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Tpig memorandum ie prepared to present cﬂrtaiﬁ.pﬁiné;ﬁfin;ragard
tﬁ the remprsndum to the (ormleslon undsr date of Moy 21, 1841, by
¥Mr, Purcell, Mr. Louchheim, ené Mr, Sherldan.

In the first place, 1t would not seem to me bhat $he purpose
of puplishing the report would be gulte ss ls a;prqﬁuei in the above-

nentioned memorandum. It ia there atoted that the purpcsze would he

 tprimarily to demonstrate that the London Stock Hxchange was more exten- -

sively regulated then our securitias markets, to relute Mr. Yandellls
conclusions, and to indleste the advanitages of the Iimlﬂ.nn Jobber system
aver tha New ¥ork specialist system,"

| In fact, regarding the flret of the pointe, the report 4ld not
attempt to establish that: for it cannoet be fairlg pald that the London
Stock Exchenge ie more ﬂ::'l:-enaivals.r. reguleted tl:;a.u. our nwn.markats. if

thare 1s meant thereby the guantity of regulestion, rother then the desp-

" entting effect of grganic structure, The differsnce ia thet, organieglly,

the limitatlons on trading are immaszaurably greater nﬁ the Landon Stoelk
Exchange thsn on. the New York Steck Exchanga.

A8 to My, Yandsell, 1t is my personal opinion that hlas faet con-
clurlcons are eesentlally correct -- for example, hig estlmate of volume

in tha London "aimerican MerkstH, which I belileve to ba sbout rlght,
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My dispgresment with him lies in the conclusions which he draws ae to the
remedies to be applled.

Bub, it seeme t¢ me, the purpese of publishing the report, and Lts
utility, can beat he looked at from the stondpoint of 1t§ stated objective:
the atudy of the trading in Americen securitles on forelen markets, znd the
remedles that mlght be applied a2 corrsctives.

After mech snd arduouns work, I am cunvin&ad thet the London "Amerian
Market” has been far more important, both in itself end in its effect on
pur market, then haa heén commonly agsumed, The purpoas of the rsport is
te show thet this hap Yesn true, and to propece g solution to the conse-
quences tharauf.. And, it may Le noted, the lpportence of thile problem ie
even recugnizgd in the Becurlties Dxchange Act itsélr. wherein, by Section 30,
the Commlsslon waa given exprezs power cuncerniﬁg the subjest-matter of
treding in American securitiss on forsign mariets, It wao concelved even at
the timg 6% the sdeptlon of the atatute that regulaetlon of thie market could
ba, at least in eome mepeore, frustrated by trading sbroad. Ani former
Chalrmen EKennedy -= who has had great experience in trading — informed me
that ke hed slwaya thousht that cur merket regulation wonld be token for g
ride By the trading gbropd. It eesma to me that the problem can be met only
hy frantly facing 1+, for it ceinot be avolded,

The sclution I propose is that, through the control of “undoing! 4n
thils maricet, methods cen be evelved by which Eréciae and cooplete deta can be

o%talined, and & modus vivend!l created, %o prevent the lmproper evasion of

Anerican reguletion. The report, thersfore.“doen net 8o gsuch pretend to give

Pingl anawers, e to relsa gquestlons, showing that further actlon 1s necesaary.
!
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A prelimlppry study of thae DPEratiDnB of the Britiﬁh market 1lteelf is
preaented anly to ensble one cleerly to wnderstsnd, nn the one han& the
poeition of the London "Americen Markei" in Londen, and, aacnndly, the rels-

 tlonship of that marlet to Few York, Without auch %ﬂ axpoaltion 1t is

.1mposaibla to come 4o nny_clear cnmprahensiuﬁ of th; pfnhlam ﬁf the report,
i.e. the London treding in imerican securitiss {cf. ™. ih&-lﬁn. ﬁ.'225,
p. 175 of the Report, for example). Indeed, 1n my Judgment, it waee due to
thia fgot thet pravious inventigataré.-fur oxample, Mr. Yandell, end pe
a further exemple, Mr, Avpel in his rﬁpért, came tﬁ conclusions which, in-
“the writer‘g oplnien, are nst fully correct. It would nqt hﬁ poselble to
eliminnte the 'ﬁrst- part of the study, =a 1s suggested later in the gbovee
mentlonad memorandum, without completely destroying 1te purpaﬂq-énd effeck,

Incldentally to glving the background necessary b0 an undéxstanding
¥ the basic probvlem of the report, the Jobber system wes desgridbed, not
primarily =2 B thing in itseld, tut to lay the basis for an understanding
of tha.function of the jobber in the London "American Market™, In 80 doing,
the arparent edvantages and disadvantages of the Jobher ayaiam ware clearly
polnted cut., Mo attempt was made to supralse tha.aystam itaﬁlf mor teo
sdjuige in any way whether such a eyatem should be introduced 1n thls country.

That, of course, 18 = very complex problem and one qulte beyond the compass

of this report.

1t 19 lntimated that I dld not stay sbroad perhapa long enough to
comolete the aselgnment, I gravely doubt, howavér{.whathar that 1a corract.
In the Tirst place, I bad had long experience with forelgn matters, many of
which directly bore upon the questions in heand, o that in fa#t many of the

problems ghtacked wers not novel for me. Since asven monthe, howevey, hay
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R aaaﬁ g ghort $ime to Have stsyed there, I shomdd 11&3 to sat farﬁh brilsfliy
" pome of my previons experience, as throwingz 1ight upon my afility to make
- judgments in regard %o the gueetlona covered. |
My owperience with foreign mebters prilor to gping to London for the
Commipelon 18, briefly, ss followa.
I speak all of the major langueges of Burope, and stodisd both in
BFrance and in Germpny, I slsg hove an unﬂaratandiné of the Feropesn lsw end

"practicaa, throwsh much etvdy snd practical sxpariahce.
| I merved aboul eightsen menths in Burope during the ﬁurli_ﬂar. snd weB
then with the Allied Ilye & Ghamicai, working princlpally 1n the chemlcal £rading

. departmant, Thereafter I was in the chemical expor% and lmport businesa in |
Waw Yorl, worklng actively with a man reputed to ha:the vest chemical trader in
Hew Yorz. I then devoted three ya&ra.practicallr a&nluéivaly to queatlone

_coming from the Forelgn Department of the Egulta®le Truet Company of Haw_?nrk,

- which st that time had the largset forelgn exchenze businese in ¥ew Tarlk, These
questione invelved transactiona lo all parts of thé world, I belleve that from
this varying ezperience in Mew Yark, I got an understanding of tha.ﬁenhniquns
of trading in general and forelgn trading particulerly. For example, I
prepared many of the baele forme used by the bank, such as commodity letters
of eredit.

I then taught internatlongl and privete intermatlongl lgw, aznd Bbilla,
notes and checkes at the University of Virginlas for several years.

thereupsn, I wes representative in Europs for one of ﬁhe large New fork
lew firme, heandlinzs while thers mach basinsesa fur_Stonk Exchance membare, Thus,
an important e¢sge I had wac a large collection agalnst Sir Charles Valadler, one
of the mnst.distinguiahad Perielan dentists, arising from the debit Dbalence on
a large merzie account wlth a ¥ew York Stock Exchange member flrm, whieh, for

thes purpssss of the case, I had thoroughly to analgze.' Idld while thﬁre ell
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ﬁha iagal ﬁnrk for the Parisian.nffica of Hzyden, Bﬂune & Gump;ny. ‘% also worked
.qn $rensactlions, some of them fery important, fpr ?éiﬁé WébE? ﬁ'ﬂﬁmﬁany, Lahman':
.tr?Broa.. Hallgarten & Company, ete. fﬁ | L ." .'i?.

vhereaftar L repressnted the- Irving Trust Gumnany 1n Eurupe. under power
:fgnf attorner, in the apllection of aaaets belonging Ja the Amnrican nuhaidiazy

nf Intarnatinnal Hatch Corporation, This wn*k EBTE me B &1ract 1naight tnto tha

::iiioparatians from Eurcpe on thia market.' Yor example, in Etocsholm I axaminad

.-all the telegrams exchanged between Ereuger and Dnnalé ﬂurant uf Lep Hlzsineon &
.'.Eu., glving directions for cperatlons on Amerlcan marketa, dasigned to hold

.up the cnllapas_of the Kreuger meguritise Just prior to Krsuger's dawnfallﬁ I
 epent, at thet time, some four monthe in Zurich, in aaily:ﬁanfe;ﬁnca yith the
Credlt Sulsse, probably the most impertant Swies factor in the securities |
buniﬁeaﬁ. conecerning soms millicne of dollars of eepurities of companles éll
over EBurope. I war also for a time directer of the Conbtinentel Aktiengepell-
"achaft, one of the most Aimvortant Ereuger Eurcpean Lol&ing.campaniaa.

Tharesfter I was Special Advieer to the State Depsrtmant on the resumpiion

of trads with Buzsia, snd was for some years g dirsgter nf tha Export-Izport Bank,

Ang by the Commission I was charged with thé drafting pf the regleftiona
for the rezlatration of 1isted securities, inciuding vhe reglstratlon of the
groat quentity of sesurities of forelgn sovernments and ufhar foreipn issuers,
At that time many pecple, including the then Prosldent and other offlcials of
the FNew Iork Stoclk Exchange, thought taat regiatraﬁiau of the fareign sacurities
could not be accomplipshed, and they appeared speclally bhefore the Commleslon to
jneiat that exemption be zresnted, The reglstration was accomplished, however,

without any hitch.
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It seems to me that the above hackgrnund of a:perianﬂa muet be borns

in minﬂ in conglidering the lengih of my stay in London on thﬂ particular

”asaignment of the Commimelon.

And however long one mlght stay in London, thare wuuld hm nﬂ abilitr to

.:gat exzct statletlcal datal for Example. Hyglume, prica, caurau nf prican.

amnunt of credit iovolved and aimilar'matterﬂ.“ big - such currant statistical

":informaticn ig available %o sny one on the British ﬁarket itsali Wham 1nfnrma-.
.'T.ﬁion of such character 1s svaillable I have referred tn'in_hhe rapnrt;. for
: exaﬁple. that conteined in the Macmillen Report, epecislly assembled,
- I do nat. af course, contast tha valuas of stahiﬁti:gl informetion, if
" 14 could be obueined., But thers s mo wey t6 gob it in the London market, alnce
volupe ig not reportsd, nor other nimi;ar metters, In the sbsence theraof, the
.:atatanantﬁ of -competent peracns hava %o he telen, uinné thera ia no ovher epource
“éf proof, LThe informatlion obtalned Wy parﬂnnal'intérviawa la, however, 1t sasns
.to me, entltled to mich more weight then the gbove-mentioned memorandum 1ndi§ateu.
in the first Ploce, the partles intervlewad Qara pf high conpetence.
In the szeond plece, there was z practicaily conplate unifornity in thelr state-~
ments. In the toird place, they were not interested in the sense of perszons
appearing kwefore the Commimaicn aeking for a course of actian, .Tha Dersons i#
.queatiun did not know the purposse af.my ingulry, nor to what conclusions At might
lsad. There wae no issue, And many of the atatements were rpther agalnst
the lnterests ¢f the persons molcing them, For exampls, Ppereons in the London
baimarlean Market®, it would seem Lo me, wcul@ not a%a any interest 1w eaying
thﬁh the London "imerlcan Market" waa mare speculative in 1t8 cherecter than the
éenaral Londen mariet, nor in eeylng that the groater huik of-trading in the
London "Amsrican Market" was purely qpaculativa in character. And wihen the

Furopean representetive af Hentz & Company, whkich, of all the American houvee,
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hendles the largsat direct busizess from Eurcpe,. stated that practicslly ell
the busineszs cominz te him pnd the variocus offlees uﬁﬂar his directlon wee

spoculative btuslness, I don't think that his etatement can_ﬁe deemed Lo hove

_been "interested". It wes, in fact, against Lis 1nﬁareat and therefore, even

. if hearssy, would, on genersl principles, be aﬂmiaaﬁhle.

Further, the statemente made have practieally univaraally besn to the
‘BARE effect. whether wmeds by persons ip the London “ﬁmerican Harkat“ or by

pereens In our own market., The statemsnts of these paraana hxxinxxnn:txtlett

"are entltled to gresat welghi in the absence of presf to tha'ccntfarri all the

‘mare ¢ alnce the purpose of the report ias to state quastions end to show the

‘importemee of finding a solution, rather than tv wake proof stetisileslly, And

am to atatietical proof, the report, 1t msems to me, ls not nesrly eo deflcient

g 1s indleated,

The primsrw'queﬁtinn, for which statiatiﬁs-wﬁuld te deplred, 1ie the
volunme in Aﬁerican treding on tbe London Stock Bxchange. Mr. Yandell made an
exhanative study of this matter, by obtaining Figurss direectly from the paraona
active in the London "American Market", colleting and eagenbling them. T heve
ne reason to guedtlon thet the figures whigﬁ he g0t a¥a corrpct. Indeed, I
think he 414 & very excellent Job in-that regard,

I, perscually, did not repeat this work, =ince it had juﬂt peen done by
My, YTendall, end it wee ¢leqr thai, sinece Mr, Tendell, on behalf of the
Gommisslon, had just recelved such lsrge cooperation from the London “Amsricen
Harket! ae to hlse flzures, I should not repeat the_ﬁamﬂ work withln such a phort
perlod of time. And, in this regard, I think I should point out that the wall
of wecresy on the port of the British in the London *Americen Marksi! Waﬂ-nut
gults a8 impenetrable ap i9 intimated ir the above ﬁamuranﬂum. For me, the

paocple there were mozt eqoperative and fresk in their answere to ell inguiries;




REPACOUCED AT THE HATIJHAL SRDHNVES

PR T PRt e

-3 -
indesd, more than frenk end courteouws, However, they could noi of course glve

exact volume and other such data beesuae such atatisticsel date, as stated ahnvﬁ.

‘. ia never assembled. It is only through working out e modus vivendi with the

inndun markat, the aaqnmplishmant of which is thé'uhjective of the report, that
reel etatlsticsl Information could ever be sbtained, |

And, ae to the general charecter of the Lonﬂén market, antheritative
'suurcaﬁ in the Englizk literpture on the sublect have beet clited in'suppaft of
practically nll facts set forth, Certainly these writings, which srs guoted or
;ited, are hardly to be deemed to hg mode by interested witpaasaé. In point of
‘fact, a wmarbar of the documents are by psrsons who ars critieal of Britiek

© flppncie) inefitutlone, snd some mpre government yuhllcatianﬁ.

The point 18 made thet theae documente have haan clted hﬁ athere.,
Undoubtedly some of them have been in part, bt in %ﬂ other writing heve thay
been fooneed on the lesue in questlon, ngpmely, tra&ing in Ama;ican eggcurlties
and thes relatlonship of tﬁa London technicues thereﬁa. ﬁr..fanasll'a report,
for example, in no way fully goes into the pertinent English litersturae. ;t
1% on that mccount, ln my opinion, that his nriginﬁl regommeandations ware
incorrect, as he dld not zet to underetend tie relaﬁiunship ﬁf the London

 "Americen Market? to the general Boglish mavket.

The point is made thet a limitatlon of the report im hs fact that i
ie doted. But, it ssems teo me, thls rether mlliteter in favor ﬁf ite pregent
publicaticn, na Mr, Douglas spid when he first suggestad that the report be

By
written. .

There Lla na doubt that for the time being the whole question of Amerdcan
treding in Londen im seoademic, That would permlt, thﬂréfora. the report to
vecelve generpl coneideration, while the mptter ls not a liva anﬁ active one
Ifrom a trading standpeint. This would minimlize any posslbls frletlon derlving

from 1te publication,
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But the gnestlons dlszussed in the report Ere not anadamic from gny long-

range Point of vlew. There i3 certeinly no reazson to aaaume that the capital

imarkets of Firops are zoing to he dastruyed in this war. anF mnra than thay

thre in the lapt one. Axnd, frum praﬁeﬁt in&ications, there?. :ng TesEon to

“Yelieve that the sscuritles markets of tne world will not besicelly return, im -

ﬁzﬁhe_abéenca of governmental actinn;zﬁp:thgir ald'ma;héﬂ*dézabiiéhiﬁﬁ.?upnn:tha':
;;éééé;iaﬁ of hestlllklies, sz was truﬂ.iﬁ ﬁha lapt *&r. Inﬂaed. tﬁé'ﬁéﬂck .
Jaxchanges of Continental cecupled Eurava hove gliready baan :a—upgnai and are
in gperation; for example, 1o Holland and Fraence. -Thn interéﬁt of the
Eurcpeane ip American secarlties has now laeted for over a nantury; with ups
. end downe. ‘he succeetivs wars ond disturbances hava'noﬁ'ih ahy wﬁy depstroyed
.i:t_.this mariet, Inﬁﬁed, the present Eu:qﬁaan haldinga;in Aharican aggets gre
i1l of enormoua propertlons, in terms of bllllaone of duilara. And mach of
that 1¢ now "frozerf, ec that it capnot be ra~pat¥igted.
| | There 1s therefors no mors reagon to essume %haﬁ the.Lundnn "American
Morket" will not be recreated upnn-tha cessation of hostilities than there was
ot the end of the leat waﬁ. In fort, the London "Americon Market" hps had n
life mbout ae leng g8 the Few York Stoek F¥xchange iteelf, and, at times, 1tz E
role haep teen of great elgnificance, Cne of the fi;at non-government aecuritia;
traded on the London Spock Ixchange was mn ﬁmarican:ﬁna. ﬁﬁd since the London
_"Américan Mazrket¥ hasg ﬁnﬁuubtaﬂly,.bo a very great degree, been puwrely specula-
tive in character, the bullding up of a large Epgliﬁh portfollo would not
necessarily be a prereguieslte for tha recreation of the "American Market! upon
the cegspbisn of hoatllitlas. |
The publicetion of the report, snd the "mootling" of the guestlons therein

involved, during s time vhen thers is temporarlly sn insetive markst, would,

in ny jJudgment, be the very time when the matter can beszt be broached,
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Further, the remort ls not dated quite as precieely ps the sbove
mamorandun indicatas. Ij gpealks of the time preceding the ﬁraﬁent war, which,
vhen the wer im over, will be of prime interest, if there i@ to be accomplished
the declered policy of %this govarnMEnf and that of England, to the effect that
we - will not return %0 the old internstlonsl commerclal and tinancisl order, How
cen that be done without a lmowledge ¢f what then sxlated? Certalnly inetlte-
tions can be veezamined in their batle operatisn onty in the light of the
experience of the pest. However ths internationsl securities markets mey be
recongbtructed after the termlpebtlon of keostilities, certainly =oy light copet
upon thelp prsviéuu siructure le dmportant for the dezerminatiocn of the pellicies
then %o bs sdopted. And, it may be noﬁed, leading aconomlate in Burcpe are of
the expressad belief that one of the contributing causes to the economlc con-
fuslon exiasting in the years 1929-U0 wae the overllquidity of the steck ex-
changes and the overfeoility of meana by which current wealth could be trans—
ported, ag 1t were instasntsnecusly, from ome country to annﬁher, tha ecresting
large perturbatione huﬁh to the counsry leslng capiﬁal and to the country
racelving it. Az confirmatlon of tbin may he mentloned tha anarmove movemente
of gold to this country, as sat fufth 1o the Enlletine of the Federal Ressrve
Bank; end further the "hot monsy® daiffiecultles, factors bsaring upon which,
it would éesm? can best be studied when the questlon iteelf 1s not of imme-
dlate uTgeney. Certalnly thie country canngt permaﬁantly have & system, which
aas haén lorgely the case since 1324, wh&rehy 1t rot only has = large credlt,
internationzlly, on current scoccount, but in addltion dralns ths ourrant coutelde
‘world capitel for investment here {eee Balances of Internatlonsl Paym;nts].

Therofore, even thovzh some af the matters in tﬁs fepnrt may, st the
oresent tinme, sesm to be of the pant, they merit the bast of present conslders-
tlon; for 1t le not eeen how proper remediee can be proposed witheut svudy and

conalderation of the sltnes ion thet has existed,
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Certainly this report Ehuwa_that.tha foreign ;raiing in Amerieasn securi-
_} tlze hgs Leen an selement of impoertance in our own maékat anﬁ iaa&s fairly to
, E'the assumption that, in edditlcn to the. largs mnvamanta of capital o halanna.
3ﬂ$}f thare hae been a large ampunt of traﬂing af o puraly Epeculativa nharaaner.
iZThe queatian may well be preesnted, tharefqre, a8 fo: whether ﬂafinita staps

'i.Is. 1".

":ahuuld not be taken ta prevens, or in any evant mitigata. a reﬁurrenae.

a dnm.q_msm: OF LOKDON AND NEW YORK STOCE EXCHANGES

Lhe ptatement la made! "Yunestions relating up;cifigally to = ieacriptiﬁn
'f.df the British market will be passed over although thera are some doubts as to
the accuracy of the oplnionge expreaaad.end to the cnmglataneaa.&nd Justice of
‘the deseriptlon itself,! |

ko errors are pointed out, howaver, The writ;r gdmits that naturallr-:
5o two persons would describa tha.ﬂamu thing in the seme terme, There ia glwaya
involved melegilon and prasantaﬁian. although every effort hae bBeen made teo
¢btaln a completely objectlve exactitude in the present rapdrt.

There can, indeed, be o doubt as to the major fmcte et furth:iﬁ the
comparivon between the two marketal (1) & much greater percanﬁaga of transe-
aetions on tae Donden Stock Exchange mre in governmﬂﬁt seourities snd debt
securlties of other is=suers, than is true 1n Yew Tork; {2} the ﬁeans eveilgble
for gquiek-turn speculation are much greater on the New Iork Stock Exchange
then in Lendon; {3) trading information is very much less availaﬁlu in Yondon
then in New fprk: (U) the pegregation of function ia_mﬁch graater'in London
than 1n Hew Yorl: tﬁ} the limitetlons on trading zre much greater in London
than in New York, including a much higher coot o do business; (b) finelly,
the stock axchenge prices are much_mnra atsbla in Lo;dun thaﬁ in ¥New Tori,

These mattere are cleerly established, end would seem to be the ifmpor-

tant differences, from which derive others, themselves only of subsidiery cheracter.
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The doubt, kBawerer, i= expreassed ps to wnetha:-' the London Stock Exchange
ghould be compared with tne New York Stock Exchange, rathar than with a1l of
the markets in thle country. 3Ius tﬁe purpose of the study was to eoneldar the
trading in American securities on the British market. This trading is limited
pragt.icallg.rlaxcluaivaly to securlties listed on the New York Stock Exchange,
Indesd, the general foreign interest 1s in securltles on the biz board, and.
not Yhose slsewhere traded, Toup, 1% is fpir to say that, if the totality of
Britich trading in American securifies 1s coneldered, the aver—the—cﬁunter end
pther exchange Maerlkets in thisg country maj, for all preetiecal purposes, ba
eliminsted., This le apparent from the statisticel studies mede Dy the Department
of Copmerce of foreign lnvestments in the United Stmtes, whleh eshow that
foreigners! iﬁteraat in American mecurities is limlted, precticelly completely,
to pacuritiss listed on the Hew York Btock Exchange. '

There wes thersfore av reasom, within the gsaigned topic of the report,
to enter ints a generel bnmpariaun of the London techniquag wlthk thouse exlating
in the smaller exchengee and in the over-the~counter markets in thilz country,
’ﬁ]:'.a.t- would hnve made & m.u:n'baranm.a oand unwisldy subject-matfer, without interset
t.o the guestion in h_-a.ndr | |

snd certainly mo intellizent study could be made of fhe tfading_in London
jn Amsrican secutrities, and the reletlon of thes trading t_,u the operstlons in
this country, unlsse there were compared the technligues of trading lp the two
markets in whlech sgenrring, namely the London Stock Exchange:and the ¥ew Tork
Syock Exchangs. Mentlon, however, 12 mede of the nvpr;—tha—cnunt-ar maricets ln
the two countries, when pertinent to yhé issua, To repest, an'unierﬂéanding :
of the different procedures of fhe Iondon Stock Exch#nga. ag énntraated ﬁith
the Héw Tark Stock Exchonge, 1a neQoRERTY te Mlocete trafing in Anerleans theres,

The fact that the over~the-gounter wmerkets in thle country partake of certaln
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characterlatice of the London Stock Exchange still would not milliats againet
the nsecessity of showing those procedures of the London Stonk Exchangs, as
necessery to an understanding of the trading in Americen securities there,
Doubtleas, ma is indicoted in the above memorandum, tha.ﬁver—fhﬂ—cuunter
merkats in thls country are lese speoulatlve In cheracter than the Few York
S3took Exchange; but that, it seems, 1z not contraverted by the report, It 1z
made gbundantly clear that whatever is 2eid hae regerd tov the Yew York Etnék
Exchange, ahd net to the other Amarican markets, unléas specificelly mentioned,
It oecours to ws, further, ﬁhat oriticism of the compess af tha report
ia hardly feir to me, boecanse the sextent and nature of the ground covered by
the report has been repestedly approved,
. In the firet place, before uniartaking the great amount of lgbor
lnvolved in itz preparatlon, a complete outllne was submltted conteining ell
the pﬁints fhat ars presently sat forth in the report. This eutline was apnroved
when I was asked to prepare the report. Turther, after the feport wag finighed,
I.was anthorized by the Commlsslon in Nuvember of last year to revise 1t for
publication, end at that time the suggzestion was made that I should introduce
further comparisona with the Hew York Stock Fxchenge, And when the report was
lzst before the Commleslon, it was approved, sa I understood it, except for
poirting up and to glve 1t more "kick", es former Chalrman Frank said. Certainly
ng point was mede of extendinz its compase —- or of pruning'it down to a skeleton,
a3 latear sugszeeted in the gbove memeorandum.
It s wadd that I hgve an lrresistidle tendency to cfiticiza Hew York
wrocedures, &nﬁ to congratulate the landon progedurss. I do oot kmow to what
13 adverted. My only nurpoee wae to sob forth the facts as they exlst, and
within nry esslgrment, to etate what sesmed 4o be the annaeqﬁﬂnaea. ¥pr example,

1t cannot be desmed crlticel to polnt out the perfections of the New York merket
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 for epeculetive purpose#, snd the lack of perfection in London, becauss thoee are

the feets. Wor ls It erltiegl to polnt out theat New Tork prices fluetuate much

mare violently tham the Lonﬂan_nnes. Vvecause that 1e so. It ﬁaams to me that

statemeants of auch faote do not involve eriticism, Indeed, I made évsrr agffort,

“insofar as I eowld, to describe the cperatlons of huth.marketé In thes lancusge

of other wrlters, 60 as to obvlate any suggesticn of bies. Thase, for sxzample,

the description of the tape on the Wew Tork Stock Exchenge 1s given by guotations

.ffﬂm.pgcple on the "Street", in extenss, wlth all the adventeges claimsd tharsfor

{ses pp. 91-93, 9%5).

Suggestion ia msde thet I should mot compare the wiles and Tegulstions of
the two exchanges unless L can give the degree and measure of enforcement, Of |
cﬁuraa. there eould ba no doubt th&t'ﬁ rule which 1s not adhersd to 1s of no
consequence. The rules of the Londoﬁ Stock Exchange, however, sre so brief in
éanaral content, mnd so clear and preolse in thsir mepning, that I doubt whether
there is ag little general cbeervance aep the memaran;um Beamse tﬁ'indicata.
Cortplnly, the mopt important rules af th; London Stook E:changa.,inanfaf a8 the
conduct of tusinems 1ls concernasd, sre, for all Practi&al purpeses, selfi-enferelng,
namely those fmposing the segregation of merbers of the exchange from the rest
of the buslnsas cnmmunify. those imposlng the #egregation of broker =nd Jobber,
and those prohiblting sdvertlsing and eireularization obher than to ome's elients.
Thege rvles, sinee gny breszch would ke open to the Wﬂ?lﬂ, ¢pgld hardly be violated
Lo ény degres, 1 .

Aanther rule mentioned la that whereby speculatlve business of employess
of amy kKihd rsqulres the written conzent of the emplorar. Although this rule
tey well ba violsted from time to time, T still have o doubt that it serves as a
grest deterrent, 4Aud further, the fact that the London Stock Exchangs publicly

declares and takes the position that eueh a type of business should ve dane only

— e ——————




AERRODUCED AT THE MATICHAL PACHNES

e e et MR SRR R

- 15—

with the written consent of the employer is a fact in itselfl of importance,

vows t

a9 ahnwing the difference 1z atiitude of the two marksts in'fugard:tu thls

.:vital gqueastion,
The implication ia wade thet I paint the Londan Stnck Exchanga in ton

:#aay a eoler, I certeinly have 2o idea Ehat the Landon Etud{ Exchanga ia g

'.ilaéa:of pure virtue. Ths memnranﬂa wh1ch I aubmitted alang with the r&port

“ff _&ﬂ ites support, clearly show that, “ut 1t mzat be bnrna in mini that the

JE I
language used in regard to a foreign exchange miet nnuusaarily have to be dla-

.;reeth Insofer e peseible, therefors, & put my deacripticn of tha black parta’
6f the English merket in the lanruage of writers conesrning that marlet, Eut
fhrnﬁghnut the rapnrt.there i3 gn abundance of atatémants ffom:which the con-.

nFluainn lz clear that the London markat.ia no peradésa;

| Thue I atste on page & that npiﬁinn exlsta iﬁ London that the aelf~
contro} by the stock exchenge of itszelf haa not been sufficlant, Aﬁd. an
paze 18, I mention that the Stock Exchenge hog been.calleﬁ ha complets syatem

 of kmavery, ste.'; and that a Jobber has been nalled la low wreteh!; and that
uany worthless aacuritiau vere brought out and lited on tha axehange in the

" years priley te 1529™: anﬁ on pege 19 that "thare 1g opinion these smendmente
to the Compenies Act were not sufficiently affactivé“ and that in Utﬁar regards
further reforme were necesgsry. 1 point out, on page 3, that there im criti-
elsm in London of the Hnglish Companle® Act. On pzge B I voint out that
ﬁcuuunting requiramaﬁts are very lonse, etc., JFor unpleassant feetures of the
Lun&ﬁn market, sae glso, for exsmple, pege 109 of the report, and footnotas
on pages 59, 56, and 57 of the footnotes. Compare pages 227-237 where I set
forth, in the language of suthorltative English commentstors, a descriptlen
of manlpulation on the London market. And I state inter alip, on pege 227
“Thé antlquity of theee casss snd the rarity of later répurtaﬂ decisions

sugzesty that, slthough menipulstion kas hean frowned upon by Eritish law,
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there hap been no effective enforcement." And throughtut the reuort I mention
the gperptions of the "shope", {See, for example, p, 18}, It does not sesm
to me, thersfore, that 1t 1s falr to eay thet I have atﬁempteq to paint the
London Stock Exchsnge in any perticulsrly voey light, What I do say, and aé
ts that there iz no pﬂs#ibility of contestlng the facte, iIe that orgonicslly
tha machenlama of the london Stoeslk FExchongs tfur exampla the nbasnee of the
tape and branch offices) limit to a severs degree, in.cumparisnn with the New

York Stock Erchange, the modslitiss end methods of trading,

The point ie mede thet the msmbars of the London exchange are nn; subleet
to serutling e ars the members of the Hew York EtocE Emchangé. It gaens to
me that that 1s ﬁpparent from my genersl description; thus I indicaﬁé, nﬁ
page 5, that the self-control by the sfnck-axﬂhange.has not been sufflclently
affective.-citiﬁg anthorlty fur.tha gtatement thot fha London Stock Exchanga
ia fraquently characterized by Britlsh commentstors me & lprivate club,®  And
I polnt out speclileslly, for exammle, thaot the jnbbar_is nbt.sﬁhjactad.to the

éurvsillance provided by our ﬁtétutaa {eee page 239). And 1 indicate in several

wlaces that the bondon Stock Exchange menmbera d¢ not hawe to furnieh finencisl
atatomenta to anyone, But, on the other hand, 1t must be borae in mind that the
London Stock Exchange members are nob eagaged in g varisty of setivities, as
here, nor d¢ they have extended organlzaticns. They conatituta a cloge and
integrated body, Members cennot be 1in p&rtn?rship with.paapla who are potb
actively engaged ln atock exchange buslness, S$taffs sre smpll, There aTe no
braneh offices. Enterprises are amell. Everybody kmows everybody, and thay
mest svery day on the flaoor of the exehange. The Commlttee lts2lf ia actively
angaged on the floor end muet be eware of the general morgle and conduct of

thelr members; espd the Committee meets dally, I ba;ieva.
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i do not concelwva that it wsns ths functlon uf the repart to nro?a thgt

';tha ”jobhar gysten® ieg better than tha auction Eyatpm on the Hew Ybrk Erack

}?Ezchanga. The purpose wae merely tn uhjecti?ely iaLcrihe tha iﬁdﬁ3§yétam;' -

ﬁwhinh, 1 thinlke, iz falrly done. -?iﬁgi

Whether the aurction systenm in this cuuntry ahﬂuld.ufzahnuld.nnt e:iat
ig quite anﬂthar guestion, Gertainly the Teport doas not’ impl? that Lo~
atitutions con be transefarred from ane country to annther. "In Faect, 1t seems
to me, one utllity of the report may be to show that the structure of the
British Stoolk Exchanga ie an organic whﬂls, end, that tha Jabhar syetem, aB
Hi;?i-:.iauch. conld mot exist oR Qur m&rket withﬂut other organic differencea. The
- -Britiah Jovhers are cartainly of the oplnlon thaﬁ Jou, cannot have the Jobber
" gyatem, at least ae they hove it, 1f you hewe price puhliuity‘ It does not
follow therefrom that we should introducs the jobber srutem and.ahuliﬂh price
publiclty, because such m solution would depend upon faectors lecal to this
merket. Indeed, further, the whole BEnglish syaten of originel diétrihutiun
of zecuritlse lp %tled up orgenloplly with the Jobber arstem.
And, g9 Lo the dlssdvantages of the jobber eyestem, I make clesr in
the report that thers ig opinion in London thet the Jobber ﬂysfem entalle &
coet which 1s dlsproportlonate to ths eBervices rendered, because of the
widengee of the spresd. Indeed, & long example of a coptly deal 1s set forkh,
Apd 1t 1s pointed out that, becouse of the London aystem,-the customer hae to
rely very mich more on the integrity of hls brolker then 1= true in thls country.
0n the other nand, a8 to New York, evers effart wae:maﬂa to deserlbe the purported

sdvantozes of the New York eyetem in the fres lansusge of the strest.
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A though I could mot, of course, attempt to sppraise the utility of
the jobber system as measured sgsinet iis esst ~- gnd this is ¢learly atoted -—
thé attempt was made to point out g prierd, which cléarly was within the

compasr of the study, how the trading procedurs in Lopdan daes ssem o gon—

tribute to price atebility. All the other Ffaecte heafing upen such price

stabllity, which cceurred to the wrlter, were llkewles set fork

Certalnly, in view of the present controversies exlstlng cunéerning tha
status of business in Hew York, the procedures of an institutlcn so close to
us mp the London Stock Exchmee should be of interest in a general consldara=
tion of the problems om our market ang its future. I am certaln that many
peorle on the Street wonld be mmeh interested, for exprple, in the exposition
whick I have made. In thet regerd it would seem of direct interest to current
wroblems thus to have indicated the difficulties involved in the invroductlon
of a dﬁmle*llr exchengo system to this market; the report phowe that the problen
is not =g eimple as might appear at flrst blush, For there can He no deuwby
that price and volune pﬂblicity o this matket, combinsd with tha ahaenca_af
the ;ohber B turn and the praaanne of branch brokaraga offices, dﬁaa. to A
very larce degrae, contrlbute to the ¢nmplexiun of this markat. in contraat
with London, and must organicslly affect the whale flnaneisl eystem.

That does not #Mean, however, that any descriptien of the London system
should be taken aa proof that the London system ehould be introduced in thie
sountry or anywheres alee., Such a daa;ripticn.cuuld'only e provocatlve and
not probative, btecsuse of the complezify of the nrgﬁnisma af great finencisl
merkets, In feet, as 1ls brought out in the repert, &ivérse factors aperata,
go that the study of the instliubioms of another country should serve rather
to reise questions, and to suszgest possible seluticha, ther to show thsf thosse

solutions are correct,
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It mpy be sald, howerver, thet in eny sppreissl of the utility of price
diseloanre as obhiained through the ticker tape, and the maana therety glyen
the customer to chaelk his perticuler transactlom, tnara must be consldered

how effectively thereby is created an inetrumentellity for quick-turn specula=- .

tion, It would aeem clogr thet the FHew Tork Stock Exehange 1s the greatest

grd most perfected mechaniem for gulck-turn speculation thel the world hee
ever seen. And thet would be trne even if all artifici&l manipﬁlatiﬂnﬂ could
be completely eliminated. Whether the protection to the inﬂividual inveat&r
gained by the price disclosure is greaber than the disadvantage springing.
from she creatlon of such a perfected meqhaniam-fnr gpeenlation is one which
ﬁhe report dees not sesk to resalve, ab ﬁaing. nan;aaarily; nnt'withiniita
ECOpe. | ‘

Gertalnly, DLowever, in any_cnnsiéaration of ths_palimy_of the Com-
nisaion towards the Wew York Stock Exchange, tharé must be borns in mind
the fact that tha prices of the New fork Stock Exchange fluctuate ta
degree greatly beyond comparabtle securitles on the London Etnck Erchange.
Why is that?! Why do we have such gyratlons? There must e some operating
caude Or carasd, |

The attempt 1s made in the report to show & prlord bow, 1In fact, the
trading mechanlsms do seem to be a contributing cesuse. Since the dlzcussion
fa g priori, e reader elther nccepts or rejects 1t.

These fluctuatlone on the Bew York Stock Fxchange sertainly involve
logges to the investar of megnitude; and apperently, ther are an lsherent
characteriatic of thé Bew York syetem, a8 shown by the ecurze of prices

on the New York Stock Ixchenge sines tha cutbpeak of the present war, ag

compared with the movement of priges on the London Stock Exchange.
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Whather the sdwantages of price and vnlume puhlicity QVBrwaigh

i I
© the incitement to speculaotlon and ita ¢onsequencs tﬁa rapart dnsa not
.tempt to sdjudge, Tt may ba said 1n pessing, hnwavar, that thsre z

:é are other ways than prics puhliﬂity Lo aEeure that tranaantinna mada

S by dealers ara not uncunsciunable, ani it must h& harnﬂ in.mind tha$5

A

e tna azceaeiva variationa in prica mu?amantﬂ involfa inaéas tc ths
:3 investor of perhaps much greater cansaquence then tha Bt ﬂf tha
g prufita that could be teken on individual unconsci?nahla déala.
Vertalnly, the 1u§ses involved, and the chactic movements talcing
plgcg uponr the French #efaat, attainad enormous pr;pu;tiuna. If the
..*;}5;  structure of ocur marked lesds o auﬁh a raault._th? queﬁtiun'mﬁy be
o releed pa o whether the market mechanisnme. includ#ng the ﬁzpa,-
shauld not be subjest to a re-examinetion in the lighv of the
English exparience.
Put = description of the English syestem la nnf the taking
ot a pesiblon by the Commlasion cn thile vexed end diffleult queﬁ—'
tion, and the rePoft in thls regard 1a merely sn ettempt falrly
to deporibe the Pritlsh eystem. The fzet that 1t 1s neds by an
otficer of the Commieeion certainly does not meke the Commlesion
rasponaitle for the deseriptlion contelined thereln, any wore ﬁhan
would 5 description by the Department of Commerce of any ﬁf the
varioue commarciai practicas pursued abroad indicate thet 1t waa
the pollcy of tha Department of Commerce to favor the introduction
of such practices in thie country. This is all the mnfa true slnce

1t concerng o forelgn metter as to which the Commiesion would not
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Pe expected, of its own mowledze, %o have eXpert lnformation,
It wag for that resson, under the dutles dhﬂrgaﬂ upon it by
Section 30 of the Seeurliies Dxchanre Act, that 1t gent abroad

an officer to investigete the matier.

The statement is made that wy deserdptlon zivers solzce
to thosBe who c¢laim that imgrican lawes, martlenlarly the
Spcuritles Acte and the caplisl gaine teox, have driven treding
in Amarlcen securities abrosd. But, at the present moment, Hush'
a clalm really would be a dead herring, vhatever mey bave been
the eituatinon ssveral yaara.ago. And I resglly don't eee how my
deacriptlion glver sclace to any dne. That tihe Securdties Exchangﬁ
Act would probably have aome effact of such character was raceg-

nlzed in the leglalation iteelf. My report is mo more & recog-

nitlon of that situation than is Sectien 30 of the Exchange Act,
itself. 4As to the effeet of the caplital gaine tax, there can
be no doubt, Yhe Lreaeury came to that conciusion ltmelf,
ps $0ld me By Depuiy-Commlseloner King. #nd, af g mDaber of
fact, in consequshce of an Investigation made in London, the
Treasury caused to be modifiad the requirsments of the capltal
zeins tax insofar as forelgmers were concerned,

But above all, the report proposes an affective remedy
to the ¢seaps from proper American regulation, Tne eecape

cannot he prevented by the cloplng of one'sa eyee to the
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oxiotence of the problem, In fact, Eectiag 3D_1ﬁpﬂséi a duty wpon
the Commieslion to find, 1f possidle, a raméiy.

That the international mechanisms can and sre used to
sscape our lawe ls shovn by the actlon of the Tremsury. The
Treggury becama so aware o¢f the evgslon, tﬁrcugh thﬁm, of our own
tox megsures that 1t set ouil upon a long-drewn program to take
treaties with the several nations of the world, with two major
objecta in vlewt (1) to provide, by trea‘h.y:', for the lnternational
exchange of information of walue for taz-enforcement uaé. and (27
te prnviie! by treaty, thet the seversl treaty-making ﬁqwgra lend,
respectilively, to a greater or lacse dagrea._thsir tax=anforocling pro-
ceduree to one anothari notwithatending the age-old principle that
nne soversign does not use its juaicial an@ other procsdures for
the epllection of taxes, even thoush ahown Juat..ﬁf forelen
states.

For sxamnle, Just befora the oukbrezk of the present war,
these negotlatione had led, as far as Frence wap concerned, %o
the metual maldng of g treaty. BEatlfleation has been held up,
however, owing to the war. Negotlatlona were also Belng
conducted with Venpde, Bollaond, anﬁJzﬁiit.naticnn. A though,
swing to the war, thils work ias gquieccent, 1t has nuﬁ been
gbandoned. Deputy-Commiseloner King of the lresmury Depertment

and ¥r, Turkel of the Stote Depertment are chorged therewlth,

—_—
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gap can be closed, there will a.].WE!F'B be thls loaphcle ﬁu" iv
regula,tinr of stock exchange trading. witleh will ‘ne tha l,arger the more

.-,4_

ef:,ectwe our own regulation tiay becone.

The use of the internationsl loophnle, morénvef réissé tha complax
gubstantive problems of private mternatlcmal Law, md,epexldent of those.
of prac:ess, venue, and jurisdletion. Tis, point is mede concerning my
gtatement of the lsgal effect of the performance of acts mI.ondrm
Certainly, the general prirciple of privﬁta interﬁation&l Law ig 'that pemal
Measurss are g:.wemed by the lex loci, UWhether B}:{:Eptions would exist
under our own legislation would be a gusstion which could be resclved only
after legnl investigatior in the light of the perticular circumstances of
2 given cage. All that I ssy is that the culprit might clzim that he was .

* governed by British law. I have litble doubb that he wonld make such a

cleim. VWhether he could get away with i3 would be another question. But
tﬁe claim would still be an impediment and lssus.

Glearly, in view of the easy mans by which intemtianal semarities
transactiur.s can tre effected, the Commlasion mmst fzece the mroblem, if 1t
is over a long period of tims effectively to regalate our own markets, hoy

this gpp can be closed,

Tne point is mmde that I do not adiuce resl wroof 88 to the extent
ty which London mey be used to escape American recuiremants. Pé,tantly,

such proof in any full sense commot be addnced, That is t1e . Tenson that

farther action is necessary. But the record of my coafersnces, which

N 't-:: owr regulations. And, if means are not . fomld. h:,r wh:.cnr‘_':hs intemational

FE T S
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constitate the doge for this part oFf the re'porf, are a guite sulfiiclent
suppoert, in ny opilsieon, for the statements which I malee, Further,
various investizmtions conducted by the Commis=sion znd appearing to involva
foreign elements conld not be carried, notwlthstanding the suswlcious
pircumetances, -to a conelusion, hecmsise of an inability to gt acrosg the
national lines, And an investigation conducted by me in London congerning
tﬂé Mz jestic Brdio and Televieion Corporation deffinitely indicated, from
the precise facts obtained, that manipulative praﬁticea in that stock wers
baing conduneted from London, |

I do believe, howsver, that further iznvestigations should be rade.,
I, of course, cnlul'i not undertaive that, since I have 20t had a ataff. In
voiny of fact, I have proposed that ,.a complete Lvestismtion shmuld be
mde ﬁurning arcund one particular house, Singer and Friedlander, which
thers ls fair reason to believe, has besn made a focal point for vielations
of American messures, |

I would rot be surprised also that if a éamplete investization could
be mede of the trading in U. S. Stecl at various times, particularly around
1937, evidence would be found which wuld show that the foreigmer, with
design and warpose, had mica to do with the sudden raiging snd dropping
of the prices in that lsading secwrity, which ma;,r:have had considersble
influence in brianging about the collapse of 1837, It is thegs thinge which,
in my cpinion, should merit maeh further investigation.

The statement 1z made that "we feel, however, that if Mr. Weff is

corract, the Commission has a grawve responsibility to do what it can to
correct this situation’; that is, the possible use of the London market
to gscope American Law,
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In the view of the writer, thet is ths very purpose for the
_publication of_ the report, hegausa,' showings the;graﬂty .of the problem
ard propesing a remady, it 'T;mulr:‘_i lay the g-oumi;fcr affectivé sction,

For the proposed remsdy 1s of such neture that & precedent general Tublic
discussion of the lssues invelved is the best praﬁa:atiqﬁ for effective
action., And thiz can best be done now, when the issue is noft alive, froom
2 trading standpoint,

Apparently, however, there has been some .mismdarstanding ~f the
remedy which I propose. Perhaps 1t would be better if I would state it
ggein, It is, briefly, that the London ”Hmericﬁn I'ﬂ.Ia.r]{Et” ia not a thing
by itself, but depends for its _lifa upon the re‘liéarsal of itsa tran.sa,ctionﬂ,
or Mundoins™, in Mew York, That ﬁa*.-: is neld, I: think I can say universally,
by all the pmfas.sianala in the two merleis, Biinc.e Yyngoing! manif:;stly
involves a transaction in Few York, thls government has é;ot a corpletea
hold on the transaction, since patently it can teire any measurs 1t deems
proper in regard to such an '"undoing? _tranaactinp.

vwoint account arbitrazé iz, 1Y 1z clear, the moet effective means
of guch "mndoing?, beeause, through the operaticns of Jodint account srhltrage,
the 3ritish Jobber carn Mundo™ cheaper in this market then he c.an dirsctly.
In the above—mantioned memorsmdmm it is intimsted that this fact msy not
he correst, Yot ths jobbers and the arbitrageurs in Lendon state uwn-
equivocally that such is the cass. Expert arbitregeurs in New Tork have
aleo mads the same statememt, In fact, Mr. Jacquin, wha lhag bandled many
foreizn quastions for the Hew York Stocic Exchange, admitted to me that it
wag definitely so. If the Commisslon desires, I zhell collate the statements

of all these persons in prosf., They are found in my memorands of conferences.

But zy recommendation does mot limit itself to Judnt -seoount

arbitrage. It extends to 21l ferme of M™indoingt, For it is clear that

¢ ————
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2]l Mandeing”, whether or not tlrough arbifrage, must rea'.ult in actlon
by a New York Stock Exchange *nem‘tﬁer. Thisg government therefore, has

complete power of actlon, whatever form "Uﬂﬂ.oing" talces

But it is very deubiful, to aaar the 1east whathar.

conld exlst if 'l:he ensy faclllties afforded b:,r jaint-accuunt>ar‘bitrage were

d.eatrcyed That 1t is The most efflciant means - of ar‘hitrage is recag:izad
by the Jew York Stack Foxchangs and 'Tts smlr.asmen {Sea pu 161. cu t}:ue Raport
and oo, 67 and 72 of the footnotes). 4 governor of the Toadon Stoclc
Tachange -~ his statement could not be cited as such in tha ‘report because
it was confidential -- has sone on record with ths statement that if joint-—_accmtw
arbltrage wara.remc:-vsd the London "Amsricon Market" would shrink fto a mere

shadow of ite former self (See letter set forth 111 idden&m marked, “A"):.f

Sinca, therefore, "andeing" rests clesrly with:m the rEnga.t:Lve
contral of this government, i1t 1s clear that the _Lonﬁx:-n market could be | ]

forced to take such steps as would be conscnant with the non-ability to

ase the London merket as o means to escape American rsgulation. And I

think that the repor'i:. demrnstrates that this is so.

And it does not seem to ms that my report iis in conflict with the

gasentials of Mr, Appells report, although I would differ wlta him in

e e e b ok i v

certain of his interpretations.
Mr. Appel was concerned with the question as io whaether the rules i
sgainst snort-selling should be applied to arbitrage, and he comss to

:ne coniusion that the srbltrageurs, for bona fide arbitrage, should be

exempted from the rules agalnst short-selling, but that a_,t_i?ance arbltragze

shﬁuld_nnt be so emempted.
He orrives ai the conelusion that_bgna fids arbitrage shounld te

exempted from the short-selling rules Mif the Commission accepts as a




RERRADLKCED AT THE MATIDHA MACHMES

. T L

: -g',:-

starting-~point the utility of arbitrage practice to the economic world."
{p.11, nis raport). But ikat is the rea) mestion. He does bring forward,
28 =n introductory statemeny sertaln comsiderations which aeeﬁ in his mingd
to point to the utility of international arbitrage, although I do not -
velieve ke would take them as proving the polnt.

But Mr, Appsl doss not at all zo into the: question as to visat is the
type of trading that occurs on the London Exchange., In tue sbsence of an
saswer to this auestion, 1t is not pessitle, it wonld seem, to come to
any scund egnelusion ag to whether arbitrage in the ingtant case is uselul
or non-naeinl, beganse otherwise ltg ecnﬁnmic funetion does not appear.

ind, secondly, Mr, Appel does not ﬂiscuﬂs. in a.n;r complete way the
most important questlon of all, as concerns arbitrage, from the Commissionfs
standpoint; i.e., whether the London mariwet aff oﬁs a means fo ascape proper
.ﬂmerice;n regilation of the trading in American securities. |

ﬁni further, Mr. 4ppel admits that short-selling raids in London would
Ye tronsmitted, in effect, immediately through arbitrage, to the New York
Stock Exchange. From hisg s;qpc-aitiun, it is apparent 1:;ha:1: in any event,
whether there be a short rald or not, 1f short-setling has brought a lower
price in London then in New York, thers would be immediats selling, through
arbitrage, In New Tork. The only case in which this would not be true would
te where the decline in Iondon was not as great as in Yew York.. In con-
gequence, 1t appears from Mr. Avpel's own empositlon, that shert-selling
in Zerdon, for all practicsl murmoses, has an effect on price atructure
the same as if those sales took place in New York. Hls justificstion,
nowever, for exsmpiing arbltrage 1s that these effecte would be carried to
Yew York just a¢ well —— in fact, as he saye with mors deletericus effects! --
if arbitrags was orohibited. Thie, it seems to me, 1s an assumtion becanse,

as is demonatrated in my report, dealing ihrough arbitrape permits effecta




REARODJEED 47 THE HRTIOHA, MACHMES

- o2 .

to be tronemliited at lesser ceebe then would be the case with direst business.

1

Clearly, therefers, arbitrese serves to mpke more immediita.tha effecta of

London dealing on Wew York prices than would Dtharéiﬂa be thénﬁaaa. Hot

only would the cost factor bring sbout this result, bub. slse the greater

facllity for communication snd the greater rapldity with whioh %ransactions

can be effected in arbitrage.

CONCLUSLOME

The above memorendum concludea thet the report should not bs pulblished
in i¢s present form fer the repsons indicaoted healow, aﬂ.fu which 1 should
like to polnt out what seem to me ‘to be countarvailing uonnidé?atibnn.

"1, Benause eo mech of 1t was necaﬁaarily tased an hesrsay.?

A great deal of the report ip putting tevgether a lerge amount of
dagumentary infermation which hes never before bae# foeuned on the.vital
quaation of forelgn trading in American securitieaf Thia informatlion is
clearly not hearesy. It compriees & large part of the rapnrt..

Thers are glese locluded s large smount of unpublished gfatiatica whigh
ure viéal te an understending of the problem at hé#d.

Ths descriptlons of the relationa betwaen tﬁﬂ m&ﬂ;ata'&ra novel,

And, as %o that part depending on stateuents made by competent observera,
it does not seen ko me felr to gualify a resume of fhair etatements ae hearsey,
Pheas ataﬁemants were those of persone directly obaarving the phenomena in
questlon, which 1p nelchar hearpay ner oplnlom, hut dlract svidencs.

12, Bgceues we believe that the comparison of the london Stock Exchgnga and tha
Hew Yorie Stock Exchange is invelid.r

As pointed out sbove, the comparizones are direct égd immediate in

charzeter and the essentlal faete are not oper to questlon. And thiaz comparison

ia necessgry to an understanding of the trading in Londom in Argrican ascuritles,
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and thae link between London and Few fark.
"3.:Ee¢ause it pdde litfla. it anything, to the alréady publisghed pnd unpub-
‘lished material on thes subject, including the Taﬁﬂé@l Rspbff.“
i 15 clear thab no such general atudy of th? relation af cur market
to the Hnglish market has ever been published, nnr'%rapared; nor has any been
documented with tﬁe core the present report has rec?iwei, In feet, tha puﬁ-
lished wrltinge indicate thst there 1 no availablé $curcalha£erial fur ey
parts of thla revort, and the ground covered was novel, As far as publiahed
dete is concernsd, there 1s largely e vold. | |
In view af the lmportance of the effect of éureign nréding on our
merkets, 1t would Aesm %6 me that the Commiszion wupld nuﬁ hE.sBr?ing thoca
people who study our markete by falling to puhliuhithﬁ aﬂaiiahlﬁ fdots, Whataver
m=y be the llmlcatlone upon itz use from g Btatistical Etanipnint.
For there 12 no roason to bellieve thot upon the gessetlon af hostilities,
foreign trading will not resums, gs it has done uﬁnn the cessatlon ur.all tha
approzimetely _ .
other ware singe tho/lL0 years that thg forelgner hes been interestsd 1n
American securities, In fact, it would eeer that these gquestions ahould receive
conpiderstion now. _La polnted out ahove, the overfeclllty oY the cunvartihility'
of iavestments in one acbuntry to lnvestmente in onother mey well hove been a
large contrlbuting csuse to the seonomle dletwrhancee whieh, at lesst 1n pert,
muet hatve cantriﬁutad to tha outbrepk of the prepent war, And 1t I8 thae
daclarad pmolicy of both this govermment and that of England that the éconumic
éonditicns exletirz prior to thle present war should not return., Certainly,
the relationships between the two most lmportant c&piﬁa}_markﬂts of the world
was an lmertant phase of the economic life precedent to thle present war.

The_tranafaf of Willdpnae of dellare of gZold Lo this counﬁry in that paried ia

clesr evidence thereof, And se t¢ any posi bellumi.economle adjustment, 1%
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. will pertalnly Le nscessery to considsr whet chang;é. if any, Bhﬁuli ha mads
in the facllities for the flow of caplial from one country to another. I feel
cartﬁin fhat the present report will confribute fto an uwnderstanding of the
complex problame involved ia that regard.

"b. Becsnse by implication it casts disbinctly chal}sngeablﬁ fsflectiana upon
the Heaw furk Stock Ixchange and the Americen moriet; !

I do not mow to whet reference ie mmde. _Inaéfar g5 I was ca@abie -
pnd I think it has been schieved -— I have perely triled dlepasslonetely to
deseribe the bealc organisme of the two merkets. As indidated ghove, I havs,
insofar a® was practicable, uzed the lengnese of the JStrest ln deserlbing the
Ha* Yerk market, ir 5 person, upon reeding, eoncludes in h;h.nwn Eind that
ﬁhera Bre uer%ain mecbanleme of the New Tork market which aﬁccmpliah remlte
not present in Londan, that sprinzs from the MNew Yﬂ%k mechaniema. themeelves
rpther than from sny disparacement found in the repért.

"5, Becanse 1t glves unjustifisble smmunition o those who cuntanﬁ.that American

stptutes have driven Amerlean aeeurities treding &b?ﬂaﬂ.“

m ———— e

‘It doses oot 2eem ta me that thie 1s correct. That there has been = i

laree and actlve Dondon "Amerleen Market" cannct be dovbted by ANYONE, gnd 1s
nown to all those who are familisr with the securitles business, This market, ;
it ip zlsc commonly lknown, long snticipated the existence of the Becurities Ants, ;
The report merely Indlcstes that thelr adontlion may have contributed to that

ﬁarket, which wonld zsen gelf-evldent. A etatement to that'effact,.in &
diepaasionete survey of the relaiian betwean the twe markets, certalaly cmmnot

be wead in any way agalnet the Commissisn, It would rather show thet the

fommlisslon 18 mttacking ite probleme in an unblased and tewperate manner.




