
STOCK EXCHANGE PEACTICES

FRIDAY, MARCH 16, 1934

UNITED STATES SENATE,
COMMITTEE ON BANKING AND CURRENCY,

Washington, D.C.
The committee met at 11 a.m., pursuant to call of the chairman^

following adjournment on Monday, March 12, 1934, in room 301
of the Senate Office Building, Senator Duncan U. Fletcher presiding.

Present: Senators Fletcher (chairman), Bulkley, Bankheaay
Adams, Goldsborough, Townsend, Carey, Couzens, and Kean.

Present also: Roland L. Redmond, counsel to the New York Stock
Exchange.

The CHAIRMAN. The committee has been in executive session, but
we will now hold an open session for a few minutes to receive some
data from the New York Stock Exchange. Mr. Whitney, do you
wish to make a statement before the committee with reference to
some of these records requested by the committee ?

Mr. WHITNEY. Yes, Mr. Chairman.

STATEMENT OF RICHARD WHITNEY, PRESIDENT OF THE NEW
YORE STOCK EXCHANGE—Resumed

The CHAIRMAN. YOU may proceed, Mr. Whitney.
Mr. WHITNEY. I will be very brief, Mr. Chairman. What you

see before you on the committee table are compilations taken off the
originals now in your hands, of the remaining aircraft stocks. As
you will recall we turned in to you the first compilations of United
Aircraft & Transportation Corporation stock on Monday last. Now
we turn in to you compilations of additional stocks, these compila-
tions, as I have said, having been taken from the original records in
your hands: Aviation Corporation of Delaware common stock.

The CHAIRMAN. The compilation will be received and^ marked for
identification.

(The compilation covering Aviation Corporation of Delaware
common stock was received and marked " Whitney Exhibit No. 31
for identification, Mar. 16, 1934 ", and the same will be kept in the
files of the committee.)

Mr. WHITNEY. Next is the compilation of Bendix Aviation Cor-
poration.

The CHAIRMAN. The same will be received and marked for iden-
tification.

(The compilation of Bendix Aviation Corporation stock was
marked "Whitney Exhibit No. 32 for identification, Mar. 16, 1934 >\
and the same will be placed in the files of the committee.)
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Mr. WHITNEY. Next is the compilation of Curtiss-Wright common
stock.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The compilation of Curtiss-Wright Corporation common stock
was marked " Whitney Exhibit No. 33 for identification, Mar. 16,
1934 ", and the same will be retained in the files of the committee.)

Mr. WHITNEY. Next is the compilation of Curtiss-Wright class A
stock.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The compilation of Curtiss-Wright class A stock was marked
" Whitney Exhibit No. 34 for identification, Mar. 16, 1934", and
the same will be retained in the files of the committee.)

Mr. WHITNEY. Next is the compilation of Douglas Aircraft Co.
The CHAIRMAN. The same will be received and marked for identi-

fication.
(The compilation of Douglas Aircraft Co. stock was marked

"Whitney Exhibit No. 35 for Identification, Mar. 16, 1934", and
will be retained in the files of the committee.)

Mr. WHITNEY. Next is the compilation of National Aviation Cor-
poration stock.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The compilation of National Aviation Corporation stock was
marked "Whitney Exhibit No. 36 for Identification, Mar. 16,
1934 ", and will be retained in the files of the committee.)

Mr. WHITNEY. The next compilation is that of North American
Aviation, Inc., capital stock.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The compilation of North American Aviation, Inc., capital stock
was marked "Whitney Exhibit No 37 for Identification, Mar. 16,
1934 ", and will be retained in the files of the committee.)

Mr. WHITNEY. Next are two supplemental compilations of United
Aircraft & Transport Corporation stock.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The first supplemental compilation of United Aircraft & Trans-
port Corporation stock was marked " Whitney Exhibit No. 38 for
Identification, Mar. 16, 1934", and the same will be retained in
the files of the committee.

(The second supplemental compilation of United Aircraft &
Transport Corporation stock was marked "Whitney Exhibit No.
38-A for Identification, Mar. 16, 1934", and the same will be
retained in the files of the committee.)

Mr. WHITNEY. The last is a compilation of Wright Aeronautical
Corporation stock, which completes the compilations to be filed.

The CHAIRMAN. The same will be received and marked for identi-
fication.

(The compilation of Wright Aeronautical Corporation stock was
marked "Whitney Exhibit No. 39 for Identification, Mar. 16,
1934 ", and the same will be retained in the files of the committee.)
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Senator GO^DSBOROUGH. Mr. Whitney, that makes a total of nine
stocks with the one heretofore filed, does it not?

Mr. WHITNEY. Yes, sir; nine in all.
The CHAIRMAN. And that completes what?
Mr. WHITNEY. That completes all the compilations taken off the

originals which are now in the possession of the committee, these
originals having been given to you on Monday last in answer to
your request and those originals being in answer to the question-
naire we sent out as of March 3, which questionnaire is a part of
your record.

Senator COUZENS. Mr. Whitney, is that what is in all these folders
you have on the committee table here?

Mr. WHITNEY. Yes, sir. There are, I might explain, nine copies
of each compilation, submitted for the use of the committee, and
we have reserved two copies at the request of Mr. Pecora for his
use.

Senator ADAMS. Mr. Whitney, have you had any occasion to study
these compilations yourself?

Mr. WHITNEY. NO, Senator Adams. I haven't even looked at
them, except in the case of United Aircraft & Transport Corporation,
I went over them because I wanted to see what the corrections con-
sisted of.

Senator ADAMS. The reason for my inquiry is this: I was won-
dering whether or not to your mind there had come any conclusion
as to what led to this sudden spurt of activity in the aircraft stocks ?
Whether or not it was to be attributed to the course of the investiga-
tion and other proceedings that have been going on for some time,
or should be attributed to the rumor of cancelation of the air-mail
contracts.

Mr. WHITNEY. I have come to no conclusions whatsoever.
Senator GOLDSBOROTJGH. Senator Adams, do you mean in the mat-

ter of the jump from 4,000 to 44,000 shares dealt in?
Senator ADAMS. Yes.
Mr. WHITNEY. I have reached no conclusions whatsoever. We

have not studied these complications at all. But they will be studied
by us. They were only finished last night and came down to Wash-
ington on the midnight train.

Senator COTJZENS. Mr. Whitney, I take it that you know about
the sale by J. P. Morgan & Co. 01 some 4,500 shares of these stocks.
Have you made any attempt to verify that matter, or would you
attempt to do so ?

Mr. WHITNEY. We would not attempt to verify it, because it was
sent in over their signature as being accurate.

The CHAIRMAN. That completes the record now so far as we have
called upon you for records, does it, Mr. Whitney?

Mr. WHITNEY. Yes, Mr. Chairman.
The CHAIRMAN. Are there any other questions by members of the

committee ?
Senator GOLDSBOROXJGH. I have none.
Senator CAREY. That is certainly a large record, and it is remark-

able what a little resolution can bring in.
Mr. WHITNEY. I t was quite some considerable work, Senator

Carey.
175541—34—PT 15 63

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



7 4 0 8 STOCK EXCHANGE PRACTICES

The CHAIRMAN. All right, if that is all.
Mr. WHITNEY. I thank you gentlemen. We are always at your

disposal at any time you want us.
The CHAIRMAN. Very well, Mr. Whitney. We will take care of

these records. The committee will give Mr. Pecora access to these
records.

Senator COUZENS. Mr. Whitney has already stated that he retained
two copies to be delievered to Mr. Pecora.

The CHAIRMAN. All right.
Senator CAREEY. IS each one of these folders prepared for a mem-

ber of the committee?
Mr. REDMOND. I will make these compilations up into nine com-

plete bundles, so that Mr. Sparkman can give one to each member
of the committee desiring same.

Senator ADAMS. DO I understand that they are not in that form
as they are presented here ?

Mr. REDMOND. AS presented here there are nine copies of each
compilation. But I will be glad to sort them out right here or at a
side table, for you, and in that way will make up nine complete
sets.

Senator ADAMS. Very well; I should like to take one of the sets
to my office.

Mr. REDMOND. I will do that right away.
The CHAIRMAN. Very well. I believe that completes the open

hearing for this morning, and the committee will adjourn subject
to call.

(Thereupon at 11:15 a.m., Friday, March 16, 1934, the committee
adjourned subject to call.)

STATEMENT OF GENE MOCANN, G MOOANN CO , BROKERS, NEW YOBK CITY

Stock exchanges as market places for securities are generally recognized
as essential parts of our economic structure, but, under the present system of
self-regulation, they provide the medium whereby a small group of insiders
manipulate prices to the disadvantage of the millions of investors owning
over 90 percent of the securities traded thereon.

Therefore, the statements by Mr. Whitney, m opposition to this biU, should
be considered in the light of his position as official spokesman for this inside
group and the representative on the New York Stock Exchange of J. P. Morgan
& Co.

Under the present system, the governing committee of the New York Stock
Exchange may adopt a rule today, suspend, cancel, or reinstate it tomorrow,
suppress violations of its own rules by members of its governing committee
or of the exchange, and do anything else suitable to its own convenience,
all without regard to the interests of the general investing public.

The necessity for governmental regulation of stock exchanges was clearly
iUustrated by the failure of the New York Stock Exchange to punish a mem-
ber of its governing committee, who is also a specialist, for participation in
the recent so-called " alcohol stock pool"

SHORT SELLING

There has been much comment in favor of, and against short selling. Many
believe that it is a necessary element in our security markets, and I do not
believe the present Congress would pass a bill providing for the complete aboli-
tion of short selling. Therefore, I propose that there be included in the bill
to regulate stock exchanges, a provision directing that:

"AH sales made on any stock exchange, for the short account of any cus-
tomer, must be covered within 7 days after the execution of such short sale;
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and, the margin requuements on all short sales shall be the same as the margin
requirements on all long sales, as set forth in this bill"

By compelling the short seller to cover his position within 7 days, the general
public, knowing this, will not sell their securities on the market on the
slightest decline in market quotations, cieated by short selling, and enable the
short seller to cover his position at a profit This will act as a stabilizer of
the general market and make short selling all the more hazardous because the
public can demand higher prices of the short seller when the time comes foi
him to cover

Many investors pledge their securities as collateral for loans, and under the
present system, every short sale decreases the value of that collateral In a
great many cases, these loans are called when the market value of the collateral
is depressed by excessive short selling, thus the^mside group, due to their large
financial resources, have, by short selling, compelled the small investor to sell
his securities on slight recessions in the market, resulting m the ruination of
the business and future of millions of our citizens

Let us try to find the real reason why Mr. Whitney favors short selling. He
has said nothing about the profits in short selling, but has chosen to defend
it as the medium to stabilize prices. The real reason for his defense of short
selling might be said to be that more money is made quickly on the short side
than on the long side, and short selling makes an active speculative market,
thus increasing brokerage commissions, specialist's profits from advance knowl-
edge of the outside trader's position, and greater possibilities for profit from
pool operations

Respectfully submitted
GENE MCOANN
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