


June 12, 1940
T0: The Presidsnt
FROM: Jerome N. Frank, Chalrman
Securities and Exchange Commission

This morning one of our steff saw Senator Erown
who introduced a bill in the Senate "by request" pro-
viding for drastic amendments of the Securities Act.
Senator Brown sald that he was not intending to push
his bill at this sesslon but that Congressman Lea
had rulﬁtl{ phoned him to say he intended, in the
near future, to have & hearing befors his House Com=
mittes on an identical bill which he introduced in
the House. Also, I just learned from Judge Healy,
who 18 conferring with um.g:'fnnln Cols, that yesterday
Starkweather, one of the officers of the IBA, had
phened Congressman Lea and had been told that Congress-
man Les intends to hold a hearing on Monday, or in the
near future, on that bill and generally to investigate
the activitlies of the SEQ.

I understand that last week, when, at your request,
General Watson phoned Congressman Rayburn on this sub-
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LCONPEDENTEAL MEMORANDUM
A

June 14, 18940

T0: The Fresident
FROM: Jerome N. Frank, Chalrman
Securities and Exchangs Commission

Frank Bonner, President of the Natlcnal Association
of Seourlity Dealers (the Maloney Act msscclmtion) ecalled
on me today to say that he hoped that, as far as possible,
the investment baniers would play a part in financing in
connection with the naticnal emergency. He sald that he

. thought that, before long, some mechanism to perform the
function of the old Capital Issues Committee might have
to be set up.

His asscciation has, on the whole, cooperated far
more with us than the Investment Bankers Assoclatlon.
The former representa not only the "Park Avenue" invest-
ment bankers but alsc the rank and file of dealsrs through-
oug the country.

It mlght be well to give some encouragement to HASD,
by having SEC write a letter to it that, to the extent
that the smergenoy does not require direct government
finaneing or govermmental financial ald, the government
will be delighted to have the investment bankers do the
negessary Job of the increased financing that will be
enlled for. Would it be appropriate for me to write

such a letter?
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His reference to the Capltal Issues -Erm;mt
suggests that it might be well, in the near future,
to have dlscusslons between Jesse Jones, on behalf of
the RFC, and myself, on behalf of the SEC, devising
plans along those lines. Have I your permlssion to
talk to Uncle Jesa about the matter?
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THE WHITE HOUSE
WASHINGTON

January 10, 1041
MEMORANDUNM FOR
HON. JEROME FRANK

That is yery interesting
about utility oommon stooks. I
hope it will be sarried out.

F. D. R.
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OPFFICE OF THE CHAR AN b

You may be interested to kmow that Stanley of Mgrgan
Stanley & Co. told me this week that it is mot at all unlikely
his company will decide in the near future to undertake the
distribution and sale as underwriteras of utility common
stocks. Such a move (which will represent = slgnificant
sllent victory for the SEC) may be immensely helpful inm
alding the utilities to finance sxpansion for natiomal
defense needs for the following reasons:

Many operating utility companies heve unscund financisl
structures because they have outstanding a disproporticnats
smount of bonds (or bonds and preferred stock) so that it is
difficult for them to finance expansion witheut injury to
the investora. Morgan Stanley has herstofere been interested
in selling cnly bonds. Althéugh we cannot prove 1t, thers is
much reason to believe that, for that reason, they have dis-
couraged the sals of utility common stocks. We believe that
their influence has affected direstly those utility systema



which are affiliated with United Corporation, and that it
has indirectly affected other systems beceuse the Morgan
prestige has substantial effects on many other investment
benkers, Several steps takem by the SEC have, however, put
pressure on Morgan Stenley to distribute stocks and,if they
soon do so, there will probably be created a considerable
merket for such securities. Not only will that help to
improve the financial condition of operating companies but
probably it will substantially aid in connectlon with
integration. (Incidentally, I shall send you, in the next
few days, a memorandum showing briefly the substantiaml
progress we are making in the fileld of integration.)

4.4

curities and Exchange Commission
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SECURITIES AND EXCHANGE COMMISSION
J WASHINGTON

DFFLCE OF THE CHAIEMAN

U

January 13, 1841

CoONFIDENTTAT
MEMORANDUM FOR THE FRESIDENT:

I think you will be interssted in the following in
its bearing not only on our naticnal problems but in 1tas
relation to the attitude of the lnvestment defense bankers:

Secratary Morgenthsu, ss & result of his conversations
with the British, wanted to demonstrate to them that 1t would
be posalbls for them to sell their nonlisted securities (l.e.,
in wholly owned American corporations) in an orderly way
without unnecessary saocrifice. To that end he conferred with
Mr. Oyril Quinn, one of the prineipsl officera of Tri-Con-
tinental, an investment trust. FHe then imvited us to a
conferenca for 1-.1:|mlr sole purposs of asking us to ses to it
that, if the investment trust industry were to offer to buy
such securities, each of the investment trusts would get 1tas
ratable share, if they so desired. We agreed to perform that
limited task.

Mr. Schenker, head of cur Investment Company Division,
accordingly went to New York to confer with the heads of the
various investment trusta., He learned that, with the ax-
ception of the three investment trusts controlled by investment



bankers, ‘{'E'hnll Corporation, affiliated with Lehman Bros.;
U. S. and Forelgn, a Dillon affiliste; and American General,
& Lagard Freres affiliate/ most of the investment trusts
which had been uuﬂtlu‘hd by Mr. Quinn sesmed ready to go
aleng. Mr. Schenker conferred with Robert Lehman and John
Hancock of Lehman Bros, and Arthur Bunker of Lehman Corp.
They expressed an unwillingness to participste primarily on
these alleged grounds; Firat, that they had information to
the effect that the Eritish did not want te sell such secu-
rities and that the plan would put pressure upon the British
to sell (which they thought undesirable); and secend, that
the partlicular mechanism set up would stifle competition in
bidding for those ssouritiss. (This second ground is amusing
inaspuch as the same investment bankers are vigorously pro-
testing agalnst an SEC rule, now urdder oconsideration, to
requirs competitive bldding for utility securities).

As sbove noted, the three recalecitrant investment
trusts are those which ere dominated by investment bankers.
It seems falrly obvious that their true basle objection is
their fear that there will develop, through the investment
trusts, something highly deairable, namely, true undsrwriting,
i1.e., underwriting in which the underwriters, having suf-
ficient capital, are able to buy the offersd securities,
without the necessity of any immediate or even ultimste
sale to the public. The fact is that our investment bankers,
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when they act as so-called underwriters, do not do the job
that has frequently been done in England by undarwriters, but
(because of insufficient capital) merely act as salesmen who
Muhir sell to the publlic and receive more than & sales-
man's commission - the extra amount being paid to them on
the thecry that they are true underwriters when, in fact,
they do not so function. They wish to maintain that position,
thus in effect continuing to get more than they are perhaps
entitled to; this aspect of the exlsting American underwriting
arrangements was forclbly commented om by former Chairman
Douglas several years ago, to the great disgust of the in-
Vestment bankers.

What makes the matter even more amusing is this fact;
The pesition of the investment bankers is based on thsir
alleged desire to maintein competition. But ocur own studles,
and the evidence introduced before the T.N.E.C. s show that
today there is virtually no competition among the leading
_i_nuut.-nt benkers; for, when cne leading investment banker
gets & plece of business, all others, by tamcit consent ,
usually lay off and do not compete. The development of true :
undereriting by the investment trusts (something contemplated
by the Investment Company Act of 1940) will, in truth, ereate
competition for the investment bankers; that 1s what the
latter dislike and, in this instance, are (but on other pur-
ported grounds) resisting,
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In np.‘.t; of that resistance, I think that within a
very short period many of those Investment trusts which
are not affiliasted with investment bankers will be in a
posltion to make offers for some of the British securities.
That will s%£1ll leave 1t open for the investment bankers
to compete. The entrance of the investment trusts into
the matter will, to repeat, increase and not decresss
competition.




OFFICE OF
THE BECRETARY OF THE TREABURY

January 17, 1941

MEMORANDUM TO GENERAL WATSON:
Returned for the files.



Jammary 13, 1941

CONFIDENTEAL
MEMORANDUM POR THE PRESIDENTS

I think you will be interested inm the followinmg imn
its bearing not only on our national problems but in its
relation to the attitude of the investment defense bankers:

Seorstary Morgenthau, sas a result of his conversations
with the British, wanted to demonstrate to them that 1t would
be possible for them to mell their nonlisted securities (L.e.,
in wholly owned American corporations) in an orderly way
without unnscessary sacrifice. To that end he conferred with
Mr, Cyril Quinn, one of the prineipal officers of Tri-Con-
tinental, an investment trust. He then imwited us ttlh a
sonfersnce for the sole purpose of asking us te see to 1%t
that, if the investment trust industry were te offer te by
such securities, each of the investment trusts would get its
ratable share, if they so desired. We agreed to perform that
limited task.

Mr, Schenker, head of our Ipvestment Company Divisien,
sccordingly went to New York to confer with the heads of the
various investment trusts. He learned that, with the ex-
ception of the three investment trusts contrelled by investment
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bankers, /Lehman Corporation, affiliated with Lehman Bros.;
U. 8, and Forelgn, a Dillon affiliate; and Amerisan Gemeral,
4 Lasard Freres affiliats/ most of the investment trusts
whieh had been contmoted by Mr. Quinm seemed ready to go
along. Nr. Schenker conferred with Robert Lehman and John
Hancook of Lehman Bros. and Arthur Bunker of Lshman Corp.
They expressed an unwillingness to participate primarily om
these alleged grounds:; FPiret, that they had informatiom to
the effeet that the British did not want to sell such ssou-
rities and that the plan would put pressure upon the Eritish
to sell (whieh they thought undesirable); and segond, that
the partisular mechanism set up would atifle competition im
bldding for thoss seeurities. (This second ground is smusing
inssmuch as the same investment bankers are vigorously pro-
testing agaizst am SEC rule, now under comsideratiom, to
require competitive bldding for utility sscurities).

As sbove noted, the three recalcitrant investment
trusts are those which are dominated by imvestment bankers.
It seems falrly obvious that their trus basic objection is
thelr fear that there will develop, through the investmenmt
trusts, something highly desirable, namely, true underwriting,
i.e., undersriting in which the underwriters, having suf-
ficlent capital, are able to buy the offered sscurities,
without the necessity of any immediate or even ultimate
sale to the publie. The fact is that our investment bankers,
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when they act as sc-galled undereriters, do mot do the job
that hes frequently been dome in England by underwriters, but
(becauss of insufficient oapital) merely sct ms salesmen who
immedistely sell to the public and recelive more thanm a sales-
man's commission - the extra amount being paid to them om
the theory that they are trus undereriters whem, in fast,
they do not se functiem. They wish to maintain that position,
thus in effest contimulng to get more than they are perhaps
sntitled to; this aspest of the existing Amerisan underwriting
srrangemsnts was foroibly commented om by former Chairman
Douglas several years age, to the great disgust of the im-
vestment bamkers.

What makes the matter even more amusing is this faet;
The position of the imvestment ﬁ.-hu-- 1a based on their
alleged desire to maintain competitiom. But our own studies,
and hhi,l'lﬂ;ﬂ-i intredused before the T.N.E.C., show that I
today thu-t 1s virtually no competition among the leading
investment bankers; for, when cne leading investmant banker
gets & plece of business, all others, by tacit conssnt ,
ususlly lay off and do not eompste. The development of trus
undersriting by the ilavestment trusts (something contemplated
by the Investment Company Aot of 1940) will, in truth, ereate
competition for the inmvestment bankers; that is what the
latter dlslike and, in this instance, are (but on other pur-
ported grounds) resisting.



In spite of that resistamee, I think that within a
very short period meny of those imvestment trusts which
are not affiliated with imvestment bankers will be in a
position to make offers for seme of the British securities.
That will st1ll leave it open for the imvestment bamkers
to compete. The emtrance of the imvestment trusts imto
the matter will, to repeat, increase and not decrease
competition.

Chalrsan
Securities and Exchange Commissiom
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February 18, 194l

JrmoMme M. FRanK
CHAIMEAR

Confidentlal

The President
The White House

My dear Mr. Presidant;

Of course you know without my saying
80 how immensely grateful I am to you for
sending my name to the Senate.

I would have written you to this effect
long before this, but I had expected to see
¥ou in connection with SEC peracnnel changea,
at which time I intended to express my grati-
tude in perscon. However, I recelved word that
¥ou wanted me to talk to Tom and Ben about SEC
matters. This I have done and expect to have
further talks with them in the next few days.
I shan't bother you about the matter unlesas
and until you want to see me.

Yours meat appreciatively,

Jerome N. Prank
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£ SECURITIES AND EXCHANGE COMMISSION ' —

WASHINGTON :
CIFFICE OF THE CHAIRMAK I-.' ;?-t..f_'r'v'v‘-_;h'
..a--r__#.!,_,..»i*- :
Maroh 24, 2041 3 ¢ |’
CONFIDRNTIAT
The President
U832 POTOMAC

My dear Mr. President:

l. Thank you for your elous letter of March
18, I shall be in Washington w o you return and do hope
that you cen then spare me a few minutes.

2. Meanwhile, however, I think that, for the
saks of the SEC, soms changes should be mads promptly
along the follow lines: B8ubject, of course, to your
concurrsnce, on Wednesday or Thuraday I'll res 1]
Chairman; the Commission will immediately eleot B4 £fcher
88 Chelrmen; thoss changes will be amnounced and it will
also be sta publicly that, after a very few days, in
which I will elean up my desk, I will res gn a8 Commissionsr.

d. © This pi:f‘“ I think very rtant becauss
there ars ssvaral tical mattears scon 1y to ariss
which will demand the attention of the Chairman: o8-
slonal hearings on proposed smendments to the 1033 1934
Aots are imminent; an effort to amend the Holding Company
Act may also be made snd should be resisted, Senate Com-
mittes hearings on the Administrative Law Bills begin on
March 5l. During the coming wesk thars may be discussiona
on tha H11l nanou-n.lng Hriﬁopolld rale roquhimnﬂpitl-
tive bldding for public utility securitiss. In these
imminent matters, the SE0 to be vigerously represssnted
by & Chairman whoss hands not be tied as neges-
sarily now are: I feel that 1t would be publicly resented
on the Hill {lndmblhlrhyn{muuum on the Court
of Appeala) if it seemed that I was endsavaring publiely to
use my new positlon as a Judge in order to aid the SEC.

4. The items emmerated sbove and othars will ksop
the Chairman s Protty constantly, on the Hill and slse-
where for seversl months. This faot plus the fact that Leon,



muu:ni;.lyhmu of his defense mctivities, is, ams you

know, who insctive so far as the Commission is oconoerned,
u{ mean that, with » the Commission will often
not have a as many necessary matters, I have besn

glven to un tand that you proposs Socon to name Ben as
Commissioner, with ths idea that when BA leaves, Ben will
suceesd him as Chairman. I respectfully nm;ui that, ir
that 1s correct, I be permitted to tell B and Sumnar Pike,
for their peace of mind, that that will be ¥our course of

conduot.

6. It would be t-moljhlpl‘ulirm could let
me know that that above program 1s satisfactory to Fyou so
that the cheanges discussed above can take placs this weaslk,

6+ I bave disoussed all the foregoing with Bill
Douglas, Bd Eicher and Tom, all of whom fully comeour,

7. We have been talking over a plan to have the
Commission create s new position of Vies Chairman, and to
nams Sumner Plks to that post, so that he can take over
mich of the administrative work of the Chairman while ®d
is on the Hill, end also when BA lsaves and Ben becomes

ﬂhli‘l"-.n'
Singerely yours,

JroddL
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UNITED STATES CIRCUIT COURT OF APPEALS % .
HEW YORK CITY

JRRCHE H, PRANK mﬂm 1
o y/’/ﬁ/ %,
The President, F
——— CONIIRNIIL

¥y dear Mr, President:

I hope you will forgive me for making the following candid
statement: There is a rising discontent with the business management
of production in O.F.M. and related agencles., It is notable that even
80 eonservative a person and businessman adulator as Walter Lippman, the
other day indul ged in such critieclsm publiely. And others have recently
done the same in the press. They are expressing what many of those who
have served under you for years, and who are today in the war-production
setup, have been saying for some time.

I, for one, who aoted as legal adviser for businessmen for
twanty years, have no questlon whatever of the integrity or patriotism
of the busineasmen who have been managing that setup. Put most of them
sctually, or in practical sffect emotionally, are on leave of absence
from their companies, and still fesl the old emotional tisa, Ths New
Deal has insisted that the corporate executive ragard himself ae a
trustes for his investora,. And, almoat inevitably, when such an sxecutive
works for government, but thinks of some day returning to his private
poat, he fears to take risks for those investors. Thers is the impor-
tant faot, too, that industrial leaders are not accustomed, by training
or bagkground, enthusiastieslly to press for maximum production; their
business habits ceuse them to think of limiting production and plant ex-
pansion at a polnt where lmmediste and futurs private profit will be
adversely affected, To expand plant without stint, drastically to re-
arrange industry with regard primarily to the nation's welfars, may be
to injure imvestors - unless one remesmbers that there wor't be any, if
our military objectivea fall, an idem which 1t is difficult for mAny
(not all) businessmen to kesn constantly in mind. It may be unfair to
ssk them so violently to adjust their viewpolint.

If you wers to take m wvote of all the men who worked undar
you devotedly, beginning with 1933, and who are still on the job, T think
you would find that the overwhelming majority believe that there is one
peraon who, acting directly under you, can scordinate industry and
gavermment so as to expedite production to the maximum - Bill Douglas,
They lmow his executive eapacity, his abllity to choose subordinates
skillfully and to evoke their enthusiasm, his thorough knowledge of
E&!;munhl lﬁ;inlltgltlun, lndmthu nlpiatIm.'I.nh he arpused in the J

giness community. In za 8 to you am doing so en 1y with-
out his ‘.lmnlllﬁg:{ Jne i e .

Singeraly,

Jerome N, Frank
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