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White House Staff
From: " Andrew P, Steffan, Director @2} {:‘r {ESOS
Cffice of Policy Flanning q )
" Securities snd Exchange Coumission

Re: The President's Speech 1o the @
" New York Society of Security Anelysts

Attached is a short draft along the lines we ‘-3 discussed,
Yon will mote we have ircluded: (1) langusge supporting the
securities legislaticn, which we understand to be the Administration'
position - Edward Schrmlts, Under Seeretary ol the Treasury, has
provably been most Involved Jn develgping the Admipistraticn's
position on this; (2) reference to the proposel that dividends
be deductible for tax purposes whes paid on newly created preferred
gtoclt, which I believe is paxrt of the new ecoramic program; and
(3) reference to the Office of Cepital karkets Policy in Treasury
set up undex Agsistent Sedretary Gerald L. Parsky.
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Chairman Garrett has reviewed this., T am enclosing three
recent speeches in which he covecss the new securities legiszlation
{end regulatory steps), the cepital raising problem and the

 health of the securities industry in greater debail than I believe ° -
you wvanted in this draft. '

: It is our view that if the fdministration plans to diseuss
proposals thet the govermment provide equity capital to coEmaEnies
with serious liguidity problems, this wowld be n good audience,

We sre anxiong to provide further help. However, the Chairman
will be out of town Thursday afterncon and Friday and I will be :
out the rest of the week, but can be reached bty ielephone, I will
be back Friday night and you can reach me at home (955-5178) ar
at the office (755-0222) frem Saturday on.

In cur absence this week, I suggest you call Kathryn MeGrath
{755-1130).

ca; Chairman Rey Garrett, Jr,
Harvey L, Fitt
Theodore C, Barresux
Imthryn B, McGrath _ ’ -



In addressing audiences cowmposed of mewbers of the Wall
Streect commmupiiy, many speakers are fond of poinbing oul that the
U.5. capital markete are the envy of the world financial cmnmi:ty.
Certninly, I have alwaya been impressed with the sbility of our
markets to raise large mmounts of capital for government and private
1nﬂnstr_5r and. ta satisfy the constantly changing requirements of a

brosd renge of investors. Tope strength of our markets results,

1

in large measure, from the vitality of the U.5. ecnnmw-. However,
it elao reflects the dynamic character of those vho make the
markets work. - the brokers, investment bankers, fiduciaries and

njnstitutional™ investaors, and the securlty analysts.
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I% is your lmaglnaticn anéd ingenuity which h,;'us enabled our
markets to-respond fto changinlg economie conditions and to new demands
by governments, cnfpnratinns and investors. The health of our
emunw; therefore, is not ondy & ceuse but also a reswlt of the
strength of our capital market system, Ia the last decade alone,
over $700 billion of new capital has been raised ‘E‘.hh-:lugh new
gecurity issues, i -

To sccomplish this, you have had %o cope with significant

changes in the regquirements of theose geeking to raise capital as

well as in the attitudes of investors. In spite of the experience
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of this audience in predicting the future, I doubt whether many
of you would have predicted fifteen years age the repidity of
the puild-up in funds for lonvestwent in the hands of fiducierles,
or the direction {kis investment would take, Clearly, Lhe system
has been strain=d from time to tioe by such dev*elulment'a., chusling,
for Er.ampie » tremendous volafility in equity tradineg; but the
market system and those who meke it work have bounced back time
and egein, _

Now the system is once again being disrupted. To = large .
degree, of course, problems ‘heing expez-{enced. by the financial
comrminity teday result from the dremsiie de::,lilne in tl:u: gverage

price of equity sharss during the laszt several vears and the
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correspending decline in revepues and profits for many. The
source of the present difTiculties 1s et ieast- partly the serlous
econcaic problems which the country faces, including inflation,
" the dramatic rise in the cost of energy, high interest rates
and, most recently, the feer of recession.
Ian heafteneﬂ., needless to sey, by the recent show of uptimis'm
" 4n the gecurilies marketis and hops that thiz reflects cnn:f‘idﬂnea
on the part of investorg that our program te come to grips with th;.-
economi o ;'prc:hlems fa'::ing the eoumiry will have the longer tem
prositive benefits which we expect, Hewever, as you know, I do nu‘tl

expect we will resolve our problens pvernight., Furthermore, it
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seeqs likely that the demands on the capifal nmarkelis of the
next decade mey be substentially different from these you heve
been dealing with in tﬁe past ten-to-Lifteen yenrs.

There will be an even greater requiremenk for new capital,
I understand, to meet the challenge for emergy indcpendence and
to provide pew scurces of eneré;r.. Tois will oceuwr af a Time when
the govermment will be callipg on the capital sasxhkets to Tinance
the proposed deficit iﬁ. spending so eritical to our plan for
economic recovery and wﬁen m&n;,r corporations uili be seak:’i-.ng
equity capital in the markets to reduce baiancc: sheef. lwers;ge and
to replace the cash flow lost fo inflation. JTuriher complicating
the problem, inwestora may be cautious about purchasing equities

after experiencing the dramatic decline in equity values of recent

years,

will rise to the challenge cnce again. I recognize that the
gecurities industry has been dealt & serious blow by the evenls of
the vast few years - that, for example, revenues are off EE% for

New York Btock Bxchange member firms in the past two years and

that the number of securities fixms and the mumber of professicizls

in the businezs hes alao declined sharply.

Nevertheless, I have confidence that the financial commnity
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In spite of this shock, or perhaps because of it, the

- pegurities industry may be leaner and stronger today thac during
the perimi of bugyaot stock prices. The new finsocial community
that evolyes Froe this difficult pericd 1m‘:i..‘l_'l. be more ‘na.lanced more
flexible, more efficient and better able to meet new demands for

capital and prmnuing investments,

T;s that end, the Administration supported last year and will
support this year the new legislation providing for impertant
changés to the structure of our markets, T know this avdience is

well esware of the provisions of the various bills and that ANy

Poq  prassn woy Ldogojoyq .

memhers of the finaneial coommnity have assisted in thelr developmen

The natioral, or central, market system vhich is the majJor focus
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of this legizlation should ins_ure the wnlv;:-ment of -& heslthier,

rore efficient securities industry to meet the challenges of the

Future,
I.n reeuﬁnitiun of the difficulty many corpzoies face In rﬂ.‘lsiﬁg

needed equity.napital, my econcmic program provides that corporations

e permitted to issue & new type of preferred stuck,- the dlvidends

| _on which would be deductible for income tax purposes. This proposal

1s intended to eliminate the tex sdvantage to issuing debl as opposed

to equily.
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T em-mware that professional investors and 'secul:l'itg anzlysts -
bave become increazingly concerned sbout the risks associatod with
‘balance sheet leverage, . in spite of the benefits to earnings
growth, Your increased ettention fo the hasic financial strength
of coxporations seems certain 4o contribute %o the sbilify of our

markets to meet the chelienge,
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The Administretion's cancern with the health of the capital

markets has alsoc led to the establishment of a smell, but important, E’

office in the Irea.aur:'{ tn coordinate with those organizatlions such &551

E"_.
the E.E.C.-_and. the: Federal R&ser-.re Buar:i,. which are deating directly ;

ﬁth capital market problems, -We hope this effort will lmprave the &
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government's planning for end reaction to important problems, 5

However, in the :h.na.:l. analysis, it is the fmancial coummnity
itself which must provide the leadership. The intent of the pending
]_Egiﬂla-tinn and olher programs is to provide the most efficient and
open system. -~ to ensble it Itn raspond most; effectiv:e-.l:,r. X am

confident you will meet the challenge.



