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Sl('flCli.2: CXCH.4NGlE PRACTICES 

Joxz 8 (crrlendar dny, June lG), 21)34-Oidcr& to bs prirted 

Mr. Fmc~rm, from the Cornmieke on Banking tzxd Currency, 
submitted tho fof lowing 

[l?ilr.cnnnt to S,Res. 84, 726 Conn.: S.Res. 56 and S.fZcs, VT, 7341 Cong.] 

The Committee on Earlking and C~lrp-ftncy, authorizect by Senate 
Resolutions 84, 233, and 371. o f  the Seventy-scccbnd Congress, and 
contintled in effect, by Senate Resolutions 56 and 611 of the Seventy- 
t h i ~ d  Congress, to inyestipare security dealing,, banking practices 
and eff&~,ls of same, stlhtllrts the ncconrpanying lntrduetory &ate- 
mcnt and r~por t :  

INTRODUCTORY STATXBIENT 

On March 2, 1932, the Senate QI=on~mi.teee on BanKng and Cur- 
rcney, or an drrlg ilutl~osized subcommittez thereof, tras authorized 

if and directe by Senate &solution No, 84 of the Secenty-scsnd 
Congrss to rrln1l.e a thorough xrrd =ompJeta irrtrecftigntion af fis 
pradiccs with respect to title buying and selling and the borrowing 
rtnd lending of listed securities upon the various 9twk exchanges, 
the values of suclr securifics, and, the cirec~ of suck practices upon 
interst~tte and P'oreizn commcree, upon the operation of the nrztional 
banking system rtntt the li;'ectei.a! %serve System, and upon the mar- 
ket for sceuritics sf tlw TJnited Ststcs Goverxlmctnt, and the desira- 
bility of the exercise c~f the t a x i w  pcrrcr of the Unikd States with 
resi3cct tcj aB;d ~ i i i . 1 1  ~~e2ur i " c~s .  

I%ursuant ta the rcsolutian, an exltaustise inces,.ti;$l;ation into stock- 
exeflznge practices was  eortdnctccl by a duly :intl;~orized subcornrnittci: 
~f tlis Committee 011 Bunliing and C:~rrc.r~cg, Pu1,lir Itesrings Ilrere 
Ilcld c,n April 11 and 12, 1939, with Clrude Brarrch, Eq., a ~ t i l ~ g  as 
counsel to tfte, subcarnmitlea: lrnd heariws qere cc>r\.tinucd on Aprg 



18,21, $23, 26, May 19, 201 21$ and Jirnc 3, 4, 10, 11: 14, 10, 17, IS, acd 
28, J9%, with Wiiiiam A, Gray, Es ., acting as counsc2, "Llhe si3o:)e 
of thcse hearings was limited to rtnc?r-escllr * ;e prat:tices. 

6 a  Jaalxary 11 and 12, 6933, the i;ubesmmittec Plesfrd test%a.,:uny 
regarding the flotation and di&rIbution of securities issrrcd by 
Krtreger &, Toll Ca, with John SZarrinan, Eq,, conderctirrp the 
examination. 

On Jnnuary 24, 1938, Ferdinand Pecora, Esq.? was retained as 
counwl to the strbcommif,tc,e a~kril tlicncefortlr the ~ n q u i q  prorccded 
rlnder his guiiXbnce, 

On Februa 15, 16: 2nd 17, 15333, cridenee Kas presented relntjng 7 to the XnsulZ rrifurc. 
Between Febrtrrxq 21 and hfalcll 2, 1933. ilearings Tere held with 

regard to the National City Bank ~ n r l  its securities afifinte tine Nn- 
tionsl City Co.; ;.nd on Xfsrch 1. 1933. testilnong was also hcord 
concerning practices or: the New York Stock Escllange. 

The sc~pe  of the inquiry wns materially exp8n"cfetf tvhen Senate 
Resafution No. 50, of the Seventy-third Congress vns ogrced to on 
April 4, 1938. The msolutictn ~ ~ r ~ v i d e d  : 

R r 8 0 i ~ d .  That the Contlnlttce on IJunki~iv  rrad Garrr*-rtcg, rtr :my rltrfy author- 
lzcd subeammittrze tlrereof, la ntiifltlrtr? to tlrc rut!tt,rirg grarltcd untler Senate 
Resofullon M, Seventy-aecc?nd Congress, agw*fl trr 3:nreb 4, 1932, :tntl continnetl 
in fame bp Senate ftewtntian 3 9 ,  Ser~nty-sreond Conr~c~sa,  ngrecrl to l u t w  23, 
3832, nrrd ftlrthrr contlnuwl hy Senate Eescj!uklt~n 371, Seccl~tg-secontl Cnngrcss, 
ali;reed to Febrnitry 18, IS3, shall !lave nutharlty and h e r ~ h y  is rLErpc?rii- 

( I )  Tn make a thorough and compfclc? incesrigntion of t3t. operation l y  nnp 
pmnrt, firm, ctrtrarln~rshfp cornitany, ascnciatlon, corporatfnr7, or n t h ~ r  entity. 
of the Aasirtcss of boohfng. flrranctlna, rnud ~xtendiog crwlit ; nrrrt of" the bixsiriess 
of i.wuinz, o@er!ng, or ~;r.lfing secrlritiess; 

( 2 )  To make a tljoroxlgfi and crrmpl~z;e Enrlmtigntion o f  tllc hu.~lnesa errr~~i~zet 
acd ~~ractlces of .cec:irity i*rellanger; ntat'f of t11e meirrl~crs rl:creof; 

(3) To rnafce n thorourrl ant3 cornl>lete tnrcsl!pation f r i  ttlcl practlcec with 
respec? to the buying and w1Iing ant! the bor*rc,-cring and tencling of s~rt~t*It iee 
whfcl~ nre trndrrl in up ln  -!,e v:trit)us security ~?XCJI:IRJZC".F, or on f h 0  0%-er-fhrt- 
ectunter market, or on nnr cstl~er market: and of %e caluftts of such n s c u r l t i ~ s ;  
anrl 

( 4 )  To mnbe n thnmncl? and complctc fnrestirratfo~ of thq-? eft"cet c ~ f  :ti! ~ t l r - f ~  
bneiness spern t ions nrrd pr;tctir.es upon "rntesgtatc :Wrl foreign comrnercr, w p m  
t5e indus.;rrinl n;*:i crinirne S: l t  rrerfit sfrlrcture ctf tlrr t'ni?rrl Strrtos, urxm tl15 
operntian of the antffjost t i n n k i ~ g  system nnd the FodernI Rrserve Sys;erit. and 
np"n thcr mnckat I n r  sceuritirs of t h ~  tfnftorl Pfntc*e Gnvemtrrent. nnrl t lie ciesir- 
ability (II the pxtl?i?i;~ of the  inxinn power .,I ?he IJnitecl 8t:ttec wit13 rpep~c t  (a 
any slicln busir?ess and any F I I C J ~  serUrilies, nn:I tbr  clc.;irnhilifs crP Iimitirlg or 
prcjtritiiting t - * ~ e  of  the nt?ri!c;, the t~1~t"r;lph. the t ~ ~ l r f \ f t o n ~ ,  t h e  r:ttli~:, nntl 
any other fsl .X:l-.s. of fntersratle commerce or. c*f~rl~rnunil.;ttlorf with respcict to 
8riy ~rtrkt flperl "icr;g:, a ~ d  p r n c t i r e ~  ~lwmc?d fr:ttrs?tllctit 0:. r20tltl'drF t o  the  public 
fntewst. 

The zrrzthr rttv of ttw ; n t ' ~ s t i ~ a t i ~ i ~  r " o ~ ~ i l i l j t t r r *  u7::i; f t t ~ ' t l l c * t -  irljrrjIc- 
mcnttlci Ejy St*n;ite Rr .~oi t l l i~ . rn  XCJ. 97. nf t - l - 1 ~ 4  S~cc.~ttl7;-t\lirrl C'tilr~gypc-ri, 

npcer l  lo c)n Jixne 8, 1933, KIsicIl prcrvi~li..i\ 3s follc,vrs:: 
R~aolvc~l ,  ThFt rtlc Cnt:*rrsittiai* :m B~l"liir?~ , - * , n r l  C ' I ; " ' ~  t i .  y, irr" :tr:y c'tliy nrt-  

tlzft~izcrl suhr*smn~it tee tl~ertnnf, irr nilcl!ticn to anrl - ~ i ~ ~ l t l r ~ t ~ - ~ ~ t C t : - :  ? t i t .  : ~ r l f l ~ ~ ~ r l ~ p  
grttntr5rf uririer Senat(% fZ~s{~lnt f *n R I ,  Serenry-s~rfttlcf f '~IHc:"P--;. :ttrec"(l TC, ? f : \ r ~ 3  
4. 1932, anrl contittrz~rt nnf l  ~tzyt~~irrno~~lc*c'I ?'tg S*:rntg* IC~*r--~~'t1: ir~ir  239, f;r.r;.r*ritg- 
seeoncl Cunncss,  nmoerl tr* Jul~r.  Z, 1332. Sert:rfc ttr-*o::?trrtt :,;I. Sra~4 :,ri-.i.(wq11TI 
COnrrc--S, agrer el to Fr*hru:il-s 2%. 11133, :ti111 St>n:i t r *  Ilv-c I r l f i t , r l  3;. Yc -:r~t.r  \ :I,! rtl 
C(~::gress, :?g,.rl.c:l to April 4, 193.2, e h ~ l l  Ilrr.ct- a ~ ~ f h r l f i l !  t o  {itve. t i'lr;!t n\;y 
trar;cacvtions or n c ;  it'jtit-$ r;*Iat!~?g r t ,  nil l s a f ~ ,  r * ~ ~ f ~ n ' ? l ' ~ ,  IIII?'~ 1 t i ) s c ~  fi.rr.jtl;c*:- 
tf irrr.  ttnsrcr~;;ine, Icndirrp, firl:,nc.jng. i . ; ~ t r i n ~ ,  c'liqrrlb?rlti:~z, or. re t i~c*r  rlikrtn-;itfqn 
of, or dssling in, sircal-lties or credit ;,y rlt?!. pcarenn, BWL p: 'rtrl~r$hi;~, inntn- 



panyv amcIaCIot, sotf>aration, OP otPIer entlrf, andJsr 9 .~3  lotber acts or O?Xtf"rt- 
~ o o s  of any antr OF mare of them 31 of  age?^^',^, r r m l ! ~ i t ~ ~  or suhsirlin rim of 
anp one or mare oaf them or of any eiattt~ fcctrpottlle 9~ nthefmlw$ d J r M l ~  8t 
tnrlft-r;clllg. croalroif& or  Indaenmi hy any one or mom of them, w h t ~ h  mop 
afi& or. b61-1~ nmn, eflber dlewtlg or Inrliwctly, any nf the fz, 
Gisas or activities, Pucb lirareatiqrstion ~ h t l l l  be cortde Mfh ia 
aendlag r ece%q,snry le;rlslation, lrorher the faxing gntr.r9r or otfner Fc~det~at :m~errr,~ 

Between May 23 an3 June  "3 1933, ptlblic hearivps were eon- 
d u d  with regard to the! b~~~i : t ew opr8tirtnr; ant' p a ~ t i ~ i 3 ~  of 
J, P, Morgan & Co. 

Betwwa June 21 end J d y  6,1988, pub"dir Ikearinp toere candu 
with m g a d  to the business operations and practices of Kulzn, h b  
$G Go. 

Betnecn October 3 and October 13. 1923, pubfie ktetrinp were coni 
ducted with repard &I the h3c;incss nif"5rat:ons and practicw of 
Dillon, Read dE Ca. 

Between October 12 ar,d Derernhclr 7 ,  1933, the stlhcomtnitte,tre 
hearc! evidence =fating to the G b a s ~  National Gank and its s~crrrittns 
a6tiat.e. ttir? Chase Securities Po* oration, 

Between December 19. f933. -# an 2 Febnlitrr 9, 1934, a ptrblic inyrliry 
was conducted In-to the cioscd banks in n~ t ro i t  an h v z d ~ n c e  W ~ S  
wceived rs:iatinp Its the Gusrc~irin Detr~it 'TInion OPJUP, Inca, and 
I;hp Detroit Bankers Go, 

Retwcs~n Febrrru~~ 14 and F e b r u a T  26, 1934, the ~uhrommittee 
heard evitfencc as to mn~ipulative activities in the so-caller1 '' repcsl 
sttteke " oon the Scm Yorlr Stork Exrhangt-.. 

Betwrer? Febrtlnry 26 srnd April 5, 1924. the full Committcr? on 
Bankilrg anrl @tirr\?ncy ~cnclueted hearings on t;he Secuj.iti$s Ex- 
@ban@ Act of 1934. 

On April 18. 1983. the ca~i-rrliirec rrcrlrrti lCitr the rccl~i-:?. x report 
prepared by its s f a R  or? the trar'iinz nci t r~i tg  in the stn(.lcs c-rF certain 
aviation cc~posa tjons htcrcen  D c c ~ m b c r  1. 1933, fin81 t"rhl-~rnrv 9, 
1934. 

On &fay I. 59i3.1- Ihc subcc~ninittee receiretl in eviriitn<.c thr r e t ~ l r n ~  
filorl by stqcli cxchangcs, stock-cscbanpi; nncmhrs and mem!,c_.r frrm.s. 
hqnks. a n d  csrpor-ntisns in rosponce to quesiionnaircc ~ t i l~rn i t ted  to 
them respectivclz bt. the ~*~"oornmittze, 

On 3fav 3 nztd 4, 19'34, the hearings t;w-r. ilc*:.*rl.c?cl d r l  the intro- 
d~letion i i t o  cridrncr of the rel,'lrt; pr@r:srrd bp  ti^^ i ; iv~.t igating 
~ t n @  of thp st~lrromrriifr.~c o f t  thc Sr?!rirdir,n Trust Co,, Clrrcllnt~ri and 
the C n i n t ~  "i':.i.tst Cn., d'fct;~Fr\~~~Z 

I n  the corirse of t fzc* In~r- t igar ior r  rkirc; f a r  ~ r ~ ~ ~ i i t ~ ~ t p ~ l  t)?; :!lo cjif-1- 

cntnmitlrc a ~.ecor(l of mnw il-tnn 13 {\Or) jlr-infr-rl !"r%c,ri=~ ha -  t)(~irj^~ ror~t- 
r~ll~.r 'f.  ar?rl ;i,c,rcB t::~.: r ,r)N) e x f i i  hit* -.*rreE.i.ril in r q  ir3pnclz, T?"f?n 
$~~l?conrtrtittec I::$.? cntfi. vrtrcrl irt i~b\-(-figatt tlfi~r(,t ig,lhlir qr:tI  j n l f j ~ r -  
t j n l i y  sorr~c of the :*clni~,Itbx ; ~ n t l  ii~ar)if<,"ici r ; l . t , . : i ~ r ; t ~ i c ~ r ~ s  of: t 3 r d ~  I l t i ~ i j r p ~ ; ;  

of is::rling. oflf*rsing, i~nrl ~ c s i l i ~ ! :  Loncttriti~s ;~nri ~ l f c -  t,rl-inc*cc , j f  hilr,lr'lit_ 

3 1 ~ !  cr~t("&~;~i f  cri'dit, It ildc- e f ~ : ! . ~ : ~ v t t t + i ~ d  fa C S ! ~ P - C  iiijllfl;inF( q,rm- 
tion. 2nd pr:;d.tic~; drr i:ied 1 I :  to + I .  I :  i P fd  ; : o -- 

1 f t  ~ h C : ~ ? l l  tie oibrryn t 1 0 t  I l i G  n".ovfi !k~s*ftll*trcn \*,. Gf % - . I  f - t i .  ;,r marry f,.*ry pr tbf: 
Lk?~ t i r~ : l l  of I~tc'rt":i~*~<f ; r c  W -h . i " z e s - t  ihr C'c t l 'rrrivr 6 i i r  , .s. i a - t - * . r  6 :  ~ r j ? u i ' < t f i ~ r ~ ~ ( t ~ *  
tt tcr~nf  to ! r ~ * t ~ t i ~ t ~ , t i ~  3n-i- I I ~ P - ~ '  ,)f..r ' 7  'ZJ ..I*.~ . ~r 1:- .cn if - *  3.  , i . +. - ?r  S ~ - ~ ~ C P F  .. 
as Lad Irr'*n incnrf.o*ai*@rf Ir: p r e b . i t s , i . i  ~ 6 %  ' *  : I C . S I -  12, nrr!:.r :Pi:,' . b r  b rmrrrr'ir ':rr~'ir?t r ; tG 
fiav its h i a  i; P.i**,i %*hair? j.rt(n,r izrd ~ ~ r i ~ n ~ ; ~  t*?r ~ ~ ~ ? 1 ' i i * . t f i , ~ 1 ~  t a r  r i r r . t \  r r jncj . : r@ja l : *  is*. 
tjr 7, Lnnfrrrt. 'Thnrr-fis ,a,, IT, ; jU:-'kft 



rob-ral \lnharolT amf U I ~ C ~  hit':ll ~l lr t f i~~ i !~:  (*~z~i~loytsd 111 1 1 1 ~  f l o t : ~ r  ion B K Y ~  
sale of mtlritiis; iirrrl to dixiosc cte~iccs \v!rc*ribp i;lrorrki.-tax iiahilit.y 
is avcrided or el-adrd. Its ptkrpoae thruuehout has been to lay the 
foundcation for remedial. Icgisl~tion in the fields explored urxl in some 
measure that  pu'rpo" has already h e *  iirhieved. During the prcg- 
ress of this int.rtstiga+ic?n. Col~grcss emztctecl the f3wding Apt of 
1943, the Secifritit-s Act of 19%? the Swurities Excll:tngc> Act; of 1534. 
and ~cvtrraf amcnclmcnt~ ta tho reventre act caloulatcci tcl c.iliminnto 
methods of tax n voidance rlescri2h.d before t {lo subcomnr ittec. 

The emst sf  the inwebGgation has bmn npprozrirnakly S~YCt+300. 
The ex endilures, t o w  per. f -  -.ve bela justified nmny fold bv the incai- 

?I eulablc enetits f omkig to the American people f ronl the 1ieaiing.a in the 
form of e d i  htment; as to pr~ctines which h.,.ave cost them so eleat.1~ In 
the rfisL an c f  in the f o m  of renner'lial measures dc?siped to prevent. 
suck practices for ail time iri the ftlftlr.~". 'i'hc? f ideral  Government 
has h e n  or will be reinrhu :sed rllanyv times over by the receipt of 
dditionlrl income taxes and pencilties imposed on the basis of testi- 
mony de ic lcped a t  the hearirrgs. To date asessments far deficiencies 
and penalties have been 1et.ieci by the Bureau of 1nttlrn;il &venue 
ilr a sum exceeding $2,fK)O.CKtU as a direct r s u l t  of the revelations be- 
fore thesuktcomnlittee. XttcstI~ni~tes~ret tvai labl~corteerning;ehees-  
tcnt to  wfiicf~ the Trct:rsrrry has bccri or wi l l  be frtrttier* on~sicfl~-tl as an 
~ndirect  r e s ~ ~ l t  of  thnse re~eI3tirms, but it is ocrt:rin that a grw many 
returns flare bct~rl ro!ilntr\rily arr~entled arltll :tclrtitir~nai paymc?:ts 
made since t l ip  ~ ) t c t , l i c *  he~t'irrgs were I~eld. 


