
STOCK EXCHANGE PEACTICES

THURSDAY, MARCH 8, 1934

UNITED STATES SENATE,
COMMITTEE ON BANKING AND CURRENCY,

Washington, D.G.
The committee met at 10:30 a.m., pursuant to adjournment on

yesterday, in room 301 of the Senate Office Building, Senator Duncan
U. Fletcher presiding.

Present: Senators Fletcher (chairman), Adams, Bulkley, Golds-
borough, Carey, Townsend, and Kean.

Present also: Ferdinand Pecora, counsel to the committee; Julius
Silver and David Saperstein, associate counsel to the committee;
and Frank J. Meehan, chief statistician to the committee; Roland
L. Redmond, counsel to the New York Stock Exchange; R. E. Des-
vernine, counsel to Association of Stock Exchange Firms; William
A. Lockwood, counsel to the New York Curb Exchange.

The CHAIRMAN. The committee will come to order, please. Mr.
Grubb, I believe you are already at the committee table.

Mr. GRUBB. Yes, Mr. Chairman.

STATEMENT OF E. BUBD GRUBB, SUMMIT, N.J., PRESIDENT OF
THE NEW YORK CURB EXCHANGE

The CHAIRMAN. Mr. Grubb, will you please state your name,
residence, and occupation?

Mr. GRUBB. My name is E. Burd Grubb. I reside at Summit, N. J.,
and I am president of the New York Curb Exchange, a securities
exchange located in New York City.

The views of my exchange in respect of the bill will be presented
by Mr. William A. Lockwood, of New York City, who for the last
14 years has been counsel to the exchange.

However, before introducing Mr. Lockwood, who will make a
rather extended statement in regard to the bill, I desire to offer for
the record a formal statement which I have prepared; also a further
statement in respect of trading in unlisted securities, and giving the
unlisted requirements of the Curb Exchange.

I will not take up your time attempting to read these somewhat
lengthy statements, as they will be explained orally by Mr. Lock-
wood, but I should like to give you a resume:

The New York Curb Exchange is the second largest security ex-
change in the United States. I t occupies exclusively for its own uses
a 14-story building running from Trinity place to Greenwich Street
in New York City. I t has two classes of membership, regular and
associate. The regular members number 550, the associate members
420. In the year 1927 the total number of transactions in stocks on
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its floor was 93,437,156 shares and in bonds $831,783,000; in 1933,
100,916,602 shares and $944,364,000 bonds. The average transactions
for the 7 years in stocks were 183,900,655 shares and in bonds $843,-
117,285. Its transactions approximate or exceed the combined trans-
actions taking place annually on all other exchanges in the country
excepting only those on the New York Stock Exchange. Its ticker
service extends throughout the country and its quotations are gen-
erally published in all newspapers having other than a small local
circulation.

The exchange maintains a listing department under the super-
vision of the secretary of the exchange and two assistant secretaries.
This department has a staff of employees whose duty it is, among
other things, to assist the committee on listing and the subcom-
mittees thereof in the examination of applications for admission of
securities to full listing and to unlistmg trading. This department
has also the assistance of an independent certified public accountant.

All securities dealt in upon the exchange are officially listed by
action of the board of governors, one class, designated as "fully
listed ", upon the application of the issuing company itself, and the
other, designated as " admitted to unlisted trading ", upon the appli-
cation of a regular member of the exchange. The term "unlisted
securities " was adopted years ago, and has continued to be used in
order that there might be no mistake in the minds of investors! who
understood " listed " to mean on the application of the issuing com-
pany. The differences between the methods of listing the two classes
will be explained later. Many newspapers differentiate by means of
an asterisk between these quotations. The exchange itself makes the
differentiation clear on its ticker and in its official bulletins.

The curb exchange is, generally speaking, a primary market m
respect to its fully listed securities. The listing requirements in
respect to these are modelled upon those of the New York Stock
Exchange.

The so-called " unlisted securities " must ha,ve been in existence
for a minimum of 2 years before an application for admission may
be made. A random check of 231 companies shows that at the time
of application for admission the average period of existence was 25.7
years. Companies which have weathered economic business stress
and strain for so long a period not only invite confidence by reason
of this factor, but also furnish records of extended experience which
may be studied by an investor before making his purchase

The requirements for admission to unlisted trading, supplemented
by resolutions of the board of governors, contain among others the
following provisions:

No stock will be admitted, the authorized issue of which is less
than 100,000 shares. No bonds will be admitted of an issue of less
than $5,000,000.

There must be a sufficient distribution in and around New York
and an active market must prevail in the vicinity.

The company must have been in actual operation for not less than
2 years and show a record of actual and satisfactory earnings for
such period.

The company must have established and continue the principle
of furnishing to stockholders periodical reports containing balance
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sheets and profit-and-loss statements, certified to by independent
accountants.

Balance sheets and profit-and-loss statements covering a period of
not less than 2 years immediately preceding the date of application
must be filed. The statements must be reported in Poor's, Moody's,
or Fitch's Manual or Standard Statistics' Service, or be obtained
from an authoritative source.

There must be furnished a history and description of the busi-
ness, a tabulated report on dividends, a full description of funded
indebtedness, an official copy of the latest annual report, a state-
ment from an officer of the company or from the transfer agent or
registrar of the stock of the number of stockholders among whom
the shares of each class of stock applied for are distributed, and a
statement from a responsible officer of the company as to any out-
standing company options, if any, or of any options or calls on the
stock known to such officer.

Notice is given to the company m advance of admission to un-
listed trading and opportunity given to appear. A security will not
be admitted over the duly authorized objection of the company when
evidence is furnished of pending financing or of reorganization or of
purchase of properties or of exchange of securities. An independent
certified public accountant employed by the exchange analyzes and
reports to the committee on financial statements submitted.

In a company listing, the company must agree with the exchange
to maintain certain standards of accounting and to furnish the ex-
change with information in respect to options and other material
corporate purposes. Thus the exchange exercises control over cer-
tain corporate activities. At the same time, the seeming defect m
the case of securities admitted without company agreement is more
technical than real

Insofar as present applications for unlisted trading aie concerned,
the companies must have established and continue the practice of
periodic audits by an independent public accountant I t is true
that in regard to securities admitted prior to July 1933, such pro-
cedure may not be demanded. At the same time it is interesting to
note that of the 819 companies, the securities of which were admitted
to unlisted trading as of March 1, 1934, 616, or 75 2 percent, have
established this practice.

The theory of the exchange in the maintenance of its unlisted
department may be stated as follows: When an active market in a
security, which meets the qualifications, exists m New York, the
public is better served by having that security dealt in on an ex-
change. The purchaser or seller on an exchange deals through a
broker member acting as agent who makes contracts for his customer
with other members, likewise acting as agents. A specified commis-
sion only is charged; the transaction is immediately made public by
means of the ticker; purchases and sales appear throughout the
country in the daily papers; each transaction is open to investiga-
tion and verification; each member is subject to the rules and disci-
pline embodied in the constitution and rules of the exchange.

Eighty-two percent of the securities dealt m upon the New York
Curb Exchange come under the " unlisted " classification. Sections
11 and 12 of the present bill will, if enacted, throw the great
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majority of the trading in these securities off the exchange into the
over-the-counter market. The reason for this is that under section
10 a security may not be dealt in on a national exchange unless, in
addition to registering the security with the Federal Trade Com-
mission, the issuing company makes application to the exchange for
listing and enters into certain undertakings with the exchange. I t
may be definitely stated that the great majority of the corporations,
the securities of which are dealt in unlisted on our exchange, will
not apply for registration on our exchange under the proposed act
for reasons of indifference, trouble involved, expense, or otherwise.
These securities will, accordingly, have to be dropped from the ex-
change. The owners and purchasers thereof will then be deprived
of the benefit of an organized, regulated market, and of the informa-
tion respecting the securities which is on file with the exchange.

By way of contrast to transactions taking place on an organized
exchange, a transaction outside of the exchange is generally con-
ducted between the customer and one acting as a dealer or prin-
cipal; i.e., for himself. There is no specified rate of commission.
Indeed, the dealer pays what he feels inclined to pay and sells for
what he can get. The spread is often notoriously wide. The op-
portunity of verifying the transaction is not comparable with that
on an exchange where the officers or a committee may call upon
members to produce all records and to explain any transaction.

Moreover, quotations of the outside market are not so accurate
and complete as those on an exchange and are given very little pub-
licity. Indeed, outside of the great cities, it is doubted if the price
range in securities other than those dealt in on the New York Stock
Exchange or the New York Curb Exchange is given any notice
whatsoever. Most newspapers carry transactions on these two ex-
changes but no reports of outside markets. Where a security is not
dealt in on an exchange, one who wishes to buy or sell the security
may not turn to the morning paper and see the record of the actual
transactions of the day before and the closing " bid and asked "; he
must apply to an outside dealer to inquire what he will give or what
the customer must pay for the security in question. This situation
must necessarily leave the customer more or less at the mercy of the
dealer; it leaves him largely out of touch with realities.

Another important factor to be considered in relation to the out-
side market as contrasted with the recognized exchanges is the lack
of control over the individual as against the control through an
organized body. The outside dealer answers to no one other than
his customer; the exchange member is, to the contrary, accountable
for his conduct not only to his customer, but to the exchange as well.
Moreover, as frequently happens, the customer has little or no means
of ascertaining the standing of the outside dealer and takes a very
wide chance when he forwards his securities for sale or his money
for purchase to one whom he may know only through advertisement.
On the exchange, to the contrary, it is the duty of the committee on
business conduct, assisted by its accountants, to keep in touch with,
and supervise the financial standing and business methods of its
members and member firms.

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



STOCK EXCHANGE PBACTICES 7101

Occasional objections have been voiced that the New York Curb
Exchange admits securities to unlisted trading without the express
approval of the company issuing the securities and at times retains
a security on its list against the express opposition of such company.
The overwhelming majority of companies the securities of which are
admitted to unlisted trading on the New York Curb Exchange are
either satisfied with the market which exists on the exchange, or
have no interest therein.

The exchange always considers such complaints and invites the
officials of the company to confer with the exchange or to state their
views in writing. If substantial and adequate reasons are given, the
security will be removed. The exchange believes, however, that if
the security have an active market in New York and if the security
qualify under the exchange requirements, it is in the interest of the
public and of the stockholders to have it traded in on the exchange
and that this interest should govern the decision of the committee.

The exchange believes that Complete information should be avail-
able to the public as to every security bought or sold in the United
States. This would be ideal. The pending bill applies only to se-
curities registered with the Commission and on an exchange. If
passed in its present form, it is believed that practically all of the
securities dealt in unlisted for so many years on the New York Curb
Exchange will have to be stricken from the list for the reason that
the companies themselves will not apply for registration on the ex-
change. Purchasers and sellers will therefore no longer have the
advantage of this great national market in which members and their
transactions are subject to regulation and supervision. The exchange
respectfully urges that a bill which destroys this market is not in the
public interest.

As to the question of providing an exchange market in American
depositary receipts for foreign stocks and for foreign bonds already
issued and widely held in this country, I contend that these foreign
companies could not be expected to file any information with the
Federal Trade Commission if the act comes into effect. The foreign
companies would probably, as their securities were already distrib-
uted and held in the United States, not feel obligated to go to the
trouble and expense of complying with the act. What is considered
information adequate for an intelligent understanding of the busi-
ness of the companies concerned is always on file, open to the public,
with the depositary as well as with the exchange.

The exchange believes that these securities should not be thrown
to the over-the-counter market but should be retained on an organized
exchange and that the bill should be revised in this particular.

Now, if it is agreeable to you, Mr. Lockwood will continue from
this point.

The CHAIRMAN. Very well, Mr. Grubb.
Mr. GRUBB. But, of course, I should like for these statements

which I am submitting to be made a part of the record.
The CHAIRMAN. That will be done.
(The two statements submitted in printed form by Mr. Grubb

will here be made a part of the record, as follows:)
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STATEMENT OF E BUBD GRUBB, PBESIDENT OF THE NEW YOBK CURB EXCHANGE, IN
RESPECT TO S 2693, ENTITLED " NATIONAL SEOUKITIES EXCHANGE ACT OF 1934 "

Mr Chairman and members of the committee, a few words as to the size,
opeiation, and importance of the New York Curb Exchange It is the second
largest security exchange in the United States It occupies solely for its pur-
poses a 14-story building running from Trinity Place to Greenwich Street, New
York City It has its own Securities Clearing Corporation The exchange has
550 regular members and 420 associate members All members are subject
to the regulation of and discipline by the exchange under its constitution and
rules, which are modeled on those of the New York Stock Exchange Accord-
ing to the New York Times Annalist the total number of sales of stock on the
New York Curb Exchange in the year 1927 was 93,437,156, and of bonds,
$831,783,000 In 1983 the transactions were 100,916,602 shares of stock and
$944,374,000 of bonds During the period named the ticker service of the ex-
change extended over the country Its quotations were and are published gen-
eially in newspapers throughout the Nation

The transactions in stocks alone on the New York Curb Exchange approxi-
mate or exceed the combined transactions taking place on all other exchanges
in the countiy, excepting only those on the New York Stock Exchange Further
details of its history and operations are contained in my memorandum which
is filed herewith

The securities traded in upon the New York Curb Exchange are classified
under two headings—"fully listed" securities, which are admitted upon the
application of the companies issuing the same, and " unlisted " securities, which
are admitted upon the application of a regular member of the exchange, him-
self a stockholder of the company in question All securities traded m upon
the New York Ourb Exchange are officially listed by sanction of the board of
36 governors of the exchange

The New York Curb Exchange is, generally speaking, a primary market in
respect to its "fully listed" securities These securities are largely those of
new companies

The so-called " unlisted securities " are never those of new or newly formed
companies, but are of companies which have been in existence for a sub-
stantial number of years and in respect to which there exists a public lecord
of their history and financial condition and a public market A random check
lecently made of 231 companies shows that at the time of application the
aveiage period of corporate existence was 25 7 yeais Companies which have
weathered economic business stress and strain for such a period not only
invite confidence by leason of this factor but also furnish records of extended
experience which may be studied by an investor before making his purchase

The requirements for admission to unlisted trading, supplemented by resolu-
tions of the board of governors, contain among others the following provisions:

No stock will be admitted, the authorized issue of which is less than 100,000
shares No bonds will be admitted of an issue of less than $5,000,000

There must be a sufficient distribution in and around New York and an
active market must prevail in the vicinity

The company must have been in actual opeiation for not less than 2 years
and show a lecord of actual and satisfactory earnings for such period

The company must have established and continue the principle of furnishing
to stockholders periodical leports containing balance sheets and profit and
loss statements, certified to by independent accountants

Balance sheets and profit and loss statements covering a period of not less
than 2 years immediately preceding the date of application must be filed
The statements must be reported in Poor's, Moody's, or Fitch's Manual, or
Standard Statistics' Service, or be obtained from an authoritative souice

There must be furnished a history and description of the business, a tabu-
lated report on dividends, a full description of funded indebtedness, an official
copy of the latest anifual report, a statement from an officer of the company
or from the transfer agent or registrar of the stock, of the number of stock-
holders among whom the shares of each class of stoqk applied for are dis-
tributed, and a statement from a responsible officer of the company as to any
outstanding company options, if any, or of any options or calls on the stock
known to such officer

Notice is given to the company in advance of admission to unlisted trading
and opportunity given to appear A secunty will not be admitted' over the
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duly authorized objection of the company when evidence is furnished of
pending financing or of reorganization or of purchase of properties or of
exchange of secunties An independent certified public accountant employed
by the exchange analyzes and repoits to tile committee on financial statements
submitted

In a company listing, the company must agree with the exchange to maintain
eei tain standards of accounting and to furnish the exchange with infoimation
m respect to options and other material coiporate purposes Thus the ex-
change exercises contiol over certain corporate activities At the same time,
the seeming defect in the case ot securities admitted without company agree-
ment is more technical than real

Insofar as present applications for unlisted trading are concerned, the com-
panies must have established and continue the practice of periodic audits by
an independent public accountant It is tiue that in regard to securities
admitted prior to July 1933 such pioceduie may not be demanded At the
same time it is interesting to note that of the 819 companies, the securities
of which weie admitted to unlisted trading as ot March 1, 1934, 616, or 75 2
percent, have established this practice

The theory of the exchange in the maintenance ot its unlisted department may
be stated as follows When an active market in a security, which meets the
qualifications, exists in New York, the public is better served by having that
security dealt in on an exchange The purchasei or seller on an exchange
deals through a broker member acting as agent who makes contracts for his
customer with other members, likewise acting as agents A specified commis-
sion only is charged, the transaction is immediately made public by means
of the ticker, purchases and sales appear thioughout the country in the daily
papers, each transaction is open to investigation and verification, each mem-
ber is subject to the rules and discipline embodied in the constitution and
rules of the exchange

Sections 11 and 12 of the present bill will, in my opinion, in practical effect
end this valuable service This is due to the fact that 82 percent of the
securities dealt in on the exchange come under the so-called " unlisted classifi-
cation " Under section 11 a security may not be dealt in on a national exchange
unless in addition to registering the security with the Federal Trade Com-
mission, the issuing company makes application to the exchange for listing and
enters into certain undertakings with the exchange It may be definitely stated
that the great majority of corporations, the securities of which are dealt in
unlisted on our exchange, will not, for reasons of indifference, trouble involved,
expense, or otherwise, apply for registration on our exchange under the pro-
posed act These securities will, accoidmgly, have to be dropped from the
exchange

The problem of trading in unlisted secunties upon an organized exchange
cannot be considered apart irom the provisions of section 14 relating to " over-
the-counter" markets The effect of sections 11 and 12 would be, as I have
said, to throw the majority, if not all, of the so-called " unlisted securities "
now traded in upon the New York Curb Exchange into the over-the-counter
market The authors of the bill lecognize that they cannot accomplish the
result contemplated by this legislation unless at the same time they provide
some effective means of regulating the ovei-the-counter market This thev
have attempted to do in section 14 which, apart from any constitutional ques-
tions, is obviously the weakest section of the entue bill Mr Corcoran, in his
lecent appearance before the House Committee, fiankly conceded that how the
over-the-counter market is to be regulated has not as yet been worked out
Indeed, he went further before this committee and admitted that none of
the three groups which has studied the problem has been able to suggest a
plan for the control of unorganized maikets

The unlisted department which exists on some exchanges and particularly
on the New York Curb Exchange offeis, it is submitted, the only effective
machinery so far suggested for the effective control of unlisted securities, that
is to say, of securities where the companies issuing them do not take the
initiative to have them registered upon an exchange The authors ot the
bill frankly propose to try to force all securities to be registeied upon an
exchange by the untested method of differentiating in the credit which may
be advanced on the faith of the two classes of securities On the other hand,
the unlisted department of the New York Cuib Exchange offers a method of
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regulating the purchase and sale of such securities, a method which has
been proved by experience and found to be adequate to a very high degree.
It is submitted that clearly it would not be in the public interest to legislate
such an organized market out of existence unless there exist clear and well-
defined p7ans for the substitution of something better. So far nothing better
has been proposed.

Apart from the questions generally presented by section 10 of the bill, the
portion thereof dealing with specialists has a different application on the curb
exchange from that on the New York Stock Exchange It arises by reason of
the fact that on our exchange, as well as on other exchanges, a specialist m
full lots is a specialist m odd lots It is, accordingly, essential if owneis and
purchasers of odd lots of our securities are to receive or pay a price fairly
reflective of full lot values, that the spec alist should not be prohibited in
fulfilling his odd lot obligations from purchasing and selling other than on
fixed oiders, full lots of securities. On our exchange when a specialist exe-
cutes an order in a full lot he becomes automatically bound to take all market
orders on his books in odd lots and all other orders in odd lots, which are
with a differential charged for odd lot trading, below the price of the full lot.
A specialist must necessarily, accordingly, be so placed that he may imme-
diately upon executing a full lot take or furnish all odd lots which the full lot
elects. To that end he must necessarily be long or short of a sufficient number
of stocks to meet the exigencies of the situation. It may be that the sale of a
full lot will require nan to take hundreds or thousands of shares in odd lots.
To be prepared to do this and to make delivery promptly, he must make the
necessary commitments.

Congress seeks through Federal legislation to protect the interests of the
investing public of the United States. This protection should not be cal-
culated to impair the right of an investor to purchase or to sell or to borrow, to
control business generally, or to restrict the exchanges and their members in
the performance of useful and necessary functions. The essentials of the
protection desired lie in fair practices on an exchange, and information avail-
able to the public in respect to corporations whose securities are dealt in,
sufficient in scope and in accuracy to give the investor adequate knowledge
of the nature of the enterpuse in which he is about to put his money

Testimony on the bill taken before your committee reveals strong opposition
from many sources. The bill in tact admittedly covers not only the operation
and administration of stock exchanges and of their members, but proceeds to
extend the authority of the Commission over the use of listed and unlisted
securities for credit purposes, and over the rules registered corporations must
tollow to remain registered. In other words, the bill goes beyond the ex-
changes and their members in an effort to extend a powerful Federal influence
over the capital structure of the country In addition, much of the argument
of Mr. Corcoran before this committee and before the House committee was
based on social theories which underlie the bill.

The curb exchange believes that its rules and regulations at the present time
effectually restrain manipulative practices and unwarranted activity, which,
when all is said and done, stimulate movements in securities The questions
of margin, loaning on securities, options, listing requirements, and other con-
troversial problems sought to be covered by the present bill, are made less
urgent by reason of these rules. While we believe that from self-interest alone
it is inconceivable that the curb exchange itself would lighten, ignore, or re-
move these restrictions, yet we recognize that Congress and the public will not
be satisfied without assurance in the form of Federal law that at least the
provisions now in force remain effective and universal

With this point in view, the exchange has examined the pending bill to
determine which of its provisions it is satisfied would be in the public good.
It is prepared to recommend the licensing of exchanges by Federal authority,
and the enactment, with certain modifications looking primarily to clarity, of
the provisions of section 8 of the pending bill which deal with manipulative
practices. The adoption of these prohibitions, as I have said above, hits at
the practices which are the starting points of manipulation and market activity.
They are the practices which fan the flames of public buying

These would leave for the present unsettled, the controversial questions
respecting margin requirements, segregation of capital, the functions of a
specialist, options, corporate information, and other matters which have been
discussed before this committee The Curb Exchange respectfully suggests
that insofar as there has been no consensus of opinion in respect to the
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necessity for, or manner of, the regulation of these matters, that a commis-
sion be appointed by Congress to which these subjects should be referred for
consideration and recommendation This commission would give an oppor-
tunity to be heard to all those who might be directly or indirectly affected by
the laws or rules to be adopted and would have before it the various formal
reports which have been issued This commission would report to Congress,
which would then decide whether or not certain activities and functions
should be directly covered by statute, and if so in what manner and to what
degree, or should be left to the general discretion of a regulatory body.

This Congressional commission might wisely consider when and under what
conditions a security should be dealt m on a national exchange. If its recom-
mendations might be awaited, sections 11 and 12 with their devastating result
in respect to so many secunties now dealt in unlisted on exchanges through-
out the United States, would not be suffeied

If, however, it be deemed by Congress essential to the protection of the
public to provide for registration, it is respectfullv submitted that the advan-
tages to the public of an exchange market for securities might be preserved
if section 11 were amended to provide for the registration of securities by
corporations with the Federal Trade Commission only, but that no security
might be registered for dealing on a national exchange unless the company
had completed registration with the Federal Trade Commission. The Com-
mission would be required to furnish to an applying exchange copies of the
information on file, upon receipt of a reasonable charge therefor.

There would also be introduced an additional section authorizing dealings
on exchanges in securities other than securities registeied for dealing, under
such rules and regulations as the Federal Trade Commission might adopt.
The bill might fuither provide that quotations of securities should clearly
indicate such as were registered for dealing and sucn as were admitted to
dealing Such a modification would preserve under proper rules the markets
in securities such as are now traded in unlisted on the New York Curb
Exchange.

I cannot believe that the members of your committee desire legislation
which will deprive the investing public of the United States of the advantage
of continuing to buy or sell unlisted securities on the New York Curb Ex-
change, which has for so manv years furnished the national market t lerem.
It is, accordingly, urged that the matter of the requirements for admission
to, and continuance of, dealing geneially in securities on an exchange be sub-
mitted to a commission for study and recommendation But if that be deemed
inexpedient, that sections 11 and 12 be amended in the public interest to allow
the continuance of trading on an exchange under proper requirements of
securities, the issuing companies of which do not see fit to apply for listing.

Before elaborating fuither on our unlisted securities, I desire to call the
attention of the committee to the fact that there are dealt in on the New
York Curb Exchange a great number of so-called "American depositary re-
ceipts" for shares of stock m foreign companies. There are outstanding up-
wards of 7,022,785 of such receipts In the year 1933 nearly 4,414 953 shares
represented by such receipts were dealt in on our exchange Each of these
stocks is listed on the London, Amsterdam, Paris, Berlin, or Milan stock ex-
change It is inconceivable that the companies whose stocks are thus held
in the form of receipts in this country would file the information required by
the bill Corporate reports and information are on file with the exchange
as well as with the American depositary

In foreign bonds in 1933 upwards of 74 million dollars worth were dealt in
on our exchange. It would hardly be the purpose of Congress to force such
securities from dealings on an exchange which iepiesents the maiket therefor
and to throw the holders of the American receipts and bonds into suih out-
side market as might develop It is respectfully submitted, accordingly, that
in any event an exception should be made for such receipts for foreign stocks
and for such foreign bonds as may be a'readv outstanding

The exchange desires to express its appreciation of the opportunity afforded
it by the committee to present these views and the views expressed in the
accompanying statement in respect to exchange trading m unlistel securities
-which it files herewith and requests that it be made a part of the record.

Respectfully submitted.
NEW YOKK CURB EXCHANGE,

MARCH 5, 1934. E BURD GRUBB, Ptevident
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NEW YORK CURB EXCHANGE STOCKS

APPLICATION BLANK

FOR ADMISSION TO TJNLISTFD TRADING

Application is hereby made by t
(Name of Regular Member)

for the admission to Unlisted Trading of the
(Class of Stock)

of
(Name of Company)

1 Are you a registered holder of the stock herein applied for4?
(See Requirement 10 )

2 Do you agree to continue as a registered stockholder and to furnish
promptly to the Secretary's Office copies of all reports and notices which
the company may distribute to its stockholders'
(See Requirement 17 )

3 The following information should be inserted
Location of executive office
Location of property *
Nature of business
When and wheie incorporated
(See Requirement 1 )
Transfer agent
Registrar (must be a corporation)
Annual meeting*
Fiscal year ends

CAPITAL STOCK
Shares Shares Shares Par

Class Authorized Outstanding Unissued Value
$
$
$

If the total outstanding shares and unissued shares of any class of stock
does not equal the amount of authorized shares, krndly attach a separate
uder explaining in detail the status of the shares not accounted foi
above

4 Are the shares fully paid? Non-assessable9 Does peisonal
liability attach to ownership ?

5 In what class (or classes) of stock is voting power vested?
6 Has the company any bonds or notes authorized ? If so, specify

7 Give the numbers and denominations of the above stocks or bonds on which
transfer has been stopped*

8 Do the by-laws of the corporation provide that at least ten days' written
notice be given stockholders in advance of both annual and special
meetings of stockholders'

9 Do the by-laws of the corporation provide that the stock transfer books
be closed in the event of the declaration of a dividend? If
so for how long?

10 Has the above named company officially established the principle of furnish-
ing to stockholders annual reports certified to by independent
accountants?
(See Requirements 2 and 9 )

11 Has there ever been a public offering of the issue herein applied for?
(See Requirement 3 )

If so, by whom?
At what price?
Give date of offering

Attach to this application copies of prospectuses, advertisements and offering
circulars drstributed at the trme of public offering

12 Who are the present bankers of the corporation?
13 What is the distribution of the stock generally and what is the distribution

in the vicinity of New York?
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14 Is the issue listed or dealt in upon another exchange 9 If so,
where9

15 Is there a present active maiket for the stock m New York City?
16 What is the present market quotation for the issue9

(a) On said Exchange9

(b) Over the counter in New York?
17 State the approximate present daily volume of dealings in the issue

(a) On said Exchange9

(b) Over the counter in New York9

NOTE In connection with Questions 12 to 17 above, see Requirements 11,
12 and 16

18 Give the names of houses in New York City dealing in said issue9

19 Has the company any options or agreements of similar nature in force9

If so, furnish copies thereof (See Requirement 19 )
20 Give the names and addresses of the officers.

21 Give the names and addresses of the directors

22 Has the company ever applied for the qualification of its shares in any state
and been rejected9 ,

23 From what source did you obtain the financial statements which you have
submitted in conformity with Requirement No 59

24 From what source did you obtain the history and business which you have
submitted in conformity with Requirement No 69

25 From what source did you obtain the record of dividends which you have
submitted in conformity with Requirement No 7?

26 From what source did you obtain the tabulation re funded indebtedness
which you have submitted in conformity with Requirement No 89

27. Do you agree to furnish such further information in respect to the above
named securities as may be requested by the Secretary9

28 Do you agree to us your best efforts to maintain an orderly market m this
l^sue if admitted to dealing9

Signed
(Name of Regular Member)

Date
NOTE —In addition to answering all questions given above, applicant member must also

submit all further data specified in the requirements

The Committee on Listing recommends to the Board of Governors that the
above described be admitted to unlisted trading

Chairman

NEW YOEK CURB EXCHANGE

REQUIREMENTS FOB BEGULAB MEMBERS KB ADMISSION OF STOCKS TO UNLISTED
TRADING

The following is a list of data to be furnished, and of requirements to be con-
formed to. by regular members in applying for the admission of stocks to un-
listed trading No requirement may be modified unless impossible of strict
compliance due to conditions beyond control of the applying member, should
such condition oi conditions exist a detailed explanation of the same must be
furnished The following requirements do not apply to " Rights ", " Warrants "
or to " Split ups " or to substitutions, or to readjustments of capital structure,
et cetera, including reorganizations in respect to secunties listed upon the New
York Stock Exchange or listed or admitted to trading on the New York Curb
Exchange.
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The Committee expects that members will not file applications for the admis-
sion to unlisted trading of stocks of corporations which are not nationally or
internationally known, unless there is sufficient distribution in the Eastern
States, particularly in and around New York, to wan ant the belief that an
active market exists in New York City

No stock will be admitted to unlisted trading the authorized issue of which
is less than 100,000 shares, of which at least 25,00 shares of free stock must
be in the hands of the public.

1 The Company must have been in actual operation for not less than two
(2) years and show a record of actual and satisfactory earnings for such period
If, however, a new Company has taken over the assets of an old Company,
itself incorporated and showing a record of actual and satisfactory earnings
for two (2) years, the prior period may be considered. This period need not,
however, be essential in the case of Investment Trusts whose portfolios consist
of, or of Holding Companies whose capital is invested in securities of, Com-
panies which themselves have been in operation for the period

2 The Company must have established and continue the principle of furnish-
ing to stockholders periodical reports containing balance sheets and profit and
loss statements, certified to by independent accountants (in any event, not less
than once a year).

3 No stocks will be admitted to unlisted trading for at least six months sub-
sequent to the date of public offering unless previous to the expiration of said
period the Company and/or its bankers approve or the issue has been listed
upon another exchange

4 The applying member must fill in the answers to all questions appearing
in the application blank and sign such application blank

5 Financial Statements Balance Sheets and Profit and Loss Statements
covering a period of not less than two (2) years immediately preceding the date
of application This data must be transcribed from Poor's Manual, Moody's
Manual, Fitch's Manual, or Standard Statistics* Service, or be obtained from
an authontative source The applying member shall attach a certificate stating
the source from which such data has been obtained

6. History and description of business from inception to date, with certificate
of applicant member specifying the source from which the information has been.
obtamed

7. Tabulated record of dividends on all classes of stock from initial payment
to date, showing payment date, rate and amount of each dividend, with a certifi-
cate signed by the applicant member showing the source from which the
information has been obtained

8 Funded Indebtedness A tabulation showing (a) full title and date of
issue of each kind or series, (b) date of maturity, (c) interest date and interest
payment dates, (d) amount authorized of each issue, (e) amount outstanding
of each issue, (f) secunty, and nature and priority of lien, (g) provisions for
redemption, (h) if convertible, under what terms, etc

9. An official copy of the latest annual report of the corporation in the form as
issued to its stockholders The financial statements included in said report must
have been prepared by a properly qualified practicing public accountant in good
standing, and not by an officer, director or employee of the corporation

10 A photostatic copy of stock certificate (both sides) representing the class
of stock applied for

11. A present active market must prevail for the stock in New York City,
and satisfactory evidence to this effect must be submitted by the applicant
member.

12. A statement of the approximate present daily volume of dealings in New
York

13 A statement from an officer of the company, or from the transfer agent
or registrar of such stock of the number of stockholders among whom the
shares of each class of stock applied for are distributed

14 Name of Transfer Agent
15 Name of Eegistrar (must be a corporation)
16 If this issue is traded in on other Exchanges, furnish

(a) Names of Exchanges.
(b) Approximate daily volume of dealings.

17. Furnish an agreement to submit promptly to the Secretary's Office copies
of all reports and notices distributed by the company to its stockholders

18 A signed typewritten transcript of all mfoimation relative to the com-
pany applied for (other than that furnished in answer to requirements enu-Digitized for FRASER 

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



STOCK EXCHANGE PEACTICES 7109

merated above), as it appears m Poor's Manual, Moody's Manual, Fitch's Man-
ual, or Standard Statistics' Service

19 A statement from a responsible officer of the company as to any out-
standing company options, if any, or of any options or calls on the stock known
to said officer.

20 All information must be delivered to the Secretary's Office at least one
week prior to a meeting of the Committee.

In addition to the above requirements, the following special requirements
shall apply to requests for the admission to member listing of stocks of foreign
corporations.

FOREIGN CORPORATIONS

(a) Relative to Requirement #5 above, in filing an application for the admis-
sion to unlisted trading of securities dealt in on foreign Exchanges, if no infor-
mation regarding the company is contained in any of the Manuals mentioned
in Requirement #5 above, the Committee will consider data as taken from the
following publications:

" Stock Exchange Year Book " (London Stock Exchange)
" Gids bij de Pnjscourant van de Vereeniging Voor Den Effectenhandel"

(Amsterdam).
"Salmg Boersen Jahrbueh" (Berlin).
"Annuaire Desfosses " (Paris)

If any of the data furnished is in a foreign language, an English translation,
authenticated to the satisfaction of the Committee, must be furnished of all
necessary data

(b) The Committee will only admit to tiading a foreign security, the nominal
value of which is expressed in terms of, or the income from which is payable
to security holders in, a currency which is on a gold basis.

(c) Upon approval of any foreign shares, request for the admission of which
to unlisted trading has been made by a regular member, such shares will be
admitted to such trading only in the form of certificates issued by an approved
American institution or by the American branch of an approved foreign institu-
tion, based upon the deposit with a foreign correspondent of the original foreign
shares

(d) In case of foreign shares, the Committee will give consideration to all
matters affecting the marketability of the shares and the facility with which
domestic and international transactions may be effected therein.

As amended to July 5th, 1933.
B-45

NEW YORK CURB EXCHANGE,
OFFICE OF THE SECRETARY,

July 5, 1983
To the Members *

At a Special Meeting of the Board of Governors held today the following
resolutions were adopted:

Resolved, that in advance of admitting to unlisted trading notice shall be
given to the Company whose securities it is proposed to admit to unlisted trad-
ing, and opportunity given to appear before the Committee and present
objections, if any

Resolved further, that no security will be admitted to unlisted trading over
the duly authorized objection of the Company whose securities it is proposed to
admit to unlisted trading when evidence is furnished of pending financing or
of reorganization or of purchase ot properties or of exchange of securities.

Resolved further, that if the authorized issue of a stock, except preferred
stocks entitled in liquidation to not less than one hundred dollars ($10000) per
share, be reduced below 100,000 shares, the stock will be removed from unlisted
trading

Resolved further, that the Board of Governors shall pass on all applications
for admission to unlisted trading.

Resolved further, that an independent certified public accountant shall analyze
financial statements supplied in the case of the application to admit a security
to unlisted trading

Resolved further, that if, as a result of such analysis, or otherwise, it shall
appear to the Board of Governors that such statements are incomplete or
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inaccurate in any material aspect, and such omissions and/or inaccuracies are
not coirected, the security m question shall not be admitted to unlisted trading

Resolved fwrther, that a security will not be admitted to unlisted trading
where the issue authorized is greatly in excess of that outstanding at the
time of application, unless the Company will agree to notify the Exchange
of the issuance of such additional security, and that if the Board of Governors
is not satisfied with the circumstances surrounding such additional issue and
the additional security is actually issued, the security already admitted to
unlisted trading will be removed.

Resolved further, that all removal or suspension notices of securities shall
be printed on the ticker immediately they are removed or suspended

Resolved finally, that fully listed securities removed from listing will not
be readmitted to unlisted trading unless such securities are qualified for such
unlisted trading.

EUGENE R TAPPEN, Secretary
Do not destroy File'for future reference

NEW YORK CUKB EXOHANGEI
BONDS

APPLICATION BLANK FOB ADMISSION TO UNLISTED TBADING

Application is hereby made by for the admission to
(Name of Regular Member)

Unlisted Trading
(Name of Company) (Amount outstanding)

(Title of issued (Interest Rate)̂  (Maturity Dale)
1 Do you agree to furnish promptly to the Secretary's Office copies of all

reports which the company may distribute to its stockholders? (See Re-
quirement 17 )

2 The following information should be inserted •
Location of executive office Location ot prop-

erty Nature of business
When and where incoiporated {See Requirement 1 )
Names and Addresses of Trustee (s) Annual meet-
ing Fiscal year ends*

CAPITALIZATION

Class Authorized Outstanding Unissued Par value
(of stocks)

Are the shares fully paid? Non-assessable?
Does personal liability attach to ownership?

In what class (or classes) of stock is voting power
vested?

3 Give the numbers and denominations of the above bonds on which transfer
has been stopped:

4 Has the above named company officially established the principle of
furnishing to stockholders annual reports certified to by independent account-
ants? (See Requirements 2 and 11)

5. Has there ever been a public offering of the issue herein applied for?
(See Requirement 3 )

If so, by whom?
At what price?

Attach to this application copies of prospectuses, advertisements and offering
circulars distributed at the time of public offering

6 Who are the present bankers of the corporation?
7 What is the distribution of the Bonds generally and what is the distribu-

tion in the vicinity of New Yoik?
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8 Is the issue listed or dealt in upon another exchange? If so,
where?

9 Is there a present active market for the Bonds in New York City?

10 What is the present market quotation for the issue?
(a) On said Exchange?
(b) Over the counter in New York?

11 State the approximate present daily volume of dealings in the issue
(a) On said Exchange?
(b) Over the counter in New York?

NOTE—In connection with Questions 6 to 11 above, see Requirements 12,
13 and 16

12 Give the names of houses in New York City dealing in said issue?

14

15

Give

Give

the

the

names

names

and

and

addresses

addresses

of

of

the

the

officeis _ _

directors -

16 Has the company ever applied for the qualification of its securities in
any state and been rejected?

17 From what source did you obtain the financial statements which you
have submitted in conformity with Requirement No 5?

18 From what source did you obtain the history and business which you have
submitted in conformity with Requirement No 6?

19 From what source did you obtain the record of dividends which you have
submitted in conformity with Requirement No 9?

20 From what source did you obtain the tabulations re funded indebtedness
which you have submitted in conformity with Requirements 8 and 10?

21 Do you agree to furnish such further information m respect to the above
named securities as may be lequesfced by the Secretary?

22 Do you agree to use your best eftorts to maintain an orderly market in
this issue if admitted to dealing?

Signed
(ISame of Regular Member)

Date
NOTE—In addition to answering all questions given above, applicant member must

also submit all further data specified in the lequirements
The Committee on Listing recommends to the board of Governors that the

above described be admitted to unlisted trading

Chairman

BONDS

N E W YORK CURB EXCHANGE

REQUIREMENTS FOR REGULAR MEMBERS RE ADMISSION OF BONDS TO UNLISTED
TRADING

The following is a list of data to be furnished, and of requirements to be
conformed to, by regular members in applying for the admission of bonds to
unlisted trading No requirement may be modified unless impossible of strict
compliance due to conditions beyond control of the applying member, should
such condition or conditions exist a detailed explanation of the same must be
furnished The following lequirements do not apply to " Rights ", " Warrants "
or to " Split-ups " or to substitutions, or to readjustments of capital structure,
et cetera, including reorganizations in respect to securities listed upon the New
York Stock Exchange or listed or admitted to trading on the New York Curb
Exchange

The Committee expects that members will not file applications for the admis-
sion to unlisted trading of bonds of corporations which are not nationally or
internationally known, unless there is sufficient distribution in the Eastern
States, particularly in and around New York, to warrant the belief that an
active market exists m New York City
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No bond will be admitted to unlisted trading of an issue of less than
$5,000,00000

1. The Company must have been in actual operation for not less than two (2)
years, and show a record of earnings, satisfactory to the Committee, for such
period. If, however, a new company has taken over the assets of an old com-
pany, itself incorporated and showing a satisfactory record of earnings for two
(2) years, the prior period may be considered.

2. The Company must have established and continue the principle of fur-
nishing to stockholders periodical reports containing balance sheets and profit
and loss statements, certified to by independent accountants (in any event,
not less than once a year).

3 No bonds will be admitted to unlisted trading for at least six months sub-
sequent to the date of public offering unless previous to the expiration of said
period, the Company and/or its bankers approve or the issue has been listed
upon another exchange.

4 The applying member must fill in the answers to all questions appearing
in the application blank and sign such application blank

5 Financial Statements. Balance Sheets and Profit and Loss Statements
covering a period of not less than two (2) years immediately preceding the
date of application. This data must be transcribed from Poor's Manual,
Moody's Manual, Fitch's Manual, or Standard Statistics' Service, or be ob-
tained from an authoritative source The applying member shall attach a
certificate stating the source from which such data has been obtained

6 History and description of business from inception to date, with certificate
of applicant member specifying the source from, which the information has
been obtained.

7. Copy of the Mortgage or Indenture certified to by the Trustee.
8 A complete description of the issue applied for, including the following •
A (1) Full title, (2) amount applied for (whether temporary or permanent),

denominations and numbers, (3) amount authorized and outstanding; (4)
whether bonds are coupon (registered as to principal) or registered, inter-
changeable or exchangeable; (5) exchangeability or convertibility into other
securities, and terms.

B (1) Date of issue and maturity, (2) mteiest rate; (3) places at, and
dates for payment of interest and principal, (4) where registerable or trans-
terable; (5) kind and standard of money, and options, (6) tax exemptions;
(7) whether redeemable or purchasable in whole or part by sinking fund
or otherwise, showing (a) dates, (b) price, (c) duration and place of pub-
lished notice, (8) specified reservation of stock for conversion

C Provisions for declaration of principal due and payable in event of default
in payment of interest, or other defaults, and waiver, percentage of outstand-
ing bonds controlling trustee.

D A statement as to the purpose of issue and the application of the proceeds.
E A complete description of the security or underlying collateral.
9 Tabulated record of dividends on all classes of stock from initial payment

to date, showing payment date, rate and amount of each dividend, with a
certificate signed by the applicant member showing the source from which the
information has been obtained

10. Funded indebtedness A tabulation showing (a) full titie and date of
issue of each kind or series, (b) date of maturity, (c) interest date and interest
payment dates, (d) amount authorized of each issue, (e) amount outstand-
ing of each issue, (f) security, and nature and priority of lien, (g) provisions
for redemption, (h) if convertible, under what terms, etc

11 An official copy of the latest annual report of the corporation in the
form as issued to its stockholders The financial statements included m said
report must have been prepared by a properly qualified practicing public ac-
countant in good standing, and not by an officer, dnector or employee of the
corporation

12 A present active market must prevail for the bonds in New York City,
and satisfactory evidence to this effect must be submitted by the applicant
member

13 A statement of the approximate present daily volume of dealings in
New York.

14. The regular member shall furnish the Committee with satisfactory evi-
dence of adequate distribution.

15 Name(s) of Trustee(s).
16 If this issue is traded in on other Exchanges, furnish:
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(a) Names of Exchanges.
(b) Approximate daily volume of dealings.

17 Furnish an agreement to submit promptly to the Secretary's Office copies
<®f all reports distributed by vthe company to its stockholders.

18, A signed typewritten transcript of all information relative to the com-
pany applied for (other than that furnished m answer to requirements enumer-
ate above) as it appears in Poor's Manual, Moody's Manual, Fitch's Manual,
or Standard Statistics' Service.

19 All information must be delivered to the Secretary's Office at least one
week prior to a meeting of the Committee.

As amended to July 5th, 1933.

STATEMENT OF E BXJBD GRUBB, PBESIDENT OF THE NEW YORK CUBE EXCHANGE,
IN RESPECT TO EXCHANGE TRADING IN UNLISTED SECURITIES AS AFFECTED BY
S 2698 AND Hit. 7852

NEW YORK CURB EXCHANGE—THE UNLISTED SECURITIES

Preface—The question is often asked, "What are * Unlisted Securities';
what does it mean when a security is 'admitted to unlisted trading'?" The
^purpose of this leview is to attempt to answer these questions in an endeavor
to bring about a more accurate understanding of certain of the functions of the
New York Curb Exchange and particularly of its so-called Unlisted Department.

The Officers and Governors of the Exchange are frequently surprised at the
amount of mismfoimation or the entire lack of any information which exists
with respect to this important Department This is not the result of anything
inherently difficult about the Unlisted Department or of any concealment of
thei facts by the Exchange; but is due, so it is believed, in part to a general
impression on the part of the public that there is something mysterious in
the technical machinery and operation of security maikets, and, m part, to
iack of interest, particularly in good times

Of late, much cntici&m has been leveled at security markets, including
markets on the recognized Exchanges No doubt some of this has been justi-
fied, although, so far as affects the Exchanges, it may be noted that most of
the charges, in connection with recent disclosures have been against out-
siders who have attempted to misuse Exchange or other markets, rather than
against the Exchanges or their members as such The Exchanges have made
mistakes, but it is a matter of comment that with all the evidence of dishonesty
or of overreaching disclosed, no proof has been brought forth of misconduct
by the Exchanges themselves

This Exchange, in common with others, has been criticized for certain prac-
tices, but, for the most part, these criticisms apply to alleged manipulation,
pools, and trading practices generally and are not affected by any differences
between "fully" listed and "unlisted" securities. So far as the Unlisted
Department or securities theiem is concerned, practically no criticism has
come from the investing public The objections received respecting this Depart-
ment, very generally, have been from competitor markets, or, in some instances,
from officials of certain companies whose securities have been admitted to
unlisted trading

These objections are considered in this review, the primary purpose of which,
liowever, is to state the origin, purpose and activities of the Unlisted Depart-
ment and to show the need which it fulfills.

HISTORICAL INTRODUCTION

Before taking up the Unlisted Department, it may be worth while to say a
word about the Exchange itself

In common with many Exchanges, both in this country and abroad, the New
York Cuib Exchange had its beginnings out-of-doors. From the time of the
Civil War and even before, trading was carried on m various streets m the
financial district in Lower New York During the 90's, this maiket functioned
in Broad Street near Wall, where it remained until the Exchange moved in-
doors in 1921 It was always a picturesque institution and in the years imme-
diately preceding its transfer to present quarters, it grew tremendously in
importance.

In the meantime, in 1908 to be exact, a number of progressive Curb brokers
founded the New Yoik Curb Agency. This was one of the first constructive
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steps taken to organize this group formally The present Exchange, under the
name of the New York Curb Market, or Market Association, was organized as a
voluntary association in 1911 A Listing Department was established and offices
were maintained at 25 Broad Street where data pertaining to the companies
listed was available for public examination By reason of the rapid growth
of the Exchange and realizing thereby the necessity for greater control and
discipline over its members and keener scrutiny of the securities admitted to
dealing, the members of the Exchange determined to move all of its activities
indoors This change was seriously considered as early as 1915 but, owing to
the World War, it was not possible to accomplish this purpose until 1921 when
the Exchange entered its new building at Trinity Place, New York, which, with
the extensive fourteen story addition, it still exclusively occupies

The Exchange had two classes of membership Regular and Associate Reg-
ular members are owners of memberships and are entitled to full privileges,
while associate members or their firms are accorded the privilege only of having
their business done at the special commission rates Both classes are subject
to the regulation and discipline of the Exchange which is governed by its
constitution and rules, modeled on those of the New York Stock Exchange.
The regular members number 550, the associate members, 420 Of the regular
members, 163, and of the associate members, |3i64, are members of the New
York Stock Exchange or members of the New York Stock Exchange firms.
The high price of $254,000 was paid for a regular membership on October 9,
1929, the latest price was $40,000

If not before, certainly soon after it moved indoors, the Nejw Yoik Curb
Exchange became the second largest security Exchange in the United States.
Since 1921, its growth has been extraordinary as is evidenced by the fact that
in the year 1927, the New York Times Annalist shows that the total number
of sales of stocks on the New York Curb Exchange was 93,437,156 shares and
of bonds $831,783,000, m 1933, 100,916,602 shares and $944,374,000 bonds The
average transactions for the seven years in stocks were 183,900,655 shares and
m bonds $843,117,285 Also during the penod, the ticker service of the Ex-
change extended over the countiy, its quotations were published in papeite
generally throughout the nation and its position and importance as a public
market place grew apace Today it is still by far the second largest Exchange
m the country, approximating or exceeding in stocks alone, the combined ti a b -
actions taking place on all other Exchanges of the country, excepting only those
on the New York Stock Exchange (Figures of stock transactions from January
1, 1929 to October 1, 193J3, compiled by DeCoppet and Doremus)

The government of the Exchange is vested in a Board of Governois composed
of 36 members elected by the regular membership The officers of the Exchange
consist of a President, a Vice-President and a Treasurer, each of whom must
be a member of the Board of Governors, and a Secretary, a First Assistant
Secretary and such other Assistant Secretaries as the Board of Governors
may see fit to appoint

The work of the Exchange is carried on under the supervision of 14 Standing
Committees of the Board of Governors and by two subsidiaries, the New York
Curb Exchange Realty Associates, Inc , and New York Curb Exchange Securities
Clearing Corporation Among the Standing Committees is the Committee on
Listing, consisting of twenty members The work of this important Committee
in turn is divided among five Sub-Committees consisting of five members each,
as follows Special Sub-Committee on Foioign Securities, Special Sub-Com-
mittee on Formal Listing, special Sub-Committee on Investment Trusts, Special
Sub-Committee on Unlisted Securities and Special Sub-Committee on Bonds

The Exchange maintains a Listing Department undei the supei vision of
the Secretary of the Exchange and two Assistant Secretaries This Department
has a staff of employees whose duty it is, among other things, to assist the
Committee on Listing and the Sub-Committees in the examination of appli-
cations for admission of securities to " full" or formal listing and to " unhsted "
trading The Department also has the assistance of a firm of certified public
accountants

As heretofore indicated, two major classes of securities are traded m upon
the Exchange—"fully listed" securities, which are admitted upon the appli-
cation of the companies issuing the same, and " unlisted " securities, which are
admitted upon the application of a regular member of the Exchange, himself
a stockholder of the company in question It is not the intention here to con-
sider at any length the securities falling in the first category An application
of a company for formal listing is accompanied by a full disclosure, over the
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official signature of the company, of facts deemed pertinent for a study of
the securities sought to be fully listed The requirements for full listing call
for substantially all the information specified in the requirements of the New
York Stock Exchange

The New York Curb Exchange is, generally speaking, a primary market in
respect to its "fully" listed securities These secunties largely represent
new companies in which there is the hope, based upon the nature of the enter-
prise, the personnel of its officers and its capital structure, of successtul
development

The so-called "unlisted securities" with which this renew deals primarily
are admitted upon an entirely different theoiy and fulfill a somewhat different
economic need Such securities are never those of new or newly formed com-
panies, but are of companies which have been in existence for a substantial
rumber of years and with respect to which there exists a public recoid of
their history and financial condition and a public market.

THE UNLISTED SECURITIES

Technically speaking, "unlisted securities" are those which are not listed
upon any Exchange. As pointed out by Mr J Edward Meeker m his instruc-
tive book, " The Work of the New York Stock Exchange," many brokerage and
investment firms operate extensive " unlisted departments," dealing m securities
whose only market is " over-the-counter " in New York or by, arbitrage in out-
lying cities The number of securities traded in in this way, or in less organ-
ized markets, is difficult to estimate, but it is safe to say that the volume of
trading in securities off or outside any Exchange has been and still is very
considerable

All securities traded in upon the New York Curb Exchange are officially
listed by sanction of the governing authorities whether traded in " fully listed "
or so-called " unlisted " In the case of " fully listed " securities, the admission
to the list is upon the application of the company issuing the same, while in
the case of " unlisted" securities, the listing is upon the application of a
regular member of the Exchange

Even in the years when the members of the New York Cuib Exchange were
still functioning on Broad Street, or on " the curb," the piactice prevailed of
admitting to dealing; le, to unlisted trading, securities for which a market
existed in New York other than on the New York Stock Exchange There
were then and always have been sound securities in which an active market
existed in New York which were not, for one reason or another, listed upon
the New York Stock Exchange. These were, generally speaking, issues which
were all distributed Market quotations accordingly were, as a rule, immate-
rial to issuing companies and there existed no reason for the company itself
to incur the trouble and expense of obtaining formal listing There were,
however, a public ownership and interest and the need to owneis of a market
Such securities, therefore, came to be traded in upon the Curb Exchange which
became even then the recognized market for the secunties dealt in there

At the present time 355 stocks and 19 bonds are f ally listed and 1,069 stocks
and 620 bonds are traded in " unlisted " upon the New York Curb Exchange
The trading in these later securities constitutes the most important business
of the Exchange The name " unlisted securities " is somewhat misleading as,
fiom it, manv persons imply that the securities referred to are selected without
any care or investigation whatsoever The requirements for admission to
unlisted trading will be referred to hereafter but at this point it is desired
to call attention to the fact that, as a whole, this group of securities compares
favorably with those listed upon any other Exchange The bond list particu-
larly, which is almost entirely made up of unlisted bonds, is deserving of critical
comparison

On July 1, 1929, out of a total number of 476 bond issues admitted to unlisted
trading, three issues were in default on interest payments On November 1,
1933, out of a total of 643 bond issues admitted to unlisted trading, only 83
issues (including 18 certificates of deposit representing underlying bond issues
in default) were in default A study has been made of the stocks which were
admitted to unlisted trading on July 1, 1929 At that time there were 1,509
issues, excluding bonds, admitted to unlisted trading Of these, 981 or 65%
were dividend-paying On December 31, 1933, there were 1,144 stocks admitted
to unlisted trading of which 477 were dividend-paymg or 42%
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The major market in so-called " unlisted securities " which exists today upon
the New York Curb Exchange, came into being for the most part, not because
o± any artificial stimulation, but because a real need existed for such a market.
Indeed, the tremendous development of the New York Curb Exchange would
have been impossible had the need not existed and if the need had not ade-
quately been fulfilled by the service rendered by this market No doubt this
growth was aided by the fortunate location of the Exchange in the largest
financial center of the country and by the extraordinary growth and expansion
of business activity which took place m the years following the Woild War
But more important than all else was the fact that there was a need for such
a market which was met by the facilities afforded by this Exchange

The facilities of the New York Curb Exchange are exceeded only by those
of the New York Stock Exchange itself The quarters occupied by the Ex-
change aie modern in every particulai Its trading room, which extends
five stones in height and which has an area of 20,023 square feet without
a supporting column to break up the space, is one of the largest in the world.
The ticker service, equipped with modern high speed tickers, is nationwide
and its Clearing Corporation, modeled on that of the New York Stock Ex-
change provides the latest and most efficient facilities for the clearing and
settlement of security transactions Moreover, the Exchange has had the
cooperation of the New Yoik Clearing House banks, many of which make their
funds available at the money post on the floor of the Exchange and of the
financial community in general which has come to recognize the substantial
position it occupies in our national economy.

As stated earlier, the securities admitted to "unlisted trading," are Sea-
soned securities, that is to say, they are securities of companies which, for
the most part, have been m existence for a substantial number of years
and whose financial career is a matter of public record It is not pretended
that the information available to the Exchange is as detailed or complete as the
information obtained in the case of fully listed securities On the other
hand, the information actually available is deemed by the Exchange adequate
to protect an investor

The New York Curb Exchange early recognized the importance of this mar-
ket not only to its members but to the public at large Shortly after the reor-
ganization attendant upon its going indoors in 1921, a Special Committee was
appointed whose function and duties were to admit to unlisted trading, upon
the application of a regular member of the Exchange, securities which passed
the examination of the Committee.

The lequirements for admission to unlisted trading have naturally developed
and become more stringent as experience showed the need The rule was early
made that no security would be admitted when the company issuing it had less
than two years' experience Financial statements had to be published in
Poor's, Moody's or other reliable standard publications of a statistical nature,
or an authoritative statement, i e, from official sources, had to be furnished
to the Committee The application for admission of a stock had to be pre-
sented by a regular member of the Exchange, himself a stockholder of the
company whose securities it was sought to list The Committee examined the
company's statements, considered the character of the security and its earning
record, the distribution of the issue and the market therein, and the security
was admitted to unlisted trading only upon its approval.

Quite naturally, the Exchange made mistakes both of commission and of
omission. In the speculative period immediately approaching 1929, many se-
curities were admitted to trading where an actual market in New York did not
exist but where it was hoped that a market would develop The Exchange now
appreciates that the existence of an active market here is fundamental and
should m all cases be a prerequisite for admission of a security to unlisted
trading This requirement is now among those firmly insisted upon

We have already called attention to the requirement that a company must
have been in existence for a substantial number of years which is a prerequi-
site to the admission of a security to unlisted trading. While the require-
ment today, as earlier, is that a company, whose securities are so admitted,
shall have a minimum corporate existence of two years, in1 actual practice
the great majority of such companies have, prior to the admission of their
securities, been in existence much longer Recently a statistical test was
made which very clearly illustrates this point Taking at random the files
of the companies lettered F to K, numbering 231 stocks, an examination showed
that at the tune of application, the average period of corporate existence of
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these companies had been 25 7 years Companies which have weathered eco-
nomic business stress and strain for so long a period not only invite confidence
by reason of this factor but also furnish records of extended experience which
may be studied by an investor before making his purchase. The unlisted
securities are never new and untried, but must always have a record of actual
performance behind them

As we have already seen, all securities traded in on the Exchange are
officially listed, one on application of the company, the other on the application
of a member. The factor not generally understood is the information required
and the care exercised in the admission to dealing of any security The belief
prevails in some quarters due, undoubtedly, to the* misleading phrase " un-
listed", that any type of security will at any time, without examination
and without information on file, be admitted under the caption "unlisted"
That the contrary is the case will be made clear by a study of the application
blanks, requirements and resolutions relating to the admission of securities
to unlisted trading and by the lecord of tieatment of listing applications

During the spring of 1933, the Attorney General of the State of New Yoik
conducted a public examination of the Unlisted Department of the New York
Curb Exchange This examination satisfied the Exchange that the rules and
regulations governing the admission of securities to so-called unlisted trading
needed additional strengthening and enlarging and, at the conclusion of the
examination, requirements were adopted which it is believed assure the public
of a maximum of care in the admission of securities to unlisted trading

The present requirements for admission to unlisted trading, supplemented
by the resolutions which were adopted at the close of the investigation above
referred to, are available and will be furnished to any who are interested, as
will the requirements for admission to " full" for formal listing

A comparison of the respective requirements for "full" or formal listing
and for "unlisted" trading, it is believed, will satisfy any reasonable person
that adequate investigation is made of the unlisted securities before they are
admitted to trading While less data and information are obtained in support
of an application for admission to unlisted trading than in support of an ap-
plication for formal listing, any objection on this ground is more than offset
by the fact that the unlisted security usually has a long record of actual per-
formance. While performance is by no means the sole test in admitting a
security, a bad record is always sufficient reason for rejecting it That the
standards applied by the New York Curb Exchange in the admission of un-
listed securities have been sufficient, except in a relatively very few cases, is
adequately established by its actual experience with these securities

It is true that a requirement for company listing is that the company must
agree with the Exchange to maintain certain standards of accounting and to
furnish the Exchange with information in respect to options and other ma-
terial corporate purposes Thus the Exchange exercises control, important to
stockholders and to the investing public, over ceitain company activities At
the same time, the seeming defect in the case of securities admitted without
company agreement is more technical than real In so far as new applications
tor unlisted trading are concerned, the companies must have established and
continue the practice of periodic audits by an independent public accountant.
An official statement must be furnished as to options outstanding With the
securities already admitted, these factors are not enforceable But public
opinion and conceivably statutory provisions may well compel corporate com-
pliance with these requirements

Moreover, many of the companies whose securities are admitted to unlisted
trading cooperate with the Exchange to an high degree both in the furnishing
of information and in the acceptance of suggestions from the Exchange Those
which are listed upon other recognized Exchanges will be held by such Ex-
changes to a strict observance of Exchange rules Those which are unlisted
anywhere, so long as they may be traded in over-the-counter or unlisted on an
Exchange present rather a legislative than an Exchange problem If corpoia-
tions generally were compelled to follow certain specified rules of accounting
and to publish or to file with public authorities full information of corporate
activities, the public would be in a position to judge much 'more intelligently
corporate structuies, earnings and acts That is what the present bill under-
takes, except that it confines the nling of information to fully listed securities
only. So long as companies may be organized with unlimited charter privileges
and so Ion? as these securities may be bought and sold, it is a protection to the
public to have them dealt in upon an Exchange Markets existed therein before
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such securities were admitted to trading and such markets would necessanly
spring up again if such privileges were denied When dealt in upon an Ex-
change, the security enjoys a publicity which tends to lead the issuing company
to follow the trend o± public opinion. Moreover, the market action in any stock
from day to day is under the supervision of the Committee of Arrangements
and in the event of any movement mjuiious to the public, prompt action m
caUmg for transcripts of members' accounts or in the proper case of suspending
trading in the security is an effective control and remedy

The theory of the Exchange in the maintenance of its Unlisted Department
may be stated as follows. When an active market in a security, which meets
the qualifications, exists in New York, the public is better served by having
that security dealt in on an Exchange The purchaser or seller on an Ex-
change deals through a broker member acting as agent who makes contracts
for his customer with other members, likewise acting as agents A specified
commission only is charged; the transaction is immediately made public by
means of the ticker; purchases and sales appear throughout the country in
the daily papers; each transaction is open to investigation and verification,
each member is subject to the rules andrdisciplme embodied in the constitution
and rules of the Exchange

By way of contrast to transactions taking place on an organized Exchange,
a transaction outside of the Exchange is generally conducted between the
customer and one acting as a dealer or principal, % e, for himself. There is
no specified rate of commission Indeed, the dealer pays what he feels
inclined to pay and sells for what he can get The spread is often notoriously
wide The opportunity of verifying the transaction is not comparable to that
on an Exchange where the officers or a Committee may call upon members
to produce all records and to explain any transaction

(Moreover, quotations of the outside maiket are not as accurate and com-
plete as those on an Exchange and are given very little publicity Indeed,
outside of the great cities, it is doubted if the price range in securities other
than those dealt in on the New York Stock Exchange or the New York Curb
Exchange is given any notice whatsoever Most newspapers carry transac-
tions on these two Exchanges, but no repoits of outside markets Where a
security is not dealt in on an Exchange, one who wishes to buy or sell the
security may not turn to the morning paper and see the record of the actual
transactions of the day before and the closing "bid and asked", he must
apply to an outside dealer to inquire what he will give or what the customer
must pay for the security in question. This situation must necessarily leave
the customer more or less at the mercy of the dealer, it leaves him largely
out of touch with realities

There is, in so far as we know, no practice generally among dealers to have
in their files extensive information in respect to the companies whose securities
they are prepared to buy or sell It is true that some brokers and investment
houses dealing in securities m the outside market have organized statistical
departments with information on file In general, however, this applies only
to the greater cities As against this, the New York Curb Exchange has a very
large amount of information on file which information is open for inspection
by the public

The aveiage dealer does not pretend to do more than furnish general advice.
Indeed, as a dealer, unless he be engaged in the distribution of new securities,
he is hardly expected to advise, but he ISI at his office to make prices to those
who wish to deal with him Moreover, his advice is that of a principal look-
ing out for his own interests and not that of an agent whose duty it is to fur-
nish his customer with impartial advice The interest of the dealer is in the
profit he may make for himself acting as a principal, the interest of an agent
or broker buying and selling securities for his customer on an Exchange is in
his commission, fixed by the Exchange

Another important factor to be considered in relation to the outside market
as contrasted with the recognized Exchanges is the lack of a control over the
individual as against the control through an organized body The outside dealer
answers to no one other than his customer; the Exchange member is, to the
contrary, accountable for his conduct not only to his customer but to the Ex-
change as well Moreover, as frequently happens, the customer has little or no
means of ascertaining the standing of the outside dealer and takes a very wide
chance when he forwards his securities for sale or his money for purchase to
one whom he may know only through advertisement On the Exchange, to the
contrary, it is the duty of the Committee on Business Conduct, assisted by its
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accountants, to keep in touch with and supervise the financial standing and
business methods of its members and member firms

The facts in respect to transactions on an Exchange may be ascertained and
compiled by the public authorities and others interested We are confident
that the Attorney General of this State would readily admit that his investi-
gation of trading m these so-called unlisted securities was facilitated by reason
of the fact that they were traded in upon a recognized Exchange In the pres-
ent Senate investigation, the Sub-Committee and its able counsel obtained
valuable information as to the securities business, particulaily as to its extent,
by reason of having organized Exchanges through which and to which inquiries
might be directed to a known membership No similar opportunity was open
to it m respect to the vast amount of business which is done in the outside mar-
ket Indeed, the outside market has necessarily no extensive or adequate
records

It has sometimes been claimed that the public is deceived, when it reads the
record of transactions on the Curb Exchange, into believing that all securities
named are fully listed As a matter of actual fact, as has been said above, and
this is deemed of great importance, no security is dealt in on the Curb Exchange
today which is not officially listed, that is to say, listed upon the official action
of the Exchange itself

The Exchange has urged that a clear demarcation be made in the press be-
tween these securities Many newspapers distinguished in their reports between
" fully listed " and " admitted to unlisted trading." The difference is given on
the ticker and in the publications of the Exchange, including the Exchange Bul-
letin But even though the public should be misinformed as to the difference
between securities listed and unlisted on the Exchange, it may well be argued
that the average investor is perhaps wiser in buying intelligently a seasoned
unlisted security rather than placing his funds in the initial stages of a new
enterprise fully listed upon the Exchange The Exchange has continued to use
the phrase, " admitted to unlisted trading" only because it does not desire to
deceive those who define " fully listed " as including only listing upon the appli-
cation of the company issuing the securities.

Occasional objections have been voiced that the New York Curb Exchange
admits securities to unlisted trading without the express approval of the com-
pany issuing the securities and at times retains a security on its list against
the express opposition of such company. The overwhelming majority of com-
panies, whose securities are admitted to unlisted trading upon the New York
Curb Exchange, are either satisfied with the marget that exists on the Ex-
change or have no interest therein.

In the past, the Exchange has itself too freely admitted securities to un-
listed trading, particularly in cases where, at the time of admission, no active
market in the security existed m the East or in New York. The Exchange
has recognized these mistakes and on its own volition, since January 2, 1933,
has removed from dealing by reason of inactivity 696 issues of stock and 247
issues of bonds.

Whenever a complaint has come to the Exchange from a company and a
request made for removal of its securities from unlisted trading, the officials
of the company have been invited to confer with the Officers and Committees
of the Exchange or to state their views in writing. Where this has not been
possible, representatives of the Exchange have gone to the companies to confer
with their officials and obtain the facts In cases where substantial and ade-
quate reasons for removing a security from unlisted trading were presented,
the Exchange was glad to drop the security from the list. Often, when the
operation of the Unlisted Trading Department was explained to them, com-
panies have withdrawn their requests to have their securities removed from
tiading.

Officers of companies occasionally base their request for removal upon the
claim that the market upon the Exchange does not represent or express real
values (it is significant that such a reason is generally advanced when the
tendency is downward), that fairer prices may be obtained when the security
is dealt in outside an Exchange where contact is close between the dealer and
the company, its officials or holders of the security interested in seeing its
the price kept up. This presents, indeed, a challenge to an Exchange

A market on an Exchange such as the New York Curb Exchange is an
open, fiee market where buyers and sellers with knowledge of trading condi-
tions and with actual bids and offers may employ an agent to meet agents for
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other buyers and sellers It represents a broad market and a, real market
as against a market limited by the capacity of a few outside dealers to take
and place the securities offered It is a market familiar to the investing
public of the entire country It is a market which does not "fold up'# when
the pressure on dealers becomes too heavy, creating thereby a moratorium in
the security with the resulting embarrassment to an owner who has to lealize
on his security.

The problem is presented as to which is better for the holders or prospective
investors With an Exchange market they know each day, for better or worse,
the actual conditions In the outside market, however, they have no assurance,
even if they are so fortunate as to know the quotations, that a nominally
quoted market will, upon a test, turn out to be sustained, and thereby real
An Exchange market, reporting daily, serves continuous notice to holders of
secunties of actual conditions and trends The owner is warned; his financial
standing, in so far as the particular securities are concerned, is revealed to
him each morning When he decides to act, the transaction is concluded and
reported immediately. He may call his agent to account before a tribunal
which has before it the records and will protect him But in an outside
market, such transactions are personal; there is no supervision; no exam-
ination; no control

The fact is occasionally stressed by company officials that a reorganization is
imminent The Exchange has made it a point to consider the effect of public
quotations in such a corporate emergency; but the problem remains to be
answered as to whether or not the public fares better, when it is asked to
exchange securities in a reorganization, if it relies on the one hand upon prices
made by the company or by dealers acting for the company or its reorganization
managers or, on the other hand, upon prices in the open market upon a national
Exchange The former, that is, the outside market, and its prices may, by
reason of its lack of publicity and control, be greatly to the advantage of the
company, by reason thereof, its refinancing may cost less, its stockholders may
fare better. But how about the bond holders and the new purchasers? In
the last analysis, it is the new investor, the one who is out but who is invited
in who should not be deceived but who should know the real public market

A maturing bond may sell upon the Exchange at 50; this is the price in a
free market This may not represent the ultimate value This is, however,
the present actual value The issuing company may believe it difficult and
expensive to induce an exchange or new capital on this basis In an outside
market a few purchases may lift the level twenty-five points The exchange
or purchase is then made on this higher basis Is this, however, the value upon
which the owner of the bond should make his decision or the public be invited
to subscribe, or should the actual public market be the test? It is a prime
essential of the new era that the owner or purchaser should be fully informed
of all facts in relation to his holdings or to his prospective purchases Is the
outside, the unregulated, the dealer market a fairer index of real values than
the market on an Exchange7

As against these conditions and the contentions of companies and dealers, the
Qurb Exchange believes that the prices of its securities on its floor represent
values obtainable and realizable at the moment; that it affords to the nation
generally a place where those who wish to sell have a far better chance of
getting prices, fairer in the circumstances by reason of the wide dissemination
of Exchange quotations throughout the entire investment field of the country
than if the same owners are confined to finding their purchasers through a
more or less unknown group

It is for these reasons that the Exchange is not necessarily led to remove a
security because the company objects. If it be shown that injury to the com-
pany or to its stockholders will result from a continuation of trading, trading
will be suspended There may be refinancing, when widely published quota-
tions may interfere with plans, but even here it is difficult to see why the public
should not know the actual prices which securities bring on a broad scale in an
open market rather than to follow more or less ignorantly and blindly the opti-
mistic hope of banks and officers of companies This is the source of much of
the difficulty between companies and outside dealers and the Exchange

It must be remembered in this connection that the Exchange does not admit
securities to unlisted dealing when primary distribution is taking place But
when the security is in the hands of the public, the market should be real and
substantial; not confined to a few houses which specialize to their profit in the
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security. The owners are entitled to the widest possible field of purchasers—
that is, the buyers of the nation.

It is undoubtedly easy to maintain a market when it is difficult to learn prices,
where owners do not know from daily observations of Exchange transactions
what prices are, the extent of the activity and the tendency of the market
They take everything for granted, and may wake up to a grievous surprise.

Complaints are sometimes made that markets on the New York Curb Ex-
change, as well as on Exchanges generally, by reason of publicity, particularly
in a declining market, have disturbed holders of securities and have induced
sales that might otherwise not have taken place It is undoubtedly true that
knowledge of declining prices makes for unsettlement and sales, and that am
advancing market induces purchases We believe, however, that it is prefer-
able for the public to face conditions rather than to hold on or to purchase on*
a foundation of ignorance

Stock Exchanges both m their early,days and in the more recent past, have*
not been free from criticism, much of it justified On the whole, however,
it is believed that the Exchanges have come in for much unwarranted denun-
ciation merely because they are organized and constitute focal points towards
which the searchlight of public opinion may be directed in much the sairp way
as " Wall Street" has always been blamed for all of the dishonesty and over-
reaching which from time to time aie " turned up " in the financial world It:
is easy to point to something definite and concrete, and difficult to lay hold/
of that which is unorganized

But the problems of recent years have been less questions of listing and of
the safeguards surrounding the admission of securities to trading than of
protecting the public against its own speculative fervor and against the*
machinations of the unscrupulous These are largely trading problems induced,,
not alone by the unscrupulous or by greed, whether specific or nationwide, but"
by national and international policies for which the stock Exchanges as welL
as the individual investor are not solely responsible

Criticism of the Exchange comes from Exchanges in other parts of the coun*
try which feel and, in the past at least with justification, that the action of the
New York Curb Exchange m admitting a security to unlisted trading, where
it is already listed upon another Exchange, is unfair There are many such
Exchanges, each of which fulfills an important and valuable function They
provide the facilities for the purchase and sale m their various centers of
securities, when an active market exists in such centers However, the grounds
for such criticism have to a very large degree been removed and in the future*
no security will be admitted to unlisted trading upon the New York Curb*
Exchange merely because an active market in the security exists on some other
Exchange or elsewhere in the country. Today the basic principle is that there*
must be an active market in the security in the section of the country which
the New York Curb Exchange particularly serves and especially in New York*
For the reasons heretofore advanced, it is believed that the Curb Exchange is
justified in permitting a market on its floor where an actual market m the
security exists here

A security is listed upon a local out-of-town Exchange because the security
is issued by a company which is a local enterprise or because the security is
known locally The issuing corporation recognizes this* Transactions in the
stock are at first limited to those m the neighborhood who are familiar with the
industry There is little general distribution; but as the local market becomes
active, investors in other financial centers take notice They give orders which,
are executed "over-the-wire" or "over-the-counter" The former are to the
advantage of the members of the Exchange of listing as well as to the company
which is securing a broader field for its securities and for its products But
there comes a time when a substantial number of stockholders, for example,
live in or about New York The same condition may prevail in any other
financial community There is a center of interest other than m the original
community It is at this point, when the maiket is active in New Yoik, that
the Curb Exchange believes that it is in a position to render service to the
New York holders or purchasers of the stock to enable them to buy or sell on an
Exchange in New York and to complete the transaction here rather than m the
distant city Application is made to admit the security to trading The appli-
cation must be by a regular member of the Exchange, himself a stockholder.
There must be sufficient distribution in and around New York to warrant the
belief that an active market exists in New York. The authorized issue must
not be less than 100,000 shares There must be submitted balance sheets and
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piofit and loss statements covering a period of not less than two years immedi-
ately preceding the date of application There must be furnished the history
and description of the business from its inception to date, a tabulated record
of dividends on all classes of stock from initial payment to date, a tabulation
showing fully the funded indebtedness and an official copy of the latest annual
repoit of the corporation in the form as issued to its stockholders All the
pertinent factors are then considered by the Listing Department and are passed
upon by the Committee If approved, the application goes to the Board of
Governors which must be satisfied before giving its vis6 If it be accepted as a
•Cuib stock, the public throughout the country becomes aware of the security
by reason of newspaper reports of transactions It may attract investors in
inany quaiters who do not base their decisions to buy solely upon the merit of
the security but also because of the market upon the Curb which gives it a
hanking value Here in New York are banking facilities to care for the largest
transactions Here is the financial center It may be that the members of the
Exchange of issue may lose orders The Curb members will certainly profit
On the other hand, the wider knowledge of the security may increase the busi-
ness on the home Exchange In any event, it would seem inconceivable that a
company, by listing upon a small Exchange might prevent a security, no matter
Tiow important it might have become, from being dealt in on any other Exchange.

Or take the conveise A security may be listed on no Exchange A market
anay arise in New York It is admitted to the Curb Exchange It becomes
a nationally know stock such as several now on the Exchange Would it be
m the public interest for the Curb to be compelled to cease trading in this
stock because the company, perhaps for selfish reasons, listed the stock on
an Exchange, say for illustration, in Arizona

A substantial market in a security admitted to trading on the Curb Exchange
could not be abandoned without tremendous financial disaster The public
lias learned to rely on Curb quotations. Bankers use them for purposes of
credit To cease trading in such securities in order that a local Exchange
should become the sole market place might produce a financial crisis. It
would benefit the distant Exchange to a degree; it would give plenty of orders
to the outside market; but it would leave the public confused and alarmed It
anight cause bankers to call loans based upon New York quotations The
market upon which all have relied for values and for sale would have disap-
peared and no local or outside market would afford an adequate substitute.

Some securities are fully listed on several Exchanges This occurs when
the company itself desires numerous distribution points for the sale of new
capital issues On the other hand, a security may be distributed following
listing on a small Exchange and the company may have no interest in new
financing It may be content to have the market at home. But if a market
be created m New York, the New York Curb Exchange enters in, to provide the
public interested in a security with a market which is recognized throughout
Ihe country.

In past years, securities were admitted to the Curb Exchange when there
was no market here, when the security was local This was not a proper
exercise of the function of the Curb Exchange Now, the requirements forbid
this An active market must be here m advance of, and as the reason for,
admission

It is undoubtedly desirable that adequate mfoimation should be available
to the public as to every security bought or sold in the United States The
New York Curb Exchange believes, moreover, that all trading should take
T>lace upon the floor of an Exchange where it will always be subject to proper
regulation and control; but so long as such an enormous amount of trading
takes place off or outside any Exchange and until the day comes when all
tiadmg is required to he upon Exchanges, it is believed that it is in the public
interest that trading in so-called unlisted securities should be permitted on
an organized Exchange when an active market exists in the security in the
neighborhood of the Exchange, and where sufficient information is on nle with
the Exchange to give to the investor substantial information in lespect to the
security No Exchange is more sincerely or honestly run than the New York
'Curb Exchange, and barring the New York Stock Exchange, no Exchange is so
nationwide in its scope, or offers more efficient and modern facilities !As
against trading upon a recognized and organized Exchange and trading off an
Exchange, and unless and until a security may not be bought or sold other
than on an Exchange, the issue would seem to be overwhelmingly in favor of
Exchange trading
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The CHAIRMAN. Mr. Lockwood, you will please state your name,
place of residence, and occupation.

STATEMENT OP WILLIAM A. LOCKWOOD, ESQ., EAST HAMPTON,
LONG ISLAND, COUNSEL POE THE NEW YOEK CURB EXCHANGE

Mr. LOCKWOOD. Mr. Chairman and gentlemen of the committee:
The New York Curb Exchange comes to you this morning to pre-

sent certain problems which arise by reason of the pending bill,
S. 2693, which problems are peculiar to our organization.

I think it may add weight to what I am going to say if I burden
you with a few figures: The New York Curb Exchange is the second
largest securities exchange in the United States. I t occupies solely
for its own purpose a 10- or 12-storied building running between
Trinity Place and Greenwich Street, New York City. I t has 550
regular members and 420 associate members. All of these members
are subject to the constitution and rules of the Curb Exchange

The CHAIRMAN. Five hundred and fifty members, did you say 2
Mr. LOCKWOOD. The New York Curb Exchange has 550 regular,

members, and 420 associate members.
The CHAIRMAN. All right. You may proceed.
Mr. LOCKWOOD. According to the New York Times analyst the

total number of sales of stocks on the New York Curb Exchange
in the year 1927 was 93,437,156, and of bonds $831,783,000. In 1933
the transactions were 100,916,602 shares of stock, and $944,374,000
of bonds.

During that period the ticker service of the Curb Exchange has
been extended all over the country. Its transactions are published
daily in newspapers throughout the country. I t has its own stock-
clearing corporation, the Securities Clearing Corporation.

Transactions in stocks alone on the New York Curb Exchange
equal or exceed transactions taking place on all other securities
exchanges in the country7 except that of the New York Stock
Exchange.

This additional factor may be of interest to you gentlemen of the
committee: The market value of all securities dealt in on the New
York Curb Exchange as of November 23, 1933, were common stocks
approximately $11,000,000,000, preferred stocks approximately
$2,000,000,000, and bonds approximately $4,600,000,000; or a total of
market value dealt in on the Curb Exchange as of November 23,1933,.
approximately $17,000,000,000. That will give you gentlemen an
idea of the important of this exchange in the economic functioning
of the country.

I desire to take up with the committee three specific points in
which this bill affects our exchange peculiarly:

First is the question of foreign securities which are dealt in on
our exchange. In the year 1933 there were American depository
receipts for foreign stocks dealt in on the Curb Exchange, outstand-
ing to the amount of upwards of 7 million shares, and in 1933.
approximately 4J/2 million of those depository receipts were dealt in*

I might explain that those receipts represented the deposit of
shares of foreign companies with American trust companies or banks,
and each of the companies whose security is dealt in, with us ii*
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the form of a receipt, is listed on one of the big foreign exchanges.
The depositary, and the exchange itself, has information on file in
respect of these securities.

Senator ADAMS. Mr. Lockwood, just as a matter of curiosity let
me ask you: How does the volume of trading on your exchange and
on the New York Stock Exchange compare with the volume of trad-
ing on the London and Paris Bourses, if you happen to know? I
am asking more as a matter of curiosity, perhaps, than of interest
in this situation here.

Mr. LOOKWOOD. As to that I do not know. But our trading is
approximately one quarter to one fifth of that on the New York
'Stock Exchange. But I do not know how it compares to the trading
*on foreign exchanges.

Senator ADAMS. All right.
Mr. LOCKWOOD. NOW, m the matter of foreign bonds, in 1933 we

traded in 74 million dollars of them. As I have said, there are three
problems, and this is one of them, for if the bill as proposed is
enacted into law in its present form, these depository receipts, these
bonds, may no longer be dealt in on our exchange, because it is
inconceivable that foreign companies will file the information
xequired.

The securities are all distributed, that is, in respect of stocks are
distributed in advance of the issuance of the depository receipts, so
that you are dealing here with a condition where thousands of
American citizens hold these certificates or receipts, and these bonds,
and if they be thrown off the Curb Exchange, will have to find tjieir
market on the outside.

The second point which I desire to raise, and quite an important
<one, concerns our specialists as they deal in odd lots. On our
exchange a specialist in full lots is also a specialist in odd lots. In
-other words, a specialist on the New York Curb Exchange, when he
execute an order in a full lot is bound automatically to take all
orders on his books at a differential below the full-lot price. That
is, he may have an order for 10,000 shares of stock in odd lots, and
the sale by him, or purchase by him, of 100 shares of the full lot,
makes him liable to take all the odd-lot shares, in this case 10,000
bhares, which are on his books. Now, if the odd-lot specialist, or
the full-lot specialist

Senator ADAMS (interposing). Do you have the same rule as to
the New York Curb a
( p g ) y

traded in on the New York Curb as has the New York Stock
Exchange?

Mr. LOCKWOOD. Yes.
Senator ADAMS. There must be units of 100 shares.
Mr. LOCKWOOD. Generally speaking, 100 shares.
Senator ADAMS. DO you have the same situation as to specialists

<on your exchange that the New York Stock Exchange has ?
Mr. LOCKWOOD. We have the same situation with specialists gen-

erally, but not in respect of odd lots, because in the case of the New
York Stock ^Exchange they have three or four odd-lot houses, while
we do not Tiave odd-lot houses. Accordingly, a specialist on our ex-
change has to fae the means of taking or furnishing to all purchasers
or sellers of odd lots a market at a differential of one eighth or one
quarter below the full lot.
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Senator ADAMS. The odd-lot trading goes exclusively through
specialists on the Curb market?

Mr. LOCKWOOD. Yes. In other words, he acts in a dual capacity.
Now, if the specialist is prevented from protecting himself by
making the necessary commitments in order to take care of his odd
lots, it means that the odd lots will not be traded in, that is, at the
regular differential. They will have to be bought or sold at what
can be obtained, and they will not get the benefit in the full-lot price.

Senator ADAMS. All right.
Mr. LOCKWOOD. NOW, the third and perhaps the most interesting

point to you gentlemen is what we call our unlisted department.
Let me preface that by saying: No security is dealt in on the New
York Curb Exchange which is not officially listed, but the word
" unlisted " is a misnomer. I t is a phrase or title which has come
down through the years, and

Senator TOWNSEND (interposing). Officially listed where?
Mr. LOCKWOOD. Officially listed by the board of governors of the

New York Curb Exchange This word " unlisted " has come down
through the years and we have not changed it to some such words
as " member listing ", which I will explain later, because there are
many people in the country who understand that fully listed as
meaning listed on the application of the company itself.

Now, what we call our unlisted stocks are stocks listed on the ap-
plication of a regular member of the Curb Exchange. In that case
the regular member has to be a stockholder of the company. The
purpose of that is to insure to the exchange all official reports which
are issued by the company.

I think you may be interested in knowing what some of the re-
quirements are for the admission of a security to so-called " unlisted
trading " on the New York Curb Exchange.

Senator TOWNSEND. Will you state what examinations are made,
also?

Mr. LOCKWOOD. I think, Senator Townsend, that will come in in
what I am going to say now.

Senator TOWNSEND. All right
Mr. LOCKWOOD. The unlisted companies are never those of new

•enterprises. That may interest you. They are never those of new
enterprises They must have had a minimum experience of 2 years.

Senator TOWNSEND. DO you mean that a new company could not
list its stock unless it had been in existence for 2 years ?

Mr. LOCKWOOD. A new company will be admitted to full listing
on application made by the company itself. But we do not take into
our unlisted department securities which have not had an experience
of at least 2 years Our exchange is in respect of its fully listed se-
curities generally speaking a primary exchange. In respect of
primary companies we do not feel that they should come into the
unlisted class. They are not distributed. They have no experi-
ence, and Ve would not have the control over them which we do
have in respect of unlisted. We have to take all papers which are
submitted, voluminous papers, and our full listing requirements
call for as much information as is required by the New York Stock
Exchange; and those papers are carefully studied.

Now, that is in the case of the full-listed securities. In the case
of the so-called "unlisted," as I have said, they are companies of
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long experience. Indeed, an examination of 241 companies taken
in serial letters in order, showed that—well, I have forgotten ex-
actly, but I believe this is it: Of the 241 companies at time of ap-
plication the average period of corporate existence had been 25.7
years. In other words, the most of them are old-established com-
panies, and they are all established for at least 2 years.

Senator ADAMS. Mr. Lockwood, one sees in the daily papers re-
ports of transactions on the New York Curb Exchange. Do they
include both the listed and the unlisted stocks without distinction?

Mr. LOCKWOOD. Most newspapers, and the Associated Press in
its service throughout the country, distinguish between fully listed
and unlisted by means of an asterisk. We have endeavored to in-
duce newspapers to make a clear demarcation in their publications
as between the fully listed and the so-called " unlisted ". AH litera-
ture of the Curb Exchange, including its weekly bulletin, makes
clear that distinction. Indeed, the ticker service makes the same
distinction.

Now, if I may call attention to one of our principles, one of our
beliefs, in respect of these securities with its long experience, com-
panies which have weathered the economic stress and strain for so
many years; if I may present a record which may be studied by the
investor, which is after all, perhaps, as significant as anything which
he may find in the way of statistics for examination. What we re-
quire of an unlisted company, of one making application for an un-
listed company, is the following; that, is, this is the portion of it
which I think will interest you: No stock will be admitted of which
the authorized issue is less than 100,000 shares; no bonds will be ad-
mitted of an issue of less than $5,000,000; there must be an adequate
market in and around New York City; it must be an active market.
As I said before, the company must have had years of actual opera-
tion—not less than 2 years—and show a record of actual and satis-
factory earnings for such period. The company must have estab-
lished and maintained the principle of periodic annual audits by in-
dependent accountants. And, as I say, must maintain or continue
that principle, because it is a rule of the curb exchange if a company
ceases to maintain that practice the security will be stricken from
the list.

Senator ADAMS. IS that so regardless of whether it is listed or
unlisted?

Mr. LOCKWOOD. Well, this is an unlisted security.
Senator ADAMS. All right.
Mr. LOCKWOOD. Balance sheets and profit-and-loss statements for

a period of 2 years must be submitted. These statements must ap-
pear in Poor's, Moody's, or one of the standard statistical services,
or an official statement must be given to the curb exchange. We
have to have a history and description of the business, a tabulated
report of dividends, a full description of the funded indebtedness,
an official copy of the latest annual report, a statement from an offi-
cer of the company or from the transfer agent or registrar of the
stock of the number of stockholders among whom the shares of each
class of stock applied for are distributed, a statement from a responsi-
ble officer of the company as to any options outstanding by the
company or of any options or calls on the stock known to said
officers.
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Now, there is another factor there which I think will be of interest
to you. I t is the material which is filed with what is called the listing
department of the New York Curb Exchange. When that is re-
ceived the financial statements are all sent by the curb exchange to an
independent certified public accountant whose duty it is to examine
and break down those balance sheets, profit-and-loss statements, and
so on, and report to the committee such criticisms or comments as he
may feel in his independent capacity should be brought to the atten-
tion of the committee. In other words, we have expert assistance in
the analysis of the statements submitted by other independent
accountants.

You may very well ask me: What is the difference between our
fully listed and our unlisted companies? I t is true that the fully
listed companies have to sign an agreement by which the company
applying will carry out certain specified requirements, and will also
comply with such future requests or demands as we may make. We
have more material on file in the case of a fully listed company; at
the same time in the case of unlisted companies, as you will note from
the list of requirements I have already given you, we do have quite
adequate information, which, on examination, will furnish to a pro-
spective purchaser knowledge of the business, its years of experience,
its balance sheets, and so forth.

The CHAIRMAN. What are the charges for listing?
Mr. LOCKWOOD. The charge is $1,000.
The CHAIRMAN. That does not depend upon the size of the com-

pany ?
Mr. LOOKWOOD. Not on our exchange.
The CHAIRMAN. What are the charges for trading?
Mr. LOCKWOOD. The charge is $100, which is paid by the member

applying for unlisted trading.
The CHAIRMAN. All right.
Mr. LOCKWOOD. A practical illustration of what our unlisted com-

panies are, of what they do, what their standing in the community is
may be emphasized to you gentlemen when I tell you that of our
so-called "unlisted" stocks 75 percent have already adopted the
principle of periodic annual accounting by an independent account-
ant, and 97 percent of our companies issuing bonds have adopted
that principle, or a total of all securities dealt in on our so-called
" unlisted department " of 82 percent.

It may also interest you to know that as of December 31,1933, as I
recall it, 42 percent of our unlisted companies were dividend-paying
companies.

Senator TOWNSEND. What date was that?
Mr. LOCKWOOD. December 31, 1933. Our bond list may have been

observed by you gentlemen. If not, I think it would interest you to
see the character of the bonds which are traded in on our exchange.
The average price in December last was, as I recall, 64 plus. Only
19 of the upwards of 600 issues are fully listed. All the rest of those
high-class bonds are admitted to unlisted trading.

Senator TOWNSEND. What percentage of your bonds are paying
interest, or what percentage are in default, if you know ?

Mr. LOCKWOOD. I can give you that exactly, sir.
Senator TOWNSEND. I wish you would.
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Mr. LOCKWOOD. On July 1, 1921, out of a total of 476 bond issues
admitted to unlisted trading 3 issues were in default on interest
payments. On November 1, 1933, out of a total of 643 bond issues
admitted to unlisted trading only 83 issues, including 18 certificates
of deposit representing underlying bond issues in default, were m
default.

Senator TOWNSEND. All right.
Mr. LOCKWOOD. Now, gentlemen of the committee, the theory

underlying the practice of the New York Curb Exchange in main-
taining this department is this: When an active market in a secur-
ity which meets our requirements exists in New York City, it is
felt that in the interest of the public, that is, in the interest of the
owners of those securities and of the prospective purchasers of them,
that that market should be on an exchange, an organized regulated
exchange, rather than in the outside market.

On the exchange an order is given by a stockholder, or by a pros-
pective purchaser, to a man who as a broker meets another broker,
or another member who is a broker, who represents the other side
of the transaction. I t is a pure agency in which the purchaser or
the seller pays only the stipulated rate of commission. The trans-
actions are immediately made public over the ticker. They are pub-
lished throughout the country. They may be checked. We have
committees who will, if any complaint is received in respect of the
order, call for the books of the members who executed the order;
and there they have the time stamp, the actual record of the
transaction.

Now, these factors are not necessarily true of the outside market.
There the transactions are generally between dealers. And what
we feel is that our promise of an active market in New York is
of great value, not only to the people of New York City, because
as this market grows it becomes national in the case of some securi-
ties, but throughout the country the citizens, securities owners, may
observe each morning the actual transactions on the Curb Exchange
of the day before, with the closing bid and offer. And if they wish
to sell or to purchase they may telegraph and will get immediate
execution and an immediate report. These, we feel, are most im-
portant factors.

Now, gentlemen of the committee, sections 11 and 12 of this bill,
if enacted in their present form, will practically, if not entirely, elimi-
nate this market. I t will eliminate the so-called " unlisted " market
without question, for the reason that no security, in accordance with
the present provisions of the bill, should it be thus enacted, may
be traded in on a' national exchange unless the company itself, not
only files a registration statement but at the same time applies to the
exchange for listing.

As I have said, 82 percent of all our securities are unlisted. The
value of those securities as of November 23, 1933, that is, of those
unlisted securities which I have described to you, and which would
be thrown out of the exchange and into an outside market in event
of the passage of the bill in its present form, the valuations, as I say,
of the common stocks were approximately $10,400,000,000, of pre-
ferred stocks $1,700,000,000, and of the bonds $4,500,000,000, or a
total of approximately $17,000,000,000.
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Senator ADAMS. Did you say 82 percent of the securities listed on
the curb ?

Mr. LOCKWOOD. No; 82 percent of the securities dealt m.
Senator ADAMS. Oh, 82 percent of those dealt in are unlisted.

How does the volume of trading on the curb exchange, if you have it
convenient, show up ?

Mr. LOCKWOOD. I have that and will give it to you.
Senator ADAMS. Thank you.
Mr. LOCKWOOD. I am informed by those who know that it is ap-

proximately the same percentage, that about 18 percent would be in
the listed securities.

Senator ADAMS. All right.
Mr. LOCKWOOD. NOW, in order to give this a further human touch,

we have figured that in 34 of our approximately 600 companies whose
securities are admitted to unlisted dealing, that in the case of 34 of
those companies only, there are 2,424,727 holders of stock. So we
have the problem, gentlemen of the committee, of these billions of
dollars of securities, with these millions of holders, which are now
dealt in on an orgamzed and regulated exchange, being by this bilL
thrown from that exchange to such market as they may acquire.

Now, gentlemen of the committee, this problem it strikes me may
not be considered except in connection with the over-the-counter
problem itself. But the framers of the bill have sought to accom-
plish some control, have sought to enforce full listing on exchanges,
with corresponding filing of statements, by making a differentiation
m the security value, the loaning collateral value, between listed
and unlisted securities.

The CHAIRMAN. DO you mean to say that the issuers of securities
will not make application for registration on securities exchanges
and that that will eliminate them?

Mr. LOCKWOOD. I am glad you bring that up, Senator Fletcher,,
because there are any number of corporations whose securities are
bought and sold in this country which have not and will not make
application for listing. Several factors enter into that. There is the
factor of indifference, as to securities which have been entirely dis-
tributed. There is no desire to finance. There is the question of ex-
pense. There also enters in at times the feeling, I imagine, that the>
exchange market being a free and open market is perhaps not so>
favorable to quotations as the over-the-counter market. That may
be so. In any event these companies have not and, in my opinion,,
will not apply for listing on any exchange. There is nothing in it
for them anyway by way of advantage because they are not con-
cerned with financing or with what the stock does.

Senator BULKLET. These are all unlisted stocks, are they 2
Mr. LOCKWOOD. AS I have said, Senator, 82 percent of our securi-

ties, of which there was a market value last November of approxi-
mately 17 billions of dollars, all represent companies which have
been in existence for many years, it may be safe to say at least for
15 years, all these securities must go from our exchange if the bill
is enacted as it now stands.

Senator KEAN. And that represents about 17 billion dollars ?
Mr. LOCKWOOD. Yes; about 17 billion dollars market value as of

that recent date.
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The CHAIRMAN. All right. You may go on.
Mr. LOCKWOOD. Now, I take the liberty of bringing to the attention

of the committee the fact that this unlisted department of the Curb
Exchange offers a method of regulating the purchase and sale of
securities which has been tested and found adequate. And I also
take the liberty of making the assertion that it is not in the public
interest that these securities should leave an exchange. An exchange
is an entity. An exchange is something which you are seeking to
regulate. You are seeking to protect the investors of the country,
and one of the means you are using is in the matter of control of the
exchanges themselves, in the matter of exchange practices. In
respect of that purpose we are certainly entirely in sympathy.

Now, gentlemen of the committee, the present bill also, as I have
heard stated here, and as you yourselves may have observed, goes
beyond the exchanges themselves, and of their riiembers, into mat-
ters of collateral value, and control of companies, and even, as has
been stated here by Mr. Corcoran, the bill has a social significance.
I t will be observed also, and has been mentioned here, that section 14
which seeks to regulate the over-the-counter markets, is indefinite,
intangible, and that no one of the proponents of the bill whom I
Tiave heard, has stated that he has any definite idea in mind as to
what can be done under this section.

Now, we again present to you that with this great national ex-
change, this great national regulated exchange, there is opportunity
for control provided we be allowed to continue and to cooperate

Senator ADAMS. During what some of us regarded as an orgy oi:
speculation, which went on in 1928-29, was there any distinction
that could be drawn for or against any one of these four classes, in
fact, to better distinguish as between one or the other; that is, you
had the New York Stock Exchange; you had the New York Curb
Exchange, with its listed and unlisted, and you had the over-the-
counter market. That is, can you say that any one or other of this
group was less effective in that it more tempted speculation ?

Mr. LOCKWOOD. Generally speaking, Senator Adams, I would say
Uiat the so-called " unlisted " securities on the New York Curb Ex-
change have stood up as well as the securities on any exchange. As
2 have told you, 42 percent of those were dividend-paying stock as
of December 31, 1933. I have no comparison, and I will not at-
iempt

Senator ADAMS (interposing). I wanted to know if any one showed
greater resistance to this speculative mania than others.

Mr. LOCKWOOD. That I could not say without examination.
Senator ADAMS. I am wondering what the benefit of the regula-

tions really has been.
Mr. LOCKWOOD. The regulations at that time were not the regula-

tions which are in effect today on the exchanges. There is no ques-
'tion about that. And we submit this thought to you: That the
rules and regulations adopted by the New York Stock Exchange
and by the New York Curb Exchange as they exist today certainly
restrain manipulation and restrict activity. In the last analysis all
market movements rely on a great deal, in their initial stages at
least, the things which are now prohibited, the manipulative prac-
tices which are prohibited now by both exchanges. And I do not
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believe it is conceivable that the exchanges would, as a matter of
self-interest let me say, vary those rules, or let up on their enforce-
ment.

That, however, brings me to a thought I should like to present to
your committee this morning: There is no question but what Con-
gress and the people of the country demand regulation of stock
exchanges. If my premise be correct, that the present rules are aru
effectual restraint—and certainly if section 8 of the pending bill,
with certain changes, were enacted into statutory law the urge to*
regulate these other activities, these outside activities, would, it seems
to me, be very much lessened—to that end the New York Curb Ex-
change is prepared to recommend the passage of a licensing bill, with
requirements as to rules and regulations of exchanges, and that there
should be put in as a definite statutory prohibition subsections in
section 8 those things a crime.

Now, if that be done, we have left open for further consideration
matters of margins, specialists, segregation of activities, company
reports, listing requirements, all of which are matters of dispute*
I think you have head enough here to know that there is not &
unanimous concensus of opinion m respect of any of these.

Now, we recommend that the bill—and you may say it would
emasculate it, but from my point of view let us say thai the bill
retain those provisions which are aimed at prevention of manipula-
tion, manipulative practices, which after all are the high danger
spots, any excessive speculation; and that these other matters be left
to a commission, the matters I have spoken of in which there is no
concensus of opinion, for such commission to examine and report
back to Congress on two lines:

One is, which of these practices should be covered by direct pro-
hibitions, if any; and, second, which should be subject to generaL
regulatory power.

If you feel that you must pass a registration section, I have t o
suggest that that might be modified in the following mannjer, in*
a manner which would leave these exchanges which deal in so-
called "unlisted" securities, free to continue their services to the
public.

Before saying this, however, I do feel that the whole question*
of admission to dealing on exchanges, not necessarily the question
of listing upon exchanges but the problem of admitting to dealing1

on exchanges, should be given very careful consideration, because
there are other exchanges in this country which deal in securities^
so-called " unlisted ", which fulfill in their communities the same
function which we fill, which the New York Curb Exchange per-
forms in New York City.

If, however, as I have said, the Congress deems it necessary to>
have a registration section, I would suggest that the filing with the
Federal Trade Commission, or such other regulatory body as majr
be designated, should be necessary by a company if it intended to*
have its securities listed; but that if the company which filed with*
the Federal Trade Commission did not itself make application to
the exchange, the exchange would not be authorized to register for
dealing in its stocks, or register for dealing m its bonds, unless
proper information was on file with the Commission- The. Com-
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Hussion would be authorized to send copies of that information to
exchanges, and exchanges might adopt such other regulations and
requirements as the exchanges deemed wise before admitting a
security to what I would call registered for dealing.

Now, that would take care of securities where a listing application
was made. We would have a further section which would authorize
exchanges, under such rules and regulations as the regulatory body
or the Federal Trade Commission might specify, to authorize these
exchanges to admit to dealing other securities, and that the news-
papers in interstate commerce should clearly differentiate in their
reports as between tlie two categories. In other words, registered
for dealing, which would bring to the mind of anybody who read
the quotations that rthose securities were actuallyx registered in
Washington, that their reports were registered. And admitted to
tdealing on the exchange would simply mean that the exchanges were
dealing in securities under rules and regulations as the Federal
Trade Commission or other regulatory body might deem to be in
the public interest.

So, gentlemen of the committee, we are trying to bring to you
something constructive. I think our purpose to cooperate is shown
by the positive suggestions which we have advanced, and I empha-
size the word "constructive " because we feel that with the assist-
ance of Congress we may be further helped in making permanent
that which is good arid in eliminating any evil which may subse-
quently develop. In other words, we hope that the act insofar as
we are concerned and insofar as the public is concerned, the public
which is interested in our securities, will be constructive and not
destructive.

I am very grateful to you for hearing me.
The CHAIRMAN. YOU have made some very helpful suggestions,

and we appreciate hearing both Mr. Grubb and yourself. We will
consider all that you have submitted here and the things which you
'have placed in the record, these pamphlets which you have sub-
jnitted to us.

Mr. LOCKWOOD. We are glad to cooperate in any way that we can.
The CHAIRMAN. I think some specific instance might be mentioned

which developed before this committee that might be worth while
calling to your attention. A man and his wife had saved $2,000.
They were poor people, a,nd they saw quoted on the Curb Exchange
flie stock of a corporation organized in one of the Midwestern
States, quite a considerable corporation in its best days, at $1, and
^ e y decided to place an order for 2,000 shares. They got together
tneir $2,000 and sent it on to a broker in New York with an order
to purchase those shares. The broker purchased the stock and sent
the certificates to them. Then they began to look into the corpora-
tion for the first time, I mean the corporation that issued the stock.
They found that the corporation had been in the hands of a re-
ceiver for over 6 months and that bankruptcy proceedings were
pending. Upon inquiry of the referee in bankruptcy, they ascer-
tained that the assets of the corporation would not pay the debt
owned 'by it to the Government, and therefore that the stockholders
would receive nothing. That brings up the suggestion whether or
not the Curb Exchange ought not to take off its list, if it is listed,
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or ought to permit to be quoted, the stock of any corporation that has
been placed m the hands of a receiver.

Mr. LOCKWOOD. Senator Fletcher, the practice of the New York
Curb Exchange m that respect is as follows: We do not suspend
from trading a security because of receivership. If a receiver be
appointed we endeavor to secure at the earliest possible moment a
statement from the receiver of the assets and liabilities, and if we do
not get that within a reasonable time our practice is to suspend the
stock for a while. If we do get the statement and it shows assets
which may be available for stockholders, we feel in that situation,
with the statement on file, a showing officially from the receiver of
what the assets are, that the stock should be continued for the benefit
of those who have been stockholders. But on the statement of facts
that you gave, Mr. Chairman, there is no question but what the
security should have been stricken from the list.

Senator ADAMS. I know from experience of a member of the com-
mittee who bought some stock in a company listed on the New York
Stock Exchange, which is in the hands of a receiver, and he watched
it from time to time, but it has now disappeared from the list, so that
he does not know what has happened to his stock.

The CHAIRMAN. Might I suggest on the same point that we get
the attitude of the New York Stock Exchange on that?

Senator ADAMS. Yes; I think we should have it.
Mr. REDMOND. Mr. Chairman, that is a problem which has given

us concern for years. After all, we have no means by which we
can get official notice of even the appointment of receivers promptly
enough so as to put the public on notice of the fact. When we do
get that information we publish a notice, which is.sent to all mem-
bers, that a receiver has been appointed. But there are many, many
instances in which a company goes into receivership for the purpose
of reorganization where there is a very real value for its stock.
Now we endeavor to get the information so as to determine whether
there is anything in the way of a residual value, and if there is to
leave it on the list, and if there is not, to strike it from the list. Our
great difficulty, however, is to get receivers or trustees in bank-
ruptcy to give us any statement as to what assets are going to be
available for stockholders.

We recently had a case involving a chain store, and quite frankly
they said that dependent upon the decision of the Supreme Court in
regard to whether the claims of landlords were valid claims in
bankruptcy, the common stock was either valuable or worthless,
and that they could not forecast the decision of the Supreme Court.
That decision was handed down and the stock apparently has a
substantial residual value.

I might add that that matter has been under discussion by the
committee on stock list of the New York Stock Exchange for years.
We have recently tried to get all corporations that are in receiver-
ship to give us the balance sheets ot the receivers. We got it in
one case and found it was more misrepresentation than no informa-
tion at all, because the receiver issued a statement of his operating
income without deductions of any kind whatsoever for depreciation
and that one item alone turned what looked like a fine operating
statement into red figures.
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I t is a very difficult problem, and one which I think the exchanges,
both the New York Stock Exchange and the New York Curb Ex-
change, as well as others, realize requires great study, and possibly
the cooperation of our courts in giving prompt information to the
public as to appointment of receivers and trustees in bankruptcy.

The CHAIRMAN. I thank you very much, Mr. Redmond. I think
there may be chances in the case of a simple receivership of the
stockholders getting something for their stock. I can see that, Mr.
Redmond, or can see where that is possible, but when a receivership
is followed by bankruptcy it seems to me that closes the door and
there is no chance, or at least very little, for the stockholders receiv-
ing anything.

Mr. REDMOND. On that, Mr. Chairman, I am entirely with you,
that we can draw a distinction between the appointment of an equity
receiver and the appointment of a receiver in bankruptcy. But
under bankruptcy now, and more particularly since the recent deci-
sion of the Supreme Court in the National Radiator case, apparently
equity receiverships will be restricted to corporations having a pub-
lic interest. Therefore, presumably, we will see more cases of bank-
ruptcy than in the past. But even in bankruptcy there may be a
residual value, as was the case in this chain-store matter.

The CHAIRMAN. I wanted to get the attitude of the exchanges in
this matter.

Mr. LOCKWOOD. All exchanges seek to have on file for the benefit
of prospective investors, or holders of securities, full information.
Now, I think our general theory is this: That if we reach a situation
where we can get no information the security should be suspended
or stricken from, the list.

The CHAIRMAN. I t seems to me that ought to be done, or that
some notice should be given to the public that the issuer is in the
hands of a receiver. I think there should be something in the
papers, where a stock is nearly up to a receivership, or a receivership
is existing, or something of that kind, so as to notify prospective
purchasers of the stock that it is not on the regular trading footing.

Now, are there any questions by members of the committee?
Senator KEAN. Mr. Chairman, I should like to ask a question or

two of Mr. Lockwood.
The CHAIRMAN. YOU may proceed, Senator Kean.
Senator KEAN. Mr. Loclewood, you have practically the same rule

in regard to short selling that the New York Stock Exchange has,
I believe.

Mr. LOCKWOOD. We have, generally speaking, the identical rule,
and the rules covering all securities traded in on the New York
Curb Exchange are somewhat the same.

Senator KEAN. SO that you have the right to ask your members
for the names of customers who have sold stock short.

Mr. LOCKWOOD. We not only have that rule, but we do ask for it.
Senator KEAN. Have you asked your members to make report

on sales of stocks short, I mean on the New York Curb Exchange ?
Mr. LOCKWOOD. We have not.
Senator KEAN. Will you ask, for the benefit of this committee,

that you be furnished witH a report from them from the 1st of
January of this year to the 9th of February on the sales of air
stocks on vour board and of their customers?
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Mr. LOCKWOOD. Sales or transactions? Do you mean reports on
transactions ?

Senator KEAN. Yes.
Mr. LOCKWOOD. Very good, sir.
Senator ADAMS. Mr. Lockwood, do you have any instances where

the same stocks are listed both on the New York Stock Exchange
and on the New York Curb Exchange ?

Mr. LOCKWOOD. I t is in our constitution that no securities shall
be traded in on the New York Curb Exchange which are dealt in
on the New York Stock Exchange.

Senator ADAMS. That would not apply to local exchanges in other
cities, however, I take it?

Mr. LOCKWOOD. I t does not.
The CHAIRMAN'. Are there any other questions of Mr. Lockwood

by members of the committee? [A pause, without response.] If
not, we are very much obliged to you, Mr. Lockwood.

Mr. LOCKWOOD. And I wish to thank you gentlemen for hearing me.
Senator ADAMS. Senator Kean, that request made by you does not

apply to odd lots, does it?
Senator KEAN. NO ; I did not mean odd lots of air stocks.
Senator ADAMS. Did you gentlemen understand that?
Mr. GRUBB. Yes. I understood that it applied to the round num-

bers list only.
(Thereupon Mr. Grubb and Mr. Lockwood left the committee

table.)
Senator GOIDSBOROTJGH. Mr. Chairman, I have a letter from the

Baltimore Chamber of Comjmerce, protesting against the passage of
this bill in its present form and setting out reasons why they make
the protest. I should like to have it made a part of the record.

The CHAIRMAN. The committee reporter will make it a part of the
record and return the letter to you, Senator Goldsborough.

Senator GOLDSBOROUGH. I thank you.
BALTIMORE CHAMBER OF COMMERCE,

OFFICE OF THE SECRETARY,
Baltimore, March 5th, 1984

Hon. PHILLIPS LEE GOLDSBOROUGH,
United States Senate, Washington, D C

DEAR SIR: At a meeting of the Board of Directors of the Baltimore Chamber
of Commerce held Monday, March 5th, 1934, the following preamble and reso-
lution was adopted, viz:

Whereas as National Securities Exchange Act of 1934, Bill S. 2693, was con-
ceived with the laudable purpose of correcting certain admitted abuses existing
in the various security markets, and

Whereas all right thinking Stock Exchange members and dealers in seeun*
ties would welcome the correction of such abuses, yet this bill, as at present
written, attempts an impracticable degree of regulations of credit agencies;

Curtails the proper functions of banks,
Seriously restricts loans when credit expansion is desired and advocated as

a recovery measure;
Removes from availability money in banks not members of the Federal

Reserve System m preventing them from lending on any security listed on a
national securities exchange to any member of such exchange;

The restrictions placed on unlisted securities would place an extreme hard^
ship on small corporations in financing or refinancing themselves: Therefore
be it

Resolved, That the Baltimore Chamber of Commerce protests against the
passage of bill S 2693 in its present form, and be it further

175541—34—PT 15 46
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Resolved, That a copy of this resolution be sent each of the Senators and
Representatives from the State of Maryland and to Senator Duncan U Fletcher,
Chairman of Senate Committee on Banking and Currency

Very truly yours,
(Signed) JAS B HBSSONG,

Secretary
The CHAIRMAN. I believe Mr. Wetsel wished to be heard. If he

will now come forward to the committee table we will be very
glad to hear him.

STATEMENTS OF A. W. WETSEL, WETSEL ADVISORY SEEVICE,
INC., AND J. J. MITCHELL, ESQ., ATTORNEY TOR WETSEL
ADVISORY SERVICE, INC., NEW YOKE CITY

The CHAIRMAN. Mr. Wetsel, please state your name, place of resi-
dence, and occupation.

Mr. WETSEL. My name is A. W. Wetsel. I reside in New York
City. I am president of the Wetsel Advisory Service, with offices in
the Chrysler Building. The organization that I head isi an inde-
pendent investment counseling organization. We have client® all
over the United States, as well as in Canada and foreign countries.
We serve through various mediums, one being a weekly bulletin in
which we discuss general market conditions, and the outlook as we
see it, and make such specific recommendations for purchases or
sales as we think conditions warrant.

One other channel through which we serve the public is in the
management of their funds. We have the entire funds before us,
which we make recommendations on.

The CHAIRMAN. What is that fund derived from?
Mr. WETSEL. Their capital. They give us the entire list of their

securities which they have, and such cash as they have. They place
a certain fund, which may be $100,000 capital. They may, at the
time they come with us, own securities in the sum, say, of $50,000,
and have $50,000 cash. We take charge of the entire fund.

The CHAIRMAN. What do you charge for your services and what
are they based on?

Mr. WETSEL. Our weekly bulletin sells at $60 a year. The super-
visory service or management service, as we call it, has a sliding
scale of fees. The basic rate is 1 percent of the entire capital per
annum.

The CHAIRMAN. For the benefit of investors or for the benefit of
those who have securities to sell ?

Mr. WETSEL. I am glad you raised that point, because our interest
is solely that of the investor. We have no securities whatever to sell,
and do not own any securities. We act in no capacity whatever as
broker, or go-between, between buyer and seller, except so far as our
judgment goes, as to whether stock should be bought or held or sold.

The CHAIRMAN. We will be glad to have your views about this
pending bill now.

Senator KEAN. Before you start, Mr. Chairman, if I may, you
charge them for the bulletin $60 and 1 percent?

Mr. WETSEL. NO. That is an entirely separate service.
Senator KEAN. That is a separate service.
Mr. WETSEL. Yes.
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Senator KEAN. SO that, if I give you $100,000 or $10,000, your
charge is 1 percent per year for managing that?

Mr. WETSEL. That is true on $100,000 or over. On anything less
than $100,000 and down to $10,000—we do not take any less than
$10,000—we charge 1 percent up to $50,000, one quarter of 1 percent
from that up to $100,000, and then 10 percent of net realized profits.

Senator KEAN. DO you call profits interest?
Mr. WETSEL. NO. Deductions are made, of course, in computing

profits, for 6 percent interest on the entire fund. All commissions
and all other charges are deducted before profits are computed.

I might say at this point that the only excuse we have for being
in, business is that we have made a study for many years of the
causes and effects of price movements. Any conclusions we arrive
at as to whether a stock should be bought or held are based upon
our experience in connection with the causes and effects of move-
ments.

I have prepared a statement here to save the time of the com-
mittee. I will not read it all.

Senator KEAN. Have you copies of it?
Mr. WETSEL. Yes. Any conclusions we have drawn concerning the

bill that is now under discussion are also based upon our experience
.as to causes and effects of price movements.

With your kind permission at this point I would like to introduce
Mr. J. G. Mitchell, who is our attorney. I think he can discuss
these high lights probably a little more intelligently than I can. I
have prepared a statement, but I think he is probably more capable
of discussing these points.

The CHAIRMAN. Very well, Mr. Mitchell.
Senator GOLDSBOROUGH. May we have a copy of the statement?
Mr. WETSEL. Yes
Mr. MICHELL. My comments will be very brief. Mr. Wetsel has

stated here a number of principles which are drawn from his experi-
ence, and which I will only just refer to in that way.

Senator KEAN. What is the name of your corporation?
Mr. WETSEL. A. W. Wetsel Advisory Service.
Mr. MITCHELL. AS Mr. Wetsel has intimated, the approach is

entirely from the standpoint of the investor. If the investor suc-
ceeds, the service succeeds. Otherwise both lose. #

There are two elements in the bill with which, from that stand-
pointy we are particularly concerned. One is with reference to
marginal requirements.

The CHAIRMAN. That is section 6.
Mr. MITCHELL. Section 6, Senator.
I t would seem, from a reading of that section, that the real pur-

pose of the bill is to maintain a certain flexibility, but it would
appear to us that that objective has not entirely been reached, and
there is an element of uncertainty still there. Our thought was that,
whereas there is a limit of loan there of 40 percent, which must be
•extended and maintained, one of the effects would be, in practice, to
have a lower loan value, and, despite the fact that section 9 prohibits
stop-loss orders, there would, in practice, have to be a stop-loss
order against every deposit of collateral. In a declining market the
possibilities of liquidation would be enhanced by this arbitrary
marginal restriction.
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Our thought was that a greater flexibility might be permitted,,
and discretion m the Federal Trade Commission. I do not think
that is contrary to the real purpose of the bill, because there are two
provisos, in character, in connection with that section. One is to
establish lower loan values, and the other is to promulgate rules and
regulations which would have somewhat the effect of amending that
section, so that it seemed to us that while Congress was about it it
might just as well, under proper restrictions, make the provision for
marginal requirements less arbitrary so that the Federal Trade
Commission nught meet the exigencies of any given situation as
they arise.

The other is with reference to section 8, particularly subsection
5-A. That is generally captioned " Manipulation." I t would seem
there that there is an element of uncertainty in that subsection, and
it would have the effect, rather, of penalizing the intelligent
counsellor.

There is a very definite desire on the part of the reputable members
of the profession that the shyster and the quack be eliminated. We
do not want to compete with tipsters, as far as that goes, but it would
be impossible to determine in advance what would be the result of
any statement regarding a security, provided that statement came
within the purview of the act in respect of its transmission. It is
addressed to the protection of the average investor, and it constitutes
a crime if the expression of opinion is erroneous, if the party ex-
pressing it has reason to believe that it may induce a purchase or
sale, and that seems to be without regard to the ultimate effect,
whether it did induce.

I t has occurred to us that while the Commission might not take
such a legalistic view of it, it has possibilities of extortion on the
part of unprincipled persons, where they receive some opinion and
the opinion does not conform absolutely with the subsequent history
of the security.

We have just one other suggestion, and that also from the stand-
point of the investor, that in conjunction with the Federal Trade
Commission, in the administration of this act, there be some board
which might bear some analogy to the Federal Reserve Advisory
Board, consisting of business interests, those who have their securi-
ties #listed on the exchanges, and representation by the investors, as
well* as by the exchanges, so that there might be an immediate co-
operation on the part of those who have an intelligent appreciation
of the market situation throughout the country, and can bring im-
mediate information to bear on the situations as they arise, in co-
operation with the Commission.

The CHAIRMAN. Are there any questions?
Mr. WETSEL. May I make one statement?
The CHAIRMAN. Yes.
Mr. WETSEL. The question was raised here with Mr. Grubb about

stock companies that have gone into receivership or bankruptcy.
My observation on that has been that the public does not seem to
either look into the securities they are buying, or elsê  they forget.
I have had quite a lot of experiences where clients have written us
asking whether we would advise the purchase of some common stock,
and in a great many cases it is a company which, as a matter of
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common knowledge—it would appear to be common knowledge, at
least—is in receivership. Perhaps it is some prominent company.
On occasions, in bankruptcy, they either do not see it or they forget
it, or else they do not examine it, one or the other.

My point is that it seems to me that the public ought to examine
more carefully into the stock that they contemplate purchasing
than they do. Our policy, incidentally, m that connection is to
steer our clients away from securities of companies that are in re-
ceivership. On numerous occasions we have doubtless prevented
them from making considerable profit, but, nevertheless, it is a policy
with us. I could cite a number of stocks of companies that have
been in receivership, and even bankruptcy, which were selling for a
few cents or a dollar a share a year ago, arid today some of them are
5, 6, or 7 dollars. So, occasionally we get some criticisms from our
clients whom we told not to buy the stock of a company that was in
receivership.

Senator KEAN. YOU recommend to your clients securities, do you
not? You recommend that they buy, do you not?

Mr. WETSEL. Yes, sir.
Senator KEAN. Under this bill the penalties are pretty great if

you recommend anything, and there happens to be some mistake on
the typewriter.

Mr. WETSEL. We are not likely to have such mistakes, I think, but
the penalties are, as Mr. Mitchell has outlined, rather severe for
those makmg statements that would even tend to encourage pur-
chases of stocks that might go in the opposite direction from that
desired.

Senator KEAN. That might lead somebody, years afterward, to
sue you on something that you could not very well refer to years
afterward ?

Mr. WETSEL. That is right.
Senator KEAN. Because the market went down.
The CHAIRMAN. DO you receive funds and handle them in youi

own way, without any consultation with the client or customer ?
Mr. WETSEL. We have no funds and no securities in our posses-

sion. We do not take physical possession of funds or securities.
We have a few accounts where we have what we call " discretionary
powers ", or power of attorney, for example, with a trust company.
We give our order in a few instances, only at the request of the
client, who might be at some far distant point, or might be away
from home for some time. We give our orders direct to the trust
company or the broker, under power of attorney, to buy or to
sell, and the confirmation is, of course, mailed directly and promptly
to the client. We have only a few of those, and only when re-
quested.

The CHAIRMAN. DO you handle any foreign securities?
Mr. WETSEL. YOU mean do we recommend foreign securities ?
The CHAIRMAN. Yes.
Mr. WETSEL. We do not. I might say at this point that we special-

ize or concentrate on what we term " active stocks ", that is to say,
stocks for which there is a good market. We avoid very rigidly
the stocks of any company that are erratic, and they are usually
erratic only because they have a small capitalization. We, of course,
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then recommend only the leading companies. Probably we would
not recommend over 100 to 150 stocks out of the entire 800 on the
New York Stock Exchange.

Senator KEAN. In other words, you do nothing but recommend
to your clients .stocks that are quoted m large volume every day,
so that they could get in or out?

Mr. WETSEL What we term " active stocks/' There are times
when even the most active stocks are relatively inactive. We have
a recent example in American Can, which almost did not open day
before yesterday at all. There was one small sale, as I understand,
about 20 minutes to 3. That situation has not happened in that
stock to my knowledge in 10 year$. That is ordinarily an active*
stock, but in certain market phases the most active are frequently
inactive.

The CHAIRMAN. If there are no other questions we are very much
obliged, Mr. Wetsel.

Mr. WETSEL. Thank you, sir.
The CHAIEMAN. We will give your suggestions consideration.
(Mr. Wetsel submitted the following statement for the record:)

MEMORANDUM BY A W WBTSEL ON THE NATIONAL SECURITIES' EXCHANGE BILL

The primary purpose of the national securities exchange bill as I appre-
hend it is to protect the investing public, and particularly those individuals of
that large group who have only limited opportunity to determine the value of
listed securities or their prospective market activities.

The other and more affirmative aim, in common with other measures taken
by this Congress and administration, is to contribute to our economic recovery.

The biU contemplates the attainment of these ends by the regulation and
control by the Government, through the agency of the Federal Trade Commis-
sion, of all the activities of securities markets It is highly important, if this
far-reaching responsibility shall be assumed, that the machinery created shall
be effective rather than destructive, and that it shall function in harmony with
established principles and effect the affirmative purpose of promoting rather
than retarding the national prosperity.

MARKETING PEINOIFLES

1 therefore respectfully submit the following considerations, which aie the
outcome of some years of observation and experience in the securities and
commodity markets

1. The market price of securities, especially of common stocks, bears little
relation to bookkeeping values

For example, in 1929 Westmghouse Electric had a book value of $87 It sold
as high as $292 per share in that year In 1932 the book value had dropped
to $80 per share, and the stock sold as low as $15 In 1932 Montgomery-Ward
could have burned all its buildmgsi and mechanical equipment, paid all its
loans and accounts payable, retired all its outstanding preferred stock, and still
had a liquidating value of about $16 for every shaie of common stock But the
stock sold as low as $4

2 The market price of common stocks does not follow the changes in earn-
ings, especially of reported earnings

American Tobacco earned $1153 per shaie in 1929 and in 1932 earnings were
$8 46, a decrease of only 26 percent Yet the average price for 1932 was ap-
proximately 60 percent below that of 1929 At the low point in 1932 this
stock had declined 70 percent from the high price of 1929 The earnings and
market price of this stock for the years 1932 and 1933 offer a furthei significant
contrast During 1932 it sold as low as 44^-m 1933 as high as 94 Yet it is
now estimated that the company earned only $3 50 for 1933, or less than one-
half that of 1932

3 The rate or absence ot dividend is an unreliable criterion by which to
judge an investment Dividends do not prevent declines nor their lack sub-
stantial advances
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American Telephone sold above 300 in 1929 In 1932 as low as 71 Mean-
while its dividend had not been changed Eadio Corporation advanced fiom
around 50 to weU over 500 from 1927 to 1929. It has never paid a dividend.

4 Business activity, as reflected by accredited indexes, seldom moves in
advance of security prices. On the contrary business activity almost invariably
trails the stock market by anywhere from 3 to 7 weeks.

It is my own view that stock prices do not " discount" business improvement
or retrogression, but that a major rise therein may actually be the cause of busi-
ness improvement. Conversely, a major decline may cause a falling off in
business activity, since the value of the stocks and bonds listed in the security
exchanges represents the capital, and in a very important sense, the buying
resources of the country

In this relation the following facts are worthy of studious consideration:
At the top of the bull market in 1929 the market value of the stocks listed on

the New York Stock Exchange alone was in round figures $89,000,000,000.
Bonds on this exchange had a market value of about 47 billions A total of
136 billions

Consequently carloadmgs, steel production, automobile production, and cor-
porate earnings were the highest in the history of the country.

July 1, 1932, the market value of stocks on the same exchange was 15 billions,
and the bonds 37 billions, a total of only 52 billions There was a correspond-
ing decline of business activity

In this connection it will be of interest to observe that according to one
authoritative index agricultural commodity prices showed an average of $1471
in July 1929 and fell off to $0 709 in July 1932. When the stock market turned
upward in July 1932, making the greatest proportionate advance in the history
of the exchange in the short space of 7 weeks, business did not show improve-
ment until 5 weeks later.

5 The sequence of events in respect of market movements is the reverse of
the general belief

Rapid advances are not followed by precipitate declines. Conversely slow,
steady advances are not necessarily an indication of soundness and regaining
health On the contrary they are usually followed by a collapse. This is the-
experience of at least a hundred years. It would appear to be the manifesta-
tion of a law that operates almost uniformly in respect of security and com-
modity prices, steel production, electric-power output, carloadmgs, and business
activity generally.

6 The existence and influence of pools has been exaggerated in the public
mind The rule is that they can successfully operate under modern market
conditions only in correspondence with the general trend, and upon stocks
the total of whose floating supply is relatively small Quite often the operators
themselves are the greatest losers

7 The market must in my judgment be considered from the standpoint of
an entity, in many respects distinct from the aggregate commercial and indus-
trial activities of the Nation It is not independent, as seems often to be
assumed, but subject to law which is both powerful and regular m its opera-
tion, so that its sequences may be observed and ascertained with a remarkable
degree of accuracy I am therefore led to the following conclusions:

(1) Manipulation of prices of securities is limited to certain selected issues
with a relatively limited floating supply

(2) No manipulator or group of manipulators is able appreciably to influ-
ence the movements of the market as a whole The whole power of the bov-
ernment is unable to stem the tide of economic law, as was demonstrated by
the futile though sincere and strenuous effort of the last administration to
arrest a major decline.

(3) Economic recovery is dependent to a degree greater than is generally
apprehended upon a freely functioning market

(4) The free functioning of the market should not be interfered with on
the one hand by dishonest manipulation of traders or hampered by unneces-
sary legislative and bureaucratic restrictions on the other.

If these deductions are made the guiding principles of your legislation, I
feel that a double result will be achieved—the investor will be protected as
such, and his interests as an integral element of the economic structure will
be conserved and prompted
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CALL LOANS BY CORPORATIONS

The newspapers recently gave considerable headline space to figures sub-
mitted here regarding loans on call made by industrial corporations The peak
amount loaned during 1929 appears to have been less than $766,000,000, or six
tenths of 1 percent of the total value of securities and nine tenths of 1 percent
of the total value of stocks listed on the New York Stock Exchange in that
year. Even if the 20 billions featured by the sensational press, for the pur-
pose of appeal to public passion, had any significance, it would still represent
less than 15 percent of the total market value in 1929

My previously expressed confidence that even vast financial resources are
helpless against the general trend and can only be thrown into and carried
along by the powerful current remains unshaken

SUGGESTIONS

It is with these principles in mmd that the following observations and
suggestions are submitted:

MARGINAL REQUIREMENTS

In respect of marginal requirements I would urge a greater flexibility It
would be my own view that the ratio should be left to the discretion of the
supervisory body It would almost seem that this is the purpose of the bill,
but it is hedged about with many uncertainties I submit the following probable
effects of the provisions as they now stand, for your consideration:

(a) Brokers and bankers would be compelled to consider the act as estab-
lishing maximum loans and in practice lend and maintain loans of a lowei
percentage

(5) Stop-loss orders would be a practical necessity on all securities held as
collateral, despite their prohibition in section 9 (b), since the bill makes the
maintenance as well as the extension of the loan in excess of the limits provided
a criminal act.

(c) The act (sec. 6 (b)) authorizes the Commission to prescribe "lower
loan values " This injects an element of continuing uncertainty into all loans
against collateral in the form of listed securities

(d) In a declining market two influences would operate:
1 Brokers and bankers holding listed securities as collateral would be com-

pelled to dump them as soon asi the loan was in excess of these marginal
ratios

2 The disposition to exercise discretionary power to lower loan values would
probably be greater in a declining than in a using market The fear of such
action would be a further depressing influence, and together with the other
influences might precipitate a panic

(e) Section 6 (d) giving the Commission discretionary powers m derogation
of the act affords no sufficient reassurance to investors in a declining market,
for ike following reasons

1 The Commission's action in a highly nervous market could not be suffi-
ciently rapid to be effective.

2 The Commission might well hesitate to assume the responsibility of
making rules and regulations which would be in conflict with the categorical
provisions of the act

3 The Commission might easily lay itself open to the charge of partiality,
and for that reason alone hesitate to assume the responsibility.

4 The provision contemplates, in effect, an amendment of a legislative act
by the Commission by a rule or regulation If the Commission undertook this
responsibility, there would still be uncertainty in the minds of brokers and
bankers as to whether the categorical provisions of the act or those of rules
and regulations promulgated under this section were binding

5 The uncertainty would be intensified by the fact that while individuals
may be exonerated of crime, the bill contemplates extraordinary civil liabili-
ties, the measure of which would be ascertainable at the close of the litigation.

(f) While section 6 (d) purports to exonerate any person complying with
the rules and regulations, it would not appear that such compliance by the
broker or banker is mandatory. His disposition would naturally be to play
safe. It would seem to be absurd to charge him with crime for obeying the
mandatory provisions of the law, where they were in conflict with rules pro-
mulgated under it by the Commission.
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MANIPULATION

Section 8 (5) (a) as it stands would have the effect of denying to investors
and prospective investors recourse to the judgment and experience of everyone
skilled in finance. No banker or trust officer would dare express an opinion
concerning a security, whether or not the opinion was acted upon or given for
that purpose. The phraseology is highly uncertain and indefinite It is os-
tensibly addressed to the protection of the " average investor." How the
mathematical process implied in this teim can be applied in this connection
I do not know The crime is committed if the person expressing the opinion
" has reason to believe " that it " may induce " a purchase or sale And the
burden rests upon the speaker to prove that he acted in good faith and, in
the exercise of reasonable care, had no ground to believe that the statement
was " false or misleading "

However innocent or casual an expression may have been, and howevei un-
productive of action, if it is m fact erroneous, the burden of showing that the
person uttering it is not guilty of a crime rests upon the person charged. It is.
doubtless true that the Commission would not take so legalistic a view in the
enforcement of the law, but I do not understand it to be the purpose of Qon-
gress to play into the hands of unscrupulous, unofficial persons, who are alert
to every opportunity for extortion and blackmail

This act, while highly remedial in its purpose, cannot do away with the
necessity for sound advice, any more than the regulation of the professions
of law and medicine constitutes every man his own attorney or physician.
By all means stamp out the shyster and quack But take into consideration
at the same time the fact of human infallibility in the banker, the trust officer,
and the profession of investment counselor, as you have in the other professions
I have mentioned.

POWERS OF THE COMMISSION

Arbitrary and almost unlimited powers are vested in the Commission. I
have no disposition whatever to detiact from the ability and high purpose
which animate its members, but the responsibilities which this bill would impose
seem to me to presuppose superhuman intelligence I have recommended a
wider discretion in some matters, but I do so with the reservation that the
entire responsibility should not rest upon the Commission

ADVISORY BOARD

To my mind a more satisfactory arrangement would be effected by the cre-
ation of an advisory board with coordinating powers, somewhat analogous
to that which functions under the Federal Reserve Act. This board may well
consist of representatives of the leading exchanges and of commerce and in-
dustry The Commission would by this means have available the highest judg-
ment based upon past experience and a knowledge of the exigencies of the
moment throughout the entire country I might add that at least one representa-
tive of the investing public, independent so far as possible of the other inter-
ests, should in my opinion be included in the advisory board's membership.
This would not deprive the Commission of any essential authority. It would
bring to bear upon their action the intelligence of informed and experienced
men

And this brings me back to the proposition I previously submitted that the
investor be considered in his other and more important relations to industry.
If such a board includes industrial and commercial leaders they will seek to
conserve the interests of industry and commerce as they are affected by and
involved in the great financial markets

I feel that I cannot stressi too heavily the desirability of this arrangement
The modern industry that is denied access to financial resources will find itself
in a predicament equivalent to one whose raw material is unobtainable All
the foregoing suggestions, I feel, conform with the sentiments embodied
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VIEWPOINT OP THE ADMINISTRATION

In the President's message to Congress of even date with the introduction
of this bill He said among other things

" It (referring to the National Securities Act) should be followed by legis-
lation relating to the better supervision of the purchase and sale of all property
-dealt with on exchanges "

I would respectfully emphasize the President's phraseology, " better super-
vision ", which seems to me to coordinate with the purpose also administratively
expressed that business be goveinmentally supervised only under such restraints
as may be necessary in the public interest, and in full cooperation with those
"whose experience has brought them to positions of outstanding commercial and
industrial influence

All of which is respectfully submitted

STATEMENT OP BENJAMIN C. MARSH, EXECUTIVE SECRETARY
PEOPLES LOBBY, WASHINGTON, D.C.

The CHAIRMAN. Mr. Marsh, give your name, residence, and occupa-
tion.

Mr. MARSH. My name is Benjamin C. Marsh. I am executive
secretary of the Peoples Lobby, with offices at 113 First Street NE.,
here in Washington.

Mr. Chairman and members of the committee, first I want to ex-
press our appreciation for the very thorough investigation which this
committee, with the cooperation of its counsel, has made. I would
like to ask, Mr. Chairman, if I might have read into the record of
this committee an article by the chairman which appeared in the
Liberty, out yesterday, entitled " Our Financial Racketeers: A Start-
ling and Uncompromising Declaration of War on Those Who Have
Betrayed Their Trust in High Places in Caring for Other People's
Money."

I am sure it would be illuminating to have the chairman's conclu-
sions based upon the investigation that the committee has made, read
into the record.

The CHAIRMAN. If there is no objection, it may be inserted in the
record- Is it necessary to read it? You can just have it inserted.

Mr. MARSH. I did not want to read it myself.
The CHAIRMAN. Of course, the chairman is not responsible for the

headlines.
(The statement submitted by Mr. Marsh, entitled " Our Financial

Racketeers ", by Senator Duncan U. Fletcher, is here printed in full
as follows:)

OUR FINANCIAL RACKETEERS—A STARTLING AND UNCOMPROMISING DECLARATION
OF WAB ON THOSE WHO HAVE BETRAYED THEIE TRUST IN HIGH PLACES IN
OARING FOB OTHER PEOPLE'S MONEY

(By Senator Duncan U Fletcher, chairman of the United States Senate
Committee on Banking and Currency)

For approximately twenty months the Senate Committee on Banking and
-Currency has been conducting an investigation into stock-exchange and banking
practices The facts brought out in the public hearings are of such vital
importance to the proper conduct of our financial institutions that they cannot
be ignored, and we must not permit them to be glossed over For a final
array of the facts and an ultimate appraisal of their values, it is best that
we await the conclusion of the hearings and the report of the committee and
its counsel; for immediately ahead of us, I believe, is some of the most valuable
information which the committee shall be privileged to present In the mean-
time, it is not inappropriate that we review briefly the developments to dateDigitized for FRASER 
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Similar investigations have revealed practices just as startling as the present
Unfortunately, however, we seem not to have profited as greatly fiom the fund
of knowledge developed as we should have My primary purpose in discussing
these matters at this time arises from the firm resolution that we shall be
neither intimidated, misdirected, nor lulled into a false sense of security The
'discreditable, unethical, vicious practices uncovered in this investigation must,
in so far as legislatively and administiatively possible, be eliminated from
the practices of those individuals and institutions controlling the most vital
factors of our economic system

The present investigation had its inception in Senate Besolution 84 m April,
1932. Its scope was such as to confer upon the committee owers generally
believed to permit them to investigate stock-exchange and banking piactices,
" and the desirability of the exercise of the taxing power of the United States
with respect to any such securities" Subsequently Senate Joint Resolution
206, Senate Resolutions 239, 371, 373, and 56 were passed to strengthen and
continue the powers of the committee Early in the life of the Seventy-third
Congress a minor crisis developed when the powers of the committee were
challenged while it was atemptmg to investigate individual transactions for
income-tax purposes The Senate responded by passing Senate Resolution 97,
which contributed in bestowing upon this committee probably the broadest
authority ever conferred by Congress on any similar grouping of its membeis

It would be premature to even outline the report and the conclusions of the
committee It is possible now to state only generally the principal subjects
studied and enumerate some of the questions which have been investigated
and to indicate the scope of the evidence on these matters which point to
immediately needed lefoims

The evidence thus far has established beyond question that there have been
grave abuses, the continuance of which must not be condoned In fact, if
confidence is to be restored, the general public must be given to understand
that such abuses will not be tolerated The restoration of confidence needed
goes farther than the mere scope of individual and corporate transactions and
practices The need extends even unto that of state and federal government.
This committee has been charged with dragging out skeletons, muckraking,
and even the destruction ot confidence From the mass of correspondence
which has flooded this committee, however, in my estimation the committee's
most constiuctive work is to be found in the revelation of facts and the
bolstering of public confidence The lesult has been that the financial leaders
and institutions of the past have found that the public has moie confidence in
the committee and governmental bodies in general, and more hope in the
protection of corrective legislation and administrative supervision, than it has
had in them

Men in high places have betrayed their trust In tlieoiy the coipoiation
official, whether in a bank oi other corporate capacity, is a tiustee of " other
people's money " Investigation shows that this feeling of trusteeship has come
to be very rare m financial cucles

The acts of financial ciooks and lacketeers make it plain that eftoits must
be made to safeguard legitimate depositors and investors Manipulation and
rigging of markets have been shown, though the intents, puiposes, and ill
effects are either denied or condoned

Banking and investment corporations have been pyramided, and affiliates
acquired, without rhyme or reason other than to serve selfish interests

Bankers have become at one and the same time pnvate bankers, commercial
bankers, investment bankers, owners or trustees and wreckers of railroads,
tunnels, skyscrapers, motion-picture enterprises, public utilities; industrial cor-
porations , public defendeis. m i allying their banks m united suppoit of a col-
lapsing market on the one hand and selling it short (on margin) on the other
They have, as in the spring and summer of 1929, so the testimony reveals,
availed themselves of the rediscount privilege and thrown hundreds of millions
of dollars into the call-loan-money market in defiance of the belatedly aroused
Federal Reserve Board They have supported the market until their syndicate
and pool operations were completed, then withdrawn their support, sold the
market short (on margin)—even the stock of their own banks and corporations
To the extent that these latter practices prevailed, these individuals and cor-
porations dictated and controlled the monetary policy of this nation—even that
of the world—according to the interests of a private purpose in lieu of a public
purpose The heavy toll upon the nation of the ensuing debacle is evidenced in
part in the loss of four billions of dollars per month in national income
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Giant banking superstructures such as those organized in the Detroit area
coerced the management of unit banks, organized pools and trading accounts for
market operations, padded their assets, falsified their statements to the general
public, and declared huge unearned dividends as a matter of policy in order to
" bolster " public confidence and cover up their unsound condition.

To climax these operations, we must add, the investment departments of our
commercial banks have accepted funds from trusting clients and placed them in
securities of which they and their affiliates were the sponsors.

In the light of these facts, the national and state banking holidays are a mere
matter of arrested developments There is strong evidence that, under the cloak
of " dollar diplomacy," our big commercial bankers have stuffed the portfolio of
their small interior correspondents with worthless foreign securities, as well as
flooded the country generally; that they have employed sons of the presidents
of borrowing nations while negotiating loans and underwriting flotations, sal-
vaged their own loans while misrepresenting the facts in their underwriting
statements, and become recreant in demanding that sinking funds be maintained
for the protection of the American investing public. They have not hesitated at
misinforming the public with respect to the financial condition of the foreign
governments and corporations whose securities they were floating, nor have
they hesitated to become "construction contractors" making successful bids
on projects they have sponsored in order to reap added private gains. Finally,
the Department of State has been shown to have dangerously approached the
point of passing on the merit of foreign securities.

Heretofore we had been told that " little " bankeis were incompetent opei-
ators of " holes in the wall " Now events seem to show that in many instances
even " big" bankers cannot be entirely trusted to handle " other people's
money" without rigid supervision.

Huge deals running into the millions are " noted " only m the " minds " or
on " confidential memoranda,' not in the minute books of banks and corpora-
tions Probably never are these facts and underlying purposes revealed to
stockholders to whom these men should be accountable, nor are they made
known to the general public when floating security issues

We are often led to believe from the testimony that the recipients of large
salaries, fees, bonuses, and commissions spend the greater part of their time
either spending their income and organizing personal corporations for "tax
purposes" or running or participating in " pools," " syndicates," " trading
accounts," etc, to support the market

Holes in existing laws have been exposed, calling for their prompt plugging
The sievelike character of the income-tax laws has been revealed

On the othei hand, the lack of regulatory legislation has consigned " lawless "
banking to the " banker's code of ethics/' according to which bankers apportion
the field into noncompetitive areas, as was, for instance, testified to in railroad
financing The same practice over in the commercial field may likewise be
made to seive their purpose by restricting credit alternatives with the ultimate
capture, even destruction, of profitable and legitimate enterprises to the detri-
ment of security holders and the general public.

Ethics may be better than law—but who has the temerity to teach a higher
code to some bankers?

Elsewhere I have dealt with the provisions of the Banking Act oi 1933
Here it suffices if I call attention only to the fact that the above act piovides
for the separation of the securities affiliates from commercial banking, con-
tains restrictions against the making of loans for speculative purposes, elimi-
nates interest on demand deposits, and lastly has set into motion federal
machinery for the insurance of bank deposits This latter provision, m my
estimation, is the most valuable contribution of the act and will necessitate a
far more thorough and rigid examination of commercial banking than we have
ever had As a direct result of this supervision I expect many of the abuses
and malpractices of former banking to be done away with

Some of the facts brought out by the committee with lespect to income taxes
are fantastic One multimillionaire has paid no income taxes in the United
States for three years, even though he paid income taxes m England This,
he pointed out, was due to the difference between the British and the Amer-
ican laws Another avoided income taxes by " selling " securities to his daugh-
ter at a lower price than they cost him. She was not at the time aware of
the fact that she had become the purchaser Not a cent of money passed lr
the transaction A little later, on the same terms, these same securities were
put back in the father's name.
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Still another, as I recall, went into the tax-avoidance business on, a whole
sale scale He organized three American and three Canadian corporations.
Through a circuitous route he helped them legally avoid payment of taxes
to the United States Tiea&uiy, despite the fact that he later covered these
funds into one corporation In addition, we found these corporations financing
and functioning m a widei capacity in the investment, banking and stock-
speculation fields

Another individual, thiough the creation of "living trusts" for members
of his family—managed by himself—together with transactions for both his
.and their account, was able to sell the market short in one account, borrow
from another on the note of the first, carry for years a short position with a
tremendous potential piofit, suspend the payment of taxes and stand the
chance m the end of avoiding them entirely Others executed similar trans-
actions between themselves and their wives, with substantially the same
lesults as that between daughter and father

The fallacy of the law lies m its treating speculative gams and losses on a
basis of equality with legitimate profits and losses One 13 lost or gained by
gambling in the wares of stock and commodity exchanges, whereas the other
must be put in the category of legitimate profits and losses of capital assets
and legitimate income To me it is inconceivable that capital arbitianly
shrinks m December and recovers its attractiveness at the end of an arbi-
tramly fixed, subsequent 60- or 90-day period. In my estimation, such trans-
actions are-a gambling connivance, entered into for the deliberate legal avoid-
ance of taxes, economically and socially vicious in their effects, the losses of
which should be neither cushioned nor compensated for by the government
taxing policies The gam from such transactions should at least be appropri-
ated to the same extent as are legitimate transactions, if not further penalized.
Such transactions are wholly vicious and should be exterminated

"Bear raiding" and "bulling" the market are advocated as a conective
purgative It is common knowledge, however, that during the boom years of
1928 and 1929 the quoted prices of securities were almost incredible Testi-
mony before this committee reveals both the "why" and the "how" The
" why " is found in the enormous profits garnered by operators in the market.
The " how " is arrived at by viewing the parade of pools, syndicates, trading
accounts, etc, testified to by participants called before this committee. These
individuals, working mostly under cover of secrecy, aided through campaigns
of the most vicious type of misrepresentation and mismformation, and aided
through bemg able to work with other people's money, manipulated the market
up and down until the prices of securities reached on the Exchange bore no
discoverable relation to the value of the properties represented The market
was ^churned," " supported," " stabilized," " depressed," " revived," " sagged,"
" recovered " in the course of developing a speculative mania

Whereas the existence of such operations has been denied by officials of the
New York Stock Exchange, subsequent testimony before this committee has
established the fact that all these types of transactions were indulged m by
individuals both off and having membership on the exchange Even specialists
on tMe floor managed trading accounts, pools, etc, in the very stocks for which
they were acting as specialists

Since the passage of the Securities Act the business of underwriting securities
does not look so attractive as it did to many of the fiscal agents. The reason
is that the security holders, prospective security holders, the general public,
and the government must know the facts—the truth Above all, they must
know who gets the money and upon what terms he gets it

The Securities Act was designed to protect the public from paying $52 per
share for 20-cent stock as a result of misinformation Knowing the facts, it
may, if it wishes, pay from $50 to $75 per share for 20-cent stock, or condone
preferred lists Nevertheless, it must have the facts in advance of its com-
mitment There will be no difficulty experienced in raising long-time funds
on the part of legitimate enterprises which are guided by honesty and good
faith At the present time there is reason to believe that industry has been
amply, even extravagantly financed The trouble now, m part at least, even
if it exists at all, is to find new industries offering safe and sound investment
opportunities justifying credit

To stockholders of those existmg corporations alleged to be in need of
new financing or refinancing, whose present officials and directors have re-
fused to authorize suchl financing, my advice is—get a new set of officers and
directors who will state and subscribe to the facts

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



7148 STOCK EXCHANGE PBACTICES

Opponents of the Securities Act really wish to be left free to do as they
have done in the past They magnify penalties—as if the act would be worth
anything without the penalties! They quail at the liability imposed They
seem to like scenic directors

" The attention of government and of the general public must focus on-
worthless short selling, as it presently will assume alarming proportions "

In my opinion, Congress has ample legislative power, and a correlative duty
to exercise that power, for the passage of proper regulatory stock-exchange
legislation The line of demarcation between stock-exchange regulations and
that of the recently enacted Securities Act is lelatively indistinct. For this
reason I am not clear in my own mind just how close together the administra-
tion of these two pieces of legislation should be.

I am of the firm conviction, however, that some permanent body should be-
created with which all pertinent stock-exchange information should be filed,
either directly or subject to its call, particularly the compulsory registration
of all pools, syndicates, trading accounts, etc, togethei with the names of all
participants and subparticipants, as well as a weekly report of the activities
in behalf of such accounts.

To point out some of the possible correctives
First of all I suggest that the monetary policy of this nation be admin-

istered by the federal government, wholly independent of the control of specu-
lators, bankers, and all vested interests The sound recovery for which all
constructive interests and interested persons are striving is a more substantial
and healthier recovery than that which can be produced as a result of frenzied
finance An increased demand for products and services and sound securities
is needed Misinformation, rigging the market, and other customary practices
of the past must not be tolerated.

Officials and directors ought to be prohibited by law from dealing in the
securities of the corporation with which they are connected or affiliated This
kind of thing in the past has been scandalous, morally wrong, and injurious
to the proper marketing or handling of securities The broker can do compara-
tively little without the protection of bank or company officials who either
control the supply of securities or the funds to creat the demand for them The
broker acts on ordeis

I believe there should be legislation requiring every company, corporation,
or association to have its transfer books1 open to every qualified stockholder,
so that, should any stockholder want to know who his associates or partners
m the business are, he could obtain a full or partial list The average stock-
holder knows practically nothing of what is going on and has no way of ex-
pressing his views to his fellow stockholders.

Senator Fletcher says:
The vicious practices uncovered in this investigation must be eliminated
The restoration of confidence needed goes farther than individual and corpo-

rate practices The need extends even unto state and federal government
Investigation shows that the feeling of trusteeship has come to be very rare

in financial circles The acts of financial crooks and racketeers make it plain
that efforts must be made to safeguard legitimate depositors and investors

Our big commercial bankers have salvaged their own loans while misrep-
resenting facts They have not hesitated at misinforming the public,

Holes in existing laws have been exposed, calling for their prompt plugging.
The sievelike character of the income-tax laws has been revealed. Ethics may
be better than law—but who has the temerity to teach a higher code to some
bankers?

Opponents of the Securities Act really wish to be left free to do as they
have done in the past

Mr. MARSH. The headlines summarize the very careful analysis
which the chairman has made, and I think it is very fortunate that
that article was published at this juncture.

Stock exchanges are the inevitable product of an economic system
under which rewards go to legalized robbery and honest labor, like
virtue, is its own punishment.
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The Fletcher bill will inconvenience the Forty Thieves, or, I might
say, the financial racketeers, quoting the chairman, who have run
stock exchanges, and boost the stock of certified accountants, but will
not materially mitigate the gambling desperation which leads to
financial suicide m the market, until honest production is paid an
honest, that is, an adequate, wage.

This bill is intended to protect investors, who have always been
the chief concern of our Government, but it ignores the fact that the
total capitalization of corporations and other business undertakings
is probably nearly 175 billion dollars too high, and that if the
N.R.A. is to be anything but a failure, scores of billions of watered
stock must be wrung out of this capitalization, wages increased,
prices reduced, and income redistributed through taxation.

The Commissioner of Internal Revenue reports—and I have the
report here—that at the close of 1931 the total reported "Assets " and
" Liabilities " of 381,088 corporations were, roundly, $296,497,000,000.
The mam divisions were as follows: Manufacturing, $63,801,000,000;
construction, $2,474,000,000; transportation and other public utili-
ties, $72,337,000,000; trade, $17,900,000,000; finance—and we come,
now, to one of the immediate things concerned in this hearing—
finance, which it classifies as including banking, insurance, real es-
tate, stock and bond brokers, and so forth, $121,043,000,000. The
total assets of these 381,088 corporations are reported as 115 billions
of capital dollars. I t is obvious that both the total assets and the
capital assets are fantastic, and I do not need to tell this committee
that our so-called system of stock markets is based upon these fan-
tastic values. I regret that I cannot give later figures, Mr. Chair-
man, but they are the last Government figures.

Senator WALCOTT. What is the basis, Mr. Marsh, of estimating-
those values ? Are those par values of stock, or market values ? How
does he arrive at those figures?

Mr. MARSH. These are figures prepared by the Commissioner.
Senator WALCOTT. HOW does he arrive at them?
Mr. MARSH. I do not know.
Senator WAI,COTT. Don't you think that is very important?
Mr. MARSH. I do. I can read the details, if you want.
Senator WALCOTT. I do not want details, but I want to find out

how he arrives at them,.
Mr. MARSH. I will give the aggregate. They are only by indus-

trial groups, and I have added them for these totals. I cannot make
the addition here. The items are as follows:

Under " assets ", cash, notes, and accounts receivable, inventories,
investments, tax exempt; investments other than tax exempt; capital
assets, lands, buildings, equipment, less depreciation; then miscel-
laneous assets.

Under " liabilities ", notes and accounts payable; bonded debt and
mortgages; miscellaneous liabilities; capital stock, preferred; capital
stock, common; surplus and undivided profits, less deficit. Those are
the liabilities.

Senator KEAK. YOU have said that this is mostly water, or m large
part water. Do you include railroads in that ?

Mr. MARSH. Railroads and many public utilities.
Senator KEAN. DO you include railroads ?
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Mr. MARSH. Many of them, yes. I cannot say which ones.
Senator KEAN. Mr. Eastman stated before the committee last year,

on a question by Senator Long in connection with the same matter,
that-the value of the railroads of the United States was 25 billions
of dollars, and that the outstanding securities of railroads were 19
billions of dollars. Would you think that was water?

Mr. MARSH. I am going to make a suggestion later which will
bear on that, but

Senator KEAN. Next we will take the banks. The banks pay in—
they must pay in at least 100 percent, if not 120 percent. Would
you think that was water?

Mr. MARSH. I did not get that.
Senator KEAN. The banks must pay in, in cash, 120 percent to

organize.
Senator WALCOTT. On the par value.
Senator KEAN. On the par value. Would you think that was

water ?
Mr. MARSH. I t would depend a little bit
Senator KEAN. That is cash.
Mr. MARSH. Cash. I t would depend somewhat upon what profits

they were making. For instance^
Senator KEAN. NO. I am talking about starting them.
Mr. MARSH. Starting them?
Senator KEAN. Yes. Every stockholder of a bank must pay in

120 percent in cash. Would you think that was water?
Mr. MARSH. I t would depend upon whether the value went down

or not.
Senator KEAN. YOU say that
Mr. MARSH. The capital stock would probably be genuine.
Senator KEAN. All their capital stoc£ is genuine, because it has

to be paid in in cash.
Senator WALCOTT. The assets may shrink from bad management.
Mr. MARSH. Precisely.
Senator KEAN. But that is not water.
Senator WALCOTT. Of course not.
Mr. MARSH. HOW was it that the stock of the First National Bank

in New York went up to 1,000?
Senator KEAN. Because it earned money, and they kept the money

in the assets, and they had the money there to show that that stock
was worth more than a thousand dollars a share.

Mr. MARSH. That would indicate, then, that there had been im-
proper supervision by the Government of those banks, or they never
would have made those profits.

Senator KEAN. NO. If you make a profit of 6 percent, and you
pay out only 2 percent, or none—for instance, I will take the Chemi-
cal Bank of New York. The Chemical Bank in New York did not
pay a dividend for more than 10 years. Everything it made it put
back into the business. That was cash, was it not?

Mr. MARSH. Yes; it was cash, but why the bank should be per-
mitted to perform a function which the Government should retain
for itself is more than I can see. I am not here as an apologist for
the banks, you understand.
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Senator KEAN. NO; but I am talking about your statement that
this is mostly water.

Mr. MARSH. May I refer to that statement? I cannot give posi-
tive figures.

Senator KEAN. NO; but I am talking about your statement that
most of this is water.

Mr. MARSH. I say
Senator KEAN. I think I have proved to you that it is not water.
Mr. MARSH. YOU have not proved anything until we all get the

figures as to the capitalization of banks as compared with the total
capitalization of other corporations. I am not prepared to do that
now, but may I answer your question? There is a resolution in the
pocket of a Senator here which I hope will come up shortly for a
thorough investigation of the capital structure of all corporations.

Senator WAI,COTT. But, to go back to my question, Mr. Marsh,
your hypothesis here is, quoting some article here, that there are
" X " billions of dollars of value, supposedly, and that you have to
shrink that down to a very mucn reduced figure before we can get
a fair start. We ought to find out how you are figuring " X " bil-
lions as the capital assets of the country.

Mr. MARSH. That is probably what it is, and I am very glad it
has evinced an interest, to show that such a study should be made,
so that people will then know what they are investing in.

Senator WALCOTT. YOU were quoting figures.
Mr. MARSH. I quoted figures from the Government.
Senator WALCOTT. I do not see what basis those figures have in

this investigation unless you know how those figures were made up.
You say you do not.

Mr. MARSH. I have never been a Federal official, but this commit-
tee is one which has the opportunity—and I am sure it will avail it-
self of that opportunity, in view of your question—to ascertain on
what basis.

In last week's issue of LaFollette's magazine, the Progressive,
there is a statement by Dr. C. E. Warne, professor of economics at
Amherst College. [Reading:]

Of every $100 which thrifty Americans save and think they invest in indus-
try—stock, bonds, et cetera—$13 actually goes into productive capacity or
working capital for industry, and $87 is absorbed immediately in the churning
about of financial maneuvers. These figures are based upon an analysis of
the new industrial security issues during the years 1925 to 1931, as reported
by the Commercial and Financial Chronicle

I cannot vouch for them.
Senator WAL«COTT. All right. Take that, and see what that means.

In less than 12 months you could have a shrinkage, and probably we
did have a shrinkage ol somewhere around 70 or 80 percent, follow-
ing England going off the gold standard, which was September 19,
1931. You take a statement of that sort as representing the shrink-
age of our actual wealth. I t has nothing to do with oux actual
wealth. Let us get down to facts here. About all you are trying to
do is to ask this committee to investigate the truth or accuracy of
your statement. That is not our business.

Mr. MARSH. I am surprised that the propriety of doing that had
not appealed to you formerly, Senator, because it seems to me that
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is necessary that that be done before you can say that you have a
sound stock market.

Senator WALCOTT. We do not say that.
Senator KEAN. We do not say that, because we know that last

year, when Mr. Eastman made the statement that the value of the
railroads was 25 billions of dollars, the total securities, I think, were
19 billions, and that they were selling for less than 10 billions of
dollars in the market. What do you think of that ?

Mr. MARSH. I have had some interesting correspondence with Mr.
Eastman on that subject, after reading his report. I do not agree
with his conclusion. He is entitled to his views, and, as a freight
payer myself, or consumer, who still has the privilege of paying the
xreight on everything, I am going to say that the railroad values

Senator KEAN. Did you expect to get it free ?
Mr. MARSH. Get what free?
Senator KEAN. The freight.
Mr. MARSH. Not at all.
Senator KEAN. We all pay the freight.
Mr. MARSH. Precisely; and that is the reason that we are now

facing the impossibility of ever getting back to prosperity—we
never had prosperity, if we are going to maintain or attempt to
maintain the present volume of public and private debt with interest
charges, roughly, of $250,000,000,000 total, the present capitalization
of corporations and present land values—you have 1 year of experi-
menting, and conditions are worse today, in my judgment. I do not
mean any criticism, but I try to be temperate in my statements. I
think conditions are worse today than when we started, because of
the large increase in Government borrowing, among other things.

Senator WALOOTT. Because of what?
Mr. MARSH. One reason is that the Government has borrowed so

much.
Senator KEAN. And that is a tax on you and me.
Mr. MARSH. And I should be taxed heavier, and I think anybody

with any reasonable income—this is not the Finance Committee, but
you raised the point. I will say yes.

Senator KEAN. What do you think we had better do about all this
debt?

Mr. MARSH. I see no other thing to do except to write down interest
rates and principal, as well as capitalization.

Senator KEAN. YOU mean they ought to default on all their debts?
Mr. MARSH. When you cannot pay debts, you can call it default,

but you cannot squeeze debt payments out of bankrupt debtors. I
am getting a little afield, Mr. Chairman.

Senator WALCOTT. YOU mean you would have the Government de-
fault in its obligations?

Mr. MARSH. I am not suggesting that the Government default.
I understood the question related to private debtors.

Senator KEAN. NO ; all public debts.
Mr. MARSH. On public debts the Government can do what the

British Government did. I t just refunded 2,000,000,000 pounds 2
years ago, at a reduction of 1% or 194 percent.

Senator KEAN. That was with the consent of the people.
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Mr. MARSH. I t was rather an indirect consent. The Government
told them to take it or leave it, and I think all but 5 percent was
taken at the lower rate.

Senator WALCOTT. They did not cancel any part of the debt. They
canceled only the interest rate, and that was with the consent of thei
bondholders. That was not a default.

Mr. MARSH. NO ; that is not a default. That method is ahead of us,,
in my judgment.

Senator WALCOTT. YOU said you did not see any way but to
default in the debts.

Mr. MARSH. NO.
Senator KEAN. We are talking about public debts now. What

would you do with the public debts?
Mr. MARSH. Eeduce the interest rate promptly.
Senator KEAN. HOW would you reduce that?
Mr. MARSH. The same way you went off the gold standard.
Senator WALCOTT. That would mean then that we could not bor-

row any more.
Mr. MARSH. I t would mean you would have to begin to run the

Government for the benefit of the people, and, instead of borrowing
from the rich, tax them, which youliave to do to get out of this mess-

Senator WALCOTT. DO you not think we are doing it now?
Mr. MARSH. We do not. I have not the figures here.
Senator WALCOTT. NO taxes?
Mr. MARSH. Nothing, compared with what England, France, Ger-

many, Italy, and the rest of them are doing. That is aside from this
discussion, but those are the facts.

Senator WALCOTT. YOU would advocate doing what they have
done, in order to bring about the same conditions in this country as
they have over there, which would be bankruptcy.

Mr. MARSH. We are going to have that without citing European,
countries as a precedent, in my judgment.

Senator WALCOTT. That is a matter of opinion.
Mr. MARSH. Surely
The CHAIRMAN. Getting back to the original proposition about

water, I do not think anybody will question that many of the rail-
roads issued watered stocks.

Senator KEAN. Mr. Chairman, I take exception to that, because
what I say is that over a long period of years they have been putting
back into the property the money they earned, so that their watered
stock has become worth more tnan tne stock was originally issued
for.

The CHAIRMAN. We will not go into that.
Mr. MARSH. Mr. Chairman, I do not feel like asking permission

to read into the record the matter upon which the Senator has raised
the question, as to the railroads, but I would like to summarize some
of the figures which I gave in an address recently on public owner-
ship of railroads, it will be very brief, if I may. I do not have
the figures with me. I have the figures of the united States Steel
Corporation which I am going to ask the privilege of reading into
the record a little later.
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May I come now to this suggested amendment to this act? In
order to protect the public interest referred to in the bill, we sug-
gest the following amendment [reading] :

No corporation partnership, nor business shall be permitted to list its stocks
01 bonds, or any foim of security on any public stock exchange

I think you might possibly put in " curb exchange." [Continuing
leading:]
Or to sell it otherwise unless it has a certificate from the Federal Trade Com-
mission attesting

(a) That its capitalization is bona fide
(&) That it is observing fair trade practices, and is not a beneficialy of

tariffs, patents, trade agreements, or monopolization of natural resources
(o) That it has paid a fair wage to all its employees
(d) That neither it nor any ot its officers or principal stock holders, have

evaded any corporation or individual income tax, corporation excess profits
tax or any other Federal tax.

The Federal Trade Commission before granting such certificate shall in-
vestigate for each applicant for certificate, how capital assets are recorded
m the accounts, whether at investment cost, or at appraised market value,
and particularly with respect to natural resources owned, the nature and cur-
rent value of investments, the extent to which capitalization has been in-
creased through " write-ups ", and as a result of mergers, the nature of notes
and accounts receivable and payable, the liabilities not distributed, the growth
and purposes of surplus and undivided profits

Of course, you realize that while your bill would go into effect the
1st of October this year, this provision could not be complied with
within that time, ft would take a year or such a matter, unques-
tionably.

Senator KEAN. There are more than 100,000 people interested in
the Steel Corporation, are there not, stockholders in the Steel Cor-
poration ?

Mr. MAKSH. I do not know* I t may be 200,000.
Senator KEAN. The American Bell Telephone Co. has over 300,000

stockholders. How is the company going to find out whether every*
one of those paid an income tax, or whether they did not?

Mr. MARSH. I did not make it clear. I say the principal stock-
holders. That would be rather revealing*

Senator KEAN. HOW would you get the principal stockholders?
For example, I own the principal stock of a company. If they came
to me and asked me to see a copy of my income tax, I would tell
them, " I t is none of your business. The United States has a right
to look at it, but I will not let you look at it."

Mr. MARSH. I presume they could check up through the Bureau
of Internal Revenue, as they are doing in this effort to get $500,-
«000,000 additional revenue, which is so much needed.

Also I assume—and I trust you will not regard it as a violent pre-
sumption—that the creator of every corporation, to wit, the Govern-
ment, is greater than the created. That has not been the practice.

Senator EJBAN. Yes; but the Government did not create these cor-
porations.

Mr. MARSH, Did they create themselves, without incorporation?
Senator KEAN. Oh, no. The sovereign States created them.
Mr. MARSH. The sovereign States used to say they would look

after their unemployed. They have already fallen down, most of
them. I am :not blaming them. We are rapidly realizing that it is
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impossible to let States undertake work or functions which the Fed-
eral Government has got to assume. I t has got to go through pretty
thoroughly on that proposition. In line with the suggestion in your
article, Senator Fletcher, I would say that we advocate that this
committee, as I have personally requested of you, immediately draft
a bill for the nationalization of the banks. You say in your article
[reading]:

To point out some of the possible correctives:
First of all I suggest that the monetary policy of this Nation, be admin-

istered by the Federal Government, wholly independent of the control of
speculators, bankers, and all vested interests The sound recovery for which
all constructive interests and interested persons are striving is a more sub-
stantial and healthier recovery than that which can be produced as a result
of frenzied finance

To that we would like to say "Amen" to mdicate our hearty
concurrence.

The question came up as to why there should be this investigation
of capitalization. I would like to make this point. When you pas&
this act, when Congress passes it, and it is signed, there will be a
very prevalent opinion among the majority of the American people,
in our judgment, just as there was when the new securities act was
passed, that since the Government took a hand and investigated the?
issuance of securities, the Government approved the present capi-
talization, and practically gave the assurance that these were sound
investments. I know that is not the intent of your bill for the con-
trol of the stock exchanges and other exchanges, but investors will
be much safer if they realize what the actual situation of over-
capitalization of corporations is. There is no doubt, Senator, that
there are going to be more losses where things have been written up
so that they cannot be sustained.

I go back to a book written on the United States Steel Corporation
m 1912

The CHAIRMAN. By whom?
Mr. MARSH. By Dr. Charles E. VanHise. At that time, I think,,

or about that time, he was president of the University of Wisconsin,
at Madison. He pointed out that the Bureau of Corporations, which
was precedent to the Federal Trade Commission, made an estimate
of the value of tangible assets acquired by the Steel Corporation m
1921, and the corporation made its own estimate. The estimate
of the Bureau of Corporations as to the tangible values in 1901 was
$682,000,000. The United States Steel Corporation's estimate was
$1,457,000,000, the difference being 775 million. I cannot tell

Senator KEAN. DO you know what that difference was based upon?
Mr. MARSH. I t was largely based, according to my recollection—

it is a long time since I discussed it with the official of the Bureau
of Corporations who made the appraisal—it was largely based upon
an excessive valuation put upon the ore holdings of the United
States Steel Corporation; the United States Steel Corporation's con-
trol of a railway; and some good will, and so forth.

Senator KEAN. Was it not largely on the ore holdings, and have
not those ore holdings proven their value since then?

Mr. MARSH. Our organization advocates public ownership of all
natural resources, the Government to pay only for the value the
owners have created, because we cannot see any other
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Senator KEAN. But the point is this. As I understand it, those
ore holdings were questioned, and the suit was brought up to the
United States Supreme Court and was finally decided in favor of
the corporation. Also, since that time those ore holdings have
warranted those figures.

Mr. MARSH. The American people, with the cooperation of the
Supreme Court, will have to decide what measures are necessary to
insure general happiness

Senator KEAN. But that is not the question we are talking about.
Mr. MARSH. Pardon me for a moment. I will come back to that.

The Supreme Court, in two recent decisions, based, presumably, upon
the existence of an emergency, which is apparently a continuing
emergency, has recognized the right of Congress to legislate to meet
an existing situation. In my judgment the Supreme Court—and it is
notable that the Republicans were not all in the minority in that
decision—the Supreme Court will not declare unconstitutional any
legislation which is necessary to maintain the integrity and comfort
<of the American people.

You had a question, Senator ?
Senator KEAN. I just wanted to say that we were talking about

the value of this ore, and you said that that ore ought to be written
off $600,000,000. As I understand it, that ore has proven to be worth
what the Steel Co. said it was worth at that time; but, of course,
at that time I think it was very doubtful, personally, because they
could not look under the ground any farther than I could. But
since that time, as I understand it, this ore has proven its value, and
they have gotten the values of the ore as shown in that report.

Mr. MARSH. That raises this question. What gave any value to
those ores ? The necessities of the American people.

May I give the capitalization a year ago of the United States
Steel Corporation? The consolidated balance sheet, was not, as in
this earlier year, $1,457,000,000. On December 31, 1932, the alleged
total assets of the United States Steel Corporation were, in round
figures, $2,158,732,000, and at that time they placed a value—that
was December 31,1932—they placed a net value on their property of
$1,611,974,000.

Mr. Chairman, I do not want to take more time of the committee,
•except to point out that if these various agencies which the Govern-
ment has set up to protect the consumer are effective, there will have
to be, not an increase, but a rather striking reduction in the capital-
ization of most corporations, because there will not be very much
more large net incomes.

Restoring prices to the 1926 price level, and permitting price
fixmg-up, or inflation, will start a 1929 bull-and-crash market.

In conclusion, I want to express again our appreciation of the
work this committee has done, and to point out that the shrieks of
Tiorror from these gentlemen who have objected to any regulation is
adequate proof that such regulation is needed.

For several months industry has been governing itself, with dis-
astrous results, as indicated m the hearings of the code committees
here this week and last week, the consumers being heard last week.
I t is not within reason that any stock exchange or curb exchange
would or could regulate itself. The need for your bill, I believe, is
imperative.
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There are some minor points which I will not take the time to dis-
cuss. We want to express hearty agreement with the principle, and
appreciate the courtesy of the chairman and the members of this
committee in continuing this investigation, so distasteful to the
financial racketeers.

The CHAIRMAN. IS that the only amendment you suggest, Mr.
Marsh?

Mr. MARSH. That is the only important one. There are some
details. First, there is the matter of whether you can keep these
things out of the mails or not. I had some minor amendments I was
going to go through. If you want me to take the time, I can do so.
I studied the bill very carefully, of course.

For example, section 17, starting on page 31, says [reading] :
SBO. 17 (a). Any person who shall make or any person, including any

director, officer, > accountant, or other agent of such person, who shall be
responsible for the making of any statement in any application, report, or
document filed with the Commission, which statement is, in the light of the
circumstances under which it was made, false or misleading in respect of any
matter sufficiently important to influence the judgment of an average investor
shall be liable to any person (not knowing that such statement was false or
misleading) who shall have purchased or sold a security—

And so forth.
I do not know how definitely you can establish the information

of the person. I t simply occurred to me that that might be a little
difficult to establish.

Then, on page 43, under " penalties ", the provision is as follows:
I will have to read it to illustrate my suggestion. [Beading:]

SEO 24 Any person who willfully violates any provision of this act or any
rule oi regulation made thereunder, or any person who shall make, or any
person, including a director, officer, accountant, or agent thereof who willfully
is responsible for any statement in any application, report, or document filed
with the Commission, which statement is, in the light of the circumstances
under which it was made, false or misleading in any matter sufficiently impor-
tant to influence the judgment of an average investor—

And so forth.
I am not a lawyer. I do not know how the courts would construe

the words "average investor." The proper definition of an aver-
age investor is a bankrupt investor, but I think that probably would
not qualify as a legal definition. To illustrate, I have here the In-
vestor's Pocket Manual, issued by Fenner, Bean & Ungerleider Sep-
tember 1933. I do not quote this in derogation, because I have seen
a good many, but there is practically nothing there, so far as I can
see, which would protect the investor by giving him the really basic
facts which would be brought out by this affirmative action requiring
the Federal Trade Commission to certify the actual status of a cor-
poration. I do not suppose the courts would throw the bill out on
the difficulty of defining an average investor, but when there is
punishment of a fine up to $25,000 or imprisonment for 10 years it
becomes an important matter.

This bill of yours is the first step. I am afraid it is going to be a
disappointment unless, concurrently with the enactment of this law,
if not as part of this act, the Federal Trade Commission is given
the affirmative duty of certifying to the accuracy of the capitaliza-
tion of these corporations and as to their financial stability.
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Section 18 of your bill confers some of those powers upon the
Federal Trade Commission, particularly section 18 (b), but it is
not as explicit as the amendment which we have suggested.

The CHAIRMAN. Very well, Mr. Marsh. We are much obliged
to you. You will give the reporter any material you wish to put in
the record.

Mr. MARSH. May I have your permission to file just a few of these
figures with respect to railroads ?

The CHAIRMAN. All right. We will be glad to have it.
(Statement referred to by Mr. Marsh:)

Mr. Eastman reports, that omitting debts to the Keconstruction Finance Cor-
poration (about $400,000,000) funded-debt maturities of the railroads for the
next 5 years total $1,533,700,751, and adds, " Many railroads have an insecure
floating-debt situation."

In 1926, the total compensation paid railway employees was $2,946,114,000, in
1932, $1,512,816,000, a reduction of $1,433,298,000, or nearly half

Mr. Eastman quotes the Bureau of Valuation of the Interstate Commerce
Commission as estimating " that the original cost of railway carrier property,
other than land, as it existed on December 31, 1982, plus land valued as of June
1, 1933, and plus allowance for working capital, was in the neighborhood of
$26,232,000,000 Original cost of lands is not known, but it was probably
materially less than the value as of June 1, 1933 Making all due allowance
for this fact, however, the original cost of railroad carrier property would not
fall below $24000,000,000 On December 31, 1932, the total railroad capital
actually outstanding was $23,573,556,588, made up of $10,226,070,233 in stock,
and $13,347,486,355 in funded debt"

The Bureau of Valuation, however, estimated the cost of " reproduction new
less depreciation of land" as above "plus working capital", at about
$20,971,000,000

The current value of lailroad stocks is about $11,000,000,000, and concerns
under any real new deal are usually worth little if any more than their stocks
Seventeen to eighteen billions dollars would be a generous price to pay for the
railroads

The CHAIRMAN. I wish to say that the committee has replied to
everyone who has asked to be heard on this bill and has arranged
for a hearing and advised them by telegraph or otherwise So far
as we know, all who have applied have been given the privilege of
appearing, and we have heard them We expected that we would
be able to get through with the hearings the last of this week, prob-
ably today. At the last minute today some requests have been made
for others to appear, and we will have to go on tomorrow to accom-
modate such of those as we can hear tomorrow. I t will be impossible
to conclude the hearings this week, but we do not propose to extend
them indefinitely. We are going to conclude them early next week.
There are some things that we will offer at that time, and we have
yet to hear from some reports on the air-mail inquiries. We will
take this up early next week, with the effort to conclude the hear-
ings the. early part of next week, so that the committee will then
take the bill and consider it in executive session, together with any
amendments that may be offered or proposed, and endeavor to get
the bill concluded next week, if possible, and reported out.

I have made similar statements frequently, but there are people
who seem to think that they can come on any time they like and that
they may prolong these hearings by that process. We can not afford
to do that.

We have notified some persons to appear tomorrow, and we will
try to finish the main hearings tomorrow. After that we will see
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what we can do to accommodate those whom Senators have signified
they would like to have heard. We give notice now that anybody
who wants to be heard on this bill should say so, so that we can get
to a conclusion of it. I think so far we have heard all who have
applied. We have not refused to hear anybody who asked to be
heard up to this time.

The committee will be in recess until 2:30.
(Whereupon, at 12:50 p.m., Thursday, Mar. 8, 1934, a recess was

taken until 2:30 p.m. of the same day.)

AFTERNOON" SESSION

The committee resumed at 2:30 p.m. on the expiration of the
recess.

The CHAIRMAN. The committee will come to order, please.
Mr. REDMOND. Mr. Chairman, may I hand you for your informa-

tion, as well as the information of other members of the committee,
a copy of a pamphlet entitled: " German Regulation of Stock Ex-
changes 1896-1908."

The CHAIRMAN. The pamphlet just handed to me by Mr. Red-
mond will be made a part of the record.

(The pamphlet is as follows:)

GERMAN REGULATION OF STOCK EXCHANGES, 1896-1908, BY J EDWARD MEEKER,
ECONOMIST, NEW YORK STOCK EXCHANGE

ECONOMIC BACKGROUND OF THE GERMAN EXCHANGE IAW

The most recent instance of an attempt by a great industrial and financial
nation to impose governmental regulation upon stock exchanges and speculative
transactions on them, occurred in Germany during the years 1896 to 1908.

The marked prosperity of Germany in the latter part of the '80s, following
the international crisis of 1873, provided a great incentive to speculative
activities The latter in turn brought with them abuses and irregularities on
the part of many banking institutions Gradually these abuses produced a
climax In 1888 there was a speculative corner in coffee at Hamburg, in 1889
there occurred a sensational break in sugar; and in 1891 a spectacular decline
in grain prices occurred on the Berlin Boerse, which conducted dealings in com;
modities as well as in securities In the fall of 1891 a new depression seemed'
imminent The sharp speculative declines brought forth wide protests from
speculators who had suffered from them financially In addition, several Berlin
banks failed, owing to their misuse of deposits in speculation

THE " EXCHANGE INQUIRY COMMISSION "

These developments were soon reflected in German legislative quarters The
Reichstag was flooded with petitions requesting intervention by the government
to hault alleged abuses among the banks and in the stock and commodity ex-
changes Bills against speculation in general were introduced1 in the Reichstag
as eaily as November, 1891 Under this constant pressure, the government
finally agreed to have a thorough investigation of the situation and accordingly
appointed the " Exchange Inquiry Commission " to undertake it In February,
1892, the Chancellor appointed 23 members (later increased to 28) to serve
upon this commission Its chairman was Dr Koch, then president of the
Reichsbank, and its members included prominent bankers, merchants, lawyers,
government officials, representatives of agriculture and professors of political
economy This commission was first convened on April 6th, 1892, in Berlin, and
remained m office a year and seven months It held1 93 meetings at which 115
witnesses were called, including 39 stockbrokers, 16 gram brokers, 10 land
owners, 10 millers and other prominent experts and authorities The published
hearings and report of this commission were exceedingly voluminous and con-
sisted of four volumes, aggregating considerably over 4,000 pages
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On the whole, the Exchange Inquiry Commission Report was thoroughly
conscientious and conservative, its recommendations were in the main impartial,
judicious and prudent It dealt with a variety of technical operations on the
Exchange and endeavored to minimize abuses without crippling the normal
and necessary functions of the exchanges The report took the attitude that
speculative exchanges were essential to business, and refused to recommend
any serious interference with speculative trading in securities or produce

" T H E EXCHANGE LAW OF 1896 "

Unfortunately this wise and temperate report was not followed in the
legislation which was actually enacted The Boerse had become a political
issue, and the belief was widespread in Germany that the previous declines m
prices had been due to its rules and practices rather than to the world-wide
economic forces which during the early '90s produced depression throughout
the world Particularly bitter was the powerful East Prussian agrarian party,
because of the sharp decline in grain prices which it mistakenly blamed upon
the exchanges rather than upon the world over-supply In this temper, the
Reichstag was in no mood to accept the calm and temperate conclusions of
the Exchange Inquiry Commission, but instead broke loose from it to frame
and enact the "Exchange Law" (Boersengesetz) of 1896 The new law
became effective January 1st, 1897

It had been the feeling of the Reichstag that there were three principal
evils in connection with speculation on the exchanges* (1) the manipulation of
commodity prices against the interests of producer and consumer alike; (2)
the manipulation of security prices and the alleged influence of the Stock
Exchange upon industrial enterprises, and (3) speculation by inexperienced
persons of small means, who almost always lost money in the end To mini-
mize or obviate these real or alleged evils, the Exchange Act of 1896 accord-
ingly resorted to three principal provisions: (1) dealings on credit on the
German exchanges in gram and flour were forbidden, (2) similar dealings
on the German exchanges on credit in certain classes of shares, principally
mining and industrial shares, were forbidden; and (3) a "Stock Exchange
Register " was required to be established, wherein all speculators entering into
Exchange transactions of a speculative character must inscribe their names
This register was to be open to public inspection, and if a speculator failed
to register his name in it, his contract was to be declared a mere wager under
the law and thus was rendered void

The late Professor Henry C Emery of Yale, testifying before the Senate
Committee on Banking and Currency m 1914 on Senate Bill 3895 (63rd Con-
gress, 2nd Session) declared

« * x* * 2t w a g distinctly intended by the adoption of these methods that
the facilities allowed for speculation, which made speculation easy, should be
disturbed, that the machinery was altogether too easy, that it made it possible
to have too much speculation, that it was too easy to sell short, that it was too
easy to sell over and over again a large amount of stock so it would be trans-
ferred a great many times; that something should be done so there should not
be so much speculation; that by restricting the amount of speculation, by limit-
ing the market, by keeping a certain class out of the market and making it
harder for those in the market to deal, some of the evils of speculation would
be avoided"

FAILUEE TO HALT SPEODIATION

In all countries there has always been a real difficulty m defining exactly
what a speculative transaction is In Germany, speculation had come to be
associated with time contracts which were regularly made in securities and
produce on the German exchanges Consequently the German law makers
in the Reichstag assumed that if time contracts were forbidden, speculation
itself would be stopped, and the Exchange Act specifically forbade such time
contracts This prohibition did not, however, halt speculation, but simply led
to other and more roundabout methods of conducting it. The Exchange Act
also limited its provisions to dealings on the exchanges, under the erroneous
theory that speculation had occurred and could occur only there At once
this assumption was seized upon as a means of avoiding the consequences of
the Act. The produce brokers on the Boerse simply left the Boerse building
in a body, set up an organized market in another building, claimed that this
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was not officially an Exchange in the meaning of the law, and went on dealing
in gram futures When the State courts ruled that this new market was an
exchange, the brokers moved again to another building where each broker had
a separate office, but no common! meeting place or trading floor and again
claimed that this was not an exchange In this way, the original organized
and centralized produce market on the Exchange was forced by the Exchange
Law to reverse the previous course of its evolution and to degenerate into a
crude " over-the-counter " market with direct settlements and less actual regu-
lation than had been in force during the days when the market was more
highly organized

Even though the Exchange market was forced back in its development from
an orderly and organized institution into the unorganized chaos out of which
it had originally developed, speculation was not in point of fact halted and was
rendered all the more dangerous because of the lack of effective regulation xn
this unorganized market So intolerable did this situation become that in.
1900, the produce brokers returned to the old Berlin Exchange building and
were allowed to carry on their old speculative business by crude evasions of
the law This was all the more remarkable because it occurred in the State
of Prussia, where a violation of law was regarded as a shocking mattei

Meanwhile the agrarian party realized that their own business, on behalf of
which this legislative crusade against the Boerse had been undertaken, was
being seriously impaired by the very law upon whose enactment they had so*
vigorously insisted. With the disorganization of the Berlin produce market,
there was no longer a central price indicator for grain, and farmers could no-
longer learn the value of their crops The agrarians refused to admit that
they were wrong at first, and demanded that the government furnish such prices
for gram. This led to an equally surprising discovery on the part of the
government as to the value of organized speculation For the government
inevitably found it impossible to establish satisfactory gram prices without an
organized speculative exchange market through which such prices could be
obtained The farmers who no longer knew the price of their own crops con-
tinued, however, to demand that the State perform this impossible task.
Accordingly a few months after the passage of the Exchange Law, the State
establshed a central bureau to determine prices for the information of farmers
Local bureaus were established in various parts of Germany which reported to
this central bureau All such prices, however, naturally had to be local cash
prices and reflected simply past transactions, but not present and future condi-
tions. It was also found that the elimination of short selling in gram, as far
as its effects could be determined statistically, was to lower grain prices and
render them less stable

In respect to securities, similar evasions of the Exchange Law occuned
attended by a similar disruption of the former highly organized and highly
regulated market for securities. Security transactions, instead of being made
openly on the Exchange, were effected secretly over-the-counter, without the
necessity of respecting the ordinary regulations which formerly were imposed
upon Exchange transactions In these over-the-counter dealings, much of the
business flowed to the great German incorporated banks, who did not need to
borrow money as did the smaller brokerage concerns. Thus, the result of the
Boerse Act was to build up between the large financial institutions a private
over-the-counter market in securities, wholly dominated by a few great banks.
This unregulated money trust squeezed out the small broker, whose living came
to depend almost wholly on orders given him for execution by the great banks

Finally, the " Exchange Register " proved a failure The theory behind this
legister was the theory that large Exchange operators would register willingly
enough, but that small speculators would fear the publicity of registration and
therefore give up speculating In this way, it had been hoped, the small man
could be forced out of the speculative market Actually, however, almost no
one registered at all This placed a premium upon dishonesty, since the penalty
for not registering was having one's contract voided as a gambling wager On
account of the uncertain legal character of speculative transactions, conserva-
tive men kept out of the market or transferred their transactions to other
countries Dishonest men, on the other hand, would put in orders to buy and
to sell the same security at the same price, and then repudiate the order which
showed a loss, by declaring that they had not registered and in consequence
it was void Thus, instead of eliminating undesirable speculators and allowing
responsible speculators to perform a necessary economic task, the register
scheme favored the reckless and hampered the conservative speculatou and
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also spread fraud throughout German finance. At length the government itself
in its official reports, was compelled to admit that the law had " proved injurious
to the public" and that " the dangers of speculation have increased "

PERVERSION OF THE EXCHANGE'S NORMAL FUNCTION

Ready security markets can be maintained only by a free flow of essentially
speculative bids and offers. By interrupting this flow and placing artificial
obstacles in the way of ready speculation, the German Exchange Act succeeded
in largely destroying the ready market for German securities which had pre-
viously existed on the Berlin Boerse This fact was clearly recognized by the
^eminent Dr Koch, president of the Reiehsbank, in an article m the Deutsche
"Review for July, 1908, in the following words: "Experience has taught us
that there is not at all times a ready market for pledged securities." It was
found that fluctuations in price under the Exchange Act increased rather than
* decreased Short selling having been restricted, there was a greater tendency
an times of prosperity to develop inflated bull movements m prices, which
Clashed with all the more violence when business activity lessened. Testimony
to this effect can be found in the authoritative work, "The German Great
Banks," repubhshed in English as one of the National Monetary Commission
studies Speaking of the results of the Exchange Act in forcing business from
ths Exchange, this work (p 771) declares:

" There is a large number of buying and selling orders coming to the great
•banks which they can offset against each other, thus taking over the function
of the Exchange Only such orders as cannot be offset are taken to the Stock
Exchange. * * *

" The result has been that the Boerse, in addition to the disorganizing effects
of the Stock Exchange legislation, has suffered also the loss of ever-increasmg
amounts of business This impaired its most vital function, that of propei
price determination, and led to most serious consequences, especially during
critical times, as may be proved by very lamentable examples "

The study goes on i the declaration that this flow of business from the organ-
ized exchange market to the private inter-bank or mtra-bank market (what we
in America would term the " over-the-counter " market) threatened to destroy
the ability of the Exchange to reflect actual intrinsic and maiket values foi
Oerman government and German company securities under the law of supply
and demand

BUSINESS DRIVEN ABROAD

Undoubtedly the ill-advised German Exchange Act had the effect of driving
out of German markets and into the markets of other countries much business
which had formerly been done upon the German exchanges Professor Henry C
Emery, in his well-known brochure " Ten Years' Regulation of the Stock
Exchange in Germany," declared in this regard

" Finally, the effect of interference, increased cost, and legal uncertainty was
to drive business to foreign exchanges and diminish the power of the Berlin
Exchange in the field of international finance The number of agencies of for-
eign houses increased four or five-fold, and much German capital flowed to other
centers, especially London, for investment and speculation This m turn
weakened the power of the Berlin money market, so that even the Reichsbank
has at times felt its serious influence "

The Commission which Governor Hughes appointed in 1908 to study the
question of speculation upon security and commodity exchanges in New York
in its report bears similar testimony

" Foieign brokers, seeing a new field of activity opened to them in Germany,
flocked to Berlin and established agencies for the purchase and sale of stocks
in London, Paris, Amsterdam and New York Seventy such oflices were opened
in Berlin within one year after the law was passed, and did a flourishing
business German capital was thus transferred to foreign markets The Ber-
lin exchange became insignificant and the financial standing of Germany as a
whole was impaired "

The opinion of German economic authorities fully confirms these American
conclusions The statement of Dr. Wachler in the German Bank Inquiry of
1908-1909 (also translated and published in the National Monetary Oommis
sion studies) makes the following comment:

"The Boerse legislation has undoubtedly been injurious to German eco-
nomic life * ' x The German exchanges have evidently lost in mterna-
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taonal influence since the enactment of Boerse legislation. In spite of the
greatest efforts on the part of the Boerse, of industry and commerce, they
have certainly not gained ground in international business That is a great
loss to the political power of Germany. The advantages gained and the peace-
±ul victories achieved by means of our industry and commerce are the best
foundation and the greatest, to the extension of our political power, even more,
effective, perhaps, than the increase of the army and navy. But it is precisely*
in international business that commerce and industry require the support
of the German banks and exchanges"

Much the same opinion is expressed elsewhere in the same official hearings
by Herr Schmckel " In the domain of practical matters, the Boerse law has
left us with a legacy in the swarm of brokers who rejoice our heart with*
foreign speculative securities, and who bring more foreign securities into
Germany and into the possession of Germans than are enumerated in the
statistics of stock and bond issues published by the Keichsbank." As a con-
clusion to this aspect of the matter, the findings of the Hughes Commission
Keport can again be referred to as follows •

" Germany is now seeking to recover the legitimate business thrown away
twelve years ago She still prohibits short selling of gram and flour, although
the effects of the prohibition have been quite different from those which its*
supporters anticipated. As there are no open markets for these products and*
no continuous quotations, both buyers and sellers are at a disadvantage;
prices are more fluctuating than they were before the passage of the law
against short selling,"

MANIPULATION FACILITATED, NOT CUETAILED

It has been pointed out above that the German Exchange Act had the
effect of forcing business from the open organized market on the Exchange
into a private market within individual great German banks or between these
banks. As a result, only odd balances of stock which could not be crossed
on the books of a single bank or which for one reason or another it was not
desirable to buy or sell between the banks over-the-counter, were sent into the
market on the Exchange. This resulted in making Exchange transactions
easy to manipulate, and to provide an additional motive for such manipula-
tion, in order that the larger security orders executed confidentially outside
of the Exchange market could be transacted on the basis of published Ex-
cTiange quotations as favorable as possible to those executing the larger orders*
privately outside Thus the Berlin exchange markets in securities tended to
become only a species of show-window for the greater volume of dealings
occurring privately in the outside market As Professor Emery puts the
matter "The advantages of a broad, open market were lost The object
of the Act had been to lessen the speculation influence over industrial under-
takings ^ts effect was to increase i t" Elsewhere the same authority has-
stated on this point " In other words, the result of this experience was to
prove practically what I have maintained for years from my theoretical study
of this subject, that the most easily manipulated market is the limited* market.
The market you cannot manipulate is the big, open, easy, facile market
where everybody can trade with the least restriction "

Authoritative German opinion fully corroborates the above statements. In the
German Bank Inquiry Hearings referred to above, Herr Schmckel stated.

"Finally it is to the Boerse laws that we are indebted for the excessive
concentration of business in the great banks, which I as well as others deplore.
These are evils which when once introduced could not be removed by the*
amended law, being evils that do not admit of a remedy. For you cannot ask,
for instance, that the great banks which have become altogether too big to
suit my taste—a tendency it was impossible for them to escape—shall split up*
again into smaller ones "

STRAIN ON THE MONEY MARKET

For a variety of reasons the Exchange Act of 1896 strained and, on occasion,
demoralized the Berlin money market For one thing the purchase of foreign
securities caused an export of capital, which provided a considerable dram
upon it For another, the less efficient methods of clearing and settling con-
tracts made in the demoralized over-the-counter market which the Act produced,
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as contrasted with the greater efficiency in the use of capital by the centralized
stock clearing and settling system attending the former market on the Berlin
Stock Exchange, required a greater proportionate amount of bank funds This
fact is referred to frequently in the German economic and financial literature
of the time

OPPOSITION TO AND GBADUAL REPEAL OF THE GERMAN EXCHANGE ACT

The Boerse law of 1896 was widely condemned by the best informed authori-
ties within Germany. Even at the expense of repetition, it is worth while to
include some of these criticisms by Germans here.

The leport of the Disconto-Gesellschaft for 1902 states that
"The unfortunate Boerse laws continue to be a grave obstacle to business

activity,"
and again in 1903,

"The Boerse will not be able to resume its important economic functions
Tuntil the restrictions upon trading for future delivery have been removed "

The report of the Dresdener Bank for 1899 states.
" The danger which lies in the ban put on speculation, especially in the

piohibition of tiading for future delivery in mining and industrial securities,
will become manifest to the public if, with a change of economic conditions, the
unavoidable gelling fortce cannot be met by dealers willing and able to buy.
It will then be too late to recognize the harmful effects of the Boerse Law "

The report of the Deutsche Bank for 1900 states
" The prices of all industrial securities have fallen This decline has been

felt all the more as, by reason of the ill-conceived Boerse Law, it struck the
public with full force without being softened through covering purchases of
speculative interests."

Again in 1904.
"A serious political surprise would cause the worst panic, because there are

no longer any dealers to take up the securities which, at such times, are thrown
upon the market by the speculating public."

Agam in 1905:
" In our last report we referred to the great danger which may be brought

about through delaying the revision of the Boerse Laws, and we are now
pointing to it again because we consider it our duty to impress again and again
a wider circle of the public with the economic value of the Stock Exchange
.and its important relation to our financial preparedness in times of war."

Agam in 1906
"If it had still been necessary to furnish proof of the regrettable fact

that the German exchanges are no longer able to accomplish their task—
equallv important to the welfare of the people as to the standing of the Em-
pire—the trend of events during the past financial year in general, and the
lesult of the last German Government issues in particular, would have fur-
nished that proof "

Speaking before the Third German Bankers' Convention at Hamburg in
September, 1907, Privat Dozent Doctor Jaffe said •

"In spxte of the fact that the Boerse Law, which is now recognized even
by its framers as a complete failure, has injured German economic life very
deeply, not only are all conceivable hindrances placed in the way of improving
it but new means are sought for hindering the progress of our industrial
life, and for this purpose the legal regulation of deposit banking is proposed "

In similar vein, and on the same occasion, Geheimer Oberfinanzrat Mueller,
director in the Dresdener Bank, remarked:

" The result of the Boerse Law may be designated as an effective paralysis
of an arm of our economic body Whether the course recognized by our
legislators as necessary will be followed—that of repairing the injury and of
giving badk to a paralyzed arm the necessary mobility and elasticity—the
future will show The experiment which is recommended for the banking
system by a surgeon unskilled in this sphere is an operation on the vitals
of the body politic "

German financial literature of the period abounds with just such criticisms as
these Sometimes, tl*e attack on the Boerse Xiaws were of sufficient length to
publish in book form Such was Struck's "Die Eftektenboerse " (The Stock
Exchange), wherein the author advances the question, "Will it be easier to
«olve the problem wTiicTi has fallen to the Stock Exchange in the present eco-
nomic system, to have flae latter exist as a free and independent institution
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enjoying unrestricted autonomy, or will it prove more advantageous to place it
under Government control?" and answers it by concluding that the former
course is wiser, that severe Government investigations accomplish nothing, be-
yond the point of satisfying a carelessly speculating public for the time being,
and that Exchanges, m order to fulfill their mission, must be left pretty much
to themselves

These pointed expressions of public opinion had their counterpart through
this period of legislative attempts to revise the obnoxious Boerse Law of 1896,
Such a bill was vainly proposed in 1904, two more followed in 1906, and still
another in 1907. These early attempts at revision, though in themselves unsuc-
cessful, laid the way open for eventual repeal. The Committee of the Federal
Counsel (which was hostile to speculation and which had originally passed the
Act of 1896) stated in its report on the bill proposed in 1904.

tk The dangers of speculation have been increased, the power of the market
to resist one-sided movements has been weakened, and the possibilities of using
inside information have been enlarged."

Another attack by the agrarians upon gram futures brought matters to a
head The much-enduring produce brokers apparently lost their equanimity,
and threatened that if a further policy of legislative harassment was to ensue,
they would " strike" and close the produce market on the Boerse entirely.
The prohibition against grain futures was not removed, but no new restric-
tions were placed upon the produce market On the other hand, after a lengthy
discussion and vigorous agitation, the Boerse Law of 1896 as it related to
security dealings was considerably modified in certain stringent provisions—
so much so, in fact, that it amounted to a repeal of that part of the Act
of 1896 The Exchange register provision was repealed entirely. This action,
as the Hughes Commission Report states, proves conclusively that

"Insofar as the Reichstag in 1896 had aimed to prevent small speculators
from wasting their substance on the Exchange, it not only failed, but * * *
added a darker hue to evils previously existing.

* * * * * all persons whose names were in the ' Handels-register" (com-
mercial directory) and all persons whose business was that of dealing in
securities, were declared legally bound by contracts made by them on the
Exchange It provided that other persons were not legally bound by such
contracts, but if such persons made deposits of cash or collateral security for
speculative contracts, they could not reclaim them on the plea that the contract
was illegal."

The previous restriction against industrial security futures was also with-
drawn, although these contracts were still made subject to the discretion of
the State By a law then passed (1908), the Government might, in its dis-
cretion, authorize speculative transactions in industrial and mining securities
of companies capitalized at not less than $5 000,000.

The CHAIRMAN. Mr. Sewall, you will please come forward to the
committee table if you wish to De heard.

Mr. SEWALL. I thank you, Mr. Chairman.

STATEMENT OF ARTHUR W. SEWALL, PHILADELPHIA, PA.

The CHAIRMAN. Mr. Sewall, please state your name, place of resi-
dence, and occupation.

Mr. SEWALL. My name is Arthur W. Sewall. And do you wish
my business address?

The CHAIRMAN. Yes.
Mr. SEWALL. 1600 Arch Street, Philadelphia, Pa.
The CHAIRMAN. What is your occupation, Mr. Sewall.
Mr. SEWALL. I am president, of the General Asphalt Co. I am on

the board of the Federal Eeserve bank, the Baldwin Locomotive
Works, the Insurance Co. of North America, and so on.

The CHAIRMAN. If you wish to discuss the bill, just proceed in
your own way and we will be very glad to hear your views.
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Mr. SEWALL. That is very kind of you. I should like to give to
the committee such impressions as I for one have, which I might say
are quite spontaneous. They are not the offerings of a man who is
deeply informed on the technique of the subject, but a man who is
responsible for the business affairs of certain institutions; or per-
haps I should say the impressions of men who are responsible for
the business affairs of certain institutions

The CHAIRMAN. We will be very glad to have them.
Mr. SEWALL. Historically speaking, I might say that on Friday,

February 23, 1934, there was a gathering of upward of 200 execu-
tives of manufacturing concerns, insurance companies, banks, as
well as business men. My impression of that meeting, which I was
able to survey with some care while sitting in the rear row of that
large room, was that they were all brought together without any
attempt to provide any hard and fast or cut and dried program, but
men speaking their minds on the subject put up to them.

At this meeting the following resolutions were adopted:
Resolved, That it is the sense of this meeting that the " National Securities

Exchange Act of 1934" in the form now before the respective Committees of
the Senate and House of Representatives of the United States Congress is
detrimental to the business interests of this country and to the individuals
interested in tKe welfare of the corporations, it produces a conflict of authority
between the Federal Trade Commission and other constituted governmental
agencies competent to regulate the corporations subject to their jurisdiction,
such as financial institutions, railroads and public utilities, and appears to
destroy completely the jurisdiction of many State regulatory bodies

Resolved, That it is the sense of this meeting that the " National Securities
Exchange Act" should be opposed in its present form, and that unless so
amended that its harmful and objectionable features are eliminated, the pas-
sage of this biU by the United States Congress should be opposed and the
efforts of those represented by this meeting should be directed to accomplish
its defeat

Resolved, That the Chairman of the meeting be and is hereby requested and
authorized to appoint a committee of such number as he may deem proper to
act for the interests represented by this meeting with power to take such steps
as in their judgment may seem necessary to bring to the attention of th«
members of the Senate and House of Representatives of the Congress of the
United States the reasons why the " National Securities Exchange Act" should
not be passed in its present form.

Mr. Joseph Wayne, Jr., president of the Philadelphia National
Bank and president of the Philadelphia Clearing House Associa-
tion presided and, as authorized by this meeting, appointed the fol-
lowing committee: Mr. Benjamin Rush, president Insurance Co.
of North America, Philadelphia; Mr. Arthur W. Sewall, president
General Asphalt Co., Philadelphia; Mr. Harrison Hoblitzelle, presi-
dent General Steel Castings Corporation, Eddystone, Pa.; Mr. Wil-
liam A. Law, president Penn Mutual Life Insurance Co, Philadel-
phia ; Mr. Edward B. Leisenring, president Westmoreland Coal Co.,
Philadelphia.

The above committee presents as follows its recommendations and
conclusions to which it solicits your helpful and invaluable attention:

Our statement deals with our appraisal of the probable effects
on business corporations resulting from the passage in present form
of the identical bills introduced before the Senate and House en-
titled "A bill to provide for the registration of national security
exchanges operating in interstate and foreign commerce and through
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the mails and to prevent inequitable and unfair practices on such
exchanges, and for other purposes,"

The title in no way suggests the full intent of the bill and thi£
is significant inasmuch as many business men believe it to cover
only the purposes indicated in the title and undoubtedly do not
comprehend the extraordinary authority over business which the
bill proposes to give to the Federal Trade Commission.

Throughout the bill we find references to " any person who trans-
acts business in securities." This clause is subject to wide interpre-
tation and if retained should be clearly defined to exclude those who
buy or sell securities primarily for investment or for legitimate cor-
porate purposes as distinguished from those who are primarily
engaged in the transaction of a security business as such. I t is
assumed that this is the intent of the bill.

Section 3, definition no. 9 contemplates regulation by the Federal
Trade Commission of all types of corporations, partnerships, asso-
ciations, and so forth, including railroads, banks, trust companies,
savings funds, insurance and utility companies. This proposed sup-
plementary regulation of the latter groups, even though modified to
obviate conflict with present Federal, State, or other regulatory
authorities, would at least render administration of such corpora-
tions increasingly difficult and add to their cost of doing business.

Section 6, in prohibiting the customery use of unlisted securities,
as collateral and materially raising the marginal requirements on
listed securities for collateral purposes, would seriously restrict the
obtaining of credit by individuals and corporations. Corporations
would be handicapped in borrowing for legitimate corporate pur-
poses on collateral consisting of their own marketable, investment^
or treasury securities. Furthermore, the power given to the Com-
mission to prescribe lower loan values than those as computed by
the formula described in section 6 would, where exercised, have an
immediately unfavorable effect on the corporation's general credit
in all of its business dealings. At a time when every effort of the
Government is being expended in fostering the extension of credit
it seems anomalous that serious consideration should be given to cer-
tain provisions of this bill which, without apparently sound reason*
would unduly curtail the purchasing power of the individual and
corporation by diminishing their facilities for credit.

Section 8, subsection (a) (5) reverses the usual doctrine of one
being innocent until proven guilty by unfairly, in our opinion^
placing the burden of proof on a corporate officer in the event " an
average investor " sues him for damages on the grounds that he was
misled with respect to any of various items on the published balance
sheet or other statements.

Section 8, subsection (a) (7) as it now stands would deny a cor-

?oration the right, except under such rules and regulations as the
lommission may prescribe, to either buy or sell its stocks or bonds

m any appreciable volume as this would necessarily to a greater or
less extent have the " effect of pegging, fixing, or stabilizing the
price of such securities." This might prove disadvantageous to cor-
porations purchasing bonds or preference stocks for sinking funds
or retirement or selling Treasury bonds or stocks for purposes of

175541—34—PT 15 48
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raising working capital. This subsection would be improved by
striking out the words " or effect."

Section 8, subsection 9 denies a corporation the privilege of
acquiring an option to purchase, through the means of securities,
control or ownership of another corporation. We believe the privi-
lege referred to is a legitimate one and should not be prohibited.

With respect to section 10 referring to the segregation and limita-
tion of the functions of broker, specialist, and dealer, we wish to
raise the question, without endeavoring to answer it, as to whether
or not the segregation provided for would have the effect of increas-
ing the financing costs to corporations in general at such time as
they endeavored to raise capital through the issuance of new secur-
ities. It is suggested that this matter be given careful consideration
to make sure that it does not work a hardship on business particu-
larly with regard to the security flotations of small enterprises.

Section 11, subsection (c) (I) grants the Federal Trade Commis-
sion broad powers to enforce compliance by corporation officers, di-
rectors, and stockholders, not only with the act but also with any
amendments thereto and with any rules and regulations which they
may make thereunder. This omnibus authority is in addition to
specified information which must be periodically furnished under
11 (II) and (III) and further blanket authority under 11 (c) ( I I I )
to call for any files of the corporation or its affiliates which the
Commission may desire.

Section 11 is the crux of the bill insofar as business is concerned.
We believe it to be neither necessary nor desirable to put American
business under Government control. With a full recognition of the
desirability of eliminating the unethical and destructive practices
of the few, we do not wish to see the vast majority of business men,
whom we must concede are honestly motivated, fettered by a multi-
plicity of rules, regulations, and authorities, nor do we believe it
will be advantageous to the public interest to have managements
obliged to devote an increasing percentage of their time to collab-
oration with accountants and lawyers in the preparation, filing, and
dissemination of reports.

The cost of making the reports required by sections 11 and 12
are impossible to estimate with exactness in advance for several
reasons, one of which is that only the minimum number of reports
required are stated and the number of additional reports which the
Commission may further require is left entirely to their discretion.
Nevertheless we believe that such costs as would be experienced
upon the application of these provisions would be a serious burden
on business and that the net benefits, if any, to be derived therefrom
would be entirely incommensurate with the costs; furthermore it is
conceivable that much of the information filed would result in
harmful effects by virtue of its appropriation by competitors both
in this and foreign countries. We believe that the rules with respect
to publicity of information as made mandatory in this bill are un-
necessary for the education of the stockholder inasmuch as a stock-
holder today can in almost any case secure from the officers of his
corporation any legitimate information he desires which is not
inimical to the interests of other stockholders. As a matter of fact
is it not true that " the average investor " or stockholder will not
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today even take the time to read, much less study, the report of the
board of directors and the financial statement which is mailed to
him once a year^

The mailing of a complete stockholders' list to each stockholder
•each time he was solicited for a proxy, as required under section 13
(a), would be obviously burdensome and expensive and an undesir-
able procedure. Stockholders' lists widely distributed would fall into
the hands of unscrupulous persons who might use them for an end-
less number of extraneous and even nefarious purposes.

Section 14 would destroy the market and therefore the liquidity
of securities of any corporation which did not subject itself to the
rules and regulations of the Commission. This would have the
effect of forcing the many small companies throughout the country,
whose securities are unlisted, to abide by the same Commission regu-
lations and subject them proportionately to the same additional ex-
pense burdens as would be imposed upon the larger corporations.
The so-called family or closed corporations, whose stockholders were
so fortunate as to not requne the securities thereof as collateral,
would enjoy exemption.

Section 17 (a), as is the case with section 8, subsection (a) (T),
reiterates the un-American principle of placing the burden on the
accused to prove he is innocent.

While the penalties specified throughout the act are severe, we do
not object to them as such, except for the all-important fact that the
wording of many of the prohibitions and regulations are so indefi-
3iite as to put even the most honest and conscientious business official
in jeopardy of the unscrupulous litigating stockholder and the vaga-
ries of court interpretations.

In conclusion, we believe, for the reasons pointed out above, that
the burdens and the additional expense incident thereto imposed
aipon corporation officers, directors and stockholders, and business
generally, by virtue of the placing of American business under Gov-
ernment control, as contemplated in certain sections of the bill m
question, would not be in the public interest, and under any circum-
stances we believe that any legislation with respect to business
should be entirely divorced from legislation dealing with the control
of security exchanges.

Mr. Chairman, the memorandum which I have presented to you
is signed by the names of those whom I first read. All of those con-
cerned in this report are engaged in some branch of industrial
activity.

I may, if you will permit me a minute or two longer, express this
one feature as an experience we have been observing during the
last 2 or 3 years: We have all sorts of accounts made up, currently
and at periods during each year; but siî ce some laws of States, coun-
ties, and the Federal Government have come into existence I have
found, after counting them up the other day, that we have to put
out now 176 statements of various kinds in the way of accounts, of
various lengths and on various subjects, in addition to those we used
to find desirable to get from our staff in an attempt to run our
businesses profitably.

Now, it is not merely that we have to go to the expense of print-
ing 176 reports, which is an average of about two reports a week,
*but it takes the time of those responsible, as well as of those who
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are carrying out orders. And with the difficulties of conducting
business profitably in these days, any economies that might be
possible through an avoidance of additional orders which would
make more and more reports necessary, certainly would be some-
thing that would mean a great deal to business, generally speaking.

And if I might add one more word
The CHAIRMAN (interposing). How often do you make reports

now?
Mr. SEWALL. Well, they run a little in blocks, but they average

at the rate of two a week. There is a total of 176 reports in the
course of a 12-month.

The CHAIRMAN. By one corporation?
Mr. SEWALL. Yes, sir; of the corporation of which I am president.

Do not understand, if you please, that I am speaking only of Fed-
eral reports, but of various reports which have come to be required
of us by States, counties, cities, and other bodies politic, which are
not things we would make up for our own internal work in handling
the business.

But I can see, or at least I think I can see, that if this bill were
enacted into law as drawn, we should have to put in a lot more days'
work, provide more room space for offices, more men to look after
those doing the work, more men to digest it, and while it might
be a great work for the Nation, and if so the Nation has a right to
it, whatever it thinks it ought to have, but if that information
already provided is clear enough, then business should be spared any
additional imposts, I mean any others than those under which it is
struggling now. And it is not an easy matter to make profits at the
present time.

One other point which, if you will permit me without seeming to-
be pertinent or too long

The CHAIRMAN (interposing). The committee is very glad to
hear you.

Mr. SEWALL. I take a great deal of pride in thinking that the
American people who are engaged in industry have that kind of
temper in their make-up which enables them to do the work of hon-
est men and to do it with devotion and activity and with a rare sense
of duty and propriety. On the other hand, nobody is made either by
gifts of money or by having somebody else do work for him which
he should do himselr. When you take from a man his obligation to*
do this, that and the other it renders him more and more a mollusk.
We do not want mollusks in this country. We want men who have
backbone. And the way to get backbone is to make people work
and take their responsibilities and not shirk them.

The CHAIRMAN. Make them have some self-reliance, is that it?
Mr. SEWALL. Yes, sir. That is the basis upon which we have

lived and worked. And it is the one element in this country of free
and independent activity that if we are to stand up amongst the na-
tions of the world it will be through the development and persist-
ence of that quality in our humankind who are in business in this
country.

Now, if it is a fact that in the case of any human being you please
we are to be propped up by anything that savors of creating bureaus
of government, State, city, county, or Federal, whereby you will
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take away the responsibility and the administrative necessities of
their work, why, you will in that way, as has been done many times
since Caesar's time, and was attempted also as Capt. Lemuel Gul-
liver says in " Gulliver's Travels " in the land of the Lilliputians,
and you surround people with strings and ties and other elements
that will busily engage a bureau; yes; perhaps a hundred bureaus
that go to make up bureaucracy, you will undermine the life and the
strength and the health and the glory of the people all the time you
are doing it.

Now, may I thank you gentlemen for your very courteous hearing.
The CHAIRMAN. We are very glad to have heard you.
The CHAIRMAN. May I ask you just one question?
Mr. SEWALL. Yes, sir.
The CHAIRMAN. A great deal of what you have said has been an

economic discussion, and some very helpful philosophy about it;
but coming right down to the purpose of this bill, do you feel, from
your knowledge of business and your experience and observation,
that there is or is not any real need for some kind of governmental
supervision or regulation of security exchanges in this country?

Mr. SEWALL. I think, Mr. Chairman, that, judging by what I have
read and what little I have thought from intimate contact, the
subject which we now cover under the stock exchange act title cer-
tainly needs some intelligent rebuilding and refraining, but I think
that that shoul'd be done as a step by itself, and perhaps you might
<call it as a preliminary step. But there will be some shock in that,
I mean in the readjustments, and I do not see the present necessity
•of going further tnan that.

I would advocate, as one who is in business, that his business be
nurtured to the extent of developing the correction and the appli-
cation of the remedy for the stock exchange situation, without in the
same act pushing out into the unknown and perhaps creating some-
thing that will so stagger the people who try to live up to it that
it would be inexpedient to do it at the same time that you are doing
the other thing or on so little investigation and study.

I Should not say a thing like that, because I do not know how
much you have given to it and how much study has been applied,
but I for one, as a business man, feel very much without a chart
which can show me where we can go in doing these different things
that are apparently latent m the bill so far as outside work is con-
cerned; I mean other than the stock exchange matters. If those
per se can be handled, you might say that we are saying, " Let John
do i t" , but I do not mean it that way; I mean that it is all right to
Tniild, but perhaps we might build too fast in legislation. The United
States Senate will be here next year and the year after and inter-
minably. Let it take one step at a time, because business certainly
is a sensitive thing.

The CHAIRMAN. Are there any questions, Senator 2
Senator KEAN. Mr. Sewall, you have presented here a list of

names, and, simply for the purpose of the record, I would like to
have you give us a short description. The Insurance Company of
3Torth America—how big is that? Is that a mutual company?

Mr. SEWALL. NO, sir; that is a stock company. I t is the oldest
insurance company in America. I t was started by Benjamin Frank-
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lin. They have 90,000,000 assets, and they do an all-around general
insurance business. I t has never side stepped any policy. I t has
never gone through a receiver's hands. I t is 140 years old, in round
figures.

Senator KEAN. The General Asphalt Co.?
Mr. SEWALL. The General Asphalt Co. is an umbrella company

under which the Barbour Asphalt Co. who, as you know, is in the
paving business, and the Burmudas Co. and other companies who*
refine crude oil, of which we get some, and who work up different
products of a considerably large variation for the application and
use of goods in roofings and floorings and things of that sort.

Senator KEAN. And the General Steel Castings Co. ?
Mr. SEWALL. They are the corporation owned one third by the

American Locomotive Works, one third by the Baldwin Locomotive
Works, and I have forgotten who owns the other third. They have
patents on equipment by which they can cast in one casting a steel
underbody to a railroad car or a pullman car or a locomotive, and,
instead oi having a dozen units entering into the running gear of a
locomotive, here you have a thing that is like this table the full
length of the locomotive, and there is no chance for giving and wear-
ing and working, and that today is the only apparatus under which
gigantic cars and locomotives can be sustained and propelled.

Senator KEAN. And the Penn Mutual Life Insurance Co.?
Mr. SEWALL. Well, there is a great life insurance company. I

think they have 300,000,000 of policies out. They rank not up with
the Prudential and the Equitable and those three or four giants—
Metropolitan—but there are somewhere between three and five hun-
dred million policies out.

Senator KEAN. And they are a mutual company?
Mr. SEWALL. They are a mutual company, and they are very solid

financially.
Senator KEAN. And they are very much interested in securities?
Mr. SEWALL. Very much; yes, sir.
Senator KEAN. And now we come to the Westmoreland Coal Co.
Mr. SEWALL. That is an anthracite coal mine.
Senator KEAN. NO; it is also soft coal, perhaps more soft coal

than anthracite.
Mr. SEWALL. Well, you know more about it. I know very little

about it.
Senator KEAN. They are one of the most successful coal companies

in the United States.
Mr. SEWALL. I am very glad to hear that. I would like to be-

associated with them.
Senator KEAN. I just wanted to get that into the record to show

what kind of companies you represent.
Mr. SAPERSTEIN. Mr. Sewall, in the reference that you made to

section 10 there was an implied criticism of the section based upon
the idea that the section might increase the financing costs to cor-
porations of new issues. Now, section 10 treats with the segrega-
tion and limitation of the functions of the broker, specialist, and
dealer. Could you amplify that idea of yours and show us in what
way the costs of the issuance of securities of corporations would be
increased or might be increased by virtue of section 10 ?
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Mr. SEWALL. In my desire to answer you successfully, may I call
upon Mr. Hoblitzelle, who will perhaps give you a clearer exposi-
tion of it than I can.

Mr. SAPERSTEIK. With the chairman's permission I should be very
glad to hear from him; yes.

STATEMENT OP HARRISON HOBLITZELLE, PRESIDENT OF THE
GENERAL STEEL HASTINGS CORPORATION, EDDYSTONE, FA.

The CHAERMAN. Very well Mr. Hoblitzelle. State your name and
residence and occupation.

Mr. HOBLITZELLE. Harrison Hoblitzelle, president of the General
Steel Castings Corporation, Eddystone, Pa.

The CHAIRMAN. Very well, Mr. Hoblitzelle; you have heard the
question. You can answer it in your own way.

Mr. HOBLITZELLE. Gentlemen, in the report you will notice that we
have suggested that the question be raised, but we are not endeavor-
ing to answer that question for the reason that it is a little out of
our bailiwick. Being business men and not in the financial busi-
ness, we cannot speak with authority on that, or experience, on that
particular section. But we think there is a possibility that invest-
ment houses which are segregated as to their purposes may have to
charge larger spreads, large brokerages, if you will, where they are
confined to a single line of business. As I say, that is out 01 our
bailiwick. We simply wish to raise that question, as we said, with-
out endeavoring to answer it. I t is a question which the bankers
are equipped to testify about. We are not. But we are under the
impression that there is a possibility at least that, by splitting up
those functions, it may be that we will be required as business men
who may ultimately have to refund or seek additional loans, to pay
larger brokerages, which, of course, we do not want. If we get out
an issue of bonds, we do not want the underwriter to say, " Well, our
costs have gone up. We haven't the same possibilities of distrib-
uting overheads that we had before. Instead of requiring three or
four points spread, we may require more."

Senator KEAK. I would like to call your attention to the situation
in Paris, where to float any issue of bonds you have to allow a spread
of over 6 percent.

Senator TOWNSEND. For what reason?
Senator REAN. For the reason that the market there is not so

broad and that people do business in a different way; they go around
from house to house and the people have a day that they wish to do
their investments, and the broker has to go, instead of having a
broad market on the exchange, he has to go and visit people, and you
have got to call on them, and the consequence is you cannot float
an issue in Paris for less than 6 percent. Whereas here we float
lots of issues of the same kind that pay 6 percent in, Paris, and
they have been floated m the United States, for 1 percent.

Mr. SEWALL. Did I get the drift of your question, or perhaps we
haven't heard it right yet?

Mr. SAPERSTEIN. What I was driving at was that I merely wanted
to get your point of view.

Mr. SEWALL. Yes, sir.
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Mr. SAPERSTEIN. We have a great deal of testimony by dealers and
by brokers and by specialists as to the effect upon their business of
this section 10. Now, I want to get the viewpoint of people like
yourself as to why this section should increase the costs of the issu-
ance of new securities. We have also, during the course of our
investigation before the subcommittee, had a great deal of testimony
foy investment bankers, who said that their interests and the inter-
ests of the corporations which they represent, as well as the interests
of the public, were identical, and that in ascertaining the price at
which a security was to be brought out they had to take into con-
sideration on the one hand what the public would pay for that
security and on the other what the corporation could afford to take
for that security, and the difference would be their spread. Those
^conditions would remain the same. They would still have to take
into account what the public would pay on the one hand and what
the corporation could afford to take on the other. And if there were
no profit in between them, the security of course would nfot be
^brought out. If there were, the profit would be the same whether
section 10 were in effect or not.

Mr. HOBMTZEULE However, is it not true that your costs of doing
business provide the fundamental basis for the price which you must
ask either for your goods or your services?

Now, the question here is one of diversity factor, which is recog-
nized in almost any business. In other words, if you are in the busi-
ness of making farm machinery and you are also in the business of
making perhaps railroad equipment, you have a chance of distribut-
ing your overhead. In other words, when the farm-machinery
business may be dull you may be enjoying a good demand for rail-
road equipment. That is hardly a direct analogy, but it brings up
the factor we had in mind there; that is, the diversity factor.

In other words, the business which is diversified has low-average
costs as a rule. They are put in a position where they can get lower
average costs.

Now, if you segregate the functions of the dealer and the under-
writer, it may be that the underwriting business in a certain year
might be very lean, and consequently when the time did come for
them to underwrite some issues they would have an accumulation of
past costs which they would have to distribute in some way or other,
and their costs would form—under ordinary circumstances; it had
not prevailed during the past few profitless years, but in most in-
stances your costs form—the fundamental, the irreducible basis for
determining your selling price.

That was the main point we had in mind there. I t was just a
•question that we wanted to raise and call the attention of this com-
mittee to, without endeavoring to testify as to whether it would or
whether it would not, because we are not, as I say, equipped to
answer it.

The CHAIRMAN. YOU can recognize a possible conflict of interest
between a broker who is representing someone else on a commission
and one who is a dealer, being the same man in the same stock. As
a broker it might be to his interest to consummate the transaction as
a broker, but as a dealer it might be to his interest to buy or sell
that same stock. There is a temptation there sometimes that might
be of consequence.
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Mr. HOBLITZELLE. Yes, sir; we appreciate the motives which are
undoubtedly behind the provision.

Senator KEAN. But I think that was pretty well covered, Mr.
Chairman, under the rules of the stock exchange.

The CHAIRMAN. Well, they have not been able to do very much
about it yet. But that might help some.

Senator KEAN. YOU can see, of course, that if a broker and an
underwriter and a dealer in various bonds, at one time where there
was a bond market to deal in bonds, another time there is a( stoSfc
market to deal in stocks, another time there is a municipal market to
deal in municipalities, another time it may be that there is under-
writing and you can go into that; so that you can keep your office
going. While in the last few years I think everybody has lost money,,
they might have lost a good deal more if that had not been true—
isn't that right?

Mr. HOBLITZELLE. Yes, sir.
Mr. SEWALL. Yes, sir; that certainly is true.
The CHAIRMAN. Anything else? That is all, Mr. Hoblitzelle.

Thank you very much.
Mr. SEWALii. May I thank you, Mr. Chairman, and the committee,

for the privilege of appearing before you? I appreciate it very
much.

Mr. HOBLITZEL&E. Thank you very much, gentlemen.
The CHAIRMAN. We are very glad to have you. Now Mr. May.

STATEMENT OP GEORGE 0. MAY, SOUTHPORT, CONN., A MEMBER
OP PRICE, WATEEHOTJSE & CO., CEETIPIED PUBLIC ACCOUNT-
ANTS, NEW YOBK CITY

The CHAIRMAN. Mr. May, state your name and place of residence
and business

Mr. MAY. My name is George O. May; residence, Southport,.
Conn.; business, Price, Waterhouse & Co, certified public account-
ants, 56 Pine Street, New York.

The CHAIRMAN. Mr. May, you have seen this bill and examined
it. If you wish to be heard on it, we will be very glad to have
your views in your own way.

Mr. MAY. Thank you, sir. I do not wish to deal with the strictly
stock-exchange regulation features of the bill. That is outside my
province. I wish-to limit myself to a subsidiary but still important
part of the bill, the provisions regarding accounts and reports. That
is principally sections 12, 17, and 18 (b).

Practically my whole point of view is based on this fact, that
accounts are necessarily the result of the application of accounting
conventions and judgments to facts and are not pure statements
of fact, and I think any sound legislation on these points must give
more weight to those considerations.

The CHAIRMAN. DO you favor the idea of providing for a uniform
system of accounting?

Mr. MAY. I do not, Senator; as I will come to later. Not at the
present time, certainly.

For some years I have been chairman of the committee of the
American Institute of Accountants that was appointed to cooperate
with stock exchanges in improving matters of that kind.
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In 1932 the New York Stock Exchange asked that committee to
study and report to it on the general form of development of the
stocK exchange activities which the accountants thought would be
most beneficial to the public interest. My committee made a report,
which was put in evidence before the subcommittee by Mr. Frank
Altschul, the chairman of the listing committee of the stock ex-
change, in December 1932. If I might, I would like to read just
two sentences from that report as indicating what I have in mind
and what impels me to come here. The committee, after a long
study, began its report in this way [reading] :

It believes that there are two major tasks to be accomplished One is to
educate the public m regard to the significance of accounts, their value and
their unavoidable limitations, and the other is to make the accounts published
by corporations more informative and more authoritative

And after discussing that at some length they concluded m this
way [reading]:

But even when all has been done that can be done, the limitations on the
significance of even the best of accounts must be recognized, and the shorter
the period covered by them the more pionounced usually are these limitations
Accounts are essentially continuous historical records, and as is true of history
in general, correct mterpietations and sound forecasts for the future cannot
be reached upon a hurried survey of temporary conditions, but only by longer
retrospective and a careful distinction between permanent tendencies and
transitory influences. The investor who is unable to or unwilling to make
or secure an adequate survey will be wise not to rely on the results of a super-
ficial one

The point that I wanted to bring home to the committee, or
emphasize to the committee, is that accounts lor a short period, while
they are useful to people who deal in securities, may easily be given
an exaggerated importance by people and thereby result in more
}jarm than good to the small man, with whom I imagine you are
particularly concerned.

My feeling on this question, I think, must be very much that which
the committee feels in regard to the larger subject. You want to do
everything that you can to make buying and selling securities, partic-
ularly by the small man, safer and surrounded with more informa-
tion. But you must realize that all you can do will not reduce the
risks that he is bound to run very greatly, and there is always the
danger that by legislating you create a feeling of confidence in the
securities that are offered which legislation cannot possibly impart to
them.

Now, that is the thought that is in my mind. I attach great
importance to accounts, but I think there is always a danger that
people will attach too much importance to them, and I think un-
doubtedly a large part of the stock markets of 1929, the outrageous
prices that were reached then, was attributable to people basing
values on large earnings for short periods of time, which were not
representative of the permanent earning capacity of the business/
Whilst I think, therefore, that you should do what you can to give
investors ample information, you should not do it in a way that can
possibly encourage them to attach more importance to them than
they properly deserve.

The specific suggestions that grow out of that, first of all, are in
the section 12, which provides for audited quarterly statements, and
personally I have never favored the suggestion that has been made
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that the stock exchange should uniformly require quarterly state-
ments. In a great many cases they are helpful. In some cases they
are more apt to be misleading than helpful. That is particularly
true in the case of companies where inventories play a very large
part in a determination of their results. The difference in the inven-
tory valuation at the beginning or the end of a quarter may make all
the difference between a profit and a loss. That is true, for instance,
of packing houses and leather companies and the like.

So that I would suggest that a provision should be left in the
bill so that the regulating body could dispense with the quarterly
statements in any case where they thought that the publication
would not be in the public interest.

Senator TOWNSEND. Would you suggest semiannual statements
or yearly statements?

Mr. MAT. Personally, I was going to suggest the second point,
Senator, if I may go on, is that I would strongly oppose audited
quarterly statements, although it may seem to be against my in-
terest as an accountant to take that position. But my opposition is
not because of the expense, although that would be considerable. I t
is not because it would delay the publication of the quarterly state-
ments—and if they are to be published at all they ought to be
published promptly. I t is because of the thing that I have just
been emphasizing, that if you certify them people will think that
they are something absolute and accurate, that they can rely on
implicity; whereas, being for a short period, they must necessarily be
arbitrary and estimates.

Therefore, my suggestions on that would be to eliminate the pro-
visions for quarterly audits and to provide a power in the regu-
lating body to dispense with quarterly statements, particularly in
any case which they might think it was expedient.

Now, I think myself, as far as audits are concerned, an audited
statement once a year ought to be sufficient. But there is one very
practical consideration which I would like to bring to your atten-
tion. I think the committee has an opportunity to do a very useful
thing by a very simple measure, quite apart from the general
purposes of the bill.

If the amount of auditing required were expanded as this bill
would necessitate, it would tax the resources of the accounting
profession. The great difficulty of the present position is that nearly
all companies end their year at December 31, and if the amount of
work to be done at December 31 were so enormously increased as
this bill would increase it, then I do not think it would be within
the capacity of the accounting profession, by any reasonable expan-
sion, to take care of that work within a reasonable period after the
end of the year.

And to meet that situation I would like to suggest that there
should be a discretionary power so that not all auditing statements
would have to be at the* end of the calendar year. I suppose con-
venienceTfortax purposes and so on has led a lot of companies that
used to close their year at other periods to turn to the calendar year.
A few still stick to some other period. The large packing houses
•close their accounts at the end of October. Well, September and
October would be a much more natural time for the automobile
•companies and the tire companies to close than December 31, The
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railroads all used to close at June 30. Now they have all shifted to
December 31, June 30 is a much more natural time.

I would like to see introduced into the bill a provision which
would help to distribute the work of auditing over the year. I think
it would enormously increase the value of the audit to the in-
vestor. It would increase the efficiency of the audit. It would
reduce the cost, and it would be indefinitely more convenient to all
the regulating bodies and statistical people who have to study
audited accounts when they come in, and under present conditions
get them all in a bunch at the end of the first 2 or 3 months of
the calendar year.

That is a very small and noncontentious suggestion which I think
would have very grea t̂ practical consequences for good

Senator KEAN. Would not it be just as well to have them all come
in on the 1st of July as June 30 ?

Mr. MAY. If you could get them distributed. Of course, the ideal
thing would be to have a quarter on the 31st of March, a quarter
on the 30th of June, but you never could get that. But I think if
you left some flexible provision in so that the regulating body could
work it out as might seem to the general interest, that would be a
very helpful measure which would have a general advantage quite
apart from the provisions of this particular bill.

Mr. SAPERSTEIN. AS the section now stands, Mr. May, there is no
date fixed for the filing of those statements, and that matter is left
to the discretion of the Commission.

Mr. MAY. I understood that it was fixed as far as quarterly
audited statments were concerned.

Mr. SAFERSTEIN. I t does not indicate upon what day. It says
simply that they shall file with the exchange or the Commission in
accordance with rules and regulations to be prescribed by the Com-
mission and in such form and in such degree as the Commission
may by rules and regulations prescribe in the public interest That
more or less leaves it for the Commission to indicate upon what
dates these shall be filed, does it not?

Mr. MAY. Of course, if you require quarterly statements subject
to the reservation that I have suggested before, and provided that
once in each year, under regulations of the Commission, quarterly
statements should be audited, that would satisfy us. I only want to
suggest the idea. The exact form you take is a matter that is a
simple matter of draftsmanship. Tnat is the point I had on section
12.

My point on section 17 is on exactly the same ground Quarterly
statements particularly are very largely matters of judgment. I f
the investor is to get the benefit of that at all, he should get the
reports promptly; and, that being so, I think it is not right or wise
to impose a penalty for errors, either of judgment or of fact, in
statements prepared under those conditions.

I would like to see the provisions of section 17 limited to misrepre-
sentation in statements I think, as a broad question of public
policy, it is not wise to impose liabilities on the basis of errors of
judgment or of fact, where the facts are not definitely known and
where judgment necessarily has to be exercised in order to reach
a conclusion. That is the suggestion that I have on section 17.
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The CHAIRMAN. Most of these corporations make at least annual
reports for their own benefit, do they not?

Mr. MAY. There should be an annual report, of course, sir. But
I think, as a matter of fact, if I am not going too far afield, that a
quarterly statement really is a part of what I may call the " para-
phernalia of speculation ' rather than the machinery of investment.
It is a very striking thing. I do not think that there is any doubt
that in Europe there are relatively more mvestors in securities and
fewer speculators. The speculators do their speculating on the race
track, and they have lotteiies to a greater extent. I t is a very sig-
nificant thing that statements more frequently than annual are
practically unknown in Europe

When this question came up I cabled to my associates in London
on this question and asked them how far quarterly statements were
known in London. They said they did not know of atiy company
that ever published a quarterly statement. One or two published
half-yearly statements, but the great majority published them only
annually.

I telegraphed to my associates on the continent of Europe and
they said, " Neither we nor any of our friends whom we have con-
sulted know anything of any corporations on the continent that
publish statements more often than annually."

I do not think that is a mere coincidence. I think, as a matter
of fact, a quarterly statement serves a useful purpose to the in-
telligent investors, and it is useful to the person who is stirring up
speculation. I think, particularly, if you had audited quarterly
statements you would be imposing a very heavy financial burden.
The cost would be quite considerable. I t would be practically on
the investors in corporations for the benefit of speculators in se-
curities, if it benefited anybody at all—which I do not imagine is
quite the line that you are endeavoring to follow.

The English income tax is framed on a different theory from
ours. Companies are taxed on the basis of the year ending withm
any calendar year. They choose their own most convenient dates;
say, March, April, June, September, and October. Quite a lot stick
to March.

Senator KEAN. Michaelmas is the usual date, is it not?
Mr. MAY. The 25th of March used to be the beginning of the year

in England.
Senator KEAN. A great many of them have Michaelmas.
Mr. SAPERSTEIN. I t was suggested by the previous witness that

one of the dangers inherent in section 12 was that the information
contained in these statements might be appropriated by competitors
in this country or in foreign countries. Is there anything in your
experience that would lend color to that suggestion ?

Mr. MAY. Of course there is a certain weight in that always, but
I think, generally speaking, that is a little too much weight attached
to that. That has been a ground of opposition in England to the
publication of any results. I think business men are naturally secre-
tive Of course the point has merit. I do not think you should
require information m too great detail. I would not attach very
great importance to it, and I do think that when a corporation tries
to get the benefit of greater liquidity for its securities by creating a

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



7 1 8 0 STOCK EXCHANGE PRACTICES

market for them, it has got to pay some price for it; and reasonable
publicity is part of the price.

The CHAIRMAN. What are your objections to a uniform system of
accounting ?

Mr. MAY. That is a subject that I have given a great deal of
thought to The fact of the matter is that accounting, especially
industrial accounting, is essentially a matter of judgment, and you
cannot put judgment in strait-jackets.

In the second place, uniformity, if I may say so, is illusory; it does
not exist. Take the railroads and regulated corporations generally,
and you will see a manual an inch thick, containing detailed specifica-
tions as to where everything from a toothpick to a locomotive shall
be charged; but then you will find that the large maintenance ac-
counts and the large loss and damage accounts, and so on, are dis-
tributed over the year or more than a year on the basis of a budget
estimate, and they do not represent actual expenditures at all. So
that you do not get the uniformity and you do not get the detailed4

accuracy that you think you do.
Take a large matter like depreciation. The variation in practice

under a uniform classification is notoriously wide. The only safe-
thing is this: You have got to rely on judgment, and judgment ought
to be attended by responsibility for tne consequences that ensue. If
you have uniform accounting it has got to be prescribed by some-
body on the basis of general principles, and without any knowledge*
of the specific cases to which it will be applied. Rules are laid down
by people who have no responsibility for the consequences that
ensue, either legal or moral. That is one of my great objections to it.
My other objection is that uniformity means a uniformly low stand-
ard. That is necessarily so. You cannot compel anybody to be-
conservative. Laws can only lay down minimum standards. I t
requires recognition of moral and ethical responsibilities to get any-
thing higher than that; and I have no doubt in the world that the
result of the regulation of railroads and public utilities has been
to make their accounting less conservative than that of business cor-
porations generally. I think any accountant who has studied the
subject would agree with that view. Certainly that is true in my own
experience with railroad accounts and business corporations which
I audit. I think; it is bound to be so. You would get a superficial
uniformity which is not real. People are misled; the general public
are misled into thinking that accounts are uniform and that the
accounts of different companies are in fact strictly comparable when,,
as a matter of fact, they are not.

The CHAIRMAN. I would like to have you illustrate that. I can
get your general view, but if you will illustrate it, it will make it a
little clearer. I do not think I quite understand it unless you can
illustrate it.

Mr. MAY. When I first started in the practice of accounting in New
York, nearly 40 years ago, nearly all the railroads, when they laid
down heavier rails in the place of lighter ones, charge the whole cost
of the rails into operating expenses. Now they are required to show
the excess weight of the old rails over the previous rails in capital.
That is theoretically defensible, but it is practically unwise, in my
judgment. All the way through the distinction of what shall be
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charged to capital and what shall be charged to expenses, which is
the fundamental question of all accounting, the whole tendency of
regulated accounting has been to throw things into capital instead
of throwing them into expenses.

Senator KEAN. Would you not think that charging the difference
between a light rail and a heavy rail to capital, since the rates of the
railroads are based on their capital, is against the public interest?

Mr. MAY. YOU touch the point. In the case of regulating bodies,
of course, it ties into the whole question of regulation, and I agree
with you, Senator, that it is an indispensable adjunct of the system
of regulation, but nevertheless that particular effect of it I think is
unfortunate, even if it is inevitable. When you get into general
business you do not have the same considerations of rates based on
capital structure, and I think only the unfortunate consequences
would persist and the benefits would not be derived. That is my
view of it. I have given the subject a great many years of thought.

Senator KEAN. In other words, the piling up of capital in public
utilities and in the railroads makes the capital so high that they can
go to the commissions and demand higher rates than they otherwise
would be able to charge?

Mr. MAT. That is one phase of it, Senator. But of course the
elements on which the rates are based are (1) return on capital,
and (2) the actual expenses incurred. At the same time it increases
the amount they get by way of return on capital, it decreases the
amount they get as operating expenses.

I think it is getting rather far afield, but I would be glad to pur-
sue it, if it would be of interest.

Senator KEAN. I think it would be interesting.
The CHAIRMAN. Very well.
Mr. MAY. The system of regulation has inevitably tended to bring

about that result; coupled with the theory of valuation which has
practically prevailed in the Supreme Court decisions. The position
has been like this. When a public utility or a railroad, or whatever
it might be, put in its claim for its rate base it added a whole lot
of expenses, like overhead expenses, which in ordinary practice
are charged off into expenses, and it took off only what was called
observed depreciation. Now, regulating bodies were in this position,
that being forced to accept that by the Supreme Court decisions,
if they at the same time allowed these companies to charge the
same Kind of expense into operating expenses and to charge off
larger depreciation, they would be making the public pay twice,
and therefore, as they could not prevent them from going into
capital, because of the Supreme Court decisions, they said, "All
right, you must take it out of expenses "—which was the only al-
ternative left to them, and the result has been, as I say quite confi-
dently, that the accounting of public utilities and regulated cor-
porations generally is less conservative than that of business corpo-
rations ; and it is because I am not convinced of the benefit of regula-
tion, and uniform accounting would bring everybody down to the
standard of the lowest, which is the standard which can be logically
established to be the minimum—the fear of that is why I am opposed
to uniform accounting. Of course it would make things much
simpler for us.
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Senator KEAN. If they charge it off in operating expenses, that
is one charge-off for that year. When they put it into capital
account it goes on forever?

Mr. MAY. That is true.
Senator KEAN. Therefore it is a continual charge against the

public?
Mr. MAY. That is true
The CHAIRMAN. Are you discussing section 18?
Mr. MAY. That is the section that gives the power to prescribe

uniform accounting. That is what I was coming to next.
I think those are the points that I wished to deal with, and I

wanted to come down rather than to make a prepared statement,
because this is a subject that is much better developed by questions,
and I thought if there were any questions that you wished to ask
I would like to answer them, because my only object is to be helpful.
I am not here m the interest of anybody. So far as the accounting
profession is concerned, your bill would apparently create a lot of
additional work, so I would not be popular in the profession if I
came down here and opposed it too strongly, perhaps. But I have
tried to look at the public interest.

Mr. SAPERSTEIN IS it your suggestion that section 18 (b) be elim-
inated altogether?

Mr. MAY. I think so. As I understand, the Department of Com-
merce is at this time, through a very able committee, studying the
whole question of uniform accounting. I t is a very large subject,
and it does not seem to me to be directly relevant to the mam purpose
of this bill. I think it is a subject that would be better studied on
its merits and dealt with, if at all, in that way, on the basis of the
results of a study such as the Department of Commerce is now
making. That would be my view of the matter.

The CHAIRMAN. If we had a uniform system, it would be much
simpler for the accountants, would it not?

Mr. MAY. Yes; but the real value of accounting is a matter of
informed and independent objective judgment. If you are going
to just follow mechanical rules you can get into very, very disastrous
situations by doing so. I think anybody who has had any practical
experience will say that.

Senator KEAN. I t would be physically impossible, almost, would
it not, with many of these large companies dealing all over the
world, to make inventories every quarter?

Mr. MAY. In the case of some of these companies it would be
absolutely prohibitive.

Senator KEAN. For instance, take the Bell Telephone Co. I think
you audit them, do you not?

Mr. MAY. NO ; we do not.
Senator KEAN. DO you audit the Steel Co. ?
Mr. MAY. Yes. That is not so difficult. We happen to be dis-

cussing the question with the Standard Oil Co. of New Jersey just
now in regard to what an annual audit might cost.

Senator KEJAN. What kind of a figure did you give them, if I
may ask?

Mr. MAY. I told them it was so enormous that we could not make
any commitment. But I should say an annual audit of the Standard
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Oil of New Jersey would probably cost, with all its several hundred
companies included, certainly a quarter of a million, possible more.

Senator KEAN. A quarter of a million dollars each time?
Mr. MAY. Yes. That would be doing it the quickest possible way.

I t would be doing it at the end of the year and not working on it
all the way through. I should say the cost of quarterly audits would
probably be at least three times that of an annual audit. I think
$750,000 for the Standard of New Jersey would be a very low figure
for quarterly audits. The consequence would be that of course the
interval required after the statements are prepared by the company,
for the completion ;of the audit, would make the quarterly state-
ments almost out of date. They would be merely able to get the
June statement out unaudited by the time they could get the March
statement out audited.

Senator KEAN. That is one of the things I wanted to get at, that
with many of these companies a public audit would probably not
be finished much before the next audit began.

Mr. MAY. There is an old Latin statement which applies very
well to quarterly statements. A quarterly statement that comes out
promptly is valuable, but if they come out too late

The CHAIRMAN. If it is convenient to you, the committee would
be very glad to have you submit a memorandum on this subject.

Mr. MAY. I would be very glad to do so, Mr. Chairman.
The CHAIRMAN. We will put it into the record.
Mr. MAY. I have got some notes prepared. I have got the draft

of a statement here, but I thought I could handle it better in this
way in the first instance.

The CHAIRMAN. We will be very glad to have a further memo-
randum.

Mr. MAY. I will discuss it at length.
The CHAIRMAN. I believe that is all, Mr. May, unless somebody

wants to ask you some questions.
Senator KEAN. I have nothing more.
Senator TOWNSEND. I have no questions.
The CHAIRMAN. DO you want to ask any questions, Mr. Redmond?
Mr. REDMOND. NO, sir.
The CHAIRMAN. Thank you very much, Mr. May.

THE NATIONAL SECURITIES EXCHANGE BILL (SENATE 2693)

MEMORANDUM SUBMITTED TO THE SENATE COMMITTEE ON BANKING AND CURRENCY

In response to the request of the chairman made at the conclusion of my
testimony before tlie Committee on March 8, I submit a memorandum regarding
the suggestions which I then respectfully offered. These suggestions were
briefly as follows:

Section 12:
(a) Insert a provision enabling the regulating body to dispense with the

filing of quarterly statements in any case or class of cases in which it might
deem such statement likely to be misleading or the filing thereof undesirable
for any other cause

(&) Limit the requirement of certified statements to the filing annually of
one balance sheet and one statement of income and profit and loss for a tull
year

(c) Make the provision regarding certified statements sufficiently flexible to
permit of the distribution of the auditing required so far as possible over the
year in such wa$ as may be most desirable in the general interest

175541—34—PT 15 *&
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Section 17:
Limit the liability under this section to cases in which the issue of false or

misleading statements is shown to have been wilful
NOTE.—The provisions in this section regarding the measure of damage seem

open to criticism, but if the liability is limited to wilful misstatement this point
becomes of minor importance

Section 18:
Strike out section 18 (b), or amend it so as to limit the authority of the

commission to the power to prescribe what information shall be set forth in
balance sheets and earnings statements.

Of these suggestions, that looking to the distribution of audit work more
evenly over the year is put forward because on the basis of a long and wide
experience I am convinced that the adoption of this simple proposal would
add very greatly to the efficiency of audits and enable them to be conducted at
lower cost and prove generally convenient to all those who are concernedi with
the study of audited accounts after they have been issued. All the other
suggestions are inspired by a profound conviction of the importance of recog-
nizing in any such legislation that accounts are not statements of fact, but
necessarily represent the results of the application of accounting principles and
judgment to facts.

The misconceptions on this point have been so widespread that it may be
worth while to present an illustration which will emphasize the point I have
made I take one from the field of motion pictures, which has now become an
important branch of industry. The income of a motion picture producer is, of
course, derived mainly from rentals, and is largely dependent on the cost of
the picture and the length of its run In connection with the production of
the picture many stage properties are required which may or may not be useful
in other productions, so that the cost may or may not be chargeable in total
against the picture for use in which they are purchased in the first instance.
The studio will naturally have large overhead) expenses which must be appor-
tioned between the pictures which have been or are expected to be produced
during the year. Some principles have to be adopted for apportioning this
overhead expense, andi there is need for the exercise of a considerable amount
of judgment in applying the principles and dealing with such expenditures as
those for stage properties. Supposing the cost of the picture to be satisfac-
torily determined—what proportion of this cost is to be charged against each
dollar of rental received ?

In the early days, the simple rule was adopted that all rentals were applied
against the cost until the cost was recovered, and thereafter all rentals were
profits Obviously, such a result was conservative but quite unscientific
If the picture as a whole produced a profit, some part of each dollar of rental
received should be deemed to be profit After careful research it was dis-
covered that the earnings ot the ordinary picture followed a more or less
well-defined curve, being naturally greatest in the early days of presentation
and gradually tapering off to zero at 'the end of, perhaps, two years Conse-
quently the practice became general (and has been recognized by the Bureau
of Internal Revenue) of computing the income on the basis of wilting otf
the cost of the picture against the rentals on the basis of such curves Clearly,
however, there is even greater need for the exercise of judgment in deter-
mining the precise shape of the curves to be used, and naturally when this
has been done the experience of every picture will not comorm to any such
curve, so that constant watchfulness and the exercise of coi stant judgment is
necessary to insure proper statements of income

The need for judgment m selecting and applying accounting principles or
conventions which I have shown to be necessary in this case is necessary
in greater or less degree in almost every business—certainly in every case
in which either the exhaustion of fixed property or the carrying of inven-
tories is an incident of the business It is not true only of complex businesses
I chose for illustration on another occasion the case of one of the unemployed
who engaged in the business of selling apples on the street corner and con-
tinued in it for only four days, and showed that the same situation (of
course, on a small scale) existed in that case

There is no dispensing with judgment in the preparation of accounts.
Obviously, those most intimately associated with the business possess in the
highest degree the knowledge which is necessary for the exercise of judgment.
But they are not disinterested The method of audited accounts which in-
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volves in the first instance the preparation of accounts by the officers of the
company who are most familiar with its operations, and the examination
thereof by qualified independent accountants possessing a wide general knowl-
edge of business and able to take a distinterested and objective view of the
position is, I believe, now generally recognized as the best combination that
has been evolved for producing satisfactory accounts

In so far as principles of accounting are necessary for the purpose, I think
corporations should be allowed to exercise judgment provided that they recog-
nize certain fundamental principles which are so well established that they
may fairly be given general application, and provided, also, that these princi-
ples are definitely laid down and consistently followed This method of deal-
ing with the problem, I note, has lecently been recommended by the Twentieth
Century Fund as a result of its survey of the Stock Market (" Stock Maiket
Control" by Evans Clark and others, page 174) Care must, however, be
taken to limit the requirements of auditing so as to avoid making them
unduly burdensome on the corporations and the investors therein

With these general observations, I will proceed to a discussion of the specific
suggestions which I have made

SECTION 12 It follows from what I have said that there is room for error or
difference of opinion in regard to the earnings of a business corporation for
any penod, and, broadly speaking, the shorter the period the greater relatively
becomes the possible marffm of error The extent thereof will vary with dif-
ferent businesses, it will be wide in any case in which inventories are laige
in proportion to profits, particularly if the inventory consists mainly of com-
modities which fluctuate in value Thus monthly or quarterly statements of
earnings of a packing house or a leather company are of little value and
probably as likely as not to be misleading unless accompanied by very full
explanations

It is sometimes urged that such statements are at least valuable because
comparison with the corresponding period of a preceding year can usefully be
made But unless much more than the bare results are published, this will not
necessaiily be true Innumerable illustrations could be cited to demonstrate
this point I will take only one—a comparison of the earnings of a corpora-
tion engaged in the sale at retail of winter clothing for quarters ending in
December and March respectively with the corresponding figures for the pre-
ceding year may be quite misleading if in one year winter has come early and
in the other, late, so that in one case business was delayed until after January
1 which in the other case matured in December

I have always been opposed to the suggestion that the New York Stock
Exchange should make the publication of quarterly statements a uniform
requirement for listing, and therefore I urge that power at least should be
given to the regulating body to waive such a requirement in any case in which
it believes that to do so would best serve the public interest

If quarterly statements are to be published, I feel strongly that it is the
duty of those who are seeking to help the public to emphasize the fact that
while such statements may have value, that value is distinctly limited This,
for two reasons—first, that as I have already pointed out, allocations of profits
to short periods of time can only be approximate and arbitrary, and, secondly,
that the value of securities depends on the future, and that statements of past
results are valuable mainly as they afford an indication of the reasonable
expectations for the future, and profits for a quarter or other short period are
an entirely unsafe basis on which to rest an estimate for the future

The Committee is naturally anxious to do what it can to put those possessing
inside information and the members of the general public as nearly as possible
on an equality in dealing m securities, but it is faced with the insuperable
obstacle that the advantage of the insider rests upon the fact that he has
knowledge and qualifications for estimating the future which are not possessed
by and cannot possibly be extended to the general public His advantage is
not that he knows what the past earnings have been, but that he can judge
what future earnings are likely to be—and no one would suggest that cor-
poration executives should be compelled by statute to prophesy

To require that quarterly statements should be certified by accountants
would be to ascribe to them an importance which they cannot possibly merit.
This is the principal reason which leads me to suggest the elimination of this
requirement from Section 12 Other reasons are that to require that quarterly
statement should be audited before being published would involve a substantial
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delay in the presentation of figures which owe a large part of any value they
possess to their timeliness, and that it would involve a very heavy burden of
expense I have no means of estimating how great this burden of expense
would be, but it would certainly run to very large figures I should not regard
this as a fatal objection, but I should regard the expenditure as not merely
wasted, but as actually being devoted to an undesirable end

I believe, however, that in this matter Congress has an opportunity to take
a very simple but very effective step to improve present audit practice. The
most serious problem which the auditors of the accounts of listed corporations
have to face is that audits are required at the close of the fiscal year, and that
the great majority of corporations end their fiscal year with the calendar year,
with the result that there is an enormous congestion of work in a few months
The existence of this condition adds to the cost and detracts from the efficiency
of audits, and it could easily be avoided by a simple provision such as I have
proposed

In many industries, December 31 is a most unnatural time for closing the
accounts In a few instances, this fact has been recognized and another
closing date hasi been selected—thus the packing houses generally close their
accounts at the end of October. But assumed convenience in income-tax affairs
and similar consideiations have led many corporations to adopt the calendar
year as their fiscal year, although accounts for a period ending at some other
date would be more informative. The natural closing date for automobile and
tire companies would be September 30 or October 31. Formerly all the rail-
roads closed their accounts at June 30 A discretionary provision such as I
have suggested would admit of the work of auditing being distributed more
equally over the entire year, thus not only reducing the cost and increasing the
efficiency of audits, but contributing to the convenience of the exchanges and
regulating bodies, and others who are called upon to scrutinize audited accounts
when issued I recognize that in the past audits of corporations other than
financial institutions have usually been made at the close of the calendar year,
but any inconvenience that might result from a change in this respect would
be trivial in comparison with the advantages to be derived from a better
distribution of the work of auditing over the entire year. Of course, the
requirement of quarterly audits as proposed in the bill would itself result in
the equal distribution of work over the year which I regard as so desirable
but only at an undue expense to the corporation and the investors therein

Section 17:
I urge that the liabilities imposed by Section 17 should be limited to cases

in which the issue ot false or misleading statements is shown to be wilful,
because I am convinced that it is contrary to the public interest to impose
such liabilities for honest eiror, either of fact or of judgment Particularly is
this true m respect of statements which are so largely matters of judgment as
quarterly statements of profits It is notorious that sometimes the most truth-
ful statement may be the most misleading because of the unwarranted infer-
ences to which it gives rise.

In the long run, the main part of the financial burden imposed by this section
will fall upon the corpoiation—that is upon the investors, whereas the benefits,
thereof would accrue mainly to speculators, and I do not believe it is wise to
place burdens on investors for the benefit of speculators.

The provisions of the section relating to the .measure of damages seem to me
to be open to serious objection because, as has already been pointed out to your
Committee, they would enable damages to be recovered which would bear no
relation to the damage actually suffered, and this seems to me to be a vicious
principle, particularly if it is to be applied to cases of honest error, either of
fact or of judgment If the section is limited to cases of wilful, misrepresenta-
tion, I do not suppose anyone would be concerned over a possible undue liber-
ality in the measure of damages

Section 18
I now turn to Section 18 (b), which confers on the regulating body not only

the power to prescribe the form in which accounts shall be presented, but how
profits shall be computed

I have said, and it cannot be too often repeated, that accounts necessarily
lepresent the result of the application of appropriate accounting principles and
juds^nent to facts Upon the soundness of the judgment employed first in
choosing and then in applying the guiding principles depends the value of the
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resulting accounts Sound judgment can be based only on intimate knowledge
and ample experience, and its exercise should be attended with responsibility.
I believe the provision is unwise in so far as the sub-section would vest the
right to exercise this judgment in a commission which would have no respon-
sibility, legal or moral, for the consequences that might ensue, and would neces-
sarily lay down general rules which might or might not fit the specific cases to
which they would have to be applied I recognize that similar powers have been
vested in the Interstate Commerce Commission and other bodies, but while our
theories of rate regulation probably necessitated some such procedure in the
case of railroads and other public utilities, the results are to my mind none the
less unfortunate because they may have been inevitable

In the first place, the idea that uniformity can be attained and the exercise
of discretion rendered unnecessary by rules, however detailed, is entirely
illusory. Today, after more than a quarter of a century of intensive develop-
ment of the accounting classifications of the Interstate Commerce Commission,
it is still possible to produce widely different accounting results from a slight
difference in the form of treatment of substantially identical transactions.
Moreover, under those classifications, while manuals running to hundreds of
pages exist in which the treatment of innumerable items large and small is
prescribed in meticulous detail, it is still necessary to allow the railroads to
determine the monthly charges to many important operating accounts on the
basis of budget estimates of future expenditures In respect of other im-
portant elements, such as depreciation, the practice of regulated companies
still varies widely. Meantime, the uninformed public assumes a uniformity and
a comparability between accounts of different railroads and utilities which
does not exist and can never be attained

In the second place, uniformity necessarily means a uniformly low standard—
indeed, laws can do no more than lay down minimum standards, higher stand-
ards can come only as the result of the recognition of ethical and moral obliga-
tions. The accounting standards of the majority of industrial corporations
with which I am acquainted are distinctly more conservative than those of
regulated corporations.

In 1932, a committee of the American Institute of Accountants, as a result
of a study of the general question, rendered a report, a copy of which was put
in evidence before the Senate Committee by the chairman of the Committee
on Stock List of The New York Stock Exchange on January 12, 1933 In that
report, the Committee recommended to the Exchange, mter alia, to use its
influence—

" To make universal the acceptance by listed corporations of certain broad
principles of accounting which have won fairly general acceptance, and within
the limits of such broad principles to make no attempt to restrict the right
©f corporations to select detailed methods of accounting deemed by them to be
best adapted to the requirements of their business; but—

(a) To ask each listed corporation to cause a statement of the methods of
accounting and reporting employed by it to be formulated m sufficient detail
to be a guide to its accounting department; to have such statement adopted
by its board so as to be binding on its accounting officers, and to furnish such
statement to the Exchange and make it available to any stockholder on request
and upon payment, if desired, of a reasonable fee

(b) To secure assurances that the methods so formulated will be followed
consistently from year to year and that if any change is made in the principles
or any material change in the manner of application, the stockholders and the
Exchange shall be advised when the first accounts are presented in which effect
is given to such change

(c) To endeavor to bring about a change in the form of audit certificate
so that the auditors would specifically report to the shareholders whether the
accounts as presented were properly prepared in accordance with the methods
of accounting regularly employed by the company, defined as already indicated."

I believe that this method of approach to the problem would prove more
practically effective than an attempt to institute uniform accounting I under-
stand, however, that the Department of Commerce is at the present time
conducting a study into the whole question of uniform accounting and uniform
statistics Legislation on the subject does not seem to me to form an essential

"part of a law the primary purpose of which is the regulation of stock exchanges
and stock exchange practices, and I would urge that Sub-section 18 (b) should
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be eliminated and the whole question dealt with on its merits in the light of
full information such as I trust will be developed through the inquiry to which
I have referred

Respectfully submitted
GEORGE O MAY,

PRICE, WATERHOUSE & Co,
56 Pine Street, New York, N Y.

MARCH 10, 1934

STATEMENT OF WOODUEF THOMAS, DIVISION OF BESEABCH, AND
STATISTICS, FEDERAL EESEBVE BOAED, WASHINGTON, D.C.—
Kesumed

The CHAIRMAN. Mr. Thomas, you have been before the committee
before. I think Mr. Redmond desires to ask you to elaborate some-
what on the London situation.

Mr. EEDMOND. Mr. Thomas, when you appeared before the com-
mittee the other day you described very briefly the British system of
the fortnightly settlement, and you mentioned the carry-over sys-
tem. Would you describe that a little more in detail as to how
contracts are carried over from one settlement period to the next?

Mr. THOMAS. That, I think, is a practice in London. I t varies in
so many espects from that in New York that it is almost necessary to
at least mention some other differences before one can very accurately
describe or indicate the matter of the carry-over system, or, perhaps,
the reasons why such a system can work better or would work dif-
ferently there than it would here, for example. I think it is hard
to know which is cause and which is effect; so I should like simply,
first, to enumerate some of the important differences between the
London market and the New York market in ways which are con-
cerned with the carry-over system.

The first is the relationship between the client and the broker, or
the manner in which a client may arrange his accounts.

I think it is more customary in England for a client or a pur-
chaser of stock who wishes to carry it on credit to go through a bank
than it is to go through a broker. They have an elaborate system
of branch banking, so that outside of London one can simply go to
his bank and have the transaction carried through.

Mr. REDMOND. IS not that also influenced by the fact that the
London Stock Exchange does not allow its members to have any
offices except in the city of London, i.e., in the financial district of
London proper?

Mr. THOMAS. Yes; I should think it would be influenced by that.
I was not aware of that ruling.

Mr. REDMOND. There was a combination, then, of the branch bank-
ing system, which covers the whole of England, plus the restriction
of the London Stock Exchange on its own members having branches
outside of London, which results in concentrating a large measure of
security transactions that normally reach the market through the
banks 8

Mr. THOMAS. Yes; I think that would be correct. Brokers are
also not permitted, under the rules of the London Stock Exchange,
to advertise or solicit business. The members of the exchange are
not. There are some outside brokers who are not members of the
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exchange that do that, but nothing like the extent to which it is done
in this country.

Also the brokers are somewhat more careful about the selection
of their clients. They demand references in regard to character and
credit ratings, and they are not permitted to deal with anyone except
a principal, as it is called; that is, someone who has in his official
capacity the right to sign his own name.

The CHAIRMAN. What is the reason for prohibiting brokers from
advertising and soliciting business?

Mr. THOMAS. I can think of several of them. I do not know what
reason they would give you in London. I t is probably a matter of
professional ethics and custom.

Senator KEAN. I think that is it. I t is just like a doctor.
The CHAIRMAN. Or a lawyer.
Mr. THOMAS. They consider themselves rather professional.
Then, the institution of the jobber is very important in connection

with the various systems of settlement that exercise in London.
At least, I think it is a very direct relationship. Brokers deal with
the public, and are not permitted to trade for their own account,
while jobbers, who are also called "dealers", can deal only with
members of the exchange. Jobbers do not deal with the public.
Individual jobbers specialize in individual securities or groups of
securities.

Quoting from a book by Charles Duguid on The Stock Exchange
[reading]:

The jobber is strictly forbidden to receive orders direct from the public or
provincial brokers, and the broker must not receive a commission from more
than one party on one transaction, and he must not execute an order with any
nonmember unless he can thereby deal to greater advantage than with a
member

Senator KEAN. What is the title of that book?
Mr. THOMAS. I t is called " The Stock Exchange, London."
Mr. REDMOND. I S it also true that brokers having orders to exe-

cute must, in the first instance, deal with jobbers?
Mr. THOMAS. Yes; I think that is true. That is my understand-

Mr. REDMOND. And that is the great difference between the spe-
cialist system in this country and the jobber system, in that the
jobber who is solely a dealer has a monopoly, so to speak, and other
brokers cannot make transactions between themselves; they must
deal .through a jobber?

Mr. THOMAS. Yes; that is my understanding.
Senator KEAN. In other words, if you wanted to buy 10,000 shares

of stock at the market or near the market, you would have to gp to
the jobbers in that stock and ask them what they would sell it to
you for?

Mr. THOMAS. Yes.
Senator GORE. I thought you went to a broker.
Senator KEAN. YOU would go to a broker, and the broker goes to

a jobber, and the jobber makes a price on 10,000 shares.
Senator GORE. And the brokers themselves do not deal direct on

the exchange?
Mr. THOMAS. That is my understanding. They do not deal with

each other.
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Mr. REDMOND. If one customer gave his broker an order to buy
a hundred shares of stock and another member of the public gave
another broker a like order to buy, those two brokers would come
to the jobber and one of them would have to buy at the price at
which he was offering the securities and the other to sell at the
price at which the jobber was buying, and the two brokers could
not make a direct transaction between themselves?

Mr. THOMAS. In dealing the broker will ask the jobber for quota-
tions on a given stock, and the jobber will reply with two quotations,
the lower for buying and the higher for selling. Usually jobbers
stand ready to fill all orders of reasonable size, whether for buying or
selling. In order to keep their books in balance, that is, to avoid
taking too active a position, either for a rise or a fall, jobbers ad-
just their prices in accordance with the relative volume of buying
and selling orders, and they make their profit on the turn, as they
call it; that is, on the range between their buying and selling quota-
tions. Jobbers do, however, at times take definite positions, either
from choice or necessity, and they thus serv£ in the capacity of pro-
fessional speculators. That is, they provide a market always.

The institution of the jobber, in such an official and limited ca-
pacity, is peucliar to the London Stock Exchange. I t is generally
considered that jobbers assure an open market for stocks and operate
toward stability of prices by standing prepared to fill all demands
and also by opposing movements in individual stocks unjustified by
their intrinsic merits. I t is considered an advantage that brokers,
representing the public, and jobbers, supplying, and taking stocks,
are separate and distinct. Jobbers cannot, ofcourse, prevent fluctua-
tions and at times thev may even intesify them. I t is always neces-
sary, however, for jobbers eventually to reverse their positions in
order to balance their books. Jobbers also have a distinctive task
in connection with carrying and financing the floating supply of
stocks.

The CHAIRMAN. Are jobbers members of the exchange?
Mr. THOMAS. Yes, sir. There are about 4,000 members of the

exchange, both brokers and jobbers, and in addition there are about
2,000 clerks who are authorized to deal on the floor; so that alto-
gether there is a much larger exchange. You have more of a market
on the floor.

Senator GORE. What is the proportion of jobbers to brokers?
Mr. THOMAS. I do not know. I have never been able to find that

out. Do you know, Mr. Redmond ?
Mr. EEDMOND. I think it is fairly evenly divided, depending upon

the period of activity. In an active period, I think, there are apt
to be more jobbers than brokers.

Mr. THOMAS. I have a statement here that there are more jobbers
than brokers. I do not know where I got it. I have a note, but I
have not been able to check it up.

Senator GORE. They turn in the order to buy or sell to a jobber?
Mr. THOMAS. He deals with the jobber. The broker does not turn

in his order to the jobber. He goes to the jobber to bargain, as it is
called

Senator GORE. That is what I understand.
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Mr. THOMAS. And the jobber tries to balance his books so that
he will have as many buying as selling orders; but if he gets more
buying orders than he gets selling orders he lowers his price.

Senator GORE. He is an intermediary between the selling broker
and the buying broker?

Mr. THOMAS. Yes, sir.
Senator KEAN. And he makes the difference?
Mr. THOMAS. He does that himself. He does not bring them

together.
The CHAIRMAN. He buys at one price and sells at the other?
Senator GORE. That is a little different from the specialist, is it

not?
Mr. REDMOND. Entirely different; and the size of the differential

depends, does it not, upon the activity of the stock?
Mr. THOMAS. Yes; and the nature of the market. I am not sure

about this, but I think the jobber is always required to quote the
price.

Mr. REDMOND. He is always required to make a market in the
securities in which he specializes.

Mr. THOMAS. And sometimes when the market is in very bad con-
dition you will find all the jobbers out to lunch.

Mr. .REDMOND. They have informal ways of avoiding rules.
I t is also common, is it not, for brokers with large contracts, with

contracts at a fixed price away from the market, to leave those orders
with the jobber just the way orders are left with the American
specialist?

Mr. THOMAS. I was not aware of that. I think it is quite possible.
Mr. REDMOND. I understand that was the system where you had a

large order away from the market, and the jobber filled it as his
position permitted him to do so, but he was not under any agency
duty about that. He did it whenever he wished, because he was the
dealer.

Mr. THOMAS. That brings us up to the question of term settle-
ments. Most of these transactions

Senator GORE. Let me ask another question, if I may. Suppose
one broker has an order to sell a given stock at 50. Another turns
in an order to buy at 51. What would the jobber do in that case?

Mr. THOMAS. I do not know what they do with orders at fixed
prices. Perhaps Mr. Redmond knows.

Mr. REDMOND. IS it not true, Mr. Thomas, as your memorandum
stated, that it is the duty of the jobber to quote a market?

Mr. THOMAS. He will quote a market.
Mr. REDMOND. Therefore the broker in the example you use, Sen-

ator, would go to the jobber and say, "What is the market?" and
the jobber would quote the market, say, 50, or 50%, and if the man
had a selling order at 50 he would sell it at 50, whereas the man
who wished to buy would have to pay 50%, and the jobber would
make the half point profit.

Mr. THOMAS. I suppose if they had an order at a price and the
market was not at that price, the broker would have to wait until
the market came at that price. Or could he leave it with the jobber
to transact ?

Mr. REDMOND. He could leave it if it is above or below the mar-
ket, but the example Senator Gore gave was where the man had an
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order to buy at 51 and to sell at 50. That automatically would
have to create a market, would it not?

Mr. THOMAS. Yes; that is true.
Mr. REDMOND. But if you take a case the reverse of that, and said

that a man wished to buy at 50 and sell at 51, the. jobber could quote
a market in between those two, just the way the specialist does, and
continue trading with other persons.

Mr. THOMAS. Most of the transactions that are made on the Lon-
don Slock Exchange are made on a term basis, and deliveries and
payments are not effected until the end of the term. There are 24
terms in the year. Twenty of them are 2 weeks' duration, and 4
of them are of 3 weeks' duration, mostly fortnightly. That is the
reason we have the term " fortnightly settlements."

A trader dealing through a broker may buy or sell any number
of times within the course of an account, as they call it. But at
the end of the account these transactions are, in theory, all settled.
Sellers deliver the stocks and receive payment, and buyers take
delivery and pay the purchase prices, and many clients who wish
to take up the stock purchased, or dispose of stock previously held,
will settle their deals in this manner and have the stocks transferred
either in their own names or to the names of the new purchasers.
But speculative traders who may not wish to pay for their stocks
yet can cover by selling before the end of the term, so that the com-
mitments balance; that is, commitments for stocks balance. The
prices may differ—that is, they may have sold for more than they
bought the stock for—so that they will have a cash balance coming to
them, or they may have a loss. So that in this manner you can get
a large volume of transactions effected within the 2 weeks' period
without having to make any transfers of money or of stocks at all,
because they are balanced out before the end of the period. That
permits quite a lot of trading without any transfers.

The CHAIRMAN. Does the jobber have to have considerable
capital ?

Mr. THOMAS. Yes, sir. I am coming to that later. A client may,
however, not have sold out. He may have entered into a contract
to purchase a stock and not have sold it at the end of the term,
but he does not wish to take it up and have it transferred in his
name and pay for it. He can then carry over, as it is called. That
is, he can carry it over to another term.

Senator KEAN. That is, another 14 days.
Mr. THOMAS. Another 14 days. In principle, this transaction in-

volves a new and double bargain. That is, a buyer, for example,
wishing to carry over will arrange for his broker to cover his pre-
vious purchase by a sale for current account, and at the same time
buy again for the next settlement account.

Senator GORE. I t is like transferring from one month to another,
cotton or wheat?

Mr. THOMAS. Exactly the same type of transaction.
Mr. EEDMOND. That is the closest analogy, I think, Senator Gore,

to American practice.
Mr. THOMAS. In effect, of course, those purchases and sales are

not actually made. The broker will go to a jobber and will say
" I want to arrange a carry-over " and the jobber, having already
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sold more stock than he has purchased, will be perfectly willing to
do that, or another jobber may have bought more than he sold,
and will be willing to arrange a carry-over. In that way not only is
a large volume of transactions effected for which no payment
is made and no credit is extended within the term, but you may
get a considerable volume carried over by simply having credits
and debits exchanged between members of the stock exchange.

In effect, to do that, if every transaction is carried over, that
means that there are as many short accounts as there are long ac-
counts, but with the institution of the jobber that is quite possible,
because the jobber may be perfectly willing to be short or long for a
period, or different jobbers may balance their accounts in different
ways.

Both these transactions are effected at a fixed price. That is, I
may have purchased a stock at 100. At the end of the term I wish
to carry it over, and the stock exchange authorities will fix a price.
They may say 99, in which case I have lost one point, but I have
bought it for the next account at 99, so that I have a chance of
gaining that point back in the next account, if I again sell it at 100.

The carry-over transactions do not have to be effected between
the same parties involved in the original purchases, although they
may be.

In the final analysis, most of the burden of carry-over falls upon
the jobbers. Not only do they need to arrange for the carry-over
of their ownnet positions, but also brokers acting for their clients
will request jobbers to continue bargains that have been made dur-
ing the term. The result of this is that to a large extent opposing
transactions might be canceled among the jobbers, but there is usu-
ally some margin that needs to be carried over.

There is a lot of detail here with regard to the details of the
settlement.

Senator KEAN. A broker charges his client a commission on each
transaction?

Mr. THOMAS. NO. AS I understand he charges only on the initial
transaction.

Senator KEAN. What does he charge for a carry-over?
Mr. THOMAS. I do not know.
Senator KEAN. There is a regular fixed carry-over fee, fixed by

the stock exchange.
Mr. REDMOND. I so understand, Senator, that there is a different

fee applicable to a contango. Mr. Thomas, this method of trading
for a term, with open contracts, and then carrying the balances of
those contracts forward into another term, has quite a different effect
Upon the British banking system than our American practice of
practically daily—it is now every second day—settlement, isn't that
true?

Mr. THOMAS. YOU still have daily settlements.
Mr. REDMOND. Yes. We have daily settlements, delayed by one

day.
Mr. THOMAS. Yes.
Mr. REDMOND. But under our daily settlements the full weight of

speculation is carried into the banking system.
Mr. THOMAS. Yes.
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Mr. REDMOND. Whereas in the English system these open con-
tracts, although potentially a danger to the banking system, do not
have to be settled, do they?

Mr. THOMAS. NO ; they do not have to be settled.
Senator GORE. They have a sort of clearing arrangement.
Mr. THOMAS. Although, in effect, let me develop that point a

litle, if I may.
Mr. REDMOND. Surely.
Mr. THOMAS. In discussing the question of financing the stock

market, which is the point in which I was primarily interested, one
of the principal features of term settlements is that short term, in
and out trading in securities, may be engaged in at will, without
result to the money market. I t cannot be said that such trading is
done witout credit. I t is, in effect, entirely carried out upon the
basis of a distinctive type of credit which is confined to the stock
market. For the period between settlements buyers receive and
sellers grant credit. A broker transacting a purchasing order for a
client grants credit to the client and receives it from the jobber
making the sale. The postponement of delivery of securities pur-
chased gives the seller the collateral. He still has his collateral or
his securities.

I t is significant, however, that in a transaction between members
of the stock exchange no additional collateral is required. That is,
there is no margin at all, and, in fact, most brokers do not require
margins from their clients during the term. Some houses, especially
those of outside brokers who have a wide and varied clientele of
active stock traders, may demand a margin deposit upon the opening
of an account. The practice in this regard depends largely upon
the customer, and most of the houses are exceedingly careful about
accepting only customers with the highest credit rating.

Senator GORE That is what protects them against these little fel-
lows we are perplexed by over here, is it not?

Mr. THOMAS. Yes. In fact, the stock exchange ruling about deal-
ing only with principals insures a higher type of customer. I think
there is a similar ruling in our stock exchange.

When settlement days arrive and payments must be made, more
important financing requirements arise. Brokers will receive funds
from clients who have purchased stock that they wish to take up—
that is, stock that they wish to have transferred to their own names—
and from those who have suffered losses on covered or continued
bargains. If they have lost, the client has to put up the difference
on settlement day, and they will need to pay out money to clients that
have sold stock holdings, and those with profits on their accounts.
These receipts and payments should be approximately balanced by
reverse transactions with jobbers. That is, brokers pretty generally
come out even.

In the case of clients who wish to carry over their bargains
brokers will arrange carry-overs with jobbers and will need neither
to receive nor to pay out any money, except the differences. Thus
the burden of financing falling upon the brokers is relatively small.
Most of it falls upon the jobbers. If a jobber, in the course of an
account, has bought securities of a value exceeding that of securities
sold, he will need to pay out more than he gets in. Since from
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every purchase there has been a sale, and since jobbers specializing
in individual stocks have close relations with each other, it might
be thought that a complete offset would be possible, sellers lending
to the buyers. This, in fact, is the end aimed at by the carryover
system, and is to an appreciable extent accomplished. A perfect
balance, however, is possible only when all transactions not covered
during the course of the account are continued or when cash sales
equal cash purchases. Also there are a number of other things that
may affect this balance, so that you do not get a perfect balance
there, such as payments of costs, interest, taxes, profits, losses, and so
forth. In times of rising prices withdrawal of profits may be an
important element in increasing members' borrowings, and in times
of falling prices payments for losses. Also, on registered securities
10 days are permitted for deliveries, and sometimes that will delay
the settlement and make it necessary to pay out more money than
they get in, or to receive more than they pay out.

Mr. REDMONIX IS it not true that it is these offsetting factor
which make the total volume of jobbers' loans that you referred to
the other day so insignificant as compared to the American call
loans?

Mr. THOMAS. Yes; I think that is in general true, although in the
final analysis the floating supply of stocks, that is, the amount of
stocks in the jobbers' hands—all jobbers taken together—less the
capital held by the jobbers, determines the amount that the jobbers
have to borrow. The floating supply may be much smaller in Lon-
don than it is in New York, relative to the amount of transactions
that remain outstanding. That is, there may be offers to buy and
sell which balance each other, and it is not necessary for the jobbers
to hold as many securities behind them. That is, our brokers have
to hold securities representing all the long accounts, and it is only
to the extent to which they have been able to borrow from other
brokers on short accounts that there is any offsetting in our case,
but in the end it amounts to the same thing. The floating supply
determines the amount of borrowing that needs to be done, I think.

Mr. REDMOND. But the floating supply in the American market
actually consists of the open commitments that have been taken up
by customers and paid for.

Mr. THOMAS. Yes.
Mr. REDMOND. Whereas in England the floating supply represents

simply this residual balance
Mr. THOMAS. That the jobbers hold.
Mr. REDMOND. That the jobbers hold, because the open commit-

ments of customers have not yet been settled.
Mr. THOMAS. That, I think, is the important difference.
Mr. REDMOND SO that a comparison of the amount of brokers'

loans in England and brokers' loans in this country would not give
you a fair picture of the comparative size of the speculative markets.

Mr. THOMAS. NO ; I think that is correct.
Mr. REDMOND. There was some comment the other day as to the

very small amount of loans in the English market to brokers as
compared to the American total, and I wished to bring that point out
through Mr. Thomas.

Mr. THOMAS. The difference is that in effect the jobbers carry that
burden in England.
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Mr. REDMOND. Yes; the jobbers carry it, as you say.
The CHAIRMAN. What about puts and calls?
Mr. THOMAS. I do not know.
Mr. REDMOND. They do trade in options, do they not ?
Mr. THOMAS. Yes.
Mr. REDMOND. Which are very analogous to our puts and calls,

Mr. Chairman.
Senator KEAN. Are you familiar at all with puts and calls in

London?
Mr. THOMAS. I am not familiar, because I did not go into that

at all.
Senator KEAN. My advices are that there is a perfectly tremendous

business in puts and calls.
Mr. THOMAS. I think there is more option trading there, as I un-

derstand it, than there is here; also more trading in options on new
issues. There is a tremendous amount of speculation there; but,
again, that does not involve credit. I t is all extended.

Mr. REDMOND. That is really the essential difference between the
two systems, that the British keep open contracts instead of settling
the open contracts and putting the weight on the banking system.

Mr. THOMAS. I would like to answer one question, which Senator
Fletcher raised, and that is with regard to the jobbers' capital. I
think it probably is true that in London the jobbers contribute rela-
tively more capital to the business than they do in New York. The
jobbers are generally grouped into substantial and very wealthy
firms, which carry their own resources, not only with a considerable
volume of the securities in which they specialize—that is, they hold
a stock and inventory of securities—but sometimes in addition they
carry a supply of the so-called " gilt-edged stocks ", that is, govern-
ments, municipals, and the like, to be used for collateral purposes,
and all requirements not covered by capital are borrowed by jobbers
from banks, from other members, directly from private corporations
or individuals, or from money brokers.

Mr. REDMOND. Mr. Thomas, do you think that the total capital
of the jobbers in England exceeds the capital of the brokers, let us
say, in New York?

Mr. THOMAS. I should say, relative to their commitments, it does.
Don't you think so?

Mr. REDMOND. That might be true if you disregarded the fact
that

Mr. THOMAS. I mean an individual jobber as compared with an
individual brokerage house here.

Mr. REDMOND. 1L es; but is not that due to the fact that the broker-
age house in this country has its contracts settled, and therefore his
obligations represent the total that is due, whereas in England your
jobber, being separated from the broker, is not carrying forward the
customers' accounts ?

Mr. THOMAS. I would have to think about that.
Mr. REDMOND. One other question with regard to the size of specu-

lation in England and the figures you gave the other day. As I
understand it, you made a study relatively recently in England.

Mr. THOMAS. At the time that I was in England the stock market
was, in effect, closed. That is, there were no term settlements.
That was 2 years ago.
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Mr. REDMOND. Isn't it true that the volume of speculation in
England since the war has been very much less than it was before
the war?

Mr. THOMAS. SO I am told. Both contango business and margin
business has declined considerably from what it used to be.

Mr. REDMOND. That might be due to the fact that their former
market in American securities has now been transferred to our
American markets in very large degree.

Mr. THOMAS. That might be.
Mr. REDMOND. And then, too, English industry, of course, has

been at a very low ebb since the war. I t is only recently, within the
last year, that it has shown signs pf increased production. Are you
familiar at all with the time that it took the London stock exchange
to settle the fortnightly settlement of July 1914?

Mr. THOMAS. I t was not settled until after the war, was it?
Mr. REDMOND. I am under the impression that it was not settled

until the early part of 1922.
Mr. THOMAS. I think it was something like that. I t was rather

remarkable.
Mr. REDMOND. That, of course
Senator KEAN. In other words, outstanding contracts were made

from 1914 to 1922; is that right?
Mr. REDMOND. I understand, Senator, that they were settled grad-

ually, as it was possible, piecemeal, but that the completion of the
settlement required close to 8 years.

Senator KEAN. We settle every day.
Mr. REDMOND. We settle every day.
Senator KEAN. I t took England from 1914 to 1922.
Mr. REDMOND. 1922 is my advice.
Senator KEAN. Before they settled their outstanding contracts?
Mr. REDMOND. And that was commonly considered to be due not

only to the advent of the war, but to the fact that during the war
they had no continued term settlements into which oj)en contracts
could be carried forward, and therefore the full weight of that
settlement ultimately fell upon the banking system.

Mr. THOMAS. Yes.
Senator GORE. Was it because of a break in prices?
Mr. REDMOND. NO. They declared a moratorium, Senator Gore,

so it was not so much a break in prices, but the fact that the bank-
ing system, which normally had not this weight of settlement on
it, suddenly was faced with carrying the entire weight of the open
contracts.

Senator GORE. The moratorium lasted how long?
Mr. REDMOND. The moratorium lasted practically through the

war, as I remember it.
Mr. THOMAS. In effect, you could build up a system of commit-

ments under term settlements which would correspond to the sys-
tem of brokers loans for others that we had in the third quarter
of 1929, where investment trusts and corporations were floating new
securities and selling them to speculators and taking the profits and
lending them to speculators to buy the securities with. Then, when
the market broke in October of 1929, they took the money out and
threw the burden on the banks, of lending funds to traders.
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Mr. REDMOND. Of course, it is true, Mr. Thomas, that very few
investment trusts were intelligent enough to do that, but as soon
as they sold their securities they proceeded themselves to try to buy
them.

Mr. THOMAS. Yes j they did.
Mr. REDMOND. With rather disastrous results to our investment

trust structure.
Senator GORE. State that again. I did not get it.
Mr. REDMOND. AS soon as they sold their own securities they then

went into the market and bought other securities.
Mr. THOMAS. AS I understand, most investment trusts did not

lose on what they bought in 1929, or what they bought before Octo-
ber 1929. They lost on what they bought after October 1929 and
in 1930. They came into the market after the big collapse and
purchased.

Mr. REDMOND. Some of them did buy heavily, particularly those
that were set up in the early part of 1929. They bought securities
in large measure and suffered very big losses.

Mr. THOMAS. Yes.
Mr. REDMOND. May I ask just one set of questions in regard to

the control of credit in this country as it existed in the 1929 period?
The Federal Reserve System, theoretically at least, has various
methods of influencing the volume of credit, has it not?

Mr. THOMAS. Yes; the volume of reserve funds.
Mr. REDMOND. Which, in the last analysis, would represent the

volume of credit which might be used.
Mr. THOMAS. Not necessarily.
Mr. REDMOND. I said in the last analysis.
Mr. THOMAS. In the last analysis it might represent it, if the

banks used the reserve funds. I t depends upon the extent to which
the banks are using the reserve funds.

Mr. REDMOND. True; but if the banks were not leaning on th«
reserve system at all, then probably you would not have an exces*
sive amount of credit.

Mr. THOMAS. That depends on whether they could get reserve
funds from other places than the Reserve System.

Mr. REDMOND. The various methods of control are, first of all,
your open market transactions, are they not, which can influence to
some degree the current price of credit?

Mr. THOMAS. Yes; other things being equal.
Mr. REDMOND. Other things being equal. Of course, we have to

discuss this question in a vacuum.
Mr. THOMAS. Yes.
Mr. REDMOND. The second, and a much more potent weapon, of

course, is a change in your discount rate.
Mr. THOMAS. That is one of the factors.
Mr. REDMOND. That factor has a direct influence to the extent that

banks are borrowing from the Reserve System.
Mr. THOMAS. Yes, sir.
Mr. REDMOND. And, potentially, an influence even if they are not.
Mr. THOMAS. I would not like to say to what extent that is true.

There is a difference of opinion on that.
Mr. REDMOND. But, is it not true that, taking the experience of

England, it has been the control of the discount rate which has nor-
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mally allowed the Bank of England to prevent excessive movements
in the use of credit?

Mr. THOMAS. Not in stock-exchange credit in England; no.
Mr. REDMOND. I t has had a great influence.
Mr. THOMAS. I think that has had very little influence on the

volume of stock-exchange credit in, England. I think a more im-
portant factor in the stock-exchange credit in England are the tra-
ditional practices of the joint-stock banks themselves. Customarily
they attempt to maintain only a very limited amount of funds in the
stock exchange, and to keep tnat as a rather fixed proportion to their
total deposits.

Mr. REDMOND. But, is it not true that the English have still an-
other method of influencing the volume of speculative credit in the
securities market, and that is their Lombard loans, which is a thing
unknown to the Reserve System here ?

Mr. THOMAS. YOU mean the Bank of England?
Mr. REDMOND. Yes In other words, their loans against security

collateral other than governments.
Mr. THOMAS. Yes; against gilt-edge securities.
Mr. REDMOND. And by increasing the rate on security loans they

could increase the amount of credit available, or rather, influence
the amount of credit available for security speculation.

Mr. THOMAS. If funds were being borrowed from the Bank of
England for the purpose of security speculation, yes.

Senator KEAN. IS it not true that if the Bank of England puts up
its rates the stock market goes down in London ?

Mr. THOMAS. I do not know.
Senator KEAN. If you had watched it, you would see it.
Mr. REDMOND. YOU would not subscribe to Bagehot's famous state-

ment that a 6-percent rate would draw gold from the ground, would
you?

Mr. THOMAS. Yes; I think that is true.
Mr. REDMOND. I think we all admit that the method of controlling

credit by discount rates, or the rate charged for Lombard loans is
an influence that can work only when other factors are more or less
in balance.

Mr. THOMAS. They work differently at different times. A 6-per-
cent rate at the present time would be very detrimental to stock-
market trading, I suppose.

Senator GORE. What is the rate now ?
Mr. THOMAS. The discount rate in New York, in the Federal

Reserve bank, is iy2 percent.
Senator GORE. I mean in the Bank of England.
Mr. THOMAS. I do not know.
Mr. REDMOND. I do not know whether I have it here or not.
Mr. THOMAS. About 2 percent, I should say. Not in London-. I

do not know to what extent the bank rate in London would affect
the stock market, except psychologically. It certainly does not oper-
ate through any restriction on credit.

Senator GORE. The Bank of England is a sort of bankers bank.
To what extent do they make these loans ?

Mr. THOMAS The Bank of England can make loans to the market,
but generally does not. Their loans mostly go to bill dealers, but
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there is some relationship between the bill market and the stock
market.

Senator KEAN. In other words, there are people that draw on
London to finance bills, and they are discounted by the discount
houses, and the discount houses in turn have access to the Bank of
England, is that right?

Mr. THOMAS. Yes; that is right. So far as the supply of basic
reserves is concerned, the Bank of England and the Federal Reserve
bank have considerable influence, and also indirectly upon rates; but
there are two sides, of course. The other side is the demand for the
particular credits. The tremendous volume of excels reserves at the
present time receives very little response from the market, whereas
in 1929, even at the risk of borrowing from the Federal Reserve
banks, the member banks were still lending—that is not putting it
right. In 1929 there was such a demand for funds that member
bank^ had to go to the Federal Reserve banks in order to meet the
demand; so that we cannot entirely ignore the demand factor.

Mr. REDMOND. Were you thinking particularly of the period in
1929 when the banks took over the loans for the account of others ?

Mr. THOMAS. Throughout 1928 and 1929 the banks were borrow-
ing from the Federal Reserve banks.

Mr. REDMOND. Yes.
Mr. THOMAS. They did not increase their brokerage loans. They

maintained them at a fairly stable amount—decreased them some.
Mr. REDMOND. IS it not true that in the fall of 1927 the discount

rate of the reserve banks was reduced ?
Mr. THOMAS. That is true.
Mr. REDMOND. That was in the face of a rising volume of security

or speculative loans?
Mr. THOMAS. Yes.
Mr. REDMOND. From the fall of 1927 on there was a more and

more raj)id increase m the volume of brokers' loans, but, as I re-
member it, through 1928 no change in the discount rate.

Mr. THOMAS. In 1928 the Federal Reserve banks raised their dis-
count rates. The Federal Reserve Bank in New York raised its rate
from Sy2 to 5 percent. The Federal Reserve bank sold a large vol-
ume of Government securities in the open market and borrowings of
member banks raised to over $1,000,000,000 for the first time in a
great number of years.

Mr. REDMOND. But were not those increases in the rates late in
1928, and only by gradual amounts ?

Mr. THOMAS. NO ; there was one increase in the rate, as I remember
it, in February, another in April, and another in August.

Mr. REDMOND. But they were, as I remember it, by halves of 1 per-
cent.

Mr. THOMAS. Yes.
Mr. REDMOND. There was not any courageous raising of the rate.
Mr. THOMAS. A 1%-percent increase in the rate inside of 7 months

is more than had ever been necessary before in the history of the
Reserve System.

Senator GORE. The sale of these securities was supposed to be
deflation, was it not?

Mr. THOMAS. That is the theory.
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Senator GORE. Those little levers will not control when the weight
gets so heavy.

Mr. THOMAS. When the demand is so great simple pressure on the
supply of credit alone is hardly sufficient.

Mr. REDMOND. Yet when the Federal Reserve Bank did raise its
discount rate by a full 1 percent in 1929, as I remember it, the panic
followed within a period of a relatively few weeks.

Mr. THOMAS. DO you think the panic would have followed in the
same period if the Federal Reserve Bank had raised its discount
rate by 1 percent in 1928?

Mr. REDMOND. I do not think the panic would necessarily have fol-
lowed, but I am wondering whether Bagehot, whom I am quoting
rather freely, was not right when he said that as a basis of policy,
the discount rate should be lowered gradually and raised courage-
ously, never less than by 1 percent.

Mr. THOMAS. All these are important questions of policy that I
do not feel qualified to pass upon.

Mr. EEDMOND. I do not want to ask you questions that you feel
you cannot answer. The facts are simply for the basis of the record.
The sequence of the facts is such that the rates were raised gradually
until 1929.

The CHAIRMAN. What was the discount rate in October 1929; do
you remember?

Mr. THOMAS. Six percent.
The CHAIRMAN. When was it fixed at 6 percent?
Mr. THOMAS. August 1929.
Senator GORE. Did they raise it in the spring? There was a good

deal of discussion about it, I know.
Mr. THOMAS. NO.
Senator KEAN. They ought to have raised it before.
Mr. REDMOND. The French and German systems, which you have

referred to, are somewhat similar to the English, in trading for a
term settlement, are they not?

Mr. THOMAS. Yes.
Mr. EEDMOND. And are they likewise similar in the fact that they

have highly organized branch banks.
Mr. THOMAS. That is right.
Mr. REDMOND. Which concentrate the security business in the

market much more than our system here does.
Mr. THOMAS. The German banks are both banks and brokers.
Mr. REDMOND. They are a little of everything, are they not?
Mr. THOMAS. Yes.
Mr. REDMOND. They run industry and own industry, very largely.
Senator GORE. They are the principal brokers, are they not?
Mr. REDMOND. I think so.
The CHAIRMAN. IS there anything else?
Mr. REDMOND. NO, Mr. Chairman. I want personally to thank

you and Mr. Thomas for giving me this opportunity.
Senator KEAN. I would like to ask him two or three questions.
The CHAIRMAN. Proceed, Senator.
Senator KEAN. From 1914 to 1921 England was unable to settle

its accounts. That is, they could not settle their day-to-day accounts
in all that period. Is that right?
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Mr. THOMAS. I do not know. I have just been told by Mr.
Eedmond

Mr. REDMOND. I think, Senator, the fact was that they ceased
trading for the term settlement during the war and had to carry
over the settlement of July 1914, and settled it gradually, as business
revived, after 1919, and did not start trading for the term settlement
again for a considerable period after the war; but I do not think it
is fair to say that they could not settle it. They did not settle it.

Mr. THOMAS. They settled accounts in the interim.
Mr. REDMOND. Yes. They were on a cash basis.
Mr. THOMAS. They ran on a cash basis at that time.
Senator KEAN. DO you know of any other period in English

history where they did not settle the accounts?
Mr.* THOMAS. NO. I am not familiar with that history.
Senator KEAN. Are you familiar with the settlements in London?
Mr. THOMAS. I am as familiar with the mechanism of settlements

in London as I have indicated here. I do not know much more.
Senator KEAN. That only means that you have looked in the book

and seen that they call for a settlement every 2 weeks.
Mr. THOMAS. I have talked to a great many people who have

engaged in it.
Senator KEAN. But you have not asked them about the failures of

their system. You have asked them about the custom.
Mr. THOMAS. AS a matter of fact, when I was there, at that time

they were not using the system of term settlements. They had
ceased to use it at that time.

Senator KEAN. I think I have nothing further.
The CHAIRMAN. That is all then. Thank you, Mr. Thomas.
The committee will now adjourn until tomorrow morning at

10:30.
(Whereupon, at 4:50 p.m., Thursday, Mar. 8, 1934, an adjourn-

ment was taken until tomorrow, Friday, Mar. 9,1934, at 10:30 a.m.)
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