
Address of James M, k n d f s  before t h e  National Assooiat ion ' 

of.' S t a t e  Seour iw  C o d s s i o n e r s  at 13m Orlwm, L O ~ i s i a m ~  Havelnbor 12, 1934. 

Tt has been r ~ i y  p r i v i l e g e  h i t h e h o  t o  have addreirssd only alxdfeacss 
oomposod of those  whose aa%ivi%ies have been plaead m d e r  t h e  juriadia- 
Gion of our C o d s s i o a ,  1% h . 8  h e n  my good fo r tuns  to hag5 osoapod 
unhamed from t h e s e  audisneoa buL no t  a l m y s  uasaatfisd* T U a  ozf5smooa, 
hmover,  it is  a differen* group t o  whi~fh I have the pri*ltsge of tr , lk- 
ing -- an audieocs of g o ~ s  n% zrsthar t l ~ n  of bueiaeos, of mn clothed 
wieh a duty of aaeuriq a f a i r e r  deal to our invssbing pub l i c  r a t h e r  than 
of men f o r  wh3111 suet). an end 9s nrsraly a des i r e ,  Zndeed, az;, audienoct that 
m y  fairly "b @axle6 t h o  t r u s t e e  rakhes than th* benof ia i a ry  of aeouriLy 
rsgulaz ian ,  For It i s  i n  toma suoh as t h e s e  5 %hi& af l e g i s l a -  
Glon ~ o z r e d ; n g  our s e o u r i t y  exrjhnges and tho  ale of e e o w l t i s s ,  in 
term.; of Fdneffrt r a t h e r  t h c a  rap,-sscion, 5n "kvm of reg~tXa5ion thak 
redounds not only t o  the  afvantage of the i nd iv idua l  investor buG a l s o  
t o  %he admr;tagn of t h s  o r i g i n a t o r s  s~nd s e l l e r a  of s e c u r i t x s a r  

It is  now soma five. m a t h a  s i n e s  t h e  S c l ~ u r i t i e s  Wohaqcr Aot of 
1994 m s  pri-ssed, bu% o d y  l i t t l e  more than  on9 month aincle i-i; M s  
hean ia active operation, The causes of i t s  o r i g i n  a r e  wall kom t o  
all of you, sauses t b ~ t  it i s  wise  r,ot Co f o r g e t  so  that w r  nay r e m i n  
Pima i n  our rnso?ve %had %he roocr4 o f  t h ~  last 2scadn sPs.11 not  aga in  
k e  r ~ p a a t e 8 ~  The o7po8 i t j . o~  thxt the Act ergandorod durirrg i t s  pabsags 
tkrocgh Co~grcss ,  and CMt bsoko fmlt3sssXy against t h e  stern insist- 
orat; of a Pr.~sldor?% Cozgrclrs and s Hation -- a t  inizistsncs, i n  no 
mc+r%-,in t s w  tbt% our seaurit.5- s x c b q ~ s  arc3 EIQ deeply a f fec ted  wi th  
a vit;al p-lblic irat;er.sst L - k t  %hey m s L  b9 ~ o n t r ~ l l s d  1x1 che iavcero~t of 
khg la rgo= publtZe t h t  t ?~ey  1~ervej -- %hi& ~pposi ' t ; lon is now gr sdua l ly  
discrpparr~b~g* liiuch C h t  was 0x160 @aid  of  %ha Act f t e  mim puvasoe 
now provers itccelf Lo bu u % r u s ,  and t h e  legit31ation BS well a s  its 
a s t r a t i o n ,  I trcst, is begirinhng t o  demonetrals i t s e l f  as fur thpr-  
irg i ts  p r i m r y  objec t iva  of mk5ng o7.r s e c u r i t y  sxohtsngp~s funa t ion  
both  nore hosleb tl y e.r4d more s f  fc.cti-rsly t o  mest t h e  f insac ia l ,  needs of 
our  economio sooieky. 

In tryirze; t o  sketch f o r  you seme of t h e  ac l i r5 t ; i s s  of the Ssou- ' 

r i l l e s  an4 Exchftnffs Comiss ion  sfnoc i ts  organiza t ion  in July of t h i s  
year, 1st me k t  t k 3  earn t i n e  r c l ~ i n d  you o f  s o w  of the l a r g e r  objcso- 
t i ~ e s  of t h e  Actb Tha f i r s %  i s  tht o f  fsea-ing t o  5. t  t h a t  our  ~ t o q k  
axemngcs s?lalT be places f o r  o p n  and honeat; dealing, t h a t  t h e i r  mleo 
erbt3.l be f a i r  m d  oc;uitable, en6 t h a t  cer+;ailn prao-tices which Pave b3en 
p . * h t k & d  i n  t h e  pzkt  &ha12 bs d*f~ni .be ly  abandoned. To a f f e c t  these  
sndf the  Act r squi rsd  a l l  stuck sxehzzkgrs o i t h o r  t o  ko registered or,  if 
.Choir ~ o l m e  m~ r;.mfl i n  elnrrsetsr, to be s ~ e c i q i o a l l y  exemptedo All 
t h o  barge excha'wa: and u o s ~  of t h e  smaller  nxrhawes a p p l i e d  f o r  regis -  
tratl.olrn It p p p , ~  g~*i.amc\d to %hem upgn %he oanditian. %hat +hay require by 
m l e  that any ~ Z ~ k n t i o t  o f  t k e  hc% should be d i f io ip l inad  as we11 ae pen- 
a l t i e s  b p 0 3 ~ ~ 1  upon axy trondtrot of a member that a s  e o n t r a v  t o  just 



and e t u i - a s i e  p r f u c i p l e ' s  of trade,".. A."g.ses%ion, 'howevek, was r a i s e d  wi th  
r e f ~ ~ ( a ~ e e  to one e~e t l an i Je ,  t h e  Hew :fork 4fiaih$ g&ch'ange, and a f t e r  a  hea r -  
i r x 2  . -,-. t r o u & h t  f o r t h  cvatlence ~ e f S e c t d n 2  s e r i o u s l y  upon its conduct 
a l z  ~ r : a n t z a t & o n ,  i t  withdrew i ts  appLicaLion f o r  r e g i s t r a t i o n  and r e t i r e d  
f r  2- l sness,  A L L  bhe s m a l l e r  oxcnad J e s  r e q u e s l i n i  exemption were g r a n t e d  
3 : t---,srarg exenpt io i r  f o r  's txby day.;, pending k n v e s t i g a t  i o n  and h e a r i n g  
rs ;a wneth*s?tv tihe ex&mption shoa ld  b e  pemsaealty gren%ed and i f  s o  upon 
- - a &  terms. W f i c i a 2 s ' o f  t h e  Camlhission a r e  now endaged i n  conduct ing 
,-.vc;t i g a t i o n s  i n t q  t h e s e  exchanges and h e a r i n g s  are .  be ing h e l d  wit% 
r 2 r s r e n c e  t o  then tilrouijii&out t h e  c o ~ n t r y  f r o =  BosGon tto Los Angeles, 

I11 t n e  i n t e r e s t  o f  f a i r  d e a l i n g  au  exchanges The Act a r e o  bans 
?erCa&n p r a c t i c e s  by maling them unlawful and i n  nuereraus o t h e r  c a s e s  
aSa thor izes  t h o  Cornmission t o  p r e s c r i b e  r e g u l a t i o n s  iovarn ing  o t h e r  a s p e c t s  
o f  doink: b d s i n e s s  on exchanges. The Commission t h u s  has  two f u n c t i o n s ,  
of i n v e s t i g a t i o n  upon complaint  or  o t h e r w i s e  o f  v f o f a t i o n s  o f  t h e  Act in 
t l l ~ s  r e s p e c t ,  and o f  s t u d y  to fo rmala te  r s l e a  t o  govern t h e  o t h e r  mat-ters 
e n t r u s t e d  t o i Z s  s u r ~ . s d ~ c t ~ a n ,  I t  h a s  a l r e a d y  conducted a  nurtiber of' 
i n v e s t i 2 a t i o n s  i n  u r d e r  t o  d e t e r n i n e  whether market  nanigulaLion i n  t h e  
form o t  poo ls ,  J sd$res ,  wash s a l e s  o r  t h e  l i k e  was t a k i n g  p l a c e *  1% is 
a l s o  conduct ing S n v e s t ~ g a t i o n s  p r e p a r a t o r y  t o  t h e  f o r a u l a % i o n  o f  r u l e s  . 
and r e g d l a ~ i o n s  Governing such m a t t e r s  a s  s h o r t  s e l l i n g ,  p u t s  and c a l l s ,  ' 
p a g i i c $  and s t a B ~ 2 6 z i n g  o p e r a t i o n s ,  t h e  u s e  of stop l o s s  o r d e r s  and numar- 
=us o t h e r  simi:ar m a t t e r s ,  One o f  ~ t s  l a r d e  e x p l o r a t o r y  t a s k s  rs t h a t  o f  
making a $ e n e r a 1  exa~gir ra t ion o f  t h e  a c b i v i t i e s  o f  f l o o r  t r a d e r s  and o f  
s p e c i a l i s t s  ~ , 7  orde? t o  determine how it c a n  w i s e l y  c a r r y  o u t  tho  s t a t u -  
t o r y  ma:~da=e t o  r e s t r i c f  t h e i r  deal inGs s o  f a r  a s  p r a c t i c a b l e  t o  t h o s e  
necessary Co t h e  maintena:;ce o f  a  f a i r  aisd o r d e r l y  market. 

T h i s  a s p e c t  of t h e  Commission" wwrk i s  v a r i e d  .and e x t a n s i v e .  X t  
req ; l i r+s  ihe  aid o f  cen  verseii i n  s t o c k  market  p r a c l i c e s  to  watch t h e s e  
~ s r ~ e t s  d a i l y  and t o  a c t  as t roub le - shoocers  .when any justifiable susp i -  
c ~ o n  of  u n f a i r  .condrtcc appears. I t  a l s o  r e a u i r e s  ' a  droup o f  men t o  s t u d y  
s c i e n t i f i c > l l g  t h e  o p e r a t i o n  o f  o u r  s e c u r i t y  n a r k e t s  i n  a way t h a t  has  y e t  
so J e  done, The economic m e r i t s  o f  many o f  t h e s e  q u e s t i o n s  a r e  s t i 2 l  a  
- a t t e r  of d e b a t e  s o  t h a t  ways of r e t a i n i n 2  thaL which i a  good and e l i n i -  . 
n a t l n g  c h x t  wilfch is economicalLj~ e v i l  have ye% t o  be dev i sed .  Moreover, 
,he Gradual overhau l ing  o f  tile ralles o f  our  many exchanges i n  o r d e r  t o  
i c s u r e  f3ir  d e a l i n g  t o  t h e  e x t e n t  t h a t  r u l e s  can  do so, W I L L  t a k e  though t  ', 

i n3  study, b u t  o u t  of t h e s e  ncay expiscS i n  time exchrsnJes gtore f a l r l y  
and s o r e  e f f i c i e n t l y  orgw.ized. 

I :nrn now t o  where l ies, p e r h a p s ,  t h e  $ r e a t e s t  of a l l  t a s k s  t h s t  
-G:Z-E the Conmiasion. This  is t h e  development o f  adequate  c o r p o r a t e  
r e s o r t 3  from t h e  i s s u e r s  dhose s e c u r i t i e s  are L i s t e d  on exchanges,  I t  i s  
r : o m n r , ~ i a c e  o f  o u r  thought t h a t  w e ,  more Lhan any o t h e r  coun t ry ,  a r e  a 
ririon of s e c u r i t y  no lde r s .  Our Large c o r p o r a t l o n a  possess l i t e r a l l y  

o f  thodsands  of' s t o c k h o l d e r s ,  uhose s t o c k h o l d i n g s  though they  be 
-3:: %re cif e q u a l l y  $ r e a t  s i g n i f i c a n c e  as t h o s e  of t h e  Large s tock-  
:: .ers .  C o n s e l u e n t l g ,  Inrrnazernent more t h a n  e v e r  owes a du ty  t o  aiecS-ose 
- 45a;nlte and i n  r e v e a l i n g  form t h e  r e c o r d  o f  i ts s tewardsh ip ,  The - ' 

,::3r:tr.~te n&rke t  p r a c t i c e s  which have occur red  dur ind t h e  p a s t  decade 
:::- .washed,  i n  tihe main, onLg because of t h e  atmosphere of ignorance thaL 



enshrouded c ~ r p o m t e  ec t i v i t y ,  a d  t he  f u l l  %ruth b ~ e n  t o l d  by L3;* 
m n t  , b d  nanagsmslt; dsttatsd id8 a f t s q t i a  t o  mmgcmen* and mt  ka 
mrke t p~tls-C;Som, the  seioard of*%bre ~ 8 %  dew&@ m u l d  bve  be- prteotw 
df f f  e ren t*  

It would be i d l e  f o r  us t o  pmC;ed tk% o o ~ a r a . C s  repo*s in  the  
bean aImys tm t  and revealing. There are ,  of course, out- 

exaept%ons i n  t h i s  f i e l d ,  bu% too of%en %aoomtin%: praolioaa 
hc~v.c~ been mployed 'for the  purposes of oonooaling m.t;her- -khan of reveal- 
ing $he t r ue  s i t ua t i on  t o  t he  investrSng publie* Than again m c h  of the  
oonoealment has been due t o  a der tafn  s e c r e t i ~ e n e s s  on the, par t  of cor- 
poration executives baaed upon t h e  theory t ha t  only t h e i r  oon?poliCors 
would benef i t  from such disdlosures a s  nright be laad@ by i n f o m t i v e  finan- 
a i a l  sbtentsnt;. B r d l y  f i f t y  per  oent of' the lilgtad co rpo ra~ idns  on Ghta 
New York mabange, I 'm to ld ,  reveal  anyt;hfag more about %ha, operatine: 
suaoess of t h e i r  companies than t o  give a general f igure  of ne t  operating 
inaonre, Though, of course, i n  instances there m y  be v a l i d i t y  i n  t h i s  
claim f o r  privacy, there aan be no doubt t h a t  i n  %ha m j o r i t y  a f  oases 
t he  idea oannot b6 ser iously  era%er%ained tkt t o  give a f a i r  and RzEl 
repor t  of csrgorate asse t s  and p ro f i t@ w i l l  give an W a i r  advanlage t o  
a~npe.t;itorsr Certainly, exasp% 2x1 unuarlkal ins-t;anaes, where surah a a l a h  
i s  ineiadsd upon, one m y  well doubt tho de8irabi l i . t ;~  of ermcoumgix o r  
p a m i l t i =  public invssb&rn% i n  t he  sn"t;srprise, 

IYithout adequate corporake disclosures the\ basia of &Gable invest- 
newt is,  of course, lacking* If t he  f igure  given a s  narniaga i n  an ineons 
aGat~ment represents other than -true earnings or  includes without disclos- 
ure a non-recurr i~g p ro f i t ,  the  usalessaess of e s t im t in t ;  m r k e t  value i n  
term of a r a t i o  t o  earnings i 8  only too app ron t .  And raarkot wbluss 
aoauraLely t o  r e f l e c t  t h e  conditions of corporate suoaese t o  aorporate 
f a i l u r e  ra ther  than of a s r e  mstrket ncG9rity muat bear s o m  rela t ionship  
t o  earninge. 

The Sccuri t i ss  Aot of 1933 and t h e  Securi t ies  %change A c t  of 1934 
give t h e  C o d a s i o n  a great  0pportPmi.t;~ t o  deal vbith t h i s  problem so a8 
t o  evolve standards of corporate report ing t h a t  sha3.f be bofh adequaLe 
a d  a ~ n s i s % e n t +  Much h e  already been dons\by aotne of t he  l a rger  exchange8 
tomrds requiring ntore e f fec t ive  disclosures* Bat fn s ign l f iom* insLance8 
th8se e x c b q e s  wi th  the besG of intentions h v e  f a i l e d o  They need and 
haves m-eded the s t rang am of gaverrrmsn% ts ass&@+ %heir  e f f o h c *  For, i n  
addi t ion t o  depriving the  r e s i s t i n g  oorporatfom of t h e  exabnge nrarket, 
s o w  oLlrer d iseabi l iq  ma% noeessariby a t t ach  t o  %hose sarpsrationo who 
reguse tptltlnout good reason t o  meek %ha d n h r m  stcsa$ards of: f u l l  and f a i r  
diaalasureo 

The Ssouritfes E x a h w e  Act, follawing the  general prinoiple of the  
l i s t i n g  requirements of t he  exa ss, rnquires as  a condit ion precedenk 
t o  r eg i s t r a t i on  on an exchange the  disclosure of specif ied f inancia l  and 
other inf'omCfan. I t  a l s o  empavrrers t f is C o ~ s s i o n z  Lo in~ l l s l t  upon peri- 
odia report8 a s  a condition t o  the  confinuanoe o f  those pr ivi leges  whioh 
r eg i s t r a t i on  upon an exohange gives, When the  Act; f i r s t :  same inLo opsr- 
aCion, it m8 necessary f o r  t h e  Cowes ion ,  i n  order no% f o  d i s m p t  %he 
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cont%uity of business on the  exchanges, f o  aomrd t w a l 4  seouritZes t h n "  
listed. op. as t o  speckfisd e lasses  of secur l t i e s . a&td  
Led t o  unZigtsd erading prioilegss,  %he rigk* of temporary rsgistra*io;a, 

this r i g h t  explrss  under the  law on July first  of nsxb year, Ify t h a t  
L h e  a ps nt; rayrsbm BP regialrcbtiaur w i l l  be. .in force,  and standards 
far t;b& ~derf j t i~rh  repaP"4;ktg of fkmnekaf da%& pses~rfbed* The C ~ W a a i o n  
is  am a% work an Gke,se f e r n  aflif hope@ to,Mva) % h a  befare Llrcs4publ3a 
PrzithZn a shouct; t h e ,  The h s B . h f t  been a d i f f i c u l t  oner bo evolve lsrtand- 
asds tht &I1 a t  the, s m  ti= reveal the facrts a& no% mean a s  unmeces- 
sav and expensive burden f o r  s ~ r p ~ r a t f o n e ~  It is, of course, too muoh 

'%a e q s o *  one sen o~ernighe atGaia t n e  idcsals of ccrposalz.reportfng 
%kt we hOlp~.e~zr>n$ually Lo reaoh. dacomting i s  not yet;, and aan3 per- 
haps, never be,- exaat saiencies hdead ,  I m tempted t o  bel teve  %hat 
on ocoasione ws have sough%.,%oo adrenuausly $0 use Che dol la r  and asn?t;s 
masuring rod Lo gauge,m%%era whloh are i n t r i n s i c a l l y  inaapabls of being- 
eub;Sectsd 't;o t h a t  type of measurement, But; the  A g t  and the  CoWsrsion*s 
powers girs C e ~ e  2;3 sLayr and by a .spSss exaraiss of these psvvars over a 
period of years ws m y  I~a~ni"prLly seek t o  bui ld  up the  t n e . o f  adequate 
and Inf"om'ci-rs cor2orade reoo~drj  t h a t - d l 3  make f o r  mrrt etable waluea 
crad a g rea te r  tendenay t o r  ia~e,s*snd a s  di&f;inmiebhe)d frofa 8pee~ZaLion. 

Two other  aspecta of the.Seacurikiss bokaaga .be-% are relaGed Lo 
%hi@ problem of ~ o r p o s a t e  ssportkng. The firet of these aeeks ko again 
apply .t;hie, prfnoLp%& af adequate and t;ruc;hful diqolaeure do %he ~01965- 
t a t i on  of proxies, If we are  t o  rtavfve our  f a i t h  la the a lder  idea af 
t h e  corpamtlon as e, busir-ess ankf%y whfeh sought; t o  @va f t 8  rztas'%'holders 
%he sigh* hy v i r t u e  s f  t h e i r  inve~&ernt %o pnrLioipat;s in the p o l i ~ i e s  of 
mmgewthLt WQ mst B U C C I B ~ ~  in dealing e t h  t h i s  problem. "I"@ m y  i n  
which ctCackhol&rs have be&% induced t o  m t i Q  p a r t h u l a r  mnagewnlt ' 

po1icies *thou% %wen ~t Xflsolosure of  w h t  kiiese pol ic ies  are, ts tvell 
knm -t;o alnoelt; w a r y  holder of a v o C i q  secur i ty ,  Statlkholdersa conduct 
i n  the  large has been unintelliger?l ia i t a  appraisnl  of =nagem&. It 
ooulC not; be otherariia~ so long as s l tocaafders  were keg& in iporzmoe of 
what mranagem~?& m8 fieeking p (~ l rn i~1~ ion  LO do, Meam nust be *found not  
only to br ing  about a dis.cloeure of wb% s toekha l&rsa r e  asked to vote  
upsn, but %a ~ i ~ q l i f y  ~ o r p ~ r a t t ~  p r o b l m  f o r  Judpon t  by them, i f  t h e i r  
r igh t s  under %he exis%lng conceptloa of a corpora-l;ion a r e  t;o be enjoyed, 

Ths second of B h ~ s s  re la ted  aspeo$s of the Sscur i t i so  B c h n g e  Act 
is t h a t  st3c-t;:Lon whiob risale wlith -t;mnaaotions by o f f i o s ~ s  and directordl 
and large .stotr&o2derz3 in  the  skcck of t h e i r  c a q o r a t i o m r  1% i s  aimed 

prevenklin; these  Snsidears f r m  p ro f i t i nga% the  eqentrrs. of' t h e  large : 
body of ~s-i;s=&oldars who can never hapa %s possess an w m t  sf' W o r n -  * 
a&ior, equal Co %PA% which Lhsee a% %he helm of %ha corpcamkloao, a r e  bawd 
Jxl %he o r d i n a q  coarlps .of ~vsn%s to' a ~ q u i r e . ~  %fie m o b f  on of these 
dfreotnrs m d  o f f i c e r s  i s  $0 aaweegcj an8 d i r t l a t ~ t h e i r  rsorpopcatkorts and 
no% t o  speou.iklle in idrs. ; 4 ~ ~ ~ ~ ~ 2 t i r ? S r  . To s f  Peck +ha% end :%he .Act% r e p i r e s  

es, %& %heir h o l d 5 ~  Go %a mde  t o  tho s x o h q e r t  
It allso rsquiree prof.2.t;~ m d e  upon a quiak turn-. 

over of~sitooka in Lbsc.1. ctorparatfone %o be re%urned Do tho aorporntibn - 
i t s e l f  and.aot  held far, the  prim%? bsnsfit of Lha d i r e ~ t a r s  and o f f i ce r s .  . 






