
2_ AUTHORIZING EXAMINATlON OF CONNECTICUT RIVER, MASS. 

had progressed in 11 northerly direct.ion. The high water of 1933 had 
a ,'ory disast.rous effect throughout, this entire area, 

Many fact.ories in Chieop€'e an' annually forcpel to close dL:ring thr 
period of time tluJ.t the flood waters seep into the basements, making it 
Lmpossible t,o pro,-idr lwat for the building-s, Hom€'s are floodl'Cj and 
it iR fl ('.ommon sight to sre farnilirs tra.veling in boats, with water w(>jj 
up to the doors of tll€'ir hOlllt's. This condition is a spriotls llWn!l('r to 
the g('nen>.! welfare of the people; tI1(' possibilitirs of ('piderni('~ !lnd 
illness are of grl:ut concern to the citizens, and thousauds of dollars 
a.re lost each Y('llr in property, stock, and industry. 

The follo",ing favorable repCl-t has been rc('ci,-eu from the WP~ 
Dr;~~f'trnp:nt on bill H.R. 8562_ 

WAR DEPARTME:-iT, April 11, l['S.~. 
Respel t.fully returllcd to thc Cn1l.U ,,,.,:: ('''''lllli:tce on FIllod ('ontrol, H"ll'C' 

of Representati ye~. 

Thi~ Depa.rtment is not aware of any object j(jll'; to the enaC'tlllc"i u; !i0U.-C 
bill no. 85fi2, "To provide for 1\ prC'iimiTlary examination or the COJlne('til'\l~ River, 
with a view to the C'ontro! of its floods and pI'('\'cntion of erosion of it:; I,all ks ill 
the :::itate of J\1a.soachusC'tts." 

GlOG. II. Dr:!t);, .sCcrfClH!I oj War, 

o 
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SECURITIES EXCHANGE BILL OF 1034
 

AI :t!L 27, ID3-1.-ComllJitted to tr:e Committee of the "'hole HOtl~e on the atate 
of the Lnion aud ordered to be printed 

\!r. RAYBl:U:-.:', from thr Committee on Interstate find Foreign COffi 
G 

mCI\':C, :'llbmitted the following 

REPORT 
fTo :h'C''lIJlPllll_'' lI.n !)T~31 

~ The C'ommitter on IntC'rstate and Foreign Commerce, to whom 
II liS rdrrred the hill m.ll. 932,3) to provide [or the reguLtion of Sl' ­

"!Irities exchanp's and of over-tbe-counter markets operating in 
:!!tcJ'stfite and foreign commerce and through the mails, to prnent 
:!H'qui tuble and unfair practices on slICh cxr!langes ant.! market~, and 
iiir other purposes, report favornbly thNeon without amendment 
fwd recommend that the bill do nass. 

1. TXTRODl:CTOR Y STATE:>lE"'T 

111E I'HI':SlDE:\T'S .\If:SSAGB A:>.D LETTER 

On February ~), 1934, the Pn'sill!-nt ser:t the fOllowing mrs~age to
( 'ongres<;: 
Tl the Cungr,'ss: 

!n my ml:6S8;:!C to you last March pr()rosing legislation for Federal supervision 
i f,ationai traffic in i!1vestment secllritit's r ,a;ri: "This is but one step in our 

k"ad purpo.'c of protecting if!\'estors and depositors. It should be followed by 
!t'£is]atioll relating to the better 6upcrvi>ion of the purchase and sale of all property 
i~' ,iit with on exchang~s." 

Th:s Congrl'SS has performed a useful service in regUJl\ting the invel'tment busi­
I't'~S 01; the part of financial bouses and in protecting the investhg public in its 
';('ollisition ()f securities. 

there remain!' the fact, ho""e\"('r, th::.t olltsirie ti,e ti(>lri of lcgitim!l.te investment 
"'lkel'! speculation has been mac!" far too alluring awl iar too easy for those who 
t"idd and for those who cuuJd not afTord to gamhle. 

Such sp::c:da,;un has run the'icale from the individual who has risked hi8 pay 
(-un'Jop or his meager savi!lgs 0n a marglU transaction invi)lving stocks with whose 
;r'" valui:.' h~ was wholly unfa!1li!iar, to the pool of individuals or corporations with 
~flrg" resources, oftc!1 not their own, whiC'h sought hy manipulation to raise or 
k'!,f('<;'; market quotations far out of line ,\-ith reason, all of this resulting in 1088 

tu thc average investor, who i::J of necessity personally uninformed.'* 4-28-34 
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The ~changesin ma~ pam of the country which deal in securities and com· 
iIlodities condulIt, of course, A national business because their customers live in 
e,·e.ry·PlU't of the country. The managers of these exchanges have, it is true.
often taken 'steps to correct certain obvious abuses. We must be certain that 
..b\llleB .,l\.I'(l Wnlinated aud to this end a broad policy of national regulation is 
required.
It is my belief that exchanges for dealing in securities and commodities are 

ne.:-~i'y aud 'Of definite value to our cOlnIDercial and agricultural life.· Never­
theless, it sh'Ould be our national policy to restrict, as far as possible, the use of 
these exchanges {or purely J>peculative operations. 

I therefore recoIUmend to theCongreas the enactment of legislation providing 
for the regulation by the Federal Government of the operations of exchanges 
dealing in securitiet'l and commodities for the proteetion of investors, for the safe· 
guarding of values, and, so far as it may be possible, for the elimination of unneces­
sary, unwise, and d&,truct.ive speculation. 

FRANKLIN D. ROOSEVELT. 
Tn WHITE HOUSE, Febr'lJ4ry 9, 1934. 
On March 26, 1934t the President sent the following letter to the 

chairman of this committee: 
THE WHITE HOUSE, 

WlUhingwn, March !e6, 1934. 
Bon. SAM RAYBURN, 

Chairman Interstate and Foreign Commerce,
 
House of Representatives.
 

My DEAR MR. CHAIRMAN: Before I leave Washington for a few days holiday,
I want to write you about a matter which gives me some concern. 

On February 9, 1934, I sent to the CongreSll a special message asking for Federal 
supervision of national traffic in securities. 

It has come t.o my attention that a more definite and more highly organized 
drive is being made against effective legislation to this end than against any 
similar recommendation made by me during the past year. Letters and telegrams 
bearin~aU the earmarks of origin at some common source are pouring in to the 
White House and the Congress. 

The people of this country are, in overwhelming majority, fully aware of the 
fact that unregulated speculation in sccurid('s Il.nd in commodities was one of the 
most important contributing fa.ctors in the artificial and unwarranted "boom" 
which had so much to do with the terrible conditions of the years following 1929. 

I have becn definitely committed to definite regulation of exchanges which deal 
in securities and commodities. In my message I stated, "it should be our national 
policy to restrict, as far as possible, the use of these exchanges for purely specula­
tive operations."

I am certail1 that the country as a whole will not be satisfied \"i.h legislation 
unless such legblation has teeth in it. The two principal objectives are, as I 
see it-

First, the requirement of what is known as margins so high that speculation, 
even as it exists today, will of necessity be drastically curtailed; and 

Second, that the Government be given such definite powers of supervision over 
exchanges that the Government itself will be able to correct abuses which may 
arise in the future. 

We must, of course, prevent insofar as possible manipulation of prices to the 
detriment of actual investors, but at the same time we must eliminate unnecessary, 
unwise, and destructive speculation.

The bill, as shown to me this afternoon by Senator Fletcher, seems to meet the 
minimum requirements. I do not see how any of us could afford to have it 
weakened in any shape, manner, or form. 

Very sincerely. 
FRA~ KLIN p. ROOSEVELT. 

THE GENERAL PURPOSES OF THE :BILL 

To reach the causes of the "unne~~ssary, unwise, and destructive 
speculation" condemned by the President's message, this bill seeks 
to regulate the stock exchanges and the relationships of the investing 
public to corporations which invite public investment by listing on 
i;>uch exch~es. . . 
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The bill is conceived in a spirit of the truest conservatism. It 
attempts ~o change the 'practices of e~cha~es and ~he relationships
between listed corporations and the mvestmg public to fit modern 
conditions, for the very purpose that they may endure as essential. 
elements of our economic system. The lesson of 1921-29 is that 
without changes they cannot endure. 

The bill is not flo moral pose or a ven~eful striking back at brokers 
for the losses which nearly the entire Nation has suffered in the l~t 
5 years. Nor is its purpose or effect to regiment business in any way. 
It is simply an earnest attempt to make belated intelligent adjust­
ments, long required by changing conditions, in a faulty system of 
distributing shares in cor{>orate enterprise among the n;lblic-asystem 
which from the coldly obJective viewpoint of the welfare of a conserv­
ative public simply has not worked. The out-of-date unsuita.bility to 
post-war conditlOns of a whole series of economic interrelationships of 'f.\> 
which the stock exchanges are the nerve center has uncontrollably 
a.ccentuated natural moderate fluctuations of our economic system
into mad booms and terrible depressions. And such booms and 
depressions constitute a more real danger to the stability of a moder­
ate, honest, individualistic state than all the unsound theories in the 
world. This bill seeks to save, not destroy, stock markets and busi­
ness, by making necessary changes in time. . 

The fundamental fact behind the necessity for this bill is that the 
leaders of private business, whether because of inertia, pressure of 
vested interests, lack of organization, or otherwise, have not since the 
war been able to act to protect themselves by compelling a continuous 
and orderly program of change in methods and standards of doing 
business to match the degree to which the economic system has itself 
been constantly changing-changing in the proportion of the wealth 
of the Nation illvested in liquid corporate securities traded in on the 
stock exchanges, changing in the relationship of the distribution of 
securities and the trading. in securities to the balanced utilization of 
the Nation's credit resources in the financing of agriculture, commerce, 
and industry. The repetition in the summer 01 1933 of the blindness 
and abuses of 1929 has convinced a patient public that enlightened 
self-interest in private leadership is not sufficiently powerful to effect 
the necessary changes alone-that private leadership seeking to 
make changes must be given Government help and protection. 

Since the war the interest of the public at large in the ownership 
of corporate enterprise has grown bigger, the size of the corporate 
unit has increased, the diffusion of corporate ownership has widened 
a.ll correlatively. Not only is nearly one half of the entire nation;f 
wealth of the country represented by corpora~ stocks and corpo­
rat.e and Government bonds, but nearly one half of that corporate 
wealth is vested in the 200 largest nonbanking corporations which, 
piercing the thin veil of the holding company and disregarding a 
relatively few notable exceptions, are owned in each case by thousands 
of investors and are controlled by those owning only a very small 
proportion of the corporate stock. Ownership and control are in most 
cases largely divorced. It is estima.ted that more than 10,000,000 
individual men and women in the United States are the direct pos­
sessors of stocks and bonds; that over one fifth of all the corporate 
stock outstanding in the country is held by individuals with net 
incomes of less than $5,000 a year. Over 15,000,000 individuals hold 
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insUl'~ policies, the -value of whie,h is dependent upon th~ securitJ 
holdingaofmsuraDce cottrpanies. Over 13,000,000 men and women 
ha'V~ $Vingsaceounts in mutual savings banks and at least 25,000,000 
havf)d,~poaitsin national and State banks 'and trusteompames-­
wl»~'l(:~in turn large holders of eOJ:porate stocks and bonds. 
,_~~"tlda,~rowthin s~ctlcity oWDers!up. by the public, thesecurit;y 
m:arl(~~ 'b,av~grown prop91'tionately lU Importance. Two hundred 
liVid thfr~,.,~even million ~orporate shares were sold on the New York 
Stock Exc,hange in 1923; despite the depression 654,000,000 shares 
W6;rtl !$Old m 1'933. 

WIth 8ucheon.centration of national wealth in the form of liquid
oorpol'ate securi:ties the economic machinery- of the whole country is 
nowaffe,cted by, and is organized primarily to serve, security markets 
which are as sensitive as it hair trigger. A magnificently organized 
lending machinery- which operates by wire, can, with a.n offer of call­
10M safety and 1 percent higher interest, draw funds from local banks 
which would otherwise seek moderate investment in local business 
e~te-ryris~, to finance the pool of a far-away metropo!i~an speculator 
di$tributmg through the stock exchanges .the secunties of a huge 
eorporate merger designed ultimately to swallow and destroy local 
enterprise. And there is a demonstrable direct relll.tionship between 
easy credit for the purchase of new securities in the stock market and 
the trend toward industrial monopolies so accentuated since the war. 

A rise in the security markets stimulates economic activity in all 
lines of business, a fall in the market precipitates a decline. If the 
rise in the market is occasioned by an excessive use of credit, Ii decline 
in the market loosens a process of deflation which feeds on itself and 
ruins not only security prices but all business as well. Betw3Efn 1922 
and 1929 brokers' loans increased from l}~ billion dollars to 8X billion 
dollars. Five billion dollars of this increase took place in 3 years, 
1M billion dollars in the last 3 months. In the crash of 1929 the same 
loans declined 3 billion dollars in the fust 10 d~ys and 8 billion dollars 
in the next 3 years. These figures alone will enable the economic 
historian of the future to describe the unhealthy prosperity of 1929 
snd the inevitable grief and suffering that followed in the succeeding 
years-grief and suffe~ that overwhelmed and carried away not 
merely the speculative gams of those who participated in the specula­
tive debau<lh, not merely the savings of the most frugal and most 
thrifty invested in securities, hut eventually the operating profits of 
eve~ business in the country no matter how unrelated to stock 
exchanges. 

All through these years the machinery of the stock exchanges and 
of corporate management have only grown bigger without growing 
different. But this si~cant growtlf in size an~ importan~ of the 
exchanges and the buslUess they do With the puhlic has necessitated a 
real difierence in kind in the treatment of that public by the law and 
by busin~ss ethics. Stock ex~anges which han41e the.distribution 
and tra~ng of a very substantial l?art of the e!ltTre national wealth 
snd which have developed a technique of sucking funds from every 
corner of the country cannot operate under the same traditions and 
practices as pre-war stock exchanges which handled substantially 
only the transactions of professional investors and speculators. And 
standards of corporate management adequate to inspire investor 
confidence in the 'Ccaveat stockholder" era of closely held stock­
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holder-managedcompsnies eannot be stably llerpetuated in an: era 
where on~' company boasts over 700,000 stOckholders, and 200 cor" 
porations control one half the corporate wealth of the country. 

If investor confidence is to come back to the benefit ofexehanges 
and ?OrpOfStiOns ~e, t~e law must ad,:,anc~. .AS a compl.ex so~iety. 
so diffuses and Oifferentiates the financial mterests of the ordinary 
citizen that he has to trust others a.nd cannot personally watch 
the managers of "all his interests as one horse trader watches an­
other, it becomes a condition of the very stability of that society 
that its rules of law and of business practice recognize and protect 
that ordinary citizen's dependent position. Unless constant exten­
sion of the legal conception of a fiduciary relationship---a guarantee 
of "straight shooting"-suppol'ts the constant extension of mutual 
confidence which is the foundation of a mat~ and complicated 
economic system, easy liquidity of the resources m which wealth is 
invested is s danger rather than a prop to the stability of that system. 
When everything everyone owns can be sold at once, there must be 
confidence not to sell. Just in proportion as it becomes more liquid 
and complicated, an economic system must become more moderate, 
more honest, and more justifiably self-trustin~. 

When corporations were small, when therr managers were inti ­
mately acquainted with their owners and when the interests of 
management and ownership were substantially identical, conditions 
did ndt require the regulation of security markers. Even those who in 
former days managed great corporations were by reason of their 
personal contacts with their shareholders constantly aware of their 
responsibilities. But as management hecame divorced from owner­
ship and came under the control of banking groups, men forgot that 
they were dealing with the savings of men and the making of profits 
became an impersonal thing. When men do not know the victims 
of their aggression they are not always conscious of their Wl'ongs. 
President Wilson showed a keen prophetic sense when he stated: 

Society cannot afford to have individuals wield the power of thouBands with­
out personal responsibility. It cannot afford to let its strongest men be the only 
men who are inaccessible to the law. Modern democratic society, in pamlJuIBr,
cannot afford to constitute its economic undertakings upon the monarchial or 
aristrocratic principle and adopt the fiction that the kings and great men thuB set 
up can do no wrong which will make them personally amenable to the law which 
restrains smaller men; that their kingdom, not themselves, must suffer Cor their 
blindness, their follies, and their tranBgressions of right, 

II. GENERAL ANALYSIS OF THE BILL 

ITS SCOPE AND 'CONSTITUTIONALITY 

The causes of dangerous speculation in the securities markets go
 
far deeper than defects and abuses in stock-exchange machiner,Y
 
alone. They include inadequate central control of a national credit
 
system that too easily provides for speculation funds which the na­

tional welfare much more requires in local commerce, industry, and
 
agriculture. They include inadequate corporate reporting which keeps
 
in ignorance of necessary fac.tors for intelligent judgment of the values
 
of securities a public continually solicited to buy such securities hythe
 
sheer advertismg value of listing. They include exploitation 01 that
 
ignorance by self-perpetuating managements in possession of inside
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inf'orma.1J<m. Speculatio~l n:umiplJ,1a.~()n, ff',ubycredit control, in­
'feswt&',,'po,'"ranee,' ;,a.nd ~'~,~ ',Of,' truet ret,atioll$hips by thos,e whom 
the ll!-w,~()uldr~MdIl8fiduciaries, 'ar~a1l asiqgle seatnless web. ' No 
on.e:of th~ evilS cnn be isQla.ted for tmreof itself alone. A stock. 
mat~e,t· J)ool; ,f()1' instance, is only anefiect and not a cause ; the ma­
~p.ul#itQr,aSh:eU-~e 8.ftis~wh() COO live only boy following the coun,ty 
fl\UlofWo;easy ;crec:Ut 'and 19J1OXIUlOO. . 
,,A bUl.$eek!ng ~tfeetiveJy to control and ret,~&te the securities 
m~keu;thwefore necessarily covers a wid,e field-necessarily touches 

.\;" 

,s lnQrethana !',ew willful~pec,i;dators of Wfl,~l ~treet, neces~arily calls i~r
 
the .cooperationof the WldespJ:'.ea.d ecQnOIll1C mterests which the secun­


~.: ti$market afi'ecu;. Business which was engulfed lmd nearly destroyed
 
by the sJ)(lCula.tions of 1929 has its contribution to make in the form of
 

[~~ fair and ,informing reports. Banks whose assets were carried away in
 
IQans based upon values inflated by reckless 5peculation must co­

op~rate in permitting coordi;na,ted control of the ~elica,te credit system
 
which has been left to the1l' managern.ent despIte the fact that the
 
Nation has had to e~end billions of dolla.rs to insure their SQlvency.
 

The factual situation which mflkes the legislation necessary is set
 
fO,.rth in section ,2. These recitaJ.sof Iact:th.e use of the, secur,ity mar­

ketaas interstate markets in which own~rship pass~ from residents of
 
one State to those of ~other; the constant use of the postal facilities
 
fQr the eonduct of these marketa; the abundant ltee of the credit facili­

ties of national banks and of member banb olthe Federal Reserve
 
System; the effect of security prices upon tr8JlSactions in interstate
 
commerce, upon bank: loans, upon ta.xes and l.1pon credit available for
 
trade, transportation, Md industry-are common knowledge not only
 
among economists but among bankers and business men ev~here.
 
This legislation is not an attempt to reach out and correct the morals
 
of the citizens of anyone State; it is an attempt to deal with very
 
vital economic problems going to the root of the functioning of our
 
national .credit system. 

The constitutIOnal significance of the wide delegation of powers to 
the Federal Reserve Board and to the Federal Trade Cotnmission, 
which would administer the act, has been considered with particular 
eare-and the delegation made only with the indication of such maxi­
mum standflJ'ds for discretion as, in the considered judgment of the 
Comriri.tbee,.the techni~a1 c~aracter of ~he 'pro~lems to be dealt with 
would pernut. The bill legIslates specifica.l1y Just as far as the Com­
mittee feels it can. The original bill submitted to the Committee 
dealt very specifically and definitely "'ith a number of admitted 
abuses. In many cases, however, the ~ment was made that while 
the solutions offered nright be correct, theu effects were so far-reaching 
as to make it inadvisable tlO put these solutions in the form of statutory 
enactments that could not be changed in case of need without Congres­
siona.!. action. Representatives of the stock exchanges constantly 
urged a greater degree of flexibility in the statute and insisted that 
the complicated nature of the problems justified leaving much greater 
latitude of discretion with the administrative agencies than WQuld 
otherwise be the case. It is for that reason that the bill in dealing 
with a number of difficult problems singles out these problems as 
matters appropriate to be subject to restrictive rules and regulations, 
but leaves to the administrative agencies the determination of the 
most appropriate fOIm of rule or l-egulation to be enforced. In a 
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field where practices constantly vary and where practices legitimate 
for some Plll'Poses may be tumed to illegitimate and fraudulent 

. means, broad discretionary powers in the administrative agency have 
been found practica.lly essential, des{lite the desire of the Committee 
to limit the discre(.ion of the administrative agencies so far as com­
patible with workable l~ation. It has been represented that the 
pleas of the representatives of the stock exchanges fOr the vesting 
of broad discretionary powers in the administrative agencies have 
been made with a view to subjecting the bill to constitutional attack 
at a later date. The Committee has, however taken the pleas 
in good faith believing that the nature of the l~ation is such as to 
justify within constitutional limitations that measure of flexibility 
required in dealing with so intricate a subject matter. 

ORGANIZA.TION OF BILL 

The chief provisions of the bill may be grouped under she headings: 
(a) control of credits; (b) control of manipulative practices; {c) 
provision of adequate and honest reports to secwi.ties holders hy 
registered corporations; (d) control of unfair practices of corporate 
insiders; (e) control of exchanges and over-the-counter markets; (j) 
administration. 

CONTROL OF CREDITS 

The underlying theory of the bill with respect to control of credit 
is as follows: 

(1) Without adequate control the too strong attraction of a specu­
lative stock market for credit prevents a balanced utiliza.tion of the 
Nation's credit resources in commerce, industry, and agriculture; 

(2) To effect such better balance all speculative credit should be tsubjected to the central control of toe Federal Reserve Board as tl:ie 
most e!perien~ed and best equipped credit agency of the Government. 

(3) To achieve that control the Federal Reserve Board should be 
vested with the most effectual and direct power over Bpeculative 
credit, i.e., the power to control margins on the actual ultimate 
speculative lolIDS themselv~s. • 

(4) Both for the direction and the protection of the Federal Reserve 
:Board in the administration of flexible powers, Congress should offer
the Board some definite margin standlJi.rd to indicate the judgment 
of Congress that the amount of credit previously routed through the 
stock markets has been excessive and to indicate the approximate 
proportion in which such amount should be reduced. 

To accomplish these purposes, sections 6 and 7 of the bill_gives the 
Federal Reserve Board power to control speculative credit. The prob­
lem of control has been approached from several directions because of 
the certainty that no purpose of the bill·will be more tempting to 
evasion. Borrowings by lirokers to :finance their customers are con­
fined to borrowings from or through member banks of the Federal 
Reserve Slstem or t~ose nonmember banks which ~pply for a lice~se 
from the Board. WIth respect to loans to the ultimate specu1at~ 
customer, the Board is substantially given power by roles and regula­
tions to fix margins on (a) all loans on securities from brokers to 
customers, and (b) loans from banks and others to customers made 
on equity securities and to carry or purchase securities. For the 

H.Reptli., is-2. voL 3--1Q 
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'pu~~ of-;guidblgtmdproi:e<lting the Bi>ard.trott:l undue specula:tiv~ 
p;~~lU'eb1the~~e~ of.its diseretio,n,the bill .in?lud.es as it sta~dard 
fo'ttn'e, ~les .~d ~ations of the BOlU'd a lUnitatlon of credit on 
tQ,~' Wtiie:l~~~·()t lOal$t() 5'5 ,l>01"~ntof theeurrent m81'bt prioo 
otti~~';~ti1iti~'()fr~1'6dll;Sconllt(;ral, Or' 100 pe~toftbe lowest
 

.....• ., ..• ~ ~i t.hep~dedil!g 3yea1'!ih wmcheveris the greater.
 
.. ...... ,any cQn.~vable deO:ationfUY effects upo~ presently exist·
 

.~. i~O~ ()fi '$OOm1UesJ aU .sueh lo.ans!. ;end rene~alsand ~xtengions

tRllte0f, are~emptfroJll the application of section 6 until January
 
1l '1939. 

Th,~ main purpose of these maxgin provisions in section 6 is not to
 
mW'e~etb:e sldetyof seclll'itY.: lo~ tor lenders. Banks and brokers
 
notnlaUy requireslifficientcoUateral to make themselves safe without
 
the help of ll\w. Nor is the main ]>lU'pose even protection of the small
 
s:p~ulator. b:,r making it impossi~le .for ~to spread himself too
 
~~Y7althoughsuch a result will be achieved as a. byproduct of
 
tli~ttul.1n ,purpose.


The ma.m purpose is to give a Government credit agency an effective
 
1l)¢tboo til reducing the aggr~a.teamount of the nation's credit
 
r.esourees which ca.n be directoo.byspeculation into the stock market
 
and but of other more desirable uses of commerce and industry-to
 
prevent a recurrence of the pre-crash situation where funds which
 
would otherwise have been available at normal interest rates for uses
 
of local commer~eJ industry, and agriculture, were drained by far
 
~her rates into security loans ana the New York call market.
 
IncreflSing margins-Le.,. decreasing the amounts which brokers or
 
banks may lend for the speculative purooaseand caI'I'Yi!lg of stocks-is
 
the most direct and the most effective m.ethod of discouragirig an
 
abnonnalattraction of funds into the stock market.
 

When margins are discussed with this main purpose in mind
 
d,iJierences between the collateral value of gilt.edged bonds and specu­

lative stocks, the credit.worthiness of p'articull1r borrowers and
 
Siroilar considerations which have been urged. as reasons why each loan
 
sholl1d be treated as a particular problem in itself-considerations
 
wbich affect not a general national creditpolic)7, but only the safety
 
ofa particular stock transaction from the standpoint of a particular
 
lender and particular borrower-are unimportant.
 

Section 6 empowers the Federal Reserve Board to prescribe mar­

gins for both brokers and banks on securities registered on exchanges
 
licensed under the bill (hereinafter referred to as registered seclll'i·
 
ties)-both for the initial opening and for the maintenance or carry·
 
ing of accounts. The Board is given complete legal authority to fix
 
m~ at any- point. But a standard is included in the bill as an
 
~dication by Congress to the Board that from the standpoint of a
 
general policy of utilization of national credit resources, the Board
 
should control the credit available to the stock market to an amount
 
roughly conesponding to such standard.
 

To protect margin requirements from evasion brokers may lend 
o.n1.y on listed sec.unties excepting exempted. securities. Banks are
 
subject to margin limitations orilr on loans on registered equity
 
~ctmties in C8$S where the loan IS sought for the purpose of pur­

~lIasing or carrying securities. The Bow is not reqUired to fix
 
qle some margins for banks as for brokers and is given a free hand in

fiXing: margins for maintenance as distinguished from margins for
 
the initial opening of accounts.
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It has seemed necessary to empower the Board to fix m~ for 
banks as weHas for brokers (a) to pr.ev.ent eV8Sl.·on o.hes.mctioM on 

. brok;ers' m.s through loans by banks; (b) to increase the powers 
oftha Boa:rd over speoulative loans by its member banks; ana .(c) 
to give. t~e Board an effective.·power (.l.·t has no powers at pre8CIlt) over 
speculatlve loans by nonmember banks. 

The margin standard in Section 6 ha,<; been e~res8ed as a per­
centage ~f market val~e which :may be .lent hpon secu:riti~ t'at~er 
than of tne amount which the cltStomer 1S reqUIred to depOSit at the 
time of his purchase. The basic loan value provided by the'standard 
for the initial opening of an account is 55 percent of market value of 
the securities lent upon, i.e., from the standpoint of what the eus­
tomer must "put up", a 45-percent margin. This standard is not 
indicated for the purposes of maintenance of the account. The. 55· 
percent loan value indicated would govern in the long run of a. ~ 
market. But to afford easier margins for the present market and fQr 
a possible future declining market a more favorable alternative 
standard is indicated in Section 6 (a) (2), which, by ilie finding of 
Standard Statistics Service, would operate to permit, at the present 
time, an average initial loan value of 65}1; percent of market value on 
the stocks now listed on the New York Stock E.~change, or, from the 
customer's .point of view, a m~ of only 34~ .l?ereent. 

Under this alternative standard, the margin IS only 25 percent in 
the ca~e of a security that is se~ a~ not mor~ th~n 33~ peree~t 
abov:e Its 3.year lo~. As the secUl'l;ty mcreases. m pnce the ma~ 
reqmred gradually merenses proportIOnately until, when the secunty 
has reached a price that is more than 80 percent above its 3-year low, 
a margin of 45 percent is required. This flexible margin standard 
permits a relatively low margm in the case of stable securities such 
as bonds, while it requires a higher margin in the case of volatile 
securities after they have risen substantially in market price. Since 
the margin increases as the price of the security rises, pyramiding on 
paper profits is made difficult. 

SectIOn 6 seems to furnish a very.practical program of controlling 
the .volume of stock·market credit, SInce it embodies a combination 
of a. basic formula, initially setting minimum margins, with a more 
general discretionary administrative control, which should be based on . 
the total amount of credit outstanding, the level of stock prices, the 
phase of the business and financial cycle, and so forth. Between the 
time when changes are ma.de by the Federal Reserve Board, margin 
requirements would be automatically raised or lowered by the move­
ments of stock prices. Such a self-adjusting mechanism would prob­
ably function better, in actual practice, thBJ) any system wherein 
margin requirements are changed only by deliberate action of the 
Board and remain unadjusted except when the Board takes Buch 
action. 

The 55-percent standard eJtpressed in the statut.e is, however, so 
deliberately over-lenient for the purpose of encouraging the market,s 
at this particular point in the recovery program, that the Board in 
exercising its discretion would be .expected to lower this 55-percent 
figure considerably after the market reaches more normal levels. 
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,tq the ~QltitndeQfblv~tprs the nt~tennnce of fair $1l4 
,". ·.~~~~p~~ti:ve._'pl;~ti~o! tl1l \intis on nati9nal 
;9~~" "The,bill,$~ .t9glv~ to mV~~t$ nt$Xkets 
,& beestabli'Sh~(lbY ,the W;l,e Jmdhon.~t ba1an~g of 
,.:~(l ~~ in.ve$tm~t$l1JlPly. In.v~toJ'8 lU"e b~ to 
·tu~ ~thpu~fe$~@\t.13utwa$h$aI~and matched 

g,ence$ des~~f,<) ~tMt& a. mW~ appearance 
,Wi~ • vie,;w to $l~ei1J~ the unw~ into the market ~n 

,pe of qw.ek g~ ~ def?ni~lyprohiblted.Fa.lse a.nd IIllS­
~~,~qmg 8~tementsq~on:ed to Induce Investors to buy when the!
aliQiiia ,sell '&ndto sell when theyshoutd buy are also outlawed and 
~'al,ir;~d. 
~tth~most~ubtle manipulating device eJnployed in the aecurity 

~!¢JtetaJs.not ~p~y .the crude .furm of a W;a.$h sale or a .matched 
~~. ~t Ja \;he C~lOU8 mar~ up of. pnces to makemvestors 
b~evetha.t there 18 a. constantly 1ncl"~ demand for I!ltoeks at 
~b~r ,pnces., ortbl\; CQ~cioU$ ;marking down. of stocb to m~ke 
mtesJiQrs believe~t&n mere~ number of lnvestors are se1Jizlg 
~, priees t~de. LegitiInate investors deaire to buy at as low a 
pri~ u possible and toseU at ~ high a price as possible. and honest 
matk!etaare made by the balancing of investment dem.&nd and-invest­
$.~t :supply. 
The~visions concerning manipulative Pl'actices have been drawn 

~ light of the results of the recent investigation conduct.ed by the 
Senate Committee on Banking and Currency. Despite all the talk 
9fgood pools and bad llools~ no evidence has been suhmitted tQ this 
Committee tha,t wo~d Justify the reco~t!on of a good stock-market 
~l.As the Twentieth Century Fund in its recent report on "Stock-
Market Control" atates- ' 

Asa matter of fact, any pool which seeks to brin§ about a change in the price
ofa security through manipulation is .. iUegitima'te' according to our definition, 
in.asmuch as it thereby lessens the efficiency of an exchange in the performance 
of those functions which, as we indicated. are the only justification for its 
existence. 

If the pool to urig"or "jiggle" the market is wrong, it necessa­
rily follows tha.t the market must be purged of reports about activities 
for the unse" or operations for the ·'decline." If brokers and other 
interested persons are permitted to spread through brokerage and 
pUbli,city channels constant, reports regarding such activities, it is 
doubtful whether stimulated activity would not accomplish much 
the same effect a.~ is accol1!Plished by the direct mark-up or mark­
down prices bv the pool. For that reason the circulation of reports 
of market operations conducted for a rise or for a decline is prohibited. 

The evidence as to the value' of pegging and stabilizing operations, 
particularly in relation to new: issues,. is far from c,oncllli!ive. While 
abuses are undoubtedly assocmted With such mampulatlon, because 
of the desire of the Committee to proceed cautiou$ly such operations 
have not been forbidden altogether, but have been subjected to such 
control as the administrative commission may find necessary in the 
puhlic interest or for the protection of investors. 
, The granting of options to poo~ and. syndicate~ has been found 
;to be at the bottom of most mawpulative operatIOns, because the 

$JKl~ ~iXoHA:1fGI'· BiLL 0*; i~;&1. til 
granting ,of ~hese o~ti!>ns permits lar~~e.mlQlipuIa.ti~!lS to be 
condu~ted WIth a ~um of fin!\~Cla\ ~kto th~ ~antpulat()t$. 

, The bill, th~ref~ret gtye.:l the ad~~trati!e co1XlllUSSlon P()~~);' to
rewfla.te. ~ea~m option.s or trading m options. ~e co!WMtion of 
pool actiVity Wi:th the optl,on has recently been recognIZed ill the rules 
of the New YorK Stock Exehange. As it is not alwa~ e8$y' to trace 
and. prove !D-anipulative activity" it is necessary to rid .t~e. mark~t of 
deV;lce5 which commonly accomp~y or cloak these actintleB. Short 
selling and stop-loss. or.derst which have been the S()~ f}f, Inl!ch 
abuse, are brought Within the regulatory power of the administrative 
commission. 

'-rhere is plenty of room for legitin;1ate $peculation in the ~ale:ncing 
of Investment qemand and ~upp~y, ~ the shrewd prognostica~on of 
future trenQs and econonnc directions; but the ~ntuation of 
temporuy fluctuations and the deliberate introduction ola mob 
psychology into the $peeulative maJ'keUi by the fanfare of organized 
ma~pulation m~acethe !'J'U6 functioniJ?g of the ~xc~es, upon 
which the econODllc well-bemg of the whole country dependS. 

To make effective the prohibitions against manipulation civil 
redress is ~ven to those able to prove actual damages from any of 
the prohibIted practices. 

PROVISION OF ADEQUATE AND HONEST REPORTS TO.SECURITlF.S
 
HOLDERS BY REGISTERED cORPORATIONS
 

No investor, no speculator, can safely buy and sell secu....ities upon 
the exchanges without having an intelligent basis for forming his 
judgment as to the value of the securities he buys or sells. The idee. 
of a free and open public market is built upon ,the t,hoo,ry that com­
peting judgments of buyers and sellers as to the fair price of a security 
b~O'S about a situation where the market price reflects as neatly Q:S 
pOSSible a just price. Just as artm.cial manip':Jlation tends to u,pset 
the true function of an open market, so the hiding and secreting of 
important information obstructs the operation of the markets as 
indices of real value. There cannot be honest markets without 
honest publicity. Manipulation and dishonest practices Qf the mar­
ket place thrive upon mystery and secrecy. The disel~ure of infor­
mation materially important to investors may not instantaneously 
be reflected in market value, but despite the intricacies of security 
values truth does find relatively quick acceptance on the ma~ket. 
That is why in many cases it is so carefullY.: guarded. Delayed, 
inaccurate, and misleading reports are the tools of the unconscion­
able market oI,>erator and the recreant corporate official who specu­
late on inside information. Despite the tug of conflicting interests 
and the influence of powerful. groups, responsible officials of' the 
leading exchanges have unqualifiedly recognized in theory at least 
the vital importance of true and a-ccurate corporate reporting as an 
essential cog in the proper functioning of the public exchanges. 'rheir 
efforts to bring about more adequate and prompt publicity have been 
handicapped by the lack of legal power and by the failure of certain 
banking and business groups to a.ppreciate that a business that gathers 
its capItal from the investing public has nQt the same right to $eo­
crecy as a small. privately ow:noo and manage~ business. It is only 
a few decades smce men believed that the disclosure of a balance 
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. , {$\l!N)~ was I\.•di.scloswe of ~ tradesecre~.. Tod8;y few people would 
~t the fight 'Qf anyeompany to solicit public funds WIthout the 
diSl}lqsUl"e '(lta. balance ~hool;." 
>T-he ,n~of prop~and adequate reporting as anadjunc.t of the 
/~.J'9 ~.f.}!P.(}~o~goftb..~ exchap.ges has been expres.sed by, the realis~ic..P' .... 

/~.JL.~.:.....Qn.Slble.. E~ec.utive ASSlS.t..o,nt of the Comnuttee on Stock List 
f1f t};u~ New 'torkStoclt ExehDiDge: . 
,tthfioll ~n '$8:1(1 a hun~M ti;nea th».t a:ccountingiaa. matter of conventions. 
;~Q.i~ iaqq~,ti~nabl., wh~~her these conven'tionsha;ve kept.pace with the ehang~ 
't~~W~tJ1b~ell8eon<htl0!ls. ~s the art stAil!Js tqday. It appears to the bUSl­
Xlll8ll.~ to bave c\rol\red wIth prImary emplmslB upon two obJects: 

(~) To ~vetollll.U1agement that 9,Ccurate infOrmation and aid which is essential 
to 'tbeaucces$ful conduct 'Of l' b.usin~.and (b) to give to actual and prospective 
cre<U~f.8 t$t accurate Information essential to the determination of the volume 
Q( credit which may $afely be extended and the conditions under which it may be"'owed.Under conditlolll,l of ownership where the number of partners or stockholders 
was sll:laIl, where enterprises were ·1a.l:'gely managed by their owners, or by the 
;personally chosen representatives 'Of aCew owners in close contact ",ith the 
busIness, and where it was the eU!lwmto fi1"ance permanently but little beyond 
minimu~ needs li;nd to bon;ow largely to m~t peak needs. acoounting adequately 
p!.\rfol1lung these two functions probably suffiCiently served the needs of the then 
lii'tl!ation. in the meantime the widlllij)read diffusion of ooJ1lorate ownership. 
with which we are aU familiar. has occurred. There are few latge enterprises 
Whicb.h».ve not. takeen on the corporate form and a large proportion of the total 
ownership is in the he.nds of millions of relatively small lDveetors who have no 
d~teonta.et with II1flJllI;gementand wbose only knowledge of the company is 
derived' from its financial reports. In recent years there has been a marked 
tendeneY to tinJmoo more or less ~rmanently for peak requirements, becoming 
lenders of l)l'Oney l't the time of DUnimum requirements. I.U1d !l0 tending to lessen 
the ~egate volume Of bank credit needed. 
~use of these ch~ell. coupled with a growing tendency toward extreme 

broadness 1md flexibility in the corporation laws of many States, the tiIPe appears 
to have. arrived for some chan~cs of emphasis as to the objects to be acmeved by
sound accounting practice. While there have been able efforts devoted toward 
thitJ end, the result so far generally attained does not seem to me sufficient t<> meet 
the needs. The need ()f accurate info~tion for the aid of management is still 
paramount; but. under conditions of today. the next object in order of importance 
has become" to give to Btoekboldcrs, in understanda.ble form, such information 
in regard to the businees as will avoid misleading them in any 1'espect and as w1l1 
pnt them in possession of aU information needed. and which can be supplied in 
financia.lste.tements. to determine the tnle value of their investments." 

This is, of course. the object in which the stock exchange is particularly 
iuterested. The primary object of the exchange is to afford facilities for trading 
in securities under the safest I.U1d fairest conditions attainable. In order that 
parties may trade on even terms they should hAve, as far as is practicable, the 
same opportunities for knowledge in regard to the subject matter of the trade. 

Theexebange is interested in thtl accounts of companies as a source of reliable 
information for those who deal in stocks. It is not sufficient for the stock 
exchange that the accounts should be in conformity with law or even that they
,should be collservative; the stock exchange desires that they should be fully and 
fairly informative. 

The president of the New York Stock Exchange has effectively 
answered those who contend that such publicity will give advantage 
to competitors: 

Th-a public. today,insists upon more complete and accurate financial statements 
from pubiicly: owned comJ?anies and 1 am sure that the officials and directors, of 
these corporatiolll,l. realil!:mg the reasonableness of this demand, will furnish 
investors with adequate information. There have not been many instances where 
the fallure to give complete information was due to a desire on the part of dil'MtorB 
or officers to secure unfair p.llrsonal advantage. However, many companv officials 
did not pubJiaheomplete financial statements because they were afraid that the 
disclosure of too much information would put their companies at a disadvl.U1tage 

m meeti.ng.. .... cqm~tition •.not oJ:il.y from... oth.er ~... can 00.rporatiolJtt...b~t fre­
quentlY ~ foreign oomp8lU6$ eilgaged in. the 88JI1e.1in& Qf business. '.lime l\lal;, 
tboughgenUlne. ~ in large measttte Pl'Ovedto be WifOWlded. 

Th,~ l'ePQrting provisio.~ of. .tIlC:.... FlOll9....'.sed legi!d&.tion are... a .v.eJ:Y....
modestb8gi~ to ~ord.that lon~,.,denied ai~ to the exchanges i!l
t!w wayo! ,securmg proper info~.ationfor. the mvestor. Th~ pron­
Slonscareiullyguard &gl:',lDSt the di$closure ot tradesecre~or p,r~. 
But .the idea that a fair,rep'orto~ cotporate asse~ and profi1;s. ~ve 
unfaIr advantage to ~mpetltors ~ no lo~ senously en~~e4 
by any modem busmess man. The rca.1istic oorpOl'ate ~~utlve 
knows that his alert competitors have a pretty good notion of .bat 
his business is and if he is unable to compete with them. itis because 
he is hopelessly behind in the keen competitive str~le. The report­
ing provisions of the l~ationhave been aPproved hysuch COn$erva­
tive investmf;lnt services as Moody's and Standard Statistics and 
despite the wild fears spread throughout the country by powerful 
lobbyists against this bill, .intelligent business men recognize that 
~eneral knowledge of business facts will only help and cli.n.not Aurt 
memo The possession of these facts has for a number of 1~ been 
the exclusive perquisite of powerful banking and industnal group&. 
M~k:ing these f~cts generally available will be of material benefit and 
gmdance to busmess as a whole. 

CONTROL OJ' UNFAIR PRACTICES BY CORPORATE INSIDERS 

A renewal of investors' confidence in the exchange markets ean be 
effected only by a cl~rer recognition. ~pon the p~ of the (lorpora~. 
managers of COmpll.Dles whose secuntIes are publicly held ofthell' 
responsibilities as trustees for their corporations. Men charged with 
the administration of other people's money must not use inside infor­
mation for their own advantage. Because it is difficult to draw a 
clear line as a matter of law between truly inside infomlation and 
information generally known by the. better-informed investors,the 
most potent weapon against the abuse of inside information is full 
and prompt publicity. For that reason, this bill requires the dis­
closure of the corporate holdings of officers and directors and stock­
holders owning more than 5 percent of any class of stock, and prompt 
disclosure of any cha.nges that occur in their corporate holdings. 
Short B~.and seltine: against the box by.inside~, are p.!'?hibited. 
The~_proVlslons have been called the llantl-WIggID proVISIOns" of 
the bill. The Committee is aware that these requirements are not 
air-tight and that the unscrupulous insider may still, within the law, 
use inside information for his own advantage. It is hoped, however, 
that the publicity fea.tures of the bill will tend to bring these practices 
into disrepute a.nd encourage the voluntary, maintenance of proper 
fiduciary standards by those in control of large corporate enterprises 
whose securities are registered on the public exchanges. 

Fair corporate suffrage is an important right that should attach to 
avery equity security bought on a public exchange. Managements of 
properties owned by the investing public should not be penriit~to 
perpetuate themselves by the misuse of corporate proxies. Insidera 
having little or no substantial interest in the properties they manage 
have often retained their control without an adequate disclosure of 
their interest and without an adequate explanation of the manage.­
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~en~poJi(5iea th~:y itrtend tQ pursue. &iide;l'Shave at tirnessolicited 
~~neawith'()u~ f~~y ip.fdWIPg thf;\ 'sto6~()lders of the ptp.1loses for 
whiehthe ,pro~~~, to )~e..U$eaaJ;1d )lave used such proxies to ~ake 
1ni1l1, tbe''$toolthQI(b~i'iHortheir:ownselfish advantage valuable property 
rlgb,t.s.1h~uchas only the'exc~m~e it possible for seeurities 
W"~:~delyffistrlbutedai:ti()~th~mvestfugJ}ublie, it follows as a. 
e01'O~tl;i',Ytliil1;theuse (jf the ~ch~~ ahould involve a correspond­
'W:~ ,d~ty of ,aoe<?~ to ahareholdl'lrs fair suffrag~. . F?r this reason 
t):ie proposed bill gives the Fl'lderalTrade COInnusslOn power to 
«>ntrQl1lhecondltioOB under which proxies may be solicited with a 
'View to p~v~nililg the reCUl'l'ence 01 abuaes whiell have frustrated 
the free exercise of the voting rights of stockholders. 

CONTROL Oll' THE EXCHANGES AND OVEL-TBE-COUNTER MARKETS 

The importllnce of the actual workings of the exchanges themselves, 
although great,should not be exaggerated. The stronger and more 
subtle economic forces affecting speculation come from without the 
exchanges. But as this speClllation converges upon the exchanges, 
the ,~ntrol of ~e exch~ge mechanism is a necessary .J>~ of any 
effective regula.tu>n. It 18 for that reason that the bill gives the 
Federal Trade Commission broad powers over the exchanges to insure 
their ilfficient and honest functioning. Theoreticolly floor trading 
has been assumed to be of value in stabilizing prices and preventing 
undue fluctuations. The studies conducted by the special counsel 
f'Or the Senate Committee on Banking and Currency_ have thrown 
considerable doubt upon the value of floor trading. The large floor 
traders seldom stem the tide but run with it. Their activity tends 
to accentuate the moves of the market and to stimulate undue 
speculat.ion. The import&.nce of active,constant trading can readily 
be ex~erated. A relatively stable market over a period is of much 
veater Importance to inves~rs t.han a fi~titiously s~ble market that 
mvolves no more than one eIghth of a pomt spread Between sales but 
results in wide fluctuations over da~ or weeks. The market's 
liquidity depends upon its relative stabIlity an.d ~ot upon th~ spreads 
between momentary sales. To prevent the artificutl stimulatiOn of the 
market that comes from excessive speculative trading unrelated to 
investment, the Com!Jrission is given po~er.to regulat~ and, if need 
be, prevent floor trading. The ComnusslOn 18 further given ~ower to 
prevent excessive trading by members off the floor who ,at tImes are 
tempted to stimulate the market by numerous in and out transactiOlis 
which cost them nothing more than the nominal commissions paid to 
~e $2 brokers. 

No issue has been more disputed than that centering about the 
ftmctions of the specialist. There are many who believe that the 
exchange mechanism would function better without the specialist, 
that the work done by the specialist could be done more effectively by 
a clerk or official of the exchange cleuring the orders in a purely 
mechanical Wft.y, much as they are cleared today on the New York 
Stock Exchange in the « bond crowd. " There are others who believe 
that a specialist should be obliged to act either as a dealer or as a broker 
and should not be permitted to combine the functions of dealer and 
broker. The jobber on the London Stock Exchange is essentially n 
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dealer-Specialist who deals only with other jobbers and withbrokers, 
and does not act as a broker himself or deal with the public directly. 
It is generally admitted that there are serious abuses in connection 
with the work ofspecil;lliSt-s. The New York Stock Exchange tightened 
its rules inr~ard to sp~cialists on the very eve of the ~earings.held 
by' the COm.m.ltt.ee. It IS true that some of *e wo~t. evi!s lU!soClQted 
WIth the speCIalist have centered around theIr partiCIpatIon m pools. 
but there are inherent difficulties in the situation where under normal A 
circumstances the available orders are known to the specialist only-
and perhaps his favored friends-and not to everyone de~lin~ in the 
security involved. Inasmuch as the stock exchan~es objectea to the 
laving down of any statutorv rule zoverning speCIalists, their sugges­
tion has been adopted of giving the Commission effective power to 
control the activities of specialists and to experiment with various 
devices of control. 

Another perplexing problem in regard to the working of the ex­
changes has been that centering about the dealer-broker relation­
ship. There is an inherent inconsistency in a man's acting both as 
a broker and a dealer. It is difficult to serve two masters. And it is 
particularly difficult to give impartial advice to a client if the dealer­
hl'Oker has his own securities to sell, particularly when they are new 
securities for which there is no ready market. The combmation of 
the functions of dealer and broker has persisted over Ii long period of 
time in American investment banking and it was found difficult to 
break up this relationship at a time when the dealer business was in the 
doldrums and when it was feared that the bulk of the dealer-brokers 
would, if compelled to choose, give up their dealer business and 
leave, temporarily at least, an impaired mechanism for the distribu­
tion of new securities. Consequently it was deemed impracticable 
at this time to do more than require the dealer-broker to disclose to 
his customer the capacity in which he was acting and to refrain hom 
taking into margin accounts new securities in the distribution of 
which he had participated during the preceding 6 months. 

The bill proceeds on the theory that the exchanges are public 
institutions which the public is invited to use for the purchase and 
sale of securities listed thereon, and are not private clubs to be con~ 
dueted only in accordance with the interests of their members. 
The great exchanges of this country upon which millions of dollars of 
securities are sold are affected with a public interest in the same degree 
as any other great utility. .The Commission is empowered, if the 
rules of the exchange in any important matter are not appropri.ate for 
the protection of investors or appropriate to insure fair dealing, to 
order such changes in the rules after due notice and hearings as it 
may deem necessary. The exchanges may alter their rules if more 
effective means are discovered to meet the same or new problems. 
Although a wide measure of initiative and responsibility is left with 
the exchanges, reserved control is in the Commission if the exchanges 
do not meet their responsibility. It is hoped that the effect of the bill 
will be to give to the well-managed exchanges that power necessary 
to enable them to effect themselves needed reforms and that the 
occasion for direct il.Ction by the Commission will not arise. 

The committee has been convinced that effective regulation of the 
eTrhll.TIP.'es reauires 3A a. corollary a measure of control over the over­
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the-0011ll:ter mal'k~ts. The problem is clearly put in the 1'ecent report 
.of the Twentieth Century Fund .on llStock MarketContro1l'~ 

'. ,The ~M6:ts that\vQtildaccrue all the result of raising the standardBof security 
\'llt(jhitn~nilght ~ riulllfied if the over-the.-coun~JWI.l'k~ts'Were left unregu­

.(J;;ted $duncol\trolled. . They are of vastproportioll$ andijley would Berveas a 
~fug!} JQI:' ~,y h\1$i~essthat ll;lig~t .~e~~ eeca.pe the diacipUn~of the e:tcbgnges; 
'AJ),d the ,mQreexa(lti~gthat dIScipline, ~egrea,ter the temptation to escape from 
it; ()vei'4b~ounter tnal'kets offer fll,cilltiesthat «ore useful under certain con­
'ditioils. ,but they should not be perniitted to expand beyond their proper sphere 
and ~olnpete wit~ the eJ[clul.nges for business that, ftom the point of view of 
public, intere:n. should be confined to the organized markets. This constitutes 
the sanction for Federal regulation of over-the-counter dealers and brokers. 
To leave the over-thtHlounter markets out of a reguls.tory system would be to 
destroy the effects of regulating the organized exchanges. 

ADMINISTRATION 

The bill places the administration of the legislation, a'p'art from . 
credit phases, in the Federal Trade Commission. It prOVIdes, how­
ever, for the enlargement of that Commission by two members and 
the creation within it of a special division which will administer both 
this bill and the Securities Act of 1933. Unquestionably these two 
me8$ures are so closely related that they should be administered by 
the same body, and unquestionably if no new commission were to be 
appointed that administration should be lo~ed in the Federal Trade 
Commission, which has so ably organized tlie administration of the 
Securities Act of 1933. 

Insofar as the proposals of the stock exchanges suggest a separate 
stock-exchange authority, it should be kept in mind that the name 
by which the body administering the act 18 known is not important. 
The le~ative essentials are the same whether the body is c8.lled an 
authonty or a board or a Federal commission. Those essentials are 
how much power the administrative body shall have and whether it 
shall be made up entirely of representatives of none but the public 
interest, or of "expert /I representatives, as such, of stock exchanges 
and of other distinct classes in the community. 

Insofar as "experts /I are concerned, it is a commonplace of 
administrative statesmanship that boards of men who are experts 
in details rarely a~ee among themselves, and in their very expertness 
with the trees seldom perceive the woods of broad public policy. 
The well-learned lesson of democratic government with " experts /I is 
that they should be kept on tap but not·on top. 

Insofar as making up a permanent Government regulatory body 
from representatives of special vested interests is concerned, it has 
been long ago learned that no hannony of policy can result from a regu­
latory body packed with advocates of warring interests, and that the 
inevitable result of placing on a regulatory authority able advocates 
who have at heart the definite interest of a particular class which will 
profit by the least possible regulation is stultification of the regulation. 
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IlL ANALYSIS OF THE BILL BY SECTIONS 

SECTION 1. SHORT TITL.E 

This section provides that the act may be cited as the "National 
Securities Exchange Act of 1934". 

SECTION 2. THE NECESSITY FOR REGULATION AS l'ROVIDED IN THIS ACT 

The purpose of this section is to indicate the facts which give rise 
to tne necessity for the legislation and justify the exercise of congres­
sional power. The evidence submitted to the committee, together 
with that produced before the Senate Banking and Currency Com­
mittee during its recent extensive investigation and facts that have 
become common knowledge during the national economic crisis of 
the past few years, abundantly justify the findings recited in this 
Rection. '. 

SECTION 3. DEFINITIONS AND APPLICATION OF ACT 

(a) This subsection defines the terms used in the act. Most of 
these definitions are self-E>xplanatory. Banks are expressly exempted 
from the definitions of "broker" and "dealer." The definition of 
"bank" ,in par~""Taph (6) includes banks organized under the laws of 
the United States, members of the Federal Reserve System, and any 
other bank performing the normal functions of receiving deposits or 
exercising fiduciary powers and which is subject to supervision and 
examination by State or Federal authorities. In pararaph (10) the 
words "oil, gas, or other" have been stricken out 0 that part of 
the definition of "security", as it appeared in earlier :prints of the bill. 
which included any "certificate of interest or participation in any, 
profit-sharing agreement or in any oil, gas, or other mineral royalty 
or lease. /I From the use of the words" other mineFQl royalty or lellSe" 
in the earlier print it i", clear that an oil or gas royalty or lease was 
considered to be one kind of mineral royalty or lease, and thus .no 
actual change is made by st~ out the words indicated above. An 
"exempted security" is defined in paragraph (12) to include certain 
specified classes of securities. In addition, the Secretary of the 
Trel1sury may designate for exemption the securities of corporations 
in which the United States has a direct or mdirect interest; and the' 
Federal Trade Commission (elsewhere referred to as the "Commis_ 
sion") is given power to place in the category of "exempted securities" 
any other securities (including unregistered securities the market in 
which is predominantly intrastate) where it deems such action neces­
sary or appropriate in the public interest or for the protection of 
investors. A large number of the provisions in the act expressly 
exclude "exempted securities." Thus the Commission is IIoble to 
remove from the operation of anyone or more of these provisions any 
securities as to which it deems them inappropriat~ It may attach 
such conditions to such exemption as it deems desirable. The Com­
mission may therefore make appropriate exemptions for the ptotec­
tion of the holders of defaulted securities and foreign securities if the 
issuers refuse to register. . 



SECTION 1. RESTRICTIONS ON BORROWING BY MEMBERS, BROKERS, 
AND DEALERS 

By subsection (a), borrowing on registered securities (other than 
exempted securities) by members, brokers, and dealers who do$. 
business through members is confined to loans from member b~ ·of 
the Federal Reserve System or from nonmem.ber banka. which agree 
to comply with the provisions of this act, the Federal Reserve ActLand the Banking Act of 1933. insofar as they relate to the use 01 
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concern~g the maintenance of margins,su:bstitutioD.S,8dditiona!"pur­
chases, WIthdrawals, and transfers of accounts are left to be d'et~mnned 

. by the Board, ,!,hic.h is also given power to1?~esc~b.e regula.tioDS wit!:' 
regard to m.argms ill the case of- delayed delivenes, short swes,arbl­
trage transactions, securities whioh have not been on the market for 
36 months, and similar matters of admUristtative'adjustnlenll. 

Under subsection (b) the Federal Reserve Board ttl&y d'9part from 
the standard indicated in subsection (a) for the initial enension of 
credit by (1) lowering margin requirements inso'farasitdoorn~neces­
sary for the accommodation of commerce and industry,ha.ving due 
regard to the general credit situation, and (2) prescribing such higher 
margin requirements as it may deem necessary or appropriate ro 
prevent.t!J.e excessive use of cr~dit to finance spec~ative ~!Wsll.ctions 
m secuntles. Thus the effect IS to make the margm prOVISlon~ of the 
act completely elastic, giving the Federal Reserve BOard discretion, 
but at the same time indicating a standard to which it is to adhere 
except under the circumstances indicated. 

SUbsection (c) mil.kes it unlawful for a member of a nationalsoouri­
ties exchange or a broker or dealer who does business through such 
ft member to extend or maintain credit in violation of the regu!ations 
prescribed under subsections (a) and (b), or without collateral or on 
collateral ~ther than.9:n exempted security or a secu~tl regis~-ered 
upon a natIOnal secUrItIes exchange, except msofar as th1S IS penmtted 
by rules and regulations of the Federal Reserve Board where such 
use of credit is not for the purpose of purchasing or carrying securities 
or of evading the margin requirements for registered secuntIes. 

Subsection (d) authorizes the Board to make rules and regulations 
so far as may be necessary to prevent evasion of tpis section thro~h 
loans from persons who are not covered by subsection (c) and penmts 
the. imposition, .upon 108J?s .m~e for. t~e purchasing or.carrying of 
regrstered. secUrIties, of li1llltations SlIDlIar to those which may be 
iI!lposed upon members,. brokers, and dealers. It is expresslypr~:' 
Vlded that such regulatIons shall not apply to loans not m8.de m 
the course of business (such as purely personal loans), to loans on 
exempted securities, to loans to aid dealers in the distribution of 
securIties not through the medium of a national securities exchange, 
to bank loans on any security other than an U equity security'\ or 
to such other loans as the Board may deem it nooessary or appro­
priate to exempt. (An equity security is defined in sec. 3. (a) {ll), 
and i.s, ~ s:eeak generally, a stock or a security convertible mto &. 
secunty similar thereto;) . . 

Subsection (e) makes the provisions of this entire section inappli­
cable to credit outstanding at the effective date of the act until 
January 31, 1939. This is designed to prevent forced liquidation. 

As far 

the lowest 
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, .. ,:(b)The C<>mxn.iaai<)nand the ]federal Reserve Board are given 
wwer to defin.e accounting,~~9!UUc81,and. ~r!l-de te.nns. . 

'. '. (0) Th~&Ct 19 not to apply to mstrument!"hties R!1d agencIes of the 
.. ' l1xuted S~lI;tes, except wliere they are specifieally IDcluded. 

$ECT10N 4. TR.ANSACTIONS ON UNREGISTERED EXCHANGES 

Tbisseetionforbidsthe use of the ins.ilsand interstate commerce 
wMl,yexeha.nge which is not registered asa Itnational securities 
excha.ng~" under section 5, but authorizes the Commission to exempt 
irolll tliis prohibition small exchanges as to which it finds that regis­
tration would be impracticable and unnecessary in the public interest 
0(' for the protection of investors. Such exemption may be with­
drawn under stated circumstances. 

SECTION 6. REGISTRATION OF NATION.~L SECURITIES EXCHANGES 

Subsection (a) provides for registration as a "national securities 
exchange" upon application by any exchange which agrees to comply 
andto'~quire its members to co~ply, wi,th the act and t~e ~ules llP:0 
~at101lS thereunder, and whiCh fUl"lmlhes the Comnnss10n WIth 
required information. 

, An. exchange de.sir!n~ ~egistration is required by su:bsection (b) to 
proVIde for the disCIplining of members who are guilty of conduct 
"inconsistent with just and equitable principle of trade", and must 
include in thi~ category any willful violation of the act or any rule 
or re~ulation thereunder. 

It.1S proyided in.subsection (c) that exchanges may ~dopt any.rules 
not InConsIstent WIth the act or the rules and regulat10ns thereunder 
or the laws of the State in which it is locat€ld. 

Subsection (d) directs the Commission to ~ant an application for 
registration if it appears that the exchange 1S so organized as to be 
able to complv with the act and rules and regulations thereunder and 
to insure fair "dealing and the protection of investors. 

Subsection (e) pro\'ides that the Commission's order granting 01" 
denying an application for registration shall be made within 30 days 
unless the application has been withdrawn. . 

Subsection (f) permits an exchange to withdraw its registration 
upon such terms as the Commission may deem necessary for the 
protection of .investors. 

SECTION 6. MARGIN REQUIREMENTS 

'i'he Federal Reserve Board is di.rected by subsection (a) to prescribe 
by rules and regulations the maximum amount of credit which may be 
extended ar.d maintained on any security (other than an exempted 
securitY') which is registered on a national securities exchange. 
as the mitial exteDSion of credit is concerned it is indicated by the act 
that this should be based on a st.andard of 55 percent of the current 
market price of the security or 100 percent of its lowest market price 
during the preceding 36 calendar months, but in no case more tha.n 
75 percent of the current market price. Until July 1, 1936, 'the lowest 

)~ 
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' price on or atter July 1, 1933, is to be considered as 
price during the preceding 36 calendar months. Matters of detail 
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.pi,t ;~~.fmQ.~ ~aons~~tionsin. *'lri.ti~. This, however, is subject
 
~;\\9~_~)t~p14onsU1;'(\~eottrans~tions between members,
 
,~~~~.~~<d,eal~$JIJldJ.D. emllrgeucy ~JlSes.
 
'";Sj:l'Q~til»>. (b) ,pf(fhibita Q member, brPker, or dealer to permit his
 .j~a.~l)'~_ (e'l:PQpt on exernpted securities) in the ordine.ry course 
.rC).I b~~6lI$'. 'Q'~b~O.kerto ·e~.OO4. 2,000 p~et.lt of his net c~pitaJ or 
.p.i?J;l.lQw::er:p'er¢ep.l~ethereof ~ t~e COlUlIUSSlon ~l\Y prescnbe.•. 

r AbNkl)f.!.SlOl'hldden by subsection (c) to comnungle thesecunties 
·Qf~\WtolJ1em without tbeirwritten consent; a.nd by subsection (d) 
~ardless of such <:ouentto pledge customers' securities with those 
llf.pel'$Ona who we not custolnersor under circumstances tbat will 
(suQ](leteustomers'securities ·to a lit:\n in excess of the aggregate 
indebtedness -of the customers. This means that a broker cannot 
.r$k theaecurities of hisc'QStomers to finance his own speculative 
operations. Be is .1I1BO forbidden by subsection (e) to lend a customer's 
securities without the latter's written consent. 

a_eTION s. PllOJUBITION AGAINST MANlPULA'1'ION OF SECURITY PRICES 

Subsection (a) mak~ it unlawful for any person to use the mails, 
or int;emtate commerce, or ap.y facility of a national securities ex­
ebang~, or for any member of a national securities exchange by use 
of a.nx means, to participate in certain practices in connection with 
eeeunties registered ona na.tional securities exchange. 

Under pa.r~ph (1) of this subsection it is made unlawful for the 
purpose of creatin~ a misleading a.l?pe8l"ance as to the real nature of 
the ma.rket or activity of trading In the security, (A) to effect any 
transaction whieh involves nocbange in the beneficial owners}yp of . 
the security, or (B) to enter orders for the purchase of a securit.y with 
the knowledge that orders of substantially the same size, at substan­
tie.lly the same tiroeand at substantially the same price, for the sale 
of such security will be entered by or for the same or difierent parties 
or (C) to enter orders for the sale of a security with tbe knowledge of 
ordel'S -of substantially the same size, at substantially the same time 
and at substantially the same price, for the purchase of such security, 
will be entered for the same by or for the same or different parties. 
These provisions strike at wash sales and matched orders. 

Paragraph (2) makes it unlawful to effect any series of transactions 
in a security for the purpose of raising or depressing the price of such 
security. Of course, any extensive purchases or sales are bound toO 
cause changes in the ma.rket price of the security. If a person is 
merely trying to acquire a large block of stock for investment, or 
desires.. to dis.pose. of a .b~ holding, his knowledge that in doing so he 
will affect the market pnce does not make his action unlawful. His 
transactions become uDlawful only when they are made for the pur­
pose of rais~ or depressing the market price. This provision
catches the riggmg and jiggling of the market, and prevents the mark­
ing up or down of prices by pools.

InducinH the sale or purchase of seourities by the making of a false 
t)r :misleading statement of a material fact is outlawed by paragraph 
(4), unless the person makin~ the statement had no reason to believe 
the statement was false or lll1sleading. 
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Paragraphs (3) and (5) make it unlawful to induce the purchase or 
sale of a secUrity by circulating in the ordinary course of business or 
for a consideration mformation that asecurit;y will change in price as a 
result of market operations for a rise or fall. These provisions are 
aimed at the "tipster sheet" and the practice of customer's men in
inducing customers to buy or sell by spreading rumors with regard 
to the operations of pools.

The "pegging" of security prices is regulat.ed by paragraph (6). 
Many experts are of the opinion that the artificial stabilization of a 
security at a given price serves no useful economic function. On the 
other hand the practice has been wide.sprood on the part of many 
investment bankers who regard it legitimate, particularly if the public 
is aware of the plan. Instead of being prohibited, therefore, this 
practice is left to such regulation bv the Commission as it may
deem necessary for the prevention of activities detrimental tI) the 
interests of investors. 

Subsection (b) is concerned with the use of options in connection 
with transactions on national securities exchanges. Options and
trading against options are the usual concomitants of pool operations.
Inasmucb, however, as it has been u~ed that all options aTe not 
affected with the manipulative taint it 18 made unlawful to trade in 
or against options only when in violation of such rules and regulations 
as the Commission may deem necessary in the public interest or for 
the protection of investors. 

Subsection (c) empowers the Commission to make regulations 
regarding the guaranteeing of options for registered securities by
members of natIOnal security exchanges. 

Subsection (d) makes it clear that the options to be regulated 
under subsections (b) and (c), which include so-called "puts", "calls", 
"straddles", and "privileges"-which are commonly used for manip.
illative and speculative purposes-do not include duly registered 
warrants or rights to subscribe to a security or the right of the holder
of a registered convertible security to bave it converted. 

Subsection (e) provides that persons wbo willfully participate in 
the ma?ipulative or speculative pr9:ctices which are forbidden by 
subsections (a), (b), and (c) shall be liable for the'damages they cause 
to innocent investors who have bought or sold the security in guestion 
at a price which has been effected by such unlawful practices. A 
defendant may recover contribution from any other, participant in 
the illegal transactions who would have been liable if sued jointly. 
Suits for recovery under this subsection must be commenced within 
3 years after the violation. 

Subsection (f) exempts from the operation of this section all "ex· 
empted securities." 

SECTION 9. REGULATION OF THE USE OF MANIPULATIVE DEVICES 

This section makes it unlawful to use the mails or interstate com­
merce or any facility of a national securities exchange to effect a 
short sale of, or to employ any stop-loss order in connection with a 
transaction in, a registered security in contravention of the regula­
tions of the Commission. 
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SECTION 10. SEGREGATION AND LIMITATION OF FUNCTIONS 0)1' 

MEMBERS, BR.OfiRS, AND DEALERS 

Snbaectioll (a,) direc1:$ the Commission to regulate or prevent, by 
~es~d:regulations} 1ioor trading on the PlU't of members. By this 
~ea.ns :those .w.ho Il.l"e actually on the scene of specul.. ation may be 
re,fa?eted,. from t~ undue advantage of this.priVilege. The Com­
lNSSlon ~.lS()db:ected by ruleslUld regulatIons to prevent such 
~xeoasivespeeulfl.tion on the part of members who operate from off 
tA~ floor as it may deem detrimental to the maintenance of a fair and 
orderly market. The Commission may make such exemptions as 
.8n'necess'al'Y or appropriate in the ease of uexempted securities", 
Al"'bitr~e transactions, and transactions by odd-lot dealers and 
specifJists. . . 

Subsection (b) authorizes the registration of members as odd-lot 
dealel'll or specialists, or both, pursuant to the rules of the exchange, 
and subject to rules and regulations of the Commission. The odd­
lot dealer may be permitted to deal for his own account only so fllJ." bs 
neceSsary in the performance of his particular function. The Com­
mission is directed to limit the specialist in his dealings for his own 
acoount to those which are necessary for the maintenance of a fair 
and orderly market. The specialist 18 forbidden to reveal the orders 
en his books to favored persons. This information must be a"'ailable 
to all members or else kept confidential. The specialist is likewise 
prohibited from exercising purely discretionary orders as distinct 
from market or limited price orders. 

Subsection (c) authorizes the Commission to exempt small 
exchanges from the provisions of this sectinn. This win prevent 
hardslftj> on those exchanges where the flmctions of members are not 
as highly specialized as on the larger markets. Provision is made for 
withdrawing the exemption in proper cases. 

Subsection (d) provides that any member, or any person doing 
business tlu-ough a. member, who acts both as a broker !l.nd dealer 
shall not use the mails, or interstate commerce, or any national 
securities exchange to effect any transaction wInch involves pur­
ehasing for a customer on margm, or selling to him on margin, any 
secunty wluch the broker or de..aler has been engaged m distributing 
within 6 months. This strikes at one of the greatest potential evils 
inherent in the combination of the broker and dealer function in the 
same person, by assuring that he will not induce his customers to buy 
on credit s~eurities which he has undertaken to distribute to the public. 
A broker-dealer must also reveal to his customers whether he acts as 
principal or as agent in order that the customer may be aware of any 
factors tending to influence the broker's advice. 

Subsection (e) directs the Comnrission to investigate and report to 
Congress by January 3, 1936, on the question of completely segregat­
ing the activities of brokers and dealers. 

SECTION 11. REGISTRATION REQUIREMENTS FOR SECURITIES 

Subsection (a.) prohibits members, brokers, and dealers from effect­
ing any transaction on a national securities exchange in any security 
which is not exempted or registered under the provisions of this act. 
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. The application to be 'filed by the issuer ofa8ecurity with the 
exc~e and with the ConuiUssion as a prerequisite to registration
is desenbed in subsection· (b). . 

In parawaph $1) is indica~.the inf~rm~tion whie~ the 9ommission 
may reqmre an l88uer to file Itt Its application for registration. These 
provisions are self-explanatory. . 

Un?er paragraph (2) vmollf! ~ocumenta such as articles of incor­
poration, bylaws, and underwnt1J!g ~eIi1:$ may be called for. 

Subsection (c) authorizes the CommiSSIOn if it deems any of the 
information specified under subsection (b) to be inappropriate in a 
given ease or class of cases to require in lieu thereof the submission 
of appropriate information of a cOmparable character. This assures 
adequate elasticity without giving the Commission unconfined author­
ity to elicit any information whatsoever. 

If an exchange approves the T~trationof a security snd 80 ce~es 
to the Commission the registration becomes effective within 30 days 
under subsection (d) I subject, however, to the provisions of section 18. 
An issuer may cancel its registration at any time subject to such 
conditions as the Commission may prescribe as necessary for the{'fO­
tection of investors. Registration of unissued securities ior traoing 
on a "when, as, and if issued" basis is permitted subject to regul~tions 
of the Commission in cases where the registration is not prim&ily . 
designed to distribute the security to investors other than the present 
security holders of the company. This permits the creation of an 
adequate mlU'ket in which the holders of rights to unissued securities 
may trade them as against the value of the unissued securities. At 
the same time the Commission will be able to preven~ the practice of 
~ up the price of a security prior to its issuance, so that it is 
fin8.lly Issued at an excessive price. 

In order to preclude congestion during the period when the act first 
comes into force, subsection (e) would permit the provisional regis;. 
tration of securities already listed on exchanges without compliance 
with the registration reqUIrements set forth in this section. Such 
registrations may be effective until July 1, 1935, by which date there 
should be more than adequate time for formal registration. .. 

Subsection (f) provides that unlisted trading (the practice of admit­
ting securities to trade upon the application of a member ot the ex­
change and without any action on the part of the corporation) shall 
be permitted by the rules and regulations of the CorilmiSSlon until 
July 1, 1935, in securities admittea to unlisted trading before Mareh 
1, 1934. Such securities are to be regarded as registered securities, 
except that they are exempt from the requirements of sections 11, 
12, and 15, but in quoting transactions exchanges must specify the 
securities which are &dmitted merely to ~ted trading. 

SECTION Ul. PERIODICAL AND OTHER REPORTS 

Subsection (a) requires the issuers of registered securities tQ keep 
the information filed under section 11 reasonably u:p to date and to 
make annual repom, certified by independent public accountants if 
the Commission deems this nooessary, and such quarterly reports as 
may be deemed essential. 

~ubsection (b) .Permits the Co~ion to specify ~he form.in 
which reports shall be made, the details to be shown m· finanew 
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", -~tateinents ...ndthe methods to be followed in cQlculating the i~D1s 
:btdiea;ted in their p,reparat!-9n.. The PU1'p()~ is to .give some assur­

". .cethat rep()rts Will not hide the true condition of t~e c~mpanr. In 
iJ.lQ ·dISe··of th,~report8 of any person wh()seaecountmg IS subJoot to 
.•\Pi»~()ns nt any law ·oftlie United States or of any State, the 
:rUlesand rtlgUlations of the Comniission UnposIDg requirements with 
~peet'toreports &re not :to be inconsistent With tlie -requirements 
Unposed ·bv8uch.law; but if theOommiasion believes that such require­
n:dSnts 'fLl'e inadi!lquate from the point of view of the investor, it may
in!pose Mditional requiremehts. mother words, while the act care­
fully 'Ilv6ida unnecessary duplication of rep.orts, it permits the Com­
.xnission to require the reporting ·of all matters regarded as essential 
under the act for the protection of investors. 

SECTION 13. PROXIES 

Subsection (a) prohibits the solicitation of proxies in contravention 
of such rules and regulations as the CommiSSlon may prescribe in the
interest of the issuer and its security holders. 

By subsection (b) it is made unlawful for a member of a national 
securities exchange or a broker or dealer who transacts a business in 
~qriti,est1u'ough a member to give proxies with respect to securi­
ties·OOJ'ried for a customer in contravention of such roles and regula­
tlOns8S the Commission may prescribe for the protection of investors. 

SECTION 14. OVER-THE-COUNTER MARKETS 
! 

The use of the mails and interstate commerce for the creation of 
markets, other than regular exchanges, is made the basis for such
regulation of these markets as the Commission ma, find to be neces­
sary or appropriate to insure to investors protection comparable to 
that which is accorded in the case of registered exchanges under the 
act. Such rules and regulations may include provision for the regis­
tra.tion of brokers and dealers and of the soourities traded. Securities 
already traded in on exchanges a.t the time the act becomes effective 
may be subjected to ~ecial regulation if they do not become registered 
under section 11. This will enable the Commission to distinguish 
bet.ween the securities of the type normally sublect to speculative 
and manipull1.tive abuse and those not customarily bought or sold 
on exchanges. 

SECTION 15. DIRECTORS, OFFICERS, AND PRINCIPAL STOCKHOLDERS 

Under subseetion (a) directors and officers of the issuer of a regis­
tered equity security (other than an exempted security) and holders 
of more than 5 percent of -any class of a registered equity security
(other than all exempted security), are required at the time of regis­
trt\tion to file with the Commission a list of their holdings of the 
i$Suer'ssecuritiesand to file monthly reports of their dealings in such 
securities. This is to give investors an idea of the purchases and sales 
by insiders which may in turn indicate their private opinion as to 
prospects of the COIDpan~. 

By subsection (b) directors, officers, and principal security holders 
are forbidden to sell registered securities (other than exempted 
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securities) ,short or to sell for delivery after 20 days.

provision is for the purpose of preventing "sales against the box"
 
whereby those in possession of inside information sell their holdings
 
but keep the stock registered in their name, so that their change of
 
position does not become known until delivery is made ata later date.
 

SECTION 16. ACCOUNTS AND RECORDS, REPORTS, EXAMINATION 
EXCHANGES, MEMBERS, AND OTHERS 

By subsection (a) national securities exchanges, their-members, and 
brokers and dealers who do business through them, as well as brokers 
and dealers who maintain over-the-<lounter markets, are required to 
keep such rooords as the Commission may @escribe in the public
interest or for the protection of investors. These records shall be 
open to reasonable inspection by the Commission.

Subsection (b) gives the Federal Reserve Board necessary powers 
as to reports and examinations in connection with the exercise of its 
functions under the act. 

SECTION 17. LIABILITY FOR MISLEADING STATEMENTS 

Subsection (a) provides that any person who makes or causes to be 
made any statement in an application, report, or document, which is 
false or misleading as to a material fact, shall be liable to a person 
who in reliancc on the statement and in ignorallce of its. false or mis­
leading character has purchased the security to which it relates at a 
price affected by it, unless the person sued proved that he acted in 
good faith without knowledge of the false and misleading character of 
the statement. 

Subsection (b) provides for contribution betwcen persons 
would be.Jiable to be sued jointlYI and subsection (c) limits the time 
for bringing a suit to 3 years after the violation. 

SECTION 111. J>OWERS WITH RESPECT TO EXCHANGES AND 

Subsection (a) authorizes the Commission when it deems such 
action ne.cessary-(l) to suspend or withdraw registration of an ex­
change which the Commission finds has violated the act or the rules 
and regulations thereunder or has failed to take adequate steps to 
enforce compliance therewith by its mem.bers, (2) to deny, postpone, 
suspend, or withdraw the registration of the security in. case of 
violation by the issuer, (3) to suspend or expel a member or officer 
of an exchange who is guilty of a violation or of aiding a violation 
by acting as broker for a. person whom he has reason to believe is 
engaged in a violation, and (4) summarily to suspend trade in any 
registered security for a period not exceeding 10 days or with the 
approval of the President of the United States summarily to suspend 
all trade on a registered exchange for not more than 90 days.
issued pmsuant to (1), (2), and (3), must be preceded by appropriate 
notice and opportunity for hearin~; action under (4) is of an emezgency 
nature and thereforll limited in time. 

Subsection (b) authorizes the Commission to amend the rules of 
an exchange in certain particulars by rules and regulations, after the 
exchange has failed to comply with the Commission's written request 



SECTION 20. INVESTIGATIONS; INJUNCTIONS AND PROSECUTION OF 
OFFENSES 

(a) The Commission is authorized to investigate viQlations of the 
act. The Commission is further authorized to investigate and t.o 
publish informati<)D concerning any facts, conditions, practices, or 
matters which it may deem necessary or appropriate to ai~ in thfl 
enforcement of the act or in prescribing rules and regulations. 

(b) The Commission is authorized through ita members, or officers 
designated by it, to administer.oaths and affirmations, subpena wit­
ntlSIles, compel their attendance, and require the production of books, 
paJ?ers, corres,ondence, memoranda, and other records. 

(c) This subsection rela~ to compelling attendance !LD.d testimony 
of witnesses and the production of evidence. 

(d) This subsection is similar to one contained in the Federal Trade 
Commission Act, and provides that no person shall he excused from 
a.tten~ and testifying, but relieves any natural person from prose­
cution Wlth respect to or on account of any matter concerning which 
he rna!. testify or produce evidence. 

(e) The Commission is authorized to seek tha aid of the United 
States district courts toO enjoin acts or practic.es in violation of the 
provisions of the act or rules and r~ations. 

(f) The district courts of the Umted States are given jurisdiction 
to issue writs of mandamus commanding any person to comply with 
the provisions of the act or any order made thereunder. 
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SEC'l'lON 26. UNLAWFUL REPRESENTATIONS 

No action or failure to act by the Commission or Federal Reserve 
Board is to be construed to mdicate approval of any security or 
transaction or to indicate a finding that any statement or report is 
true and accurate or not false or misleading. It is declared to be 
unlawful to make M:.y representation that any suob action or failure 
to act is to be so construed or has such effect. 

SEC'l'ION 28. INFORMATION FILED WITH THE COMMISSION 

(a) This subsection makes it clear that no person is to be required 
to 0 reveal trade secretd or processes in applications, reports, or other 
documents. 

(b) Any person filing information may object in writing to the pub­
lic disclosure thereof, and the Commission is authorized to hear 
objections when it deems it advisable. In cases where objections are 
made the Commission is not to make the information public unless in 
its judgment discloaure thereof is in the public interest. 

(e) It is made unlawful for any member, officer, or ~{lloyeeof the 
Commission to make disclosure of information which 0 15 not made 
available to the public as authorized in subsection (b). 

SECTION 24. COURT REVIEW OF ORDERS 

(a) This section relates to review by United States Circuit Courts 
of Appeal of orders of the Commission, on the petition of any person 
aggrieved. On such review the court is to have exclusive jurisdiction 
to affirm, modify, and enforce or set aside the order, in whole or in 
part. Findings of fact by the Commission are to he conclusive if 
supported by substantial evidence. The judgment and decree of the 
court is to be :final subject to review by the Supreme Court in accord­
ance with sections 239 and 240 of the Judieial Code. 

(b) The commencement o(proceedings under subsection (a) is not 
to operate as a stay of the Commission's order unless the court 80 
orders. 

SECTION 22. RULES AND REGULATIONS; ANNUAL REPORTS 

(a) The Commission and the Federal Reserve Board, respectivelyt 

are authorized to make such rules and regulations 88 may be necessary 
for the execution of the functions granted to them under the act and 
are authorized for such purposes to classify issuers, securities, ex­
changes, and other persons or matters. 

(b) The Commission and the Federal Reserve Board are directed 
to include in their annual reports to Conwess such information and 
such recommendations f"r further le~atIOn as they II16y deem. ad­
visable reillting to the matters within their respective jurisdictions 
under the act. 

SEcTION 21. HJlAB.IHGB B:t' COHMISSION 

This section providea that hearings of the Commission may be 
public and may be held before the Commission or any member or 
mernbera thereof or &nydesignated ofliceror officers and requires that 
appropriate records of hearings shall be kept. 
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: :fo1'sueh: lUnen~ent of the ~ea of the exCh8.n~e as the Commission 
",~eems n~ar1 or a.pproF!a~ !or the protection of investo1"8 or to 
Ul.8u:re 0 fIUr dealtng or ad.Iniiri$tratlOn afthe exchange. . 

"8J!lC'1'10N 19. LIABILI'l'lES OF CONTROLLING PERSONS 

, "0 "By 8Uhaection (4) a perQon who contro~ a person subject to the 
Mt ~r a rule or regulation. thereunder is made liable to the sa.me extent 
48 the person controlled unless the controlling person acted in good
f.-ithcanddid not :induce the-a.et in question. " 

Subsection (b) makes it unlawful for any person to do, through any 
other ~n.Janything that he is forbidden to do himself. 

Subse<}tion (c) makes it -unlawful for a director, officer, or security 
owner, withC?utjust cause, to hinder, delay, or obstruct the making of 
reports required of an issuer under this act. 

In this section and in section 11, when reference is made to" control If, 

the term is intended to include actual control as well as what has been 
called legally enforceable control. (See Handy Ix; Harmon v. Burnet 
(1931)284 U.S. 136.) It was thought undesirable to attempt to 
define the terro. It would he difficult if not impossible to enumerate 
or to anticipate the roany ways in which actual control may be exerted. 
A few examples of the methods used are stock ownership, lease, con­
tract, and agency. It is well known that actual control sometimes 
may be exerted thro~h 0'YUership of much le~ than a majority of 
thestoc~ of It corporatIOn eIther by the ownership of such stock alone 
or through suob ownership in combination with other.factors. 
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'SE(lTION ,eGo. JUR1SD'leTIQN, Or,()l'FENSEB Mro aUIT~ 

" .T:q.~ 'disW;lct CQurt8 ·of :the,UD.ited'St~~ the Supreme Court of the 
J)is~ct'(jf Oolmnbi~,andthe United S~'ttlaeourts of any Territory 

.~!, 'otb;et~{}l~.subjee~.~.!Ji~j'Vt'i$dic:ti!>nof the United Sta.tes. are 
~~~n )~sdiction Cit Vlol~tion$of the 'Act and of rules and regulations 
th~~~.,~e.l"a.ndohuitain ~quit.Y' and actions at law br:ought to enforce 
W ~bilitYQ1" duty ereated by the actor by the rules and regula­
tioll$ thereundeJ:'. 

SECTION!". EJ'FECT ON EXIS!l'ING LAW 

(-.> 'This subsection reserves ~~ and ~medies' existing outside 
'()f those provided in the &et, but' 'ts th~totaJ. amo~t ~C?v~rable 
Wtheatnount of actual d83l1l;1ges. It proVIdes that the lunsdictlon of 
St4I,te ,commissions shall not be affected insofar as it does not ('..onfliet
wi.th the I?rov,isiQns of the ~t or the :rules and regula.tions thereunder. 

(P) It 'Is provided that nothing in the act Shall be construed to 
modify existing law with regard to certain relationships between 
~ehangesand their members. 

SECTION 28. VALIDITY OJ' CONTRACTS 

(a) This subsection declares void any condition or stipulation 
requiring any person to w~ive compliance with any provision of the 
act ()rany rule or regulatIon thereunder or any rule ·(jf exchange. 

(b) This subsection declares void contracts made in violation of 
the provisions of the act or the rules or regu1s.tions thereunder, and 
contracts made prior to the enactment of the act which involve the 
continuance of any rels.tionship or practice prohibited by the ailt or 
any rule or regulation thereunder. 

(e) This subsection includes provisions to negative any construc­
tion of the act which would affect the vs.lidity of loans and liens in 
certain cases. Cases are specified in which the act is to be constroed 
to afford a defense to the collection of any debt or obligation or the 
enforcemen~of alien. 

SECTION 29. FOREIGN SECURITIJllS EXCHANGES 

(a) This subsection makes it unlawful for brokers or dealers to use 
the mails or any instrumentality of interstate commerce to effect upon 
an exchange outside the United States tl'&nsactions in securities of 
issuers who reside in or are organized under the Itt\\-;; of, or have their 
princil?J1l.p~~ of busin~ ill,the Uni~ States or any place subJect 
to the JurisdictIon tbereof, ill contravention of the rules and regulatiOns 
of the Commission. 

(b) It is provided that the act shall not a:pply to any person insofar 
as he transacts a business in securities outside the jurisdi~tion of the 
United States unless he transacts such business in contravention of 
the rules and regulations of the Commission prescribed to prevent 
evasion of the act. 

SilC'l'lON so. REGISTRATION nEB 

An annual registration fee for exchanges is provided for in this 
section. Such fee is to he an amount equal to one five-hundredth 
of 1 percent of the aggregate dollar amount of the securities sales 
transacted on the excha~e during the preceding calendar year. 
Amounts received as fees will be deposited In the Federal Treasury. 

SECTION 81. MEMBERS ANn EMPLOYEES OF FEDERAL TRADE COMMISSION 

(a) This subsection provides for two additional members of the
 
Federal Trade Commission. It authorizes the Commission to divide
 
the members thereof into divisions (each to consiat of not less than
 
three members) and to direct that any of its functi(lns arising under
 
this act or any other provision of law may be ass~ed or referred to
 
any such diVlsion. Provision is made for rehe8J"!llg before the full
 
Commission of decisions, orders, or other action by a division. A
 
rehearing is not to suspend the operation of that division unless the
 
Commission makes an order to thAt effect.
 

(b) For the purposes of this act and of the Securities Act of 1933
 
the Commission is authorized to employ and fix the compensation of
 
attorneys, examiners, and other special experts without regard to the
 
provisions of other laws applicable to the employment and compensa­

tion of officers and employees of the United Stat.es.
 

SECTION 82. PENALTIES 

Penalties are provided for willful violation of the act or any rule or 
re~ation thereunder the violation of which is expressly made unlaw­
fUl, or fo1' the making or causing to be made any state:ment in any 
application, report, or document filed under the act if such statem!lnt 
is false or misleadin.g with respect to any material fa.ct. The penalty 
provided is a fine of not more than $10,000 or imprisonment for not 
more than 2 years, or both, except that when the violation is by an 

. exchange 8. fine not to exceed $500,000 may be imposed. 

SECTION SS. SEPARABILITY OF PROVISIONS 

This section declares the policy of Co~ss that if any provision
 
of the act or the application of such prOVISion to any person or cir­

cumstance is held invalid the remainder of the act or the application
 
of such ~rovision to persons or circumstances other than those to
 
which it 18 held invalid, shall not he affected thereby.
 

SECTION 84. EFFEC'l'IVE DA'l'E 

The act is to take effect upon its enactment, except that certain
 
of its provisions are to beoome effective July 1, 1934, and certain
 
other provisions are to become effective on August 1, 1934.
 

.~ 
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M[NORITY VIEWS 

[To accompany H .R. 9323] 

There can be no doubt that the securities exchange bill, as reported 
by the House Committee on Interstate and Foreign Commerce, is 
greatly improved over the bill as originally produced. 

The original bill, drawn under the natural resentment which 
resulted from the revelation of many abuses in the stock exchanges 
and in other agencies for distributing stocks, was primarily a punitive 
and preventive measure. As is often the case, those who drew the 
bill were so intent upon the relatively few who had committed these 
oHenses that its effect on innocent and honest people was overlooked. 
The proviSions of the bill would practically have stopped business on 
the stock exchanges and would have frozen the liquid assets of the 
Nation, and so still further restricted business and caused still further 
disa.sters to the banks. 

Many of the original provisions 'of the bill which would have 
produced these disasters have been modified or eliminated. So far 
as the bill relates to practices of stock exchanges it cannot be severely 
criticized. 

But the original fundamental objection still remains, namely, that 
it gives the commission which is in charge of administering the bill 
indeterminate power over all issues of stock, and thus over all cor­
porations in the country. This may seem a broad statement, but 
from the best statistics which can be obtained, it is estimated that 
there are 10 million stockholders of record in this country aiter 
allowing for dupli.cation, and that, not allowing for duplication, there 
are about 26 million stockholders of record; that is, 26 million indi­
vidual stock holdings. It is evident that the value of all these stock 
holdings may be affected by the action of the commission under this 
bill. 

imC~t ;:EXGll\AJll:GE;':Q!Lb ;Q1r-i1:~"4 

In 'addition to this, there are; of 'course, tho~ds of millions of
 
dollars of bonds and other obligations issued by eOl'Porationff which
 
are held by insuranc!, ~mpanies and sa~ banks and othe:rtruS~
 

, for the -benefit of millions of owners. It 18 not contended that this 
bill is going to ruin all these people, but it is sure that the hand;ling 

,of.all this immense amount 0.£ liquid capit~js ~oing to be more com" 
phcated and less free than Wlthout the legislation. ' ' 

As will be seen by reference to the bill, the powers of the commission
 
are varied and imp'lrtant. The commission has power to license aD.
 
exchange, to. exempt an exch~e from registration, and to withdr.aw
 
such exemptIon. The CODlDllSSlon also has power to suspend tradinit
 
on an exchange for any viola.tion of its regUlations. It can control
 
over-the-counter markets, it can make rules and regulations for the
 
segregation and limitation of functions of members, brokers, and
 
dealers on the exchanges. '
 

The bill provides very minute directions as to the registration of &
 
security on a national exchange and requires detailed information 88
 
to its organization, as to the directors and officers of a corporation,
 
giving their salaries and any bonus or other profit-sharing arr~e­

ments. It requires also a statement of any remuneration, including
 
bonuses, for any employee whose total compensation exceeds $10,000
 
per annum, and other information going into great detail as to the
 
management of a corporation, which information most corporations!
 
for good reasons, would prefer to consider confidential. Annual ana
 
quarterly statements are required, and finally, the commission is
 
given bla.Illi:et power to require informa.tion, and-provided any report
 
required under the bill is found inapplicable to any specified class or
 
classes of issuers, to require such reports of comparable character as
 
the commission may deem applicable.
 

The commission has full power as to the BOlicita.ti~n of proxies for 
any special or annual meeting. There is a provision that any person 
who is a large stockholder, and owns or controls more than 5 percent 
of any class of stock, shall file a statement with the exchange of the 
amount of his holdings, and at the end of each month shall file a 
statement indicating any change in his ownership. . • 

lilly person who makes a falSe or misleading statement, with regard 
to any material fact is liable to a suit for damages by anyone who suf~ 
fers, Unless the person making the statement can prove that he acted 
in good faith and did not believe that the statement was ,false and 
misleading. ' " . 

The commission, whenever it thinks any person has violated an.., 
provision of the act, or any rule or regulation thereunder, can investi­
gate, and for that. purpose any member of the commission or an] 
officer designated or It can subpena witn~ses and compel theIr 
attendance and reqUITe the production of books, etc., from any place 
in the United States or any State at any designated place of hearing. 
And finally, anyone who willfully violates any provision of the Jl,Ct 
shall, upon conviction, be fined not more than $10,000 and imprisoned 
not more than 2 years, or both, except that when such person is in 
an exchange a fine not exceeding $500,000 may be imposed. ' 

The above brief enumeration of some of the provisions of the bill 
will be enough to show why this bill has created the greatest attention 
and interest throughout the length and breadth of the Nation. It is 
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safe to Bay that no bill has produced more correspondence for Mem­
bers of Congress than this bill. 

This interest has been referred to by some members of the adminis­
tration and by some leading Members of the House snd Senate lIS 
propaganda, but bearing in mind the 10 million individuals who are 
holders of stocks, their interest in this bill is perfectly natural and 
proper and should not be attributed to ~ropagl1nda. It is simply a 
legitimate desire on the part of the owners to protect their property 
from undue and unnecessary depreciation.

There can be no question that there has been very wide-spread 
fear of such depreciation from the e!lactment of this bill. It may be 
argued that there is nothing in the bill to warrant the fear and that 
such fear is uncalled for. The same arguments were used with refer­
ence to the Securities Registration Act, which it is now proposed to 
modify, and it may be that t,he arguments have force as to both the 
acts, but fear is a psychological state which cannot be overcome at 
once by a.rgument. When a man reads a complicated bill relating to 
his own industry or his own property, and finds it filled with intricate 
instructions and directions and which gives broad and undefined 
powers to a commission to make further rules and regulations and to 
impose penalties, and when furtber the bill winds up with a statement 
of possible heavy fines and imprisonment for a violation of any of 
tbese rules and regulations, almost anyone is justified in feeling fear. 
fu1 as to doing business in connection with organizations or securities 
covered by the bill.

What is essential to any sound recovery of business and to any real 
extension of employment and the use of credit in enterprise is confi­
dence. The cre6.tion of new commissions having power over business 
and the creation of new regulations and penolties do not tend to quiet 
and confidence, but to the contrary, and thus retard business. 

A minoritv of the committee suggest that however sound many of 
the provisions of the bill may be, the immediate consequences of its 
enactment would not be helpful, but rather the reverse, in the existing 
economic situation. 

It is not probable, and, it may be said, hardly possible, that there 
should be any dan~erous specu1ation or inflation of credit on the 
stock e::tchanges dU~1Dg this year. The stock exchanges have of their 
own motion made rules and regulations to do away with many of 
their previous evil practices. It is noticeable in the committee, which 
has \pven long &nd carllfu1 study to this bill, that the longer it was 
studied the more every member of the committee became convinced 
of the far-reaching effects of the bill, not only as to its extent over the 
Nation, but :IS to its ramifications in all branches of business. If 
there is no immediate crisis which would seem to call for legislation, 
it would seem to be the part of wisdom, before enacting legislation of 
such far-reaching consequences, to enable those who are especially 
expert in the business and those who are especially affected by the 
bill to study it carefully and submit their recommendations concern­
ingit to the next Congress. 

For the above reasons, therefore, it is recommended that the bill 
shou1d Ilot be passed by this Congress. 

SCHUYLER MERRITT. 

o 
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DISPOSITION OF l:2ELFSS EXEC1;Yl\"E P,\:'E!{S, 
TREASURY J)EPARTME~T 

APRIL 27, 1934.--0tdotcll to I,e pTiL,t~d 

':Ifr. KENNEDY of Ma.ryland, from the Joint COITIJl1ittep 0;1 thn Disp')si­
tion of Usckos Executivl' Papers, snbmittcll the follo\\ing 

REPORT 

The joint selE'ct committ('e (If the Scnnt" find Housp of Rcprl'sentll­
lives, appointed on the part of the Senll tl' and on the ]Jflrt of tlw 
House of Representatives, to which arn rl'ferrl.'d the rt'ports of the 
hellds of departments, bur'fsus, <'IC., ill resprct to ,.(,(,llt1lilh,tion t],,"rpin 
of old and useless files of papcr,; which llf~ l~nt n('pd,'d or IJsdul in til,· 
transaction of the current business thcl"l,jn, r":ip,'ctiwly, and hll'·t) 
no permanent value or historical jnt~rcst with nrcomp!l.nying state­
ments of the condition and charact!'r of ,uch !,'1per5, respectf'l]) '" 
report to the Senate and House of Repr~sentari\'es, !'nrsullnt te an 
act entitled" An act 10 authorize and pro\'ide fO!' tlIe disposition of 
useless papers in the executive depllrtments", approHd February 16, 
1889, as follows: 

Your committee has met,and, by a suhcommittee appointed by your 
committee, carefully and fully examined the said r(\poTts so reiured 
to vour committee and statements of the condition and character of 
such files and papers therein described, and we find and report that 
the files and papers described in the report of the. TreQsur\' Deplcrt­
!lwnt to the. Seventy-third Congress, second session, dated January 3, 
1934, are not needed in the transaction of thl' current business of such 
Department and bureaus aud have no permllnent 'Illue or historical 
interest. 

We recommend that as required by Inw the Trcll.sury Department 
sel! as waste paper or otherwise dispose of such fill'S of paprrs upon 
the best obtainable tenns after due publication C)f notice inYi! in:! 
proposals therefor and receive and pay the proceed,,; thE'leof into the 
T.easury of the 'Cnited States and make report thereof to C()ngre~s_ 

Respectfully submitted to the Senate and House of Representati,·es. 
AMBROBE J. KE~NEDY, 

Member on the part oj the !iOU-Ie. 
PAT HARRISON, 
DAVID A. REED, 

Members on the part oj th.~ Senats. 


