
STOCK EXCHANGE PRACTICE

FRIDAY, EEBBTJABY 24, 1933

U nited  S tates S en ate ,
SuBCOMMITEE OF COMMITTEE ON BANKING AND CURRENCY,

Washington, D . 0 .
The subcommittee met, pursuant to adjournment on yesterday, at 

10 o’clock a.m., in room 301 Senate Office Building, Senator Peter 
Norbeck presiding.

Present: Senators Norbeck (chairman), Couzens, Townsend, 
Fletcher, and Costigan.

Present also: Senators Brookhart and Reynolds.
Further present: Ferdinand Pecora, special counsel to the com

mittee; Julius Silver and David Saperstein, associate counsel to the 
committee.

The C h a ir m a n . The subcommittee will come to order. Mr. Pecora, 
who will you have this morning?

Mr. P ecora. Mr. Baker will please resume his testimony.

TESTIMONY OF HUGH B. BAKER, PRESIDENT NATIONAL CITY 
CO., NEW YORK CITY—Resumed

Mr. P ecora. Mr. Baker, did you participate in the management 
fund distribution for the year 1929 of the National City Co.?

Mr. B a k e r . Yes, sir.
Mr. P e co ra . To what extent?
Mr. B a k e r . Well, of course as to the year 1929 there really wasn’t 

a fund, you might say.
Mr. P ecora. I d id  n ot hear you.
Mr. B ak er . I  say, in 1929 the fund entirely disappeared before 

the end of the year. I don’t remember what the amount was.
Mr. P ecora. Wasn’t there a distribution for the first six months 

of that year?
Mr. B ak er . Yes, sir.
Mr. P ecora. And wasn’t the distribution a very substantial 

amount?
Mr. B a k e r . Yes.
Mr. P ecora. What was your participation in that fund?
Mr. B a k e r . From memory, and I  haven’t that figure before me, 

I  think it was $225,000 or thereabouts.
Mr. P ecora. For the first six months?
Mr. B ak er . Yes.
Mr. P ecora. What was the extent of your participation in the 

management fund of the National City Co. for the year 1928?
Mr. B a k e r . It was $266,670.41.
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1966 STOCK EXCHANGE PRACTICES

Mr. P ecora. And that was exclusive of your salary ?
Mr. B a k e r . Yes, sir.
Mr. P ecora. What was the extent of your participation in the 

management fund for the year 1927 of the National City Co.?
Mr. B a k e r . It was $185,250.
Senator F letcher . And what has been your salary ?
Mr. B a k e r . Twenty-five.
Mr. P ecora. What was that?
Mr. B a k e r . Twenty-five.
Mr. P ecora. For the year?
Mr. B ak e r . Yes, sir.
Senator C ostigan . When you said “ 25 ” , did you mean that your 

salary was $25,000?
Mr. B ak e r . Yes, sir.
Mr. P ecora. Did you say it was about $250,000 for the first 6 

months ?
Mr. B a k e r . I was guessing at the figure. I  am not sure about it.
Mr. P ecora. But was the figure that you guessed at $250,000?
Mr. B a k e r . I guessed it was $225,000.
Senator T ow nsend . Mr. Baker, you may have covered this here

tofore, but how were the profits made that were included in this 
particular division?

Mr. B ak er . In this management fund?
Senator T ow nsend . Yes.
Mr. B a k e r . The earnings of the company first had deducted from 

them 8 per cent of the capital surplus and undivided profits, that 
was first deducted, and then of the balance the deductions were 80 
per cent and 20 per cent, 20 per cent going into the management fund 
to be allotted to various executives.

Senator T ow nsend . Y ou mean that a management fund was set 
up out of capital?

Mr. B a k e r . No; it depends upon the current earnings of the 
company.

Senator T ow nsend . And you  say 8 per cent was w h at?
Mr. B ak er . Before any management fund is figured at all there 

is allotted out of current earnings, capital, surplus and undivided 
profits, 8 per cent, and then of the balance 20 per cent goes into the 
management fund.

Senator T ow nsend . Of the surplus of the National City Co.?
Mr. B a k e r . Yes, sir.
Senator T ow nsend . All right.
Mr. P ecora. Mr. Baker, it has already been testified, either by 

you or one of the preceding witnesses, that during the year 1929 your 
company sold to the public upwards of 1,300,000 shares of the capi
tal stock of the National City Bank. Do you recall that testimony?

Mr. B a k e r . Yes, sir.
Mr. P ecora. It is correct, is it?
Mr. B ak e r . Yes.
Mr. P ecora. Mr. Bfaker, in effecting those sales, and in making 

purchases of stock that your company found it necessary to buy in 
order to make deliveries for those sales, did the National City Co. 
employ stock brokerage houses to accumulate stock for it?

Mr. B ak e r . N o ; I should not say that. But we bought stock 
from brokers.Digitized for FRASER 
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Mr. P ecora. T o what extent, in percentage?
Mr. B a k e r . Well, that would only be an estimate, Mr. Pecora. 

I should estimate that to be, perhaps—oh, I should think 75 per cent.
Mr. P ecora. H ow  many brokerage firms did you have transac

tions of that kind with?
Mr. B a k e r . That would be quite a large number.
Mr. P ecora. About how many, whether large or small?
Mr. B ak e r . I should think 15 or 20, and probably 20.
Mr. P ecora. With which firm, according to your best recollection 

now, did you have the largest number of such transactions in that 
year?

Mr. B ak e r . Well, sir, I do not know that I can answer that. I 
have never studied the division of where those orders went, and 
through what brokers they were placed, to try to get that in my 
mind. It made no difference to me to what brokers they went.

Mr. P ecora. D o you recall a brokerage firm known as J. R. 
Schmeltzer & Co. ?

Mr. B ak er . Yes; I know that name, but I do not know the indi
vidual members of the firm.

Mr. P ecora. Were they specialists in your bank stock?
Mr. B ak e r . I think they were specialists in bank stocks gener

ally but not in any one particular bank.
Mr. P ecora. D o you recall that you had a large volume of trans

actions with that brokerage firm in the stock of the National City 
Bank during the year 1929 particularly?

Mr. B ak er . Well, I do not know how large the volume amounted 
to. There were transactions with that firm and I think in sub
stantial amount.

Mr. P ecora. Now, Mr. Baker, was there any security of any kind 
whatsoever in which the National City Co. traded in the year 1929 
to a greater volume than National City Bank stock—any other single 
security I mean ?

Mr. B ak er . Well, I can only answer that after referring to our 
records, Mr. P-ecora, and seeing just the amounts of the different 
issues, because during the year 1929 our total volume of business in 
all our different offerings ran into a very substantial volume.

Mr. P ecora. It ran into a volume of over $2,000,000,000, didn’t it?
Mr. B ak e r . Yes.
Mr. P ecora. N o w , of that volume did you deal in any single issue 

or security to a greater extent than you dealt in the capital stock of 
the National City Bank?

Mr. B a k e r . Well, I do not know. I would have to refer to our 
complete records on that to answer the question.

Mr. P ecora. A s you sit there now, can you recall any other issue 
in which your dealings were greater than in the bank stock for that 
year?

Mr. B a k e r . I do not recall any.
Mr. P ecora. Did you have anything to do with the trading in 

National City Bank stock on behalf of your company in that year?
Mr. B a k e r . Do you mean in the placing of orders?
Mr. P ecora. Did you have anything whatsoever to do with it ?
Mr. B a k e r . Oh, yes; certainly.
Mr. P ecora. What did you have to do with it?
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M r. B aker. W e ll, I  was the president o f the company, and I  was 
interested in all o f our purchases and in all o f our sales.

Mr. Pecora. And gave directions for the making of purchases 
and sales?

Mr. B ak er. Yesf ; but not always in detail. In a general way I  
gave the directions controlling that.

Mr. Pecora. Was the execution of your instructions or directions 
entrusted to the supervision of any particular individual?

Mr. B ak es. Yes, sir.
Mr. Pecora. To whom?
Mr. B ak er. Mr. Morrison.
Mr. Pecora. And Mr. Morrison was the head of your trading 

department?
M r. B ak er. Yes; and a vice president of the company.
Mr. Pecora. And he is here under subpoena?
Mr. B ak er. Yes, sir.
Mr. Pecora. Did the National City Co. make the market for that 

stock?
Mr. Bakeb. No; I would not say that at all. We were prepared 

to make quotations, either to buy or sell, at any time in exact line 
with the prevailing general market.

Mr. Pecora. D o you know of any other trader or dealer in securi
ties who had anytmng like the volume of trading in National City 
Bank stock in the year 1929 that the National City Co. had?

Mr. B ak er. Well. I could not give you that, because I do not 
know the records 01 other houses. I  do know that there were per
haps 60 or more houses advertising in the newspapers as bank-stock 
specialists or dealers in bank stocks, and as to what the volume of 
their business may have been I  have no way of knowing. But my 
estimate would be that our volume as it related to the entire volume 
of trading, would not exceed somewhere around perhaps 10 or 15 
per cent.

Mr. P ecora . No, my question was: Do you know of any other 
dealer or trader who dealt in the stock of the National City Bank 
to as great an extent as the National City Co.? Have you knowledge 
of any such?

Mr. B ak er. No, I  do not know that, because I do not know what 
the trading of any particular firm was.

Mr. P ecora . Weren’t you in constant touch with the over-the 
counter market in the bank’s stock?

Mr. B ak er. Yes, sir.
Mr. Pecora. Wouldn’t that enable you to learn whether there was 

any other single dealer or trader whose business compared with that 
of the National City Co. in that stock?

Mr. B ak er. N o ; I  could not possibly know that.
Mr. Pecora. You say you could not possibly know that?
Mr. B ak er. No.
Mr. Pecora. You have no idea or information on that subject 

to-day?
Mr. B ak er. I, of course, knew that there were a great many people 

trading in bank stocks, our and other bank stocks, but as to the 
amount of their volume, I do not know that.
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Mr. Pecora. Now, one day in September of 1927 you noticed that 
five sales of 10 shares each of the National City Bank stock were 
made on the New York Stock Exchange?

Mr. B ak er. Yes, sir.
Mr. Pecora. And the spread between the bid and asking prices 

was 5 points, as I  recall your testimony.
Mr. B ak er. That was between sales?
Mr. Pecora. Yes, between sales.
Mr. B ak er. Yes, sir.
Mr. Pecora. And you thought that indicated a manipulation o f 

the stock on the floor of the exchange, didn’t you?
Mr. B aker. No. I thought------
Mr. Pecora (interposing). Isn’t that what you testified to 

yesterday?
Mr. B ak er. Well, I don’t remember my exact words, but-----
Mr. Pecora (interposing). Well, I  do remember your exact words, 

and I think I  have quoted them textually.
Mr. B ak er. Well, i f  you will permit me to explain my thought 

on that, it is this: That it showed to me that a sudden order came 
on to the stock market without any particular stock there for sale 
at that same time, and that it would be a very easy thing if anyone 
wanted to do it to manipulate the stock.

Mr. Pecora. You said yesterday that those five sales of 10 shares, 
each made on the Stock Exchange one day in September of 1927, 
so impressed you with the thought that they were the result or gave 
evidence of manipulation, that you sent a cable to Mr. Mitchell who 
was then in Paris.

Mr. B ak er. That is right.
Mr. Pecora. And called his attention to the startling manipulation 

evidenced by five sales grossing 50 shares.
Mr. B aker. The possibility of it.
Mr. Pecora. The possibility of it?
Mr. B ak es. Yes, sir.
Mr. Pecora. How many wires did you have in the trading depart

ment of your company?
Mr. B aker. Telephones connecting with brokers, do you mean?
Mr. Pecora. Yes.
Mr. B ak es. Well, I  don’t know, probably 20 or 30.
Mr. Pecora. Ana how many men did you have in the trading 

department?
Mr. B aker. I should think about that same number, 15 to  20.
Mr. Pecora. Wouldn’t that indicate that the National City Co. 

in those days was engaged in a volume of trading in the bank’s stock 
far, far exceeding what alarmed you in September of 1927 when 50 
shares gross were traded in on the Stock Exchange in 5 transactions?

Mr. B aker. Mr. Pecora, I  misunderstood your question just prior 
to this. I thought you meant how many telephone connections or 
wires there were with brokers generally for the conduct of our 
general business, our entire business. My reply was with that 
thought in mind. I do not think there was over one—well, I  don’t 
know that there was any particular wire strictly confined to trading 
in National City Bank stock. I think that was just over any of our 
wires, of which we had perhaps 15 or 20.
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Mr. Pecora. In other words, you made trades over your 20 wires 
connecting with different brokerage houses?

Mr. B ak er. Over any wire, with any broker.
Mr. Pecora. Didn’t that indicate a volume and kind of trading 

that far exceeded the trading amounting to 50 shares in 1 day which 
alarmed you in September of 1927 when those 50 shares were dealt 
in on the New York Stock Exchange in 5 transactions of 10 shares 
each?

Mr. B ak er. Well, except of course, I  repeat, that those wires were 
being used for the conduct of our general business.

Mr. Pecora. They were being used extensively too for your trades 
in National City Bank stock?

Mr. B ak er. Any time we had trades to make they were made over 
the telephone.

Mr. Pecora. And you sold as many as 90,000 shares in a single 
week, didn’t you, in 1929?

Mr. B aker. N o, sir— yes, that is right, for the week of February 
21. But that—let me see—but that was after the old stock had been 
exchanged on a 5-to-l basis.

Mr. Pecora. Of course, that volume of trading did not indicate 
any manipulation of the market, did it?

Mr. B aker. Not necessarily.
Mr. Pecora. When does a volume of trading indicate manipula

tion, and when doesn’t it?
Mr. B ak er. That is—I can not answer that, because I  think each 

case there has to be studied in itself. There might be a great many 
buying orders received on any particular security, and selling orders 
on the same day, and that might not have any feature of manipula
tion in it, but would simply be the execution of buying and selling 
orders.

Mr. Pecora. Isn’t it easier to control the over-the-counter market 
for a security than the Stock Exchange market?

Mr. B aker. That again depends upon its activity and how many 
buyers and sellers there may be.

Mr. Pecora. Well, generally speaking isn’t it easier to control the 
over-the-counter market for a security than the Stock Exchange 
market?

Mr. B ak er. Well, there may be cases where that is true; yes.
Mr. Pecora. Isn’t that true with bank shares particularly?
Mr. B ak er. I  do not know why it should be.
Mr. Pecora. W e ll, is it true?
Mr. B aker. With outside dealers trading over the counter, traders 

in any volume at all, with anybody who is interested to buy and sell, 
there is a free and open market on it.

Mr. Pecora. I  am not inquiring into the why of it but whether 
or not it is a fact.

Mr. B aker. It m ay be, but I  don’t know.
Mr. Pecora. Y ou  are market wise, aren’t you?
Mr. B aker. I don’t know that I  am.
Mr. Peoora. D o you think you would be the president of the 

National City Co. if you were not a keen student and observer of the 
markets for securities, all markets ?
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Mr. B aker. Well, I  certainly don’t know the answer to that ques
tion. That is somebody else’s decision to make.

Mr. Pecora. It is not an unfair assumption that you were chosen 
for the chief executive position of this great investment company 
because you were market wise, is it?

Mr. B aker. Well, I doubt if that was the consideration of it. I 
don’t think that was the idea, as to whether I was market wise or 
not.

Senator B rook h art. That was one of the things, wasn’t it?
Mr. B aker. I do not know, Senator. I was not there when the 

matter was being discussed.
Mr. Pecora. Now, Mr. Baker, in the month of October, 1929, do 

you know the volume of transactions in National City Bank stock 
that your company had with J. R. Schmeltzer & Co. ?

Mr. B aker. No.
Mr. Pecora. Have you any figures in mind that would indicate 

to 1 J 11 °

Mr. Pecora. None at all?
Mr. B aker. No, sir.
Mr. Pecora. Y ou have no personal recollection of it?
Mr. B aker. No ; I have not at all, I am sorry to say.
Mr. Pecora. Is your mind a blank on that point as you sit there 

now?
Mr. B aker. Yes, sir.
Mr. Pecora. An utter blank?
Mr. B aker. So far as the amount of the transactions we had with 

Schmeltzer is concerned.
Mr. Pecora. What was the general course of the transactions 

you had with J. R. Schmeltzer & Co. in the stock of the bank?
Mr. B ak er. Well, we gave them—we would buy stock or sell 

stock from them the same as we would any other dealer in bank 
stocks. As to whether or not the volume ran greater with any par
ticular house than some other house I assume would depend entirely 
upon the character of service and so forth rendered by that house 
in that particular issue.

Mr. Pecora. Would you give them orders to accumulate shares 
of National City Bank stock for you and have those paid for by the 
National City Bank?

Mr. B aker. No, sir.
Mr. Pecora. Did you do anything in the course of your transac

tions in National City Bank stock with J. R. Schmeltzer & Co. that 
included the National City Bank in the process?

Mr. B ak er. Not to my knowledge.
Mr. Pecora. Have you with you here the correspondence passing 

between J. R. Schmeltzer & Co. and the National City Bank?
Mr. B aker. No.
Mr. Pecora. Will you ascertain whether any of your associates 

has it?
Mr. Law. Your Mr. Saperstein has that, Mr. Pecora.
Mr. Pecora. Let me read, for instance, what purports to be a 

copy of a letter addressed to the National City Bank by J. R. 
Schmeltzer & Co. under date of October 11,1929:
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Na tio n al  Cit y  B a n k .
(Attention of Mr. West)

Dbab Sis : We baying to deliver to the National City Go. 2,100 shares of 
National City Bank stock, here'by ask you for an additional overcertification 
of $1,000,000.

Thanking you for your courtesy, we are,
Very truly yours,

1972 STOCK EXCHANGE PRACTICES

What does that letter indicate?
Mr. Baker. Of course, I  know nothing about that. It is the first 

time I  have heard it. It is directly a bank matter in which I  had 
no voice or knowledge.

Mr. Pecora. You know nothing about it?
Mr. Baker. No.
Mr. Pecora. Well, here J. R. Schmeltzer & Co. say that they have 

to deliver to your company 2,100 shares of National City Bank 
stock. Now, that stockliad to be paid for by your company?

Mr. Baker. And would be as soon as delivered.
Mr. Pecora. How would your company pay for it?
Mr. Baker. We would pay with check.
Mr. Pecora. With funds obtained from whom?
Mr. Baker. Ourselves.
Mr. Pecora. What would be the occasion for a letter of the kind 

I  have just read to you, then?
Mr. B a k e r . That would be a matter, Mr. Pecora, which was 

strictly a banking matter between the firm you mention and the 
National City Bank, in which the National City Co. would have 
nothing whatsoever to do.

Mr. Pecora. What would be the occasion for a letter of this kind 
written by J. R. Schmeltzer & Co. to the bank in connection with 
a transaction in which they were to deliver shares of stock to your 
company?

Mr. Baker. I  have not the slightest idea. That is strictly a 
bank matter.

Mr. Pecora. And you do not know the purpose of it?
Mr. Baker. Of which I  knew absolutely nothing.
Mr. Pecora. And you do not know the purpose of it?
Mr. Bakes. Of that letter to the National City Bank?
1Mb*. Pecora. Yes, sir; of the transaction indicated by this letter.
Mr. Baker. Not the slightest.
Mr. Pecora. This letter is utterly meaningless to you?
Mr. Baker. It is absolutely a bank routine matter of which I  know 

nothing.
Mr. P ecora. And is utterly meaningless to you?
Mr. Baker. Yes, sir; so far as any relation between J. R. Schmelt

zer & Co. and the bank are concerned, I  know absolutely nothing.
Mr. Pecora. And the letter is utterly meaningless to you? That 

is, you do not know what it means.
Mr. B ak er. They are evidently applying for a loan, if that is what 

you mean.
Mr. Pecora. I  want to know what it means to you. What does it 

mean to you?
Mr. Baker. Mr. Pecora, I  am not in the bank. I  am not in the 

Commercial Bank, and do not have anything to do with loans that
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are made between brokers and the National City Bank. I would not 
know anything about it.

Mr. P ecora. What does this particular letter I  have read mean to 
you?

Mr. B aker. May I read it, please?
Mr. P ecora. Yes; here it is.
Mr. B aker. It would seem to me that they are applying for ac

commodation for the day.
Mr. P ecora. T o enable them to do what?
Mr. B aker. To enable them to conduct their regular business.
Mr. P ecora. T o enable them to take up the 2,100 shares they were 

delivering or were going to deliver to your company; is that it?
Mr. B aker. That would seem to be included m it.
Mr. P ecoba. That is the most important part of the idea, isn’t it; 

not merely an incidental part?
Mr. B aker. That would seem to be included in it, but I don’t 

know what it was.
Mr. P ecora. Despite the fact that your company is wound up in 

the transaction to which that letter refers, you don’t know anytning 
more about it than you are telling us now; is that what you mean 
to say?

Mr. B aker. Not the slightest. May I say this: As far as our rela
tions with dealers with whom we deal in buying and selling securi
ties, that does not have any connection at afl with the method that 
they may use in facilitating deliveries to and from their offices in any 
particular day. We would not know anything about it.

Mr. P ecora. You don’t think this letter indicates that the bank 
was extending accommodation to the brokerage house which was 
picking up shares of stock on behalf of the National City Co., do 
you?

Mr. B aker. It would seem so, yes; but I  do not know anything 
about it.

Mr. P ecora. Is this the first time you have heard of this kind 
of dealing between J. R. Schmeltzer & Co. and the National City 
Bank where the brokers take up stock of the bank for the National 
City Co.?

M r. B aker. Yes; and it is perfectly natural it should be, because 
I haven’t any contact or knowledge of the loan arrangements made 
between brokers and the National City Bank.

Mr. P eco ra . Now, under date of October 1 5 ,1 9 2 9 , J. R. Schmeltzer 
& Co. wrote to the National City Bank, attention of Mr. West, as 
follows:

D eab. S i b : We having to deliver to the National City Co. 1,600 shares of 
National City Bank stock, hereby ask you for an additional overcertification 
of $800,000.

Thanking you for your courtesy, we are,
Very truly yours,
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That indicates also that on that date, October 15,1929. the writers 
of this letter had picked up 1,600 shares of the bankas stoc^ for 
delivery to your company, and needed an accommodation or loan 
from the bank in the amount of $800,000 to enable them to pick up 
the stock and deliver it to your company, doesn’t it?

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Mr. B aker. That would seem to be similar to the other trans
action.

Mr. P ecora. N ow, I have here another letter, written October 16, 
1929, by the same firm of brokers to the National City Bank, atten
tion of Mr. West:

Doab Sib : We having to deliver to you the National! City Co. 1,547 shares of 
National City Bank stock, hereby ask you for an additional overcertification 
of $800,000.

Thanking you for your courtesy, we are,
Very truly yours,

1974 STOCK EXCHANGE PRACTICES

That is evidence of a similar transaction in which those brokers 
had picked up 1,547 shares of the bank’s stock for delivery to your 
company and needed an accommodation or loan in the sum of 
$800,000 from the bank to enable them to do so, is that right?

Mr. B aker. Well, from some bank.
Mr. P ecora. And this indicates that the National City Bank was 

the bank that was asked to extend the accommodation, which 
apparently it did.

Mr. B ak er. Evidently. And that is all I  know about it.
Mr. P ecora. You are learning about this for the first time, aren’t 

you?
Mr. B aker . Yes. I  have no contact with those deliveries at all. 

I  do not know anything about it. We buy and when delivery is 
made to us we pay for it.

Mr. P ecora. I thought you said you would give directions to the 
head of your particular department regarding these transactions.

Mr. B aker. That is true, but that has nothing to do with that 
matter.

Mr. P ecora. With the bank’s financing these transactions?
Mr B aker. No.
Mr. P ecora. Financing brokers that were picking up stock for 

your company?
Mr. B aker. Not at all.
Mr. P ecora. It is all news to you?
Mr. B aker. Yes, sir.
Mr. P ecora. That is being imparted to you for the first time in 

this fashion?
Mr. B aker. Yes; we have nothing to do with that.
Mr. P ecora. You have nothing to do with the bank either, have 

you?
Mr. B aker. N o, sir.
Mr. P ecora. The only thing you have to do with the bank is that 

all your stockholders own the stock of the bank?
Mr. B aker. Yes, sir.
Mr. P ecora. Through three trustees.
Mr. B aker. And that is-----
Mr. P ecora (interposing). And the fact that you do business 

under the same roof.
M g. B ak er . Well, just one minute there: It is just the reverse of 

that to which you referred. The stockholders of the bank, through 
three trustees, own our stock.

Mr. P ecora. That is what I meant to say.
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Mr. B aker. Yes.
Mr. Pecora. And that you do business under the same roof as 

the National City Bank.
Mr. B aker. That is right.
Mr. Pecora. And that you have among your officers and directors 

persons who hold executive offices and places on the board of direc
tors of the bank?

Mr. B ak er. That is right.
Mr. Pecora. Is that right, now?
Mr. B aker. Yes, sir; that is right.
Mr. Peoora. And a report is made to the bank every year, or 

every 6 months, of the operations of your company ?
Mr. B aker. Yes.
Mr. Pecora. Outside of that you have nothing to do with the 

bank?
Mr. B ak er. I have nothing to do with the current daily business 

operations o f the bank.
Mr. Pecora. Now, I have here another letter addressed by J. R. 

Schmeltzer & Co. to the bank, attention of Mr. Rave, under date 
of October 28,1929, readings as follows:

D e a b  S ib : We having to deliver to the National City Co. 900 shares of 
National City Bank stock, we hereby ask you for an additional overcertification 
of $500,000.

Thanking you for your courtesy, we are,
Very truly yours,

STOCK EXCHANGE PRACTICES 1975

That is another one of these transactions, is it?
Mr. B aker. Evidently; yes, sir.
Mr. Pecora. And here is another letter, dated the same day, Oc

tober 23, 1929, addressed to the National City Bank, attention of 
Mr. Rave, readings as follows:

D ea b  S ib : We having to deliver to the National City Co. 1,750 shares of 
National City Bank stock, we hereby ask you for an additional overcertification 
of $900,000.

Thanking you for your courtesy, we are,
Very truly ytfurs,

That letter indicates a similar transaction, doesn’t it?
Mr. B aker. Yes, sir.
Mr. Pecora. Here is one dated the following day, October 24,1929, 

addressed to the National City Bank, and reading as follows:
D e a b  Sm: We having to deliver to the National City Co. 1,650 shares of 

National City Bank stock, hereby ask you for an additional overeertiflcation of 
$800,000.

Thanking you for your courtesy, we are,
Very truly yours,

J. B. SCHMELTZEB & Co.
That would indicate a similar transaction, wouldn’t it?
Mr. B aker. Yes, sir.
Mr. Pecora. Here is one dated October 25, 1929, addressed to the 

National City Bank, attention of Mr. Rave, reading as follows:
D e a b  Sm: We having to deliver to the National City Co. 8,100 shares of 

National City Bank stock, hereby ask you for an overcertiflcation of $3,500,000 
additional. We believe, however, that it will not be necessary for us to ask 
for all the above overcertification as in all probability all of this stofck will
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not be delivered to us, but we are asking at the moment for $1,000,000 
additional.

Thanking you for your courtesy, we are,
Very truly yours,

J. E . SCHMBLTZEB & GO.

Now, you probably notice that the phraseology of this letter is 
somewhat different irom those which preceded it. What does this 
letter indicate to you ?

Mr. B ak er. Well, I do not know what it is. It does not mean 
a thing to me. As I said before, if we contracted to buy the stock 
and it is delivered we would pay for it. That is the only interest 
I would have in it.

Mr. Pecora. What does this letter, which you say you are now 
learning about for the first time, mean to you?

Mr. B ak er. Just the same as the others prior to that.
Mr. Pecora. Oh, no. Doesn’t it depart from the others in a 

slight way, for instance-----
M r. B ak er (interposing). The only departure I  can see in it, 

from your reading o f it, would be that they probably did not expect 
all that stock in hand to deliver that particular day. That would 
be all I  would understand about it.

Mr. Pecora. But that they had picked up 8,100 shares for which 
they had committed themselves. In other words, you had asked 
these brokers for your company to pick up 8,100 snares of National 
City Bank stock. They had picked them up, but were only going 
to deli ver-----

Mr. B ak er (interposing). They had sold to us, and in the delayed 
purchases-----

Mr. Pecora (interposing). They say, “ We believe, however, ,that 
it will not be necessary for us to ask lor all the above overcertifica
tion ”, which was for 3y 2 million dollars, “ as in all probability all 
this stock will not be delivered to us.” What did they mean?

Mr. B ak er. I haven’t any idea.
Mr. Pecora. Is  this meaningless to you?
Mr. Baker. Yes; it is. I f they had sold to us 8,100 shares of stock, 

or whatever the amount was that you mentioned, we would cer
tainly expect delivery of the stock, and as delivered we would pay 
for it.

Mr. Pecora. It says, “ will not be delivered to us”—or, to get 
back, “ as in all probability all this stock will not be delivered to 
us.”  Why should these brokers ask the bank for an overcertifica
tion or loan to cover 3% million dollars for stock which they had 
picked up for the account of your company but which was not 
going to be delivered to them?

Mr. B ak er. I would not know what they meant by that, unless 
they meant that the stock might not be delivered that particular 
day. That would be the only explanation I  could see to that.

Mr. Pecora. Is there any possibility that the other stock was to 
be delivered to the bank directly?

Mr. B ak er. Oh, absolutely not.
Mr. Pecora. Or to the City Co., directly, by the brokers?
Mr. B ak er. I  do not think so. But that is the first time I  have 

ever heard of that and I don’t know. I  can’t imagine that that would 
be the case.

1976 STOCK EXCHANGE PRACTICES
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Mr. Pecora. Y ou  are hearing of other things about your company 
for the first time, aren’t you?

Mr. B ak er. These are all new to me.
Mr. P ecora. Here is another letter, dated October 28, 1929? from 

J. R. Schmeltzer & Co. to the National City Bank, attention of 
Mr. Rave, reading as follows:

D ear Sib  : Referring to our letter of October 25—
And that is the one I have just read.

we are asking for an additional overcertification of $1,000,000. Thanking you 
for your courtesy, we are, very truly yours.

Now, that would indicate that they had to make deliveries to you 
which they had not expected to make the day before, or rather 
on October 25, wouldn’t it?

Mr. B ak er. Might I ask you the date of the first letter?
Mr. Pecora. October 25, and the one I  have just read is October 28.
Mr. B aker. Well, I  would not, or I  could not understand what 

that meant there, only as I said a few moments ago, it was because 
the stock which they had purchased had been delayed in being 
delivered to them. Otherwise I can not see any reason for that.

Mr. Pecora. Here is another letter, Mr. Baker. And I  wish you 
would follow me while I read it. It is addressed by J. R. Schmeltzer 
& Co. to the National City Bank, attention of Mr. Rave, and is dated 
October 29 ,1929 , and reads as follows:

D r a b  Sib  : We having to deliver to National City Co., 20,000 shares of National 
City Bank stock, hereby ask you for an overcertification of $9,000,000 addi
tional. We believe, however, that it will not be necessary for us to ask for 
all the above overcertification, as in all probability all of this stock will not 
be delivered to us, but we are asking at the moment for $2,000,000 additional.

Thanking you for your courtesy, we are,
Very truly yours,

J. R. Schm bltzeb & Co.
What does that indicate to you ?
Mr. B aker. I think the same as the former letter.
Mr. Pecora. What?
Mr. B ak er. That all the stock they had sold to us would not be 

delivered to them on one particular day; in the course of a few  
days, possibly.

Mr. Pecora. And that they needed $9,000,000 to finance those de
liveries, that is, all deliveries, but in view of the fact that the deliver
ies were not to be made all at one time, they only sought accommoda
tion, called overcertification, to the extent of $2,000,000.

M r. B aker. W ell, that would seem to be the explanation o f it.
Mr. Pecora. Now , I  have another letter here addressed by J. R. 

Schmeltzer & Co. to The National City Bank, attention of Mr. Rave, 
dated October 30,1929, and reading as follows:

D bab Sib: We having to deliver to the National City Co., 4,100 shares of 
National City Bank stock, hereby ask you for an overcertification of $1,500,000 
additional.

Referring to our letter of October 29, we will also ask you for an additional 
overcertification of $2,000,000.

Thanking you for your courtesy, we are,
Very truly yours.

What does that mean to you?

STOCK EXCHANGE PRACTICES 1977
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Mr. B aker. I should think just as I have stated to you formerly.
Mr. Pecora. And what is that?
Mr. B aker. I want to make it clear that I am not an officer of the 

bank nor an employee of the bank. I haven’t anything to do with 
their loans or loan arrangements with brokers. I do not know any
thing about that.

Senator B rook h art. Were those stocks delivered to you as these 
letters indicate?

Mr. B aker. Well, as they would deliver them to us we would pay 
for them. I  just have not, of course, the records here of the amounts 
of the delivery to us each day. But as they made deliveries w© would 
pay for them.

Mr. Pecora. Well-----
Senator B rook h art (continuing). It is quite plain from this that 

the bank is financing directly the sale of its own stock, is it not?
Mr. B ak er. Well, that is a bank matter having to do with loans, 

and I  do not know anything about that.
Senator B rook h art. For purchases and sales.
Mr. B ak er. I  say, that is a purely bank matter with which I have 

no contact at all.
Mr. Pecora. Mr Baker, have you ever had any banking affilia

tion? I mean, have you ever been an officer or director of any 
bank?

Mr. B ak er. Yes; I  am a director of the National City Bank.
Mr. Pecora. Y ou  are a director of the National City Bank? •
Mr. B aker. Yes, sir.
Mr. Pecora. H ow  long have you been such director?
Mr. B ak er. Since 1929.
Mr. Pecora. Since you became president of the National City Co.?
Mr. B aker. Yes, sir.
Mr. Pecora. Is  that the extent of any banking experience you 

have had?
Mr. B aker. That is right.
Senator B rook h art. Were you a director at the time of these 

sales?
Mr. B ak er. Yes.
Mr. Pecora. Y ou  were a director when these letters were written, 

in October of 1929, by J. R. Schmeltzer & Co. ?
Mr. B ak er. That is correct.
Mr. Pecora. And you were also the president of the National City 

Co. during this entire period?
Mr. B aker. Yes, sir.
Mr. Pecora. Here is another letter I  want to read, under date 

of-----
Senator Couzens (interposing). Prior to that let me ask: Mr. 

Baker, from your banking experience do you justify these prac
tices?

Mr. B aker. Well, Senator Couzens, I  have just stated, before you 
came in and since, that as far as the general practice between brokers 
and their banks as to the accommodations which they have from 
day to day, it is something with which I  have no contact at all, 
and know absolutely nothing about. I am not familiar with the 
practice on these things, and I do not know.
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Senator Couzens. I did not ask you that question. I asked you 
if in view of these developments, if you would indorse this prac
tice?

Mr. B aker. WelL I assume it is perfectly in accord with banking 
practice, and if so I would indorse it.

Senator Cotjzens. Y ou  are too evasive. Perhaps I  may have to 
ask you more pertinent questions as we do not seem to be able to get 
direct answers from you. I asked you whether you indorsed this 
practice or not. And I now ask you whether, regardless of banking 
practice or not, you indorse this practice?

Mr. B aker. Yes, I think I would.
Senator Couzens. That is all right, now. That answers m y 

question.
Mr. Pecora. In other words, Mr. Baker, you think it is sound 

banking practice?
Mr. B ak er. So far as I know, yes, I think so.
Mr. Pecora. Y ou do not claim to be ignorant of sound banking 

practices, do you ?
Mr. B aker. Well, perhaps not. I  think that is all right.
Mr. Pecora. All right. Now, here is another letter, dated October

31,1929, written by J. R. Schmeltzer & Co. to the National City Bank, 
attention of Mr. Rave, reading as follows:

Dhab Sib : We having to deliver to the National City Co. 5,000 shares of 
National City Bank stock, hereby ask you for an additional overcertification of 
$2,000,000.

Thanking you for your courtesy, we are,
Very truly yours.

That letter indicates the same sort of situation as the letters pre
ceding it, doesn’t it ?

Mr. B aker. Yes.
Senator Couzens. Mr. Baker, have you any information as to how 

many accounts you had on the books of the National City Bank?
Mr. B aker. N o, sir.
Mr. Pecora. Senator Couzens, he said in the earlier part of this 

examination that he thought his company had as many as 15 or 20 
brokerage houses trading m National City Bank stock at that time, 
and this is only one of them.

Senator Couzens. Mr. Baker, may we assume that this practice 
was continued with all these brokerage firms?

Mr. B aker. I would assume so, if they had banking relations with 
the bank.

Senator B rook h art. Other accounts than with these deals for 
purchases and sales of National City Bank stock; other accounts than 
these deals were permitted and financed almost altogether by the 
National City Bank itself?

Mr. B aker. Well, I  do not know what proportion of that business 
that you have just read there is to the total business done.

Senator B rook h art. Well, if all brokerage houses proceeded in the 
same way, then the answer to my question would be yes.

Mr. B aker. It would be facilitating the delivery of securities.
Mr. Pecora. It was more than the facilitating of the delivery of 

securities. It was facilitating the purchase of them in the first 
instance for the account of the company, wasn’t it?
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Mr. B aker. No, sir; because our purchases were direct purchases 
and sales to us.

Mr. P ecora. That is, you mean from the broker to you?
Mr. B aker. That is right.
Mr. Pecora. And the broker in picking up the stock to deliver to 

your company in fulfillment of the company’s orders, was borrowing 
money from the National City Bank through the medium of this 
so-called overcertification?

Mr. B ak er. According to those letters it would seem so, to some 
extent.

Mr. Pecora. Isn’t that a species of transaction in which the bank is 
virtually trading in its own stock?

Mr. B aker. Well, it does not seem so to me.
Mr, P ecora . And you say that in the light of the language of 

these letters, all of which indicates that the broker has to deliver 
shares of the capital stock of the bank to your company and is call
ing upon the bank for a loan to enable the broker to pick up the 
shares to deliver to your company?

Mr. B ak er. It seems to me that is just the same transaction that 
any broker would have with his bank on the delivery of any securi
ties that he might have sold.

M r. Pecora. But here the bank is put on notice by the broker, 
through the medium of these letters, that the transaction is one 
which he has with the National Gity Co. and involves the capital 
stock of the National City Bank; isn’t that a fact?

Mr. B aker. T hat would seem to be the case.
Senator Couzens. Mr. Baker, do you know if this was the general 

practice in New York banks during the time you were doing it?
Mr. B aker. I do not. And again I  apologize for, as you say, 

being evasive, but it is because I  am not in contact with the banting 
end of it at all.

Senator Couzens. Y ou  were a director?
Mr. B aker. Yes, sir; but, of course, this is routine or daily busi

ness of the bank.
Senator B rook h art. Did it ever come to the attention of the 

directors?
Mr. B aker. Not specific transactions; no, sir.
Senator Couzens. Did you ever have any banking experience be

fore you went on the National City Bank board?
Mr. B aker. N o, sir.
Senator Couzens. After you went on the National C ity Bank 

board did you ever come in contact with or associate with other 
bankers in New York, other big bankers?

Mr. Baker. Yes; with quite a few.
Senator Couzens. And did you discuss at that time the general 

practices of banks in those matters?
Mr. B aker. Not at all as regards matters of this kind, loans, and 

so forth, from brokers by the banks, or I  mean by banks to brokers, 
and the way they conduct their daily business. I  know nothing 
about that.

Senator Couzens. Did you hear or read any of Mr. Aldrich’s 
statement before the Finance Committee with relation to the bank
ing situation, made a few days ago?

Mr. B aker. I  have not yet; no, sir.

1980 STOCK EXCHANGE PRACTICES

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Senator Couzens. In the light of what we can now see back be
hind us, do you approve of continuing those practices?

Mr. B ak er. Such as has been read nere, do you mean?
Senator Couzens. Yes.
Mr. B ak er. Well, I have not sufficient knowledge of commercial 

banking transactions to really have any very definite opinion on 
that. So long as it is the general banking practice in New York, 
or any other place, and in accordance with banking laws; yes, it is, 
I would say, but I don’t know.

Senator Couzens. Let us forget about that technical answer, and 
ask the question from a moral and ethical standpoint: Do you be
lieve commercial banking should be continued in the future as it 
has been in the past, according to the testimony we have developed 
here?

Mr. B aker. I do not see that the bank has taken the slightest risk. 
The sale has been made and upon delivery will be paid for.

Senator Couzens. In other words, as long as the bank does not 
take any risk you justify any conduct on its part, do you?

Mr. B aker. Oh, no.
Senator Couzens. Y ou substantially stated that.
Mr. B aker. Oh, no. We are talking about daily transactions be

tween its customers and itself.
Mr. Pecora. Mr. Baker, have you any reason to believe that the 

transactions evidenced by these letters were anything other than 
routine transactions, and that similar transactions were not had be
tween the bank and other brokers whom your company was using 
to accumulate shares of the bank’s stock for you ?

Mr. B aker. Well, Mr. Pecora, I  absolutely have no knowledge of 
that at all. I  do not know what the relations between brokers and 
the bank were.

Mr. Pecora. Didn’t the bank, or anyone in the bank, ever call you 
up to find out whether it was proper to extend this credit to J. R. 
Schmeltzer & Co., amounting to millions of dollars in the course of 
a few days’ time?

Mr. B aker. No one called me. But I  would not be surprised if 
they may have called to find out if we had made those purchases.

M r. Pecora. Who would be called for that purpose, do you think?
Mr. B aker. Well, I  think that would be perhaps the treasurer of 

our company or the vice president in charge of its finances.
Senator Couzens. In one of the letters, dated October 11, 1929, 

addressed to the National City Bank, attention of Mr. West—who 
is Mr. West?

Mr. B aker. He is one of the officers in the bank.
Senator Couzens. Is he still employed ?
Mr. B aker. Yes.
Senator Couzens. And in view of the fact that this letter is ad

dressed to his attention, I assume he had complete authority to do 
what was requested in the letter.

Mr. B aker. I assume so, with his other associates in that par
ticular department.

Senator Couzens. In the other letters I see here they are addressed 
to the attention of Mr. Rave. What is his position ?

Mr. B a k er . He is an officer.
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Senator Couzens. Is he still with the company?
Mr. B aker. D o you mean with the bank?
Senator Couzens. Yes.
Mr. B ak er. I  think so.
Senator Couzens. And he would have authority by himself ap

parently to extend the accommodations requested in the letters?
Mr. B aker. Well, I assume he has that authority. It has to come 

from the president of the bank to him.
Senator Couzens. Is there any evidence on the minutes of the 

board of directors giving him authority for this practice?
Mr. B ak er. I do not know that, Senator Couzens.
Mr. Pecora. Mr. Baker, an overcertification by a bank is really 

an authorized overdraft, is it not?
Mr. B aker. I must repeat to you that I  do not know about those 

phases of banking operation. It is not my function. I have not 
had anything to do with it. I  know nothing about it.

Mr. Pecora. In order to save time, wifl you ask one of your 
associates from the bank who knows about it to give you the infor
mation ?

Mr. B ak er. I do not know that there is anyone here that would 
know that.

Mr. Pecora. Mr. Mitchell is here. Mr. Law is here.
Senator B rook h art. Just for the record, let me state that I  have 

totaled those shares handled in this way from October 10 to October
30,1929, and they are 46,749, $21,800,000.

Mr. Pecora. May I just ask Mr. Mitchell a question? Have him 
recalled and suspend the examination of Mr. Baker. Stay right 
where you are, Mr. Baker. It will only be a question or two.

TESTIMONY OF CHARLES E. MITCHELL, NEW YORK CITY, CHAIR
MAN THE NATIONAL CITT BANE OF NEW YORK, CITY BANK
FARMERS’ TRUST CO., INTERNATIONAL BANKING CORPORA
TION, THE NATIONAL CITY CO., AND THE NATIONAL CITY CO.
(LTD.), OF CANADA— Resumed

Mr. Pecora. Mr. Mitchell, have you heard me read in the course 
of my examination of Mr. Baker, certain letters written in the 
month of October, 1929, by J. It. Schmeltzer & Co. to the National 
City Bank?

M r. M itc h e ll. I have.
Mr. Pecora. Are you familiar with the transactions referred to 

in these letters?
Mr. M itc h e ll. Not the specific transactions, but I  would be glad 

to explain.
Mr. Pecora. Are you familiar with the nature of these transac

tions?
Mr. M itc h e ll. Oh, yes, indeed.
Mr. Pecora. Will you kindly tell the committee the nature of 

the transactions evidenced by these letters?
Mr. M itc h e ll. Since the national bank act was adopted immedi

ately following the Civil War there has been a practice among all 
banks of giving what we call day loans. They are clearance loans. 
When any dealer in securities or broker has securities to deliver to
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some other he has to have temporary accommodation to make that 
delivery. All banks give lines to brokers for such accommodations. 
The lines are usually established—I know they are in our bank—for 
day loan accommodation, clearance day loans.

Senator Couzens. Do you have any securities for those?
M r. M it c h e l l .  None. No security but a day-loan contract that 

has become a set form, Senator Couzens, is in use, and the day loans 
given by banks, the day loan accommodations, are very large. They 
have to be.

Senator Couzens. But in effect they are continuous, are they 
not?

M r. M it c h e l l .  No.
Senator Couzens. I mean if they go from one day. on to the next 

day and the next day, they amount in substance to a continuous 
loan almost?

Mr. M it c h e l l .  Oh, no, they are paid off each day. They are paid 
off during the day.

Senator Couzens. Yes; but they are renewed the next day so 
that in effect it is the same as a continuous loan?

Mr. M it c h e l l .  They may, and they may not be, Senator Couzens.
Senator Couzens. I  notice in one of the reports I  have here made 

by one of our examiners, and as I understand it this is substantially 
correct:

Accordingly it appears that the aforesaid brokers had a credit of $500,000 
for day-loan purposes with the National City Bank.

Mr. M it c h e l l .  That is right. We give in our banks to recognized 
dealers, and especially stock exchange members, a day-loan line. 
In our bank we figure that line usually on the basis of the cash po
sition of the brokerage firm shown in his return to the stock ex
change. That we require, in order to know the credit upon which 
we are extending that day line. Then if, as and when that broker 
has extraordinary calls upon him by virtue of the volume of securi
ties under delivery, he advises us that he for that day will have to 
have or would like to have additional accommodations. It becomes 
a loan that is again good on the basis of the contract.

Under such circumstances the bankers’ question is, Does the person 
to whom he is to deliver this security, another broker or investment 
house, recognize his contract to receive those securities, and if he 
does, those larger lines are often extended for the day. The loan 
is wiped out during the day. The New York Clearing House As
sociation has a regular charge established at, I  think, 1 per cent for 
those loans during the day.

Now the loans are very large. We do in our bank a smaller 
amount of that business than a number of the other New York banks, 
but I presume that at times the clearance loans or day loans in New 
York banks, when markets are active, would run to three, four or 
five hundred million dollars perhaps. They are all wiped out during 
the day.

Senator Couzens. When you said 1 per cent, what do you mean by
1 per cent?

Mr. M it c h e l l .  We charge 1 per cent for the accommodations.
Senator B ro o k h a rt. One per cent a year?
Mr. M itc h e l l .  At the rate of 1 per cent per annum.
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Senator B r o o k h a r t .  That is the way I understood it.
Mr. M i t c h e l l .  It is a pure accommodation based upon contracts.
Senator Couzens. Does this line that you speak about, a line of 

daily credit, have to be passed upon by your directors or any execu
tive committee?

Mr. M i t c h e l l .  The lines are all approved, Senator Couzens.
Senator C ou zen s . And these officers to whom these letters are 

addressed do not have authority to exceed the lines approved by 
the board?

Mr. M i t c h e l l .  They do not have authority. The lines are set 
up, for instance, by a group of senior officers. Those are junior 
officers and operating officers to whom those letters have been ad
dressed. We have one vice president in the bank who is responsi
ble for what we call street loans of any kind, and this junior to 
whom these letters are addressed is an operating officer reporting to 
him.

Senator C ou zen s. In other words, this practice grew to great size 
during the boom, did it not?

Mr. M it c h e l l .  It has always been of substantial size, but of 
course as markets become more active and there are more securities 
to be delivered and to be received by the Street, the necessity for 
increase in day loans becomes obvious.

Senator C ou zen s. But you never have any actual possession of the 
securities that are being transferred?

Mr. M it c h e l l .  No, sir. The loan is based entirely upon the 
contracts.

Senator C o u z e n s .  In other words, it is this practice, as I  u n d e r 
stand it, that Senator Glass has particularly objected to?

Mr. M it c h e l l .  I have not known of Senator Glass objecting to 
this particular practice. He may have, Senator Couzens, but I don’t 
recall it.

Senator C ou zen s. What was the basis of his controversy with you, 
then, on that practice of lending money on these day loans?

M r. M i t c h e l l .  No. That had nothing to do with day loans. That 
controversy had to do with lending money to the loaning post on 
the New York Stock Exchange. That was for the carriage of secu
rities over night, or for a day or two.

Senator C ou zen s. There is not much difference between these and 
those, is there?

M r. M i t c h e l l .  Oh, yes. This is a pure operating problem. The 
other is a loan-carrying problem. This has nothing to do with that, 
Senator.

Senator C ou zen s. No; but I mean they are in the same category, 
because they have to do with stock-market activities. You may 
classify them as different.

Mr. M it c h e l l .  Oh, if you put it in that class, yes; but I am quite 
certain that Senator Glass has never raised any question in regard 
to this class of loans. In fact, I  never have heard a question on this 
class of loan raised in any investigating committee.

Senator C ouzens. But it all contributes, however, to the diversion 
of capital from industry and commerce to stock-market transac
tions, whether it be through this scheme or whether it be through 
the scheme which you stated Senator Glass specifically complained 
about.Digitized for FRASER 
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M r. M i t c h e l l .  Well, I  would hardly say so. This class of loan 
is made on the basis of a contract between 2 people on the Street, 
1 to receive and 1 to deliver. The risk is really a matter of a 
few moments, in the process of which the bank, lending itself to 
the facilitation of that operation, takes a risk that is, in part, meas
ured by the capital strength of the broker, and, secondly, the strength 
of the contracts between the one to deliver and the one to receive.

Senator C ouzens. So when these requests were made for over
drafts of $2,000,000 you examined the purchaser to see if he was 
able to make good upon the purchase from the broker; is that not 
true?

Mr. M it c h e l l .  That is what is ordinarily done. I can not tell you 
specifically in this case. I think it very likely that when that man 
received that letter he would call up the treasurer of the City Co. 
and say: “Are you prepared to receive so many shares of stock 
to-day from this particular firm and pay for it as it is delivered?” 
He said “ Yes.”

All right, there is a good contract between two houses on the 
Street, and he makes that arrangement for a day loan and credits 
the amount requested to the broker, so that when he presents his 
checks for delivery of the stock to him for redelivery they can be 
certified against that amount so established.

Senator C ou zen s. D o  you do that with every other broker the 
same way?

M r. M itch ell . E very  broker.
Senator C ouzen s. Every one------
Mr. M i t c h e l l  (interposing). Everyone that we have on our list. 

As I say, we do not have as much of this class of business as a great 
many banks. Some banks have made a great play at this. It is 
the safest kind of banking operation, as a matter of fact.

Senator C ouzen s. Is  it what you would construe real banking 
business to facilitate the interchange of commerce and industry?

M r. M i t c h e l l .  Oh, yes, sir; I should say so, distinctly. It is 
facilitating exchanges on perfectly good contracts during a single 
day.

Senator B r o o k h a r t .  Speculative contracts the same as any other?
Mr. M it c h e l l .  It may be ; we have this same arrangement be

tween bond houses. The largest we have are in connection with 
dealers in United States Government bonds. You can realize that 
the transactions there are very, very heavy, and those dealers demand 
usually very heavy day loans.

Senator C ouzen s. What do you think, Mr. Mitchell, is the extent 
to which the Federal Government can go in selling their bonds or 
securities? You are the leading banker of New York, and you are 
not only that but a good salesman. We may have to have you to 
sell our Government securities before we get through.

M r. M i t c h e l l .  Senator Couzens, it all depends upon the credit 
of the United States Government, and if the United States Govern
ment does that which everybody else is trying to do at the moment, 
balance its Budget, it can sell all of the bonds that it can possibly 
need for its requirements.

Senator C ouzen s. S o  you have not fixed in your mind just what 
specifically we have got to do to issue a number of bonds without 
limit almost? I said that badly. In other words, you think that
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if we did certain things here in Congress we could sell up to thirty- 
five or forty billions of Government securities ?

Mr. M i t c h e l l .  Well, that is a pretty big order.
Senator C ou zen s. Well, I presume so. I  am trying to get at it. 

I put it up big so as to get your sane judgment on it.
Mr. M i t c h e l l .  It can sell as many bonds as are required to meet 

what the investing public regard as sound and not as affecting the 
credit. What they are interested in is the strength of the credit. 
No concern can go on, whether it is a Government or a business, 
and continue to issue more evidences of debt, except as their basic 
principles are sound, and one of those principles, of course, must 
be the balancing of their day-to-day budget. These bonds cannot 
be issued, for instance, to pay for deficits. There we run immedi
ately into a limitation, Senator Couzens.

Senator C ou zen s. I hope the committee will excuse me for asking 
extraneous questions. When you speak of balancing the budget and 
making up of deficits through the issuance of securities what do you 
include as budgetary items?

Mr. M i t c h e l l .  Well, of course—
Senator C ou zen s (interposing). Would you include your sugar 

loss and all of those things in one year’s budget and expect it to be 
paid out by earnings, so that you balance your budget.

Mr. M it c h e l l .  No, but I think if that went on—let me put it 
another way: If we are an operating concern and our yearly income 
and outgo shows in red, then our credit position is weak. I f  we 
have got some losses—you speak of sugar losses, writeoff—if we 
have got writeoffs and we indefinitely continue those writeoffs, every 
writeoff we make is harmful, not only to the shareholders, but to our 
strength. There has got to be a limitation to that sort of thing.

Senator C ou zen s. Do the banks ever defer writeoffs or divide 
them up over the years ?

M r. M i t c h e l l .  Yes; but not------
Senator C ou zen s (interposing). Don’t put any “ but” , but do 

they?
Mr. M i t c h e l l .  Oh, yes. Yes, indeed.
Senator C ou zen s. So you would not say now that the banks of 

the country had written off all they ought to have written off, 
would you, or that was possible to write off ?

Mr. M it c h e l l .  No.
Senator C ou zen s. When we come to balancing the Federal Budget, 

do you assume that all of the bond buyers, all of the note buyers, 
of Government securities, differentiate between the $2,000,000,000 
that we have borrowed practically for the It. F. C.—$125,000,000 for 
the Federal land banks, $125,000,000 for the home-loan banks— 
those are all outgoes ?

M r. M i t c h e l l .  Yes.
Senator C ou zen s. But they are not current outgoes, are they ?
M r. M it c h e ll . N o, sir.
Senator C ouzen s. And do you assume that when a buyer of these 

bonds analyzes the Government’s accounts to know whether this ex
cess of outgo over income is made up of items to which I have just 
referred, or whether they are made-up items of actual operating 
expenses of the Government ?
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Mr. M itc h e ll. I think they differentiate.
Senator Couzens. Y ou do?
M r. M itc h e ll. Yes; I  do.
Senator Couzens. All right; now we will take the figures of 

today. How many bonds that are in the market today that were 
issued for those items to which I have just referred and how many 
bonds are in the market for carrying operating expenses ?

Mr. M itc h e ll. I would have to refresh my memory on that, Sen
ator Couzens.

Senator Couzens. I do not imagine there is anybody in the room 
can answer that question. I f there is anybody in the room, I would 
ask the chairman to invite them to stand up and tell us.

I  only mention that because of the absurd discussion all the time 
about balancing the Budget when I venture to say there is not one 
man in a million knows what it means. Certainly they do not con
template that you are going to take out of taxes in one year the 
$2,000,000,000 advanced by the R. F. C. ?

M r. M itchell. N o, no.
Senator Couzens. Or the $500,000,000 handed to the Farm Loan ' 

Board?
Mr. M itc h e ll. Certainly not.
Senator Couzens. Then what are you talking about when you are 

talking about balancing the Budget, and who knows what you mean 
by it when you are talking about balancing the Budget?

Mr. M itc h e ll. Well, we know what are received from taxes, and 
we know what the revenues of the Government are.

Senator Couzens. Certainly. So do we all.
M r. M itc h e ll. And we know what the current operating expenses 

are.
Senator Couzens. What are the current operating expenses of the 

Government for 1932?
Mr. M itc h e ll. You mean what are they in character?
Senator Couzens. No; what are they in amount?
Mr. M itc h e ll. I would have to refresh my memory on that.
Senator Couzens. So when the Treasury issues statements under 

its perfectly absurd bookkeeping system that they expended a billion 
dollars more than they received, that does not mean anything, 
does it?

Mr. M itc h e ll. They paid out a billion dollars more than they 
received, you mean?

Senator Couzens. Yes.
Mr. M itc h e ll. It does not, unless they say what it is for.
Senator Couzens. They do not say what it is for.
Mr. M itc h e ll. Yes.
Senator Couzens. They show in their reports as published in the 

press from day to day that the Government paid out a billion dollars 
more than it took in, and immediately you great bankers and indus
trialists and captains of industry assail the Government for spend
ing so much more than they receive, and yet no consideration is given 
to the fact that billions are spent out for emergency purposes, which 
obviously cannot be balanced in a year.

Mr. M it c h e l l .  That is certainly true.
Senator Couzens. Well, why doesn’t somebody explain that to 

the public? When you great bankers, like Mr. Aldrich and all of
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this group, appear before the Finance Committee and tell us poor 
dubs what we ought to do, they just nonchalantly say, “ Balance 
the budget.” I would like to know what in hell it means. They 
don’t tell us. [Laughter.]

Now we have one of the greatest, I  understand, and best bankers 
and salesmen in New York, and I would like to get the benefit of his 
advice.

Mr. M itc h e ll. I  think, Senator, that expenditures, that is, any 
outgo of the Treasury Department, has very definitely got to be 
analyzed before one can reach a conclusion as to whether it con
tinues to be a sound one or not.

Senator C o u ze n s . Y ou  have got one of your advisors here, one of 
the greatest Under Secretaries of the Treasury since Alexander Ham
ilton had one. I think he ought to be able to tell you what we ought 
to do so that you in turn could tell us. [Laughter.]

Mr. M itc h e ll. I will ask him and see if ne might give you the 
benefit of his advice, Senator Couzens.

Senator B rook h art. Now I want to ask a question or two about 
x that. You say, let us assume that running expenses are greater 

than the revenues, without reference to these other items. How 
would you balance the Budget then? What kind of taxes would 
you levy to balance it?

Mr. M itc h e ll. That is not a question it seems to me to be an
swered definitely off hand.

Senator B rook h art. That is what I  supposed he would say. The 
sales tax is what you are for, is it not?

M r. M itc h e ll. I am for whatever is necessary to get the revenue 
that is required, Senator.

Senator B rookhart. I s  that not the thing you think is necessary, 
the sales tax?

M r. M itc h e ll. I am inclined to think that before we get through  
we m ay have to come to some sales tax.

Senator B rook h art. Well, now; then I  propose that we levy the 
first sales tax on the sales of stocks and bonds. What do you say 
to that.

Mr. M itc h e ll. I think that you have a sales tax there now. There 
is a tax.

Senator B rook h art. Yes; but it is not enough to get a revenue. 
It is just nominal. You would not be in favor of that, would 
you?

Mr. M itc h e ll. Well I  think we have a tax there now. You may 
consider that you want to increase it, but I  am sure that you would 
not be in favor of increasing it to a point where you would interrupt 
the proper financing of commerce and industry.

Senator B rook h art. I would not want to interrupt the proper 
financing, but I would want to interrupt all this speculation. I 
would like to interrupt and stop all that.

M r. M itc h e ll. I  would not mind i f  you could find the way to do 
it , but as long as humans are humans, I  do not think that can be 
stopped.

Senator B rook h art. What do you say to this proposition: Sen
ator Glass offered an amendment to the tax bill which levied a tax 
of 5 per cent on all sales on the stock exchange where they were
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resold in 60 days. What would you say the effect of that would 
be on the speculation?

M r. M itc h e ll. I think it would m aterially dampen it.
Senator B rook h art. So do I.
Mr. M itc h e ll. Is that all, Mr. Pecora;
Mr. Pecora. No. Mr. Mitchell, let us get back to these Schmeltzer 

& Co. day-by-day loans and overcertifications as reflected in these 
letters that have been read in evidence this morning.

Mr. M itc h e ll. Yes.
Mr. Pecora. The overcertifications referred to in these letters are 

extensions of credit in excess of the day-by-day credit that J. R. 
Schmeltzer & Co. had been accorded by your bank, are they not?

Mr. M itc h e ll. Apparently.
Mr. Pecora. D o you know what the day-by-day credit of J. R. 

Schmeltzer & Co. at your bank was in October, 1929?
Mr. M itc h e ll. I have been told that our day loan accomodation 

to them was $500,000.
Mr. Pecora. That accords with my information.
Mr. M itc h e ll. Yes.
Mr. Pecora. These overcertifications are in effect a species of 

authorized overdrafts, are they not?
Mr. M itc h e ll. No; they are not overdrafts, and an overcertifica

tion is not the proper word for that.
Mr. Pecora. That is the word which has been used in the cor

respondence passing between the bank and the broker.
Mr. M itc h e ll. It has, and it is quite a general term on the Street, 

overcertification. As a matter of fact, the machinery is that a defi
nite credit for that day is placed against the account of the one 
to whom the day loan is made and is-----

Senator B rook h art (interposing). Do you get any note or any 
evidence of that debt?

Mr. M itc h e ll. We have what we call a day-loan contract which 
covers the amount of the application, Senator Brookhart.

Senator B rook h art. Is there a contract signed for every day, or 
is that a general contract?

Mr. M itc h e ll. That is a general day-loan contract, and where 
these special amounts, added amounts, are put onto the day loan, 
my recollection is that they are signed up for that additional 
amount. It is an arrangement by which that amount of money is 
placed to the credit of that concern against the checks which come 
in, and that those checks may be certified, but they are certified, as 
you will see, over and above the amount which the concern would 
ordinarily nave in the bank, and therefore you get this over
certification.

Senator B rook h art. This contract begins then by your making 
a contract with the broker that you will extend to him in day loans 
a limit of so much or for a period of time?

M r. M itc h e ll. Each day a lim it.
Senator B rook h art. Each day a limit?
Mr. M itc h e ll. That is right.
Senator B rook h art. And you have no note, no security, and no 

evidence of that except this contract?
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Mr. M it c h e l l .  That is very true. It is a clearance loan. It is a 
loan made to facilitate clearances between the one who delivers it 
and the one who receives.

Senator B r o o k h a r t .  What is the basis for extending credit to 
these brokers ? What is the basis of your contract ?

Mr. Mitchell. The basis with us in establishing a day-loan limit, 
as I have told you, is a study of their own balance sheet. Now we 
have a rule------

Senator B r o o k h a r t  (interposing). You mean of the amount of 
daily business that they transact ?

Mr. M i t c h e l l .  No, sir. The amount of their quick assets really. 
We take—and I don’t know the practice of other banks; I can only 
give you the practice of our bank—we take their return to the New 
York Stock Exchange of their position, which is submitted to us, 
and the rule in our bank is that the day loan line shall not exceed 
the cash and securities ready for delivery and government bonds 
that are in the balance sheet of that house. In other words, we do 
not give any credit for the value of their Stock Exchange member
ship or real estate or furniture and fixtures, or anything else. We 
establish that day loan line on the basis of their quick assets.

Senator B r o o k h a r t .  It would not be possible for a farmer to 
get a loan on those terms at your bank then, would it ?

Mr. M i t c h e l l .  I am afraid not. The farmer’s loans ordinarily 
go beyond the day.

Senator B r o o k h a r t .  Yes, but for 50 years the farmer was the 
best security our banks had, and then we got you fellows and your 
speculation and your gambling and breaking up of all prices and of 
everything, and now a farmer can not get a loan anywhere.

Mr. M it c h e l l .  Yes; but I call your attention, in all fairness, Sena
tor Brookhart, to the record of these day loans. Since I have had 
any connection with the National City Bank we have never lost a 
penny in all of our day loan accommodations.

Mr. P e co ra . Did you lose any during the stock market crash in 
1929?

Mr. M i t c h e l l .  Not a penny.
Senator B r o o k h a r t .  There are some fellows I have heard running 

poker games that could tell you the same thing as that. The fact 
that you succeed in a gambling operation does not make it any more 
desirable than if you failed.

Mr. M i t c h e l l .  I would not consider the day-loan operation, and 
I don’t think under any stretch of imagination you cauld call the 
day-loan system a form of speculation or gambling. It, of course, 
has inherent in it that which every transaction has that is made by 
a bank, which is a continuing risk of some sort or another. But I 
mentioned that record on day loans to indicate that perhaps there 
is no business done in Wall Street where the risk as far as the banker 
is concerned is as light as it is in day loans.

Senator B r o o k h a r t .  But conceding that it is still supporting and 
promoting a speculation in these stocks, and in this case in your 
own stock ?

Mr. M i t c h e l l .  It does not seem to me that it is supporting it any 
more than is our very presence there as a credit institution. We are 
there. We facilitate the making of deposits and the passage of 
checks. We facilitate the speculative markets, if you say so, by our
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presence there, and usual regular operation, but we do not facilitate 
it to any substantially greater degree by this kind of an operation, 
which, as I say, has been the standard form of operation since the 
National Bank Act came into being in, if I recall right, 1865.

Senator B rook h art. It seems to me it is a mighty convenient way 
of getting easy money.

Senator R e y n o l d s . Mr. Chairman, I would like to ask Mr. Mitchell 
a question.

The C hairm an. Senator Reynolds.
Senator R eynolds. Mr. Mitchell, speaking of these loans that are 

under discussion here, I understand that it has been brought out here 
in the testimony before this committee by Mr. Pecora that the vice 
presidents of your institution borrowed some $2,000,000 from the 
bank. Is that right ?

Mr. M itc h e il. Not entirely. I  think perhaps the impression was 
given by Mr. Rentschler’s testimony to that effect. The resolution 
of the board of directors out of which came those particular loans 
provided that the board authorized a loan initially of $2,000,000 tc 
members of that board acting as trustees. The provision was that 
there should be no interest charged against the trustees. Those 
trustees were authorized to make loans, not only to officers but to 
officers and employees, and the number of employees I think far 
exceeds the number of officers to whom those loans were made. Now 
they did make those loans to officers. The officers paid interest.

Senator R eynolds. What interest did they pay?
Mr. M itc h e ll. I think 5 per cent.
Senator Reynolds. Five per cent?
Mr. M itc h e ll. Yes.
Senator R eynolds. Have those loans been repaid ?
Mr. M itc h e ll. N o. They have not been repaid. I  think some

Eortion of them have been repaid. The far greater portion has not 
een repaid.
Mr. Pecora. About 5 per cent has been repaid, according to Mr. 

Rentschler.
Senator R eynolds. Five per cent of the $2,000,000?
Mr. Pecora. $2,400,000.
Senator R eynolds. Now, do you owe the bank anything?
Mr. M itchell. No, sir.
Senator R eynolds. Y ou  do not owe the bank anything?
M r. M itchell. N o, sir.
Senator R eynolds. I wanted to pursue that inquiry directed by 

Senator Couzens a moment ago, with your kind permission, gentle
men.

Speaking of balancing the Budget, suppose we do not balance it 
for the next two or three years. How many millions of dollars of 
bonds under the present conditions could we market with the Ameri
can public?

M r. M itc h e ll. Senator Reynolds, I  am distinctly under the im
pression that unless there is an honest attempt to balance the Budget 
by income or vice versa; that is, by cutting expenditures in the course 
of time—it may be six months and it may be five years; I can not be 
wise enough to state—but if this balancing process does not establish 
itself within a reasonable time, the public will lose confidence in the 
credit of the Government to a point where the amount of securities
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that can be floated on a creditable basis to the Government will be 
restricted.

Senator R e y n o ld s . Then you haven’t any definite idea as to the 
exact amount or the approximate amount that we might be able to 
market ?

Mr. M it c h e l l .  No. The more we market from month to month 
the nearer we come to the end of the road.

Senator R e y n o ld s . I see. That is all, Mr. Chairman.
Senator B r o o k h a r t . On that proposition, if we would go directly 

to the people, as we did in financing the war and the campaigns, and 
cut out the investment companies and the stock exchange for the sale 
of bonds, there is not much limit to the amount of bonds the people 
would buy direct, is there ?

M r. M i t c h e l l .  That is what we are doing now in connection with 
Government bonds. The banker and the investment banker does not 
buy Government securities from the Government at one penny less 
than anybody else has the opportunity to do.

Senator B r o o k h a r t . The amount of credit the Government could 
carry is limited by its taxing power only, isn’t it?

Mr. M i t c h e l l .  Its taxing power and the exercise thereof.
Senator B r o o k h a r t . Yes. And if it wanted to float more bonds, 

and pay more interest, why it could levy higher taxes on the big 
upper brackets and get the money to pay that interest, could it not?

M r. M i t c h e l l .  Y o u  w ill bear in  m ind  that the m inute you  p a y  
h igh er interest you  depreciate the value in  the m arket o f  the securi
ties that are a lready existing , and con tin u a lly  feed in g  a h igh er 
interest rate w ill be a red  flag to-------

Senator B r o o k h a r t  (interposing). I did not mean a higher inter
est rate; I meant a greater amount of bonds. It may be a lower 
interest rate.

M r. M i t c h e l l .  The more bonds that you put out, whether the 
effect is momentary or not, sooner or later they will be reflected in 
the interest yield on the outstanding bonds, and the rate that must 
be paid by the Government on any new issues that it puts out.

Senator B r o o k h a r t . N ow , as these new issues and this increase 
of indebtedness has come about through depreciation, the interest 
rate over in the Treasury has gone down all the time.

Mr. M it c h e l l .  Yes; it has gone down, but you will bear in mind 
that for a long period now the Government has done its financing on 
the basis of short term. The short-term issues have, of course, been 
taken up by the banks of the country very largely because they did 
not find a demand from a good borrower in commerce and trade and 
agriculture, and banks have used their money to hold Government 
bonds.

Senator B r o o k h a r t . I s  not the specific reason why they have taken 
these Government loans coming from the fact that they had beei? 
loaded up on advice of the big banks, with private bonds, and the 
bank examiners, and all advised, that this list of bonds were good, 
and they have depreciated so much that nearly all the banks of the 
country are in trouble and they are buying the Government bonds 
to be safe?

Mr. M it c h e l l .  Well, it is not altogether right to say that it is 
entirely bonds. Bonds have affected the situation adversely. There
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is no question about that. But you bear in mind that we have had 
a great deal of trouble throughout the country with mortgages. We 
have had a slowing up in the power of debtors to pay their current 
obligations at banks. We have had as a result of this depression a 
tightening process all along the line.

Senator B r o o k h a r t . I t  was preceded by a swelling process where 
all these things were inflated enormously above any just level, every
thing, land, and so forth, and the bubble burst and now we are getting 
the reaction that follows, due to the bad management of you people 
that are running the finances and Government of the United States.

Mr. M it c h e l l .  I do not think that we acting in finance had any
thing to do with the high price of agricultural commodities at a cer
tain time, and the introduction of tariff barriers and the develop
ment of uneconomic production of agricultural products in various 
parts of the world that affected agricultural price.

Senator B r o o k h a r t . You are quite aware on that, are you not, 
that agricultural prices have not been high since 1920 and that they 
did not boom up with the boom of your stocks and bonds?

Mr. M it c h e l l .  I realize that they------
Senator B r o o k h a r t  (interposing). They stayed low all the way 

through. You reached a point where you thought you could be 
prosperous without the buying power of a prosperous agriculture.

Mr. M it c h e l l .  You recall, Senator Brookhart, that we had quite 
a drop in wheat, if I recall, along in 1930, that was very disastrous 
to the farmers of the West.

Senator B r o o k h a r t . That was after the panic. It not only hit 
other business but it hit agriculture another jolt, and sent it still 
lower, until now we are on the lowest price level that ever I can 
remember.

Mr. M it c h e l l .  Or I can remember either.
Senator B r o o k h a r t . Or you either. Now then, these agricul

tural prices were held down in part by the raise of railroad rates of 
60 per cent on agricultural products and railroad securities were 
sold on the value of seven or eight billion dollars higher than the 
market value at the time the valuation was fixed by the law. That in
flated the railroad stuff. Then Insull came in and inflated his stuff 
two or three billion dollars, Morgan did, and then you got your 
bank stock up to, I said, 2,500 per cent, but it is over 2,800 per cent 
nearly 2,900 per cent, above its par, and everything was inflated 
in this country, in a country that in good times produces only about 
4 per cent a year on an average, and that, of course, produced a result 
that when that burst, why, there was a general calamity in the whole 
country, and you are not offering us any way to get out of it. That 
is the worst part. You got us in, but how about getting us out?

Mr. M i t c h e l l .  Well, I  think it is something that is going to take 
the cooperation of everybody in the system.

Senator B r o o k h a r t . The fact is there is nobody with an organiza
tion strong enough to do it but the Government of the United 
States itself, and it has got to do that by taking charge of this agri
cultural surplus and employing these unemployed men instead of 
loans we have been talking about to do it.

The C h a irm a n . Senator Brookhart, I agree with you in so much 
of what you say, but I think I shall have to raise a point of order.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



1994 STOCK EXCHANGE PRACTICES

This is not the matter under investigation, and we will have to limit 
our time more closely to the matter that we are here for. So give us 
a chance part of the time anyway.

Senator B r o o k h a r t . Very well; I  am through.
Mr. P e c o r a .  Mr. Mitchell, just before you leave the stand, to get 

back to the Schmeltzer & Co. overcertifications of October, 1929, were 
you aware that those overcertifications were being granted to 
Schmeltzer & Co. at that time ?

Mr. M it c h e l l .  I did not know anything about these particular 
transactions. They would not naturally come to my attention. They 
would not get beyond the attention of the vice president in charge 
of the street loan, Mr. Pecora.

Mr. P e co ra . Who was that vice president in October, 1929?
Mr. M i t c h e l l .  This would be a matter that would be attended to 

by either Mr. Brady or Mr. W. A. Simonson.
Mr. P ecora. A s  you heard these letters read, you caught the im

plication of them, didn’t you ?
M r. M i t c h e l l .  Oh, yes.
Mr. P e co ra . And they indicated, did they not, that these brokers 

were buying large blocks of capital stock of the National City Bank 
for the account of the National City Co.?

Mr. M it c h e l l .  They had sold to the National City Co. I  do not 
believe that any of those brokers were commissioned to buy for the 
account.

Mr. P e co ra . Where the brokers were asking the bank for exten
sions of their day-by-day line of credit, as these brokers were through 
these requests for overcertification, did not that fact indicate that 
they were acquiring these shares of stock for delivery to the National 
City Co. ?

Mr. M it c h e l l .  I presume that there were many, many days pos
sibly through that very period where the National City Co. was 
delivering stock to Schmeltzer. Schmeltzer is a broker. He would 
be buying and selling during the day, and they may have bought 
from the National City Co. so that the National City Co. had large 
deliveries to make to them.

Mr. P e co ra . All these letters refer to deliveries which the brokers 
were to make to the National City Co.?

M r. M i t c h e l l .  Yes.
Mr. P e co ra . Let us confine ourselves to the subject matter of these 

letters and the transactions indicated by these letters.
M r. M i t c h e l l .  They indicate that on the transactions of the day 

before this broker, Schmeltzer & Co., had sold to the National City 
Co. blank shares of stock which required a substantial amount of 
money, and their day loan would have to be increased that day in 
order to enable them to clear that transaction.

Mr. P e co ra . They would have to get money to clear the transac
tion when they had the stock ?

Mr. M it c h e l l .  They had to pick up the stock.
Mr. P e co ra . Exactly. These brokers had to pick up the stock 

for delivery to the National City Co.?
M r. M i t c h e l l .  Absolutely.
Mr. P e co ra . And the value of the stock which they had to pick 

up for delivery to the National City Co. was such that they required 
these loans in excess of their $500,000 daily credit ?
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Mr. M itc h e ll. Their clearance was increased that day, so that 
had to be covered as an excess.

Mr. Pecora. Does not that indicate, Mr. Mitchell, that where the 
bank granted those overcertifications to the broker, the bank was 
loaning money to enable that broker to acquire stock of the bank for 
delivery to the National City Co.?

Mr. M itc h e ll. Yes; but they did it on the basis of the contract 
of the National City Co. to receive.

Mr. Pecora. In other words, the bank gave these overcertifications 
to the broker because it knew the responsibility of the customer of 
the broker to whom the broker was to deliver the stock, the customer 
in these instances being the National City Co. ?

Mr. M itc h e ll. They knew that there was a contract there that 
would be fulfilled.

Mr. Pecora. Yes; exactly. Wasn’t that a species of trading by the 
bank in its own stock?

Mr. M itc h e ll. I do not think you could conceive it to be that 
at all, Mr. Pecora.

Mr. Pecora. Well, I  realize that the delivery of the stock was to 
be made not to the bank, of course, but to the National City Co.

Mr. M itc h e ll. Yes.
Mr. Pecora. But the company is inseparably interwoven with the 

bank, is it not ?
M r. M itc h e l_ . Yes, it is; but it would not-----
Mr. Pecora (interposing). It is like one body with two heads, isn’t 

it ? It has the same body; it has the same blood, meaning the capital 
derived from the sale of the capital stock of the bank to the bank’s, 
shareholders. But instead of having one head it has two heads, and 
the two heads seem to be the one head in your personality. You were 
the chairman of both institutions. But in form it had two heads,, 
didn’t it?

M r. M itc h e ll. Yes.
Mr. Pecora. Inseparably interwoven with the bank, virtually as 

one entity?
Mr. M itc h e ll. One entity, institutional entity, yes. But, Mr. 

Pecora, I do not want to prolong this, but ordinarily a broker apply
ing for a day loan would not state what this was for, and it was not 
at all necessary for him to state it there.

Mr. Pecora. They did state it here?
Mr. M itc h e ll. They did state it here, but what I am getting at 

is that the National Oity Bank when they received that letter un
doubtedly paid no attention to the name of the security that was, 
involved. They were interested only in one thing. Here was a 
delivery to be made to the National City Co. of something against 
which------

Mr. Pecora. It was not of something; it was of a specific thing 
set forth in the letters, was it not ?

Mr. M itc h e ll. Yes; but these excess day loans are built up on the 
basis of the contract and not on the security. The banker that 
handled that paid no attention whatsoever to the security involved. 
He paid attention to the question, Is the contract good between his 
entity as a deliverer and this entity as a receiver ?
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Mr. P e co ra . I know that to a certain extent this transaction did 
not depart from the routine of many other similar transactions.

M r. M i t c h e l l .  Yes.
Mr. P e co ra . But the transactions reflected by these letters are of 

particular interest now because the broker, either fortunately or 
unfortunately, specified the particular security, namely, the stock of 
the National City Bank, which he was delivering to the National 
City Co., and it is that feature which interests me.

M r. M i t c h e l l .  Yes.
Mr. P e co ra . When the bank got these letters the bank was in

formed specifically that Schmeltzer & Co. were picking up stock of 
the National City Bank for delivery to the National City Co. to an 
amount that required an extension of credit in excess of the $500,000 
daily line which the bank had accorded these brokers ?

Mr. M it c h e l l .  That is correctly stated.
Mr. P e co ra . That is correct, is it not ?
M r. M i t c h e l l .  That is correctly stated.
Mr. P e co ra . N ow , in view of the knowledge which the bank there

by acquired of the specific character of these transactions through 
many of these letters, did not the bank have notice that it was loan
ing moneys or extending credits to the brokers to enable them to 
finance transactions for the benefit of themselves and the National 
City Co. in connection with the capital stock of the bank?

Mr. M it c h e l l .  Well, there is no prohibition that I know in bank
ing against lending to a broker or anybody else without collateral.

Mr. P e co ra . May a bank loan on its own stock as collateral ?
Mr. M i t c h e l l .  A bank may not loan on its own stock at all; no.
Mr. P e co ra . And in these transactions wasn’t that virtually what 

the bank was doing?
M r. M i t c h e l l .  I would not say so. I  do not agree with you on 

that. I am sorry. I  wish I could, M r. Pecora. [Laughter.] But
I  just can not.

Mr. P e co ra . Well, the bank was put on notice by these letters that 
the overcertification or extension of credit was required by the brok
ers from the bank in order that the brokers might be enabled to make 
delivery to the National City Co. of large blocks of the capital stock 
of the bank?

Mr. M i t c h e l l .  That I have granted. That is clear from the------
Mr. P e co ra  (interposing). And those overcertifications or exten

sions of credit were granted, were they not?
Mr. M it c h e l l .  The day loan was increased by that amount.
Mr. P e co ra . And you still say that this was not an extension of 

credit or a loan made upon the bank’s own stock ?
M r. M i t c h e l l .  I  do.
Mr. P e co ra . You would not have granted, or the bank would not 

have granted, an overextension or an overcertification to the amount 
of $9,000,000 to J. R. Schmeltzer & Co. without knowing something 
definite about the transaction, in view of the fact that the amount 
is so far in excess of its daily line of $500,000 ?

Mr. M i t c h e l l .  I f J. R. Schmeltzer or any other sound broker that 
happens to be on our credit books would come and say, “ I  have 
contracts for delivery of securities to-day to J. P. Morgan or the Na
tional City Co., or any other house of sound credit and reputation
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on the Street,” and we got word from the one that was to receive 
the securities that he was under agreement to receive them and would 
make payment upon receipt, we would have granted that just as 
readily as though it was on National City Bank stock.

Mr. Pecora. But in these cases you knew, through the medium of 
letters, that the loans to the brokers were required to enable the 
brokers to finance their transactions with the National City Co. in 
the stock of the bank?

Mr. M itc h e ll. Yes. The broker mentioned this specific security 
. in this case. I  tell you it is not customary and that fact would be 
passed over immediately by an operating officer.

Mr. Pecora. It was passed over by your bank’s operating officer 
in that case, was it not?

M r. M itc h e ll. Yes; it was.
Mr. Pecora. What is the difference in principle, Mr. Mitchell, 

between the granting of this certification to Schmeltzer & Co. and 
permitting Schmeltzer & Co. to draw overdrafts against their credit 
or against their account with the bank? Is there any difference in 
principle ?

M r. M itchell. O h, yes.
Mr. Pecora. What is the difference?
Mr. M itc h e ll. In this particular case there is not an overdraft. 

The operation of the day loan is that when acceded to and it is known 
that it is to be used there is set up on the books of the bank a credit 
against which the checks are certified. It is not an overdraft; it is 
a form of loan.

Senator B rook h art. Why isn’t that an overdraft until the other 
party pays for it or until it is paid back?

Mr. M itc h e ll. Well, because in the meantime it is a loan to this 
concern.

Senator B rook h art. The only thing I  can see that protects it 
from being an overdraft is that contract you have there.

M r. M itchell. That is right.
Senator B rook h art. Supposing they did not pay it after you 

gave them that credit? Then what would you do? You would 
have to go back and sue on your original contract?

Mr. M i t c h e l l .  I f there was fraud and the amount was not forth
coming and they went over at the end of the day with a part of that 
day loan unpaid, it would be a very unusual case, and the only way 
it could be covered then would be by that concern making a regular 
loan on its credit, either secured or unsecured, in some place or 
another. Of course, they could not borrow from us over-----

Senator B rook h art (interposing). Then the whole loan is in that 
same condition until it is paid after it goes on your books?

Mr. M itc h e ll. Paid during the same day.
Senator B rook h art. So far as the looks of the books are con

cerned it is a straight overdraft then?
M r. M itc h e ll. Well, we don’t-----
Senator B rook h art (interposing}. You do not call it that, but 

it would look just like an overdrart that you had allowed, would 
it not?

Mr. M ito h e ll. It might. It might look that way to you, but 
(that is not the operation.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Mr. Pecora. I do not contend that it is an overdraft in form, but 
in principle or effect it is similar to an authorized overdraft, is it 
not?

Mr. M itc h e ll. It has much the same effect, Mr. Pecora, certainly-
Mr. Pecora. Yes. Well, that is what I  mean to indicate.
The C hairm an. The committee will recess until 2 o’clock. All 

witnesses will be here again at 2 o’clock.
(Whereupon, at 12.10 o’clock p. m., the subcommittee recessed until

2 o’clock p. m. of the same day.)

AFTER RECESS
The subcommittee resumed at 2 o’clock p. m. on the expiration o f 

the recess.
The C hairm an. The subcommittee w ill come to order. Whom 

w ill you have, Mr. Pecora?
Mr. Pecora. Mr. Robinson.
Hie Chairm an. Please stand, hold up your right hand, and be 

sworn. You solemnly swear that you will tell the truth, the whole 
truth, and nothing but the truth regarding the matters now under 
investigation by this subcommittee, so help you God.

Mr. Robinson. I  do.

TESTIMONY OF EDWIN S. ROBINSON, BROOKLYN, N. Y.

Mr. Pecora. Mr. Robinson, will you give your full name, address, 
and business or occupation to the reporter?

Mr. Robinson. Edwin S. Robinson, 9229 Shore Road, Brooklyn. 
N. Y.

Mr. Pecora. And your occupation or business.
Mr. Robinson. Stockbroker.
Mr. Pecora. H ow  long have you been connected with the stock 

brokerage business?
Mr. Robinson. Oh, about 12 years.
Mr. Pecora. With what office or firm in that business are you 

now connected ?
Mr. Robinson.’ With Hardy & Co.
Mr. P eco ra . H o w  lo n g  h a v e  y o u  been  c o n n e cte d  w ith  th a t  firm?
Mr. Robinson. Two years.
Mr. Pecora. Immediately prior to that with what firm were you 

connected?
Mr. Robinson. J. R . Schmeltzer & Co.
Mr. Pecora. With J. R. Schmeltzer & Co.
Mr. Robinson. Yes, sir.
Mr. Pecora. Were you associated with the brokerage firm of J. R. 

Schmeltzer & Co. in the years 1928,1929, and until about September 
of 1930?

Mr. Robinson. Yes, sir.
Mr. Pecora. In what capacity?
Mr. Robinson. Manager of the bank stock department.
Mr. Pecora. Did ypu say manager o f the bank stock department ?
Mr. Robinson. Yes.

1998 STOCK EXCHANGE PRACTICES
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Mr. Pecora. Bank stocks are usually dealt in on the over-the- 
■counter markets, aren’t they, as distinguished from the exchange 
markets?

Mr. Robinson. They are.
Mr. Pecora. In January of 1928 the capital stock of The National 

City Bank was taken from the stock exchange trading list, as you 
know.

Mr. Robinson. Yes, sir.
Mr. Pecora. From that time until September of 1930 did you as 

a member of J. R. Schmeltzer & Co. handle any transactions in the 
capital stock of the National City Bank for and on behalf of the 
National City Co.?

Mr. Robinson. I would have to correct you there. I was not a 
member of the firm but a salaried employee.

Mr. Pecora. With that correction to my question, will you now 
make answer?

Mr. Robinson. Well, that is, that I  traded with the National 
City Co.

Mr. Pecora. Yes.
Mr. Robinson. I either sold stock to them or bought stock from 

them.
Mr. Pecora. Y ou had transactions with them?
Mr. Robinson. Yes, sir.
Mr. Pecora. In the stock of the National City Bank?
Mr. Robinson. That is correct.
Mr. Pecora. You were known as the specialist in the over-the- 

counter market in the stock of the National City Bank during those 
times, weren’t you?

Mr. Robinson. Commonly but not officially known.
Mr. Pecora. I know. There is no such official designation.
Mr. Robinson. That is what I  am trying to bring out.
Mr. Pecora. But that was the common report about you.
Mr. Robinson. Yes.
Mr. Pecora. That you were the specialist in that stock; is that 

right ?
Mr. Robinson. That is correct.
Mr. Pecora. Now, during the time I have mentioned did you have 

•daily transactions in the stock of the National City Bank with the 
National City Co.?

Mr. Robinson. I presume I did.
Mr. Pecora. Were they of an extensive character, would you say?
Mr. Robinson. Well, no; I  do not think so. They varied from 

time to time, with one day more with the National City Co. and 
another day more with somebody else. There was no steady volume 
so far as I could say.

Mr. Pecora. But the total volume of those transactions in that 
period of time greatly exceeded the total volume of the transactions 
you had in any other bank stock, didn’t it?

Mr. Robinson. Well, I was only specializing in National City 
Bank stock.

Mr. Pecora. Y ou  only had trades in that stock?
Mr. Robinson. Oh, occasionally we did get orders in other stocks, 

but the most of it was done in National City Bank stock.
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Mr. P e co ra . Who was the gentleman in the National City Co. 
with whom you came most frequently in contact in connection with 
those transactions?

Mr. R ob in son . That would be the manager of their bank stock 
department or trading department.

Mr. P e co ra . And w h o was he?
Mr. R ob in son . A man named Mr. Pritchard.
Mr. P e co ra . Mr. Pritchard?
Mr. R ob in son . Yes, sir.
Mr. P e co ra . Do you know who Mr. Pritchard’s superior was ?
Mr. R ob in son . I  do not really know. I  could imagine; but I don’t 

know.
Mr. P e co ra . Don’t you know it was Mr. Morrison?
Mr. R ob in son . I  believe it was Mr. Morrison.
Mr. P e co ra . D o  you know where Mr. Pritchard is now?
Mr. R ob in son . I  do not.
Mr. P e co ra . When did you last have any contact with Mr. 

Pritchard ?
Mr. R o b in so n . Business or personal?
Mr. P e co ra . Of any kind.
Mr. R ob in son . I had personal contact with him the day after you 

served the subpoena on me.
Mr. P e co ra . That is, to come to this hearing ?
Mr. R o b in so n . Yes, sir.
Mr. P e co ra . Was Mr. Pritchard then connected with the National 

City Co.?
Mr. R o b in so n . No, sir.
Mr. P e co ra . Did you know that he had severed his connection 

with the National City Co. several months ago?
Mr. R ob in son . Yes, sir.
Mr. P e co ra . Did Mr. Pritchard then indicate to you that he was 

going to leave New York City for any extended stay?
Mr. R o b in so n . He told me that he planned to leave, a month or 

so ago.
Mr. P e co ra . And do you know whether he left?
Mr. R ob in son . I imagine he did. I have not talked to him since 

that day.
Mr. P e co ra . Y o u  have not seen nor heard from him since, have 

you?
Mr. R o b in so n . No, sir.
Mr. P e co ra . Will you describe generally but briefly for the com

mittee the procedure that was followed in the transactions you had 
with the National City Co. in connection with stock of the National 
City Bank?

Mr. R o b in so n . Well, there would be various ways. One way 
would be that I either had some stock for sale for the firm’s account 
or one of their various customers, and I would offer that stock to the 
National City Co. at a set price and they would buy it. I f  they did 
not buy it I would attempt to sell it elsewhere, or vice versa.

Mr. P e co ra . Would you go to the trading department of the 
National City Co. to find out the market they were making for the 
stock ?

Mr. R o b in so n . I would call them and attempt to find out if they 
were maintaining or quoting a market.
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Mr. Pecora. Y ou  would go or call on the telephone to find out if 

they were maintaining or quoting a market; is that right?
Mr. Robinson. Correct.
Mr. Pecora. What do you mean by maintaining a market?
Mr. Robinson. Well, maintaining and quoting are two different 

ways. You maintain a market by— -
Mr. Pecora (interposing). I am asking you now to talk about 

both ways. But first, about the meaning of the term “ maintaining 
a market.”

Mr. Robinson. T o maintain a market is to establish a bid and an 
offering price on stock. That would obligate you to trade with any
one who called you. I f I make a price on a stock, at such and such 
a price you obligate me to trade. I f you quote a market you are not 
obligated to trade. I  could quote you a price right now, but I  am 
not obligated to trade with you.

Mr. Pecora. Y ou  found it of exceeding value to you as a special
ist in the stock of the National City Bank to know what market the 
National City Co. was maintaining or quoting, as the case may be?

Mr. Robinson. Yes, sir; at times I did.
Mr. Pecora. And their action in maintaining or quoting the mar

ket had something to do with the daily quotations, didn’t it?
Mr. Robinson. Through the day?
Mr. Pecora. Yes.
Mr. Robinson. Well, they would change. The market they were 

making would not necessarily mean that it was maintained during 
that day. There might be other houses making prices, and if they 
were-----

Mr. Pecora (interposing). How many times a day would you 
call upon the National City Co. to tell you what market it was 
maintaining, or what prices it was quoting, on the stock of the 
bank?

Mr. Robinson. You are going back now three and one half years 
ago. This is from memory. There wasn’t a record kept of every 
conversation.

Mr. Pecora. I understand that; but all I expect of you is your 
general recollection of the matter.

Mr. Robinson. Well, I would call very frequently, maybe every 
three or four minutes.

Mr. Pecora. And you found it advisable to keep in touch with 
them to that extent during your day’s transactions, regarding the 
market they were maintaimng or quoting for the stock of the 
National City Bank, did you?

Mr. Robinson. Yes, sir.
Mr. Pecora. H ow  would you communicate with them—through 

a direct wire that was available to your office and to the National 
City Co.’s office ?

Mr. Robinson. Through a direct wire.
Mr. Pecora. Now , do you recall particularly the transactions you 

had with the National City Co. in the stock of the National City 
Bank during the month of October, 1929 ?

Mr. Robinson. I believe I do.
Mr. Pecora. Were your transactions with the National City Co. 

in that month much greater in volume than they were for other 
months during the penod from January, 1928, to September, 1930?
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Mr. R o b i n s o n . I believe in accordance with general business con
ditions they were.

Mr. P e co ra . Were you in this hearing room this forenoon while 
letters written to the National City Bank in the month of October, 
1929, by J. R. Schmeltzer & Co. were spread upon the record and 
were read aloud?

Mr. R o b in so n . Yes, sir.
Mr. P e co ra . Are you familiar with the transactions referred to 

in those letters ?
Mr. R ob in son . Not in the least.
Mr. P e co ra . Not in  the least?
Mr. R ob in son . No, sir.
Mr. P e co ra . Do you know who in the organization of J. R. 

Schmeltzer & Co. was familiar with those letters ?
Mr. R o b in so n . I do not; but I imagine it would be under the 

partnership or one of the partners.
Mr. P e co ra . Mr. Robinson, did you know at any time that the 

National City Co. gave options for tens of thousands of shares at 
a substantial number of points below the market to others?

Mr. R o b in so n . Not until yesterday.
Mr. P e co ra . And the first time you learned of it was through 

the medium of testimony adduced at the hearing before this com
mittee yesterday?

Mr. R ob in son . That is correct.
Mr. P e co ra . I f  you had known of those option prices at the time 

when an option was given and when the option was exercised by 
Dominick & Dominick, would it have made any difference in the 
open market on the question of the value, or the market value or 
quotations, for the National City Bank stock?

Mr. R o b in so n . That is a hard question, Mr. Pecora. It all de
pends upon the market conditions at the time. For me to answer 
now would be guesswork.

Mr. P e co ra . Well, it would affect market values generally if it 
were known, wouldn’t it?

Mr. R o b in so n . It should.
Mr. P e co ra . With options covering 32,000 shares of stock given 

by the company to others at prices well below the market?
Mr. R o b in so n . Well, I  have known of them to affect market prices 

on other options, but I have not known of the National City Bank. 
But it is not the rule.

Mr. P e co ra . But if knowledge of these options and the prices at 
which they were given, had become public property it would have 
affected prices, wouldn’t it?

Mr. R ob in son . I believe it would.
Mr. P e co ra . So, in order not to affect prices by the granting of 

these options below the market, the options are secretly given, isn’t 
that right?

Mr. R ob in son . I believe that is correct.
Mr. P e co ra . What was the daily line of credit awarded J. R. 

Schmeltzer & Co. by the National City Bank in October of 1929? 
1929?

Mr. R o b in so n . It is impossible for roe to answer that. As a sal
aried employee I would not know.
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Mr. Pecoba. Y ou  do not know?
Mr. Robinson. No, sir.
Mr. Pecora. Was any other person connected with J. R. Schmelt

zer & Co. in the month of October 1929 engaged in those transac
tions in the bank’s stock with the National City Co. ?

Mr. R obinson. No.
Mr. Pecora. Did you handle all those transactions in the market?
Mr. Robinson. Well, that is hard to answer, too. There were two 

private wire systems, and occasionally someone might be on a part 
of some trade. But on the whole I would say that I handled all 
the trades. We have an assistant who does the details o f the work. 
In the course of the business, for a part of the day, it might be 
handled by someone else.

Mr. Pecora. Weren’t you to a considerable extent guided in your 
quotations for the stock by the advices you would receive every 3 
or 4 minutes throughout the day from the National City Co. concern
ing their prices for the stock?

Mr. Robinson. Not as to the whole of the day. I might be mo
mentarily for that, but not for the length of the day.

Mr. Pecora. But your inquiries would generally be made through
out the day, wouldn’t they?

Mr. Robinson. That is correct.
Mr. Pecora. And the information you received from them was 

of very considerable guidance to you in your market operations in 
the stock?

Mr. Robinson. I would say to that, Mr. Pecora, no.
Mr. Pecora. They were of some guidance to you?
Mr. Robinson. They were of some guidance to me.
Mr. Pecora. Do you know of any other dealer in that stock whose 

advices on that matter would have been of greater guidance to you?
Mr. Robinson. Not greater in the long run but greater at that 

one moment. There were 30 or 40 other large exchange houses 
maintaining markets.

Mr. Pecora. But in the long run the advices you received con
cerning the position of the National City Co. were of more guidance 
to you than advices you received from any other dealer in that 
stock, weren’t they?

Mr. Robinson. The position in the stock of the National City 
Bank bv the National City Co. was never revealed to me.

Mr. P e co ra . I  am not asking about the position of the National 
City Co. but its market quotations for the stock.

M r. R obinson. W ell., there were no advices received. I  can not 
answer that, because no one gave me any advice.

Mr. Pecora. I said “ advices.” I did not mean advice in the 
sense that some one was counseling you, but advices. The word 
“ advices ” was used by me as synonymous with information. Now, 
so understanding my question, will you answer it?

Mr. Robinson. Advices, as you put it, did help me in trading at 
times.

Mr. Pecora. Didn’t it always help you ?
Mr. Robinson. No, sir.
Mr. Pecora. Did you ever ignore it?
Mr. Robinson. Yes, sir.
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Mr. P e o o r a .  Completely?
Mr. R o b in s o n . Well, it is a case of either ignoring it or not ignor

ing it.
Mr. P e c o r a .  When you ignored it, do you mean that you ignored 

it completely ?
Mr. R o b in s o n . At that moment; yes, sir.
Mr. P e c o r a .  In the long run were the advices so given of greater 

guidance to you than information received from any other dealer?
Mr. R o b in s o n . I would say their information or advices were of 

more help than others.
Mr. P e c o r a .  Yes. In order to be specific, Mr. Robinson, if you 

were bidding 250, we will say, at a given time for the stock of the 
National City Bank and you received advices or information that 
the National City Co. was bidding 240 for the stock, you wouldn’t 
continue to bid 250, would you ?

Mr. R o b in s o n . Not unless any other house or our connections were 
bidding250.

Mr. P e c o r a .  D o  you remember having an interview with me in 
my office in New York, or in the office of this committee in New 
York, about three weeks ago?

Mr. R o b in s o n .  I do .
Mr. P e c o r a .  D o  you recall telling me there, in words or substance, 

that as the specialist in the over-the-counter market in National City 
Bank stock you considered that you handled about 70 per cent of the 
volume of trades in that stock?

Mr. R o b in s o n . I rem em b er  th at.
Mr. P e c o r a .  That was true, wasn’t it ?
Mr. R o b in s o n . It was true in the handling of 70 per cent, I  think, 

of the stock over a length of 2 years, but not daily.
Mr. P e c o r a .  I mean over the period of time we are now dis

cussing.
Mr. R o b in s o n . Which is mere guesswork.
Mr. P e c o r a .  That is your best estimate?
Mr. R o b in s o n . It is guesswork.
Mr. P e c o r a .  Y o u  say it is guesswork?
Mr. R o b in s o n . Surely.
Mr. P e c o r a .  It is your best estimate, whether you call it g u ess

work or not, isn’t it ? '
Mr. R o b in s o n . Right.
Mr. P e c o r a .  Since you first told me that you have not had a n y  

reason to revise that guess, have you ?
Mr. R o b in s o n . N o , sir.
Mr. P e c o r a .  And you do not want to revise it now, do you?
Mr. R o b in s o n . N o . But I  don’t want to be guessing now.
Mr. P e c o r a .  If you were asked to give us your best guess now, you 

would give that guess, wouldn’t you ?
Mr. R o b in s o n . Certainly.
Mr. P e c o r a .  A s  the specialist who handled about 70 per cent of 

the over-the-counter trades in that stock, you found it necessary or 
advisable to keep in constant touch throughout the day with the 
National City Co. for the purpose of learning what they were doing 
to maintain the market or “ prices ” ; isn’t that right ?

Mr. R o b in s o n . That is right.
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Mr. P e c o r a .  Who handled the financial end of those trades on 
behalf of your firm in October of 1929 ?

Mr. R o b in s o n . The financial end of it would be handled by any 
one of the partners.

M r. P e c o r a .  Who is A. B. ? What person in the office had a name 
the initials of which were A. B.?

Mr. R o b in s o n . I believe, although I may be wrong on this, but I 
believe he was one of the clerks in the cage.

Mr. P e c o r a .  "V̂ as there any advice or instruction or direction 
giveii to you by anybody in the firm during that month concerning 
the extent to which you could commit the firm in transactions in 
National City bank stock with the National City Co.?

Mr. R o b in s o n . Only regarding their own position, that is, the 
position they wanted to be in over the night, was all.

Mr. P e c o r a .  Who gave you your directions or instructions in that 
respect ?

Mr. R o b in s o n . Mr. Clifford.
Senator F l e t c h e r  (presiding). Did Mr. Pritchard tell you why 

he was going away?
Mr. R o b in s o n . No, sir.
Mr. P e c o r a .  In the over-the-counter market isn’t it true that the 

largest buyer and seller has a greater influence, or exercises a greater 
influence, on market quotations than anyone else ?

Mr. R o b in s o n . That would be natural in any market.
Mr. P e co ra . Yes.
Mr. R o b in s o n . Yes, sir.
Mr. P e c o r a .  And in connection with the market for National City 

Bank stock wasn’t the National City Co., by and large, through that 
period of time the largest buyer and the largest seller so far as you 
know?

Mr. R o b in s o n . So far as I  k n o w  they were.
Mr. P e c o r a .  By what percentage did the volume of their trans

actions exceed the next largest buyer and seller of that stock in that 
period of time?

Mr. R o b in s o n . I can not answer that without the record and I 
haven’t the record.

Mr. P e c o r a .  Give us the best answer you can make. We under
stand that it is not to be accepted as mathematically correct, but I 
want the best approximation you can give us from memory.

Mr. R o b in s o n . I should say they bought from me about 30 to 40 
per cent more.

Mr. P e c o r a .  Than any other individual buyer or seller, is that 
right ?

Mr. R o b in s o n . Yes, sir.
Mr. P e c o r a .  The National City Co. was your biggest customer for 

National City Bank stock?
Mr. R o b in s o n . That question was just answered.
Mr. P e c o r a .  No further questions, Mr. Chairman.
Senator F l e t c h e r  (presiding). You may be excused. Is he to be 

excused entirely, Mr. Pecora?
Mr. P e c o r a .  Yes, sir. We are through with him.
Senator F l e t c h e r  (presiding). You need not return.
(Thereupon the witness was excused from further attendance.)
Mr. P e c o r a .  Mr. Baker will resume the stand, please.
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TESTIMONY OP HUGH B. BAKER, PRESIDENT NATIONAL CITY CO., 
NEW YORK CITY—Resumed

Mr. P e c o r a .  Mr. Baker, there was some reference in the testimony 
yesterday about the selling organization of the National City Co., 
and some witness testified that the number of salesmen directly 
employed by the National City Co. throughout the country in the 
sale of its securities to the public was about 350. Do you recall that ?

Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Now, in addition to selling securities to the public 

through the instrumentalities of those 350 salesmen, I mean em
ployed salesmen, the company used other agencies or facilities for 
selling and distributing its securities to the public, didn’t it ?

Mr. B a k e r .  Well, other dealers.
Mr. P e c o r a .  It referred to them as other instrumentalities or 

agencies. Did it or not?
Mr. B a k e r .  Yes. We did business with hundreds and hundreds 

of dealers.
Mr. P e c o r a .  Now, those hundreds and hundreds of dealers were 

scattered throughout the country, weren’t they?
Mr. B a k e r .  That is right.
Mr. P e c o r a .  And the radius of their respective operations was 

rather large?
Mr. B a k e r .  Oh, yes.
Mr. P e c o r a .  So that in addition to your own selling force of 350 

salesmen, your company utilized the selling facilities of hundreds and 
hundreds of dealers throughout the country.

Mr. B a k e r .  Well, of course we had no control over them.
Mr. P e c o r a .  Didn’t it------
Mr. B a k e r  (continuing). Well, if I may explain that in this way: 

We had business relations with dealers all over the United States, 
perhaps not frequently, but when we had some new deal or some 
new issue we were then offering, we would then be in contact with 
dealers throughout the whole of the United States. So that when 
I say we did business with dealers throughout the country I  mean 
it in that way.

Mr. P e c o r a .  That is to say, you proceeded to market your secur
ities to the investing public not only through your own 350 salesmen, 
but also through the selling facilities of hundreds of dealers scat
tered throughout the country.

Mr. B a k e r .  They were invited to participate in our deals.
Mr. P e c o r a .  And they did participate in them, hundreds of them.
Mr. B a k e r .  Many of them did; yes, sir.
Mr. P e c o r a .  N o w , throughout the years 1928 and 1929 your com

pany maintained marked activity in the sale of the bank’s stock, 
didn’t it ?

Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Not only through its own 350 salesmen but also 

through dealers and houses throughout the country.
Mr. B a k e r .  Well, of course in only those cases with dealers where 

they had actual orders for the stock. There was no commission of 
any kind that would justify any effort on their part. I f  they had 
orders for the stock they might place the orders through us or some
body else.
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Mr. P e c o r a .  The National City Bank had correspondents or cor
respondent banks in the interior of the country, didn’t it?

Mr. B a k e r .  Yes, ,«ir.
Mr. P e c o r a .  What was the number of those correspondent banks 

in the interior?
Mr. B a k e r .  I can not answer that. I do not know.
Mr. P e c o r a .  Many?
Mr. B a k e r .  Yes, many.
Mr. P e c o r a .  But the National City Co. also utilized the facilities 

o f those correspondent banks and distributed its securities through
out the country?

Mr. B a k e r .  Well, some of those banks had bond departments, in
vestment departments, and in those cases, many of them were in
vited, but it did not necessarily correspond with the fact that they 
were correspondent banks. I f we regarded them as investment 
dealers probably they would be invited, the same as any other 
dealer.

Mr. P e c o r a .  What I  want to get at are the facts as distinguished 
from probabilities. What are the facts in that respect?

Mr. B a k e r . Those are the facts.
Mr. P e c o r a .  T o  put it simply: Your company in distributing 

securities to the investing public not only utilized the services of its 
350 salesmen and hundreds of dealers throughout the country, but 
also the facilities of those correspondent banks throughout the 
country?

Mr. B a k e r .  Only where they had bond departments or investment 
departments, and other banks. It did not make any difference to 
us whether they were correspondents of the National City Bank or 
any other bank, if they had investment departments.

Mr. P e c o r a .  And you found that most o f those banks had invest
ment departments, didn’t you?

Mr. B a k e r .  I doubt if the most of them had, but quite a number.
Mr. P e c o r a .  A substantial number had?
Mr. B a k e r .  Yes.
Mr. P e c o r a .  N o w , at various times during those two years, in 

selling the stock of the bank through its various agencies and selling 
facilities, the National City Co. offered a premium to selling agents, 
did it not, on whatever sales they made of the stock of the bank?

Mr. B a k e r .  That was to our salesmen. And the same thing is 
true in all securities which were on our list, as a part of their com
pensation.

Mr. P e c o r a .  D o  you mean to say that you offered premiums on 
all sales they made?

Mr. B a k e r .  Not necessarily all. There might be so-called buying 
orders for some security which we did not have and which was 
executed merely as a service execution.

Senator F l e t c h e r .  Did you allot stock to your correspondents 
and signify to them that you desired they take that stock?

Mr. B a k e r .  N o , sir.
Mr. P e c o r a .  Did you give special discounts to the banks, the cor

respondent banks or banks in the interior, which sold the stock of 
your bank?

Mr. B a k e r .  Not at all. Never.
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Mr. P e c o r a .  Never?
Mr. B a k e r .  Not to my knowledge.
Mr. P e c o r a .  Well, did you get the same prices from them, or quote 

the same prices to them that you did to the general public?
Mr. B a k e r .  Yes.
Mr. P e c o r a .  Well, now, let us understand: How were your sales

men compensated for their work?
Mr. Baker. By salary and premiums; in other words, commissions.
Mr. P e c o r a .  Did every salesman get both a salary and a com

mission ?
Mr. B a k e r .  Yes.
Mr. P e c o r a .  On the sales made by him for the company ?
Mr. B a k e r .  Yes.
Mr. P e c o r a .  N o w , in addition to the salary and commission there 

were occasions when they also got premiums, didn’t they?
Mr. B a k e r .  No. That word “ premium ” I am using with the 

same meaning as commission. Salary and premium, we call it.
Mr. P e c o r a .  What was the commission they got?
Mr. B a k e r .  It varied with different issues. Usually on bonds the 

premium would be anywhere from $1 to $2 or $3.
Mr. P e c o r a .  For how many shares?
Mr. B a k e r .  I said bonds.
Mr. P e c o r a .  Of what units?
Mr. B a k e r .  $1,000.
Mr. P e c o r a .  H o w  about stocks?
Mr. B a k e r .  As to stocks, that varied also. It might be anywhere 

from 10 cents a share to 50 cents a share.
Mr. P e c o r a .  Who fixed the amounts of those premiums or com

missions ?
Mr. B a k e r .  Well, that was generally fixed by Mr. Beebe in our 

office.
Mr. P e c o r a .  What position did he have ?
Mr. B a k e r .  Assistant vice president.
Mr. P e c o r a .  And do you know what elements were considered by 

him in fixing the premiums within the range mentioned by you ?
Mr. B a k e r .  Well, of course, there were at times new issues, not so 

well known, credits, in which the demand was not so great, and it 
required expense of operation, and so forth.

Mr. P e c o r a .  The premiums were higher where the security was 
considered more difficult to sell, is that it ?

Mr. B a k e r .  At times; yes, sir.
Mr. P e c o r a .  At times ?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  And the premiums were also higher when the com

pany desired to accelerate sales of any particular issue, weren’t they?
Mr. B a k e r .  There were times when that was true; yes, sir.
Mr. P e c o r a .  Now, were any of those times reached during the 

years 1928 and 1929 with respect to the stock of the National City 
Bank?

Mr. B a k e r .  Well, I don’t know what the premium dates were on 
those. I haven’t it.

Mr. P e c o r a .  Can not you answer my question?
Mr. B a k e r .  No, sir.
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Mr. P e c o r a .  Can’t you answer the question now, as to whether 
or not during 1928 and 1929 there were occasions when your com
pany offered a higher premium or commission to its salesmen for 
selling the stock of the bank ?

Mr. B a k e r .  Here is a paper which is now handed me which gives 
the premium lists of National City Bank stock from 1927, and it 
shows on the old stock 50 cents a share, and then when it was changed 
to the new stock, 20 cents a share. And then from April 2, 1929, 
until January 7, 1930, it was 50 cents a share.

Mr. P e c o r a .  Did you have to get that information from Mr. Law 
before you were able to answer my question ?

M r. B a k e r . Yes. I  did not have it with me.
Mr. P e c o r a .  In other words, until Mr. Law gave you some written 

memorandum which you consulted in making your reply, you were 
not able to answer the question as to whether or not during 1928 
and 1929 there were occasions when your company raised the pre
mium or commission which it gave to its salesmen for making sales 
of bank stock?

Mr. B a k e r .  I could not have answered it, because with our num
bers of transactions, Mr. Pecora, through the National City Co. 
in the course of a year’s time, will run 600,000 or 700,000. I  cannot 
remember exactly what premiums were given on this, that, or the 
other issue without referring to the records.

Mr. P e c o r a .  Did Mr. Beebe consult you on the matter of fixing 
the premiums for salesmen?

Mr. B a k e r .  Not always, but occasionally.
Mr. P e c o r a .  Did he have the right to exercise his own independent 

judgment on that?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Did you give him that right ?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  And he is an assistant vice president ?
Mr. B a k e r .  That is right.
Mr. P e c o r a .  In selling your securities to the public through deal

ers, were the dealers given instructions by your company to maintain 
offering prices except for special discounts to banks and other 
dealers ?

Mr. B a k e r .  Are you speaking now of general securities?
Mr. P e c o r a .  Yes.
Mr. B a k e r .  Yes, sir; that is correct, where it was a syndicate or 

a new deal.
Mr. P e c o r a .  So that they got those securities at prices lower than 

the prices at which they were offered to the general public?
Mr. B a k e r .  They were participating in the distribution of the 

issues, and were paid thereby.
Mr. P e c o r a .  Can not you answer aj simple question like that with 

a yes or a no ?
Mr. B a k e r .  I am trying to explain------
Mr. P e c o r a  (interposing). They either were permitted to get 

those securities at prices less than the general public paid, or they 
were not. Now, were they? Answer yes or no.

Mr. B a k e r .  The reason I can not answer that yes or no, is because 
it does not apply the same to all issues of securities.
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Mr. P e c o r a .  Whether it applies the same to all issues of securities 
or not in those instances where dealers were given these discounts, 
can’t you tell us whether or not they were permitted to get those 
securities at prices lower than the general public?

Mr. B a k e r .  Yes. In those cases; yes.
Mr. P e c o r a .  All right. Do you know what I  mean by the term 

“ flashes ” as applied to the business of the National City Co. in 
selling its securities to the public?

Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  What are they?
Mr. B a k e r .  They are messages that we send to our organization, 

trying to keep them acquainted with information that we have at 
the head office, and to keep in touch with them regularly.

Mr. P e c o r a .  And who composes those flashes?
Mr. B a k e r .  Various people in our organization. They were 

directly under my supervision at that time.
Mr. P e c o r a .  Y o u  are willing to assume the responsibility for 

those flashes, are you?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Did you compose any of them yourself?
Mr. B a k e r .  Some of them I did.
Mr. P e c o r a .  And did you generally supervise the flashes that were 

sent out to the sales force of the company ?
Mr. B a k e r .  Yes, sir. I should say yes to that, with this addition: 

That I did not see all of them, but, whether I saw them or not, the 
men who wrote them were men with whom I placed that responsi
bility.

Mr. P e c o r a .  Now, in order to keep the salesmen up on their toes, 
sales contests were arranged by the company at times, isn’t that so?

Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Whose idea was that?
Mr. B a k e r .  Mine.
Mr. P e c o r a .  Describe those sales contests which were your idea, 

will you ?
Mr. B a k e r .  I suppose our sales organization is like all other sales 

organizations. There are times when they seem to slow down and 
are tired. In order to inject new life into the organization we would 
develop what we called sales contests, to add some competition.

Mr. P e c o r a .  Have you produced flashes which emanated from 
the main office of your company to its sales force generally through
out the country ?

Mr. B a k e r .  Yes. But you asked for specific ones.
Mr. P e c o r a .  Have you the flash sent out under date of Septem

ber 27,1929?
Mr. B a k e r .  On what subject?
Mr. P e c o r a .  On the Intercontrol Contest.
Mr. B a k e r .  I haven’t that right here before me, but it is here 

1 know.
Mr. P e c o r a .  Perhaps Mr. Law can help you get it. And while 

Mr. Law is looking for that flash let me ask you this: Isn’t it a fact 
that many of these flashes were sent out to the general sales organi
zation ?

Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Who prepared the flashes so sent out?
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Mr. B a k e r .  They may have been prepared by any officer of the 
general sales organization.

Mr. P e c o r a .  And submitted to you for approval before being 
dispatched?

Mr. B a k e r .  Not necessarily submitted to me. But, as I said be
fore, I  assumed that responsibility anyway.

Mr. P e c o r a .  Now, Mr. Law, have you the September 27, 1929, 
flash, no. 5033 ?

Mr. L aw . Here it is.
Mr. P e c o r a .  Now have you got it, Mr. Baker ?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  Well, please read the first paragraph there.
Mr. B a k e r .  It says:
We are pleased to announce this morning the beginning of one of the greatest 

sales contests ever held by the National City Co.
And there seems to have been written in here with pencil, and 

there is something scratched out, but the something written in is :
We are pleased to announce this morning the beginning of one of the greatest 

sales contests ever held by the National City Co.
Mr. P e c o r a .  Is that the complete paragraph?
Mr. B a k e r .  Oh, I misunderstood you. I thought you said the first 

sentence.
Mr. P e c o r a .  No.
Mr. B a k e r .  It goes on to say:
There will be liberal cash prizes for a large number of men in every part of 

the organization, and higher premium schedules. Contest will be organized and 
operated between control organizations and six contesting units, being terri
tories controlled from San Francisco, Chicago, Philadelphia, Boston, New York 
metropolitan, and New York control offices outside New York City. Security 
issues with premium schedule and point ratings for prizes are as follows.

Mr. P e c o r a .  What were the security issues ?
Mr. B a k e r .  They were Beaux-Arts units; Cannon Mills, common; 

General Mills, common; Kendall Co., participating preferred; 
M. K. T., 7 per cent preferred; Oliver, prior preferred; Oliver, con
vertible participating; Wesson, convertible preferred; Pirelli, com
mon; Lautaro, 6’s; Minas Geraes, 6%’s; Finland Reserve Mortgage 
Bank, 6’s.

Mr. P e c o r a .  N o w , the premiums offered on the list, as to the last 
three securities were at the rate of $4 per thousand, weren’t they, 
and not $3 ?

Mr. B a k e r .  That is right.
Mr. P e c o r a .  And the issues to which these higher premiums re

lated were all foreign issues, weren’t they ?
Mr. B a k e r .  That is right.
Mr. P e c o r a .  And the Lautaro 6’s are Chilean nitrate bonds, aren’t 

they?
Mr. B a k e r .  Yes, sir.
Mr. P e c o r a .  And the Minas Geraes 6i/2’s are bonds issued by the 

State of Minas Geraes of the Republic of Brazil ?
Mr. B a k e r .  That is right.
Mr. P e c o r a .  And the Finland bonds were, as the name indicates, 

Finnish securities?
Mr. B a k e r .  That is right.
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Mr. P ecora . The other issues were all either common or preferred 
stocks, weren’t they?

Mr. B a k e r . Yes, sir.
Mr. P eco ra . N o w , the securities specified in that flash a re  a l l  se 

curities that were then owned by the National City Co., weren’t they?
Mr. B a k e r . Yes, sir.
Mr. P eco ra . And the premiums on the common and preferred 

stocks referred to in this flash, range from 30 cents to 40 cents per 
share ?

Mr. B a k e r . That is right.
Mr. P eco ra . Mr. Chairman, I ask that there be spread in full on 

the record the entire flash testified to by the witness, which is dated 
September 27, 1929, and known as “ Flash 5033 ” , signed “ General 
Sales.”

Senator F l e t c h e r  (presiding). Without objection, it is so ordered.
F l a s h e s  o n  t h e  I n t e r c o n t b o l  C o n t e s t

FLASH 5033
S e p tem b er  27, 1929.

We are pleased to announce this morning the beginning of one of the greatest 
sales contests ever held by the National City Co. There will be liberal cash 
prizes for a large number of men in every part of the organization and higher 
premium schedules. Contest will be organized and operated between control 
organizations and six contesting units, being territories controlled ,from San 
Francisco, Chicago, Philadelphia, Boston, New York metropolitan, and New 
York control offices outside New York City. Security issue with premium 
schedule and point ratings for prizes are as follows:

Security Premi
ums Points Security Premi

ums Points

Beaux-Arts units........................
Cannon Mills, common............
General Mills, common______
Kendall Co., part, preferred... 
M . K . T ., 7 per cent, preferred.
Oliver Prior, preferred..............
Oliver convertible, part............
Wesson convertible, pre

ferred.......................................

Per share 
$0.40 

.30 

.30 

.40 

.40 

.40 

.30

.30

Per share 
5 
1 
1 
2 
4 
2 
1

2

Pirelli, common........................

Lautaro, 6 ’s...............................
Minas Geraes, 6% ’s.................
Finland, Reserve Mortgage 

Bank 6 ’s................................

Per share 
$0.30

Per thou
sand 

$4.00
4.00

4.00

Per share 
2

Per thou
sand

25
40

40

This premium schedule will hold straight through entire contest. Total 
prize money for entire organization will be $25,000 divided among various 
controls in proportion to the work done and to be subsequently divided among 
the highest ranking men in the various controls according to rules set forth 
below. At the end of the contest each control organization will receive a 
percentage of the total prize fund calculated ratio between the total number 
of contest points reported by that control and total contest points for whole 
organization. In any particular control organization there will be first prizes 
of equal amount for the number of men representing one tenth of all the 
salesmen in the control. These first prize men will divide equally 60 per cent 
of the controls prize money. Second prizes in equal amounts will go to the 
next highest ranking men representing one fifth of all the Salesmen in the 
control organization who will divide equally the remaining 40 per cent of the 
controls prize fund. While this sounds quite complicated we believe it will 
work out simply in practice. For example, let us assume that our San Fran
cisco control organization having 36 salesmen sells all of the issues in amounts 
as we will allot them the total for that control would be 37,245 points as com
pared with total points for the whole organization of 347,500 points. Out of 
the $25,000 prize fund this would give San Francisco $2,690. One tenth of 
the 36 men to the nearest whole number would be 4 men who would divide
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60 per cent of the $2,690 giving each of the first prize men $403.50. Then the 
next highest 7 men representing one fifth of the total 36 would divide the 
remaining amount giving each of them a prize of $154. If, however, San 
Francisco should make more than 37,245 points, the prize fund for that control 
would be increased proportionately and the first and second prizes would be 
increased in corresponding amounts. In wires to follow we will advise each 
control of their proportionate share of the various issues included in the 
contract.

G e n e r a l  Sa l e s .

Mr. P e co ra . Mr. Baker, I think I asked you yesterday if your 
company ever sought by its operations in the stock of the bank to 
control the market for those shares.

Mr. B a k e r . Yes, you did.
Mr. P e co ra . And your answer was that it did not.
Mr. B a k e r . That is right. But I qualified the answer, as I 

remember, by saying that it depends on whether—or it depends on 
the way that word is used. I f  we had the stock we would try to 
prevent any wide move either way.

Mr. P e co ra . Now, Mr. Baker, can you produce flash No. 3765, 
dated February 1, 1929, entitled “ Strictly confidential to all man
agers ? ”

Mr. B a k e r . I th in k  so.
Mr. L aw . Is it on National City Bank stock, Mr. Pecora?
Mr. P eco ra . Yes.
Senator F l e t c h e r . While you are finding that let me ask: This 

flash No. 5033 does not state the amounts of these securities. Sup
pose you had these numerous agents over the country and they sold 
your holdings, there is nothing here to indicate how many shares 
you have.

Mr. B a k e r . No; and we would stop that immediately. We would 
take that one out.

Senator F l e t c h e r . H ow  often d id  you get reports ?
Mr. B a k e r . Oh, right along during the day.
Senator F l e t c h e r . Regularly?
Mr. B a k e r . Yes, sir; regularly.
Mr. P e co ra . Now have you flash No. 3765?
Mr. B a k e r . Yes, sir.
Mr. P eco ra . Will you read that flash?
Mr. B a k e r . It is as follows:

ELASH NO. 3765
February 1, 1929.

(Strictly confidential to all managers)

In the course of the last few weeks through the purchase of rights and 
otherwise we have acquired a small block of the new shares of National City 
Bank. Market has been one of increasing strength, and in order to keep it 
orderly we have been forced to lose some of oar long position over the counter 
in the open market. This is defeating a plan which we had in mind of creating 
new stockholders who will be beneficial to the institution, as there is no doubt 
in our minds that perhaps a considerable part of the buying at present is 
speculative. We did not want to see the stock run up in price and then make a 
distribution through our organization to new customers. We therefore have 
decided very suddenly today that rather than lose any more of our stock in the 
open market we will ask your cooperation in the distribution of what we have 
left in small amounts and to holders who will be of definite value in the
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future to this institution and only to those who intend to hold the stock. 
The amount which we can give any one office will be very limited, and we 
will expect you to see to it that this stock is placed in accordance with the 
above program. As a stockholder yourself you will readily see why we are 
stressing this distribution to new holders. The direct and indirect results of 
such placement will add materially to the business of this institution. We 
have decided to make a very special price to such new holders of 5 points 
under the market. This is a very delicate distribution to handle, and we will 
require your utmost finesse to get the kind of placement we want without 
offending some of your present customers. A premium will be allowed, of 
course, as usual, and if you will give us your complete cooperation in this 
matter it will result in the addition of a substantial number of new business 
prospects for all of us.

H. B. Bakeb.
Mr. P ecora. And that is signed by you.
Mr. B a k e r . Yes, sir.
Mr. Peoora. When you said at the very end of this flash of Feb

ruary 1, 1929, “ if you will give us your complete cooperation in this 
matter it will result in the addition of a substantial number of new 
business prospects for all of us,” you meant to convey to your sales
men that additional holders of the stock of the bank would be 
regarded as new prospects of your company to whom other securities 
sponsored by your company could be more readily sold; is that 
correct ?

Mr. B a k e r . Absolutely.
Mr. P ecora. And in order to create these new prospects for the 

other securities that your company was selling to the public you 
were, in this flash, instructing your sales department and its men in 
the field to sell the stock of the bank at 5 points under the market?

Mr. B a k e r . That is right.
Mr. P ecora. What did you mean when you said in this flash, 

“ This is a very delicate distribution to handle, and we will require 
your utmost finesse to get the kind of placement we want without 
offending some of your present customers ” ?

Mr. B a k e r . I meant that the price being under the market—that 
is, under the quoted market—it would be difficult in that placement 
to avoid selling to people who would immediately sell it bacK into the 
market, and that was not what we were after.

Mr. Pecora. In other words, you wanted this stock of the bank 
sold to persons who would keep it as a long-term investment?

Mr. B a k e r . That is right.
Mr. P ecora. Y o u  did not want that stock coming back into the 

market, did you?
Mr. B a k e r . That is right.
Mr. P ecora. And you wanted the salesmen to be especially careful 

about offending old customers in offering the stock of the bank to 
new customers at 5 points under the market?

Mr. B ak er . That is right.
Mr. P ecora. Your company at all times had access to the complete 

list of the stockholders of the bank, did it not ?
Mr. B ak er . I f  we did I  do not think it was ever used. I  do not 

recall that we ever------
Mr. Pecora (interposing). Can’t you answer that question yes 

or no?
Mr. B a k e r . A s I  just said, I  doubt if that was ever looked at by 

anybody in our organization.
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Mr. P e co ra . I did not ask you whether it was ever looked at; I 
asked you whether you had access to it.

Mr. B a k e r . I don’t remember the definite instructions as regards 
that, nor the restrictions, but I do know that the access to the stock
holders books of the National City Bank is not open to the organiza
tion of the National City Co.

Mr. P e co ra . Of course, I  did not mean to suggest that it was open 
to everybody in the organization, but it was available to any of the 
executive officers, was it not ?

Mr. B a k e r . I  probably could have looked at it.
Mr. P e co ra . And other persons holding executive positions could 

probably have looked at it too, without any hindrance, could they 
not?

Mr. B a k e r . Senior executives probably could have.
Mr. P e co ra . In connection with the marketing of its securities to 

the public, your company made it a business, did it not, to contin
ually feed the names of prospective new customers to your selling 
force in the field ?

Mr. B a k e r . Yes, sir.
Mr. P e co ra . A s  a rule, how many new names a year were sent 

out to the selling force by the main office of the company ?
Mr. B a k e r . I haven ’t the slightest idea.
Mr. P e co ra . Y o u  haven’t the slightest idea?
Mr. B a k e r . Not in my mind; no, sir.
Mr. P e co ra . Are you familiar with the annual reports of your 

company.
Mr. B a k e r . Yes, sir.
Mr. P e co ra . D o  not those annual reports contain references to the 

number of new names sent out ?
Mr. B a k e r . I think they probably do at times, but I don’t remem

ber exactly whether that is in the annual report or not. I f  it is there, 
why, that is the figure.

Mr. P e co ra . And until I  suggested that it might be in those an
nual reports you had absolutely no idea of the number of those cus
tomers ?

Mr. B a k e r . No.
Mr. P e co ra . Of prospective customers whose names were sent out 

into the field?
Mr. B a k e r . No. No; I  would have to refer to that or some other 

file to know that.
Mr. P e co ra . Let us take the annual report for the year ending 

December 31,1927. I see the following statement:
A summary of the department’s past year activities—

the department referred to being called the New Business Depart 
ment.

Mr. B a k e r . Yes.
Mr. P e co ra . “ Comprise the preparation and issuance of ”—then 

“ names distributed to district offices 47,447.”
Is that the number that would indicate------
Mr. B a k e r  (interposing). Yes; that is all right.
Mr. P e co ra . The number of names of prospective customers sent 

out by the head office to its agents in the field ?
Mr. B a k e r . Yes; that is correct.
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Mr. P ecora. Do you know how many or approximately how many 
new names were sent out by the new business department to its 
men in the field for the year 1928? Look at page 19 of the annual 
report for 1928.

Mr. B a k e r  (referring to document). 1928, one hundred twenty- 
two thousand, three hundred and thirty-two.

Mr. P ecora. That compares with 47,447 sent out during the pre
ceding year ?

Mr. B a k e r . That is right.
Mr. P ecora. Now, during the year 1928 the company was ex

tensively engaged in selling the stock of the bank, was it not?
Mr. B a k e r . Yes. We sold quite a substantial amount.
Mr. P ecora. And do you ascribe this very large increase of new 

names over the number sent out to your field agents for the year 
1927 as in any way due to the increased number of holders of the 
bank stock which had developed during the year 1928?

Mr. B a k e r . I doubt that very much, because the------
Mr. P ecora (interposing). Do you only doubt it?
Mr. B a k e r . Well, I don’t understand.
Mr. P ecora. Don’t you know one way or the other? Was any 

part of this increase due to the increase in the number of stockholders 
of the bank’s shares?

Mr. B a k e r . I am trying to explain that, Mr. Pecora, if you will 
permit me to do it. The reason I said I doubted it is because the 
particular offices where new stockholders of the City Bank were 
developed would not need to have names sent to them, because they 
already have them.

Mr. P ecora. Where did they get this large number of additional 
prospects over the year 1927 ?

Mr. B a k e r . I can not explain just where those lists are gathered 
together from, but wherever we can get lists that seem to be investors 
we put those through a department who study those and finally 
sort them out and send them out, tax lists, automobile owners, and 
all that sort of thing.

Mr. P ecora. It seems from the annual reports of your company 
for the years 1927 and 1928, respectively, that in 1927 forty-seven 
thousand new names were sent out to your field agents, and in 1928 
approximately 75,000 more.

Mr. B a k e r . Yes, sir; that is right.
Mr. P ecora. 75,000 more than in 1927 were sent out.
Mr. B a k e r . That is right.
Mr. P ecora. That is a total of 122,000 new names ?
Mr. B a k e r . That is right.
Mr. P ecora. N ow  don t you know where those names came from?
Mr. B a k e r . A good many of them come from automobile registra

tions, tax lists, and so forth.
Mr. Pecora. Who compiled these lists of new names for the com

pany?
Mr. B ak er. We have a department—did have at that time—whose 

business was solely to develop names for the use of these offices.
Mr. P ecora. That was the so-called “ new business department ” ?
Mr. B ak er . Yes; certainly.
Mr. P ecora. H ow  many new names were sent out to your field 

forces during the year 1929 by the new business department ?
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Mr. B ak er . Fifty-four thousand one hundred and seventeen.
Mr. P ecora. Those names were culled from similar sources ?
M r. B a k e r . Yes.
Mr. P ecora. When Mr. Rentschler was on the stand the day before 

yesterday he gave some testimony, which you doubtless heard, to the 
effect that in some of the bank’s metropolitan branches, where the 
National City Co. had no salesmen or representatives directly em
ployed, the branch bank’s employees sold securities to the investing 
public on behalf of your company. Do you recall that testimony ?

Mr. B ak er . Yes. I do not remember the exact words in it, but I 
remember the sense of the statement.

Mr. Pecora. Yes. And did those bank employees receive pre
miums or commissions for those sales ?

M r. B a k e r . N o, sir.
Mr. P ecora. Who did?
Mr. B a k e r . That was a result of—that only lasted a very short 

time—I think 3 or 4 or 5 months.
Mr. Pecora. In what year ?
Mr. B ak er . 1931. When we were beginning to retract our opera

tions somewhat, and where we had no representatives left in an 
office, customers who would come in to inquire about securities would 
be directed to some particular window or somebody that would talk 
with them intelligently, and if they wanted to buy a security of any 
kind that was transmitted to the head office and handled from there. 
Eventually the bond would be sent back to that particular branch, 
where they made deliveries to the customer who came in and in
quired.

Mr. Pecora. My question was not how these bank employees func
tioned, but my question related to the payment of commissions on 
those sales. Were any commissions or premiums paid on those sales?

Mr. B ak er . No, no. There was a service allowance that we made 
at the branch to compensate them for the time and effort spent.

Mr. Pecora. Who got that allowance? To whom was it distrib
uted?

Mr. B ak er . The branch itself.
Mr. P ecora. Well now, the branch itself is a part of the institu

tion?
Mr. B a k e r . That is right.
Mr. Pecora. The branch did not take the money and stow it away 

somewhere ?
Mr. B ak er. That is right.
Mr. Pecora. It was given to employees, wasn’t it?
Mr. B a k e r . No, no, no, no. It was a part of the profit of that 

branch.
Mr. P ecora. In other words, the bank then got those commissions ?
Mr. B ak er . It was a service charge paid by us for a service ren

dered by that branch.
Mr. Pecora. And you say that only happened for a period of about 

four or five months in 1921 ?
Mr. B a k e r . Yes. I  will give you the exact time. Six months.
Mr. P ecora. Will you look at the annual report of the National 

City Co. for the year 1928 ?
Mr. B a k e r . What page?
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Mr. P e co ra . Page 20. Do you find there at the very end of the 
report the following statement:

Sales facilities are now established in 20 of the bank’s branches in New 
York City, and this service will be further expanded during 1929.

Mr. B a k e r . That is right.
Mr. P e co ra . Does that relate to promotion of sales by the bank’s 

employees ?
Mr. B a k e r . Not at all.
Mr. P eoora . Just to the salesmen of your company stationed in the 

bank’s branches?
Mr. B a k e r . That is right.
Mr. P e co ra . Now, will you look at the report of your company 

for the year 1929 ?
Mr. B a k e r . What page, please?
Mr. P e co ra . The last page, page 18. Do you find the following 

statement therein, referring to the sales facilities of the company 
during that year:

This makes a total of 95 points offering National City Co. facilities to in
vestors through its own staff, exclusive of the excellent service rendered for 
our account by bank employees at offices where City Co. men are not yet 
located.

Mr. B a k e r . Yes, sir.
Mr. P e co ra . That relates to the year 1929, not 1931, does it?
Mr. B a k e r . That is right; yes.
Mr. P e co ra . So that as far back as 1929 employees of the bank in 

various of its metropolitan branches were promoting the sale of 
securities by the company ?

Mr. B a k e r . N o ; I  do not so interpret that at all. What that 
means is that where there were opportunities for National City Co. 
business coming to the attention of the employees in the bank branch 
they would report that immediately to the nearest branch where 
there was direct City Co. representation.

Mr. P e co ra . And that does not relate to actual promotion of sales 
by the bank employees ?

Mr. B a k e r . N o ; not at all. Now, there may have been orders 
from time to time that were transmitted that way, but there were 
no premiums, and it did not amount to anything. That refers really 
to leads sent to the other branches.

Mr. P e co ra . Were the lists of depositors of the bank and its vari
ous branches used as a source from which your company gathered 
names of new prospects ?

Mr. B a k e r . No, sir.
Mr. P e co ra . H o w  d o  y ou  k n ow  th at?
Mr. B a k e r . I  know it because we would never have access to the 

names of depositors in the National City Bank. It is entirely pos
sible that in some of the smaller branches there might be some dis
cussion of that kind, in which the name might be given, but as far 
as a general policy of taking the names of the depositors of the 
National City Bank, so far as I  can recall, that has never been done.

Mr. P e co ra . Y o u  said yesterday you thought your memory was 
rather poor. Is it possible you have forgotten anything about that ?

Mr. B a k e r . I t  m igh t be, but I  d on ’t  th in k  so.
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Mr. P eco ba . Do you know that many depositors of the bank who 
had never been customers of the company or buyers of its securities 
were approached directly by representatives of the company and 
their business solicited for the company?

Mr. B a k e r . That might possibly be, but the way the name might 
have come to the attention of the salesmen does not necessarily follow 
that it comes merely because he is a depositor of the bank, Mr. Pecora. 
He has business interests, and it is the business of every new business 
department to find out wno the people are in the community who are 
investors, and so forth.

Mr. P eco ra . Would it surprise you to know that many of the 
bank’s depositors who never before had had any business with the 
company were approached directly by salesmen or representatives of 
the company and greeted with the remark that the salesman knew 
that they were depositors of the bank?

Mr. B a k e r . Well, that could still be possible. I  do not dispute 
that at all. But it was not from any general list of the depositors of 
the bank.

Mr. P eco ra . If that could be possible, can you suggest any way 
by which the salesmen of your company were able to learn that these 
prospects upon whom they called were depositors of the bank-----

Mr. B a k e r  (interposing). Oh, yes.
Mr. P eco ra . Except from the bank itself?
Mr. B a k e r . Oh, yes; that could easily be, because------
Mr. P ecora  (interposing). Do you think it is easy to find out in 

which bank one deposits ?
Mr. B a k e r . A customer of the bank, let us say, in talking to some 

officer in the bank indicates that he is interested in making some in
vestments. That would be transmitted to the National City Co., 
and that name would be called upon immediately.

Mr. P eco ra . So that when a depositor of the bank went to the 
bank seeking advice on matters of investments the name of that cus
tomer or depositor would be transmitted by the bank’s representative 
to the company?

Mr. B a k e r . The probabilities are that it would; yes, sir.
Mr. P eco ra . And that is the way the bank would advise such an 

inquirer on matters of investments?
Mr. B a k e r . It all depends on the nature of the inquirer.
Mr. P eco ra . If it was an inquiry for the making of investments 

that was the way he would be advised frequently?
Mr. B a k e r . I think he would say that “ the investment part of 

this organization is the National City Co. and I would be glad to 
refer you to them,” some particular name.

Mr. P eco ra . And if that depositor or customer then followed up 
that suggestion by calling upon the National City Co. for advice as to 
his investments, it was not an unusual thing for the National City 
Co. to suggest investment in securities that the company was sponsor
ing, was it?

Mr. B a k e r . That is right.
Mr. P eco ra . In fact, it was the usual thing, wasn’t it?
Mr. B a k e r . That is right. But he did not recommend-----
Mr. P ecora  (interposing). And do you consider, as a director of 

the bank, that that was a disinterested and unselfish way for the
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bank to advise a depositor concerning the making of investments 
generally ?

Mr. B ak er . Well, as I  told you yesterday, Mr. Pecora, the reason 
I  say I do feel that is the proper way to do is because of the facilities 
which we had in the National City Co. for a study of investments, 
and based upon that we made our recommendations.

Mr. P ecora. D o you still think that is good banking practice ?
Mr. B a k e r . Yes; I  think that is good banking practice.
Mr. P ecora. And you would approve of its continuation, would 

you?
Mr. B a k e r . Yes, sir.
Mr. P ecora. By the way, have you a sales letter dated February 

6,1929, entitled “ Loaves from Crumbs ” ?
Mr. B a k e r . Yes.
Mr. P ecora. Who prepared that?
Mr. B a k e r . I can not tell the specific author of it, but it was 

undoubtedly prepared in the general sales department.
Mr. P ecora. Was it read over by you before it was sent out?
Mr. B ak er . I  assume that it was, but whether it was or not, I 

take responsibility for it.
Mr. P ecora. That letter reads as follows:

February 6, 1929.
LOAVES FROM CRUMBS

It is the usual experience, when trading out one block of securities for 
another, to find that the client has a cash difference in his favor. More often 
than not these differences are too small to permit an immediate and satisfactory 
investment. As a consequence the cash balance goes into the customer’s bank 
account to be lost sight of or spent.

The 5-to-l split-up of National City Bank stock provides an excellent way 
to take immediate care of these cash differences.

Assuming that the client’s circumstances are such that he can afford a 
current rate of income as low as that on National City Bank stock (and very 
few can not, the small amount of cash considered), you should make it a point 
to see that the crumbs resulting from an exchange of securities go at once 
into one or more shares of the stock. If the amount is insufficient to buy one 
share you can have the customer put up the remaining cash. If you will 
continue this practice it will not be long before each client and you will 
be agreeably surprised by the shares of National City Bank stock that he will 
have accumulated.

These shares of National City Bank stock should not only prove a very 
satisfactory investment over a period of time, but, as you know from experience, 
their ownership ties the customer in closer than ever. By following the prac
tice suggested you will be able to work in odd shares of City Bank stock in a 
great many places where it has never been before as well as increase the 
holdings of some of your present owners.

Experience is admitted to be a trustworthy guide and your own experience 
indicates that National City Bank stock should be as desirable a medium as 
one can find for the investment of odd amounts.

By using the crumbs of cash resulting from exchanges to buy the new stock 
of the National City Bank and continuing that practice as opportunity arises 
you will work these crumbs into a loaf of substantial size with consequent 
advantages to the client, the National City Co., and yourself.

You assume responsibility for this letter?
Mr. B a k e r . Yes, sir.
Mr. P ecora. The date of it is February 6, 1929. I offer it in 

evidence. It has already been spread upon the record by my reading 
of it.

When your salesmen were attempting to sell securities sponsored 
by your company, were they advising prospects to sell out securities
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which they then, owned and use the proceeds of the sale to buy 
securities sponsored by the company?

Mr. B a k e r . That might be, depending upon the securities held 
by the customer.

Mr. P e co ra . That was the common practice, was it not?
Mr. B a k e b . Not necessarily a common practice; no, not at all, but 

it did occur frequently.
Mr. P e co ra . It occurred very frequently, did it not?
Mr. B a k e r . I don’t know about “ very ’ , but frequently.
Mr. P e co ra . D o you know how frequently ?
Mr. B a k e r . No, sir.
Mr. P e co ra . The practice was not discouraged, was it, by you?
Mr. B a k e r . Not where the exchange, in the judgment of our ex

perts, was a desirable exchange to make.
Mr. P e co ra . Who were the experts who exercised that judgment 

and gave the advice to the prospect—the field salesmen?
Mr. B a k e r . We tried to maintain in New York control of that 

so that the judgment as to whether a security was desirable for a 
customer to hold as against some other security would be passed upon 
by some department in New York City in charge of that study, 
but it is true that exchanges were made from time to time. Whether 
on the recommendation of the salesman or whether at the suggestion 
of the holder of the security himself, I do not know.

Mr. P e co ra . Well, don’t you know that in many, many cases these 
exchanges were made on the advice and recommendation of your 
salesmen? Don’t you personally know that, Mr. Baker?

Mr. B a k e r . I say that I know where exchanges of such character 
have been made, yes.

Mr. P e co ra . And don’t you have that knowledge because of the 
avalanche of letters that have come to you and to your company 
from customers all over the country who told you of that practice?

Mr. B a k e r . I have had some letters of that kind sent directly to 
me, yes.

Mr. P eco ra . H o w  many letters of that kind were sent directly 
to you and how many were sent to the company which were not 
addressed to you individually ?

Mr. B a k e r . I don’t know.
Mr. P e co ra . Well, a large number, were there not?
Mr. B a k e r . I don’t think a particularly large number, no.
Mr. P e co ra . What would strike you as a number of such letters 

large enough to make you characterize them as large in number?
Mr. B a k e r . I d o n ’t  w a n t to  gu ess on  th at.
Mr. P e co ra . I am not asking for a guess; I am asking you for 

some estimate.
Mr. B a k e r . Well, I don’t know.
Mr. P e co ra . What number would strike you as being a large 

number of such letters ?
Mr. B a k e r . I don’t know.
Mr. P e co ra . So that when I say there was a large number why 

did you say “ not a large number ’ , if you don’t know what a large 
number would mean?

Mr. B a k e r . I will withdraw that statement, then.
Mr. P eco ra . What statement are y o u  withdrawing?
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Mr. B a k e r . I am saying that what you mean by a large number 
I may not mean the same. I don’t know how many letters are re
ceived of that kind.

Mr. P ecora. Have you any reason to believe that the volume of 
those letters was kept from you by any of the employees of the 
company ?

Mr. B a k e r . Why, no; of course not.
Mr. P ecora. Well, how many were addressed to you personally?
Mr. B a k e r . Y o u  are asking me to tell you how many letters I  

received? I can not answer that.
Mr. P ecora. I am asking you for general information, Mr. Baker. 

I don’t expect you to give me a mathematically correct answer to 
a question like that.

Mr. B a k e r . Why should you want me to guess at the number of 
letters I have received over the last year ?

Mr. P ecora. Because you can guess better than anyone else as 
to the number of letters you received, and if I am going to find out 
from any one I can find out best from you, .can I not ?

Mr. B a k e r . Yes. And the only way I can answer the question 
is to have my files gone over and determine the number and tell 
you.

Mr. P ecora. Y o u  could not give us an approximate idea without 
doing that?

Mr. B a k e r . No; I would rather not.
Mr. P ecora. Did those letters run into the thousands?
Mr. B ak er . No; not at all.
Mr. P ecora. Into the hundreds? I mean those addressed to you 

personally ?
Mr. B a k e r . Well, of course, that is a guess again. I  don’t like 

to do it.
Mr. P ecora. Now will you produce Flash No. 3873, dated February 

27, 1929, relating to sales of the bank stock? Let me read that to 
you first, Mr. Baker:

FLASH NO. 38T3

F e b r u a r y  27, 1929.
In the past few days the market on City Bank stock has been very 

erratic. It has been some time since we have had a position in the stock 
which would give us any working control of this market, and we have there
fore been obliged to place on the street the orders which have been sent in to 
us through our organization. This has served to accentuate the wide fluctua
tions. Under these conditions you must realize there is little, if any, profit 
on these transactions, and we are therefore discontinuing premiums immediately.

G eneral  Sales.

Were you familiar with this flash when it was sent out?
Mr. B ak er . Yes; I  must have been.
Mr. Pecora. In the face of the statement in this flash to the effect 

that “ It has been some time since we have had a position in the 
stock which would give us any working control of this market ” do 
you still say that the company never sought to control the market 
in the stock of the bank ?

Mr. B ak er . The way that word is used there in that flash is meant 
that the orders that we had had for stock were of such a substantial 
amount that we were unable to continue to fill those orders. I f  we 
had a proposition that we were willing to sell to the point where
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we would fill those orders rather than go into the market with the 
orders, it would prevent, of course, a move-up of the stock. And 
what was meant undoubtedly is the fact that we were not in a 
position at that time to avoid going into the market for the stock. 
We did not want to lose the position we had, and that shows, of 
course, that was the reason, because of the discontinuance of that 
premium.

Mr. P e co ra . But the flash alludes specifically to the policy of 
your company in seeking to maintain or have a working control of 
the market, does it not?

Mr. B a k e r . Only to prevent these wide swings, as I said.
Mr. P e co ra . Well, the flash does not say that that was the pur

pose, does it ?
Mr. B a k e r . I think it very clearly says that we are not in a posi

tion to supply stock and thus we can not control the movement 
of the stock up and down.

Mr. P eco ra . Don’t you actually say that in order to enable you 
to keep a working control of the market you do not want to throw 
your own stock into the market for the purpose of filling the selling 
orders, which your salesmen were getting all over the country?

Mr. B a k e r . That is all right; yes. That is all right.
Mr. P eco ra . And the reason you did not want to part with any 

of your stock for that purpose was because to do so would have 
deprived the company of a working control of the market? Isn’t 
that the fair meaning of that?

Mr. B a k e r . N o ; I  don’t think it is. We just did not want to 
reduce our position at that time any lower than it was, and since 
we did not, with large orders coming into the market, there was no 
way—nothing we could do with them except to put them right into 
the market to buy the stock.

Mr. P e co ra . That is what you had in mind when this flash was 
sent?

Mr. B a k e r . Yes.
Mr. P eco ra . And the language used by you in conveying that im

pression was this language m the flash?
Mr. B a k e r . That is right. I  did not write it very well.
Mr. P e co ra . N o w , you notice the date of this flash, don’t you, 

February 27,1929 ?
Mr. B a k e r . Yes, sir.
Mr. P eco ra . That is just about two months before the time when 

your company found it necessary to borrow 15,000 shares of the 
bank’s stock from Mr. Mitchell, isn’t it?

Mr. B a k e r . That was.
Mr. P e co ra . April the 23d ?
Mr. B a k e r . Yes; that is right.
Mr. P e co ra . Do you remember sending out a sales letter to your 

salesmen over your own name which ended with this expression: 
“ Enough said. We will let your imagination do the rest.” Do you 
recall that?

Mr. B a k e r . What is the number of that, please ?
Mr. P e co ra . N o ; before you go to your file, do you recall that?
Mr. B a k e r . I just don’t recall it, but I certainly will if it is here. 

What is the number of it?
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Mr. P ecora. The date of it is May 3, 1928. No, it is the letter 
of March 23, 1928; just after you sent flash No. 1912, March 23, 
1928.

Mr. B a k e r . I have it; yes.
Mr. P ecora. Let me read it to you:

FLASH NO. 1912
March 23, 1928.

For your information we quote from letter which will go out to shareholders 
of National City Bank of New York to-night:

“ You will And inclosed a formal notice of a special meeting of the stock
holders to be held on April 24, 1928, for the purpose of acting upon the recom
mendation of your board of directors that the capital stock at the bank ”-------

That should be “ of the bank,” shouldn’t it?
Mr. B ak er. Yes.
Mr. P ecora (reading):
“ Be increased from $75,000,000 to $90,000,000, the surplus remaining at 

$50,000,000, and that the capital stock of the National Oity Co. be increased 
from $25,000,000 to $45,000,000 and its surplus from $25,000,000 to $50,000,000.

“ It is proposed that each shareholder in the bank be given the right to sub
scribe for one additional share of stock of the bank for every five shares 
registered in his name on the books of the bank at the close of business on 
April 28, 1928, upon the payment of $400 in respect of each share subscribed, 
of which $100 shall be applied to increasing the capital stock of the bank 
and $300 shall be applied to increasing the capital stock and surplus of the 
National City Co. in the amounts mentioned.

“As regards the bank this increase of capital is in line with our traditional 
policy referred to on the occasion of the last previous increase of maintaining 
a larger ratio of capital and surplus to deposits than is dictated by general 
banking practice. As regards the National City Co. the board is. of the 
belief that these additional capital resources should be provided to permit 
the company to acquire from time to time for short or long investment ac
count bonds, stocks, or other equity interests, the holding of which will facili
tate the development of its regular business or generally inure to the benefit 
of the bank and the company, and that such resources can be thus profitably 
employed.”

Enough said. We will let your imagination do the rest.
H. B. Baker.

Do you recall that flash ?
Mr. B a k e r . Yes, sir.
Mr. P ecora. N ow  tell us what you meant by the expression after 

the quotes: “ Enough said. We will let your imagination do the 
rest.”

Mr. Baejer. It was my opinion, with that move that was being 
made there, that it was addmg great value to the stock of the Na
tional City Bank.

Mr. P ecora. Was that in preparation for a selling campaign to be 
made by the company in the snares of the bank?

Mr. B ak er . No; no particular selling campaign. Simply I felt 
that that should be called to the attention of every stockholder and 
pointed out to him.

Mr. Pecora. Why were you calling upon the salesmen to let their 
imagination do the rest? What conclusion did you expect their 
imaginations to reach from the information conveyed to them in 
this flash?

Mr. B a k e r . I expected the conclusions to be very constructive on 
that, and that should be featured with every shareholder in their 
territory as distinctly desirable.
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Mr. P ecora. Do yon think the constructive conclusions would be 
reached by a lively working of the imagination?

Mr. B ak er . Yes, sir; that was all right.
Mr. P ecora. The day following that flash there was another flash 

sent out over your signature numbered 1915. Have you that flash 
before you?

Mr. B ak er . Yes; I have.
Mr. Pecora. Please follow me while I read it:

FLASH NO. 1915
March 24, 1928.

The program for City Bank City Co. as told you yesterday is featured on 
front pages of New York morning papers and is causing tremendous excite
ment. We are flooded with orders, some to sell but mostly to buy, and are 
unable as yet to determine which of these buy orders are speculative. We 
necessarily will deal recklessly in executing orders------

Mr. B ak er . “ Ruthlessly,” I said.
Mr. P ecora. “ In executing orders.”
Mr. B ak er . I  did not say “ recklessly.”
Mr. P ecora. What did you say?
Mr. B ak er . “ Ruthlessly.”
Mr. P ecora. “ Ruthlessly ” ?
Mr. B ak er. Yes.
Mr. Pecora. We have it “ recklessly,” but we will adopt your term 

“ ruthless.”
Mr. B ak er . Yes. [Laughter.]
Mr. P ecora. Thanks for the correction.
Mr. B a k e r . I like that much better.
Mr. P ecora. So do I.
We necessarily will deal ruthlessly in executing orders. You realize, of 

course, that we have none to sell and all orders will be executed in the street. 
It would be extremely unfair to our customers to throw all our buying orders 
into the street at one time, and we will therefore use our own judgment. 
We request you to assist us as far as possible by using the utmost care in 
the character of orders accepted. This market must be handled in as orderly a 
way as possible, and we do not want to permit prices to run above reasonable 
figures, resulting, therefore, in sudden drops or wild fluctuations. We ask your 
utmost cooperation.

H. B. B a k e s .

I have correctly read it?
Mr. B ak er . Yes, sir.
Mr. P ecora. With the correction you made?
Mr. B ak er . That is right.
Mr. P ecora. Now, the news referred to in this flash as having been 

featured on the front pages of New York morning papers and 
causing tremendous excitement was the news about the proposed 
increase of the capital stock both of the bank and your company ?

Mr. B a k e r . Yes.
Mr. P ecora. Which the last flash alluded to, the one prior to this?
Mr. B a k e r . Yes.
Mr. P ecora. The one on March the 23d?
Mr. B a k e r . Yes.
Mr. P ecora. In the light of the statement you made in this flash 

of March 24, 1928, do you still say that your sole purpose in com
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municating the information embodied in the flash of March 23, 
1928, to your salesmen was simply to inform them of the proposed 
increase, or would you rather say that the purpose of the flash of 
March 23 was to indicate to them the commencement of a selling 
campaign for the stock of the bank?

Mr. B a k e r . Oh, no. I  did not have that in mind. What I said 
before on that subject was that I thought it was distinctly desirable 
to call to the attention of our customers and stockholders that it 
would be of great added value to the National City Bank and the 
National City Co.

Senator F le t c h e r .  Was this proposal on March 23, 1928, actually 
accomplished and carried out?

Mr. B a k e r . Yes, sir.
Senator F le t c h e r .  About the increase of capital?
Mr. B a k e r . Yes, sir.
Mr. P e co ra . May I, Mr. Chairman, suspend with the witness at 

this point and ask that Mr. Mitchell be recalled ?
The C h a irm a n . It is so ordered.

TESTIMONY OP CHARLES E. MITCHELL, NEW YORK CITY, CHAIR
MAN THE NATIONAL CITY BANK OF NEW YORK, CITY BANK-
FARMERS’ TRUST CO., INTERNATIONAL BANKING CORPORATION,
THE NATIONAL CITY CO., AND THE NATIONAL CITY CO., (LTD.),
OF CANADA—Resumed

Senator F le t c h e r .  Mr. Mitchell, while they are conferring about 
another matter I want to ask you, based on your experience and 
from your knowledge of the public and of conditions, could you 
offer any suggestion respecting legislation by Congress that might 
tend to protect and safeguard the interests of the public, either as 
to banks, investment companies, or stock-exchange operations?

Mr. M i t c h e l l .  I  think there should very definitely be legislation 
enacted; yes, sir.

Senator F le t c h e r .  Of what character? Now can you give us an 
idea about what should be done?

Mr. M it c h e l l .  Well, take for instance, this matter of investment 
affiliates of banks: I have a feeling that the whole system should 
be revamped, that there should be in an institution some portion 
of it dealing with the long-term credit market. I  subscribe to that. 
I think there must be that.

But it is this contact with the public that disturbs me, cbming 
as it does through the investment affiliate, and I think we have got 
to find some different means of distribution.

Furthermore, I think there should be added controls with respect 
to the character of securities handled. The investment affiliate 
is an established thing. It is handling apparently something over 
50 per cent of the total volume of the long-term credit business. I 
do not think that you can eliminate it, certainly carelessly, without 
very definitely retarding any period of recovery, because there is a 
great deal of financing to be done and the machinery is there.

I  think the investment affiliate should be put under regulation and 
control, because that after all is the one place where the Government
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has got a chance to regulate and control. If you take the invest
ment affiliate and throw it out completely and say, “ Let all of this 
business develop through private agencies,” you have taken the 
long-term credit machinery away from the place where you can 
control it and put it in a place where you can not control it.

Therefore, I think we ought to look for legislation and control 
of the long-term credit market, which is handled so largely by the 
investment affiliate, under stronger regulation.

Senator F le tc h e r . Do you think the investment affiliate should 
be separated from a commercial bank?

Mr. M i t c h e l l .  No ; I think that its methods of doing business 
should be regulated and controlled.

Senator F le tc h e r . As distinguished from the bank itself?
Mr. M it c h e l l .  The control and regulation should be separate 

from the control and regulation of the bank itself, because they con
stitute two different problems. But there is a vast amount of financ
ing that must be done over such a period as we have been through. 
You take, for instance, the Insull properties that have been a matter 
for your study here. Those properties come into a period like this, 
where they have got to be financed on new lines. The banks who 
handle short credits for them and who have handled them in quan
tity are going to get rid of those credits by putting them into per
fectly sound long-term securities. Those banks really are the ones 
to do that. It means, perhaps, as it did in that case, actually carry
ing a considerable quantity of new perfectly sound securities for 
some time awaiting a market, and it was largely the affiliates of banks 
who found the long-term market for those securities.

We are trying in our company to-day, Senator, as a result of all 
these things that we have learned to be along the path of error, to 
find regulation for ourself, and I think we will find it little by lit
tle, and as a matter of fact, I think we have got to go a long way 
further than we have.

Answering your question directly, I do not believe in the elimina
tion of the investment affiliate, but I do believe in legislation by 
Congress to put such companies under very definite regulation and 
control, which would be exactly the kind of regulation and control 
that we are trying to build up for ourselves at the present moment.

Mr. P ecora. Mr. Mitchell, I have come right to a subject col
lateral to that. Are you familiar with the opinion that was ren
dered to the Attorney General of the United States in November, 
1911, by Frederick W. Lehmann, at that time Solicitor General of 
the United States ?

Mr. M it c h e l l .  I am not; no, sir.
Mr. P ecora. Did you ever hear of that?
Mr. M i t c h e l l .  I have heard of that, and at one time I read it, 

but I don’t recall it now. It has been many, many years since I 
saw it.

Mr. Pecora. Well, I happen to have a copy of it before me.
M r. M p tc h e ll . Yes.
Mr. P ecora. Let us see how far we can recall it. It is dated No

vember 6, 1911, addressed to the Attorney General, and I will just 
read a few excerpts from it, Mr. Mitchell, and then, Mr. Chairman, 

119852—33— PT 6------ 18
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I propose to have the entire opinion spread in full on the record 
here [reading] :

N o v e m b e r  6, 1911.
The A t t o r n e y  G e n e r a l .

S i r  : You advise me that the President desires that there shall be submitted 
to him upon his return to Washington a fuller discussion of the question of 
the legality of the agreements and arrangements existing between the National 
City Bank of New York and the National City Co., a corporation of the State 
of New York.

On August 1, 1911, I submitted to you an opinion, in which you concurred, 
that the agreements and arrangements in question were means of enabling the 
bank to carry on business and exercise powers prohibited to it by the national 
banking act.

I have reconsidered the question with the care demanded by its importance, 
and have reached the conclusion that both the bank and the company, whether 
considered as affiliated or as unrelated, are in violation of the law.

Now, there follows considerable matter after that which I have 
not the time to read but which relates to certain provisions of the 
national banking act and the United States Statutes. We come to 
this statement [reading] :

In Logan County National Bank v, Townsend (139 U. S. 67, 1. c. 7S), the 
court, speaking through Mr. Justice Harlan, said:

“ It is undoubtedly true, as contended by the defendant, that the national 
banking act is an enabling act for all associations organized under it, and 
that a national bank can, not rightfully exercise any powers except those ex
pressly granted by that act, or such incidental powers as are necessary to carry 
on the business of banking for which it was established.’’

Then follows other matter. Then I want to read this excerpt 
[reading] :

It follows that while a bank may take the stocks of another corporation as 
collateral to a loan, or take them in payment of a debt previously incurred, 
it can not deal in stocks. The limit of its powers in this respect is stated by 
Chief Justice Waite in First National Bank v. National Exchange Bank (92 
U. S. 122, 128).

Then follows other matter, and I come to this excerpt [reading] :
The investment by national banks of their surplus funds in other national 

banks, situated, perhaps, in distant States, as in the present case, is plainly 
against the meaning and policy of the statutes from which they derive their 
powers, and evil consequences would be certain to ensue if such a course of 
conduct were countenanced as lawful.

Then follows other matter and I now come to this excerpt 
[reading] :

Another evil that might result, if large and wealthy banks were permitted 
to buy and hold the capital stock of other banks, would be that, in that way, 
the banking capital of a community might be concentrated in one concern, 
and business men be deprived of the advantages that attend competition 
between banks. Such accumulation of capital would be in disregard of the 
policy of the national banking law, as seen in its numerous provisions regulating 
the amount of the capital stock and the methods to be pursued in increasing 
or reducing it. The smaller banks, in such a case, would be in fact, though 
not in form, branches of the larger one.

Then there is other matter and I come to this excerpt [reading] :
Section 5201 may also be referred to as indicating the policy of this legis

lation. This provision, forbidding a national bank to own and hold shares of 
its own capital stock, would, in effect, be defeated if one national bank were 
permitted to own and hold a controlling interest in the capital stock of 
another.
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Then comes much other matter, and I reach this excerpt [reading] :
From the history of the national banking act, from its terms and pro

visions, and from the decisions of the Supreme Court construing it, these 
propositions are derived:

I. The banks are local institutions and independent of each other, none the 
less that they are creatures of Federal power and subject to Federal super
vision and control.

II. A bank may in its by-laws regulate the manner in which its shares may 
be transferred, but it can not impair or limit the right of transfer.

III. As to business operations, the bank has such powers as are expressly 
granted by the act and such as are properly incidental to those expressly 
granted, and none other, and so can engage only in the business of banking as 
that business is defined by the act.

IV. It is neither banking nor an incident of banking to invest the funds of 
the bank in another business, in any manner or to any extent; and the bank 
has therefore no right to invest its funds in the stocks of another corporation, 
and especially not in the stocks of another national bank.

V. The powers of a national banking association are and can be granted only 
by the United States, and as no grant of such powers is made by the act to 
any State corporation, they may not be exercised by such a corporation.

These propositions relate to matters of substance, and so may be no more 
evaded than violated. Indirection, if it accomplishes the same purpose, stands 
upon the same footing with direction.

Then I come, after much other matter that follows, to this 
excerpt [reading] :

This, then, is the situation: The company was not independently organized, 
but was organized by the bank, its officers and shareholders acting as such.

This, of course, refers to the National City Co.
Only shareholders of the bank were permitted an interest in the company 

and these only in the proportion of their holdings in the bank. This consti
tution of the interests of the company must continue to end, for no one can 
ever come into the company without coming into the bank, and no one can ever 
go out of the company without going out of the bank. The bank, by declaration 
of a dividend, furnished the entire capital of the company. No person can be 
an officer or director of the company unless he is an officer or director of the 
bank.

This is not all. The company has no independence of action. It has no con
trol or authority over its own affairs. It is to be remembered that all its 
stock is to be held by the trustees, and of course is to be voted by them. 
Plenary power over the company is therefore held by these trustees. Now, 
these trustees were not elected by the incorporators of the company, nor by its 
stockholders. They were nominated by the agreement between the bank, its 
officers and shareholders, made before the company was in existence. They 
can not be removed, nor can their successors be elected or determined by any 
power or interest of the company. The trustees, nominated by the agreement, 
perpetuate themselves. They appoint their own successors. The only power 
outside themselves which can make a change in their membership is the 
shareholding body of the bank. The shareholders by not continuing a trustee 
as an officer or director of the bank eliminate him as a trustee. The official 
organization of the company and the vesting of its powers are determined and 
can be determined only by the corporate action of the bank.

Then follows, after much other matter, the following excerpt 
[reading] :

And the National City Co., considered by itself and apart from its relations 
to the National City Bank, is also in violation of law. Its charter from the 
State of New York expressly prohibits it from the business of banking. And 
that charter could not confer the power to engage in the business of national 
banking. Such power cduld be conferred only by the laws of the United 
States.
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Then follows much other matter, and I  come to this concluding 
paragraph [reading]:

Here the National City Co. is not simply to control banks, but it may en
gage in any business whatever, even that forbidden by its charter, if, despite 
its charter prohibition as to certain kinds of business, it may invest in the 
stocks of companies conducting such business. The other enterprise in which 
the company is engaged may stand in need of credit and of funds, and it is 
too much to expect that the company’s banks will deal simply as banks, 
equitably and impartially as between its own subsidiaries, and persons and 
corporations with whom it is not affiliated. The temptation to the specula
tive use of the funds of the banks at opportune times will prove to be irre
sistible. Examples are recent and significant of the peril to a bank, incident 
to the dual and diverse interests of its officers and directors. If many enter
prises and many banks are brought and bound together in the nexus of a 
great holding corporation, the failure of one may involve all in a common 
disaster. And if the plan should prosper, it would mean a union of power 
in the same hands over industry, commerce, and finance, with a resulting 
power over public affairs, which was the gravamen of objection to the United 
States Bank.

I conclude the National City Co. in its holding of national-bank stocks is 
in usurpation of Federal authority and in violation of Federal law.

Respectfully submitted.
F r e d e r ic k  W. L e h m a n n , Solicitor General.

Now, I may say, Mr. Chairman, that the Attorney General of the 
United States at the time when the Solicitor General rendered this 
opinion was the Hon. Charles W. Wickersham, and upon communi
cation with his office, which communication I had for the purpose of 
requesting him or subpoenaing him to appear before this committee, 
I learned that he is now in Europe.

I ask that this opinion be spread in full upon the record.
The C hairm an . There being no objection, it is so ordered.
Mr. P ecora. What I am submitting is a carbon copy produced 

from the files of the Department of Justice.
(The opinion is as follows:)

Department op Justice,
November 6, 1911.

The A t t o r n e y  G e n e r a l .
Sir: Y o u  advise me that the President desires that there shall be submitted 

to him upon his return to Washington a fuller discussion of the question of 
the legality of the agreements and arrangements existing between the National 
City Bank of New York and the National City Co., a corporation of the State 
of New York.

On August 1, 1911, I submitted to you an opinion, in which you concurred, 
that the agreements and arrangements in question were means of enabling the 
bank to carry on business and exercise powers prohibited to it by the national 
banking act.

I have reconsidered the question with the care demanded by its importance, 
and have reached the conclusion that both the bank and the company, whether 
considered as affiliated or as unrelated, are in violation of the law.

At the outset it is well to consider the purposes which the framers of the 
national banking act had in view. The first, the paramount purpose was to 
secure a uniform national system of currency, and to do this without the 
creation of a great central institution like the old United States Bank.

The opposition to such an institution was deep seated and widespread, and 
the sponsors of the various plans which took final shape in the national bank
ing act were careful to point out that the objections to the United States Bank 
had been duly considered and had been avoided by them.

In August 1861 O. B. Potter of New York submitted to the Secretary of 
the Treasury a scheme to permit State banks and bankers to issue notes 
secured by United States bonds, saying, “ None of the objections justly urged 
against a United States bank lie against this plan. It gives to the Govern
ment no power to bestow favors and does not place a dollar in its hands to
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lend. * * * It is impossible to see how such a system can be made use 
of for political ends.” (The origin of the national banking system, S. Doc. 
No. 582, pp. 46-48, 61st Cong., 2d sess.)

Samuel Hooper, a member of the House from Massachusetts, was an active 
agent in the attainment of the end sought. In support of one of the early 
measures proposed, which, while it did not become a law, was a step in that 
direction, he said:

“ Thus are secured all the benefits of the old United States Bank without 
many of those objectionable features which aroused opposition. It was affirmed 
that, by its favors, the Government enabled that bank to monopolize the busi
ness of the country. Here no such system of favoritism exists. * * * It 
was affirmed that frequently great inconvenience and sometimes terrible disaster 
resulted to the trade and commerce of different localities by the mother bank 
of the United States arbitrarily interfering with the management of the 
branches by reducing suddenly their loans and sometimes withdrawing large 
amounts of their specie, for political effect Here each bank transacts its 
own business upon its own capital, and is subject to no demands except those 
of its own customers and its own business. It will be as if the Bank of the 
United States had been divided into many parts, and each part endowed with 
the life, motion, and similitude of the whole, revolving in its own orbit, man
aged by its own board of directors, attending to the business interests of its 
own locality and yet to the bills of each will be given as wide a circulation 
and as fixed a value as were given to those of the Bank of the United States 
in its palmiest days.” (Cong. Globe, 37th Cong., 2d sess., part 1, p. 616.)

In the national banking act as passed in 1863 it was believed that the 
desired result had been obtained.

Mr. Hugh MeCtflloch, president of a leading bank at Indianapolis, and dis
tinguished as a financier, was induced, at great sacrifice to himself, to accept 
the office of Comptroller of the Currency and inaugurate the new system. In a 
letter to a friend published in the Banker’s Magazine, Vol. XVIII, pages 8 and 
9, he said:

“ The national system of banking has been devised with a wisdom that re
flects the highest credit upon its author, to furnish to the people of the United 
States a national-bank-note circulation without the agency of a national bank. 
It is not to be a mammoth corporation, with power to increase and diminish 
its discounts and circulation, at the will of its managers, thus enabling a 
board of directors to control the business and politics of the country. It can 
have no concentrated political power. Nor do I see how it can be diverted 
from its proper and legitimate objects for partisan purpo'ses. It will concentrate 
in the hands of no privileged persons a monopoly of banking. It simply author
izes, under suitable and necessary restrictions, any number of persons, not less 
than five in number, in any of the States or Territories of the Union, to engage 
in the business of banking, while it prevents them from issuing a single dollar 
to circulate as money which is not secured by the stocks and resources of the 
Government. It is, therefore, in my judgment (as far as calculation is re
garded), not only a perfectly safe system of banking, but it is one that is emi
nently adapted to' the nature of our political institutions.”

In his first report as Comptroller of the Currency, made November 28, 1863, 
he says:

“ By the national currency act the principle is for the first time recognized 
and established, that the redemption of bank notes should be guaranteed by the 
Government authorizing their issue. The national currency will be as solvent 
as the Nation of which it represents the unity. The country has at last secured 
t<* it a permanent paper circulating medium of a uniform value, without the 
aid of a national bank. This national system confers no monopoly of banking, 
but opens its advantages equally to all. It interferes with no State rights. 
It meets both the necessities of the Government and the wants of the people. 
It needs modifications and may require others than those which are suggested 
in this report; but it is right in principle, and of its success there can, I think, 
be no reasonable doubt.”

And again in his second report, made November 25,1864:
“ This examination of the act, and the observation of the manner in which it 

is being administered, have resulted in the entering up of a popular judgment in 
favor of the national banking system; a judgment, not that the system is a 
perfect one, nor free from danger of abuse, but that it is a safer system, better 
adapted to the nature of our political institutions and to our commercial 
necessities, giving more strength to the Government, with less risk of its being
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used by the Government against the just rights of the States or the rights of 
the people than any system which has yet been devised, and that by such 
amendments of the act as experience may show to be needful, it may be made 
as little objectionable, and as beneficial to the Government and the people, as 
any paper money banking system that wisdom and experience are likely to 
invent. It promises to give to the people that long-existing “ desideratum,” 
a national currency without a national bank, a bank-note circulation of uniform 
value without the creation of a moneyed power in a few hands over the poli
tics and business of the country.”

When in his letter and reports Mr. McCulloch speaks of “ a national bank 
note circulation without the agency of a national bank,” etc., he manifestly 
has reference to an institution national in the sense of being a central institu
tion like the old Uinted States Bank, operating throughout the country by 
means of branches.

The banks created by the national banking act were, and were designed to 
be, local institutions and independent of each other, but under national control 
and supervision. Nationalization without centralization was the keynote of 
the law. This is demonstrated by the structure of the banks provided for.

Reference will be made to the national banking act as contained in the 
United States Compiled Statutes, 1901. It is title 62, and consists of four 
chapters. The first chapter deals with “ organization and powers,” the second 
with “ obtaining and issuing circulating notes,” the third with “ regulation of 
the banking business,” and the fourth with “ dissolution and receivership.” 
The entire act is too long for reproduction here, but pertinent sections will be 
set out in full, or in their substance.

Section 5133— “ formation of national banking associations ”— provides: 
“Associations for carrying on the business of banking under this title may 

be formed by any number of natural persons, not less in any case than five. 
They shall enter into articles of association, which shall specify in general 
terms the object for which the association is formed, and may contain any 
other provisions, not inconsistent with law, which the association may see fit 
to adopt for the regulation of its business and the conduct of its affairs. These 
articles shall be signed by the persons uniting to form the association, and a 
copy of them shall be forwarded to the Comptroller of the Currency, to be filed 
and preserved in his office.”

It should be noted in passing that only “ natural persons ” may engage in 
the formation of a bank.

Section 5134— “ requisites of organization certificate ”— provides:
“ The persons uniting to form such an association shall, under their hands, 

make an organization certificate, which shall specifically state:
“ First. The name assumed by such association; which name shall be subject 

to the approval of the Comptroller of the Currency.
“ Second. The place where its operations of discount and deposit are to be 

carried on, designating the State, Territory, or District, and the particular 
county and city, town, or village.

“ Third. The amount of capital stock and the number of shares into which 
the same is to be divided.

“ Fourth. The names and places of residence of the shareholders and the 
number of shares held by each of them.

“ Fifth. The fact that the certificate is made to enable such persons to avail 
themselves of the advantages of this title.”

By this section the bank is distinctly localized, for it requires that “ the 
place where its operations of discount and deposit are to be carried on ” shall 
be designated as to State, county, and city, town, or village; and it allows but 
one place.

This is repeated in section 5190— “ place of business ”— which provides:
“ The usual business of each national banking association shall be trans

acted at an office or banking house located in the place specified in its organi
zation certificate.”

By an act of May 1, 1886 (ch. 73, 24 Stat. 18), a bank was authorized to 
change its location, but not to a place more than 30 miles distant, and the 
new location must be within the same State. No provision has ever been made 
for increasing the number of cities, towns, or villages in which a bank may do 
business.

Section 5138— “ requisite amount of capital ”—provides :
“ No association shall be organized with a less capital than $100,000, except 

that banks with a capital of not less than $50,000 may, with the approval of the
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Secretary of the Treasury, be organized in any place the population of which 
does not exceed 6,000 inhabitants, and except that banks with a capital of not 
less than $25,000 may, with the sanction of the Secretary of the Treasury, be 
organized in any place the population of which does not exceed 8,000 inhabi
tants. No association shall be organized in a city the population of which 
exceeds 50,000 persons with a capital of less than $200,000.”

This, because of the small amount of capital required in such ease, extends 
the facilities of national banking to the smallest communities.

Section 5148—“ requisite qualifications of directors ”—provides:
“ Every director must, during his whole term of service, be a citizen of the 

United States, and at least three-fourths of the directors must have resided 
in the State, Territory, or District in which the association is located, for at 
least one year immediately preceding their election, and must be residents 
therein during their continuance in office. Every director must own, in his 
own right, at least 10 shares of the capital stock of the association of which 
he is a director. Any director who ceases to be the owner of 10 shares of the 
stock, or who becomes in any other manner disqualified, shall thereby vacate 
his place.”

Here the local character of the bank is secured. The directors must all be 
shareholders, they must all be citizens of the United States, and three-fourths 
of them must be residents of the State.

The powers of the bank are conferred in general terms by section 5136, and 
they are: to have a seal, and perpetual succession, to make contracts, sue and
be sued, elect officers and define their duties, and further-----

Sixth. To prescribe, by its board of directors, by-laws not inconsistent 
with law, regulating the manner in which its stock shall be transferred, its 
directors elected or appointed, its officers appointed, its property transferred, 
its general business conducted, and the privileges granted to it by law exercised 
and enjoyed.

“ Seventh. To exercise by its board of directors, or duly authorized officers 
or agents, subject to law, all such incidental powers as shall be necessary to 
carry on the business of banking; by discounting and negotiating promissory 
notes, drafts, bills of exchange, and other evidences of debt; by receiving de
posits; by buying and selling exchange, coin, and bullion; by loaning money 
on personal security; and by obtaining, issuing, and circulating notes according 
to the provisions of this title.

“ But no association shall transact any business except such as is incidental 
and necessarily preliminary to its organization, until it has been authorized by 
the Comptroller of the Currency to commence the business of banking.”

Section 5137 confers power to hold real property and limits it to such as may 
be necessary for “ its immediate accommodation in the transaction of its busi
ness”, and such as it may acquire in the way of securing payment of debts 
previously contracted, but real estate so acquired can not be held for a longer 
period than five years.

Section 5197 limits the rate of interest which may be taken to that “ allowed 
by the laws of the State, Territory, or District where the bank is located.”

This again emphasizes the local character of the institution.
Section 5201 prohibits a bank from loaning upon or purchasing its own shares.
It has been repeatedly held that the powers of a national bank are limited 

to those expressly granted by the act and such as are properly incidental to 
those granted.

In Logan County National Bank v. Townsend (139 U. S. 07,1. c. 73), the court, 
speaking through Mr. Justice Harlan, said:

“ It is undoubtedly true, as contended by the defendant, that the national 
banking act is an enabling act for all associations organized under it, and that 
a national bank can not rightfully exercise any powers except those expressly 
granted by that act, or such incidental powers as are necessary to carry on 
the'business of banking for which it was established. The statute declares 
that a national banking institution shall have power to ‘ exercise, by its board 
of directors, or duly authorized officers or agents, subject to law, all such 
incidental powers as shall be necessary to carry on the business of banking; 
by discounting and negotiating promissory notes, drafts, bills of exchange, and 
other evidences of debt; by receiving deposits; by buying and selling exchange, 
coin and bullion; by loaning money on personal security; and by obtaining, 
issuing, and circulating notes according to the provisions’ of title 62 of the 
Hcviscd Statutes,”

And in California Bank v. Kennedy (167 U. S. 362, 1. c. 366), the court, 
through Mr. Justice White, said:Digitized for FRASER 
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“ It is settled that the United States statutes relative to national banks 
constitute the measure of the authority of such corporations, and that they 
can not rightfully exercise any powers except those expressly granted, or which 
are incidental to carrying on the business for which they are established. 
Logan County Bank v. Townsend (139 U. S. 67, 73). No express power to 
acquire the stock of another corporation is conferred upon a national bank, 
but it has been held that, as incidental to the power to loan money on personal 
security, a bank may in the usual course of doing such business accept stock 
of another corporation as collateral, and by the enforcement of its rights as 
pledges it may become the owner of the collateral and be subject to liability 
as other stockholders. (National Bank v. Case, 99 U. S. 628). So, also, a 
national bank may be conceded to possess the incidental power to accept in 
good faith stock of another corporation as security for a previous indebted
ness. It is clear, however, that a national bank does not possess the power to 
deal in stocks. The prohibition is implied from the failure to grant the 
power.” (First National Bank v. National Exchange Bank, 92 U. S. 122, 128.)

The proposition is an elementary one in corporation law and needs no 
elaboration.

It follows that while a bank may take the stocks of another corporation 
as collateral to a loan, or take them in payment of a debt previously incurred, 
it can not deal in stocks. The limit of its power in this respect is stated by 
Chief Justice Waite in First National Bank v. National Exchange Bank (92 
U. S. 122, 128) :

“* * * In the honest exercise of the power to compromise a doubtful 
debt owing to a bank, it can hardly be doubted that stocks may be accepted 
in payment and satisfaction, with a view to their subsequent sale or conver
sion into money so as to make good or reduce an anticipated loss. Such a 
transaction would not amount to a dealing in stocks.”

In First National Bank v. Converse (200 U. S. 425), a manufacturing com
pany had failed, and the creditors, among whom was the bank, organized a 
new corporation to purchase the stocks, evidences of debt, and assets of the 
old, and to continue in the manufacture of the same articles that had been 
manufactured by the old company. This transaction was held to be without 
the powers of the bank. The court, p. 439, said:

“* * * To concede that a national bank has ordinarily the right to 
take stock in another corporation as collateral for a present loan or as 
security for a preexisting debt does not imply that because a national bank 
has lent money to a corporation it may become an organizer and take stock 
in a new and speculative venture; in other words, do the very thing which 
the previous decisions of this court have held can not be done.”

As to acquiring the stocks of other national banks, the ruling of the court 
is very explicit.

In Concord First National Bank v. Hawkins (174 U. S. 364), the Bank of 
Concord, N. H., had bought and held as an investment 100 shares of the stock 
of the Indianapolis National Bank. The last-named bank failed and Hawkins 
as receiver sued the Concord bank to recover the assessment which had been 
made upon the stock of the Indianapolis bank. The Concord bank denied 
liability upon the ground that it had no right to hold the stock. The court 
refused so much as to apply the doctrine df estoppel in favor of creditors. 
Referring to previous decisions of the court and to the distinction made by 
the Circuit Court between the acquisition of stocks in national banks and of 
stocks in other corporations, the court, p. 368, said:

“ No reason is given by the learned judge in support of the solidity of such 
a distinction, and none occurs to us. Indeed, we think that the reasons which 
disqualify a national bank from investing its money in the stock of another 
corporation are quite as obvious when that other corporation is a national 
bank as in the case of other corporations. The investment by national banks 
of their surplus funds in other national banks, situated, perhaps, in distant 
States, as in the present case, is plainly against the meaning and policy of 
the statutes from which they derive their powers, and evil consequences would 
be certain to ensue if such a course of conduct were countenanced as lawful. 
Thus, it is enacted, in section 5146, that ‘ every director must, during his 
whole term of service, be a citizen of the United States, and at least three- 
fourths of the directors must have resided in the State, Territory, or district 
in which the association is located for at least one year immediately preceding 
their election, and must be residents therein during their continuance in office’.”
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One of the evident purposes of this enactment is to confine the management 
of each bank to persons who live in the neighborhood, and who may, for that 
reason, be supposed to know the trustworthiness of those who are to be 
appointed officers of the bank, and the character and financial ability of 
those who may seek to borrow its money. But if the funds of a bank in New 
Hampshire, instead of being retained in the custody and management of its 
directors are invested in the stock of a bank in Indiana, the policy of this 
wholesome provision of the statute would be frustrated. The property of the 
local stockholders, so far as thus invested, would not be managed by directors 
of their own selection, but by distant and unknown persons. Another evil that 
might result, if large and wealthy banks were permitted to buy and hold 
the capital stock of other banks, would be that, in that way, the banking 
capital of a community might be concentrated in one concern, and business 
men be deprived of the advantages that attend competition between banks. 
Such accumulation of capital would be in disregard of the policy of the national 
banking law, as seen in its numerous provisions regulating the amount of the 
capital stock and the methods to be pursued in increasing or reducing it. The 
smaller banks, in such a case, would be in fact, though not in form, branches 
of the larger one.

Section 5201 may also be referred to as indicating the policy of this legisla
tion. It is in the following terms:

“ No association shall make any loan or discount on the security of the 
shares of its own capital stock, nor be the purchaser or holder of any such 
shares, unless such security or purchase shall be necessary to prevent loss upon 
a debt previously contracted in good faith; and stock so purchased or acquired 
shall, within six months from the time of its purchase, be sold or disposed of at 
public or private sale; or, in default thereof, a receiver may be appointed to 
close up the business of the association.”

This provision, forbidding a national bank to own and hold shares of its 
own capital stock, would, in effect, be defeated if one national bank were 
permitted to own and hold a controlling interest in the capital stock of another.

Here is an express recognition and assertion of the local and independent 
character of our national banks and the denial of any power which would 
tend to create what is in effect a central bank with branches.

As to the transfer of its shares, a national bank has power only “ to pre
scribe, by its board of directors, by-laws not inconsistent with law, regulating 
the manner in which its stock shall be transferred.” Manner relates to method 
or form and not to substance. So the by-laws may require a formal indorse
ment of the outstanding certificates, the issuance of a new one, and a register 
of the transfer upon the books of the bank. But no condition can be imposed 
which limits or impairs the right of transfer.

The national banking act as originally passed in 1863, by section 36, denied 
to the stockholder “ power to sell or transfer any share held in his own right 
so long as he shall be liable, either as principal debtor, surety, or otherwise, 
to the association for any debt which shall have become due and remains 
unpaid,” etc.; but this provision was repealed by the act of 1864, which, with 
amendments, is the act now upon the books. The purpose of the repeal was 
to make the shares more readily transferable. Banks thereafter, however, 
attempted to enforce the restrictions of the original act by means of by-laws, 
but these have been held always to be invalid. Speaking to this subject 
in Bank v. Lanier (11 Wall. 369, 1, c. 377-378), the court said:

“ The power to transfer their stock is one of the most valuable franchises 
conferred by Congress on banking associations. Without this power it can 
readily be seen the value of the stock would be greatly lessened, and, obvi
ously, whatever contributes to make the shares of the stock a safe mode 
of investment, and easily convertible, tends to enhance their value. It is 
no less the interest of the shareholder, than the public, that the certificate 
representing his stock should be in a form to secure public confidence, for 
without this he could not negotiate it to any advantage.

“ It is in obedience to this requirement, that stock certificates of all kinds 
have been constructed in a way to invite the confidence of business men, so 
that they have become the basis of commercial transactions in all the large 
cities of the country, and are sold in open market the same as other securities. 
Although neither in form or character negotiable paper, they approximate to 
it as nearly as practicable. If we assume that the certificates in question are 
not different from those in general use by corporations, and the assumption 
is a safe one, it is easy to see why investments of this character are sought
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after and relied upon. No better form could be adopted to assure the pur
chaser that he can buy with safety. He is told, under the seal of the corpo
ration, that the shareholder is entitled to so much stock, which can be trans
ferred on the books of the corporation, in person or by attorney, when the 
certificates are surrendered, but not otherwise. This is a notification to all 
persons interested to know, that whoever in good faith buys the stock, and 
produces to the corporation the certificates, regularly assigned, with power 
to transfer, is entitled to have the stock transferred to him. And the notifica
tion goes further, for it assures the holder that the corporation will not 
transfer the stock to any one not in possession of the certificates.”

This ruling holding the restrictive by-law to be invalid was repeated in 
Bullard v. National Eagle Bank (18 Wall. 504), Third National Bank v. Buffalo 
German Ins. Co. (193 U.S. 581) ; and in many cases on the circuit and in the 
State courts.

If the law was changed to permit a transfer, when to deny it was in the 
immediate interest of the bank, it surely never was the purpose to authorize 
a restriction upon transfer in behalf of any interest foreign to the bank, and 
with which it is forbidden that the bank as a bank may be identified.

From the history of the national banking act, from its terms and provisions, 
and from the decisions of the Supreme Court construing it, these propositions 
are derived :

I. The banks are local institutions and independent of each other, none the 
less that they are creatures of Federal power and subject to Federal super
vision and control.

II. A bank may in its by laws regulate the manner in which its shares may 
be transferred, but it cannot impair or limit the right of transfer.

III. As to business operations, the bank has such powers as are expressly 
granted by the act, and such as are properly incidental to those expressly 
granted, and none other, and so can engage only in the business of banking 
as that business is defined by the act.

IV. It is neither banking nor an incident of banking to invest the funds 
of the bank in another business, in any manner or to any extent; and the bank 
has therefore no right to invest its funds in the stocks of another corporation, 
and especially not in the stocks of another national bank.

Y. The powers of a national banking association are and can be granted 
only by the United States, and as no grant of such powers is made by the act 
to any State corporation, they may not be exercised by such a corporation.

These propositions relate to matters of substances, and so may be no more 
evaded than violated. Indirection, if it accomplishes the same purpose, stands 
upon the same footing with direction.

Coming now to the case in hand, we have to consider what is the practical 
effect of the creation of the National City Co. and its affiliation with the 
National City Bank of New York.

So far as concerns matters of form, it may be conceded that the National 
City Co. was incorporated as an independent institution. Still, its certificate 
of incorporation while not compelling dependence upon or interrelation with 
any other institution, does provide for it. Its business powers and capacities 
are very extensive. They authorize the acquisition of any kind of property 
and the conduct of any kind of business, and the doing of whatever may be 
incident thereto. (See article second of the certificate of association.) The 
only limitation upon its business activities is to be found in paragraph VIII 
of article II, and this is:

“ * * * but nothing herein contained shall be construed as authorizing the 
business of banking nor as including the business purpose or purposes of a 
money corporation or a corporation provided for by the banking, insurance, 
railroad, and the transportation corporations laws, or an educational institution 
or corporation which may be incorporated as provided in the education law, 
nor as authorizing or intending to authorize the performance at any time of 
any act or acts then unlawful.”

As the business of banking, which must be taken to include the business of 
banking under the national banking laws, is expressly prohibited, the powers 
of the company as granted by its charter do not offend the Federal laws.

The tenth article provides in its first paragraph that “ the directors of the 
company need not be stockholders ”, and in the second paragraph that—

“ No transaction entered into by the company shall be affected by the fact 
that the directors of the company were personally interested in it, and every 
director of the company is hereby relieved from any disability that might
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otherwise prevent his contracting with the company for the benefit of himself 
or any firm, association, or corporation in which he may be in anywise 
interested.”

These provisions in and of themselves violate no Federal statutes, but they 
give a facility for serving two masters, which is, to say the least, unusual; 
and they do permit the use of the company as a mere instrumentality or 
convenience of some other institution.

The capital stock of the company is by the third article fixed at $10,000,000, 
but it is provided by paragraph 5 of article 10 that—

“ The board of directors shall have absolute discretion in the declaration 
of dividends out of the surplus profits of the company, and they may accumu
late such profits to such extent as they may deem advisable instead of dis
tributing them among the stockholders, and may invest and reinvest the same 
in such manner as in their absolute discretion they may deem advisable.” 

Thus, while there is a limit placed upon the capital stock of the company, 
there is none upon the actual capital it may accumulate, and so none upon its 
possible financial power.

These various provisions of the certificate of incorporation are important 
to be considered in view of the use which has been made of the company.

The certificate is dated July 5, 1911, but prior to that date, on June 1, 1911, 
an agreement w’as entered into between the National City Bank of New York 
as the first party, James Stillman, Frank A. Vanderlip, and Stephen S. Palmer, 
trustees, as the second party, and Henry A. C. Taylor, Cleveland H. Dodge, 
William Rockefeller, Moses Taylor Pyne, J. Pierpont Morgan, and other sub
scribers, “ who are shareholders of the said bank”, as parties of the third 
part. In the agreement these parties are designated, respectively, as “ the 
bank ”, “ the trustees ”, and “ the subscribers.”

The trustees are all of them officers of the bank. Mr. Stillman is the chair
man of the board of directors, Mr. Vanderlip is its president, and Mr. Palmer 
is a director.

The agreement, then, is one between the bank, its officers, and its share
holders, and, as will be seen, the officers and shareholders are dealt with not 
as individuals, but as officers and shareholders.

The preamble recites that—
“ Opportunities and facilities for making desirable investments, other than 

those which are possible in the ordinary course of the banking business, are, 
from time to time, presented to the officers of the bank, which they desire to 
make available to the shareholders of the bank.”

Here is the declared purpose to do something, make investments, not within 
the scope of the bank’s powers. That the officers and shareholders of the 
bank as individuals may make such investments is conceded, but that the 
bank, or its officers or shareholders, as officers and shareholders, may do so, 
in other words, that the powers and facilities granted by the national banking 
act may be used for purposes outside the ordinary course of banking business, 
is denied.

The first article of the agreement provides for the organization of an invest
ing company. It is here called the United States Investing Co. It is, however, 
the National City Co. under a provisional name.

It is not within the scope of the bank’s powers to have part or lot in such 
an agreement, for the simple reason that the formation of an investing com
pany under State corporation laws is not the conduct of banking under na
tional laws. And what is true of the bank is true of its officers and sharehold
ers acting as such.

The second article accords to each shareholder of the bank, as a right, 
a beneficial interest, through the trustees, in the capital stock of the investing 
company, to the extent of two-fifths of the par value of his capital stock 
in the bank, provided he exercises his right by executing the agreement or 
by having his bank stock stamped as thereafter provided in the agreement. 
If the shareholder does not exercise his right in time, the trustees may deter
mine the conditions upon which he may do so thereafter.

The par value of the capital stock of the bank is $25,000,000, and two-fifths 
of this is ten millions, which is the par value of the stock of the investment 
company. Every shareholder of the bank exercising his right, the stock of the 
company is fully provided for.

It is contended that the shareholder of the bank is not required to take 
his allotted beneficial interest in the company, but manifestly he is under 
strong compulsion. The bank and the company, as will be seen from later
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provisions of the agreement, are so closely bound together that the welfare 
of the company will always be the serious concern of the bank. For better 
or for worse the bank and the company are united. The shareholder, if he 
is not in the arrangement, must none the less hazard the worse and get none 
of the better, and so, inasmuch as against his will he is in for the worse, he 
will in self-protection go in further and entitle himself to the better.

The third article provides that in order to facilitate participation by the 
shareholders of the bank in the beneficial interests in the company, the trustees 
will recommend to the directors of the bank the declaration of a special 
dividend of 40 per cent on the capital stock of the bank, which will amount 
to $10,000,000, or the exact amount of the capital stock of the company. The 
subscribers, shareholders of the bank, agree to apply the dividend to the pay
ment of the stock of the company.

The recommendation of the trustees, officers of the bank, assent to by the 
bank and by two-thirds of its shareholders, are sure to be adopted, but not 
even as against a dissenting or nonassenting minority, no matter how small 
that minority might be, was there a right to declare a dividend except as 
such declaration was made in the interest of the bank and its shareholders as 
such. And there is a larger interest, that of depositors and of the National 
Government, which requires that the bank shall be conducted as a bank pure 
and simple and not as a promoting agency of speculative investment companies.

The fourth article requires that the subscribers at once assign the special 
dividend to the trustees in order to enable the trustees to organize the 
investing company.

This only emphasizes the fact that the resources and facilities of the bank 
were utilized to create the investing company.

The fifth article provides (1 that the stock of the investing company shall 
be issued to the trustees and shall be held by them and their successors in 
trust, and (2) that the beneficial interest cf the subscribers in this stock “ Shall 
not be transferable separately, but only by the transfer of the shares of stock 
of the bank held by them respectively; and every sale or transfer of stock of the 
bank by a subscriber or his successor shall include the beneficial interest of such, 
subscriber or his successor in the capital stock of the investing company attach
ing to the shares of the bank so sold or transferred.”

The first clause of this article limits the number of stockholders in the com
pany to three, the three being the trustees and their successors in trust.

Article 9 of the agreement provides:
“ The number of trustees hereunder shall not be less than three. Any trustee 

may, at any time, resign. In case of any vacancy in the number of trustees, 
it shall be filled by the remaining trustees by the selection of someone who is an 
officer or a director of the bank; and any trustee who shall cease to be an 
officer or a director of the bank shall thereupon also cease to be a trustee here
under; it being intended that only officers or directors of the bank shall act 
as trustees.

“ No trustee shall be liable for the acts of any other trustee, but shall be 
Jiable only for his own willful misconduct.

“ The trustees may act by a majority, either at a meeting or by writing 
with or without a meeting; and they may vote in person or by proxy.”

Thus only officers or directors of the bank can ever be stockholders in the 
company, for the trustees held the stock and only officers and directors of the 
bank can be trustees. And the trustees are a self-perpetuating bcdy. Any 
vacancy is to be filled by the remaining trustees.

By article 8 it is provided that the trustees and such other persons as they 
may designate, who shall be officers or directors of the bank, shall constitute 
the first board of directors of the company, and that no one shall ever be a 
director of the company who is not also an officer or director of the bank.

The certificate of incorporation of the company provides for five directors, 
but it has only three stockholders; therefore, it was provided in the certificate 
that directors need not be stockholders.

The second clause of article 5 prohibits transfer of beneficial interests in the 
company without a transfer of the corresponding shares of the bank, and, 
conversely, prohibits transfer of shares in the bank without a transfer of the 
corresponding beneficial interest in the company.

Article 6 provides for certain indorsements upon the certificate of bank 
shares and upon the certificates of beneficial interest in the company. These 
indorsements are in aid of the plan and purpose of the agreement.
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Article 7 requires payment of company dividends to be made to shareholders 
of the bank, whose certificates of bank shares are stamped or indorsed as pro
vided in article 5. Payments of these dividends may be made by the trustees 
to the bank, and such payment will relieve the trustees from further liability 
on their account.

Article 10 provides for the amendment, modification, or termination of the 
agreement. Any of these can be accomplished only “ with the written consent 
of the trustees and of two-thirds in interest of those for whom the capital stock 
of the investing company is then held by the trustees.”

This, then is the situation. The company was not independently organized, 
but was organized by the bank, its officers and shareholders acting as such. 
Only shareholders of the bank wtere perinitted an interest in the company 
and these only in the proportion of their holdings in the bank. This consti
tution of the interests of the company must continue to the end, for no one 
can ever come into the company without coming into the bank, and no one 
can ever go out of the company without going out of the bank. The bank, by 
declaration of a dividend, furnished the entire capital of the company. No 
person can be an officer or director of the company unless he is an officer! or 
director of the bank.

This is not all. The company has no independence of action. It has no 
control or authority over its own affairs.! It is to be remembered that all its 
stock is to be held by the trustees and, of course, is to be voted by them. 
Plenary power over the company is therefore held by these trustees. Now, 
these trustees were not elected by the incorporators of the company nor by its 
stockholders. They were nominated by the agreement between the bank, its 
officers, and shareholders, made before the company was in existence. They 
can not be removed, nor can their successors be elected or determined by any 
power or interest of the company. The trustees, nominated by the agreement, 
perpetuate themselves. They appoint their own successors. The only power 
outside themselves which can make a change in their membership is the share
holding body of the bank. The shareholders by not continuing a trustee as an 
officer or director of the bank eliminate him as a trustee. The official organi
zation of the company and the vesting of its powers are determined and can 
be determined only by the corporate action of the bank.

And the agreement which accomplishes all these things is beyond the scope 
of the legitimate action of the bank to change or terminate. Two-thirds of the 
shareholders of the bank and the trustees must agree before there can be a 
change in it or an end of it. In this matter, so material to the welfare of the 
bank, the shareholders and the directors have abdicated their powers and duties 
and abandoned them to a minority of their number and the three trustees.

To facilitate the conduct of the business of the company by the officers of 
the bank, article 10 of the certificate of incorporation of the company pro
vides that no transaction entered into by the company shall be affected by the 
fact that its officers or directors are contracting for their own benefit, or for 
the benefit of any firm, association, or corporation in which they may be inter
ested in any wise.

This arrangement between the bank and the company virtually consolidates 
them, unifies their every interest, and requires that all the powers and capac
ities of both shall always be exerted in unison— or it does not.

If we have two institutions, and not one, chartered as each one of them is 
by public authority, and by different sovereignties, then each has its own 
peculiar mission and its own distinctive rights and duties, powers, and obliga
tions. The bank is not concerned with the company, except as it might be with 
any other possible borrower of its funds, and the company is not concerned with 
the bank except as it might be with any other institution whose funds it might 
wish to borrow. The bank will not be influenced to lend money in aid of any 
enterprise in which the company may be engaged, because of that fact, and 
the company will not, because of its relations with the bank, look to it the 
more readily for financial support. The business of each will be conducted with 
regard to its own distinctive advantage.

If these institutions are twain in the substantial sense indicated, then the 
arrangement which places the control of the company so absolutely and irre
vocably under trustees appointed by the bank, and subject to chan,are only by 
the corporate action of the bank, offends the fundamental law that “ no servant 
can serve two masters; for either he will hate the one and love the other or 
else he will hold to the one and despise the other.” This law is implied in 
every line of the charter of the bank, and the attempt to repeal it in the tenth 
article of incorporation of the company is vain and nugatory.
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If, however, the mission of the bank and the mission of the company are 
alike and linked always in interest and welfare, if the rights and duties of the 
two are necessarily harmonious and reciprocal, if the bank at all times must 
cooperate with the company and the company with the bank, if the officers and 
directors of the bank who are also the officers and directors of the company can 
not come into the predicament of divided allegiance, and, indeed, are in the 
service of but one master, then the bank is involved, engaged, participating in, 
and conducting the business of the company, business beyond its chartered 
powers, business that is not national banking.

Only the absolute unity and identity of interest between the two institutions 
would afford moral excuse for the fusion of their powers under one control, but 
that excuse can not justify transgression of the positive mandate of the national 
banking act, which, from considerations of public interest, has determined that 
national banking shall be a business apart to be conducted by institutions 
organized for that purpose and for no other.

I am constrained to conclude that as to the bank the agreement violates the 
law, in its details, because it impairs and limits the right of transfer of shares, 
and because it assumes to bind the bank beyond the possibility of release by 
the majority action of its shareholders and directors, and in its general plan 
and scope, because it embarks the bank in business and ventures beyond its 
corporate powers.

The operations under this agreement are proper to be considered, and what 
is said in this connection is based upon a letter of date July 26, 1911, from 
President Yanderlip to United States Attorney Wise.

At that date $9,679,000 of the capital stock of the company had been paid 
up, showing that more than 96 per cent of the shareholders of the bank had 
come into the arrangement.

The company had made investments in the shares of 16 different banks and 
trust companies, the aggregate number of shares being 29,178. The market 
value of these was not shown. In addition, approximately $3,200,000 had been 
invested in other companies of different character.

Of the banks, nine were national banks. The number of shares held by the 
company and the total number of shares of the capital stock of the banks is 
as follows:

Bank Com pany's
holdings

Total num
ber of 

shares of 
capital 
stock of 

bank

10 
167 
250 
500 1,000 

2,240 
3,000 
4,324 
9,800

10,00020,000
Fourth Street National Bank of Philadelphia................... ............................... .......... 30.000

35.00010.000 
3,00010,000

250,000

National Shawmut Bank of Boston........ ..................- ........................................... .........
Riggs National Bank of Washington........ .................................................... .................
National Butchers & Drovers Bank of New York________________ ______________
T/inr?n]n National Bunk of Nftw York
National Bank of Commerce of New York ....................................- ...............................

i No such bank shown in the American Bank Reporter.

Thus the company holds the entire capital stock of the National Butchers 
& Drovers Bank, not even deducting the shares, 10 each, which its 9 directors 
are by the law required to hold in their own right. This bank surely is not 
independent of the National City Bank in view of the relations of each to the 
company.

The company wants but 677 shares to hold a majority of the capital stock 
of the Lincoln National Bank, and practically it may be said that when 4,324 
out of 10,000 shares are held in one ownership the control of the corporation 
has been secured.

If the National City Bank may extend its powers to the control of two 
other national banks, there is no limit to what it may do in that way. If the 
power exists, there is no restraint upon its exercise. By different methods and 
under ether forms the National City Bank is doing, and in larger measure, 
what the Supreme Court in Concord National Bank v. Hawkins, supra, declared 
to be in contravention of the national banking act.
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And the National City Co., considered by itself and apart from its relations 
to the National City Bank, is also in violation of law. Its charter from the 
State of New York expressly prohibits it from the business of banking. And 
that charter could not confer the power to engage in the business of national 
banking. Such power could be conferred only by the laws of the United States.

Section 5133, quoted above, confers the power to form a national banking 
association only upon “ natural persons.” Other sections of the law restrict 
the place of operations of the association to a single city, town, or village 
and require that the directors shall be natural persons, all of whom have a 
substantial interest in the bank and three-fourths of whom must be citizens 
and residents of the State in which the association operates. Then, too, as we 
have seen, the bank may not as an investment acquire the shares of another 
bank, or, indeed, of any other corporation. The purpose and the result are 
that each national bank must be a local, independent, institution, managed by 
natural persons, and not linked by proprietary interest with any other business 
than that of national banking.

It is not necessary to consider whether the national banking act absolutely 
prohibits the holding of shares in a national bank by a State corporation to 
any extent or for any purpose, and it may be conceded that a State corporation 
may acquire such shares as an incident to securing payment of a debt and 
hold them to a convenient time for sale, or that an institution like a trust 
company may hold them in a fiduciary capacity, but certainly there can be no 
holding of such shares by any corporation when the result is to defeat the policy 
of the national banking act; that is, to destroy the local character of the bank, 
break down its independence, vest its control in another corporation, and link 
it in substantial proprietary interest with some other business than national 
banking.

The National City Co. may embark in almost any business whatever, and in 
fact has made large investments in other enterprises than banking. It has 
acquired ownership of all the stock of the National Butchers & Drovers Bank, 
a virtually controlling interest in the Lincoln National Bank, and interests of 
magnitude in other national banks.

The ownership of property implies duties as well as rights. As the company 
owns all the shares of the Butchers & Drovers Bank, it has a duty with 
respect to them. It must vote them at shoreholders’ meetings, it must elect 
the directors of the bank, and decide important questions of policy. If this is 
not conducting the business of a national bank how shall it be characterized?

In Anglo-American Land Co. v. Lombard (132 Fed. Rep. 721, 1. c. 736), the 
Court of Appeals for the Eighth Circuit, in an opinion by Judge Van Devanter, 
now a justice of the Supreme Court, held that the acquisition by a Missouri 
company of the stock and control of a Kansas company was illegal. He said:

“ * * * Where it is not otherwise provided, the implication in a grant 
of corporate power and life is that the corporation shall exercise its powers 
and carry on its business through its own officers and employees, and not 
indirectly, through another corporation operated under its control, and that it 
shall maintain an independent corporate existence, and not surrender the con
trol of its affairs or the exercise of its powers in another corporation. Con
ceding that a corporation of a private character, not charged with any public 
duties, may, in pursuance of appropriate action on the part of its stockholders, 
sell all of its property, wind up its affairs, and permanently retire from busi
ness, still, in the absence of express authorization, neither the corporation nor 
its stockholders can, incidental to the sale of its property or otherwise, clothe 
another corporation with the right to maintain the corporate life or exercise 
the corporate powers. These views are sustained, and the reasons therefor 
are fully set forth in De La Vergne Co. v. German Savings Institution (175 
U. S. 40, 54, 20 Sup. Ct. 20, 44 L. Ed. 66), Buckeye Marble & Freestone Co. v. 
Harvey (Term.) (20 S. W. 427, 18 L. R. A. 252, 36 Am. St. Rep. 71), Easum v. 
Buckeye Brewing Co. (C. C. 51 Fed. 156), and in the cases there cited.

We are dealing with corporations of a public character, with national banks, 
which have public duties to perform, and of these it is a peculiar obligation 
“ to maintain independent corporate existence and not surrender control of 
their affairs or the exercise of their powers to another corporation.”

No authority is given by the Federal statutes to the national banking asso
ciations for assigning their powers and delegating their duties to a corporation 
created by a State, and which, under its charter from the State, may engage 
in a business and exercise powers denied to the banking association by the law 
of its creation.
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Here again it is to be observed that if the power in question exists, it exists 
without limit. The company may extend its power to the full control of all 
the banks into which it has made entrance. Nor need it stop with these. As 
it grows by what it feeds upon it may expand into a great central bank, with 
branches in every section of the country. It is, in incipient stage, a holding 
company of banks, with added power to hold whatever else it may find to be 
to its advantage.

Where public law and public policy are involved, forms and fictions are dis
regarded and the facts are dealt with as facts. In the Northern Securities 
Case (198 U. S. 197), the Securities Co. had acquired the majority of the 
shares of two great competing railway companies, and this was dealt with in 
effect as a consolidation of the railway companies. Judge Harlin, affirming 
the decree of the circuit court, said (p. 326) :

The stockholders of these two competing companies disappeared, as such, 
for the moment, but immediately reappeared as stockholders for the holding 
company which was thereafter to guard the interests of both sets of stock
holders as a unit, and to manage, or cause to be managed, both lines of railroad 
as if held in one ownership. Necessarily by this combination or arrangement 
the holding company in the fullest sense dominates the situation in the interest 
of those who were stockholders of the constituent companies; as much so, for 
every practical purpose, as if it had been itself a railroad corporation which 
had built, owned, and operated both lines for the exclusive benefit of its stock
holders. Necessarily, also, the constituent companies ceased, under such a 
combination, to be in active competition for trade and commerce along their 
respective lines, and have become, practically, one powerful consolidated 
corporation, by the name of a holding corporation the principal, if not the 
sole, object for the formation of which was to carry out the purpose of the 
Original combination under which competition between the constitutent com
panies would cease.

So in the Standard Oil case (221 U. S. 1), and in the Tobacco case (221 U. S. 
106), the holding of stocks by the principal companies in the various subsidiary 
companies was recognized and dealt with as engaging in, directing and control
ling the business of the subsidiary companies.

Here the National City Co. is not simply to control banks, but it may engage 
in any business whatever, even that forbidden by its charter, if, despite its 
charter prohibition as to certain kinds of business, it may invest in the stocks 
of companies conducting such business. The other enterprises in which the 
company is engaged may stand in need of credit and of funds, and it is too 
much to expect that the company’s banks will deal simply as banks, equitably 
and impartially as between its own subsidiaries, and persons and corporations 
with whom it is not affiliated. The temptation to the speculative use of the 
funds of the banks at opportune times will prove to be irresistible. Examples 
are recent and significant of the peril to a bank, incident to the dual and 
diverse interests of its officers and directors. If many enterprises and many 
banks are brought and bound together in the nexus of a great holding corpora
tion, the failure of one may involve all in a common disaster. And if the plan 
should prosper it would mean a union of power in the same hands over 
industry, commerce, and finance, with a resulting power over public affairs, 
which was the gravamen of objection to the United States Bank.

I conclude the National City Co. in its holding of national bank stocks is 
in usurpation of Federal authority and in violation of Federal law.

Respectfully submitted.

Solicitor General.

Mr. C ovin gton . Before you finish, Mr. Chairman, may I  make a 
statement? I think I  have a right so to do.

Mr. P ecora. D o  you have a right so to do?
Mr, C ovin gton . I think that I have, Mr. Pecora. I  am quite ad

vised of the rights of an investigating committee.
Mr. Pecora. I will ask the chairman to determine whether or not 

he has any right to make a statement.
Mr. C ovin gton . I  want to call attention to a pertinent fact in 

connection with that opinion, and I  submit to the committee whether 
or not it should be permitted.
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The C hairm an. H ow  long a statement?
Mr. C ovington . One minute.
Mr. Peoora. All right; let us hear him.

STATEMENT OF J. H. COVINGTON, WASHINGTON, D. 0., COUNSEL 
FOE THE NATIONAL CITY BANK

The C hairm an . Will you give your name on the record, Judge?
Mr. C ovington . J. H. Covington, counsel for the National City 

Bank.
The C h airm an . Where is your office, Judge Covington?
Mr. C ovington . The Union Trust Building in Washington.
The Attorney General of the United States is charged with the 

responsibility of enforcing the law. This opinion was directed to 
him. This was simply the opinion of the Solictor General. The 
Attorney General qute obviously, in so high-minded a man as Mr. 
Wickersham, must have differed with it, for there has been no pro
ceeding thereafter to undertake to charge the National City Bank 
with a violation of the law in conspiracy with the voting trustees 
and officers of the National City Co.

Mr. P ecora. I submit that is a gratuitous assumption of the 
learned gentleman who made it.

Mr. C ovington. Not so much a gratuitous assumption as some 
that you have made from time to time.

The C hairm an . We want no more of that.
Mr. C ovington. But I want to call attention to the fact that if I 

heard it right Mr. Lehmann said that to the Attorney General, 
who was then Mr. Wickersham, and it was his opinion.

Mr. P ecora. He said that he agreed with him, in an earlier 
opinion referred to in this opinion, dated August 1, 1911, and for 
the benefit of the learned gentleman who has just placed his observa
tion on the record, Mr. Chairman, I will repeat------

Mr. C ovington  (interposing). I  heard that, Mr. Pecora.
Mr. Pecora. This language from the opinion now spread on the 

record. [Reading.]
On August 1, 1911, I submitted to you an opinion in which you concurred 

that the agreements and arrangements in question were made to enable the 
bank to carry on business and exercise powers prohibited to it by the 
national banking act.

Did you hear that, Judge Covington ?
Mr. C ovington . I heard that, Mr. Pecora.
Mr. P ecora. And you still say that the Attorney General did not 

concur, do you?
Mr. C ovington. I did not say that he did not concur.
Mr. Pecora. Then I misunderstood you. Excuse me.
Mr. C ovington . I said the Attorney General was charged with 

the responsibility of enforcing the law and obviously came to that 
ultimate conclusion, because he did not undertake to proceed against 
the National City Bank in creating the organization with the Na
tional City Co., and the fair presumption is that Mr. Wickersham 
always obeyed the law.

Mr. Pecora. I merely want to say, Mr. Chairman, that the only 
purpose I had in seeking to invite General Wickersham to a hearing 
before this committee was to have him state, not through an as
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sumption by somebody else, but directly and upon his own respon
sibility whether or not he concurred in the opinion of the Solicitor 
General of the Department of Justice who served under his admin
istration of that department, and what proceedings, if any, were 
ever instituted or contemplated to be instituted based upon that 
opinion.

The C h a i r m a n .  The interesting thing to me is the observation 
made as to what would be the effect of it if it were done.. He seems 
to have been a prophet.

Mr. P e c o r a .  You mean Solicitor General Lehmann?
The C h a i r m a n .  Yes.

TESTIMONY OF CHARLES E. MITCHELL, NEW YORK CITY, CHAIR- 
MAN THE NATIONAL CITY BANK OF NEW YORK, CITY BANK 
FARMERS’ TRUST CO., INTERNATIONAL BANKING CORPORA, 
TION, THE NATIONAL CITY CO., AND THE NATIONAL CITY CO.
(LTD.), OF CANADA—Resumed

Mr. P e c o r a .  Now, Mr. Mitchell, you said that you at one time 
had this opinion of the Solicitor General called to your attention. 
Did you give it any careful consideration?

Mr. M i t c h e l l .  It was so many years ago, Mr. Pecora, that I  just 
carry in mind that there was an opinion rendered.

Mr. P e c o r a .  Well, have you any recollection of your having given 
that opinion serious consideration?

Mr. M i t c h e l l .  I  understood, as Judge Covington has truly stated, 
that the opinion was not acted upon by the Attorney General.

Mr. P e c o r a .  For that reason did you give it no serious consider
ation ?

Mr. M i t c h e l l .  That opinion has not had serious consideration by 
me. A t that time the subsequent line of development of the Na
tional City Co. was not contemplated. W hat was contemplated, I  
think— of course, this was long before I  ever came to the City Co. 
or had anything to do with it— was the accumulation of stocks of 
other banks, making the National City Co. somewhat like the present 
group banking company which is operating extensively m this 
country.

Mr. P e c o r a .  Mr. Chairman, according to a letter addressed to 
the chairman of this committee by the present Attorney General 
of the United States, bearing date of February 20, 1933, only a 
carbon copy of the opinion of the Solicitor General of November, 
1911, is submitted to this committee. Apparently the original is 
not to be found among the files of the Department of Justice. I  
will put in evidence the letter addressed to you by the Attorney Gen
eral of the United States, dated February 20, 1933, on this subject, 
and ask that it be spread on the records.

The C h a i r m a n .  I f  there is no objection, it will be so ordered.
(The letter is as follows:)

O f f ic e  o f  t h e  A t t o r n e y  G e n e r a l , 
Washington, D. C., February 20, 1933.

Hon. P ete®  N o r b e c k ,
Chairman Committee on Banking and Currency,

United States Senate.
M y  D e a r  S e n a t o r  N o r b e c k : I have your letter of February 18 asking me 
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connection with the affairs of the National City Bank of New York for the 
use of the subcommittee of the Senate Committee on Banking and Currency.
I have caused a search to be made of the flies of this department to ascertain 
whether there is anything in them of the kind you describe.

There is in the files a carbon copy of a memorandum prepared by Solicitor 
General Lehmann, addressed to the Attorney General (Wickersham), dated 
November 6, 1911, which deals with the legal question involved. I am inclos
ing this document for the use of the committee. We have not had time to copy 
it, and I will ask you to please preserve it for return to our files. It relates 
to the situation of the National City Bank of New York.

In May, 1932, a copy of this memorandum was handed to Senator Glass, 
and I believe it was published in the Congressional Record with the deletion 
of the name of the bank mentioned. It appears also from our files that under 
date of September 19, 1913, Attorney General McReynolds wrote the Hon. 
William G. McAdoo, Secretary of the Treasury, sending him a copy of Solicitor 
General Lehmann’s memorandum, saying:

“ In compliance with your request I am sending you herewith a photographic 
copy of what seems to be a carbon copy of a memorandum prepared by the 
Solicitor General on this subject. A careful search of the files here fails to 
disclose any opinion by the Attorney General in this matter.”

It is apparent from Solicitor General Lehmann’s memorandum that he had 
before him some information as to the situation of the National City Bank 
and National City Co., but there is nothing in the files of the department, 
that we have been able to find, showing how Mr. Lehmann obtained the infor
mation referred to in his memorandum, and there are no documents in the 
file containing any statement of the facts or any information respecting the 
situation of the National City Bank and affiliated companies.

The file opens with a letter from Solicitor General Lehmann to the Hon. 
Henry A, Wise, then the United States attorney for the southern district 
of New York, dated July 7, 1911, referring to an account appearing in the 
New York papers respecting the formation of corporations to hold shares of 
national banks, and requesting the United States attorney to ascertain the 
facts, and under date of July 10, 1911, a letter from the United States attor
ney stating that he would have the matter thoroughly investigated and would 
report as soon as possible, but no such report is contained in the files, although 
it may be inferred that the facts set forth in Solicitor Lehmann’s memorandum 
may have been obtained from the United States attorney.

In short, the only document or record in the department that throws any 
light whatever on the situation of the National City Bank and its affiliated 
companies is the memorandum of Solicitor General Lehmann which is in
closed. I may add that there appears in the file a letter dated January 19, 
1921, from the Comptroller of the Currency to Attorney General A. Mitchell 
Palmer requesting that the Comptroller of the Currency be furnished with a 
copy of the memorandum of November 6, 1911, prepared by Mr. Lehmann, 
and there is a notation on this letter as follows: “ Bequest granted, F. K. N.” 
The initials are apparently those of former Assistant Attorney General 
Nebeker.

In that connection there appears in the files a copy of a letter dated Jan
uary 26, 1921, to the Hon. John Skelton Williams, Comptroller of the Cur
rency, which reads as follows:

“ I have examined the files relating to the so-called opinion of Solicitor 
General Lehmann, dated November 6, 1911. The paper you handed me is 
unsigned. It purports to be a photographic copy of a letter addressed to the 
Attorney General and. intended for the signature of the Solicitor General. The 
original is not in the files. The copy bears an unsigned indorsement, dated 
April 24, 1913. to the effect that it is understood that Attorney General Wick
ersham prepared a letter summarizing the attached opinion of the Solicitor 
General but to whom this letter is addressed does not appear, and no record 
of such a letter is found in the files. The only thing of interest I find in the 
files is a letter of Attorney General McReynolds, dated September 19, 1913, 
addressed to Secretary McAdoo, in which it is stated:

“ In compliance wfth your request, I am sending you herewith a photo
graphic copy of what seems to be a carbon copy of a memorandum prepared 
by the Solicitor General on this subject. A careful search of the files here 
fails to disclose any opinion by the Attorney General in this matter.”
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Apparently what was sent to Secretary McAdoo at that time was a duplicate 
of the photographic copy which you have.

The only thing in our files is what purports to be a photographic copy of 
an unsigned letter to the Attorney General, apparently intended for the sig
nature of the Solicitor General; I find no record of what action was taken 
by the Attorney General or of any subsequent action except the sending of a 
copy to Secretary McAdoo and, for this reason, I do not feel justified in 
authorizing the publication of the memorandum.

Respectfully yours,
WrLUAM D. M i t c h e l l ,

Attorney General.

The Chairman. The committee will recess until 10 o’clock Monday 
morning, and those under subpoena will appear at that time.

(Accordingly, at 4.15 o’clock p. m., the subcommittee adjourned 
until 10 o’clock a. m. Monday, February 27, 1933.)
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