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REGULATION OF OVER-TIE-COUNTER MARKETS

TUESDAY, FERRUARY 1, 1938

Unirep States SENATE,

CoMMITTEE 0N PBavkmne avp Curnexcy,
Washington, 3 O

The committes meot nb 30:30 4. m. in the eemmitlee Toom of the
Senate Cominittee on Banking and Currency, Sennte Offico Duilding,
Senator Kobert F. Whgner {chairman}, presiding.

Present: Senators Wagner {chairman), Adems, Maoloney, odelifla,
Drown of Alichigar, Iitcheock, Hurhes, Herring, Smethers, and

Townsend. .
Present nlso: Georma €. Mathaws, Conmissioner, Securities and
Exchange Commission; Milton Katz, 3peeis! Counsel, Securitics and
Exchrnge Comnmission: nnd Shetlock Davis, Assistant Director, Trad-
ing and Exchange Division, Securitics nnd Exchange Commission.
El‘ln:-, Cramruan. Tho committee will be in order. ’
Gontlemen, this meeting today iz to begin the hearings upen o bill
8. 3255, introduced by Scnctor Maloney. A copy of the bill is to be
inclwded i the record ub this poal.
{The bill, 5. 3233, is as follows:)

[Committas Triol showing cerikln pragessd acnandeats, February 1, 1938
[5. &35, Tith Cong., M s ] -*
TOmH the Tert Nn Blagk brskewt and jusack bho fart printsd In cllc]

A BILL Tq previda tar thr rstnblishment ¢f m mechaolim af reguislion amond wwer-Lhe-coan ber Brokecs
sl denlery oywraiipg (o inkersiilo amd fareipu comnmeren o1 thraugh 1he madds, coofacalie bo Lhit pro-
vided by ondood] securities eaclianges Wwpiler (e Senerdtlcy Exchopge Aot qf 1, and fof 06 P pdser

Be it enaclcd by the Scaale antd [louze of Represertalioed of the Lincted Sinfea of
America in Conpress assembiod, That the Sceurdies Lxchnnge Act of 1933, as
amended, i9 amonded by inscriing after scction 13 thereaf the following new
Boetian:

“"Sro. 15A.-{8) Any nssociation of broRera or dealers may be regiskeced with
the Comnmisston as 6 national gecurilies assosiation pureuant to subsection {B),
gr as an alliliated seenritos aszociation pursaant bo subseetion (d), nader the
termig and eonditions hiervionTter provided [n this seetion, by Shag with the Com-
miziion n tegistration statenapnt in siell form as (e Counndsrion moy proseribe,
aolting forth the bdnrmstion, and acemopaniod by the desoaeoents, below spectiied

(1} Sueh doia ds ta il organizalion, wembeeship, upd 1oles of poocedure,
augd saeh of hor indurmntion ax thp Compnission may by rales andd rogulations
Feruire ws noecssary ot appaopriale in the public imberest or for the protection
al invezslors: sl .

™y Copies of ita constitution, ehnrter, or articlez of ineorporation or
freseeilive, with wil somesibiocnda theoeto, wd of §ts ecxistiog Tivlnws, Tor]
atal of oy miles oF insdreoieats cureespomingg o the foregaing, whalever Lhe
paeee, lierpinafior in 1his kitlp collcetively referred w oas Uie frales af the
Feigomeinkine,”

ach nepistrtion shnll wot Lo cansteved g nowpiver by eiech nesoeialion orF angy
webber Heereef of any vvnstdatiomal tiglhl or of any rghl to contest Lhe validity
Py male or regudation ol the Conadssien teder s title,

1
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MY tha rules of the ssseeintum poovide that nie birkor ar deaher wie,
mnkes s of the mals oe of ooy means or ensdriendnlitby of inleg-nge.
camameree Ug oifeet any pransaelinn in, or te ioduoe the plrr(‘hnxn [ IS
any seonrity odhernise than dnow nodional secocitics exehange, ooy 1.
A ety of fueh associntéon, oxeepd sacly am wee exeladerd pierager 1.,
parAgTal (1) o Lis subsection: Proetded, Thae the ruded of (e woeante,
may restrict mwmberslip in sweebe aseneiadion o sael spaeifesd geogendo g
basia, or o arehe apeeificn] basis relnding to the erpue of bosiniees done 1 2.
mietnbers, or o sach athor apecelicel prel ApQaroprmle s, a8 wpgasers 4.
the Comaiksivn 1o e aeeessary or appeapriate m Lhe publie interest or e
the proteetion of iovestors aocl Lo garey oot the purpnse af Fhis soclien;

““[4) the rules of Lhe pessockadion provide that, exeept wath tho appral o
mt the dirpetian of Lhe Comunis=ion in casey in which the Cargmigsion -t
it appraprinio in the pollie ailertst S0 o approve or diccet, un hnakoer o
dealer shinll e adigitted to or conbinoned in membet=hip mostieh aesoci:on,
if (1) éuch hroder ur eleator, whethor prior or subsgnuent to edtainge sorl,,
or {2) any partwer, ofliver, dircetar, or branch inasager of sucl Brokag .or
dealer (ar ony porsor acupying 4 samaler stofud oF perdnrming sieealar
furections), oF any persan direet]y ar indirectly contralfing o goretrthed 1
aich broker or dealer, whether prior ae subspguent o beeantbue frinch, 4
T Bern aned i sispeiedeed or expelfod fom 3 registorsd <patritios Resoeialio
{whotler national or alfilialed) or fro & national sceneities eselinunee, for
vidation of any rule of such associnlion or exchange which poohiliils ane a0
ar Lratnsaetion conrbitoting eondact imconsistonl with jirst nnd egonalib
pringiples of 1rade. oF requires ony act the gmissicn of which eonstupit
condiret, ineomsistend with just aned equitable principles of trade, or (4 -
snldeet Lee nm wrelor of Hio Cammmiscian Seaving oF ceveking his sogistzalio:
pursunnt o seclion 13 of this Litde, or cxpelbing or suspereding i 1o
membetslop i o regstered ~eeurilicd assobiclion oF & naleiedl seéiridine
c},cl:mtgc [, or {C] i permanenile oF dempnearily engginer b arder, jinky-
ment, ar decreo of any canrt of comprtent jurtaliction from encopdug s
conlinliing amr tonduck or practice @ éohneelon wWilh the' parccliose of ~al-
of anw security];

“{3Y the rules of tho assodistipn ssgure a fair representation of [ike
membership] ffa membera in Lhe adoption of any rule af the ansooialinn e
sueendrent therelo, the selestion of its cificers and direetors, aond inall ullor
phases of the adminisiration af tts affairs,

“{GEY the rules of the arsaemtion provide for the eguilable allovation af clinea
among [the mcinbership] fr members, to dufray reasonable cxpenses of
administration;

(7 the rules of the aszeciabion are tegigoed to prevont frandolent ok
imanipalative nels and praetices, o protmde just snd equitabla pringiples of
trade, and, in genernd, (o protect igvestors and the publie intercad, ared 1a
remove Bnpodinwents to and perfect the meelisnisn of 1 fece nnd open harkel:

-amd e ook designed to prowle wieacbell, 9 ceqlird of permab wofair -
crimingtion between costomers:, or issuerd, or Grokers ar denlers, wor fa DS
minimum profila ar aindroen rates of tommission or ather charges:

Ry Lherridea of Lhe assosiztion provide et wix e nbores shindl e approe-
printely dizciplined, by expuldion, swspension, fige, cepsuere, or any wllivk
(ttimg pooalty, far nny violniom of its rules;

ek the ralee of the assoeintive smevide o fuie and arderly procegdone wirh
reapect bo the diseipliving of members waad Ore denind of membeeslip ket aaed
lwuwker or ofealer socking inendrorslope hwereine T any procecidomgg T oefeTs
neite whether any foemiber sbesll be diaeiplined], stach 2les shatl papene that
epceific clinrges b Biponeht: thad sncl toemilier shall ke pasbilecd of 0 ool e
givon an oppurbanity (o dvfenl cweinst, sueh clorees that w recond =Tolb e
kept; and (hnt Che deternrinaging =balb inchebe (40 & stplegpead sctting Hooth
any act or praclice in which suclh mendier pooy e feund e linve sz

[
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. REGULATION 01 OVER-TTIE-COUNTER MARKETS
(b} An applicant nssoeintian skl not he regiolensd @9 A DELionad EETITL . g
graocintron tolesy ib appennd to the Contnmission Ehile-
“U1) Ly oreason ol Che ndmboer of ifs pembaets, the scopo of e e,
actiong, nml Lhig pormears el alistrilhefinm af Qts aRdeTs SUel qeannn
wili be olde Lo comply with the provisions of tos Lithe aoed e ore. ;4 )
rogpitittic s Lheredosler aral La ity gl Che porposes of Blia seebuon:
Y2 suwch assorigtinn A so oorgooizesd e s oF snel A ehnrocter ey g
e to oopply-with the provisoens af this Lioe ad e eales aeed fogeolag-
. Lieroaneler, il Lo rnaey ont Che purpeses of thes seolion;
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ar which sach momber may e founcd to bave omitled, {3 1 statemont ectling

L s & oftionpl s ThEr| L] ral e ruley ef the arsacitao
1k
farth ihe el fic ¢ A #

1il—

18, Lhe senpe ol their e ..
B2 mernhers siteh weaeiy
this Ulle ane the rubesg s
Tarawy of 1heiv seotign-
of such n charaelir go pa o
mid the s Aot e M.,
% 5eelin; '
A AnY Lroker or denle i,
NELTLTRCIENLiby of Endapany),
Irge the parehuse ar it of
ey exchan®e, mny oo,
oanr exelnderd (argagne 1.,
Ethe rules of 1he asisceg .,

Hrud

preagtice, or gnussion tg oet, iy decinetd b be i vielakion, (G 0 statemmont
whether the aels or [praclee] pracirccs prolubited By saeh rate o males, o
Lbe omission of an ack recuired iberchy, are dicuied to canstitnte sonduct
incansistend willy just sl copuitallo prineiples of Lrade, sl (50 o slaletnond
solting forli the ponnlly fonposed,  boogoy procesding to detcemine whetber
& broker ot dealet shall be dented e bership, sach rules shall provide that
the beoker or doaler =hinhl e potified of, and be given an opportiinty o be
lipard upon, Lthe gpweific grounds for deniad whicl are under consideration;
that a record shall be kept; anud that the determinntion shnll st forth the
epecific grounds upon which Lhe denisl ia hased; and

“{idy the requirementy of subsection (e}, insofur 43 these inay be applicas
hle, ate ealisficd.

Yoy The Coimnission may permit or require Uhie rales of ao assosiolion applying

for regisitation pursuant to gubFoction (B, 0 peovide for the admission of ao
asocintion regisiered me an alibicted sccurittes asspeintion pursinnt bo subsection
id), to participateon, in sod wapplicant assoeintion s an adtiliate iheresd, wnder
tertug permilting soch powera and eesponsibilities e sueh aflitiate, std anpder
sngh mbeer approprinte lerms Aod comditions, a9 may e provided Ly Lhe ruales
: of said applieant assoeiation, U such rules appear 1o the Commission Lo Lo nocessary
wlieh the Conyimssion qts or appriopriate in the putdic intercst or for the protection of wiveslora and 1o
Ve OF alifvet, ng birciyer o carry oub Lhe purposes of this scetion.  The dulies and powers of the Commission
5_“‘"'-""“|'J [ETRENEEL] o W A ! wilh rptpeet lo any nelional soewrities nssociation or any afilinled securiced
trefigiend Ao Iegsnd g s, . asnociation slall in 00 way be limaited by reason of any such eililiotion.

liranfiger of sach broker or ; "yd)] Ao applicant asgociation shall wot be registered a9 An oifilioled secucities
SR UT PR g siaular association unless it appears to the Commission that— :
vierralling or contellp ke LY sweb sssosialion, nolwithstanding that it does ngt 2stisiy Lho tegoice-

sueh spegified regraphic g
bvpee 0F Binisipess b Dy g :
IpTRLE Bnsis, as apgeers g '
in the public inlercst e G
Prpesie of Thin sectionn:

cxcent witlt thin appeayval wr

it Lo hocoming pack, i1
FER L o RN T RS B
il socurition vaelimoe,, [
age which prohibies s e
1 with just meel cupitalhe
sk of which constunte.
inciples of trade, or 15 .
or revnkiang hizn regsiense,
E oF suspinding liw fro
ML I & nalioq] soQiLritn s
Leocnjoined Dy oorder, jinle-
Betian feony cngagians o

ments set forth in pacagraph (1) of subecelion (b, will, focthwith upon tha
ragistration thereof, be adinitted to aMdiadion with &p assosiation ropistercd
as @ oational seeurities ne=qeiatjion purswant to said suh.ection LY, in s
mmnacr and under the torms and comditions provided by the rulea of snid
satiotal sesncilicy assomation in accordance wilh subsectian (e} and
"2} sueh gssociation nud ila rales seticdfy the requincuients seb forth in
pardgraphs () to (09, inclusive, of subsection (b); excepd that in the cnse of
any suth aszsoeiation any resiriclions upon membership therein of the type
aulharized by parageaph (3} of zubsectian (L) shpll not be leis stringent than
in the case of the pational securitics asaneiation willk which such associalion
i# to be aMdintod.
"{e} U'pon Lhe Gling of an bpsplicalion fot registration pursunnt to subscetion (b}

of subsection {d}, the Coruvission shall by order groab sach registration if the

requirements of (hiz segtion o inet. [f, after approprinte notioe Bnd opporinnity

for hearing, it apprars la e Commission that wey requiremnent of this scetion is

sol satished, the Commission shalt by otder deny such registration, I any asio-

cintion grawted vogistralion ag an aliliated secartics dusoclation prranant to sub- .
Eeetign (d) ahall fail 1o ho admitied pronptly therealter Lo affiliation witl & reg- .
iEteped natioonl seewrities desocintion, e Compission stiall revoko the rogistra- :
Lo of such aflilinted securitivs esgurintion.

vwith the porchase v 2ule

4ir represertntion of [rhe
N r“llﬂ' of the Assagition o
d direetors, and jicall aihez

cipibabde allacalion of e
ay reaganoble expenses of

- Y0 A pemistored secnritica assoeiation {(whellor nationat or alfilialed) may, i
te prevent fomdident w! upon gueh reasenalle notics aud vpen sneh tenos wel conditigns celating ta orderly !
and equitalde prigei|es of fiquidation 09 the Coninizso gy deen eccsssdy e the peblic interest or for :
The paldic Tatesest, nanl 1 Ve prgloction of investors, witbelenw Erotn rogistention Ly filing wiltl the Comtais- .
Cof I Fhee il opaeas ekt s & weibten udice of witheleawol oo sach form ax Uie Conmussion juiy By rubes Lo It

ondd repglations presgrilse,  Dpon Ehe withdnean] of o pational Ssucuriticg nssancia-
T Troin pegestrakion, the repistralion of any assoviation wllidintod thercwith shall
mibonueticalby Torminke.

SIET I oy oegistered seewrabivs assoeiation (whether national o afiliatod} =hall
Ik any djgtiplnary nelion wesimsd ooy meanber e, oF shall dony sl ssion
b any Brgker or dealor geckong iwembersbips therein, zueh wed bon slialk e anlgect o
tevinsy kv (I Corin im==en, s its s s i, or pen wpplivation by any paorsis
meerees el eereky Gled withn sisty dbyvs wlter sugh et Tos Beon tuken e within
sl banger prekidd pa e Cemnoegion moay cdeternone. Application to the Cate ]
turssign Tor rovicw, ae thee mestitndivgn of ceviess Ly L Utiennds=sann of iky own
”"l!tl'un, sholl vl wperate us sty of such wetion, bnless g Cotmmtssion slull eo
taler, .

i) (13 1n oo proceediog o review iseiplinaes action Laken by rerizlered
PRI ies pemorie o sgainst s needwer Elhareod, 00 Uhe Cozondesiou, alber appeo-

puire ot paermiit goluee e
werd o demlers, sor o i
sty wf plher elimrees:

& mens e STl Tue cnpapuree
e CENsHne, GF why wllad

it orderly peacebuee with
il ol jeebueradsipy fooat s
Loy el L ot - Y
ale rales shll reapaige 4001
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o sbrllrend =ebfinag B0
wfanud fa Bave o
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4 HEGULATION OF OV TS COUNTER }IA[I.ISi".‘Tﬂ

priste mntice and appartenicy Toe bearing, wpen eaneideratbon of e reeond hefopn
thur masociatinn wieh sach otlee eehlenco as ik oy dbeeqn relevant, shindl (AY finel
Lt such miensser Baa cogagedd i aael aela or proeliers, o has apndted soely g,
A% the fesaociafion hoee Comnel D Eee have vegded B0 o amitbed, and (13 cliad]
debterming Chod seeh by o praclices, or gizin Lot are o vialabion of soch
piideg of Lthn assecinbion as have beeno desicosbed B glo ddcderminad fnn o e asan-
cinkion, the Uenpae=ion shall b oodder dhzmiss U peoroedine, andost 0 apiears
Lo Fhe Commizsien Bk saeh aetion ivald be soocdilicd in sgecardance with e
praph (2 of this sulweebion,  Fhe Comaission shelh lilkewiso sbeberming o leetl;nr
the aels or praceices pralititeed, e the cinisston of 2oy nel feoquired, by wny sigh
tule eonstitule combucl imconsislend widle Just and cpuiable principles of - trote,
andd shal so dedlare, I it opspears (2 e Conunission thiat ¢he evidenea dae mot
wareant the finchipng reomiced e clrpiss CAY, ar iF the Connnission shall deterining
thal auch arta nr practices as are fanned be have oon cneapgsd inoare not pro-
hilited Dy e derizmnateld rube o rodea af the association, ar thal such act na is
Fonirerd Lo B been amittest 39 pat rennieed by gacis decfpraled rile or mies, the
Commizsin shali boyoaecler sed aside Lhe aclion of Ein aseorindion,

2 If nfter uppropricte mative sud opportaniby foe earing. the Cominission
findg thatl oov pennlly iposed] wpres fonenber 0§ ¢ecskive or opprossive, linvinges
dug regned Lo the puldtic inboecst Cend tho estabBHshed preactice of aweh nssneiation
anrl nf ptlier reeistered scoordics asqeciatingg wilh st o peraltioey. thie
Comindssiogy slinil by oeeber eanecl, retldee, or peguiire Uie renission of suell ponndty.

“{3Y In apy pracceding to pevicw the deniah of oenibership o norogistorcd
securilicg assocftinn, if the Cammission, after appropridc notics snd henriog,
and tpon eonsicleradion of the cecord |swfore the awsasation and sneh ofher evie
dence ks ot Inny deeky eelevant, shall Jdederrirne that the speoeific grounds nn
which sugh donind is Fnsed axist i fact and fee vadfd wnder this section, the Come-
mixston shall by arder dismisd the procecding, otherwize, the Carmmussion shalf
by arder set axiete Uha notion of bie sccocintion and reguire it fo admic the appli-
cant broker or dealer 4 maember=hiapy thdreieg,

“fiy (1) The rulez of o registerost securiticy pesociation may provido thet no
taember thereof =hall denl with any nonmember broker ar Gealer (s defined in
poarcgeanl {2 of thi- subscetion] axecpt at the 2ame prices, for the anme comn-
missipna or fres, and on Lthe samo terms and conditions os are by such membor
aesarcled ke the goneral pipblic.

"2y Poar Lhe porposcs of this sulmection, the term fnonmember broker or
denlor® shall foclude any Lroker or deater who makes use of the mgils or of any
meRns ar inatrernetiality of Uierstate cojomerce ta effest any lraosoclion in,
or t6 indoee the purchase or sale of, aoy sepurity otherwise thon on a national
pecuriticd exehange, who g not 4 member of any meeisleced securitica association.,
excipt n Liroker or deafer who deals excluzively in comnercial paper, bankers'
Acecplances, ar eauuncrcial bl

"[@) Nothing in this subzeetion shall ba so tonstrued or applied &5 to prevent
any mernber of a4 repistered segurities assocmtion from goonting to any other
memlior of any registered securities azsociation any desler’s diseount, allowance,
fommission, gr special lerma. :

My Lvory regisiered seeutities association aball Bla with the Commission in
sccordanee with sitch ryles nnd regutations aa the Commission may proseribe as
necessary or appropriale o the public intorest or for the protestion of investors
mﬁi{‘s o anv eliangea in or edditinoes to the rulea of the asspeintion, onad such
other infarimation vl dosidiucots s the Counrmdssigo Ay roqgaino o keep courpont
or bo supplement the pegistration stateinent amd dociements fled pursuant o anb=
geetivn (). [No change in or addition o the rodes of o roegistered socuritios
aszocind i shall take elfeet witil thiny days after gl Gling of 0 copy tiwreof
with the Comizdon, or votil seeh enrlior date o the Cenmision wway deters
mine. ]  clny cheuse o oor adefifton to the rldes of ¢ regesfercl froerclied asaocialion
thadl fake effect wpeft the thirliefh day afler the fling of & copy Moreenf 10108 the Came
MFAdFEn, oF nEpon el ceedier dnte gx Mo Canemiazion memo tledeenrme, nenlesa the Cam-
wmiazion Miall guter an ocder dignparaping ech chonge o mefdision: and the Cammig-
fion thall ctter amch an aefer undess ameh change ar @ebditing appears ta the Cuwi-
misaion in b conscatead ndth fhe requarrneents of arbarcfen () nad arcbaeetion (A}

kY (1Y CThe Cuwmmiseinn 98 oot lrired by order too abroente any e of o
Fepzisleted setaribics geeaeindion, Lar £0 prevent any rule feen taking effeet, ] 0F
alter aprpropriate notiee Al cpporlnafey foe eaeings, it apgeeos 0 tla® Comrnaiss
gian thal sieh ategration For preveation] is siccesss ey OF apapropriale fo nssure
faie dealions by alae wendsers of gech nssiwciation, e assmre 5 i represcataton of
e neegbaership] ds emcesberg in the sulioinisbendicne of Ela a0fiies or odleeyiss
to prrodeet iwvestars or elfeclunte the poraoses of thic Kaeelion ] e,
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REGULATION OF OVER-TIE-COUNTER MARKLETS 5

¢8) Fho Comumission may. in sriling request any tepislered securilics nasoeis-
teon ta podopt noy Epegilied plieratign of ne spagdeiment W ita fules wild rospeot to
any ol the matier bereinalter cunemerated. I seh assodintion Tvild Lo mlopt
puch nlleeabionr or sugiploment within & reasoendde Lime, the Coungnissaoge s nabhor-
ircdd by orclur to alber o st the cules of saeb associalion in Uhe manner
therglofore vequested, i, nfier nppeoprinte rotiee Al opgartueity for hearing, it
appeats to the Camanission that sueh alteralion or suppletacal o WCCeskRry of
nppraprinte in e bl mdersst o for the peateclion nf investom or 1o elfog-
tuale e urpases of i seclion, willy rospeet Los (1 The basiy fer, and pre-
eothure in conueclion witl, the deaink of memlerslip or Uwe diseiptising of mew-
Tigra; (23 Lhe ethod [or agloplion of any change i or acledition 1o the ke of
1he assoeiation; {3 e naet hod of chooging oflwes and diccetors; and (11 alliliation
belween remislered seeuritws nssnesationsf; (5) the provention of fetitious quots-
tinns; (G} the prevention of frawdulent ot mnanipulative acks or practiges; (77 spig-
guntils AEninst wprensonalde prodts of worcosomalide tates of comimissinna or olher
charpes: Procided, That nobling berein shall asthorioe the myposition of ooy
erhodule of manimum or masimam pricgy, diseonnts, commisaions, alewancea oF
olher chiarges; (B salcpunnds seslost anfaic rhiserimination Lelween customeors, .
or igsuers, or brokers or Joalees; (9 safegnands with respectl de the financial
rernpisilility of members and epninst §lig cvasinn of finnneial respongibility
Ihecwgl the oee of eorporate forma, spoeial partnerships or oiher deviees; (100
the wapner, ethod. and place of soliciting lwiziness; {111 the tiue and Uea
awthod of making sebilensiats, payvmentd, or deliveries; (127 the colicetion, reenrd-
ing and dissemination of inlenuation relating to the cver-the-counter 1norkets;
wid [T gimilar matters].
"Iy The Conurisgion s pathorized, if guele action appeors 1o 3L 46 be necossary
of approptiste in the publie interest or for the protection of inveators Land} o
ta rarey onik the purposes of this Beetion—
“[1) after Appropriate notice and cpportunity for hearine, by order to
suspend for a pariod et ceeecding twelve wonths or to pevoke tho registration
of A regizlered seewriiies fszooaven, U Lhe Comimission (nds thnt such
erspeinlion has viokted any provision of 1his Hble o L rabes and regolationa
theteunder, or has [piled to enfores complisnce with L3 owe rales, oF has
engaged in any other netivily finconastent with] tendging Jo defeat the
purpoeEs 0f 11403 sorlinon;
12 after sppropriate netice and oppartanity for hearing, ‘r‘:y aorder To
enspend for o perind not execeding twelve moentlhs or b expel fram A tepistared
krturitios asgochntion any momber thereof who the Commission finds bhas
vielaled any pravision af the Sceuritics Act of 1033, y anenred, or of this
title or the ruler and regilationa thereunder, o has elfectod any trensaction
for Buy other persew wito, e had reasen e belicve, wias vidlatbibg in respect
of such Lransaction any provisien of the Securities Act af 1933, 02 waended,
or of thiz Lille ot U rulea and regulations therounsler;
"3 after approprigte notice and opportunity fur licariog, by ordeor ta
romove from ofiiee any oflicer or diceeloc of a vepetered weeoarities nuociation
whe, the Commiesion e, has willfutfy failed to enforce the rulea of tha
niRoCiRbion, of has afdfefty abursed Bis auathonity.
“Lnd If noy provision of ihiz rection is in conilict with suy provizion of any
law of the {rted Slatea in furee o6 the date thie seckion 1akes cifoct, the PrOVIEion
ot thig seekion aliol provail,”
ez, A Snbaection (o} of sectiom 15 af the Sceurities Erchaape et of 1034, a»
it rfed, €3 gapdneteld 8o rrad of Fotfoa: i
“le} Mo beoker or doalor shatt riake wro of The madls or of ony ANy or RS H
meslal iy of inbcrafate ranemeree to wffeet Ay freiuRoction {8, of fa pofuce the purehasa R
wr em.’f' of, tny trpurify (ather Than cononeredal pogrer, bankera’ acce pinucea, oF eog :
Cercdnd belta) prtheewiae Dm0 @ neffonal securitivy cootiamge, e cenlraendtfon of
verh rded and regndottons oz e Conemrssien nip Preaerile 03 NeCesSTIY or ALprapce
S e pechlfe Tufereal or Jor the proteetion of eeestors {00 fo proeent fracdudent !
cromuenrgulutive agrt e pritctiaen 2 In pron nd et e guetrlmng; (3 R0 provide 1
CUeuhn ket ergaiteiad deeacbxuta bl afelt e T L ] of entmirAnaz er )
Dt eliciegra: Pravcded, il seeterng e B seebeeefiom shell eenthasdze the dodaedion
' s erkedede af gerives, discewnta, copunlaainnx, atipeane s, s olhcr glicges!
"'" provole et fegndreds apddbed wafude dieerduernefurd dedntee o Queslgdd e 3, ek (RS urs,
Choekeerg dend afvedforaz U o prornde zafedoneds rendf mocapeet B B Horedaeg el eoa -
Tottn of beglors aued ety gl iyl the wpngrage af _.rirrm.ﬁu! rasrernpcpieefaf o F
o tee wae of o paaralc fusane, spnoennd gaietaessho koo i afoeoeea; (A0F d regnfade :
Veliecer . mpthaad, ot gl sodicddser eesownaa; 471t peguleta (e iane aned
Tand af makpug sefrment, ppatents ee diliveriens |3 o perorede for e codfeniiun,
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& NEGULATION OF DYII-TIE CORNTEE MANKETS |

tecording, and efirreminntion of fnformafion relafing do aver-thescaunder miarkee:
and {2} afierwdss o prerend Octs OF prociices irceRsitonl with juad wncd rqurtgfle
principlen of frfe, aud fo tnsnee fo dnpesfors jreedectinn canspeerahile do Mieed provads g
whder Lhfs fille itk rrspecl be maftpnal secaritieg crefinnges,’’

Tlea Coarratan, We hinve tho houne of hoving as the first witre..
Mr. Georga O Blathiews, ane ol the Commeissioners of the Soeurites
aned Kxclionge Commission,  However, hefore Mr. Mathows proceeds,
I shadl ask Senztor Malaney, the aother of the bill, to make a stati-
ment regarding ik,

STATEMENT OF HON, FRANCIS T. MALONEY, A MEMBER OF THE
TUNITED STATES SENATE FR(OM THE 5TATE OF CONNECTICUT

Senator Mavosey., Perhops b would be approprivte for me Lo sny,
Mr. Clinirmaan, that the bilf hns Leen considerably clinneed, na yon
will note, froin its originnl draft.  When thia bifl was introdiuced on
January 5t entne ns the reselt o a lorg-tne effort on the pact of tie
Secvrities and Excliange Coinmission in rather cleoze enoperation witly
membiers of the investnent banking business sl gver-the-coenter
dealers and brolicrs. '

Since the introdoction of the bill I have spent considerabla time
wilh members of e iovestment banking business, over-the-counter
denlers and brokers, el meirhers of Uie Securitica and Exelimnpg
Cormrnission, and the changes that nppenr in the bill as it comes o
us this inomning are ns o result of these nany conferences with. these
people, nisd it bs an clfort to bring the bil inte ling witl their thaoght
wsolar as it is possible,

I should nlse like to sey for the beneht of the committos that every
effort hias been cxerted Lo ruake this o bill that would meet with the
epproval of those engnged in this business, te makn it, insolar ns it is

5sl=sihlu, g sclf-regulntory bill or, ot lensi, a cooperative regulatory

A -

The chnnges are in this draft, and it is en tho basis of thesa changes,
or with these clanges in mind, that I understand Commissioncr
Methews is going to olfer his testinony.

The Cuaryan. Yon vourself are prepared to recotnmend these
chanpes in e bi'l jtself?

SBennfor Maroney., Yes. It waz after o seriea of meetings with the
over-the-counter dealors nnd Lrokers thiat [ nsked the lawyers of thoe
Securities and Exchianga Commission to draft thess changes that now
appenr.

B Le Crammatan. I min glad that you aceepted the spicit of the times,
which is that of cooparation,

Senator Maroxey. I thinkk, Mz Chairman, that this i3 o fine
exampla of the apirit of the Limes—one of caoperation.

The Crapuay, 1t is an exnmple of what 1y be accomplished in
that direction.

Wa sholl now be pleased to liear from yoo, Alr. Maetlews,

STATEMENT OF GEORGE C. MATHEWS, COMMISSIGNER, SECT-
RITIES AND EXCHANGE COMMISBION, WASHINGTON, D C.

Comanissioner M atukws, Mreo Chaicman sl Senadors, T othink
ek bafore [ oaeg inte the detaibed dizowsior of the il aod the more
or less fummnd stutetnent that U shall fenve with you 3t qnight be swell
i T sntimed generaily suinetinng of the puerpose amd plan of 1lis bill,
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REGUTLATION QF OVERTHE COURNTER MANKETS 7

The over-the-counter mnrket is at presont, of eourse, unoreanized
in thn sense ¢f erganizations bavisng eoy cllicial recognition,  We
finve 11 the exeliapges piven ollicial recognition Lo the memberships
af the exclianges ond Lheir orgonizatinng, ongd the lww nlso provides
the basis for wheat Scenntor Maoloney bias refereed Bo as o cooperutive
rezuladion of exehnnge practices. The exchunges may adopt rules
subjoct 1o tho jursliction of the Comnmission.  ‘I'hey have certain
allizeiions in seeing that their rules pre enforeed.

Thee C'ornmizsion Lias surtain power to inpose rules an the exelinngees,
wied 16 s power to ndopt rules of G own wlhich control proctices on
the exchonges, so the repulition of stock exshanses is ritler a Lwo-
Lended effort: First, the control of practices by the ormunizntions
themselves; second, the contral of practices by the Commission under
the Luw,

I the over-tLie.conunter market ab the present time we have only
ane wing of that structure built, aud thnt s qoite incomplete: That
i3, the contrvol of practices directly by the Commission, sl that con-
trol of practiees, ag I shill point gut in mere detnil later, hes resulted
in & program of registration of brokers wnd dealers with the Commis-
s, And 1k s pesulted 1n the debinition of certaln pruetices as con-
atitnting rmmuunpulative prectices whicli nre forbisdden in the over-the-
counter morket. :

In a sense, the problem of direet Government eegulation of tha
over-Lhe.counter marlet is o liktle bt like trying to butld ¢ struetura
aut of dry sand.  There is ne cohesive force to hold it together, no
ormanization with which we can bull |, as antlortntively representing
posubstaniinl element in the over-the-counter business. [t i3 trea

. ihat there are orgamizatisns—highly «desirable orgnnizntions—in the
avoer-the-counter business, but they ore unoflicial in ehinracter, 0 far os
the Government s concerncd. '

The first putpose of this bill is to make it possible to st up, wilh
olficinl recognition, organizations of brolers and dealers in the over-
thecounter market.  Riehk ot tha steee T want te point cut thas this
bill contains no element of comnpulsion ns to setiing up such organiza-
tions or ng {o becoming members of them; it is o purely voluntary
pno of orpanization and registration of these over-the-counter dealers’
qssocintions.

There are certoin other distinetions that should be deawn in order
lo understand the place nto wlicls this fts in the regulatory progrom
0z compared with the place that the exclianges cecupy. Theexclunges
sre business orgonizntions.  They hnve always been regurded ns neees-
=urily exelusive in character.  Membership is o property right in te
=Ee thnt it may be toonsferred when an individual deaps oot or ta
expelled. The exchanges have cortein Deatares that may be regarded
15 nohoprHislie beenuse af their excelosive oregnization,

The Seenrities amd Excluiee Act, to nay mind, represents muntienpt
o Lo these nwnopolizte practives mnler Goverpment control, 10
ser theet 1l acts anod proctices of excloeees sre corcieed ot in tha
pablic inlerest. Sonwe peaplte have [ikenmd the peaper splere of tha
rirlanees to that of o public-secvice eorporatioa, in s Iich e nonoio-
Itie element may properly be reeommzed bot o whicle 1he el of
residotion seoes Lunmd e DD seighe the pennt of motepelistie privileces,

itk the =ort of seamndzatins Tk we hoper will leget up wnder this
nel, I owounld lkke te eall Nubl altendigy Lo Hieee 1_|:'l|1lt_".-{: First, that tha
Rzt Lbons st e volimdary ; seeoesd, e they vanoel beexelosiva
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8 REGHLATION OF O RITIHECORRNTETD Malimlrs

tn mambership heyond eceiain limits, for there nre ceragy ..
obviousty, who showld anob be penitted B belong oo ouny
Ligsinesg vrownianbion wad thied | TRt there g nob o proper) v 4, -
memheeshi i Ui seose Qial there s sonwetlane thict eon Le
forred to w soecossor. Lhero s nolluwer that conbd Ire sold,
Benring i mind that twese aun pueely volinbaey associatiog, _ ..

{:rngrnm envisaged Ly this Bill s o ba suecossiul, the leei=lgge,

¢ legislotion under which theso penplo will form associntion : -,
cogister. 1§ they do wot reosier, s bs A odeed letter, so o) L. .
associgtion feature of this bill 3 coneerned.

. The first cssential is thoet responsilble orzenizations of wy|h,, ..
standing nnd sulligient zizo Lo registered, =o that thov eun pa.,
their parct in this repulatory program, or olse the only alternnee
drop the ldea of registered associntions amd go lo dircet Governe. - -
control. :

Why do we regard tho regmsiration of these associntions ns fper
ant? Well, for two reasonz. Im the first [}Iuc:e, we think it j- w . .
practics thot a business of this kind, as ntimately relatod 40 00,
egonomic wellure of the peoplo of this coutbey us Una is, should 1.
AR active part in its ewn control,  We think it is mood for the busin...
wa think it is pood for the country. DBub aside from the gqxriog .
the plece that in thesry it ought to oecupy, thers iz a very practi
reason,. which is twofeld in charueter, and to whieh I may alluie
later on. '

If the Governinent is to go in and reguiete practices in the over-tln.
counter market, with no psgocintion -nippeuplc with wham 18 con <beqd,
it must necessarily deal with the individuat,  The problem of coip.
ling tha rctions of thowsands of indivduslz engaged o the over-th.
counter markei would be & fremendous one if it 1s to be undertalion
by the direct intervention of the Government in cach gase. It woubd
be tremendously expensive. I Lesitate to meoko an estimade of what
1t would cost, but ot me touch on just one pliase of it.

Suppose that it should appeer desirable und pecessary that the Gov-
ermment wndertake an active program to prevent people who are in-
solvent from engoging in the sceurities business, aud the Govermmnent

.- .. had the positivo burden of makine that determination.  The cost «of
making that determination once o year for eacl colicern would be xn
enormens ammount.  Then, too, this business is of such g type that
the cendiiion of the people engured in it imay change so rapidly that
a detarmination as of & given date 1s of littla ar no value nz allfordies
any renl protoction to the man whe hos o continued course of business
with sueh people. :

If I may speak of an illustration that eomes to my mind, when I
was connectod with Siate ndministratien of blue-sky laws, our legis-
lature at one time proposed that Uiers be placed upon our orcaaiza-
tion ithe burden of making on anpnual aodit of every licensed brolier i
in the State. !

Senater Towsseno, YWhat Stale was that? -

Comnmigsioner Matnews. Wisconsin, not o big State s sccurities

mnitors zo. .
The best estimate that wo counid inake wns that at the very mmie- |
mwum it would cost ng a Lindl million dollirg & your to analie auch an 1

audit, and then thero was tho danser ihnt 36 would bo completely
useless 3 wonths laler, That is the sort of problera with which wo
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TEIEM s } REGUTLATION OF OVER-JTIR-COUNTER MARKKTS - !
ﬁilﬂﬁﬁh;l]':i figrtﬁrm_ Pfr'r'l'h-. vaay be confronted if we have Lo go tnto this thing with just the Gov- 1
is nnt T‘l'i‘ mr!”’ ! :I'""'“ ernertak itself to eatry out the repelntory progenem, - ) !
Ui {lynt 1”1"'."{ E-”'.Ir bra Uothink Uit assncantions uof Unia sort, of ey aro romprchensivae 3
s coulid bo <ok LR 9 etz amud vigorews enaugl, can o o long way, although T ode 3
IREAEY 158G L ir ot expeet Ut they will reach perfection, dn assuring that people ]
o vtl...;.lpuil-ai'l.tir:l] 11 wlw g thelr I:mmbcrs,_r_tmi 11{_'1'_}111]13 to soine extont i nesuritee
I RSSO Lions " E"'“,' it others i the securitics business, have o proper strndard of
lead jolter, s P puaneial respensibility.
cttet, sa for a1, Senntor Towxsiyp, Mr Matlinws, do yon feel that you do Hlnthn.vg
I o e nutharity under the present 5, 1. C. law to set up theso rogilations?
;“:ﬁftf'tl']‘:gf ;‘Ifn'-“”‘_“i‘:“"ll Commnissiotter M arerws. T feel that for us tn] S0t Up & coNmpro-
the only nitvr]m: 31"‘ Lipr le-nsive progeem of regulution of the over-the-counter wnarket under
o 1o ¢ireet G eI T . thie present law woaabit b for us substandelly to write the b{}d}'.{)f
g OVernaent ; lorislution, becanse, as I shall point out lnter, tha grant of authority
s . : per 1he Commission to rerulate Le over-the-counter market 2 & grant
igfﬁf’:,q't'ﬁ::ﬁ\”;: '::1["'[::"[ ! of wuthority to reuilate in & onunner {:um[:a.:rublic te the repulation of
dimately relubed o 1 [ 1]:::-:1”1{:“5' but the specifications of the form of that regulntion are not '
?Iirs“:oE&Isf;:’tﬁlénﬁ:ff;,h:".". The Comrmission lias A rule-mnking power and might conecivably
ide from the qucqiin:: I ehnborate this o areat dend. Personnlly, T think that there might be ;
thero 55 & verh wouim :-'l i. conshdernble eriticism, and Ian inclined to think that it is peor poliey
ta which I Ihap : ”" ! fur the Commission to subistantially write the body of legislntion, evea
¥ alluele thouzh it bas = geant of power to doit. I beliovs it is much better that
ywactines in the overle the fundamentals of tha legislalion be written into the act which the
with whom it c-tﬁ o _t' l__‘|:||1:r|m|:=.su::n_nl mlunrusmr*.j. .
The problemn of ICGI][:'::l: Senator Towxsexo. There has been an effort, us Senator Malonuy
crawed in the over-t|yw savs, to bring into hiarmony botl the 5. 1. C. and the over-the-copnter
15 te be uodertakon ; beaters, by mewns of this bill, es I understand it.
in aach easo. Ik “_:‘1"_‘”' f Commissioner MaTHRws. That is true. ] ]
ke an Est.:im{_xte of \'rll-ll ! Dges this bl pmvul:: the menans of gettng a repistration of f.hesg
ase of it i I E]:.‘ﬂll":'l's and brokers? 'The form for it is in the bill.  Will it work®
ncmassnrjr that the G- : e host thing thnt I can say on that is that I have talled, over & |
cent, people who are hi- .. period of 2 or 3 years, with men whom I have come to repard as J
% and the GD"-T:I‘III!I:H' . thoveughly respensible in the securiiies buzinesa, and [ hplieva that [
mipantion Thho cust :‘r i strong associstions can and will be set up if this bill is enpcted.
chy eoncern would be ar : 1t inny not be improper_to say that T {eel sure that these sssocia- ;
s of such o bype oy - linns 1.'.1"_ be sct up and will get their membarzhip nnlesz the people
chanee 50 raps dri e . who are in a position Lo inflleence and control the sconemic wellare
SLans APy et : of thosn dealers bear down so heavily that they will be afrmid to ;
w ne value as afordin: : peuister :
nued conrsa of busine:s ' senator Towwseno. Can you illustrate that?
s to my mind. when T i Commissioner MaTtHrws, Faor inis‘;t.nnce, it & large underwriting
[ue-sley laws, oar lois- i house shantl say to ine, o dealer, “If you go into this asseciation,
~ed upon QUT OrFanir- ] ¥ou are olf our hst,"” it would be very doubtful if I would go into the
P - ST ’ niEocin o,
Mevery licensed broker t _ Benator Towwsewn, What would be their objections to his going
. wito Lthe as=oeintion?
big State as seextities Comuwissioner Mataews, [ s unsble to answer thal question,

that ot tha very minai-
year to manke suckh an
< wold be cnmllll‘h'l}'
oldeni with whiell we

e — e ——— e e e T T

It vll I'ean say on it is that I know that the fenr—and how woll
gronnded that fear nay be, [ bavo no basis of nco=aring—that that
sort of pressure nay bo cxerted exists ninong aany of the peoplo
whom wa want Lo =eo in theso pssociations,  Somebody else cnn tell
you lbe ground for thiat fear better than I eon,
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The Creareman. Do v think dthat 5 there is tluet soct of pres.ygp.,
excrloed b wanld be wanlogous b the prosare that wos nltemije] o,
be oxetel in the ol duvs, o prevent vesulutory Iesisintion of 1,
type Teoon hedeg enacted oy odl? '

Coanrrissinner Marnews, Yos, sir

The Craenas. L sork of tiwarrueied fear of repulation or |,
destre Lo wyoid teeulilion,

Conttujssioner Maziews. I'ersonnlly, T think it i= anouiwarra g
fenr. I arest adinit, however, that iy poit of view with referone.
to that, ohviously, is not the point of view necessenily of tho wman win,
is going Lo ho reoubited,

Senpgior TowxsExop., You feel that there are objeetions to the bl
whick will come fromm the underwrilors?

Commisioner Mariasws, I helieve zo. I bolieve that there e
substnndial obisctions ta 1lis bill, andd I think they will coma logely
from e umlerwritors, -

Senntor TowxseExn, Notb from the dealers themselwves?

Cammissjoner Alatrews, T caungt saoy thot there will not Lo
objactions Trom dealers, but I have every reason to belicve that there
is a Intie Lody of responsible nen in the busuwess in this country whe
will weleome an opportunity ta register under this bill. I do not
think that ks any exnoreration,

Senator RapcLrere. Hosg this opposition erystallized, so for as you
know, in anything defimta?

Commissioner M aTnEws. Wa had hoped that with the hill ns
reprintad, althongh not oll interests in the securities business would
weleome the bill with open arms, they would feel that they could o
aloug with it. I believe now thatl there is some opprsition that Jue
erystallized to it, but others con speak better on that when the time
comes.

The Cuatnsaty. Opposition now among the denalers?

Senntor RancLIFFE. Among the winderwriters. N

Cominissioner ¥aruews. I believe it is primarily amoneg the under-
wTiters; Lut thers again, not having made a comprehensive aurvey of
apinion, I cannot say to you that thers may not be dealers who object
to it also.

The second thing I want to point out, thot ko our mind makes an
assgpcintion of this sort valuable, is that even if the lunds were furnished
for a dircet government vegulatery program, nnd even if an adeguate
staff were provided, and even if {thero wers no problems of seeuring
enforceinent throngh the courts in any cases Lhat you and T woull
ggroc thers shonld be enfarcement in, o wreet many of the abuses in
the seeuritics husiness aro ot motters of definite itlemality; they are
matters of cthics.

[ can clTer vou a scourity for sale, and I have complied wirll the
letler of tha [vw or probably with the Ietter of st any Inw that
can be written, and I ean create o folse nnpresion, on which it would
be pretty hard ta conviet me. There ks novast li¢hl Tor the congrol of
cthienl practices in this husiness, which is not w field which the Gov-
erminent ean very well eccupy.

Semalor Towxskxn, low dors this bill attempt to remedy tha?

Commtizsioner Marnews, That wanhd he privarily the problom of
the asoetalion. Ao sssociation of this soee, i0 16 1= sueersslol, s
Lz able 1o contro! those practiess of it oenshees which, in de laaamne
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REGULATION OF OVEN-THECOUNTRR MARKETS - 11

ul the stock cachange rule, are inconststent with just and equitable
prierples of trndure.

[ think if we hinve any hope that the securities business genernlly
is 1o he put on that high professional plane, we nust look to lclp
from witldn the industry s, [ think, oromunized Lelp. 1 do not
prean tooamply at all thng tluwe are wob men i the business wip
have these Wieh cthien] stuncdurds. I we did oot believe thint thers
were, wo would not bave any hope of thoe snceess of nuy associntion.
LBt this is the wny of placiog those people who have such stnedards
cllective in the position of ecantrolbin® Lhe activities of their npnbers,

Senator Rancuirre. Would cach assoeiation follow w pattern, or
would there be considerable Juewoy o cach crganizabion rs regards its
seope and trend of aetivity?

omamissioner Maritews, There would be leeway, and I think I can
jraint that out later on.

The Cuamnvan. There is juzt thiz about it Tt is inuely mors Jdesir-
nbla to have this so-called voluntary veeabotion by the industry itseli;
bub ai it 15 for the publie interest to have the reoulotion, o relusal of
such valuntary regulation wonld compel Government action, would it
nat, 1If Lhe publkie interest demands i?

Commigsipner Marnews. That must be the oltermnative, ane T
sliould eay that in tho bill aa reprinted there is one seetian which denls
with civect coutrol both of members of the association and of oct-

silers, wlich amplifics our direct control of the over-the-counter.

market. However, i thore are (0 be po nsspeiations, I personally
belipve thot the public will inziat that thers be direct Government
rogufnbion,

Senntor Towxsexn. Have you tho authority set up io thia bill if
thera should be me regulztion esked for by the gover-the-counter
members?

Commissioner dlarnews. Ve hinve certnin authority in g revision
of the present section 15 (o), which L will discuss a litale later,

Tha CHatryan. I think averyone will agree that voluntary reguls-
tion is much mora desirable.

Commissioner Marnewas, This hill aflfords the maclinery for this
voluntary and covperative roeulation, nnd in addition it expands sonmes
whet the field of direet rezulation by the Conunission, because obvie
susly there nre poing to bo thealors wie will not come into these
nssocintions,

Oue of the expressed fears of the bill az ariginally demwn, in wlach
wo had & more extensive power to impase rubes on the associaidon than
is provided in the reprint, was thob the clfect of them would be to dis-
erininale erainst the peopls whe enng into the nssuciations and leave
the sutside free; whicl I think was 2 valid objection,

I should pow like to present o little inore formul stetement with
referenen ta The bill nmd possilidy ot vavions poinls 1 aay repeal soime-
thinp whiel 1 huve olresed v seid, bud 1 felt thot tia eenerul Baelrround
'I-'l-'nut.l pecluips be valuable,

Anits essentinls, Senate Bill 3235 wauld set up o system of coopera-
tve remabnion of the ever-thescounter markots, throush the activi-
tea of velentary associations of nvestient bonkees, olealers, and
brolets doinge busitess in those oarkels, umlor appropreiabe gover-
mental sypervision. s U tithe of the Lol indieawes, tis sys=lem i3
i te el wpmand Lhe mwetiod ol oroanizalben sl regubetion of sxebungo
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12 REQULATION OF OVEL-ITE-CGUNTLR MARKETH

trading wiider the Secarftics Txelnnan Act of 1934, Tho probler of
melesprsile rogndation of i over-the-copnter merkels secrs to the
Seevrities il Fachanze Commission to be of the utmast impartanee,
and the method of deaking with that peoblem contermplated by 5. 3255
i, I oo judomneat, ernentty sarnd. Delore entering into o dataibod
discussion of this bil, 1 showld ke to indicate something of the size,
the emnprdexity, and the auportnnce of the problem, ns well as of the
backzronnd of expericnce and effort which lie belind the present bill.

Under the Seeorities schanpe Ack of 1934 the over-the-counter
markeis nre deqned to inelude sl transacktions io seeurities which b
place oihierwise thin upon a4 national securities exchanen, T do oot
think it is genernlly realized bow unmense and vatied these acfivities
are. A fow lizwres will suflies to brimg this our. Currently, seme
(6,766 [irins of brokers ond denlers are registered with the Commission
as transnnting husiness in the over-Lthe-counter markets.

Senator TowxseNp. Whiat percent is that of the totnl nember?

Clomunissioner Mavinws. We do pot know tliat, Senntor, for the
resson thiat there are certain dealers and brokers who are not required
ta register.  Ior examiple, n man whose business is conducted entirely
within & sinzle State is not required to rerister, apd we hava no survey
to sbow how many of these there may be.

Senatur Towxsexn. Have vou a meneral tdea? .

Coramissioner MaTnews. 1 helieve the number is quite substantinl.
As an illustration, I was toll the number of people advertlising in the
Chiecapo Telephone Directory ns being engaped in the securities husi-
oess, wie are not rezisiered with us, ¥ Lestlote to quole the Jigure,
becnuse ! o het recall 16 exaetly, but I think it was ahout 150,

We have beert in toteh with ol of those people, and we are following
them up {yom tiina to time, Apparenile they are people who enpapge
in business only in the State of {llincis. If that s oh example, o
ripusly thae houre for the entire country is quite suhstantiel.

Far pwrposes of comparison, it mey be pointed ot that there rre
only 1,373 members of the New York Stock Exchange. Over-the-
epunter quokatinns fer nt least (0,000 separate issnes of securities era
published in services to which brokers and dealers subscribe, wherens
only about 6,000 separate 1szues of stocks and bonds are admitted to
tending on oll the stock exchnnges of the eountry,  But these figures,
Impressive as they may seain, do not surzest the full story. A ereat
deal of trading takez place over the connder gven in securitics which
nre Hatrd vpon exchanpes, This i3 partseularly trve of hich-predes
bonds and preferred stocks,

In tha honrd markets latro blocks of bonds that ere listed on the
exchanges nre normally dealt v in the over-the-counter market; they
do not get onta the exclinnges ab all.  The blocks that are dealt io
on the exehanges are what we mizhi call rednil tranzactinns.

Scnater Vowxsexn, Has tho business of the over-the-couuter
markeb merersed vory materinlly since the prssage of the S, E. C.
Inwe, ar ling it decrensed?

Comymissivner Mavnews. T wonder il anvbody could answer tint
with any demree of pssuranee. I think the Dest answer we enuld
giva to thal 12 ilint tho only statisticn! evidence we lrive on b relates
te the flotation wf new sues. Wo have no adeguote statistical
evidence os to the trnding in issnes that wess outstanding.
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The fotation of new issocs, of course, hs vanied with econamie
and business conditions. 16 wis quite heavy in 1936, sl 16 fol] off
vrry materially in 1837, At the present thne, as jideed by the
volume in eegistention with the Commission, it is very lieht,

As a mintter of fact, onny af the higher crds honds and prefereed
stocks Liave their only juwarfict over-the-counter.  For islance, an
cstimnte indientes that, a5 of lust surnmer, MSUrARCE-COMPANY S0GUTE-
thes with en appresimgte market valoe of about $3-3000,010 were
adlmiitted to trading upon exchanges, wlerens some 51,209,000 000 of
insuranee-eompany  seeuritics—ronghly  four times the previous
firure—wera not ndimitted to bading npon any exchanpe, and thus
found their only market over-Lhe-counter,

Another striking illustration of the importance of tha over-the-
eounter merket, which T am sore vou will all renlize, was the flototion
of and dealiug in reat-estnte securities, which was very active ehout
10 years aco,  Dillions of dollars of real-estate sccuritis were (lonted
and dealt in in the over-the-counter moket, and the history of the
rral-estote seculities, considering the countey as o whole is, 1 think, a
pretty good argwment for adequate controf of the oier-the-counter
market,

Furthermore, the very preat bulk of trading in obbigations of the
Federal Goverument, the Stutes, and their loenl subdivistons noninally
takes place off the exchanges in the over-the-connter muriets,  Finnlly
ile primnry eperations of the grept underwriting houses toke place
over-the-counter.  Thus, the over-the-counter murkets not only pro-
vide the nedium for an bnpense volume of trading in o greab voariety
of sncunities, but they alzo provide the principal channel for the dow
of the savings of our people inte new Hnancing, It iz scureely neces-
sary for me to dwelt upou the inportence of the process by which the
finnneial requirements of expanding industry are met (hrourh the
public sale of sccurities $o fnvestors. The precess of distributing
such securities tnkes place on n natienal seale over-the-cowiter.

Thos far, I liave alleded ooly to the signiliennce of the over-the-
counter merkets in and of themselves, But the imperative necessity
of eifective regulation of these markets springs not only from their
own importance, but alsa from the fnct that only by such s program
cttn evnsion of regulation of tho exchanges voder the Exchpngo Ack be
forestolled. :

What I mean is this: Tha net is so comprehensive and so definite
will reference to the regulntion of exchanges that there iz o dunger—
and in soine cascs thore lias been the octunl result—that issucs of
soeurities have pone off the exchanges inte tho over-the-counter
netrket,

As an ilustyation, an oflicer, divector, or 10 percent holder of rquity
securities i n corporation whose securitics aro lsted on b exclange
s a linbility to neeount to the corporation, within eortain linits, for
lis trading profits in the stock of (hnt eompany.  There is no such
lbiliky i tho over-the-counter market, so it 13 quite possible, il o
manogenient or those iu conlrol of o compuny see fit, to take their
securitics off the exchange nud placs them in the oaver-the-counter
Tearliet. . .

Also, there nre cortain requirements for the publicity of information
sbout seeurilics hsted on the eschanges, whieh o not exizt in the
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14 REGULATION OF OYER-LHR-COUNTRIL AATRKETS

nver-tho-cnunter market. S, if any eoncern abjeels to Jurnishines .
thae pubdic the information which the Seeurities Exehance Aet cone
templntes the public should hoave il it is gotng to teade i 1hose securi-
ties, nlk 16 hias to do 19, ineeordence with the reles of the exehanees;,
to take wts sccurities off those exchates,  There 3 ne minimum -
quirement of Wwformation abouet securities 1n the ever-the-counter
market exenpt [or those whicli nre newly hmted nnd remistered under
the act of 1033. .

Benator Towxsexp, Yoo have no sufhority vnder the prezent law
te stop Lhit transaction?

Coinnissioner datnnws No.

I heve heen spenking of the possibility of deleating tlhe purposes of
fhe Scewrities Dxchienge Aew by leaving Lhe over-the-counter nuarket
unregilatod.  Vhis wps recognized by Lhe Congress in enncting the
Soeurities Exchange Acet of 1934, For example, the report of the
Seinte Comnmitter on Bruking and Currency to aceompany the hatl
which hecame the Sceurities Exchange Act of 1934 included the
following stulements: :

It has boen decmed advisabde 1o polhorice the Commission fa subjref ::2-
activities {i. ¢, trading i the aver-tbe-comater murkels) to regulalion simiise @
that prestribed for teavrectinng on orpaniced exchongea, This power 14 vidally
necessary (o forestall the widespread evasion of sloek exchnnge regulntion by the
wilthdrawol of secturities Mty licking on exglunges, and by transferring trading
Lhekein la “over-tho-connier” memborg whore miinipulative evilz could continue
to dloersh, unchecked b zoy rogubataory aulkardy,

Mow, brar in mind what { zaid o while ngo about the grant of power

in tho over-the-eaunter mnrlet and the previeus net being in very

- general torma. It substantinlly amounted to a zeant of power to the
commission 1o write rles, so far 2s thal purpese gould ba acomns
plished by rules, to apply the type of regulation that existed om ex-
clinnge marckets,

Tu the Securitics Bxclinnge Act of 1034, a5 onrinally enacted, the
over-the-connter mnrkets wers cboult with verw briclly, in o singie
section.  The brovity of this treatment did nob b apy sense reflect a
misponceplion 83 1o the importance of the problem,  On the contrary,
it arose front u realistic recornition of the zrent difficulties of working
out i suilable plan of requlation, particulorly 0 view of the face that
so Little wos known concerning these markets.  But, though Congress
weoe in somo doult ps to the precise aeethiod, it Lizd no doubt as 1o the
abjcctive of ot the standards for, regulapon. Beetion 13- —that is the
geclion dealine with tse over-the-counter mavkets—in its original ]
form, cxpressly contemptated the adoption by the Commission of 3
rules andd regnfations coneerning the aver-the-connter markets “neces-
sary or appropeiate i 1 pubdie ielecest and 1o dnseee to inveators
protectinn comparahie 1o that provided by ana under autlarity of
this title in the cose of nabioend seevrities sxchanerez® To thee e,
the Comnmission was authorieed to adopt roles and regolations pre- ]
viding “lar the vemolation of all transactions v leekers sd deaders
on wny suel msrket, for the pegisgation willh the Conumisson of
dewlir: s ne beakors makiong o vevating soele nomaelet, ol Tor the 1
revisteation of (e seenrities Tor which they ke o crente & adkel,™ l 1

1 awizhit any thinloso Toe we Tave fomd s praetical sway of securine
fho yemstyad on ol seenritios, which are now onfstnnding avd are deais
iy i the over-the-connter mavket, T s o pesetiond woy Dhecpese
i el ton were veqpuieed (e alienotive 1o registeation wonhd w
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to completely dur them from interstate commerce. 1 registration
wara pot stecesslully aclieved, we might fvevee gompletely e imerket
it Ltho gver-the-connber seentities by siech an action. :

Pursoant fo 1his stulutory mandate, the Comnission beean (o
developent of its muchioery of administration, The outstanding
necd wus obviously for fnets, Inoretrospeet, it s stortling to realize
thint there wus ne relinbla source of inforinddon eoneerninge the iden-
Uity or the numher of tnvesiment bunkers, dealers, amd brodiers one-
gaged i this hizhly bopoctant business. "Uhos, ot the outset, the
Commiszion muwle o propram (or repistration of 1lwse brokers and
denlers tho keystone of s atlempts to build a systemm of recudngion.
The Commisson, likewise, inlopled sore simple rules coneerning trade
prectices in this liekdl. 1 mighr add thae the simplieity of these rules
relatedd Lo e content only, ard ot to the procress of preparing nad
putding themanto ellect. L fact, the immense burden, at et stoge,
of making effective rules the content of which could not be the subject
of any rensonable controversy, is itzell a striking camnmentary wpon
the unexplorvil chinrncter of the territory which we were entering,

Section 23 (h) of he 3ecurttios Exchange Aet of 1934 expressly
directs Lhe Commission from time to time to mnlie sach reeammertuin-
tions for furiher lemisletion ns mav be deemed advisable with regard
to mnatters within its jurisdiction.  We have underetood this direclion
to apply particularly Lo such problems as the one now under discussion.
It seemed to ws to be our duly {rain time to time, on the basis of our
pecnrmulating experience and knowledge, to formulate nnd su-sgest to
the Congress methods for eifectualing the objectives which Congress
elently Linid in mind amd eleatly set fortl in e onginal section 15,

Thus, alier ¢ year and a hnlf of experience, the Commission nade
certnin recommendations to the Congress which were largely embodied
in section 15 as it now stands.  Section 15 in its present form is much
more comprchensive aud speeific than in its gogmal {ona.

Since the samemiment of scetion 15 in AMay of 1936, roughly another
vour and o balf has passed. 1 am glad to be able to report that awr
further expericnee in that peried hos been, in our judgment, cven mora
fruttiul than in the earlier period.  The Commission now eels that it
tas a frirly clear understanding of what must bo done if the org nel
purpese of the Congress in regnrd fa the over-the-counter markets is
to be renlized.

Although we have been making steady progress, it is obvicus to any
student of the proldem that n prent deal remning to be done. The
problem has these aspects: Firat, to protect the investor and the honest
denler alilte Tern phuinly dishonest ond walaic practices by the sub-
marginel clement in the Dinlestey; seeond, to cope with the penunibra
of tnoguitablo and injorisgg methods of business whieh tics outside the
ared of dedinile illemality, and which can be dealt with elleelively anly
by placing the basiness upon a highly prolessionalized Dasis: nnd
third, ta alford 4o the investor an cennomte serviee the elliciency of
which will be eommencirnte wikl ita cconomtte lmportanee, so that the
machinery of our minrkeds will vperate 1o svoid e mizdiceerion of sar
Nation's savings witch contributes so powerfully townrd cronoini
depressions, amd  bresds disiwteorating mistrust of our  flowgeinl
PINCERsrs. ’

I should like brietly (o iHustrate the extent of the fiest and =implest
pinse of our problemn—that of policing the subnacgingl clement in

[T R .

Sl B




lﬁ REGURATION O QYEER-TLHE-COLTXTER MARKETY

the indwstry,  Wihin the lusk year, the Couminissinn ssuk probes
into three arons nulsile the lwreest finenciol centers—in Cleveluw,
Dresrat, ared the Pueific Narthwest, A few nltormeys and aesount.
ants wers sent to these arses, o inguire inte certain comploints, and
to innke o (lying survey,  In the space of o fow monibs, 13 indi-
viduals were cunbenlly convicted.,  Bixvieen more Iimdividual=s wera
placed uncler indictiment, 17 corpordions and 41 moce individuals
were enjoinctl, 2l 2 fiens were expelled or obliged to withdeaw from
nntimmf securities exchunees, nll for clomentary vialations nf the inw,
The ¢ilect of Lhese elforts hag, of eourse, been salurery.  But it wonld
be folly o imngine et nothing remained to be done, or that the
problem is kess serious in other parts of the eountry.

The secotul and (hird phoses of Uee problem ore harder Lo llustrate,
but are at kensk us sienificent,  We arve all of ua familiar with methods
of duing Dusiness, whicle while not Lechnivelly illegal, are neverthe-
Jess unfeir te enustoimer and decent competitor ubike, and are sericusly
diamaging to the mechanism of the free and open macket,

Now, how e we to desl with Uwese problems?  The Commission
believes that there are two alternativea.  Tha first wanld invoilve ex-

ansion in our organization: the multiplication of branch offices; n
orge inercnse in Lthe expeicituce of public funds; a distinet inerense
in the problem of svoiding the evils of boreaneraey; and & minute,
detnidea, and rigld regulation of business conduet by low. Tt would
menn cxprnding our present prooess of registration of brokers and
dealors {0 inciede the proseription net only of the dishenest, bit also
of those unwilling or unable to eonform to rigid standacds of finoacial

responsihility, professionnl coenduct, nnd technical profieieney. [
speak the mind of the entire Commission when 1 say that such &’

rospect would be seareely more ngreceble Lo s than [ inagiog Lhat
it would be to the brolkers angd dealers of the country.  YWe are con-
vineed, however—and with the greatest of respeck ?must urra tliis
conviction upon Yoir conunittee—thot tlis is n prospect from which
we must not shrink if events should demenstrete its necessity.

But we sincerely hope that such o program will not prove necessory.
There is on oltecnative, which 1a Emﬁmﬂed inn the bidl pow wmder Ton-
sideration. Thatis the method of cooperative regulation, in which tho
job is lorgely done by representative organizutions of investment

ankera, declers, and brokers, with the Government excreising appro-
printe supervision in the public interest, but secupyineg what may he
termed s residual role.  Inm the concept of o really well-orzanized rad
well-conducted stock exchange, under the supervision provuded by the
Beenrities Exchange Act of 1934, ene may perceive something of the
possibilitics {o which I am refarring.

I supposa you have oll seen or have been infermed of the recent
report of the committee which hns subinitted recommendnbions {or
the rearganization of the New York Stock Exchange.  Thosa recom-
mendations losl el in this direetion.  The Clicaze Stock Bxehoango
i!ns nlso prepnred such f report, which gocs very much slony the same

ines,

With sound ormauization and methods and under enrelful snlexunrds,
tho Cotnission brlieves that such cooperative regulation cun be effec-
tive in the over-the-counter markets wichout beine too compley il
rizricd, naad ¢an remnnin reasenably general and fluid withowt Jegener-
aling into petty tyranuy.
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AL this paint, T think it will Te usefol for e te review the pendoad
dovelopinent of arganizations it this imchestery and of theie relations
with the Comtission ducine Lho past 3 yewrs. [ Lk tas wall Lielp
o cleon=trate that the present views of Uw Comnission o Lhis type
of conperstive regalation have vot been arrived st Lstily, bt heve
heeie evolved carelully over w period of yeers.

Almost Troan its incoption, the Cornmission eonducted exienfed
connfereneea willh representatives of varwus associntions of invest-
menk bankers, denlers, wul brokers from all porets of the countey.
Ahout 3 yoars apgo, o conference cormnitten wis forinol, regresentativo
of the industry, 1o obtain the views of nvestivent hankers, denlers,
nnd broliors as to Lhe desirability of perfectinge o pertnanent schemoe
of organization fur the purposes which we hiave been discussing.  As
g reanlb of the activities of tho canference conunittes, there ciima into
cxistenee in 1936 gn orpanizalion known ns the Invesument Donliers
Conference, Inc. This orgunization hos corelled and maintained a
membership, wo are informed, of somo 1,700 firms situnted in all
parts of the Toited States. There wre likowise in existence in the
country a number of other associntions of brekers and denlers which
have for soma time excreised o degree of supervision over the eonduct
of their members, Tt is understood that plans for cooperation oineng
many ol these vorlous wssaciations and the conlercuce have oither
been put into aflect or are &t the present tiue unclar negofintion.

Fa the cady stages of our discussions with these groups it wos
suggested that it would eventunlly bo necessory that their position
in relation te the Cormmission and ta others be inove cleatly delined
Almozt 2 yenr= ago we expressed the Lope that,
in a reasonable time, suitnble organizations of over-the-counter
brokers and denlars should enjoy a recognized loral position in the
field of regulntion, subject, of course, to apprepriate governmenial
control,  Wa also expressed the view that the estublelunent of »
permtanent and clearly defined relationship between any orponization
of the type dicniled and the Cotnmission must, in fact, as well as
in lasy, awrit the completion of the organization phase of the life of
such oreanizalion, -

We stated thot at such time as a vensonable mensure of development
townrd realization of the abjectives whieh I hava outlined should have
been achieved, the Commission would stand rendy to consider renson-
ebla proposals desizned to remder sueh orzanizations subject to ad-
ministrative regulution by the Cemmission under a specilic law. So
{ar ns wa aro concerned, that time has now arrived.,

The representatives of these associalions are in genernl agresrment
that little further can ba done by them in the field of sell-reculntion
or in providing a channel through whick the Conunission can excrcise
its supervisory powers without enabling lesislntion.

Tt seems to tho Comuussion that, in its cssentinls, the bill under
diseussion is wall designed to accomplish tho purposes which I lave
attempted 1o ontline, wnd takes fult peconunt of and utilizes the experi-
oneo of the post 3 vears which T have bried 1o describe,

Belore gz 1o the detniled analvsis of tho bill, T sheuld liie fo
bring vou bauck just for n momeut to this concept of 1 That the Lall
has o wofold nepeet, first, to provide for volnntary associztions which,
it s hoped, will Liveely tnke over the prolilenn of recndation of the bust-
nesg, subject Lo safesunrds which T shall Inter point cut, nnd second,
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18 TEGELATION 40 OVEW-TIIE-COUNTERD MARKIZTS

it provides weertain mnount of direet raleanmindiine powoer for iho Com-
mission, which is applieable alike to members of Associntions e 1o
thosa who sty outside, =0 that there wall bot he the opperfunity to
avoiil Ltha effoct of theso rutes by refoging to join suchl an nssociation
or by dropping out.  Of course, that involves, on the part of tho Com-
missior, a direet prablein of policing, but it will bo vastly leas than if
wo had Boodo Lhe sutico job,

Coming now to the detailed analysis, parugraph by parazranh, of
Lhe proposed new section 15 fa] nodd the proposemd mnemded sebseetion
(e} of section 13 of the Scourities Poachanze At of V8, cinhodied in
8. 3245, the comnutiee print of Teboey 1, V0E, the T g— thye
‘-‘:wuntus Exehnnge Aot of 1544 by uwzrlmw 1 new zeclion, seotion
15 {a}) umnmlmtrly following tho nwﬂont. seciion 13, and by noemding
subsection {c} of seetion 15, The present section 15 denls with the
reeniation of over-the-counter broliers and dealers; that is, brokers
and denlers who elfect nt least some of bheir bransactions otherwise
than on nationnl sccurities exclinngzes,

I should say thnt amaong ouwr remistered brokers nod dealers here
are o greab many inembery of stock exelinges beenuse they also da
businesa in the over Hig-counfor mnrket.

This hill is intended 1o provide reeuletion of essociativns of such
brokera ond dealers. The plan of resulation in genersl 5 closely
modeled on that wihich is provided under the Securitics Exchouge Aot
in the cize of nationul securities exchanpges.

Subscction (e), Heglstration of Astocintions, prov zdeq that aszocia-
tions of brokers and dealers mey be remistered with the Commission
as natignal serurilies associations or o5 wililiated securities associntions
by the h!mg of eortain information. Tlus provicion 1z similar to
section & (o) of the Fecuraties Exclimnge Act, which provides for the
registration of national securities exchanges. The requirements for

' registrotion es e netionel securibics assoelation are seb fartl in sub-
geclion (k) and tho requirgmenis for regisiretion ns an olilinted
securiiles nssocialion nre sontained in subsection &L,

Sabseelion (b}, Standards for Registration of o National Securities
Aszeciation, sets forth the standavds of elizibilivy for registration ns e
paticnal securities association, It provides that ne sssoctation may
ke registered az A netional secuviities association unless it incets 10
specific conditions set forth in paragraphs (1} through (10) of sulsce-
tion (b). The peneral purpose of these requireinents is te assure that
the nssocistion shall be of such size ond seope a5 to be of netional
cotee .

Just what that size and scope shewld be is, of course, & matter for
the futtve.  There iz strong possibality that wee sy be one osso-
cintion resistered which s completely natioual in seope. On the
sther haud, there 15 the 1)41'=--1|u[|l1. that twre may be o pimber of
nssociations registered.  Clenerilly speaking, it was onr thonght that
ASSUTEREIONS, £ by sufliciently wike in the seope of thelr opemtions to
jusiify registraton bere, anexhit toloe dn abont as el bevritore s s
talien in by the several Federnb Heserve distiicts. “Chat stamdard s
not cxpressed here, bl oor thoueht leee s Bt an ossociation slontd

(e more teer agroely loeal thiee. - For instates, T doonot tlenk dhat
an nasoctalivie of the dealers o Lhe logest ey o e Stake that 1
cotit From would Ins of suel seope that it zhaold be resistere] o2 o
nabcs! nssociation, @ doublb if aie assoeintion of dealers takmgr in
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T H
tpower far the (e, the entire State would e, But if yeur trke in the Federal Resorve Pk
wssovinlions wng 1,,. gictrivt of which Wisconsin is & part, 1 think you are getting nearcr o
&ty opporiasity o, e cocepb of sizo Lt would juslify registeation ns o nedionnl wsso- L
LSt ssoeiag by, vrTirHLL Pl
tha part of Mus e, ' Zpnulor Hircneack, How would tlus affeet o Jaeal bonk which I ¢
bo vustly less than 3 _ Lnmalles Slate securitics—Tor instance, State honds or ity or inunicipal i
: j poiwds?  They handle that husiness throwzh the mails, : .
Ph by parasrpgh, of . Copemissiceeer Matoews, I oalways hesilate lg lepin lo interpeet b
e nided subseepiog, : ta law, becruse T oam not o lewyer,  However, T will give you my o
of 1934, ernliodin| in apder=tannding ol then let some of the [wwyera from gur divisien P
o the Litl amemls 1y, carpeet me if L am wrong. . |
IeW S0Ction, seetiay, 11 1= my undesstanding that o bank in that ]{nﬁitiﬂn is not required
1o, amel Liv pamesndjyer i o repister with (e Commission. [t is nob & broker or dealer under f
Mo dewls witk e anr art, & bank s specifically exeluded by delinition. i
ers, that is, broloees 1 senator Hircoeock. But here you sny: 1
HISMCLG S ollwrwge ; vaoopl & broker or deoler wha deals cdelusively in eeromersial poper, Bankers' Lo
fl Argrpianess, or ¢olnmergish bills, ] ;
B':c:"il ‘ilﬁ'“_l?mltl”‘“‘ ' emissioner dlaturws, But o bank is not within the definition FoL
use whey also do . ol “breker or denler.” :
assoinli ¢ : 8o, when we say that we except that class of hrokers and dealers, A
. cinlions of suel, i banks are already excluded.  There is already in the act a definition o
m,:_;e!nelgn] s closely 1 of 1 liroker or dealer, b
ulntu_s Uxriuihge Act i Do 1 make myg@lf clenr? I
. ' , : Senater Hitencoos. You do in noway, bul T have my own deubts
'nr::ﬁ wles theat NS5001E- : e to tL, i
fj,:it’ i'[J-l’ui%”_m‘?”*E‘"'“ Cominissioner Mathews, Well, a broker or dealer is so defined in i
i I‘uu ol 55'42“'3_'{'1“3”* tlie ack that it does not inelnde Lanks.  Tlus relales only to brokier- !
ity p:'u:i:rcfsm:‘i “_r“‘“ ] dunlers, so the banks nre outside of it ) }
e Ly O L ; ~ Mr. Davis can show you the section there wlneh may help to clear :
Gquirements for t il up. i
::L?]S:i T;“Eﬂﬁ,s“hi ! The Cramsax. Tt hus just been called to my attention that in :
L i) AAfELALE | . .section 3, subsection 4, of the Securities Exchange Act of 1034 we ;
AL L ) e defined the lerm “broker.'  This subseelion resds:
3 National Scouritivs i N " . . )
¢ for rogistration as 4 (4} The tenm “broker” means any porspn enppped, in the bogingss of effecling
b NG RSI0CIALIOn 1oy . {ransnetions io soeyrilics for Lhe aveconot of athers, but does ool inelude & bank,
0 unless it ypests 30 : Commissioner MarnEws. That is .18,
rourh (10} of sulzee- i The Cramaax, 1t also specifically excludes bauks, so I presuma
i there ean be no question about that, Senaror.  Howoever, if it bus to
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be made any clenver, we cun muke it so.

Commissioncer Mararws, [ thiek you will find by cliceking back
Ly the definition that banks ace clem'f}r autside. the seope.

I Limve been spreaking of the problem of the zize of Lleso nesocintions,
grogeaphicnlly.  In addition, the nssocintion should Le so organized
s to rive reasenable assurapes that e operations will promote the
public interest in the monoer contemplalod by the Lill.  Thesa
previsions fingl (feir eounterparis as apphicd to exclinges in sections
) ond & () of the Securitiés Kxchanze Aet.  ach parngrapl will
b liscussed 2eparaialy.

I haye refereed to the counterpurts as applicd to exclinges, [
susifd mow like bt puk this bill before you clearly 25 o move Lo acesn-
Mish that comparuble remaiation of the overe-the-counter market,
reculation comparidile to tho rexalation of excluuges, whicl was tho
Purpose set fovth by the Congress i W orisinal seetion 15,
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As 1 wee thig bill, i it is pazsod, the Conpress will he earrving nue
in legislutive form the purposes wihich it expressed oely penerally in
the orizinal act, by sclting up over-the-counier mowlet resulidion
compurable to that rerbition of e exchangmes,

P'aragraph {13 mphes registrition avoilnble only to sassociotions of
sullicient size wid scopo 1o ha o proper subject ol national concern,
Doternination of whallior whis concition 1s mot invedves consideralion
of Ltho nember of twenhers 1o tho wssocialion, the scope of thew tonusne-
tions, noil the geezraphicnl distribution of the menbems.

Pampenph (2) regueres that the nsseotation bo able (o earcy oulb ita

avowoil functions in prooncting the purposea of e bill. T deters
mining whether tlis conclition s complied with, the Commission st
consider whether the orranizntion of the association 1 sppropriato snd
adequake to carry out 1o purpeses of the hill, and whethar the chamie-
tor of tho nssorciation is such that it ey be expected Lo carry out those
pUrpozes.
_ Paragroph {3} provides that an pssociation may ba registered only
if membership in the associntion is wvniabls to sll oyer-the-counter
Lrokers or dealers, except thiose who are required to Le excluded under
paragraph (1), -

Tha tinportance of apen inemnbership in this association will hecome
apparent ug wa get to a discussion of cortnin of the business rights or
advAntazes that will necrue o members; that s, the right o refuse to
deal with nonmembers on any other basis tnan that on whieh they deal
with the generul public, so they can refuse 10 give concessions to nou-
membor dealers. It is & valuable business right, and if it 1s ¢t be glven
to members of these sssociniions and to tho sssociations as such, for the
reidancea of members, it is Lnportant that wa do pot hinve, in the first
placo, a monopolisiic sssocintlon. The sssociation must he open ta
tha fellow who is willing Lo conduct Lis business decently.

Fhe seeond half of poragraph (3) permits the registration of on
assogintion, the memmberslip of which is testricted on some predeter-
mined basia specificd in the rules of the snssocintion, provided thdt the
Cominission L{r!icvna aneh limitndion on memberstup will gerve the
publis interest, the interest of investors, or promcte the purposes of
the bill. The Lill specifically mentions bwo types of lnutabions on
meubership wlich the Copumission may permit, that is, limitation on
o geograplucal bngis or on & basis relating to the type of Lusiness dona
Ly raombera of the assocmtion. Wor cxaraple under this section, if
the Comtission dectns 16 advisable voder the prescrilicd standonds,
it would ba possible to register nu association of dealers [rom the
Southeastern States, or the New England States. or soms similar
region, or nu fssocintion of dealers dealing exclusively in ol royallics,
which 12 & very specialized fichl,  In nll suel cnses, however, the
particular basis of reseriction of memberslip must be speeilied in the
rules of the ussociation wicl st be sanctonml by the Commission,

This provisiet is ek intended oz o Limitaton om poeeevagsh {1 of
this sulsection, ol e {onumission eould not afer this clanse per-
miib Feeiatialion of nopurely loeal nssovintion of securities dealers.

Pargznply {43 provides Hod nsseciatioss may be registered only af
tho rales of the pzeaciation exelede feom wenberslop bealiers nod denl-
ets nginst whom cerlain specified (ypes of petior bive been talen be-
engsn ol jllessl, anfoir, oF inegquilable conduet i conneedion with
ironsactions in seeuritivs, Tlos, 06w broker or deader 15 omler sus-
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pmsi:}n ar has lipon e;q':ul[ml frum r rovistered secorilics nssoeinlion or
from n nalional seeavitios exelunoe, for vioklion of & rtle of the asso-
cintion or exthimee which forlids cantduct inconsistent with just and
uqmtnhln prine lp!r‘s of Lm:ln L b bo excluded. L0 Lhe Securilies
nud Bxehango Commission hus denicd or revolked his registration ns a
broker or dealer—which may be done only for speeilicd violations of
low—or has expelled or suspendod b from membership in o regis-
tered socuntics nssocintion or & notional scewribies exclwnze—which
inay bo dene only for o violation of law—Dhe maist ba exeludecd.

Asg noresult of this provision, n broker or Jdesder who fails within any
of tlwo entepories speellicd abhove, wmay tnl be odmitted fo menbor-
ship in an nssovintion of which hie 1= not vet o member, ond he must be
expelled from all associntions of which e i3 & member. In orger to
prevent evosion by use of eorporate forms and other deviees it is pro-
vided that a breker or dealer shall be inclizilble for membership in on
nssocintion, if any partuer, oflicer, divector, or branel mannger of sue
broker ot deiler—or any person ocoeupyving i simiar stalus or perfotm-
ing aimilar functinns—aor any person controfling or controfled by such
brolier or dealer fnlls withiu the speeified eategories.  Proeticolly
speeking, these are the present standards for registrution under section
15, Thatis to sny, if o broneh tnunser hind been convicted of a seeuri-
tics erimae, thot would moke the v employing km loclizible for rosis-
tration, and similatly would make it inelizible for membership in iis
assoviation or if o portner were in that mtu:"rur:,r

Where this geneval rale of exclusion may appear fo be unnecessunty
harsh the Commission moy, in the puh]lr: interest, medily it s0 as Lo
peninit membersbip in o remstered oseoriailon. Such action mey be
taken cither npon the Commissizn’s own motion or upon applicition
cither by the broker in question or by a registered nssociation which
desites to admit him to membership or to retain him as o member.

The bill onginally ¢ontamed nn additional provision, clouse (03 of
subsection (b (4}, which bas been climinnted. Tt pruvjde:i that o
broker or denler who e under court injunction in connection with
securitics transictions wis inclizible for membership 1 in an assotintion.
It is felt, Lhowever, that the existence of such an injunction s not
genernliy e conclusive indieation that the broler or dealer is the type
of ulmthlcnl person whn must be exclyded from an nssoeiation. If
the cnse is one in which it appears (hat U public interest will he
served by DLarcine the broker or denler from doine o business in
securitics this resuli may be attained by revoling “his resistretion
uader subseetion (b) of seetion 15 of the net.  IHevoeation of e
broker-dender registration—that is, the direet rexistration with the
Counission—would nlso scrve to bar such o broker ar dealer from
memieralip in wny association wndere ckaoze (B3 of sulseetion (b)Y (1),

The Crhamuaw, Iz clause (3 the ane with refercuce te violotion
of the Iaw?

Comnmissioner ATarnews, That deals with reomisuration of broler-
fenlers aud the right W revoke their cegisteation; and that ri=ht is
penernlly ik connection with convictions related to sccueritics trans-
actians or Ijunciions,

The Cresngstasy. Yes; o other words,
necpszatily poayvicet lum? )

Comnussioner Matvewa, That s rizht.

an ijunetion does not
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The Cuansran, Ho may still bo innocent and yet have that infunr.
tion pewling, but when the conrt has fouvnd bt pnley, then this
applies?

Connizsioner darnews, Yes, Thuler the onpinenl provizions of

thoe regulitions, once an injunctipn wos issued, e would bo barred
froan the nzseciation.

The Coatgatax, I sco.

Commissioner Mamurws. Parngraph {3) requires that there shall
ba s fair reprozentution of the membership in oll matlers eoneering
the governtnent mul aelministention of the assncintion, 1 think (e
purpose of that will be obvious: To prevent the coutro! of such an
associstion Malling into o limited number of hends,

Tho Crainmax, Yos.

Commissioner Matusws. Poragrapli (8) reqnives that dues hin-
posed on members to defeny expenses of edministration shall bo
allecticd equitably mapong the members and sholl not exeecd the
emount lecessnry to defray reasonoble expenses of sdministration.

Pnraginply {7} requires that the nssocintion have rules dosigned:

(1} To prevent fraudulent snd manipulative acls and practices.

(2} Ta promota just and equitable principles of trade; and mora
generally,

f3) To protect investors ond the puitlie intarest.

f4) To remove impedinests to and perfect the mechanism of o
fres nnd open market. :

This paragrapl alsa requires that the rules of the nezociation shall
not bo designed te promete menopoly, to require or permit uninir
dissiminntion between customers or issuers of brokers or dealers, nor
to fix ininimum profits or clharyes,

Paragraph (8) requires that the rutes of the sssopciafion shall male
provision for adoquate disciplining of members wiip violate its reles,
- -Paragraph {9} requires the association to have an orderly propedura
far tho diseiplining of wmembers and the exclusion of persons desiring
to become members.  This precedurn must include the bringing of
SFEEiﬁC cliarges, the ziving of an oppertunity to ba heard in defense,
the keeping of & record, and the making of specific findings of fact by
the association, In the case of nn valaverable determination against
5 membor, such determinntion must inclucda & statement of the ponalty
imposed and nlso & deelaration whethar the assacintion congiders thab
the rulas viclated by tho mamber invelve condiect ingonsistent with
just and aquitable principies of trade. Thia lust statement is im-
portant in connection with the elimibility of expelled embers to ad-
mission in ather registered securities mssociations, The detennina-
tions of an associntion are subject to review by the Comnmission, nad
ullimately Ly tho cowris,

Paragraph (10) providles that the nssocintion shall admit to aililia-
tion any other associntton, if so requireed by the Commidssion.

Subsertion (el—allilintion of associulion: This sectioth gives the
Cammission power, where necessury i the publie interest or to canty
out the pnmozes of the Will, te require national securitics nsocintiong
to admit oller sssorintions to alfiliation sl to preseriboe tho tenns and
conditions npon which national associplions may amlnit othar wsso-
cintians Lo uililiation,

Suleection —atandneds for reeicteation of an allilizied seeuntics
associntion: FPhis sulgeeiion sets forth the standands of eligildlity fTor

- —

o p— -

. ; Lo L rhn ———————
— e T

g patt
D=t red
LY iqli'{l 1h
with nm
(RIS LEEE
e Lhe &
inn s
n |_'|:-_1_"ihit
1hn By
ufliliato
rxlent o
asanacind
pliarilla
il
pmvif!?
woel111ine
”Pprnpr
ey, o
sk, s
apyled
Lixelnt
Rl 11..‘_-?'
A=ROCD
pRLEO
Lip revt
Sub
mny W
able o
mny I
tiomn.
Toxchn
“‘iﬂ'ld:
enily 1
natio
Sul:
the C
by an
deny
meml
oWl 2
mene
stay 1
the €
Su'
iRt
tions
ship
miss
LEeeas
othe
In
e
el
Thr- 1Y

s

)




— e e -

I MARKLTS

ad yrt have that injuse.
bin guitty, then (i

= originud provisions of
wl, ho would b bairey

Muires thnt there shel]
nIl_ matters conceripe
SOCBLON. [ think (he
the conteol of sucly L
s,

equires that ues .
dmintsiration shall he
Ushall uint exceed the
irz of adnvinistration,
lave rufos desizney ;

Y oets and practices.

le2 of trade: and mope

reslk.,
b the mechanism of a

of tha associntion shall
jthre or permit unipir
lrokers or dealers, nor

*-coeintion shall rals
- who viglate its rules,
e¢an ordetly proced yra
i of persons desiving
cluda the brinpine of
o be henrd in defense
ifie findings of fant by
deternunaiion fiTAINat
tenient of the penntiy
ICRLON considors tiag
luet inconsistont, wills
lest statement ta fen-
welled miemibors to a-
s, The detorming-
the Commission, and

shall acit to am)jy-
Comtiission.

hiz gection gives the
Ic mt.c‘l.'n.-ct O ta carey
SCCUDITIVE wssoe it oS
werthe e terns andg
ay admit athor asso-

1 ANl eed soeayipies
nlds of cligibility fop

S AN e T e ———

e et

A e R~

- —

=

BREGLULATION OF OYLEE-TIILCOUENTEIE MARKECY | 23

peppntration ns nn allliated seenrttios as=acinlion. I provides for the
resristration of asociilions nut of themsehves pational in seope, pro-
vided thnt such nssocimtions wil), vpon remistration, beeone wllilinged
witle o registered mudicoal seeviitios gssogiatioe.  In onll other respeets
the stamtareds of vhicibihity for resisieation of an afliliated nssocintion
pre e snme ps {hose foc o nntionel seounties association (ng set forth
in patngraphs (23 Lo (23, imelusive, of subsection (b)), 1o coscs where
A registered aszoclation ks imposed restrigtions upon memiber<hip of
the trpe whic iy aathorized by preagrapls (3 of subsection (b)) tha
affilinted sssveinbion must resiict Us ieaebersdip ot least Lo the same
cxlent as the paront untional assacistion.  In eo casa ean Wio allilinted
pssoelnlion adriit to memborship any elass of persons who are not
cligible to mebership in the parent national asszorciation,

guhsectjon {e)—woranting and denial of registration: This suhsection
provides that the Coemission shall prant revistration as s national
socurities assocpotion or Az an ullilisted semities association if the
appropriate refuiremonts, set forth in subsectibons (b)) and ¢d), respect-
ively, are met.  If such requiverneats are net metd the Cowmmission
must, alter a hearing, deny remis(rotion to an association which hes
apdicd.  This provision is similar to secliom & () of the Seenrities
Exchiange Aet whieh relates to the resistrotion of exchianges,  In case
an aszociation which has been pogistercd as an affilisted scouritios
associntion is mob promptly adintitted Lo aliEaltion with a registered
nelional associntion the regisiration of the afilinted association muost
he revoked by the Commission,

Subscetion (O—withdrawal of registration: Registered a=sociations
may withdrow frem regisiration upon applieation upon such reasops
able notice and under such terms nod conditions as the Commission
inay impo=e to imsute orderly Nquidation of the aifairs of the essocia-
tioh. This provision is siwilar to sectiom & ([} of the, Securities
Exchongre Act i the case of exchanees. Tt is further provided thot
wilbdrrwni of & notiona] nssociation from resistration sholl nntamati-
cally terminate the registration of any nssocistion affilinted with such
national nssocintion.

Bubsection {g]—review of diseiplinary actson: This subscetion gives
the Commission jurizdiction to review nny diseiplinngy action token
by iy associntion aeninst & melaber or any action by an association
denying admiszion to any broker or deeler who desives to beeonio o
member. Sieh veview iy be initinted upon the Cominission's
own Imetion or upen application by an scorieved party,  The cown-
menernent of proceedings far veview belore the Comenissien does not
stay the elfeativeness of the action of the associntion in any case unless
the Conunissiont specifically so orders.

Subsection (hl—proceedings lor review: This subscelion denls with
procecdings to review diseiplinacy netion taken by registercd associa-
trions against wembers and proceedings to review deminl of member-
ghip Ly n roesistermd associnbion.  The seopo of review by tho Com-
mission is coinplete and the Coponission st consider the ontivo
recor] before the assoviation. 16 way alse tako wod gonsuler such
other evidenee as it decies neessaiey.

In any case of review of dizeiplieuy actien aeninst a iember, if
the Comizzimy Linds teont the aceused mwember s suilty of the acts
clurged wid that zueh aecs constityte a visdation of the vales of Lho
nsgocition, e Coponission st pecisit the avtion of the associntion
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to rerain in effeet unless it finds, under parngeaply (2) of this sulsec.
tion, that the pennlly s excessive, [ the penelty is cxeessive or
DJ}‘]]]’I"HHI\."G t.]!ll} ':t”]]l]'lla‘“ﬂﬂ ey I_.II:!IEE"i I'!:dl_!{'f“ or lt,"l'l'lillﬂ l.llﬂ JE']I'I‘I'H..—
gsion of tho penalty,  [n ol cnses where the Commission finds thr
menther to have vielated A rule of (he nssocintion 16 must declnre
whether the role i1s one vielation of which constitutes cnnduet Hlean-
gistant with just nnid equitabls principles of trade.

If tho Conunission fnds that the member hos not committed the
acts chinrped or thot the acts charowl do not constitute a viohition of
the rule of the assectation which is clerged to hinvvo been violnted, the
Comrnission 1s required to set wside the nction of the nssocintion.

Parpgraph (3) of tlis subsection provides w review of dental of
membersfip in o registeved securities nssoclation, T the Conunission,
alter heating, fiinels 2 grownds for deninl of membership to exist, it must
dismisa its procecdings.  Where sueh grounds do not exist ib mouost
order the ailmission to smembership of {he broker or dealer to whom
mentbeyslip has bden «dented.

Subseetion (1)—dealings of assoctniion members with nﬂumernhers
This subscction perntits rr"mtcrcd securities nasocintions to adopt rules
reguiriiy each membor to deal with nonincrbers on the termsa no more
{gvorable thon the goneral public recvives from sveh maaber. i
subsection will give repistered nssociations an effcotive sanction in
withholding dealer’s discounts, nllownnces, and comtmssons from that
portion of the husiness which hus not seen fit to sabmit itself ta regis-
tration or whicl iz by reason of past misconduct, not elizibla to mem-
bership jo registered associntions. It is E[Jeclfaﬂlly provided that wny
member of & repistered securities asscoiation may grant to aoy other
member of any registered securitles associolivn any dealer's discount,
ailowsncs, tommission, or spetial terma.

-~ “Subseclion { {]}—-rsupplcmcnmrjr reports of associations: Thia sub-

section pives the Ceinmisston power (0 require reglstered securitics
u.ssncmtmus to keep their registration statements current and to supply
such additional or supplamentory mi’urmntmn a3 may ba necessary,
Thas provision 15 snulogous o scetion & {8) (4) of the Zecurities 1x-
change Act. Subsection (i) elso pmwdeq that o change or additian
to the riles of an nssociation shull tale effect upon the thirtieth day
after ncopy hns boon fileid with the Conumission unless the Commission
permits cavlier effectivencss, The Commission must disapprove a
change or nlterntion in the rules of an associnbion udess Lo ehango
or alteration is consistent with the standands prosenbed as conditions
of tho remistration of the nssoeintion.,  Thus, this provision applies the
snme standards to nnwndinents vo seles and to new reles /s nre ppplied
to L originml rules a6 the time the association applics for regizstration.

Sirlwaction (K —{ammision’s power with respeet to teles of reaiz-
tored assucintions: Paraziapl {1 of tha celes mives the Commntissien
power Lo abrogales any roles of o registered secunbics sssaciation if,
alter hiesring, b appears thot suel alwamation s necessary or appro-
printe Lo carry out tio preepeses of he LIl This paragz apl originnlly
coutahned the provisions for prmventing a riule from becoming elfiective
whiels see new eontained dnsubsection ). It was felb that o seaned-
arcls applicel by sulizection {(f) wre more approprisie than the stardards
sot forth in tlis parngra,

Presgraph (23 gives the Commission power nffirmatively to soggest
an altevation of or suppleiment to thy mles of registered securitios
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assacintiona in cerlnin onnmerated respecta. IF the nssocialion {ails
(o ndopt tho witeration or supplenent, die Comiission mmay itself
nlter of supplenent rules of the nssoriution if, alter beariae, it finels
anehaetion necessitry niul appeoprints in W poblic interest or for
the protection of investors or ta eilectnats the purposes of o Lill.
The provisions of this paragraph are modeled on the provisions of
seelion 19 (b)Y of the Securvities Bxchanoe Act.

Matters in respeet of which the Conmission is piven power to alter
of supplanent the roles of an assoeintion include the (ollowing: (1)
T'he linsis for, and procedure in conneetion with, e denial of mem-
Levship or the diseiplining of menrbera; {2} the method for ndeption
of any change in or addivion 1o the rides of the association: £3) the
method of elioosing officers aril diveclors; amd (4} affilintion between
roristored securilivs associnlions. _

This porggraph originally empowered the Commissian to alter or
supplement tiwe rules of the assoeiation with respeet to the prevention
of unfair trnde practices pond tho enforcement of just and cquitable
principles of trade. These powers wern embodecd in cleuses {3)
through {13}, which are no longer included in this subszection. The
sabsiance of thesp clonuses hos boen transferred to subsection (o) of
section 15, which io discussed below.  The powers of the Cornttidssion
Lo alter or supplerment the riles of the associntion which remain in
this paragropl refote only to the organization of the pssociation as
sucl, and not to the conduct of individueal dealers nnd brokers.

Subseelicn (1)—poweors of the Commission with respect to nssocia-
tioms, and members and offierrs therest- This subscetion sives the
Comtnission  diseiplinary  power over repistered associntions and
individual mentbers und officers of such nssociations.  Specifically the
Commission is anthorized, when it deems such action necessary or
rpproprinte, after apportunity for heardng, {1) to suspend for o period
of not excocding 12 months ar to revoke the resictration of o rogis-
tered securitics nssecintign for vielation of the Secerities Exchange
Act, for foilure to enforee its own rules, or for activity tending to
defent the purposes of the bill; or (2) to suspend for o perisd not excend-
g 12 months or to expe] any member rom a remstered sceuritics
nasocialion for vielation of the Seeuritics Act of 1932 or the Securitics
Exchange Act of 1934 or for participntion in such a violation; er (3) to
remove from office any official of & resistered securities nssocintion for
failure to enforee the rules of the aszsecintion or for abuso of his
anthority as an oilicial of the associntion.

Similer powers in the ense of exchabges are conferrad by section 19
(1) of the Szcurities Cxchouge Act.

Subsection (m)—clfect on existing law: This subsection provides
that this seetion shall prevail in ease of canllict with any inconsistent
provisions of Federal law which mny be ab present in effect.

IL. Subsrction (c) of section 15

Ag originally drafted, seetinn (kY (2) gave tha Commission power to
iinpose Males on"an association.  That proviston wes objected to on
the ground that it wna unfair to nsk peaple to eome into an nssocintion
when somelody else lind woright to change tho rules of e game, and
on the further practical mronund that even theugh theee were o unfrics
noas in that, nevertheless it would Tave the sifect of malkinmr it ditlicnlt
10 mot mcmbers to coe in: because people ont throwgeh the conntey
mny have some fear that we wiglit proceed wadairly, even thoagl we
hngd no intentivn of deine s,
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That was rovised zo Liut the power Lo impose rules on Lo wssocin-
tion melotes only bo the fivst four items of what wis oriciaellys iy
seetian [RY {2 wmel (he role-roaking power, correspending L the other
iteina of what was.in rlk} (2], is vow g power for the manking of rebes
for the Llll[LLnl."e of tnelividial bhrokees s denlors, aned pot to compel
an associution to embody those rules into ils rules,

Now eaming to suliseetion (o] of seetion 15 This subseetion rivos
the coinmissing power t0 wlopt varions types of relos and reguletions
designed Lo provent condhiet inconsktent witlhe just sl equitalle
principles of trrde and ta assure to investors in e ovor-Hie-contier
markets protection couyjugable to that provicded wder the Kxehanme
Act with respect to excliunges.  Powors specifically mentioned inelude
the power {1} to prevent fraudulent or munipulative acts or pruclices;
{2} to prevent fictittous quntadions; {3) Lo provide suferunnls agninst
unregsonable profits or anrcnsoneble rates of comimissions o ofher
charpes, but—and this is unporlant—not the power to unpoge wny
schedula of. prices, dliscounts, comunissions, allowsnees, or other
charges: {43 to provide sufeguarda asainst unfeir discrimingtion
between customers, ot issuerg, or brokers nod Jenters; and [ wont (o
call your attendion, there, to the foct thit the power is 16 prevent only
tnfair discriminations, and not all listinctions between deni~rz;
{B) to provide sﬂfegtmr{fs with respect to the financisl responsibility o
brokers atd dealers and arainst e evasion of Rrancql responsibility
through the use ol ¢orporute forms, zpecinl partnerships or other
doviees: {6} tn regulate the manner, mothod, and place of soliciting
business; (77 to regulale the time and method of making scttlements,
Py ments, or doliveries: and (8 to pravide for the callection, mcﬂrdmg,
nnd cdisseminotion of m‘nrma*mn relatinrg to the over-the-counter
markels,

These provizions, as T seid, were in 4 Jarge mensures condnined in tha

ﬂgmn] subsection (k) (2} of sectior 15A. There was, however,
siderable fecling among representatives of the industry that mem-
hip in nssociations mnght be seriously deterred if the Clonunizsion
‘uthorized to 1mpose obltgotions on members of nssocintions
-ould nat rest equally upon nenmembers,  Moreover, there
X feeling thet netion by the Commission should be under it
D dng power, poesuant to the statnte, ratlter then in the
pé't ‘nosition of rules of conduct which, when sdopted, would
chi rules of the assecintion.
or 4 49 Yin its orizinal formr was larzely patterned after
of 1T a Bociurities Exehionge Act of 1934, which mives the
sRULE 41‘-&" " owersin regurd to exchanges.  Wefeel, however,
1o th, @0 abilg force in the eriticisms which have been

Suhi liak the proposed elinnue is desirable. Under
toreed ne 1"~P'°f ‘onn will be nbie DII("E‘}]HI".}' to cxercise ils
power t{ S -::r in two pespects=: First, it wil] bo abla to
alter ;m,ﬁ?\_ m]tmna mi b i tlim standarda of r:c;n-

N aving down siadinr requircmoents for

E;::ltt:}uig.t P.:,.* “t'; W \}\r " the Conunission to step into sitnn-
which are “ﬁ’.g.ﬂ a -S‘“qa“ ahle taaio the job themsebves.

ards applied ™ e e e tnke your time on, this porn-

set farth in “"\\}\ \'@Q ghad lo answer teem if T ean.
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The Crramstax, [ think this is a good thine to eonclude the hanting
for toaley, unless some mensher of the committes wonld like to ask
v sone guestions wt (s time.

T {There was Do response.}

The Coammmax. i1 vol, then, Senator Maloney, wlho wiil be our
nexl wilness, tolmorow morning?

senalor Mavosev, 1 cannel be suee, Mr, Clininnan, T have send
wires Lo a wnber of men encaged 3 the husmess,

The Crransar. Then we shall leave tha motter ta you,

Senator Apays. Scenptor Wigner, it wins my misfortunn not 1o be
here earlier in the heanivg today. Would Mre Matbiews or sone of
piio other members be era tonorrow, in cuse thore Were ssing guos-
tiems neked?

Commissiongr Matonews. Yes; we shall ave some representstives
hrere,

The Crramxan. Yes; I think vou shionld be hera

Commizsioner Mathews Yes; I shell try to he, And # T cannot,
A Kate or others will bo hero,

Senmtor Aacovey. Xr, Clhinirmoan, I should like to offer for tha
record two lettors which | have been requested to present. One of
ihe Jetters is [rom IFrank IInne, presitent of the New York Security
1lcalers Assaciation, who was among those to whoin { wired, inviting
Lim te testify heore,  He smid he woukl nppreeinee it if I would hava
this letier intrasiuced into the record.

The Crarruax. His letier is one of approval of the legislation, 1=
it, Benator? ¢

Senator AfaLoxey. Well, approving the legisletion which was
arginally drofted.  There have been some chianges, since; 1 think
those would also be approved.  Mut I e only nittoducing the letier
brepuse T lind & specific request to have it included i the record.

The Ciamsax. Yes.

[The lerter referred 10 is as follows:)

N -t
KEw YorK SECURITY DEALLRS ASLOCIATION,
New York Cdity, Fanuary 28, 1535,
1tgn, FRAxcig T, Mavoxer,
United Stales Serate, Washingfon, 0. C.

Dear Sexarvan Mavoxsy: Thank vou for yoor wice of today relative te the
hearing Lofore Lhe Senate Dunking snd Curreney Committoe on yoor bill, 3, 3255,
Eoe regulate the over-the-counter markets.

The New York Socurity Dealcrs Association, being $he pioncer organization
ol nyer-tee-conuntor rokers and dealers, faoncd aver 12 yoars ago far solf-regula-
L, T Nolurally it aseord with the spint af the ball,

f there are pny =pogific points on which you would Like information or advice
el o guar experienee, [ shisll bo joost heppy to appear before your conunitic
peesunally tpon tedquest.

We showld appreciate it i you would heve this letter fntreduced and read ot
thee hoarimg. . .

Sineorely voilrs,
Frawr Duonne, Presidend.

Seontor Macoxev. [also huve n letter from Mr. Wilde 8, Kendall,
presuirnl of the Seeurity Dealers Lesocixtion of New Englond; and Alr,
h eanball requests that this letter be introduced in the record,

he Caarmmax, Yes; we sholl pring it in the record,

by,

e ™
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o REGULATION OF OVER-THESDERNTER MAWKETS

{'Theo letLer relerred 10 is na fodlowe:)

Brovoiry Tiealkes Association ofF MeEw Tuonasn,

Noslon, Farunry 25, 1334,
Ifom. YFasscis 1, Alataoxsy,

Senate tWlice Huiliding, Magkington, I, .

DEan SEasTion Mavoxey: 1 oo i regsipl of vonre esnrdeous Lelegrm oifering
e an apperbnony By wpper Deforee the Seeate Banking and Correacy Cowmitien
i the hewrings oo the ever-the-coanber Tl
ilaving sab un the eoapuili{oee which eraferred with the Seouritics aned Evclango
Conmuzeegn o regard b the genergl pringiples Lo b arfived ol which voor bitl
pretby woll eovers, ud with the principles of whicl 1 an in secord, T de nok fuel
that T ean farther ti)l!tl’rl}lit(* minferial hylp b vof eomanittog,
However, T feel that the meehaursm For regiomal s nadicnal nssneiations
Al Lhertr proapeed wid aolegiindee tooppeieg will e veev dulicuit e establish salisfoe-
Lority.  Fediapates vary proptbs as ropards dkee oogt, | have heard thom ron o
hipl a3 35 P00NNE which, T oin frank toosoy, sceims tre aee b D0 oxenssive, B any
rubsstntind adcdidies L the opeeatinge eo:E af Plhe ovesteent bissiness nnsder a2 con-
Lination of sach covekitions aa hinve abbadned Ehis Lok veae, wonld be an nlmost
:nl!.ncltormhlte bovedgn to most of the investment Lowses, however great wag their
il wl
¢ 1t iz an open seerct Lhat very laree amounts of m[:lh] have Iween Tost by Lhe
. industry io recont inontikes, net anly By Lhe large underwriting honses Dut alia Dy
i ihe amall distrilsating aroadizatione.  Aside from im'entnr}.' leszns 1his arises
chicfly frem two (acts: The complete break-down of confdenes an the part of
Lthe privabs fnvesior, eesilting inm Frightiully cdiminished voluime of huxinesd be
A poipl that, at any fair spread of prodfit eharged thozo whe etiil bave the coamege
o buy seturibies, frose income s net adedquide o pay opocating éxpenscs; gned.
accond, to the fact that there hag not boeon sRaod For abmast A vear o teme of
aetuFity suitphble for the small epnsecvative private investor who needs o eom-
hinatien o safety and w fair rate of ingoine, at the saerifico of 8 madernte degrea
of marketabihty, 1o supmdy hig ondy neeils,

Grod guality issaes have heen confined Almost anticely to institadioea] bond4,
Investment houses nn mare Lhan etoemercial bigineeses cAn exist on Eucning over
and over securities afready on the markel, which heie elicttele has never banght
aud sers na PRFtieuiar Tensen for boeving pow, I sach the speead of profib s,
exerpt 1 the less desireble soeurilics, ingdenunte far the laber invelved.  Just
a3 In the original placement of institutfonal bonds, the buyer is wiiling to pay
two or three points &bove (ke cosk (o the Lankers, bt later aftor placement
expecta to Luy tiwees on the sprend of cae-foarth ]}l::rr_'crtt. La ore-helf perceat, =
in the” privale bvestment business, investors ore colirely willing at first to p
s wider sprend than lptcr.

The ppinian ia widrely held by tnvestinent baokers, who have shawn oxesllent
courage and abilivy during Vhe depression, that iF this combioatioo above de-
. seribed eonbimued any great length of thme, thoe investient hanking machinery
S of the country will bo threalonod wilth an nlimost complete Lreak-Jown oo account
: . of tho almest daily dimioction of capatal.

[ Tiria iz & matber whith shonld enpage the serious atdendion of the Congress, and

for that reason I am bringiog it to the atteniion at this lime of your counmiftes.
Yery truly yours,

WaLro KexpaLL,
FPrevident, Securty Dealerd' Arrociaiion of New Enpland.

: The Crainuax. Then, if there is nothing further at this peint, wa
' shall adjourn vutid tomorrow morning ot 10:30.
) : {Whereupon, at 11:50 o m., an ndjournment wes teken unti
. temaorzaw, {chnesdny, Fubraary 2, 1038, nt 10030 0. m
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REGULATION OF QVER-THE-COUNTER MARKETS

WEDKESDAY, FEERUART 2, 1038

INrTED STaTES SENATE,
CoasaTTsE oN Bankinvg axe Cukneney,
Weshington, D, €.

The commities met at 10:30 0. m., in the commitiee toom of the
seqmte Coinmitiee on Bankine and Carrency, Seasto (3flice Building,
senttor Kobert IF) Wasner (chamman) presiding.

Present: Senuaters Wazner [chuirnun), Aduwns, Maloney, Rad-
ciTe, Brown of Alichizan, and Toewnsend.

The Crainemax. The committoe will e o order.

I wnderstand that Commizsioner Malhews desives Lo testify bricfly
thiz otiing witly referenee to some newspoaper weconnt of his testi-
mony yesterdny, which he fenred might have created the wrong im-
pression ol his legtimony.  1s that corveet, Commissioher Mathews?

Commissioner MaTeews, That is carrect, yes.

FURTHER STATEWENT OF GEQRGE C. MATHEWS, COMMISSIGNER,
SECURITIES AND EXCHANGE COMPMISSION, WASHINGTCN,

D C.

Commissioner Matasws, Judging from the newspaper neéounls
this mornteg, 1 think that samething that I said yesterday was mis-
underatood. '

The inpression secras to have been gained thet I estiruated tha
rust to one of these associations as 35,000,000 & year. I think tha
eecord will show that [ ivode no estimate of the cost to ena of the nsso-
citions of doing s job: that whera T spoke of eost, I was speaking
ul whnt the cost uight be if the Government bad to handh the eniire
promram directiy.

! havo not yet seen the transacript of the record, but my recollec-
i of my statement is that the 33,000,003 Geore was menuened in
vunneetion with the compiete program of direct regulotion by the
Giovernment, including the carrying oat of the sctivities which the
Liovernment ruzht have to petfornt if it had to continwally superviso
the finnpeial rezponsibility nugd leep itgelf infovmed of the floaneial
cundition of peaple in the business,

L merely wont to corract any wrong impression that may have becn
zatnxl from my testimony.  Thank you.

Tl Cuarrsan. Thank you, Coatraissioner.

(htr first witiioss Hos morming 13 Alr. Joseph 0. Hostetler, a mem-
hir of Lha ficm of Buker, Hostetler, Sidlo & Patlorson, of Cloveland,
Ui, Mr., UHostetler is counsel for the Investment Bankers Con-
ferenes, Ine. )

We shall be giad to hear from you, Mr. Hostatler.
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an NEGULATION OF OVER-TIECOUNTEIR MALKNTS

STATEMENT OF JOSEPH G. MOSTETLER, MEMBER OF THE FIRM
OF BAKER, IDSTETLER, SIDLD & PATTERSON, CLEVELAND,
OHIO, COUNSEL FOR INVESTMENT BANKERS CONFERENGE,
INC,

Mr. Hosteteen, Mr, Clinirman and Scenators, this Lill, & copy of
whicli na pranted vestordiy 1 sww fur tha {irst tone this mething, tokes
cnrn of most of I.Ln_inci[lr-ntnl matters wihich we hove disouszed with
thoe Securities and Exchange Commission relative to chis bill.  Thera
are a fow itewns in it which I still feel wo intght discuss furtlier with
ithe Socuritics and Exehamere Cemmission.  inasmuch ng Lero are a
rmanmber of witnesses here this mornine, T am not going to tnke the
time to go inte them, but it is with regard to the langusge on puge
5, section 7, dealing with moninum profits or minimuig rates of
COINMUISSIGH.

Tho eonelusion to which I comio after reading this hill is thet the
first portion of it is workoble ns a basis for what we hava all been
calling solf-remalution in the investment banking business,

I wna not here vestarday, nnd therolfore 1 o not know the extent
to which Mr. Mathews ontlined the approach of the sceuritics group
that I represent to this; but, briefly, I would lilo to see it.  When we
et about drewing & code for the investment benking Lusiness, the
ides was developed that if we could create in that coda a group of
investment bankers who woull arrec to be bound by tlie rules in
their spirit as distinguished from toclhimcelly, it would ba advantnoeous
in the conduct of the busingsa under the cade.  So, originally in that
code 1t was provided that there could be A proup of resistered invest-
ment bankers who would ngree to be bound {urther than the law
bound all in the ndusery: they would be bonnd by tho eode in its
epirit a8 construsd in the lizht of the reforms to be mecomplislied.

In order to protect the men who agreed thus to be bound as dis-
tingnished from being bound by the strict construction of tha law in
the coufthousa-— . -

Scnator Towssexp., By whom was the code to be set vp?

Mr. HosteTuer, By the investment bankers, under the old code
authority, and with the approval of the Government,

It order ta protect those who agreed thos to be bownd by the spirit
of the code, wo provided thai they might liold their operations among
those who were similarly bound, I have alwaya feli that when that
code was approved 1t was a bokl and foe thing that was given to
this inclustry to try to do.

Wa Lhen set up the repisterad investment bankers” group under tha
code and divided the country mto 17 disteiets, with districk orzonzza-
tions in ench distmict, so0 it coniplaints under tha coda conbd be
lenwd, detebmined, nned settled with the least possibla expense to the
person who il thevomplaint,  That is, o men i Denver who bouglis
a seourtty from a man in New Yorls and then baed a complaint could

¢ to tho Denver coda authority, withoet needing e luwyer or any-
ody clso.  1a eould merely toll his story, a report would be mnde
from lis standpoint, it would bo sent Lo New York and investigated
from the dealec's standpoint, and chen Torwariled to ¥Woshingeton,
In tha year sl a bolf that that group was opersting it haudbed be-
fween 100 and 200 complaints perfectly sotislnetarily, cazily, anc
without any delay.
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When thy cole beeamo inoperative, ticu the rounctl wns orsanized
ter try te hold the stoup together nntil suel tine ns some basis for
self-reguletion or cosperative regulition—whatever you wish to call
it—wrs developoed,

The reason I ain dolling your attention to this langueeze at the
lpttom of prro 5is that one of the things which T belinva tha Securitios
and Excheigo Commission is going to want to have coverad in a set
of Tules 19 soine method of protecting v security during what 1s called
the distribution period.  There ore, as all of you gontlemen know,
two methods of distributing sceorities.  Under the English method
a secunty from tho day it s put out, if it is registered ou the exchange,
is not protecter m it disttibution, In this ceuntry your syndicate

roups agrea thint during the distrbution perod the secunity 1s to
En sold ot the price regisicred with the Securitics and Ixchangs
Commissien. ]

Tha thought in iny inind is whether or not this langeage binds the
Seeurities and lixchonge Coemmission so that it could uwob approve
the languege of an asseciation whieh lad in its rules anything with
regnrd to the matntenancs of the distribution price during that period.
However, I think that is & technteal question which ean probably best
be worked out between ug uhd the Commission.

The Cuairsmax. What particular lanzurgo is it?

Wr. HosreTLER, It 18 In lines 23 and 24 ol pape 3.

It would be anly fair [or tne to say that Mr, Ef,{uta und Mr, Davis
think that that longunze does not refer to eriginal distnibution. I
think thaot wea ean straiphten that ouk, o

Supalor Apaws. Do you think that the practice of maintaining &
price by agreement smong distributors during the distribution peried
1= o sound one?

Mr. Hosteroer, I do. I think yeu must either do that ar go to
an eatirely different system of distribution. We file with, the Com-
missign tlic price ol which an issue will be bought and the price at
whicl it will bo Jistributed to the public. During the period of dis-
tribution in this couotry syndicate agreements hove constantly pro-
vided thet it will be sold at the issuing price.

Sennter Apams. Iam fnmiliar with that, hbut my question was asked
from the stnndpoint of the consumer or purchiaser of scourities. [
should like to knew whather or not he is receiving folr treatment,
When a security 1z offered to bin at a certain price and he inqulres
of this fimn and finds that the price is so and se, e then inquives of
another firrn and tha priee is the same, and there i3 & mnintennnce of
& level which is based upon an agrcoment ruther tian on vilue or
market price, hased upon the interchange of the epinien of the buyer
and the seller, I should like to know whether or not ik doss not allord
an apportanily for tho purchaser, for iz own personal mvesiment,
to he muisled by tleese ayndicate nercencnts,

Mr. Hesrerier. Persoatally, I de not think so; and I do not think
theee is any donbt in the world thot the grouyp in the original distribu-
Ly has the izt by contract Lo nake that sereement duving the orig-
nal distrabution period. AL L eant wos hial I would Lilke Lo see ns
el leewny ns is possible i the Connmigsion, in working out the rules
of theso nssorintivbs,

Senator Apams. Of course, T bave naturelly a very himited knowl-
odge of it, but I pad an dwitial prejcdice agninst theso syndicato
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gureemenis, which goes haek a =aod many vears to the time whew 1
stock of the Mammath 43l Co. or the Sinclnir Co, wos distriliagmt
under sne of those ngrecments, That Tefe v ey moimd aninidial pee.
judice apzainst the practice of syliente worecasends for the peonge
nance of Lle prices of seeuritics reeamiloss of tie value of the securities,
Mr, Hosrerier, &Iy onderscanding, Scontor—and tho pentlemen
who nre in the basiness knew it: [ ceally do aot Enow it-—is Lhet tle
dilference between tho English method and aur inethod is that whemr
a seeutity is not peotected Juring distribulion it lends 10 A taueh
harder transaetion between the distiibator end the =seer ns to price,
In the selo of a4 security the issuer trics to get the noney es reascribly
as he can and at as Ligh noprice Tor the kssue as be con. Wihere Uwro
is not any listing, the market does not contrel. Where you arg issuing
the open end of & targe mortgage, where thers is some on the murket,
deelt in dey by day, you Lave another problem; but whero you nre
1ssuing 4 new seourtty, unbil it iz Iiisted on an exchanme ¥you have nat
got Lt probiem.  Whers you list it immedintely on tha exchonga
and disiribute it against the axchonge dealings, T think you will find
it makes lor desrer money by subjecting it immediately to tts own
compelition and to the competition of a person whe may bid a quarter
eff and who is willing to sell at one-cightl, off in order to make un
gighth. Io ether words, it is dealing in quick transactions, whisih
slaws up the distribution of the whale issue. :

It ia & bir guestiaon as to how you ought to distribute, na T uncer-
stand it, but [ think that the Sccurities and Exchange Comunission
onzht to have the riglt, so for as the roles of Hicsa remsterad associa-
tiong are concernad, to have as much leewny as pessible to make ihe
thing workable in aecordonce with nny particulnr method that thero
mey he for distribution.
~ There are eight ar nine other witnesses here, and I raclize therais a
sbortage of thne; therelore, Ishall not take more than my share of it.

I tlunk thet section 2 ol the W], which i1z the section with velerenee
to the additional powors to the Commission to make rules, raises o

uestion. I am just torn ps to hew 1 shall sav this. I have a fecling
that if I do not say what T wnnb to sny, I would be dislionest to you.

Senator Browy of Michigan. Where do you fnd that section?

Mr. Hosrerien. On page 16, and it zoes aver to pege 17,

Originally those powers were put in as a right to make rules for the
aseocintion. I ureed thaf ey oucht to be toleo out, becavse they
ouglit to be apphicable Lo the whole industry vather than te the regis-
tered dealer,

Tha caziest Uhine would be to say that the fisst part of this ia
workable and to say nothing about the Inst part; buy I really lecl
that tho lnst part is unneecssery during the perind of the formation

of your asseciation. I hwpe you will believe me, because I am snying
tho truili, ) - o '

It is a jolr to farm this pssocintipn. Americaiz a very large eountry.
In prepaving the Dwvestment Iankers' eade, almost & months were
requirgd Jor itz drawing.  Committess from everywhers enine in,
Leenuse every contmunity had its own practiees, which werp peestior
to thik cominmmily nud ta their pereticnlat kinds of securitics,

1L i3 not 5@ lingd 1o deaw rules for the lergo distribuetors and laree
nssociations, but to lit in the reles se that they wre ppplicable in all
of thu districts of the United States iz a job. 1 feel that duting the
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areanization pevioed it is mueh hotter to have this indostey a2 a undt,
trving (o owork ond i3 own widiindstreation, with the approval of tho
Comnission, Moo b Lo ave 10 wder somee sort of conpmlsinn,
carried on by the fear that someona s moing ta start to madoe tlie rules
o 1hey do net,

1 think et there would Le plenty of time to do what is proposed
in seclion 2 0 aection 1 odoes not work. 1 thind thut seclion l]]:nﬁ a
hetter change of yoing i seetion 2 s not in. | reakize (sl from the
stanelpeint of many propie that nieht be dilliealt 10 andestod, but
I weerely knew that o you hud set, as §did, with Lumiieds of denless
fem uli’ aver the Mididle West, in Chieago, trying to exphuin to each
ane bow i priven rule works in his particular instance, it is a job thot
roquices the highest dearee of cooperntion.

For instanee, just let me dlisirate

Spnotor Browy of Micliowan (nterposingd, What is clore to induce
ar fo cause those who do ot care 10 be reculated to come inta the
pesocintion?  Itscens to me that that is the purpose of the provisions
of section 2. .

Mr. Hosterres., Of course, the purpose of seclion 2, if yon consider
it from that viewpoint, iz that you are geing to try to form His self-
revulntory body by fenr. T do not think that is the hasis on whicly
to baabd it I chinks it is essential that this business produce, ns nearly
aa 1t can, the ethicol standards of noprofession. [ thiot such stondneds
arg oo importent Lo tho presperity and life of this conntry as it s
sel up not to do that, thitnk thot was the strenech thet did it
hefora; I tlank that is the strensth that is going to do it now.

I begen to iflustrate. It is clear, for instance, that the persen who
whlks into an office of an investn.ont bunker ought to know whother
he is dealing with that men as an ngent or as a broker. ‘Tlnt is
perfectly clerr,  We spent weeks m trying to fizure outl how to give
that isformation to hun in & way that was conpletely cleanond at &
thne wlien ba wns net veb heund o the trensaction.

Ik i3 ensy encugh for somcone to say, "Well, the way out of that
is to serremate the two” 1 de not tlink you can sesregate the two
anl still leave prople in business in the smaller communidies.  When I*
say "srnaller comimunities," I de ot mepn towns of 10000; I menr
cities such as 1 come frorm—oeifica from half o mitlion to & willion ond
a hall.  There just is not enougl underwriting husiness there to keep
anyhody alive. There 1s not enough Lrokeraye business alone; a man
ls 1o do  genernl business,

Weo finally determined that the wny to let that purchaser know
was to print il mght on the face of the confirmation, whiclois what T
think they call it In order 10 make that operative, we bl to start
wut and try to chifinge the metlal of daing business in wll shops whers
the confirmation did not come at the rizht tiue in the hne of procedure.
bnnther wonls, we were almaost & vear hnvine committess and nditors
Eoinz to aetnbers, weenngipe Hwir bookkeeping, their reevipts ol
neders, conlicinntions, il escotions of orcderz, o eecordonee with
the plen wiikch wonld eunlide that nolice (o be siven in wecordanee
wilh (e mde, TE s noe thak these who are swanbers do ol wallk to
catiply ;a3 i that vou heve toosot up, by carelod peepoeatiom, the
teelmiggane of the husiness in arder that they can maply witl e rule.

L feel that i dbe aviginal desizaation of the registered list, wliich
Waes 1 lie Livtl of this idea, the ceason s pnpelled 10 was the convie-
e on the pust of this business dwt e waz alventapzeous to ths
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husiness and necessary to hinvo that type of regetulion of its frans.
acdions. T think thet 150, 1 think on that bazsis you can zet faridior
quicker und better tian you can with any eleinent of fear beine thy
sole clenent. _

Senetor Brnowy of Michizan, From the oustomer’s standpoint, the
only knowledse that be would huve that he wos denling with & regng.
Inted grovp rather than with o nonregulated group would come frum
that group itzell?

Mr. Hosternxn. Yea, Of course, with the povwer in this——

Senator Browx of dMichiznn {interpesing), I om assunung that thng
gection iy not in the bill,

Mr. Hosrerien, That i= vight.,  With the power in thia biil which
gives to registered associutivns the power to resirick their dealings
to other rrgistered associntions, if there 1s o peristered nssocintion nf
renlly representative membership throughout the Tnited Stotes, thae
will be quite encligh inducement,

Sengtor Browy of Alichigan. Do you Hunk that people would nat
deal with brokers who were not members of the assecintion”

Mr. Hasterien. I Lelteve that Urokers would have to come in ard
ggren to be houned under the provistons of this aet. .

Sepator Buroww of Michigan, Do you think that that is sufliciently
covered withoul seetion 27

Mr. Hostrrner, [ certainly do.  Assuming that there 5 a repre-
sentative group that compiics with the requircments of the Commis-
sion nnd organizes an associaiien, and it has the richt to reskrict
doalors’ nssocintions to pacticipntions in distributions in the registered
group, I think there ia quite enough incentive to male that very eifec-
tite, alwavs under the Government's supervision. W hava never
psled to do it etherwise,  That weuld not ba sound.

This is & very tatricots business.  You heve te donsider not only
thn loren issues—Lihese issues of 350,000 000 and 57 3,000,000—but yvou
have got to consider the man who needs 3100,000 or 200,000, iis
situation, I will tell you, iz entircly different.  Buch business has gol

. 1o be covered by m code that is Mexible cnouweh to allow regional oper-

ations and stiff copugh to accomplish your objective. I think it can
be done, but I do nat think it cun bo done in any other way than by
having this industry, &5 ancindostey, start in and monke up its mind
to doit.  Tlere is nothing i cannot do il it mmeles up ita mud to de it

Theare is not a4 birsiness in the world that condurcts 23 lares transuc-
tions over the teleplione as Ehis buziness does. You Linow that todey
thero will be from 190000 to 30,000 telephone calls, and they will in-
volve from 10,000 to 50000 seenvities.  Saeh o method must be Tol-
Yowod in gider o conduct this Dusiness. _

1 feel thint i you oifer to this business what they have wanted, whirh
is the first portion of this I, the wext thineg to do i to [of them
start oud amd ey to perferme T will not be oomeatter of performing
overnight, It cajmot stare that woy,  You hve pot to sell it to the
man in zkaloasa, Flee, Terce Vanle, Tod,, s in the eities o Ldwlig
andd onll e eahier Stades, Yoo bave gob Lo el it agreed 1o, Ttisn
{'ub tode that, While thut is oing o, 1 resdiy do ot think it would be
wlpfid to =0y o thenn 10 yoo dos't do it dlie Toseymmn s coing
to et yvoe™ 1 think thal i the weong way b set ko

L think that if this sell-resulation dovs ot piove as the Securities
amd Fachanze Conuniian thinks it gaght to dutiege tis lirst peried,
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the Secoritics and Fachounze Commission las full right to approve or
rejeet the rules proposed by every association that apples for mcanber-
sip.  During thot periad, T do nob thiok yoo need the secoml seetion
of this Wll.  Afterwanl, hiowever, if il does not work, und il Congress
5 in sesston, you ean ask for wholever you want.

Lt would he casier to slongh it over, but I really think it is sounderp
not 1o have to use the foree; rnther let this business lwy to orgunize,
beeauso it is the thing they ouglt to do,

The CHatnsar. Do you think they will do it?

Mr. llosterier. I do, I think it would be horn exactly as all
nther types of professional othics are bormm—out of necessity. You
gre o lowyer, amd vou know that our legul ethics are born in such o
wiav., We corhkd not practice law il we dul net have rules,

If T o into n store to Imy some noils, there 13 no particilnr ethics
about that. IMT can oot them next door lor 3 cents s pound, and you
are selhing them for 1} cents a ponnd, that is up to me.

I think the wisdem of doing this is so plom, although the cxpericnca
may not be camnplote. It would be o mistake for me, Senator, to
indicate that wader the year ancd a half of the cods we had all types
of markets; we did not,  The code wna precty lovgely ndministered in
a very quict market. It hud not stood the test of o bolting warket—
n very active market. Dot with a will, I ehink it can be done, and
I think it will be wmdertaken. 1 realize st many of them will
wender nbeut many of the provisions and the possibidity of making
them effective. Thnt iz bound to be. You are starling something
vou hove never et done. I think probably most of the doubt will
e on the part of the very best elements in the business, beenuse vou
have seen nnd I have seen now, if you have drastic rules wiich you
eanmot onforee, the peopls who suifer pre che hest, beconsesthey abide
by the rules while nohaly else does.  Bus [ believe even tliesa wil]
undertale to utilize this epportunicy. I certianly bopo so.

The Crammmax, You think that if they do not, the provision will
sk invite drastie legislation?

Mr. Hosrernen. I think that if n tle next year, s these rulea and
requlalions are heing submitted 1o the Secunties ad Exchange Come-
misslon—1 tlank the Conuanission should have somydete control aver
it—if the thine is not eroganized g8 the Commiszion thinks is proper,
then, I think, there is plenty of tine to ask {or the additional legisla-
11rle.

The Coarguax, Thank, you Mr. Hostetler.

Commissioner Mathews wants to make o [urther stotement, in
conneetion with the aua lie made parlier thiz moming.

FURTHER STATEMENT OF HON. GEORGE C. MATHEWS, COMMIS-
SIONER, SECURITIER AND EXCHANGE COMMISSION, WASH.

INGTON, D, C,

Comniiseioner ATatnews. The repressatalive of the XNew  Yark
el Trilsne catl: wy attentions o the Taet that i the artide which
appeaeed are his paper this nweotsz, Qe guotedion, wlen tha wetiele
[ THE L'ul‘:.-'l'llﬂl‘i’ 3'4':11*, l:‘[l"lll'l_\." relates haek (o gl Ler [xn bty tatlier
thut (o ngself, as to ther case of these wsuweindons,

Ualorpvmately, et pactiendior stoey waes eead Tinvviediy o getting
Fesely o came down here this wetnitgr, The foct thet the quotation
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wag talien from nnechier man was oot rnderstood 0t the time T enre
hers, So Die es thad pocticaler story moes, Twould mog wank ko loae
with the commitiee the impression thad that representative bad any
misuncderstnading of my testimony.

The Coammax, Our next witness is Mr. B, flowdl Griswol?, Jr
of Ballunore, 2td. Ay, Griswold is ssseclated with Alex Brown &
Sons and iz chaimnan of the Investment Dankers Confrrence.

STATEMENT OF B. HOWELL GRISWOLD, JR., CHAIRM AN, INVEST-
MENT BANKERS CONFERENCE, BALTIMORE, MD.

The Crainuasy, Procoed, Mr, Griswsld,

My Grisworn. My, Clwirman wivl Senntorg, of course, I did noe
have the ndvairtage of leartng the discussions vesterdny, but [ have
been tald tlat az 0 matter of tecard it has nat boen aiade quite claar to
all of you what the Investment Bankers Conlerenee is and who con-
stitube ik, I am godieg to endenvor Lo do that in g very few noments.
I want to malke perfectly clear, if vou mentlemen will prernnt ma to do
g0, the distinction Letween the Itvesthient Bonkers Conferenea.and
the Investimennt Bunkers Associntign.  They are so closely related in
neme thaet & distinetion has to he made.  Therefore, when [ speak
today for Lhe Investmment Bankers Conlerence, I want to mals it
claar that in no way dn [ speak for the Investineni Bonkers Associa-
tlon; they doubtiess will speak for themsolves.

The Investment Bunkers Conference is a1 oulgrowth of the old code.
The Investment Bankers Associntion was responsible in larga yneasure
. Jor the draltine of the code. I had ne pact in the draiting of the code,
althoush 1 should have been ziad to be able to participate in it in
fact, I should have been rather proud to, becatse [ think it did o fina
job. T was celled in et the end Lo serve ns chairman of tha code
comnmritiee, Naturally, anyonn ia reluctant to tuka a job of that
gort, but it did serve to give many of us a national pictura of the busi-
ness that I think few hnid Lad ur to that time,
it was not merely the difference between tio small denler and the
lnrge dealer nid the rights of the small dealer us asuinst tlhose of the
Yarre, aod vice versa, but we endoavored alse, nt the same tune, Lo
unclerstianl the oeoeraplieal distinetions throughout the Ulunited
States.  The inveshment business in one section of the United Sotes
iz olten diflerently comdneted in many respects from the same busi-
ness candueted in other seetions.  Tha hnbits of custeiners nid denlers
brve grown vp in dilferent waya.  Then, too, there are dilTerent tyvpes
of dewlbers amd Tnvestars, sl il you desive to e foie to all of then
you lmve to understiand each section of the conntry,

As wa wond olong i becoasme oo and anorve evident thek the invest-
mient bonding business probabliy diul oot belong wader 1hie N0 R AL
Tl Traasnass woere Bulpeisis.

When it conres, Tor examyde, to the uking of wnils, to nse A,
Hostetler's Hhesteation, son pre in corupetition with other neilz and
other nuil proaufueturers. Your preadiet B0 Jeeshe prodiet whiely
conpertes with the Jreshe pradawet of eiher manefacioress; G0 does net
compeie with old or omsty weils, 3ot i the dnvestiend. husinesz

here 32 ak any new bsie or obd e that von sell that is wat in
carnpetifian, teoretienlly et any eete, with gl el bssnes gt streminge
i Thee Punanerd anarle s,

ul busihess,
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Therelore, it becnme elenr ut that {ime, T think, to M. Neunedy
e Lo M, Launelis, ] to ourselves, Uwt there wos more of oo oillivea
Letweet the Securibies wed Exclhnnee Coaomission ancd ooar lioe of busi-
ness than there was hevween the No AL and or line of usiness,
Luformal diseissions Tad tiken place, and wien (he ack creatinges the
N. K. A wus declared sneonstitutiona) we were invited——1 woulid not
sy nvited ; T would suy by mmutuad ronsent—by mutenl consent we
aut down 1o see whether ar not we enuld siuve soue of the prinsiples of
ethicul practice in our eode ynd eontionee to apply them for the mood
of tho ndustey itself.  1f you wunt to put it sellishly, Leeause sn
enofmous emennt of harm is dope w the deeent invesiment banker,
who rerlly does not need a code.

Many of the things that were in the colde sitaply expressed tho cus-
tomary snunner of trading on the port of the betier houses,
houses never thought of doing Linsiness in any dillerent terms. Yet
in this sense, you nre yowr brother's keeper, nnd you are for your own
protection, for if somesne whe calls limsell an investment banker
and perlings has an olliee in Wall Street, fails, it appours thot a Wl
Street firm' Yns pone crooked, It is n misunderstapding on the part
of the publie, vory often, but it is suffliciently serious Lo wvite decent
pecple ih the business to work out the suppression of peojie of this
sort, just ns they have atterupted to do in a mild way in the legal and
medical professions, to leud the minds of thoze w the business oa to
decont praglices,

o not think therefore that I nin speoking as a missionary of lifting
the ethies of individuals; I nan speaking in o practical sense. | Tou
hizve pot to have honest people in the business, whether they handle
lurge or small tapsactions.  If you do net have honest iethads you
arg Zomg to do yreat harm (o the Investinent business

Ruilding up a systen of pood proctices, the Investment Bankers
Conference has nothing to do and never con hnve anytling to do with
the control or punishment of criminel acts, Thot is not within our
scope at oll.  Further, it istelear, as you o along, that youysimply do
not convert people to foir practices by force of law. You find that
peaple evade laws of this sort. 1 think that in working out a systemn
of {nir practices we could do very much mote than the Government
iself eould do. 1 repeat, I um not tulking about the enforcement of
eriminal law; I ain spenking about fajr practices. The reason for
that is thiz: I you have the Government with the power to rerulate
nnd it puls in those reeulutions eortain directions s to how Tou may
gel, such regulntion hns the foree of Inw, apd wiven you bLring o
charge agninst 2 man, you brine the eliroe prainst hitn as 17 i6 were o
crinninal indisthrent,  He may be invited to Washinglon or to somo

other ploee or a hearing, or I may be ealled Teom Culifornic or any
other Stnte, with lis lawvers and others, Lo o hiearing. There is a
very freat disinelinetion on the patt of people to subject people to
anyiling of that sort for what is ebwviowsly only a violution of Tie
practices.  Uiler such circemstancees, vou will net get the com-
pliints, Peaple will not ke thnt kind of ecanplaint—most peaple—
i ey know 1t is moang vo be o madter of @ quasi-eriminal imlictment,

W lave (oday about 1700 wewbers. There are about 6,700
people yegislereed ns vestoeent bankers, Tlore i n0overy Leese paer-
conlage of these who ave pod continmnsly i thoe Inveatioent banking
busitiess w8 we atv decustomed to use the lelin—peopls who want
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38 REGULATION QFF QYERTHE.COUXNTIR MARKETS 3
ot mis<ons, oF snmata in oil rovallies, and various olher Lines,  We I
Liave {rvigel Lo breel dowe the figures to deterinioe how aany there nen arad 0f
really aclively cowneed in dhe investment banking, dealer, and lirolker IO
busineys, aned ns u Fair zuess, ot to be rehed opon, bot siaply as g __] vk
puess, I Lhink wo wichit say there are perhaps 3,200, There may he ' AL
mioce o there may be less, We hove 1,700 miernbers ab the preseat V-
tiine. W n
One of the most cneourpging things, Senator, which leads us to IENEY
believe that semethins cant bo done is that these 1,700 firms hreve stond wihiie
by and put in a condvilbtion corier all of these past years for the e
purpose of neaving onwurd toward the objective of mrester decency -h"_'j":
1 the business. Those 1,700 are laggre and small houses.  Anybady T
is slizible Lo our particular gronp who is o registered banker, nl ey
With this backoroud I shiall tey to give poi an idea of what we, in Weh
A sense, hope o do. We, of course, linve not liad en opportuniiy to LR
ga back to fhe 1,700, Yet, their whule conduct and their willingness wenl
te trust the 21 movernors whio come frem every section of the country B
and who know all the various fentwres of the genaral investment ':""'-’“?l
broker's and dealer's business, indientes o most cooneratyve attitade, wand
Wao have 21 members of the board of governers, clected from dilferent wur
sections of the countey,  We hnve 14 district committees, each cover- Hlk
ing a sepnrate aren of the Unitad States, throweh which we attempt to 1=k
carry on gur plons for estnblishment of rules for {air practice and :-""',:I’,"
educating brokers saed denlers, a3 well na the investors, as to whet bl
are rules of fair practice. Yo invite inveators to come in and mako "",";f.l'
their complaints.  If & man has n wrens and you sit down and find : “’
. put that there wes no wrong comrnitted, that it wos sunply a misteke Lo
that semebody in his oflice muide, and thet he ta extremcty sorty for i, i ! “i“
an pdjustinent ks quickly renched by the parties, unless some criminal ' pnde
oet is Invelved, in whiclh event we would refer it nt once to the criminal i i ’1‘“
authorities. "“,'I,‘j'
The thing that I believe is Lkely to happen to the 5. E. £., as time i 1hl
goes by, is their efflort to enforee wiliat you might eall ¢enflic rezulations ! ol Al
will evontuate in almost completie failure. I think the history of the i s
past lias shiown this. Yo cannet reach into the habits of the pespic the "
and try to enforee, by Inw, certain things which nra unenforecablo ! F‘"”:":
from tiie stundpoint of their eustomary habits. i try I
I am trving to speak from the standpoint of judminent of pnst t“':.-"l:
experience. 1t docs seemn to me that if you will think of us in the t [ 1l
ligﬂt of traflic guides, vou are petting o corveet iden of onr purpose. : ol 10
The idea of w tradlic man is to keepr busingss moving. L0 course, . I\‘f!"‘l:'
he hus got to arrest liere ad there, bt if yeu find o traflic man whoso » ’!
mitl 15 overclanzed with the duaty of erminal proaeecation, he ends , “m.“
up by Dlocking trallie. The thiug to do is to keep hosiness moving ‘ frin
iI‘Pwn e Fiisimportant at tha present time to keep busiwss goiny, “1 o
The renson is—mul I will mive you the fimres exsclly n littlo lwter "_;!':
on—1lint the aeent of pew eprodnctive copatal thet soes inte busi- :"'. :::
ness i ihis conmory s ot whet t slembtd be gd his titne, LTider h“- "
noml condittons il s between & aml & hilioo dollars o year, Now “"l"l

what wa nre doing i< relismneine ald dels. Fstimatles coverine tha e
yoars T to BRI, indicate gy ayersize of S4,300 UL UG of seerities , {],\1_1
1ssued for new mnl prodoctive poposes. (3 thia gnvenng appres- "

s b
mutedy S3,000,000, 0L lu*r annmieet wortld have been recisterabile with 125“
' the Securilics and FExchagzn Cotminizsion,  The securitics registersd v
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minel desigred for pew amd prodnetive porposes (iotwithsbionidbing the
arid pecmadh ol the 2 preeoding yenrs] wie bub SEA00080,0000 i §90a
1"“1 ti'i?.;'},““ﬂ,ﬁ[]ﬂ 121 I'J:ilir:lgn'-ln:-il- Ik FT el (S TRNRRITITY 1,:[:S.'.}.HH[},[HH!IUUU.

At the pregeasbodime we tuen v Hie soeae ol birsiness and eelinanie.
Thoe Banndis Log wre taring over Lee sanne old Lesiness owadn aied weain,
we st geb e teproluctive adbingsphore in this conntey, with new
sprnitios colow oul promolbed by ocopual ad ew seeuvities iwsaes
wliel will enploy new Libor and crede, I tuen, tew busioess.  Ibis
ppactant tiat that should be done, nnd T teuk Mat what we wig
disensging todny moves onward toward it

To coine to the Lill itsell, we hnve Juvl o meeting of the gevernors
of e conforence conunittee, I tlunk there were 18 of them Uhers.
We hael, nlso, inch fromn Jillerent sectinng of e conntry who beloneed
to our reiona! eomimitless.  Thete were 38 men ab the wmeeting.  YWa
werk over the bill, ilem by tom—uol this one, but the ane belore—
heenuse Senalor Alnkoney b ssked us to male o stady of it. Wa
broupht it back and preseated i o Senator dlaloney with clinnges,
and Senntor Malouer, in tuan, asked us if we would preseat it with
onr sugrestions to the Seeurities Tschange Comanission.

The Cinatasax. May Lintercupt yout for nonmnent, Mr. Griswold?
Tshall soon beoblized to go to nnother comnittes to vote. I hiave asked
Senator Adoins to preside in my ubsoence.

Mr, Hosteruer, MMay I interpose lor just a moment, Mr, Choir-
man?

The CHairitax. Tos, sir.

My, Hosteriew, I roforred to the necessity of discussing paragraph
7 on pare § with tha Securitles and Exchaogze Commission. As [
understand it, there will bo on opportunity, if the committes iz still
in session, if something of these conferences thnt mskes us want to
neke a slatement, Lo come belore you to express our views.

Tho Cisrrsax, Of course, We are acting in cooporation with ol
of the porties interested,

Alr. HosreTLEr. I just wanted ip say that, beepuss yon nsked o
the question, aond I apswered it a8 serouwsly as T could. There are
sute provisigns which I think we have got to work out in order to
try to be sure that we have the correst nuthority to lunit our dealings
e registered Rssociations. '

The Crauyrax, I am zuce that T speak the views of svery momber
of tha comunittee when I soy that we want to cooperate in every woy
possible with the Becurities nnd Exehange Commission and with thosa
who are affected, so 0s to bring about legislation wihich is workebls
and in the public interest.

Mr, Griswono. Well, Sonator, the result of that meeting wis that
al ter wa bl pone througl every detald thers were a number of minor
objections, it ono particolarly scrious ohjection, and thut was to
what was known as (k) (20, ‘Thot seemed to be o unaninons objos-
tion, The rest of it was detail work and most of thesa objections have
been irened out.  Wa nunde that toport to Senntor Meloney.

That brings Tis down lo what is known as acction (25 The various
extensions of power which hinve been granted to the Seconties and
Exchange Commission had Leen in the original bill, under titling
MY 23" We hud stated tor the Beeuritics sl schaize Comnis-
2101 thint we did not believe (hat we eonld Torng on assoeiation which
avarils own prolest could be grdered by law to enforce these additionel
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powers. It heenmie n penalty upon those who jained the association,
for there wns no-provision by which these new poowers could by fi.
poscd upon these who were not members of the association. The
poteney of dha avrancnd was apprectrled, wnd the provisions were
removed from (k) (2). They pow reappear, however, in section {23
which i3 dosignod to give thése powers to the Commission Hsell, iy
which event they would formelate their own regulntions awnd wondd
be obliged to administer them direetly aod individoully to ol registered
investinent bankers,

Mow, when we vench seetion (23, T have no right to spenk for v
confercnce. T would say that I linve the rizhit to speak for the con-
ferenee albout seclion (1) as 16 now stamds. T wﬂuldlsnv that wa havno
not only approved the principle of scetion L, but, subject to a few
other changes, the language of the hill.

I would -have no richt to speak about section (2] because the
Investment Bankers Conforeties supgrested that 1o sliould be remayvnid
from tho bl a3 a whole.  We should lilie, therefore, ta-rnnke o much
fulier study of the import and sioniliconce of seslion (2) and its
reletionslip to the seetion dealing with a nationnd Institution.

I agree with Mr Hostetler that there nre certain mplications and
Japguege cxisting at the prosent time which will require 4 preat deal
of study beioro we can speak with regard to section {2),

Senator Mavoxey. The possibility of your fear with regoed te
seetion (2) would be as Me. Hoscetler exolained, in conncetton with
the orzanizntion of the dealers now wnder seetion (137

ar. Grisworp., That iz o fear that would have to ba removad
befora I wounld say that we covld wark under section (23, We liove
noet hnd timoe to consider the Lmport of seeuon (2} ns new separated
froin the main boedy of the Lill.

The Crairean, Thank you, sir.

STATEMENT OF FRANK DUNNE, NEW YOREK CITY, PRESIDENT,
NEW YORK SECURITY DEALERS ASSOCIATION

Me. Doxxe. Senntor Wigner, zentiemen of the Senate; the New
York Secuwiity Deolers Association, ws vou probably kenow, is the
ploneer orcanization for setl-repulation e the nver-tie-eaunter Lusi-
ness. Tho need for whit = practiceily embodied in tHas tall vader
discussion was seen by ns nhout 13 vears nge. We, naturally, are in
Tovaor of the Al We thinls thnt it is time that somethinge was done (o
got the whale igdustry in line in the matter of self-repulation.

Becavse ol the way in whicly we have seen our small nssoekition
work oub il have seen Bz inllbence throushiout he Naton on the
indnstry as o whobe, wo o see ondy Beaefld Hhiat would scerne as »
result ol self-resabution by the indnater, There is fust one ing whicly,
frony onr experience, we cannot beeame optinistic abant, wicl tHhat is
thint there will be o vushe for dealers Lo join ugpe 26 s been our expess-
rence that the dealers will sen ap all 2013 of rrasohs for not jotning
sell-rerobaling ascocittions. In the fiest place, the gty of denders
do pot fike wlot is vewdly aellceoylation; 2ecomlly, twey do nat hiko
the expense of it ied, they fike (o see the other elow do the job for
theme,

1 thind: 1he vieht procoture to llew i3 to cdocate e deabers ol
brokevs of the country in the over-the-counter Losiness us to 1he.
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