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The Stock Exchange Today

O understand the sccurities laws, it is necessary to examine their

background, They were the product of the public’s wrath at what
had happened in the financial markets, Much of that wrath was vindic-
tive, and some of the vindictiveness was in the hearts of men intelligent
cngugh to know how to get revenge.

A newly elected Congress, perhaps partly because it felt that the
spokesmen for the financial industry were not as cooperative as they
might have been, fnally enacted laws more far-reaching, [ daresay,
than was first intended.

The laws, however, were popular from the firse, The general public
abstractly reasoned that Wall Street had been subdued, Some investors,
possibly thinking that they had been wronged, were inclined to feel
that they were being protected,

Those engaged in the securities business and the corporation execu-
tive, who found it more difhicult and more costly and less convenient to
finance his company, were dissatisfied, of course. But the minority's
plight was such that it was powerless to do anything bue gnn and bear
it. Complaints fell on deaf ears. .

Bosiness Proerry Among S1ock Excuanes Firss UNEXCELLED

Acceprance of the principle of regulation by the financial commu-
nity was delayed by an elemental fact. There was less business for the
financial ¢otomunity to do. There were fewer orders w be executed;
and the brokerage business lives on commissions charged for the execu-
tion of orders to buy and sell securities. Brokers, dealers and invest-
ment bankers saw the volume of their business shrink year afrer year,
and some seriously thought the securities business was faced with ex-
tinction. For this some people blamed the securities laws and the ¢ol-
lateral legislation of economic reform.

With the stock market again doing a reasonable volume of business,
and with the physical machinery and personnel of onr great financial

Pape Thirty-seven



centers deflated, there now is lictle complaint about the objectives of
the laws.

Now that the principles of regulation have been accepted in finan-
ctal quarters and elsewhere, it is possible 10 consider changes in the de-
tails of the securitics laws in an atmosphere of more light and less heat,

There is no reason why the details of these faws should nor be
changed to remove unnecessary hindrances and give the securities in-
dustry the greatest possible freedom consistent with the public interest.
In making amendments, however, we must not think of breaking down
the bars against the evils and abuses which formerly existed, The ma-
nipnlative systern has been climinated only at a great cost, and the price
paid must not be in vain.

It is fair 1o say that the New York Stock Exchange today is exercis-
ing the function of being an order)y market for securities better than at
2ny time in its history. It provides a convenient and efficient public
market for the Jisted securitics which have been issued in the past. That
market is a frec moarket in the sense that prices in it are not subject ta
artificial influences, The members of the Exchange through whom se-
curities may be bought, sold and transferred are responsible men who
take a great pride in their profession and who operate according to just
principles of trade. The standard of business probity among Stock Ex-
change firms is not excelled by any business activity.

No Repemimion oF Misrakes oF T TweENTIES

Furthermere, under Exchange requirements and under the Securi-
ties Exchange Act, therc is 2n abundarce of pertinent information avail-
able whereby an investor may judge, or have some competent person
judge for him, the investment or speculative merit of any security
which he wishes to buy or sell.

There can be no return to pools, manipulation, irresponsible offer-
ings of worthless securities and the days of inadequate and incomplete
information regarding the affairs of publicly-owned corporations,

We can refine the derails of stock exchange regulation, and we can
refine, and even redefine, other economic controls; hut we must not
permit 2 popular reacrion to Jead to a repetition of the mistakes of the
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twenties, If we dg, the experiences of the thirties will recur. Reaction
from reform, like reform itself, can go too far. That 15 otte of the dan-
gers of the neat eritical decade.

America and other great nations of the world cannot return to a
simple laissez-faire economy, as some well-meaning people advocate. It
is not in the pictuse, The whole social organism has changed. Society
na longer is simple. It is complicated. Persons, families, communities,
states, regions, continents and hemispheres no longer are economically
or culturally independent. They are permanently and structurally
interdependent. .

We should not delude curselves, even temporarily, abaut the extent
to which government controls can be, or should be, cast off. This is
especially true of the financial community, which now is convalescing
after a leng and painful iliness. Time marches o, Great institutions
march with it or fall by the wayside.

Pustic Service OeTECTIVES

The aims of the securities legislation of the early thirties were
thoroughly sound, Briefly, they were to end manipulation and pro-
vide dependable information to the investor. The investor was to be
protected against sharp practices, Let us keep in mind, however, that
Congress had no intention of discouraging the investor from raking
legitimate business risks.

Furthermore, T am confident that the committees which prepared
the original securities legislation would have expected that the frst laws
would have ta be amended after they had been tried out it action.
Actually, there have been few amendments. This has been due partly
to 2 fear that some of the desirable gaina would be lost, and partly to
the failure of the financizl community to convinee Congress of our pub-
lic service objectives. It is time we began to de this. If we do, we will
be making a contribution not only in the public interest, but in that of
the financial industry ac well. Whososver would be great among you,
let him be your setvant.

The legislation under which our Ainancial markets are regulated to-
day was conceived and devised by men who mainly were without wide
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ciperwnee in the secerities Indastry, I was Targely the produce of bepal,
academic and political brains. 1 muervel that it contitng noowarse defocts.

I am toldd that at the time the Wlls were deawn, there was a disposi-
tinn 10 Wall Strect to ndopt an artrede hostile toward the whiole offor,
There were men an the Interstate Comnieree Committee of the Flouse
of Representatives and an the Banking and Corrency Comntttee of the
Senate who were anxinus to cooperate with the securitics indusery,

I sometimnes wonder if the representatives of Wall Swrect at that
time, steeped in the traditions that the New York Stock Exchange was
a sort of holy of holics, had absorbed the fundamental face thay their
institution had beenme a subject of leguimate navional conecern. They
knew that it was important 1o the fow who derived a livdlihoml from i,
bue 1 suspect they were only dimly aware of the sactal and economic
influence of the acts of its members,

[nstead of screing a Fow thousand wealiby men, the scourity markets
had bepun to serve millions of investors of mederate means. Instead of
bring controlled by a Tew highly cthical and publie spirited hankers, as
they had been hefore the sceurities industey grew so rapidly, the mar-
kets had enme under the influence of powerbul new personalities, some
of wham were devoud of social responsibility,

W STRerT A Lany TouwTiron,

Insrent of having a Ginanciad intelligentsia for a clientele, the markets
had came to serve millions of peaple, many of them lacking in inves.
ment undcrsmm{ing. M:‘m}' whinl ormed |u:'np|c whio comile] net alford i
and whe were unequipped 19 engage i it had become reckless specula.
tors. Instend of recognizing that money, 3 kept, has o be carned il
deserved in Wall Srreet just as anywhere else, the anininiated Aocked
ra hrokerage houses eonvinced that a fortune conld be hud For the ask-
ing if they knew the right people and dealt with a wide.awake heoker:
arul, unfortunatcly, the temporary expericnce of many scemed for o
time to justify this impression,

To fAx the Mame for this sitvation now iz academic, Toaoking at the
stack speculanon of the twenties in the cool Behe of history, 5 number
of things are ervstal clear, Fiest, there was o great wive of speeulation
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cngulfing everyone, something like the Mississippi Bubble and the John
Law incident. Second, the public and many brokers were victims of a
great greed. Third, the liberal margin trading system and highly de-
veloped pool practices were enticing and made speculation oo easy and
too attractive to those whe could not afford it and who were not
equipped with sufficient judgment w engage in it Fourth, neither the
public nor the Anancial community realized the inevitable econocmic,
social and even political consequences of what was going on. Fifth, no
one in Walf Street or in Washingten took the trouble to sound a clarion
note of warning.

When the collapse came, we swung, America-like, from one extreme
to ancther. Wall Street, anly months before a Lady Bountiful, became
the Big Bad Wolf. Iis tecth had to be pulled, and there was a disposi-
uon o twist the tad during the extraction.

The years that foliowed the enactment of the securities laws prob-
ably would have been hard ones in the financial community even with-
out the [egislation. Volume of business would have declined, perhaps
almost as sharply anyway, just as a result of the recoil from a specula-
tive sprec. But the reduction of velume incident to the end of pools
and manipulation added to the depression in the securities indusery.
Naturally, there were years of mutual hostility and distrust between
Washington and Wall Street, That was inevitable, especially in an era
of revolutionary reforie in which the laissez-faire system was being
altered in America and all over the world.

AN Exp 10 Suseicion anp Brexeming

it seems to me, however, that this period of mutual suspicion and
senseless bickering betwern the nation’s financial center and its political
capital now is coming to an end. The adjustment in Wall Street is
quite complere. The principle of marker regulation is 2ccepted, Every-
one, and especially the New York Stock Exchange, is anxious to avoid
a repetition of the conditions of the twenties.

QOur capital markets have a highly importatit part te play in advanc-
ing the system of private enterprise. They are needed to facilitate the
gathering and servicing of the risk capital necessary to rebuild a better
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wotld in which abundance shall be counted a blessing, scarcity a curse,
staghation a sin, and enterprise a virme. We must again reward the
venturesome and cease to encourage those who would bury their talents
in a vain quest for unfruitful security. '

How can the New York Stock Exchange, and the other regustered
exchanges, best function to make this contribution to the machinery of
organized society? ]

In two ways. First, as cticiently aperated markets Eor securities of
our corpotate enterprises; and second, as leaders in sound, modern
financial statesmanship.

As a tnarket, we are providing a meeting place for buyers and sellers
of stocks and corporate bonds which have a current auction market ap-
praisa} of more than $60,000,000,000. This is the market value placed
upon these secunties by the investment publiz. This represents 2 large
part of the wealth of America. There is hardly a family in the United
States which does not own, directly or indicectly, some of the securities
for which the New York Stock Exchange provides a free and open
market.

The social responsibility involved in mainraining this market makes
the New York Stock Exchange nothing short of a great service
institation,

INTELLIGENT RUSE-TAKING SUCCEEDING UNINFORMED SPECULATION

This auction market is the hub and center of a vast organization.
For the convenience of those whoe use it, its member firms maintain
branches in 313 cities in 45 states. The floor of the New York Stock
Exchange is only minutes away from any telephone or telegraph instru-
ment in the land. -

On the foor of the Exchange, through highly trained, responsible
and ethical brokers, any investor can buy or sell any listed security.
There are traded the highest grade bonds and stocks, the mast specula-
tive, and zll grades in berween these two extremes,

The securities are clearly marked and carefully catalogued. Infor-
mation regarding them is readily and cenveniently available to every-
one, Moarcover, the various member houses of the New York Stock
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Exchange maintain, at great expense, staffs experienced in advising

clients regarding the nature and quality of listed sccurities.

- These experts have at their finger-tips 2-mass of financal and gen-
eral information 2s to the investment equity, the fundamental merit
and the risks involved in buying or holding almost any type of security.

Of course their judgment is not infallible, and no one can tell just how

any risk will come out; but there is no market in the world where ali
the facts-about the availabic goods are more readily or more quickly
available than in this one.

Neither the New York Stock Exchan g¢, nor any other exchange, can
or does guarantee an investor against loss; but it can, and does, make
the nature of the speculative risk an open book in so far as that is
possible. . .

. As a market we have always done 2 good job, but we have never
bcfurchemabl:mdoasgooda]nhasw:a.rcdomgnuw This is be-

cause’the manipulator has been eliminated and intelligent risk-taking

is more and more taking the place of uninformed speculation. This 13
as it should be, It mezns that our business rests upon a sounder base,
For this conditon both the Exchange m:if and the Securittes Ex-
change Act share the credit.

Ivreinse Varves oF Secumrmes Suomnp Be Sl'l.mmn

Free markets are open to all, as they should be, but, as [ have been
pointng out for some time, access ta them should not be abused. The
counwry and our exchanges will be better off if those who are unable
to judge intrinsic values, or who are unwilling 10 be guided br facts
in appraising values, will stay out.

The New York Stock Exchange has agrecments with the com-
panics whose securities are on its list under which they make available
periodically factual information as to their carnings and hnancial con-
dition. The Exchange urges that all who use its facilities avail them-
selves of this informatien, Tt is of the utmast importance that all our
members, their partners and employes, continue to emphasize chis in
their relations with their costomers and potentizl customers.

Now, I am going to digress a moment and discuss a vital function
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of our market which of late has been neglected. There was a time when
corporations habitually and importantly financed through the sile of
stocks rather than through the sale of bonds. Sharcholders received
subscription rights, which they could cither exercise or sell. It was
healthy financing, and in the public interest. We should endeavor to
stimulate its revival), especially in the post-war period..

This is of the greatest importance te our system of free enterprise.
For if private investors do not provide risk capital cither society will
nat progress materially or the government will supply the risk capital.
And, if the government supplics the risk capital and thereby becomes
the great entreprencur, or risk-taker, the private incentive to assume
risks in hope of gaing gradually dies—and the state finally becomes
socialistic rather than capitalistic.

One reason this war is costing the government more than the first
World War is, of course, that the gavernment has been doing most of
our corporate financing, In the last war, corporations to a much larger
extent financed themselves, At the end of this war, the government is
going 1o awn a great deal more bricks and mortar and machinery than
it ever has owned before. This new war plant, unless it passes quickly
into private hands after the war has been won, is 2 Further threat to our
enterprise economy.

SErvInG INvEsTORS A GREAT SociaL REsponsipLITY

One way that the national debt may be reduced in the post-war
years is ta provide means wherchy new private capital may be raised
with which to buy froem the government the bricks and mortar and
machinery which have beenr acquired with public funds to prosecute
the war. The reclaimable portion of this huge plant, if the system of
private enterprise is to survive, should be owned by private investors
and not by a benevolent but confused Unele Sam. It is gratifying that
high government officials have recently been emphasizing that private
capital should have the opportunity to replace government financing
and that private initiative should rake up where government leaves off,

And so I say that our capital markets zre abour to enter upon 2
period of great usefulness and unlimited opportunity. We must see 10
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it that these markets are kept clean and cfficient. To the extent that
their capacity to serve the public is restricred by defects in the regu-
lavory laws, we must and will not hesitare to ask for appropriate amend-
ment, But such revision must be justifed by considerations of public
welfare, We can expect no results from any appeal to Congress that
is based vpon nothing more than “please-help-me.”

There is a great social responstbility involved in the business of
serving investors. Nor do we dare fail in our Function of facilitating
the flow of capital for the free enterprise of a free nation. If we will
maintain a stztesmanlike attitude toward the problems of our busi-
ness, [ am confident that the furure will be bright, We have ecarned
the right te cast off our sack-cloth, We have made our business a shin-
ing example of indispensable public service, ably and hanestly
performed.
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