
S e c u r i t i e s  and Exchmge Csmission, 
W~;sktingLoa, D, C ,  

j - 4  
AttentLon: Trading and Exelnmge Division, 
_.-- 

Dear S i r s  : 

George Whitney enclosing a d r a f %  of t he  suggestions fo r  rsw- 
l ~ t i o n  05 over-the-comter markets, together  with a possible 

form of r e g i s t r a t i o n  f o r  brokers bnd deaLers transbeting busi- 

ness  on such merkets, has been referred t o  m e  i n  Ms. \i'Witaey?s 

absence and  I would l i k e  t o  give you one o r  tyro thoughts which I !  
I have w i t h  respect  t o  i tI , 1 

Under a i s t i n g  circumstances and conditions, 1 tkor- 

oughly believe i n  the theory' af some form of r eg i s t r a t i on  of 

brokers and dealers t rbnsaet lcg  business on t he  over-the-counter 

rnsrkets. Nevertheless, I a,@ f d l y  aware of t he  d i f f i c u l t i e s  in- 

nerefit in c ~ n t r o l r i r ~ ~  ~ i i ' 6 3 ~ k i k ~ A j i  t ~ e  +=-~LikitLao uf c ~ ; ~ k f t  ~f 

such brokers and dealers par t icul&rly  a s  no public record of such 

transsct ions i s  made, Tkis d i f f f  c d t y  i s  efiarieed i n  the smaller 

t o m s  and c i t i e s  when such security t e t l v i t i e s  arc not infrequently 

carried on i n  con jmet ion  with other forms of a c t i v i t i e s  such a s  #--- j./ ----- i s  .- 
reg3 es ta te ,  l i f e  insurance e tcetera ,  ComplAsorqr regists~ti~n by 

as early ei, date as June 1, 1955, asuld  1 f e a r  min ten t iona l ly  work 

a har6shjp upon @erLtzltn of the smeller deblers  and brokers who may 

wish t o  reorganize their business or  segregate ce r t a in  nan-allied 

a c t i v i t i e s  i n  some way as  a r e s u l t  uf the r e a 2 ~ t i o n s .  T h i s  would 
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be parti6ulbrl;Sr t r ue  i f  the reg is t ra t ion  statement must be P i l e d  

not  l c t e r  than May l, 1935, which 1 i n t e rp re t  t o  be the  r u l e  if  

tk-ere i s  t o  be no intervening gap a f t e r  June 1, 1935, when t h e  
A i 

c?eales o r  broker ?nicr?ld not  be ab le  to carry on ?:is regzxler busfr:erp.  

A s  you Lurov~, the r e g i s t r a t i o n  form mder the TnvesLment 

B & d e r s  Code provides fn cer ta in  respects fo r  i n f o r m t i o n  t o  be 

t k ~  &&Ma& ~ O P P D  Si3 Y O U  8~&6e~%&on~- 

FurtLer t h e  suLes establislied by t h e  Code f o r  the regt;iL&E;Lion of trans- 

i c t l ~ r , ~  i n  tile over-the-counter markets were formulated as a means 

t o  el imfnsle the  improper p rac t ices  i n  the  business as  are the  regu- 

lations proposed by the  Securities snd Exchc-nge Comisslon. Xn order 

t o  e s t ab l i sh  & prac t ica l  organization %a enS"oree economically and 

effectively t he  final regula t ions  of  the  Comission there  undoubtedly 

zosld be found some way wrhereby t h e  present Code Corntittee through 

i t s  Regional Code Cornit tees could eol labors te  with t he  Secur i t i es  

~ n d  Exchange Comfssisn t o  the  end that the r e g u l ~ t i o n  of the over- 

the-comter  markets may be accomplished primarily by self-regultitlon 

i n  eonjumcuon wita the Federd C o w t s *  I am confiaent Wat such 

self-regulation w i l l  be nore effect ive i n  compelling adherenee t o  

t h e  reguls t ions  of  t h e  C o d s s i o n  than sny other form of enforce- 

rcent o r g a n i ~ a t i a n  t h a t  chrl be devised, 

T t e  following are  specific eomnents a s  t o  the regulat ions 

i n  thef  r proposed form: 

Rule U , b ,  1 - 1 see no reason why the regula t ions  should not 

apply equally to  dealers and brokers i n  a11 ~ L ~ s s e s  of secu r i t i e s  

on the  over-the-comlcr mrkets. Municipd bonds a r e  dea l t  i n  

primasfly only i n  the  over-the-counter markets and frequently a re  
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subject  t o  wide spreads between b id  and asked p r i c e s  p a r t i c u l a r l y ,  * 

i n  the obl igat ions  of t h e  smaller southern end   rest ern m i c i p r i l i -  

t i e s  and i n  my opinion a l l  t ransact ions  in th is  kyge of secmiey 

s k c ~ l d  be governed by t h e  r e g u l a t i o n s ,  As 1 i n t e r p r e t  t he  regiz- 

L ~ t i o n s  brokers or dehlers  specia l iz ing i n  exempted s ecu r i t i e s  who 

deal only Infrequently i n  non-exempt ob l iga t ions  a r e  governed by 

chs re&ations Is thoss %en o r g a i z a t i o n s  whieh deaf exclu- 

s l v e i y  i n  exeapted s e c u r i t i e s  twdd not be requlred t o  abide by 

the regul~tions, This  dues not appear q u i t e  r i g h t  t o  m e  and as  

3 s ta ted  above i n  my opinion a l l  brakers and d e d e r s  without ex- 

cept ion should be governed by the  r e m l ~ t i c n s  i n  t h e i r  over-the- 

counter t ransact ions .  % arn not qua l i f i ed  t o  comea t  on t h e  re@- 

l h t l e n  sf brokers or  dealers trhnshcting business sdy i n  comer- 

c J ~ 1  paper, b d e r s  acceptances o r  c o a ~ e r c i a l  bills and t he~*c fo r  

my coments  given above do not r e l ~ t e  t a  suclr brokers o r  dealers  ki 
Rule M . A ,  5, SecLPon A - Sub-division 4 w i l l  be d i f f i c u l t  

of inLerpsetat ion an& judgment and the re fo r  i s  bound t o  be trouble- 

some. Ilowever, 1 see no otner effective nay thma& which the  f ly-  

by-rdght broker o r  dea le r  engaged i n  bed busicess  p rac t i ces  nay 

be brought t o  t a sk  and eventually e l i a i na l ed ,  

Section B - Should not  ti regis tered  dealer o r  broker f i r s t  

have aul opportulf ty to present h i s  s i de  o f  the  case i n  a 

hearing before b e k g  even temporarZfy prohibited from carwing on 

h i s  business BirhicEi if in te r rup ted  by such suspension would mdoubt- 

edly cause unnecessary hardship i f  the  charge proved unwarranted. 
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Rule %.A. 10 - It may be technical ly  d i f f i c u l t  f o r  ac t ive  

brokers and dea le rs  Pn the over-the-eomter markets to l i v e  up to 

tre exbet l e t t e r  of t h i s  ru le ,  I n  my opinic~n it would be uncise t o  

mire ru l e s  vrrhiell nay be l i v e d  up to in s p i r i t  but; may be *mi~ ten-  

tionalw but techiczal ly  P;tolated, The Investment Bankers Code pro- 

v ides  t h a t  brokers se t ing  9n t h e  capacity sf agent fo r  both bwer and 

seller in spec%S%c transaction =st obtain  the conserat .sf his 

principals  t o  the transaction but 9s not r e y ~ i r e d  to obte in  writ ten 

cos i rma t lon  fron them. In my opinion the  Secur i t i es  and Exchange 

Comission regulcitions shoul2  reqx i re  tha t  e i t h e r  t t e  verbal  o r  

w i t t e n  consent of t h e  2 r i r - e i p z l s k t  r L t r f r e d  &t o r  b e f ~ r e  ti ie ccm- 

p le t lon  of.' t h e  t r&nssct ion and i f  on ly  verb& consent has been ob- 

ts lccd ba th  principals should be no t i f i ed  i n  v;riLifig i n  t he  mamer 

zs provlded i n  Rule X , A .  11, / / 

I trust that the  above conrnents rnw be of i n t e r e s t  t o  you, 

t?n t h e  vhole 3 think the proposed r e a l a t i o n s  are f a i r  and nod un- 

duly burdmsome and w i l l  be conscfenticusQ observed by the repa- 

table brokers and dsders ,  kn effect ive mthod of d o r c s m a t  

will be of grea t  vslue t o  the  investor  partieularLy i f  such effec- 

t i v e  edorcsment r e s u l t s  i n  el iminating fron the investment busi- 

ness U l e  dishonest firms which todey a r e  exkcding a toll from in- 

ves tors  i n  t h e  over-the-counter markets. 

The eoments 1 have given above are made only i n  t h e  l i g h t  

of our experience i n  executing orders  solely a s  an agent f o r  our 

cl is .nts ,  In view of the  l imi ted character of our a c t i v i t i e s  i n  
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t k i s  f i e l d  we have no intimate or deta i led  howkedge of the  pro- 

b l rn s  of o r  of the business done by dealers a c t i n g  es principals 

in over-the-counter trfnsacdiaas 2nd t h e r ~ f o r  no eoments have 

teen msde from t h i s  standpoint,  

Yours very truly, 
c( 

A 8 

,& y&-i~4-~. 

nager, Bond Dep"ardment 
J, P, Morgan & Co. 

Men Ycsk, Men Yosk, 


