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Mr. Chairman and gentlemen of the Committee:

colleagues and I appreciate your invitation to comehere today.

Weat the Commissionfeel that these informal meetings with the Congres-

. sional committees responsible for our legislation are all to the good.

If at all possible -- we knowhowbusy all of you are -- we think it

would be an excellent idea to have the Commissiqners and someof our top

staff people meet at intervals with you gentlemen and discuss our common

problems. The Congress has delegated certain responsibilities to the

Securities and Exchange Commission, including the duty to makeperiodic

recommendations on the need for new legislation, and this Committee, of

course, has a continuing Jurisdiction with respect to the Commission's

activities. Welike to think that you and we are on the same team in

our Joint efforts to protect the investing public of America, and to do

so with the least possible interference with honest business. Welike

to think also, if I may say so, that the contact between our Commission

and this Committee should not be limited to occasional reports, communi-

cations and formal pUblic hearings, but that much is to be gained by

Ji'etings such as this in which we get to knoweach other better and can

e~eak with a degree of informality. And so I am going to makethis pre-

pared statement quite brief, with the thought that more can be acoomp-

lished by way of informal conversation and questions after~ards.
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As I understand, the primary purpose of this meeting is to determine
whether there is any important emergency legislation affecting our Gom-
mission which we feel should receive the prompt consideration of this
Committee. We have no such emergency legislation in mind. The statutes
we administer contain ample powers today to take care of any emergency
that we can conceive of. Section 19 (a) (4)of the Securities Exchange
Act of 1934 authorizes the Commission, with the approval of the President
of the United States, summarily to suspend all trading on any exchange
for a period of not more than 90 days whenever in the Commission's
opinion such action is necessary or appropriate for the protection of in-
vestors. For some years we have had the necessary orders drafted for
prompt submission to the President in the event that an emergency should
make it necessary to close any or all of the country's stock exchange~.
These documents were first drafted when Hitler marched into Poland.
They were brushed off at the time of Pearl Harbor and again reviewed on
the sudden death of the late President. Fortunately, while we were
ready to proceed on each of these occasions on a momentis notice, it was
not necessary to take such drastic action. When we remember that the New
York Stock Exchange and the others closed their doors from July 31, 1914,
until December 12 of that year -- a period of more than four months
we like to think that perhaps the passage of the securities laws and the
existence of the SEC had something to do with the fact that all the ex-
changes were able to stay open right through every crisis that we have
had since the creation of the Commission.
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While we contemplate no legislative proposals of an emergency
nature, it is my understanding from the Clerk that the Committee also
wishes to hear of any non-emergency proposals that we may have. There
El;1'eseveral such proposals which are likely to require the consideration
of this Committee during the present session of the Congress. We assume,
of course, that legislation having to do with our defense effort must
receive top priority. We as~ume at the same time that, SUbject to that
priori ty, we must not ignore entirely any clearly expressed need for
corrective legislation in the field in which we operate. This is par-
ticularly true because of the indications that the present international
crisis, unfortunately, is apt to be of substantial duration.

The senior members of this Committee will recall the long hearings
that were held in the weeks immediately before and after Pearl Harbor on
a substantial number of proposals to amend the basic SEC statutes -- the
Securities Act of 1933 and the Securities Exchange Act of 1934. Those
hearings followed long conferences whioh were held between the Commission
and representatives of the securities industry. As to many of the pro-
posals the Commission and the industry were in agreement; as to others
they were in disagreement. That general legislative program died with
the war. And we now think that perhaps our 1941 program was too e1abo-
rate. Consequently, in the last few years 'fe have turned our attention,

i

together with representative groups of the industry, to the particular
segment of that program which is most in need of Congressional attention.
That has to do with the basic prospectus provisions of the Securities Act
of 1933. Only about two weeks ago a number of groups representing the
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securities industry handed us a proposed bill embodying their ideas.
We in the Commission hope to give them our reaction in the very near
future and I think it is highly likely that, whether we agree or dis-
agree, the industry or we or both will have specific proposals to sub-
mit for your consideration before too long.

When we come to that stage, we shall also b~ prepared to comment
on two independent proposals which have been made by the New York Stock
Exchange. One is to repeal Section 16 (b) of the Exchange Act. That
is the section which provides for the recapture of certain short-term
trading profits made by corporate insiders. Instead the Exchange would
amend the reporting provision with respect to such transactions to re-
quire the insid~rs to file reports immediately rather than on the tenth
day of the month following the transaction, which is the present
statutory requirement. The other proposal of the Stock Exchange is to
exempt from registration under the Securities Act of 1933 certain securi-
ties which have been registered and traded on an exchange for more than
three years.

A separate proposal -- and one which has received the virtually
unanimous endorsement of all segments of the se~urities industry -- is
a recommendation of the Commission that the Securities Exchange Act of
1934 be amended to make its registration and reporting and proxy and
insider-trading provisions applicable, by and large, to all corporations
which have at least 300 security holders and $3,000,000 of assets. Today
those provisions apply only to companies which choose to list their
securities on an exchange. You will recall that in 1946 and again last

-
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year we sent detailed reports to the Congress summarizing the studies
,

which we made of the proxy and reporting practices of non-listed com-
panies, and stressing the need for appropriate legislation. In the
last Congress identical bills were introduced by Senator Frear and
Representative Sadowski. Hearings were held by a subcommittee of the
Senate Committee on Banking and Currency last February, but the Korean
crisis and other legislation of a more vital nature prevented any

further action in the Senate and it soon became apparent that there was
no particular point in holding hearings on the House bill. The Senate
hearings convinced us that certain changes were necessary in the bill
as originally proposed by the Commission. We believe there is ample
room for discussion of the details of this measure, but that the measure
is basically sound and essential in order to close a serious gap in the
present legislative scheme. The problem is one which the Congress was
well aware of in 1934, but which it then confessed it did not know how
to solve. We now think that we have the answer, and we hope at an
appropriate time to be able to persuade you to that effect.

One other proposal which the Commission first made in J.945is to
amend the Investment Advisers Act of 1940, which today provides for
little more than a census of the country's investment advisers. Because
of the lack of any power to require advisers to have written contracts
and keep certain records, as well as the absence of any authority compar-
able to the Commission's power to inspect registered brokers and dealers,
the Commission can do very little about the fringe operators and the



- 6 -

tipsters in the investment advisers field. Here again I refer you to
a brief report which the COJIDIlissionsent to the Congress on January 31,
1945. We still feel that the proposals we there made are sound and in
need of attention, but it is our view that the proposals with respect
to the 1933 and 1934 acts should receive priority •
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