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It is not an easy task to choose a topic that is sUitable for an
~ccasion such as t~is. Those of you who are executives of exchanges keep
~n close contact w~th the work of our Commission. Indeed, not only do
you of your own will maintain that closeness of contact; we of the Commis-
sion thrust ~t upon you by our policy of seeking consultation and debate
before the initiation of important action. Those of you, whose daily life
is not with exchange transactions but rather with business and its adminis-
tration, are already familiar with the main outlines of our work. To set
these forth in elaborate detail is a task for the seminar, and hardly an
appropriate function of post-prandial efforts.

Yet these annual meetings afford genuine opportunities to contemplate
direct ions and efforts, for one, such as the Pres ident of the New York
Stock Exchange, to consider the role of that great exchange in our national
life; for one, such as I, to relate these institutions and the ebb and flow
of the public transactions in them, to government and its concern with how
they can be helped better to serve the public welfare.

A little over a year and a half have passed since the legislation
relating to exchanges became operative. The main impacts of that legis-
Lat Lon can be briefly summarized.

Margin control springs from concern over the power of customers to
borrow on securities for the purpose of purchasing or carrying them. The
end in view was to check the undue use of credit in our security markets
and as a consequence of that end to reduce whatever individual speculative
impetus might arise from the existence of easy money for those purposes.

The mechanism of registering listed securities seeks a greater por-
trayal for secur ity holders, present and prospect ive, of both the nature
of their interests and the results of the stewardship of corporate managers.
Supplementary to that is the illuminat ion for the invest ing pub lie of the
stake that management held in these ent~rprises, and of the fluctuations
in that stake from month to month. Similarly regulation of the manner of
soliciting proxies frem stockholders, looks again towards sharpening the
consciousness of security holders both as to their responsibility for
management and as to management I s r-e spons ibility towards them. These
efforts bespeak a policy of seeking to make more intelligible our national
corporate life, and thereby to make our pub Li.e better able to master and
control the direction and conservation of its savings.

A year ago the character of exchange management was also subjected
to critical comment, and by mutual agreement changes were effected which
sought to infiltrate a wider, even if indirect, public participation in
such management.

In dealing directly with the manner in which transactions are executed
upon exchanges, the functions of the various classes of exchange members,
such as floor traders and specialists, were scrutinized and experimental
means were adopted to keep their operations within the confines of the
classical conception of their function. Rules relating to the manner in
which certain transactions are conducted were suggested to the exchanQes
for adoption in an effort to eliminate potentially da~gerous tendencies.
And from the beginning, there was instituted a determ~ned and contin~ous
drive to remove from the exchanges the subtle as well as the patent .orms
of,manipUlation, together with the manipUlators.
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This is, of course, an inadequate picture of our act ivities _ the
exchanges' and the Commission's during the past year and a half. It
will serve, however, to give the outlines of the administrative scheme.
Of course, these efforts are still far from complete. For all of us,
so much in the way of development and refinement still remains to be
done that one begins to believe that life's central tragedy focuses
about the limitation of the day to twenty-four hours. In facing the
work that is yet to be done we must, of course, cons ider not only the
effort that our Commission must make but. also the nature of the changes
that have taken place, and will continue to take place, in exchange gov-
ernment and management.

Any examination of the program of the past year and a half will
bring out that the standard of its growth is, broadly speaking, the pro-
tection of investors. Against ignorance, against s~arp practice, against
the temptation of easy speculative credit -- these have been the direc-
tions of advance. They are, of course, obvious means of furthering that
aim of protecting investors and with varying degrees of emphasis, were
already being pursued by exchange management before the beginnings of
government effort.

The entry of government has, however, a threefold significance.
The first is the added weight given to these efforts of self-governance.
Indeed, even greater than this ig the insistance upon adequate self-
governance as a condition of the right of an exchang e to continue to do
bus iness. This implies, 0: course, that not only must the aims of ex-
change self-government be directed "towards furthering observance of the
law, but it m1~t assume the responsibility of so sharpening its self-
governing powers as to make effective within the confines of its juris-
diction the objectives enunciated by the statute. The r-e spons LbLl.Lt y
this concept places upon self-government is naturally great, for not only
does it imply a sporadic accounting for the performance of that public
trust before the ba.r of public opinion, but the type of continuous ac-
counting demanded of institutions recognizedly public in their significance.
The measure in which that challenge is met, is thus expressly the condi-
tion of both growth and survival.

Second, the entry of government into this field assumes significance
because government, as d ist inguished from exchange management, can embrace
with equal force and with uniformity of purpose the whole realm of securi-
t tes dealt in nat Lona l l.y , Its concern with secur ity.transact ~on~ is not
limited to those that occur on exchanges; the effect1ve funct1on1ng of
the over-the-counter markets and the appropriate inte~-relationship be-
tween these and the exchange ruarkets are equally its care. Its standards
of conduct and practice apply with equal force on the large exchange and
the small, and in the markets outside the exchanges. On exchanges,
government can move to the source of any malpractice, for the sanctions
which it can invoke extend beyond the membership of the exchange, beyond
the domain of exchange government. And its power is the power of consti-
tuted governmental authority.
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Thus the limitations that earlier surrounded exchange manageMent in
the handling of our national problem of investment and speculation no
longer circumscribe the approach to this problem. As contrasted with
difficulties which arose from lack of power, government's problem today
is the proper exercise of power throuGh effective administration.

The third significance of government's concern with exchange
administration and functioning, is its definite enunciation, both as a
faith and as an objective, of the goal of protecting our nation of
security holders. It is important to recognize the social significance
of setting forth an aim of this character as a national desire. That
the aim was being pursued With more 01' less efficacy in the past can
readily be admitted; but the springs of action lay in self interest, in
the desire of the affected parties to establish a good-will properly to
be capitalized upon. It is not difficult to recogni~e in good-will an
asset of real value, and yet there is an enormous difference between
directly approaching an objective as an end in itself and reaching that
objective as a by-product of effort whose concern is immediately with
other matters. In business the distinction may be described as the
difference between the making of a livelihood and the creation of a way
of life.

I speak of this Congressional mandate the protection of in-
vestors as significant because of the shift of emphasis that the in-
jection of a command of that character implies.

Heretofore~ the effort to protect investors has expended itself
upon seeking to subordinate the role of speCUlative activity in the
investMent market. To keep it subordinated to the Ultimate purposes
of the market in the light of existing concepts as to the desirability
of continuity and liquidity, requires a flexibility and deftness of
administration that is yet to be achieved, as well as an assumption
that there is the wisdom to recognize its undue intrusion. But to
alter even slightly the accepted presuppositions as to continuity and
liquidity~ is to recast the constituent elements of the entire problem.

Closely allied with the problem of relationship of speCUlation to
investment - concepts impossible of definition save on a subjective basis -
is the ejucation of security buyers to reco~nize the differentiation
between the two. An inability to Flake such a differentiation not only
affects the fortunes of the individual investor but tends seriously to
alter the character of the market itself. The limited ability of the
average buyer to judge of values makes of him too often a speculator
unwittingly and contrary to his intentions, and thus injects into the
market a disproportionate element of speCUlation. The ~uality of the
advice which the average investor receive~ in forming his judgment of
values, therefore becomes a matter of far-reaching significance.
Careless and ignorant investment advice has repercussions which exteud
beyond the particular case to the very composition of the market.
Concern over the ability as well as the integrity of advisors to advise
is thus an essential aspect of the aim of protecting investors.
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I cite these problems merely as illustrative of the scope of ques-
tions that lie outside the immediate mandate of the statute, but are
bound to remain as grist for OUr commonmill. To think of them as ques-
tions whose solution can be achieved as Roark Bradford might put it, by
merely "r'aring back" and passing a regulation, is not to grasp their
content and their complexity, and is to fail to understand the real prob-
lem of modern government. So to regard them would be to limit the sphere
of government to the prescription of "Thou shalt nots," and thus to re-
turn government to its primitive function of police rather than to accept
its modern concept of service. To interpret exchange government on your
side, and polit ical government on our side, in terms of this modern con-
cept will nake less and less necessary the intrusion of its function of
police.

Clear, accurate appreciation of the part that an exchange should
play in our economy, is not only important from the standpoint of the
relationship of government to exchanges, as manifested in the creation
of such a machinery of administration as ours, but also of importance in
order to permit integration of the various ~ays in which government af-
fects exchange transactions and exchange machinery. I need not dwell upon
the inter-relationship between our banking structure, its policies, and
the exchanges. rhe significance of synchronizing governmental activities
as they affect these two aspects of our financial life, is too patent to
require discussion. But in other fields, such as that of taxation, th~
same inter-relation exists. Revenue measures which bear directly on ex-
change trading should, of course, be based upon an understanding of the
exchange mechani.sms as well as of the social purposes they are supposed
to serve.

The years ahead are thus years of even greater challenge. For as
admLr-Lst r-at, ion tends to form hab its of act ion and as the norms of regula-
tion tend to become the routine of our living, effort can expend itself
less upon the creation of machinery and more upon thought as to the
direction of our movement. And if we wish to be wise in our action when
the time for action becomes ripe, we must be bold in our thinking. Tradi-
tional c onoept Lons, traditional ideas, if they be valid, lose none of that
validity in being passed through the crucible of thought. And there is
zest to thinking, the zest th~t m~kes possible true professionalism,
without which government, whether it be yours or ours, t enda to routine
and mediocrity. These we need fear, but never the consequences of daring
to Measure the me....ning of our institutions in terms of pr-ot ec t Lng the
pubLic t.hat, they profess to serve.
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