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STOCK MARKET AND BUSINESS GO IN OPPOSITE DIRECTIONS

CORCORAN Present gloom in the securities market is due largely to a realization by brokers
IMPRESSED that the Fletcher-Rayburn stock exchange control bill will be passed. The Stock
COMMITTEE  Exchange has been given representation by counsel at hearings. The sole purpose
is to disarm criticism. Testimony has not affected the strong determination of
the Senate Banking and Currency Committee, reflecting sentiment in both houses,
to pass bill at this session. Corcoran (counsel for RFC and one of the authors
of this bill) testimony, showing how margin requirements allow ample credit
on stable securities and protect investors against a sell-out by the broker,
impressed the committee,
Take two securities both selling today at $100, one non.speculative and the other highly
speculative. In July, 1932, the non-speculative security sold at $80, and the other at $30. The
holder can borrow 80 per cent of the three-year low price, or 40 per cent of the current price.

Eighty per cent of stable security low price is $64; of speculative security low, $24. Forty
per cent of the current price of both is $40.

PROTECTION Consider the protection to the margin trader. Under present rules of the Stock

.'{'EADERIH SIN Exchange, if the debit balance is more than $5,000, the investor puts up 30 per
cent. If he buys 100 shares at $100, total $10,000, he puts up $2,300, this being
approximately 80 per cent of $7,700 debit balance.

If the stock drops to 77 the entire hundred shares must be liquidated, and the investor is eleaned

out. Under the Fletcher-Rayburn bill, assume that the stock drops to 77: The investor originally

deposited 60 per cent, $6,000 margin. The drop to 77 cuts this equity to $8,700, or 48 per

cent of the market value. To restore his 60 per cent equity position, the investor sells 20 shares.
He still owns 80 shares, has an equity of $3,700, and a chance to recover losses.

TRADING Note contrasts under the two systems: Under the control bill, liquidation forced

:?llﬁuus by a 23 per cent decline in market price is only one-fifth of what it is under

SPECULATION present Stock Exchange margin rules, assuming a purchase of 100 shares in each
case. Under the control bill, the margin speculator loses $2,300 of his $6,000
investment—i.e., 88 per cent. He loses the same amount, $2,300, if he buys under
the present rule with a 80 per cent margin. Under Stock Exchange rules he could




have bought 260 shares, for $26,000, with his $6,000 margin. He would have
lost the entire $6,000 in a 28 per cent decline.

The new system limits an investor with $6,000 to the purchase of 100 instead of 260 shares on
the bull side. - It limits liguidation in a bear market to 20 instsead of 260 shares. It cuts specu-
lative profits and speculative losses. It will reduce market turnover seriously, brokerage
earnings ditto. It may provide a more stable market, though this is extremely uncertain.
Market values are determined by corporate earnings, supply of investment capital, money rates,
and apparent trend. Trading volume has little effect on values. Compare the bond and
unlisted securities markets with the stock market.
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INDEX OF GENERAL BUSINESS

1934 1933
Weight Feb. Feb. Feb. Feb. an. an. g 3 eb,
FINANCE Factor 24 17 10 3 J27 JZO Jll.’? Jlg 1;5
2 !919-19‘3!-3100 71 77 85 67 51 43 33 35 21
1 153 153 158 144 117 116 102 103 86
4 25 23 25 23 25 25 26 26 17
New NN . oL TV EG AT 2 1927-1931=100 8 7 6 10 9 8 8 3 10
Bank Debits, N. Y. City.....cr0ees. 4) *1919-1931=100 52 49 49 46 46 44 44 A4 32
Deposit Circulation, N. Y City...... 4 % 56 51 50 46 45, 43 41 41 41
Index of Financial Activity. ........... {7) 50 48 49 45 41 39 37 37 35
DISTRIBUTION
Bank Debits outside N. Y. City. ...... 10) *1926-1931=100 66 66 69 65 65 6
Deposit Circulation outside N. Y. City gmi “ 8 84 88 86 83 376 96? §‘3 §§
Merchandise Carloadings ........... 11 & 7oz 70 71 72 72 68 66 66 61
Index of Distribution. .. .............. (31) % 48 49 71 & &7 - &7 &8 57
PRODUCTION
Bituminous Coal ......c0ccesrenss 3 1919-1931=100 — 72 68 65 62 63 65
T 3 ) 937 98 95" 5r IUBINL 05 BESaT okt ion
Commodity Carloadings . srawaal B : =y 63 61 61 60 39 59 60 54
Electric Powez Poduction . . . «.+ ... 7) %80 Y: 70 70 70 70 69 68 69 69 67
Steel Production . ...........oeeee. 9 e Ll g b e e ke e TR
Automobile Production .. ..., versanss( 6) 1927-1931=100 95 88 78 68 59 55 54 54 38
Construction Contracts. .. c.vvevennns 11) x1928-1932=100 44 40 43 41 43 55 56 64 28
Catton Consumption . ......... weeeo( 5)  1927-1931=100 81 79 70 70 82 80 81 83 72
Index of Production. .........c0ouee.. [52) 65 62 60 58 58 &0 &l b4 47
Index of General Business. . ... ..., ... (100) 633 82,1 81,7 592 579 583 B89 603 48.1
* Allowance made for growth and changing price level. **8 Allowance made for growth,

**Deposit circulation not included in Distribution Index. xAllowance made for changing price level.











