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I look to the time when Chicago can come into its own in the world of

finance. What is true of' Cldcago, is true of other regional centers. Phases

of these local problems vary greatly from those of Chicago•. Yet they have

commonelements. One relates to the stock exchanges , , Another relates to

the financinG oi local industr.t Lue Lud Ln g small busine.ss.

S;;-mbolic or the commonpro bl em are the stoch exchanges , They are an

integral part 01 the machinery or' the capi tal and securities markets. Their

health and vitality are important to those Rarkets. ManageLent of them in

the public interest is essential. Their growth and :levelopment as adjuncts

to the financial community are basic and of deep concern to' us in \'iashington.

Hence I am heartened b.t recent activities right here in Chicago. I

viewed with great interest the survey which the Chicago Stock Exchange has

made, and the recent rroposal of tbe Governing Committee to turn the find-

ings ot' this surve,y into a fJrQgra~lof act.Lonv This program, as I understand

it, would discard an admittedly archaic ~ystem !~r a modern one along busi-

ness lines, with a paid executive staff fully authorized and responsi ble for

administrative action. I want to emphasize how truly signi~icant it is that

Chicago had the foresight and initiative to take the lead. It is of signifi-

cance because it indicates that the ChicaGo financial community is thinking

about - and acting upon - its own problems, without waiting to see what the

East intends to do... Too ot't en, in r Ln ance , ci ties outside of l\ew York have

been content to sit back and wait ior NewYork to assume the leadership. I

am encouraged and gratified to find an Lmpo r-tant, Inidwestern stock exchange

proceeding under its own roo ui ve power and assuming a position of leadership

in a movement of such great moment.

This effort of the Chicago 5tocI~ Exchange in the direction of a modern-

ized stock exchange mechanism, and similar insistence on the part of the

Securities and Exchange Commiss~on, received hearty encouragefuent from the
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recent report of the Committee wh~ch studied the New York Stock Exchange. On

past occasions I have been critical of stock exchange practices and methods,

and, I am afraid, with good reason. But I think the report of the New York

Stock Exchang~'s committee shows real wisdom and courage in an effort to solve

a perplexing problem. I feel that the members of that Committee, like your

Chicago group, bave displayed a sound appreciation of the demands of the public

interest as well as a far-sighted understandin15 of the business of the modern

stock exchange and its members. Tbey have recognized the public role that the

modern exchange plays and the public res~onsibility that it bears in our eco-

nomic system. In their report they have dealt realisticc.ll;y and forthrightly

wi th th.eproblems and the trends that any stock exchange must face today.

Their report recommends a stock exchan~e ~overned on business and demo-

cratic principles; an exch~.€e organization in which the balance of Fower would

be held by those whose interest is and must be to serve the investing public.

It calls for a new type of exchange o r-g an.lzat.i on where the public interest has

greater opportuni ty to remain paramount. O.t'course, to a maj or extent, the

eventual SUccess 01' this pro~rarr.must rest on the Q.uality of the men who are

chosen to head the exchanges. Given the power which these plans propose, there

is no question that men of broad vision, wisdom and courage, aFproaching the

problem with this fresh point of view, can do a really f~rst class Job.

In this connection I would like to lay a ghost. Persistent rumors have

it that the ComMission wants ttc power to elect the new President of the ex-

change (and even merr.bersof the new uoard) or at least to have a veto on such

selections. There are several things wrong with those rumors. The only one I

need mention is the fact that those statements are complete talsenoods. Manage-

ment of such institutions is not, and I hop~ never will be, for government •.

Yet I- do say this. Tne advantages ot' going to the outside to seek men

qualified to assume the ~ew administrative duties of the exchanges have

-



c a s e  of' t h e  s t o c k  exchanges t h e r e  i s  a f u r t h e r  c o n s i d e r a t i o n .  %me i n s t i t u -  
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. t i o n s  by t h e i r  'very  n a t u r e  a r e  e x c e l l e n t  t r a i n i n g  ground f o r  e x e c u t i v e  -d- I 
I m i n i s t r a ~ i o n .  ~ u t  i t  nay be doubted i'f, even i n  t h e  l a r g e s t  coamiss icn  

c o n s i d e r a b l e  w e i ~ h t . .  I r e c a l l  t h a t  a f t e r  t h e  Hughes i ~ v e s t i g a t i o n  o f  in- 
I 
I 

s u r a n c e  companies, when t h e  companies r e o r g a n i z e d  a s  a  measure t o  r e g a i n  

' p u b l i c  conf idence,  a g r e a t  many of' t h e  major  c o m p a i e s  chose a s  t h e i r  p r i r , c i -  
i 
I 
I 

p a l  e x e c u t i v e s  men.who had never  been a s s o c i a t e d  wi th  t h e  b u s i n e s s .  I n  t h e  
I 

I houses,  t h e r e  i s  t h e  o p p o r t u n i t y  which e x i s t s  i n  a  l a r g e  i n d u s t r i a l  o r  o t h e r  

1 

u r g a n i a a t i o n  t o  d e v e l o ~  t h i s  k i n d  o f  a b i l i t y . .  

0 
rl 
Ce 

" 

' s  

I But t h e  c h o i c e  of man for such p o s t s  is  n o t  ours .  We have no c a n d i d a t e s .  

1 I t  i s  n o t  so t u c h  t h e  riiethod a s  t h e  r e s u l t s  which a r e  o f  concern t o  us. An$ 

1 . exchange which demons t ra tes  by a c t i o n  t h a t  i t  i l l t ends  t o  assume Land a c t u a l l y  

does  assume) o v i g i l a n t  rale i n  cont'ormance w i t h  t h e  l e t t e r  and s p i r i t  o f  t h e  
I 

I Act w i l l  f i n d  i n  u s  i t s  s t r o t g e s t  kll 'y.  An exchanfe  which does n o t  w i l l  f i n d  

1 

i n  u s  a  f a i r  and h o n e s t  but e x a c t i n g  taskrriaster .  I n  o t h e r  bards t h e  j o b  w i l l  

roots i n  develoyn~el l ts  t h a t  began twenty  y e a r s  ago. I t  is t h e  resblt o f  f o r c e s  

I be done. 

I T h i s  new concept  o f  how a s t a c k  excllange should be run  re all:.^ rias i ts 

t h a t  have been i n  o p e r a t i o n  f o r  c a  long t ime. ,  Before  t h e  World hlar, s t o c k s  

. and bonds were, f o r  t h e  most p a r t ,  bought - a d  s o l d  e i t h e r  by i n s t i t u t i o n a l  

1 
I !  
/ I  

I i n v e s t o r s  o r  by in2iviauczls  whose p r o f e s s i 3 u  vas f inance .  T3e s a v i n g s  of t h e  

I 
I 

I i n d i v i d u a l  found t i . e i r  way i n t o  i11vestme::t 011ly i n a i r e c t l y ,  thrallkil t h e  in- 

I I 
v e s t m e n t s  o f  t h e  L-anlrs and i n s u r a n c e  conly.uanies wi th  which the i n d i v i d u a l s  l e f t  

J 
h i s  Wney.,  S i n c e  t h e  War, however, w h i l e  :he i n d i r e c t  investrrients of t h e  pub- 

l i c  Bqve beer, g l o w r n g  i n  s e v e r a l  d i r e c t i o n s ,  t h e r e  h a s  been a g r e a t  i n c r e a s e  

- i n  t h e  d i r e c t  ~ n v e s t i n s z t  of sdv ings  by i n d i v i d u a l s  who p u t  t h e i r  f u n d s  d i r e c t -  

l y  i n t o  t h e  s . e c u r i t i e , s  of  c o r p o r a t i o n s .  The elernerjtary s t e p s  of i n v e s t i n g  

r e l a t i v e l y  s n ~ a l l  sums o f  money i n  c o r p o r a t e  e n t e r p r i s e s  have become widely 

d i s s e t i i n a t e d .  To p u t  it b l u n t l y ,  t h e  s t o c k  market h a s  more and more invdded 

the i \mer ica l ;hoa ie .  
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;.lowI do not imply that this is bad; but it has created many new prob-

Le.us , rhe individual investor is not the well informed highly skilled se-

curity buyer that the big institutional investor is. For the most part,

the small security buyer has purchased and sold on native business judgment

ar.i hunches. Yet, our whole system of converting the sav Lnas of'many in-

litviduals into the invested capital of our national industries must rest, to

a large extent, on the ability of this s~all, unskilled innividual to invest

successfully. It is in light of this problem that the stock exchanges are

today beginning an appraisal of their adequacy and effectiveness. The ex-

chan~e members who are supportin~ these ~ovements for exchange reorJanization

are far-si~:lted business men who are facing their business pr ob Lems realis-

tically. They have discarded those friends in dis~uise who prefer to cling

to an outworn system, who fear change of any sort. They are foes of those

\-Ihocut corn'.:lrsat every opportur.ity; and of those few whose actions bring

discredit upon the community as a whole. They are dis playing that quality

of business leadership which is so earnestly needed in these times.

Past attempts to improve the stock exchange mechanism or to bolster its

regulatory powers have indicated, I think, that a sound reorganization of

the exchange is a basic ~rerequisite to either ef~ective control or manage-

ment of them in the public interest. I also think it is ,absolutely essential

for buH-Hng up a confidence in those market places on the part of investors

and for justifyin~ that confidence which is created. There should be no

doubt ~s to the desirability of such a degree of conformance of exchange prac-

tices to the law of the land as to make it possible for government to act

in a purely residual rol~. That is my oft stated philosophy.

An exchan~e organized along sound lines would, I feel, be equipped to

handle adequately many of the difficult problems PQsed by the Securi~ies

-
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Exchange Act of 193". The delicate question o f what constitutes fair prac-

tice on the floor of tile exc hang e ; the question of conflicting functions of

broker and dealer in the same person; the task of controlling over-trading

on the floor; the problems cent(>ring around the specialist and his relation

to his customer; the practices of issuers and houses of issue; manipulation

these could be effectively handled by a properly organized exchange. On

these problems exchange management can have profound prophylactic effect.

Such questions as the proper use of discretionary accounts, the soundness of

the capital position of all exchan~e members, standards of practice for

customers men would be taken care of in exchanJes run on soun1 business

principles. The list is a lon~ one. They are matters relating to the stand-

ards and business methods of all persons engaged in doing an exchange busi-

ness. I know they are of such nature as to lend themselves to ready solu-

tion by any for\-larti-lookingpub lt c-o-u n-te d or~anization. \;hile I appreciate

that they may appear to be but tLe minutiae of our lar~er exchange prob lems,

they are none the less fundamental in character. Here, there is offered to

exchanJes the o~portunity for harmo~izin~ exchange machinery with the law

of the land. Compliance with the standar~s of the statute can be effected

and bus iness conducted on a l:ig:1plane without the irksome pres ence of the

policeman. In the movement to'tl<1risthis objective, I am gratified at

Chicago's leadershi?

As I have said, investmpnt in this country in the past twenty years has

undergone a shift from a few but very rich private families and individuals

to the masses. Ther~ have afso been substantial changes in the complexion of

-
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institutional investments. The banks are ~onsiderably larger investors in

corporate securities. particularly bonds. than they were say, at the turn of

the century. Life insurance companies are still the largest single factor

in the bond market and hav~ become more so in the last few years. The advent

of the investment trust and investment company and the spread 9f stock owner-

ship among life insurance companies Las mad e the institutional buyer- of stock

a greater factor than it was twenty years ago. The most pronounced change,

however, has been in the spread of ownership of corporate securities b~ small

income people. A list of some thirty large companies on the New York Stock

Exchange shows that the tota.l number of stockholders from 1900 to the present

time has increased tenfold. It was not so lon~ a~o when dividend and interest

income was an unknown quantity to the great majority of American families.

The spread of ownership of bonds ani st octcs alnon~ the masses has resulted in

more than one Lhird of the dividend and interest income now being received by

individuals or families making tax returns of ~~,000 or less; and 50~ of the

total was received by our large middle class whose total income is ~lO,OOO

or less.

Thi3 development has been accompanied by another shift an increasing

flow to Hew York of the local Lrrves t rae nt, fun1s from many communities through-

out the United States. Frequently, perhaps ~oo often, these local savings

have bean attracted to the great national cor?oratiQns at the expense of

small local en~erprises back ~ome. It is true that as Pew York became the

national cleari~g hous~ for investment funis, Wall Street supplied capital

to the lar~er local enterprises all over the country. Still there were

ma~y instances where worth~' local enterpris~s suffered from lack of financing.

/

-

-
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There was good reason for this. A ~ew York banking house, for obvious

reasons, could s~arcely be expected to service all of the needs of local

enterprises. The small local investor, following the trends of the moment,

poured his money into the industries ,and ~he companies which at the time

were the mos t, favored. When airplane, motor, oil, or radio stocks are in

the ascendancy on the New York exchanges, the less spectacular home indUS-

try has little chance to compete for the local ~nvestor's funds. Further-

more, there is the size of the issue. \~all Street as a general rule is not

geared up for small local issues. The local job caIlDot be done there.

Yet the backbone of this country's pr-og ress has been the snia Ll, compan i.es ,

The giants of today started under hnIilbleauspices and with small beginnings

only a generation or so ago. The prob Len, of f'Lrianc Lng small or intermediate

companies is primarily the problem of local companies which do not enjoy as

yet national cr-ed It (or which m ay never enj oy such a e r-e d Lt, because of size)

no matter how B00d the risk aLd ~o xr.atterhow good the frospects. The

problem is intimatel~ tied up w~th the development of regional capital and

securities markets. It is a pr ob Lem of how to develop, with the help of

local financial m?chinery, rebional capit~l ~enters so as to keep local

capital for local needs.

Gr.anted the desirability ano the necessity of having a great n.atio~al

market for capi t.al funds upon whicn tne whole count-r-y can draw, yet the

dangers of leaving the small local enterprise without an ade~uate mechanism

for obtaining adequate capital car~ot be overlooked. It is a major national

problem which presses for local solution in ,almost every community.

-
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Strangely enough many people fail te unde r-s t and hew extl"en.ely important

small industry is to our whole economy. It takes no statistical analysis

to indicate the enormous importsLce to our nation of the industry empioying

from 100 to 200 me ri and women. Out of ,a total of 411,000 corporations re-

porting balance sheets and filing income tax returns in 1934, 3Se.OCO had

total assets of less than ,a million dollars. Thus, the corporations with

less than a million dollars of assets were aIn.ost, 95 per cent of the total

corporations. Large industry it~elf is to a large extent dependent upon

small industry for its raw materials and for its markets. The small indus-

try in most small cities and towns Lr; t.he country is 0\\1' basic foundation.

Small business in this country has almost invariably been financed

by plowing earnings back into the business, oy comme r-c La L bank credit, and

occasionally by private f'Lnanc Ina , The very bigt. percentage of risk which

is involve~ in many of the offerings 0= small and unseasoned companies poses

the question as to whether the public, and especially the small investor,

should be urged to invest ~avings in this type of security. Naturally

commercial banks, whatever their attitude may be toward establ~shed cOu.panles,

cannot be expec t ed to extend cr-e dIt to a new and unae asoned business. But

thou~h the small company is seasoned it m~~ still experie~ce great difficulty

in reaching the c ap Lta L markets. There is thus a void in our capi'tal

machinery.

There are througtou't the country old well-established companies which

have given work to the c LtIzez.s of their communities for years. Some have

found t~at they can no lc~ger comlete with the larger ones unless they under-

take extensive modernization.. Such compan Les , and we nave talked with the
I
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executives of many, must either restrict their activities to t.heir most

profitable lines on the present basis of operations which of course means

layin~ off men or they'must install up-to-date production methods. Others

need capital to take advantage' of new markets which lie at their doors.

You must know of such compaLies; and the men at the head of them, in this

great Chicago area. Yet investment f~nds here are likely to ~o t.o New York

and into our national industries. The same thing is true of the investment

funds of other cities throughout the country. Looking at it broadly, it

me ans that while our national economic welfare rests on the welfare of sma Ll,

business, oUr natio~al financ~al ~achinery is geared almost exclusively to

large business. This is not a new prob~em. It is an old one. It is pressing

at the present time especially because of the Faralysis of our capital markets.

As I have said, essentially it is a national froblem which presses for

local solution both h~re in Chica5o, and in other cOffiUlunities. You know the

industries in your cOffiUlunitywhich need capital, and you know whether their

need is deserving. Fur t.he r-nor-e , J'ou know to what extent the we Ifare of the

entire con~unity rests upon the welfare of the local industry. It ~ay be

that what is needed is a re~ppraisal of the standards upon which investment

is made and loans are grallted. It may be f'oun d that the risks which lie in

our own b aokyar-ds here in Chicago are just _as good as the ones which have

become glan,orous because they have c aug ht, t he fancy of the larger mar-ket s,

Frankly, I seek your counsel and advice on this problem of financing the

small company. We see t.r,epr ob Lem sharply f'ocu sed in Washington. Small

business must not be suffocated. In a capitalistic system dependent on

-

-



- 10 -

individual initiative and freedom it must be served first. Can the ideal

solution be found in the machinery cf our capital markets? Can there be_

found or developed locally reservoirs of capital for the -legitil'lateneeds

of small business? Or, as a measure of last resort, shOUld the federal

government do the job? We need business states~anship on this pressing

problem. We know that the glib answer that the Securities Act of 1933 has

caused this closure of the capi~al markets is not the cor.rect one. For we

know that these problems of the small business antedated that Act. In a

sense they have always been with us. But their acuteness has been increased

over the years with the growth of bigness. Their import~.ce has been marked

because of current problems of unemployment and relief~ Opinions on causes

and remedies will vary_ I leave the problem with you, as it is one of the

paramount aspects of a balanced regional economy. \-!ein Hashington are your

servants.

Financing of small business is only o~e phase 9f the p~oblem of develop-

ment of local or regional capital and securities markets. There are seasoned

local industries of a larger size which are constantly in need of adequate

and healthy securities and capital markets, ar.dwhich fre~ue~tly can be well

served locally. But there is the tendency of your larger local industrles

to go into the New York market when they are in need-of financing. I realize

the predicament of your industries which have to select their investments

out of the available investment media. At times the local or re~ional

capital machinery is Lnade qu ate, At other times it is wholly ade quat.e , 1n

any event the call is clear for r-ecog nLt ion ef' a regional service wh ich will

keep control and capital at home. In recent days a prominent business
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executive took a strong position in favor of such decentr~lization. He is

:}.uotedas saying: "I think New' York would be better off with decentraliza-

tion of managemen~. We wouldn't have ~he load to carry here of justifica-

tion of why there should be so much of the business of the countrY,centered

here. The advantages of moving back are obvious. The advantages to New

York, I think, are e qua l.'l y obvious. '* * * If your business is moved back

you will be getting in with the local people. Ttese local towns would have

a stake in that industry. They wou ld feel they had a greater stake than

they have today." I heartily concur in that v i ew, Its tangible and intangi-

ble values to the regions in question, to the nation at large and even to

Hall Street are enormous. In m ar.y instances in the past, the New York market,

because of its greater finar.cial and technical resources, has been able to

render this service on ter~s with which the financial machinery of other

communities cannot compete. But this is not necessarily a permanent condi-

tion. Business and finance can will it otherwise. If the larger local

enterprises were to patronize their local f'Ln anc LaL centers more extensively,

these local financial centers could develop i~to healthy resorts for both

small and large companies in need of fir-aneial 'a5sistance.

This is not to imply that it is our function or desire to urge the

erection of arbitrary areas of business relationship nor am I proposing any

program of economic planning. I ~erely appeal to the ample supply of brains,

imagination and courage which is here to solve this pr-ob Lem for Chicago.

A trace of this philosophy is discoverable in various acts of Congress.

Under the Securities Exchange Aet of 1934 all national securities exchanges

are a matter of our concern, We are under obligations to them. You will
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find those who ~uestion the economic value of the ser.vices performed by the

small local exchanges. There are those who state that there is only one

real security market and that there need be only one. The Congress believed

however, ~~d we believe, that the local exchange is providing a service in

the securities markets which is of value to industries and investors of the

various regions. In other words the Congress visualized a competitive de-

centralized system rather than a monopoly. One further example is the fact

that under the Act exchanges may under certain safeguards have unlisted

trading privileges in securities. ~hus there is afforded an opportunity for

an exchan€e market for issues ~n which there is a sUbs~antial local interest.

And in the pending Mal~ney Bill ~overning the over-the-coupter markets are

provisions for the formation of local and regional over-the-counter associa-

tions. Local exchan~es and local over-the-counter ass~ciations are pivotal

factors in the development of investment ~anking machinery ana hence develop-

ment of local capital markets. Taxation on dividends of companies in hold-

ing company portfolios works lor logical consolidations where that is possible

and divestment where that is the more constructive way. Business men and

bankers opera~in8 under the Public U~ility Holdi~6 Company Act of 1935 C~l

perfect their plans ~o keep their utilities at home. If and when that Act is .

sustained, it will call for a constructive unpyrarr-iding of holdir.g companies

and a ~eographical integra~ion of utlli~y properties. The~e provisions should

make it pcssible for the return of local or regional companies to local or

regional mana~ement. In other fields, too, the holding company device is

being seriously challenged. All of these movements afford increasing oppor-

tunitles for local interests to assert themselves: to 0e rid of absentee

management and remote financial ~ontrol.
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There is thus a great opportunity on which local banks, insurance com-

panies, dealers, brokers, investment advisors, and business men should be able

to capitalize. Leadership to do it is here. It con be done in the same con-

structive way in which the Chica~o Stock Exchange has led the way on its

problems. I hope it is done. It is an affair of business, not of eovern~ent.

But you will find in us a strong ally and a fai thful servant if you will lead

the way.

---oCo---


