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When I received the invitation to address you, I was gratified at the
opportunity for several reasons. In the first place, as a former member of
the staff in the Department of Economics of The City College, I am interested
in the work of the Economics Club. Secondly, I feel that a discussion of the
topic suggested by your Faculty Advisor affords me an opportunity-to explain to native
New Yorkers the operation and problems of some of the smaller securities ex-
changes of the United States.

Being residents of the city which harbors both the New York Stock Exchange
and the New York Curb Exchange, it is natural for you to be proud of the ser-
vices rendered by these market-places to the investors of the nation. To pre-
clude the possibiiity of being termed "provincial"™, however, it is important
to be familiar with and to recognize the advantages of the smaller securities
exchanges which attempt to perform, in a small way in local communities,
functions similar to those performed by the New York City exchanges.

The Securities Exchange Act of 1934 has been designed primarily to regu-
late (1) credit in security transactions, to limit speculation; (2) securities
markets, to prevent unfair practices; and (3) securities publicly traded in,
to make available to the public adequate information, and to discourage unfair
use by insiders of information which is not made public. The administration
of the Act is vested partly in the Federal Reserve Board and partly im the
Securities and Exchange Commission. The former is given control of credit in
securities transactions, and the latter control of securities markets and
securities bought and sold on such markets. i

My discussion shall pertain only to the work of the Commission in regu-
lating the securities markets of the nation. All national securities exchanges
are the concern of the Commission and they are equal in the eyes of the law.

It is the duty of the Commission not to prefer one over the other because of
size. The public interest and the protection of investors is the only measure
ing stick available to the Commission under the statute.

Upon the advent of the Securities and Exchange Commission in 19834, 486
securities exchanges were in existence in the United States and its territo-
ries. Of these exchanges, 5 were operating in the City of New York. One of
the first tasks of the Commission was to register or to exempt from regis—
tration each of these 46 exchanges. The process of registration entalled a
far-flung investigation to determine whether the exchange was so organized
as to be able to comply with the Securities Exchange Act of 1934, amd whether
its rules were adeguate t© insure fair dealing to investors. The exchanges
applying for exemption were likewise investigated. Where, by reason of the
limitea volume of trading on an exchange, the public interest did not require
registration, exemption was granted upon such conditions as would protect
investors. Today, there are 20 registered national securities exchanges in
the United States, of which number three are located in New York City. The
Commission has exempted from registration seven of the smaller exchanges.
Mergers and dissolutions have accounted for the reduction in the number of
organized exchanges.

Although the New York 3tock Exchange is the nation's principal securities
market, it is not-the oldest in the land. The Philadelphia Stock Exchange
was organized in its present form in 1780; the New York Stock ‘Exchange in 1817
and the New York Curb Exchange in 1811. It was natural for New York and
Philadelphia to establish the earliest exchanges since they were the largest
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indusirial cities of our early American history. However, it is perfectly
easy to see why other smaller and more local markets have sprung up across
{the entire couniry as one district afier anpther developed enough’lndustrles
and securities of those industries to make advisable ‘the formatxon of a
particular gathering place ior exch&hge. .

Prom a moré practical standpoint, however, there are equally important
circumstances responsible for this growth. In the first place, ﬁhere is the
physical limitation of the New York Stock Exchange. With all of the modern
machinery for speeding its work and 1ncreasing {ts capacity, the fact remains
that the New York Stock Exchange could not begin to handle efficiently all of
the securities which have resulted from the development of Amerxcan industries
and which ¢all for an active market in whlch their Values may be ascertaznable
at any time. The second practical reason for development of the outside €x~
changes is not s0 far distant from the first, but it is more important perhaps
from zn economic standpoint. It is the added public attention which sécuri-
ties may receive from being listed and traded on such outside exchanges. We
know that the New York Stock Exchange still stands” supreme as the model - market
‘for the securities of both large and small corpofatldns. ‘But the fact also

remains that the New York Stock Exchange is so large, has "s0 many issues list-
ed, and trades in such heavy total volume, that secnrities 6f ‘many smaller and
- more local industries would‘be veritably swallowed up by the bigness of the
premier market if they were to Dbe listed thereon.

It would be illogical even to attempt the argument that industries and
corporations of vast size whose ‘securities are listed on the larger markets
are the only securities, or the only corporatlons, worthy of publlc confidence
and public invesiment. ~ There are lIterally thousands of 1ndi?1dual corpeora~
tions scattered throughout the ‘nation whose fundamentals are relatively Just
" as sound as the largér aidd natlonalla known corporations whose' securxties take
a front pos;tion on the New York Stock Exchange. Their industry is” sound
their financial posltzon is good, their management is capable, their earqings
are large and their future prospects are bright. The mere fact that they
are small or local companies is no reason for excluding them from putlic

:ecognitioﬁ,:ffom‘active trading or fqom‘popuiar interest.

Using as 'a standard the dollar value of all stock transacilons effected
on the registered exchanges during 1938, the more important of them may be
classified as follows: o o ST

1. rew York Stock Efchdnge ° ‘ o -
"2, Few York Curt Exchangé ‘ T

3. Boston Stoék Exchange : e em e T e
4. Cliicagd Stock Exchange T B Co e Co
"S. San anneisco Stock Exchange’ - - o -

8.  Philadelpliia Stoc¢k Exchange s S T e T

7. Los 4ngeles Stock Exchange o R ’ o -
8. Detroit Stock Ex¢hange ~ ~ ~° 7 A S
9. Pittsburgh Stock Exchange = R ot o o

Since the Boston Stock Bxchange ranks first arong the securitiles markets
outside of Kew York City, I shall go intd soue detail relative to its mode
of operation. Any general statemeht> which I may make " are equally applicable
to the Philadelphia Stock Exchange and to the Pzttsburgh*Stock Exchanée. -

s EE TN N . . . .
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. The Boston Stock Exchange was organized ot October 13, 1834 and, with
but two exceptions, has continued its activities uninterruptedly from that
date. The exchange was closed for some four months in 1914 and for approx-
imately eight days in March 1933. The first closing was the result of
chactic conditions precipitated by the beginning of the World War and the
second was brought about by the Presidential Proclamation ¢losing all banks
in the country.

At the start of this exchange,,the available securities were very limite
ed, consisting largely of the stocks of banks and insurance companies, of the
local mill and canal projects, of small mining enterprises, and of the various
types of public debts; but, with the growing explojtation of national resource
es and industrial upbuilding, the supply was an expanaing one.

In the early days, business was conducted in a very different fashion
than at present. Then, there were no telephones, no tickers, no gesticulating
crowds. A "seat" was a literal fact at that time, for every member had a
particular chair and desk and wes forbidden tc trade out of it. There were
then two sessions daily, one shortly after ten d'clock in the morning, and
one about two o'clock in the afternoon. It was not until 1885 that seats on
the Boston Stock Exchange were zbolished and continuous daily sessions from
10 A. M. t0 3 P, M. were instituted. Prior to 1485, the President of the
Exchange openred each session ana, taking up each stock in which trading was
permitted, "called" each stock inm turn., Upon the calling of a stock, all
members having orders in it would state their rosition and endeavor 1o effect
transactions. ‘Yhen all had Leen accomplished, tlie President would then pro-
ceed-to call the next svcek, and so on through the entire list. Transactions
originally were private a1 it was not for a decade after its founding that
the Boston exchange gave itz quotations to the press.

Of the 139 members oi the Boston Stock Exchange, approximately 60 are
active on the floor of the exchange. Of these €0 members, 45 act as odd-lot
dealers in securities the primary market for which is on another exchange.
The cther 15 members trade in both round lots and odd lots of local securi~
ties. ‘

. Approximately 75% of the total shares traded on this exchange are -
handled by its oad-lot dealers. These dealers must accept for execution all
odd~lot orders in securities which are assignec to them. At their opiion,
they may also accept round-loi orders for execuavion.

It would be well to uizc.inguish o% this time between securities listed
on the exchange and securities admittec to uwiliited trading privileges there-
on. In order to-bscome fully listed, ihe issuer must comply with the list-
ing requirements of the exchange and must file with the Securities and Ex-—
change Commission the information fequired by Section 12 of the Act and the
Rules and Regulations promulgated thereunder. In this manner, adequate
information is made available to ABvestors.

Some time prior to 1880, the Governing Committee of the toston Stock
Exchange authoriZed its Odd-Lot Committee to admit to unlisted trading privi-
leges any security which was listed either on the New York Stock Exchange
or on the Philadelphia Stock Exchange. Auction markets were actually made
in these securitjes and both odd-lot and full-lot orders were executed by

members,
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Some of the other exchanges admitted securities to unlisted trading
privileges merely at the reguest of one of its members. Since such securi-
ties were admitted without -any ‘action on the part:ef:their issuers, “appropri-
ate information was, in-mest ihstances, not avdilable.. Here, then, was-a
-type of .exchange trading ‘whichiwas in direct comflie¢t with one of the funda—
mental principles-of the 1934 :Act. Becwuse of the-magnitude and. importance
of the questions-'involved, Congress made no finalidisposition:of the problem
*for a two-year period and directed the Commission,-in-theé- intérim, to make.

a study and to recommend the course which should be taken with.respect to.
this kina of trading. '

e - ot

- - .

The Securities Exehanée &£¢t of 1934, as amendeu, now: permixs three. types

*-of unlisted exehahge trading....In the first categoryare..those securities

which were admitted- to unlisted-trading privileges on-exchanges. prior-i10. March
1, 1934. It is with respeet.to these securities. thatradeguate. information

may not be available and, therefore, the Congress determined that there should
be - no expansion- in this categéry.. It was believed. that if this:type of
trading were- prevented-from:expanding, it would be. graaually.diminished through
the ligquidation-or reorganization of the issuers, the. retiremént or. redemption
-of securities, and the transit;on of securities to 2 fully listed or fully
unlisted status. Toe - . I - . ..

The tremnd -in this dlrecbion is indicated by the follow1né figures.A«On
October 1, 19384, 3,918 issues were admitted to unlisted trading on national
securities exchanges. To this figure may be added.55 issues which .were.so
admitted on the Chicago Curb Exchange and the Standard Stock. Exchange of:

" Spokane when these exchanges-became registered .in the latter part of 1035,

- making a total of 3;973 issues formerly enjoying unlisted trading privileges.
Ag of March 30, 1938, there vere 1,980 issues In this category. . Thus,.-during
the last four and one~half years, the number of issues has begen gecreased by
2,01R% or about 513 of the former total. .It is reasonable. to .assume that some
of these securities passed into the over—the~counter market whxle others
beczme fully registerea on exchanges. - - .

o .o - .- .-
. o3 e 2.2 0

. The second category-of securitzes to- whlch an exchange*is permitted
" -uncér the 1938 amendmént- to extend unlisted privileges,.imeludes-those which
are already listed and registered on some other natlional securities .exclange,
The distinguishing fact here is that comprehensive information is available
with respect to the issuer-by virtue of the redistration of the-security on
‘theother exchaiige. However, ‘the-availability of.information.does.ndét zlone
satisfy the regquirements of the Act. In addition, it must be
established to the satisfaction of the Commission that therecexists in the
vicinity of the exchange sufficiently widespread public distribution and
sufficient public trading-zctivity in the security to.render. the admittance
thereof necessary or approprizte in the public interest or.for.the protection
" of investors. Finally, even if these- conditiéns are.satisfied, .the Commission
is required to deny the‘application unless- it finds. that such admittance:
would in all other respects be in the- public lnterest. R L -
- A
To date, under this provzsion, 186. btock issues.and 2 bond _issues. have
been zdmitted to unllsted tvading pr1v1leges on 8 exchanges.

Securities eliglble for unlisted trading umder~xhe th;ra category are
those in respect of which there is svailable .from registration statements,
periodiczl reports and other -data filed with the Commissdon, information sub-
stantially equivalent to that -available: with respect tao a security listed and
registered on a national securities exchange.. Ce L,

-
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Here, also, the standards of distribution, trading activity, and public inter-
est, which I have mentioned, must be satisfied.

Thus far the New York Curb is the only exchange which has sought to
admit securities in this class. One stock issue and 18 bond issues have been
granted unlisted trading privileges under this section.

Securities which are listed only on the Boston Stock Exchange and those
which have a primary market thereon are traded on the floor of the exchange
in much the same manner as securities are traded on the New York exchanges.

With respect to securities the primary market for which is elsewhere,
the Boston exchange has adopted a set of rules which affords facilities for
the establishment of an independent secondary market. The rules also provide
for the execution of round-lot orders against the primary market, a system
often referred to as being "mechanically geared”. This system has been con-
demned by some exponents of centralized trading. It must be noted, however,
that Congress was apparently fully apprised of this system of irading on the
smaller exchanges. This is indicated by the testimony given by former Commis-
sioner James M. Landis before the Committee on Banking and Currency of the
United States Senate on February 25, 1936, when the amendment to Section 12 ()
of the Act was being considered by that Committee. The statements made at
thap time are as follows:

"The second type of unlisted security that it is important to distinguisk
from the type just mentioned, is the security which is listed on one ex-
chénge, and properly registered there under the requirements of the ex-
change, but is admitted to unlisted trading privileges on a second ex-
change. What is usually true in such a situation is, that a second ex~
‘change makes a secondary market as against the primary market made upon
the listed exchange, and that gives, of course, information about the
security which is readily available as distinguished from the first case."”

‘"With reference to the second problem, where the real issue at stake is
whether or not the public interest is to be maintained by the creapiOn _
or continuance of a secondary market as against a primary market whgre

' thé security is listed, the bill states in that connection that consider-
ations of that type, which are spelled out in the bill, should conirol
whether or not unlisted trading privileges should be continued or extend-
ed to a security in another market than that in which it is listed."

"And we hEQe suggested to Congress that it give us the power to determine
that question as to whether in any particular case an exchange should be
allowed to continue or to maintain a secondary market, an unlisted market,
as against a primary listed market.”

Bééinning in 1923, orders for securities either fully listed o?'admitted
to unlisted trading privileges on the Boston Stock Exchange, the primary mar-
ket for which was on another exchange, were executed by Boston brokers on the
basis of prices reported or the stock ticker of the primary exchange.

) Odd-lot orders.are now transmitted to the registered odd-lot dealers for
_execution apd they are time-stamped upor receipt. The dezler is bg“id z°,
accept all such orders for securities in which he is regiﬁter?d‘ ? v iy
giving at least 48 hours' notice can he relieve himself of this obligation.
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A market order is ordinarily executed by the odd-lot dealer at the price of
the first round~lot transaction in the stock reported on the ticker of the_
primary exchange after a lapse of thrée minutes frow the time he receives the
order, plus or minus the odd-16t differential. -This differential is usuaily
1/8 of a point and is the same as the differentlal charged for the execution
of odd-lot orders on the primary exchange.‘ ) T

- e .

A limited oad-lot order is- éxecutéd’by the déaler on the Fifst effective
round-lot tramsaction in the stock reported on the ticker of the primary ex—
change after the thxee-minute interval. In the case of a buy ordér, “the first
effective round-lot transaction will be thé first such transaction at a price
equzl to or lower than the limit price less the odd-lot differential. 1In the
case of a sell order, the first effective round-lot transaction will be the
first such transaction at a price- eoual to or higher than the limit prlce plus
the odd-lot dxfferentlal..

'If the ticker of . tke primary exchange is’ lates the lag is added to the
three—mlnute lnterval. v

W,
Y

* There has been some criticism of the use 6f thié’three—midd%e time ihter—
val. The arsument has been advanced that if a local bad-lot dealer finds that
he has a large. number of cusiomers' sell orders against which he will have” to
buy stock at 1/28 below the first gquotation 4ppeartn§ o the tape after thrée
minutes when he already hes several hundred shares of the samé stock whxch ke
wants to sell, the odd-lot dealer might force all of his®existing inventory =
on the market immediately and thereby liquidate his position as he intended
and at the same time 'purchase the odd—lot orders 3t a "lower prlce than would
ordinarily be possible. This argument’ is without- merit for twé Fedsons.

First, the positions taken by the odd-lot’ dealer§ of ‘the smaller exchanges

are so small that any liquidation thereof would have little or no’ effect upon
the price in the primidry market. Furthermore, the example c;ted presupposes
the 11tent10n of the odd-lot oealer to liquldate his long posxiion.‘ Such being
the case,_no breack of faith seems apparent since hig intentioh to liquidate
’existed prior to the reccipt of "the many séll ordeps from his customers. ~
Secondly, if an oaa—lot aealer had no position in a security and received odd-—
lot selllré ordérs amounting 1o 100 shares,the mlght, and ﬂany dealers do,
1mmeazate1y transmit a round-lot sell order to the primary market. In such a
caseé, the executlon of the odd—loi orders m;ght 'vé based upon the ticker report
‘of his’ own sell order.- Is a man to be céndemned bucause he wants to malntain
an’even' p051tion in a securlty? Furthermore, 1ét us not forget that an odd—
lot dealer, in many xnstances, loses’ money‘qn such a trade becausé he has to
pay the regular commission charge for the execution of his ordér on the primary
market, If such charge is more than 212.50, the odd-lot dealer loses money

on thé deal. The Lederar and state transfer taxes’ pald ‘by him are passed on
to the customers selling the odd lots. "It can be seen, therefore, that this
" immediate balancing of pos;tion cannot be used by the dealers 1o cheat'or
"chisel” their customers. It is used only when the 0dd-1ot deaier desires to
keep his positxon even or when he yoes not want to 1ncrease his long or short
posztion.4' o

e R . - . M ¢ PR PR .

It is 1nterest1ng to note that orlglnally, odd-lot dedlers extcuted’ali
odd-lot orders or the basis of the first round-lot trafisaction im the $ecurity
reported on tke ticker of the primery exchange after receipt of the order.
Buring’ 1929 the’ Boston Stock Exchanige conducted *s'top “watch™ tests to deter-
mine exacily the amount ‘of time which elapsec betweeh the executton of an-° odd-
lot order by an odd~lot uealer on t he’ hew Ybrk Stock Exchange and the prxnting
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of the full lot against which such an order was executed on the New York Stock
Exchange ticker on the floor of the Boston Svock Exchange. These "stop watch"
tests wepe conducted as s result of complaints received by the exchange in the
execution of odd~lot orders. In one case, 2 member of the Exchange received
an order to sell at the market an odd lot of a security listed on the New York
Stock Exchange. This order was received by the odd~lot dealer on the floor

of the Boston Stock Exchange shortly before the close of the New York market.
Following the practice of executing the odd-lot order on the basis of the next
full lot transaction reported on the New York Stock Exchange ticker, the Boston
odd-lot dealer reported execution of the order tc the membter and through him,
to the customer. Immediately after the execution of the order, the stock in-
volved advanced sharply. Due to this fact, the customer complained to the
Exchange that execution of the odd-lot order based on the next full lot re-
ported on the Kew York Stock Exchange ticker was unfair, since his order could
not possibly have been executed upon the basis of such sale if it had been
transmitted to the odd-lot dealer on the floor of the New York exchange. The
customer felt that there should be a time interval between the receipt of the
order by the Boston odd-lot dealer and the execution thereof based on the

New York Stock Exchange ticker.

As a result of these "stop watch" tests, the Committee on Odd Lots and
Specialists of the Boston Stock Exchange, on January 2, 193C, ruled that all
odd-lot dealers, after receiving and time-stamping odd-lot orders, should
allow one minute to elapse before executing the order on the basis of the next
full lot of the security reported on the stock ticker of the New York exchange.
On March 14, 1930, this Committee increased the time interval to two minutes
and on October 25, 1930, it was again increased to three minutes. This latter
time interval has continued to the present day and represenis an attempt on
the part of the exchangde to approximate a2s closely as possibla the price which
the customer would receive or pay if his order were transmitted directly to
the primary exchange.

There seems to be no justification for any attack upon the use of a time
interval in the execution of odd-lot crders on the smaller exchanges. It
muist be remembered that the time interval was first used in 1230, when secur-
ities exchanges throughout the country were comparatively "swamped” with
business. In the quiet markets of today, it is most likely true that a round-
lot transaction effected on the floor of the New York Stock Exchange may be
reported on a stock ticker in a distant city in less than three minutes. Per-
haps the time interval usea by the smaller exchanges should be reduced to two
minutes.

With respect to any security in which there is a registered odd-lot
dealer on the Boston Stock Exchange, and for which the primary market is on
another exchange, a member may not execute a round-lot order by accepting a
bid or offer unless such execution is fairly comparable to the execution
which might be obtained in the primary market; but in no event shall a sell
order be executed by accepting a bid which is more than 1/4 of 2 point below
the lower of the lest sale or current bid in the primary market, nor a buy
order be executed by accepting an offer which is more than 1{4 of a point
above the higher of the last sale or current offer in the primary market.
this manner, the execution of round-loi{ orders on the .Boston exchange.are
somewhat related to the primary market. ’

In

Round-lot trading on the Boston exchange may z2lso be directly geared to
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the round-lo{ trading on the primary exchange. Whenever this automatic

method is employed, there must always be one registered odd-lot dealer in

the trade. The system is primarily for the benefit of the -odd-lot dealers.

who many times are interested in the purchase or sale of round lots for the
purpose of bzlancing their odd-lot position. If round-lot orders are accept—
ed for execution against the primary market, the usual three-minute time
interval is used but, of course, no differential is charged the Boston custom-
er as is the case of odd-lots. . -

The above discussion of the method of trading employed on the Boston
Stock Exchange applies also to the other Eastern markets such as the -
Philadelphia Stock Exchange and the Pittsburgh‘Stock Exchange. N

The 1mportanx exchanges of .the Middle West and Far West (Chicago, San
Francisco, Los Angeles, and Detroit Stock Exchanges) do not mechan;cally
gear" their executions -to th€ New York market when orders are for sequr;txes
which are tradeé both on a local exchange and on one of the New York exchanges,
However, when orders are executed locally, then customers expect an execution
which is comparable to .what might have. been obtained had the orders been -
executed in New York. The Los Angeles exchange has on its floor a Trans-Lux
machine which projects the stock ticker tape of the New York Stock Exchange.
The Los Angeles members are thus zdvised at all times of the price'movements
in New York in dually traded securities. In the proper performance of his
duty as .a broker, the Lds_Angeles member is required to execute all orders
in the best available market. He is therefore bound to transmit orders to
New York if a better execution .can be obtained in that market. .

Due to the prevailing time difference between Los Angeles and New York,
the Los Angeles exchznge is open 3-1/2 hours later than-the New York market.
The Los Angeles market in dually traded securities after the close of the
New York market is truly of an independent character. We have had many
instances in which iuwportant announcementis are made to the country after
8:00 P.M. New York time. If they are important market-wise, western invest—
ors and many eastern clients, rather than await the opening of the New York
market -on the succeeding day, enter their-orders for immsdiate execution on
the Los Angeles exchange. These statements apply also to the San Francisco
exchange.

The Chicago Stock Exchange attempts to make an independent market at all
times but as I have stated before, whenever z security is also traded on the
New York Stock Exchange, the customer expects as good an execution as might ~
be obtained in the New York market.

While many securities exchanges originated as "call” markets, most of
them have propressed to the stage where continuous tirading is now:conducted
thereon. However, there are still some exchanges which use the "call” systenm,
among them being the Salt Lake Stock Exchange, The Standard Stock Exchange
of Spokane and the Washington Stock Exchange in the District of Columbia,

There are many people who guestion the economic value of the services
performed by.the small local exchanges. There are those who state that there
is only one real securities market and that there need be only one. The
Congress of the United States believed, however, that the local exchanges are
providing a service which is of valueto industries and investors of the various
regions. In other words, Congress visualized a competitive decentralized. . )
system rather than a monopcly.
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For many years now, the small exchanges have listed securities which
either were not eligible for admittance to the list of the New York exchanges
or were not sufficiently distributed to warrant a market place in that city.
The securities of these smaller corporations undergo a seasoning process on
the smaller exchanges and when they become of national interest or importance,
listing privileges are usually granved by either of the New York markets.

It is apparent that this process is sound, for when a security becomes nation-
2l in scope, it should be traded on the leading securities exchange of the
nation. When such securities become listed on one of the New York markets,
the local market diminishes in size, if it does not disappear entirely. To
substantiate this point, I would like to cite one of the many examples of
such transfer of market place from a local exchange to New York. The common
stock of a Pernnsylvania corporation was listed on one of the Pennsylvania
exchanges in January, 1928. For eight years this security was traded only

on that exchange. In 1637, it was alsc listed on one of the New York markets,

For the eight years during which the Pennsylvania market was the only
market for the security, approximately 12,000 shares were traded annually
thereon. From January 1937 to date, the average trading in this security has
been approximately 4,000 shares rer year. On the cther hand, the New York
market has traded in approximately 54,000 shares per year. This example is
merely cited to indicate that the smaller exchanges almost completely lose
their market once a security is traced in New York. The smaller exchanges
are at a loss to prevent this transfer.of market place. As I have statea
before, once & security becomes national in scope, it is but right and proper
that the principal trading therein should be transferred to a national market,
However, to compensate the smaller exchanges for this loss of business sub-
sequent ‘to the completion of the seasoning process, it is but fair to permit
such smaller exchanges to retain whatever trading they can. If an issue con-
tinues to remain listea on the local exchange after it is admitted to listing
on one of the New York markets, the brokers may, of ccurse, continue to ex-—
ecute both odd-lot and round-lot orders in the local market. dowever, in
many instances, the issuer of securities has deemed it wise to delist from
local exchanges whenever New York listing was obtained. In such cases, the
local brokers are compellec to transmit all orders in such securities to the
Few York market.

In the interest of the smaller exchanges, Section 12 (f) of the Securi-
ties Exchange Act of 1934, as amenaed, now permits local exchanges to apply
to the Commission for the extension ot unlisted trading privileges to any
security which is fully listed and registered on any other exchange. Prior
to the granting of any such applications, the Commission must be satisfied
that first, there exists in the vicinity of the local exchange sufficiently
widespread public distribution of the security; and second, there exists in
such vicinity sufficient public trading activity therein to render the ex-
tension of unlisted trading privileges necessary or appropriate in the public
interest or for the protection of investors.

The Commission has not promiscuously granted unlisted tradaing privileges
to- securities merely because they were listed on another exchange and regis—
tered with the Commission. To date, approximately 27% of the total applica-
tions filea pursuant to Clause 2 of Section 12 (f) have been denied. 88 have
been granted while 25 have been denied.

. “There has been some criticism of the Commission's poligy relative to

the extension of unlisted trading privileges to the smaller exchanges *“t
securities traded on either of the New York markets. Hkather than attemp
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to evaluate the merit of these objections, let me place before you some in-
teresting statistics.

Using as a standard the dollar value of 2ll stock transactions effected
on registered exchanges during the past 4-1/2 years, the two New York markets
have done from 93.5% to 98.1% of the total stock business of the country.
Conseguently, the remaining 18 to 21 smaller exchanges have done from 3,9%
to 6.5% of such total. The attached chart graphlcally sets forth the monthly
ratios.

Now, if we use as a stanaard, the number of shares traded on all regis-
tered exchanges during the same period, we find that the two New York exchanges
have done from 79.49 to 91.7% of the total shares traded.

The difference bvetween this and the preceding ratio is due to the fact
that the smaller exchanges trade in securities which have a lower market price
than those traded on the two Kew York markets. The attached chart sets forth
by months the division of such business between the two New York markets and
all of the other registered exchanges.

To say that the maximum 6-1/2% of dollar value of shares traded on the
smaller exchanges is of sufficient importance to affect tke New York markets,
is, to use the expression of our President, to say that "The tail wags the
dog". It is hardly likely that trading on exchanges doing only 6-1/2% of the
total business can have any detrimental effect, for the time being, upon the
New York markets.

The first application for the extension of unlisted trading privileges
was granted by the Commission on April 14, 1837, At the end of March, 1937,
the two New York exchanges accounted for 95,8% of the total dollar value of
stock sales on registered exchanges in the United States. At the end of
March 1939, Just two years later, the two New York exchanges accounted for
approximately 93.8% of the doliar value of all stock sales on registered ex-
changes.

At the end of March 1237, the two New York exchanges accounted for B€.9%
of the total shares traded on all registered exchanges and at the end of March
1938, the two New York exchanges =zccounted for B9.5% of such total.

These figures are submitted so that you may decide for yourself whether
the policy of the Commission has had any appreciable effect upon the amount
of business diverted from the two New York markets.

In conclusion, I would like to emphasize the point that the Commission is
deeply interested in the development of the exchanges outside New York. It
does not desire to assist the smaller exchanges at the expense of the larger
exchanges. As I have stated before, the only measuring stick which the Commis-
sion may use is a consideration of the public interest and the protection of
investors. HNecessarily, public interest is not of local consideration but
must be interpreted to mean the public interest of the hation as z whole.

The forces of competition and of economic necessity may gradually reduce
the number of securities exchanges in the United States, They have already
been reduced from 46 on October 1., 1834 to 27 as of April 30, 1932. The
Commission does not intend to compel the dissolution ¢f aay exchange nor does
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it wish to take any action which might necessitate the voluntary abandonment
of an organized exchange in a local community unless such action be in the
public interest. Again may I say that all national securities exchanges are
the concern of the Commission and they are equal in the eyes of the law.

It is the duty of the Commission not to prefer one over the other.

e =000
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