
STOCK EXCHANGE PEACTICES

SATURDAY, MARCH 24, 1934

UNITED STATES SENATE,
COMMITTEE ON BANKING AND CURRENCY,

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

terday, in room 301 of the Senate Office Building, Senator Duncan
TJ. Fletcher presiding.

Present: Senators Fletcher (chairman), Barkley, Gore, Byrnes,
McAdoo, Adams, Goldsborough, Townsend, Walcott, Carey, Couzens,
Steiwer, and Kean.

Present also: Eoland L. Eedmond, counsel to the New York Stock
Exchange; William A. Lockwood, counsel to the New York Curb
Exchange; and Eugene E. Thompson, president of the Associated
Stock Exchanges.

The CHAIRMAN. The committee will come to order, please. Some
people telegraphed me the other day about our hearings and I noti-
fied them we were going to close after yesterday and today. I do
not know whether they are here today or not. If they are present
and ready to be heard we will hear them. Now, any of those who
wish to make statements will come forward to the committee table
and give their names now.

Mr. THOMPSON. Mr. Chairman, I am president of the Associated
-Stock Exchanges, and

The CHAIRMAN (interposing). I know that you are here, Mr.
Thompson. Is anybody else present who wishes to be heard? [after
a pause:] There was a Mr. Ladd, I think from Pittsburgh, who
wired asking permission to be heard, and I answered telling him
I would give him a hearing.

Senator GOLDSBOROUGH. There was a Mr. Laird, representing a
hig firm

The CHAIRMAN (intelposing). No; this was a Mr. Ladd.
Senator GOLDSBOROUGH Well, that is another man.
The CHAIRMAN. IS there anybody else present this morning who

wishes to be heard on the bill ?
Mr. PAUL. Mr. Chairman, my name is W. G. Paul, of Los Angeles,

representing the Los Angeles Stock Exchange. I should like the
opportunity to appear before your committee but am not sufficiently
prepared to make a statement this morning. We are now working
on the suggested amendments which we intend to submit, and 1
think it would be futile for me to sit down now and take your time.

The CHAIRMAN. DO you now have your amendments in shape to
submit to the committee?
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Mr. PAUL. NO, sir; we are working in connection with Mr*
Whitney, and as he stated on yesterday, he will submit his amend-
ments later. I could now merely sit down and chat with you gentle-
men, but I think that would be an unnecessary waste of your time.

The CHAIRMAN. Very well, Mr. Paul. Now, Mr. Thompson, you
may come forward and we will have your statement.

Mr. THOMPSON. All right, Mr. Chairman.
The CHAIRMAN. Mr. Thompson, whom do you represent?
Mr. THOMPSON. Mr. Chairman and gentlemen of the committee:

I represent the Associated Stock Exchanges as their president, the
membership of which is composed of 18 local exchanges throughout
the United States, plus the Louisville, Ky., Stock Exchange; the
Eichmond, Va., Stock Exchange; and the Seattle, Wash., Stock
Exchange. I will be glad to furnish the committee reporter with
a list of our membership.

The CHAIRMAN. All right.
Mr. THOMPSON. Shall I now proceed?
The CHAIRMAN. Yes. You have examined this revised bill, known

as H.E. 8720,1 take it?
Mr. THOMPSON. Yes.
The CHAIRMAN. Very well. You may go ahead with your state-

ment.
Mr. THOMPSON. My remarks will be directed to H.E. 8720, inas-

much as that is the subject which I understand you have under
consideration at the present time.

The CHAIRMAN. Very well. You may go along with your state-
ment.

STATEMENT OF EUGENE E. THOMPSON, PRESIDENT OP THE
ASSOCIATED STOCK EXCHANGE, WASHINGTON, D.C.

Mr. THOMPSON. On the occasion of a former recent appearance
before this committee, I ventured to assert, in behalf of the Associ-
ated Stock Exchanges, of which I am the president, that the then
pending bill to regulate the securities exchanges of the country was
unworkable; that it would operate to destroy the usefulness of the
essential market places for corporate capital; that it would retard
materially if not actually prevent the realization of the President's
recovery program; that it would tend to turn the corporate securities
business of the greatest industrial country in the world into the
hands of racketeers and bootleggers, and that instead of being a
measure for the protection of the investor it likely would prove to
be the most damaging legislation of its character ever enacted by the
Congress.

Now a new securities bill has been prepared, or rather the old bill
has been rewritten in some of its particulars; but in all the essen-
tialities and insofar as original intents and purposes are concerned
the measure remains as it was at the beginning. The form only has
been slightly disguised; the substance is apparent and unchanged.

Those of us who have devoted years to deep and earnest study into
the problems of the stock exchanges and the securities business have
not felt that the bill as drawn in the first instance met, or came any-
where near meeting, the requirements of rational legislation. We do
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not consider that the amended bill is better or worse than the orig-
inal. If we should admit for the sake of argument that the stock
exchanges are wholly bad, then we should still be compelled to say
in candor that the legislation which is proposed here furnishes only
an easy means of jumping the corporate securities business of the
country out of the frying pan and into the fire.

Oh, well, some of you might say, this witness and those whom he
represents would be antagonistic to any kind of a regulatory law.
That would not be an accurate assumption at all. We are not
opposed to, but would rather welcome a law of practical design that
contemplates and takes into account only those features and phases
of the business of handling corporate securities which are in need
of and which are susceptible of regulation. Naturally we would not
favor a law which we believe would destroy the stock exchanges as
institutions; and when I mention stock exchanges in this sense you
will understand, of course, that I am speaking only for those located
outside of New York City. We would not favor a law which places
in the hands of a Federal agency, as this bill does, the power and
means for controlling, absolutely and minutely, the business of the
country.

Statements have been made to the effect that the general business
of the country will not be retarded or affected adversely by the pas-
sage of this legislation. Such assertions can only come from those
who are ill-advised or ignorant. The stock exchanges are the eco-
nomic barometers—the business pulse of the country. Those of us
who by the circumstances of our lives have been thrown intimately
into touch with the stock exchange do not merely thing that general
business will be hit hard—we know it will be. There will be an
immediate recession of business with the advent of this legislation.
There will be deflation and there will be credit chaos. You gentle-
ment at this moment surely sit in a position of exceedingly grave
responsibility. Even a favorable report by you on this measure as
is now written is a matter fraught with dangers of a nature the
nation can ill afford to have thrust upon it at this critical period.

The attempt at control of corporations through the medium of
a stock exchange regulatory bill cannot be judged otherwise than
as misplaced legislation. If there is to be control of that kind, then
surely it should be out in the open—a frank measure providing for
such control as may be deemed advisable and proper under a national
incorporation act; and that is where it belongs if it belongs any-
where.

We have already had a forerunner of what may happen as a result
of this proposed law. Cabled solicitation for American orders in
securities already have come from London, and Paris advises are to
the effect that recently, in anticipation of what is expected to be done
here, there has been an increase of listings in the Paris market.
You have all read in the papers that within the last few days stock
exchange memberships at Montreal and Toronto, in Canada, have
increased in value, while seats on the New York and other ex-
changes in our own country have been quoted on a basis of a greatly
reduced valuation.

May I say that these facts are not to be dismissed as propaganda.
If they represent propaganda, then they are the propaganda of
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serious truths which cannot be overlooked or treated lightly by any
citizen, whatever his position may be in the country's affairs, who
has the good of the United States at heart.

In a general sense—because I do not care to dwell again upon those
points which were covered m my previous appearance here—the pro-
posed legislation attempts to reach too far. I t seems to grope about
in the maze of its own complications and in the darkness of its own
confusion. As a layman, I should say it needs to be a simpler law
and a shorter one.

Let me single out just a few of the provisions changed in the re-
writing of the bill which are still in our opinion objectionable.

Now, as to page 8, paragraph 13: This exempts only such secur-
ities as are direct obligations of or obligations guaranteed as to
principal or interest by the United States; such securities as are
issued or guaranteed by corporations in which the United States has
a direct or indirect interest and which shall be designated for exemp-
tion by the Secretary of the Treasury, and such other securities as
the Commission, by such rules and regulations as it deems necessary
or appropriate in the public interest or for the protection of in-
vestors, may exempt from the operation of any one or more of the
provisions of the act.

The placing in the hands of the Federal Trade Commission of
authority over the securities of States and their political subdivi-
sions which, if the provision is actually enacted into law as worded
in the bill, may have far-reaching results, and in addition may force
the States and their political subdivisions to pay much higher prices
for borrowed funds than they have been in the habit of paying, this
being due to the uncertainty which will be created as to the quali-
fications of the securities as " exempt securities."

With reference to page, 13, section 6, item (a) : This item, while
amended in several particulars, still makes no change over the old
bill with respect to loans upon securities, other than exempted
securities, which are not listed upon a national securities exchange.
We submit that this item would work an undue hardship upon those
owning the securities of many small corporations which are entirely
solvent and have satisfactory ratings.

Referring to page 19, section 7, item (a) : When the broker or
dealer in the course of business is prohibited from borrowing on
any security—other than exempted security—except from a Federal
Reserve bank, or in accordance with rules and regulations prescribed
by the Federal Reserve Board to permit limited loans between mem-
bers and brokers or between members and dealers who transact a
business in securities through the medium of a member, or to per-
mit loans from or through others than member banks m localities
where there are no member banks, or to meet emergency needs—
under these conditions it is apparent that the broker will be forced
to do business with a member bank of the Federal Reserve System
unless there should happen to be no member bank in the locality
where he conducts his business. It is unfair to force upon a broker
or dealer the obligation of borrowing through a member of the
Federal Reserve System; it is likewise unfair to banking institu-
tions which are not members of the Federal Reserve System to take
from them the privilege and opportunity of making such loans.
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Going to page 21, section 8, subsection 2, lines 22, 23, and 24, atten-
tion is called to the words, " or a false or misleading appearance in
respect of the market for such security or securities." In its import
and its operation this language is unfair to brokers. A broker may
act in the purchase or sale of securities, and in so doing, but not by
his design or purpose, there is created a false or misleading appear-
ance in respect to the market. Why, under such circumstances the
broker be held accountable when he has only been given orders to
purchase or sell? In the case of limited markets, there is almost
certain to be that which might be described as false or misleading
appearances in respect to the market in the minds of many persons*
The vagaries of the human mind are not often changed by legisla-
tive enactments. In this connection, in the same section, on page 22,
subsection 3, line 5, are the words, " for the purpose of raising or
depressing the price." I t would be exceedingly difficult for a broker,
or for anyone else for that matter, to interpret the meaning and the
intent of a customer when he has been called upon to execute either
a buying or selling order which is bound to have the effect of raising
or depressing prices m limited securities markets.

In subsection 5, line 24 on page 22 and lines 1 and 2 on page 23.
we read that it will be unlawful to make any statements inducing a
securities transaction which is, in the light of the circumstances
under which it is made," false or misleading in respect of any matter
sufficiently important to influence the judgment of an average in-
vestor." If this language is allowed to remain in the bill, there will
be many days of anxiety on the part of brokers and dealers until
they can feel that they may do business without this liability hang-
ing over them.

We direct attention to subsection 8, page 23, line 21, which deals
with the proposition of " pegging, fixing, or stabilizing the prices of
securities in contravention of such rules and regulations as the Fed-
eral Trade Commission may prescribe as necessary or appropriate
in the public interest or for the protection of investors or without
having prior thereto reported to the Commission such information
regarding the purpose and nature of such transactions or operations,
the details thereof and the person or persons interested therein as
the Commission by rules and regulations may prescribe as appro-
priate or necessary in the public interest or for the protection of in-
vestors." There is likelihood here of great harm being done, perhaps
where not intended, by denying an investor the right to support secu-
rities in which he has a particular interest, or against which he may
have loans, or in the purchase of which he is moved by a desire to
accumulate the securities for investment purposes.

As to subsection 9, items (i) and (n ) : These provisions fail to
give to a broker or dealer the right to acquire options for the purpose
of liquidating large blocks of securities held, say, by estates, or
against bank loans, et cetera, where the work of distribution in-
volved is considerably greater than if the broker were merely selling
stock on the exchange ior a commission. Unless proper provision is
made to care for such classes of transactions there will be many in-
stances where estates and banks holding large loans will suffer
through inability to obtain the services of dealers or brokers in such
liquidations.
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On page 27, section 10, item (b): This item provides that the rules
of the proposed national securities exchange may permit a member
to be registered as an odd-lot dealer and as such he will be permitted
to buy and sell for his own account so far as may be reasonably
necessary to carry on such odd-lot transactions; it also provides that
it shall be unlawful for an odd-lot dealer to act as a broker. Evi-
dently in this particular no consideration has been given to the
character of business conducted on the smaller exchanges throughout
the country and on which nearly every broker does an odd-lot busi-
ness. As a matter of fact the great bulk of transactions on the local
exchanges are in odd lots. This section should be changed or clari-
fied so that the business now transacted on the smaller exchanges
will not be taken away from them. Some of the member exchanges
already have advised us that if this provision becomes a law they
will be forced out of business.

As to section 10, line 6, page 28: I t provides here that it shall be
unlawful for any member—meaning a member of a national securi-
ties exchange—either with or without the privilege of acting as a
dealer—except an odd-lot dealer or a specialist dealer—and, while on
the trading premises of an exchange, to effect any transaction for
his own account, or, as a broker, to give an order to another member
to be executed for his own account. The Commission is given the
power, when it has been shown that the rules of the exchange prevent
excessive trading bj members, to permit exchange members to effect
transactions for their own account, subject to such terms and condi-
tions as the Commission may prescribe as necessary or appropriate
for the protection of investors. I cannot see why the facilities of
an exchange should be denied to its members unless it is able to show
that its rules prevent excessive trading by members. Just what is
meant by excessive trading certainly is not clear. Such a law would
undoubtedly tend to drive legitimate trading from the exchanges.

With reference to page 30, section 10, item (e): The rules of the
proposed national securities exchange bill may permit the registration
of a specialist as a dealer or as a broker; but it shall be unlawful
for a specialist registered as a dealer to act as a broker, or for a
specialist registered as a broker to act as a dealer. I t should be
understood that brokers who now act as specialists do not devote
their entire time to that line of activity; they act as sepcialists in
certain classes of securities only and this occupies, usually, merely
a small portion of their time. The rest of the time they act, of course,
as brokers. Due consideration should be given to this class of busi-
ness which apparently was not clearly understood by the framers
of the bill.

On page 34, section 11, item (f) : The Commission, by this pro-
vision, is directed to make a study of trading in unlisted securities
on the exchanges and to report the results together with its recom-
mendations to Congress on or before January 23, 1935, but it also
appears that in the event Congress does not take action before that
time, the exchanges may continue unlisted privileges only until
March 1, 1935, unless an earlier date is prescribed by law. I t is
quite evident that what has been developed into a publicly quoted
market for certain unlisted securities will be destroyed unless the
Commission is given authority to extend the time until Congress
has had an opportunity to act upon, the recommendations.Digitized for FRASER 
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As to page 36, section 12, item (b) : I t is noted that the present
bill retains the provision requiring the Commission to prescribe
methods to be followed in the preparation of accounts, in the ap-
praisal and valuation of assets and liabilities, and m the determina-
tion of depreciation and depletion. We heartily endorse full and
free statements, but we submit that the Federal Trade Commission,
or any other regulatory body, should not have the power to appraise
and determine the valuation of assets and liabilities or to determine
depreciation and depletion. Such authority as given undoubtedly
would cause many corporations to de-list their securities from the
smaller exchanges.

Going to page 38, section 14, line 20: Regulation and control of
over-the-counter transactions appear too indefinite for a dealer to
have any comprehension of just what he may or may not be per-
mitted to do. The whole regulation is left in the hands of the Com-
mission and as a guide in this conection the Commission is to use
such necessary protection as is comparable in the case of national
securities exchanges. We cannot see the fairness of attempting to
regulate those engaged in the business of buying and selling secur-
ities while allowing those who are not engaged to go out and conduct
transactions without any restrictions.

At page 41, section 16: We submit that the business of selling secu-
rities should not be subjected to any more outside examinations than
other lines of business. The expense for income tax information and
other reports is already a burdensome charge upon the business, and
to levy further charges for additional examinations is beyond the
realm of fairness. The exchanges are amply able themselves to
cover the matter of examinations and have always been foremost over
other lines of business m such efforts.

In summarizing let me say that we have not attempted to go into
many features of the bill which we still feel are vitally objectionable
to the continued existence of the local stock exchanges.

We have dwelt upon these in a previous statement, and the fact
that they are not again being stressed should not be construed as
indicating that our protest is thereby minimized

We wish to emphasize our serious objections to the placing of the
regulation of the stock exchanges under te Federal Trade Com-
mission, even though it is to be an enlarged commission; we do not
believe that the Commission, or any other commission or body which
is not specially organized and its personnel carefully selected for
the character of work it will be called upon to perform, is constituted
to deal with a business so highly technical and surrounded by so
many ramifications requiring prompt specialized treatment.

We wish again to go on record as favoring a coordinating authority
in which the stock exchange shall have a voice m their own manage-
ment. I t is our belief that any regulatory body made up entirely
of those not representative of the stock exchanges cannot and will
not function in a way that will be to the best interests of the public
and certainly not to the best interests of the stock exchanges.

Senator BARKLEY. Mr. Thompson, do you think the Interstate
Commerce Commission ought to* be composed of presidents of rail-
roads inasmuch as it has to deal with railroad regulations?

Mr. THOMPSON. NO, Senator Barkley, and we do not suggest that
here either.
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Senator BARKLEY. Well, I take it that would be a parallel situation.
Mr. THOMPSON. NO. With all due respect, I do not think so.
Senator ADAMS. Well, do you think they ought to have any con-

siderable representation on the Commission?
Mr. THOMPSON. We think they ought to have a voice in it, or cer-

tainly to the extent of having on the membership those who are
acquainted with railroad matters

Senator BARKLEY. Well, even if you thmk they should have a
partial voice in it, by the same theory in setting up any commission
to regulate any industry you think it ought to be composed, in part
at least, of those engaged m such industry, do you ?

Mr. THOMPSON. Well, I think you will agree with me that the
Interstate Commerce Commission has been composed at times of
some former railroad presidents.

Senator BARKLEY. Well, perhaps once in a while but not often.
Mr. THOMPSON. Well, this is starting out on a new path where

some intimate knowledge of the subject is quite needful.
Senator ADAMS. Well, in the case of any active railroad men, when

they go on the Interstate Commerce Commission they certainly sever
their relations with the railroads.

Mr. THOMPSON. That may be so, but the knowledge is there.
Senator BARKLEY I do not recall that any member has been taken

from any important railroad itself.
Mr. THOMPSON. I cannot cite you at this time a case in point, and

of course the Interstate Commerce Commission was organized many
years ago.

Senator COUZENS. Well, certainly any such man was not put on
the Interstate Commerce Commission as representing railroad man-
agement.

Senator ADAMS Mr. Thompson, your proposition seems to be that
members of stock exchanges should be made a part of the regulatory
body proposed here to be set up.

Mr. THOMPSON. Not altogether, but I would suggest
Senator ADAMS (interposing) At least you suggest that there

should be some of them on such a body.
Mr. THOMPSON. I mean along the lines of Mr. Whitney's suggestion

made to this committee some days ago, that those to compose such
a body might be selected as lepresentmg, possibly, one from the
New York Stock Exchange and possibly one representing the local
exchanges throughout the country.

Senator ADAMS HOW do you mean to have them selected ?
Mr. THOMPSON TO have them designated by the exchanges.
Senator ADAMS Then you would propose to have the exchanges

designate the membership of a Government commission ?
Mr. THOMPSON NO, sir. We do not suggest that at all. But we

do thmk there should be on such a commission those who are ac-
quainted with the intricate details of the business, and that the
members, as ufual m the case of any Government commission, would
be selected by the President of the United States.

Senator ADAMS. Then you are not m favor of any regulations of
stock exchanges, are you?

Mr. THOMPSON. 1 am m favor of some legulation if we may have
some voice in it.
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Senator ADAMS. I take it on the theory that you would furnish
the voice and when that voice would come forward with a statement
the rest of them would follow.

Mr. THOMPSON. Oh, no.
Senator COTTZENS I suppose the utilities would desire the same sort

of regulation.
Senator ADAMS. That, it seems to me, would be worse than no

regulation at all.
Mr. THOMPSON. I would not go that far. If a majority of the

members of the commission are others than members of stock-
exchanges, there would certainly be regulation.

The CHAIRMAN. In other words, if you could regulate the regula-
tors you would be satisfied, is that it?

Mr. THOMPSON. NO; I do not even ask that. If we had 1 voice
out of 7, let us say, I would not say that that 1 voice would regulate
the 7.

Senator BAKKJLET. Well, in case of a tie vote of the other six
members that voice would have the deciding vote.

Mr. THOMPSON. That would be true, too.
Senator MCADOO. Under the Constitution the President is the

appointing power of all commissions and bodies representing the
general public interest. Now, you wouldn't advocate the giving of
that power to any private organization or body, would you?

Mr. THOMPSON. Not altogether, no. But when some one is selected
who is familiar with stock exchanges that would give assurance
of some knowledge within the board of the intricate workings of
this business. Even though the exchanges themselves could not
nominate some one, if there were some one selected who is familiar
with stock exchange practices it would go a long way toward as-
suring a general knowledge of the business.

Senator ADAMS. I suppose the membership of the United States
Senate should have the opportunity to select, then, 1 out of the
7, inasmuch as theyare passing the legislation and dealing with it.

Mr. THOMPSON. Well, the Senate passes the legislation to create
such a body, and they usually have the opportunity of confirming
those who are nominated by the President to serve on such a body.

Senator GORE. Does the Federal Reserve Act require that men
having knowledge of banking shall be placed on the Federal Re-
serve Board?

Mr. THOMPSON. I am not familiar with the act, but I know it has
been done.

Senator ADAMS. Oh, yes, but the banks do not select the members.
Senator COUZENS. There is nothing to prevent the President from

putting some stock exchange man on the proposed board if he
wants to do it.

Senator MCADOO. The President has the power to select a member
or members of the proposed board from your organization if he sees
fit. He has a perfect right to take some one who is qualified. Don't
you think there is just as much protection there in the make-up of
such a body so far as you are concerned as any other interest has
in the Interstate Commerce Commission or any other governmental
commission B
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# Mr. THOMPSON. Senator McAdoo, I might say it is my recollection
that even in the case of some commissions that have been provided for
by law, there has been provision made by the Congress that the men
selected for such positions should have a knowledge of and general
acquaintance with the work to which they were to be assigned. I
cannot point out at the moment what they are, but I think there are
some nevertheless.

Senator GORE. I think the Federal Reserve Act requires that some
one having a knowledge of agriculture shall be placed on the Board.
But there are a lot of farmers who vote, of course.

Senator MCADOO. Business organizations might select a business
man, and bankers might select some banking man, whose names
would be presented to the President for consideration.

Senator GORE. Mr. Thompson, don't you think your statement is
a sort of impeachment of the brain trust?

Mr. THOMPSON. Well, it might be so coneidered, but it was not
intended as that.

Senator GORE. I t would seem that way to me.
Senator ADAMS. Mr. Thompson, in the opening part of your state-

ment you referred to the decline in value of stock exchange seats.
What bearing does that have on the bill we are considering here?

Mr. THOMPSON. Well, I think the decline in stock exchange seats
has been brought about by the fear that the exchanges will ,be so
handicapped it will be difficult for them to do business as it has
been done in the past, and that there will not be the usual demand
for seats on stock exchanges.

Senator ADAMS. Isn't that begging the question? For instance,
if there is any illegitimate business being profitably conducted,
necessarily the shutting off of that business, or such portion of it as
may be illegitimately conducted, will have an effect upon those en-
gaged therein. Let us take Monte Carlo: If the Prince of Monaco
should change the dice on the game, the franchise there would be
worth considerably less.

Mr. THOMPSON. I agree with you, Senator Adams, so far as ille-
gitimate things may be concerned. And we do not stand for those
any more than you or anyone else. Certainly those whom I represent
would not attempt to condone such things.

Senator ADAMS. Well, if the bill merely eliminated illegitimate
practices and that resulted in reducing the price of stock exchange
seats, that is no argument to be offered against the passage of this
bill.

Mr. THOMPSON. I think it goes further than eliminating illegiti-
mate practices. The bill as now drawn hinders legitimate practices.

Senator ADAMS. Well, that is the thing we are interested in know-
ing about.

Senator BARKLEY. What decline in stock exchange seats are you
talking about?

Mr. THOMPSON. I am referring more particularly now to the news-
paper accounts of the New York Stock Exchange and the New York
Curb Exchange seats.

Senator BARKLET. Well, before this bill was ever prepared, yes,
long before the matter came up seriously at all, I might say, seats
on the New York Stock Exchange declined from a price over
$600,000 to less than $200,000.
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Mr. THOMPSON. Well, whenever there is anything that will scare
the people into the belief there will be a reduced amount of business
you will find a decline in stock exchange membership.

Senator BARKLEY. But it was not a Government scare that
brought about that decline. I t was the debacle on the stock exchange
and the general situation.

Mr. THOMPSON. That is true, but we have a worse decline in
the last month or two as it affects seats on stock exchanges since
this scare here.

Senator BARKLEY. Well
Senator MCADOO (interposing). Well, Mr. Thompson—but par-

don me, Senator Barkley. I did not mean to interrupt you.
Senator BARKLEY. GO ahead.
Senator MCADOO. I can ask my question later.
Senator BARKLEY. Well, never mind. I am through sometimes

when I don't know it. [Laughter.]
Mr. THOMPSON. That might be better for some of us, Senator

Barkley, outside of the Senate, too.
Senator MCADOO. I am the same way. I just wanted to ask

a question along the line that I started out on a moment ago.
Senator BARKLEY. GO ahead, Senator McAdoo. I am through.
Senator MCADOO. Mr. Thompson, you do not mean seriously to

argue that we should not perform a public duty here in the enact-
ment of necessary legislation to correct abuses because the proposal
to do so might result, even if it did, in a reduction in the value of
stock-exchange seats, do you?

Mr. THOMPSON. Not at all. But are you stopping there?
Senator ADAMS. YOU realize that throughout the country right

now there is some lack of confidence in the stock exchanges, some
apprehension of manipulation, don't you?

Mr. THOMPSON. There is no doubt about that, but
Senator ADAMS (continuing). Might it not result in reinstating

your values if the public could be reassured, could feel that they
were going to get a square deal if they went into the market to
invests

Mr. THOMPSON. When you speak of the public being assured
of getting a square deal, that is true. That is what we want them
to have. That is what we try to give them. But on the other side
of the question, we representing stock exchanges feel that we
should bring forward to you the things we see in the proposed
legislation which would hinder stock exchanges in the conduct of
legitimate business; in fact, which may drive many of them out of
business. I am just as serious as I can be when I say that we do
not come to you with a threat, but simply to draw to your attention
the fact that local stock exchanges—and I can only speak for them—
cannot live under this bill. I t is impossible for members of local
stock exchanges to conduct a profitable business if they are restricted
as section 10 alone of this bill would restrict them.

Senator GORE. That has to do with the dealer-broker aspects of
the matter.

Mr. THOMPSON. Yes, sir.
The CHAIRMAN. We have opened that door already by this

amendment.
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Mr. THOMPSON. Only partially. I t still closes the door to us in
many things we are doing, as we think legitimately and propertly
and to the satisfaction of the public.

Senator COUZENS. Mr. Chairman, have we any more witnesses
this morning?

The CHAIRMAN. Kepresenting these local exchanges, Mr. Thomp-
son, do you concede that there is a real need for Federal regulation
of stock exchanges?

Mr. THOMPSON. I think, Senator Fletcher, that some kind of
regulation would be welcomed by the exchanges, but you must
remember that

Senator BARKLEY (interposing). It is not so much a question
whether they would welcome regulation or not, but it is a question
whether such regulation is wise or necessary.

Mr. THOMPSON. DO you mean, do I feel that there is any real
need for it?

Senator BARKLEY. Yes.
Mr. THOMPSON. NO, sir; I do not. But I think when you consider

the frame of mind the public has gotten into, it is necessary to have
it.

Senator GORE. Mr. Thompson, do you think that some of the
abuses which characterize the New York Stock Exchange character-
ize other exchanges?

Mr. THOMPSON. NO, sir; I do not.
Senator BARKLEY. Mr. Thompson, assuming that the big bad wolf

up in New York needs regulation, what would you do toward mini-
mizing the restrictive influences of any regulatory bill that would
cover them as it might apply to local stock exchanges?

Mr. THOMPSON. Well, I would say that in general the business as
conducted in local stock exchanges is practically the same as con-
ducted on the New York Stock Exchange, but there are so many
things done in New York that are not done on local exchanges by
reason of the fact that the New York Stock Exchange is primarily
a large national market, upon which there is, quite naturally, a
great deal more speculation than there is upon the local markets,
which are more semi-investment markets, or I might say perhaps
three fourths of the business done is semi-investment to one fourth
speculation. Yes; I should say that three fourths of the business
done on all exchanges outside of New York is a cash business

Senator GORE. Did you say three fourths of the business?
Mr. THOMPSON. Yes, sir.
Senator BARKLEY. I suppose it is a recognized fact that the evils

which brought about, to the extent to which they did bring about the
collapse in the market, the nefarious practices that a lot of so-called
financially respectable men engaged in, do not to any large extent
attach to the small local stock exchanges, and that in large measure
they were not responsible for the evils that brought about this whole
pestiferous situation.

Mr. THOMPSON. I think that is quite a fair statement.
Senator BARKLEY. But I do not know how we are going to reach

the general practices of the big one without in some way including
the smaller ones.

Senator ADAMS. Mr. Thompson, have you prepared or can you
prepare amendments to the bill which will permit the regulation
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of the big Exchange, of the evils t^hich ytfu confess are there, and
at th6 same tim£ not destroy the local exchanges?

Mr. THOM£SON. Mr. Whitney yesterday stated that he would con-
fer with the associated stock exchanges, and so forth, in preparation
of the amendments they were bringing in. May I say to you that
one of th.€ ftiost difficult sectioiis to whip into shapfc, and the one that
will perhaps be delegated more to the exchanges to whip into shape
will be seeti&n 10, and that is the big one that involves so much on
the local exchanges, which are not comparable with New York.

Senator ADAMS. YOU recognize that the committed probably does
not want to release the big exchange from proper regulation in
order to protect the little exchanges'.

Mr. THOMPSON. I quite agree with you. That is what I am speak-
ing to you about. I think section 10 applies more to our local ex-
changes than it does to New York. I think in trying to correct the
large evil, if I may so call it, that is apparent in New York, con-
sideration has not been given to the damage that is going to occur to
the local exchanges.

Senat6r GORE. YOU think that in killing the big bad wolf we are
going to kill some of the lambs.

Mr. THOMPSON. I am positive of it.
Senator GORE. The problem is to knoiv* where to draw the line.
Senator MCADOO. AS a matter of fact, the listed securities on the

Washington Exchange are very few in number, are they not?
Mr. THOMPSON. Relatively few in Washington, because we have

not an industrial market here.
Senator ADAMS. YOU have a good many gamblers here.
Mr. THOMPSON. Not on the Washington Stock Exchange.
Se$at6f GOB&. Let us £as& a law to stop that.
The CHAIRMAN. Have you any figures or statistics sustaining jrour

view that thrfce fourths of the business on the local exchanges is cash?

Mr. THOMPSON. NO. I am merely giving that as my opinion, based
upon knowledge of the business only, I think it is a fair statement,
and I believe an inquiry made of the local exchanges would show
that I am a little under, rather than over. I t may run as much as
80 or 85 percent cash.

Senator GORE. DO you think it would be better to let the exchanges
initiate rules and regulations in the first instance, subject to revision
and approval by the National Commission, or to vest the Commis-
sion itself with the power to initiate, prescribe, and fix rules and
regulations.

Mr. THOMPSON. I would not want to say that, Senator, for I have
not given that as careful study as I would like to in order to answer
you intelligently. I t is a very broad and serious question.

Senator GORE. That seems to me to be the real question that is
running through and dividing the two schools of thought on this
whole business.

Mr. THOMPSON. I do want to say, Mr. Chairman, that we will co-
operate with Mr. Whitney in bringing m to you the suggested amend-
ments and those amendments that we particularly have in mind. I
mean those that will deal particularly with the local exchanges.
They will be embodied and will be so indicated to the committee.

The CHAIRMAN. Mr. Whitney, you remember, discussed section 10
quite fully and proposed certain amendments to it.
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Mr. THOMPSON. Yes, sir. We are in accord with those, but we
feel that they should go even a little further than mentioned there

Senator GORE. Insofar as stock market transactions affect and
react upon credit, do you not think control of those activities ought
to be vested largely in the Federal Reserve Board?

Mr. THOMPSON. I should think so, Senator, yes. I think that is
the proper place for them to be.

Senator GORE. Theoretically that is undoubtedly true, but in prac-
tice I do not know whether they have made sufficient use of the
powers they have or not.

Mr. THOMPSON. IS there anything else, Mr. Chairman?
The CHAIRMAN That is all, I believe, if there are no further

questions.
Mr. THOMPSON. Mr. Chairman, may I say that I understood that

Mr. Ladd of Pittsburgh was unable to get here ?
Senator BARKLEY. Have you extra copies of your statement?
Mr. THOMPSON. They are on the way up here. I will see that you

get one.
The CHAIRMAN. IS there anyone present who wishes to make a

statement now?
Senator GOLDSBOROTXGH. May I inquire if the Assistant Secretary

of Commerce, Mr. John Dickinson, was asked to appear before the
committee?

The CHAIRMAN. He will come down later and appear before the
committee.

Senator TOWNSEND. I move we adjourn.
The CHAIRMAN. We will meet Monday at 10:30.
Senator COXTZENS. Will the hearing on Monday be an open hearing ?
The CHAIRMAN. SO far as I know. There are some doubts as to

whether Mr. Whitney would be ready Monday.
Senator GORE. I have a notion Secretary Dickinson will want to

appear in executive session.
(Whereupon, at 11:20 a.m., Saturday, March 24,1934, an adjourn-

ment was taken until Tuesday, Mar. 27,1934, at 10:30 a.m.)
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