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Nevw YQH‘. N.Y,
Moy 27, 1936,

Dear Hnrdyp

finsn ¥ have teen bagk I have learmesd nothiag vhish wordd =2iter my
opinlon wzprasse Lo you in £8%. Louls, that the next = jor move in the
market should He up, Most all Bireet analysisis and a great many stock
wariket 8408 evu very bearish and have evaen taken small short positions es
a ramlt ¢f ths Muy reasction, My ouvn charts point to redrasement slroady . - ©
anzonnlishod of about one half thé drop from the 182 lsvel and have made -
o Dow 1ine for the past thres woeks considorably above the 143 low point,
Ths &ropeoff in tho last twoe veske has becn accompanied by extreme dullness: - -
and a sonziderzbls spriniing of short selling, Neanvhile general) businmogz: -
continuezs hotier than avorage and elsedric power producilon and Failread
s:rleadings seam destined %o make new highs bofore the end of the muowar,
Reflroad oarloadings in particular ars showing & mayked sontrasasasonal
improvenant and one of the amlylsts for tis R2.0, tells me zm b mm
eontimiad Lovrovament into late Bophemder.

Brekors geed®Rl%y have tesn vory blue and this hﬂ mhm‘l.ly wntrib.
uted to boayiush sentiment on the part of thelr aliema, Thers is no particae
lar rezsen that I can sce sty they should be s tlus, Stock marked volume
droppod fran aboudt an svamage of = 1,509,000 shares %o about half that anckand
ia the menth of May and the averags Oa:missicn House lost a 14%tle monsy. It
is the 0)d story of feast or famine snd a groat degl mors iwporfance has basn
attached to tho new margin requirapnts than 1% scems to me 48 warranted by
the facts, In faoct I am inclined to believe 4het the Yhite Weld inclident
hzs hzd moxe 6 do with stemning the flow of speculation than the margin ace
sounts, Personally, X think ths nev margin roquiromsats are thowaghhly sate
{sfa6tory and o step &n the right drection. Thers will bo a considerable
houvl $hat §¢ 4o dlserinmination a:ainsgt the 1i4tle man and lr, Gay has apneared
before the Foderal Reserve Board trice with this sllly arpument, If dofending

“%he 1i4%)e man apgainsh himeslf 4s Msnﬂm&uﬁon, then I san enly say I hope .

we have mors such disurirination, The oantss of a snall man really meking

Sone meney are sonsiderably heightemad by his deing foread to trads on a 857
pargin and having his scoount bsdome restricted when 4% falls below that =
saount, up %0 the 508 1imid prescribed by the Stodk Exchsnge whem it would .

be nossagsary o sell’his sccound out were he to fall to add sdditional tm,
Boma of the provistions afd Begulation U are absolutely unworkable and the @
soafusion resulting has onusad a groat nany Brokers and Doalers who m;fm&dwj,-
of 4helr shadows bedauso of the throe astions naw pending befors She 8,5,0,
%0 bsedome vary btlue, 7This morning the Unlon Bag B Paper Company susecoeded in

~ sal)dng the bdalanda of 4bs unsubserided stoesk on the rightes recently dssusd

$0 shodiholdern through s syndloate which purshesed the bulanss from $he or!.t.
inal. underwriters and thon redistributed tho shares $o another underwriting
group which was protested by a put and call arrangement with one of the stock
sxchongs houses, Cyrus J. Lawrmwnce & Co. and have dons very wsll, They are
sompalisd bty tha sules of sesondary distribution %o maintain a market at tho
lagt o2de pries on the Naw Yort: 8toc: Bxchange at all times squsl to the
ampunt of stask thay am affering off the exchange, Tho reason for this is
otvibue as otherwise thore would be dissrimination acainat the indivkdual .
vho falled 6 sea the advertisement in the paper and proceeded $o attempt to
buy steak 4in the open market, although same 50,000 shares weie of fered by the -
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Syndicate. In the event that 100 sharss of this stock wers sold on the big
board, under one clause of Regulation U, the entire loan a:ainst the undere
m-iting would become amenable to the 657 margin requirxents instead of the
exlsting 85% of the debit pemitted on new loans for security issues, This
temms.calny will otwiously be worked out in timo and I have talked to seve
o:al members of the Neserve Board and find them thoroughly reasonabls and
willing %¢ cooperate. For political reasons they would rathe: not tako any
action at the present time, but are perfectly willing teo wink a% any violae
tione of & tochnical mture. Furtbomore, in this pardiculer underwriting
there wes no need for the fims to get so excited as they had edequate cap-
ital to floz% 1% even on the latered status., Gemeral harassmant resulting
fron such incidents plus the restristed voluma of 4rading has éaused the
finaneizl community to becoms very blue and in addition, stock market anulye
$ets feal 2hat earnings do not Justify prosant prieas and oite the soming
elestion as being an umsottling infiuanos in the mariet ganerslly.

frospests for sarly adjourment of Congvess sontimio bright.

However, last night iir, Loosevelt stated in mo uncerhain lemms Shad he sould
not apnrove of tho Benate rYavigions to the tax Mil. !e has s21d 4n so many
vords that he 43 not purtimlarly interssted 4in how they raise the monay

but he enwt have the full smount. The Behate faced with the fmpoesibdllidy -
of gotting the House An an slection year 40 rales the nomi insome tax rate
trom 4 %0 5L aaanot yossibly raise tha rovenus requirod withoud resorsing o
edditional sorporation taxes. I do not see any way ou$ of t:is and think M»,
Roosevald is wathor pleassd that the surplue tax provisions oill probally
now have %0 be invoked. I4 is interesting to nobe tha stupidity of mest of
our Ohabors of Coerieroe in that they are now fighting the revised Sgnate
tax bill admost as hard a3 they did the original b1l shioh will Just mzke 4t
.oasier for both Houses of Congress to agre= o pass anything between now and
tho Uik or 88h of June when they all hopo $e¢ adjcurn. Ny owa fuscs 28 adjourne
ment Lo that 40 will take place about & wesk laler, bsing closer %o the 15th
or 230th of Juno than %o the prosent advertised Bth of 8th, Moetv of the osthor
bills have hed so many riders atlached to them and have becn roferwed %o so
many Subesarittoss that 1% 48 almosd umasibh %0 dissover even frum o
Ssnator or Con:rescuan what hag beSome of Shan, For example, I recently at-
semntoad t0 Iaarn $ho status of dhe Ellenbogen Textils Bill ani found fhat 4%
had baen sppreved umm and Hmoe subetammit toos bud had been zdded
as p rider t¢ the socond yart of thy Prasiorelenko Bill vhich was resently
dofentad and hense would have to bo painfroduced in 13e entirety in order to
como to a vole. Xn shorf, 99w 11 i doad, Fream the Jegislative stzndpoint
Brokers should be quite plessed because L% now secms sprarent thas whasever
retomsendations ns regards Brexer.Deajer aem'ogaum whieh the 8,8,0. miahd
make o Oongress sould nod possilly be aotod upon this uession even though
there is gonewsl approval. I heve resd sestons of the oantim report and
think 4% 2ikely Shat mﬁdm whatever wiil be done a% this time. This in ite
solf ehould oause somd speanistive stiiring in the swmer months ahasdt and
my gusss would bo mizhh wreiice a alld amownt of rigeging betouen Rha numinge
Hons and the aokigd sloction,

Yy, Lohman remcins adament in his deslglon rot to re~run for Gove
emor of Yow York and I think he will stiek to 8. I recently attendsd the
funeral of his brother, Arthur Lshman, vith vhem as you knov I wzs quits indl.
mate nnd his wifo %ld ma &% thud t&ae that they vere fed up wddh poldéien
and planned % retire entirely, 1 think he fosls that Ledman Rvothers are in
2 bad way 9o far as corbinulnz dhe fiym under the funily domSietion and $hat
with the liquidation of his Drokhorts estate, it would be morc desiradls fyvm

Digitized for FrAcer, STt 26Ry persancl angles for him to Lo on the gcens, "The prusiure which
will ba placed on him fyom Usahiszdon and other souress S0 7un will B¢ enore

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





