission as an aid to all a~encies,
official and semi-official en€a~ed in anti-fraud work in the securities
field. A record is kept in this file of all official proceedin5s affect-
ing law violators and securities. This includes indictments, injunctions,
stop orders, suspensions, revocations, arrests, and similar information
of vital importance to our common cause. The Com~ission prepares monthly
a bulletin of this violation information. I would like to extend to all
the Commissioners an unrestrained hymn of praise for cooperation in this
very realistic form of mutual assistance, but unfortunately the record pre.
vents my stating this is a fact. A recent examination of our files shows
that the officials of twenty states furnish regular reports and the agencies
of twenty-seven states have failed to furnish such regular reports. We
have special reports from time to time from'twenty-three states and none
from twenty-four. And, from twelve states we have yet to receive a
single inquiry or contribution. Like the pastor to his flock about the
collection last Sunday __ no names should be mentioned but the matter must
rest in the solemn counsels of your consciences.

It occurred to me tpat perhaps the details of some of the cases which
have enlisted the energies of the Commission might make appropriate tell-
ing on an occasion like this. But time compels me to eliminate the flesh
and bone and to summarize statistically. The record of the Corr~ission is
eloquent on the SUbject of the propriety of federal action in this field.
'In the two years of our existence, apprOXimately 25,000 complaints have
been received. The siftin~ of these alone has been a tremendous task. To
be sure, many were ~roundless, very many were the sad tales of the malprac-
tices of the 20's, some did not involve the mails or interstate commerce,
so in turn we had to burden you gentlemen. But apprOXimately one-third of
them had to be investigated and from these there have resulted suits to
enjoin over 350 individuals and companies; about half the cases have result-
ed in permanent injunctions against a continuance of fraudulent practices.
About 150 individuals now belon~ to the select group of the permanently
enjoined. Nearly 100 more have been put under the shadow of temporary in-
Junctions or have stipulated to discontinue the acts and practices alleged
in the bill of complaint. Already 33 indictments have been returned for
violations of the Securities Act and nunerous other indictments for postal
fraud violations have been occasioned by the activities of our staff.
Forty-seven individuals have been convicted and sentenced. These statistics
oeviously do not take into account numerous instances where securities vio-
lators have left the business as a result of the Commission's activities.

"In addition, the closing of the notorious securities exchanges has removed
cancerous spots in the investment field.

The ComMission oy its stop order technique has prevented the sale of
approximately $100,000,000 worth of new securities which failed to meet
the truth reqUirements of the statute. Over $500,000,000 worth of pro-
posed offerings were withdrawn by the issuers after registration statements
bad been filed with the Commission largely because of intensive examination.
In numerous cases registration of ne\~issues has oeen permitted to become
effective only after i~portant supplementar~ information has been furnished
at the insistence of the Commission. An outstandin~ example of this work

-
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was seen in the case of a large public utility system registration. The
Commission, after investigation, required this great public utility system
to set up in its fin3ncial statements an adjusted balance sheet which dis-
closed that had proper accQuntin(, ;s,ndfinancial practices been followed,
the company's assets would have been t153,OOO,OOO less than the fi~ure shown
in the original balance sheet as filed, and that in place of the capital
surplus of $111,000,000 and an earned surplus of $12,000,000, the co~pany
would have a corporate deficit of $30,000,000.

This exposition of enforcement as I have indicated can hardly avoid
the touch of self-glorification, but I hope that it will be a factor to
convince you that the work of the Securities and ExchaL~e Commission is a
desirable adjunct to ~our efforts in behalf of honesty in selling and fair-
ness in trading. Personally, I am convinced that the crack of doom has
sounded for the large scale interstate swindler. My observation discloses
that they are a~andoning the business, not, I am sure, in a spirit of re-
form, but rather oeeat~e the threat of jail sentence and the heavy expense
involved in combat, plUS the increased sales resistance of the public,has
made them acutely aware of the downward spiral of their enterprises. As
for the stock exchange ~anipulators, I suggest the testimony of an eminent
financial writer who a few months ago in a syndicated article, in overtones
almost of sadness, told of the hard times that have befallen the large scale
oper-at ons ,

"Lacking any stimulUS from Industry's side, the markets have grown
stagnant under the influence of a certain amount of trader bait-
ing on the part of SEC desi5ned to protect the investing public ••• 

"Actually the lifting of Margin requirements and the inclination
of the SEC authorities to regard tr~ding of a support n~ture
as illegal manipulation, the constant investi~ations of stock move-
ments, the puolicity ~iven operations ~nd pool a~reements by cor-
poration directors, manafr,ementand large operators have combined
to drive out the speculator. He finds if he is operating on a
Lar-ge scale that it is no Longer easy to draw in that pub Lic fol-
lowir.~ without which he can get in but cannot get out •••••••••• "

This record has made all of us in Washington optimistic. We believe
that with due allowance for the limitations on effective legal action and
the shortcomings of all human beings, the hopes and asp Lr-a t Lons of the
hieh-Minded sponsors of these Acts dre bein5 realized.


