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Bearing Down on Short Selling
AT 9:15 on the morning of Septeml\
ber 21st, last year, there filed
/ % into the governors' room of the
New York Stock Exchange a
solemn-visaged group of men. Outside,
an air of foreboding hung over Wall
Street. Three thousand miles away the
British Prime Minister had, the night
before, handed to waiting newspaper
men at 10 Downing Street a brief statement announcing that Great Britain
had "gone oflf the gold standard." If
Santa Glaus himself had fallen off the
Ghristmas tree the shock could not have
been greater. The London Stock Exchange closed its doors. Every exchange in Europe, save the Paris Bourse,
had announced its closing. The news in
the morning papers of New York had
brought bankers and brokers and traders and speculators hurrying down to
their Wall Street offices at an early hour
that Monday morning.
It was in the midst of this that Richard Whitney, president of the Stock
Exchange, summoned around him the
governors of the Exchange. As these
masters of the great security-trading
market sat high above the now quiet
and empty trading floor of the Exchange, they learned that the telegraph
wires to brokers' offices had been kept
hot with orders to sell stocks. They had
to decide whether or not they would
close the Exchange. Only three times in
over a hundred years had this been
done—once in 1873, at the opening of
the Great War in 1914, and during the
panicky days of October, 1929.
They had to act quickly. Already
clerks and attendants and brokers were
gathering for the moment when the
great bell would start the wild turmoil
on the floor below. The governors decided not to close the Exchange. But
they announced a measure which
amazed Wall Street—something which
had never been done before in the long
history of the great Exchange. They
forbade all short selling for that day
and until further notice.
The news ran around Wall Street like
fire. No short selling! Here was the
first blow at the hated bears, those mysterious, anonymous enemies of business
recovery against which everybody had
been launching curses for a year. In
the • newspapers the bears for many
months had been the most accursed animals in our disturbing business jungle.
President Hoover, when not blaming
our troubles on the "world depression,"
had been laying them to the bears. Congressmen and senators had been sharpening their big knives for a bear hunt
as soon as Congress convened.
Pessimism Goes to Work
After all, a bear is not a pleasant sort
of social beast. A bear is a stock
market operator who expects the worst,
invests his money in that expectation
and then hopes for it. He is a man who
actually capitalizes pessimism and puts
it to work for him. He sits around looking prayerfully for crop failures, bankruptcies, wars and rumors of wars,
insect pests, cyclones and plagues. A
bear is the only business man who
writes all his profits in red ink. He
does his swimming when the tide is
going out. A business depression, in
fact, is just a big bear picnic.
But after all is said, the bear merely
follows the bull into the china shop. All
the little pieces of shattered china lying
about are the work of the bull. The bull
departs immediately after the disaster.
The bear lingers behind and so gets
credit for all the breakage. We will
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come back to the bull a little later. First
let us deal with the bear and his one big
weapon—short selling—which the Stock
Exchange suspended September 21st
and kept suspended for three days.
It is not only Washington politicians
who have been stalking the bear. The
United States Chamber of Commerce
called on the Exchange to limit short
selling. A committee of the American
Bankers' Association issued a solemn
warning about it. As a matter of fact,
for more than a year, Wall Street has
been full of stories about the Big Bears
—the powerful professional operators
who are supposed to have been making
millions by depressing the market.
Congress has been digging into the
business and one Wall Street lawyer
told the congressmen that about twenty
former big bulls who lost millions when
the market collapsed on them in 1929
are now busy recouping their losses by
driving the bear ruthlessly over values.
Who Gets the Credit?
The President himself has joined the
big hunt. He had the president of the
Stock Exchange on the carpet and, when
the Exchange a day or two later issued
its ruling designed to limit short selling by limiting the lending of stocks,
promptly claimed credit for that action.
Now I have been interested in this
subject of short selling for several
years. I have been pursuing data about
it rather diligently. I have talked with
brokers, traders, Stock Exchange officials and various kinds of experts.
The only conclusion I have been able
to reach definitely is that there has
been, up to now, little or no specific and
reliable information on the subject;
that nobody really knew very much
about it as an economic factor and that
all that we have had has been an immense amount of uninformed and unintelligent opinion.
Is short selling a good thing? Does
it produce depressions? Does it intensify or deepen them? Is it causing the
havoc now observed in the stock market? Does it, in fact, perform any useful functions? Can it be stopped? Oi'
limited? What is it all about anyhow?
And, to begin at the beginning, just what
is short selling on the security market?
Our old friend, John Smith, runs a
grocery store. Mrs. Brown rings up
and orders five pounds of sugar to be
delivered at her house that afternoon.
Smith says, "Sure." But he knows he
has no sugar. That afternoon he delivers the sugar to Mrs. Brown and collects the cash from her. She has her
sugar and is out of the transaction.
How did Smith manage it? Down at
the next corner is another grocer. Smith
went down to him and borrowed five
pounds of sugar to deliver to Mrs.
Brown. He tells his grocer friend he
will return the loan as soon as he can
get a shipment of sugar from his whole-

saler. How do things stand now? Mrs.
Brown has her sugar and Smith has her
money and owes five pounds of sugar to
his grocer neighbor. He is "short" five
pounds of sugar. He buys a new barrel
of sugar, pays five pounds back to his
friend, and the whole transaction is
closed. Smith has carried on a short
sale in almost exactly the same way in
which one is put through on the Stock
Exchange. Has Smith done anything
wrong? He sold to Mrs. Brown something which he did not own. But he
knew he could obtain it; he carried out
his contract to Mrs. Brown; his grocer
friend was perfectly willing to lend him
the sugar. It is no more sinful to borrow five pounds of sugar than to borrow
five dollars.
Apply this to the Stock Exchange.
Mr. X decides to engage in a short sale.
He gives his broker an order to sell 100
shai'es of Steel and finds a buyer. Now
comes the difficulty. Many people do
not know that on the New York Stock
Exchange you cannot sell stock for
future delivery. Every transaction
there must be completed the following
morning. That is, the cash must be
paid and the stock sold must be delivered. Mr. X has no stock. How,
then, does he deliver it? His broker
goes to another broker—Mr. Y, who
has plenty of United States Steel stock
—and borrows 100 shares, just as Smith
did in the case of his sugar. Then, next
day he delivers these shares to the pur-
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chaser. Mr. X is now "short" 100 shares
of Steel stock. He must go into the
market at some future day and buy 100
shares of Steel and give the stock back
to Mr. Y. All this may seem very elementary to the stock market expert; but
this simple transaction should be fixed
clearly in mind for the sake of what is
to follow.
Why does a man sell short in the
stock market? Well, Mr. X sees that
United States Steel is selling, let us say,
to make our illustration easy to follow,
at 50. He thinks that in a week or two
it will go down to 40. He therefore sells
100 shares short—for $5,000—and borrows the stock to complete the sale. In
a week Steel actually does go to 40.
Then Mr. X buys 100 shares for $4,000
and returns the stock he borrowed. He
makes $1,000 profit on the deal.
A Dangerous Practice
The enemies who are crying for the
blood of the short seller declare that
this practice serves no earthly good;
that it is merely a device for gamblers;
that in Wall Street for the last year
various powerful, adroit groups have
been attacking first one stock and then
another by means of short selling; that
as stocks go down under this pressure,
thousands of frightened investors rush
into the market with their stocks; that
these successive shocks have produced
widespread demoralization in the stock
market which has spread to other lines
of business and that therefore this dangerous practice is at the bottom of our
national pessimism.
As in all such controversies, there is
the usual cast of characters. Foremost
among the attackers is former Ambassador James W. Gerard.
According to him here is what happens in a short sale: Mr. X buys 100
shares of American Can. He pays fifty
per cent cash. His broker provides the
other fifty per cent on margin and holds
the stock as security. But the stock belongs to X, who wants it to go up in
price. Mr. Y is a short. He sells 100
shares of American Can short. To com-

Although we blame and condemn the stock-market
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plete delivery he borrows from X's
broker the 100 shares belonging to X.
Thus Mr. X's own stock is used against
him to depress its price. Gerard has
been trying to get a law passed in New
York forbidding X's broker to lend that
stock without X's specific consent.
When the Exchange, on February
19th, issued a rule prohibiting any
broker from lending stock held by him
for the long account without getting the
consent in writing of the owner of the
stock, this was an undoubted victory for
Gerard. Whether or not it will prove
effective remains to be seen. Then there
is Senator Carter Glass, author of the
Federal Reserve law, who has been trying to get a bill passed to impose a tax
on all stock sales made within three
months of the time of purchase. Senator Capper of Kansas has two bills,
one forbidding short selling altogether,
and another putting the practice under
the control of the Federal Trade Commission. In the House, Representative La Guardia has a similar bill. Both the Judiciary
Committee and the Banking and
Currency Committees of the Senaate and House have been digging
into the practice. Even such
rock-ribbed old-guard senators as
Reed Smoot and Jim Watson have
expressed grave doubts of the
effect of short selling on business.
All these critics are well known.
On the other side, the chief champion of short selling, Richard
Whitney, president of the Stock
Exchange, is not so well known.
He is a newcomer to the spotlight.
On the day following the great
October market crash, when prices
were tumbling, a tall, handsome,
well-groomed stockbroker walked
onto the Exchange floor and bid
205 for 25,000 .shares of United
States Steel. This was 15 above
the market. That bid was made
to steady the market, to check the
rising tide of pessimism and to infuse a little confidence into the
wilting business world. That was

a neat little order—$5,125,000 worth of the Whitneys—his father was George
United States Steel shares on a falling Whitney of Boston's Back Bay and his
market. I don't know whether or not mother Elizabeth Whitney-Whitney,
which really makes him a Whitney. He
the broker got that stock.
is a Harvard man and when he was at
Cambridge they used his six feet one of
A Whitney Among Whitneys
bone and muscle in the crew. He made the
If he did and held on to it he is out four-year course in three and went with
the paltry sum of something over one bound from the class-room to Wall
$4,000,000 at the time this is writ- Street. He is the head of his own firm
ten. In Wall Street, with its flare for and up to the time he became president
labels, they promptly called him of the Exchange spent most of his time
Twenty-five-Thousand-Shares Whitney. on the floor specializing in bonds rather
He became suddenly a public char- than stocks. Since his election, howacter and at the next election the Stock ever, the job of president, which is withExchange made him president.
He out pay, has used all his time. Also it
stepped into the spotlight again a few has conferred upon him an unusual
weeks ago when he appeared before a quota of woe.
Senate committee as the champion of
The Exchange has been constantly
the Exchange.
under fire. The Exchange itself is
Whitney represents the highest type blamed for everything which goes on in
of Wall Street broker. He is credited Wall Street.
Whitney has set himself to the task
with being the broker of the great firm
of J. P. Morgan. He is a Whitney among of making the Exchange's part in the
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scheme of things understood. He
ordered more than a year ago an exhaustive study of short selling by the
economic department of the Exchange.
As a result the most complete data on
the subject have been gathered together
for the first time. Last May he compelled every stockbroker to furnish to
the Exchange every day the short interest handled in his office. A few weeks
ago Whitney gave all this information,
carefully compiled, to the public. It revealed the amount of the short interest
on every listed share, first for each
week and later for each day from May
25th to November 30th.
In Defense of Short Selling
This was a bold yet highly intelligent move. It gives to the student of
short selling the first actual reliable
data on the subject and enables us now
for the first time to form some fairly
dependable opinions of what short selling is and does. For myself I have to
acknowledge that the Exchange has
placed at my disposal all this material
as well as such other information as I
have asked for, and Mr. Whitney himself
has patiently submitted to questioning
on such phases as I believed to be specially within his knowledge. As a result I hope I may give here a faii'ly
accurate picture of both sides of this
hitherto mysterious and rather tangled
subject. First I give the arguments in
support of short selling.
The average outsider often wonders
what possible good use can be made of
a short sale outside of sheer speculation
or gambling. Here is one: You own
some stock. You are away on business
or a vacation. For any one of a dozen
good reasons you decide you must sell
your stock. But the shares are locked
in your bank box at home. You wire
your broker to sell your stock "short."
He will sell it and borrow the necessary
shares to make delivery. When you return home you take your own shares
from your bank vault and repay the
stock loan he made. This happens
every day in Wall Street.
Secondly, many people dismiss the
whole subject with the statement that it
is wrong for a man to sell something he
does not own. We have had a look at
the ethics of this in the case of John
Smith, the grocer who sold sugar short.
In fact, there is little or no difference
ethically between selling stock short and
buying stock on margin.
The Legal Viewpoint
In one case you sell stocks you do not
own and borrow shares to complete the
deal. In the other case you buy stocks
and promise to pay with money you do
not own, and you borrow money to complete the transaction. In short selling
you do business with borrowed stock.
In margin buying you do business with
borrowed money. It is no more wrong
to borrow stock than to borrow money.
As a matter of fact, former Justice
Oliver Wendell Holmes (in the case of
the Board of Trade vs. Christie Grain
and Stock Company) not only upheld
the legality of short sales but defended
"speculation of this kind by competent
men as the self-adjustment of society to
the probable."

bears, our present plight is nothing more nor less than the headache after the crazy Bull Market spree
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And now, third, here is another use
for short selling, quite useful and very
important. Singularly it is one in
which the short sale is used not for
gambling but to get rid of gambling.
An immense, sometimes the largest,
amount of buying of stocks is done in
what is called "odd-lots." The Exchange
permits sales only in blocks of 100. A
transaction in any number less than 100
is called an odd-lot. Suppose you want to
buy five shares of American Locomotive.
(Continued on pafje 36)
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"You are his choice. If you fail us, the country will be lost"

The Unguarded Queen
ByArthurTrain
The Story Thus Far:
up in this country after tlie
B ROTIGIIT
death of her parents, Helen Stevens,

the American tennis champion, visits IIlyria at the invitation of her grandfather,
King Stephan Stephanovitch. Helen's father, the Crown Prince Dushan, had renounced his right to the throne to marry
her mother, an American. King btephan
immediately proclaims Helen Princess
Stephanie Stephanoviteh, and because of
failing health, plans to abdicate in her
favor. He does th;s in order to keep Milan,
present Crown Prince, and son of his second wife, from coming to the throne. Milan
is a scoundrel and in league with Italians
trying to take the rich Tokar oil fields from
Iliyria.
,. ,
^.
,
.lohn P>rent, who was a diplomatic attache in lUyria, is now representing the
Consolidated Petroleum Corporation of
New York and is trying to secure the
leases to the Tokar fields. He arrives m
Zeta on the day of Helen's betrothal to
I'rince Marko, a distant cousin. Brent
met her on the boat crossing from America to Italy and, knowing her only as a
beautiful American girl, fell in love with
her.
_,, ,
Brent immediately hunts up bloat, another "C. P. C." official, and discovers that
he has been quietly financing a revolution
to make Marko king, so that Marko, m payment, will let the oil fields go for almost
nothing.
^.
.,,
That nis^ht Brent goes to a reception with
General Kosovo. He sees Helen again and
forces himself to be absolutely formal.
Back at the hotel he hears from the
beautiful Marchesa Garadesca-Bellini—a
close friend of Milan's—that there is a plot
to assassinate the Princess Stephanie,
Prince Marko and Brent himself. Next
morning- he goes to the palace to tell this to
Helen.' While they are discussing it a servant enters, crying that the King is dying!

VIII
HE shock of the announcement
drove every other thought from
Stephanie's mind. Even Brent's
extraordinary disclosure no longer
meant anything to her as she hurried
to the suite at the other end of the palace. Two soldiers belonging to the
Household Troops stood on guard outside the antechamber. General Kosovo,
Major Drintyre, and Dr. Obilitch, the
King's private physician, a tall man
with shaggy gray hair, arose upon her
entry. The faces of all showed the
gravest anxiety.
"His Majesty has had another seizure," said the doctor. "I cannot conceal
the fact, Your Royal Highness, that his
condition is serious. Needless to say, he
must have absolute quiet."
"May I see him?"
"He asked for you," replied General
Kosovo. "At least that is how we interpreted it. He repeated your name
and seemed to be looking for you."
"If you stay only a moment," agreed
Obilitch, "it will do no harm and will
perhaps give him satisfaction. You had
better go in alone."
A nurse opened the door and Stephanie entered the bedchamber. Her
grandfather lay upon his back in his
nightgown, his huge bulk covered only

T

by a sheet. The fingers of one hand
hung over the side of the couch. Against
the whiteness of the linen his skin was
as black as a mummy's; his eyes were
closed, his neck sunken, and his face
seemed all beak. He seemed hardly to
breathe. Stephanie sank on her knees.
"Grandfather!"
He gave no sign.
"Dear Grandfather!" she repeated.
"It is I—Stephanie—your granddaughter." Taking his fingers she thought she
detected a slight responsive pressure.
"Won't you speak to me, Grandfather?"
The lips moved. •
"Stephanie!" he murmured.
She bent over the bed.
"Dear Grandfather, I am here whenever you want me."
went back to the other room, unSHE
able to hold back her tears.
"He recognized me. Is he going—to
die?" she asked.
"The machine is worn out," replied
Obilitch. "After all, although he has
an iron constitution, he is a very old
man. It is possible that he may make a
slight recovery, but at best it is a question of days—possibly of hours."
An exclamation of dismay escaped
her.
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"What shall I do?" she asked Kosovo.
He took a step towards her.
"Your Royal Highness no doubt appreciates the significance of what has
occurred? Should your grandfather not
awake from his coma he will be unable
to sign a ukase of abdication in place of
the one which has been stolen. It is
plain that the King can no longer rule,
yet for us to ask the Council of Nobles
to appoint a regent would play directly
into Milan's hands. Until we have fully
decided what steps to take, we must prevent the King's condition from becoming
known. Even if His Majesty should
die—"
"His Majesty cannot die," interjected
Drintyre, "until the succession is assured! The King's will, embodied in his
ukase, must be carried out!"
Stephanie turned from one to the
other.
"I do not understand. If my grandfather is unable to abdicate, Milan, as
Crown Prince, will naturally succeed
him."
Kosovo's face grew stern.
"Madam," said he, "so long as my
name is Michael Kosovo and there is a
God in Heaven, Milan shall never sit
upon the throne of Iliyria! You are the
only person qualified to succeed your
grandfather. The blood of our great
hero flows in your veins." He pointed
to the portrait of Stephen the Great
above the fireplace, as if invoking the

