7\ SECURITIES AND EXCHANGE COMMISSION
WASHINGTON

OFFICE OF THE CHAIRMAN June 28, 1938

Marriner He. Eccles, Chairmen

Board of Governors of the
Federal Reserve System

Washington, D. Ce.

My dear Mre. Chairman:
Persistent rumors have it that you now con-

clude that certain provisions of the Securities Act
of 1933 operate to discourage or prevent new capital

financing.

) I was inclined not to believe them until
recently, in view of our previous discussions. If
that is now your view, I am naturally very much in-
terested to know what fact or facts have persuaded
youe

Yours faithfully,
William Oe. Douglas
Chairman
A5
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July 7, 1938

Honorable ¥William 0. Douglas, Chairman
Securities and Exchange Commission
Washington, D. C.

Dear Mr. Douglas:

I have your letter of June 28 im which you
advise that rumors have come to you that it ic my view that
certain provisions of the Securities Act of 1955 operate to
discourage or prevent new capital finencing and asking what
facts have persuaded me to this view.

s

Firet of all, please be assured that I do
not consider myself or my associates experts in the field
covered by the Securities Act of 1935 and would therefore
hesitate to come to any comclusions respecting the effect
of that Act without conferring with yourself and your asso-
ciates. The fact is that I have no definite opinions as to
the various provisions of the Act im question and the omly
consideration that has been givem here to the Act and the
regulations of the Commission pursuamt thereto was incideatal
to our careful and extended comsideration of the probleam of
bank credit for business. I do, however, have an
with respect to the genersl situation respecting the capital
market which it must be admitted has not been such as te
facilitate the supply of capital to business in adeguate
manner, especially to small and medium-sized business units.
Leaving aside the acknovledged benefit from the point of view
of the reforms imvolved, it seems to me that the divorcement
of commercial banking from the distributiom of securities
through affiliates, the prohibition ageinst underwriting by
banks and the revision of the Comptroller's Regulatiom on
Investment Securitlies issued in 1956, plus the eatire field
of legislation administered by the Securities and Exchamge
Commission have all combined to interpose importamt barriers
between the supply of imvestment fumds on the ome hand and
the requirements of bpsimess for capital on the other hamd.
In the process of accomplishiag the reforms, mo altermative
mechanism was provided to keep wp the ready flow of imvest-
ment funds imto the capital market with the result that, wp
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to the presemt, business gemerally has not enjoyed a satis-
factory capital market except in the case of large amnd very
high grade issues.

For the pest several months I have been de-
voting a great deal of my time to the problem of ameliorat-
ing the barriers referred to insofar as they relate to the
banking system. As you kmow, these efforts have resulted
in the recent change in the policies of the bank supervisory
suthorities respecting bank examinations and a revision of
the Comptroller's regulation governing the purchase of in-

. vestment securities by a2ll member banks., I think it fair to

say that these changes represent a fumdsmental liberalizatiom
in the approach to the problem of bank loans and imvestments
without inm any way challenging the existing restrictions upon
the issue of securities for public distribution as embodied
in the Securities Act of 1933. Whether, in order to improve
the capital market, chsnges should be made im the legislation
or regulations administered by the Commission is a matter
vhich you and your associates could best judge. That this

problem is receiving your careful amd contimaing attention

-was dndicated in the statement of the Commission issued under

date of April 22, 1938, announcimg the liberaligatiom of cer-
tain requirements respecting some classes of exempted issues.
I should like to add that if a2t any time any members of the
Board of Governors or its staff could be of assistance in the
further comsideration of this problem bty you amd your asso-
clates, we would be very glad to cooperate in every way.

I believe you and I will find ourselves in
close agreement om all essential metiers comnected with the
control of security issues for public distributiom. I have
the greatest respect for the benefit comferred by the func-
tionings of the Securities and Exchange Commission in pro-
tecting the imvesting public against frauds and abuses. At
the same time, I have a deep concerm for the capital end
credit requirements of business, particularly of small and
medium-sized business units and am especially anxious that
the banking system fulfill its normel function of meeting a
subgtantial part of these requirements, since the smaller
business units do not gemerally have adequate access to the
capital market.

Yours sincerely,

B. S. Eccles

%‘ Chairman
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