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Lovr s e March 20, 1935

Securities and Exchange Commission,

Washington, D. C. o

tttention: Trading and Exchange Division,

Davig Saperstein, Esg., Director

Dear Sirs:
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ooy ielier dated L&rc
George Whitney enclosing & draft of the suggestions for regu-
lztion of over-the-counter merkets, together with a possible
form of registration for brokers and dealers transscting busi-
ness on such merkets, has been referred to me in Mr. Whitney's
absence andé I would like to give you one or two thoughts which
I have with respect to it. ,*{<

Under existing circumstsnces and conditions, 1 thor-
oughly believe in the theory of some form of registration of
brokers and dealers transacting business on the over-the-counter
markets. Nevertheless, I am fully aware of the difficulties in-
nerent in cootrolling effectively the aclivitieo of Certedn of
such brokers and dealers particularly as no public record of such

transsctions is made., This difficulty is enhanced in the smaller

towns and cities when such security zctivities are not infrequently

carried on in conjunction with other forms of activities such a§wq{*~

o

real estate, life insurance etcetera. Compulsory registretion by

as early a date as June 1, 1935, would 1 fear unintentionally work

a hardshlp upon ¢ertzin of the smaller deazlers and brokers who may

wish to reorganize thelr business or segregste certain non-allied

activities in some way as a result of the regulztions. This would
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be particularly true if the registration statement must be filed
not leter than Msy 1, 1935, which I interpret to be the rule 1if ;f
trere is to be no intervening gap after June 1, 1935, when the i”{
dealer or broker would not be able to carry on his regular businer-,
As you know, the registration form under the Investment
Bankers Code provides in certain respects for information to be
PwinibGel in Substantissly Lue sawme form as your suggestions.
Furtrer the rules established by the Code for the reguletion of trans-
actilons in the over-the-counter markets were formulated as a means
to eliminate the improper practices in the business as are the regu-
letions proposed by the Securities and Exchange Commission. In order
to establish & practical organization to enforce economically and
elfectively the finali regulations of the Commission there undoubtedly
could be found some way whereby thne present Code Committee through
its Regionsl Code Commlttees could collaborate with the Securities
and Exchange Commission to the end that the reguletion of the over-
the~counter markets may be accomplished primarily by self-regulsation
in conjunction witn the Federal Courts. 1 am conficent that such
self-regulzation will be more effective in compelling adherence to
the regulstions of the Commission than any other form of enforce-
ment organization that czn be devised,
Tre following are specific comments zs to the regulations
in their proposed form:
Rule M.A, 1 - I see no reason why the regulations should not
apply equally to dealers and brokers in &ll clecsses of securities
on the over-the-counter markets. Municipal bonds sre dealt in

primarily only in the over—the-counter markets and frequently sare
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subject to wide spreads between bid and asked prices particularlyi*f
in the obligations of the smaller southern and western municipali-
ties and in my opinlon all transactions in this type of security
should be governed by the regulations. As I interpret the regu-
letions brokers or dealers speclalizing In exempted securities who
deal only infrequently in non-exempt obligations are governed by
the regulations while those few organizations which deal exclu-
sively in exempted securities would not be required to abide by
the reguleztions. This does not appear quite right to me and as
I ststed above in my opinion all brckers and dealers without ex-
ception should be governed by the regulstions in theilr over-the-
counter transactions. I am not qualified to comment on the regu-
lation of brokers or dealers transscting business only in commer
ciel paper, bankers acceptances or commercisl bills and therefor
my comments given above do not relste to such brokers or dealersiy /
Rule M.A. 5, Section A - Sub-division 4 will be difficult
of interpretation and judgment and therefor is bound to be trouble-
some, However, I see no other effective way through which the fly-
by-night broker or dealer engaged in bad business practices may
be brought to task and eventually eliminated.
Section B ~ Should not & registered deazler or broker first
have an opportunity to present his side of the case 1in &
hearing before beirng even temporarily prohibited from carrying on
his business which if interrupted by such suspension would undoubt-

edly cause unnecesssry hardship if the charge proved unwarranted.
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Rule M.A. 10 - It may be technically difficult for active
brokers and dealers in the over-the-counter markets to live up to
the exact letter of this rule. In my oplnion it would be unwise to
make rules which may be lived up to in spirit but may be uninten-
tionally but technically violeted. The Investment Bankers Code pro-
vides that brokers acting in the capacity of agent for both buyer and
seller in any specific transaction must obtain the consent of his
principals to the transacticn but is not reguired to obtzin written
confirmation from them. In my opinion the Securities and Exchange
Commission regulations shouid recuire that either the verbal or
written consent of the prircipels te obteired at or before the com-
vletion of the transsction and 1f only verbel consent has been ob-
tained both principals should be notified in writing in the manner
as previded in Rule M,A, 11.

I trust that the above comments may be of interest to you.
On the whole I think the proposed regulations are falr and not un-
duly burdensome and will be conscienticusly observed by the repu-
table brokers and dealers. An effective method of enforcement
will be of grest value to the investor particularly if such effec-
tive enforcement results in eliminating from the investment busi-
ness the dishonest firms which today are exzcting a toll from in-
vestors in the over~the-counter merkets.

The comments I have given sbove are made only in the light
of our experience in executing orders solely as an agent for our

clients. In view of the limited character of our activities in
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this field we have no intimste or detsiled knowledge of the pro-
blems of or of the business done by dealers acting as principals
in over-the-counter trensactions and therefor no comments have

teen made from this standpoint.

Yours very truly,

-
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nager, Bond Department
J. P. Morgan & Co.
New York, New York.



