.G@gmmm‘ Rag#lars'aﬁ
and the
New York Stock Exchange

Hemayley by

William McC. Martin, Jr.
Prosidens, Now York Stack Exchange

Byfors Tha Nww York Hirsld Tribuvs Forinn
ot the Waldorf Astovia Hetel,
Ocraber 24, 193
e e——_—



Government Regulation and the
New York Srock Exchange

From the timc of Pecer Smyyvesant uaril the charreting of che
first United Stares Baok in 1791, rading in securities, along with
trzding in merchandise, oconrred sporadically at the fooe of Wall
Streer.  Since this marker was largely 2 one-sided affair in which
sellers were at the mercy of buyers, investors were noc cothosiastic
about exchanging their savings for securivies which could not be
readily respld.  When Alexander Hamilton succesded in consoli-
dating a0d refunding the Revelutionary War Debes through the
issuance of government bonds, a aeed for brokers, 7.c., men who
made a living in handling ordem in securities, developed rapidly.
Not long after, May 17, 1792, twenty-four hrokers fouaded what
is now the New York Stock Exchange.

The New York Stock Exchange was created to fill a2 logical
need. For 146 years it has provided an essentizl mechzaism
facilitating the flotation of sew cnterprises. Beginning with the
period of Federal and bank finance, throuph the eatly botrowing
by the States and the successful sale of the Etie Canal bonds in
the 1820°s, down throngh the development and expansion of the
railroads to the growth of the industiial corporations in che
1880°s, and the amaziag story of the utilicies in the Tweneieth
Ceatury, it has served rhe conpery well and ic is hardly o be
doubted thar wichour its machinery the achievemenze of Atneri-
caa induseey would per have beer possible. It has been the key-
srons in che arch of American finance and supplies concrcte
evidence of the supericrity of an orgagized over an vhorganized
market.

The maaagement of an unincorporated association of brokers,
cach with ity own partoership agresmenr and office, was excerd-
iogly simple in the early days. A bunilding, 2 presidenc, a sscre-
tary and 2 janitor sufficed.  Quite narurally 2 clob form of gov-
ernment developed and, with the cxception of 2 brief period in
the 1B40°s, the principle of executive manzgement through men
serving because of honor and prestige prevailed. In the heyday
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of “Rugged Individualism® and "'Go West Young Man™ it is
safe to say that oo insticution io this country was any more
efficiently or effeccively menaged.

MNear the end of che Nineteench Ceatury fundamental changes
in the scope and character of the business made thest appearance.
Uncil that time che business of che Exchange was handled directly
by the members and cherr parteers.  In 1881 "“"branch houses™
under the name and control of the parent firm were authotized
to teet the needs of a growing business. When these branch
offices, a3 they came ro be called, steadily increased, and as the
voluine of business continued to grow, more and more employees
were needed. Managers, clerks and telegraphers were simple
divisipas, and in the course of time bond szlesmen, costomers’ men
and traveling representatives evolved. The growth of the lateer
groups, whose main dutics involved meering che public, led for
the firer rime to 2 definite need for supervision of perscanel.

This development of offices and personnel assumed boom pro-
porticns in the period following the world war.- Instead of a
few offices in a few important centers and a daily trading volume
of some thousand sharey, the brokerage community came to
comprise mare than 2,700 offices covering almost the entire world;
20d co the evendful day of October 29, 1929, more than k6 million
shares of stock changed hands. In retrospect, it is casy to pet-
ceive that an cta in che history of Aincrican Ananee was closing.

The post-war economy had developed mags production, mass
Consulnption, Mass savings into a greedy over-expansion of busi-
ness. The war had produced momecary mismanagement aod
State intervention in business on the widest scale in hiscory.
The normal trend of supervision over indusery in highly developed
countries, a8 evidenced in many European couantries from 1880 on,
was completely perverted under the duress of war from supervi-
sipa to coarrol.  Owur owa Federal Reserve Syecem departed from
bagic principles carly io i hiscory when it discounced, as a war
measure, notes secured by goveroment boads,  Our of chis nega-
tion of capitalism we bave reaped 2 whirlwiod aod che securicy
markers are 0o excepion.

Those of us who are interesced in preserving che best in Ameri-
can life will do well to recogoize these developments. Under a
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mznzged economy, toward which onr people bave gravitated
in an ofore to relicee cheir suffering, government regulation of
security markets was a5 logical a development a was the early
history of the New York Srock Exchange, The Securities and
Exchangs Commission, like the New York Stock Exchange, wan
set up co filk a aeed, to neet 1 popolar apd josz demand. No
careful srudent can fail to recogaize this.

In picaser days when lapd and oatarz] resocrees wete abundant
for the man capable of endering the hardships of travel and the
rigor of work, government was a relatively incidenzal marver.
Now that the counrry hus become more and more popolous end
Cities have grown to imineose proporrions, it becomes & metter
of profound impartzace to thousends of families. We are rapidly
becoming & fully settied pation.

The Securitizs and Exchange Commission was frst set up after
bitter opposition by brokers and, in particelzr, by the New York
Seock Exchange. Mazny brokers opposed it sincerely in much the
same way the bankets had previously resisted the Federa] Rescrve
Act, There can be no legirimare criticism of thin opposition in
a connery blesscd with free speech 20d o demectatic form of gov-
emmenr.  Nor czn chere be aay eriticiam of those who sincerely
sought to improve the law. Ooce, however, the Sccuritics
Exchange Act became law the brokerage community was faced
with the necessicy for full compliance, That there were some ia
the business unwilliog to abide by the decision of Congress ia
any cther manner than the letter of the law demanded iy a reflec-
tion both on their foresight and their sportsmanship.

Dnring the period 1934-38 it became apparent to those within
the Exchange as well a5 te many on the puside thae the adminia-
trative machinery under which the Exchangt was opetating was
hopelessly outmeded. Efficient and cffective in i day, it bad
become coo Tuaty and ponderous to propel adequately 20 instire-
tion of the size end scope of the preseneday Bxchange. The
very mamatc of the machinery caused the adminisrration to be-
come ingtown and self-cencered.  Violently as individuzly here
aod there stmggled, it was impossible to develop the acticnds
and perapective essential 10 £ nariong) public institecdion,

Following discossicns on chis subject between Mr. Charles K.
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Gay, president of the Exchange, apd the chairman of che Securi-
tiex a0d Exchange Commission, Mr. Gay appointed whae s now
known as "'The Conway Commirtee” to prepare a plan under
which the Fxchanps might be reorganized. The plan thus de-
veloped resu)eed in the recent reorganiration of the Exchange.
Noteworthy in the report was che simpic keyoore:  *“The public
interest i3 the paramount consideration,” Provision was made
for the appointmenc of chree full-fledged governots to represent
the public. The Exchange ia excremely formnare, 28 is the public,
in haviog edded to ies board of governors chree suck ontstanding
men a8 Mr_ Carle C. Conway, Mr, Robetrt M. Hotchips and Gen-
era] Robert E. Wood.

F mention che appointment of these distpguished men as public
represeneativen o the board of governon to illustrate che evolu-
tion of the New York Stock Exchange a5 4 public institurioa.
I public characesristica are indicated in many other ways, hut
I would like co emphasize particulacly our conception of our
relationship with the federa]l goverpmenr and i zgencies, The
Steck Exchange welcomes gevernment regulation and super-
visjon. This doex nor mean that we kave surreadered any of our
independence. It does oot mean that we have pubordinated our
own judgment of that we have relinquished our administrative
contrel. It does aoe imply supine submission.  Jt means simply
that we recognize that our government, with full autherity from
Congress, has ser up regulition in ouwr interest and in che puk-
lic's inrerest.

We bave a joint respopsibilicy with the government 1o see thae
the pecple of this connrry have a5 sane, a3 honett aod a5 officizae
a market a3 it is humaoly possible w provide. The old maxim,
"To govern well, govern little,” will not be applied by thinking
people today to our problem. We do not regard government as
a2 aecessary evil.  Our goveroment should be our greatest pride
and a part of the very fabric of our lives. I might say, paren-
thetically, that che principal regulatory agency, the Sccuritics
and Exchamge Commission, is cooperating belpfully, sympa-
thetically and, ie my judgment, wisely with the New York Srock
Exchange in is effert to provide the kind of marker place which
the narionazl cconomy requires.  'We have a twe-way cooperation
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that is sensible and fective in arriving ac 2o underscanding of
pur problans. ‘The Commission's represcatatives ave sitring
dowr with u arcund the tzbiz and, in a give-and-rake spitit and
in an armesphere of complete harmony, we have been able ra
remove the irtitations which once handicapped s.

There are some who find any scpetvision of busicess hy govern-
tnent repughant.  'We have no patience with that acticnde,  Soch
a viewpoine is uareal aod is oot likely to artract any subscantial
following among practical men and women. [t scems to us chat
all those who are sincerely interested in preserving the larges:
measure of freedom posaible, instead of reproaching us, might do
well to joia Forces with the New York Stock Exchange in its
offort zo get along pezceably with our government.  The Securi-
tica and Exchange Commiseion has, most reasonably and fairly,
left to vt rhe management of our owa affairs i our own aphere
to the exrenc that we can demopstrate our own competchce,
retaining for itself the residual role of supervision. That, to o,
is an corirely reasonable position,
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