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In  t h e  M a t t e r  o f  

THE R~E8 OP THE NEW YORK 
STOCK EXCHANGE 

P i l e  N o . 4 - 2 6  

FINDINGS AND oPINION 

Or THE COMMISSION 

APPEARANCES: 

Chester T. Lane, Genera l  Counse l ,  Ganson PurceLl, D i r e c t o r  o f  t h e  T r a d $ n d  
and Exchange  D i v i s i o n ,  Gerkard GeseZl ,  f r t ' i s  E P. 7~rman/  and 8omer fr isks. 
f o r  t h e  C o ~ m l s a l o n .  

Lester  Bennett ,  Timothy 14. PJe~fJer, P. Trolobridqe ~o~ Baur, and Harry P.- 
B~ss ,  Jr , :  o f  Hslbank, 7~oeed $Ho~e, Esqs.,  New York C i t y ,  f o r  t h e  New York 
S t o c k  Exchange .  

F o  
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? 
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Robert H.  HoLt and Franklin ?. Ha~ond. J r . .  o f  Gasto,.  5no~. Hunt. Rlce 
$ 80yd, Esqs.,  B o s t o n ,  M a s s a c h u s e t t s ,  f o r  t h e  B o s t o n  5 t o o k  Exchange. ' .  

o ~ ~ o o 

T h i s  p r o c e e d i n g  was I n s t i t u t e d  b~ t h e  Commission u n d e r  S e c t i o n  19 ib) o f  
t he  S e c u r i t i e s  Exchange Act o f  1934 ~ /  t o  d e t e r m i n e  w h e t h e r  changes  In  a r u i e p  

i l l  i l l  i i i  i J i i i ~ ] i i _ i i i i i  i i i i i i i _ - - -  

~/  S e c t i o n  19 (b) p r 6 v l d e s :  
. J  

" (b)  The Commission i s  f u r t h e r  a u t h o r l z e d B  I f  a f t e r  m a k i n g . a p p r o p r i a t e  r e -  
q u e s t  In  w r i t i n g  t o  a n a t i o n a l  d e c u r l t l e a  exchange  t h a t  such  exchange  e s  
f e e t  on i t s  own b e h a l f  s p e c i f i e d  changes  In  I t s  r u l e s  and p r a c t k c e s p  and  
a f t e r  a p p r o p r i a t e  n o t i c e  and o p p o r t u n k t u  f o r  h e a r i n g ,  t h e  Commission d e t e r -  
m i n e s  t h a t  s u c h  exchange  has  no t  made t h e  c h a n g e s  so  r e q u e s t e d p  and t h a t  
such  c h a n g e s  a r e  n e c e s s a r y  o r  a p p r o p r i a t e  f o r  t h e  p r o t e c t i o n  o f  I n v e s t o r s  o r  
%o I n s u r e  f a i r  d e a l i n g  In  s e c u r i t i e s  t r a d e d  In  upon s u c h  exchange  o r  t o  I n -  
s u r e  f a i r  a d m i n i s t r a t i o n  o f  such  e x c h a n g e ,  by r u l e s  o r  r e g u l a t i o n s  Or b~ 
o r d e r  t o  a l t e r  o r  s u p p l e m e n t  t he  r u l e s  o f  such  e x c h a n g e  ( I n s o f a r  as  n e c e s -  
s a r y  o r  a p p r o p r i a t e  t o  e f f e c t  such  c h a n g e s )  In  r e s p e c t  o f  such  m a t t e r s  a s  
(1) s a f e g u a r d s  In  r e s p e c ~  'of  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  o f  members and  
a d e q u a t e  p r o v i s i o n  a g a i n s t  t h e  e v a s i o n  o f  f i n a n c i a l  r e s p o n s i b i l i t y  t h r o u g h  
t h e  u s e  o f  c o r p o r a t e  forms o r  s p e c i a l  P a r t n e r s h i p s |  (2) t h e  l i m i t a t i o n  o r  
p r o h i b i t i o n  o f  t h e  r e g i s t r a t i o n  or  t r a d i n g  In  an~ s e c u r l % ~  w i t h i n  a s p e c i -  
f i e d  p e r i o d  a f t e r  %he 1s suance  o r  p r i m a r y  d i s t r i b u t i o n  t h e r e o f g  (~} t h e  l i s t -  
Ing  o r  s t r i k i n g  from l i s t i n g  o f  any s e c u r l t y g  (4) h o u r s  o f  t r a d i n g |  (~) t h e  
manner j  m e t h o d ,  and p l a c e  o f  s o l i c i t i n g  b u s i n e s s ;  (6) f i c t i t i o u s  o r  n u m b e r e d  
a c c o u n t s |  {7) t h e  t i m e  and method o f  making  s e t t l e m e n t s ,  p a ~ n e n t s ,  and d e -  
l i v e r i e s  and o f  c l o s i n g  a c c o u n t s |  (0} t h e  r e p o r t i n g  o f  t r a n s a c t i o n s  on t h e  

(Con t inued )  
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h e r e i n a f t e r  d e s c r i b e d j  o f  t h e  New York S t o c k  Exchange  a r e  n e c e s s a r y  o r  a p p r o -  
p r i a t e  f o r  t h e  p r o t e c t i o n  o f  i n v e s t o r s  o r  t o  i n s u r e  f a i r  d e a l i n g  I n  s e c u r i t i e s  
t r a d e d  i n  upon s u c h  e x c h a n g e  or  t o  I n s u r e  f a i r  a d m i n i s t r a t i o n  o f  s u c h  e x - .  
c h a n g e .  2 /  The Rule  r e l a t e s  t o  t r a n s a c t i o n s  i n  s e c u r i t i e s  w h i c h  a r e  l i s t e d  
and  t r a d e d  u n d e r  t h e  Act  upon t h e  NYSE and a r e  a l s o  l i s t e d  and t r a d e d  Or a d -  
m i t t e d  t o  u n l i s t e d  t r a d i n g  p r i v i l e g e s ,  p u r s u a n t  t o  t h e  Ac t ,  on one o r  more o f  
t h e  o t h e r  r e g i s t e r e d  s e c u r i t i e s  e x c h a n g e s .  ~ /  The Rule  a f f e c t s  p e r s o n a  who 
a r e  members n o t  o n l y  o f  t h e  NYSE b u t  a l s o  o f  one o r  more o f  t h e  o t h e r  e x -  
c h a n g e s .  4 /  The NYSE i s  a n a t i o n a l  s e c u r i t i e s  e x c h a n g e ,  r e g i s t e r e d  u n d e r  t h e  

, , , , , 

1 c o n t ' d /  e x c h a n g e  and  upon t i c k e r s  m a i n t a i n e d  by  o r  w i t h  t h e  c o n s e n t  o f  t h e  
e x c h a n g e ,  i n c l u d i n g t h e  method o f  r e p o r t i n g  s h o r t  s a l e s ,  s t o p p e d  s a l e s ,  s a l e s  
o f  s e c u r i t i e s  o f  i s s u e r s  i n  d e f a u l t ,  b a n k r u p t c F  o r  r e c e i v e r s h i p ,  and s a l e s  
i n v o l v i n g  o t h e r  s p e c i a l  c l r c u m s t a n c e s ~  (9) t h e  f i x i n g  o f  r e a s o n a b l e  r a t e s  
o f  c o m m i s s i o n ,  I n t e r e s t ,  l i s t i n g ,  and o t h e r  c h a r g e s |  (10) minimum u n i t s  o f  
t r a d i n g |  (11) o d d - l o t  p u r c h a s e s  and s a l e s ;  (12) minimum d e p o s i t s  on m a r g i n  
a c c o u n t s ;  and  ( l~ )  s i m i l a r  m a t t e r s . "  

. q 

2 /  The S e c u r i t i e s  Exchange  Act o f  19~4, t h e  New York S t o c k  Exchange  and  t h e  
r u l e  o f  t h e  New York S t o c k  Exchange wh ich  i s  t h e  s u b j e c t  o f  t h i s  p r o c e e d i n g  
a r e  h e r e i n a f t e r  r e f e r r e d  t o j  r e s p e c t i v e l y ,  as  t h e  " A c t " ,  t h e  "NYSE" and  t h e  
"Rule". 

~ /  S e c u r i t i e s  o f  t h i s  k i n d  W i l l  h e r e i n a f t e r  be c a l l e d  " d u a l l y  t r a d e d  s e c u r i t i e s " .  

Under t h e  t e r m s  o f  t h e  Act~ a s e c u r i t y  ( o t h e r  t h a n  an exempted  s e c u r i t y )  c a n  
l a w f u l l y  be t r a d e d  on a n a t i o n a l  s e c u r i t i e s  e x c h a n g e  o n l ~  when t h e  s e c u r i t y  
i s  e f f e c t i v e l y  r e g i s t e r e d  f o r  such  e x c h a n g e  In  a c c o r d a n c e  w i t h  t h e  p r o v i -  
s i o n s  of t h e  A c t .  There  a r e  two c l a s s e s  o f  r e g i s t e r e d  s e c u r i t i e s :  (1) 
l i s t e d  s e c u r i t i e s  which  a r e  l i s t e d  and a d m i t t e d  f o r  t r a d i n g  on a p p l i c a t i o n  
o f  t h e  i s s u e r  a n d . ( 2  ) s e c u r i t i e s  a d m i t t e d  t o  u n l i s t e d  t r a d i n ~  p r i v i l e g e s  
which a r e  a d m i t t e d  f o r  t r a d i n g  on t h e  a p p l i c a t i o n  o f  an e x c h a n g e . -  The NYSE 
has  no s e c u r i t i e s  a d m i t t e d  t o  u n l i s t e d  t r a d i n g  p r i v i l e g e s  a l t h o u g h  many s e -  
c u r i t i e s  l i ~ t e d  on t h e  NYSE a r e  a d m i t t e d ,  p u r s u a n t  t o  t h e  A c t ,  t o  u n l i s t e d  
t r a d i n g  p r i v i l e g e s  on o t h e r  e x c h a n g e s .  .. 

4 /  A "member, '  o f  an e x c h a n g e  as  u s e d  h e r e i n  and as  d e f i n e d  by  S e c t i o n  2. (a) (~) 
o f  t h e  Act  means " a n y  p e r s o n  who i s  p e r m i t t e d  e i t h e r  t o  e f f e c t  t r a n s a c t i o n s  
on the .  e x c h a n g e  . w i t h o u t  t h e  s e r v i c e s  o f  a n o t h e r  p e r s o n  a c t i n g  as  b r o k e r ,  o r  
t o  make u s e  o f  t h e  . f a c i l i t i e s  o f  an e x c h a n g e  f o r  t r a n s a ~ t i o n s  t h e r e o n  w i t h -  
o u t  payment  o f  a commis s ion  o r  f e e  o r  w~th t h e  p a ~ e n t  o f  a c o m m i s s i o n  o r  
f e e  which  I s  l e s s  t h a n t h a t  c h a r g e d  t h e  g e n e r a l  p u b l i c ,  and I n c l u d e s  a n y  
f i r m  t r a n s a c t i n g  a b u s i n e s s  as  b r o k e r  o r  d e a l e r  o f  which  a member i s  a p a r t -  
h e r ,  and a n y  p a r t n e r  o f  any  such f i r m . "  

We s h a l l  h e r e i n a f t e r  u s e  t h e  t e rms  " d u a l  member" and  " l o c a l  member" a s  f o l -  
lows : 

"Dua l  member" means, an I n d i v i d u a l  o r  p a r t n e r s h i p  which i s  a t  t h e  same 
t i m e  a member o f  t h e  NYSE and o f  one o r  more o f  t h e  o t h e r  r e g i s t e r e d  
s e c u r i t i e s  e x c h a n g e s .  

" L o c a l  member" means an I n d i v i d u a l  o r  p a r t n e r s h i p  which  I s  a member o f  
one o r  more r e g i s t e r e d  s e c u r i t i e s  e x c h a n g e s  and i s  n o t  a member o f  t h e  
NYSE. 
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Act .  S e v e n t e e n  exchanges  in  f i f t e e n  c i t i e s  o t h e r  t h a n  New York a r e  l i k e w i s e  
r e g i s t e r e d  as n a t i o n a l  s e c u r i t i e s  e x c h a n g e s ,  ~ /  A l l  o f  t h e s e  ezobanges  a r e  
r e c o g n i z e d  by t h e  Act to  be i n s t r u m e n t a l i t i e s  o f  I n t e r s t a t e  c o . e r o s .  Par  
c o n v e n i e n c e ,  t h e  s e v e n t e e n  r e g i s t e r e d  e x c h a n g e s  i n  c i t i e s  o t h e r  t h a n  New York 
w i l l  h e r e i n a f t e r  be c a l l e d  " r e g i o n a l "  o r  " l o c a l "  e x e h a n g e s . ' ~ /  

T h i s  p r o c e e d i n g  a r o s e  u n d e r  t h e  f o l l o w i n ~  c i r c u m s t a n c e s :  

S e c t i o n  8 o f  A r t i c l e  XVI o f  t h e  C o n s t i t u t i o n  o f  t h e  New York S t o c k  Ex- 
c h a n g e  r e a d e :  

" S e c .  8 .  Whenever t h e  Board  o f  G o v e r n o r s .  bu  t h e  a f f i r m a t i v e  s t  *i 
s e v e n t e e n  G o v e r n o r s ,  s h a l l  d e t e r m i n e  t h a t  a member o r  a l l i e d  member i s  
c o n n e c t e d ,  e i t h e r  t h r o u g h  a p a r t n e r  o r  o t h e r w i s e ,  w i t h  a n o t h e r  exchange  
o r  s i m i l a r  o r g a n i z a t i o n . i n  t h e  C i t y  o f  New York wh ich  p e r m l t s ~ d e a l I n g s  

," I n  an~ s e c u r i t i e s  d e a l t  i n  on the~.Exchange,  o r d e a l s  d i r e o ~ i T i 0 r  ~n- 
d i r e c t l y  upon such  o t h e r  exchange  o r  o r d a n l z a t l o n ,  or dea~s ~gbl~CLy 
ogts~ds the gxchanEz in secur i t~es  dea l t  ~n on the g z c h ~ n l z ,  such  mem- 
b e r  o r  a l l i e d  member ms~ be s u s p e n d e d o r  e x p e l l e d ,  as  I t  may d e t e r - / ~  

~ m l n e . "  ( I t a l i C s  s u p p l i e d )  �9 ,.~ / 

u a r y l l 4 ,  i 9 \ O n  Febr  4 0 .  e s p e c i a l  c o m m i t t e e  o f  t h e  NYSE. known a s  t h e  S t o t t  
C o J m s  which had been a p p o i n t e d  Sep tember  28. 1939 by t h  e p r e s s  ~ o f  t h a t  
e x c h a n g e  t o  s t u d ~  t h e  p rob l em o f  m u l t ~ p ! e  t r a d i n g  z~/ i n  s e c u r i t i e s  l i s t e d  on 
such  e x c h a n g e ,  recommended in  a r e p o r t  %o t h e  l x c h a n g e e s  Board o f  Governor s  

" t h a t  t h e  C o ~ i t t e e  on Member F i rms  o f  t h e  Exchange be d i r e c t e d  t o  p r o c e e d  t o  
e n f o r c e  S e c t i o n  8 o f  A r t i c l e  XVI o f  t h e  C o n s t i t u t i o n  w i t h  r e s p e c t  ~0 such  deal - �9  
l n g s  o f  members on o t h e r  e x c h a n g e s  i n  s e c u r i t i e s  l i s t e d  on t h i s  E x c h a n g e . . l n  
such  manner  and s t  such  t i m e  as  t h e y  d e e a  a d v i s a b l e . "  T h e B o a r d  o f  Gove rno r s  
on F e b r u a r y  28,  1940, a d o p t e d  t h i s  r e c o m m e n d a t i o n ,  and t h e  Exchange o n - J u l y  
12.. 1940,  I s s u e d  an o f f i c i a l  c i r c u l a r  rtO t he  m e m b c r s . o f  t h e  NYSEwhlchreads  
as  f o l l o w s :  

I . J I I ~ ~ I l l  I , _ I ' [  i I I  I I l ~  - -  

~ /  The s e v e n t e e n  r e g i s t e r e d  n a t i o n a l  s e c u r i t i e s  e x c h a n g e s l o c a t e d , ,  i n  c l t i e ~  
o t h e r  t h a n  New York a r e  t h e  B a l t i m o r e .  B o s t o n ,  C h i c a g o .  -Clev~_land, 
C i n c i n n a t i ,  D e t r o i t ,  Los s  New O r l e a n s ,  P h l l a d e l p h i a j  P -~ t t sbu rgh ,  
San Francis*co~ S t .  L o u i s .  S a l t  Lakew and Wash ing ton  s~ock  exchanges  and t h e  
C h i c a g o  B o a r d  os  Trade ,  ,the San P r a n c k s c o  Min ing  Exchange  and t h e  S t a n d a r d  
Exchange  o f  Spokane .  ' 

6 /  Our u s e  o f  t h e  a d j e c t i v e s  " r e g i o n a l "  o r  "local" , I s  i n  n o w a y  m e a n t  t o  i m p l y  
t h a t  t h e  s e v e n t e e n  r e g i s t e r e d  exchanges  l o c a t e d  o u t s i d e  t h e  C i t y  o f  New York  
a r e  u n i m p o r t a n t  o r  mere a p p e n d a g e s  o f  t h e  NYSE. . . . . . . . .  

�9 �9 / 

~ /  The t e rm  " m u l t i p l e  t r a d i n g  ~.  a l s o  c a l l e d  " d u a l  t r a d i n g "  r e f e r s ,  I n  t h i s  p r o -  
c e e d i n g ,  t o  t r a d i n g  in  d u a l l y  t r a d e d  s e c u r i t i e s  on b o t h  t h e  NYSE and one  o r  
more  o f  t h e  r e g i o n a l  exchanges . "  

~ 



"On Fe~ruar~  28, i 9 4 0  the  ~oard  o f  Governors  upon t h e  recommendat ion  o f  
t h e  S p e c i a l  Co~unlttee on H u l t ~ p l e  Exchange T r a d i n g ,  a d o p t e d  a r e s o l u t i o n  
d i r e c t i n g  the  Committee on Member f i rms  to  p r o c e e d  to  e n f o r c e  S e c t i o n  8 
o f  A r t i c l e  XVI Of the  C o n s t i t u t i o n  w i th  r e s p e c t  t o  p u b l i c  d e a l i n g s  by 
members on o t h e r  exchanges  i n  s e c u r i t i e s  l i s t e d  on t h i s  Exchange.  

" P u r s u a n t  t o  t h i s  r~so lu tAon  the Committee on Member Firms has  r u i e d  t h a t  
a f t e r  ~e~tembe r z, ~q40, any member, a t t i e d  member or member f i rm  ac t ing  
as an odd- to t~dea ter  or s~eGia t i s t  or otherwise ~ u b i i c t y  d e a l i n f  f o r  his 
or i t s  own account f d i r e c t t y  or i n d i r e c t l y  throufk  a j o i n t  account, or 
o ther  arrangement) on another exchanse in s e c u r i t i e s  t i s t e d  on ~he New 
Yor~ t t o c t  gxchan fe , " sha l t  b e " s u b j e c t t o ,  ~roceed in f s  under S e c t i o n ' 8  oY 

"Theforegoing does not l i m i t  the r i 2 h f o f  members, a l l i ed  members or 
member f i rms  t o  e x e c u t e  o r d e r s  for  a c c o u n t  o t  o t h e r s  on an agenc~ b a s i s  
on o t h e r  e x c h a n g e s , "  ~/~ ( I t a l i c s  supp l i ed ) :  

M~anwhlle,  on A p r i l  i 0 ,  1940 the Commission I n s t r u c t e d  i t s  T rad ing  and 
Exchenge D i v i s i o n  t o  s t u d y  and r e p o r t  t o  the  commiss ion  o n  t h o s e  p h a s e s  o f  
m u l t i p l e  t r a d i n g  which were p e r t i n e n t  t o  a c o n s i d e r a t i o n  o f  the  a c t i o n  t a k e n  
b y t h e  Board o f  ~ o v e r n o r s  o f  the  NYSE on F e b r u a r y  28~ 1940. ~ On October  
24, 1940 Commiss ioner  P i k e ,  on b e h a l f o f  t h e : C o m m i s s i o n ,  s u b m i t t e d  t o  t he  NYSE 
a Copy o f  a summary o f  f i n d i n g s  and c o n c l u s i o n s  ~0 be c o n t a i n e d  ~n the  R e p o r t  

~ / T h e  term "Ru le " ,  as h e r e i n a f t e r  u sed ,  h a s  r e f e r e h c e  t o  S e c t i o n  8 o f  A r t i c l e  
XVI of'the NYSE Constitution:asInterpreted bY the.NYSE Committee on Member 
F~rms in its ruling of July 12, 1940. " '~ " " 

Aprovision similar to Sect~6n 8 ofArticle XVI has ~beenin the Constitution 
and Rules.of the NYSE since 1863. The section was put in its present form 
In 1925.. Prior. to July 12, 1940, thisprovlslon had never be~n construed 
to prohibit NYSE members from dealing on exchanges outside the City of New 
York in securltles ll.sted on the NYSE. 'The Rule iS said tO rest.uvon:%hat 
portion of Section 8, Article XVI whlch subJects~tosuspenslon or expulslon 
an~ member who " d e a l s  p u b l i c l y  o u t s i d e  t h e  exchange  In  s e c u r i t i e s  d e a l t  in  
on the  Exchange . "  We v e r y  much doubt  t h e  soundnes s  o f  the  c o n s t r u c t i o n  
g iven  to  t h i s  c o n s t i t u t i o n a l  p r o v i s i o n  b~ the  R u l e .  The l anguage  and h i s -  
t o r y  o f  A r t i c l e  XVI, S e c t i o n  8 o f  t he  NYSE C o n s t i t u t i o n  i n d i c a t e  t h a t ,  i n -  
s o f a r  as I t  r e f e r s  to  d e a l i n g  on exchanges ,  t he  r e f e r e n c e  i s  t o  exchange  s 
in the  C i t y  o~ Ne~ Y o r k .  However,  we do no t  p r o p o s e  t o  d e c i d e  the  p r o p r i e t y  
o f  the  c o n s t r u c t i o n  adop ted  in  the  Rule  bu t  we s h a l l  p r o c e e d  to  d e t e r m i n e  
the o p e r a t i o n  o f  t h e  Rule  in t he  l i g h t  o f  the  p u r p o s e s  o f  the  Act.  

S /  Fo l l owing  th~ i s s u a n c e  o f  t h i s  r u l i n g  the  Committee on Member Firms ~ adop t ed  
the  p o l i c y  o f  g r a n t i n g ,  upon a p p l i c a t i o n ,  e x t e n s i o n s  o f  the  e f f e c t i v e  d a t e  
o f  ~he r u l i n 8  beyond ~eptember  1, 1940. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ . . . . .  j . . . . . . . . . . . . . .  



s t  

BE 
t 

l e  
~r 

~on 

w 

t 
on 

o 

e t u  

I 
- "  - | ~ I I I I  

I 
- ~ - 3 4  - .~o.~:3 �9 

t o  t h e  Co~mlss lon  t o  be s u b m i t t e d  by t h e  T r a d i n g  and Exchange  D i v i s i o n  on 
t h e  P rob lem o f  H u l ~ l e  T r s d l n g .  At t h e  same t ime  ~he Commiss ion  r e q u e s t e d  
t h e  Board  o f  Governors  o f  t h e  HYSE t o  r e s c i n d  I t ~ . ~ e e o l u t t o n  o f  F e b r u a r y  
28,  194Ow p u r s u a n t  t o w h l c h  t h e  Commit tee  on Hember F l r k s  m a d e I t s  r u l i n g .  
The NYSE r e f u s e d  t o  comply w i t h  t h i s  r e q u e s t .  On November 22,  1940 t h e  
T r a d i n g  and Exchange D i v i s i o n  s u b a i t t e d  I t s  f u l l  R e p o r t  t o  t h e  Commission 
on t h e  P rob l em o f  N u l t I p l e  T r a d i n g  on. S e c ~ i t I e s  E x c h a n g e s .  On December 

�9 o f  t h e  Act., f o r m a l l y  20,  1940,  t h e  Commiss ion ,  p u r s u a n t  to. S ~ c t i o n  19 {b) ~ ~ 
r e q u e s t e d  t h e  NYSE t o  ' " 

�9 . . ,  . . ~ ' .  

" e f f e c t  such  changes  In  I t s  r u l e s ,  SS t h a t  t e r ~  ~s' d e f i n e d  by S e c t i o n  
6 {a) (~) o f  t h e  Act ,  ~ g /  as may be n e c e s s a r y  t o  make I t  c l e a r  t h a t  
t h e  r u l e s  o f  t h e  exchange  o r  t h e i r  enforcementm s h a l l  n o t  p ~ e v e n t  
any member from a c t i n g  as  an o d d - l o t  d e a l e r  o r  s p e c i a l i s t  o r  O t h e r -  
w i se  d e a l i n g  ~ /  upon an~ o t h e r  exchange  o u t s i d e  t h e  C i t y  o f  New York 
o f  which  he I s  a member ."  122/ 

r o 

The NYSE, by r e p l y  d a t e d  December 27~ 1940, d d v l s e d  t h a t  ~ c o u l d  n o t  
accede  t o  t h e  Co~mlss ton0s  r e q u e s t  In  t h l e  ~ e s p e c t .  1~ /  T h e r e u p o n ,  on 
J a n u a r y  2,  1941 * t he  Coma l s s ion  d i r e c t e d  t h a t  a h e a r i n g  be h e l d  "on the  
q u e s t i o n  w h e t h e r  t he  Commission shouldw p~n 'suant  t o  S e c t i o n  19 (b) o f  t he  
S e c u r i t i e s  ExChange Act o f  1934, by r u l e  o r  r e d u l a t l o n  o r  by o r d e r  a l t e r  
o r  s u p p l e m e n t  t h e  r u l e s  o f  such  e x c b a n g e ' l n s o f s r  as  n e c e s s a r y  o r  a p P r 0 -  
p r l a t e  t o  e f f e c t  t h e  above s p e l c l f l e d  changes  . t h e r e i n ,  as  r r q u e a t e d  by t h e  
C o a m l s s l o n  on December 20,  1 9 4 0 . "  

, i e | J  _ , i i J �9 _ i i _ ~  J l  J . _ i e H i 

I ~ /  Under  t h ~ s  s e c t i o n  t h e  " r u l e s "  o f  an e x c h a n g e " r e ~ e r ~ c 0 1 1 e c t l v e l u  t o  
I t s  o o n s t ! r  o f  l n c o r p o r a r  w ~ h  a l l  amendments  t h e r e -  
t o ,  and e x i s t i n g  by- laws  or  r u l e s  o r  t h s t r u m e n t s ' e o r r e s p o n d l n g  t h e r e -  .., . 

t o ,  w h a t e v e r  t h e  h a a s .  

~ /  The t e r m  " d e a l i n g "  r e f e r s  t o  t h e  a c t i v i t i e s  o f  a " d e a l e r "  as  d e f i n e d  
I n  S e c t i o n  ~ (a) (~) o f  t h e  Act ;  that"  I s ~ - a  p e r s o n  e n g a g e d  I n  t h e  
r e g u l a r  b u s i n e s s  o f  b u y i n g  and s e l l i n g  s e c u r i t i e s  f o r  h i e  own a c c o u n t ,  
Hr.  S t o t t  I n  t h e  c o u r s e . o f  h i s  t e s t i m o n y  In t h i s  p r o c e e d i n g  and c o u n s e l  
f o r  t h e  NYS~ In  t h e i r  b ~ l e f  have s t a t e d  t h a t  t h e  Rule  doos  n o t  p r o h i b i t  
a d u a l  member from ms~lng a p r i n c i p a l  t r a n s a c t i o n  on a r e g i o n a l  exchange  
f o r  h i s  own a c c o u n t  u n l e s s  he I s  a c t i n g  as a d e a l e r ,  The Rule  a l s o  
d o e s  n o t  l i m i t  t he  r i g h t  o f d u a l  members t o  e x e c u t e  o r d e r s  f o r  t h e  a c -  
c o u n t  o f  o t h e r s  on an agency  b a s i s  on r e d l o n a l  e x c h a n g e s .  

�9 ~ /  Our l e t t e r  o f  December 20, 1940, made I t  c l e a r  t h a t  we had r e f e r e n c e  
t o  d u a l  members who d e a l  In  d u a l ~  t r a d e d  s e c u r i t i e s  upon  one o r  m o r e  
o f  t h e  r e g i o n a l  e x c h a n g e s .  

ed 
e 

I ~ /  At t h e  same t i m e ,  t h e  NYSE a c c e d e d  t o  t h e  r e q u e s t  c o n t a i n e d  In  t h e  
C o m m i s s i o n ' s  l e t t e r  o f  December 20, 1940 t h a t  a p p l i c a t i o n  o f  t h e  Rule  
be h e l d  i n  abeyance  p e n d i n g  f i n a l  d e t e r m i n a t i o n  o f  t h e  m a t t e r .  By 
c i r c u l a r  d a t e d  December 28,  1940 th~ NYSE e x t e n d e d ,  u n t i l  f u r t h e r  
n o t i c e ,  t h e  e x i s t i n g  e x e m p t i o n s  ~ r a n t e d  from t h e  r u l i n g  and a g r e e d  to  
g r a n t ,  upon a p p l i c a t i o n ,  s t e l l a r  e x e m p t i o n s  to  an~ o t h e r  member f i rm s  
which  on J u l y  12,  1940 were engaged  as  o d d - l o t  d e a l e r s  and s p e c i a l i s t s  
on a n o t h e r  e x c h a n g e ~ l n  s e c u ~ t t L e s  l i s t e d  on t h e  NYSE, 

o: 
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A h e a ~ l n ~  b e f b ~ e  a T ~ l a ~  Examiner  was h e l d  a f t e r  due n o t i c e .  Counse l  
t o  t h e  8YSE and e o ~ s e l  to  t h ~  c o e m l S s l o n  s u b m i t t e d  r e q u e s t s  f o r  s p e c i f i c  
f l n d A ~  0 ~ f a c t ,  qnd t h e � 9  h i s  r e p o r t ,  t o  which  
e x c e p t i o n s  were  f i l e d .  Counse l  a l s o  f l l e d : ~ b r i e f s  and r e p l y  b r i e f s  and 
were h e a r d  b e f o r e  t h i s  C o m m i s s i o n .  ~ 

. *  

At t h e  o u t s e t  we deem I t  d e s i r a b l e  t o  o u t l i n e  b r i e f l y  t h e  n a t u r e  o f  
t h e  d i s c u s s i o n  w h i c h  ~S t o  �9  F l r s ~ , : w e  s h a l l  d e s c r i b e  t h e  t e c h n i c a l  
b a c k g r o u n d  n e c e s s a r y  to  u n d e r s t a n d  t he  p rob lems  r a i s e d  by t h e  Ru le ,  l n -  
c l u d l n ~  a d e s c r i p t i o n  o f  p r a c t i c e s  and m a t t e r s  r e l a t i n g  t o  t h e  m e c h a n i c s  
o f  t r a d l n ~  on n a t I o n a i ~ s e c u r l t l e s e x c h a n ~ e s .  We s h a l l  t h e n  p r o c e e d  t o  
d e t e r m i n e ,  p u r s u a n t  t o  S e c t i o n  19 (b) c l o t h e  A c t ,  w h e t h e r  c h a n g e s  In  t h e  
Rule  a r e  n e c e s s a r y  o r  a p p r o p r i a t e  f o r  the~ p r o t e c t i o n  o f  i n v e s t o r s  o r  t o  
I n s u r e  f a i r  a d m i n i s t r a t i o n  o f  the '  NYSE. ~ In  o r d e r  t o  make such  d e t e r m i n a -  
t i o n  we s h a l l  c o n s i d e r  t h e  e f f e c t s  o f  t h e  Rule and t h e  a r g u m e n t s  a d v a n c e d  
b~ t h e  NYSE I n  ~ u s t l f l c a t l o n  o f  i t s  Ru le .  F i n a l l y ,  we s h a l l  c o n s i d e r  
whe the r  S e c t i o n  1~ (b) o f  t he  Act a u t h o r i z e s  us  t o  a l t e r  o r  s u p p l e m e n t  
t h e  Ru le .  

I t  a p p e a r s  ~ha t  t he  s l t ; u a ~ t o n  to  which  t h e R u l e  I s  a d d r e s s e d  a r i s e s  
as  a r e s u l  t o f  p r a c t i c e s  and o f  m a t t e r s  r e i a t s  t o  t h e  m e c h a n i c s  o f  
t r a d i n g  on t h e  s t o c k  exchange m a r k e t s  o f  t h e  COuntry ,  ~ 

The NYS E m a i n t a i n s  a more or  l e s s  c o n t l n u o u s l a u c t l o n  m a r k e t ,  w i t h  
t r a d i n g  " p o s t s ,  a t  which: Shares  Of s t o c k  a r e  t r a d e d '  In  " roun  d L o t s "  
( ~ e n e r a l ~ y  lO0"sha re ,  lo t s ) .*  At t h e s e  p o s t s  a r e  l o c a t e d  t h e  s p e c i a l i s t s .  
A " s p e c i a l i s t "  i s  a member o f  t h e  e x c h a n ~ e w h o ; ' w i t h  t~e  a p p r o v a l  o f  t h e  
g o v e r n i n g  a u t h o r i t i e s  o f  t he  exchange ,  d e a l s  p u b l i c l y  on  t h e  f l e e r o f  
such  e x c h a n g e ,  f o r  h i s  own a c c o u n t  as p r i n c i p a l  , I n  r ound  l o t s  o f  s p e c i -  
f i e d  s e c u r i t i e s  and a l s o  as  a b r o k e r  e x e c u t e s  Orde r s  f o r  o t h e r s  on a com- 
m i s s i o n  b a s i s .  A n o t h e r  r e c o g n i z e d  f u n c t i o n � 9  Of t h a t  exchange  m a r k e t  i s  t o  
f i l l  o r d e r s  f o r  odd l o t s . � 9  An "odd l o t "  As anu149 f s h a r e s  l e s s  t h a n  
t h e  r o u n d - i o ~  u n i t  o f  t r a d i n g .  Odd  l o t s  b re  t r a d e d  on t h e  f l o o r  o f  t h e  ~x-  
change t h r o u g h  " o d d - l o t  d e a l e r s " ' 1 4 /  who a c t l a s  p r i n c i p a l s  and who a l o n e  
may a c c e p t  o r d e r s  t o  bu~ o~ s e l l  such  odd l o t s .  V i r t u a l l y  a l l  o f  t h e  odd -  
l o t  b u s i n e s s  on t h e  NYSE I s . c O n d u c t e d  by t h r e e  o d d ,  l o t  d e a l e r s  (as  Of 
J a n u a r y  30, i941)  who have no d i r e c t  d e a l i n g s  w A t h t h e  p u b l i C t  t h e y  d e a l  
o n l y  w i t h  NYSE members ,  t h e  s o - c a l l e d  " C o s m i s s l o n  houses* ' .  1_~/ 

1_~4/ An " o d d - l o t  d e a l e r "  Is  a member o f  an  e x c h a n g e  who, w i t h  t h e  a p p r o v a l  
o f  t h e  ~ o v e r n l n ~  a u t h o r i t i e s  o f  such  exchange ,  e x e r c i s e s  t h e  f u n c t i o n  
o f  d e a l i n g  on t h e  exchange ,  f o r  h i s  own a c c o u n t  as  p r i n c i p a l ,  I n  odd 
l o t s  o f  s p e c i f i e d  I s s u e s  o f  s t o c k .  

1~/ A " c o m m i s s i o n  h o u s e "  I s  a f i r m  p r l m a r i . l u  enghged  In  t h e  b u s i n e s s  o f  
e f f e c t i n ~  t ~ a n s s c t l o n s  in  s e c u r i t i e s  f o r  t h e  a c c o u n t  o f  members o f  
t he  p u b l i c .  S e e ,  G ~ 0 s s a r y t o  the  Comm~ssionws , Re#of t  o n  F e a s i b i l i t y  
and A d w i s a b i l i t y  of  the  Com~le~Segre.gatiOn.'of fhe Funct ions  of  
Dearer and Broker (zgg6)~. . 

Lt  
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M a ~  o f  t h e  s e c u r i t i e s  which are  l i s t e d  oa t h e  NYSE a re  a l s o  t r a d e d  
on one ,o= more o f , t h e ,  s e v e n t e e n  r e g i o n a l  e x c h a n g e s .  The l a r d e s t  volume 
o f  t r a d i n g  in  d u a l l y  t r a d e d  s e c u r i t i e s ,  howevere o c c u r s  on t h e  NYSE which 
has  more members a n d . a  .far  g r e a t e r  volume o f  b u s i n e s s  t han  a ~  o theP  e x -  
chan~e~ C o n s e q u e n t l y ,  t h e . p r i c e s  p r e v a i l i n g  .in t r a n s a c t i o n s . c o n d u c t e d  upon 
t h e  NYSE in d u a l l ~  t r a d e d  s e c u r i t i e s  c a r r y  c o n s i d e r a b l e . w e i g h t  in  d e t e r m i n -  
ing  t h e . p r i c e s  o f  such  s c o u r ! t i e s  in  t r a n s a c t i o n s  .upon t h e  r e g i o n a l  e x c h a n g e s .  
+This is no t  alwaFs t ~ l ~  ~ e  ~ q e  ~ . e v e p ~  4ua11u t r a d e d  s e c u r i t y ,  f o r  
t h e r e  a r e - a  few. .dual~u t r a d e d  s e c u r i t i e s  as  t o  which . the g r e a t e r  volume o f  
t r a d i n g  o c c u r s  on a r e g i o n a l  exchange .  At J u l ~  1Rp 1940, n i n e  o f  t he  
re~lona% exchanges  200/ had p r o v i s i o n s  a n d , f a c i l i t i e s  f o r  t h e  e x e c u t i o n  o f  
t r a n s a � 9  in  d u a l l y  t r a d e d  s e c u r i t i e s  based  upon NYSE p r i c e s ,  On .six 
o f  t h e s e  n i n e  e x c h a n g e s ,  namely ,  the  Bostonw Chicago ,  C i n c i n n a t i j  C l e v e l a n d ,  
P h i l a d e l p h i a  and Plt%sb~mgh-Stock Exchanges ,  d u a l  members 211/ a c t e d  as  odd-  
l o t  d e a l e r s  o r  s p e c l a i i s t s : ~ /  in d u a l ~ y t r a ~ d ,  s e c u r i t i e s  o r  f inancedw t h r o u g h  
J o i n t  a c c o u n t ,  l o c a l  members who h a n d l e d  the  o d d - l o t  books~..2~/ i n  such  s e -  
c u r i t i e s ; , 2 4 4 /  o t h e r  books were hand led  b~ l o c a l  ~ members i n d e p e n d e n t  o f  any 
a f f i l i a t i o n  w i t h  NYSE members. 

ROund- lo t  e x e c u t i o n s  on . these  ~ r e g l 0 m a l  e x c h a n g e s  in d u a l l ~  t r a d e d  
s e c u r i t i e s  d i f f e r  from those  on the  ~YSE, depend ing  i n  each  c a s e  upon the  
i n d e p e n d e n c e  o f  the  l o c a l  ma r ke t ,  t h e , r u ! e e  o f  t h e ~ r e d l o n a l  exchange r  and 
t h e  p r a c t i c e s  o f . t h e  d e a l e r  on t h e  l o c a l  f l o o r ,  2 ~ /  In  some I n s t a n c e s  an 
i n d e p e n d e n t  a u c t i o n  marke t  i s  ma ln t a ined~  a l t h o u g h  r o u n d - l o t  b i d s  and o f f e r s  

200/ These n i n e  r e g i o n a l  exchanges  a re  t he  ~ o s t o n ,  Chleago ,  C l e v e l a n d ,  
C i n c i n n a t i ,  D e t r o i t ,  Los Angeles ,  P h l I ~ d e l p h l a ,  P t t t s b u r g h  and San 
F r a n c i s c o  S t o c k  Exchanges.  ' .  i r  

.~_~1/ A d u a l  member a c t i n g  as o d d - l o t  d e a l e r  o r  s p e c i a l i s t  on a r e g i o n a l  e x -  
Change i n  d u a l l ~  t r a d e d  s e c u r i t i e s  i s  c a l l e d  a 'gum1 o d d - l o t  d e a l e r  or  
s p e c i a l i s t " ,  a l o c a l  member a c t i n g  8a o d d - l o t  d e a l e r  ~ r  s p e c i a l i s t  on 
a r e g i o n a l  exchange  i s  c a l l e d  a " l o c a l  . odd- lo t  d e a l e r  or  s p e c i a l i s t . "  

.222/ On t h e  c h i c a g o  S tock  Exchange the  f u n c t i o n s  o f  .,~m, o d d - l o t  . d e a l e r  and 
s p e c i a l i s t  in  any d u a l l y  t r a d e d  i s s u e  a r e  eomblhed  in  t h e  same l n d i v k S -  
u a l ,  

.2~/ ~he t e rm " o d d - l o t  book" means the  p r i v i l e g e  ~ r a r t e d  bY the  g o v e r n i n g  
, a u t h o r i t i e s  o f  an exchange to a member t h e r e o f  t o  be t h e  o d d - l o t  d e a ~ e r  
in  a s p e c i f i e d  Stock  on the  f l o o r  o f  such exchange ,  

.2_44/ A ma~or i nducemen t  to  NYSE members in  financing such l o c a l  o d d - l o t  
d e a l e r s  i s  tO o b t a i n  t he  b roke rage  commissions on the  o f f s e t t i n g  t r a n s -  
a c t i o n s  e x e c u t e d  on tile NYSE f o r  the  j o ! n t  a c c o u n t ,  The c o n n e c t i o n  may 
a l s o  p r o c u r e  f o r  such d u a l  members a d d i t i o n a l  b u s i n e s s  o b t a i n e d  by t h e i r  
a f f i l i a t e d  l o c a l  members from"~he p u b l i c  in  s e c u r i t i e s  which a r e  t r a d e d  
on t h e  NYSE b u t . a r e  n o t . t r a d e d  on t h e . s f s  l o c a l  members t r e g i o n a l  
e x c h a n g e ,  

2 ~ /  A "round l o t "  on t h e  r e g i o n a l  exchange  in  d u a l l y  t r a d e d  i s s u e s  f o l l o w s  
' g e n e r a l l y  t h e  unit of t r a d i n g  p r e s c r i b e d  f o r  t hose  i s s u e s  by t h e  NYSE 

e x c e p t  t h a t  on t h e  Chicago S tock  ~xchange i t  ma$ b e . a  t r a d i n g  u n i t  o f  
~0 s h a r e s .  In many l o c a l  i s s u e s  ~he r e g i o n a l  exchanges  have s m a l l e r  
u n i t s  o f  r o u n d - l o t  t r a d i n g .  
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t e n d  t o  be made In  the  l l d h t  o f  p r e v s i l l n d  q u o t a t i o n s  on. t h e  NYSE. I n  o t h e r  
I n s t a n c e s ,  t he  r o u n d - l o t  m a r k e t  I s  m e c h a n i c a l ,  t h e  p r lo . e  ~on t h b ~ . r e g i o n a l  e x -  
change  b b i n g  d e t e r m i n e d  by t h e  NYSE b i c k e r :  

The methods  f o r  ezecutlne Odd-lot orders employed by the~' ~e'elonal . 
e x c h a n g e s  a r e  s i ~ i i s r ,  . in  many I m p o r t a n t  r e s p e c t s ,  t o  t h o s e  e m p I ~ ' e d  f o r  . ' 
e x e c u t i o n s  On t h e  MYSE, In  t h e  ca se  o f  + d u a l l y  t r a d e d  * s e c u r i t i e S ,  t h e  e s -  
s e n t l a i  d i f f e r e n c e "  i s  t h a t ) . i n  l i e u  o f ' b a s i n g  o d d - l o t  e x e c u t i o n s  ;.dpon t h e '  i'" 
p r e v a i l i n g  r o u n d - l o b m a r k e t  On t h e ' l o c a l  exchange  f l o o r ,  t h e 7  are.  b'~se.~ Up~h 
t h e  NYSE t r a n s a c t i o n s  as r e p o r t e d  on t h e  t i c k e r t a p e . o f  t h a t  exchan'gb, ' .  ~o  
c i t e  t h e  example  employed e a r l i e r ,  we may assume t h a t  a c u s t o m e r  p l a c e s  an ' 
o r d e r  In t h e  e l f . t e e  os  A member o f  a r e d l o n a l  exchange  t o  buy ' ~  s h a r e s  o f  
X s t o c k  " a t  ~he m a r k e t "  and t h e , c u e t o m e r  s t i p u l a t e s  t h a t  such  e x e c u t i o n  I s  
t o  be . e f f e c t e d  On t h e  f l o o r " o f  t h e  l o c a l  e x c h a n g e ,  The l o c a l  exch t inge :mem-  
b e t  would  t r a n s m i t  such  ~ o r d e r  a t  ~ n e e  t o  t h e  f ~ o o r  o f  t h e  : l o c a l  e x c h a n g e  
b~ p r i v a t e  wlre~ w h e r e  i t  would be r e c e l v e d . ' b ~  .the r e g i s t e r e d  o d d - l o t  . d e a l e r  
i n  X " e t o c k ;  ~ /  t h e  o d d - l o t  d e a l e r  l s . r ~ q u i r e d t o  a c c e p t  a l l  o d d - l o t  o r d e r s  
t e n d e r e d  t o  h i m .  Upon r e c e i p t ~  t h e  o r d e r  would be t i m e - s t a m p e d  but~ u n t l k e  
t h e  NYSE procedureB I t  would  n o t  t h e n  I m m e d i a t e l y  be e l i g i b l e  For" e x e c u t i o n .  
I n s t e a d ~  t h r e e  m i n u t e s  would have  t o  e l a p s e  b e f o r e  t h e / o r d e r  c o u l d  b e  r e -  
g a r d e d  as  e l i g i b l e  % o r e x e c u t i o n .  a f t e r  t h r e e  ~ l n u t e s  had  e l a p s e d ' ,  t h e  f l ~ s t  
r o u n d - l o t  t r a n s a c t i o n  In  X s t o c k  r e p o r t e d  on t h e  N Y S E t l o k e r  t a p e  w o u l d  f i x  
t h e " p r i o e w h l c h  t h e  c u s t o m e r  waS" t o  p.~y ~ o r t h e  s t o c k |  i f  s. p r l o e " O f $ ~ O  ~as~ 

, , n h , ~ ~ " " -  V /  
T r a d i n ,  on t he  l o c a l  e x c h a n g e s  In  d u a l l y  t r a d e d  I s s u e s  I s  , a o ~ l i t a t e d  - - / d ~ /  

by t h e  e x i s t e n c e  on t h e  f l o o r  o f  t h e s e  exchanges  o f  t h e  New York ~ t a p e n ,  / "  
which  r e p o r t s  t h e  c u r r e n t  t r a n s a c t i o n s ' o n  t h e  NYSE f l o o r .  In  a d d i t i o n ,  
c u r r e n t  q u o t a t i o n s  on t h e  ,N~w York m a r k e t  i n  t h e s e  I s s u e s  a re .  made a v a i l -  
a b l e  t o  t h e  d u a l  o d d - l o t  d e a l e r s  o r  s p e c i a l i s t s  t h r o u g h  w i r e  a n d  o t h e r  d i r e c t  
a r r a n g e m e n t s  f o r  " ~ l a e h "  o r  c o n t i n u o u s  q u o t a t i o n  s e r v i c e s .  ' ' " ' 

The o d d - l o t  d e a l e r s  o r  s P e c i a l l s t e  on the  r e g l o n a l '  ex .ehan~ee,  l i k e  .`the 
o d d - l o t ,  d e a l e r s ,  on t h e  NYSE, a r e  f a c e d  w i th  , the n e c e s s i t y  o f  k e e p i n g  t h e i r  
l o n g  and s h o r t  p o s i t i o n s  w i t h i n  . the  bounds o f  what  t h e y  f e e l  I S  r e a s o n a b l e  
In  t e r m s  o f . .~marke t . cond l t lon$~  . ~ v a l l a b l e  c a p i t a l ,  and o t h e r  ~ a c t o r s .  ' I t  1 ~  
t h e r e f o r e ,  e e s e n t l a l  fo~ them .a l so  t o  r e s o r t  t o  t h e  r o u n d - l o t  m a r k e t  f o r  
. o f f s e t t i n g  t r a n s a c t i o n s + .  T h e  r e c o r d  i n d i c a t e s , t h a t  by ~ar  t h e '  l ' a r g e r  p o r t i o n  

2_~/ On some exchan~se~ t h e  o d d - l o t  d e a l e r  r e c e i v e s  t h e  Order  d i r e c t l y  w i t h -  
o u t  . the I n t e r v e n t i o n  o t  ~ an o r d e r  c l e r k ,  w h i l e  o n . o t h e r  e x c h a n g e s  t h e  
NYSE p r o c e d u r e  I s  ~ 'ol lowed,  where.by an o r d e r  c l e r k  t r a n s m i t s  t h e  o r d e r  
from a b oot~  a t  t h e  edge o f  t h e  ~ l o o r  t o . t h e  o d d - l o t  d e a l e r .  

~ /  No a l l o w a n c e  I s  made h e r e ,  f o r  t h e  . v a r i a t i o n s  In  t h i s  P r o c e d u r e  w h i c h  
o c c u r  a t  m a r k e t  openln~s~ when " t a p e  l a t e n e s s "  I s  a n n o u n c e d ,  Or when 
t h e  r .u le$  o f  t h e  r e g i o n a l  e x o h ~ g e  p e r m i t  e x e c u t i o n s  based .u .pon  tour .d- .  
l o t  . t r ansac t&one  e ~ f e c t e d  In  ~.he l o c a l  ~ a r k e t .  .. 
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o f  such  o f f s e t s  &re,made. ~n t h e  NYSE s i n c e  t h e  r o u n d - l o t  m a r k e t s  i n  d u a l l y  
t r a d e d  s d C u r l t l e s  on the  r e g i o n a l  e x c h a n g e s ,  a r e  n o t  s u f f i c i e n t l y  a c t i v e  
e i t h e r ~ t o  t a k e  o r f ~ r n l s h  t h e  s e c u r i t i e s  n e c e s s a r y  t o  e n a b l e  t h e  d e a l e r s  
t o  r e d u c e  t h e i r  p o s i t i o n s ,  I f  t h e s e ~ o d d - l o %  d e a l e r s  o r  s p e c i a l i s t s  a r e  n o t  
NYSE members ,  t h e y  mUSt pay non-member o o m ~ l s s l o n  r a t e s  2__8/ I n  c o n n e c t i o n  
w i t h  an~ o f f s e t t i n g  t r a n s a c t i o n s  which a r e .  e x e c u t e d  upon t h e  ~ NYSE. When 
t h e y  a r e  d u a l  members ,  howeve r ,  t h e y  a r e  e n t i t l e d  t o  NYSE members '  commt~.  
s l o n  r a t e s  ( w h i c h  a r e  s u b s t a n t i a l l y  lower  t h a n  non-member  r a t e s )  and ,  c o n ,  ~ 
s e q u e n t l y ,  pay  s u b s t a n t i a l l y  l e s s  f o r  . e f f e c t u a t i n g  s u c h  o f f s e t t i n g  t r a n s a c -  
t i o n s  upon the+NYSE. ~2~/ 

We h a v e ,  h e r e l n a b o v  e .  d e s c r i b e d  t h e  t e c h n i c a l  b a c k g r o u n d  u n d e r l y i n g  
t h e  p r o b l e m s  r a i s e d  by t h e .  R u l e .  AS we . have  p r e v i o u s l y  s t a t e d ,  we r e q u e s t e d  
t h e  NYSE t o  e f f e c t  on !ts.~own b e h a l f  s u c h  c h a n g e s  i n  I t s  ~ u l e  as may be. 
n e c e s s a r y  t o  make I t  c l e a r  t h a t  t h e . R u l e  o r  I t s  e n f o r c e m e n t  would n o t  p r e -  
v e n t  a n y  NYSE member . f r ~  a c t i n g  as an o d d - l o t  d e a l e r  o r  s p e c i a l i s t  o r  o t h e r -  
w i s e  d e a l i n g  in  d u a l l y  t r a d e d  s e c u r i t i e s  .upon any  r e g i o n a l  e x c h a n g e  o f  which  
he i s  a member, r h e  NYSE has  n o t  ~ade  t h e  c h a n g e s  so  r e q u e s t e d .  We s h a l l  
now p roceed ,  t o  examine  t h e  e f f e c t s  t o  d a t e  and t h e  f ~ t u r e  C o n s e q u e n c ~ s : ' o f  
t h e  R u l e  and t h e  a r g u m e n t s  .advanced by t h e  NYSE In  ~ u s t I f i c a t l o n  o f  t h e  Ru le  
f o r  t h e , , p u r p o s e : o f  d e t e r m i n i n g ,  p u r s u a n t  t o  S e c t i o n  19 (b) o f  t h e .  A c t .  w h e -  
t h e r  c h a n g e s  ~n t h e  Rule  a r e  n e c e s s a r y  or  a p p r 0 P r i a t e  (1) f o r  t h e , p r o t e c t i o n  
o f  I n v e s t o r s  o r  (2} t o  I n s u r e  f a i r  a d m i n i s t r a t i o n  o f  t h e  NYSE. 

EFFECTS OF THE RULE.. 

The i f l r s ~  q u e s t i o n  f o r  d e c i s i o n  I s :  a r e  c h a n g e s  In  t h e  Rule  n e c e s s a r y  
o r  a p p r o p r i a t e  f o r  t h e  p r o t e c t i o n  o f  I n v e s t o r s ?  ~ 

As ide  f rom t h e  t r a d i n g  c o n d u c t e d  upon t h e  r e g i o n a l  e x c h a n g e s  - -  wh ich  
a r e  r e c o g n i z e d  by t h e , A c t  t o  be i n s t r u m e n t a l i t i e s  o f . ~ n t e r s t a t e  commerce - -  
t h e r e  I s  a l a r g e  and  c o n s t a n t  f l o w  o f  b u s i n e s s  a c r o s s  s t a t e  l i n e s  be tween  
t h e  e x c h a n g e s  a n d  t h e i r  members and I n v e s t o r s .  T r a n s a c t i o n s  In  d u a l l y . ,  
t r a d e d  I s s u e s  c o n s t i t u t e  a s u b s t a n t i a l  p a r t  o f  a l l  t h e  t r a d i n g  c o n d u c t e d  
upon t h e  B o s t o n ,  C h i c a g o ,  C i n c i n n a t i ,  C l e v e l a n d ,  ~ P h i l a d e l p h i a  and P i t t s b u r g h  
S t o c k  E x c h a n d e s  and  a v e r y  m a t e r i a l  p o r t i o n  o f  s u c h  t r a n s a c t i o n s  a r e  o r  w e r e ,  
b e f o r e  J u l y  12, 1940,  t h e  d a t e  when t h e  Rule  was a n n o u n c e d ,  h a n d l e d  by d u a l  
m e m b e r s a c t i n g  as o d d - l o t  d e a l e r s  o r  s p e c i a l i s t s  on t h o s e  e x c h a n g e s .  

' " ' ' - J '  ' ' 7  c , L ,  . . ,  _ L  , 

2_8/ A r t i c l e  XVII o f  the .  NYSE C o n s t ~ t u t i o n  p r e s c r i b e s  t h e  minimum r a t e s  o f  
c o m m i s s i o n  which  must be c h a r g e d  and c o l l e c t e d  by NYSE members who e x e -  
c u t e  o r d e r s  on t h e  NYSE on b e h a l f  o f  non-members .  T h i s  r u ~ e  w i l l  h e r e -  
l n a f t e r  be c a l l e d  the  "minimum c o m m i s s i o n  r u l e " .  

2_~/ When, f o r  e x a m p l e ,  a , l o c a l  C l e v e l a n d  member s e l l s  f o r  h i s  own a c c o u n t  
1OO s h a r e s  o f  s t o c k  a t  ~25 pe r  s h a r e  on t h e  NYSE f l o o r  t h r o u g h  an NYSE 
member,  t h e  l o c a l  member h a s  t o  pay a c o m m i s s i o n  o f  $15.  When t h e  s t o c k  
I s  s o l d  by a C l e v e l a n d  member who I s  a l s o  an NYSE member,  t h e  s o - c a l l e d  
" c l e a r a n c e  c o m n l a s l o n "  a p p l i c a b l e  t o  h i s  t r a n s a c t i o n  i s  o n l y  $ 3 . 9 0 .  
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On Augus t  ~1, 1940. t he  l a s t  day b e f o r e  t h e  e s  d a t e  o f  t h e R u l e ~  
t h e r e  were  249 d u a l l y  t r a d e d  I s s u e s  on t h e  Bos ton  Exchange ,  106 on %he 
C h i c a g o  Exchange .  13 on the  C i n c i n n a t i  F~cchange, ~8  on t h e  C l e v e l a n d  Ex~. 
c h a n g e /  408 on t h e  P h i l a d e l p h i a  Exchange and 64 on t h e  P i t t s b u r g  h Exchange .  --  
The d u a l l y  t r a d e d  I s s u e s  on t h e s e  s i x  e x c h a n g e s  were  h o n d l e d b u  
o r  s p e c i a l i s t s  who w e r e d u a l  m e m b e r s ,  l o c a l  members f l a a n c e d  b7 NYBE members 
I n  ~ o l n t  a c c o u n t ,  or  p u r e l y  l o c a l  members.  The s  t a b l e  shows t h e  
number  o f  such  o d d - l o t  d e a l e r s  o r  s p e c i a l i s t s  on t h e  d a t e s  I n d i c a t e d  and 
t h e  number  o f  d u s l l T - t r a d e d  l s s ~ e s  h a n d l e d  r e s p e c t i v e l y  by members a f f i l i a t e s  
w i t h  NYBE members ~ /  and by t h o s e  n o t  so  t f s  

AFFILIATED WITH 
NYSE MEMBERS 

No. o f  
Odd- lo t  No. o f  

Exchange Dst~ D e s l e r s  I s s u e s  

~ o s t o n  12/.~l/40 14 (*) 89 24 
Chlcado o l 3 l / ~  s ~7 (**) 
c l n c  l n n a t  I ~/ / l  2 /40  3 lO - -  

C l e v e l a n d  7/12/40 1 11 3 
P h i l a d e l p h i a  7/12/40 4 (*) 2~ ~7 
Pittsburgh 7/12/40 4 20 ( ,e )  

NOT AFFILIATED WITH 
H~SE MEMBERS 

NO, o f  
. O d d - l o t  No. 0s 
. D e a l e r s  , I s s ~ e s  

l l 3  
48 

22 
lO1 

2~ 

(~) 11 os t h e  d e a l e r s  on t he  B e n t o n  F~chlmde and 2 o f  t h e  d e a l e r s  on t h e  
P h i l a d e l p h i a  h c h a n ~ e  a re  l o c a l  o d d - l o t  d e a l e r s  f i n a n c e d  by NYSE members .  

(S~)The r e c o r d  does  n o t  show t h e  number o f  l o c a l  o d d - l o t  d e a l e r s  I n  d u a l l y  
t r a d e d  I s s u e s  on t h e s e  s x c h s n d e s .  

The r e c o r d  ehc~s  what  has  a l r e a d 7  o c c u r r e d  where  t h e  Rule  was p u t  I n t o  
e f f e c t  and what  has  happened  In  a n t i c i p a t i o n  o f  t h e  e f s  o f  t h e  
Ru le  as  w e l l  as  what  ma~ be e x p e c t e d  t o  f o l l o w  I f  t h e  t e m p o r a r y  e x e m p t i o n s  
g r a n t e d  by t h e  NYSE a r e  r e v o k e d  and t h e  Rule  I s  made f u l l : r  e f f e c t i v e .  I% 
r e v e a l s  t ha~  t h e  8 d u a l  member F i rms  who were a c t i n g  as  o d d - l o t  d e a l e r s  on ~ t h e  Ch icago  ~.xchange I n  ~7 d u a l l y  t r a d e d  I s s u e s  were  n o t  p e r m i t t e d  by t h a t  

. e x c h a n g e  t o  av& l l  t h e m s e l v e s  o f  t h e  t s m p o r a r ~  e x e m p t i o n s ,  ~2 /  and t h a t  t h e s e  
f i r m s  have s l r e a d ~  r e l i n q u i s h e d  t h e i r  d u a l  o d d - l o t  books  I n  t h e s e  s e c u r i t i e s .  
Onl~ l o c a l  members c o u l d  r e p l a c e  them.  However,  due t o  t h e  c a p i t a l  r e q u i r e -  
m e e t s  n e c e s s a r y  t o  o b t a i n  an a p p o i n t m e n t  from t h e  C h i c a g o  Exchange t o  c o n d u c t  
an o d d - l o t  b u s i n e s s ,  a s u b s t a n t i a l  p o r t i o n  o f  t h e  l o c a l  Ch icago  members  were  
n o t  e l i g i b l e  f o r  a p p o i n t m e n t .  

t i i _ a I a ~ I i i ~  i ~ [  t L  _ _ ~ I [ 

~ /  In  some o f  t h e  d u a l l y  t r a d e d  I s s u e s  t h e r e  a r e  no  o d d - l o t  d e a l e r s .  

~ /  The t e r m  " a f f i l i a t e d  w i t h  NYSE members"  I s  u s e d  h e r e  b r o a d l y  %o mover 
b o t h  d u a l  members and l o c a l  members f i n a n c e d  by NYBE members .  

~ / T h e  Chicago  S t o c k  .Exchange c o n s i d e r e d  I t  i n  I t s  I n t e r e s t  t o  r e f u s e  t o  
a l l o w  I t s  d u a l  O d d - l o t  d e a l e r s  and s p e c i a l i s t s  %o* a p ~ l u  s  temporaadu 
e x e m p t i o n s  from t h e  Rule .  
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M o r e o v e r ,  t h e  c a p i t a l  o f  t h o s e  l o c a l  members who were  a p p o i n t e d  t o  c o n d u c t  
the,  o d d - l o t  b o o k s i n d u a l l y  t r a d e d  I s s u e s  wh ich  were  r e l i n q u i s h e d  by  t h e  
d u a l  member f i r m s  c o n s t i t u t e s  o n l y  a b o u t  IO% o f  t h e i r  p r e d e c e s s o r s  t c a p i t a l .  
I t  a p p e a r s  f u r t h e r  t h a t  one o f  t h e  d u a l  member f i r m s ,  P a u l  H. D a v i s  & Co . ,  
was,  on J u l y  12,  1 9 4 0 ,  t h e  o d d - l o t  d e a l e r  o r  s p e c i a l i s t  In  29 d u a l l y  t r a d e d  
s e c u r i t i e s  and  a l s o  t h e  g e n e r a l  o d d - l o t  d e a l e r  ~ /  In  114 l o c a l  s e c u r i t i e s .  
A c c o r d i n g  t o  t h e  t e s t ~ m o ~  9~ ~ a l ~  ~au ~ P~F~nqF o~ th!~ flrm, t h e  e n -  
t i r e  book  was b e i n g  o p e r a t e d  s~ ~ '~goodU p ~ 0 f i t ,  an d t h e  ~9 d u a l l y  t r a d e d  
s e c u r i t i e s ,  wh ich  were  more a c t i v e  t h a n  t h e  l o c a l  s e c u r i t i e s ,  c o n t r i b u t e d  
~ b o u t  ~ o f  t h e  f i r m e s  p r o f i t s .  Even t h o u g h  t h e  f i r m  d r o p p e d  I t s  o d d - l o t  

/ b o o k s  In  t h e  29 d u a l l y  t r a d e d  s e c u r i t i e s  on S e p t e m b e r  1, 1940,  In  c o m p l i a n c e  
/ 

/ w i t h  t h e  R u l e ,  i t  h a s  had  t o  m a i n t a i n  a b o u t  t h e  same o v e r h e a d  a s  b e f o r e  In  
o r d e r  t h a t  I t s  t r a d i n g  i n  t h e  114 l o c a l  s t o c k s  migh t  be s e r v i c e d  a d e q u a t e l y .  
The r e s u l t  h a s  b e e n  a d e c l i n e  In  t r a d i n g  p r o f i t s ;  In  f a c t ,  f o r  December ,  
1940,  t h e  f i r m  s u f f e r e d  a l o s s  i n  t h e  o p e r a t i o n  o f  i t s  b o o k s .  I f  t h e  
o p e r a t i o n  o f  t h e s e  l o c a l  books  c o n t i n u e s  t o  be u n p r o f i t a b l e ,  R a l p h  D a v i s  
t e s t i f i e d ,  i t  I s  d o u b t f u l  w h e t h e r  t h e  f i r m  w i l l  r e m a i n  In  t h e  o d d - l o t  b u s -  
I n e s s .  Thus ,  a s  a r e s u l t  o f  I t s  r e l i n q u i s h m e n t  o f  t h e  o d d - l o t  b o o k s  In  29 
d u a l l y  t r a d e d  s e c u r i t i e s  a s  r e q u i r e d  by  t h e  R u l e ,  t h e  D a v i s  f i r m  maF be 
f o r c e d  t o  d i s c o n t i n u e  s e r v i c e  on t he  114 l o c a l  o d d - l o t  b o o k s  wh ich  i t  now 
h a n d l e s .  
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On t h e  B o s t o n  Exchange ,  In  a n t i c i p a t i o n  o f  t h e  e f f e c t i v e n e s s  o f  t h e  
R u l e ,  t h e  b o o k s  o f  c e r t a i n  d u a l  members w e r e  d r o p p e d  and r e a l l o c a t e d  t o  
l o c a l  members .  However  , a s  o f  t h e  t i m e  o f  t h e  h e a r i n g ,  6 o d d - l o t  books  
i n  d u a l l y  t r a d e d  I s s u e s  on t h a t  e x c h a n g e  had n o t  b e e n  t a k e n  up and no l o c a l  
members had  b e e n  found  who were  w i l l i n g  and a b l e  t o  t a k e  them,~ii~The t h r e e  
d u a l  member f i r m s  w h i c h  o p e r a t e d  o d d - l o t  books  on t h e C i n c i n n ~ t ~ E x o h a n g e  
r e l i n q u i s h e d  t h e i r  o d d - l o t  books  In t e n  d u a l l y  t r a d e d  s e c u r i t i e s  s h o r t l y  
a f t e r  I t  became known t h a t  t he  Rule  was t o  be i n v o k e d .  Thb B o a r d  o f  T r u s -  
t e e s  o f  t h a t  Exchange  was a b l e  t o  f i n d  o n l y  one l o c a l  d e a l e r  t o , t a k e  o v e r  
t h e s e  b o o k s .  T h i s  d e a l e r ,  a c c o r d i n g  t o  t h e  t e s t i m o n y  o f  t~e~ p r e s i d e n t  o f  
t h e  e x c h a n g e ,  had  a t o t a l  C a p i t a l  o f  o n l y  $ 8 , 0 0 0  a v a i l a b l e  f o r  t h e  b u s i n e s s .  
P r e s o o t t  & C o . ,  t h e  o n l y  o d d - l o t  d e a l e r  a f f e c t e d  by t h e  R u l e  on t h e  C l e v e -  
l a n d  E x o h a n g e ,  gave  up I t s  o d d - l o t  b o o k s  In  l l  d u a l l y  t r a d e d  I s s u e s .  As 
a r e s u l t  o f  t h e  r e a d j u s t m e n t  t h a t  t o o k  p l a c e ,  f o u r  o f  t h e s e  I s s u e s  a r e  no  
l o n g e r  h a n d l e d  by  o d d - l o t  d e a l e r s .  As y e t  t h e r e  ha s  b e e n  no r e a l l o c a t l o n  
o f  t h e  o d d - l o t  books  In  d u a l l y  t r a d e d  s e c u r i t i e s  on t h e  P i t t s b u r g h  Ex-  
change  s i n c e  t h e  p e r s o n s  t h e r e  a f f e c t e d  b y  t h e  Ru le  a r e  o p e r a t l n g u n d e r  
t e m p o r a r y  e x e m p t i o n s .  The f o u r  d u a l  o d d - l o t  d e a l e r s  on t h e  P h i l a d e l p h i a  
Exchange  who o p e r a t e d  t h e  books  In  23 d u a l l y  t r a d e d  i s s u e s ,  a p p l i e d  f o r  
e x e m p t i o n s  f rom t h e  R u l e .  As o f  J a n u a r y  1941,  t h e r e  was no  c h a n g e  In  t h e  
h a n d l i n g  o f  t h e s e  b o o k s .  

~ /  A " g e n e r a l  o d d - l o t  d e a l e r "  on t h e  Ch icago  S t o c k  Exchange  I s  a p e r s o n  
who I s  r e q u i r e d  t o  ~Ive o d d - l o t  e x e c u t i o n s  on a l l  n o n - d u a l l y  t r a d e d  
I s s u e s  on t h e  e x c h a n g e .  
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In  s ~ m a r ~ ,  the  Rule ,  even unde r  l i m i t e d  a p p l i c a t i o n ,  has  a l r e a d y  
had d i s r u p t i n g  e f f e c t s  on the  o p e r a t i o n  o f  t h e  o d d ~ l o t  books In  d u a t l u  
t r a d e d  i s s u e s  on the  r e g i o n a l  exchanges~  The r e c o r d  e v i d e n c e s  t h a t  
e n f o r c e m e n t  o f  the  Rule IS l i k e l y  t o  r e s u l t  in  ( l ) t h e  f u r t h e r  l o s e  o f  
o d d - l o t  books In  d u a l l y  t r a d e d  i s s u e s  on the  Bos ton ,  C l e v e l a n d  and 
P i t t s b u r g h  Exchanges ,  (2) t h e  r e a l l o c a t l o n  o f  such o d d - l o t  books on t h e  
C i n c i n n a t i  and P i t t s b u r g h  StOck Exchanges to  l o c a l  members ~ i t h  more 
l i m i t e d  c a p i t a l  r e s o u r c e s ,  and (3) t h e  p l a c i n g  i n  j e o p a r d ~  o f  o d d - l o t  
books i n  some or  a l l  o f  114 l o c a l  I s s u e s  on t h e  Chicago  S tock  Exchange.  

The e f f e c t s  which have fOlloWed a l i m i t e d  a p p l i c a t i o n  o f  t he  Rule 
portend more ser ious consequences In the ~ tu re , ,  ,should the. Rule become 
f u l l y  e f f e c t i v e .  I t  is  c lear  tha t  thedual ,member f i rms have. more c a p i t a l  
and f a r  g r e a t e r  r e s o u r c e s  t han  e~e a v a i l a b l e  t o  l o c a l  member s I f  
t h e  Rule shoUld become F u l l y  e f f e c t i v e ,  a l l  os t h e s e  d u e l  member f i r m s  
WIll  be p r e c l u d e d  from a c t i n g  as odd - lO t  d e a l e r s  o r  s p e c i a l i s t s  o r  o t h e r -  
wise  p u b l i c l y  d e a l i n g  f o r  t h e i r  own accoun t  In  anu d u a l l y  t r a d e d  s e c u r i t i e s  
on the  r e g i o n a l  exchanges .  Var ious  r e p r e s e n t a t i v e s  o f  t h e  r e g i o n a l  ex -  
changes  t e s t i f i e d  c o n c e r n l n d  the  e e r i o u e  e s  which  c a n  be e x p e c t e d  to  
f o l l o w  i n  the  f u t u r e ,  ~4[ I f  e n f o r c e m e n t  o f  t h e  Rule i s  p e r m i t t e d .  

The p r e s i d e n t  o f  t he  Boston Exchange e s t i m a t e d  t h a t  I f  t h e  Rule 
became e f f e c t i v e ,  a m~nimum o f  2 ~  o f  a l l  d u a l l y  t r a d e d  I s s u e s ,  or  about  
~0 in  number,  would be w i t h o u t  an o d d - l o t  d e a l e r  on t h e  Bos ton  Exchange.  
The f i r m  o f  P r o c t o r  & Cook, dua l  Remberl  o f  ~he Bos ton  Exchange ,  f i n a n c e s  
the  o d d - l o t  books In  21 d u a l l y  t r a d e d  s e c u r i t i e s .  George N. P r o c t o r ,  t h e  
f l r m l s  p a r t n e r  who has o p e r a t e d  t he  o d d - l o t  books on t h e  Bos ton  f l o o r  f o r  
many y e a r s ,  t e s t i f i e d  t h a t  I f  the  Rule I s  e n f o r c e d ,  h i s  f i r m  would n o t  be 
w i l l i n g  t o  c o n t i n u e  in  the  o d d - I o t  b u s i n e s s .  H a r r y  W. Beeae ,  an o d d - l o t  
d e a l e r  o f  long e x p e r i e n c e  on the  Boston Exchange and a s s o c i a t e d  w i t h  
Draper ,  Sea r s  & Co. ,  dua l  members, I n d i c a t e d  t h a t  I f  he w i t h d r e w  from t h a t  
fkrme as r e q u i r e d  by the  Rule ,  i n  o r d e r  to  o p e r a t e  I n d e p e n d e n t l y  as an 
o d d - l o t  d e a l e r ,  he would have to  r e l i n q u i s h  some o f  t h e  books which h i s  
p r e s e n t  a s s o c i a t i o n  e n a b l e s  him to  h a n d l e .  Malcolm Amsden, Wal t e r  J .  
Brown and Ray E. S o u t h g a t e ,  l o c a l  o d d - l o t  d e a l e r s  i n  J o i n t  a c c o u n t  w i t h  

~ /  Counsel  f o r  the  NYSE has o b j e c t e d  to  t he  t r i a l  e x e m i n e r l o  admis s ion  
o f  t e s t i m o n y  b~ r e p r e s e n t a t i v e s  o f  t he  r e g i o n a l  e x c h a n g e s  r e g a r d i n g  
t h e  p r o b a b l e  consequences  o f  e n f o r c e m e n t  o f  t he  Rule .  We o v e r r u l e  
t h i s  o b j e c t i o n  because  we b e l i e v e  t h a t  i n  t h i s  t~pe o f  p r o c e e d i n g  
t h e  t e s t i m o n y  o f  pe r sons  q u a l i f i e d  as e x p e r t s  w i t h  r e s p e c t  to  t h e  
p r o b a b l e  e f f e c t s  o f  the  Rule I s  compe ten t  o p i n i o n  e v i d e n c e .  See VII 
Wlgmore, Evidence (~d ed. 1940) w 1918-192~, 1976. See also 0 ~  
Cotton MIL~s. Inc. v. AdminlstrBtor,  ~12 U.8. 126 .(1941) and John 
Bone ~ Sons. Inc. v . 'Feders l  Trade Commission, 299 r e d .  468 ( C . C . A ,  
2d 1924) where the  C i r c u i t  Cour t  s a i d  a t  page  4~ l f  

"We a re  o f  o p i n i o n  t h a t  e v i d e n c e  o r  t e s t k m o n , y p e v e n  
though l e g a l l y  i n c o m p e t e n t ,  I f  Of t h e  k i n d  t h a t  
u s u a l l y  a f f e c t s  f a i r - m i n d e d  men In  t h e  c o n d u c t  o f  
t h e i r  d a i l y  and more I m p o r t a n t  a f f a i r s ,  s h o u l d  be 
r e c e i v e d  and c o n s i d e r e d !  . , . . 
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NYSE members  In :2X d u a l l y  t ~ a d e d  s e c u r i t i e s ,  s t a t e d  In  s u b s t a n c e  t h a t  
I f  t h e  R u l e  c o m p e l l e d  t h e  WlthdrkWai o~ s u c h  f i n a n c i a l  a s s i s t a n c e ,  t h e y  
wou ld  n o t  ~a~e  t h e  r e s o u r C b s  ~ e c e s s a r u  t o  c o n t i n u e  t o  o p e r a t e  t h e i r  
b o o k s ;  

On t h e  C h i c a g o  S t o c k  Exchange ,  where  no t e m p o r a r y  e x e m p t i o n s  were  
o b t a i n e d ,  2 /  c e r t a i n  e f f e c t s  o f  t h e  R u l e  have  a l r e a d y  b e e n  o b s e r v e d .  
A c c o r d i n g  t o  t h e  t e s t i m o n y  o f  Ar thu r  M. B e t t s ,  Cha i rman  o f  t h e  B o a r d  o f  
G o v e r n o r s  o f  t h e  Ch lca~o  S t o c k  Exchange ,  t h e  r o u n d - l o t  m a r k e t s  on t h a t  
e x c h a n g e  i n  c e r t a i n  o f  t h e  d u a l l y  t r a d e d  I s s u e s  have  become t h i n n e r  s i n c e  
S e p t e m b e r  1, 1940,  b e c a u s e  t h e  l o c a l  o d d - l o t  d e a l e r s  and s p e c i a l i s t s  
a p p o i n t e d  a f t e r  S e p t e m b e r  l ,  1940, have  b e e n  u n w i l l i n g  o r  u n a b l e  t o  t a k e  
as  much s t o c k  f o r  t h e i r  own a c c o u n t  a s  t h e i r  p r e d e c e s s o r s ,  t h e  d u a l  o d d -  
l o t  d e a l e r s .  I f  t h i s  d r y i n g  up o f  t h e  C h i c a g o  r o u n d - l o t  m a r k e t  i n  d u a l l y  
t r a d e d  I s s u e s  c o n t i n u e s ,  I t  may J e o p a r d i z e  t h e  C h i c a g o  m a r k e t s  In  l o c a l  
Issues, \ 

E n f o r c e m e n t  o f  t h e  Ru le  would r e q u i r e  d u a l  o d d , l o t  d e a l e r s  on t h e  
P i t t s b u r g h  Exchang e t o  r e l i n q u i s h  ~ h e l r  b o o k s  In  20 d u a l l y  t r a d e d  I s s u e s .  
I t  was t e s t i f i e d  t h a t  t h e  P i t t s b u r g h  Exchange ,  a n t i c i p a t i n g  t h i s  c o n -  
t f n g e n c u  was h a v i n g  c o n s i d e r a b l e  d i f f I c u l t y  In  f l n d l n ~  p e r s o n s  w i t h  
a d e q u a t e  c ~ p A t a l  t o  t a k e  o v e r  t he  o d d - l o t  b o o k s  In  t h e  e v e n t  t h e y  must  
be d r o p p e d  b y  t h e  d u a l  member f i r m s .  ,Xt  seems t h a t  o n l y  one l o c a l  member 
h a s  I n d i c a t e d  a w i l l i n g n e s s  t o  o p e r a t e  some o f  t h e s e  b o o k s  and he  As ~n-  
a c t i v e  on t h e  Exchange  a t  t h e  p r e s e n t  t lmeo Even Af a l l  o f  t h e  o d d - l o t  
b o o k s  An  d u a l l y  t r a d e d  I s s u e s  now h a n d l e d  by  d u a l  members  on t h e  C i n -  
c i n n a t i  and P i t t s b u r g h  S t o c k  Exchanges  s h o u l d  be  r e a l l o c a t e d  t o  l o c a l  
members ,  d e t r i m e n t  t o  t h e s e  e x c h a n g e s  wou ld  r e s u l t  s i n c e  t h e  l o c a l  member s '  
c a p i t a l  r e s o u r c e s  a r e  r e l a t i v e l y  v e r y  l i m i t e d .  F i n a l l y  , t h e  4 d u a l  o d d -  
l o t  d e a l e r s  who now o p e r a t e  under  t e m p o r a r y  e x e m p t i o n s  on t h e  P h i l a d e l p h i a  
Exchange  w i l l  be  o b l i g e d  t o  g ive  up t h e I r  b o o k s  In  23 d u a l l y  t r a d e d  I s s u e s .  

I s  t h e  R u l e  s h o u l d  become f u l l y  e f f e c t i v e ,  t h e  v o l u m e  o f  t r a d i n g  on 
t h e  B o s t o n  S t o c k  Exchange  would  be  p e r c e p t i b l y  r e d u c e d ,  s i n c e ,  a c c o r d f n ~  
t o  t h e  e s t i m a t e s  o f  t h e  p r e s i d e n t  o f  t h a t  e x c h a n g e ,  t h e  o d d - l o t  b o o k s  In  
a b o u t  50 I s s u e s  would  be d r o p p e d .  Such r e d u c t i o n  I n  v o l u m e  o f  t r a d i ' n g  
wou ld  In  t u r n  a f f e c t  t h e  e a r n i n g s  o f  t h e  e x c h a n g e  d e r i v e d  f rom t h e  O p e r a t i o n  
o f  I t s  c l e a r i n g  h o u s e - e a r n i n g s  which  a r e  I m p o r t a n t  t o  t h e  w e l l - b e i n g  and 
c o n t i n u a n c e  o f  t h e  e x c h a n g e .  For  s i m i l a r  r e a s o n s ,  l o s s  o f  t r a d i n g  vo lume  
and t h e  harm r e s u l t i n g  from such  l o s s  wou ld  be In  s t o r e ,  a l s o ,  f o r  t h e  
o t h e r  r e g i o n a l  e x c h a n g e s .  R e p r e s e n t a t i v e s  o f  t h e  P i t t s b u r g h  and C i n c i n n a t i  
E x c h a n g e s  e x p r e s s e d  f e a r  t h a t  t h e  R u l e  was a t h r e a t  t o  t h e  v e r y  e x i s t e n c e  
o f  t h o s e  e x c h a n g e s .  In  b r i e f ,  t h e  e v i d e n c e  shows t h a t  e n f o r c e m e n t  o f  t h e  
R u l e  I s  l i k e l y  t o  r e s u l t  In  I r r e p a r a b l e  damage t o  ~he l o c a l  e x c h a n g e s .  

.~./ 'See footnote 32, su#ra. ~9 of  the 300 members of  the Chicago 
Exchange  were  a l s o  members o f  t h e  NYSE. 
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I f  t h e  markets  ~ln s e c u r i t i e s  t r aded  upon t h e  r e g i o n a l  exchanges become 
s e r i o u s l y  Impaired,  d e l l s ,  lags are  l iMelF to occur  both  An l o c a l  and d u a l l y  
t r a d e d  I s s u e s .  fewer brokers  and d e a l e r s  w i l l  s e e k  memberships on the  
r e g i o n a l  exchanges and the  g e n e r a l  e f f e c t  w i l l  be a weakening no t  on ly  o f  

t h e  e x i s t i n g  r e g i o n a l  exchange system but a l so  o f  t he  brokers!.~: d e a l e r s  t .  
and banke r s '  � 9  wi th  which the  exchange8 e r e  f u n c t i o n a l l y  I n t e r l o c k e d .  
Fur the rmore .  d e l e t e r i o u s  economic conBequences to  t r a d e  and I n d u s t r y ,  p a r -  
t l c u l a r l y  to  growing I n d u s t r i e s  l o c a t e d  in  a reas  s~lrroundAnd the  r e g i o n a l  
exchanges ,  oam be e x p e c t e d  to  ensue.  For many ~ea~s t he  r ~ g i o n a l  exehLuges 
and the  market  f a c i l i t i e s  which t hey  ma in ta in  have been Impor tan t  f a c t o r s  
In  the  f i n a n c i a l  l i v e s  o f  t h e i r  communit ies.  ~ /  T h e y  have l e n t  v i t a l i t y  
to  m~eh communities by s  the f i n a n c i n g  o f  l o c a l  e n t e r p r i s e s  and 
by p r o v i d i n g  a seasoning  mechanism for  the s e c u r i t y  I s s u e s  o f  expanding 
companies, thus assisting then to attain financial 8t-abIlltF. ~ XF. as a 
r e s u l t  o f '  enforcement  0s ~he. i~ale, t hese  Impor tan t  f%tuctlon8 now performed 
by the  r e g i o n a l  exchanges are n s t e r l a l l~y  Impai red .  "the n a t i o n e n  ' t r ade  and 

~ I n d u s t r y  would be  adve r se ly  a f f e c t e d .  

In view o f  the  Foregoing d i s c u s s i o n ,  the  harm which i n v e s t o r s  would 
s u f f e r  from enforcement  o f  t h e  Rule needs l i t t l e  e l a b o r a t i o n .  The I n v e s t o r  
as w e l l  as the p u b l i c  a t  ' l a rge ,  i s  deep ly  concerned wi th  any ln~ur~ which 

t h e  e x i s t i n g  r e g i o n a l  exchange system ms~ s u f f e r s  he As e q u a l l y  concerned  wi th  
the  e f f e c t  o f  such I n j u r y  upon t r a d e  and I n d u s t r y . - ~ /  l ' f  the  r e g i o n a l  m a r -  
k e t s  In  d u a l l y  t r aded  I s sues  a re  des t royed  or  m a t e r i a l l y  dec r ea sed ,  the 
p u b l i c  I n v e s t o r  who Wishes t o  b~y or  s e l l  such s e c u r i t i e s  wa l l  have to  , r o d e  ! 

o n  t h e  NYeE and pa~ the  h ighe r  o o a t ~  a t t e n d i n g  such t r a n s a c t i o n s .  Even 
I f  the  i s s u e s  a f f e c t e d  by t h e  Rlale con t inue  t o  be t r a d e d  on t h e  r e g i o n a l  ex-  
changes ,  the  customer can expec t  s lower  d e l i v e r i e s  'and poore r  s e r v i c e  An 
many cases .  The d e b i l i t a t i o n  o f  . r eg iona l  exchange s e r v i c e s  An d u a l l y  t r a d e d  
I s s u e s  w i l l  a l so  permeate t h e i r  t r a d i n g  s e r v i c e s  in  l o c a l  I s s u e s  as w e l l .  
The l n v e u t o r  may t h e r e f o r e  be faced w i t h  the  a l t e r n a t i v e  o f  t r a d i n g  on ly  In 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ' . . . .  fo r  ~ /  The P h i l a d e l p h i a  Sto~k ~zohsnge .was organlseqS. In 1~90, two s e a r s  be �9 
the  NYSE, the ]3oston Stock Exchange In 18~4p the Ch icago  Stock Exche~ge 
In 1882, the  Cinc inna t i .  Stock gx�9 In 188~, ,the P i t t s b u r g h  Stock 
Exchange In 1894 and . the  Cleve land  Stock. Exchange An . 1 9 0 0 .  

~ /  CF. Sec t i on  2 o f  the Act: 

"For the reasons  h e r e i n a f t e r  enumerated,  t r a n s a c t i o n s  An s e c u r i -  
t i e s  as commonly aonducted upon s e c u r i t i e s  exchanges  and ove r -  
t h e - c o u n t e r  markets  are  a f f e c t e d  wl~h a n a t i o n a l  p u b l i c  I n t e r e s t  

" ( 1 )  Such t r a n s a c t i o n s  (a) are  c a r r i e d  on In l a r g e  volume 
by the p u b l i c  g e n e r a l l y  $ $ "~' (Q) Invo lve  In l a r g e  

p a r t  the . s e c u r i t i e s  o f  ISsuers  engage6 .In I n t e r s t a t e  
commerce; (d) Involve  the  use 0s c r e d i t , ,  d i r e c t l y  
a f f e c t  the  f i nanc ing  o f . t r a d e ,  I n d u s t r y ,  and t r a n s p o r t a -  
t i o n  In  I n t e r s t a t e  commerce ,~ $ $" ' 

~ 8 /  E . g . ,  t he  New York s tock  s a l e s  and t r ~ u s f e r  t ax ,  h i g h e r  ma i l ing  cha rges .  



I 

- 16- ~o - 3o33 

t h e  c e n t r a l i z e d  m a r k e t  l o c a t e d  i n  New York o r  i a  t h e  o v e r - t h e . c o u n t e r  m a r k e t .  
To t h e  e x t e n t  t h a t  t h e  r e g i o n a l  e x c h a n g e  m a r k e t s  a r e  I m p a i r e d  as a r e s u l t  
o f  t h e  R u l e  and t r a d i n g  In  I s s u e s  now r e g i s t e r e d  upon  t h e  e x c h a n g e s  s h i f t s  
%o t h e  o v e r - t h e - c o u n t e r  m a r k e t ,  t h e  I n v e s t o r  w i l l  be d e p r i v e d  o f  t h e  b e n e -  
f l t ~  o f  e x c h a n g e  t r a d i n g  and l i s t i n g .  ~ /  

The NYSE a s s e r t s  t h a t  no s e r i o u s  c o n s e q u e n c e s  w i l l  e n s u e  I f  t h e  Ru le  
i s  made f u l l y  e f f e c t i v e  b e c a u s e ,  I t  c l a i m s ,  a l l  o r  s u b s t a n t i a l l y  a l l  o f  t h e  
o d d - l o t  b u s i n e s s  now b e i n g  done on t h e  r e g i o n a l  e x c h a n g e s  i n  d u a l l y  t r a d e d  
s e c u r i t i e s  w i l l  be h a n d l e d  by l o c a l  members .  I n  s u p p o r t  o f  I t s  a r g u m e n t  
t h e  NYSE p o i n t s  t o  t h e  f a c t  t h a t  on J u l y  12, 1940 ,  when t h e  Rule  was p u b l i s h e d ,  
a l a r g e  number  o f  t h e  o d d - l o t  d e a l e r s  i n  d u a l l ~  t r a d e d  I s s u e s  (on t h e  C h i c a g o ,  
B o s t o n ,  P i t t s b u r g h ,  c i n c i n n a t i ,  C l e v e l a n d  and P h i l a d e l p h i a  S t o c k  E x c h a n g e s )  
were local members with no NYSE affiliations and, further, that on the other 
11 registered reglonal exchanges (which, on July 12, 1940, had no dual odd- 
l o t  d e a l e r s )  a l l  o f  t h e  o d d - l o t  b u s i n e s s  was c o n d u c t e d  by  l o c a l  members .  

The fact remains, however, that a substantial number of odd-lot dealers 
In dually traded securities on the 6 re~Ionai exchanges named above were 
also NYSE members or were financed by NYSE members and that these dual odd- 
lot dealers handled nearly as man~ dually traded Issues as dld the local 
members. " It is important that the substantial service rendered to the pub- 
llc investor by these dual odd-lot dealers should not be und~l~ or unneces- 
s arlly Impaired. It Is of course true that on July 12, 1940 the~'e w~re no 
d u a l  o d d - l o t  d e a l e r s  on 11 o f  t h e  r e g i s t e r e d  r e g i o n a l  e x c h a n g e s ,  b u t  t h e  
v~lume o f  t r a d i n g  In  d u a l l y  t r a d e d  i s s u e s  on n e a r l y  e v e r y  one o f  t h e s e  11 e x -  
.changes is relatively slight and the record shows that onl~ 3 of these II 

: have regular facllltles for odd-lot tradlng. Hence, the application of the 
Rule to %hess e~changes is not slg~Ificant. The fact that the odd-lot books 
in many dually traded.securitles ~re handled by local members affords no 
basis for the co~tentio ~ that local members could or would take up the 

~/ The Securities Exchange Act of 1934 provides substantial advantages to 
Investors with respect to securltles.llsted on a national securities 
e x c h a n g e .  We m e n t i o n  o n l y  a few. For  e x a m p l e ,  S e c t i o n s  7 and  8 o f  
t h e  Act  d e a l  w i t h  m a r g i n  r e q u i r e m e n t s  and t h e  u s e  o f  c r e d i t  by  members ,  
b r o k e r s  and d e a l e r s .  Bo th  s e c t i o n s  s e e k  t o  p r e v e n t  t h e  e x c e s s i v e  u s e  
o f  c r e d i t  i n  s e c u r i t i e s  t r a n s a c t i o n s  on t h e  e x c h a n g e  and t h e r e b y  t o  
a c h i e v e  a g r e a t e r  m e a s u r e  o f  s e c u r i t y  f o r  t h e  i n v e s t o r - c u s t o m e r ' s  p r o p -  
erty. Section 9 affords protection against manipulative, deceptive, 
or other fraudulent practices. Under Sections 12 [a) and I~ (ia) the 
Issuer of registered securltles must file up-to-date information which 
discloses financial facts necessary to make an Informed Judgmeht as to 
the value of such securities. Section 14 (a) prohibits the sollclta- 
tlon of corporate proxies in contravention of such rules as the Commis- 
sion p r e s c r l b e ~  in  t h e  I n t e r e s t  o f  s e c u r i t y  h o l d e r s .  The C o m m ~ s s i o n ' s  
p r o x y  r u l e s  s e e k  t o  make p o s s i b l e  l n t e l l i g ~ n t  c o r p o r a t e  s u f f r a g e .  
F i n a l l y ,  S e c t i o n  16 r e q u i r e s  d i s c l o s u r e  o f  s e c u r i t i e s : t r a n s a c t i o n s  by 
c o r p o r a t e  i n s i d e r s  and c o n t r o l s  t h e i r  p r o f i t s  i n  t h e s e  t r a n s a c t i o n s ,  
t h e r e b y  d e t e r r i n g  t h e  use  o f  I n s i d e r ' s  I n f o r m a t i o n  i n  a manne r  d e t r i -  
m e n t a l  t o  t h e  p u b l i c  i n v e s t o r .  
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large number of odd-lot books which would require appointments If the Rule .... , \~ ~ 

~ I s  p e r m i t t e d  t o  become i~11u e f f e c t i v e .  There is" nO . I n d i c a t i o n  in  t h e  r e c o r d ~  .~ .~ 
t t h a t  the .  l o c a l  members a re  capab le  o f  t a k i n g  up t h e s e  b o o k s ,  and t h e r e  I s  s 

ample t e s t i m o n y  t o  t h e  . con t r a ry .  �9 \i 

~ J  ' I t  seems C l e a r  to  us t h a t  t h e  NYSE c o n t e n t i o n  t h a t  t h e  l ~ l e  ' w i l l  have ~ ! 
~ / ~ o  s e r i o u s  ,consequences  .Is r e f u t e d  by. t h e  r e c o r d .  4_0/ ~he p r o o f  Shows . ~ i  

~ l e a r l y  t h a t  t h e R u l e ,  Unless  1% I s  Changed, w i l l  c ause  s e r ' l o u s  harm t o  I n -  ,~ 
~ e s t o r s o  A c c o r d i n g l y ,  we d e t e r m i n e  t h a t  �9 In  the" Rule a r e  n e c e s s a r y  .~ ~, 

approprlate  for the p r o t e c t i o n  o f  Investors, ' 

~ The second  q u e s t i o n  for  d e c i s i o n  i s :  Are changes  In t h e  Rule n e c e s s a r ~  ~.~ 
,~ L~r a p p r o p r i a t e  to  I n s u r e  f a i r  a d m i n i s t r a t i o n  o f  t h e  NYSE? ~ 

~ , J  U n d e r  t h e  te rms  0 f  t h e R u l e ,  I r a - d u a i - ~ ' m b e ' r  r e x e r c l s e s  h i s  ' r i g h t  to  ~ ~  
~ a c t  as o d d - l o t  d e n i e r o r  s p e r 1 6 3  In  d u a l l y  t r a d e d  s e c u r i t i e s  upon any . t ~  ~ , ~  
~ r e g I o n a l  exchange  o f  Whtoh h e  I s  . l a w i ~ l l y  a member., �9 does  so under  p&ln . j ~ 

o f ,  e x p u l s i o n  o r  su spens ion  from the  .NYSE. -Since a NYSE m e m b e r s h l p - i s  deemed ~ 
more v a l u a b l e ,  than  the  r i g h t  to  a c t  a s a  d e a l e r  In  d u a l l y - t r a d e d  s e c u r i t i e s  

~ o n  any o t h e r  exchange ,  I t  I s  . c l e a r  t h a t  t h e  dua l  member who  engages  i n  dua l  ..~ 

~ t r a d l n g  w i l l ,  i f  he m u s t  make t h e . c h o l e e , - r e t a i n  h i s  NYSE"membershlp and 
r e l i n q u i s h  h i s  r i g h t ,  as a ~ m b e r  o f  ~ n o t h e r  exchange ,  to  a c t  a s  odd-lot . �9 
d e a l e r  o r  s p e c i a l i s t  In  d u a l l ~  t r a d e d  s e c u r i t i e s  upon such o t h e r  exchange .  ~.~\) 

. . . . . . .  " ' b t ~ ~' ' ~'. T h e r e f o r e .  I t  the Rule ts e n f o r c e d ,  t h e ~ l m m e d l a t e  consequence w i l l  �9 t h a  i'~ ~ ~ 
~ S a l l : : d u a l  members who a re  e n g a g e d - I n  dua l  t ~ a d l n g . w l l l  c e a s e  a c t i n g ,  a s - o d d -  :i~ I ~.~ 
~ l o t  dealers or special ists in dual ly t r a d e d  secur i t ies on regional  exchanges  ~ ~ ' ~  

merel~v g o v e r n i n g  the  conduc t  o f  ' I t s  members on i t s  own e x c h a n g e |  I t  IS a t -  .. 
t e m p t i n g ,  b~ means Of t h e  Rule , .  t o , g o v e r n  t h e i r  conduc t  as,'.members o f  ' o the r  ~ ,  

.~.~xchanges, " , ,  �9 ' ' " ,,' ~ +..~' .... �9 . . " " + :- 

~ +~ : T h e  t e r m .  f a i r . a d m i n i s t r a t i o n  I s  n o t  d e f i n e d  in  t h e .  Act .  ' C o n s e q u e n t l y ,  
\.~we. have .examined o t h e r  p o r t i o n s  o f  .the ACt .and haVe looked  . to.  t h e  .purposes  

and l e g i s l a t i v e  h t s t o r ~  o f  the  Act f o r  a i d  in  c o n s t r u i n g  " f a i r  a d m l n l s t r a -  
t l ' on"  as used  In  Sec t ion .  19 (b) .  4_~1/ ,. t 

it! 4Of  The a d d i t i o n a l *  a r g u m e n t  has been .made ,  w i th  r e f e r e n c e  to. t h e  o d d - l o t  
�9 i b o o k s : w h l o h - h a r t  a l r e a d y  been r e l i n q u i s h e d  as a r e s u l t  o f  t h e  l~.l:e, t h a t  
' .~ t h e  l o s s  o f  Income t o  o d d - l o t  d e a l e r s  w h o - o p e r a t e d  t h e s e  books '  i s  . t r l -  

" :  v i a l  ~ s i n c e  t h e .  S e c u r i t i e s '  I n v o l v e d  are., l o w - p r i c e d  s t o c k s  h a v i n g  l / t t l e  
~ ,. t r a d i n g  a c t i v i t y  on t h e  r e g i o n a l  exchanges .  This  I s  t r u e ,  but  I t .  o v e r -  

' : " : / l o o k s  t h e  l o s s  o f  t r a d i n g  s e r v i c e  to  p u b l i c  I n v e s t o r s  In  such  s e c u r i t i e s  
!i ~ on the  r e g l o n a i '  exchanges ,  " ' ~' ".' ' ' . . . . .  

/. ~4~1 /  Cf. U . S . v .  D~ckerso,0 310 "t .S.  554, ,562 (1940); U,S. v. ~merscan 
~' ~ i  ~rucking Assoc ia t ions ,  ~I0 U.S. ~.~4, 54~-~44 (1940) ,  S e c u r i t s e s  and. 

~ ~ " ~  2 3 2 ,  23'7 (C.C.A. 7 th ,  19~9)," S e c u r i t i e s  and Exchange C o ~ s s i o n  v. 
797-798 
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I t  s h o u l d  be  n o t e d ,  f i r s t ,  t h a t  t h e  r e g i o n a l  e x c h a n g e s ,  as  w e l l  as  t h e  
NYSE, a r e  r e c o ~ n i z e d  by  t h e  Act t o  be  i n s t r u m e n t a l i t i e s  o f  i n t e r s t a t e  c o n m e r c e ,  
s e c o n d ,  t h a t  C o n g r e s s  has  f ound  t h a t  t r a n s a c t i o n s  In  s e c u r i t i e s  as  commonly 
c o n d u c t e d  u p o n  s e c u r i t i e s  e x c h a n g e s  " c o n s t i t u t e  an i m p o r t a n t  p a r t  o f  t h e  c u r -  
r e n t  o f  I n t e r s t a t e  commerce" ,  t h i r d ,  t h a t  s u c h  t r a n s a c t i o n s  " d i r e c t l y  a f f e c t  
t h e  f t n a n c i n ~  o f  t r a d e ,  i n d u s t r y ,  and t r a n s p o r t a t i o n  i n  I n t e r s t a t e  commerce"  
and t h e  " v o l u m e  o f  i n t e r s t a t e  commerce"  and ,  f i n a l l y ,  t h a t  one  o f  t h e  d e c l a r e d  
p u r p o s e s  o f  t h e  r e g u l a t i o n  P r o v i d e d  b y  t h e  Act  I s  " t o  p r o t e c t  I n t e r s t a t e  com- 
m e r c e " .  4 2 /  I t  s h o u l d  be  n o t e d  a l s o  t h a t  C o n g r e s s  has  g i v e n  e x p r e s s i o n  t o  t h e  
p o l i c y  o f  f o s t e r i n g  c o m p e t i t i o n  among e x c h a n g e s  and o f  k e e p i n g  s u c h  c o m p e t i t i o n  
f a i r ,  _43/ 

B e a r i n g  in mind t h e  l e g i s l a t i v e  I n t e n t  t o  make r e g u l a t i o n  and c o n t r o l  un- 
der t h e  Act  " r e a s o n a b l y  c o m p l e t e  and e f f e c t i v e "  i n  o r d e ~  t o  e f f e c t u a t e  t h e  p u r -  
p o s e s  o f  t h e  A c t ' ( S e c t i o n  2: o f  t h e  A c t ) ,  i t  i s  c l e a r  t h a t ,  i n  d e t e r m i n i n g  
w h e t h e r  c h a n ~ e s  i n  t h e  Rule  a r e  n e c e s s a r y  o r  a p p r o p r i a t e  t o  i n s u r e  f a i r  a d m i n -  
i s t r a t i o n  o f  t h e  NYSE, we s h o u l d  c o n s i d e r  n o t  m e r e l y  t h e  e f f e c t s  o f  t h e  Ru le  
upon  t h e  NYSE and i t s  members b u t  a l s o  t h e  e f f e c t s  w h i c h  e n f o r c e m e n t  o f  t h e  
Rule  i s  l i k e l y  t o  have  upon t h e  r e g i o n a l  e x c h a n g e s  and t h e i r  members ,  upon 
t r a d e  and i n d u s t r y  i n  t h e  a r e a s  s e r v e d  by  t h o s e  e x c h a n g e s ,  and upon  c o m p e t i t i o n  
b e t w e e n  t h e  NYSE and t h e  o t h e r  e x c h a n g e s .  .iZ 

, / '  

We have  p r e v i o u s l y  d e s c r i b e d  t h e  p r o b a b l e  c o n s e q u e n c e s  o f  t h e  Rule  u p o n  
t h e  r e g i o n a l  e x c h a n g e s  and upon t r a d e  and I n d u s t r y  i n  t h e  a r e a s  s e r v e d  by  t h o s e  
e x c h a n g e s .  4 4 /  

An a d e q u a t e  c o n s i d e r a t i o n  o f  t h e s e  e f f e c t s  shows t h a t  e n f o r c e m e n t  o f  t h e  
Ru le  i s  l i k e l y  t o  impede  t h e  f u n c t i o n i n g  o f  I m p o r t a n t  i n s t r u m e n t a l i t i e s  o f  I n -  
t e r s t a t e  commerce  and t o  c u r t a i l  o r  m a t e r i a l l y  i m p a i r  an i m p o r t a n t  s e g m e n t  o f  
t h e  e x i s t i n g  c h a n n e l s  f o r  t h e  d i s t r i b u t i o n  and m a r k e t i n g ,  i n  i n t e r s t a t e  com- 
m e r c e ,  o f  d u a l l y  t r a d e d  s e c u r i t i e s .  I t  seems t o  u s ,  t h e r e f o r e ,  t h a t  t h e  Ru le  
would  o p e r a t e  as an u n r e a s o n a b l e  and u n j u s t i f i e d  r e s t r a i n t  upon  i n t e r s t a t e  
commerce and t h a t  e n f o r c e m e n t  o f  t h e  Rule  would v i o l a t e  one o f  t h e  b a s i c  p u r -  
p o s e s  o f  r e g u l a t i o n  u n d e r  t h e  Ac t ,  a p u r p o s e  w h i c h  i s  c l o s e l y  r e l a t e d  t o  t h e  

�9 o ,  
, , , ,  _ , , ,  , , 

4~/  See  S e c t i o n  2 o f  t h e  A c t .  

4 3 /  The r e p o r t s  o f  t h e  S e n a t e  Commit tee  on Bankin% and C u r r e n c y  and t h e  House 
Commi t t ee  on I n t e r s t a t e  and F o r e i g n  Commerce a c c o m p a n y i n d  t h e  amendments  
to Section 12 (f) of the Act which were enacted In 1936 (Sen. Rep. No. 1739, 
74th Cong., 2d Sess., po 3; H.Ro Rep �9 NOo12601, 74th Cong.~ 2d Sess., p. 4) 
expressly state that the amendments represent an endeavor by Congress to 

" . . .  c r e a t e  a f a i r  f i e l d  o f  c o m p e t i t i o n  among e x c h a n g e s  and b e t w e e n  
e x c h a n g e s  as a ~roup and t h e  o v e r - t h e - c o u n t e r  m a r k e t s  and  t o  a l l o w  
e a c h  t y p e  o f  m a r k e t  t o  d e v e l o p  i n  a c c o r d a n c e  w i t h  I t s  n a t u r a l  ~ e n i u s  and 
c o n s i s t e n t l y  with t h e  p u b l i c  i n t e r e s t . "  

44_/ See supra. .  
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p u b l i c  p o l l c ~  r e g a r d i n g  u n r e a s o n a b l e  r e s t r a i n t s  and t h e  m a i n t e n a n c e  o f  f a i r  
c o m p e t i t i o n  as d e c l a r e d  by Congress  In  t he  Sherman Act .  t l s e .C laF ton  Act  and 
the Federal Trade Commission Act, 4 ~ /  Moreover, al though I t  Is claimed�9 the 
NTSE tha t  the Rule Is aimed at ' ~n fa t r  compet i t ion"  between dual members and 

, e , i i i  e J i i i i 

. ~ /  Cf.  E a s t e r n  S t a t e s  #e tas l  Lamber D s a l e r s r  A s s o c i ~ t ~ o ,  v . - � 9  Star�9 ' 
234 U.S. 600 (1914).  In which an a c t i o n  was b r o u g h t  by t h e  U n i t e d  S t a t e s  
unde r  t h e  Sherman Act f o r  a n � 9  a g a i n s t  c e r t a i n  � 9  combina-  
t i o n s  o f  r e t a i l  lumber  d e a l e r s ,  which . �9 was a l l e g e d ,  had e n t e r e d  I n t o  a 
c o n s p i r a c y  to  p r e v e n t  w h o l e s a l e  d e a l e r s  f r o m  s e l l i n g  d i r e c t l y  t o  consumers  

/ o f  l u m b e r .  The d e f e n d a n t s  a d o p t e d t h e  method�9 o f  d l s t r l b u t � 9 1 4 9  t h e i r  
members, r e p o r t s  l i s t i n g  t h e  names a n d  a d d r e s s e s  o f  w h o l e s a l e  d e a l e r s  who 
s o l d  d i r e e t i u  t o  consumers .  TM Members were r e q u e s t e d  t o  r e p o r t  any  L u s t a n c e  
t h e y  knew o f  w h o l e s a l e  d e a l e r s  a 0 1 i o l t l n g ,  q u o t i n g ,  o r  s e l l l n g d l r e c t l y  t o  �9 
consumers .  The c i r c u l a t i o n  o f  such ~ n f o r m a t i o n  a m o n g � 9  had �9  , 
was I n t e n d e d  to  have t h e  e f f e c t  o f o a u s l n g  such  r e t a i l e r s  to  Wi thho ld  t h e i r  

.. p a t r o n a g e  from t h e  c o n c e r n s  l i s t e d .  ~ The  Supreme C o u r t ,  In a f f l r u l n g  t h e  
d e c r e e  o f  t he  D i s t r i c t  Cour t .  s a i d .  l e t , p a g e 6 1 4 .  

"A r e t a i l  d e a l e r  has t h e  u n q u e s t i o n e d  r i g h t  t o  s t o p  d e a l i n g  w i t h  s 
w h o l e s a l e r  f o r  r e a s o n s  s u f f l o l e n t i % o  h i m s e l f ,  and m a y d o  so because  
he t h i n k s  such  d e a l e r  I s  a c t i n g  U n i ~ l r l u  In  t r y i n g  t o  u n d e z ~ l n e  

"~" h l e  t r a d e .  ' . . . . .  . . . . . . .  
~ $ $ - i t . $ .  -~ 

' ~hen  t h e ~ t a L l e r  g o e s b e u  h l s p e r s o n a l  r i g h t ,  and, c o n s p l r l n g  and 
comblnlng w i t h  o t h e r s  o f  ! I k e p u r p o s e .  s e e k s  to  o b s t r u c t  t h e i ~ e e  
c o u r s e  o f  i n t e r s t a t e  t r a d e  and r e f e r e e  and t o  u n d u ! y  s u p p r e s s  oom-' 
p e t i t i o n  by p l a c l n g  o b n o x l o u s w h o l e S a l e  d e a l e r s  u n d e r  t h e  c o e r c i v e  

�9 I n f l u e n c e  o f  a condemnatory  r e p o r t  c i r c u l a t e d  ~ o n g  o t h e r s ,  a c t u a l  
o r  p o s s i b l e  cus tomer s  o f  t h e . 0 f f e n d e r s ,  he e x c e e d s  h i s  l a w f u l  r i g h t s .  
and such a c t i o n  b r i n g s  him end t h o s e  a c t i n g  w i t h  him Within  t h e  c o n -  

d e m n a t i o n  o f  t h e  a c t  o f  Congress .  and t h e  D i s t r i c t  Cour t  yes  r i g h t  
In  so ho ld ing . "  

Cf . ,  a lso,  Dr. Nsles Nedicat Co. v. ~ark ~ Sons Co., 220 U.S. 3~3 (1911)s 
where Mr. J u s t i c e  Hughes ( In  answer to  t h e  a rgumen t  t h a t ,  b ecau s e  a manu- 
f a c t u r e r  maw make and s e l l .  o r  n o t ,  as h e  chooses~ h e  may a f f i x  c o n d i t i o n s  
as to  t h e  p r i c e s  a t  which p u r c h a s e r s  maw d i s p o s e  o f  t he  a r t i c l e )  s a i d )  a t  
pages 404-406: - : 

"BUt be c a use  a m a n u f a c t u r e r  I s  no t  bound to  make or s e l l ,  I t  does 
not  f o l l o w  t h a t  In  c a s e  o f  s a l e s  a c t u a l l y  made he  m a y l m p o s e  upon 
p u r c h a s e r s  e v e r y  s o r t  o f  r e s t r i c t i o n .  Thus a g e n e r a l  r e s t r a i n t  
upon a l i e n a t i o n  Is  o r d i n a r i l y 1  I n v a l i d . .  

" W i t h  r e s p e c t  to  c o n t r a c t s  In  r e s t r a i n t  o f  t r a d e ,  t h e  e a r l i e r  d o c -  
t r i n e  o f  t h e  common l sw has  been s u b s t a n t i a l l y  m o d i f i e d  In  a d a p t a -  
t i o n  to  modern c o n d i t i o n s .  But  t h e  p u b l i c  I n t e r e s t  I s  s t i l l  t h e  
f i r s t  c o n s i d e r a t i o n . '  To s u s t a i n  t h e  r e s t r a i n t .  I t  must be fog nd t o  
be r e a s o n a b l e  both  wi th  r e s p e c t  t o  t h e  p u b l i c  and %o t h e  p a r t i e s  
and  t h a t  I t  i s  l i m i t e d  t o  what I s  f a i r l y  n e c e s s a r y .  In  %he o l r ~ a m -  
s t a n c e s  o f  t h e  P a r t i c u l a r  case  . f o r  t h e  p r o t e c t i o n  o f  t h e  c o v -  

e n a n t e e .  O t h e ~ l s e  r e s t r a i n t s  o f  t r a d e  a r e  v o i d  as  a g a i n s t  p u b l i c  
p o l i c y . ! '  

/ 

,/ 
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o t h e r  members  o f  t h e  NYSE, i t  seems t o  us  t h a t  e n f o r c e m e n t  o f  t h e  Ru le  w o u l d  
i t s e l f  c o n s t i t u t e  u n f a i r  c o m p e t i t i o n  and t h e r e f o r e  n o t  f a i r  a d m i n i s t r a t i o n .  
T h i s  w i l l  be c l e a r e r  a f t e r  we have  d i s c u s s e d  t h e  a r g u m e n t s  a d v a n c e d  by  t h e  
NYSE i n  J u s t i f i c a t i o n  o f  Its Rule. i 

The NYSE c o n t e n d s  t h a t  t h e  Rule  i s  a m e a s u r e  d e s i g n e d  f o r  t h e  p u r p o s e  
of preventin~ a NYSE member: who ~ ~iw ~ ~mbe~ ~ ~ ~n~i exchange, from 
engaging in a type of %rans4ction , in connection with his offsetting transac- 
tlons, _4_6/whereby he "unfairly competes wlth his fellow [NYSE] members" by 
e n a b l i n g  " n o n - m e m b e r s  o f  t h e  NYSE t o  a v a i l  t h e m s e l v e s  o f  t h e  f l o o r  o f  t h e  NYSE 
w i t h o u t  p a y i n g  t h e  minimum non-member  c o m m i s s i o n  r e q u i r e d  by  t h e  C o n s t i t u t i o n  
of the NYSE" (Reply brief of the NYSE, pa~e 8; NYSE requested finding 24).~ 

At the hearing herein, the NYSE submitted an exhibit, Exhibit H, purporting 
to describe a series of three transactions Which, according to counsel for 
the NYSE, furnish "an elementary mathematical Illustration" of how certain 
transactions effected by the dual member result in evasion of the NYSE minimum 

commission rule. 

In each of the three transactions described in the exhibit, a round lot 
of I00 shares of dually traded no par stock is involved. In the first trans- 
action, a local member places an order with an NYSE commission house for the 
purchase of I00 shares on the NYSE. It is assumed that the price on the NYSE 
is ~50 per share. In the second transaction, the local member, Instead of 
buying through a broker on the NYSE, buys i00 shares of the same stock on his 
local exchange from a dual member dealing for his own account in this stock. 
In this transaction, it is assumed that the dual member sells the stock at a 
price of 50-1/8. In the third transaction, which is related to the second, It 
is assumed that the price on the NYSE is still $50 per share and that the dual 
member offsets his sale to the local member by buying i00 shares of the stock 

on the NYSE at that price. In the first transaction, the NYSE commission 
house collects from the local member the minimum non-member commission which, 
In this case, amounts to ~18. Since the price of the stock on the NYSE is 
550 per share, the total cost to the local member is ~5,018. In the second 
transaction , the local member pays no commission since he buys directly'on the 
local exchange from a dual member dealing for his own account. In this trans- 
action, therefore, the total cost to the local member is $8,012.50. In the 
third transaction (the offsettin~ transaction), the dual member buys I00 
shares of the same stock on the NYSE at 450 per share, the price assumed 
to be still prevailing on that exchange. The dual member pays a total of only 
.~5,000 fop these i00 shares, since as a member of the NYSE he Is not required 
to pay %he non-member commission. After paying the Federal tax of 86 on the 
transfer of the lO0 shares which he has previously sold for 45,012.50, the 
d u a l  m e m b e r ' s  p r o f i t  a s  a r e s u l t  o f  t h e s e  two t r a n s a c t i o n s  i s  ~ 6 . ~ O .  

4 6 /  As we h a v e  p r e v i o u s l y  p o i n t e d  o u t  ( s u P r a ) ,  a d u a i  member a ' c t i n g  as  o d d - l o t  
d e a l e r  o r  s p e c i a l i s t  in  d u a l l y  t r a d e d  s e c u r i t i e s  on a r e g i o n a l  e x c h a n g e  
o i%en s e l l s  o r  buys  round  l o t s  o f  such  s e c u r i t i e s  on t h e  NYSE i n  o r d e r  t o  
o f f s e t  a l o n g  o r  s h o r t  p o s i t i o n  which  he  may h a v e  a c q u i r e d  as  a r e s u l t  o f  
h i s  t r a d i n ~  on t h e  r e g i o n a l  e x c h a n g e .  As a member o f  t h e  NYSE, he can  
effect such offsetting transactions upon the NYSE without paying the 
rates of commission prescribed by the NYSE minimum commission rule for non- 

member transactions. 
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C o u n s e l  f o r  t h e  NYSE'c la lms  t h a t  t h e  p r o b l e m  ~o w h i c h  t h e  Rule  I s  
d i r e c t e d  i s  t h e  a l l e g e d  e v a s i o n  o f  t h e  NYSE m l n i m ~  c o m m i s s i o n  r u l e  In  
r e s p e c t  o f  a l l  o f f s e t . r i n g  t r a n s a c t i o n s  On t h e  NYSE { I . e . ,  t h e  t h i r d  t ~ p e  
o f  t r a n s a c t i o n  i l l u s t r a t e d  i n  E x h i b i t  H} a r i s i n g  o u t  o f  d e a l e r  t r a n s a c t i o n s  
on r e g i o n a l  e x c h a n g e s  by d u a l  members ( i . e . ,  t h e  s e c o n d  t y p e  Of t r a n s a c t i o n  
I l l u s t r a t e d  In  E x h i b i t  H). The p rob lem e x i s t s ,  t h e  NYSE c l a i m s ,  I r r e s p e c -  
t i v e  o f  w h e t h e r  t h e s e  t ~ a n s a c t l o n s  a r e  r o u n d - l o t  o r  o d d - l o t  t r a n s a c t i o n s  
o r  . w h e t h e r  t h e  l o c a l  member i s  a c t i n g  as  p r i n c i p a l  f o r  h i s  own a c c o u n t  o r  
as  a g e n t  f o r  t h e  a c c o u n t  o f  a c u s t o m e r .  " 

,To I l l u s t r a t e ,  when t h e  l o c a l  member, d e a l i n g  f o r  h i s  own account ,  
buys an odd l o t  o f  d u a l l y  t raded s e c u r i t i e s  On the r e g i o n a l  exchange from 
a d u a l  o d d - l o t  d e a l e r ,  he p a y s  t h e  p r e v a i l i n g  NYSE r o u n d - l o t  m a r k e t  p r i c e ,  
t h e  o d d - l o t  d i f f e r e n t i a l  o f  1 / 8  o f  a p o i n t ,  a n d ,  In  some c a s e s ,  t h e  member 
c o m m i s s i o n  p r e s c r i b e d  by t h e  r e g i o n a l  e x c h a n g e .  On t h e  o t h e r  hand ,  I f  he 
b o u g h t  t h e  odd l o t  on t h e  NYSE t h r o u g h  a NYSE c o m m i s s i o n  h o u s e ,  he wou ld  
h~ve t o  p a y  t h e  minimum non-member c o m m i s s i o n  p r e s c r i b e d  by t h e  h~SE I n  
a d d i t i o n  t o  t h e  p r e v a i l i n g  NYSE r o u n d - l o t  m a r k e t  p r i c e  and  t h e  o d d - l o t  
d i f f e r e n t i a l  o f  1 / 8  o f  s p o i n t .  The member c o m m i s s i o n  on t h e  r e g i o n a l  
e x c h a n g e  i s  much lower  t h a n  t h e  non-member c o m m i s s i o n  on t h e  NYSE. H e n c e ,  
t h e  NYSE c o n t e n d s ,  t h e r e  1$ an I n c e n t i v e  %o t h e  l o c a l  m e m b e r . t o  d e a l  w i t h  
t h e  d u a l  o d d - l o t  d e a l e r  on t h e  r e g i o n a l  e x c h a n g e  r a t h e r  t h a n  w i t h  t h e  NYSE 
commission house, and the NYSE commission house loses a p o s s i b l e  commis- 
s i on  on such business . 

When t h e  l o c a l  member a c t s  as  a b r o k e r  f o r  t h e  a c c o u n t  o f  a c u s t o m e r ,  
he I s  s a i d  t o  have a s i m i l a r  I n c e n t i v e  t o  p l a c e  h i s  o r d e r s  on t h e  r e g i o n a l  
e x c h a n g e w l t h  t h e  d u a l  o d d - l o t  d e a l e r  or  s p e c i a l i s t .  When, f o r  I n s t a n c e ,  
a c u s t o m e r  p l a c e s  an o r d e r  w i t h  a l o c a l  member f o r  t h e  p u r c h a s e  o r  s a l e  o f  
a r o u n d  l o t  o f  a d u a l l y  t r a d e d  I s s u e ,  t h e  l o c a l  member can  e x e c u t e  t h e  t r a n s -  
a c t i o n  e i t h e r  on the  r e g i o n a l  e x c h a n g e  or  on t h e  NYSE, I n  w h i c h  c a s e  he mus t  
pay  a f u l l  non-member commiss ion .  In  t h a t  c a s e  he w i l l  make no n e t  commis-  
s i o n  on t h e  t r a n s a c t i o n  s i n c e  he must  p a s s  on t o  t h e  NYSE c o m m i s s i o n  h o u s e  
t h e  c o m m i s s i o n  which  he r e c e i v e s  f rom h i s  c u s t o m e r .  However ,  I f  t h e  l o c a l  
member can  e x e c u t e  t h e  o r d e r  on t h e  r e g i o n a l  e x c h a n g e  by  b u y i n g  f rom or  
s e l l i n g  t o  a d u a l  member, he r e t a i n s  t h e  c o m m i s s i o n  p a i d  %o him b y . h i s  c u s -  
t o m e r .  S i m i l a r l y ,  I f  a c u s t o m e r  p l a c e s  an o r d e r  w i t h  a l o c a l  member t o  
p u r c h a s e  o r  s e l l  an odd l o t  o f  a d u a l l y  t r a d e d  i s s u e ,  t h e  l o c a l  member can  
e f f e c t  t h i s  t r a n s a c t i o n  e i t h e r  on t h e  r e g i o n a l  e x c h a n g e  o r  on t h e  NYSE. I f  
he t r a n s a c t s  t h e  b u s i n e s s  on t h e  r e g i o n a l  e x c h a n g e ,  t h r o u g h  a d u a l  o d d - l o t  
d e a l e r ,  he w i l l  e a r n  a c o m m i s s i o n  On t h e  t r a n s a c t i o n ,  s i n c e  he w i l l  c h a r g e  
t h e  c u s t o m e r  a p r e s c r i b e d  c o m m i s s i o n  i n  a d d i t i o n  t o  t h e  c o s t  o f  t h e  s t o c k ,  
I f ,  h o w e v e r ,  t h e  l o c a l  member t r a n s a c t s  t h e  b u s i n e s s  on t h e  NYSE, he w i l l  
be c h a r g e d  t h e  non-member c o m m i s s i o n  P r e s c r i b e d  by t h e  NYSE. The c o m m i s s i o n  
w h i c h  t h e  l o c a l  member c h a r g e s  %o t h e  c u s t o m e r  I n t h i s  t r a n s a c t i o n  i s  n o t  
r e t a i n e d  b~ him f o r  he must ,  I n  t u r n ,  pay  t h e  c o m m i s s i o n  %o t h e  NYSE member 
f o r  e f f e c t l n g  t h e  t r a n s a c t i o n .  Thus ,  I f  t h e  l o c a l  member can  e x e c u t e  t h e  
o r d e r  on t h e  r e g i o n a l  e x c h a n g e ,  he r e t a i n s  t h e  c o m m i s s i o n  p a i d  t o  him bu 
h i s  c u s t o m e r .  But I f  he must  e x e c u t e  t h e  o r d e r  on t h e  NYSE, he must  p a s s  
t h e  c o m m i s s i o n  on t o  a NYSE c o m m i s s i o n  h o u s e .  
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At t h i s  p o i n t ,  a few c o ~ e n t s  on E x h i b i t  H a r e  a p p r o p r i a t e .  I n  t h e  
f i r s t  p l a c e ,  t h e  NYSg fu rn l shed .~no  p r o o f  o f  t he  o c c u r r e n c e  o f  any  s p e c i f i c  
t r a n s a c t i o n s  suc  h as a r e  d e s c r i b e d  i n  E x h i b i t  H and no e v i d e n c e  was f u r n i s h -  
ed as  t o  t h e  f r e q u e n c y  o f  such  t r a n s a c t i o n s .  I t  was t e s t i f i e d  m e r e l y  t h a t  
t h e  S t o t t  C o ~ l t t e e  4~ /  b e l i e v e d  t h a t  t h e  a l l e g e d  p r a c t l c  e w h i c h  t h e s e  t r a n s -  
a c t i o n s  a r e  i n t e n d e d  t o  I l l u s t r a t e  c o u l d  and d i d  t a k e  p l a c e .  

F u r t h e r m o r e ,  I t  was a~Su~ed! t h a t  t h e  du~l  memb~r~ i n  t h e  s e c o n d  t r a n s -  
a c t i o n  d e s c r i b e d  In  E x h i b i t  H, s o l d  t h e  s t o c k  t o  t h e  l o c a l  member a t  a p r i c e  
o f  ~ 0 - 1 / 8 .  S l n c e  a round l o t  t r a n s a c t i o n  I s  d e s c r i b e d ,  I t  i s  o b v i o u s  t h a t  - 
t h e  1 / 8  o f  a p o i n t  which r e p r e s e n t s  t h e  d i f f e r e n c e  be tween  t h e  p r e v a i l i n g  
p r i c e  on t h e  NYSE and t h e  p r i c e  c h a r g e d  on t h e  r e g i o n a l  e x c h a n g e  by  t h e  d u a l  
member l a  n o t  t h e  1 /8  d i f f e r e n t i a l  which  i s  a p p l i c a b l e  t o  o d d - l o t  t r a n s a c -  
t i o n s .  P a t h e r ,  I t  r e p r e s e n t s  t h e  minimum u n i t  o f  p r i c e  q u o t a t i o n  and I t  
c a n  be shown t h a t  t h e  NYSE a rgumen t  f a l l s ,  u n l e s s  t h e  d u a l  member and t h e  
l o c a l  member,  i n  t h i s  t r a n s a c t i o n ,  a g r e e  upon a p r i c e  w h i c h  i s  p r e c i s e l y  1 / 8  
o f  a p o i n t  h i g h e r  t h a n  t h e  p r i c e  p r e v a i l i n g  on t h e  NYSE. I f  t h e  p r i c e  were 
e x a c t l y  t h e  same as  t h a t  p r e v a i l i n g  on t h e  NYSE, t h e  d u a l  member would  n o t  
e n t e r  I n t o  t h e  t r a n s a c t i o n ,  unde r  t h e  c i r c u m s t a n c e s  assumed in  E x h i b i t  H, 
s i n c e  he would  s u f f e r s  l o s s  I f  he s o l d  t h e  s t o c k  t o  t h e  l o c a l  member a t  
~ 0  pe r s h a r e ,  p a i d  ~50 p e r  s h a r e  In  t h e  o f f s e t t i n g  t r a n s a c t i o n  and ,  In  
a d d i t i o n ,  p a i d  t h e  F e d e r a l  t a x  on t h e  s a l e  t o  t h e  l o c a l  member. On t h e  
o t h e r  h a n d ,  t h e r e ~ w o u l d  be no I n c e n t i v e  f o r  t he  l o c a l  member t o  buy on t h e  
r e g i o n a l  e x c h a n g e  a t  a p r i c e  o f  5 0 , I / 4  o r  more,  s i n c e  t h e  o v e r - a l l  c o s t  o f  
t h e  p u r c h a s e  w o u l d ,  fn  t h a t  c a s e ,  e x c e e d  t h e  t o t a l  c o s t  o f  e f f e c t i n ~  t h e  
t r a n s a c t i o n  on t h e  NYSE, even I n c l u d i n g  t h e  N YSE non-member  c o m m i s s i o n .  
F u r t h e r m o r e ,  i f  t h e  l o c a l  member were w i l l i n g  t o  pay  5 0 - 1 / 4  o r  more ,  i t  
would  be p o s s i b l e  f o r  t h e d u a l  member t o  make a p r o f i t  In  an amount  g r e a t e r  
t h a n  t h e  minimum non-e~mber  c ~ m l s s l o n ,  I n  which c a s e  t h e  NYSE has  s t a t e d  
t h a t  I t  h a s  no o b j e c t i o n  t o  t h e  p r a c t i c e .  S t i l l ,  a l t h o u g h  I t  I s  c l e a r  t h a t  
s . p r l c e  o f  p r e c i s e l y  5 0 - 1 / 8  In  t h e ~ s e c o n d  t r a n s a c t i o n  I s  e s s e n t i a l  t o  t he  
NYSE a r g u m e n t ,  no p r o o f  has  been p r e s e n t e d  o f  t h e  o c c u r r e n c e  o f  ar4y such  
s p e c i f i c  t r a n s a c t i o n s  ~ r  o f  t h e  f r e q u e n c y  o f  such  t r a n s a c t i o n s .  

I t  I s  a l s o  c l e a r  t h a t  t h e  " u n f a i r  c o m p e t i t i o n " ,  o f  wh ich  t h e  NYS~ 
s p e a k s ,  ha s  no r e f e r e n c e  t o  t h a t  t y p e  o f  c o m p e t i t i o n  which  m i g h t  e x i s t  i f  
t h e  p u b l i c  c u s t o m e r  c o u l d  buy s t o c k  on a r e g i o n a l  e x c h a n g e  a t  a b e t t e r  p r i c e  
t h a n  he  c o u l d  buy t h e  same s t o c k  a t  t h e  same t ime  on t h e  NYSE, Fo r ,  when a 
p u b l i c  c u s t o m e r  p l a c e s  an o r d e r  on a r e g i o n a l  e x c h a n g e  f o r  t h e  p u r c h a s e  o r  
s a l e  o f  a d u a l l y  t r a d e d  s e c u r i t y ,  he  must  pay  t h e  minlmum non-member  com- 
m i s s i o n  p r e s c r i b e d  by t h e  r e g i o n a l  e x c h a n g e  f o r  t h e  e x e c u t i o n  o f  h l s r : o r d e r .  
T h a t  minimum c o n m l s s l o n ,  w i t h  few e x c e p t i o n s ,  I s  e q u i v a l e n t  t o  the~mlnlmum 
non-member  c o m m i s s i o n  p r e s c r i b e d  by t h e  NYSE and t h e  r e c o r d  shows t h a t  a 
p u b l i c  c u s t o m e r  t r a d i n g  on a r e g i o n a l  e x c h a n g e ,  w h e t h e r  h ~ , p l a c e s  h i s  o r d e r  
w i t h  a X o c a l m e m b e r ,  a c t i n g  as  b r o k e r ,  o r  w i t h  a d u a l  o d d - l o t  d e a l e r  or  
s p e c i a l i s t ,  4 8 /  must  pay a f u l l  non-member  commiss ion  e q u a l  In  amount  t o  

L L , .  , , . 

4 ~ /  See s u p r a .  

4 8 /  Some o f  t h e  r e g l o n a i  e x c h a n g e s  have  c o n s t i t u t i o n a l  p r o v i s i o n s  o r  r u l e s  
r e q u i r i n g  t h a t  c e r t a i n  o r d e r s  e x e c u t e d  ~y  members a s ~ p r l n c l p a l s  must  be 
e x e c u t e d  In  such  f a s h i o n  t h a t  t h e . , p r l c e  r e f l e c t s  an amount  e q u i v a l e n t  t o  
t h e  f u l l  non-~ember  commiss ion  o f  t h e  p a r t i c u l a r  e x c h a n g e .  
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t h a t  which he would have t o  pay on the  NYSE, C o n s e q u e n t l y ,  t he  p r a c t i c e  
a t  which t h e  NYSE Rule i s  a l l e g e d l y  a i n e d  c o u l d . n o t  p o s s i b l y  c o n s t i t u t e  
" u n f a i r  c o m p e t i t i o n "  in the  s e n s e  t h a t  p u b l i c  c u s t o m e r s  .ar8 Induced  t o  
t r a d e  on a r e g i o n a l  exchange, r a t h e r  than  on t he  NYSE by an o f f e r  o f  b e t t e r  
p r i c e  t e rms  on t h e  r e g i o n a l  ezchange ,  :4~/ 

S m  

ce 

a l  

/ 8  
e 

We a r e  n o t , p e r s u a d e d ~ t h a t  t he  p r a c t i c e  I l l u s t r a t e d  by t h e  t y p e  o f  
t r a n s a c t i o n s  coz~tained ln  E x h l b i t  ~ c o n s t i t u t e s  " u n f a i r  c o m p e t i t i o n "  as  
c l a ime d  by  the  NYSE, E x h l b l t . H  .and: t he  NYSE a r g u m e n t s - b a s e d t h e r e o n . ~ h ~ w  
t h a t  t h e  b a s i c  purpose  o f  the  Rule  i s  t o  e f f e c t  a change  In t h e  methods  
o f  t r a d i n g  on .the r e g i o n a l  exchanges  so  t h a t  t r a n s a c t i o n s  l i k e .  t he  second  
and t h i r d  t r a n s a c t i o n s  d e s c r i b e d  In  E x h i b i t  H .w i l l  be e l i m i n a t e d  t o  the  
end t h a t  s o m e . e l  t he  b u s i n e s s  now c o n d u c t e d  on t he  r e g i o n a l  e x c h a n g e s  w i l l  
be d i v e r t e d  t o  the  NYSE f o r , t h e  b e n e f i t  os t h o s e m e m b e r s  o f  the  MYSE, n o t  
engaged In dua l  t r a d i n g ,  who c o n d u c t  o d d - l o t  and commiss ion  b u s i n e s s , o n  the  
NYSE. I t  seems to  u s . t h a t  t h i s  a t t e m p t  b~ the  NYSE t o  d i v e r t  b u s i n e s s  from 
o t h e r " e x c h a n g e s ,  p a r t i c u l a r l y  by t h e  means adop t ed  h e r e ,  c o n s t i t u t e s = u n f a i r  
c o m p e t i t i o n  on the  p a r t  ~ f  the  NYSEo F u r t h e r m o r e ,  I n s o f a r  as  t h e  Rule  d i s -  
c r i m i n a t e s  . a g a i n s t  those '  members o f  t h e  NYSE who engage  In dua l  ~ t rad lng ,  
t he  Ru le  c o n s t i t u t e s . u n f a i r  a d m i n i s t r a t i o n  o f  the  NYSEo 

r 
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At b e s t ,  t he  Rule ie.-an a t t e m p t  .by the  NYSE t o  Implement  I t s  minimum 
commiss ion  r u l e ,  Whether or  n o t  t h a t  o b j e c t - m i g h t  be J u s t i f i a b l e ,  we a re  
o f  t h e  o p i n i o n  t h a t  I t . c a n n o t  p r o p e r l y  be a c h i e v e d  by measures  such ~s t h i s  
Rule  which ,  as  we h a v e . p r e v i o u s l y  p o i n t e d  o u t ,  would s e r i o u s l y  Impede t h e  
fUne ' t l on lng  o f  I m p o r t a n t  I n s t r u m e n t a l i t i e s  o f  I n t e r s t a t e  commerce,  would 
u n r e a s o n a b l y  r e s t r a i n  I n t e r s t a t e  commerce and would have o t h e r  u n d e s i r a b l e  
c o n s e q u e n c e s ,  ~0 /  In v i e w o f  the  f o r e g o i n g ,  we f i n d  t h a t  changes  In  the  
Rule  a r e  n e c e s s a r y  t o  Insure ,  f a i r  a d m l n l s t r a t - l o n  o f  the  NYSE. 

We have d e t e r m i n e d  t h a t .  changes  In the  t ~ l e  a r e  n e c e s s a r ~  o r  a p p r o p r i -  
ate:  f o r  t h e  p r o t e c t i o n  os  I n v e s t o r s  and t o  I n s u r e  l a i r  a d m i n i s t r a t i o n  o f  
t h e  NYSE. Our a u t h o r i t y  t o  o r d e r  such changes I s  c h a l l e n g e d  by t he  NYSE. 
I s  such  a u t h o r i t y  e x i s t s ,  I t  i s  found In Sec t iOn  19 (b) o f  the  Act and we 
now t u r n  t o  f ~ r t h e r  e x a m i n a t i o n  o f  t h a t  s e c t i o n .  

�9 J _ �9 , i _ J , ,  J u , ,  ~ i i i _ , 

49/  We do n o t  mean t o  imply  t h a t  u n f a i r  c o m p e t i t i o n  would e x i s t  . l . f , : b s t t e r  
p r i c e  terms were a v a i l a b l e  t o  a p u b l i c ,  cus tomer  on one exchange  than  
c o u l d  be o b t a i n e d  on a n o t h e r  exchange .  

~ /  Cf.  t he  E a s t e r n  States Lumber c a s e ,  c i t e d  supra, f ~  4~, where t he  Supreme 
Cour t  s a i d ,  a t  page 613: . . .  

'The argument  t h a t  t h e  c o u r s e ~ p u r s u e d  .is n e c e s s a r ~  t o  t h e  p r o -  
t e c t i o n  o f  t h e  r e t a i l  t r a d e  and p r c m o t i v e  o f  t h e  p u b l i c  w e l f a r e ,  in 
p r o v i d i n g  . r e t a i l  f a c i l i t i e s ,  i s  answered  by t he  f a c t  t h a t  C o n g r e s s ,  
w i t h  the  r i g h t  t o  c o n t r o l  t h e . f i e l d  o f  . i n t e r s t a t e  commerce,  has  
so  l e g i s l a t e d  as to  p r e v e n t  r e s o r t  to  p r a c t i c e s  which unduly ,  r e -  
s t r a i n  c o m p e t i t i o n  or  u n d u l y  o b s t r u c t  t h e  f r e e  ~loW o f . s u c h  com- 
merce ,  a n d  p r i v a t e  c h o i c e  os  means must y i e l d  t o  t he  n a t i o n a l  a u -  
t h o r i t y  thus  e x e r t e d . "  . - 

�9 . . . '  
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The Commission's , lu~hori ty  U.der Sec t ion  lq (b) of  the Act 

34 - 3033 

Counsel to the Commission maintain that the subject covered by the Rule 
falls within subdivisions (5), (9), (II) and (I~) of Section 19 (b) of the Act 
and tha% the Act confers power upon this Commission to order changes In the 
Rule. ~!/ Counsel for the NYSE Challenge thls position, assertln~ that the 
matters dealt wlth In the Rule a re  not within the provisions of 8ectlon 19 (b)o 
There are no precedents u n d e r  %hls Sectlon to a i d  US In construing it since 
durln~ the seven years that have elapsed following the passage of the Act this 
I s  t h e  f i r s t  t i m e  t h e r e  has  been any f o r m a l  p r o c e e d i n g  u n d e r  S e c t i o n  19 (b ) .  

I t  i s  c l e a r  t h a t  u n d e r  t h e  r u l e s  o f  law g o v e r n i n g  c o n s t r u c t i o n  o f  s t a t u t e s  
Section 19 (b) should be construed b r o a d l y  to accomplish its purposes. ~A/ 
B e f o r e  discussing the spec~flc provisions of Section 19 (b), It seems appro- 
priate that we look to the general purposes of the statute insofar as the M may 
be helpful in construing that sect!on. ~B / These purposes are set forth in 
Section 2 of the Act, which is entitled, "NECESSITY FOR REGULATION AS PROVIDED 
IN THIS TITLE." Section 2 recites that transactions in securities as conducted 
upon national securities exchanges are affected wlth a national public interest, 
which makes it necessary to provide for regulation and control of such trans- 
actions and "of practices and matters related thereto", and "to impose require- 
ments necessary to make such re~ulatlon and Control reasonabl~ complete and 
effective, In order to protec t Interstate commerce �9 . . and to Insure the 
maintenance of fair and honest markets in such transactions." It should be 
noted that the regulation contemplated b M the Act was to be "reasonably com- 
plete and effectlve"~ that It was to cover not only national securities exchange 
b u t  also "the practices and matters r e l a t e d  thereto"~ that interstate commerce 
was to be protected, and that fair markets In securities transactions were to 
be ma~ntained. All of these matters, as set forth l~eviouslM in this opinion, 
were considered by us in determining whether chan~es in the Rule are necessary 
or appropriate for the protection of investors or %o insure fair administration 
of the NYSE. 

~!/ It is clear that we are authorized to alter or supplement the Rule i f  It 
affects any one of the matters enumerated in the first twelve s~bdlvlslons 
of Section 19 (b) or "slmilar matters" as stated in subdivision "(I~)". 

: ~ /  In  d e t e r m i n i n g  t h e  p r o p e r  c o n s t r u c t i o n  o f  S e c t i o n  19 (b) we mus t  a l s o  b e a r  
i n  mind t h e  c a r d i n a l  r u l e  o f  s t a t u t o r y  c ~ n s t r u c t i o n  t h a t  r e m e d i a l  s t a t u t e s  
a r e  %o be l i b e r a l l y  c o n s t r u e d  In  o r d e r  t o  a c c o m p l i s h  t h e i r  p u r p o s e s .  ~ee 
S e c u r i t i e s  a,d Exchange Commiss ionv .  Crude OiL Corporation,  93 F. (2d) 844 
(C.C.A.  7, 1937) ;  S e c u r i t i e s  and Exchange Co. . , iss ion v .  Universal  Service 
Associatio., 106 F. (2d) 232 (C.C.A. 7, 1939); Securities and Exchange 
Commission v .  Associated Gas and E l e c t r i c  Com~a,y, 99 F . ( 2 d )  795 (C.C.A. 2, 
1938) :  S e c u r i t i e s  ~nd Exchange Commission v .  Payne, 1 F , R . D .  118 ( S . D . N . u  
1940). The United States Circuit Court of Appeals for the Second Circuit 
recently held that a proceedin G by this Commission under Section 19 (a) (5) 
of the Act, which parallels the procedure of Section 19 (b), was remedial 
i n  p u r p o s e .  Wright v. S e c u r i t i e s  and Exchange Commission, 112 P . ( 2 d )  (1940) 

~ ! B /  "The mean ing  t o  be a s c r i b e d  t o  an Act  o f  Cong re s s  can  o n l y  be d e r i v e d  from 
a c o n s i d e r e d  w e l ~ h i n g  o f  e v e r y  r e l e v a n t  a i d  t o  c o n s t r u c t i o n . "  See Ltnited 
S t a t e s  v. D ickerso , ,  310 U. S. 534,  262 (1940) .  See a l s o  United S ta t e s  v, 

~: ~Imerican Truckin E Association, 310 O. S. 334 (1940) 
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We t u r n  n e x t  t o  t he  s p e c i f i c  p r o v i s i o n s  o f  S e c t i o n  19 ( b ) .  T h e r e  we 
f i n d  t h a t  t h e  Commiss ion I s  a u t h o r i z e d ,  upon d e t e r m l n l n ~  t h a t  I f ' i S  - n e c e s -  
s s r y ~ o r  a p p r o p r i a t e  f o r  t h e  p r o t e c t i o n  o f  I n v e s t o r s  o r  t o . . . l n s u r e "  f a i r  a d -  
m i n i s t r a t i o n  o f  such  ( n a t i o n a l  s e c u r i t i e s )  e x c h a n g e ' ,  t o  a l t e r  o r  6 u p p l e m e n t  
t h e  ~ u l e s  o f  an exchange  " i n  r e s p e c t  o f  such  m a t t e r s  a s "  t h o s e  e n u m e r a t e d  
i n  t h e  t w e l v e  s u b d i v i s i o n s  o f  S e c t i o n  19 tb) and  " s i m i l a r  m a t t e r s " .  : I t  I s  
c l e a r  from t h i s  l a n g u a g e  t h a t  Cong re s s  d i e  n o t  I n t e n d  t o  empower t h l l  Com- 
m i s s i o n  t o  a l t e r  o r  S u p p l e m e n t  a~ l  r u l e s  o r  a n a t i o n a l  s e c u r i t i e s  e x c h a n g e .  
At t h e  same t i m e ,  I t  I s  p l a i n  t h a t  t h e  l a n g u a g e  " s u c h m a t t e r s  a s " a n d  
" s i m i l a r  m a t t e r s , ,  c a l l s  f o r  ~ b r o a d  c o n s t r u c t i o n  o f  t h e  s e c t i o n .  

We t u r n ,  f i r s t ,  t o  s u b d i v i s i o n  " ( 1 1 ) "  which d e a l s  w i t h  " s u c h  m a t t e r s  
a s " ,  " o d d - l o t  p u r c h a s e s  and s a l e s " ,  The Rule  a d m i t t e d l y  i s  a imed a t  p r a c -  
t i c e s  o f  NYSE members w i t h  r e s p e c t  t o  o d d - l o t  p u r c h a s e s  and s a l e s  u p o n  r e -  
g i o n a l  e x c h a n g e s .  However,  c o u n s e l  f o r  t h e  NYSE c l a i m s  t h a t  t h e  p h r a s e  
" r u l e s  o f  such  exchange  . o �9 i n  r e s p e c t  o f  . ~ . o d d - l o t  p u r c h a s e s  and 
s ~ l e s "  has  r e f e r e n c e  o n l y  t o  t h e  manner  and me thod  o f  making  o d d - l o t  p u r -  
c h a s e s  and s a l e s  upon the  ~ a r t i c u l ~ r  exchange whose r u l e s  may be u n d e r  c o n -  
s i d e r a t i o n ,  In  t h i s  I n s t a n c e ,  upon t h e  NYSE. We a r e  a s k e d ,  I n  e f f e c t ,  %o 
I n t e r p o l a t e  t he  p h r a s e  "on such  e x c h a n g e "  i m m e d i a t e l y  a f t e r  t h e  words  " o d d -  
l o t  p u r c h a s e s  and s a l e s "  i n  s u b d i v i s i o n  (11)o The s h o r t  answer  t o  t h i s  a r -  
gument  I s  t h a t  C o n g r e s s  c o u l d  e ~ s l l y  have  added  t h o s e  w o r d s  had  t h a t  b e e n  
Its Intentlon. Since Congress dld not do so, we see no reason for restrict- 
Ing the plain language of subdivision (ll)~In the manner suggested b~ 
counsel for the NYaE. Furthermore, In the case of some of the matters 
enumerated In Section 19 (b) It is perfectly clear that they affect the ex- 
changes as a grou p and are not confined to one exchange alone. We know of 
no reasnn for concludlng'that subdivision (11) Is to be so confined. Be- 
s i d e s ,  t t  would be e n t i r e l y  u n r e a l i s t i c ,  I n  v iew o f  t h e  e x p r e s s  p u r p o s e s  o f  
t h e  A c t ,  t c  r e s t r i c t  t h e  mean ln~  o f  s u b d i v i s i o n  (11) In  t h i s  manne r .  As we 
have seen, many of the members of one exchange are also members of other ex-" 
chan~es and many security Issues are listed and traded on two or more ex- 
changes. It Is reasonable to assu~e, therefore, that the rules of any 
particular exchange with respect to odd-lot purchases and sales of such dual- 
Iu traded securities will almost Inevitably affect such purchases and sales, 
and the practices relatln~ thereto, on o~her exchanges. ~oreover, the 
reasonableness of such an assumption has been amply demonstrated in this 
p r o c e e d i n g .  The e v i d e n c e  shows c l e a r l y  t h a t  t h e  R u l e  has  a l r e a d y  h a d  s e r i o u s  
e f f e c t s  and would I n  t h e  f u t u r e  ( I f  I t  I s  f u l l y  e n f o r c e d )  have  more s e r i o u s  
e f f e c t s  on o d d - l o t  p u r c h a s e s  and  s a l e s  on s i x  r e g i s t e r e d  n a t i o n a l  s e c u r i t i e s  
e x c h a n g e s .  ~ /  

zven under the v i ew o f  .YSE c o . e e l  concernin  r s u b d i v i -  
s i o n  ( l l ) ,  t h a t  s u b d i v i s i o n  would  a p p l y  t o  t h e  R u l e ,  f o r  t h e  l o s s  o f  
o d d - l o t  books In  d u a l l y  t r a d e d  I s s u e s  on t h e  r e g i o n a l  e x c h a n g e s  w o u l d  
t e n d  t o  d i v e r t  some o f  t h i s  o d d - l o t  b u s i n e s s  t o  t h e  NYSE. The R u l e ,  
t h e r e f o r e ,  would a f f e c t  o d d - l o t  p u r c h a s e s  and s a l e s  upon t h e  NYSE. 
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We t u r n  n e x t  to  s u b d i v i s i o n  " ( ~ ) "  which d e a l s  w i t h  " the  manner ,  
method and p l a c e  o f  s o l i c i t i n g  b u s i n e s s " .  The NYSE a s s e r t s  t h a t  i t s  Rule 
i s  n o t  one In  r e s p e c t  o f  t h i s  s u b d i v i s i o n ,  s i n c e  Congress  i n t e n d e d  b~ t h i s  
s u b d i v i s i o n  m e r e l y  to  give  the Commission power t o  d e a l  w i t h  t he  o v e r t  c o n -  
d u c t  o f  exchanges  and t h e i r  members in  "going out  a f t e r  b u s i n e s s " .  By 

�9 .'~ '~" in .~ . ~ ~ ,, 

d e f i n i t i o n ,  a r g u e s  %~ ~ S ~ ,  ~ s ~ i n g  c a r r i e s  with it o r d i n a r i l y  t h e  
�9 connotation of"requee~In~*~o~ethtnt'wi~h ~ dtgr~ 8 f earnestness." The 
c o u r t s ,  however ,  have h e l d  ~hat  solic~t~n~ m ~  b~ ~ F ~ ~  ~ means o t h e r  
t han  p e r s o n a i  e n t r e a t 8  or use o f  words ,  t h a t  i t  r e q u i r e s  no p a r t i c u l a r  d e -  
g ree  o f  i m p o r t u n i t ~  a n d  t h a t  conduc t  i n t e n d e d  o~ c a l c u l a t e d  %o i n v i t e  p a t -  
ronage  or  b u s i n e s s  may a l s o  amount t o  s o l i c i t i n g .  ~.~/ 

We b e l i e v e  t h a t  " s o l i c i t i n g "  In s u b d i v i s i o n  (5) I s  no t  l i m i t e d  to  some 
form o f  e n t r e a t ~  a lone  but  must be g iven  a b r o a d e r  meaning.  Our c o n c l u s i o n  
i s  r e a c h e d  p a r t i c u l a r l y  In  view o f  the  c o n t e x t  In which the  word ~s used .  
In c o n s t r u i n g  s u b d i v i s i o n  (5),  the  meaning o f  " s o l i c i t i n g  b u s i n e s s "  must 
be c o n s i d e r e d  i n  c o n n e c t i o n  wi th  and in  t he  l i g h t  o f  t r a d i n g  p r a c t i c e s  In 
the  m a r k e t  p l a c e  or "exchange"  ~ /  where f a c i l i t i e s  a r e  p r o v i d e d  f o r  b r i n g -  
Ing t o g e t h e r  p u r c h a s e r s  and s e l l e r s  o f  s e c u r i t i e s .  Va r ious  k i n d s  o f  bus -  
s  in  s e c u r i t i e s  a r e  t r a n s a c t e d  on the  " f l o o r "  o f  the  exchange  by the  e x -  
change members wi th  v a r y i n g  f u n c t i o n s  in  t h a t  ma rke t .  Some a re  members o f  
commiss ion  house s ,  o t h e r s  f l o o r  b r o k e r s ,  s t i l l  o t h e r s  t r a d e r s ,  s p e c i a l i s t s ,  
o d d - l o t  t r a d e r s ,  and f i n a l l y  t h e r e  a r e  the  bond b r o k e r s  and d e a l e r s .  To 
meet  the  n e e d s  o f  the  smal l  i n v e s t o r  a marke t  In  l e s s  t h a n  round l o t s  o f  
s t o c k  ham grown up. This  o d d - l o t  marke t  c o n s t i t u t e s  t he  major  p a r t  o f  t r a d -  
i n g  In  d u a l l y  t r a d e d  s e c u r i t i e s  on the  r e g i o n a l  e x c h a n g e s .  ~ /  Any r e g u l a r  
member o f  an exchange may take  up the  b u s i n e s s  o f  d e a l i n g  In odd l o t s  p r o -  
v i d e d  he meets  the  p r e s c r i b e d  exchange r e q u i r e m e n t s .  The o d d - l o t  d e a l e r s  
have r e p r e s e n t a t i v e s  on the  f l o o r  s p e c i f i c a l l y  d e s i g n a t e d  and r e g i s t e r e d  by 
the  exchange  to  conduc t  t h a t  %~pe o f  b u s i n e s s .  These o d d - l o t  d e a l e r s  on 

. . � 9  , , i i ,  , L . I I I I , s  I I I �9 

~ /  Chicafo Park Dist. v. LattiCes, 564 I l l .  182, 4 N.E. (2d} 86 {1936); 
Peo~te v. Hurray, 307 I l l .  349, 138 N.E. 649 (1925);  S t a t e  v.  ShiYYrin, 
92 Conn. 58~, lOSt. e99 (1918). 

54/ S e c t i o n  3 (a) (11) o f  the  Act d e f i n e s  " e x c h a n g e "  to  mean "any o r g a n -  
l z a t i o n ,  a s s o c i a t i o n ,  or  group o f  p e r s o n s ,  w h e t h e r  i n c o r p o r a t e d  or 
u n i n c o r p o r a t e d ,  which c o n s t i t u t e s ,  m a i n t a i n s ,  or  p r o v i d e s  a marke t  
ptaee or f a c i l i t i e s  for  br i s l ing  t o f e the r  purchasers and s e l l e r s  of  
s e c u r i t i e s  . . ." (emphasis supplies). 

55/ For  t h e  month o f  J u l y  1940, t he  p r o p o r t i o n s  o f  o d d - l o t  t r a d i n g  to  t o t a l  
t r a d i n g  In d u a l l y  t r a d e d  s e c u r i t i e s  on the  f o l l o w i n g  r e g i o n a l  exchanges  
were: 

37.9~  on Boston Stock Exchange 
.. 66.9~ on Chicago Stock Exchange 

75~ (approx . )  on C i n c i n n a t i  Stock Exchange 
74 ,4~  on Cleve land  Stock Exchange 
61.9~ on P h i l a d e l p h i a  Stock Exchange 
90 .1~ on P i t t s b u r g h  Stock Exchange 
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the  r e g i o n a l  exchanges  a lways  s ~ a n d  r e a d y  t o  d e a l  In. any nmnber o f  s h y r e s  
l e s s  t han  a r.ound l o t ,  and t h i s  'makes i t  p o s s i b l e  f o r  the  s m a l l  l o o ~ l  l n -  
v e s t a r  t o  pu rchase  or s e l l  odd l o t s  o f  l i s t e d  s t o c k s  a t  a l l  t i m e s .  Thus,  
an o d d - l o t  d e a l e r * s  p r e s e n c e  on the  f l o o r  o f  an exchange  c o n s t i t u t e s  a con-  
t l n u s l  h o l d i n g  o u t  by t h e  exchanae  and by him t h a t  he I s  t h e r e  t o  do t h a t  
k ind  o f  b u s i n e s s .  In, t h a t  s e n s e ,  t he  o d d - l o t  d e a l e r  18 " s o l i c i t i n g  b u s -  
I n e s s " ,  much as the  b r o k e r  or  d e a l e r  ~ v e r t l s l n g  h i m s e l f  t o  be a member o f  
s e v e r a l  exchanges  I s  In  e f f e c t  ~ o l l c l t l n g  b u s i n e s s  f o r  e x e c u t i o n  on such e x -  
changes .  8 1 m l l a r l u  a dua l  member who l~anctlon8 b o t h  as  s p e c i a l i s t  and odd-  
l o t  d e a l e r  s o l i c i t s  b u s i n e s s  no t  on lF  In  h i s  c a p a c i t y  as  an o d d - l o t  d e a l e r ,  
bu t  a l s o  In h i s  c a p a c i t y  a s  a s p e c i a l i s t .  In t h i s  r  I t  s h o u l d  be 
n o t e d  t h a t  t h e  Rule  a p p l i e s  t o  a dua l  member who a c t s  as  *'an o d d - l o t  d e a l e r  
or  s p e c i a l i s t "  In d u s l l ~  t r aded .  I s s u e s .  

P r i o r  t o  J u l y  12, .1940, the  NYSE d id  n o t  a t t e m p t  t o  p e n a l i z e  t h o s e  NYSE 
members who s t a n d  on the  f l o o r  o f  t he  r e g i o n a l  exchanges  ( o f  which t h e y  a re  
a l s o  members) as  p r o p e r l y  a u t h o r i z e d  o d d - l o t  d e a l e r s  Or s p e c i a l i s t s  In d u a l l y  
t r a d e d  i s s u e s ,  and In t h a t  w8u s o l i c i t  o d d - l o t  t r a n s a c t i o n s  In such  I s s u e s .  
Enfo rcemen t  o f  the  Rule would change t h a t  p r a c t i c e  f o r  I t  would s u b j e c t  t o  
s u s p e n s i o n  or  e x p u l s i o n  from the  NYSE sn~ NYSE member who a c t s  as  a dua l  
o d d - l o t  d e a l e r  or  s p e c i a l i s t ,  or  o t h e r w i s e  , p u b l i c l y  d e a l s  f o r  h i s  own a c -  
coun t  on t h e  f l o o r  o f  an o the r  exchange ,  even though he i s  a member o f  s u c h  ~ 
o t h e r  exchange .  The Rule  thus  would l i m i t  the  c i r c u m s t a n c e s  under  which and 
the  p l a c e s  where NYSE members may s o l i c i t  b u s i n e s s  and i s ,  t h e r e f o r e ,  a r u l e  
In r e s p e c t  o f  t h e  ' b a n n e r ,  method and p l a c e  o f  8 o l I o i t l n g  b u s l n e s s "  w i t h i n  
the  meaning o f  S e c t i o n  19 (b) (5 ) .  

I t  I s  a l s o  a p p a r e n t  t h a t  the  Rule  18 In  r e s p e c t  o f  such  m a t t e r s  as  " the  
f i x i n g  o f  r e a s o n a b l e  r a t e s  o f  commiss ion ,  I n t e r e s t ,  l i s t i n g  and o t h e r  c h a r g e s "  
w i t h i n  t h e  meaning o f  s u b d i v i s i o n  (9) o f  S e c t i o n  19 (b ) .  As we have a l r e a d y  
I n d i c a t e d ,  t he  NYSE has con t ended  t h a t  t he  pu rpose  o f  I t s  Rule  i s  %o p r e -  
v e n t  the  a l l e g e d  e v a s i o n ,  by d u a l  o d d - l Q t . d e a l e r s  or  s p e c i a l i s t s ,  o f  t he  
p r o v i s i o n  o f  t h e  NYSE c o n s t i t u t i o n  which p r e s c r i b e s  minimum commiss ion  r a t e s .  
56 /  I f  t h a t  i s  the  o b j e c t  o f  t he  R u l e ,  I t  I s  a p p a r e n t  t h a t  the  Rule  i s  
d e s i g n e d  as  a means o f  e n f o r c i n g  and Implement ing the  NYSE minimum-commission 
r u l e  and r e l a t e s ,  t h e r e f o r e ,  %o such  m a t t e r s  as  " t he  f i x i n g  o f  r e a s o n a b l e  
r a t e s  o f  e o n m l s s l o n ,  I n t e r e s t ,  l i s t i n g ,  and o t h e r  c h a r g e s "  w i t h i n  the  meaning 
o f  s u b d i v i s i o n  (9) .  

" 1 T i 

~ /  I n d e e d ,  t h e  Chairman o f  the  HYSE~s Spec ia l  C o n l t t e e  on M u l t i p l e  
Trad ing  I n d i c a t e d  t h a t  the  p u r p o s e  o f  the  Rule might  have been  a c h i e v e d  
by amendment o f  the  NYSE minimum commiss ion r u l e .  
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The re  r e m a i n s  t o  be e o n s l d e r e d  s u b d i v i s i o n  ( 1 ~ ) ,  cove r ln% r u l e s  o f  
' an e x c h a n g e  which  d e a l  w i t h  " s i m i l a r  m a t t e r s "  t o  t h o s e  e n u m e r a t e d  In  t h e  

p r e c e d i n g  t w e l v e  subdivisions. ~ /  Congress must  have  I n t e n d e d .  by u s l n |  
t h e  g e n e r a l  t e r m  " s l m s  n a t t e r s " ~  t o  b r o a d e n  t h e  s c o p e  o f  S e c t l o n l S ( b )  
so as  t o  i n c l u d e  r u l e s  o f  s~i exchange  e o v e r i n |  m a t t e r s  o t h e r  t h a n  t h o s e  
s p e c i f i c a l l y  e n u m e r a t e d  In t h e  f i r s t  t w e l v e  s u b d i v i s i o n s .  58~ The o n l y  
q u a l i f i c a t i o n  Ls t h a t  such  " h i t t e r s ,  be s i m i l a r  to t h o s e  s p e c L f i c a l l F  
e n u m e r a t e d ,  a b a t i s ,  t h a t  t h e y  s h o u l d  be "somewhat  l i k e "  o r  have  "a g e n e r a l  
l i k e n e s s "  t o  them,  ~ /  

T h e r e  I s  no o c c a s i o n  f o r u s  t o  a t t e m p t ,  now, t o  d e f i n e  t h e  p r e c i s e  
l i m i t s ' o f  o u r  a u t h o r i t y  u n d e r  s u b d i v i s i o n  ( l~)  o f  S e c t i o n  I S ( b ) .  Al l  o f  
t h e  f i r s t  t w e l v e  s u b d i v i s i o n s  r e l a t e  t o  p r a c t i c e s  and m a t t e r s  on n a t i o n a l  
s e c u r i t i e s  e x c h a n g e s  which a re  o f  v i t a l  c o n c e r n  t o  t h e  e x c h a n g e s ,  t h e  p u b l i c  
I n v e s t o r  and t h e  n a t i o n a l  p u b l i c  i n t e r e s t .  The R u l e ,  as  we have s e e n ,  would 
have  s e r i o u s  a d v e r s e  e f f e o t s u p o n  t h e  i n v e s t o r s ,  upon  t h e  r e g i o n a l  e x c h a n d e s ,  
upon  l n t e r s t a t e  commerce and t r a d e  end I n d u s t r y .  C l e a r l y .  t h e  Rule  r e l a t e s  
t o  " s i m i l a r  m a t t e r s "  w i t h i n  ~he mean ing  o f  s u b d i v i s i o n  (13) o f  S e c t i o n  
1 9 ( b ) .  

I t  I s  e v i d e n t ,  t h e r e f o r e  t t h a t  t h e r e  i s  p l e n a r ~  a u t h o r i t y  v e s t e d  In  
t h i s  Commiss ion  u n d e r  s u b d i v i s i o n s  ( 5 ) ,  ( 9 ) ,  (11) lu~d (13} o f  S e c t i o n  19(b) 
t o  o r d e r  c h a n g e s  I n  t h e  Rule. 

The N Y S Z u r g e s  %ha% s i n c e  a l l  t h e  s u b d i v i s i o n s  a r e  I n t r o d u c e d  by t h e  
words  "In r e s p e c t  of such  m a t t e r s  a s , "  and t h e s e  words  mean "similar 
m a t t e r s , "  t h e  p h r a s e  " s i m i l a r  m a t t e r s "  In  s u b d i v i s i o n  (13) I s  r e d u n d a n t .  
Such  a c o n s t r u c t i o n  would r e n d e r  s u b d i v i s i o n  (13) m e a n i n g l e s s .  But ,  
e l e m e n t a r y  r u l e s  o f  s t a t u t o r y  c o n s t r u c t i o n  r e q u i r e  t h a t .  I f  p o s s i b l e .  
e f f e c t  s h o u l d  be ~ lven  %0 e v e r F  word or  c l a u s e  u s e d  I n  a s t a t u t e .  See 
#cDonaLd ~s .  Thoml~son, 305 U.S.  263, 266 (1938) !  Gsnsberg ~ Sons ~s .  
Po~kin, 285 U.S. 204, 208 (1932); Pet i t i on  o~ PubLic National Bank o~ 
Ne~ York, 778 U.S. 101, 104 (1928)! Mason ~s. Unsted States, 260 U. 8. 
545, ~54 (1923) .  And we f i n d  i t  p o s s i b l e  t o  g i v e  f u l l  e f f e c t  t o  s u b -  
d i v i s i o n  (13 ) .  I n  anF e v e n t ,  t h e  NYELE seems %o c o n c e d e  tha t - 'we  have 
a u t h o r i t y  unde r  S e c t i o n  19(b) w i t h  r e s p e c t  t o  "similar m a t t e r s " ,  a l -  
t h o u g h  t h e  NYSE d e r i v e s  ou r  a u t h o r i t y  from t h e  L n t r o d u c t o r ~  w o r d s  
w h i l e  we emphas ize  s u b d i v i s i o n  (13 ) .  

T h i s  c o n s t r u c t i o n  I s  b o l s t e r e d  by t h e  l a n g u a g e  I n t r o d u c i n g  t h e  s u b -  
d i v i s i o n s  o f  S e c t i o n  19(b) .  The a u t h o r l t u  o f  t h i s  Commiss ion  t o  
c h s n ~ e  r u l e s  o f  an exchange  I s  g r a n t e d  In r e g a r d  t o  " such  m a t t e r s  a s "  
t h o s e  e n u m e r a t e d  in  t he  13 s u b d i v i s i o n s  which  f o l l o w  I m m e d i a t e l y  a f t e r  
t h e  p h r a s e  "such  m a t t e r s  a s . "  The p h r a s e  " s u c h  a s "  g e n e r a l l y  c o n n o t e s  
I l l u s t r a t i o n  or  s u g g e s t i o n  and i t s  u s e ,  h e r e ,  s u g g e s t s  t h a t  t h e  
s p e c i f i c a l l y  e n u m e r a t e d  i t e m s  a r e  m e r e l y  I l l u s t r a t i v e  and n o t  a l l -  
I n c l u s i v e .  Of. 8ehs Sons t Co. ~s. g i c k e t t s ,  ~0 Oh. App. 167, 164 
N.E. 436 (1928)! Traders Ins. Co. ~s. Dobbins ~ Ew!ng, 114 Tenn. 22~, 
s6 s.w. 383.(19o5). 

~ l /  See Webs t e r ,  #e~ Internat ional  O~ctionary,(2d e d .  1941) 
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UNITED STATBS OF AMERICA 
�9 BEFORE tHE SECURITIES~AND:EXCHANGE:COMMISSION 

At a r e g u l a r  s e s s i o n  o f  t h e  ~ e c u r i t l e s  and Exchknge .  C omml s s l on ,  
h e l d  a t  I t s  o f f i c e  i n  t h e  C l t ~  o f . W a s h i n g t o n ,  D. C,., , 

on t h e  4 t h  d a y  o f  O c t o b e r ,  A. D , ,  1 9 4 1 .  

In  t h e  M a t t e r  o f  

THE RULES -OF THE NEW YORK : 
STOt~ EXCHANGE 

Flle No. 4- 26 

ORDER I~RSUABT TO SECTION 19 {b} OF 
THE~SECURITIES.EXCNANGE ACT OF 1954 

The Commiss ion ,  on Decembe~ 12, 1940, h a v i n g  r e q u e s t e d  t h e  New York 
8 t o o k  E x c h a n g e ,  In w r i t i n g ,  p u r s u a n t  t o  t h e  p r o v i s i o n s  o f  S e c t l o n  19 (b)  
o f  t h e  S e c u r i t i e s  Exchange  Act o f  1934,  t o  " e f f e c t  s u c h  c h a n g e s  . in  I t s  r u l e s  
as  t h a t  t e r m  I s  d e f i n e d  by S e c t i o n  6 (a) (~) o f  t h e  Ac t ,  as  may be  n e c e s -  
s a r y  t o  make I t  ~c lear  t h s t  t h e  r u l e s  o f  ~he e x c h a n g e ,  o r  t h e i r  e n f o r c e m e n t ,  
s h a l l  n o t  p r e v e n t  any member f rom a c t i n g  a s  an o d d - l o t  d e a l e r  o r  s p e c i a l i s t  
or  o t h e r w i s e  d e a l i n g  upon an~r o t h e r  e x c h a n g e  o u t s i d e  t h e  C i t y  o f  New York  
o f , w h i c h  he  I s  a member";  t h e  p r e s i d e n t  o f  t h e  ~ew York  S t o c k  E x c h a n g e ,  by  
l e t t e r  d a t e d  December  2~, 1940 , h a v i n g  a d v i s e d  t h e  Commiss ion  t h a t  s u c h  e x -  
c h a n g e  r e f u s e d  t o  comply  w i t h  s a i d  r e q u e s t ;  and t h e  Commiss ion  h a v i n g  I s -  
s u e d  an o r d e r  f o r  p r o c e e d i n g s  and n o t i c e  o f . h e a r i n g  on t h e  q u e s t i o n  o f  
a l t e r i n g  o r  s u p p l e m e n t i n g  t h e  R u l e s  c l o t h e  New York S t o c k  Exchange  as  p r o -  
v i d e d  by  S e c t i o n  19 (b)  o f  t h e  S e c u r i t i e s .  Exchange  Act  o f  1934;  

N o t i c e  h a v i n g  been  d u l y  s e r v e d  upon t h e  New York S t o c k  E x c h a n g e |  h e a r -  
i n g s  h a v i n g  been  h e l d  a t . w h i c h  t h e  New York S t o c k  Exchange  a p p e a r e d  by  
c o u n s e l ~  and t h e  t r i a l  e x a m i n e r  h a v i n g  f i l e d  h i s  r e p o r t ~  and 

The Commiss ion  h a v i n g  d u l y  c o n s i d e r e d  t h e  e n t i r e  r e c o r d  i n  t h i s  p r o -  
c e e d t n g  and t h e  b r i e f s  o f  c o u n s e l :  h a v i n g  h e a r d  o r a l  s rgument~  b e i n g  f u l l y  
a d v i s e d  In  t h e  p r e m i s e s ;  h a v i n g  e n t e r e d  I t s  f i n d i n g s  a s  c o n t a i n e d  In  t h e  
F i n d i n g s  and O p i n i o n  o f  t h e  Commiss ion  t h i s  day  I s s u e d |  and h a v i n g  d e t e r -  
mined  t h a t  c h a n g e s  In  t h e  r u l e s o f  t he .  New York S t o c k  Exchange  a r e  n e c e s -  
s a r y  o r  a p p r o p r i a t e  f o r  % h e - . p r o t e c t i o n  o f  I n v e s t o r s  a n d , t o  I n s u r e  f a i r  a d -  
m i n i s t r a t i o n  o f  t h e  New York S t o c k  Exchange~ 

IT IS  ORDERED, p u r s u a n t  t o  S e c t i o n  19 (b) o f  t h e  S e c u r i t i e s  Exchange  
Act  o f  1934 ,  t h a t  S e c t i o n  8 o f  A r t i c l e  XVI o f  t h e  C o n s t i t u t i o n  o f  t h e , N e w  
York S t o c k  Exchange  be  and I t  h e r e b y  I s  a l t e r e d  s o  a s  tO r e a d  a s  f o l l o w s ;  

" S e e .  8.  Whenever  t h e  Board  o f  G o v e r n o r s ,  by  , the a f f i r m a t i v e  v o t e  
: , o f  s e v e n t e e n  G o v e r n o r s ,  s h a l l  d e t e r m i n e  t h a t  a member o r  a l l i e d  mem- 

b e r  i s  c o n n e c t e d ,  e i t h e r  t h r o u g h  a . p a r t n e r . o r  o t h e r w i s e ,  w i t h  � 9  
e x c h a n g e  o r  s i m i l a r  o r g a n i z a t i o n  In  t h e  C i t y  o f  New York wh ich  p e r m i t s  
d e a l i n g s  In  anY s e c u r i t i e s  d e a l t  i n  on t h e  E x c h a n g e ,  o r  d e a l s  d i r e c t l y  
o r  i n d i r e c t l y  upon such  o t h e r  e x c h a n g e  o r  o r g a n i z a t i o n ,  o r  d e a l s  p u b -  
l i c l y  o u t s i d e  t h e  Exchange  In  s e c u r i t i e s  d e a l t  I n  on t h e  E x c h a n g e ,  
s u c h  member o r  a l l i e d  member may be  s u s p e n d e d . o r  e x p e l l e d ,  a s ~ m a s  
d e t e r m i n e |  p r o v i d e d ,  h o w e v e r ,  t h a t  n o t h i n g  h e r e i n  c o ~ t a i n e d  s h a l l  be 
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c o n s t r u e d  %o p r o h i b i t  amy member, . a l l i e d .  member or member f i rm from, 
or  t o  p e n a l i z e  I~v  such f irm f o r ,  a c t i n g  as an o d d - l o t  d e a l e r  or  
s p e c i a l i s t  or  Otherwise  p u b l l c l ~  d e a l i n g  for  h i s  or  l ts~.own a c c o u n t  
( d i r e c t l y  or  I n d i r e c t l y  % h r o u g h i  J o i n t  a c c o u n t  ~r  , o t h e r  arrangement )  

on a n o t h e r  e x c h a n g e ,  A o c a t e d ' ~ u t s l d e .  the  C i t y  o f  New York ( o f  which 
s u c h  member, a l l i e d  member or member f irm I s  a .member), In s e c u r i t i e s  
l i s t e d : o r  t r a d e d  on such  o t h e r  e x c h a n g e . " /  

IT. IS FUR~ER ~RDEP~D, t h a t  t h i s  Order  s h a l l  become e f f e c t i v e  on the  
6th da~ of October, 1941. 

:!, 

By the .Commission. 

Francis P. Brassor, 
Secretuy.  

- - - 0 0 0 - - -  

I 




