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Apparently finding it impossible to discov-
er where the truth lay between the ex-
treme views which had been expressed,
Congress simply placed the practice of
short selling under the broad supervision
of the Commission. Section 10(a) of the
Exchange Act makes it unlawful for any
person, by use of the mails or any inter-
state instrumentality or facility of an ex-
change, to effect a short sale of any secu-
rity registered on an exchange “in con-
travention of such rules and regulations as
the Commission may prescribe as neces-
sary or appropriate in the public interest

or for the protection of investors.”
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The sharp market drop in the fall of 1937
gave the Commission an opportunity to
study at first hand the effects of short sell-
ing in a rapidly declining market...From
this study the Commission concluded “that
members trade the price trend on balance”
and “that in a declining market certain
types of short sales are seriously destruc-
tive of stability.” It therefore adopted the
first short-selling rules of its own, effec-

tive in February 1938.
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The rule applies, generally speaking, to all
securities dealt in upon any national secu-

rities exchange, other than government or
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