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STOCK EXCHANGE PRACTICES

Joxe 6 (culendar day, Juxe 16), 1034—0O:1dered o be prirted

Mr. Frercuer, from the Committee on Banking and Currency,
submitted the following

REPORT

{Pursuant to S.Res. 84, 72d Cong.: 5. Res. 58 and 8.Iles. 97, 734 Cong.)

The Committee on Banking and Currency, authorized by Senate
Resolutions 84, 232, and 371 of the Seventy-second Congress, and
continued in effect by Senate Resolutions 56 and 97 of the Seventy-
third Congress, to investigate security dealings, banking practices
and effects of same. submits the accompanying introductory state-
ment and report:

INTRODUCTORY STATEMENT

On March 2, 1932, the Senate Committee on Banking and Cur-
rency, or any duly authorized subcommittee thereof, was authorized
and directed by Senate Resolution No. 84 of the Seventy-second
Congress to make a thorough and complete investigation of the
practices with respect to the buying and selling and the borrowing
and lending of listed securities upon the various stock exchanges,
the values of such securities, and the effect of such practices upon
interstate and toreign commerce, upon the operation of the national
banking systera and the Federal Reserve System, and upon the mar-
ket for sccurities of the United States Gouvernment, and the desira-
bility of tire exercise of the taxing power of the United States with
cespect to any such securities,

Pursuant to the resolution, an exhaustive investization into stock-
exchange practices was conducted by a duly authorized subcommittee
nf the Committee on Banking and Currency. Public hearings were
held on April 11 and 12, 1932, with Claude Branch, Fsq., acting as
counsel to the subcommittes; and hearings were continued on April
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2 INTRODUCTORY STATEMENT

18, 21, 23, 26, May 19, 20, 21, and June 3, 4, 10, 11, 14, 16, 17, 18, and
23, 1932, with William A. Gray, Esq., acting as counsel. The scone
of these hearings was limited to sisc%wexc}w' ve practices.

On January 1! and 12, 1933, the subcommittec heard testinony
regarding the flotation and distribution of securities issued by
Krueger & Toll Co.,, with John Marrinan, Esq., conducting the
examination.

On Jsnuary 24, 1933, Ferdinand Pecora, Esq., was retained as
counsel to the subcommittee and thenceforth the inquiry proceeded
nunder his guidunce.

On February 15, 16, and 17, 1933, evidence was presented relating
to the Insull failure.

Between February 21 and Maich 2, 1933, hearings were held with
regard to the National City Bank and its securities affiliate the Na-
tional City Co.; and on March 1, 1933, testimony was also heard
concerning practices on the New York Stock Exchange.

The scope of the inquiry was materially expanded when Senate
Resolution No. 56 of the Seventy-third Congress was agreed to on
April 4, 1933. The resolution provided:

Rrsoived, That the Committee on Danking and Currsncy, or any Jduly author-
fzed subcommittee thereof, fv addition to the suthority granted under Sendte
Resolution R84, Seventy-second Congress, agrend to Mareh 4, 1932, and continued
in force by Senate Resolution 239, Reventy-geeond Congress, agreed to June 21,
1932, and farther continued by Senate Resoluiion 371, Seventy-second Congress,
agreed to February 28, 1933, shall have aunthority and heroby is directod—

(1} To make a thorough and complete investigation of the operation by any
person, firm, copartnership company, association, corporating, or other entity.
of the business of banking, finaneclag, and extendiog eredit: and of the business
of issuing, offering, or selling securities;

{2) To make a thorough and complere investigatinn of the business conduet
and practices of security exchanges and of the members thereof;

(3) To male a thorouzlh and complete investigation of the practices with
respec’t to the buying and selling and the borrowing and lending of securities
which are traded in upon vhe varivns security oxchanges, or an the over-the-
counter market, or on any other market: and of the values of such securities:
and

{4) T¢ make a thoroaeh and complete Investization of the effect of all such
business operntions and practices upon interstate and foreign commeree, Upnn
the industrial anag comme: dal credit structure of the United States, upon the
operation of the nationa! bankirg system and the Federsl Reserve Sysiem, and
apon the market for securitios of the Unilied Statez Government, and the desir.
ahility of the excrcise of the iaxing power o.f the United Stiutes with resnect to
any such busivess and any such securities, and the desirability of limiting or
probibiting t wee of the mails, the telecraph, the telephone, the radin, and
any other fa - hes of intersiare commerce or eommunicition with respect to
any such opecs” iy and practicez deemed frouwdulent or contrary to the publie
interest.

The authc =ity of the investicating committee wus farther supple-
mented by Senate Revwolution No. 97, of the Seventy-third Congress,
agreed to on June 8, 1923, which provided as follows:

Resolved, Thet the Connnittee on Bavking and Currensy, or any Culy oan-
thorized subcomniittes thereof, in addition to and swopiewonting the anthority
granted under Senate Resclutisn 81, Seventy-second Cangress, agrecd o Mareh
4. 1932, and continued and supplemented by Senate Reeolution 235, Seventy-
secorul Congress, agreed to June 21, 1932, RKennte He-ointion 571, Reventveeprnnd
Congress, agrevd {o Fehruary 22, 1033, and Sennte Resclution 09 Seventyibhipd
Congress, agreed to April 4, 1093, shall have authority to invesrizots any
travsactions op aciivitles relating to any wale, exchange, purchaze. aroguisis
tlon. horrowine, lending, fnuncing, issulng, disrrihating, ov ather disposition
of. or dealing in, securities or credit by sy person, firm, prrteerchip, com-
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pany, assoclation, corporation, or other entity, and/or any other gets or opera-
tions of any ope or more of them or of agents atBlintes or subsidiaries of
any one or more of them or of any entlty {(corporate or otherwise) directly or
tndirectly controiled or influenced by any one or more of them, which may
aftect or hear upon, either directly or indirectly, any of the foregoingz transac-
tions or activities. Such Investigation shall be made with a view to recom-
mending recessary lezisiation, ander the taxing power or other Federal powers,}

Between Mav 23 and June Y. 1953, public hearings were con-
ducted with regard to the business operations and practices of
J. P. Morgan & Co.

Between June 27 and July 6, 1983, public hearings were conducted
zi&h regard to the business operations aad practices of Kuhn, Loeb

o.

Between October 8 and October 13, 1928, public hesrings were con-
dacted with regard to the business operations and practices oi
Dillon, Read & Co.

Between Qctober 17 and December T, 1933, the subcommitice
heard evidence relating to the Chase National Rank and its securities
affiliate, the Chase Securities Corporation.

Between December 19, 1833, and Februarv 9, 1934, a public inguiry
was conducted in*o the ciosed banks in Detroit an’' evidence was
received relating to the Guaruian Detroit Union Group, Ine., and
the Detroit Bankeys Co.

Between February 14 and February 26, 1934, the subcommittea
heard evidence as to manipulative activities in the so-called “ repeal
stocks ” on the New York Stock Ezchange.

Between February 26 and April 5, 1954, the full Committee on
Banking and Curroney conducted hearings on the Securities Ex-
change Act of 1934.

On April 18, 1934, the corumniitec received for the recowd. a report
prepared by its staff on the tradinz aclivity in the storks 6f certain
aviation ccrporations between December 1, 1933, and February 9,
1934.

On May 1. 1934. the subeoinmnittee received in evidence the returns
filled by stock exchanges, stock-exchange members and member firms.
banks. and corporations in response to questionnaires wubmitted to
them respectivel v by the sibcommittee.

On May 3 and 4, 1934, the hearings verc devoted to ihe intro-
duction intn evidence of the reparts prepared by the investigating
staff of the subcommittoe on the Guardian Trust Co.. Cleveland. and
the Union Trust Co.. Clevaland.

In the course of the investizarion thus far condverted by the cub-
committee a record of maore than 12.000 printed pages hav heri com-
piled and inore tharn 1000 exhihits received in evidenee, The
subcommittee huz endcuvored to investivate thoroughlv and impar-
tialiv =ome of the complex and manifoid rannficntions of the huginess
of i=sming, offering, and <eiling securities and the business of harking
and extending credit. Tt bas endeavored o expose barking opera-
tions and practices decmed detrimontal to the public welfarey fo

3t 2hould be poted tunt the atbove Resadution Noo 0T hndd £ s primuiry pornoge the
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reveal unsavory and unethical methods emploved in the flotation and
sale of securities; and to disclose devices whereby tucome-iax liability
is avoided or evaded. Its purpose throughout has been to lay the
foundation for remedial legislation in the fields explored and in some
measure that purpose has already been achieved. During the vrog-
ress of this investigatien. Congress enacted the Banking Art of
1943, the Securities Act of 1933, the Securities Exchange Act of 1934,
and several amendments to the revenue act calculated te eliminate
methods of tax avoidance described before the subcommittee.

The cost of the investigation has been approximaiely $250,000.
The expenditures, however, I ve been justified many fold by the incai-
cuiable benefits flowing to the American people from the hearingsin the
form of enlightment as to practices which have cost them so dearly in
the past anc% in the form of remedial measures designed to prevent
such practices for all time in the future. The Federal Government
has been or will be reimbursed many times over by the receipt of
additional income taxes and penalties imposed on the basis of testi-
mony develeped at the hearings. To date assessments for deficiencies
and penalties have been levied by the Bureau of Internal Revenue
in a sum exceeding $2.000.00) as a direct result of the revelations be-
fore the subcommittee. No estimates are available concerning the ex-
tert to which the Treasury has been or will be further enriched as an
indirect result of those revelotions, but it 15 certain that a grea many
returne have been voluntarily amended and additional payments
made since the public hearings were held.



