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PROCEEDINGS

Chairman Frank: Gentlemen, let us prooceed.

There are two matters that have come up recurrently in
the diacussions, as to which I personally would like to say
a word.

There hag been a good deal of Aiscussion, of a general
character, about whether there 1s concentration of the in-
vestment banking business,

Ag to that, so far as these hearings are concerned, that
would seem to be relevant only with respect to whether_or not
it affects the desirability of guch a rule as has been pro-
poseil by the Utillities Division., If there 1s such concen-
tration, assuming there is, it is not the funotion of this
Commission, under the Public Uti1lity Holding Company Act,
to do anything about it except in so fgr as it in some way
affects the administration of that Act, I mean, we have had
a very broad general dissugsion of 1%, but it is only germane
in that¢{ very limited and particular way, assuming the facts
to be trus. |

The same thing should be said of private vlacement, It
is & very impogrtant sﬁbjeot %o the investment banking in-
dustry, and to investors] We are very much concermed about
1¢; but so far as these discussions at these econferences

are concezned, we are only interssted in 4% so far as it may

affeot the proposed rule as to competitive blAding under the
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Public Utility Holding Company Act, and the prOpoéal that
such a rule should Aisplace private placement pro tanto,

I Just wanted to make that clear, beéause weé aren’e, {n
these oconferences, trying to settle all the financial prob-
leme of the Universs.

| X unaerst@nd Me. Ford would like to make & statement
for %¥he record,

Mr. Ford: I would like to state for the record that
in my references yesterday af%ernqon %o the Boston Edison
Company, I was speaking as an officer of the First Boston
Corporation and not as representing the National Association
of Seourities Nealers.

Chairman FPrank: Does'Mr. Buttenwelser wish ¥o go ahead?

My, Buttenweiser: Yes,

Ghaifman Frank: I hope you will try to make your com-
ments short, as we want to finish today by 1 o'clock, if we
ean, |

STATEMENT OF BENJAMIN J., BUTTENWEISER (resumed)
" Mr. Buftenweiser: I think <that Professor Fournier wanted
%o know why it was necessary opr advisable to underwrite offer-
ings of rallroad securities? |

Mr., Fournier: I am sorry if that is your un&eratandihgo

That was not my question. My question simply related to

wvhether or mot the underwriting charge with respest to an

issue of common stock that is offered by means of rights %o
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existing stockholders, where the price of the offering in rela-
tion to market price was judiciously chosen, ﬁould be greater
or less than the undérwrlting charge for an equivalent bond
issue. That was my remark. I am sorry if I was misunder-
stood. |

Mr., Buttenweiger: If that 1s the question - I have no
tables before me at the moment, but I would say, relying on
ny recollection, that for the risk involved the underwriting
spread was no greater on a common stock offering at a price
below the market, or what was below the market at the time
the offering was originally offered to the eharehdlders9 than
1t would have been for a bond issue, |

And I would 1like to make the point that very often what
appears, in your own words, as & "judicious price® below the
market, becomes & price weli above the market at the time the
rights are eventurlly available for subssription.

Chairmen Frank: Are there any further questions anybody
degivres to ask?

(No response, )

Mr, Buttenweigexr:; I might add that there have been very
prominent casges where underwriting of offerings has boen made
mandatory, There is the case of the first dissolution plan
of the Union Pacific and the Southern Pacific, where the

Attorney Gensxal of the United States made it & part of the

condition of the Aigsolution that the offering of the Southern
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Pacific atock be underwritten. That was part of the United
3tates Attorney General's order.

Chairman Frank: Are there any further questions?

Mr. Weiner: There are just a few thinge I would like to
call attention to, but to go into them at length I think
would inordinately expand the scope of this hearihg9 and I
also believe it unnecessary in view of the fast that most
of these matters have been gone into elsewhere,

Am I coxrrect, Mr. Buttenweiser, that most of the things
that you Awel? on hé?@ yestexrday, as to the continuing relation-
ship of the investment banker with his client, were gone inte
befors the Wheeler Committee, that is the Senate Committee on
Interstate Commeree? Do you recall that?

Mr, Buttenweiser: I don’t recrll that theore wag any-
thing like that, as a general proposition. I think what you
wouwld term the case history of certain railroads was traced.

Ag I rec&ll 1%, the mors prominent and more recent de-

velopnent of that subject wéﬁ begore the T.N.E,C. where
‘ce?%&in ocase historiss, so-called, were brought out, .

Chairman Frank: I think we have just got %o move on.

In so far as those matteors were discussed before the so-called
Whoeler Committes, i% is a matter of record, isn't 1%?
Mr. Buttenweiseyr: Correct, 8ir,

Chairman Frank: And you testified, and vhat you had to

say on the gubject is a matter of recorq?
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Mr. Buttenweiser: Yes, but if 1t is with regardq to this
so-called affiliate subject, which is what I understand to be
your particular interest at the moment, I might point out that
the two ocase histories traced nrominently before the T.N.E.C.,
and before the Whesler Committee, so-called, were furthest
from any tyoe of a ?elatioﬁship that you could possibly deem
affiliate.

For ingtanee, before the T.N.E.C. there was brought out
the Chicago Union Station Company, invelving my fizm, and the
American Tel & Tel finaneingo which involved Kuhn, Loeb &
Company and Kidder, Peabody & Company. Ah& I think you will
all agree that there was not even the slightest element of
affiliation between the Chicago Union Station Company and our
Lirm, or between the American Tel & Tel and J. P, Morgan &
Co., or between the present Morgan, Stanley & Company, and I
will be delighted %o enlarge om that if you want me to.

Chairmen Frank: No, I think. Af there is anything in
those records that is germane, the Commission can consider
i%.

My, Weinef: Yes, I will Turnigh %o the Commission - and
have it incorporated in the record so that i% will be avail-
able for anyone - the references to the portions of that
Committee“s congideration of this subjest which we believe %o

be gormans,

I do want to indicate, however, that oup understanding
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of these matters Aiffers from that of Mr. Buttenweliser. The
very problem which was pursued before the T.N.E.C. and before
the Wheeler Committee in its simple aspect was that type of
affiliation which didn’t rest on direct stock control.

Apropos of some other things you sald, Mr. Buttenweiser,
am I correct in my understanding that when the Interstate
" Commerce Committee acted on the subject of competitive bidding,
perhaps persutaded by your memorandum, it limitef the competitive
bidding %o equipment trusts, and that thereafter your fim
declined to participate in bidding upon equipmenta?

Mr. Buttonweliser: That is correct, sir. We have, after
very careful and mature deliberation, come to the conslusion -
for the reasoa@'inaibated in this memorandum, and whioh I
tried %o touch on yesterday - that competitive bidding is
not sound.

Mr, Weiner: Is not sound?

MP? Buttenveiser: Is not sound from the interests of the
borrover as well és the lendew,

Mr, Weinor: Then I would teke 1¢ that one would antioci-
pate from that, that the purchasers of those sesurities would
have & worse experience than the purshasers of the railroad
sesuritics which are sold after proper negotiavtion? |

Mr, Buttenweiser: That econclusion Aoss not necessarily
follow, when you narrow it to & limited type of secuwrity like

equipment trust cert¢ificates. As a broad proposition, we
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consider it sound.

With regard to equipment trust certifioates, though, in-
asmuch as you have asked that particular question, the ques-
%1§n can not be answeredi, because in recent ysars.a thét is,
sinee 1925 - it has not been tested what would have been the
experience with regard to the sale of equipment trust certifi-
cates on & negotiated basis, as against a competitive basis.

Chairman Frank; For what it is worth, 'BhbughD Mr. Butten-
weiger, is the following trus, - that on the whole, purchasers
of investment trust certificates have bsen pald?

Mr., Buttenweiser: Oh, indeed, they have been paid. I
8aid nothing,'mfo Commissionsy, with regard to the intrinsic
merit of the seourity. |

Chairmen Frank: No, but I mean in spite of the fact
that they have bsen gold competitively =.which you think is a

great di@a&v&nﬁage = they have been paid?

My, Buttenweiser: Yes,

Chairman Frank: And holders of many railroad bondsg have

not besn paid?

Mr, Buttenweiser: Oh, but I think you will agree that
the pvarticular question you posse now is Airected toward the
intrinsic merit of the security, and not %o the basis on

which they have been s0ld.

Chairman Frank: We could go onr and argue this for two

or three days, but I am Ttrying to bring out the fact that,



8J

497
notwithstanding your opinion thiat there¢ is a great dlsadvantage
t6 the investors in equipment trust certificates being sold
competitively, they have not been hurt?

Mr. Buttenweiser: With regard to the payment of the
gecurities?

Chairman Frank: Yes,

Mp. Buttenweiser: Quite right, sir, but I might point
this out, that there is a case on record - and it is the only
one that I know of - where a prominent railroad, the Southern
Paocific Company, offered for competitive bidding in 1928,
$4,815,000 equipment trust certificates, and invited bids
‘from 80 Alfferent firme. We were one of those firms, and
we wrote The usual letter Yo the company and said that for
reasons known to them, and made clear in this memorandum,
we did not believe tha§ competitive bidding was the mos? ad-
vigable way Yo handle that, and that we would refrain from
bidding; but that if they 4id not get what they considered
a satisfactory bid, we would be glad to discuss their finan-
clal requirements with them. They received three competitive
bids, and the highest was 97-1/4, as I recall, They AiA not
congider that that was a proper bid, They came to us and we
paid them 98-1/4, as I recall, a day or twWo later.

Mr, Weiner: When that same sort of incident happens
in the reverse way, you say that the other fellow tried %o

8teal it away Lrom you,
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Mr, Butténweiser: I don'!t recdll that we have ever
used the expression, or have we any béeis for using the ex-
pression that they etols anything away from us, or that we
stole anything away from them.

Mr. Weiner: We have had two or three days of references
of that sort; that what happens on competitive bidding is
that some fellow comes along and sbeals iV away from the
underwriter who ough?t logically to get i%. The same implica-
tion could arise from this isolated 1ns§anoe as %o an oppor-
tunity where you came along, afier seeing the competitive
blds, and then offered a betfer price.

That, I understood, was one of the charges that ig made
against those who come along and offer public utility com-
panies‘a price higher than the price which they previously

negotlated with their regular bankers.
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Mr, Dean: If I may make a statsmen$ on thgtﬁpoint, I
don't think that the record supports that. Thers wae no
charge - and I don't think that any member any mermber of
the Investment Bénkers Association is making the charge -
that anybody who comes along and paye the highest price on
competitive bidding has stolen the 1ssue. We do make the
cherge that if the underwritér at the request of the icsus
has spent a period of three or Tour months of intensive work,
with the buying department of the underwritsr and their counsel,
working with the financlal vice presidsnt and the officers
of the issuer, and their counsel, over a long period -of three
or four months, and they have spent five or six weeks in
intensive effort in drafting the indenture and clearing it
through the Securities and Exchange Commisgion, and preparing
the registration statement and clearing the registration
statement, that then naturally somebody could coms along on
the 19th day and say, “We will pay you a higher price®, because
they then would be téking all the frulte of the other under-
writer's work; and they would not be compensating him for it,
and since they don'!t make that kind of an investigation and
don't maintain that kind of a s¢aff, they ngturally could
Pay & higher price.

Now that is the only statement that has been mads along
those lines, If the issuer decides in the first inastance

that 1t wants to sell its securities on the basis of competitive
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bidding, so that every body starts off on an even keelﬂ'whiie}
we 8till think that that is against the best interest of the
investor, under those circumstances I don't see how there can
be any question of stealing the issue,.

Mr, Weiner: I am a little surpfised at whet you now say,
because we have memaranda here, and I understood that the whole
problem of over-pricing, as was stated hers, was that some
issuer,'or rather some underwriter who would like %o ge% a
piece of business in order to "buy"Hs wéy in, as I recall
one psrson describing it, would bid a price higher than the
securities would justify.

Mr. Dean:s OF couréeD why not?

Mr. Buttenweiser: That doeen't appiy to the case in
point.

Mr. Dean: When you are taking the frults of somebody
elge's work for four or five months -

Mr, Weiner: (Int%erposing) This is on competitive bidding,
as I understood -~ you are not taking the frults of_anybody“s
work in that case. _

Chairman Frank: I think we have covered the points. Ars
there any further questions?

Mr, Dean: I would like to ask Mr. Buttenwelser a question,

Chairman Frank: Proceed,

Mr. Dean: Mr. Buttenwesier, in the report of the staff

there is a letter quoted on page 27, Is Mr. Qhamberlain in . the
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féomf f understand hs 1s <he author of this letter.

Chairman Frank: He has left,

Mr, Stewart: 1s it a fact that Mr. Ghamberlain is the
author of that letter? LIight we ask the staff that question?
It is in the report without being identified.

Mr. Weiner: That was Mr. Chamberlain's letter.

lir, Stewart: Thank you.

Mr, Dean: The statement mad_é9 Mr. Buttenwelsger, reads as
followss

"I% is the invariable rule that the issuer is required to
pay thelegpgnqe of assembiying the information required by the
banker . . - » In ¢cases where thg negotiation falls through
and the banker does not accept the issue, the cost of provid-
ing for the investigation is the loss of the issuer and not
of the banker. The banker does no more in this regard than
to study the mate?ial supplied to him by the issuer at the
issuer's own cost,.®

In your experience, would you think that that was a corrsct
statement?

Mr. Buttenweiser: No, I would not. The banker, considser-
ing an issue, does much more than s%udy mersly the material
furnished to him by the issusr.

Mr. Fourniexr: Does the issuer supply any material to the

banker?

Mr, Buttenweiser: Do you mean whether the registration
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statement is preppred by the issuer in consultation with the

banker?

lir. Fournler: No. I will make clear what I mean.

Within vour knowledge does the lssuer svsr engage the
facllities of an engineering firm, the fees for which are
pald by the issuer and the results of the study furnished the
underwriter?

Mr. Buttenweisers I don’t think there is any hard-and-
fast rule on that. Our own custom 1is that when we have
enginsers studying a company whose securities it is our inten-
tion to offer to the public, we pay for that expert investi-
gation,

Mr. Fournirsr: Do you know of any instances where the
issuer has pald?

Mr. Buttenwelser: I don't, off-hand, but there may be
instances. I can only speak of our own custom. Our own
custom is to pay our own experts.

Mr., Fournier: I may say that we have in many instances,-
which we are quite prepared to cite,- where many of these
gservices of expsrte have been pald for by the issuer.

Mr. Dean: That is only one phase of the investigation,
Mr. Fournler, and I might say that in competitive b idding
that 1s one of the things that makés it so 4ifficult to cémpare
gpreads becauss a much greater peroentage of the expenses in

municipal issues, or in the competitive bidding issues, is borne ~
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by the 1ssuer than in the other cases,

Mr. Buttenwelser: To enlarge on that answer,---and
meaning to hurry along as much as I can, lir. Commissionery---
there 1s much more than just the 1nvest1gatioh of the company
at the time thét one is considering an issue of securities,
and that is one of the othar advantages of continuing a banking
relationshlip, as I ses ;to keeping in close contact with the
company and 1ts affairs. Onse 1s in & much batter positlon to
study, not alone the information furnished by the company but
a lot of information that might not have been furnished by the
lssuer, and therefore %o ask for certain information which the
occasional investigator of that company might not be aware of.

Mr. Fournier: Might I ask, lir. Buttenweiser, in the
event that the leader or manager of an undsrwriting syndicate
engages certain experts and pays them for service in connsc-
tion with the igsue, would the underwrifer expect to presumbaly
be reimbursed for that through the management fee that is
charged?

Mr. Buttenweiser: That, I think is perfectly obvibue9 ie
a general charge to the underwfiting group because, mind you,
that expert is making an investigation and not alone on behalf '
of the 1éading underwriter but on behalf of all the underwriters,
8o that would perfectly naturally be a charge to all the under-

writers,

Mr. Fournier: Therefore, if that be true, and you had
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competitive bldding, might 1%t not well be that in the event
that the issuer absorbed many of these expenses that may now
be pald by the leading underwriter on behalf of the group,
may it not well bs that the so-called management fee'mlght
be reduced?

Mr. Buttenweissr: No, and I will tell you why. Now I
am treading on light ground because it is a legal matter,
and I am no experﬁ on law, as you know. But 1t would seem to
me that if the sxpense of the expert who is investigating on
behalf of the underwriters is paid for by the issuer, it might
very well be established that he was the agent of the 1ssuer,
and not of the underwriters, and therefore the underwriters
might not be able to sustain tﬁe burden of proof that they
had made an expert investigation through their own agents,
beoaﬁee the expert who mads the investigation was the agent of,
and paid for by, the company.

That Xsads us into something that I think represents a
complete conflict between the concept of competitive bidding
for corporate securities and the underlying éomcept‘of the
S8ecurities Act,

Chairman Frank: !Mr. Buttenweiser, has your firm dealt in
utility securities?

Mr. Buttenweiser: At times, yes, sir,

Chairman Frank: Since the 1955 Actt

Mr. Buttenwelser: We have been underwriters of public
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utilisy securities since 1935,

Chairman Frank: You haven'!t originated any 1ssues?

lMr. Buttenweiser: We haveAnot been the leadlng under-
writer of the lssues; no.

Chairman Frenk: This subject, ther=fore, is relatively
less well known to you than it is to some of the other invest-
ment bankers present?

Mr. Buttenweiser: I might answer that in the affirmative.

Chairman Frank: What I mean is that the question of com-
petitive bidding with respect to the utillty securitiss and
with relation %o the Securities Act is a subject on which you
are lese well informed than Mr. Stanley, for instance?

Mr. Buttenwelser: On that narrow subject but not as
regards the liability of an underwriter in having made an
investigation through an expert employed by him, —=-=

Chairman Frank: (Interposing) I have great respect for
youf knowledge and wisdom on all subjscte, and know you have
a vife who 1s a lawyer, and very capable, but we are going to
hear from Mr. Jackson who insists on talking'to us for an
hour, and perhaps you can dispense with this,

Mr. Buttenweiser: I will be glad to defer to him,

ir. Dean: I might say, Mr. Chairman, that if the staff
is going %o incorporate part of the Senate Committee's reports,
could we have an opportunity to incorporate a statement %o

combat any inferences in order that the record will not show
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that it was introduced at a public hearing without any state-

ment.

Chairman Frank: Vill rou «ive Mr. Dean a copy of ths
references that you phOpose to use?

Mr. Welner: Just as soon as we have compiled that.

Mr. Buttenweiser: I would like to add that if the hear-
ings, or any rsference to the hearings, so far as my firm is
cohcerned9 bsfore ~the Wheeler Committee, ars %o be introduced
in this record, I would prefer, in fairness, not to have
reports introduced bﬁt the actual record, and I say that
because I think that the reports do not propsrly reflect the
Yestimony before that Committes.

| Mr, Weiner: We would produce, of course, both., Howsver,
I think it is obviously pertinent that the judgment which was
drawn from the teetimony by the members of that Committee, who
are members of the United States Senate, should not be excluded
from considsration by this Commigsion.

Chairman Frank; But at any rate you will furnish kr.
Buttenwelsser and Mr. Dean with the citations?

Mr. Weiner: Surely.

Mr. Buttenweisers: There 1s one further subj2ct on whioch
I would 1iks to touch for a moment, not as representing Kuhn,
Loeb & Company now but in another role.

I happen to be chairman of the Investment Bankers 4ssocis-

tion - Technical Research Committee, and in connection with that



WLC

507

technical research thers was_undertaken, as I think you
gontlemen know; a ¢ensus ol the investment banking business,
and part of thot ceneus was a s2cret ballot on the entlrs
question of competitive bidding. The reasoﬁ 1 stress “gecret”
is 8¢ you can ses thal there could not have been any influence,
one way or the other, with regard to this pleblsciie of the
industry.

I will not read the entire report, but I would be delighted
to make 1%t a part of the record if desired. I would llks %o
read the one cogent paragraph.

(Reading) "It 1s in%eresting to no*e that out of a total
of 355 replies received from menmbers of the Association
apread through the 1ength and breadth of the country, 292,
or 82-1/4 percent, expressed themselves as belng unqualifisdly
opposed to compulsory competitive bidding for railroad securi-
ties; 24, or 6-3/4 percent, favored it and 39, or 11 percent,
submitted either non-commital or qualified replies. With
regerd to public utility securities, out of 357 replies, 296,
or neariy 83 percent; were unqualifiedly opposed to compulsory
competvitive bidding; 24, or nearly 6-3/4 percent, favored it
and 37, or approximately 10-1/4 percent, submitted non-commital
or qualified replies, With regard to the securities of other
types of corporations, out of 356 repnlies, 289, or 84 percsnt,
were unqualifiedly opposed to compulsory bidding; 21, or

nearly 6 psrcent, favored 1t and 36, or approximately 10 percent,
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submitted non~commi?al or qualified replies.™
Chairmah Frank; When was that questionnaire sent out?
Mr. Buttenwelssr: Last August. The replies were finally
tabulated by about the middle or end of December, 1940, so
it is about as recent a plebiséite as has ever been held
on the subject, and so far as I know the only really secret
on the subject. We submit that on behalf of the Invesiment
Bankers Assoclation firs¢ as the most accurate statistical
data that we can adduce on the subj=2ct, and second, we belleve

that this should, once and for all, eet at rest the suggestlon

that has been sometimes made that this question of compulsory

bidding represents a battle of the "haves' versus the "have-nots",

because certainly among 357 replies there must be repressnted

every shade of opinion.

Moreover, as I have endeavored to lndicate thls morning,
I don't bzlieve that there is any such thing as a “havg“ or
¥have-not¥, because %here 18 no claim on any financing.

There is one last obs2rvation that I would likz to make,
and that ig in answer to a question you raised yesterday, Mr.
Chairman, as to the question of aggressive compztition for
businaess, I think 1% is fair %o say that our entlirs country
is set up on a competitive égonomyD but that is not synonymous
with the competitive bldding.

Here is just one illustratiqn that I wouwld like to make.

There 1s, as I see it, very active competition between, we will
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say, RO‘Hn Macy & Compeny in New York and Gimbel'’s and Wana-
makerfs., That does not mean, hcw&verg that Macy's maintalne
in frons of Gimbel's a reprosentative vho says to everyons
about to enter Gimbel's "Don®t shop here bscause you can
gshop cheéper at Macy'sh.

Chairman Frank: Macy's does not exactly hide under a
bushel their desire to sgell. In other words, they don't go
%0 the newspapers and request them not to indicate that they
would rather have fhe business.,

Mr. Buttenwelser: Nor do the investment bankers.

Chairman Frank: I mean, Macy's pretty actively solicits
every customer’of Gimbel's that they can through the medium
of advertisement?

Mr. Buttenwolsew: Yes; and squally actively do the invest-
ment bankers, as I sea it, but through another method, solicit
business., And it is this way,

It is impossible for a person living in Washington; D,Cs,
to shop at Marshall Fields in Chiéago or Bullock's in Los
Angeles, or a% Filenne'’s in Bgston, but it is not impossible
for a utility company located in Baltimore or in New Orleans
or in Bangor, or wherever it may be, %o shop for its inveatment
banking services in Bposton or New York or in Chicggo or in
San Franclsco, or anywhere throughout the country.

Frankly, Emerson’s essay on "Bullding a Better Mouse Trap®

applies more, as I see i%t, to the investment banking business
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than any other t&pe of business, -~

Chairman Frank: (ludterposing) You wouldn‘t call the
investmgnt banklng businsss a mouse trap? (Laughtep)

Mr. Buttenweiser: I wouldn't call it a mowse trap, but
I would say that you don't have to make & beaten path %o
the investment banker’s doorstep because he will he glad to
send his representative to the place of business of the
utiligy,

Chairman Frank: Is thére any thing further?l

Commissioner Eieher§ I always listen to Mr. Buttenweiser
with great inéerest and entertainment.

Mr. Buttenweisef: Thank you, 8ir.

Commissioner Bicher: I recall hearing you when I wﬁsha
member of the House Committee on Interstate and Forelgn
Commerce.

Mr. Buttvenwesier: I very pleasantly recall those hearings.

Commissidner Eicher: If my memory serves me right,-you
appeared in opposition to about svery s tatute that this
Commission is administering now?

Mr. Buttenweiser: I am sorry if ﬁy memory doesn't quile
accord with yours., It was not that I always opposed them,
but thét I made certain suggestions wlth reggrd to certain
legislationp_which was suggested in Congress,

Commissioner EBicher: I will accept that amendment. I do

not doubt that you made many conetructive suggestions.
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Mr. Buttenwelser: I might add that some of those sugges-
tions were adopted.

Commissioner Eicher: I have no doubt they were.

But as I was going to say, whenever you get through talke-
ing I feel a good deal like the devout 0ld lady who had listened
to an inspiring revival sermon. I get the lmpression that
you feel that everything is sweetness and light in the matter
of the distribution of corporate securities, and that there is
just the right amount of competition, no more and no less;
and the temperature 1s always Jjust right.

I assume, therefore, from the conclusion that you have
announced here to us yesterday and today, that if there is
etill any such device being used in the way of business
sweeting, like the preferential list¢s that were prevalent
prior to Pecora Investigation, you don'% know about them?

Mr, Buttenwelser: If I correcily understand your ques-
tion and your reference, you refer to "swestness and light®,
which, as I recall, was touched on by Matthew Arnold. I don't
think that everything is "sweetness and 1light",

But referring %o Mr. Matthew Arnold, I also don't believe
that the investmsnt banking business is composed only of -
"parbarians, Philistines and populace”, which was another one

of his essays.

What I do think is this. Theres were certain practices

which existed in the banking businease in days gone by, which
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1 Pégreﬁg and which i think many others regret, and properly
80, 1 think 1t is fair for me to say that so far as I am
aware, our firm indulged in very few, 1f any, of those, We
made mistakes, certainly. I think theire is no human who
does not make mistakes at times.

As fo vhether or not thers should be no chenge, obvious-

ly changes go on all the time. We are living in é changeable

‘world, and I am by no means so rsactionary as %o think that

everything that was is perfec%, and everything that is being
suggested is wrong,

But I do say that under the guise of reform, ons wants to
be véry careful that one does not destroy, and as I sse i,
and as I said at the time of the Barkley Act discussion ~ which
4g what I think you alluded %0 - som2 of the things which I
have auggested may oreate a vice fapr greater than vhat ’
presently exisis,

Chairman Frank: Do you think that is true of the Barkley
Act?
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aj-1 Mr. Buttenweiser: Not as it stands now, but the first
o1 © edition of the Barkley Act, I think, had in it certain under-

1ying concepts which Congress would not want %o adopt.

For instance, we have in»this couniry & Pure Food Act,
and certainly everyone must admit that 1% is a very good
piece of 1@gisiation9 and I think this is of particular in-
terest %o yourdommiasionp it 1 may say so. The Puré ?ooﬂ
Act—-ag X un&@rstan&_iﬁg Congress in 1its wisﬂom-ﬁlanne& it
that way--insists that one must state on the bottvle what are
the ingredients, so that if you get Father John's Cough
Medicine you will know just what is im 1%. But nowhere does
the Pure Food Act indicate, hox, do I believe, would Congress
want i% %o, because I Ao not think the Governmenti wants %o
take &ny such responsibility, that not alone does the bottle
contain the certain ingredients, but those ingredients will
oure coughs and headaches, or whatever the medicine is sold
to cure, - because that would ?epresent an enﬂmrs@menﬁ'by our
Government, which I think you will agree is an unsound con-
eept To introduce in Government.

That was By objection to certain aspects of the Barkley
Act, and 1% has an applicability to other Acts.

I think you gentlemen are quite right. I certainly do
not want in any way ¢o have you sidestep your responsibility

g8o far as calling for the truth in securities, or insisting

that the prospectus and registration statement and the indenture
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state wvhat the security fairly purports to be., But I don't
think that Congress intended - and I should Aoubt that you
would want ¢o assume the responsibility of stating - that not
alone is this what the security represents, but 4% is & sound
security, and 1t bears the moral endorsement of a Governm@nt
2g6NnoY.

'~ The reason I c¢ite the analogy of the Pure Food Act ig
Just thie: It would be just as rash, it geems to me, and just
as mush against public poliey, foé'congress to pass a law say-
ing that the Securities and Exchange Commissionr will pass on
the intrinsic merit of all secwrities--

Chairman Frank: (Interposing) Nobody is suggestiing
that,

My, Buttenweliger: But that 1s the analogy, and that was
what was contained in the first editions of the Barkley. Ast.

Chairmen Frank: I am sure I would &islike %o be a membeyr
of any Commigssion ¢hat had to do that, and nobody on this
Commission is ever going to suggest i%.

Mr. Buttenwelser: I am glad to hear you say that, be-
oause I.am arrald that that is vhat the public may be led to
believse,.

Cormmigsioner Healy: I can’t gee i% that way, either,

Comnigsgioner Eicher: One more obgervation.

Ag I recollsct 1%, you affirmatively stated yesterday

that you didn’% retract anything that was @dnt&in@& in that
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memorandum of 19227

My, Buttenweiser: I said something to that effect. What
I really said Wés that I thought it applied w;th almost equal
foroo with 5sapect Yo everyithing 1% conftained,

Commiseloner Edcher: I agsumé, then, if that is true,
that you, yourself, don“é claim that so far as this problem
of over-pricing is concerned, it will be any more s@rious'
uné@r a system of competitive bidding than it would be; or
than 1% has been under private n@gotiatioﬁ?

My, Buttenweliser: I think that the memorandum clearly
_indlcates, as I tried to make clear yestesday, ©oo, that in
times of high bond maﬂket,vlow interest rates and high bond
prices, competitive bid&ing_willnlead %o ovefbbricing, And
quite the contrary, in times of high interest rates and low
bonrd prices, it will lead %o under=pricing or under-valuing,
and that ig why I eited the case of the City of New York
fihancing in 1831, That was at & %ime of very low bond orices,
and I don't think people properly appreciated or evaluated
the eredis of the City at that tim@é

Commissioner Eicher: As I precolleoct it - I may be mis-
%aken = but the extract quoted by Mr. Eaton the other day
indicated rather 4efinitely that you felt the interests of
the issuer were best served by privete negotiation becausse of

the faot that he got a better price through that method?

Mr. Buttenweiser: That was Why I wag very careful %o
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cite Mr. Eaton's summary, which, unfortunately, was not accurate
as regards the statement contained in our memorandum, and that
is why I first read Mr. Eaton'’e citation., I can well under-
stand that, trying to summarize & qocument that he may not
have seen for some 1ittle %ime, which was submitted in 1922,
he could not be as accurate as the written text. There was
no implic&%ion to impugn his memory, it was merely that I
wgnteﬂ to cite hig tsétimonyv and then cite to you gentlemen

what was the actval test.
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Mr. Eaton: I would like the privilepge of speaking for
A few moments at your monvenience.

Chairman Frank: Do you want to do so now?

Mr. Taton: Yes.

STATEMENT OF CYRUS S. EATON
of
Otis & Co.

Mr. Taton: May i put into the record the pamphlet which
we prepared on this subject.

(The witness hands to the reporter pamphlet entitled,
"Investors, Dealers and Issuers Would Benefit by Competitive
Bidding for the Securities of Public Utilities".)

Mr. Weiner: May I interrupt a moment? I don't think
it is necessary for the reporter to copy any of these docu-
ments that are submitted, bescause those we consider all to
be a part of the record.

Ghairman Frank: Yes, sir, br. Reporﬁer, please do not
copy such documents.

Mr. Faton: With respect to the position taken on
competitive bidding hefore the interstate Commerce Commission,
to wvhich reference has just bean mgae, there was fairly 4in-
teresting testimony given after the submission of the printed
paper. I think Mr. Otto Kahn represented Kuhn-Loeb, and
the partners of J. P. Morgen were present. This is ffom

Mr. Otto Kahn's testimony at that time.

They were discussing the subjeet of what effret com-
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petitive bidding would have on prices; and thias 1g Mr. Kahn's
‘answer:

“In my own opinion, the prices certainly would not be
higher'.

Now most of the objection that has been made to the rule
that has been submitted for consideration has been from the
gtandpoint of those who are selling bondg. There has been
very little objection = I think I have heard none - to apply-
ing the system to preferred and common stocks.

I am very much interested in those two latter fields, and
I believe the rule would work splendidly in those two fields.

In so far as concentration goes, it is vrobably more
important.with regpact to common stock; at least, that they
be made widely available, than that they should be restricted
%0 a few banking houses.

With respect to their marketability under a competitive
bidding rule, it seems to me that common stocks and preferred
stocks can be marketed and distributed and underwritten ef-
festively through a system of competitive bidding. There is
8 very wide market for common stocks'that affects every nook
and cranny of tﬁe country.

The high grade bonds are perhaps confined more to the
insgtitutional and big buvers, but the common atocks 0 every-

where, and dealers in all varts of the country are interested

in them, and investors are. And if common stocks, f00d common
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stocks, are made available, you will finé banking houses srov-
ing, expanding, and developing in many parts of this country
to avail themselves of the opportunity which that would pre-
gent.

New on the subject of monopoly, if monopoly doesn’t exist,
certainly it 1s not because every effort hasn't been made
to create 1%. I think I need to say very little on that
subjeet, because the report of the staff is so comprehensive
and so convineing that it seems to me that the people who
orepared that know what they are talking about.

Now I believe that one of the most important results of
a rule reauiring competitive biddine would be the opening |
and stimulating of the capital markets of this country. The
financing that has been referred to with a good deal of pride
here the nast few days, covering the past four or five Years,
has beeﬁ refunding operations, operations that are easily
done. They are taking securities, not that had matured, but
had long years to run, and they were replsced because there
was an abundance of idle money, and institutions that held
them were practically compelled to come back in the market
and get them.

So that to me, the bigmest single thing tha’ could be
done in this country to stimulate businecs would be to put.

161e money %o work, and I don't believe that we are doing a

full job in the investment banking fraternity. And if our
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business is not the eupwlyiné of new canital, then I think
there is no reason for the investment banking industrv to
exigt at all, because obviously where sesurit{es are Gomforts
ably resting now, and the only contribution you can make is
to replece that security with the.same investor at a lower
interest rate, you don't need an investment banker for that.
That is why our business has been dwiﬁdling, ve haven®’t been
exercising imagination, we haven't been meeting the finéncial
needs of this country.. For proof of that you have only to
consult the records of. the 30 Governmental agencles in Wagh=
ington which today are employing over %$14,000,000 in supply-
ing the needs of our current economic demands.

Now I say that there is a concentration of underwriting
that has been carried to the extent that it is extremely harm-
ful even to those who are the beneficiaries of 1it.

Let me give you one illustration of where it exists, and
with that I will be through on that subject.

Take our great steel industry, it is located largely
around the territory in which I reside. The raw materials
are in.the WYest and the South. The transnortation that carries
the raw materials and the finished products is in the Middle
West. The steel mills are in the South. But this is a fair-
1y interesting thing - if you will consult the statistics
for the last year and a hal?, you will find that the induse

tries representing practieally looiper cent of the stesl
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caia,

business, the great companies that are competing companies -
United States Steel, Bethlehem Steel, Inland, National, Youngs-
town Sheet & Tube, J. & L. = you will find that while there
has been some argument among the group of bankers as to which
one would lead 1t, you will f£ind that when A heads the list,

B 18 in second position, and when B heads the 1list, A is in
gsecond position, and if you will add them all up you will find
that when you get throuph there is a very definite relation-
ship between A, B, C, D and E in the totals.

That, I believe, is a hardship to the steel industry,
and I believe it is exceedingly unwise for the banking
fraternity to encourage 1it.

Now New York Investment Underwriters - and I want to
speak with respect of tem, because they are men of great
ability and great inteprity - but they are like the New York
S%oeck Exchange, they want to do all the business of the
country, and it is not'possibie that all of the financing
operations of a nation this size could be done in one spot.

I weas recently in California, and I realized how far
away, geogravhically, New York was. You might as well ask
New York to do its financing in London as to say to San
Francisco that for all its large financial requirements it
should be denendent on ag digtant and inaccessible a place
as New York.

Now it just won't work. The Federal Reserve System,
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with 12 financlal centers, is a compromise that orobably meets
the needs.

Now I was depressed to have a representative of St. Louls
say here a few days ago that he didn't think there was a bank-
ing house in St. Louis capable of handling a sizable issue of
gsecurities. I don't think that that is the fact, but if it
ig, it ought to be corrected and this Commission would render
that great territory an invaluable service if they encouraged
the upbuilding in that market of a strong financial house,
even if you had to ask the R.F.C. to supoly some preferred
gtock, or %o help out on it.

Mow there is one appeal that has been made agglnst the
competitive rule, to which no exception has been taken,
and that is this, that the question has been asked - who is
the issuer? I think four or five men who testified here
sald, "Yhen our commitiee meets they ask who 1s the banking

houset",
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That was very nolitely and tactfully nut forwafd hare;
and 1t 1a very tactfully presented elsewhere. BRut 1is very
frequently sald to an lssuer, "If you don't pick the right
banker, not only will your credit suffer4but your business
will not be as good."

I will give you é conorete example. When the Chesapeake &
Ohio Railroad two years ago was considering refunding, it
was 8alid to them by certain people, not by the bankers but
peoole outside the bankers, "You can't afford to change your
banking house, your credit will suffer; and at the same time,
if you change your banking house vour business may suffer -
don't take that chance.

Now the C. and 0. Railroad is not a very mysterious
thing. Sometimes we get a thousand miles awavr and look at
it on blueprints and 1t looks like gomething that is hard
to understand. But 1%t is a very simole business overation.

The C. and 0. Railroad transvorts coal from a small area
in West Virginia to our ateel companies, our rubber companies,
our power companies, our great industries on the Great Lakes -
a very simple business.

And they sald, - some realistic people on that board =
"Well, 1f the C. and O. can save $1,500,000 or approximately
that by changing bankers, we will take a chance on our credit
and on our businessg¥.

And they did, and neither oredit or business have suffered.
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But that is brought forward very often tactfully and
uged with great éffeét, and it helps hold finaﬁclnn in a
amall group. It hns been nresented here very tactfully,
but I think it 1s an argument that ought to have no weipht
with this Commission.

Now 1t has also heen hinted that perhaps only im New York
1s there sufficient exngrience to deal with these problems.
But I want to.say to you that New York is at a disadvantage
when 1t comes to actual contacts with the running of the
fundamental businesses of this country, and 1f you examine
the history of our great industirial enterprises, you will see
that very few of them, if any, were born or created in New
York. They were made in another region.

Much has been said about the months of laborious effort
which the New York bankers take in studying a business before
bringing out an issue of securities. I don’t want to say this
with digrespect, but the fact is that very often those studies
are made necessary by the fact that thoase bankers are so far
removed from where steel is being made, or rubber tires are
being produced, or iron ore mines are being operated, or lake
transportation being done, that they don?t know.

The hard work and the long work is to educate the banker,
frequently.

Now I know a lot about that, and I can assure you that

there is overemphasis on that phase of it.
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May I sav one word on another subject; the matter of
cavital haa beén Atressed. There is an abundance of caoital
avallable in this country for financlng business, if veonle can
be assured that they can have a share of that business, and
that business can be done in sectiong other than New York.

If it 13 not in bad taste, I would like to pive you
two or three illustrations.

In 1922, after the panic had hit, Otis and Company was
the sole original underwriter of $75,000,000 of securities for
the Firestone Tire and Rubber Company, $60,000,000 of preferred
and 15,000,000 of common. Now it is true that after making
the commiimant with the com -nr. we had others Join in that
commitment, but the original commitment was ouré9 and the money
was all pald over.

Now Republic Steel Company was put together in its larger
form not until April, 1930; while the plans had been under way
for some time prior to that, they hadn't been consummated until
then, and 1% required $60,000,000 of preferred stock. Otis and
Company was the sole underwriter of that $60,000,000 of preferred
stock.

Let me give you another illustration if it doesn’t bore you.

The Goodrich Tire and Rubber Company is in our neighbor-
hood, and they had outstanding $25,000,000 of bank loans. They

went to their traditional bankers, very prominent neople in

New York, in May of 1930, and they said, %Under present conditions
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we can't sapply you with any money, You fo on with &6ur bank
loans and pet along the best you cant,

They came back to Cleveland and we said to them, "“We
think you are in danger if you do that, we will take from
you £30,000,000 of 15-year debentures.®

Mr. Stuart has been good enoush to say that he thinks
that is the most resourceful niece of banking that ever saw
done in this country under those circumstances, but X noint
that out simply tp jllustrate that geogranhically, closeness
t0 an industry doesn'’t prevent the handlinpg of a very large
financial operation.

80 far as capital is concerned, I can say for Cleveland,
and for that district, that there 1s an unlimited amount of
it available for the underwriting and investment business,
nrovided we can be assured that we can pet a falr chance at
it.

It has been suggested that you ought not act while taere
is a national emergency, that you ought to defer it to necme
more convenient time. If.the Commisgion feels that this is
8 sound thing to do, I am sure that you would make a contri-
bution to business and to all sides if you acted promptly
and definitely. The suspense and uncertainty and delay is
unsettling, and while such a controversy as this 1s vpending,
and the nros and cons are outting out releases and speeches,

the country is disturbed. The investment banker says, "We are
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faced with ruin if you take this action," and some peonle
believe it.

So that delay and temporizing hasg an element that is in
i{tself far more harmful than reaching a decision,

I believe that the recormmendation of the Division ig a
gsound one, I think 1% is sound with respect to common, pre-
ferred and bonds. I believe it will be very helpful to the
investment banking business. I think it will open the capital
markets and I very much hope that the Commission will adopt it.

Chairman Frank: Mr. Stewart, do you want Mr. Newhard
to speak for a moment?

Mr. Stewart: Yes, sir, Mr. Newhard.

STATEHMENT OF MR. CHAPIN S. N®WHARD
of Newhard, Cook & Co., 8t. Louis, Mo.

Mr. Newhard: My name 18 Chapin S. Newhard. I am a
vartner of Newhard, Cook & Company, of 8St. Louis.

You perhaps have had a belly full of the small dealers,
but I am » small dealer. I come here representing the dealers
of St. Louis. I come here at their reausst, not at the request
of anyone from New York. |

8t. Louls in some respects is & unique city in bur business.
In the first place, there are 82 dealers there. ¥You will find .
that that is a large number for a city of our size. These
dealers own their own shops. O0f the ten New York S¢ock Exchange

houses there only one is an out-of-town shoo. The rest of them
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LG are locally owned, They think independently, they act inde-
1
FWS pendently.
THE Mr. £aton salu a moment ago that someone recently made
RUS' the ete tement to him that there wasn't a house in 8t. Louls

capable of handling a large pilece of underwriting --

Chairman Frank: (Interposing) That statement was made
here yesterday by a 8t%t. Louls investment banker,

Mr. Newhard: Well, I would make the same statement, -
that 1s the point I'want to bring out.

Mr. James 8., Bush (of G. H. Walker & Co., St. Louis): Mr.
Chairman, may I say this in support of vhat Mr. Behrens sald?
What Mr. Behrens meant was that 1f we originated a plece
of business in New York, saj $40,000,000 or $50,000,000, probably
we would only retail in St. Louis $10,000,000, just as if we
were in Clewsland or New York, and originased $50,000,000 we
would retvall 1t throughout the country. He did not mean that
we did not% have the financial s¢rength to underwrite it and
originate 1%, I am sure he did not mean it becauss I know
him extrsmely wellg In fact two of m& pariners are on his
board of directors.

Mr. Newhard: I agree with Mr. ﬁush on the magter of
financlial strength, but on the other hand;, o do a broad dis-
tributing job there is no house in St. Louls get up to form
a large selling group &ll over the country, and through a

large selling group give an opportunity to in#eetore all over
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the country to participate in an issue.

When I arrived here I wanted to be sure that I represented
the views of our dealers; and so & canvass was made only
Monday morning a8 %o their opinion on what has been proposed.
Of the 82 dealers - and I got this information only Monday
noon = 70 of them are Oppoéed to‘competitive blading; 2 are not;
one was undeclded; and in the shortness of time 9 could not be
con¥acted.

Those figures are fresh, they weren't put out last August,
and I am confident that those figures would represent, those
percentages would represent, the thought of the inde.endent
dealer throughout this country.

I prepared a short statement Sunday night, bringing out the
points of why we felt that it was unsound, Those points have,
of course, all been covered in the two days® hearings, and I am
not going to take the time to go over them, but I want to say
this, that the principal point is that we bslieve certain
large underwriting firms in New York have well earned the
sponsorship of a number of companiss. |

I know that that sponsorship is very important to the
independent dealer. We have confidemce that it is. Apd I
know likewise that it 18 very important to the investor,

What pmzzles us is that when corporations or public
utilities may have the privilege of going %o any banker they

care to select, or putting forth their securities on a competitive
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bid t;asis9 we éan't understand;, with that privilege, why you
have to force them to leave someone who has done a good Job
over & period of years; Jjust as Mr. Buttenweiser yesterday
afternoon said, I believe, if you are sick you don't dare
get bide from dociors to see who is going to handle your case
for the least amoun{ of mpneyo

Thank youv very much.

Mr. Dean: May I ask_one question?

Chairmén Frank: Yes,

lr. Dean: Mr. Newhard, when yoﬁ are offered bonds or
securitiss oﬁ a negotiated issue, are you offersed those bonds
fira up to a certain hour, in your city?

Mr. Newhard: Yes,

Mr. Dean: 1Is that the customary practice on municipal
iessues?

Mr. Newhard: We handle very few municipals.

I am glad tou brought that point up. I think that competi-
tive bidding would lead to a sifuation esuch as in the municipal
field today where you would have a further concentration of
so-called undesirable power that would lead to a smaller
distribution. |

Take our position in municipaiso We haven't any historic
interest in any municipal accounts, and as the result we aren‘t
in any municipal business,

Mr. Dean: Have you been offered a position in any of these
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pubiic utiiity issues that’have’beeﬁ iet én‘competfti#g
bidding?

dr. Newhard: We haven’t particlpatsd in any of them,

Mr. Dean; Have you been offered a position in any of
these equipment trusts that have besn let on compati tive
bidding?

Hr. Newhard: No.

Mr. 8¢ewart: I would like to ask Mr. Nevhard if it is
not & Tact thet when he is offered bomnds firm in the ordinary
negotiated issue, is it not True that those bonds are firm
in your hands, let us say, until 1 ofclock or 7 o'clock your
time, on the day of offering?

Mr. Newhard: That is right.

Mr, Stewart: 8o that without risking any of your capital,
you know that those bonds are therse, and you can develop

business in themiif you get an order, you know that the bonds

are there for you? .
Mr., Nevhard: That¢ is well known.

Mr., Stewari:; Whereas, in the case whers bonds are offered

“on a "first come, first served® baéisg if you work on the

issue and develop the order, you have no assurance that the

bonds w;ll be there when you bring your order in?

Mr? Newhard: GCorrect.
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Grover Mr, Sgewart: Thank you.

Shaw ‘
Gyl 10 Mr. Dean: Do you have any hesltation in turning down a
‘ls particira tion in a selling group, if you don't like the
reek
securities?

Mr., Newhard: WNo, we do it all the time.

Mr. Dean: Do you feel that there is any pressure put .
uponr you by the 1arger underwriters to stay on their lista?

Mr. Newhard: None whatever. As a matter of fact, I don't
know of any underwriter who has ever sooicited the businesg of
a dealer such as ourselves. We generally go to New York and
go around and seek people that we would like to do business with,
and I think that we earn our positton on their selling group
1ist by our performance, just as an underwriting house earns
its position aé banker for a utility or other corporation by
their performance.

Mr. Dean: Thank you very much.

Mr, Fourniex; Mr. Newharé, do you recall the Boston Edison
situation in 1935%

My, Newhard: WNo, I don't,

Hr. Weinexr: In your judgmen?t, is there enough capital in
Missourl to finance Missouri industries?

Mr. Newhards Of course there 1lsjif you know anything about
Missouri, it is one of the oldest.and wealthiest states in the
country,.

)Mro
e - S n
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issue in 19357

Mr? Newhard: I don't remember.

Mr, Foster: I would like to know just what you mean by
earnihg your position on an underwriting syndicate by your per-
forma.noe° Doesn't that mean thet in the ordinary course you are
usually able to accept and dispose of most of the bonds that ame
offered to you, firm?

Mr., Newhard: BHave you ever been in this business?

Mx. Foster: ¥No, I know nnthing about it.

Hr. Newhard: Well, when you get an underwriting position--
apparently there is some feelimg around here that that is just
a 1ittle gravy passed out 1f you get a selling position, if the
bonds moﬁe out. That isn't true.

Mr, Weiner: May I say that you are misPaken as there being
any such feeling around here.

Mr., Newhard: Well, the question suggested that.

Chzirman Frank: I don®¢ think the question was intended
to suggest it. Mr. Foster was asking for information.

Mr. Newhapd: We have in our organization about 50 people.
We cover southern Illinois and eastern Missouri, and when & piecs
of business is offered %o us, and we have a selling group
participation, what the underwriter wants and I think what this
Comission wants, is an opportunity given to'a broad number of
people to particbpate. That is our job. If we sell that blook

to a number of individual investors, banke and ao forth, over a
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qertain area, that is a good job.

Gormissioner Pike; I should like to ask you if your ex-
perience isn‘t a little unusual in not feeling any pressure on
yourself not to refuse positions offered to you on deals or with
syndicates where you have been accustomed to have the position?

I say this because I have been associated with the business
in one way or amother, usually as a buyer, for & ome 15 years or
more, and I have a good neny friends in the business and their
testimony~-not in hearing-—-but fairly personal, is a little bit
different from yours, but 1% has been considered a sort of rise
in the world when you get a recognized position on gomebody's
syndicate list. |

Ithink it is fairly well recognizeé that some houses at
times will teke bonds that don’t sell very well in that territory,
and they stick with them a little bit, rather than say no to the
underwriter. I don't mean to say that it is illegitimate pressurs
at all, but in recent conversations with dealers and people whe
might be sub-underwriters and dealers, but who I would say are
primarily dealers--we haven'®t had & great deal of that in the
last year or two in these refundings, it has been in most cases
a rush to get on the boat, and things have gone out right away.
But I should be surprised to think that that was the universal
experience, ‘

Mr, Newharéd: I don’'t know quite what you mean by "pressure®,

I mean the definition of it, I can only spea¥ from gun experien
: : = ! ; = 080
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We have never had any pressure put on us. Now, I

don't mean that we don't take bonds in an issue that might
be slow in our community,

Commissioner Pike: You value your position on the
syndicate 1list; do you not?

Mr. Newhard: Yes indeed. There are a few syndioate
lists that we value very highly.

Commissioner Pike: And you would think it over very
carellly before you turned down a position, even though it
might be tough going in your area?f

Mr. Newhard: TVes, but there is no pressure. 7That is up
to us,

Mr. Dean: Mr. Commiesioner, would you mind asking the
other dealers present in the room that question?

Commissioner Pike: I think perhaps, Mr. Dean, that the

word "pressure’ covers a great axea. I don't mean pressure

in an illegitimate way at all., I think frequently it may be
pressure that a person puts on himselh

Mr, Dean: I think the practice since the advent of the
Securities Act is quite different, and I think it would rbe
interesting, if there are any dealers present who feel they
are under any compulsion to take bonds offered to them by the
underwriters—-=to hear their remarks.

Oormissioner Pike: There are quite a lot of dealers here

and I feel that woukd prolong the hearing unnec:ssarily.
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Mr. Connely: May I put in one word? As a emall dealer

I believe that the dealers that have been in this business

for a long time make up their minds when they are offered a

participation: (a) whether they war’. it or not on the basis

of whether it s fitted and sui*ed to their customers; and (D)

is the amount ~are the» .ney should have for their partiounlar

demands?

Now, when we get & participation from Morgam Stemley, say,
we make up our mim on that. When we get it from ¥r. Stewart,
we make up our mind on thaty But we think we have got a job
to do in selling securities, and the fact that we haven't got
them sold a% 10:00 o'clock in the morning doesn't interest us
at all. We are obd-fashioned sellers that can have a few bonds

on our shelves for a week.
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SPATEMENT OF JOSEPH M. SCRIBNER
of

Singer, Neane & Scribner, Pittasburgh

Mp. Scribner: I have been in this business since 1919,
I am a partner in the £irm of Singer, Neane & Scribner. I
think that what you are trying to get at, if I understand you
correctly, is to ask Mp. Newhard, and through him the small
dealers, whether; if at Q9 o%clock in the morning we receive a
volegram from & c@r%aiﬁ un&erwrﬁting house in New York, offer-
ing us 100 bonds firm,-wheﬂhé? there is any effort exerted
to get us %o take the boﬁdgo Is that your question?

Commissioner Pike: I think 1t covers a wider £ield than
that. ¥You and I both know that in & good many iséues there is
no %trouble at all in getting the pesople To %take them, that
there is & seramble for them, and every now and then therse
comes along @& sticky one. I would %ake it that the'man who
is doing the selling, and I presume the undeririter - let's
say he is in his wholesale funection - he might very Well push
a 1i%t%tle harder than if everybody was in there jumping, That
is & funotlon of the business man, %o push & slow-moving stock,
1%t seems %o me,

¥pr, Scribner: I will tell you wha® happens in our dbusi-
ness with respect %o my firm. |

We have found, over & period of years, that we think along
the same general lines with respect to investments, as certain

larger uwnderwriting houses do, and we do not think along the
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same general lines as eertain others do with respect to the

types of securitles they have for sale.

For instance, there are a number of larger underwriting
housss in New York from whom we secure very few seeuri%isﬁe 3
can’t recall a single ingtance at any time that they have
tried to get us to take them. Now with respect to the houses
that we work closely with, we do so with complete freedom.

It so happsns that we have the type of clisntele who, generally
gpeaking, their se@uriti@s £it in with.

Therefore, when they have a sesourlty and offeyr 1% to us,
i% generally i@4th@ kind of security we want.

Now all sesurities do not move as frecly as others, dbut
we feel no compunction in turning them down compleiely, or
refusing our participation in any deal ¢that they may offer
to us.

Generally speaking, however, they do not offer us many
deals that we need préssmre on, or that we do not acsept,

But that is not due to the pressure put on us by the under-
writers, it is dus to the type of securities over a periled
of %ime, that they have, |

Commissloner Pike: If I inferred that any pressurs
put on in selling was at all illegitimate, I haven't made
mybel? clear.

Yr., Scribner: I don't think it is & question of that,

I think it is a question of the $ype of securities that the
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underwriter produces.

.Commissioner Pike: It is wider than that, Buring the
last several months I have talked with groups of dealers,
not in hearings, but I think they have spoken quite frankly,
And their testimony, I think it ig fair %o say, which is
testimony by conversation, doesn’t quite £it in with the
testimony this morning at this hearingo

Naturally a person has hig interest in his business to
protest, and he will sp@ék perhaps'more freely in a conversa-
tion not of record than he will on the recoxrd, and naturally
it is trus, I expect, that the people I spoke %o may have
had very different interests in the business than the ones
who are speaking here this morning,

But there is a certain unreality apparent $¢o me from
this testimony, and it ig only my own personal impression,
and I am not at all surprised, a sertain unreality in that
partioular parFt of the aura of "eweetness and 1ight® that
envelops & good part of the business., We know it is a com-
petitive business in a great many areas. We also know that
where & person has got a place of advantage, he is reluoctant
%o glve it up, and in a good many cases he has tried to make
sure through entirely proper measures, friendship or otherwise,
or one or tWo ill-advigsed instances of contracts, let us say,
ané he is going %o make it as tough as possible for the out-

glde man or the other dsaler to break in.
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I don’t think that that is necessarily illegitimate or,

in most cases, illegitimate at all.

Also, that goes Aown with the dealer. I say that in
conversation, and as a result of rather long and not too good
experience, dealers have very frequently said, "Well, I can't
Ao that, it might mean my position on the syndicate 1list."

They may be wrong in thinking 80, but a good many
dealers have thought so. Now you &on“t, and X respect your
dixferenss of opinion,

Mr. Seribmer: No. I take this view. I think that if
an uvnderwriting house in New Yorik has a general pattern of
business whigh, over & period of years, has developed &
geries of, let us say, industrial and utility high-grade bonds -
I don’t think that I, as a dealer, have any right to take a
position on their 1list unlegs my pattern of Alstribution
corresponds to that. |

Now I think the dealers who have expressef this feeling
¥o you have improperly analyzed their position,

Commigsioner Pike: That may be true.

Mr, Seribner: I would bé very glad %o éiscuas 1% with
them some time, because I haven’t heard anyone who I think
approachcd this business intelligently, express that csenviotion
and maintain it in the face of rational argument,

Mr. Edward Hilliard: May I very briefly give & little

personal history, because I think, with the exception of



5]
541

two other o0l4 fellows here, that I am the oldest one here
in this busihess, |
Back in 1917, Buck Ewing came out to Loulsville and

talked about synAicate participation with my firm,
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I explained %o him that we had done business with J, P.
Morgan & Company for probably 30 years prlor to that time,
and if the incliusion of our name on that syndicate list
neant that once we were on wewwquld have to go on all the tims,
I wouid not 1iks to get married.

He said he had no intention of making that arrangement,
I may say that personaily -~ that 18 over 20 years now -=- we
nave, and we have haci9 no hesitation in telling our good
friend Morgun, of Morgan Stanley, that certain issues were
unsuitable %o us and that the size of an offering was too
large for'h;o

I recall in one specific instance that we had no market
for the security, and‘we declined any participation, and I

believe the bonds wers up 7 polnts when the telegram came.
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STATEMENT OF JAMES S. BUSH,
G.H. Walker & Co., St. lLouis, Mo.

Mr. Bush: My neme is James S. Bush, and I am a general
partner in G.H. Walker & Company of St. Louis, Missouri that was
founded in St. Louis in 1900. Since that time, we have conducted
a general brokerage and desler business. We are members of the
St. Louils Exchange, Chicago Exchange and New York Exchange.

Our principal business consists of executing orﬁersp-mainiy on a
cash basis today in odd lots for stocks and bonds, and dis-
tributing and sellfing over-the-counter gecurities and syndicate
issues, and so forth. We have had a long and very pleasant
experience with Hr. Stuart's firm, and we have also had similar

experience with New York firms. I do not say that %o try ¢o

carry water on both shoulders between the opponents or proponents
of compulsory competitive bidding; I say it because we are
absoiutely unprejudiced in any way by anybody. We represent
ourselves, St. Louis, and Missouri only. We have no obligation
to anybody, and I hope we never will have,

Mr. Behrens %estified here on Monday concerning the ability
o 8t. Louls to dealers, %o underwrite and distribute local securi-
ties. lr. Eaton brought 1% into the testimony today. = I do
not know Mr. Eaton and he does not know me, 5u% he did bring in
8%. Louls and I want to say this, as far as our firm is concerned,

I would match our last auditing statement with anybody in Cleveland

or any place else aside from a few very large firms. We
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consider that we have very adequate capital in our business,

and our underwriting commltmente, which have been many, and
never endangered any customer of our firm, either.

We have a peculiar situation, Mr. Chairman, in St. Louis
in that all of our public utility companies are owned by foreign
corporations. That is why the subject is of great interest to
ug., We believe that just as anheuser Busgceh, Monsanto Chemical9

International Shoe and our other businesses ars managed by
people that live in St. Louis, Missouri, we also believe that

the healthiest situation that could exist would be if our
utilities were also managed the same way, I hope they will be,
and I will tell you that we wili do everything in our power to
try to make it that way. That does not mean for a minute that
we think that we could take an issus of 70 or 80 million dbllars
of 30-year 3 per cent bonds and sell them around the country,
because we recognize fully that that technique and that ability
have'baen developed over a long period of years by large
firms, which we respect, and I think that they have done, just
as I think Mr. Stuar%“é firm has done simply & marvelous job
in Commonwsalth Edison which involved not only mortgage bonds,
but convertible debentures which provided a great base %o
that company’s capital structure.

We also feel that some of the large New York firms have
done a simply magnificent Jjob and we have no delusions of

grandeur that we could do the same thing. We do think that we
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cen handle issues in Missourl without having eny preferred stock.
from the RFC inJeoted into our capital structure. “e think that
we can handle, and vwhen I say "we" I mean G.H. Walker & Comnany
and other firms there with very substantial capital, could
handle issues ranging as high as 40 or 50 milliom dollars.
That doesn't mean that we could sell ¢hat in 6ur varticular area,
because none\of these things are sold in & particular area vhere
the underwriters livs.

Chairman Frank: Could you handle a sizable issue of the
Union Electric Company of Missouri?

Mr. Bush: Of what type?
Chairmen Frank: First mortgage bonds.

Mr. Bush: I do not think we could handle 105 million. I
do not think we are at all qualified to handle 105 million of

those bonds.

Mr. Weiner: Might I ask a question?

Mr. Bush: Yes.

Mr. Weiner: $20,000,000%

Mr. Bush: $20,000,0007 Do you ask whether we could get
a group together including ourselves? |

Mr; Weiner: Could 8%. Louis handle 1%7

Mr. Bush: Yes, I do think so, $20,000,000.

Chéirman Frank:.i am somewh&t interested, because we have
racelved some 1etter§ from Missourl houses indicating some such

point of view and suggesting that they have not been given an



opvortunity to do that business in 3t. Louis.
Mr. Bush: I see. That was not from us, waé it7?
Chairman Frank: No.
Ir. Bush: I think that a strong St. Louis group into which -
we would invite friends of ours around the country -- and when I
say "friends" I mean people whom we have confi®nce in to do a
good Job who would help with the-underw*ﬂ.ting°
Chairman Frank: Would you think -- I gathered that you
do -- that it would be desirable for/St. Louis utility to have
its financing within sizable 1imits such as you have indicated
déne ﬁhrough 8t. Louis housges?
Mr, Bush: Yes, I do think so.
Chairman Frank: Rather than done through New ¥York ﬁouses?
My. Bush: In so far as we can d2 2 good Job on 1t, I
think so. That does no% mean, Mr. Chairman, that I think that

we could do $105 million of bHondas and dabentures or ssrial notes
hélf as well as some firms,
Chairman Frank: T ¢hink wou have mede your roindtlear.

My. Bush: The poin% I went %o mgke 1s this, end I think 1%
is a point that you were trying tc make yesterdsy on the yoint
of competition, With us; competifion very definitely exists.
Of course, we are a very small underwriter, but tﬁ.my knonlebge
I don't know of anything more comretitive then what we have %o

do ¥o maintin our position in these underwriting accounts. That

is true regardless of who the originator o9 that business is,



e

547

For instame, -let us take the Middle West, and we have been in -
on that. Whether 1t has been Mr. Stuart's firm or whoever 1t
was, we have not gotten a position by going to them but because
they have asked us to come 1in. We have gotten it bacause of our
ebility to underwrite and &1str1bute with the issuing company,
and we have had‘to work awfully hard to get it and we are
going to continue to. I do not mean to say that there has been
any pressure to keep us out. There certainly has not been, by
anybody in this room, but I do say that it is not any bed of
roses, and certainly there is the strongest kind of competition
I know of %o méinxe&n those positions.

We feel personally that any kind of compulsion of éompetl—
~ tive bidding on these classes of securities would be ruinous to
our business as a whole. I kno& it would be ruinoué t§ us in

S¢. Louls and Missouri. We have tried, Mr. Chairman -- a year
ago last August 1 remember going shead and submitting a bid on

squipment trusts in which we were succesaful, and joined with
the First National Bank in S%. Louis. That was my first
experience and my only.experianceD but I think fhe‘way that that
type of business is conducted is about as unsound fundamentally
as anything I have ever seen in the security business and I
have been in it ever since I have been 0ld enough to work any-
where. You get a regular three-ring circusafterthe competitive
bid, and I would like some of you commissioners if you have

never seen what happened, go and see'what happens. The minute
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the bid 1s awarded, the telephones are rushed to, and if the
issue is good, it goes out of the window to the big buyers and
we nevar see any of it nor do our customers. If 1t 1s sbv and
sticky or hard to sell, they will come around and sell it to us
and try to get us to sell it to our customers, which we do not
do.

It is not a sound way to distribute securities., I am-

telking to small investors throughout the country -- I don’t mean

a sound way with the large insurance companies because I don't
know anything about that -- that is not a part of my business,

but I do say very strongly that I think if that were applied to

other types of securities besides'equipmnnt trusts that it would

be a vefy unsound fundamentallway of distributing securities,
If we go into Geﬁtral Power & Light, what do we do? We
go down to Corpus Christi and spend considerable money
investigating that terfﬂtory; taking our salesmen down and go
over to learn the Central Power & Light propertié89 and we come
back to 8t. Louis and when the issue becomes effective, we go
out and eell it. In tha pmticular case, we did not sell 1t
in a few hours' time or a few days’ time; it was hard to sell
but it was a fine security and everybody sold it finally and
it was a great success,
I think that is a sound way to sell securities. I do not
think it is a sound way %o sit down at the telephone and just

call up two or three tremendously large institutions and just
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call it a day; I don’t think that is the securities business, and
I don't think it should be.

Commiesioner Healy: Isn’t thdt done sometimes with |
regpect to issues that are not sold competitively but are sold by
negotiation?

Mr. Bush: You mean on the telephone?

Commissioner Healy: This type of merchandising that you are
criticizing -- is that confined %0 securities sold competitively?
Mr. Bush: No, [ think it is done in municipal bonds too,

very much so.

Commigsioner Healy: Isn’t it done with reaspect to negotiated
fusves that 1s lssues not sold at competitive bidding?

ifr. Bush: I think in a setup where we have firm allot-
.ment 8 t0 work on, we know thaﬁ we can afford to spend so much
monsey investigating it and acquainting ouyr market with vhat the
issue is; I really think that.

Commissioner Healy: I don't think you have quite answered
my question. 1 don’t care what your answer is, but I would like
you %o tell me whether the practice that you have described
does not happen sometimes with regpect to assoclated issues?

Ig 1t a thing thet 1is confined exclusively %o issues sold by
competitive bidding?

dir. Bush: I have never seen it in our experience -- I
dont¢ think it 1s on anything like the basis I did in my parti-

cular experience on the Missouri-Illinois equipments which
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happened to be the issue that I purchased and had an insight
into it.

Commigsioner Healy: Have you seen it at all with respect
to negotiated issues?

Mr. Bush: ©Seen what?

Commissioner Healy: The practice which you are coriticizing.
Your are criticizing a practice with respect to the diétribution
of issues, and the implication is that that happens and 1s some=
thing that is peculiar to competitive bidding.

Mr. Bush: I think it is, because your spread is 80 narrow,
because the idea ie t2 get in ard get oud, snd that is the

jdse.
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Mr. Dean: Imm't thet because these competitive bid issues
are sood on a first-come and first-served basis, whereas on
negotiated bases the dealer has time to sel: yp to one o'clock?

My, Healy: I don't think Mr. Bush understood my question.

Mr, Busht I don't think it does in our particular area.

Ky, Weiner: May I ask a question? Were you an underwriter
in that or a member of the selling group?

fr. Bueh: Which?

Mr. Weiner: OCentral Power and Light,

Mr, Bush: To the extent of three or four hundred thousand
dollars,

Mr. Weiner: Do you Eknow who headed that syndicate?

Mr. Bush: Central Power and Light?

Mp, Weiner: Yes.

My, Bubh: I% was a Chicage firm; I don’t know which it was.

Mr. Weiner: FProbably Halsey Stuart, or was it A. G. Becker
& Company? |

Mr. Bish:I don't remember which i% was; it may well have
been one of those, or Harrie Forbes.

Mr, Weiner: We will check it. I thought you might know
of £ hand.,

if

Mr. Dean: Mr. Bush,/you knew that a company in your terri-

tory were about to put out a tem or twenty million dollar issue

and you also knew that a New York investment house was after it,

would you also try to go out and get ity
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Mr. Bush! What type of issue?

Mr. Deahs Any type of issue, say & public utility or an
industrial issue.

Mr. Bush: An industrial issue?

Mr. Dean: Yes. m

‘Mr. Bush: Yes indeed. And utilities, too.

Mr. Dean: You would do ryour best to try to get it?

Mr. Bush: If we thought we could do it, we certainly would
and if we tried and were unsuccessful, we would contimue and hope
not always to be unsuccessful in.thét rTespeocto

Mr. Dean: I hope you won't either,

Chairman Frank: Thank you.
STATEMENT OF J. C. FOLGER

Folger, Nolan & Co.
Washington, D. C.

Mr. Polger: My name is J. C. Folger. I am a member of
Folger; Nolan & Company, Washington firm, arganized late im 1931,
to do a local investment bwsiness. Our distribution is almost
exolusively in bonds and we do no margin business. Our personnel
was largely drawn from individuals who had worked for branches of
out of town fms. We can be correctly described as small country
flealers. When we started in business late in 1931, nearly all the
securities business in Washington was done by branches of out of

town houses, Today the situation is reverseé¢ and nearly all

of the securities business is done by local firms Opporty "
° nitles
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for making money are not great; but wé have a chance to
make a living and reesénable progressy and what is more im<
portant, we have an opportunity to exercisé independence of

of judgment with respeot to the securities which we sell.
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a1l of h& own persdnai'expéfiende in the securities business -
dates from the fall of 1929. I grew up in a small town of about
5,000 people 1n the State of Washingtono Since most of my life
was spent in that communlty I naturaily ralate my experience to
small town merchandising. My family owned and operated a
country store for a generation, and I have always been Anterested
in the 1life and future of the small merchant. I think the trend
away from the country merchant generally is most unfortunate. 'Oné
of the few trends in the opposite direction is in the sscurities
business, where during the last nine or ten years the small
dealer has come into his own. This sy&em of security Jistribution
I think is wholesome and sound. The orinciple of having a

securities salesman live with and be responsible primarily to

- his customers is good. Formerly the allegiance was to out-of-

town employers. The local dealer realizes his best friends are
his customers. They are the ones we have to live with and face

gvery day, if a deal goes sour.

Let me stress again the significance of this ¢rend away from
big city distributing houses. A4ny system of merchandising
should rise or fall on the soundness of the system and the manner

in which it serves the public interest. The local dealer cannot

claim protection simply to help him make a living. On the other
hand, I feel that the success of the local dealer goes hand in
hend with public interest. I should greatly deplore it if those

in the securities business in Washington andbdbther cities should
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be obliged to return to the employ of big city houses and big
city bosses. As it now stands, the trend has been all toward
our independence.

I have read the report §f the Public Utilities Division on
oompétltive bidding. This 1s the first time I have ever asked far
an ooportunity to be heard on any such matter since the 8.E.C.
was established. Fortunately, we have not been required to
appear., Aas one living in Washington, I have acquired a gere ral
feeling that the fear of regulation on the part of business men
i1s usually greater than the hardships that may follow regulation.

Commissioner Healy: You are not confining that to this
p resent. proposal, are you?

Mr. Polger: I sald that this is the only time that I have
come over here. But I have two things that I want to talk
ebout. When you have‘the hearing on private placements I would
like o comé and debate it with this fellow fxom the Metro-
politan Life if he is around here. (Laughter.)

They have come to town and taken some of our best issues,
and they have taken them away from the 1ittle fellows that did
not have a big statistical force %o analyze them and needed
reglstration statemen‘bé° But I am getting far afield.

In the case of competitive bidding, howéverp the principle
rung counter ¢o all of my early training and merchandising
experienéeo My father and grandfather were pioneer livestock

nmen, first in Iowa and later in Washington State.
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I don't know how many of you ever grew up on.a farm or lived
on & fafm; 5ﬁ% ih ﬁﬂe rural communities, it is customary for the
farmers to have livestock sales in the fall. Everybody attended
these saleas, partly to see their neighbors, partly to get a
free lunch, and sometimes to bid on livestock., I learned later
on, lir. Chairman, that there was sometimes a bottle in the barn,
but I was too young in those dayﬁ to realize what it was. That
vag to stimulate the bidding. (Laughter.)

My fa?her and grandfather never bought livestock at these
auctions, and one of my first lsssons was that such purchases
were unsound, since a man would become so interested in beating
out his neighbor and showing everybody that he had as much money
and could bid as well as the next one that he would find himself
paying $60 or $70 for a horse that was probably worth $60. When
he got the horse home he might find it had a spavin. Under the
auction method stress is on the top dollar rather than on
quality merchandising. There may be some exceptions, but I
don't think the securities business is one of them, especially
3f we consider country distridbution. The reason so many country
merchant s are going under is their inability to buy on the same
basis as the chains. In the bond business, as it now exists,
the couniry dealer knows what the spread is on new issues and
he can buy.as cheaply as his competitors. I¥ is true that
under the selling group he dossn't get all of the spread, but

the speculative rigk is not so great since he has an option for
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geveral houps within which to do his merchandising. It is
more important for a small business to make a small sure profit
than it is to take large risks for larger profits.

Mr. Commissioner, there has never been a man in this town
that has ever rounded out a sucGeseful career in the investment
| business, and that is an alarming thing. I dic not know it when
I star%ea in on ¢this business (laughter). That is the thing
I say to myself every morning'wh@n I go down to work: ®Is this
the day fha% I am going %o go busted?® (Laugh%er) The
coun%ry\s%o$®keep®r generally never knows Jjust Wha%’his ébma

petitors are paying for goods. There are several péice levels.

In our country store, we were in the smallest. We Bough% out
of Spokane, and I suppose that he bought from some wholesaler
in Chicago or some plaee'like that.

In the selling gfoup; we do not teke the risk of the under-
~writer. We can stand by and~sell our bonds andfio the mer-
chandising job during the few hours whem we have those bonds
Pirm., With our business the'loeal dealeor knows exactly what
hig competitors pay and he competes on the game basis.

I believe that mh&er oompulsbry competitive bidding under-
weiting would resolve itself into & feow large bidders, who would
not be selling their services and who would not be performing
the merchandising job now done by the local dealer. They would
simply be speculating in a large block of securities which they

would distribute as quickly as possible without great regard for
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geographical or other considerationsg except tq sell to the
buyer who méved moat quickly, Our clients do not act as
rapidly as the retail buyers in the large c¢ity. The present
system of,distribution tends to protect the country buyer and to
insure that he will have an opportunity to buy first grade
seocurities. I believe under competitive bidding there would be
an inevitable enlargement of the selling forces of large dis-
tributoréo Securities salesmen would then work for largé city
bossss. |

and in reply to Commissioner Pike!s question, I.don"t think
that the pressire that there is oﬁ the country dealer with
regpect to his syﬁdicate participations is one fraction of what
1t was on a fellow that worked for a oity boss. If he did ﬁdt
succeed, he would look for another job. But with us as dealers,
we turn the things down because we realize that these fellows
may be here today and gone _‘bomorrow9 but if we can satisfy our
customers, they will live with us and ¢rade with us. We did
not take the Pure 011 or the Bethelehem Steel deal. I had a
good friend down in Tennessee called up and said that he would
take five bonds, but I sald %o my vartner, "This don't look
good; what do you think we ought to do?? &nd he sald, “Stick
to your friemd in Tennessee." That 1s the principle on which
we have founded our businessov

Chairman Frank: It sounds to me as if you are going %o

bresk the record in Washington's investiment business.
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Nr. Folger: If 1 dled today, I would still be alive and
out of jail, and fhat is my minimum olaim. If our legs and
lungs give out in the investment business, well then we are out
of 1%. | |

When you get uﬁ'to the iarge selling organizations, the
rewards and promotions come thrﬁugh pleasing thos employers
rather than pleasing the clients. That is an unfortunate
situation -~ this may run counter ¢o my friends here who have

large organizations, but if 1% 1s treason, well it just 4s.
A largs selling force brings the temptation to set up deals to

pay ovarhead and keep the selling force employed. The local
dealer is more resourceful, more Versatile and can keep his
overhead within bounds. He ié more like the country doctor.
#i1 e has is his horse and wagon and his %ime, and if things
get tough, what he does then is %o just tighten up his belt.
UnGer the present setup, we are all for the big city houses
if they have a good deal ana.we are critical of them if they
have & poor deal, and we don't hesitate to show our feelings.
¥he local dealer is a wholesome brake on the underwriter; he is

a valuable buffer between a remotve seller and a local buyer.
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Previn He has to make the decisions with respeot t6 the securities
Shaw
Cyl & he sells, and he has got to live with that fellow, play golf

with him and see him every day at lunch around town, and the
fellow in New York or Chicago is concerned whether the deal
goes pretty well in Albany or Los Angeles or anywhere else.
It is a sort of a general dealing. He is not in the front
line trenches and living with the fenéw that he trades with,
The independence of the local dealer, I think, i8 the mdst
important in the securities distribution of business. If my
philosophy about the horse is right, maybe this competitive
bidding will get the prices higher and would probably speed
up the distribution, and might also help the stockholders in
these holc';ﬂ.ngcompaniesD but I don"f think 1% would afford the
protection that exists in the present system against over-
prioing and against imperfectly set up securities. The
present trend toward the local dealer is the evidence of the
satisfaction on the part of the buyer.

I is remarkable, Mr . Chairman, 3in just these few years
all the business was done by big dealers here previously,
but now they are all gone, and in mentioning that fact recently
the remark was madéo "Well, you did not drive them out, they
Just 1eft." And I said, ®I don’t ocars, as long as they stay
away."

And I will tell you this, that we would compete with a

New York house. We would come out with our phtchforks and our
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hoes and scythes and go for them on any kind of a deal., I
probably should be embarragsed to bring in these homely com-
parisons-~

Chairman Frank: No indeed.

Mr. Folger: But if I won'%t go %o an auction sale and -
buy a horse, I won't give ﬁhat.few dollars I have got to any
of these gentlemen over here to go an auction sale and buj a
lbrse for me, X would be afraid they might get to the barn
and get a 1ittle nip and go off on a competitivé bidding
spree. (Laughter)

I just have one more word and then I will stop right here.
It is inherBted, and I have a deep and a sincere and an abiding
conviction that emcépt for standardized producis—-IX mighﬁ talk
a little while on equipment trusts although I haﬁe taken too
much time--exXcept for standarcdized commodities, this auction
block method in merchandising puts price above quality, it puts
speculation above merchandising, and it puts in the big city
distributors over the local dealers, and I am against it with
all the emphasis at my command.

Chairman Frank: Thank you, sir. Mr. Hilliard, do you
want to make any further remaxrks?

“r. Hilllard: Yes.

Chairman Frank: And “r. Scribner, do you want to make

any further remarks before we finish today?

Mr. Scribner: I would like to, but I don't know whether
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you want te wait here to hear them.

Chzirman Frank: Your name was on the list and it was
given to re as one who wanted to be heard.

Ny, Soribner: Just one word which will only take one
minute.

Chairman Franks A1l right. Next is Mr. Woods.

STATEMENT OF GEORGE D. WOODS
Pirst P° n Corporation
Bosti Massachuseiis

Mr, Woods: X am jist going'to give the point of view of
my firm, which is the First Boston Corporation, and of myself,
and my experience has been entirelyin the buying end of our
business, particulaxly with reference to public utility
securities.

I want to say first that I find myself in complete dis-=
agreement with Mr. Heaton at that point in his remarks when he
says that the creation, underwriting and sale of preferrec
and common stocks of utilities, by and large, could be satis-
factorily and soundly cérried out under the system of com=
petitive bidding. I won't enlarge on that any more than
Mr. Eaton did. It is his opinion that it could be done, but
I must say that it is my opinion that thefe would be a very
considerable difficulty. I am not one of those, and the majority
of those in my fimxm I think are in agreement and feel that

investment bankers are going out of business in the event%





