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Eoth the courtesy of your president and the title given to my re-
marks on the program give me considerable latitude to seélect my own sSub-
ject. I am golng to take advantage of the opportunity to give you my
views concerning some current problems arising out of the regulation of
the securities business., These views are my own and should not be taken
as a statement of the views of the Commission, Although my remarks will
not be specifically limited to dealings in any particular type of sedurity,
I do not intend to include in them, dealings in gdovernment or municipal
securities, which are classified as "exempt securities' by the Securities-
Exchange Act of 1934, -

Many of the problems which currently confront both the regulator and
the regulated arise from the fallure of some of those engaged in the
securities business to recognize the responsibilities which they have
created and fostered, Let me be more specific., 4s you know, 2 number
of persons who are engaged in the securities business axg who are in fact
brokers seek %o do business with the public as dealers, and many dealers,
by leading their customers to believe that they are disinterested brokers,
seek to conceal the adverse interest which they have ih every transaction.
They ignore the judicial admonition of Justice Butledge that "he who
would deal 2t arm's lengbth must stand at arm's length, 4nd he must do so
openly as an adversary, not disguised as confidant and protectqra"_l/

Everyone close to the securities business has frequently been con-
fronted with this problem. John J. Penrett, Jr., when Attorney General
of the State of New York, spoke out vigorously on the subject: He said:

", . . recent investigations have indicated a general tendency in
the securities business to eliminate . . . distinctions between
brokers and dealers, In other words, deazlers have purported to act
as brokers when they, in fact, were dealers; on the other hand,
brokers, or those who hold themselves out as brokers, have in fact
acted as dealers. There are indications that this practice has
become so widespread that the matter is now of grave concern."
t . - !

The parallel problems created by brokers who would be dealers and
dealers who would be brokers have a common origin in the fear of some
professionals that their profits .would be jecpardized by a complete and
honest assumption of the responsibilities which the common law fastens
on those who undertake to furnish expert counsel and guldance to the un-
informed or uninitiated. That the public customers with whom the pro-
fesslonal does business are usually uninformed and in need of expert
advice has been emphasized time and again by persons engaged in the
securities business. Indeed the enormous growth of investment companies
is due in large measure to the success of hundreds of dealers who, in
selling such shares, have persuaded investors of their inability to
safeguard their own capital. Moreover this disposition of the average

1/ Egroll vs. Picken, 113 Fed. (24) 150 (1940)
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man in the street to have others manage his own investment affairs is

evidenced by the rapid growth of the trust depariments of banks and other

institutions whose business it is to guide th° public in the complicated

task of intelllgent investment. P
The reasons why some brokersyseek to escape thelr responsibilities

and why some dealers disguise their occupation is apparent from a considera-

tion of the differences between the responsibilities of a broker and a

dealer. Once a professional becomes a broker he can have no interest in

the trénsaqtlon which is adverse to the interest of his customer unless

he makes the fullest disclosure pf the nature and extent of that adverse

interest, When the broker buys securities from others on the customer's

behalf, he must disclose to the customer the price of the security ang,

as a separate item, the amount of the commission which he is charging the

customer. When the broker sells securities to the customer which are his

own property, he must disclose all the facts the customer needs in order

to measure the extent of his agent's adverse interest in the transaction.

In practice, this means that the broker has to disclose the profit which

he makes and ithe market price of the security which he sells. A dealer,

on the other hand, is not the agent of his customer. He may have an un-

dlscloée@ interest Xn the transaction which is adverse to the interest of

the customer, When he sells a security to the customer, he need not

indicate to him the amount of profit which he makes, .

I' do not emphasize this difference for the purpose of criticising the
dealer for making a profit. He is, of course, entitled to one commensurate
with the value of his services and the risk he takes for the benefit of
his customers, I point out this distinction only for the purpose of in-
dicating the basis for the frequent preference of the professional for the
dealer capacity.

Kow many firms which in fact are brokers, in practice purport to act
as dealers. Their explanation is simple., They say that if they were to
act as brokers they could not make enough money to stay in business be-
cause 1f they revealed to their customers the amount of their compensation,
the customers would rebel. The classic case that is usually presented is
the one of the salesman who travels 50 miles out in the country te try to
sell some securities to a customer. $Says the firm which employs the
salesman, "If we told the customer how much we had to charge him to cover
the cost of sending our salesman out 1o see him he would not Buy any
securities from us. Since it would not be good business to tell him the
amount of that charde we will act not as a broker in filling any orders
which our salesman may receive, but will act as a ‘dealer,

This explanation is understandable enough but it ignores the realities
of the relation between the customer and the salesman, A salesman seeks
to convince the customer of the expertness in securities matters of the
firm which he represents. He invites the customer to disclose to him the
state of his funds; the extent of his obligations both to his family and
to others; the hopes and fears which he has for his future security —— in
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ggneral he 1nvltes and. usually obtaing an 1nt1mate picture‘of his - -. ..
customer's. fiuanglal resources aad needs. On the basis of-such knowlgdge
the salesmap.séeks to advise. ‘This is as it should be, for usmally the
relative valye;.and merits of the thousands of securlties ocutstanding.can
be-understood. by the layman only §f he has the adviece and guidance of a
professional. And it is just that that such a saleaman and his firm .
become! a professional whose counsel is given as surely as 1s that of a
lawyer. --Such a salesman iIs not a purveyor-of pieces of pretty paper any
more than = legal draftsman sells the paper or which a ‘will i's written.

3y choice he has become the £inanc1al\advisov of bls customer. Here the
parties ‘are .not, bargaining at arm's lengta.. Rather, one has become the
agent of the other. In this setting the law makes plain ‘the agent's

dﬁty.‘ He must-act -with an eye sing $le to the customer's wel fare. Being

" human -he must not. be led-into any of those human' temptations which are

so well-kndéwn and- which the law recognizes by requlring the fullest 'dis-
closure 6f any'adverse interest which an agent may have in a transaction,
I know of lawyers' who have so advised their cliewnts, Moreover, I know
firms who ighore that advice and segk to act as dealers when they are,
and should act as, agents.

It is unnecessary o labor the.point any further that the securities

flrm is typioally in a professional relatlonship with its customer.

sefbre leaving the subject, let me point out, however, that brokers some-
times mistakenly assume that they can aveid the obligations of their posi-
tion simply by confirming a transaciion in language which technically:
discloses that the professional has acted in the capacity of a dezler,
Exper;ence has shown that the language of the confirmation slip is not

. understood by most customers. For that reason courts will usually digre-

gard the technical language of the written confirmation and wiil look to
other fagts to discover the true relationship between the parties:

This improper practlce of some brokers' to act as dealers is one
which quu*res no new rules and regulations of the Commission because the
common law is plain. It is fraud for an agent to sell his own property

" to'his principal without the fullest kind of disclosure. Since it is

fraud, those firms which follow that practice not only deceive their cus-
tomers but alsc aeopardize their financial stability, for every transac-
tion into which they enter on ‘this fraudulent basis is voidahle at the
election of the customer. As a result, the contlngent liabilities of
these firms.grow with, every new transaction. The possibility of such
contingent llabilitles is one which is disturbing not only to the pro-
prietors of a business which misinterprets its true relationship to its

“jcustomers but alsp.to those who by law are charged with a duty to tske
* steps to safeguard the financial responslbxlity of brokers and dealers.
‘T4 is @ contingent liability for which it is difficult to make provi-
‘Si°ng The firm.which does so in effect confesses that it 'is not doing
) pﬁslﬁess with 1ts customers on 2 proper basis.

.
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No rules or regulations of the Commission can speak any plainer “to
the agent of his obligations to his principal than does the common law.
Yéet 'in my experience no canon of the. .somnon law is more widely ignored by
brokers than that which we have been. discussifig. When ‘brokers: genérally
recognize their responsibilities as. brokers and when dealers seek to- R
assume no. other role than that of a dealer, a long step forward will: have,
been taken in the protection of the public in matters involvtng the pur— .
chase and sale of securities,

. N . )

Fortunateky, there 1s evidence of & growing swareness of some firms -
of their obligations to their customers. fThis has been manifested in
two ways. Some firms who until recently confirmed most of their trades
as principals have given recognition to their true status by.adopting a
policy of acting only as brokers for their customerss: others, although
continuing to act as dealers, now undertake to advise -their customers of
the market for the securlity at the time the transaction 1s effected. These
are some of the most wholesome developments which I have observed. In my
opinion the agency method of doing businéss more nearly represents the

_true relationship which usually exists between 2 security firm-and the,
average public customer., Nevertheless market disclosure by a dealer is.a
long step forward. .

Those of us whose duties require us to enforce the various statutes
designed to protect investors know of the many fraudulent transactions be-~
tween dealer and customer which were possible .only because the customer ,
was kept in idnorance of the market value of the security dealt Ln. ”hose
among you who are in the securities business know how deelers have béen -
plagued for years with the problem of what price to charge for a security.
The administrative decisions of the Commission and the recent dec;sion of
the Circuit Court of Appeals in-the Hughes c¢sse hzave held that a2 dealer
must do business with his customer at a price which besrs a reasonable re~
lationship to the current market value of the security dealt in, You know
the difficulties which have been encountered in determining what is 2
reasonable relationship to the current market in a specific transaction.

I believe that this is a matter which generally should be left to informed
negotietion between the dealer and the customer., I belleve that a'dealer
should be required to inform his customer of the market value of the se~
curity involved in a transaction so that the customer may have an effective
voice in establlshing the price at which the transaction is to take place.
This iIs at once the most simple a2nd the least meddlesome way of solving a
complex problem. It is the very negetion of burezucracy because it re—
quires nothing of the administrator. It would leave to 'an informed
judgﬁent of the parties to the trensaction the determinaticen of the price
at which it would take place. '

There is a discernible tendency toward making this kind of disclosure.
This iz a development which I believe should be fostered by the Commission
by the adoption of a rule requiring ‘that all dezlers make such disclosure
of market velue in transactions with public éustomers., I have hzd many
discussions of the merits of a market disclosure rule. I have talked to
professionals and non-professionals who favor-it. 1 have talked with many

-
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professionals. who are opposed. Fundamentally, the opposition springs from
the fear’ of some deslers that they cannot Justify to their customers the
amount ‘of ‘their charges. This 1s8’'sn argument which will hardly commend
itself to the customer whose money is at stake, nor is it an objection which
impairs in the slightest the merits of such a rule. On the -contrary, I
believe. that the proposition that the customer will be unwilling to com-
pensete some dealers in an amount satisfactory to them is one of the best
arguments that can be made for such a rule. It is an admission that the
added amount above market value which some dealers now exact from their
customers is more than the traffic should besr. That the traffic will bear
a reasonable charge 1is indicated by the example of those firms who do
business with their customers on the besis of the fullest kind of
disclosure,

I know that there are those who will say that the proponents of a
market diselosure rule do not understand the over~the-counter business.
Passing over the obvious answer thet persons engaged in that very business
can be found -who are in favor of market disclosure, let's examine this
argument and seée where it gets us. We are told that we do not understand -
that the ovér=the-~counter market is a negotinsted market resulting from
purchases and sales by informed individuals; that it differs from the ex--
changé markets which operate upon the auction principle. It is said that
in the overw-the-counter market 1t is not a case of the best bid seekind -
out the best offer. Rather, we are told, it is a case of two informed in-
dividuals, one desiring to hMuy and the other to sell, who meet face to
face and strike 2 besrgain., This description of the over-the-counter bugli~
ness sometimes holds dood when thé professional bargeins with the pro-
fessional or with the institutional investor or with that rare bird, the
sophisticated individual investor; that is, with those persons whose
knowledge of the security end its market is equal to or approximates that
of the professional, It is sheer nonsense when used to describe transac-
tions 1hvolvlng those persons whom a market disclosure rule is designed
to protect. What kind of informed negotiation can take place when only
one party to the transaction has all the facts, or when the other party
has only those facts which the first sees fit to give him? What kind of
informed negotiation is there when a sophisticated dealer edvises an
inexperienced woman how her life savings should be invested? He who cone
tends that the transactions which take place between 2 dealer and the
average man in the street are the result of informed negotiation either
does not speak from experience or ignores its teaching.

‘ Consider for a moment the way the over-the~counter business 1s con—
ducted with the public. There zre, generally speaking, wo types of .
oréeés received by dealers., There are some orders which are unsoliciteds
that is, persons desiring to buy or sell 2 security will go to a firm and
seek to effect a transaction. Frequently such transactions are 28 8
result of informed negotiation. Here disclosure causes no difficultégs,
for in such e setting the honest dealer's price deviates but little 1?::
the prevalling market price. Ezcept for transactions with other desle
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or with institutional investors, however, we know that most over—the—-
counter. transactiens are as-a result of the ssilpltation of business by

a firm. -It usually- works about this way..- A: firm learns of-a particnlar'd
security which it thinks would make an attractive investment for certain-
of its customers. - Bometimes it spepds, g considerable amount of time and -
money in- acqulring information congerning this sécurjty, Sometimes it
will .take a position. . Sometimes, and. -probably more oftén, it:will-not
take a position but will know. where the security can be obtained: Sales-. -
men representing. the firm approach ;ﬁs customers and bring to: $heir
attention the merits of the Secur%%?

H

Frequently a‘customer will ‘not have heard of the security before.
Invariably if he'had-heard of it he knows little about it. He therefore
depends upon the salesman to tell him all about the security and its
issuer. Invariably the salesman will impart investiment advice to the cus~
tomer, sometimes volmntarily and sometimes in response to the eustomer's
questions. The desirability of the investment will be. stressed. by. the
salesman, who -for that purpose will draw on his knowledge of .the .customer's
affairs and investment program.  Now here is a-situation in which the
salesman has undertaken to bring to the attention of his customer a.recom—.
mended investment.- He undertakes to educate the customer concerning-the -
desirability of that investment and to advise its:purchase., He will.seek .,
to convined him of its value, . IR making the sale the salesman will present
material facts concerning the security to the customer. . s

A disclosure rule would aim to give the customer material facts con- -
cerfiing the market's appralsal of the value of the security under con- .
sideration. While it would require that the current guotations be glven
the ‘customer, it would not prevent the szlesman or his firm from‘giving
more detailed information concerning the size of the. market, its availaf,
bility, or such other facts as . may be deemed material. A':‘

Now I believe that in making retail seles %o a customer the firm 1n
the eyes of the common law is usually an agent for the customer, Let us,
p2ss over the delidte question of agency, however, and concede for
argument's sake that in the kind of transzction which. I heve just des—
cribed the firm is a true dealer; that is, that it is selling its mer-—
chandise in a denuine arm's length trensaction. 1f the customer is in-
formed on security matters I am sure that one of the first questions which
he will ask-is, what is the market value of the security? - I take 1t thgt
no one will dispute that he is entitled to an honest answer to that
question, Let us assume, however, that the prospective buyer is not
fully alive to the situation and is ignorant af the factors which enter
into a determination of the price which he should pay . for the security.
Again I take it that no one will be found who will argue that the dezler )
should take advantage of that lgnorance. Should the uninfbrmed customer,
be kept in 2 poorer position to protect himself than his more SOphlsflcated
brother? Not if the theory~ is sound on which our federal securities ledis~
lation is grounded., A§ a Commission we are dedicated to the disclosure .
princlple. We belisve that there are no material facts which shquld be
withheld from investors or potential investors.
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Indeed in connection with those offerings of securities as to which
registratxon is requiired under the Securities Act of 1233 disclosure of the
market quotations prevailing at the time-of redistration is alvays required

awhere the terms' of the offering make such disclosure materisl, Moreover,

- af~you know, detailed information is-always contained in such statements
concerning the extent of the interest in the .distribution of underwriters
and all other persons who are partlcipatxng thereln.

Morecver, itls unlawful under Section 17 of the Securities Act to
omit to state-a material fact if the omission makes misleading the facts
which are-stated.- Value is, of course, a material fact. Every time & -
dealer makes a"sale of-a security he piaees 2 value-on it and if that value
is at material variance from the market valué, the dealer is uhder an
obligation"t6 disclose that market valie., If the failure of the dealer to
make disclosure becomes-the subject of litigation, what is a material
variation will usiually:bé ‘a question of fact for the jury. It is not too
much-to sugfest that a jury might find ‘any-variation a material one., As
the'Sédond Circuit-Court recently stated in the Hughes case!

"The essential objective of securities legislation is to protect

those whio do-adt know market conditicans from the overreachings of -

-’ -those''who do. ‘Suech protection will mean little if it stops-short of
the point of uwltimate consequence, namely, the price charged for the

securities." 2/

- - Apart ' from légal arguments, however, everyoné:is agreed that the
dealer shéuld“not take advantage of ‘his customer's:ignorance, This would
seem- to destroy the validity of one-of -the most common objectichs urged
against a disclosure rule; namely, that customers if informed will not
pay more than theveurrent market pricde, —For if it is true that customers
who are informédiof the anarket value would refuse to pay a higher price,
‘then it must follow that the -dealers who charge more than tne current
market are takiag advantage of thexr customers ‘1 dnorance, -

-Another bbjeetién which is urged against a market disclosure rule
is that it will put some dealers out-of business, If you go back into
history, “this argumért has been brought out whenever anyone proposed that
the investind publfc-be given a break in security matters, Criginally it
was urged against the state blue-sky isws. It was urged against the -
Securitiés Act and the Securitiés Exchange Act., It is getting somewhat
éhopworn.A~NevePﬁﬁeIess; there may bas something to it. A market dis-
closurfe rulée -may ‘put some firms-out of business. I am told that the tlue-
sky laws did, I.am sure that the Securities Act and the Securities
Exchange Act did, I have no reason to believe that a market disclosure

2/ Charles Hughes & Company, Inc. vs Securities and Exchange Commission,
139 F. (2d) 434, 43" (c.C.a. 2d, 1943),
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rule will not. However, I gannot lament the firms which were closed down
by-the hlue-sky .laws, -the Securities Aet and the:Seauvrities Exchange: Act;
and. I cannotr mourn those who, 1t is.said; will:not survive if they -teke. ..
their customers into their.confidencesto .the extent of Lnforging them of
the maxket value of the .securities which,they are;solicited te buyor §eA3.
There are, and will: remain. hundreds..of . fﬁrms Who- make .an.even more compleb
disclosure to their customers. Ll ,f: PO T O I
Trl T LEg T, DUy LT T a7 e
Nc one who is famillav with tbe work of the state securities commis—
siops or with the work of the SEC.can fail to:be -impresged by.the vzlue
of - the legal safeguards whiech have been devised for the-protection of -
investors since the sad experience of the late 1920's. - In tbe- federal . .-
field, however, these safeguards are.most in. ev;@eace‘wi}hurgqugtntoupew
offerinds and to those securjties. which.are listed upon:national seguri- .
ties exchanges, In spite. of the vapious provisions of siate laws.and of .
the Securities Exchange Act aund:the adoption of.rglgs,and,regp;agions“rg-
lating to-the over-the-counter market there is not :yet adeguate regula-, ..
tion of that market, nor will such regulation come with.the,adoptlon .of -
a market disclesure rule alones :The same spotlight of disclosure which .,
did so much to restore public confidence in our exchanges and in the
securities -listed thereon should be placed upon_the gver-the-~counigr:
market as well.. This spotlight should be upon-those sgeurities which are
not listed .on a national -securities_ exchande as.-well as ypon- the.transac-
tions whigh_are effegted in tne-over-the-counier market, vl e

As you know, the Securities Act requires the regisiration of new
offerings and the:Secuyrities Exchange.dct the redistraiion of these securi-
ties which are listed on.national :securities exchanges, There.are-thous..
sands of gsecurities now outstanding, however, as to which-registratien, .is
not reqguired end congerning which little public information,is. availablet“
Most of .these securities are traded exclusively-in the.ever-the-counter . .
market, .although . .there. are some which arg admitted to.unlisted. trading ..
privileges upon national securities exchanges. -Here.is-argntque opportunity
for all brokers and dealers ‘to serve the ;koterests ofvthe, imnvestors of
America., This they can do by promoting standards of disclosure to which
unregistered issuers of corporate .securitjes must adhere,. In this ceonnec-
tion there comes to my mind at once the.example of the ¥ew York sStock —
Exchange which many years ago tegan to dmsist upon certain disclosyres by.
isauers whose securities were-traded on its-board. These familiar with..:
the pioneering work of the New Yaqrk Stogk Exchange -in - thig .respect.agree. ..
with Adelph Berle who has stated that the most. forward:leoking steps-Yaken
in Wall Street during the-late 20's were. taken. by thgikxﬁtiqngommLtteq;of
the Newy York Stock. Exchange irn order- to promote:the public disclosure of
material facts concerning the issuers of the. se¢urities listed on that
exchange, . A o P e w-iz';ﬁi
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"Much of the work of-that committee has been superseded and augmented
by thé”reg;stration requirements ‘of the Sécurities Exchange Act of 1934, -
The Senate Committee which reported favorably on that statute said of its
registration ggquiremenﬁs that théy ¢ontain the wminimum protections which
security holders are entitled to6 receive. These requirements plus.the
other statutory protections now operating to safeguard investors have
combined to increase the faith of the American investor in the operation
of certain segments of our securities markets. o -

It is a matter of concern to those of use who represent agencies of
the government ?hat the minimum protections afforded by these registra~
tion requirements are mnot available to all investors. ‘It should be of:
even greater concern to those whose responsibility it is to supervise the
investments of their clients. Just as it is true that confidence cannot
exist in a market in which values are concesled, so it is also irue that
public confidence cannot IOng‘éontinue in those issuers of‘securities who
pursue a policy of withholdirng material facts from their publlc security
holders. It is difficult to understand how a broker or dealer can advise
the purchase of the securities of an issuer. which does not give recogni-
tlon to its obligations to its security holders by keepinj them fully and
fairly informed at reasonable iunpervals councerning the progress of the
enterprise. Not only is there little basis for confidence in the securi-
ties of such an lssuer, but also there is bound to be some lessening of
public confidence in a security firm which encourages its customers to
invest their funds blindly. It must be borne in mind that in times of
stress the puplid often lays the acts of an issuer at the door of the
firm which underwrdte or otherwise sponsored an interest in its
securitlies. ’ : .

It would seem to be boih appropriate and feasible for professional
organizations of brokers and-dealérs to establish high standards of.
disclosure for all issuers of publiely held securities, and for the
individuval members of those organizations to -enforce observance of tnose
standards by refusing to recommend to their customers the securities of
those "issuers who fall to comply. Those standards snould strive to
approach those required of registered companies by federal law, for as I
have already remarked; the Senate (ommittee on Banking and Currency after
months of hearings and study stated that the registration provisions of -
the Securities Exchande Act represent the minimum protections which stocke-
holdérs should have.- Those issuers of publicly-owned securities who
studiousiy’sidestep their obligations to their shareholders will have no
Just ground for complaint Lf they find their securities ignored by re-
Sponsible'brokets and dealers. HYstory has recorded too many instances of
tragic consequences to investors by reason of the failure of those manag-
ing an enterprise to take its owners into their confidence concerning the
progress of the business. :

The inauguration of a program to compel such disclosure cannot help
but raise the confidence of investors in these engaged in the securitles
business. I do not mean to suggest that brokers or dealers caa, without.
the aid of additional legislation, achieve for their customers who buy
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unreglistered securities protections equal to those now enjoyed by the
nwne:s-of registered securities. . ¥ deam=an 40 ;s8y, however, that because
ties, brokers. and dealers can greatly gdygnge the;g_;ptergsts and the“
interests. of -lnvestors by promoting more, adequate disclosure by the
issuers of, upreglistered securities . pending the adoption. of appropriate
legislation, thg pead, for which is: gretty eenecal‘y recqgnizeg., '

I belxeve that 1t is of paramount importance ﬂor—those of us ln .
government as well as for those who are'in the securities busxneqs, angd
investors generally, -to-promote the observance of those .standairds of
corporate, morality which-.are embodied in. the state , and. federal laws re-
lating. to securlties. To the extent that issuers or transactlons are not.
-covered by these laws it is in the self-interest of brokers and dealer",‘
to seek to extend. the wholesome beneflits of- thg’disclosurpAstgtuyes_to
all; issuers. I know that this philosophy runs.counter to the current .
thinking of some professionals engaged.in the securities business, . I,; .
know some who see in the current disparity of responslq111ty betueen )
registered and unregistered- companies- an opportunity to build & business
confined to dealing ln unregistered issues. I inow of professxonals who
‘to promote thelr own self-interest have sought to persuade issuers .to.
avold or escape: the responsibilities of registration, and tao w withhold jroh,
the'-American investors those protections which the Senate Committee de~ ’
scribed as minimum protections. - These are the profeSaionals who_ mistak- .
enly believe that they are in competltxon with their customers and who. T
find in public ignorance an opportunity fbr<prof1ts based upon *nside .
knowledge of the affairs of an issuer. .Such professionals are blind —-:‘
blind to their own responsibilities to- their, customers and blind to thei
responsibilities of the securitles business to that segment of our
national economy which it professes to serve,

v

In making the suggestions which I have advanced here today I have
been influenced. by the conviction thay those engaged 'in the securities
business are not hucksters. It.-1s not . doing violence to _the truth to i
state that the public relies upon them .-for invesiment advice, largely )
because of the efforts of those engaged in the business_to achveve that ;
objective. Moreaver, this reliance of the individual upon the profes- .
slonal is the natural result -of public bewilderment in the field of _ |
finanee, .a bewllderment which is -born of a, necogplt*on that the choice
of proper investments from the thousands of securities outstandine is
one which can best be made by experts .in the field. Since the securi— )
ties business has successfully sought to foster this dependence of. the .
public ‘customer on the professional with whom he aeals, it is tine for
all those engaged in that -husiuness tq give recqgnition tc those responsi—‘
bllities which spring- from thalt dependence.

¥ s e K“ .~.

The true role of persons engaged in the securities business is one .
of service -~ service to the issuer who needs capltal as well as to the
investor who has. capital sesking employment. .To suggest that persons
engaged in work of such imporiance to qur gconomy should depend for
their ‘1ivelihood on the concealment of materlal faqts s to underestimate
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their place in the field of modern fimance as well as to bellittle the
dignity of their occupation. An enormous amount of our savings is in-
vested in securities. That dealers by concealing markets should secek to
withhold from the public the most practical gauge of the value of these
investments is as shortsighted as it would be for a bank to seek to con-
ceal the facts concerning its abllity to repay its depositors. Confidenee
exists when facts are known. Confidence, however, must be earned and to
be earned must be deserved. It is not deserved by those who would make
market value a trade secret.

If they have not aircady attained 1t, persons engaged in the securi-
ties business approach a professional standing, and as professionals or
quasi-professionals must be judged by standards worthy of their status.
It is not consistent with the pubdblic interest® or their own pretensions to
Jjudge them by any other standard. They must not compete with their cus-
tomers for trading profits, for such competition would be so welghted
agalnst the individual as to be unfair. They must not be permitted to
take 2 hidden toll of that part of the public's savings which is ipvested
in securitles. They are of course entitlied to profit from their calling
by being fairly compensated for their services. But that compensation
should not come from hidden charges which are made possible by the con-
cealment of material facts. As Cordress sald in 1934:

"There cannot be honest markets without honest publicity. NFanipule~
tion and dishonest practices of the market place thrive upon mystery
and secrecy . o " 3/

The laggdards in the securities business must guicken their pace and
fall in step with the progressive elements which correcilly interpret
their obligations to their customers and to the nation. In the long run
this is the only way to retain the public confldence on which the securl-
ties business depends.

Because of the concealment .of material facts from investors, that
confidence was once lost. It can be losb again.

3/ H.R. Rep. No. 1283, 73d Cong., 2d Sess. (1934).
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