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STATEMENT OF THE CHAIRMAN QF THE SECURITIES AND EXCHANGE COMMISSION
TO THE MEMBERS OF THE SPECIAL COMMITTEE FOR PERMANENT PLAN OF THE
INVESTMENT BANKERS CONFERENCE COMMITTEE

I

Thia Comraissiou during the past eigbt months has enjoyed the cooperation of the lovestment Bankers Coo-
[erence Compiittee, with results whirh we believe to have heen benefeial to the public and to investment bankers

and deslers.

As a channel for obtaining the views of the investment bankers and dealers, and in many other ways, the
arcanpement made with your Committee some months ago has proved heipful in the consideration of onr many
prablems. We therefore natorally desire to maintain snd to strengthen the connection along lines already agreed
0T,

The (lommission has belore it and bes exomined with care a proposed qonstitution for the Investment Bank-
ers Conferenee, T wish to discuss briefly the interest of the Commission in the formation of an organization
such as that whick is projecied; to indicate the place which we believe auch an organization ultimately should
guenpy in the fingneial life of the country; and to point out the benefita which, in our apinion, will gecrue to the
investing public and to the brokers and dealers threughout the country {rom the development of such an erpan-
ization along proper lines

At the outset of this digeussien a distinetion should be drawn between, on the one hand, the ideal coneept
of the organization when it shall have achieved maturity and established a tradition and, on the other, the sit-
vation which neressarily exists at the ineeptiom of such an orcanizatioen, faced as it must be with all the prae-
rical problems of shganization and development.

Ideslly, we believe thai such an organization of investment bankers and brokers and dealers in securities
should have the following characteristies:

1. It sheuld be opan to every member of the industry who has not disqualified himself by conduct clearly
inconsistent with what ressonable men regnrd as fair and hooest trade practice,

2. Its form of orgenization should be suck as to command the confidence of the industry, and it should be
adequately representative of the membership.

3. Tts rules of fair practice should be designed to remove such impediments to 2 free and open market as
may he found to exist and to facilitete the competitive process hy elevating the plane upon which it is condoeted.
In this eonnection an anglopy ig found io the fumetion per{ormed by leeding securities excbanges in the supers
visign of the husiness conducy of their membera,

&, M shonld provide a chanoel for a frank asd frequent exchappe of views between the Commissicn and
vepresentatives ol the industry on problems of common interest in order that there may be mutual tcoperstion
hetween the Commission and the srganization jn the solution of their respeective problems.

When such an organization as s contemplated shall have achieved these eharaeteristics, it will probably he
necessary for ita position in relation to the Commissipn and to other elements in 1he financial strueture to become
wore clearly defined as & matter of law. As is now the case with naticnal securities exchaozes it scems reason-
able to ook forward to the time when seitable organizationt of overthe.epppter brokers and dealers shouid
enioy 4 reeopnized position in the field of seff-provernment subject to rezsonzble administrative epntral.

Shonld such aw organization as i3 projected by the Investment Baokers Conference Committee succeed,
with the substantiol suppoert of the industry whieh it represents, in progressing aleng the lines indieated, we
belteve that its petentiality for sood in the financial lite of the country is very preat indeed.

iL

It iz recognized that there are two obstacles to the tmmediate realization of this ideal type of orzanization.
The first is the fact that the formation and development of the ovganization lie abead of it.  While it is solving
thee problems joherent 1o the formation of a new nr;_,amaatlon, enlisting the continued sepport of its md_ustn
and establishing itself on & permanent Enoting, the energies of the grovp canoot well be diverted from these
problems to the lar=er work to which they sheuld wltitmately be directed. I do not mean by this {0 sugrest that
the activities of the Conference Committer and its eontacts with the Commission as they have been developaed
nver the past vight months showdd be discontinued mntil the new organization has taken shape. On the con-
trary 1 should he hopeful that they might be inereased without interfering with or impeding the promotion of
the new argunization, 0ur sonferences with members of the Committee have been valuable, not only as a
means of secnring infprmation, but alsa of obtaining the pmut of view of thoese experienesd in the vatious
hranches of the securities business. The second obstacle is that the establishment of & permanpent and clearly
defined relationship hetween the new orzanization and the Commission must jn fact, as well as in law, await the
enmpletion of the arpanizetion phasze of the life of the Conference. It is the Commission’s belief that at the
inception of thig projeet. the Investment Bankery Conference Committer should enjoy a wide lstitude in attempr-



My to usvertain pragmatically what structurai form of organization is best adapted to 1lie purposes in miml ainl
15 sl likely {0 vommand the sapport of the jndustry. The Commission is disposed during the eacly staces
ui the development ¢f lhe Investment Baokers Conferenee to adopt, us its formal position, an attitude of
friendly cooperation, and to refrain from altetnpting to exereise official supervision over the plans which are For-
muluted a4 this time for perfecring awn organization. YWe believe that when the organization has taken form
aud the lines of its probuble development have been ascertained, any weaknesses which way exist in the orig-
il structure will manifest themselves and the exuwet nature of the relationship which sbould exist berween the
urganization and the Commission will beecome readily apparent.  Ooly then will it be possible to ascertain with
definiteness to what extent the projected organization should be subject to admivistrative regulation by the Com-
wission uader a specific law rather than to the provision of the ceneral law applicabie to all business

I

L has been asked whether, during the formative peried of its existence, the Tnvestment Bankers Couference,
without enabling legislatinon, can begin to achieve witality aod effectiveness through the initiation of acvivivies
vonsistent with its ultimate ebjectives, The answer to this guestica is fundamental and wmust be arrived at by you
sentlemen. For gur part we Fcel, as I bave alrsady indieated, that it would be inadvisable to zeek through lezis.
lation o charify the legel position of the Coonference ip advance of 13 copting into being and shuping the course
of it3 probable development. We are further of the opinion that under existing law a thoroughly constructive
work can be undertaken by the proposed orpenization ulmost from the time of ity ineeption.

At e outset, u cooperative effort could be undertaken to improve the channel of cormmunication whieh
iwlready has been egtublished between the Commission and the Investment Bankers Conference Committes for the
vxehange of idess. In accordance with its already wellestablished palicy, the Commission would be interested
in obtaining the opintons and soggestions of the new organization relating to the formulation of paolicies. the
trufting of rales and rerulations, spd various subjects beinp studied by the Commission’s statf. Similarvly,
apprapriate members of the staff of the Commission, when their services might be desired, would be available
ta assist the Conferente tu the interpretation of Commission policy and to encperate with it in dealing with
praetival problems of mubual coneern. Throngh such cobporation the new organization shonld ke enahled almost
imfoediately to render valuable servies to its member firms by keeping them informed of the activities of the
Commission and by aequainting the Commission with the views nnd problems of such members. It sheyld like-
wize be posaible for the Conferemce very quickly to eatablish a desirable relationship with the repulators: hodies
tm the several states,

In the work of establishing just and equitable principles of trade and of improvinge standards of lasiness
conduact, a program patterned perhaps after that of leading national securities exchanges conld he inausnrated].
Prineiples of just and cquitable dealing could be adopted sod the work of the stapdardization of sertain busi-
ness practices undertaken,

Methods could be adoepted for cooperation between the Commission and the new organization in the sup-
presaion of fraud in the seeurity business. Such cooperation on the part of your new organization and its
Regional Committees should be of great assistance to the Commission in its work of safegusrdinge investora
against fragd and should do much to eliminate the dishonest competition with which at present legitimate brok-
erd and deslers are forced to contend.

Apain after the pattern of securities exchanges, it should be possible to establish ao arbitral machinery
desigmed to settle eontroversies arising between members of the Confevence and perhaps between members and
their eustomers, The uatursl resclt of such a development might well he the reference by the Commission o
the Conference of aunitable types of complaints, mot involving wviolations of law, received by the Commission
apainst member frma.

T have mentioned oniy a few of the breader felds of activity in which it seems te us that the projested
orpanization eould very quickly eommence operation of great henefit both to its members and to the investing
rublic. Addittons to this list will, [ am sore, o2car to vou all, and it i3 reasonable to expeat thit as the organiza-
tion made progress, the seope of its zotivities would brosden eorrespondingly. '

I¥,

The Commission believes that the public interest would be served by the formation of sech an arganization
as we have been diseussing. It is cur belief that the successful development of such an orgonization would be of
creat velne to investment bankers aod security deslers Lhooughout the country. We believe that much can be
dong at onee toward the establishment of soch an organization and that with much of the foundation already laid
by the Tnvestment Bankers Code and the Investment Bankers Conference Committee, it i3 one belief that the
work of organization on g national seale eculd proeeed eapidly. During such organization period, as I have
stated, the offictn] attitude of the Commission would be one of friendly conperation, At sueh time az o renson-
auble measure of development toward realization of the ohjectives ontlined sbove should have been achieved, the
Commission would stend ready to consider ressonable prepossls for overcoming sueh legal and practical obstactes
as might be found to impede the progress of the organization toward hecnming a thoroughly effective focce For
vaod in the Bnancial life of the nation. The initigtive, however, must cobviguzly bhe token by the investment
bankera and dealers themsgelves. We shall be interested to learn the decizion of the Tuvestment Bankeps Con-
frrence Committee as to whether it believes it can proceed along the lines which seem to us to he indieated.



