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MONDAY, MAY 14, 1962

House oF REPRESENTATIVES,
SuBcomMmrTTEE ON CoMMERCE AND FINANCE OF THE
ComMITTEE ON INTERSTATE AND ForeiGN COMMERCE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to call, in room 1334,
New House Office Building, Hon. Peter F. Mack, Jr. (chairman of
the subcommittee), presiding.

Mr. Mack. The subcommittee will come to order.

This morning the Subcommittee on Commerce and Finance has
scheduled a hearing on H.R. 11670, a resolution to extend the investi-
gation and study now being conducted by the Securities and Exchange
Commission for 3 months and to provide for an additional $200,000
to complete this investigation.

A copy of the bill, plus agency reports, will appear at this point in
the record.

(A copy of HR. 11670 and a report from the Securities and Ex-
change Commission follow herewith:)

[H.R. 11670, 87th Cong., 24 sess.]

A BILL To postpone by three months the date on or before which the SBecurities and Exchange Commis-
ston shall report to the Congress the results of its study and investigation pursuant to section 19(d) of the
Becurities Exchange Act of 1934, and for other purposes

Be it enacted by the Senate and House of Representatives of the Uniled States of
America in Congress assembled, That the second sentence of subsection (d) of
section 19 of the Securities Exchange Act of 1934 (15 U.8.C. 78s(d)) is amended
by striking out “January 3, 1963" and inserting “April 3, 1963" in lieu thereof.
The last sentence of such subsection is amended by striking out “$750,000"" and
inserting ‘“$950,000" in lieu thereof.

SECURITIES AND Excrance COMMISSION,
Washington, D.C., May 14, 1962.
Hon. OrEN Harris,
Chairman, Committee on Interstate and Foreign Commerce,
House of Representalives, Washington, D.C.

Dear Mgr. Harmis: In answer to vour request of May 12 for comments on
H.R. 11670, I am enclosing three copies of a statement which I presented this
morning to the Subcommittee on Commerce and Finance of your full committee.

Sincerely yours, )
Witiam L. Cary, Chairman.

Mr. Mack. Last June I introduced a resolution, House Joint
Resolution 438, which directed the Securities and Exchange Com-
mission to make a study and investigation of the adequacy, for the
yrotection of investors, of the rules of the stock exchanges and of the
National Association of Seeurity Dealers. This resolution provided
for a study which was to terminate on January 3.

1
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The resolution I introduced on last Wednesday simply extends this
time for 3 months and provides an additional $200,000. I made
quite an extensive statement on this subject on Wednesday of last
week on the floor of the House, and it is my intention to include this
statement at this point in the record.

(The statement which appeared in the Congressional Record of
May 9. 1962, on pp. 7424 and 7425, follows herewith:)

ExTexsion oF STtock MARKET INVESTIGATION

The Speaker pro tempore (Mr. Libonati). Under previous order of the House,
the gentleman from Illineis [Mr. Mack] is recognized for 30 minutes.

(Mr. Mack asked and was given permission to revise and extend his remarks.)

Mr. Mack. Mr. Speaker, I have today introduced a resolution which would
provide for a 3-month extension of the stock market investigation.

My resolution would also authorize the Securities and Exchange Commission
to spend an additional $200,000 on its special study of the Nation’s security
exchanges and over-the-counter market.

On June 1, 1961, I introduced House Joint Resolution 438 directing the Secu-
rities and Exchange Commission to make a study and investigation of the ade-
quacy for the protection of investors of the rules of the stock exchanges and of
the National Association of Securities Dealers, and authorizing the appropriation
of $750,000 for such study and investigation. Last summer [ presided at hearings
before the Subeommittee on Commerce and Finance of the House Committee on
Interstate and Foreign Commerce at which the Chairman of the Commission and
representatives of the securities industry testified. No one appeared in opposition
to the resolution,

The resolution was subsequently passed by the House and Senate and approved
by the President on September 5, 1961. The sum of $412,500 was appropriated
for fiseal 1962 and $337,500 has been requested for fiscal 1963. Pursuant to this
resolution the Securities and Exchange Commission has initiated what I believe
will be the broadest and most penetrating investigation of the securities markets
sinee the early 1930's.

Starting with a small nucleus transferred from the regular staff, a special staff
of about 60 attorneys, economists, statisticians, and other necessary personnel
has been organized; study plans bave been developed; and various studies and
investigations are now well underway by the study group, which has been desig-
nated by the Commission as the Special Study of Securities Markets. During
the course of the study, I have been continuously informed by the Chairman of
the Commission and the director of the speecial study with regard to the study
plans and the progress of the investigation. I have been impressed by the manner
in which the Commission and its staff have exercised the responsibilities entrusted
to them by the resolution. The Congress has directed the Commission to study
a complex and intrieate segment of our economy where an invest igation must be
conducted with extreme care and responsibility so as not to destroy the confidence
of millions of investors in our securities markets. I have every reason to believe
that the Commission is conducting its study and investigation in a very serious,
diligent, and responsible manner.

Although the study has been underway for only about 6 months, I think
there are a number of important and positive accomplishments that can already
be reported to the Congress. One of the factors which prompted my introduction
of the resolution was the rather alarming revelations of misconduct on the Ameri-
can Stock Exchange, which—together with a number of other conditions—
indicated an erosion of standards in certain segments of the securities business.
At this time 1 year ago the Commission reported a rising number of enforcement
actions involving fraud and manipulation. The president of the New York
Stock Exchange had issued two strong warnings against speculation in the stock
market. There was an increasing tide of so-called hot issues. Since the initia-
tion of the study and investization pursuant to the resolution, there have been
a number of significant developments, directly or indireetly stimulated by the
special study, which have helped to create a more salutary climate in the securities
markets.

First, the Commission on January 6, 1962, authorized the public release of a
staff report with respeet to the organization, management, and regulation of
the conduct of members on the American Stock Exchange., The report revealed a
general deficieney of standards and a fundamental failure of controls on that
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exchange. The failure of an important segment of the financial community to
exercise its share of responsibility for self-regulation of the exchange; the result-
ing concentration of power in the hands of a small self-perpetuating group
dominated by speeialists; the disproportionate emphasis by responsible exchange
officials upon pursuit of new listings; the lack of member supervision by the
exchange—all contributed to a general breakdown of the regulatory machinery.
As a result of the Commission’s investigation of the American Stock Exchange,
a thoroughgoing reform and reorganization of the exchange is now underway.
The previous dominant group in the management of the exchange has been
replaced; a new president has been appointed; the constitution is being amended;
the staff is being enlarged and strengthened; new controls and surveillance
procedures are being instituted; and the exchange is proceeding with various
disciplinary actions. The Commission’s approach to this problem has been
within the statutory framework of self-regulation. It is hoped that, under the
active supervision of the Commission, the exchange will be so reconstituted that
it will be capable of governing itself in the manner originally envisioned by the
Congress.

Since the initiation of the special study, there have been a number of other
developments indicating that the securities industry is aware of the importance
of putting its own house in order. Certain of the regional exchanges have tight-
ened their listing requirements; others are revamping their supervisory procedures
and controls. The New York Stock Exchange has recently adopted a rule which
requires that specialists on that exchange report all transactions made by their
public customers in stocks in which the specialist is registered. In its report on
the American Stock Exchange, the special study had pointed to some of the
potential abuses of a system wherein specialists are permitted to handle orders on
behalf of public customers.

In the over-the-counter market, the National Association of Securities Dealers
has stepped up its disciplinary actions involving violations of its rules by members.
The ‘“‘hot issue’’ phenomenon has very noticeably cooled off since this study and
investigation was undertaken.

The salutary effect of the study and investigation in generating reform from
within the industry was noted in a recent article—April 15, 1962—in the New
York Times:

“‘Another reason, for reform of the American Stock Exchange, is the presence
of the Securities and Exchange Commission, studying all of Wall Street and par-
ticularly the American Exchange under congressional mandate. This presence
has been ubiguitous—from the trading floor of the American Exchange, where
investigators have stood side by side with the specialists, to the over-the-counter
houses and the big board itself.

“Wall Street fears restrictive new legislation. A clean house, it is hoped, will
make the legislation less severe, Naturally, there is also a sincere desire to correct
abuses.”

In the report to the House which I submitted on the resolution, it was stated
that while the language of the resolution is specific, the scope of the resolufion
was intended to be broad inasmuch as the subject matter encompassed or not
encompassed by the rules of securities exchanges and securities associations is
extremely wide in breadth. Consonant with this directive of the Congress, the
Commission has embarked upon an inquiry which is impressive in its scope and
comprehensiveness. I have been advised that the Commission is studying the
following subjects, among others:

First. Qualification and supervision of persons in the securities business; the
financial responsiblity of broker-dealers.

Second. The stock exchanges and their rules and practices, including the role
of specialists, floor traders, and odd-lot dealers.

Third. Public offerings of securities: Underwriting and distributing practices
and the aftermarket.

Fourth. The operation and structure of the over-the-counter market; the
quotations systems.

Fifth. Comparative regulation in the exchange and over-the-counter markets.

ixth. Security eredit and margin requirements.
venth., Selling practices, investment advice, and financial public relations.

Eighth. Industry self-regulation,

Ninth. Selected aspeets of mutual funds.

The Commission has embarked upon an ambitious and far-reaching inquiry
into the securities markets. I am informed that practically all projects are in
the interim stage—data are being gathered through interviews and question-




4 EXTEND DATE OF SEC REPORT

naires, and are now being reviewed and assembled. Publie hearings have been
scheduled and the first series has commenced this week.

The Chairman of the Commission has informed me that the study is being
pursued with vigor and diligence and that some of the study projects will be
completed by the reporting date of January 3, 1963. However, complete execu-
tion of the study plan and adequate fulfillment of the purpose of the resolution
will depend to some extent upon whether or not the reporting date of the study
is extended and additional funds are authorized. The Chairman has indicated
to me that an extension of the reporting date to March 31, 1963, with an addi-
tional authorization of $200,000 will be sufficient to complete substantially the
factfinding phase of the inquiry, together with a report and recommendations
to the Congress.

In view of the importance of this inquiry to the investing publie, I have today
introduced a resolution which would extend the date of the report of the Com-
mission from January 3, 1963, to March 31, 1963, and would authorize the
appropriation of an additional $200,000 to continue the study and investigation.
I believe that the proposal of the Commission is a completely reasonable one.
Although the resolution was introduced by me in June 1961, it was not adopted
by the Congress until August 25 and approved by the President on September 5,
1961. Subsequently the Commission was engaged for a few months in staffing
and organizing the study unit. Preliminary inquiries and analyses had to be
made before final study plans could be definitely formed. Moreover, investiga-
tory techniques had to be varied according to the subject matter. These pre-
liminary steps indicated the breadth and complexity of such an undertaking.
Extension of the study to March 31, 1963, would provide a total of 18 months to
complete the study, the period originally contemplated when the resolution
was introduced.

A more important consideration in favor of the extension is the importance of
this study and investigation to the investing public. The dramatic increase in
public participation in the securities markets, particularly among persons having
slight acquaintance with the intricacies of corporate finance and stock market
operations, requires that these markets be fair and orderly. Practices which
impinge upon the integrity and orderly functioning of the market cannot be
tolerated.

The Commission should be permitted to complete the undertaking which the
Congress has entrusted to it in order to maintain full investor confidence in the
securities markets,

Mr. Mack. Mr. Chairman, we are very happy to have you before
our committee again and we are quite anxious to have your testimony
concerning the progress that you made and the justification for the
extension of this investigation.

Mr. Chairman, you may proceed.

STATEMENT OF HON. WILLIAM L. CARY, CHAIRMAN OF THE
SECURITIES AND EXCHANGE COMMISSION, ACCOMPANIED BY
HON. MANUEL F. COHEN, MEMBER, SECURITIES AND EXCHANGE
COMMISSION ; MILTON H. COHEN, DIRECTOR, SPECIAL STUDY
OF SECURITIES MARKETS; PHILLIP A. LOOMIS, DIRECTOR, DIVI-
SION OF TRADING AND EXCHANGES; ALLAN F. CONWILL,
DIRECTOR, DIVISION OF CORPORATE REGULATION; FRANK J.
DONATY, COMPTROLLER ; AND ARTHUR FLEISCHER, JR., LEGAL
ASSISTANT TO THE CHAIRMAN

Mr. Cary. Mr. Chairman and Congressman Keith, I am William
L. Cary, Chairman of the Securities and Exchange Commission.

I have a prepared statement from which I may on occasion deviate,
but which will be the basis of my testimony. And in the event that I
do so deviate, I would like to have this prepared statement a part of
the record.
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Mr. Mack. Without objection, your entire statement will be in-
cluded in the record.

Mr. Cary. My appearance today is to testify on H.R. 11670. This
resolution extends the completion date of the Commission’s special
study of the securities markets from January 3, 1963, until April 3,
1963, and as you have indicated already, authorizes an additional
$200,000 for the 65 positions of the special study to operate as a unit
until the latter date. The approval of this proposal would increase
the authorization of the study from $750,000 to $950,000. The Com-
mission strongly supports this proposal.

The special study is a result of a resolution introduced by Congress-
man Mack authorizing and directing the Commission to make a study
and investigation of the adequacy, for the protection of investors, of
the rules of stock exchanges and of national securities associations.
It was the firm belief of the Commission then that such a study was
most essential and desirable.

There had been no broad study of the securities markets in over 25
years. During that period, important changes had occurred in the
structure of the markets, as demonstrated by increases in the number
of shareholders, in the number of issuers, in the number of broker-
dealers, and in the volume of trading.

Moreover, changes in the methods of distributing and marketing
securities had become evident, such as the spread of branch offices,
the employment of part-time salesmen and door-to-door selling. At
the same time, and perhaps resulting from this great expansion and
these changes, there appeared to be an increasing inadequacy, and
even a breakdown, of controls in certain areas of the securities markets.
Involved in the daily administration of the securities acts, the Com-
mission had not had an opportunity for a reassessment in the light
of all these developments. The progress of the study so far confirms
the Commission’s belief in its importance and necessity.

The Commission believes that enactment of H.R. 11670 is a req-
uisite for it to satisfy the purposes and intent of Public Law 87-196.
The Commission expects to be able to report to the Congress on
certain subjects by January 3, 1963, the scheduled termination date.

Virtually all projects are in various interim stages; data are con-
stantly being acquired through interviews and questionnaires, and
then subjected to distillation and analysis. However, complete
execution of the study and adequate fulfillment of the broad purposes
of the resolution will depend upon the extension of the study date
and the authorization of additional funds.

The Commission most strongly desires to achieve the breadth of
approach to the study which is clearly the intention of the Congress,
as expressed when the Mack resolution was adopted. The House
committee report on the resolution stated:

It should be noted that while the language of the resolution is specifie, the
scope of the resolution which is telescoped in this succinet language is very broad
inasmuch as the subject matter encompassed or not encompassed by the rules of
the securities exchanges and securities associations is extremely wide in breadth.
Moreover, Senator Williams of New Jersey said on the Senate floor:

It is intended that the study and investigation be wide in scope; otherwise the
resulting information will not enable Congress to examine the broad spectrum of
the securities industry.

84088—62
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The organization of the study group had to await appropriation of
funds and entailed a certain amount of time for its staffing. The
extension of the study would provide a total of about 17 working
months for completion. House Joint Resolution 438 was introduced
by Congressman Mack in June 1961; it was not adopted by the
Congress until August 25, 1961, and was approved by the President
on September 5, 1961.

The initial funds for the study, $412,500, were appropriated on
September 30, 1961. Subsequently, the Commission required until
early November to staff and organize the special study unit. Further
time was necessarily consumed in preliminary analyses before formu-
lating any final study plans. In the same vein, the techniques of
investigation had to be developed.

At the time of the introduction of the Mack resolution, the Com-
mission could not definitively report to the Clongress on the exact time
required to complete the study. I do not venture to assert that even
now we ecan speak with ultimate precision. But we do believe that
the extension will provide the time necessary to complete substantially
the factfinding phase of the inquiry, together with a report and recom-
mendations to the Congress.

The time and manpower needed to complete an analysis and report
on all the subjects which the Commission considers basic and vital,
and which must be studied to satisfy the congressional intent, became
apparent only after numerous preliminary inquiries. These inquiries
pointedly demonstrated the breadth and complexity of our under-
taking and further led us to the conclusion that, without an additional
authorization, we shall have to exclude consideration of certain funda-
mental areas from the scope of the study.

Any attempt at exclusion raises very difficult issues. Many prob-
lems are interrelated. What at first blush might be selected as being
separate and distinct topics are frequently found to be so intertwined
with other topies that any attempt at separation would be artificial
and might well lead to arbitrary conclusions.

I know in connection with this question of our need for additional
funds and additional time wvou perhaps would like some concrete
examples. One of them isin the statement. Another I might allude
to is not described in this statement.

The first example involves the American Stock KExchange report.
Although only a limited and interim report on the organization and
government of that exchange, it necessarily touched on certain problem
areas in relation to specialists and floor traders. But can one draw
any final conclusions as to these aspeets of the exchange without con-
sidering similar aspects of the New York Stock Exchange and other
exchanges?

And even though the New York and American Stock Exchanges
overshadow all the other exchanges, can we ignore these others either
in their capacity as dual or even competitive markets for securities
listed on the two larger exchanges, or in their capacity as primary
markets for many local issues and many investors?

In other words, when you get into one facet, e.g., one major ex-
change, you are of necessity drawn into an examination and com-
parison of the other exchanges. By the same token, when we get
mto this question of the distribution of securities, with respect to
which we have sent out a questionnaire, we find that we simply
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cannot stop with the distribution the day that the stock is sold, in
effect.

We have to study the aftermarket with respect to securities. As
you know, in some cases we have found instances in which a security
is offered and sold on the first day at 10, and then it moves up on the
mairket to 20 or higher, so that you have to study the process of the
aftermarket as a part of the distribution process itself.

When you get into this question of the aftermarket, you have to
look into another very complicated issue—“sponsorship,” namely, the
underwriter who is involved in the original distribution taking the
responsibility for making a market in the security at a subsequent
time. The question arises whether the relationship between the
trading and distribution rules are either too strict, on the one hand,
or lax, on the other.

The underwriter might go on the board of directors. Should an
underwriter who is on the board be engaged in trading activities?
Tlis raises the issue of the applicability of section 16(b) to securities
wlich at the present time are not listed on any of the exchanges and
to which reporting requirements, proxy rules, and section 16(b) dealing
with short-swing profits are presently not applicable.

And then you get into questions of investinent advice, what advice
is bing given at the time with respect to the security, and also whether
or not there are any public relations activities involving that security
or that issuer.

As a consequence, we find that we start with one area which in
itsell is quite broad; namely, the process of distribution. Then we
are led into a variety of other areas, all of which have to be ex lored
in order to understand the interrelationships and thus the pruh{mu as
a whole rather than as a separate compartment,

And I think that illustration, together with the American Stock
Exchange report, may demonstrate why we find our study as it de-
velops requiring more time, although a very limited amount of addi-
tional time, and a relatively limited additional amount of money.

Going back to the statement, the Commission believes that the
importance of the study to the investing public requires its complete
execution which can only be effected pursuant to an extension of the
study. There has occurred a dramatic increase in public participa-
tion in the securities markets, particularly among persons having but
slight acquaintance with the intricacies of corporate finance and stock
market operations. This development demands that the selling of
securities be conducted in a more professional manner; that financial
information constantly flow to investors; and that practices which
encourage irresponsible speculation be curtailed.

Our economic development depends to a large extent on the orderly
and fair operation of our capital markets. Practices which impinge
upon the integrity of these markets can only be harmful to our
economic growth and to the investors who furnish the funds for that
growth. The Commission believes that this study will assist in
raising standards generally in the securities markets and in maintaining
full investor confidence in those markets.

At the same time we do not want more than 3 extra months. This
is not an academic study ; it should result in action. Once the study
is completed, our present regular staff and additional manpower from
the special study will undoubtedly be assigned to remedy any weak-
nesses disclosed and execute any recommendations made.
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I believe that the study, although only about 6 months old, has
already demonstrated its importance and value. The special study
has apparently stimulated a number of significant developments in the
form of rule changes, internal control procedures, and disciplinary
actions. These are reflective of an increased awareness by the
financial community of their responsibilities and further have assisted
in establishing a more salutary climate in the securities markets.

The most dramative illustration of this new climate is the re-
organization of the American Stock Exchange. The Commission
authorized an investigation of the exchange on May 12, 1961, im-
mediately after the expulsion of a firm of exchange specialists charged
with wholesale violations of the Securities Act of 1933 and the Securi-
ties Exchange Act of 1934.

After the establishment of the special study, personnel from that
group joined with the staff of the Division of Trading and Exchanges
to complete the study and write a report, released by the Commission
on January 6, 1962. In that rp.‘)nrl- the staff coneluded that, in the
case of the American Stock Exchange, the statutory scheme of sell-
regulation in the public interest had not worked in the manner
originally envisioned by the Congress.

This deterioration of self-regulation, first of all, was illustrated by
detailing the general failure of the exchange to regulate its members
properly ; secondly, the domination of the exchange by a small group,
predominantly specialists; thirdly, the disproportionate emphasis
placed on securing new listings; and, fourthly, the inadequacy of the
administrative structure and staff.

Since the investigation and subsequent report on the American
Stock Exchange, substantial changes have oceurred in its staff,
organization and constitutional structure. This reorganization has
been effected by the party with the primary responsibility, the ex-
change itself. The beliel that self-regulation could be revitalized on
a realistic basis has been a guiding principle in the Commission’s
relations with the American Stock Exehange.

The view that the exchange should rehabilitate itself has not
contemplated abdication by the Commission of its responsibilities.
Close coordination between the Commission and the exchange has
been evident throughout the process of reorganization.

One important area intended to be covered by the study is the
effectiveness of disciplinary actions by the National Association of
Securities Dealers and the exchanges. The number of disciplinary
proceedings instituted by the NASD for the 9-month period commenc-
g on July 1, 1961, is more than twice that for the comparable period
starting on July 1, 1960. Moreover, the recent actions, on successive
days, by the New York Stock Exchange in suspending partners of two
member firms for 1 year is apparently unprecedented in recent times.

I do not mean to imply that the presence of the study caused the
institution of any particular proceeding or generated a particular
penalty. However, it does appear that the study has created an
environment generally conducive to raising standards.

The study also seems to have had a beneficial effect on the pro-
cedures for training and supervision of salesmen. There have been
announcements of new, or augmented, training programs established
by broker-dealers.

Moreover, a recent newspaper report indicated a growing number
of securities firms are hiring training directors to oversee classroom
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instruction on the intricacies of securities trading. Reportedly there
are now 25 of these directors among New York Stock Exchange firms
as compared with 6 at the start of 1961. In fact I understand these
directors have formed an association to meet and discuss common
problems.

There has been a continuing flow of rule changes since the initiation
of the study. Here again the American Stock Exchange has been
active, with amendments to various of its rules affecting floor trading,
specialists’ functions, and members’ transactions. The New York
Stock Exchange has recently required that specialists report all trans-
actions made by their public customers in stocks in which the specialist
is registered. This mirrors the staff report on the American Stock
Exchange, which had pointed to some of the potential abuses inherent
in a system in which specialists are permitted to handle orders on
behalf of public customers.

Moreover, as the staff report stimulated a tightening of listing stand-
ards and a revamping of supervisory procedures and controls on the
American Stock Exchange, the present environment appears to have
caused similar changes on certain of the regional exchanges.

The Commission welcomes these industry actions. They are de-
monstrative of a self-reevaluation of procedures and practices, which
representatives of the financial community have expressed as necessary
at this time. As I have stated, these various steps indicate the study
has already had a beneficial effect. But the Commission believes that
the study can only achieve its maximum utility if extended so that the
broadest examination of the securities markets is possible.

1 should now like to discuss briefly some of the major topies of the
study.

As I stated, one important reason for a study was an increasing
evidence of a general lowering of standards in the securities business.
The growth of the industry in terms of number of issuers, transactions,
firms, branch offices and salesmen, with the consequent difficulties
in maintaining adequate surveillance and superyision, appears to have
been partly responsible for this decline. Moreover, the relatively
easy standards of qualification for entrance into the securities business
do not appear conducive to the maintenance, and elevation, of high
standards.

There is clearly a need for greater professionalism on all levels of
the securities industry. All professional groups operate on the assump-
tion that professionalism begins at the port of entry. Moreover,
training and responsible supervision are necessary to maintain stand-
ards. The market study, accordingly. is determining the extent to
which, and the manner in which, present requirements of the securi-
ties laws implement the goals of professionalism.

Public hearings on this subject commenced last week. It is antici-
pated that these hearings will develop facts and opinions relating to
current industry practices and programs and also relating to problem
areas revealed by preliminary investigations.

Moreover, the special study has sent questionnaires to approxi-
mately 300 broker-dealer firms requesting information on their
practices in hiring, training, compensating, and supervising persons
engaged in selling securities to the public. The resulting information
should clearly inform the Commission of the extent to which existing
legislation, rules and practices conflict with the continuing and neces-
sary development of professional standards in the securities business.
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The special study has initiated an investigation into the entire
process by which corporations distribute their securities to the public
and into the over-the-counter trading in these securities after dis-
tribution. This, T might say, is a point to which I earlier adverted.

The continuing growth of so-called “hot issues,” where the first
trading price of a security represented a substantial premium over its
offering price, inevitably focused attention on this problem. In con-
nection with this project, the Commission is giving particular atten-
tion to the amount and forms of underwriters’ compensation, the use
of the prospectus, and the effect and propriety of restrictive arrange-
ments conecerning the disposition of the security in the after-market.

Fundamental questions must be answered here: What is the under-
writer’s duty of investigation into the affairs of the issuer? What is
the relationship between the distribution and trading process?
What restrictions are reasonably necessary to facilitate an under-
writing and yet do not conflict with the basic desire for a free market?
We hope that our study will provide insight into these problems.

A broad inquiry is also being conducted into the rules and practices
of the stock exchanges with particular attention to the role of special-
ists, floor traders, and odd-lot dealers on the New York Stock
Exchange; the handling of block transactions; and controls over
members’ activities.

For example, the specialist phase of this inquiry secks to obtain
basic information about such matters as the performance of specialists
in maintaining a fair and orderly market; relations of specialists with
issuers, customers, and members; and various business practices of
specialist firms. In general the study is engaged in gathering infor-
mation which will enable the Commission to evaluate specialist per-
formance in their unique role in the functioning of the auction market.

In the hearings on House Joint Resolution 438, I pointed to the
lack of fundamental information concerning the over-the-counter
market with respect to both securities traded in that market and the
issuers of those securities. The special study has launched broad
inquiries covering each of these areas.

The structure of the over-the-counter market is being analyzed
through, among other things, a questionnaire which the Commission
has sent to all registered broker-dealers. This questionnaire, and
other inquiries, should produce basic, and needed, data on the size
of the over-the-counter market, pricing ol securities, the relationship
between principal and agency transactions and the significance and
effect of *‘sponsorship”—the maintenance of a trading market by a
broker-dealer in securities which he has underwritten.

Information is being gathered on issuers having securities traded in
the over-the-counter market. Under the present law a large number
of issuers in whose securities there is substantial public interest are not
subject to any reporting requirements. Thus, the investing public
is deprived of material financial information with respect to these
companies.

This absence of data is particularly vnfortunate in the over-the-
counter market in which are traded a substantial number of companies
earrying on speculative or unseusoned ventures.

On the basis of this inquiry, the Commission expects to determine
the appropriateness of existing distinctions in the regulation of issuers
with listed securities and unlisted securities, particularly with respect
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to publication of reports, solicitation of proxies and insiders’ trans-
actions.

The special study is also examining the techniques and uses of
financial publicity. In its best form, financial public relations can be
considered a desirable extension of the disclosure philosophy contem-
plated by the Federal securities laws. At its worst, it can be a subtle
manipulative technique intended primarily to affect security prices.
The study will attempt to delineate between legitimate and improper
public relations.

Similar analysis will be pursued in our study of research and ad-
visory activities of broker-dealers and investment advisers. Here we
shall attempt to ascertain the differences between proper advisory
practices and those involving potential manipulation or conflicts
of interest.

Finally, 1 should like to comment on the Commission’s study of
investment companies. At present, the special study and the Division
of Corporate Regulation are examining various problems in the mutual
fund area. Fifty-odd lawsuits involving mutual funds and their
affiliates inevitably so direct our attention.

Moreover, under seetion 14(b) of the Investment Company Act of
1940, which generally authorizes the Commission to study investment
companies, the Commission 3 years ago requested the Wharton School
of Finance of the University of Pennsylvania to do a study of the
investment company industry. Final disposition of this study can be
expected in the near future.

We expect the market study and the Division of Corporate Regula-
tion will analyze and report to the Commission on the following
problems among others:

(1) Sales practices of mutual funds.

(2) Investment company relationships with their investment
advisers, brokers, and underwriters. Sometimes one group may
perform all three functions.

(3) The participation by underwriters and d salers in invest-
ment advisory fees.

(4) Joint transactions by the investment companies and
affiliated persons.

(5) Industry practices, such as “reciprocal business.” This
recitation of only certain of the projects undertaken by the study
indicated the scope and ambitiousness of out undertakirg. 1
have omitted discussion of some very basic projects, such as
industry self-regulation through the registered exchanges and the
NASD, which will entail considerable examinationa and analysis.
I am hopeful that practically all of our projects can be completed
in a meaningful manner,

Otherwise, I do not believe that the study will achieve the purpose
for which it was intended, a thorough reexamination of the securities
markets to determine the present adequacy of investor protection.
This thorough reexamination can only be achieved if the completion
date of the study is extended and additional funds aut horized.

Accordingly, we strongly urge that the Congress adopt H.R. 11770.

Finally, I should like to bring to this committee’s attention the
fact that the Commission will subsequently request from the Appro-
priations Committee $100,000 for approximately 40 positions to be
transferred from the special study group on April 4 to operating
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divisions. This will cover the last 3 months of fiscal year 1963, that
is from April 4 to July 1. We believe that this step will be necessary
in order to implement the recommendations and findings of the
special study.

As the Commission has learned from its experience with respect to
the American Stock Exchange, the publication of a report is not
necessarily the end of a problem but may be the beginning of one.
Implementation of such a report requires the services of experienced
personnel and a tremendous amount of energy and thought to resolve
all problems,

That, Mr. Chairman, concludes my opening statement and I am
available for questions.

Mr. Mack. I was particularly interested in the $100,000 that you
will request from the appropriations committee. For 40 positions,
and this will be for the purpose of assisting you in preparation of
legislation and justify supporting that legislation before congressional
committees?

Mr. Cary. That is precisely correct, sir. I think there may not
only be legislative recommendations, but also rulemaking proposals
which can be exceedingly complex. Therefore, we need the experience
of some of these people, and the more of them we can persuade to
stay the better, for the purpose of working through this rulemaking
and appearing before congressional committees. These people will be
needed in connection with what should be done in the light of the
study, and proposing legislation as a result of the report that we have
made.

Mr. Mack. In other words, your plan is to continue the work fol-
lowing the final report. Instead of facing an abrupt termination of
the investigat on when this report is submitted, it is your plan to
pick up at that point and propose the legislative recommendations
with the hope that they are implemented and adopted by the
Congress?

Mr. Cary. That is correct, sir. We feel that the study as such,
the investigation phase, pursuant to this request, will have ended
and we will have a full report available to this committee and to
Congress by April 5.

After that point, however, we will have to consider the report
itself, which undoubtedly will be a massive document and cover a
wide variety of subjects for legislative recommendations and rule-
making proposals. We will need to appear before congressional
committees and also preparing legislation on the basis of the material
already available through the study.

Mr. Mack. Would this staff also have the responsibility of making
recommendations within the Commission for rule changes or would it
be basically for legislative purposes?

Mr. Cary. It will be for both, and the staff will not remain in that
form.

In other words, at the moment it is a separate special study group.
Upon the termination of the study, or shortly thereafter—I don’t
know exactly at what time you shift over—they would undoubtedly
become, I would assume, a part of an operating division. The oper-
ating division normally charged with this area of activity is the
Trading and Exchanges—to some extent the Division of Corporate
Finance is involved in view of the study touching upon registration
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problems and the distribution process. In the field of mutual funds,
the Division of Corporate Relation is concerned. Therefore there
would be some division of the study personnel with all their experience
in these various areas into operating divisions. The study as a whole
would perhaps not, therefore, remain as a separate group after the
April 3 date.

Mr. Mack. You envision the utilization of your personnel who
have been associated with the special study in other areas of the
Commission to assist in carrying out the recommendations?

Mr. Cary. Precisely, ves. That is our intention.

Mr. Mack. I think that is very good planning, and needless to
say, we in Congress are quite anxious to support legislation which
will solve the problems in the securities industry. [t seems to me
that it would be very helpful to us to have people on your staff
available for that purpose.

Mr. Cary. We hope they will be available.

Mr. Mack., Mr. Keith, do you have some questions?

Mr. Kerri. One or two observations and a question, perhaps.

I just would like to reassure myself that most of the extenuating
circumstances that you pointed out as causing a greater study in
depth have been, in effect, realized by you prior to undertaking the
study, and that was one of the reasons for the study. It is just that
it is really working out to be more of a task than you originally
anticipated?

Mr. Cary. That is correct, sir. When we came before this com-
mittee in connection with the original authorization, we had a pretty
good iden of the areas in which we were going to be engaged. J)n the
other hand, one never knows until you put a group together and until
you get down into the concrete details just how much time will be
avolved. It is really, T suppose, even now hard to give a precise
estimate. However, we do believe that to take this group of subjects
to go into them with any depth and thoroughness, and also to put
them together—in view of this interrelationship that I mentioned
earlier—it would take longer than the date of January 3. Although
we are not asking for a very extended and large amount of time, we
thought another 3 months would be satisfactory, particularly since
we got started later than we originally anticipated.

As vou recall, the resolution was not passed until September and
we didn’t get the funds until the end of that month. All of these
circumstances together make us come to the coneclusion that an-
other 3 months would be necessary and a small amount of additional
funds.

Mr. Kerra. T would like to point out, Mr. Cary, that actually you
did very well with reference to the timing and implementation of the
resolution. For somebody to introduce a resolution in June of 1961
and have it acted upon by the Congress in August of the same year
and approved by the President, is a great tribute to you in the pres-
entation of your case and to the power and prestige of our subcom-
mittee chairman, because that is a remarkably fine record. Many of
us file resolutions that don’t every get a hearing and if they do get a
hearing they don’t get acted upon by the subcommittee perhaps, and
seldom do we have the success that you have had.

Mr. Cary. I am not complaining, sir. I am intensely grateful.
I agree with you.

84088—62—3
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Mr. Kerra. Inasmuch as you have not thus far submitted any
legislative recommendations for this year, and, further, that you
haven’t highlighted any abuses thus far in your study, I am led to
believe that there is no real urgency in connection with any of the
facts that you have thus far uncovered.

Mr. Cary. Sir, I have two answers to that question. First, if you
take the one area in which we have gone into most exhaustively thus
far—the American Stock Exchange, primarily the practice of special-
ists on that exchange—it was our belief that we ought to stick to the
philosophy of Congress and our own philosophy that there should be
self-regulation and what was needed was revitalization.

In that area, therefore, we decided that it was not a matter on
which we should come to Congress for further legislation, for instance,
to ask for more powers. I think we have a very substantial number
of powers granted by Congress in connection with exchanges. We
haven’t exercised these powers fully because we believe that our whole
effort in that direction should be to get them to revitalize themselves,
to pick new people, and begin to accept the responsibility which should
ultimately be theirs.

Now, the American Stock Exchange is really the area in which I
suppose we have had the most concrete analysis made and a full
report out. As I have stated, we did not believe that or required
legislative action,

Now, we are beginning to get into other areas. Although we think
there are very substantial problems in certain areas, there are definite
interrelationships between others which we have not fully investigated.
As a consequence we just do not feel that we are yet in a position re-
sponsibly to come before this Congress for legislation.

Mr. Kerra. The market has fallen off in reecent weeks rather de-
cisively. Do you see any direct or indirect relationship between that
retreat and your revelations pertaining to your hearings of last week
and this week?

Mr. Cary. Obviously, I am not a market expert and the Commis-
sion really is not an expert in the way the market moves up and down.
But I would answer you in general that [ do not believe there is any
relationship. I think that the activities of the SEC, if anything,
really should establish in the public mind confidence in the fact that
there is a free and orderly market being maintained. We are at-
tempting to achieve that goal as much as possible. Indeed, I have
noticed that by and large the press has not attributed any action in
the market to the work which we are doing and I would tend to
believe that is true.

Mr. Kerra. In your testimony you talk about filing of some suits
which in effect protest certain phases of the mutual fund business
activities, and I believe that Mr. Glenn has filed some legislation
which would, in effect, cause those who are seeking redress to first of all
attempt to get administrative relief through the SEC. Has your
Commission had any of these problems that have taken the form of
suits? Have they been first brought to the attention of the Com-
mission before the suits have been filed?

Mr. Cary. I may ask the Director of the Division of Corporate
Regulation to amplify my remarks, but I would like to start off in
answer to that. We have not yet, I believe, replied to the proposal
of Congressman Glenn. I might say, however, that our basic phi-
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losophy in all the securities acts, including the Investment Company
Act of 1940, is that a private remedy should be available. In other
words, private individuals should clearly be allowed to assert rights
which they have and not be required to proceed through the Securities
and Exchange Commission. I think that it has been a general
philosophy of Congress not to vest all of the total regulatory power in
us and to provide for private remedies.

Let us move now from the general philosophy that we have with
respect to the Securities Exchange Act of 1934 and the Securities Act
on to the Investment Company Act.

We have taken a specific and concrete position as amicus curiae in
2 of the 50 lcases which you have referred to involving an alleged ex-
cessive advisory fees and other collateral matters. The extent to
which we have participated at this time concretely in those cases is
that we took a position at the appellate level in strong support of the
proposition that I have™just mentioned—that private individuals as
well as the Commission have the right to bring lawsuits under various
provisions of the Investment Company Act, just as we believe they
have the right to bring them under various provisions of the other
securities acts. We believe the philosophy of Congress is to provide
an individual remedy as well as action by the Securities and Exchange
Commission in those instances in which a gross abuse of trust or other
dereliction may exist.

Mr. Kerra. 1 still do not know whether or not these individuals
who filed suit did seek relief through the SEC.

Mr. Cary. In my opinion, they did not and should not have to,
but T would like to ask the Director of the Division of Corporate
Regulation to check my views. Mr. Conwill.

Mr. ConwiLL. The answer to that is “No,” sir.

Mr. Kerra. Thank you. That is all, Mr. Chairman.

Mr. Mack. Mr. Dingell.

Mr. DingenL. Thank you, Mr. Chairman.

Mr. Cary, I want to commend you for the fine job you are doing
and also commend you for the visible fruits of the investigation which
you have conducted, I think in a very careful and very scholarly way.
[t has been a pleasure for me to observe the SEC as being one of the
Federal regulatory agencies which has been really vigorous in protect-
ing the public interest.

[ have a number of questions I would like to ask you about the
conduet of this investigation and the first of which is this: You indi-
cate that you will have some tentative recommendations at a relatively
immediate future time to the Congress but that these are in a sense
preliminary and tentative in nature. Am I correct in this?

Mr. Cary. I have said in previous appearances, Congressman
Dingell, that as we go along in this study we will furnish reports to
Congress whenever they are concluded. So far as I know, I haven’t
indicated that we would have anything in the immediate future, and
I do not have any proposal in the offing at this moment. I do hope,
however, that we will have some certainly even before the January 3
date and clearly before the April 3 date which is the extended period
that we ask for.

Mr. DixgeLL. 1 was referring to the January 3 date in my ques-
tion. You in a way answered the next question I proposed to ask
and that was this: You do propose to send up legislative recom-
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mendations to the Congress as soon as you are able to finalize those
recommendations and when you determine conclusively that they
are in the public interest as to form and content and as to objective
need. Am I correct?

Mr. Cary. That is correct, sir; yes.

Mr. Dingern. I am particularly concerned with this because it
appears to me it would be useful to have the recommendations as
fast as possible because, as you are aware, the securities market is a
living organism which requires constant serutiny and supervision.
You indicated here that you were making a whole, broad study of
the market. As you recall, when you were before this committee,
I believe at the time we were first considering the investigation by
your agency, | expressed considerable interest in the problem of
mutual funds and in the problem of loads, and so forth, on mutual
funds, and you indicated at that time that you intended to go into
this area of the market. Am I correct?

Mr. Cary. That is correct, sir.

Mr. DincgeLn, Have you done so?

Mr. Cary. Yes, sir. As 1 indicated in the statement, we are
approaching the problems of the mutual fund industry in two direc-
tions. One part of it is being done by the special study group and
another is being done as sort of a consistent responsibility of the
Division of Corporate Regulation.

A part of our mutual fund study has been taken up in public
hearings which have been conducted in the last week and which will
be continued this week. The area that we are concentrating upon in
this first series of public hearings relates to the training, supervision,
and activities of salesmen and of selling practices generally.

Mr. DingeLL. You mean with regard to these door-to-door sales-
men that operate in the mutual fund field and the people who have
been specializing in sales to the military and things of this sort?

Mr. Cary. That is part of the problem, and of course we are looking
into the whole area of salesmen, not only of mutual funds, but of all
types of securities. Mutual funds are one of the major areas in view
of their phenomenal growth. There has been a substantial amount of
testimony taken during the past week with respect to mutual fund
selling activities.

Mr. DingeLL. Do you expect to go into load charge fees and other
charges that are placed by the managers and the financial advisers of
these funds against the funds?

Mr. Cary. One of the areas covered in the public hearings last
week involves the so-called front-end load. This involves contractual
plans in respect of which persons undertake to purchase, in effect on
a downpayment basis, shares in mutual funds. This area has been
growing immensely. Of course it is particularly attractive in that a
very substantial amount of the first year’s commission—a maximum
of 50 percent—is taken down by the salesman, This poses problems
and we are analyzing this question at the present time.

Mr. DingeLL. It always struck me that this was a highly improper
way to finance a sale of any security and that it was particularly
against the interest of the small investor with both limited means and
limited knowledge of the market and limited understanding of what
he was getting into. I was wondering if the Commission and yourself
had any additional feelings on that that you would care to comment
on at this time.
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emature for us to really arrive at any conclusions
as is demonstrated by the public
present time, this 1s something
We are looking into it.

ossibility of action by the

Mr. Cary. Itis pr
in this area. We simply believe,
hearings that we are holding at the
that should be analyzed and invesitgated.

Mr. DixceLL. Are you looking into the p
SEC and also possible legislative recommendations to the Congress?

Mr. Cany. If the testimony and the facts demonstrate this need we
would definitely be coming to Congress. This is an area which we
ecould not resolve simply under our rulemaking power, but would have
to come back to Congress.

Mr. DinceLL, With regard to the management of the fees of the
managers and financial advisers to the fund, are you scrutinizing those,
because those are also substantial charges against the investors?

Mr. Cary. As you have indicated in the earlier questioning, when
I was before this committee on the House Joint Resolution 438, there
were and are 50 lawsuits involving primarily this question of excessive
advisory fees. This is a continuing area of our study. We have not
specifically got into the particular lawsuits which are involved, but we
believe that this is an area which deserves study and is being studied.
It is not & matter which is subject to public hearings at the moment,
for example, unlike the selling practices that T have just referred to.

Mr. DinGELL. | am not concerned so much with whether you are
having public hearings at this time, but as to whether or not you are
serutinizing and intend to go into it.

Mr. Cary. This is a probiem that we
we are going into it, yes, sir.

Mr. DineeLu, Have you
attorneys’ fees in the stockholder suits?

I have had the feeling that not infrequently these attorneys were
excossive and also were unfair and an undue burden on the investor
and on the corpus of the fund. Are you serutinizing them?

Mr. Cary. We are aware of the fact that some of those suits have
been settled and that there have been attorney fees paid. Whether or
not we get specifically into the question of those attorneys’ fees as a
basic problem in the mutual fund industry is a question. I might say,
Congressman Dingell, I tried to think through the question that I
assumed that your committee would ask with respect to this litigation
generally and I would like to make a general statement on this problem
if 1 may.

Mr, Dincer. I would be happy to have it.

Mr. Chairman, I have to remember that 1 have other colleagues
and 1 think perhaps maybe at this point I ought to yield to one of my
other colleagues and perhaps renew my questioning later if I may,
and I will discuss this next, because I want to respect the rights of my
colleagues and also the chairman.

Mr. Mack. Mr. Curtin.

Mr. Currin. Yes, Mr. Chairman.

1 have one or two questions, Mr. Cary.
with much interest, and 1 think it is very well done. 1 note, however,
in the latter part of the statement that you say you are seeking an
additional $100,000 from the appropriations committee. Is that
money over and above the $200,000 that is provided for in H.R. 11670?

Mr. Cary. The answer to you is “Yes,” but may I explain it

further?

think we must study and

also been serutinizing the matter of

I have read your statement
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The $200,000, Congressman Curtin, that we are asking for at the
present time will be with respect to the extension of Sl-ll(T_\' and work
upon it from January until April 3. There will be a gap of the follow-
ing 3 months until the next fiscal year. In that connection we feel,
as I have indicated earlier in my testimony, that we will need to take
some of the manpower that we have happily gathered together on this
special project for the purpose of considering rulemaking, appearances
before Congress to explain it, and also legislative recommendations.
Therefore, this request for $100,000 will be utilized after the study as
such is formally completed, but because there will be further work,
further discussion, and rulemaking and legislation possibilities, we
feel that we need the additional funds in order to retain some of that
valuable personnel and some of that valuable experience that has been
accumulated during the study.

Mr. Currin. I take it,Sthen, however, that it is a direct result of
this study.

Mr. Cary. It is a direct result; that is correct. Additional man-
power in our opinion will be useful, indeed necessary, in order to carry
out, to implement, the study as we have developed it and finished if,
we hope, by April 3.

Mr. CurriN. Don’t you think then that it would be better if this
$100,000 was added to the $200,000 asked for in this piece of legislation
80 you could wrap it all up in one package?

Mr. Cary. Idon’t claim to be a budgetary expert. As I understand
it, we ask this committee for a continued authorization with respect
to the study. The study as such, sir, will befinished on April 3.
From then on the personnel will be assigned to the working divisions

of the Commission. The study as such will no longer be in existence.
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I'hese people will be divided and go into the operating divisions in the
] L=

areas in which the study has developed conelusions.

For instance, some will go into the Division of Corporate Regulation
and some into the Division of Trading and Exchanges. Therefore,
in the $100,000 request we are basically asking for money to pay for
that manpower rather than for authorization with respect to the study
which this resolution involves.

As a consequence, although, as I say, I don’t claim to be a budgetary
expert and my comptroller is here and might go into this further if
you wish, we felt that we wanted to tell the Congress now what we
intend to do. But the further request for $100,000 will not be part of
the study itself. It will take the form of a supplemental before the
Appropriations Committee.

Mr. CurtiN. One other thing, Mr. Chairman. I see that this
study is going down several avenues, which I think is very fine, but
I am wondering if they have all actually been launched—or are many
of them still in the discussion state?

Mr. Cary. Every one of these to my knowledge has been launched
through discussions with individuals, questionnaires already sent out,
or taking of testimony.

Mr. Curmiy. Have you actually concluded any portion of your
study?

Mr. Cary. The only one which we have formally concluded is the
first phase of the analysis of the American Stock Exchange, primarily
the work of the specialists. That came out, sir, in the form of a staff
report which I would like to make available to each of you.
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Mr. Currin. Are you convinced that this additional 3 months
will give you a sufficient time to complete this work?

Mr. Cary. Ideally, if we wanted to do an academic type of study,
I suppose it wouldn’t be. But I feel that times change, markets
change, and the like, and as a practical matter we can get it done by
April 3. We do need that little extra time in order to do the thorough
job that we plan.

Mr. Curtin. And you presently have no intention of asking for a
further extension of time?

Mr. Cary. We have no intention of asking for a longer time and
I would have trouble prevailing upon some of the very excellent
people I have persuaded to come on a year’s commitment to stay
much longer than that. So I can assure you that the whole motiva-
tion will be to complete the study by April 3.

Mr. Currin. Thank you.

Thank you, Mr. Chairman.

Mr. Mack. Mr. Dingell, you may proceed. I do think that we
should permit the chairman to make his general statement.

Mr. Dincert. I would be happy to have it at this time, Mr.
Chairman. I just don’t want to interfere with Mr. Curtin.

Mr. Mack. If you desire, Mr. Chairman.

Mr. Cary. I did not plan to make this statement unless I was
asked these questions. I know that several of you have asked ques-
tions in this area of fee litigation. I wanted to present an integrated
statement of what positions we have thus far taken.

As I stated earlier, we have not taken a position on the merits in
any of the approximately 50 lawsuits alleging excessive advisory fees
and other collateral matters. We have, however, appeared amicus
curige in two of the cases which reached the appellate level—and this I
have mentioned already in answer to Congressman Keith’s question—
strong support of the proposition that private individuals as well as
the Commission have the right to bring lawsuits under various
provisions of the investment company act. We have not got into
the factual merits of these cases for several reasons:

First of all, the focus of these suits is in large part upon the question
of the fee scale, which is a subject of a broad study of the industry
that we have been undertaking, as I mentioned before. The thrust
of these suits goes to the structure and organization of mutual funds
and the related responsibilities and duties of directors and other
affiliated persons. These matters warrant and are receiving careful
study by the Commission in a far more comprehensive way than would
be possible to develop from the evidence in individual lawsuits. In
other words, if we got in one lawsuit we would get into the individual
problems there rather than looking at it as a whole.

Secondly, the act with exceptions not relevant to the existing law-
suits, confers no specific authority upon the Commission to regulate
directly the size of advisory fees or to superimpose the Commission’s
judgment upon that of management. We do not really have that
direct power.

Thirdly, as to intervening on the factual issues, the Commission
cannot possibly participate effectively in 50 more lawsuits. There
are obvious limitations on our available legal personnal. If we
attempted to get into them, our own direct litigation and our general
endorsement program would be seriously impaired. This is not to
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say that we are ignoring the fee litigation. To the contrary, we are
actively and carefully watching the progress of each case. In recent
weeks we have been concerned with and studied the terms of settle-
ment of three of the lawsuits prior to trial of factual issues. Particu-
larly arresting our attention is the fact that several have already
resulted in modification of future fee schedules but counsel’s fees for
plaintiffs attorneys are to be paid by the mutual fund rather than by
the active defendants.

Finally, it is clear to us that the prevailing contractual investment
advisory arrangements and the payment of fees based upon a per-
centage of assets are an inherent part of the investment company
structure contemplated at the time of the adoption of the act. It is
possible that this and other elements of the industry structure, which
may have been reasonable in the context of conditions 20 years ago,
require reexamination. Consequently, we are conducting a thorough
study of the entire structure to determine what is r salistic and reason-
able in the light of present conditions. The Wharton School study,
soon to be available, will afford a general picture of mutual funds and
further case study will supplement that by concrete example. I think
that states generally the posture of our work and the general approach
which we are taking to this as a problem—arrested to our attention,
in substantial part by the existence of these 50-odd lawsuits.

Mr. Dingery. I think that is a very wholesome thing and very
wholesome statement. There are two other questions I would like
to pursue with you, Mr. Chairman.

The first has to do with the general condition and appropriations
staffwise of the Commission over the past years and with regard to
caseload. I believe it would be fair to say that the caseload has in-
creased enormously since the Commission was originally established
by any yardstick we would care to use. Am I correct ?

Mr. Cary. That is correct, sir.

Mr. DineerLn. With regard to the volume of work, with regard to
the number of staff people you have, and with regard to the dollars
of appropriations which you receive from the Congress.  Am [ correct?

Mr. Cary. That is correct.

Mr. DinceLL. Rather than questioning to any substantial length,
I wonder if you would mind submitting to this committee a brief
analysis of the workload with regard to the amount of appropriations
and with regard to the amount of staff over the years, because I think
that a summary of this kind will reveal a rather substantial deteriora-
tion of the Commission’s position and also of its ability to protect the
consuming public. 1 think this would be a very helpful thing il you
could give it to us.

Mr. Cary. I would be very happy to.

(The information requested follows:)
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Mr. Cary. I would not say that we have deteriorated in quality.
I would like to believe that we are improving. But I would say that,
as Mr. Loomis said in testimony last week, we are having to run a
lot harder just to keep up, you might say—to keep up with the old
types of cases rather than grasping for all these new problems that we
have been faced with. The net result is that I am increasingly con-
vinced that we will have to ask for a larger percentage increase in
appropriations in the coming year than we have in the past years. It
is hard to retain excellent men. Industry itself is extremely anxious
to take them away from us, good young lawyers after about a year and
a half or a year and eight months. We have that problem; although
it is very difficult to hire excellent people swiftly, we nevertheless feel
that we ought to have the authority to do so and will need it in the
future in order to meet the problems as I see them.

Mr. Mack. May I interrupt there at this point?

Mr. DinceLL. Yes, be happy to yield.

Mr. Mack. Mr. Chairman, you have a program for hiring young
attorneys or young law students, I believe, for summer work. Is that
program still being carried out?

Mr. Cary. That is being carried out, Mr. Chairman. I do not
know the exact number we bring in each summer. [ think Mr.
Donaty, our Comptroller, will be able to give you that figure. It has
been working out. Through this method we hope to interest excellent
young men in coming to the Commission after they finish law school.
I know several young men I have personally interviewed of the highest
quality who are coming this summer and I believe, if we can gel them
to come on a long-term basis, it will be most beneficial.

Mr. Mack. Is this a new program, or has this been under way for
several vears?

Mr. Cary. I think it is several years, but I ecannot tell how long.
I would like to ask Mr. Donaty, our comptroller, to speak to those
to those two points.

Mr. Doxaty. The program has been in effect approximately the
last 5 years, sir, and this coming summer we are taking on approxi-
mately 10 to 15 of these students who are in their junior or senior
level of college.

Mr. Cary. And in some cases in law school.

Mr. Mack. The reason I was interested was I was wondering has
your experience been that many of these young attorneys do come
back and go to work for the Commission after they graduate from
law school?

Mr. Cary. I know that some of them do. We don’t have 100 per-
cent effective rate, but I know it has been an inducement and has
interested them enough so that they do come. As to whether or not
we can give a percentage on that, 1 do not know.

Mr. Doxary. I don’t have an exact percentage, but I know that
generally there are several that come back.

Mr. Mack. Thank you.

Mzr. Dingern. I would like to pursue another point with you, if I
may, Mr. Chairman, and that is this: As you recall, I supported the
initial resolution we were discussing for the investigation of the mar-
ket and I also support the resolution which is before us in the com-
mittee today. I feel that it is very wholesome, but I have the feeling
that a large part of the need for this special investigation is occasioned
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by the fact that the Commission over the past years has not been
able to keep up with the changing conditions in the market which,
because of diminished appropriations, and diminished staff in relation
to responsibilities, that the Commission was not able to keep up with
and actually keep ahead of this. Am [ correct in this?

Mr. Cary. I think that every regulatory commission really ought
to be having every few years a special study. In other words, it is
a way of reexamining where you are and what has happened to the
industry in relationship to what you are doing. Normally, we have
not had the personnel for this type of study and at the same time meet
all these ad hoe problems that are coming up. Therefore, the type
of special study or, in other words, long-range planning, gets secondary
treatment. For that reason, I would suppose our basic answer to
you is in the affirmative that a study is overdue. The industry has
stated a reexamination ought to be done. We welcome the study
as a vehicle to perform that role when in fact we have had so many
day-to-day problems that we really haven’t had the manpower to
think things through independently of day-to-day administration,

Mr. Dingern. That leads to the next question I want to examine
with you, and that is this: Under these circumstances, doesn’t it appear
that there needs to be a general reexamination of your staffing strue-
ture, your appropriations structure, with regard to their adequacy
for the SEC to carry out its assigned chore and its responsibility under
the statutes?

Mr. Cary. We believe that with the growth in the markets and
with the growth of our problems, in part due to that growth in the
markets, we will have to ask for additional support.

Mr. Dingenn. The next thing is this: I would like to mention
briefly the theory of the basic statutes under which the SEC' operates.
As T recall, back when the statutes were initially enacted, and 1 was
a very young boy then, there was a decision which was made by the
Congress with regard to regulation of the market. As I reeall it, the
Congress contemplated that the market would be left to self-regula-
tion under expert supervision by the SEC, largely limited to a guaran-
tee by the SEC that there would be full and complete and correct
disclosure. Am I correct in this regard?

Mr. Cary. That is correct, sir.

Mr. Dingenn. The market has operated under this, I would say,
for something approximating 30 years now. As I note what I have
seen in the papers with regard to your scrutiny of the market, it has
appeared to me that perhaps this self-regulation has not been work-
ing as well as we [Ili};"{lt have liked it. Am I correct in that regard?

Mr. Cary. We have already had one demonstration of that, a
breakdown in controls in the American Stock Exchange, particularly
in relation to the activities of the specialists. In that one area at
least we have some evidence of it.

Mr. DinGELL. As a matter of fact, on page 7 of your very excellent
statement, you say:

In that report the staff concluded that, in the case of the American Stock Ex-
change, the statutory scheme of self-regulation in the public interest had not
worked in the manner originally envisioned by the Congress.

This refers to a report made by the special study group operating
with the staff of the Division of Trading and Exchanges. Do you
endorse that statement as being your statement today, sir?
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Mr. Cary. That is correct. I made it and T will stand by it.

Mr. DixceLL, You referred specifically to the American Stock
Exchange. Have you found this to be true with regard to other
exchanges, either national or local?

Mr. Cary. We are at the present time looking over the other ex-
changes and T would say that as of this moment we are not in a posi-
tion to comment so precisely as we have with respect to the American
Stock Exchange. 1 do not want to give an impression one way or
the other with respect to all the exchanges. As you know, there are
a variety of them, regional types as well as of course the leader in the
field, the New York Stock Exchange.

Mr. DingeLL. On the following page you go so far as to indicate
that the number of disciplinary proceedings instituted by the National
Association of Securities Dealers for the 9-month period ending
July 1, 1961 is more than twice that for the comparable period starting
July 1, 1960. You go on to say in following sentences:

Moreover, the recent answers—on successive days—by the New York Stock
Exchange in suspending partners of two member firms for 1 year is apparently
unprecedented in recent times.

On page 9 you go on to indicate that the New York Stock Exchange
has recently required specialists to report all transactions made by
their public customers in stocks in which the specialists are registered.

This mirrors the staff report on the American Stock Exchange, which had
pointed to some of the potential abuses inherent in a system in which specialists
are permitted to handle orders on behalf of public customers.

Then:

Moreover, as the staff report stimulated a tightening of listing standards and a
revamping of supervisory procedures and controls on the American Stock Ex-
changze, the present environment appears to have caused similar changes on certain
of the regional exchanges.

I am sure you are aware of the fact that the newspapers have
periodically reported actions which have taken place in the exchanges,
in the NASD, as a result of the serutiny which is going on now by your
agency. The question is this: Would I be fair in inferring that this
indicates that as a result of your scrutiny there has been a tremendous
flurry of activity on the part of the various self-regulating instruments
in the securities market?

Mr. Cagy. [ do not want to say that we have been totally respon-
sible for this increase because the market itself has been more active;
there are more and more salesmen; and there are more and more
persons in effect to discipline.

Mr. DinGeLL. I was rather curious that these things should coincide
with the serutiny of the SEC.

Mr. Cary. I would say, and I do believe that this Congress itself,
and this committee, and the study by the SEC have all had a very
definite effect on raising standards.

Mr. DinGeLL. And also a definite effect on the increasing of the
self-policing activity?

Mr. Cary. Precisely, through that medium ; that is correct, through
self-regulation.

Mr. DinggrL, This would indicate that there has been a period
of somewhat inactivity in the exchanges and self-regulatory mediums
previous to this investigation. Am I correct?
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Mr. Cary. That has certainly been true with respeet to the Ameri-
can Stock Exchange. We can demonstrate that. I think that it is
premature for us to speak with respect to the others at this time.
We haven’t made a responsible study vet and therefore are not in a
position to generalize beyond the statements we have made at this
time.

Mr. DixgerL. Then would it be fair to say at least in the case of the
one exchange, the American Stock Exchange previous to this investi-
gation there had been a demonstrable breakdown in the self-regulatory
process. Am I correet?

Mr., Cary. There was very definite evidence of some breakdown
which I think at the present time they are definitely attempting to
improve and regulate. In other words, responsible individuals there
have brought very substantial changes already. The president has
resigned. The Old Guard resigned. There were a small group of
persons who were sort of perpetuating themselves in power as a com-
mittee. Those are no longer at the helm. There has been appoint-
ment of new officers and a constitution is currently being proposed
which will vest responsibility not in committees any more, but primar-
ily in a paid staff. There is disciplinary action being taken on a broad
scale by the American Stock Exchange with respect to the persons
referred to in our report. There have been a very substantial number
of rule changes and a tightening of the listing requirements. So 1
think that on a variety of levels we find now that responsible persons
are recognizing the needs to reinvigorate themselves and to carry out
self-regulation in the form it should be carried out.

Mr. Dinceun. This would next indicate to us that it is imeumbent,
upon the Clommission to act with great vigor to protect the public
interest in this area. Am [ correct?

Mr. Cary. We believe that to be true, yes, sir.

Mr. DinageLn. And that that action had not been forthcoming
previous to this special investigation. Am I correct?

Mr. Cary. I do not want to throw everything on this special study
in this sense, Congressman Dingell. In respect of the American
Stock Exchance, that problem had been building up over a period of
time. About « vear and a half ago it culminated in the Re case, which
involved two specialists, as you may recall. That had been carefully
pursued and developed by the SEC over a substantial period of time
and it was a tough case to develop. The facts in that case clearly
pointed to evidences of some breakdown.

As a consequence then we pursued the special study. But I don’t
want to say that it was all due to one thing. It had been building up
and it culminated in the staff report.

Mr. DixcerL. But one of the bits of information that we derive
from this is that the sell-regulatory process had not been working
during that period of time.

Mr. Cary. That is correct. There has been a breakdown of it.

Mr. DixgeLL. And if it is now working it has taken extraordinary
outside pressures to make it do so because this special study is
extraordinary outside pressure; is it not?

Mr. Cary. Itisin one way. The answer is that, even if the special
study had not been created, we undoubtedly with our limited personnel
would have worked towurd a report with respect to the American
Stock Exchange.
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Mr. DingeLL, There would have been some delay.

Mr. Cary. It would probably have been delayed just because of
the manpower, but. undoubtedly we would have worked toward this
same conclusion.

Mr. DixGerL. The point I am leading up to has been this: It is
my feeling that this self-regulatory process has not been working and
I would like to ask vou now whether you don’t feel that perhaps some
change in this basic concept of the securities law be changed so that
we go to additional external regulation by the Commission as opposed
to just internal self-regulation within the market itself?

Mr, Cary. I cannot speak to the whole spectrum of problems with
which we deal until the study itself is completed. Speaking explicitly
to that one which we have worked upon already, we felt that it was
possible to preserve the theory of self-regulation by invigoration of
that exchange. Responsible members of the American Stock Ex-
change have worked on the problems raised by our report. A special
committee was appointed known as the Levy committee, and issued
a series of reports with respect to this. We believe that we should
adhere t> the basic principle of self-regulation. That, however,
doesn’t mean that we can abdicate our responsibilities; we have to
take the role of seeing that persons self-regulate themselves properly,
and in this case I think we will see very definite evidences of revitaliza-
tion on a self-regulatory basis.

Mr. DinceLL. You say this even though you have told us previously
in your testimony that you don’t feel that the self-regulatory process
has worked in the case of one of the major exchanges?

Mr. Cary. It wasn’t working at that time. It doesn't mean that
necessarily this doesn’t have hope of revitalization.

Mr. DinGELL. Are you scrutinizing the possibility of changes that
would result in what, in my opinion, would be a more wholesome
climate, that is, some external regulation to make sure that this
self-regulatory process does work?

Mr. Cary. We have, Congressman Dingell, power under section 19
of the Seeurities Exchange Act to take vigorous action with respect
to an exchange itself. Though we bave this power, if we feel that
self-regulation can be revitalized, we feel that is the best way to
approach it.

Mr. DinceELL. But it might be useful for the Commission to have
some lesser tool rather than the remedies they have to take action
against the whole exchange. Am 1 correct?

Mr. Cary. We have a very substantial number of powers with
respect to exchanges and persons on the exchange. I think before
we are done we may want to reexamine whether any of those powers
should be altered, but at the moment I would say that we are not
lacking in power under the Securities Exchange Act of 1934.

Mr. DingeLn. Thank you very much, Mr. Chairman.

Mr. Mack. Any other questions?

Mr. Kerra. No further questions.

Mr. Mack. Mr. Chairman, vour study has been underway now,
would you say, in full swing for approximately 6 months?

Myr. Cary. That is correct, sir.

Mr. Mack. You indicated that you thought you should not have
more than 3 additional months to complete your study. Do you feel
that you could do justice to the study and investigate this in less time
than the additional 3 months? :
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Mr. Cary. We do not feel so, sir. We must examine major prob-
lems, many of which are interrelated, so as to give breadth to tgm study;
our examination must also have depth so that we may arrive at re-
sponsible conclusions. This task will take more than the January
deadline and as a consequence we think that an additional 3 months—
obviously we could use more—as a practical matter is really all that
we wish and would expect to have.

Mr. Mack. I would like to point out that the January 3 deadline
could be extended. There is no problem and it is not a massive feat,
but I selected the January 3 date originally because that would have
been the date that the Congress would have been required to make a
report if the Congress were undertaking this investigation itsell.
Therefore, we could certainly extend it to January 31 or, as you have
suggested, April 3. I would also like to inquire about the additional
funds. Would it be possible for you to complete your study for less
than the additional $200,000?

Mr. Cary. To do the kind of study we contemplate, the depth of
study, and to cover all these subjects, we feel we (io need these addi-
tional funds. Otherwise, we would have to cut out an area, or maybe
two or more. If we didn’t cut any one of them, we would have to
simply make a much more superficial study of the kind that I don’t
think we would like to stand behind nor send to Congress as a basis for
legislative action.

Mr. Mack. In other words, if you had less than 3 months and less
than the $200,000 additional you would have to, perhaps, exclude
some phase of your study; is that correct?

Mr. Cary. That is correct, sir.

Mr. Mack. However, with the 3 months and the $200,000 you feel
that you can do a complete job?

Mr. Cary. We will do our best; yes, sir.

Mr. Mack. And come to the Congress with certain recommenda-
tions at that time?

I would like to ask, What plans you have for making reports to
the Congress? It is my understanding that you feel it would be
premature to make legislative recommendations this year in time
to enact legislation before the Congress adjourns.

Mr. Cary. That is correct; ves, sir.

Mr. Mack. Then may I ask if you have in mind making a report
prior to the January report that you referred to today?

Mr. Cary. We have two things in mind. Or course we would
anticipate reporting to vou as a committee on a periodic basis just to
advise you as to where we are going. Secondly, I don’t have any con-
crete single project in mind, but I do hope that even between now and
January we will have a report on one phase which we could make
available to this committee in order to advise them that we are that
far along with respect to one phase of the study.

Mr. Mack. Is that prior to the January date?

Mr. Cary. We would hope to have one or several prior to that time.
I won’t guarantee it because we may find that it is intertwined with
another problem and therefore we should not come out with that until
we have examined all other implications.

Mr. Mack. Do you think that you could arrange to make a report
to the Congress prior to the adjournment of Congress this year with
regard to the progress that you have made up to that time?
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Mr. Cary. If you wish us to do so, we certainly shall. Tt depends
on the date of adjournment of Congress, but this being May it would
be somewhat along the lines of the statements I have made today, plus
those things that have transpired between now and the date of
adjournment.

Mr. Mack. You think you would be in a position to make such a
program report to us, say, about July 15 or the first of August?

Mzr. Cary. We shall do so if you wish; yes, sir.

Mr. Mack. One of the problems that was discussed at the time
that the original resolution was introduced was the problem of manipu-
lation. I presume that by this time your group has had an oppor-
tunity to look into the problem of manipulation.

I understand you have also had an opportunity to do some work
with regard to the public relations activity which you referred to in
your statement this morning. Would it be fair to ask at this time
whether or not your study had revealed that some of the public
relations activity has had the effect of manipulating the price of stock?

Mr. Cary. T would like to start off that question and then ask the
director of our special study, Milton Cohen, to speak further. We
did in respect to public relations, Mr. Chairman, send a letter to
selected issuers regarding the extent of their public relations activities.
It was to obtain more or less a complete picture of financial public
relations performed on behalf of selected issuers during the period of
the last 2 or 3 years. The letter requested certain information as to
the purpose for which the public relations firm was retained, whether
any of the company’s securities were sold to any public relations
firm, and inquired about certain types of public relations activities by
the employees. We asked for sample copies of annual reports, and
press releases, and also speeches that are made by management.

As T indicated earlier, public relations, if it is handled properly, can
be a very useful device really to carry out the very disclosure philos-
ophy which the securities acts are intended for. But in some cases
it can also be a tool for touting a security. I think I can only speak
as far as saying what letter has been sent out and the kind of inquiry
we are making. I think if there is anything further that can be added
to that, perhaps it could be done by Mr. Cohen.

Mr. Mack. Then this is in its very elementary stages?

Mr. Cary. I would believe so; yes, sir.

Mr. Mack. Mr. Cohen, would you have anything further to add?

Mr. Comex. 1 think it is beyond the elementary stages, sir, but
not at the stage where 1 want to express my conclusions. We have
in this and many other areas been working on a sampling basis, but
a very broad sampling basis. We have brought in a great deal of
material which is in the process of examination, analysis, and so on.
I think we are going to have some interesting conclusions in all of the
areas we are working on, but at this time I would not want to talk
about any conclusions either on the subject of public relations or the
other one you mentioned, manipulation. You say the over-the-
counter market. 1 think it has been mentioned frequently that the
scope of that market has certainly increased, but the extent of its
increase has been somewhat mysterious, and there was an article in
the Wall Street Journal a couple of weeks ago pointing out that one
firm, a major firm, had increased its over-the-counter volume about
33 times in 12 years. 1 have another example I just looked at last
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week of a firm that had $5 million of volume 12 years ago and $266
million last year. This means there is a big area to look at, and
while we are nlh'mp[mg to study the problem i)t‘mul[\ and thoroughly,
we just haven’t gotten far enough that I would want to express my
conclusions at this time, sir.

Mr. Mack. Mr. Cohen, I have one other question: Your study has
concentrated, I think, to a certain extent on the highly speculative
stocks, so-called hot issues. Is that true? That you have concen-
trated in that area?

Mr. Conexn. I would not say so, sir. We certainly are studying
the new issues, including some spec sulative ones but we are trying to
do a broad study of all aspects of the market and all the markets, all
types of issuers, all types of firms, so I would not want to say we are
concentrating on those heavily.

Mr. Cary. I think one of the first questionnaires we sent out was
on new issues and therefore it received a very substantial amount of
publicity. But Mr. Cohen has later swnl other questionnaires out
covering the whole over-the-counter market

Mr. Mack. As I understand it, you are ll\m“ to cover the entire
field rather than specialize in certain areas tlilllllg certain periods of
the study. Is that correct?

Mr. Conen. As you pointed out when this legislation was first
introduced and subsequently, the task you have given us is a very
broad one and we are trying to cover the whole broad area. We have,
by and large, not planned it on a basis of concentrating our whole staff
on one or two subjects, finishing that and going on to another. We
have tried to plan the whole thing and then allocate our manpower so
that we can reasonably cover the whole area within the allotted time
and money.

Mr. Mack. In other words, you are not following the same pro-
cedure that was employed in the case of the American Stock Ex-
change, which, of course, was started prior to the time your group
was organized, whereby vou make an investigation of the American
Stock Exchs ange and file that report? At the present time you don't
envision making an investigation of the New York Stock Exchange
and making a report on that subject?

Mr. Conen. The American Stock Exchange, sir, was a somewhat
special case beeause it had started earlier, as you pointed out. We
are studying the whole self-regulatory process for the other exchanges,
the NASD, and so on. Naturally some things are a little further
advanced in our work than others, either because we got moving on
them aiittle faster or because they don’t take quite as long to complete.
Hopefully we will bring some subjects to a coneclusion earlier than
others and can report on them earlier than others.

On the other hand, because of the interrelationship of many of these
topics—and they are very closely and deeply interrelated in many
instances—even though we have brought one particular study to a
tentative conclusion, 1t may be permature to put out a report simply
because we have to bring up to that level of completion some other
related subject before we can responsibly talk on the first one.

Mr. Mack. Then as an example, referring to the New York Stock
Exchange, rather than have an investigation of the New York Stock
Exchange as such, you might investigate the role of the specialist
in the New York Stock Exchange as well as other stock exchanges
rather than to go on into any particular exchange.
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Mr. Conex. We may be doing both, sir. That is, a good many of
these things we look at in some kind of horizontal pattern and scme
kind of vertical pattern and at the points of intersection. We will be
looking at such things as the handling of specialist transactions, and
so on, not just on one exchange, but on a good many. However, on
the other hand, we will take each separate exchange as an institution,
including its role as a self-regulatory or disciplinary institution and
examine it vertically as an institution. Those studies are all under-
way and each will lead to some discussion of each separate exchange
as an institution.

Mr. Mack. And the same would be true with regard to the over-
the-counter market, is that correct?

Mr. Conexn. Yes, sir. The over-the-counter market is the subject
of two major questionnaires that I think are going to provide some
data not only about the scope but also about the functioning of the
over-the-counter market, of a kind that has never been available,
certainly not available in relation to the modern conditions in that
market. The over-the-counter market by its nature is extremely
heterogeneous, extremely broad. We are trying to get the full picture
of that market plus a picture of many of its specific functions and
activities.

Mr. Mack. I know vou have mailed thousands of questionnaires
since the investigation has gotten underway and I presume that you
are in the process of analyzing those questionnaires at the present
time. In addition to this, do you have investigators who check the
questionnaires at the source to determine whether or not the informa-
tion is accurate?

Mr. Conen. Wedon't do the latter in full scope, sir. By the nature
of the problems we can’t check every answer. But there are verious
internal checks available and in many, many instances we are taking
the data from a questionnaire and following that up through inter-
views, and private hearings, and so on to get the explanatory material
Necessary.

Mr. Mack. Thank you very much.

Are there any further questions?

Mr. Keith.

Mr. Keirn. Just one brief question. It would appear to me that
in view of the nature and scope of your study it will not result in any
legrislation next year being enacted by the Congress if we don’t get 1t
until April 3. Because of the schedule of hearings which would have
to follow your report and then the consideration of proposals by the
committee it is very unlikely that we would have any legislation next
year and that therefore there is, as | sta ted earlier, no outstanding
abuse that needs immediate attention because perhaps of the nature
of the problem.

Mr. Cary. I would not want to say, Congressman Keith, that
next year we would not have proposals of legislation because of the
fact that even before April 3 we may have some reports available
to this Congress. Furthermore, Congress itself probably would not
be in a position to want to act on it, let us say, in the first month or
two of & new session. 1 really don’t think we are in a position yet to
say one way or another with respect to legislation next year. I
think we can say that this year we are not contemplating asking for
any immediate legislation.
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Mr. Kerra. The very thing that makes it difficult for you to come
up with an isolated proposal this year will make it similarly difficult
for us to take action on any single recommendation that you might
file earlier in the session next year. We would have to wait and
consider the whole picture which would be revealed when you furnish
your report on April 3.

Mr. Cary. This might be. Although I hope that any report will
be thorough enough so that Congress would be satisfied that we have
achieved a responsible coverage and therefore placed a particular pro-
posal in context.

Mr. Kerra. Thank you, Mr. Chairman.

Mr. Mack. I would like to say that this problem has bothered me
as well to a degree. Shortly after this Congress convened I made a
statement that this subcommittee on Commerce and Finance would
give top priority to problems of the securities field, which we have
done. 1 did hope that legislative recommendations would be made
this year in time for congressional action prior to the adjournment of
Congress. Obviously, it cannot be done and I am of the opinion that
it would be unwise for us to proceed to legislate without having the
benefit of the study and investigation, and for that reason I would
want to wait until the proper time so that we can do the right kind of a
job. I would also like to say that there are other corrective actions
that might be taken other than legislative to solve some of our prob-
lems through the rules of the exchanges and associations, and of the
commission itself, so that the legislation is only one part of the overall
problem. I would like to inquire as to whether or not you feel that
you would be in a position to make some legislative recommendations
as early as January of next year.

Mr. Cary. Itis hard to speak to that and be sure that I am correct.
I would hope that in some areas we would have thought through the

roblem enough to have legislative proposals early in the year 1963.
/hether or not January I cannot speak to that point.

We are at this time making every effort in trying to do something
about a problem once it has been uncovered. Indeed, I think that the
American Stock Exchange is an example. Also, we have begun think-
ing of rulems'ing changes already. So I think that you will find
that we are not going to delay everything and then have a large
amount of material on your desk at one time on April 3. You will
find that we will attempt to make available both statutory sugges-
tions, recommendations, if we have them, as well as reports even
before the date of extension if that is granted.

Mr. Mack. I would like to point out that the original resolution
required the report to be made on or before January 3 and if the ex-
tension authority is granted, then it would be on or before April 3.

Mr. Cary. Precisely. We so understand.

Mr. Mack. Just to mention the problem of legislating, T would be
the first to concede that the machinery wheel turns slowly up here in
Congress. On the other hand, T would not go along with any 1dea that
the Congress could not legislate on recommendations which are made
on April 3 because it would seem to me that that would be ample time
for the Congress to hold hearings and to legislate before the end of
the session of Congress, and as evidence of that I would like to point
out, as my colleague mentioned a few minutes szo, that House Reso-
lution 438 was introduced in June and hearings were held on June 21,
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and it was enacted into law on September 5. T feel certain that if
we have proper legislation prepared and it could be introduced some
time in April, we ought to be able to enact it before the adjournment of
Clongress,

Mr. Dingell.

Mr. DinGeLn. Mr. Chairman, you have given us the figure of
$200,000. That is a very nice figure, but how do you expect this
committee to justify that?

We went to Congress once before with a $750,000 figure and said
this is what is needed for the scrutiny of the market by the SEC.
We now are told that an additional $200,000 is required. Can you
give us some justification we can take before our completion on this
matter?

Mr. Cary. Yes, sir; I can. If you wish I could divide it up and
show where the primary expenditure will be made. ()hvious]ly the
bulk of it will be the salaries of those 65-0odd people that we have on
the special study.

Mr. Dincerr. How much is the salary in total of 65 people?

Mr. Cary. 1f you include both personnel compensation and per-
sonnel benefits, Congressman Dingell, you would have a tota of
$142,000 out of $200,000.

Mr. DiNGELL. $142,000 is for personnel compensation and salary
benefits?

Mr. Cary. That is correct. The travel item is $12,000. The
rental and communications, primarily telephone and telegraph,
rental of tabulating equipment, which is very vital in this, is $5,000.
Printing and reproduction will be $5,000. There will be a stenographic

reporting, which is a very large item, sir, in the magnitude of $20,000,
taking of testimony. We have also supplies and materials of $1,000,
equipment, of $5,000, and we are engaging in an additional project
by the Wharton School dealing with motivation of investors which
would cover $10,000 of that $200,000.

Mr. DinceLL. How much are you giving Wharton School now?

Mr. Cary. If you refer to our past study with respect to the
investment company area, I would have to ask Mr. Donaty to speak
to the total cost of that.

Mr. DoxaTy. Over the past 4 years it has run approximately
$90,000.

Mr. Dingenn. 1 have often wondered how the SEC could delegate
its responsibility to make studies of this sort to some private financial
institution or some private learning institution. Where it is done I
have always been somewhat critical. What is the justification of
that last $10,000 given to the Wharton School rather than having it
done within the SEC?

Mr. Cary. Actually, Congressman Dingell, I believe as to that
$10,000, perhaps I misstated myself. That relates to a special study
of investor motivation. If I am not mistaken, that $10,000 will go
to the Bureau of the Census. The investor motivation study will
be done in part through interviewing a variety of people and you have
to use the Census Bureau as a mode of getting to a sample of individ-
uals.

If T am not mistaken, that $10,000 goes to the Census Bureau.
The Wharton School will be taking the Bureau of Census data and
correlating the study with respect to investor motivation.
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Mr. DingeELL. I see.

Mr. Chairman, thank you very much.

Mr. Mack. Any further questions?

I think that the record should show that Commissioner Manuel
Cohen is also present this morning.

Mr. Cary. | should say he is.

Mr. MaxveL Couen. Thank you.

Mr. Mack. I think that is all from the Commission.

Is that correct? :

Mr. Cary. That is correct, sir.

Mr. Mack. I want to thank you very much, Mr. Chairman, for
your testimony. I also would like to include in the record at this
point a letter from the National Association of Securities Dealers
and a t.olv%:ram from Mr. Briltin C. Eustis, president, Association of
Stock Exchange Firms. :

(The letter and telegram mentioned above follow herewith:)

NATIONAL ASsOCIATION OF SEcCURITIES DEaLERS, Inc.,
Washington, D.C., May 14, 1962,
Hon. PErEr Mack,
House of Representatives,
House Office Building,
Washington, D.C.

Dear Mr. Mack: In respeet to H.R. 11670 (Mack, IlL.), I wish to state that
the National Association of Securities Dealers, Ine., favors the additional appro-
priation of $200,000 recommended for use by the SEC Study Group and the
extension of the date on which the final report should be filed with the Congress.

Sincerely,
Warrace H. Fuvuron, Ereculive Director.

DEeArBORN, MicH., May 14, 1962.
Hon. PereEr F. Mack, Jr.,
House of Representatives, Washington, D.C.

Dear Mr. Mack: You will be interested to know that the board of governors
of the Association of Stock Exchange Firms assembled in Detroit for its spring
meeting, today adopted a resolution in support of H.R. 11670 to provide for a
3-month extension of the stock market investigation by the Securities and
Exchange Commission.

This aetion, in support of your resolution of May 9, was taken in recognition
of the magnitude of the Commissioners’ task and the importance of the study
both to the investing publie and the securities industry.

The board feels that completion of the study in a thorough and responsible
manner is essential to the maintenance of investors’ confidence in our securities
markets and that the Commission must be given ample time and funds to permit
it to carry out the heavy responsibilities entrusted to it by Congress.

Sincerely yours,
Briurin C. Evstis, President, ASEF.
Mr. Mack. Are there any other witnesses to be heard this morning?
This will conclude our hearings on this subject. The committee
stands adjourned.
(Whereupon, at 12:20 p.m., the committee was adjourned.)
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