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I. INTRODUGCTION

The development of the productive potentisl of the
United Btateg has been rapid and encompassing. It has been
repid because slightly more than £hree nundred years have
passed sgince the flrst settlers arrived from Europe and es-
tablished an economy, though elementary, based on the
premices of trading. The encompassing feature of this
development has been the harmonious, 1f turbulent, growth
of all phasges of the economy in the ratios necessary to vro-
duce the precent day goliath of American industry. As the
populastion increesed, the farm-lands expanded and provided
the food needed. The trading centers developed intec indus-
trisl areas. And small bankling housges merzed and grew into
an effilcient and complex secuprlties mart.

The securities exchanges and trading machinery of
the money market act as the co-ordinators and tronsmitters
of flnancial resources to the economic body of industry.
They provide funds to industry seeking to sell securities.
They satisfy the needs of investors by offering securlties
as g meagns of employingz funds. They are z focal point for
satiefying the suvply and demend for capital. XZxcept for

brief periods, the industries of the nation have had & con-

tinuing need for the influx of new moneys 1into theipr




=
=

businegcses. The maln reason for this has been the slways

increasing demand for products and services. Funds are re-
dquired for the estagbllishment of new businesses to satisfy
demand for present products or to keep step with techno-
logical advances. OCapital funds are also sought by estab-
lighed firmes to meet the requliremente of normal expansion
ags the result of growth and the never-ending search for new
morkets and outlets. Cr the funds may be needed to meet an
emergency type of expenditure such assg adaptation to a new
procece which has made the presgent methods obseolete.
Operating funde for the financing of recelvableg, 1lnven-
tories, and corporation incdebtedness are needed periodically
and annually by business.

The function of the securities markets in supvlying
these funds through a means of offering corporate securities
to the publlic and attracting buyers who seek the investment
of their funds is vital. Any 1nfluence upon the free play
of this supply and demand, even 1f only slizht, will reflect
iteelf upon the n=2tional industriagl flnances.

There have been varlous influences upon the sgecur-
itiees market, some private, some governmental. The private
influences have been fostered in the past by a man or group
of men by means of varloue manipulative practices lintended
to adjust the price of securitles for the benefit of the

individuals involved directly, or for the beneflit of the

gsecurlty iteelf at the time of i1ts initial flotation.
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Governmental influences have been at two levels,

the state level and the federal level and have been primarily
intended to reduce the effects of manipulative practices and
to orotect the investor. Influence at the state level 1s
usually of the pvunitive type providing penalties after the
wrong-doing hes occurred. Some statesgs have laws which are
preventive In nature reculring registration and approval of
the security to be sold and/or the dealers engaged in

gselling before sale or practice within the state borders.

The Federazl Covernment's influence is both pre-
ventive and punitive in that its' resulatione are intended
to eliminate or reduce to a minimum the use of manipulative
practices and fraude and at the seme time provide penalties
for violations of the regulations.

The precence of influence on the money market,
either throuch private practices of individuals or groups,
or through gzovernmental regulatlion indicates indirect in-
fluence, of some degree, on the total economy becsuse of the
dependency of business on the influx of new funds. The
coet to the corporatlions for obteining funds wlill be af-
fected by fluctuations in price which are nazardous enougn
in themselvee without the poselbility of artificial fluc-
tuations. The ability to iscue new or additional securities
will be affected by rezulatlons as to methods of offering

securities. The actusl movement and volume of capital in

the money market may be slowed or accelerated by use of




regulations.

The Securities Exchange Act of 1934 is a sequel
and natural corollary to The Securities Act of 1933 gince
i1t regulates the Exchanges, Dealers and Over-The-Counter
mgrkets and, through these elements, those securities not
rezulated by the Securities Act of 1933 which confines
itself to reguleting new lesues only. These two Acts
to-gether, but the Securlities Exchange Act of 1934 in
particular, have exerclised great control anc influence upon
securities trading and practices.

The effects of this control and influence have
been éifficult to apprasise in the years followingz their
ensctment becsuse of world-wide economic and political ex-
tremes., Both Acts were inaugurated during a period of
financlal deoresgion when the supply and demand for invested
funde wae at a low ebb. The movement of capnital funds was
gslow and conservative, Thle gltuation existed for seveprsl
years zné vas followed by World War II which lncreased the
need for capital funds very rapldly to keep pace with the
enormously expanded productlive activity for war goods.
Since World War II, inflation and the Korean Crisis have
served to cloud the basic eifects of the regulations. 3But
the period for 1946 to date, though of a "Boom" type of

economy, serves best to indicate the influence 2nd control

exercised over the money markete by Federal Regulatiom.
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There ls no doubt of the vresence of influence

by these Acts. The question is whether this influence and
control by governmentsl regulations is more beneficial than
narmful, or otherwise. The purpose of this discussion is
to examine the methods employed by the Federal Government

In exercising control of the securities markets and eval-

uate the measurgble effecte of this regulation.
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II. Historical Backzround of the Securities

£y

Markets in the United States

A

A, EBarly Trading Arrangements

The exact date of the birth of securlitiesg markets
ie clouded with uncertainty. Thie is attributed to the
fluctuations of both the suprly of stocks and bonds
avallable for sale and the demand for investment securities.

Some dealinge can be traced to as early ae 1725%
put "the earliest mention of any definite market for
gecurities in the newspapersis to be found in the "Diary,

or Loudon's Register," publicshed in New York in March, 1792.
A Prief item on that date indicated that dealers in stocks
met each noon at 22 Wall Street; sales were conducted
on = joint arransement of suctioneers and dealers.'#®

Up to this pepriod financinz of businesses and of
governments was done by groups of wealthy men elther
gingly or banded to-gether and the projects involved were
of a cize not to require the vast sums which would lead to
public offerings of the type later to be introduced.

The flotation of eighty million dollars of United

Stateg Government bonde by the Firest Congress (1789-1791)

# 5, P. T7T et seq.




to consolidate and refund the Revolutionary War debts, both

Federal and Stete, established financlal confidence in the
new government and also indicated the need for a securities
exchange for offerings and sales. Many other goveranment
bonds (public stock) were issued and shares of bank stocks
were avallable.

Securities brokers znd commodity dealers had
worked tozether up to thlie time and there wess no separaste
gsecurities market until speculatlon in government securities
began 1n 1790. The securlities brokers began trading among
themeselves under a buttonwood tree at 68 Wall Street.
Auctioneers sold the stock. Trading in securities was
active by the time of Washington's ilnauguration and by
1791, stock guotations were vrinted regularly in the New
York newspavers. By 1792, the use of auctioneers to sell
the stock was not satiefactory and a group of brokers jolned
to-gether for the first time and signed an azreement (celled
"The Buttonwood Tree Agreement') mutually pledzing each
other

that we will not buy or =ell from this day,

for any verson whatsoever, any kind of Fublic

Stock, at a lecss rate than one quarter of one

percent commicssion on the specle value and

that we will pive a preference to each othep
in our nepotiations.#~

# T, Po 1 et seq.




This agreement proved practical, and sufficient

order was egtablished to operate the securities market of
that day. The volume of securities available was small and
public interest, as we know it to-day, was not vresent.

The New York Commercial Advertiser on March 10, 1815

Q

arried a complete list of twenty-four stocks, all govern-
ment securitles and bank issues except for one manufacturing
comoany. The few stocks icsued were to finance banks, in-
surance comvanieeg, canale, turnpikes, toll bridses and

water compsnies.

An expansion of wvolume begen after the VWar of

v

1812, ©New banks, new m=rine snd flre insurance companies
were formed. New York City and ilew York dtate issued bonds;

ot
o

ané U, 5. Government bouds increased from forty-five millions
in 1812 to 123 millions in 1817. "“The openingz of the Erie
Canal, whereby western trade was directed through New York

City, brought sbout a concentration of funde in thie city."®

B. Formatlon of the New York Stock Exchange

Thie increzse in volume and the anticipation of
even more enlarged activity emphasized the need for a formal,
organized exchange with a constitution and definitive rules.
And, in 1817, following the suzgestions of s delegate they

had sent to Fhiladelphia to study the workings of that city's

exchanee, which had been operating since 1790, the lNew York

% 7




brokers organlzed themselves glong the lines of the Phila-~

n

delphia exchange. Thelr name was the "New York Stock and

Exchange Board". A president and s ge@retary were elected
vhose duties were to keep & list of securities offered, bid,
and sold; limpose fines for non-attendance and for offenses
in the mechanics of trading. Fictitious transactions

(waeh sales) were prohibited under penglty of expulsion
from the Exchange. Commisgions were established at 1/4 of

1 %06 to 1/2 of 1 °/o and fines (dues) of 10 per year were
voted.

Tradlng became more regular; a steady market in
gsecurlities was developing. The President of the Exchange
called the stocks in order. There were now zbout 30 stocks
tradeé.regularly. As an lesue wasg called, the bids and
offers vwere made. Trading started sbout 11:3C A.M. and con-
tinued till about 1 P.K. Contracte were settled by 2:15 F.M.
of the day following the date of the trensaction. This
varticular rule was to continue for more than one hundred
vears.

The Stock Exchange part of the money market was
the first to develop during the "heavy borrowinez by the
states™ in the 1820's and the successful flotation in New

York of the Erie Caznal bonds.®# Shortly after, a money

merket for call loans from the funds (bankers' balances)

W

7, 1bid.
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findingz thelr way into New York, wes established and helped
give New York financial leadercship.

An additionsl rule suspending any member who
became insolvent until hie accounts were settled was zdopted
in 1820.

The average number of shares traded dally had
risen to 100 by May of 1827 and the 1list included eight
government, etate and municipal bonds, twelve bank stocks
and nineteen marine and fire insurence stocks. Then in 1830
the first railroad stock was introduced on the Exchange,
(that of the Mohawk and Hudson). Thie merked a milestone
for the gecuritles market. The rise of railrosds recuired
great concentratlions of capltal and this, in turn, indicated
the uce of the corvorate entity for ownershlp ourpoces.
Great numbers of railroad shares were traded on the Ex-
change; in 1838 %175 millions of railroad securltiee were
sold. And thls activity had followed on the heelg of the
TFanic of 1837 which resulted from inflation and wild spec-
ulation. Many statee and banks had defaulted on their
obligations and rallroads came to be conslidered the sound
invegtment of the day.

By 1848 the Exchange had 75 members, was holding
morning eand afternocn seccions and was trading 5000 shares

dally .*

# b, F. 77 et e=eaqa.
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Money became plentiful in the early 1850's because
gpeculation in Celifornis was prominent, so much so that an
"outeide" board was operating in gusrters on the floor be-
low the Exchange when the Exchange was closed. Put the
market crashed and by 1853 the Exchange almost ceased to
exist. 1855 brought prosverity asain but 1857 chowed =
sharp cfecline in the market. During this decline the Ex-
change showed "marked strength" for though the market in
general declined, the listed stocks held up beest. Thus
giving proof of the value of an orgenized market and, in-
cidentelly, 1increasing the value of a seat on the Exchange.

The Civil VWer period brought speculation on a
gscale unknown to the msrket up to this time, Four dif-
ferent exchanges were in operastion. The lincressed interest
in securities prompted the voting by the Exchansze of itse
first etanding committee in 1861. The "Coumittee on

s "

Securities” had for its purpose the obtalning of financlal

b

Information on the securities listed. It had 1little success.”

In 1863, a new name, "New York S5Stock Exchange' was
adopted and, with the discovery of oll stocks, the public
became interested and speculation wae once agaln rife., An
open-air exchange, the fore-runner or the New York Curb Ex-
change operated in those houre when the New York Stock

Exchange wes closed. "The Exchange suffered from two serious

=
i

-
o]

B

7,
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defecte in the Civil War Period: (1) its failure to provide

a continuous market, and (2) ite lack of effective asdminis-

trative orzenization".%

(e

m

After the Civil "ar, the financlal power passed
from egpeculatlve capitaliete into the hands of investment
benkers. The New York Stock Exchange anéd the Cpen Foard of

o)

Stock Brokers (founded in 1864) worked tosether to curb

o}

overissuance of stock which was common in 1868-1869. 1In
1869, these two organizations zad the Government Zond
Department (epecialiste in government bonds only) merced.
The new oprganlzgtion, still known as the New York Stock
Exchange, adopteé many needed regulations; one of thenm

being listing rulee requiring transfer agents and registrars
to avold over-issuance of stocks. There was a total of 1060
.t

A

2]
0]
o0
m

end a CGoverning Committee with executive, leglslative
and judicial vowers. The membercshlip was unchanged till 18792
when it wae increassed to 1100 geats where it remained till

1929,

(]

Durinz the Panic of 1873 the Exchante was cloced

for twelve days. (The Exchange had been closed for one week

h

in 1835 because of fire.) The volume of shares traded con-

tinued to increase. From 1875 to 1879 there were 51 million

m

haores traded ananually zad increased to 104 millions in the

[42]

-]

next five years. 3y 1901 the annual stock volume was 265

b

5, ibid.




million shares and the annual bond volume was almost one

billion dollars.
This expansion over 2 little more than twenty-
five yeare was largely credited to the lncreased use of the

corporate entity, the continued growth of the rallrcsds and

merkets. Aseisting the mechanics of trading, the stock

ticker came into use in 1867, the telephone in 1878 and the

electric annunciator board in 1881.

C. Development of Markets and Interest in BSecurities

By the tum of the century, the securlties market
presented an active plcture of an organlzed, vrofessional

bueginess., OCf the 1lssues traded, government znd state iscsues

n2.d faded from theilr early prominence, municipals had gained
in steture, railroads continued strong and popular, some
utility compenies were avellable, but there were still very
little businecgs firm securities on the market. The public
we.e becoming interested in securities investment but the mar-
ket was stlll & professionsl one when YWorld War I began.
Stock ownership was not wide-spread. In 1901, American Tel.

and Tel. had 8000 stockholders, U.S.5teel had 14,000, As

late as 1920 Standard Cil of New Jersey had 8300 stock-

holdere and in 1922, Du Pont had = mere 2800 sgtockholders.
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But, interest was sufficlent for the goverament
to cast an occaslonal glance at the activities of the money
mert. In 1909, the Huzghes committee, sponcsored by the State
of lew York, found that speculation "ie a necessary incildeat
of productive overations" and "when carried on in connection
with elther commoditliee or securities it tends to steady
their prices". The questions of manipulative practices and
protection of the public interest were beginning to appear.
In 1910 the Btock Exchange adopted some reforms sboliching
ite unlisted trading devartment, prohibiting members from
deallng with bucket shops, and authorizing the Law Committee
to investigate the dealings of members., By 1913, the Pujo
Committee of the Federal Government recommended that ex-
changzee be lncorporated under state law, a margin reguire-
ment of at least 20 Yo and the submicsion of full reports

from corporations reguesting listings on exchanges.ﬁ'

&2

y 1914 the New York Stock Exchange 1listed 511

stocks totalin

(R

150 million shares and 1C8Z bonde; the New
York Times was carrviang two pages of financlal newe and one
column of stock quotstions when World Wer I bhezan. "One

important effect of the war wes the =zreat oublic parti-

cipation in goveprnument bond buying.ﬁ# The public became
security conscious. "Before the war it was estimated that

7 T, ibid.
7 5, 1
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that there were only 200,000

®

security owners in the country;
aftervard, there were 20 million, including those who owned
government bonds".%r The new phase of securltiee activity
with huge volume of sales and intense public interest was
peglinning.

With all this expansion, the volume of trading on
the Exchange grew rapidly as the public entered the market
in greater and greater numbeprs. Never had brokers had so
many customers; never had the trading floor witnessed such
activity. From an annual volume of 171 million shares in
1921, trading rose to 450 million in 1925 and 1926, 920
million in 1928 gnd 1.1 billion in 1929. Brokers' loans
were up to 58,549 million. Frobably a millicn Americans
were carrying 300 million shares on marzin.

Then, out of a cloudless sky came destruction.

On Wednesday, October 23, 1929, the market cracked. OCn a
6 million ehare volume the New York Times industrizsl

averaze drovped 31 pointe. On the next day the market
dropped agalin aes the ticker ran hours bpehind on s record

total of 12,595,000 shares. OCOn October 28 the industrisl

™

sverage fell another 49 pointes, followed by 43 polnts on
the 29th, when 16,400,000 shares changed hands. The lew

Era was over; the New Dezl was four veazrs away.
Hi o

3 .%o oz " v e S g
From 1929 to micd-1932, the market melted avay as

- - -




gecurity values disappeared, and the country slid into its

lonzest and worst depression. The Dow-Jonesg industrial
average fell &C percent. The listed value of stocks on
the Exchange slumped from #89.7 to %$15.6 billion. United
States Steel dropped from 262 to 21; American Televhone
from 310 to TO0; New York Central from 256 to 9; General
Motors from 92 to 7 and Radio Corporation from 115 to 3.
celdom in all its turbulent history had gloom been so
impenetrable as in Wall Street. Grave troubles, however,

were still shead. The New Teal waeg voted into office in

the fall of 1932jf?

IF 5, ibid.




17

IITI. Reesons and Needs for Regulation

A, FIrotection of the Public Interest

Governmental resulation of securities and
gecurities trading has long been urzed for the protection
of the public's money, the obtaining of complete information
on the igsues offered for sale, and for the prevention of
manlipulsative practices. BEut, the fesr of upsetting the
balence of the free play of supnly and demand, and the
decire of the individual (broker or buyer) to manage his
own affalrs unencumberec¢ by regulations, had served to re-
tard the enactment of legislation which is in any way con-
fining. Action in this regard must be glven impetus. And
the imvetus 1s usgually provided by a flnanclal debacle
which shakes the confidence of the public in its ability to
deal with its problems indevendent of governmental direction.
The "Bubble 4ct" of 1720 was enacted in England
as a dlrect result of the financial upset caused by specu-
lation in Joint stock companies seeking to profit from trade
in the Bouth Seasjﬁ'é Its provisions were very severe and
virtuelly almed at the suppression of all Joint-stock com-

panles. Bubsgecguent legicelation, when the exigancies of the

F~ 18.
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moment had faded, moderated the Act and it wae finally re-
pealed in 1825. Fut the need for rules of organization was
still recognized. In 1844, Gladstone's "Speciszl Committee

' found "“that adequate means for

on Joint-Stock Companies'
knovledze on the part of the investing public was the basic
inslzht Grawn”{ﬁt

In the United States, Mn (later Mr. Justice)
Erendeis

made an impressive analysis (in 1913) of the

workings of our financial resources and of

the traps and pitfalls that beset the investor.

He reminded hig readers of the leglslative

advances already mede in England. (Companies

Acts of 1844, 1867 and 1900) RBut in calling

for full and complete disclosure in the

Intricate business of marketing segyrities,

his was a volece in the wilderness.7

Leglislation in the secuprity field is usually
sparked by two causes. The firet 1s the lack of lkmowledge
by the investing puklic. Thls is due in part, to the un-
avallebility of financial data concerning the securities,
and in greater measure to a vold in the education of the
average man in the understanding and analysis of what fin-
anclal information 1s avalilable. The public 1g not well
versed in investment technology.

The other cause is the attitude and conduct of
the "profesesionals" in the field. Ey its nature, the

gecurities business, reguliring a thorough-going technique

# 18'




of analysis and investligation of the issues offered for sale,

is highly svecialized. In such a business, the ethics of
the dealere are an essentizl part in maintalning the con-
fidence of the public. Their advice musgt be hased on care-
ful analysis of the facts and not clouded by the optimien
or pessimisem of the moment. After the 1929 crash, it was
felt that the dealers had not husbanded this trust and con-
fidence in the higrest ethical manner. Even respectable
benking houses were not too careful of the mepits of the
security recommended. "The unregulated practices of dis-
tributing securlties led to such permeating mischilef that
federsl legislation became inevitable." 7
The ominous history of recent yeare =roused

strong feelling in Congrees that those respon-

glble for financlal representations ought to

be obliged to act at their peril, since they

vere in a poslition to verify their gtatements
and the lanccent investor wes not.#=

B. HManioulative FPractices

Manipulgtion of securitles prices wae widesnread

prior to Federal regulations. And in many circleg, 1t wes

recognized as acceptable business practice.

Kanivulatlion is an
4
L

artiflicial control of se-
curity priceg; 1 g

an attempt to force

i

FE 4, F.3T4-397.
Fett 18,




gecuprities to sell at prices either above or
telow tluoee which would exist as a resgult of
the normal operatione of surply and demand.
The manipulgtor hopes to profit by cresting
fictitious prices at the expencse of the
generasl treding public.#

The menipulator has one of three purposes: (1) to raise the
price of a security and then sell, (2) to stabllize the
price, which usually resultes in the security selling at a
better orice than otherwise, or (3) to force the price down

with the intentlon of buyving at the depressed orice. The

123
™

ec

(9]

nd purpoege --gtabllizing the price-- 1ig ususlly practiced
c & L by o

©

t the 1nltial flotetion of a new security when its true
worth hae not been tested in the securities market and has

ertain amocunt of economic jJustificotion. It premeins

oM
o
@

to

3

ay as the one reason for price stabllization that the

(@7
¢

Securities and Exchegnge Commission will accept, provided tt

e

e
public ig informed of the practice or its contemplation.
There are many mesns for adjusting the marke
price of a securlty. The most comuion generel clacssifications
are:
1) Wash sales -- where one broker sgelle sad
another buys the same security as agreed, with the purpose

I establishing =2 fictitlous price @ither to create a profit

O

opvortunity or to establish a loesg, generally for tax purposes.

n

2) Corners -- "a corner is a speculative situation

F5, F.312 et ceq.




in which the ownership of outstanding shares becomes so0 con-

centrated that short sellers a.e unable to secure stock ex-
cept from this owner group."# The morket price is comoletely
in control of this group.
3) Fool operstions --"a pool ls a temporary as-
gsociatlion of two or more individuale to act Jjointly in a
security operation of a manipulative character.“#é'fn 1929,
107 stock icsues of the larger exchange (New York Stock
Txchange) were menipulated one or more times by poole in
S > % 3 T, ] = t
which members of the Exchange were lnterested. s e
The use of publliclity as g means for lafluencing
prices was also common. Iscuing “"news leaks" with reference
to dividend policy, new products, merzers, stock splits and
other data relating to a corporation's financial policies
may stimulate artificlsl magrket zctivity. Thie will result
in "“ehurning" --much buying and selling intended to steo up
the volume of sales.
Especially since the War (World War I), under
cloak of disinterested informetion, tiopsters'
sheetg and other publicatlions, while not pur-
portinzg to offer securities for sale gave
opiniong that were bought and psid for.e e....
Now, that gratuities for puffing publications
must be discleosed, certain news 1ltems a2bout

gecurities may, in the future, not synchronize
vith the unloading maneuvers of pool managers.ZZEFZ
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C. Use of Credit

The ucse of ecpredit in the purchase and sale of
securities hes contributed to the various reasons for gov-
ernmental regulation. Credit is extended to investors by
brokers through the employment of "margin purchasing". The
purchaser paye a portion of the market price and the
balance of the price is loaned to the purchaser by the
brokeragze house which obtains the funds usually by nledging

the securitiee purchased with a bank for a collateral loan.

i 1

The purchaser's borrowing is called "margin'. The broker's
borrowing is called "broker's loans". The purchaser secures
hls margin by pledging the security he has bought wlth his
cash plues margin. The broker uses the same security as
collateral for his broker's loen. Thus the same security
is used as collateral in two different loan trensactions.
And any future actlion may ignite a chain reaction. If the
bank should call the broker's loan (end it is usually
cellable on 24 hours notice), then the broker may in turm
call the margin loan or at least, ask for additional colla-
teral. If the margin originally granted is low (in 1929

it went as low as 25-20 percent, even 10 nercent in some
cases), the oupchaser may find it difficult to provide the

fundes requested and may he forced to sell 1n an unfavorable

market in order to coven The relationship between margin
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anéd broker's loans 1s en acknowledged fact and in the

axgregate might be considered an over-extension of credit.
he great advantage of margin buyling is the improved

poeition of ¢ buyer to obtein more securities for a
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and investment capital. The zreat disadvantage of nmargin
buying is the problem of belng recuested for adéltionsgl

marcian at an lanconvenient moment in the fluctuatio of the
market. And calls for additional margin usually occur in
a period of declining markets which enhznce the distress
and might result in panic selling. Thlis would coantribute
to the disorderliness of the market and force further
decline in prices.
The use of margin in the purchease of securities

ag been customary in the securities market. Frior to 1914,
it was probably about 10 percen
to about 20 percent to 25 percent of the vslue of the colle-
teral by 1922 though some firme allowed tradin
margine. Cplnlon has een divided on the need for con-

trolling margin extension. In 19C9, the "Report of the

Hughes Commission" on the stock market recommended 20 ver-
cent margin. But--"4n insistence by the broker on a 20

percent margin would be ellly and would merely drive the
business elsewhere or orevent it altozether" wess an opinion

stated in 1914.7 And the decline of the Dow-Jones
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industrigl avepraze from 381.17 in 1929 to 41.22 in 1932 1
pertislly attributed to the calling of ﬁargin. "Uncues-~
tionably, licuidation of margin loans accentuated thisg
decline."Z£ Prior to the Securities Exchenge Act of 1934
credit extended by a member Ilirm of the New York Stock
Exchange was regulated by (1) the minimum maintenance re-
gulrements of the New York Stock Exchange which was 30
vercent of the debit baslance as 2t the present time and
(2) the policy of the particular firm (which was ususlly
higher than the Exchange requiremente). But there was no
uniform policy for gll firms nor was one pollcy malntained
constantly by en indlvidual firm. As the optimism of the
moment was lnfectious, the margin requliremente decreased.
The fact that in 1929 broker's loans exceeded 8 billion
dollare ig an indication of the gmount of margin purchases
in existence at that time. Though, a8 a rule, brokers and
dealers have agttempted to maintain conservative margin re-
guirements, the lack of uniformity in the regulirements and
their application, along with the tenor of the times de-
manding as many safeguards as possible for the investing
public pointed the way to government regulstion of credit

in the securities market.

Z 1, p.240 et seq.




D. Financlzl Information

The avgilgbility and analyels of the financial
data concerning a security and the organization for which
it 1e offerecé 1s go fundamental a reguirement for intelli-
zent investing that one wonders how a2 securities market
could function without this knowledse. ¥Yet, the paucity

-3

of information of a financizl and stetisticel naoture has

long been a weakness in investment circles. In 1844 the
"Select Committee on Joint Stock Compenies" with Gladstone
28 chairman found that "periodical accounts honestly made
and falrly audited.....The early publication, resulting
from registration of.il..prospectuses and cilrculare will
doubtless be useful in controlling....undertakings at their
outset."#= The Companies Act of 1844 reguired registration
of prospectuses but did not reagulre comvnlete disclosgure of
511l relevaat facts. Then the Compenies Act of 1867 re-
guired that the prospectus had to dlsclose every contract
made previoug to the issue of the prospectus but submcribers
could walve compliance. Finelly the Companies Act of 1900
regulred thoroughgoing specific disclosures duly defined

in the Act, and without the right of walver of compliance.

In the United 3tates, accountants were conceprned

#= 18.
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with the abuse of audits by promoters in selling securities
throuzh the mails in 1912.7ZF And the scantiness of available
information was cited in 1915 by the New York Fublic Service

Commigsion "

+eeeln fact, 1t is in many cases literally im-
possible to secure any information whatever from the records
of the corporation as to the amount of existing physical
oroperty prior to the time the filing of these reports was
required."#=H

This lack of reliable information cen be attri-
buted to two causges: (1) The reluctance of business firms
to publicize thelr financlal status considering this in-
formation strictly private and not avallable to the public,
and (2) The lack of any legal requirement that such in-
formation be made avallable to the public. At the time of
the 1929 crash, few companies publlished annual statements
or were interested in public opinion on this voint. The
information offered on tip-sheets and in meny brokers offices
wae sparse, incompleté and, on oecasion, misleading,
Availlability of information was at a minimum and that
avallable was questionable. The New York Stock Exchange had
proposed the submiseion of annuel andé periodic financilal
gtatements but with little success. It remained for the.
Federal Securities Acts to define and reguire information

which could be prelied upon.

F#E 20,
FEAE 21,



IV. Reguletions

A. Btate Blue 3kv Laws

Regulatlion of securitiesj.their issuance and
treding; and the regulation of those versons dealing in
the securities..bezan at the state level about a century
azo when the states attempted to control the stock and
bond issuee of common carriers. Fut, the regulation as
we know it today, for the protection of the public by con-
twlling fraud and m-nipulation was not present until®F"
Kenegae in 1911 was stirred to action after fraudulent
deglinges were revegled in the trading of oll stocks and
leases. Thie was the beginning of many "Slue Sky" laws
ti1ll today forty-seven states, Nevads alone excepted, have
scme type of law regulating securities or the persons

dealing in securities. The name, "Blue Sky" springs from

"epeculative schemes that

a Judge's biting remark about
have no more basis than so many feet of blue sky"-#E#

The "Blue Sky" lawe are both preventive and
punitive in nature but the emphasis hae usually been placed

on the latter. They are of three general types, the

#&£ Rhode Island 1n 1910 enacted legislation primarily
for the vrotection of investors.
#EHAF 5, Hall ve Geiger-Joanes, 242 U.S. 539.
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various states concentrating on one type or merging two or
more types in thelr laws:

1. Fraud statutes..(such etates as liew Jersey,

Delaware and New York rely eantirely upon this type).. state
that deceptlive, fraudulent or prohiblted practices may be
stooped by injunction or petition for receivership, and
progecution of individuels congidered to be gullty of
fraudulent acts.

2. BStatutes requiring registration or licensging

of brokers, agents and salesmen before thney may transact

business within the state borders. These statutes are in-
tended to verify the moral and ethical reputation of the
men and firme involved; and =2leo to elicit from them an
intention to conduct themselves in accordance with state
lew and high profeseional ethics.

-

3. Statuteg reculring registrstion of securities

to be s0ld within the state's borders. Theee laws seek to
obtain the filing of pertinent information conceraning the
gecurities to be traded and organizations which are lissulng
or hsve issued the securities.

Of the forty-seven statee which sponsor Blue 3Bky
lzawe we find various and varying types of restrictions.
Pive states use the anti-frsud laws and seek to prevent
fraud ané punish violators. They place emchasis m detection,

prevention and nunichment of fraudulent actes but in some



cases gleo require registration of brokers and dealers, and
licensing of salesmen. In all, thirty-nine require regls-
tration of dealers and brokZers seeking evidence of good
recutation and financiel responsibllity. Twenty-one states
alsc reculre bonding renging from $5000 to 25,000 per man.
Fortv-two states reguire licensing of all salesman znd
others actively engaged in the securities business while
gl states recuire all gzlesmen be bonded. The guglific-
atlons for regletration or licensing very but all states
geelr to prevent individualg with questionable or criminal
records from selling securitles. And forty-two states
require thet securities be regicstered before they are
offered for sale. Bome states reculre cdetalled avplicatlons
while others are gatisfied with the mere flling of intention
to sgell accompanizsd by the prospectus. Some states pro-
hibit offeringze before anoroval of the apnlication is made,
while othere zreaant automatlc approval with the recelpt of
4

the application.

But state regulsastion of securities trading and
related matters was limited in effectiveness. The most
obvioug limitation ig thsest described sbove-- the differences

' lawe and consequently the relative

in the various states
ease of evasion. The provlem of gtate sovereignty in ad-
minigtreation of the laws and the abllity to evade state

authority by operating on a purely inter-state basls are

apparent. Also, in many Jurisdictions there was a sketchiness

# 1, F. 198 et seq.



or pogitive lack of adeaquate vrotective laws. Fromoters
could versuade many individuals to forego progecution by
refunding a part of the purchase price, and thus permit
conditions of a questionable character to exist for lack

of complainants. The generous exemptions =20d exceptions
to regulatlons granted by varlous states further compli-
cated the functioning of the statues.

The glaring weakness in etate legislation cf
securities 1s p inted up in the U.3. Bupreme Court declsion
of 1917 declaring such leglislation constitutional but fur-
ther stating that if the malls or other instrumentzslities
of interstate commerce were usged in gelling secuprities from
outelde the states to persons within the state, such trans-
actions could not be effectively regulated by the state.
This wae the loop-hole, as broad as a superhighway, through
which securitles and those trading in securities who sought
to avold legislation could operate with complete freedom.
The Mail Fraud Act of 1909 forbade the use of the mails to
defraud but was not designed specificelly to rezulate sales
cf securities and recuired the filing of a complaint by the
defrauded victim before investigation and prosecution cculd
be considered.

What was the glaring weaknes=s in state rezulation
of securities was to become the bastion of strenzth in
Federal Legislation; the lever which was to accomplish the

effective adminletrstion of the Secuprities Act of 1933 and
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the Securlties Exchanze Act of 1934,

B. Goal of the Federal Government

It was durlng the decade 5f the 20's that the
need for uniformity in rules of securities trading was most
greally emphaslized, not by the creatlon of such rules, but
by the workings of the securities marketw unrestrsined by
any regulations of an encompessing character. We have con-
sldered the temper of public opinion following the "ecrash"
of 1929 and the deslipre to protect the investor through
government regulation. The manipulative practices employed
during that period have been examined. The use of marzin
a8 a credit instrument and the need for complete and ac-
curate finenclal information gbout the gecurities on the
market have been welghed. The total influence of these
factors had prepared the backzround and on March 29, 1933
Preecident Franklian D. Rooegevelt in the following message to
Conzrese articulated the deslre and goal of the Government
with reference to securlties control:

To the Conzress: I recormend to the Con-
greseg legislation for Federagl supervislon of
traffic in ianvestment securlities in inter-
gdate commerce.

0f course, the Federal Government can not
and should not take any action which might
be construed ce apuvroving or guaranteeing

the newly lessued securities are sound in the
sense that their value will be meintained or



that the properties which they reorecent
will earn profit.

There is, however, an obligetion uvon
us to insist thet every issue of new se-
curlities to be eold in interstate commerce
enall be accompanied by full publicity and
information, and that no essentially in-
portant element sttending the issue sghall
be concecled from the buylng publie.

Thie proposal adde to the znecient rule
of "caveat emptor" the further doctrine of
"let the seller beware". It puts the burden
of telling the whole truth on the seller.
It should give impetue to honest dealing in
securitles and thereby brins baek public
conficdence.

The purpose of the legisglation I sugzest
ie to protect the public with the least
pogglbnle interference to honest buslness.

Thig ie but one gtep in our broad pur-

poge of protecting investore and depositors.

It should be followed by legiclation relating to

he better supervision of the purchase and sale
all property dealt in on exchanges, and by
legislation to correct unethicsl and unsafe
practices on the part of officers and
directors of banks and other corporations.

Wnat we seek 1s a return to a clearer
uncderstanding of the anclent truth that those

who manage banks, corporations, and other

agenciee hanéling or using other people's

money are trusteee acting for others.7*

In the sbove statement we [find the goal énd
moving force of federal legislation 1in the ensulng years...
"supervision of traffic investment securities in interstate
commerce"™ to "provide full publicity and information,"....

"eive impetue to honeet dealing"..."with the least possgible

F#£ 6, F.20-21.



interference"..."protecting investors and depositars";
lezislate "better supervigion of the purchase anéd sale of

21l property dealt in on exchanges"...; "correct unsthical

i n

and unsafe practices" and seek "2 return to a clearer

uncéerstanding....that those...using other peovle's money

are trustees....".

The 2im was not only to esgtablieh the mechadcs
of good buglnesge through publicity, information and super-
vieion but also to revitslize the ethical thinking of the
day. "The real needs are the building uv of new business
hablte and the generation of a new moral climate fopr
business.,"#

These needs were gll-inclusive and applled to
211 phages of economic zctivity, not a2lone to the secur-
ities market as Leffler points out so clearly:

Let no one be too hasty in concemning
the securities market anc the speculators who
engeged in manipulgtion in the market, it
l1s well to consider that ethice in 2ll
soclial activities during the same period
of 75 yeare were of an equelly low state;
for example the lnsurance scandals, bootleggzing,
land grabbing, timber thelving, the baseball
scandals, the political spolls system, the
Teapot Dome scandal, war profiteering, drailt
dodzling, patent medicine frauds, sales of
lmpure foods, corrupt volitical machines,
migleading advertising, chlld labor ex-
ploitation, sweat shop manufecturing, un-
fair trade practices of the trusts, and

# 5, P.312 et seq.



bribery of legislators -- to mention only
a few examplees that come readily to mind.#

And, thougzh other pheses of the natlional economy
were to become the interest of government legisglation, the
gecurities bueinese was the first to recelve attention. The
Senate Investigation of 1933-1934 under the Senszte Committee
on EZanking and Currency made an exhaustive study which con-
sumed seventeen monthe with testimony from many witnesses
which filled twenty volumes. Many irregularities, ques-
tlionable prectices and, in some cases, fraudulent acte were
unearthed by this zZroup.

The Jjustification for legigletion of the gecur-
ities business had been estgblished and meny exverte 1n the
field concurred with the committee findings. The govern-
ment now pacsed a seriesg of icts intended to accomplish its
gogl. This control wes sought through one main channel--
that the gecurities businese was, in the maln, e subject of
interstate éommerce end so came under the Jjurisdiction of
the Federal Government. Thies was the keystone upon which

the Acts were based. Regulation was sought to define four

elements--- persons- such a8 brokers, deslers, and salesmen
--—- ploceg - the exchanges
--- things - the securities themselves
--- credit - in the purchase of securities.

F£ 5, P.312 et seo.



Of the severzl Acte pasced, two most directly
accomplished the control of these four elements. The
Securities Act of 1933 effectively controled the new
lecue of securities not presently on the market. The
Securitieg Exchange Act of 1934 regulated the Exchanges
and through the Exchanges the brokers, dealers and sales-
men, and the securities traded on the exchanges in
addition to authorlzing the Federel Reserve Board to

regulate marzin requirements (credit).



C. The Securities Exchange Act of 1934

=

« FUrnose

he Becuritiecs Exchange Act of 1934 stated as its
firet purnose that it sought to regulate securities ex-
changesg ané over-tne-counter markete in order to vrevent
inequitable and unfair prasctices. It also sought aporop-
riste reporte of the activities and policles of officers
and directors in matters related to secuprities traded.
Protection of interstate commerce, of the nstiongl credit,
of the Federal taxing power, of the national banking sys-
tem and the Fsderal Reserve System were included in the
scope of the Aect.

The Congress emphaelized, as the basls for its
sctlon that securities transactions are in large part inter-
state transactione using the malls andéd instrumentalitiesg of

comme rce
interstate/and ag such cannot be properly regulated a2t the
State level of legielation. Also the use of credit in
gecurlities transactlone can heve =z direct effect on the
fineances and volume of trade, industry end transportatlion
engaged in interstate commerce.

The susceptibllity of securities prices to mani-

pulation and control was a concern of Congress because of

the possible effect which might be felt by the nation's
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economy in times of unemployment and dlslocations of the

r
i
.

usinese community.

I

2. Securities and Exchange Commission

To lmplement thece purposes ané to administer
the dicte of the Act, the Congress establlished the Secunr-
ities and Exchange Commiscsion consisting of five men
appointed by the Fresident by and wilith the‘advice and

consent of the Senate.

5. Registration of National Securities Exchanges

The act forbade brokers, dealers or exchanzes
the uce of the mails or aay instrumentality of lnterstate
commerce unless they registered with the Securlities and
Exchange Commiscsion, or were exempted from registration.
Exemption was granted to certain exchenges when it was
stown that the volume of businese they transscted was so
limited ae to have no a}preciable or measurable effect on
the n=tlonal econcmy.

Reglistration by an exchange was accomplighed by
filing a registration avopllication with the commlsslon
which includeg the following:

1. an azreement to sbide by and enforce the pro-
vieione of this Act.

2. information as to the organization, vrocedural

ruleg and membership of the exchange ae the Commnlisslon may
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require.

5. Coples of its consgtitution, articles of in-
corporatlion with 211 amendments, and existing by-laws and
an agreement to forward to the Commission coples of any
future zmendment that may be adopted.

The rules of the exchanze must provide the ex-

chanze with power to take punitive =ction (expulsion, sus-

LA

-

pencgion or discinline) agalinst a member whose coaduct wio-
lates Just and equitable principles of trade. Also, the
rules of the exchange must state specifically that vio-
latioms of this Act wlll be considered violations of ex-
change rules.

The exchange may regulate lteelf with any othepr
rules it deems necessary which are not inconesistent with

this Act or the lews of the State of its domicile.

4, larsin Recuirements

The Act suthorizes the Federal Reserve TZoard to
fix the emount of credit (margin) allowed initially and

subsenuently to be maintained on any security registered on

1]

a national securitiesg exchange. The Eoard is glven broad
powers in raleging and lowerlnz maprgin requlrements under
varlous economlc and individual cilrcumstances.

Extensions or meintaining credit or arranginz for
such action 1g unlawful for any member of a national se-

curities exchange or anyone deeling through such a member



if the activity violates anﬁ rule of the Board. Credit
arranged without collateral or with securitlies not regls-
tered or exempted 1s not allovwed except for limited pur-
pocses under Zoard rules. These requlrements are further
broadened to include any extenslion or maintaining of
credit in securities llsted on a nationzl securities ex-
change in contravention of such rulee ae may be legsued by
the Federal Reserve Boaré except thocse securities which
are specifically exempted from these rules.

5. XRestrictions on EBorrowing by Members, Brokers and
Dealers

Memberg of a natlonal securlties exchange may
borrow on zny registered security only from a member bank
of the Federal Recgerve System or from a bank which has
arreed to subscribe to Federal Reserve Eoard rules. They
may not allow thelr azpregate indebtedness, including
customere' credit balances but excluding indebtedness
secured by exempted securities to exceed that percentage
of the net capital employed in the business (but not ex-
ceedinz 2000 per centum) se the Commission may vrescribe.

A memper firm may not hypothecate a customers'
gsecurities in a way that would result in the securities
beinz commingled with other customer's securities without
written consent of the customer inveolved. Further, a

customer's securitles may not be commingled with those of



gsomeone not in a eimilar status (l.e.- a partner of the
firm). ©WNor can the customer's securities e hyvothecated
for a sun in excecss of the customer's indebtednees to the
broker in relation to the securities. 4nd, finally, the
firm may not loan out the securitlies without the written

consent of the customer.

-~

0. Regulations Amalinst Maninulastion

The Act declapes as unlawful any attempt to use
the malls or eay meane or ilnstrumentality of interstate
commerce for the purpose of creating =z false or misleading
arpearance of asctive trading in any registered security.
For & transaction to be legal there must have been a true
cheange of beneficlal ownershipv. Orders to purchnase or to
gsell securlties prlaced wlith the prior knowledge that cor-
regpondingz orders to sell or purchase will be forthcoming
are 1llegal since they do not represent the true plcture
of the supply and demand of a glven security.

Fool oveprailions of groups of incdividuals or firms
seeking to set a price of g security are forbidden. Cipr-
culating information that a secuprity ls likely to rise or
fall in price because of market operations with the iantent

nzg the se-

o)

=+

of adjusting the price prior to buylng or sell

curity lavolved ies not permitted for brokers or dealers in

thet security. A4nd, of course, no broker or dealer in a

=
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security may make a false or mlsleading statement concerning
a materiasl fact szbout the security. Nor, may anyone, for a
consideration, dieseminate information about the probable
rise opr fall of a securlity vrice due to market operations.
Attempting to veg, fix, opr stabllize g securlty price on the
market through the use of a sepries of purchases and sales

by an 1lndivlduzal or group may not be done except within

the rules of the Commission.

The Act empowers the Commiselon to control, by
appropriate rules, transactions dealing in puts, czlls,
straddles, or other options to buy or to sell without
bindlng the partles concerned ?o complete the transazction.
Also, the endorsement or guarantee of any put, call,

f

straddle or other optlon may not e meode by 2 member of g

national securlitles exchange in violation of any rule of
the Commlecsion. Any person violating any rules of the Com-
miseion in this regard ls liable to the opposite party in
thé transsction for damazes. Tut none of the above pro-

visglone apply to exempted securlties.

a) Maninulative Devices. The Act gapecifically

declares as unlawiful the use of any manipulative or de-
ceptive device whlichn contravenes, the pules of the Commiesion.
And aleo declares eghort salss or stop-loss oprdere illegel

if emplcyed 1n contrsvention of Commission rules.
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T. BSegrezation and Limitation of Functions of Members,
Erokers and Dealers

In this section of the Aet, the Commicssion re-
ceives authority to regulste trading by members of national
securities exchanges for their own accounts or for dls-
cretionary accounts both on the floor and off the floor
either by preventing, limiting or exempting such trans-
actions 2= it deeme best in the public interest. The Act
also recgulreg that members reglster ss 0éd-lot cealers or
as gpeciglists 1f such they are. Further, disclosing in-
formation as to ordere pleced with a spvecialist 1s unlawful
when thet informatiocn 1e not mede svallsble to all members
of the exchangze. 3But the power to regulire guch disclosure
is resefved to the Commisslon. 4Any transaction effected
by e epeclallist must be done on a market or limited price
order. Exemption to these rules may be granted at the die-
cretion of the Commigssion.

It is unlawful for a natlonal securlties exchange
member to effect o transaction in which he extends credit
on any security which was a part of a new lcsesue in the dis-
trivution of which he participsatied as s member of a selling
syndlcate or group within eix months prior to such trans-
action or to effect esuny transaction (other than in an ex-
empted security) without epvecifying his status either as
acting as a dealer for his own account, as a broker for such

customer, or as a broker for some other pereson.
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&, Reslstration Regulrements for Securities

In order for a member to trade a security on a
national securities exchange, that security must have been
registered with the exchanse and the Securities and Exchange
Commieceion, Thie ies accomplished by filing an application
with the exchange which, 1f it aevproves the application,
certifies this approval to the.Securities and Exchange Com-
misclion along with such duplicates of the anplication as
the Commisclon may require.

The apnlication must include such information as
the Commissgion mey indicate with reference to the lscuer
and eny person directly or indirectly in a position teo be
intereeted in a controlling manner in the security. The
information must indlcate the nature of the business, 1itse
organization and financial structure; the status of present
securities outetanding in regard to prights and privileges;
the termes on which the company has offered ite sscurities
to the publiec in the preceding three years and under which
it plans pregently to offer its securitiee; listings of
any directors, officers, underwriters, and security holders
of record holding more than 10 percentum of any clase of
any equity security of the issuer (other than an exempted
security), their remuaneration, and interests in the lssuer's
securities, and their material contracte with the lssuer

or anyone directly or indirectly connected with the issuer;
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eny remunerestion in excess of $20,000 per year paid to
othere than dlrectors and officers; bonus and proflt-
shepring arrangements; manazement and service of contracts;
any exigting or potentlal ontions in regerd to thne com-
pany's securlties. The application must include belence
eheete and profit and loss etatements for the preceding
three years certified by independent public accountants
and any additional finenclal statements or data which the
Commiseion mey deem necessary.

The Becuritiees and Exchenge Commlesion may aleso
requlre coples of articles of incorporation, bylaws,
trust indentures, underwriting arrangements, voting trust
azreements and other documents to e submltted in the pub-
lic interest.

Abridgements and substitutions for the above
information may be mede at the discretion of the Commicseilon.

The registration of a securlty becomes effectlive
thirty days after certification by the exchange to the
Securitiesg ané Exchanze Commlssion of ite accentance of thne
security for lieting and regilstration.

urities which

Q

In a¢diticn to the reglstered =se
are lieted on a natlonel securities exchangze, unlisted
treding privileges may be extended to any security listed
on znother exchange for as long as the security remelns
listed with the other exchangze; and to any securlty duly

registered under the Securities Act of 1233; end to any
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gecurity whlch was in an unlisfed trading status on the
exchange prior to March 1, 1934. Unlisted treding privi-
leges may be extended only after avpropriate notice and
opportunity for hearing when there 1s evidenced sufficient
Interest in terms of public trading and widespread public
distrlbution of the security in the viecinity to warrant
the extenslon of unlisted trading privlileges. The re-
sponglbility and 1ligbllity of offlcers, directors =nd
henefliclal owners will be the same for securitleg which
are duly Iisted anC for those traded in an unllsted status.
Publication of cuotations of prices must clearly indicate

guotee on llsted sgecurlties and on unlisted eecurities.

Q. Feriodical and Cther Revorts

Information on registered securities must he
s :

maintalned curreat by the compsny's submisegion of aunnual

[

reports certified by independent public accountants to the
exchanze with copies to the Becurities snd Exchangze Com-
mission. Cther information and date nécessary for current
meintenence of the application must be submitted ae the

need grises.

10, EIroxles

FProxies, both thelr eollicitation and thelr

granting, must be obtained in the manner and under the rules
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of the Becuritiecs and Exchange Commission.

11l. OCver-the-Counter Markets

The previous sections of the Securities Exchange
Act of 1934 regulated the national securities exchanges,
tbeir_members and the securlties traded thereon, both
listed ané unlisted@. Thies section geeke the control of
thoese securities not traded on the national securities ex-
chenges by reguiring registration of all brokers and desglers
trading "over-the-counter". The gpplication muet contaln
gsuch information ag the Commission may indicate 1t needs
to establish the moral =nd ethical reputation of the appli-
cent and usually becomes effective within thirty days of
the filing of the apvlication unlesgs the Commission denies
rezistration. Reglstration may be denied if the Commission
finds that the applicent has made any fazlse of misleading
statement in regerd to any materisgl fact in the application;
hag been convieted wlithln ten years preceding the filing of
the application for any felony or misdemeznor involving
trading in securities, or has been permanently or tempor-
arily enjoined by legal process from enzaging ian or con-
tinuing any conduct or practice in regard to trading in se-
curities, or has wilfully violated any provislon of this
act or the Securities Act of 1933.

As with traders in listed securities on the
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ngtional securities exchenges, over-the-counter dealers
end brckers may not engage in any manipulative, deceptive,
or other fraudulent cdevice or contrivance; or make any
fictitious quotation; and the rules and regulatione of the
Commicsion must be upheld.

The applications for reglstration must be kept
current by submission of any suvplementary and periodic
data 2s the Commieslion may indicate.

Thie section gpproves and endorses the establish-
ment of national securlities asscoclations for purposes of
aduninlistering thelr own affairs in securlties trading.

The regicetration stgatement must contain such information
as to orgenlzation, membeprship, rules of procedure, covles
of the constitution, charter or articles of incorporation
together with bylaows as the Commission may desire.

In order to be registered as a national secur-
ities assoclation, an organization must meet certain
cualifications. It must be able to comply with the rules
and regulations of this Act and to carry out its purvoses.

This pbility nmu

mn

t be evidenced through the manner of its
organlzation and lts genergl characterigtices alonz with
the number of lts members, their geogravhlical distribution
and the scope of their transactlions. Membershlp must be
open to any broker or deagler, the only restricticns on
membership being those dealing with geographiec location

and type of businese, if the assoclation so wiches. The



gesoclation may not continue a mempership if the broker or
degler has been and ls susvended or expelled from a regis-
tered ececurities assoclation or z national securities ex-
change for violations of ruleg dealing with Just and
equiteble trading, or whose registration with the BSecurities
and Exchange Commieslion hae been denied or revoked, or who,
es an employee or agent for a broker or degler, was the
ceause of any suspenslon, expulsion or disciplinary order.
The gesoclation's rules must provide falr reoresentation
for members in adminlistering its affalrs, electing officers,
and levying dues., The rules of the assoclation must be =o
dravia as to prevent fraudulent and masanipuleative practices,
promote juet and equitable treding, sefeguard esgainst un-
reacsonable profits and rates of commiselon anéd other
charges, and provide for the protection of the investor
gend the public intereet removinz lmpedimente and foestering
a free and open market avoldinz unfalr éigcpriminstion. The
acegociatlon must provide for proper dlselplinary action for
violatione of its rules, and a falr and orderly method in
Judeging the acts to Pe disciplined. All such actlons shall
e subject to review by the Gecurlties and Exchange Com-
migsion. The asgegociation may rule that non-members must be
quoted the same bid and agk figures e the zeneral public
with no preferred treatment telng given.

The Commiession, 1n ite turm may abrogate any rule

the assoclatlon, or may suggest rules for adoptlon.

Hhy

o



Suspension of an assoclation by the Commiselon may result
from the agsociation not acdherinz to the rules of the Act
or thne Securitles- and Exchange Commiseslion or not enforcing

ite own rules.

12, Diprectors, Cfficers, snd Erincipzl Stockholders

Directore, cofficers aand holdere of more than 1C

percent of any class of egulty in a corporation must file

o

information as to thelr totel holdinge in the corporation

(a7}

né eny changes aeg tney occur. And any oroflt made by

M
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hecge ve
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ple is recoverable by the issuer if the purchsse

anéd sale of the securlty has occured in less then a six

m

monthe perliod. Short sgles Dy thesge individuale is pro-

hiblted.

= e

15. Accountg, Reports, and Exeminationeg

This sectlion preguires that registrants maintein
gsuch accounts and recoprds 28 the Commniesgion may ladlcate
as necescary; and also render such renorte to the Com-
miesion as requected. Also the Commlselon recelves the
right to make any examinatlon of recordes of the registrents
as 1t considers necesgsary to fulfill the rules end regu-

lations of the Act.



14.

tatements

]
i
m
=
]
)
(87
=
(=]
w

Anyone presponsible for the makinz of false opr
migleading statements of materlal fact in eny type of docu-
ment submitted to the Securities and Exchange Conmmicsion
or ite authorized azente is liasble to any person who relied
upon such gtatements in the nuprchase or sale of the secur-

ity involved, providec that the person considered respon-

£ible was in pos

m

ecelon of knowledsme that the statement was

false or migleading at the time of ite publication.

15, FYowers with Regvect to Exchanges and Securities

In order to imrlement the rules a2nd purposes of
the Act, broad punitive and regulatory povers are given the
Commisecion. It may suspend a unational securities exchanpge
for periods up to twelve months or it may revoke the ex-
changes' reglstration; 1t masy deny, suspend or withdraw the
reglestration of a security; it may suspend or expel any
member or officer; and 1t may suspend tradinz on any regis-
tered security or suspend all trading under various con-
ditione. Finally, if suggestions of the Becuritlies and
Exchange Commigsion as to chanzes in rules and procedures
on g national securities exchange heve not been made, the
Commission has the power to supplement the rules of that

exchange.
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16. Ligbilitiesg of Controlling Fersonsg

This section mgkes those 1in puthority and in con-
trolling vogitione Jointly liable with any person under
thelr control who violates the rules of thie act with the
knowledze of the superior. Also 1t makes unlawful any vio-
lation of the Act through the use of another person and it
1g further unlawful to hinder, delay or obstruct the ren-

dition of information or data to the Commission.

17, Inveetizszstions: Injunctlons znéd Frosecution

The Coummlssion 1is authorlzed toc make such in-
vectigations ze it deems necessary to determine 1f violation
of the Act 1s evident, and mey publish, at ite discretion,
information as tc such violatlions. The Commissioners or
their azentes may adminiester oaths and afflirmations, sub-
poenea witnessee, take evidence and require such records to
e produced as they may desire. The ald of any court in
the Unlited States is plesced st the dispossl of the Com-
mission in the event of non-cooperation of anyone with
whom the Commiscsion may be dealing.

Further the Commiesion may enjoin any =2cts or
practices believed to ve in violatlion of the Act or its
rulesg through the use of the enpropriaste district court of

the United dStates and iesue writs of mandemus as necessary.
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18, Informetion Filed with the Commission

Trade secrets opr processes cannot be reguired by
the Commiceion to be revealed in anhy application or renort
filed; and written objection to public disclosure of in-
formation filed mey be made stating the zrounds for such
objection. It ie unlewful for the Commlssion to disclose
information to other than those assocliated with the Secur-
ities and Exchange Commission, or to use for personsl

benefit any information which has not been made purliec.

19. Court Review of Orders

Any order of the Commiseion mey be subject to
review by a Circuit Court of Appezale as a last resort after
other means of equitsable settlement have heen exhausted.
Thie courts declsion is final esubject only to review by

the United States Supreme Court if sought.

20. Unlawful Representation

This section emphasizes the neutrel position of
the Commlscion in regard to the meprits of a2 security as an
invegtment and declares unlawful eny imclication or infepr-

ence as to 1lte endorsement of a security.



21, Teneglties

Violations of the Act are punisheable up to
%10,000 and/or two years in prison and fallure to file
information or revorts as recuested is subject to a fine

of {100 per day.
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D. The lNew York Stock Exchange

1. Before Federzal legiglation of Securities Exchanges

The choice of the New York Stock Exchange for
discussion with reference to the-rules it eponsored for
conducting trading both before and after the =zdvent of
the Securities Act of 1934 is based upon the economic pre-
eminence of thie exchangze both in terme of volume and
dollars ac compared with any other single exchange, or
with all other -exchanges combined. In the twelve monthe
ended December 31, 1952, the New York Stock Exchange sold
four mndred thirty-two thousand (432,500) shares of stock
and eight hundéred sixty-eight million (8868,000,000)
dollars par vaue of honds for a total market value of
fifteen billion, fiwe hundred thirty one million dollare
(#15,531,000,000) ae compared to the total sales of all
registered exchanges of six hundred twenty-ceven thousand
(627,000) shares of stock and eizht hundred ninety-nine
million dollars (3899,000,000) par value of bonds for a
total inapket value of eighteen billlon one huncdred seventy-
eight million dollars (8$18,178,000,C0C0).# Similar statis-
tice for the six monthe ending June 2 , 1953 as showa in
Table I also serve to 1llustrate that the major port;on of

gsecurlities activity on exchanges in the United Btates 1s

#=Table I--lariet Value and Volume of Salees Effected on

Securities Exchanges.
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conducted throuzh the facllities of the lew York Stock
Excheange. .

Thus, an anglysis of the method of operating as
used by the ew York Stock Exchangze both before and after
the enactment of the Securities Excnange Act ot 1934 will
serve to indicate the role played by the established gelf-
governed exchanzes in the regulation of the securities
marxet.

As we have mentioned in Chapter II, the New
York Stock Exchange wee a chlld of nececeglity born of a
growlng need for an establlieshed market for trading secur-
itles. The early ruleeg of the Exchange were mesinly con-
cerned with establishing an orderly market and limiting
excerg commiscions. The mechanics of purchase, sale and
delivery were well defined and the rules establicshed were
enforeced by use of fines., The misleadinzg effects of cer-

tein typee of mechanlcal operatlions were recognized by the

Exchange asg early as 1817 when it instituted ite rules for-
bidding "wash sales" and other fictitious transactions
unéer threat of expulsion from the Exchange.

With increasged volume and actlivity in securities,
the purpose of the Exchange rulee broadened from merely
maintenance of an orderly market to establishing rules of
ethical conduct among members to seeking detailed financlal

information on the gecurities trsdéed. The Exchange had

established listinz requirements in the 1800'e asgking



iaformation as to corporate structure and stability. It also
sought guarterly and annual reoorts of finsncial condition
from companies whose stocks were listed. Issues of limited
gize were not liested because the Exchansge fearsed that thelpr
slze would enhence the posslbility of manioulation and

' of the market in specific issues. (Since the

"cornering'
enactment of the Securitieg Exchange Act of 1934, thie rule
hae been relaxed because the Act provides so strongly
azalnst ceses of manipulation.) 1In 1926, the Exchange de-
cided not to list common stocks without wvotlinz power and
followed a general policy that = stock must have adequate
public dlstribution and trading interest in order to be
listed, The i1esgues of the larger and stronger domecetic
corporations were sought andé doubtful or highly speculative
issues were avolded. Since 1210, the Exchange has not per-
mitted any stock to be traded with unlisted privileges,
thus empheaeizing 1te desire that stocks traded meet 1itse
egtablisghed rules.

The ability of the Exchange to enforce the rules
it defined varied in the period prior to the enactment of
the Securities Exchange Act. Administering andé controlling
the activities of members was falrly rlzld but the obtainliag
of financial information from listed companlies wage Giffi-
cult and that information which was forthcomingz was, in the
main, too generasl and broad in scope to afford proper

analysie of the gecurity under exsmination., The vresence



of these rules does serve the purpocse of indicating that the
excnanze and ite member flrms did have a long-gtanding de-
sirefor control of the varlous facets of securlty trading

both as to mechanics and financigl informstion.

~

2. After Federal Legigletion of Securitiesg Exchanges

The stock market "crash" of 1929 has often been
conglcéered as the turning volnt in the American investment
world. Prior to the "erash", the securities market was
free of stringent government regulations snd was governed
only by thoese rules which the members of the Exchanges

voted for thelr cwn compliance. The "crash" was the

o

agzed, blinding-white lightning bolt which shoots through
the sky Just before sz torrentlisl raln-storm. It is the
immediate percussor of things to come but by no means the
firet indication. The problems which the Exchange recog-
nized and sought, through its rules, to control-- those of
manipulation and fictitious transactiens, of liesting re-
gul rements and adecuste information on companles and se-
curities, .of ethical conduct of members and responslbllity
to the investinz public-- had been dlscussed, and debated
with some benefit years before 1929 but it remsined for
the "erash™ to highlight and emphasize the need for improve-
ment. 2oth the public and the profeseionsl lanvegtment
people were in agreement thalt steps ghould be taken to

insure Tfreedom of the secuprlities market frommanipulation



and provide maximun ianformation on secuprities. The BSenate
investization of 1933-1734 contalns much testimony of
brokere and other professional investment people as to the
gtate of conditions 1n the market whlch these peovnle agreed
cshould be corrected. It was durin® this year of 1833 thet
the llew York Stock Exchange first recuired that azn inde-
nendent audit of the financlel statements of agll lilsted com-
peniee on the Exchange be performed perlodically (ot least
once each vear) by certified public accountants. The re-
sulting compllance with thls rule indicates the sslutary
effecte of even the dlscussion of goveprnment regulation and
the deegire of the ianvestument people to verform thelr own

controlling functlions in the market.

Act of 1934, the organization anéd fuactlons of stock ex-
chanree in general and the New York Stock Exchange In parti-
culear were exaalned by the Securltles And Exchange Com-
misgsion; and in 1935, the cheirman of the Commiesion sug-
rected to the New York 3tock Exchange that a reorzanization
of ite constitution, by-laws, rules of conduct and treding
was in order. Cpinion of members was divided, many agreeing
that the time for reorgenizing was &t hand and otheprs

-

(called romantically, the "0ld Guard") et=znding firmly by

he vbresent rulees and methods of operation. Flnally on

~

lovembepr 23, 1937, Wm. C. Douglas, the chairmen of the

»
L

r
Becurities and Exchsznge Coomigeiosn, in a letter to
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ngees, ststed that the Commieslion felt that reorgan—~
lzatlon wae needed regardlese of majority endorsement.
The implications of his statement were clear. The Ex-
ctange muet reorgenize; there must be full-time paid
executlives to adminlster the Exchange; there must be
oubllic representation of a disinterested and lwmpartial
nzture in Exchange affzirs; the club method of operstion
wes difficult, archalc zand undemocratic.

Cn December 10, 1937 the Exchange avpointed a
conmittee to study the reorganizstion provosal and the
comnittee preport of January 27, 1938 contzined specific
recommendnticns for a thoroush reopganization including
aprcolntment of a full-time palild president, an entirely
nev Roard of Governore with representation for non-member
brokers and out-of-town members, public represeantstion on
the Board znd a drastlc revieion of the committee system
of operating the Exchange.

Theee propoezls were strongly pralsed by Ur.

Douzlas and many members of the Exchange but the "0Old

~ t

Guard” urged delay and further study. The discussion con-
tinued until the influence and prestigze of the "Cld Guaprd"
wag dramatlcally nullified on March 8, 1938 when Richard
Whitney, one of the leaders of the "Cld Zuard", and his
company were suspencded by the Exchangze on grocunds that
thelr conduct wase not coansistent with Just and equitable

principles of trade. Whitney was not only bankrupt but



gullty of dishonesty; he had extensive defalcations which
could not be concealed or reimbursed.

With the Whitney suspension, all oprosition
to the reorganization faded and the plen was overwhelmingzly
sdopted.

Article I of the Exchange's revieged con-

stitution indicatee the purposes it has estegblished and
follewed. In eddltion to providinz exchange rooms and
other fecllitiese for ite members and others for the trans-
action of bueinese, 1t e2leo secks to "maintain high stan-
darde of commercial honor and Iintegprity amongz its mewmbers
and allied members; and to promote and inculcate just and
eouitable principles of trade and business". The Exchange
assumed greater publlic responelbility than at any previous
time in its history. A full-time salarled presldent was
elected and functioned as the chlef administrative officer.
He was not permitted to be an zctive member of the Exchange
1a order to avold his representing any single group among
the Exchange members or have any personal lnterests walich
might influence his conducet in office. The Roard of Gov-
ernors was vecsted with the leglslatlve and Judiclizl powers
of the Exchange. It consists of twenty-five (25) members
comprising ten (10) members of the Exchange, four (4)
allied members or non-member partners of members, residing
in lew York City, two (2) members revresenting the general

public, one (1) member to serve asg chairman of the Board
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and one (1) member to serve as president of the Exchange at
the plessure of the Board. The Constitution anéd Rules dis-
cuge ethlecal standards of dealing, uniformity of commigesions,
regulation of dlsputes among members, listing of gecurities,
floor trading practlces and relatlione with customers. Many
administrative duties performed by standing committees of
the Zoard have been transferred to départments dlrectly
recponsible to the president and the dutles of the Board of
Governors have been limited to policy determination and
Jucdping of disclplinary cases. The Ecard has recelved
bro-¢ powers for discinlining members through suspension

or expulsion for violation of the Consgtitution orothepr
czdopted rules of the Exchansze opr any resolutions of the
Boaré of Governcors. Any conduct or activity of a member
may bpe subject to weview by the Board where a cuestion of
Juet and egultable principles of trede is involved. Ex-
pulegion for fraudulent conduct is mandstory by the Con-
stitution. Any activity by members which tends to dlstort
gsecurity prices on the Exchange to the extent that they do
not reflect falr market values or presenting mis-statements
to Exchsnze officiale ig subject to suspension or expulsion.
The listing of securitlees on the Exchange muet be done
through the Department of Stock List rules as to flnanclel
information and dlsclosure with copies to the Secupities

end Ezchanre Commlesion,
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Bince ite reorganization in 1938 the Exchange has
refined and added to ite rules and procedures such items as
a cdueestionalire system for regular examinstion of member
firmeg' financial conditlon, monthly public revorts on mem-
ter firmg' Dorrowinge, surprise audits by independent opublic
accountante of member firms' accounts. It has published
detailed 1lnstructlons for guldance of companlies in listing
their stock and submission of their finencial statement.

In theese and other rullings too numerous to men-
tion the Exchange has indicated its willingness to control
ite own business and 1ts members ln order to provide the

meximum information =nd efficiency of operation for the

public interest.



E. The Hational Asesociation of Securities Dealers

1, The Qvepr-the-Counter lMarket

Regulation of the sedurities market for the pro-
tection of the inveeting publlic was attained by three
means, New securlties at time of issue were reguired to
comply with the rules of the Secupritles Act of 1933.
Securities listed on exchanzes wvere regulated indirectly
through the control exercised on the exchanges and their
members by the Securities Exchenge Act of 1934. The third
meane of control was in the form of the National Assoclation
of Securities Dealers and through this organization, the
regulatlion of securlities and dealers trading in the Cver-
the-Counter Market 1s malnteined.

The Ovepr-the-Counter Market 1g, verhaps, the most
difficult part of the securities buslnesge to regulate sgince
1t embodies all the securities transactions which take
place outelide of the organized exchanges and the strictly
private saleg between individual buyer and seller. Unlike
a nztional securitles exchange 1t 1s not an organized bhody
with constitution and rules; it hass no tradinz rcoms or
central market place. The deglers trade directly with each
other end with thelr customers, mainly by telenhone., The
market has at times been called the “telephone market".
There are no statietice as to how blgz or what volume of

trading is present. Estimates by writers place the number
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of issues traded st from one hundred thousand (100C,000)

to one huncdred thirty-five thousand (135,00C). And the
National 2uotation Eureau has stated that houses which sub-
gcribe to its service may recelve as many as five thousand
(5002) etock and sixteen hundred (16C2) bond cuotes in &

day and as meny se twenty-five thousand (25,000) auotes in

ares with net number of stoecks (3077)
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and bonde (1070) listed on all exchanges as shown in

Table II,ZF# and indicates the scope of the Ovepr-the-
ounter Market to be much wider than thet of the exchanges.

The securlitiesg traded in thie merket are mucih more varied

than those on the exchanzeg. The stocks traded wlill range

Trow the seasoned "tried and true" tvpe to the new, un-

seasoned, weaX speculations. Zonds are trazded aslmost ex-

clusively in the Cver-the-Counter liarket which sellsg from

)
O
(@]
]
¥y
Q
®
=
-+
b

o 65 percent of the total bond business and
elmogt 120 percent of the U.S. Governmeat
"negotlated" market, z2e& opposed to the "auction" market of
the exchanges. There are nco sgles flgures releszssed wlither
for price or volume and the only quotes offered are bids
and offers with a separate price for the dealer and the
customer. No data is available on desler commicssions

though it 1s estimeted that they may po as low as the

Z 5, P.A42 et seq.
ZELE Tovle II- Jet Number and Amount of Securities on All
Bxchangeg, June 30, 19253.
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minimum commliession on the New York Btock Exchange and as
nizh as one and one half to twice that fizure. Its customers
wlll renge from inetitutiones to individuals znd its dealers
mnay be very speciallzed as to the securities they handle or
may e wllling to trade 1ln any security offered. Spec-
ialiets are Munieclipal “ond Houses which deal only in under-
writling and trading in municipsal bonds; Government Zond
Houseg gpeclalizing in government bonde, and Dealer Esnks
which are commercizl banks and trust companies seeking to
make a market for government bonds, either federal, state
or manicipel. The zenepral cdesglers are Invesiment Bsnke

who concentrate on underwriting securlties but do some
renersl trading; Cver-the-Counter Houses whlch are not Ex-
change members and trade ln stocks and those bonds other
than geovernments with vepry little trading in governments;
and Btock E:chanze lember Houses whieh do general trading
through thelr Ovepr-the-Counter Tepartments.

The functions of the Cver-the-Counter lizrket are
to provide a megne for bringing buyer and geller together
who wlsh to trade in = security not avallable on the ex-
changes, to distribute new securities througzh underwriting

s

operations and to wmake a market for securltlies when they

are offered for gale. This laet function, the willingness

n

of o2n over-the-counter dealer to "meke = market", quote a

price for a secupity, even if g buyer 1is not avallable, is



undoubtedly the major service performed by thie market since
1t enhances and in some cuases, creates the element of market
abllity in a eecurity and thus sssupres the confidence ofl
the investor in many iscsuss which otherwiee might be diffi-
cult to tracde, regardless of their intrineic worth because

of belng unknown and unfamiligpr to the investing public.

2. Authoprity for Cver-the-Counter Associztions

To regulate the Over-the-Counter Market which is
so brocad in escope and with little or no organized spokesmen
wae & task considered practically ilmpossible from the point
of view of direct control and regulations. DSectiocn 154 of
the Securities Bxchange Act of 1934 was the method decided
upon. This gection, celled the Msloney Act, provides for
ovepr-the-counter ascsociations to organize, for purposes of
gelf-regulation, as regletered membership assoclations under
the cosnizance of the Securities and Exchange Commission.
The acsoclation must establish rules intended to prevent
fraudulent znd manipulative acte and practices; prevent un-
reaconable profits and commissions and protect lavegtors
and the public interest. To enforce thesgse rules, it may
élscipline ites members by means of censure, finee, expulslon,
or other penalties. TFerhaps the most eficctive method of
disgcipline ig that which permits the association to rule

that 2 member may not deal with any other non-member brokep
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or dealer excent a2t the same prices or commissions and on
the came terms ag are accorded by the member to the genersl
public. Thus, expulslon Irom the assoclatlon entalls a
"freezinz out" of the expellee by the incumbent members
from 2bhility to trade at dealerz' prices.

5. Crrsnization of the lational Associsgtion of Securlities
Deglers

The National Assocletion of Securitiess Declers 1s

the only ascsoclation regzistered under Bection 15A; and its

exietence and accomplishments are worthy of note., The pur-

poges of thls orzanization as liested in ite cer
incorporation are Lroad and encompassing. They seek to

promote the well-being of the investment tanklinz and secur-

itiee businees, standardize principles and practices of

the buelness, emcourege hizh standards of commeprcial honor,

EE)

provide = mezns for consultation between 1te members, and
covernmental and other acenciee for the purpose of re-
solvinz problems affecting their business and the investlng
public, establish and eafoprce rules of falr practlce and

for prevention of fraudulent and menipulative acts and
practices and generslly promote just and ecultable princliples
of trade, and finally, to promcte self-discivpline among its
membere investizating and adjusting grievances between the

public and ite members andé rtetween members alone.
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e) Rules of Falr Fractice

The Nztionsl Ascoclatlion of Securlitles Tezlers heos
in¢icated by theee stated purposes and ite activities that
it 1e dieposed to go beyond the minimum reculrements of the
lieloney Act, and hes expanded 1ts interests to lnclude the

- -
'

baeic ethice, nublic respongibllity and operatia

m

principles

-~
i

i

of the securities Tuseinecs. It hae esteblished a2 =set of

b

"Zulees of Fair

e

Fractice" for the guidance of members in
buginese practice. The first rule, "A member in the conduct
of his buslness, shall observe hlgh standsrds of commercigl
honor and Just and écultable principles of trade" has been
defined hy the Board of Governors of the N.A.3.D. ag limiting
a member to eatering into trensactione with customers at
prices which are reasongbly related to and consistent with
the current market price of the security involved. The
noture of other rules of conduct is 1ladicated by the fol-
lowing; Chargee for services ghall be regsonable aad not
unfalrly cdiscriminatory between customere; no cuotations
shall Te made unlese the dealer ieg willing to do buselness

at such prices; no peyments, other than palé advertising,
wlll be made to snyone to influence market prlces; a mem-
ber must inform his customers whether he 1s acting as =a
Gegler or es a broker in a transaction; wmembers shall not

use any manipulative, deceptive, or Ifraudulent device in

order to effect a purchase or sale; members shall be ready
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to ¢leclose thelr financigl condition to bona fide customers
on recuest; members are held responsible for recommendations

made to customers; snd the fiduclary capacity In which mem-

m

cere are sometimes nlaced 1s emphasized.

"

b) DUniform Eractice Code

In addition to, and supnlementing the "Rules of
Falr Fractice," the Association has compiled@ znd issued s
"Uniform EFractice Code" with the purpose of eliminating
dleputes and misuncderstandings between members. The Code
containe about sixty sections which are eleborate and
detalled seeking to codify and standardize practlices in
the trade. 'It discusees, among other items, the subjects
of delivery, confirmation, ascsignment, computation of in-
terest, transfers and reclamatliore sanctloning to = large
extent the esteblished practices, customs and ussges of

the profesgsion in suech technicel mgtters.

¢) Administretion

Diseipline of members le malnteained by a systenm
of investigating and renderinz decislons on complelnts
filed with asny one of the fourteen District Buginess Con-
duct Commlittees. A coumglaint or recuest for arbitration

may be gubmitted either by membere of N.A.S5.D. or by the

publiec. The Conduct Committee involved will invecstigate,
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receilve and hear testimony from all parties ianvolved, and
render s declelon. The declsgion may be appealed to the
Soard of Governors of N.A.S,D. and to the Becurlities and
Exchan ‘e Commission. The decislons may involve censure,
finee, suspencion or expulsion. The most effective dle-
ciplinery actlon 1ls not that which 1s taken directly

against a member but the ruling that members in good

2]

tanding may not trade with non-members or memberes not in
good standing at any prices except thocse offered to the
generel public, thus restricting the privileges of dealerpr

trading toc those members in good standing.

d) National Zuotation Bureau

[}

The Aseocisgtion hes been effective in providing
cguotations in over-the-counter securities through the
National Zuotation Bureasu. Thnece cuotes are listed in
financial publications and over one hundred newpapers on
a dally basis. Thls service 1le egpeclally beneficisgl
since the "negotiated" type of market which is the COver-
the-Counter Market makes 1t difficult to establish a
mechaniem for accumulating and publiclzing bld and asked
prices., It is a valuable adcéition to the meebanics of

gecurlties trading.



e) Fingncigl Strength of lembers

The financial strength of its members has =2lso
been a concern of the N.A.5.D. as being necegsary to pro-
tect both the investing public and security dealers. A
firm's solvency or net guick assete position showing that
its gulclt gscete are sufficient to licguidate its lia-
bilities has been the teet used along with a study of the
velue of the business of the firmm. It is of interest to
note that in 1942 the Securities and Exchange Commiession
recommended to the N.A.S5.D. that 2 minimum net capital of
55000 for a member dolng businese with the public and
%2500 for a member not dealing with the public wes suffi-
clent. However, the Ascoclation preferred to retain its
ruling that a ratio of net capital to total indebtedness
of a2t least 1 to 20 should be malntained.

Besides reguiring registretion of many employees

L

of investment firms as "registered representatives," the
Aesociation also recuires an examination of members through
a questionaire, and check-ups through accountants or
exagminers sent by the associgtion.

As of June 30, 1953, the membership of N.A.S.D.
wasg 3034 ##£ and the orgenization had firmly established

iteelf gs an effective self-regulatinz unit for sdministering



the Over-the-Counter Market with lmproved techniques end
ethical standards which have been of benefit to both the

inveetinz public and the gecuritlies deaslers.

= 36, F.40.
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V. Genersal Discussion

A. Effectiveness of Begulations

Effectiveness of goveranmental regulations may be
reflected in two ways; either by the strenzthening of
exletling rules by providing lezal endoresement of them, or
by the establishment of rules to comply with the govern-
mentel regulgtions. The Securities Act of 1934 was ef-
fectlve in both ways. The established rules of organized
exchnanges were enhnanced by the prestipge of governmental
endoreement, and uniformity of practice z2nd conduct were
aesured 1ian both the exchansese 2nd the over-the-counter

markete by the addlition of new rules.

1. Manipulation

Thie subject wae a causefor rulings by the ex~
changes as early as 1790 # and has occupled the efforts
of officiagls hoth private and publlic whenever the gquestion
of public lnterest in securities trading is considered.
In the ezrly days, the exchanges established rules pro-
hibiting wash sales and other deceptive devices attempting
to influence the pricees cf securitles. Many State Tlue Sky
laws also sought te eliminate practices conslcered narmful

to an open market.

75 7, F.1 et seq.
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The Becuritiee Act of 1934 added the slnew to this
skeleton of rulliangs. The Act forblde certaln t;ypes of
menipuletion such as wash sales, matcned orders, artifi-
clal market activity, use of information concerning mani-
pulators or making false and mislegding ststements about
securities. Other types of practices, while not barred,
may he engaged in only within the coanfines of rules estab-
lighed by the BSecuritles anéd Exchange Commlesion. These
include such sctione eas pezging or price stabilization,
pute, calle, epreads and stracdles, cshort sales, and stop
orders. And finally the Commission has been granted broad
powers to make other rules concerning manipulative or de-
ceptive practices. The Commiscion maintains constant
examination and analyslis of the tlcker tapes of the major
exchanges and their gquotation sheets as well ze regular
and finznclel newspapers and Journzls. Theowtszstlon ser-
vice of the over-the-counter market 1s alego reviewed.

When onrice movenents are thouzht te be unusual and do aot
gseem to bear any relation to published news and curreat
ectivity, the Commission willl begin an investigatlon to
determine the csuse and noseinlility of manl ulstive vrac-
tices. It willl firest seek 1ts lnformation by way of an
informal "guiz" of those concerned and may follow, if the
circumstances indicate, with a formal investigation. Its
methods of review and analysie involve the examinastion of

thousands of securlties on elther s daily or weekly basls



ané laclucde both the very actlvely traded issues and the

o

ecse activg onee. These examinations resulted in quizes
and investizations which renged in numiper from 105 to 135
closed or completed cases in the fiscsl years of 1951,
1952 and 1953.7F

Thoee maninulative practices which are permitted
by the Securities Act of 1934 are carefully administered
by the Commiesion. BStabllizing practices used to facil-
itate raising capital funds ere a case in point. During
the fiscal year of 1253, the Commission gllowed stsbilizing
onerations with peference to 29,340,046 shares of regis-
tered stock offeringe totsling a $623,525,000 public
offerinz vrice and with reference to bond icssues with face

value of 19,644,500 by permitting the purchase of 460,635

]

I

m

res of stock st a cost of 9,429,938, =2nd of bonds with
face value of %103,500, The Commiseion recelved and
examined more then 12,000 revorts of stabllizinz trans-
sctiones during the year.#£##

The above reprecents the officlal zction of thue
Securities and Exchanse Commissgsion. Both the organized
stock exchanges and the Nationel Assgoclation of Securities
Deelers have egtablished mechanlems for administering their

dicta concerning manipulative practlces and it may be gald

#£ Table III- Trading Iavestigations of Foesible Mani-
pulative Fractlices

#EZE 45, E.31.



that the work of the Commiesion 1s lessened by their presence,
and equally, that the presence of the Commission and the
Securitiee Act of 1934 enhences the influence of these pri-

vately administered organizations.

. Finasnclal Information

n

Frobably the most obvioues benefit resulting from
the legiglation of securities and matters relatinz thereto
has been the avallabllity of financial dats gbout the copr-
oorationg lssuing the gecurities. The ilnvestment business,
tarcugzh the varlous emchanges, has sought such information
from the earliest days of organlized exchanges, but until
the zdvent of federal legislation of securitiss, had very
little succese. In one of ite publicestions,#£ the Hew York
Stock Exchange in discuseing a request 1t had made for fin-
anclal information of a2 well-known corvoration in 1856 pre-
ceived the revly that the compeny "made no reports and
published no statemente and had not done zgnything of the
kind for the lasgt five years". The Exchange had recognized
the need of investors for regular financlal reports from
corporations whose securities they held but the attitude
of management was slow to change until popular demand and
federal legislation supnlied the lmpetus needed. The Ex-

chanze reports that, in 1953, of the companies licsted,

#£ 39, P.A-20 et seq.
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8¢ percent publish ouarterly reports of earnings, 8 percent
publigh gemi-anaual revorts and 4 percent nublish only
aanual reporte. In addition, the Exchange reguires an

audit of its listed compznies by independent publlc account-
zatse, and publication at least once a year of a balance
eheet and a statement of income. Also, the listed compenies
azree to furnish both to the public and to the exchange,
pertinent information a2t timely intervals, which may affect
or 1lanfluence security values or invesetment declslions in
which the stockholders, the public or the Exchange may be
Juetiflably interested.

As one writer phresed it "Some of the regulations
currently embodled in law were enforced by the Exchange
iteelf prior to 1934. For example, new non-voting comuon
stock was not admitted to listing on the New York Stock
Exchanze efter 1926, and corporations were requested to
furnish publle reports on a duarterly vacsls in the same
year. A Tormel statement in law of even these prineciples,
however, strengthened thelr effectiveness and created an
outside suthority to enforce them.'"##

The Szcurities Act of 1933, requirlnz detalled
information concerning corporastions 1lssulng new securities

furtirer enhances the wealth of financial data filed with




the Securitlies and Exchange Commicscion; and avallsble for

5. Erotection of the Fublic Interest

The public iaterest is served 1n all the various
rezulations of the governmental and private bodiee dealinz
with securlties. The control of manipulation ané avail-
abillity of financizl information have been trested sep-
arately in recoznition of emphasis placed upon these two
phaeces of regulation durlagz the Senate Investigetions of
1933-34 and in the public mind at the time of the enact-
ment of the various securlties regulations, and it igs ap-

ated thet they represent no small contribution to the

=i

prec

vrotection of the public interest.

a) Advertising

The rules of the Exchangzes, the Nationsl Assoc-
iatlon of Securities Dealers and the Securitles and Ex-
change Commission have limited the methode of advertleling

gcecurities a2nd their ssle to a bzpre statement of facts.

<Ay

to stating

oy
—

Adverticeuments agbout securitles are confine
the nzme of the issue, the type of securlty, rate of in-
terest (if aperopriate) and the sources from which pro-
z-ectuses mey be obtained. In fact, the paucity of iaform-
ation contalned in financial asdvertisemeants hag been the

s

subject of eprlticiem. The Commerclal andé Financizal

!
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Chronicle is of the opinion that "tombstone" asdvertising
(brief copy, materially retarded the szle of new issues.#
However, the purpose of these limitations was to avold the
Dallooaing of claims as to the worth of securitiees offered.
Another feature mentloned in connection with
menipulgtlon, but also worthy of note zs a form of in-
direct advertising, has been the clrculation of information
about gecurities by zpparently dielnterested analysts and
newspaper columnists which has at times influenced the
trading of securitles. This type of activity 1e forbidden

Ty the Becuritles Exchange Act of 1934.

b) False and Migleadinz Statements

The very strict penaltles imvosed
Z statemente with reieprence to secur-
ities hag led to the mosgt careful prepapration of reports
and statisticsl deta. Toe use of indenendent public
accointants has greatly reduced the poseibility of erron-

cous information belnz circulected and has increassed public

0

idence 1n the information offiered by corzorstions, ex-
chengzes gné financial services.
Other followinz sectione deel with subjecte which

egually protect the public interest but zare considered

i}

woprthy of separate treatment.

r

13,



Ase mentioned previously, busliness ethice, at the

time of the enactment of federal sescuprities legicglation was

not conelcdered to e the ultimate desired. "The resl needs

ere the bulldinz up of new buslnese hablte ané the zener-

ation of =2 new moral climste for bueiness."#& The Senate
L3
Inveetigations of 1933-34 had disclosed many instaances of

=

unfeir and unethleal practices which were, at that tlue,
~ted as asrmal Tueliness procedure. The fedeprsl secur-
itiees regulations sougzht to emnhasize the nosgition of pub-
lic responsibllity which rested with those in the invest-
ment business, and private orgenizatlons of the trade con-
curred in this view. The reculrement that dealers, brokers
and certain employees of inveetment Tirms be registered

and thelpr morel and ethical reliability determined was &
major factor in assuring that only those quslified to carry
the responsibility of dealing with othepr people's money
would be permitted to do so. 3But the rulee promulzated by
the government proved to be merely the framework upon
which the private associations were to bulld thelr codes

of ethical conduct. The ew York Stock Exchange rules for
members'! conduct ané the National Assoclatlion of Securities

Dealere! "Rwles of Falr Practice" and "Uniform Practice

ZE 18.
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Code” are notable contributions to the malntenance of just

and ecuitable practices in the securities market.

5. Credit Regulation

Credit regulation degling with securities 1s con-
cerned wlth two subjects -- maprgin, aad brokers' loans.
They are interlocking to the extent that brokers' loans
willl increace or decrease as the margin regulrements rice
and lower. Marzin is credlt extended by the broker to the
ianvestor for the purchase of securlities or the maintenance
of e securitlies account which securlties will be the coclla-

teral for the credit. Erokerse' loans ars credit extended

by the Pank to the broker for financing the margin exteanded
to the lavestor and for meintalning a "stock" of saleable
securlities.

Margin is rezulated both by the decislons of the
Fecersl Reserve Board snd the pules of the organized ex-
chanzes. The Pecuritles Exchange Act of 1934 granted the
Fedepral Recserve Foard the authority to =set mlaimum margln
reguirements for initial purchases. The exchanges, iIn thelp
rulings, concur with the regulations of the Board and aleo
get minimum margin regquirements for the maintenance of
investors' accounts with brokers.

The Federal Reserve EZoard has usged its power to

set margin reguirements as a brake agsinst possibtle specu-

lation, ralsing andé lowvering the margin required as the



trend of the economy dlictated. It has been set as low as
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forty vercent in 1937 and for thirteen months beginningz 1in

=
e
=
ot
B
-
=
{ oo
O
I
N
'....1-

t weasg get at 120 percent. Until the month of
January 1955 1t wae set at 50 perceant when the rapifly‘rising
megrket prompted an incresse to 60 percent. Whenever the
margin recgulrement has been changed, there has been in-
creaced activity in treding for a day or two but the market
hag Julckly adjueted iteself. This leads to the conclusion
that this type of credit restriction does not affect the
supovly and demend ratio of the market to any aporeclable
degree.

The New York Stock Exchange Rule 550 requires
thet 2 margin be maintained in an investors account with a

-~
<

minimum of Z5 percent of the market value of 21l securitlies
"lonz™ in the account. This is the gbsolute minimum and
trokers may and sometlimes do zck for more margin.

Broltereg' loang are controlled by the Federal

Reserve Board by 1its rules 2s to from whom the brokers are

permitted to borrow. Usually Federal Recerve lMember Bgonlks

or banks which agree to 2bicde by the rullings of the Fedepral
Reserve Systeﬁ are gpecified. Also the collateral which
the Drokere may uge lg deflned slong with the mergins
2polylnz to the varlous collateral. The rates of interest
on brokers' loans has been relatively static over the years

beinz one percent from 1936 to 1946, then heing ctabilized



by New York banks at one and one-half percent from 1945 to
1950 when it was ralsed to one and three-cuarter percent .#4
The status of brokers' loans ig subject to very ranid

chanze and consequently they are call loane and renewable

&

1

each twenty-four nours. As much ze ninety-five percent of
them are renswedé dally. Thiec 1ls so beczause of the inter-

relation of brokers' loans, marglns, znd stock prices.

(a1
On

For exszmple, in the period froum March, 1943 to May, 194

I3

5)

member borrowlinge rose from 5312 million dollars to 5408
million dollars or thirty percent, and the stock price
rice in the came period rose thirtv-one percent according
to the New York Herald Tribune, and twenty-elght percent

according to the New York Times.Z

The relstion between brokers' lesns and margin

=t

i2.2 indic=ated in hoth a risine and a fallinc market when

1
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rom September 1935 to April 1937 customers'
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debit Dbalances rose forty-three perceat aand brokers' loans
weat up fifty-eiiht percent. In the period from April 1937

to Appil 1938, cuctomers' debit balances declined fifty-

three percent while brokers' loszns Gropped sixty perceat .ZZ#£

Thie close inter-plsy between the stock prices,

megrzineg and brokerg' losns hz2e bteen gttributed to changes

in the number of margin buyers or in the number of shares

261 et sea.

#5, ?
iiﬁi 5, ibid.



bought on margin or =2 change in the average price of shares
bouzht on margin. And 1t has been concluded, especially 1n
a rising market, that the rise in brokers' loans énd mar-
Zins has a definite relation to speculation on the premice
that the more credit which 1s availagble, the more will be
uced. Thue an unending cycle 1g produced -- rising stock
prices will ceause grezter use of mergin and brokers' loans

which will bring extra money into the market which will

ah
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tend to expan
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trading. It has been a historical fact that

Bull ¥

=1

artets are usually accompznled by increases in totel
marzin used and brokers' lcocans outstanding. The nresence
of credit in a bull market, no doubt, tende to extend the
life of the up-surge.

The purpose in regulating marging ané brokers'
loezns wae to contain credit before it developed into =2n
ingtrument for an extensive boom market followed by a
collapse, the historic example being the 58.5 billion

' loans at the time of the

dollagre of outstanding brokers
1929 "erash". Margin was also criticlzed as absorblng
credlt needed for business, using bank credit in excessilve
amounts and so endangeringz the bankinz system. Also 1t
adfed nothing to waklinzg s continuous mrrket slince it wes
lorzely confined to a few stocks zlresdy enjoying contin-

uity of saleg and finally 1it. was used by speculators with

inadequate margins. In fact the Securitles Exchange Act



of 1934 statee that regulation is necessary "to protect and
make more effective the national banking system and the
Reegerve
Federal/ System'". Criticiem of brokers' loans were ot the
same tyne landlcating that the loans abesorbed more of the
available credit from banke than they warranted and thus
caused a dicglocation of the credit avallable to iandustry
aind mmerce. But, agaln, the major clalm was that in-
cressed brokers' loans cawsed excecslive eneculation and
inflated esecurity markets,

The regulatlions being enacted, the questlon is
whether they have influenced the securities market and
alleviated some of the criticisms. An examinstion of
today'é market as compared to that of 1222 misght lead to

the conclusion that ccntrol of credit hzs restralined an

extensive voom period. In Uctober 1829 there were 3£.5

billion dollars of brokerse' loans outstanding, reoreseantinz
8.75 percent of the total market value of the listed
stoecks while in lMarch 1954 there were one billion d&ollagrs

n brolkerm' loane represeantlng 0.91 percent of the total

i....ln

velue of listed stocks. In 1929 there were 87 billion
dollars of stocks and in 1954 there were 137.9 billions.Z£
Thieg would indicate that restraint of credlit hae reduced

the amount of credit now in use in the market, in splte

H= 24, P.2L.



of the veet increase in value cf stocks belng trsded. And
if the interpvlay of credit and stock prices ig true, the
vricee of gtocks ghould tend to slow down znd level off
cince over the entire year of 1954 the perceat of trokere'
lecens to total value of stocks has not changed anpreciably.
But the bull market has continued estezsdlily throughout the
year. Though the prelationship may be present, it may not
be of gufficient lmportance at this moment to bhe uszed asg

o parometer of the finzncizgl economy. This seems to be
the case. The place of credit buying in securities has
paled 1n the present mprket to a polnt when credit exten-
sion can no lonzer be consldered a threat to the nztional
economy. To this extent, at least, the Securities Ex-
chanre Act of 1934 hess seen its purpose accomplished. The
relative effect of federal repulatione as contrasted with
chanzing elements 1in the securitles merket itself in

procucing this result is discussed in the "conclueion" of

this paper.
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VI. Conclusions

A. Benefits of Regulatlon

Frotectlon of the public interest wae the primary
purpose exprecsced for the federal regulsation of securities
and actlvities related to them. That purpose has been ac-
complished in three general ways, the increase in asvall-
ablility of finenclal information, the elimination of harm-
ful manipulative practices and the contrcl of credit ucsed
in the gecurities market.

The avallability of financlal information, re-
sulting from federsl regulatiocne, exchange rulegs and the
codee of the Netional Ascoclation of Securities Tealere is
voluminoue in iteself. 4And the analyesis and uniform stst-
letics accumulated by the various filnancial services has
further enhanced thisg deta. "Curreatly, the investor has
a much better opportunity of securing accurate Information
concerning the corporation in which he is financially in-
terested than he 8id prior to the 1930's. This is due in
part to the fact that many corporations are now recuired
by Federsl Security Acte to publish comnlete, asccurate and
current filnesncial data which ig made avalleble to investors
diprectly, and through the secondary sources of the statis-
ticel services; and in vart to & gradusl improvement in

the soclzl attitude of corporate managements towards
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stockholders."#& This expenced ilanformatlon has served slso
to educate the genepral public in ite attltude towards fin-
anclal organlizations and the securitles mart reducing the
warineegs so evident during the 1930's gnd thus, indirectly,
wldeninz the potentisl market for sale of securities. The
conflidence, engendered Dy the insisteace upon Ffull dis-
closure of facte 2nd avoldance of faglse and misleading
statemente has g2ided in reising the investment profecsion
in public egteem and hasg produced relience upon the 1n-
formation and analysls of the data. Truth in securities
informastion 1s today an established fact to the credit of
both the investment profession and government administrators.
Manipulative practlices which are harmful to
securities trading have Dbeen eliminsgted by two methods-

prohibltion snd limitation upon technical features, and the
general lmprovement and adherence to uniform coces of ethicse
by indlviduals engaged in investment work. The prohibitilon
of certaln typee of manirculative practices and the limit-
ation of others was set forth in the Securities Exchange

Act of 1934 and slec included la the constitutions and
by-laws of the exchanges and assoclatione. Adherence to

these rules has been rigidly enforced and constant vigil-

ance is maintained both by the bodles immedlagtely concewned

F£~1, Appendix, p.XIV.
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1so by the public throuzh various congressionsl com-
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an
mittees. The recent bull market during 1654 has caused
gome concern and has reesulted in an announcement by Senator
Fulbrlight, Democrat, of Arkansas, chalrman of the Senste
Eankling committee, that his group would hold an inquiry
into the causes of the rise in securitles. The inqulry is
to be "friendly and informative" since they know of no

i’

instances of wrongdoing in the market but the levels 'have
gone up, I think, far beyond what conditions warrant...."#&
This attitude of constant glertness to the possibility of
manlpgulation has produced salutary results over the years.
Todey, manlipulation of the market, as it was known 1n 1829,
is not present in securities trading.

But, as stringent as the regulztions may be,
the successful elimination of manipulatlon also requires
the support of the profecsiongls, the trokers and dezsleprs.
Theipr supoort, through thelr exchangee and assocliatlons
hee heen eminent both in the control of harmful practices
anf in the ectabliehinﬁ of uniform sccepted vrinciples of
tradinz and conduct. Just ané egultable principles of
tredinz are no lonser a goal to be attalned but = norm to

be followed.

The coantrol cf cre
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ities has served two purposes. The flret, reduction of the
poeeliility of speculstlon, has been an accepted fact for
gsome time. The Federal ZReserve “ogrd has ralsed and lowered
margin requiprements Judlciously hopling to avold excesses of
"so0m oy bust" and its action has been a proved as = whole-~
csome effect in this regard. "But at the present level of
stock priceg it wes wlse for the Federal Reserve suthorities

-

aee in the use of credit for the

b
i}

to discouraze the ine

i

[
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purchaege of sscu "#E£  The seconé purvose regulstion

I's

of credit hze served 1z the uniformity of regulrements

whiich have resulted both in banks and in brokersages with
reference to percentsges required and collateral used.

Thig hse 2lded in preducinz the poselbllity of competition

amwonz houses for buelness on the baeis of mergin rulee and

%

urther served to ralse the general tradlang ethics of

@]

E. Criticlsm

In the early days of fsdepral legisglation, dire
rochecles were common predlicting that the lawe would
etifle the nationzl economy, produce unemployment, Iforce

he cleintegration of larse coporatione and make the ob-

taining of new money very difficult. "With the purpose of

# 12, F.e-3.



the Act, (Securitiles Act of 1933) i.e., the protection of
the 2ublic against fraudulent securitles, the writer igs in
full sympathy but it seemes hardly necessary to burn down
the house to exterminate the vermin."#* This was an ex-

siven g

treme and was the cry before the legiglation wes 2
falpr trial. BSlnce that time there have been many sug-
Zeetlone for chanpge and improvement of the Securities Acts

= =

recommended Ly the Securities gnd Exchange Commlssion and
by the private organizations and individuals. Cne of the
most often repeated suggestions 1e that the duplication of

)

information furnished to the Exchanges and the Securities
and Exchaange Commission be elimingted. Elimination of
dupllcation in registration statements submitted under the
Securities Act of 1933 and the Securities Exchange Act of
1934 has aleo been urged. And the reduction of information
gought by the Securities and Exchange Cominisslon in re-
ference to stock ownership changes among "insiders" being
reoorted on a monthly baels has been mentione Giving the

Commigesion addlticnal opower to suspend the reglstration of
o, broker or dealer as well as its present vower to revoke
regiestrations hae been urged; and also it has been sug-
zeeted that the Commigeion be glven pover to suspend op

expel from z natlonal axchange any officer or member who

violatesg any rule of guch exchange since the power to

£ 17,



suspend or expel now relates only to viclations of the
Securltieeg Exchange Act of 1934 opr asny rule or rezulation
thereuncder., Others hzve urged that the Securlities and Ex-
change Commiession be relieved of its power to prevent
floor treding but allow it the power to regulate; and to
remove the Commicseion'e powepr to reqguire or effect the
sezregation of the functione of broker or desler. It has
heen surzested that the Commissicn be given the nower to
terminate or suspend a securlty from unlisted tradiag pri-
vilegzeg, 1f the 1lssuer or any of 1lts cificers or directors
relegse meteprlaslly false or misleadling infcrmgtion gbout
the comvany's aflfairs.

The Federal Reserve Eoard has, at times, been
criticized that it exercires rigid control of credit but

it has been suggested that the Zoard be permitted to regu-

s

=

ate the exteneslon of credit on unregistered and non-eguity
gecurities seg well as those now subject to margzin requlre-
mente; and that 1t permit one member of a nstlonal secur-
ities exchange to lend his e:xicesgs caplital to another member

1

on any terms that might be arranged between the two parties.
OCne proposal which has been endorsed by maany
writere ig the Frear 3111 introduced in 1950 (5-2408) in
the U. . Senagte which would extend the registration, re-
porting, vroxy and iaslder-trading provisions of the

Securities Exchsnpge Act of 1834 to all companies with at
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least $3,000,000 of assets and 300 security holders. At the

e

recent moment, these provielons apply to the voluntary act
of a particular compzany wishing to list its securities on
1

an exchange.

Th for the State RPlue Sky Lawe to be made

[l

nee
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uniform and cooprdinated with federzl law has been emphasized
if there is to be a contlnuance of the dual system of fed-
erzl and state repulations.?t

Cne of the major criticleme of the Hatlonsl Assoc-
lation of Securities Deslereg ig that it is too much in the
nature of the instrument of the Securities and Exchange
Commiesslon and does not truly express the ovinions of its
members. Thie statement is difficult to discuse slnce the
aimeg of the organization are so akin to those of the Com-
misgion that its actions, of necessity, will be =such as
thoee expected of the Commicssion. But cprlticlem has waied
heated especlally in regard to the W.A.2.D.'s attempt to
1limit mark-ups on ssles to five percent-#44~

Extreme critice of government regulstion have

advocated the abolition of the Becurlties and Exchange
Commiseion and the National Assocligtion of Securities

Deglers as recently as March 1953-.7&F They have clalmed

FE 16.

Fe2E 1.



o4

that the effect of the laws and the method of enforcement
has reduced the number of inveetment brokerasze and banking
firme as well ae haviang adversely affected foreign trade,
gmall business and liguidity of exchanzes. Although it is
gtated that lnvestment houses have decresesed 1in number by
thirty-eight percent from those operating in 1929, it 1is
guestioneble that this decline can be attributed to eny one
factor without consesidering the total volume of Buslaness now
handled by the precent number of flrms, the number of em-
ployees presently engaged in the operations, the methods

of finsncing ancé trading used 2t thie time, the tyne cof
investors now presgent end the kind of secuprities market
functioning now as compared to that in exigtence in 1929.
Such érastic action is not the opinlon of the majority,
elther of the peneral public or the professlonal investment
people themselves. "Hven without any legislative changes,
1t seems fair to conclude that both government andé industry

cione of the

[

m

[

heve come o long way since the mutusl suep
thirties. There 1s every indication that the securities
industry overwhelmingly abproves the idea of approprlate
legislation always reserving ite inslienable right to re-
commend changes from time to tilme. And there is ecusl

recornition on government's side of the vital role which

the securities iadustry has pleyed and must go on pleying....'#

#F= 16,
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Anctier criticiesm mentioned in the early daye of

i

edersl regulation was thet the government rules would in-

flueace Pusinees firms to try to avoid comzlisnce by de-

listing their securltles on the exchanges. This prediction
has nst meteriglized 25 ig indicated in Teble V- "Number of
Lieted Iceues on the liew York Stock Exchange". The total
number of lgsueg listed haeg decressed over the neriod from

January 1, 1934 to Januery 1, 1953 by two hundred ninety-
geven, oStoeck lssuees have incressed by three hundred thir-
teen whlile Dbond lesues have decreased by egilz hundred ten.

Thege figuree cerve to confirm the current trend in business

.

mansyrement to seek capitel through sale of equity ownershiln
rather then uelnz bonded indebtedness, but the net change
would indicate that corporete mansgement has not been in-
fluenced to abendon listingz ite securitles because of an

b

aversion to governmentzl regulstlons.

C. Current Influencesg

1., Institutionszl Investors

But one mey ask how much of the present situation
may he attributed to the efficacy of federal regulation and

how much to chanring elemcnts in the securlities mart itself.



Two evente in recent months give us pause ag to the
total effect of federal regulations upon the investing public.
The first item was the raising of margln requirement by the
Federal Reserve Board from 50 perceant to 60 percent in
January 1955. The purocose of the increase was to rectrain
speculation in the booming stock market, and wae conslstent
with the primary purpose oi credit regulation. The action
came after stock prices had advanced 65 nercent in the cur-
rent bull market from September 15, 1953. The Board's
decigcion met mixed resction. In genersal, there wae approvel
glnce 1t waes an 1Indicatlion of a cautious aznd conservative
abpproach to the problem of possible speculation in the rising
markst.ﬁr_ The reaction of the profegegional investment
bueiness, se indicated by the remarks of the presidents of
the New York Btock Exchange and the American Stock Exchange,
wes less enthueiastic. Mr. K. Funston of the New York 3Stock
BExchange dlsavpproved of the rlse gince he did not agree that
margin buying was excescsive., He polinted out that as of the
end of November, 1954, money borrowed by individusls for
margin totaled 2.2 billion dollars which was less than 1.4
vpercent of the market value of a2ll stocks listed. Ie g2lso
compared this figure of £.2 billion dollars credit on secur-
itieeg with 29 billion dollars outetanding in consumer dreﬂit.
He further pcinted out that the ratio of the volume of

trading and the number of ghares listed on the New York Stock

F o1z,




ot

Exchange wae not excessive -- the turnover in 1954 being

19 percent as comnared to an average 16 percent turnover forp
the last eight yeare and an averaze 82 percent turnover for
the last 55 vears.jﬁp These statlstics tske adced welght when
it 1s ncted that the number of shares listed has more than
doubled in the last eight years. Mp. E.T. McComick of the
Amerlcan Stock Exchange also felt that the present use of
margin was neither hizh nor unhealthy.

Actually, the 10 percent increase in margin wae one
of the smallesgt changes in mMergin since the Federal Reserve
Board bezan regulating margin in 1934, and wes probably
baced on a congldepration of the rise 1n the total credit
extended for margin purchases. In January, 1954, totsal
credit extended amounted to $2,443,000,000 -- and at the end
of November, 1954, the figure was {3,203,000,000; a rise of
31 percent in ten months. Of theee flpures, 1n January, 1954
41,655,000,000 and $2,202,000,000 in 1lste November, 1954 re-
precented loansg to cusgtomers by brokers. So sharp a rise in
ten months indicated that action for slowing down thle rise
was necessary, though the government officials did not consider
that speculation was a major factor and thought that the mar-

ket rise was a reflection of general confidence by business

men .ﬁ
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The effect of the Board's action was gquickly seen
but not so easlly understood. On January 5, 1955 stock prices
began to fall and on Jznuary 6, the activity was so great
thet the stock ticker wae thirteen minutes behind the trans-
ectiong. The New York Times combined average fell 10,10 cepr
cent the fiprst dey and 4.58 percent the second day, and its
induetrial aversze fell 10.10 percent the first day and 7.44
percent the second dey. This reactlion vwasg deflnite and
noticable, and wves atfributed in great part to the rige in
margin requirement. But, it was polnted out that the change
in margin reculrements wae asplicable to new purchaseg of
gtock, not to margin malntensnce, since the Board, thourh it
heg the power to rezulate margin maintenance, has not done
so to thie point. BSince the change did not affect margin
malntenance, those people buying on margin had no necessity
for obtaining cash for "coverinz their margin" and cn this
baegisg the change in margin reguirements cannot be consldered
e direct influence on the market's activity during this
slump. MNany brokers felt that the margin change wae used as
an "excuse" rather than a "reseon" for the increased gelling
and thought that the underlying reason was attributable to the
reaction to a sixteen months long Bull market which had in-
creased 65 percent to November 1954 and then increaced 6.7

neprcent from November to January 5, 1955.%#
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The investment business, itsgelf, did not view the
breek 1n the market as foreboding and thought of it in terms
of a technical adjustment after a long rise?ié They were
satisfled that stocﬁ prices were not too hizh and that the
marlzet was following the national economy. Also, the pre-
gence of a thick cushlon brought about by institutlonal
buying wae considered a safeguard azainst a recurrence of
the 1229 crash. Fensgion funds and lansurance companies are
almoet forced to vuy monthly, and also colleges and private
foundations are consistent purchasers of stock. This ele-
ment was not present in 1929 and is coneidered to he =&
gstabilizing effect on the current market.

Following on the heels of the Federal Resepve
Board'es action cszume a survey by the New York Stock Exchange
on gtock transactions for two selected days, December 8, =and
December 15, 1954, 7%  On these two days, mergin busiuas;}_
on the New York Stock Exchange, exclusive of dealinls by -
brokers or membere of exchange, was 52.5 percent ¢f the total
businees. 76 percent of all the business wase fromzjhe
public (individuals and institutions) ané 69 percent of
thie public busineces cezme from outside llew York City. ZTFur-
chasges on margin by peovle in the $10,000 or bhetter income

bracket increased from 19.5 percent in 1952 to 32.7 percent

fé%ﬁ 5.
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of totsl volume and for those in the 35000 or less lncome
bracket, purchases on margin decreased to 2.8 percent of
totel volume from 3 perceant in 1952. Overall, the private
investor's transsctione rosge In the two year veriod from
4,3 perceant to 10.3 percent of a2ll exchange volume., His
shoprt term de2linge rose from 10.€ percent to 17.3 vercent
and hie long term dealings declined from 41.9 percent to
34.7 percent. Hls cash purchases declined from 65.5 percent
to 47.5 percent of aggregete volume while hie margin pur-
chases increased from 34.2 percent to 52.5 percent.ﬁé

This survey when conegidered in the light of the
market's reaction to the Federal Regerve Board's increzse
in margin requiremenfs leads to the followlng thoughts.
It ceemg avparent that the Board's action had a peycholog-
ical effect upon thet portion of the market which i1s the
moet unpredictable-- the individual investor-and the Board
was correct in its assumption that the increased margin
sctivity, though not out of proportion with incressed mar-
ket values, was beling motlivated by the indlividuel investor
seeking a quick profit through in-and-out trading (as
evidenced by the short sales percentagee). Since 69 per
cent of a2ll public buselness came from outside of New York

City, a comparison with the 1929 sltuation, when cnly

7= 36.
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€00 million dollars of the & billion dollar totel of out-
etanding broker's loens were advanced by Wew York interests,
ie evident and when the slump oan Jznuary 5, 1955 and the
followlng days cannot be explzined in terme of direct effect
of the Federal Reserve Board's_rulings, we may wonder at the
adequacy of informgtion which was conslidered before taking
actlon. Thle seeme further substantiated by the market

reaction duriang and following the inteprrogztions of the

il

Senate Banking and Currency Committee durinz Februa 'y and
March, 1655. The fact that the glump in January, 1955 wase
g0 swift following the government ruling may indicate a
cautlocus and wery publlec whose memory 1s not yet dimmed of
pacst memoriesg; and the fact that the speculative uprge seens
confined to the upner iancome brackets may be worthy of note.
The in-uiry by the Senate Banking and Currency Comuittee
into stock market activitlies conducted by Senator Fulbright
has produced some interesting results. Azaln, we find that
the stock market actitvity duriang the perlod of the lnguiry
hae been attributed to the effect of the incuiry on the vub-
lic mind. The market dilpped very sharply aad experlenced ite
woret decline in fifteen years.éé The inaulry hae been con-

sidered a brake on 2 rising market.ﬁz? Informatlion glecaned

£ 37,
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was startling in some instances especially in the dlscussion
of the promotion of uranium stocks. The possibility of
suggestions for future leglslation may be the result of thie
induiry. ©One writer expects proposels for more comnlete

dieclogure requirements for new lssues totaling less than

@
O
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$300,000 (which lssues are now exeupt from full reporting)
and for more complete recorting of the affszlrs of compznies
whoege issuee are traded on the over-the-counter merket.*L

The pregence of a speculative sztmosgphere in the
srecent mzrket ie evident when we consicder a comparisoan of
Standard & Foor's weellly indexes of the pricees of low price
common stoeck end hizh-grade common etoek.” 7~ It shows the
low crlce stock rising much faster than the hlgh-grade
gstock and intenslfying ite galns in the first wecks of 1955.
Also Moody's Survey stressed thles speculative tread --
"use of stocks merely as chips in a fast poker game, often
with borrowed funds, has been increasing, Jjudging from such
evidence as rising brokers' loane and fast tradlog activity."
Instances of thig "fast poker zeome" are seen in the followlag.
Genersl Dynamice Corp. closed durinz the firt week of Feb-
ruary 1955 gt 111.75 whlch was 53 perscent gbove the Jan-

usry '55 low. Cn Monday, Februsry 14, rumors of zan impending




merzer sent the price up to 121.50 and closed at 119.25, a

i

zain of &
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On Tuesday, February 15 the

1, then the company denied the merzer rumcre
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and the shares lost %12 before cloesing. Chance Vought Alr-
cralt, in the first week of February 1955 closed at 554,25
vhlch waes €1 percent sbove the Januery '55 low. From Monday
to Wednesday (Feb. 14 to 16) it rose toc 68 on the strenzth
of rumore of merger. On Wedneeday, the company denied the
runiors and the stock dropved to 61 -- off 7. 7

This t

f=te

ne ol especulstion 1s recent, within the

4

last few months of 1954 2nd the first cuarter of 1955. 1In
mid- 1954 lanvestment wae cautlous and conservative, This is
further supnorted by the feet that the rise in prices was
localized in the "blue-chip" stocks, the tried and true in-
veegtments; and the low-briced stocks were lazging behind in
the rise. Table IV 77 chows thet in 1953-54 ™blue ehip"
etocks rose thirty-five percent while low-priced stocks rose
on twenty-four percent, a phenomenon not previocusly ex-
perienced in 2 bull market.

To offget thie speculative urge in the ovrivate in-
vector we now find in the current mesrket & stabilizing in-
fluence not present in esrliepr markets. Zducational in-

gtlitutlons, pension funde, linsurance companles, invecstment

3l.
FEE~- Table IV - Compapison of Iercentace Rise in Stock Prices.
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fundg, philanthropic founcatione 2re now active tradere in
the market. Thelr investment pclicy 1s concervative with
the emphasle placed on protection of capitel and steady in-
come. They seek the "blue chip" securities with occasionel
excuprsions into the "pele blue chip" field but they do not
trade fopr acpreclatlion of caspltal. Another festure of thils
type of iInvector le that he will purcheee in lzrge lots
which may heve a tendency to stgbllize the market and may
influence the need of "special c-fferings"?’IE of blocks of
etock on the floor of the exchengze which are considered too
large to be readily absorbed in the regulsr market. The
precence of thege lnstitutionsl investors hae Lecome pro-
minent in the last few years, firset, because of the many
new investors of this type which have been organlized and
cecond, because of the general acceptance by this group of
stock ownership belng preferred over the traditional bond
holdinge. An indlcation of this preference i1g shown by
Table VI -"Share Holdinge of Institutions"”, where in the
gix year period from 1948 through 1954, five groupe of in-
stitutionel investors increased thelr stock holdings from
C.7 billion dollgrs to 17.3 dollars. Also = recent study#¥%ﬁ

found that instltutions held twenty percent or more of the

FZ£ Bee Taeble IX - Special Offerings on the Iew York
Stock Exchange.

7E#- 29, P. 98.



outetandiag common stock of New York State Elesctric, Illinois
Fowepr, Middle South Utilities, Cesboard Airline Railro=ad,
Amersda retroleum, Gulf Statee Utllitles and Wiesconsin
Electric Fower in addltion to owning fifteen nercent of the
shares of elghteen other corporations and at least ten ver-
cent of twenty-eight other compsnies. The entrance of thig
new tyoe, large scale, congervative investor intc the fileld
of gtock trading can produce two results. A4 concentration
on certalan lssues can produce a scarcity of shareg on the
marcket in these stocks which in turn would b1d up the price.
Thie mey have influenced the pegulte indlicated in Table IV-
"Comparison of Fercentage Rise in Stock Frices" where the
riese in crice in "Blue Chip" stocks excecds the ricse 1n low-
priced stocks in a2 rlsing bull market. The second result,
applying at least to the issues vreferrec, and perhaps to
the market as =z whole, i1g that the inetitutional investors
may produce =z slzable znd relstively stable market ®ince
purcheases would be large and gales would not be primarily
influenced by speculative consideratlons.

A stebilizing influence 1s present in today's
market which was not vresent twenty years ago. Table VII-
"Reported Stock Volume and Turnover of Listed Shares on
New York Stock Exchange" shows that for the perlod from
1934 to 1952 though the number of shares listed on January
firet hee mopre than doubled, the snnuzl turnover cf shares

has decreased from twenty-five percent to thirteen percent.
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Further indication of the rising influence of the
larze scale corporate investor is shown in Table VIII-
"Wew Securities Offered for Cach Salee in the United States".
This table compares private placement of securities which
muet be made with groups of well-financed indiwidual in-
vestors (see Excerpt from Prospectus of Gulf Interstate Gas
Gompanyfﬁ with the total of =211 offerings in a given year.
In 1943 private placements amounted tp eight-tenths of one
percent of all offerings and in 1952 they accounted for
just undepr Tifteen percent of =all offerings. In 1943 pri-
vate placements amo nted to Jjust under three hundred seventy-
two million dollars while in 1952 they totaled a little
more than four billion dollare, If large lanstitutional in-
vestore can =nccomcdate four billion dollars worth of
offerings in a single yezr, thelpr influence in the regulapr
trading cireclee must be important and of growlangz signifi-
cance in the trende of the market. The vresence of these
giant investopre 18 an influence upon the markets which 1s
recognlzed se presaging a change in investment operatlions,
Cne writer finds the influence =o sfrong as to note "a
change from a professional to an investment market with the
conseguent need for concentrating on merchaﬁdieing. The
development of investment companieé, end the siphoaning of

grest vools of funds and securities into these companles,

%ﬁ Table X.
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lnsurance companies, banks and pension vlans has resulted
lan the Ireezing of funde and securities, the lessening of
liguidity snd the development of greater selectivity in
the market, "7

Control of securities trading by the Securities
Exchenge Act of 1934 hae been effective and beneficisl to
both the investing public and the investment business with
respect to the salutary effecte of eliminating manipulative
vractices (and the corollsry advantage of codification
and uniformity of ethics and practices of the various
partieg concerned) and providing the coplous finsancial in-
formatlion and resultihg etatistical analysis and dlscussion
of the corporations issulng securities. The benefite of
credlt rsgulation are evident when used as a brace to re-
gtrala a pising bull market but the full effects are not
clecr Dceause of the relatively smsll perceatage of trsding
which ig transacted on credit. Fedepral leglelation was en-
gcted at =2 time and in é period of soclgl crisis when 1t was
intended to cure the weaknesgges of an investment mszrket
which was highly individualized and the "laprge" investor was,
in many cases, a single man. That legislatlon has been ad-
ministered over = period of twenty yeare in which the "large"
individual investor has decllined 1n importance and been
replaced by the institutionsl investor. The volume znd

traeding on the market hezs expanded in no leseg rapid

2t 14,
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e, fashion than the growth of the nation's population and
Zroes natlional product. The market technigues have changed
Juet ae the nation'e living habite have chanced in food and
clothing and suburben living. Ameprlcan economy has ex-
panded ané increscsed in s menner hardly imegineé when fed-
eral legiglation of securitles wae enzcted. And to the
extent that thie legislation has contributed to an orderly
and efficient gecurities market aselsting in the tesk of
investment nlaocement, 1t hae served a purpose and filled

~ need which 1s essentizl to the develooment of the nstion's

gconomy .
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TABLE I PART I

Merket Value and Volume of Sales Effected on Securitles Exchanges

(amounts in thousands)

For the 12 months ended December 31, 1952

) Aot

(1) "Stocks" include voting trust certificates, American

depositary receipts, zand certificates of deposit,

Total _Btocks (1) Bonds (2) Righte and Warrants
Market Market Number ol Prineipal Market Number of
Value Value : - Amount Value Units
i (dollars) (dollars) lars) (dollars) (dollars)

Registered exchanges A8 176365 17,827,782 626,922 899,125 59,221 104,601
American 1,305,301 1,273,902 111,519 28,647 11,465 6, 289
Foston 193,795 191,936 15 1,842 1,034
Chicago Board (3) (3) S=g e i
Cinelnnati 21,443 21,395 12 &1 43
Detroit 75,025 T4, 957 - 68 207
Loe Angelesg 181,097 180,735 —-— 362 460
Midwest 464 225 452,004 372 1,718 3,197
New Orleans 1,822 1,774 45 S W
New York 15,531,422 14,720,397 431 868, 447 41,534 89,741
Philadelphia-Baltimore 166,730 165, 322 ty 598 988 1,325
Fitteburg 25,825 25,825 —-—— o A
Salt Lalke 2,762 2,762 S ke g
Ban Francisco Mining 452 452 -——— ik, I
San Francisco Stock 202,043 199,912 810 1,203 2,305
Spokane 064 964 e ¥ SR
Washington 52459 53275 179 ) e

Exempted exchanges 7,626 T 472 170 ek A5
Colorado Springe i TS ey Los Py N
Honclulu 6,505 5,351 170 S LN
Richmond 559 559 -—— e . )
Wheeling 489 489 CUo g 0. N

(2) "Bondse" inelude mortgesge certificates and certificates |
of depoeit for bonde. U.ES. Government bonds not
included.

(3) $500 or less.

(4) 500 ghares or less.

Bource: Securities and Exchange Commisdsn
19th Annuzl Report, p. 143
Fiscal Year Ended June 30, 1953
U.S.Govermment Printing Office
Weshington, D.C.



TABLE I PART II

Market Value and Volume of Sales Effected on Securities Exchanges
(amounts in thousands
For the 6 monthe ended June 30, 1853

Sl

-

Total Stocks(1) Bonds (2) Rights and
Market Narket Number of ket érincipal ﬁaﬁﬁgf_"__ Ha§£%%%§ of
Value Value Shares Amount Value Units
(dollars) (dollars) (dollars) (dGollare)

Reglstered exchanges 9,767,721 9,323,121 352,261 496,504 19, 046 56, 999
American 666,130 650,141 61,004 19.565 0
Boston ok, 510 94,455 2,120 i s Litss
Chicago Eoard 4 4 (4) ! T o
Cincinnati 11,584 11,200 546 650 3 14
Detroit 41,461 41,435 2,006 = 6 ol
Los Angeles 87,616 87,538 5,500 oy 78 oo
Midwest 252,469 252, 206 8.045 65 198 1,054
e 8,396,635 7,569,576 251,628 - 22 i,
New York ; ’ s 79, 2 De 475,46 12,788 2
Fhiladelphia-Baltimore 90,619 90, 506 2,481 t 15? ’751 52’§§§
Pittsburg 14,388 14,388 542 1 el e s
Salt Lake TT4 TS 5,894 R M il
San Francisco Mining 202 202 2,615 5 g ol
San Francisco Stock 107,943 107,453 9,299 345 91 062
Bpokane 339 339 571 == s ' g i
Washington 2,259 2,070 92 153 15 194

Exempted exchanges 4,165 4,127 503 4 'S R
Colorado Springs 42 42 54 AW Lol 5. %
Honolulu 3y 535 2217 434 4] e A
Richmond 264 264 5 =5 o[ i Iy |
Wheeling 304 304 10 % o o S

(1) "Stocks" include voting trust certificates, American
depositary recelpts, and certificates of depoeit.

(2) "Bonds" include mortgege certificates and certificates ]
of deposit for bonds. U.S.Government Bonds not SISER  Bource: Securities and Exchange Commission

included. T 19th Annual Report, p.1l43

) #500 or lese. Fiscal Year Ended June 30, 1953

) 500 shares or less. U.2.Government Printing O0ffice

Washington, D.C.

(3
(4




TABLE II

Net Number and Amount of Securlties on All Exchanges

June 30, 1953

Stoclks Bonds (1)
Issues Shares Issues Frincipal
Amount*
Regictered 2651 3,904,577,424 1002 423,509,748, 966
Temporarlily
Exemnted from
Regietration 18 10,788, 390 7 60,848,000
Unlieted on
Reglstered
Exchanges 301 380,775, 734 63 420,430,698
Listed on
Exempted
Exchanges T 35,658,052 8 22,000,000
Unlicsted on
Exempted Exchangee 30 3,063,584 0 0
3077 4,334,0863,184 1089 24,013,027,65

(1) Number of bonds includes 7 with an avgregste 15,650, 2f0
pounde sterling and 1 of 24,046,600 Cuban pesoes principal
amount, which amounte are not shown in the dollar total.

Source: Securitles and Exchange Commieceion
19th Annual Recort, p. 144
Fisgcal Year Ended June 30, 1953
U.E.Government Frinting Office
Washington, D.C,



TABLE III

Trading Inveetizations of Fossible Manlpulative
Frocticee
(Uncertaken by the Securities anéd Exchenge Commission)

Figcel Year Fiscal Year Figcal Year
1951 1952 1955
"Julzzee"Formal "Julizzes" Formal "ulzzea"Formal
Inveesti- Investi- Inveegti-
zations agtions aatlions
fending, June 30
(beginaning of
fiscal year) T 11 113 10 116 10
Initialed durlng
fiscal year 144 e 139 2 81 4
Total to be
accounted for 221 13 gpg | 18 197 14
Cloeged cr com- '
pleted during
fiscal year 105 3 135 2 114 3
Changed to
formal during
fisecal vear B(A) e i — 4 —
Totel dis-
soeed of 108 3 136 2 118 7
Fendingz at end
of fiscal year 113 10 116 10 79 1

(L) 2 quizzes combined lato 1 formal investigation

Source: gSecurities and Exchange Commiselon
17th Anausl Report- Fiscel Year Endec June 30, 1951,
18th Annuel Report,Fisgcal Year Ended June 30, 1952,
12th Annual Report- Fiscal Year ded June 30, 1953,
U.5.Governuent Frinting Cffice,
Waehington, T.C.

T o
.
LIl B
i ) e



TABLE IV

Comparison of Fercentase Rise in Stock Frices

"Rlue Chip" Low-Friced
Stocks® Stocke®%

fercent Rige Percent Riese

1942-1G46 pige 129 434
1249-1951 rise Tl p 8 24

053-1054 prise

N
N
M
=

Dow-Jdonesg Industrials

Stendard & Foor's low-priced stocks

Bource: U.Z.Newe & Vorld Reqort - August 27, 1954 ‘
Vol. XVXVII, No. 9 "Bull Markets Everywhere,
Y¥ashiagton, D.T.
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TAPLE V

Number of Listeé Issues on New York Stock Exchanrce

Year Stocks Zonds Totel
Jenuary 1, 1934 1209 1568 2TTT
Jenuary 1, 1935 1187 1540 - o727
Januery 1, 1936 1125 1463 2548
Jenuary L, 1937 1212 1409 £521
Jenuery 1, 1932 12:9 1376 2635
Jenuspry 1, 1939 12 13283 2630
Jenuzry 1, 1940 ’233 13¢5 2628
Tanuary 1, 1941 1230 1295 2525
January 1, 1042 1232 1175 2405
Jenuary 1, 1943 1238 1136 2374
Jenuery 1, 104k 237 1096 2333
January 1, 1945 1259 1063 2322
January 1, 1946 1269 g82 225
January 1, 1947 1334 925 225¢
Januesy 1, 1048 1579 900 2279
Jenuary 1, 1949 1419 911 2330
January 1, 1950 1457 915 2372
Janaury 1, 1951 1472 9256 2398
Jenuary 1, 1952 1495 018 2413
Jenuary 1, 1953 1522 958 2480

ource: Wew York Stock Exchanze Year Took, 1953, p. 31.



TABLE VI

Shgreholdingze of Institutions

(ehown 1n billione of éollars)

AT Life Cthep Mutusl Investment Privaste Tdal
Yesyr Insurance Insursnce Savings Truste Feneion 5
Encé Companles Companiles SBanke Fundes Groups
1948 1.4 2.5 2 4.6 1.0 9.7
1249 1T 50 o2 4.8 1.1 1C.8
1750 241 3.4 2 e 4.9 1.5 11.9
-~ ~ = Fy b
1851 2,2 3.9 B LI 1.6 13.1
Las@ 2.4 4.3 o §.7 1.9 14.6
o > =
1954 2.9 4.9 <5 G.4 2.6 173
3
{E‘Dt .
Note: Zoth common and preferrec stocks included
Source: U.Z.Newe and Worlé Report - December 3, 1954

Vol. X¥XVII, No. 23 "Who'e Buving Stocks Now," b. 98
E] " ]
Weehlngton, D.C.



Renorted Btock

TASLE VII

Volume and Turnover of L

n New Yorlk Stock Exchanze

Year Shares phare Fercent
Licgted as of Volume Turnover
Januvary 1
1834 1,293,299,931 3 3 845, 53b 25
1935 1 303,4”1 O““ 1.635.75 29
1236 _,)1(,_47 652 406 046,86 37
1937 1,360,349,902 4C9,464 J?O 30
1938 1,412,002,738 297 456,722 2
1039 1,424 252, 359 252,029,599 18
1940 1,435,404,562 207,599,749 14
1941 1,454,761,737 170,603,671 2
1942 1,463295,?:1 125,685, 298 9
1943 1,470,522,630 278,741,765 19
1944 1,469,367,030 263,074,018 18
o45  1,492,277,716 377,563,575 24
1946 1,592,111,825 363,709,312 20
1047 1,771,399,168 253,623,894 14
1948 1,906,512,708 302,218,965 15
1649 2,-’}17,». ,879 h,coz 40: 135
1950 03,570 128 524,799,621 23
1951 2 ;f ,221,166 A43 504,076 18
1952 _,u 2“4 584 337,805,179 13
Source: New York Stock Exchange Year Book, 1953, p.33.



TABLE VIII

New Becurities Offered for Cesh Szle in the United States

(Estimatedé Gross Proceede in Thousands of dollaps)

Year All A1l FPrivaste IFlacement

Cfferings Frivate Fercentage of

Flgcements All Cfferinge
1943 44,518,166 571,861 0.8
1944 56,309,992 786,828 4
1945 54,711,881 1,021,690 o
1946 18,685,493 1,917,013 3
1047 19,940,927 2,235,480 2
19048 20,249,928 5,086,799 =
1242 21,110,068 2,502,296 9
1950 19,892,795 2,679,602 5
1951 21,264,507 3,414,691 5 -
1952 27 , 257,409 4,049,793 +e9
rce: Securities agnd Exchange Commission

19th Annusgl Report - Fiegcal Year Ended June 30,
r. 127 and o. 130,



Special Offeringe on the New York Stock Exchange

Numbe r Totel Maplet Value
Year of Bhares of Bhares

Cfferings Sold Sold
1942 T3 779,776 522,124,845
1043 62 1,017,562 29,541,245
194L 73 938,186 30,896, 428
1045 7O 875, 264 28,358,943
1946 2 290,226 10,346,610
1047 22 298, 235 8,632,879
1948 16 202,977 4,961,054
1949 25 452,485 10,282,616
1950 10 145,221 4,777,057
1951 25 299,443 10,428,874
1852 18 342,148 9,450,037

Source: New York Stock Exchange Year Book, 1953, p. 29.



TAELE X

Prospectus of: Gulf Interstate Gas Company

Excerpt: dated July 1, 1853

Bond Purchsgse Asreements

The Company has entered into Bond Furchase Agreements,
dated February 20, 1953, as amended, with twenty-instit-
utional investors for the purchase by them, at the prin-
¢ipal amount plus accrued interest, of an aggregate of
%96,000,000 principal smount of First Mortgage Fipe Line
“onds, 4 1/8 percent Series due October 1, 1974, as follows:

Neme Mgximum
Princlonal Amount

¥etronolitan Life Insursnce Compsny 48,000,000
New York Life Insursnce Company 16,002,000
John Hancock Mutusl Life Ineursnce Company 6,003,000
The Northwestern Mutual Life Insurance Compsny 5,000,000
Jd.f.Morgen & Co., Incorporated, Agent 3,000,000
The Lincoln Hationsl Life Insurance Company 2,500,000
Aetna Life Insursnce Compsay 2,000,000
Frovident Mutuel Life Insurence Company of

Fhiladelphla 2,000,000
Equitable Life Insurance Compnany of Iowa 1,500,000
The Guardian Life Insurance Company of

Amerlca 1,250,000
J.P. Morgan & Co., Incorporated aeg Trustee of

Various Fension Trusts 1,250,000
Continental Assurance Company 1,200,000
The Connecticut Mutusl Life Insursnce Company 1,000,000
Facific Mutual Life Insurance Company 1,000,000
Fhoenix Mutual Life Insurence Company 1,007,000
Teachers Insursnce and Annuity Ascoclation

of Americea 1,000,020
¥ale University 1,002,000
The Life Insurance Compeny of Virginila 750,000
The United Statecs Life Insurance Company in

the City of New York 300,000
Guzranty Trust Company of New York, Agent 250,000

96,000,000



