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September 14, 1964

10 The Chelrman
¥RO# 2 Pawid Bilver
SUBIECT: Hr. Tunston's Charges of Comslssieon Btaff MWiscondact

In & telephone conversation with the Chalveman on September 11,
Hy. Fuosion mede certalsn charges sbout the staff in gevevsl snd sbeut
wy copduct in particular. 45 I wpderstand it, bhe clatms that the stafl
bas constambly sought €0 undesmipe hia position at the ¥YER and hes
“gone sroved hin”, preswably with the yw;pma of doing Hiwm some
persvosl bere, Bis allepations smmm wy eonduct imvolve s mecting
whieh 1 bhad with My, Jeses €, Eellogg, 111, President of the Assoclistios
of Stock Buchewge Fluvwe; & covversghion with My, Chaxles Hozan, Jr.,
managing paviner of Fesucls X. ﬁﬁﬁ%ﬁ% & Co.3 ellapged conversations with
Miss Efilesn Shenshan of the Few York Tiwnes and stetements by me 2o the
Comslesion concerning dissgreements babween My, Fenston snd My, Geay,
Exsrutive Vice-Fresident of the Excheng

iz to present the fectual backyvound of thess wmeiters snd Lo siate wy
positios with vegerd to thewm.

in genersl, snd with zespect teo each specific allegetion, I want to
stats that my conduct and purpose throggh the pesied of impleomsntation
folicwing the Special Svedy Beport uwse ot éimmé st smbarrsssing

oy ivjuripg ¥, Yonstos oy siyone else, Ry activities were desigraed




“2‘

solely te earvy forwexd
suthorized by the Coomission. Esch of the wetters which concerms

specific projects which, in eech sase, were

m,mm'Mmeawmmmmmmthmmm
the Coemission. Nowever, since ¥r. Penston sppevently desirves to press
the mstter, 4t might be useful for the record to set forth s complete

slatoment on inmh of his spevific allegations.
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Afeer the conclusion of the @pecisl anﬁy the Commission essigned
bigh priocity in ths lwplesentation progrem

m m Pirryamaana o

nge markets. I was sssigusd the responeibility for the
{mplementation of these recom
Hessre. Saul, loswle snd Werner, 1/ 8ixz projects weve undertsken in the
exchange &res «- Rule 178-8 {pre-filing of eschinge rules), edd-lsts,
flcor trading, specislists, sutomstion, #nd exchange prpenisstien. Of

endations wnder the genersl supervision of

theze aress, only 4be add~lot project has been free from major controve

I have been intimstely inwived in essch of these projects, both im the
formulation of policy and in the discussions @d negotistions with the

1/ Ses iepleventstion mesersnda to the Commi
Getober 14, 1963,




Mr, Xellogs 48 a member of the KYSE sud @ Sormer Cheirman of the
Bosrd of Wi; of that Emchange. EHe is cwrrestly President of the
duspcistion of Btock Emchange Fivms, The septing took place on Harch 20,
1964 end concerned fleer trading. | |

&g will be recslled, after the Exchenge beld an fnltisl sseting with
the Comnissi

o, the Toemission staff bed s sexies of mestings on Fieox
trading with representatives of the BUER's Specisl FPleor Tesding
Cosmitbes. During these vagolistions 1t became appevent that the pesitiusve
of rhe Commission snd the EYER weve wery favy apext *m! the lssue bocsne |
doadlocked. The Commimsion floslly determined that the matier could mot
be resslved without 8 peblic bearing at which the varicus views would be
fully exploved and evidence mdduced, Accordingly, = leogtiCy walesse

wos prepared senouncing public hearings, M wss spproved
cmisaion, However, both the staffl and the Comsisslon fell that ewvery

effort should be made to arrive at 8 sstisfectory solotion without suwch

hearings. Pany meetings were beld betwoen the steff sed the Coms

snd betwesn menbers of the stelf end various Comissionevs,
it was in thie context that ove fival conference wes held with

official represcntstives of thes FVEE oo the moruing of Friday, Meveh 13,

4% this meeting the staff eomwe

zyed to the Zschenge vopressntatives the
views ef the Comslssion that wnless & sstisisectoxy solution could be
reached the probles esuld be vesolved only sfter public hearings. Fioal
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views ©f the Brchange were sulicitad but it wes clear that it bad net

yielded on any lmportapt points. #hen the finsl meeting adjourned for
lunch the staff discessed the matter with the Commission awd it was

decided thet the ge should be finslly inforsed thet the Comsission

was prapited to lssue the mMua Afrar lench the Bxchenge waw so
potified and the mesting was sdjoursed. |

The nezt day, MYsrch 14, ‘m PISR sent a clircular to all wesbers
giving its version of the previcus vegotisticns end indiceting its
isventien Lo opposs the Comulmsion wigoveusly. The decument slze ocop-
talned a divect attack op the steff of the Commission:

Irivg the course of our discussions with the BEC, 1t bacaowe
_apparent that the Comulssion staff had closed its mind to mny
“pugpestions short of 118 oun prepoeais to smesculats floor

trading.

This attitude nmay be explaived in part by the fect that the

etaff with whos the Yuchange wmmm&iwt ware conferving

wae wach the sase group of peoplie who kad writisn the Specisl

Study o which the vecommendation o hey {loor teadisng wes

Wﬁ; Thess people sm in the suviable Fm&tm nf sliting
judpment on the velidity of thely owm recousmends

Puriog the moxt week the steff end the Commiesion held fuxther
discusgions on the possibility of finding seoe wey for setiling the
centroverey without g mjmé vonfrontation, Vavicus Comsliggiovnevs
suggasted the possibilivy of opening contect with fwpertent sumbers

Both the Conmission end the ateff were sware

iommaire, that the position



e
that the Exchen
the Bwchangs spmmmity. 1/ Mesohile, the Cossis
cation of the zelssse.

Oa or sbout Tussdsy, Mareh 3%, Mc. Eellogs petd an wnsolicited
visit mmmww@m~mmmwawmmmm
popeible, The Chalrmeu inforved the Commission of this ou Weduoaidey
morning end the staff was euthorived o pontect Hr. Eellopg. Own the
somes duy, Be. Ssul vesched ¥x. Eellogg by telophonn $n Hew Tork aod
¥r. Kellopg fndicated thet i his wiew & substantial espital Ligure wes
appropriste for floox traderz. Sloce this wee voe of the wejer poluts
which had provemted settlement of the prublem with the Exchenge
folr that fnforesl discussions should be pursued with Mr. Fellogs
Aceordingly, with the Commission®s brovledpe, I exzesged te maet with
him Thoredey, Hergh 26. At his sugpestion, we wmet #t his offices st the

ge bad tabon 414 wot wholly reflect the sttitudes of
ion held up pubii-

Bewart Afrport &t 8130 AN,
y 4% wip agresd thai watever wes

At the sutsst of ths seeforence
zaif would be satively off-the-rocord mnlese v could resch sprsspent

I mekod ¥y, Xelloge for sese indizetion of which het he wer weariug.

e indiecated that be wae speskisg in his capacity se Prasidest of the

3/ This was aisa wm By seversl meuwbers whe told ue eboul
Bxchenge to selicilt mmm frow soaber fives in
defonss of ﬁaw mm. Mereill lyooh and @mmgm te sign
wuch & leiter and ¥Yrancis 1. dufont jsdiceted that ii ms: £mmm
o write 5 letter oun flooy frading 1t would be vpposed change”
pogition.




despeistion of Btock Bachenge

kion of his Exegutive Commitbtes or 4t lesst & svhstential poction of
it. ¥ told him thet jm &8 be oould sot bind the Sxchenge

wet spesk for the Comsisyfon. On thewe bevms, we then sagaged in &
full disOouesion of the varlous problome mssocisted with flsor trading
s0d possible solutions. |

1 sutiined m in the Divieion’s view wes the wisimus acoeptabl

st 15D

progees. With voe miony reservetion, ¥r. Kellogg indicated botel egres~

wont with sach and every polnt, 1 falt thet this polut {which frvolved
Timuidations at & lose) should wet be alloved vo ebstvest & possible
mpnt, #nd T dndiosted thet his suppeast

At the sonclusion of ow discuselon T ashed ¥r. Kellogs wher the

nent step would be, sinee the Complesion had by that time Mm
to issue dts own velesne sarly the wext week swwuniing peblic hesrings.
{sardor pariner of Gosdbedy & Co.) snd YLenees (President sf Mexrill
tynch) #md Lf they sgresd he wuld contact the KYSE.

Within s howr axd 8 holf siter X left ¥, Xellogs in du
Hew York, the Chalrean of the Bosrd of Covernors

Halts, wos sttesgtling to contast se. Ou Mondey, wMarch
npe conferved with the Division and indiceted coeplels
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The sbove representy my best yeoollestion of sy confersecs
¥e. Rellogg. At a1l tises the Cosmiselon wes hept sware, forsally end
informally, of what the Divisies e ﬂbiﬁg« hs wom pointed owt sbove,
the Eellogy mﬁm ghonsend fmm " umwmum n e, Cary and
. Xellegg, Theve was wo theuwght of undermining Mr. Fussten, going
behind his bick or otherwise dawaging his position. Our sttempt was to
utilize svery possible cheussl to selve & diffieult and cowplex probles,

ot suly s M. Pumston in evvor se te the {eplicstions of the

snce but, T beliove thet hed the fleor treding sstter poune

the desage o his position would bove besn sub

tnstsnce in which I tried to
sreabion with M. Cherlies
naping periner of ¥. 1. duput & Do., the sevend lavgest nesbe
sund of this comvarsetion, which took
place on May 20, 1564 mmm. follows.
Soma of the vevownendst ad 1o Chapter XIT of the Special
Study Baport pariaived to the yrgenizstion of the NISE
the isvuve wae posed whether floor prefessiomsls, 4.e., specialisgs,
redors snd §2 brokers, exwreised 8 dispreperticonate influence

Af it will be s axed Lhet the staff of the Divieion sae ngg o
ko ‘“‘ﬁém EVLGance ‘*f Ww&::m aptivities and wther isproper




satetives of Herrill lyach duelog the spring of 1964, and
# short Risme lster & smimiler westing wew held with representst
frbout, 8t which Morsn wes presemt. HMeesvs. Seul, lovsis, Wernar snd
wyself, swong others, stisoded both conforences. The Comadesion was
in length'y nmeworasds

foth fives coniirsed fhe sxiztunes of the srebless noted by the

Sporial Study. Both felt thet the melor comdesion fives were woder~
vepresented in the poverning bodlies of the Escharse
ns by shich this problem pould be alleoviated through
sangs Constibution.

mmpented varicus wes

s on the staff

&lsp during tha spring of 1966 wr. Punston and othes
of the Zxchange bad infovesl discussions v tere of the stalf of

pesition va this @nd releted matters.
Dn By %ﬁ 1804 the Conmliss

HEEE o discuss o




The staff of the Divisicn hed further scosion to discuss the matber
with the Commisaton. Although ne decisfons were resched, it wes weder-
stood thet the staff woeuld culbinmm to conduct lefomel dlesussiony with

e on probless releted to the wgenivetion of the WIEE.

Since 1 wme bo be {2 Nov York on May 20, 1964, aa swother setter,

1 desided _t&m& £t would bo sppropriste @ lhwes g ferther diseuenion with
Y, Fowan snd so dnfix pamines. %o ewt 8¢ bis office, We

ght that this epleode wie an exeellent demonstrm
the fsct that comniseion fivss were wmot proper

his sres. Ws alee ddscussed the then
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o the best of oy recollection the shove vecoouis 4 annn of
rersetion with ¥r. Moven. 0. Seul wes cuevs of wy visit with
He. Yormn At the time #od I later meotiomed it to Chsivess Qexy. 1 4id

e aud X toid

pyereslbicn as belug of walor lopurtane
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There is abwolutely ao treth in ¥r. Pesbton's sllegecion. I

kvow Miss Ebevshen, and she did vall we vhen she war prepering this

seticle. T wid her the she probably kosw wore then T @14 sbout the

interoal politics of Wall Street sod thet in sy event this wes an

srea in vhich ewpleyvess »f the Commission sould probebly provide her

with 1ittle or wo infoweation. X especially swetioned thet BEC wplovess

would be swbremn

m&mm oy Gomanant we @W W f Fikstn

the perticuler satters she fatended to cover im her story, 1 stated
thon swyone in Weshingtow sould mxmi. $he stated thet she had
alveady decidsd to go to Pew York. 1 mm’immﬁﬁ that Miss Sh

pest #lvwet & vedk Inteceiewing verious poreons

6f couwse, I heve w0 way of provicg thet I veas o5t the foeplestion
of Hise omaves, 1 Belizve that 1f Hise Shosshes
vers asked to verify ny reosllectiva of o covvevast

Shansbhan®s srticle.

Fouston alev sees s part of vy alleged niscondy
thet I recestly reported to the Ommiss

tray 414 not e eye to oye wp ourtais of the specialist weo
tione of the Spevisl Bredy. BHe told cthelvees Coben

sakrue and thet be and ¥r. frey wore 1o total am
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rge would gather such Jats conslstently on & =S MR
political problems but that bs would meke a persosel coumitwest by
e, mmmmm&@wwmammmmmm
: tnes. Xf ¥ic. Gray bad steted the views of the

Y% thes we 4id pot pes bow we could recomaed

o

pping rele, Oa the othew hand, if Mr. Funstoo wss

senept @ recordin
eovrectly stating the vioes of the WrSE then 1t wight sot be crucisl
that the rule sontais & wendat

3 told him ther we were utterly baffled st the ioconsis

e, Yunston's stotesont and that of M. Grey. He agreed that theve

were wajor duconsisiencies between the twoe sbetenents
eould be sxplaived by the fmet that Mr. Gray wes mgpeasei
of the Bpecialist Commit

Bancntlve Officer of the Bachang

tns, while 2. Fuosion

In the course of the wovergstion I told My, Caspuin ¥
wd that the viwle agroesmn
king dwm. 1 tld him that neither the Divisien

i w M SRR
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aoy the Copdseion

wanted a Tight about the speclaiist recmsendations
I reminded him thet on the stopping stock recossesdetine

Hr. Waskts hed
sald gt the time the Exchesge sgreed to go sloug with the Speclsl Study
position thet the STSE did not went to "bleed snd die" over stopping
steck, I stetsd that 4t wes ales my position to eveld bleod, but that
1 somsbody wested to fight all of the blood would not be mine.

The ebowe {8 the only knowledge I have with respect o disayree-

oo, A noted sbove, the mstier was

pporied to the Commission becanse 1% hed & dirvect Dmpeet on the kind
of gpproach that the Covmission ehould take with vegard to & substantive

fssue, It was not vepurted e of wndernining M., Punston®s

positios.



