Address of James M. landis before the National Association
of State Security Commissioners at New Orleans, lLouisiana, November 1Z, 1934,

It has been my privilege hitherto to have addressed only audiencas
composod of thoss whose activities have been placed under the jurisdie-
tion of our Commission. I% has been my good fortuns to have eszcaped
unharmed from these audiences but not always unscathed, This afiernoon,
howover, it is a different group to which I have the privilege of tnlke-
ing == an audience of government rather than of business, of men clothed
with & duby of assuring a feirer deal to our investing public rather than
of men for whom such an end is mersly a desire, indeed, an audience that
mey fairly be called the trustes rather than ths benofleiary of securiby
regulation. For it is in torms such as thess that I think of legisla-
tion governing our security exchanges end the sale of securitisg, in
torms of Yensfit rather than represcion, in terms of regulation that
redounds not only to the advautage of ths individual investor but also
to the advartege of the originstors and sellers of securitios,

It is now some five months sings the Sscurities Exchange Act of
1934 was pussed, but only a little more than ons month since it has
hoen in active operation., The causes of its origin are well known %o
all of you, causes that it is wise not to forget so that we may remain
Pirm in our resolvs that the reoccrd of the last dscade shell not again
te repsated, The opposition that the Act ergondered during its passage
through Congress, and that eroks fruitlessly against the storn insist-
snse of a Presidont, & Cougrses and a Habion -- ar insistence in no
uncartiin terms thxt our seaurity exchanges are so0 deeply affected with
a vitel public intercst thet thsy must be eontrolled in the invcerset of
the largo- pudblie that they serve == this opposition is now gradually
disappeering, Much that was once said of the Act and its main purposcs
now prover itcelf to be untrue, and the legislation as well as its
admiristration, I trust, is beginning to demonstrate itself as further=
ing its primary objectiva of making our security exchangss function
both more hoaestly and more effecctively to meet the financial needs of
our economic scoietye.

In trying to sketeh for you seme of the activities of the Saou-~
rities and Exchange Commission sincec its organization in July of this
year, let me &t th2 came time remind you of soms of the larger objec=
tives of the Act. Tho first is that of szesing to it that our stosk
axchenges shall be places for open and honest dealing, that their rules
shall be fair and equitable, end that certain practices which have bIen
permitted in the past ehall bs definitely abandoned, To effect these
ende the Act reguirsd all stock exshanges either to ke regigtered or, if
their volume was sumall in chrracter, to be specifically sxempteds All
the large exchange: and mostc of the smaller ~xchanges applied for rsgis-
tration. It wes grented to them upon the condition that they require by
rule that any violatior of the Act should be disciplinad as well as penw
alties imposed upon any conduct of e momber that was contrary to just
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and e juiisdie principles of trade. A’question, however, was raised with
reference to one exchange, the New York Mining Exchange, and after a hear-
ing wzal trought forth evidence reflecting seriously upon its conduct

an: orjanizavion, it withdrew its application for registration and retired
froz Lusiness. All the smaller exchanges rejuesting exemption were granted
3 tzmporary exemption for sixty days, pending investigation and hearzng

15 1o wnethweitv vhe exemption should be permanently granted and if so upon

- a1 verms. Officials’ of the Commission are now engaged in ccnduct;ng
sovestijations into theseé exchandes and hearings are being held with
r:rerence v0 them titroughout the country from Boston to Los Angeles,

In the interest of fair dealing oa exchanges The Act also bans
certain practices by making them unlawful and in numerous other cases
aathorizes the Commission to prescribe regulations governing other aspects
of doing business on exchanges., The Commission thus has two functions, -
of investigation upon complaint or otherwise of violations of the Act ih
this respect, and of study to formulate rules to govern the other matters
entrusted to.lits Jurisdiction. It has already conducved a number of
investijations in order to determine whether market manipulation in the
form oft pools, jigdles, wash sales or the like was taking place. It is
also conducting investigations preparatory to the formulation of rules
and regulavions governing such matters as shorv selling, puts and calls,
pegding and stabilizing operations, the use of stop loss orders and numer-
sus other similar matters, One of its largde exploratory tasks is that of
makind a Jeneral examination of the activities of floor traders and of
specialists in order to determine how it can wisely carry out the statue
tory mandave to restrict their dealinds so far as practicable to those
necessary to the maintenance of a fair and orderly market.

g

This aspect of the Commission’s work is varied and extensive., It
reqaires the ald of men versed in stock market practices %o watch these -
marxets daily and to act as troublé-shooters when any justifiable suspi-
cion.of unfair conduct appears. It also reguires a group of men to study
scientifically the operation of our security markets in a way that has yet
vo be done., The economic merits of many of these juestions are still a
~atter of debate so that ways of retaining that which is good and elimi-
nating thut which is economically evil have yet to be devised. Moreover,
vhe gradual overhauliag of the rales of our many exchanges in order to
irnsure fair dealing to the extent that rules can do so, will take thought
ind study, but out of tvheése we may expect in time exchanges more fairly
and more efficiently organized.

I rurn now to where lies, perhaps, the greatest of all tasks that
.aree the Commission. This is the development of adegquate corporate
resorts from the issuers whose securitles are listed on exchanges, It is
. commonplace of our thought that we, more than any other country, are a
~ation of security nolders, Our large corporations possess literally
verns of thousands of stockholders, whose stockholdings though they be

~ail are of equally jreat significance as those of the large stock-

Consequently, management more than ever owes a duty to disclose
uate and in revealing form the record of its stewardship. The
.ate narket practices which have occurred during the past decade
ued, in the main, only because of the atmosphere of ignorance that
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snshrouded corporate activity, Had the full truth been told by manage-
ment, and had management devoted its attention to management and not te
market manipulation, the record of the past deeads would have been vastly
different, )

- It would be idle for us to pretend that corporate reports in the
past have been always truthful and revealing. There are, of course, out-
standing exesptions in this field, but too often ascounting practices
have been employed for the purposes of concoeling rather- than of reveal~
ing the true situation to the investing publie. Then again much of the
concealment has been due to a certain secretiveness on the part of cor-
poration executives based upon the theory that only their competitors
would benefit from such disolosures as might be made by informative finan-
eial gtatement, Hardly fifty per cent of the listed corporations on the
New York Exchange, I am told, reveal anything more about the operating
success of their companies than to give a general figure of net opsrating
insome. Though, of course, in instances theres moy be validiby in this
claim for privacy, there can be no doubt that in the majority of cases
the idea cannot be seriously entertained that to give a fair and full
report of corporate assets and profits will give an unfair advantage to
competitors, Certainly, except in unusual instances, where such a claim
is insisted upon, one may well doubt the desirsbility of encouraging or
permitting public investment in the enterprise,

Without adequate corporate disclosures the basis of stable invest-
mant is, of course, lacking, If the figure given as earnings in an inooms
statement represents other than true esarnings or includes without disclos-
ure a non-recurring profit, the uselessuness of estimating market value in
terms of a ratio to earnings is only too apparent. And market wvalues
accurately to reflect the conditions of corporate success to eorporate
failure rather than of mere market activity must bear some relationship
to earnings,

The Securitiss Act of 1533 and the Securities Exchange Act of 1934
give the Commission a great opportunity to deal with this problem so as
to evolve standards of corporate reporting that shall be both adequate
and consistent, Much has already been done by sowe of the larger exchanges
towards requiring more affective disclosures., But in significant instances
these sxchanges with the best of intentions have failed., They need and
have needed the strong arm of government to assist their efforte. For, in
addition to depriving the resisting corporations of the exchange market,
some other disability must necessarily attach to those sorporations who
refuse without good reason to meet the minimum standards of full and fair
diselosurs,

The Securities Exehange Act, following the general principle of the
listing requirements of the exchanges, roquires as a condition precedent
to registration on an exchange the disclosure of specified financial and
other information. It also empowers the Commission to insist upon peri=-
odie reports as a condition to the continuance of those privileges which
registration upon an exchange gives, When the Act first cams into oper-
ation, it was necessary for the Commission, in order not to disrupt the
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continuity of business on the exehanges, to accord to all securities then -
listed on exchanges, as well as to specified classes of securities. admit«
ted to unlisted trading privileges, the right of temporary registration.
But this right expires under the law on July first of next year, By that
time & permansnt gystem of regiatratien will be in force, and standards
for the adesquats reporting of finmancial date prescribed, The Commission
is now at work on thess ferms and hopes to,have them before the=publis
within a short time. The task hes been a difficult one, to evolve stand=
ards that will at the same time reveal the facts and not mean an unneces-
sary end expensive burden for sorporations. - It is, of eourse, too much
‘“to expset that one cen overnight attain the idaals of ccrporatz.reporting
that we hops:eventually to.reach., Aoccounting is not yet, and can, per-
haps, never be, an exact scienée, Indeed, I am tempted to belisve that
on occasions ws have- sought-too atrenuously to use the dollar and cents
measuring rod to gauge matters which are intrinsically ineapable of being-
subjected to that type of measurement, But the Act and the Commission’s
powers are here $0 stay, and by u wise exercise of these powers over &
period of years we may hLonefully sesek to build-up the type:of adeguate
and infermetive corporate records that will make for more stable values
and a greater tendensy for investmsnt as distinguished from speculation.

Two other aspects of the Sgcurities Exchenge Act are related to
this problem of corporate reporting. The first of these seeks to again
apply this prineiple of adequate and trubhful disclosurs to the solici-
tation of proxies., If we are to revive our faith in the clder idea af
the corporation as a business entity which sought to give its stockbolders
the right by virtue of their investment to participate in the policies of -
managenent, we rust succeed in dsaling with this problem., The way in
which stockholders have been induced to ratify particular management
policies without sven a disclosure of what these policies are, is well
known to almost every holder of a voting security. Stockholderst' conduct
in the largs has been unintelligent in its appraisal of managemenh, It
could not be otherwise so long as stockholders were kept in ignorance of
whet monagement was seeking permission to do. Means must be .found not
only to bring about o disclosure of what stockholders are asked to vote
upon, but to gimplify corporate problems for judgmeont by them, if their
rights under the existing conception of a corporation are to be enjoyed.

The second of these related sspeokts of the Securities Exchangs Act -
is that section which deals with trancactions by officers and directors
and large stockholders in the stock of their corporations, It is aimed
at preventins thesw insiders from profiting st the expense of the large
body of stozkholders who can never hope to possess an amcunt of informe
ation equal to that which those at the helm of the corporation ares bound
in the ordinary course of events to’ acquire. But the function of thess
directors and officers is to manage and direct. their corporations and
not to specuiate in its securities. - Ta effect that end :the Act requires
monthly reports of changes.in their holdings to be mhde to the exchanges
and to the Commission. It also requires profits made upon & quick turn~
over of stocks in these corporations to be reburned to the sorporation L
itself and -not held for the privats benefit of the directors and. officers. -
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I nave not time today to dJdeal with those aspects of the Securities
mxchange Act which concern vhe excessive use of credit for speculative
parposes, or, in other words, marjins and borrowing by brokers and
dealers. The control of these avenues and uses of credit ~as entrusted
vo the Federal Heserve 3oard. Their margin regulations went into effect
apon the fifteenth of Octovber, and a margin ratio was preseribed, in
accordance with the statutory standard, that is neither deflationary
nor unduly restrictive. ) :

But tnere is one aspect of the Securities Exchange Act that I pare
ticularly desire %o mention. This concerns the control given to the
Jommission of over-the-counter securities and over—the-counter markets,
Very broad powers, extending even to the point of requiring the registra-
vion of brokers and dealers, were granted to the Commission over these
matters. The grant had two purposes in mind. One was to prevent listed
corporations from seeking these markets in order to evade the duties of
disclosure that continuance upon the exchanges would have imposed upon
them. 3ut aore important than this was the purpose to do something with
vhne over—the-counter narkeis themselves, Practices exist on these mar-
wrts, as you well know, comparsble in every degree from tae standpoint
of economic undesirability with those that conce proevailed vpon the
exchanges. Indeed, on the less respectable over-the~counter markets
sractices which could not have been indulged in even on the lesst respect-
able of our stock exchauges, still persist, Horeover, as rejdards the
magjority of securities dealt with on taese markets, neithar adeguate inie
tial nor pariodic corporate reporting ils to be found. Some means for
dealing wits uvhese lefects is rejuired.

Here, more than anywnere else, lies a fleld for cooperative effort
between the federal and the sitate governments. Adejuate surveillance of
these markets cannot be accomplished by the federal goverument alone, for
thaeir supervision would rzquire a verivable army of mesn. Much has already
been doiie by Lhe states tarcuadh direct suppression of frauds and by effec-
tive regisiration of brokers and dealers. 34t the interstate aspects of
these markets have on oceasion made them unasenable to state control, and
much security Jdisvribution these days of the undesirable kind nas soufht
vhe sielter of interstave commerce. We have already uncovered several
larje schemes of the sell and switeh usype that employed the liong distance
telephone o reach customers across state lines. Bubt more that sporadic
enforcenent 13 demanded in order to cope effsctively with tiils problem.

A well-planned attack i3 needed that will employ the avalilable resources
of bvotn the federal und the state governments as well as the cooperation
of vhe investment oxankingd iravernity. Wnat the lines of whis atvtack shall
e are wmavters o which we have already Jevoted much attention., One of
ts fealures calls Jor the establishment of redional branches of the
ommission in New Enfland, the Atlantie States, thz South, the Jouthe

%, the Middle West, the Rocky Mountain Re'ion and the Pacifie Coast.
Je must be within ready reach not only of the various exchainges, but
also of tne sources of the origination of the many types of securities
and the centers wherein these securities ar: distributed, Our strength
must be present not only for itself bat also to ald and hutsress the states
in our common objective to eliminate anfair and unetvhical practices in these
narketLs.
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It has been difficult in this short time to picture to you the
details of tho Act which we are called upon to administer, And to sketeh
exsept in a very brief way our activities since our organization, would
take too long. Indeed; it seems to me +that I have lived a lifetime since
last July. And to crowd that lifetime into a short half hour is impos=~
sible, DBut I hope that at least I have given you soms sense of the ends
that we are pursuing, of the small progress that we have made, in which
we have built wherevor possible upon the experience of the states, and
of the plonesr country that is atill before us. With the objectives of
legislation such e: this, nome of us (whether regulators or regulated)
can find true fault. In its sphere it seeks purposes essentially nkin
to those that state socurity legislation hes lonpg sought and in part
-attained for itswlfs, And if one purposs of your annual assemblage is
not mersly to increass your wisdom in dealing with your problems, but
also by the sense of cormunion to increass your resolve to meet the
challenge of your duties, may I hops that in bidding you "God Speed"
in your offorts, some echo of those words will find its way back to
us to chser us in our task, ‘




