comduct and & new concept of responsibility. Thls concept has
2}&8‘3 desgoribed by Fresident Loosevelt who weld the Conpress ia It
ti:sﬁ; "What we seek 13 g reburr Lo a clesrer wndersteuding oi the
$ruth that those who manege banks, corporsiicns. and o:her RES

handling or using other psople’s noney are trustess zoting for o
I% is the conoept which underlies tle vesurivies and wxchavze Jomuis~

siag; It is the thems ©f the iaws wi -l ihe Lorsdssion adwminisiers.
s‘sf%g;; five years, 1% has begun to take roct im the sores of the Zime
amzi:&l sormmity.
In the Securities Ack of 1033 -
cffg:i:ig of new issues of securi

3.%5& it ia applied to trading in o
‘S%i};ity Holding Company ~ot of 1335 ©
Iara the ?riaciple finds expression in
fme of certain dvties and in prohl

“abuses and malpracticeas

faobs which debermine t‘ze investment miﬁé

pisos the s’campzaf, gsvemmexﬁ: e.ggrs?;z



753 requiring the issuer of securitiss Lo pisee o Pile with “we oo 2
Aané Bxchange Commission & registratiocr siaterent comielin ng e ez
) data. Dsalers who participate in the sale ol tie ssourities uov o s,

their customers with a prospestus which s wvarizes €ho IelfIimaviom o5 s

gt the Commission.
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The operation of the Seourities Lot ov 103

since it Decams low naz mean® thet sens vhtrress Lillsiow Jollfes voarl)

of ssourities dsgeued durine that wericd (zve Lgen o
enly after all the facts ned beon imde fmuull.oly eveliaile Lo 0w LS

that investors have bheen spascd Lhe olib w10 of galmsam or seecyll
hundred nilliion dollars of gsecuritlier tie iigusrs of wihitoh weve wai ioo
oF uneble bo revesl the true »ievire o iy various grooclsicss P
has meant furbher the discouramsnent o the oo sbock orooonor wilzi
attempts to pass muster Yefore 4hr Jzcuritie: o4 Bxcheunge Tomdrrios
have agein and egain proved fruitless

Theae are the tengible rssultz; msasorsbie in Asllere suy conts.

Hore significant, however, are the clunges 1o atbibude thet have
place on the part of those who seelr the invesluent of puoliec fum's 3
priva%e enterprise: The passapge of the Securities At was followed by

ungereritere

v,

over & year and & half of stubborn resistanze by benkers,

and others who somprise the nation’s machiner; Tor the issuante ol oo i
: ties, There was a deternmined xwilllinyuess to aceut lhe very propwe

.

- legal and moral responsibilities which %he Ast >laces upun thoze who

k iei te in public security offerings. Ultimately the Ifubilive of
Pm pa pu g
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’E;th 'beg&n to find recognition end socsplsuce in the finmsncisl corma
‘capital financing under the ‘¢t was begum on a large scele. The uew v
quirements of public ascounting end disclosurs,; whick et one time Zrew
sueh bitter and vehement protest, are greduelly becoming & part o1 roorlie
tusiness practices.

TE& Securities Exchange Aot of 133% crew wubt of the investleati.ny
zade by the Senate Banking and Currency o uittee into the prasiicss
which had formerly preveiled on our sbto:l cxchenges. The frasers of
the Aet sought éhree objeatives., Credii wuct uot be sbused tr finance

te Torme must he oatliswel

Tt

excessive speoulation, manipulabion in =il
and thers must be adequete public inforcecion on ail securibis. trad:s
~on exchanges, These reguirenwcnis were loter to be applied sz wall to
sscurities traded off the exrhenges.

The use of oredit for spesulstive vurposes s now under the comtrel

§ gt

of the Board of Governcrz of the Federsl leserve System whose margin
regulations restriot borrowing by investor: o fingnce security wurclasesn,
On our stock sxchanges, the trading melpractlcoes, sush as pools, wash
sales, matohud orders and other met ods of influencing prices wnfieirly
which had once been generally accepbed asg u recognired business technigus
are now violations of the gtatuts and ms such they have been reduced tu

e minimm, A further system of regulation for the vast and loocsely or-

g&nised markets outside the exshanges, known es the over=the-cowder

’ii;narkpta, 18 in the making.




7,;?“‘!@ and with a proper repgard for the interests of seourity holders a-d

securities listed on exchenpez. To that end; sll lisbed issmers ot
£ile reguler reports with the Comiseion- In many ceeer. this rajlre-
ﬁsnt hes for the first time wede avelleble to the aversge invesztor in-
.‘;‘ém'bion that therstofore haed bsen within the reaeh mnly of innliders.
As a result of the filing of these reperts there is growing up et ke
Commigsion a large and authoritative voluns of informetiom scewerming

American businsss, ) .

But the Aect hez had an even more profound effeet. 1% has brouw o3
home to American busginess the oblirsticrs of corparzie menezerent to Ik

vezt and sestbtered ownershiv. Theze lmve Leen edvences iu Lle field of

voiuntary corporsts reporting. Iset Luporbent, i

standards, born of lsgrl necessity. i: -ure &d wwore beewwdiar ooort o .

et

Emarican businses 1ife. Thiz 18 bast 27 lustvehed by & new movenczt ik

=

&t the present time eppears te be snzpii. iTsell on the countryls ool

&
]
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¥
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exohanzese These markets heve now besun ~
accepting & new standerd of publisc respoesitility.

The hisbtory of the Public THility Heldins Jompany Act of 1935 i Lak
another illustrebion of early resistence folluwmed by later ascepbarce of

the standards of trustees’ ip demended Ly Tthe law. Uo plece of leniclatizy

[y

in recent timesz has arocueed such intense entegonieam in the halls of “ovzrese
The passage of the Act, moreover, waes loilowed by orpanized refusal on wis
;xi-& of the utility indusiry tc acecept the law of the land. This cpen re-

’&silian we.e met by government not with punitive messures But rather wita

gabi;e ‘whose welfare might have endsrnpgered by such open defiance
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The Holding Company Asct gives the Ssourities and Exchange Commirsioo
mpéwisian over the finsncing operations of public utility holding son-
pen:!.ea, insisting that such operations must be Justified in adwvance 3a
eoonemie grounds., It iz the Commission’s dubly to pass .n the lssiacss
-of gecurities, on mergers, reorgenirstions- consolidations and ocler
meansg for scquiring utility assebs or securiiles. The Act bars thoos
finansial practices whioch have destroyed oo much Investuent inm pub.’:
ubtility companies; for exawple, misuse o juris ups or write-ups of z.sat
accounbte, upstrean leans in & holding oorpony uystenm, and the liversion
of earnings from operating compsnlegs So e Tioets of the inclle few
who owned the "servics" mnd “constructiiu® coupenies, The Condeel
hag power to prevent the digpersion of canitel trogh the wrong
payment of dividends and can supervise the zo-cunting practices rolliowed
in holding eompany aystens.

In one outatanding provision the Aot expresses the devermirstion of
Congress that the holding compeny relsticaship has become so complicated
ag to make mere disclosure of fimancial facts meauingless as & vethod of
eéntrcl. To achieve simplifiecation, the ~ot directs tuat eaclh syrten

shall teke steps to limit its opermtions {with certein troad excepticnis’

-

%o & single interoonnected and coordinsted cystem confined to a singiz c 2

geographio area in one or nmore stetes. Dut the Act applies & rule of

] -msen and merely directs the Commission to require that such steps be

ﬁmu soon a8 practiecable after Jamuary 1, 1938, thus permitting
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?h" : provision becare the terzet Tor the zre
upon. the Act both in Congress and since ite euscinment. The
4he heat of paasion wowisely lazbelsé the provision s "deatn ssnvea .’
¥ore recently, upon sobsr reflecstlor forwerd looking zrocps in vhe -
dustry have oome to regret the use of the tern "deabh cenbence™. =

735: becomes apparent to sveryone thet, e the freneres of the Juv vl

understood, no real utility values %078 be dsstroved ar dimicgkhe:

£
o
&

¥

S4piking evidense of this ig to be Jound im the volumbtery fi3i.. T: v
-major holding eompeny gystens of piovs for siwplification wmigr 7 oo

tialion once bermed & "desth mentanue®.

There are cther frontisrs ints whish the roversmest hez o =%
senetrated in 1ts role af the pase-sstter of business stendisrdr- | o
fivst of thege s ‘he fisld of corporate reorganldeabion. Tho txvili-on
has somplsted s broad and exhauvetlvs investopation avt orized o s
Securities Exchanre Act and bepum in 3034, of the orecticss ol rovc-¢iiice
s#% reorganizstion caﬁmﬁtees, f84x wolumce of en eishi=volume repors

have already beeon sent to Congress end mede mublic. 4z & rosuln 2l Jigo =

h r&mm&t&m made in these reports,. theree bills heve been imbrodii el

4n Conpresss +the Barkley Bill which decls with the corporsts trucues

sud the trust indenture, the Loa D111 which deels with the solivitati.s

‘;ﬁi‘,éepasitsg proxies and assents in reorgenisetion situations, end

ﬁhagtar X of the Chandler Bill containing a complete revision of the
se tearganistﬂm provisione of existing lew.




- _wmﬁb@d by Jaw is that oeeupieé by investment trusts end investment
sompmiosg A eomprehenaiw study on this subject was authorized in the
B Pu'blic Utility Holding Company Act and is now virtuslly completed.
. From a practical point of view Federal securities regulatloa it a
7 r&lﬁyn To date the Courts have upheld the fundamentals of the statubers
g’u a—‘;eng the line. Yet, there is & further and ultimabe test of this
regulatory effort, If it 18 true that "that goverument is best which
gefnrns least™ then the susccess of these laws must ultimetely be memcured
by the aoceptance of their basic prinsiples into the business snd fimam-
czia.i 1life of the country. The struggle to brin; about e rebturn teo ancient
Smgrds of trusteeship is won not with the passage of legislstion nor
7 ya’b b'y' the imposition and enforsement of regulations. It is won in the
~ Yong and arduous congquest of old habitss it is won finally when these
S‘benéard; of i:rusteoship and responsibility ere st lest woven into the
f’ury fabric of our f4nsncial and business life.




