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THE SECURITIES INDUSTRY AND THE REALITIES OF 1969 

For our business, you could well say this is the best of 

times and the worst of times. It has been a year of unprecedented 

activity, o.and a year of major headaches. Looking ahead, we can see 

unmatched opportunitieSo.oyet a need for a reappraisal of many 

basics in our industry. It's a time when we have already made some 

fundamental changes in our business and it's a time when we shall 

have to consider more. 

We have seen our customers change. We have seen our markets 

change. I certainly don~t have to remind you that volume has changed. 

When you see single transactions involving 76 million dollars or as 

many as one million one hundred and fifty-three thousand shares you 

know things aren't what they used to be. 

Change for the sake of change is hardly ever good policy° 

Yet standing pat is not always good policy either° That certain 

procedures have worked in the past does not necessarily mean they 

will work in the future. 

What I want to do this morning is refocus on the main 

issues, speak bluntly about the present realities of our business, 

the realities of this year 1969, the realities -= whether we like 

them or not ~- of our future. 

As analysts~ managers, students of the economy and of stocks, 

we pride ourselves on being hard-nosed people. We spend our hours 

and earn our money making presumably realistic determinations and 
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appraisals. We absorb hard details, facts. We pore over the balance 

sheets and the operating statements and seek the answers to tough 

questions, weighing objectively the variables and contingencies 

that can affect our judgments. 

But when we turn these disciplines, these skills, these 

analytical abilities to our own business, I sometimes wonder. 

Here I do not think we always display the same detachment, the same 

objectivity° Here we do not always show the same respect for the 

realities o 

Well, what are some of them? 

Sel f-Re~ul at ion 

You have to start, I think, with reality number one... 

that this is a regulated business. Itts been regulated by the 

federal government and by itself since 1933 and itVs going to go 

right on being regulated. As it is in banking or almost any other 

form of financial activity, regulation is a plain, simple fact of 

our lives, a condition we have to live with. 

At this point in time, there is little relevance in debating 

whether regulation is or is not necessary. What is relevant is 

that we take a realistic attitude toward the regulated nature of this 

bus ines s. 

And when we do, I think we have to grant, first, that 

regulation has not been unaccompanied by some benefits. The fact 

is that our business has reached its current vigorous stage partly 

because of regulation. After the disillusionment of 1929, I 

seriously question whether public confidence would ever have 

returned -- as it has -- without the legislation of the early 

thirties. I can pose the same question to those of you on the mutual 
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f u n d  s i d e  o f  t h e  s t r e e t .  Y o u r  g r o w t h  ' y o u r  f a n t a s t i c  g r o w t h ,  d u r i n g  

t h e  l a s t  t h r e e  d e c a d e s  f r o m  a s s e t s  o f  h a l f  a b i l l i o n  d o l l a r s  t o  

n e a r l y  $ 5 5  b i l l i o n  t o d a y  d a t e s  f r o m  t h e  I n v e s t m e n t  C o m p a n y  A c t  o f  

1 9 4 0 .  

R e a l i s m  d e m a n d s  a l s o  t h a t  we r e c o g n i z e  t h e  i m p o r t a n c e  o f  

o u r  b u s i n e s s ,  i t s  e s s e n t i a l i t y  t o  t h e  h e a l t h y  f u n c t i o n i n g  o f  t h e  

e c o n o m y .  R e a l i s m  d e m a n d s  f u r t h e r  t h a t  w h e n  c o n d i t i o n s  i n  t h i s  

b u s i n e s s  c h a n g e ,  w h e n  i t  i s  s u b j e c t e d  t o  u n u s u a l  p r e s s u r e s ,  i t  i s  

n a t u r a l  t o  e x p e c t  n e w  i n t e r e s t  f r o m  t h o s e  r e s p o n s i b l e  f o r  i t s  

r e g u l  a t  i o n .  

And i t  i s  n o t  m e r e  h y p e r b o l e  t o  s a y  we h a v e  b e e n  o p e r a t i n g  

i n  a p r e s s u r e  c o o k e r  f o r  a y e a r  o r  s o .  S t o c k s  h a v e  b e e n  t r a d e d  

r e c e n t l y  a t  t h e  r a t e  o f  4 0 , 0 0 0  s h a r e s  a m i n u t e  on  t h e  B i g  B o a r d .  

25  o f  t h e  h i g h e s t  v o l u m e  d a y s  i n  h i s t o r y  h a v e  o c c u r r e d  w i t h i n  t h e  

l a s t  t e n  m o n t h s .  C o n s i d e r  t o o . . . a s  I s h a l l  i n  a m i n u t e . . . t h e  

c h a n g i n g  t e x t u r e  o f  o u r  b u s i n e s s  - -  t h e  m o u n t i n g  a c t i v i t y  o f  i n s t i -  

r u t  i o n s .  

U n d e r  p r e s e n t  c o n d i t i o n s  i s  i t  u n r e a s o n a b l e ,  u n r e a l i s t i c ,  

t h a t  we  o u r s e l v e s  r e - e x a m i n e  s o m e  o f  o u r  own r e g u l a t i o n s ?  F o r  t h e  

t r u t h  i s  t h a t  o u r s  i s  n o t  o n l y  a r e g u l a t e d  b u s i n e s s .  I t  i s  a h i g h l y  

s e l f - r e g u l a t e d  b u s i n e s s .  B u t  o n l y  i f  we c o n t i n u e  t o  s h o w  i n i t i a t i v e ,  

a d j u s t  t o  c h a n g e ,  a n d  r e v i s e  o u t m o d e d  p r o c e d u r e s  - -  o n l y  u n d e r  t h e s e  

c o n d i t i o n s  c a n  we e x p e c t  t o  e x e r c i s e  t h e  d e g r e e  o f  s e l f - r e g u l a t i o n  

w e  now e n j o y .  

S e l f - r e g u l a t i o n  m u s t  b e  a c c o m p a n i e d  by  o v e r s i g h t  a n d  r e v i e w .  

• And  i t  m u s t  b e  a c c o m p a n i e d  b y  p o w e r s  o f  e n f o r c e m e n t ,  i n c l u d i n g  new  

p o w e r s  f r o m  t i m e  t o  t i m e ,  s u c h  a s  t h o s e  r e c e n t l y  p r o p o s e d  t o  o u r  

m e m b e r s h i p .  Some  p e o p l e  a r e  c r i t i c a l  o f  t h e  n e w  c o m m i s s i o n  s t r u c t u r e  
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w i t h  i t s  v o l u m e  d i s c o u n t  a n d  g i v e - u p  b a n .  We h e a r  i t  s a i d  t h a t  

t h i s  i n t r u s i o n  o n  p r o f i t a b i l i t y  w a s  n o n e  o f  o u r  b u s i n e s s ~  n e i t h e r  

t h e  S t o c k  E x c h a n g e ' s  b u s i n e s s  n o r  t h e  S E C t s .  B u t  I t a k e  a c o n t r a r y  

v i e w .  I s u b m i t  i t  w a s  n o t  o n l y  a c o n c e r n  a n d  r e s p o n s i b i l i t y  o f  t h e  

NYSE, b u t  t h a t  o v e r s i g h t  r e v i e w  b y  t h e  SEC i s  m a n d a t e d  b y  t h e  1 9 3 4  

A c t .  I t  c o m p r i s e s  a n  i m p o r t a n t  b u l w a r k  o f  o u r  a n t i - t r u s t  i m m u n i t y .  

A n u m b e r  o f  y o u  h a v e  b e e n  k i n d  e n o u g h  t o  g i v e  me y o u r  p o i n t  

o f  v i e w  c o n c e r n i n g  t h e  new c o m m i s s i o n  r a t e s  a n d  t h e  b a n  on  g i v e - u p s ,  

s o m e  i n  a m a n n e r  n o t  c o n d u c i v e  t o  m a k i n g  me f e e l  l i k e  t h e  " p i c k  

o f  t h e  l i t t e r . "  I s u b m i t  t h a t  t h e s e  w e r e  c h a n g e s  r e q u i r e d  b y  new  

r e a l i t i e s .  T h e y  w e r e  r e s p o n s i v e  t o  n e w  p a t t e r n s  o f  t r a n s a c t i o n s  

a n d  t h e y  w e r e  r e s p o n s i v e  t o  p r a c t i c e s  t h a t  w e r e  u n d e r m i n i n g  s o m e  

b u s i n e s s  s t a n d a r d s  o f  t h e  s e c u r i t i e s  i n d u s t r y .  

I f u r t h e r  s u b m i t  t h a t  h a d  t h e s e  e r o s i o n s  a n d  n e g o t i a t e d  

r e t e n t i o n s  b e e n  a l l o w e d  t o  p r o l i f e r a t e ,  t h e  s e c u r i t i e s  i n d u s t r y  

i t s e l f  w o u l d  h a v e  p r e c i p i t a t e d  t h e  d e m i s e  o f  f i x e d  c o m m i s s i o n  r a t e s .  

R o l e  Of  I n s t i t u t i o n s  And T h e  S m a l l  I n v e s t o r  

R e a l i t y  n u m b e r  t w o  i s  s o m e t h i n g  I h a v e  a l r e a d y  a l l u d e d  t o - -  

t h e  g r o w i n g  r o l e  o f  i n s t i t u t i o n s  i n  t h e  m a r k e t .  B a c k  i n  w h a t  s o m e -  

t i m e s  s e e m s  l i k e  a n o t h e r  e r a - -  t h e  y e a r  1 9 6 3  - -  t h e  S t o c k  E x c h a n g e  

d i d  n o t  e v e n  k e e p  a r e c o r d  o f  b l o c k  t r a d i n g ,  t h a t  i s ~  t r a n s a c t i o n s  

o f  1 0 , O 0 0  s h a r e s  o r  m o r e .  L a t e  i n  1 9 6 4 ,  we d i d  s t a r t  c o m p i l i n g  

s t a t i s t i c s  a n d ~  i n  t h e  l a s t  q u a r t e r  o f  t h a t  y e a r ,  b l o c k  t r a d i n g  

t o t a l e d  l e s s  t h a n  10  m i l l i o n  s h a r e s .  I n  t h e  s e c o n d  q u a r t e r  o f  1 9 6 8 ,  

b l o c k  t r a d i n g  c a m e  t o  74  m i l l i o n  s h a r e s ,  w i t h  68  m i l l i o n  i n  t h e  

t h i r d  q u a r t e r ,  a n d  1 0 0  m i l l i o n  i n  t h e  f i n a l  q u a r t e r .  

L e s t  a n y  o f  y o u  t h i n k s  t h e  f u l l  i m p a c t  o f  i n s t i t u t i o n a l  
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m a r k e t  a c t i v i t y  h a s  a l r e a d y  b e e n  f e l t ~  l e t  me r e m i n d  y o u  t h a t  t h e  

l i f e  i n s u r a n c e  i n d u s t r y ,  w i t h  i t s  2 0 0 , 0 0 0  f u l l - t i m e  s a l e s m e n ~  i t s  

$ 1 7 7  b i l l i o n  i n  a s s e t s ,  i s  j u s t  s t e p p i n g  on  s t a g e .  Some  175  l i f e  

i n s u r a n c e  c o m p a n i e s  a r e  now i n v o l v e d  i n  v a r i a b l e  a n n u i t i e s  o r  i n  

s o m e  f o r m  o f  m u t u a l  f u n d  a c t i v i t y .  T h a t ,  o f  c o u r s e ,  i s  i n  a d d i t i o n  

t o  t h e  g r o w i n g  p o p u l a r i t y  o f  o t h e r  m u t u a l  f u n d s  a n d  a s h a r p  new 

o r i e n t a t i o n  t o w a r d  p e r f o r m a n c e  b y  t h e  m e n  w h o  m a n a g e  u n i v e r s i t y  

e n d o w m e n t s  a n d  c o r p o r a t e  p e n s i o n  f u n d s .  

I f  y o u  w a n t  a m o r e  a c c u r a t e  d e s c r i p t i o n  o f  w h a t  i s  b e a r i n g  

d o w n  o n  u s ,  I r e f e r  y o u  t o  a r e p o r t  p u b l i s h e d  b y  o u r  e x c h a n g e  

e c o n o m i s t  i n  O c t o b e r .  W h i l e  h i s  p r e d i c t i o n s  a s  t o  f u t u r e  v o l u m e  

a r e  e x p r e s s e d  i n  v a r i o u s  r a n g e s ,  c o n s i d e r  w h a t  m i g h t  - -  l e t  me r e p e a t  - -  

m i g h t  b e  s o m e  h i g h s  - -  a p o s s i b l e  h i g h  d a y  o f  40  m i l l i o n  s h a r e s  i n  

1 9 7 5 o . . a n d  a p o s s i b l e  h i g h  d a y  o f  63 m i l l i o n  s h a r e s  i n  1 9 8 0 .  

A r e a l i s t i c  a t t i t u d e  a b o u t  t h e  m a r k e t  o f  t h e  f u t u r e  d e m a n d s  

t h a t  we k n o w  m o r e  a b o u t  t h e  e f f e c t  o f  g r o w i n g  i n s t i t u t i o n a l  p a r t i -  

c i p a t i o n .  I t  i s  n o t  s o  m u c h  t h e  s i z e  t h a t  i s  i m p o r t a n t ,  b u t  r a t h e r  

t h e  p r o p o r t i o n .  F o u r  y e a r s  a g o  b l o c k  t r a d i n g  a c c o u n t e d  f o r  o n e  

s h a r e  i n  3 5 ,  w h e r e a s  t h e  p r o p o r t i o n  t o d a y  a p p r o x i m a t e s  o n e  o u t  o f  

e v e r y  e i g h t  s h a r e s  t r a d e d .  

To  b e  r e a l i s t i c  a b o u t  o u r  f u t u r e  we m u s t  a s k  o u r s e l v e s  

q u e s t i o n s  l i k e  t h e s e :  

Wha t  h a p p e n s  a s  p u b l i c  s a v i n g s  b e c o m e  i n c r e a s i n g l y  i n s t i -  

r u t  i o n a l  i z e d  ? 

Wha t  h a p p e n s  t o  t h e  p r e s e n t  b a l a n c e  o f  i n d i v i d u a l  a n d  

i n s t i t u t i o n a l  i n v e s t o r s ,  a n d  how m i g h t  t h i s  a f f e c t  m a r k e t  d e p t h  a n d  

l i q u i d i t y ?  

And how m u c h  d o  we r e a l l y  k n o w  a b o u t  t h e  s u p p l y  a n d  d e m a n d  
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factors in today's market for stocks? We know that the ever- 

increasing institutional demand for stocks has been met, in recent 

years, by net liquidations of shareholdings by individual investors. 

But nothing is known about the characteristics of the individuals 

who have been doing the liquidating, or their motives. 

Hopefully, some of these questions will be answered by the 

examination of institutional activity now being undertaken by the 

SEC, an examination to which the New York Stock Exchange has pledged 

i t s  f u l l  c o o p e r a t i o n .  

Any c l e a r - e y e d  v i e w  o f  t h e  f u t u r e  m u s t  e n c o m p a s s  t h e  p r o b l e m s  

a nd  c h a n g e s  b r o u g h t  o n  by  g r o w i n g  i n s t i t u t i o n a l  i n v o l v e m e n t .  I 

t h i n k  we h a v e  t o  a s s u m e  t h a t  f u r t h e r  m o d i f i c a t i o n  o f  o u r  p r o c e d u r e s  

w i l l  b e  r e q u i r e d .  As t h e  c u r r e n t  f a c t - f i n d i n g  e f f o r t  e x p o s e s  p r o b l e m s ,  

we m u s t  t a k e  a f l e x i b l e  a t t i t u d e  t o w a r d  t h e i r  s o l u t i o n .  A g a i n ,  we 

m u s t  b e  p r e p a r e d  t o  r e s p o n d  t o  new r e a l i t i e s .  

T h e r e  i s  o n e  a s p e c t  o f  t h e  i n s t i t u t i o n a l  s i t u a t i o n  t h a t  

d e s e r v e s  p a r t i c u l a r  e m p h a s i s  - -  t h e  r o l e  o f  t h e  s m a l l  i n v e s t o r .  

M a r k e t s  i n  s t o c k s  a r e  n o t  m a d e  by  5 0 , 0 0 0 - s h a r e  t r a n s a c t i o n s .  I t  i s  

t h e  c o n t i n u i n g  s t r e a m  o f  s m a l l e r  t r a d e s  t h a t  c r e a t e s  l i q u i d i t y .  I t  

i s  t h u s  t h e  i n d i v i d u a l  r a t h e r  t h a n  t h e  i n s t i t u t i o n  who i s  n e e d e d  t o  

s u p p l y  d e p t h ,  l i q u i d i t y  a n d  c o n t i n u i t y  t o  t h e  m a r k e t p l a c e .  As I 

h a v e  s a i d  i n  a n o t h e r  f o r u m ,  I am c o n c e r n e d  by  t h e  f i r m s  - -  f e w  i n  

n u m b e r  I ' m  g l a d  t o  s a y  - -  who h a v e  t u r n e d  away  s m a l l  c u s t o m e r s .  

O u r s  i s  a n a t i o n a l ,  an  i n t e r n a t i o n a l  m a r k e t ,  w h i c h  m u s t  s e r v e  a l l  

i n v e s t o r s  - -  t h e  l a r g e  a n d  t h e  s m a l l ,  t h e  m o d e s t  a n d  t h e  a f f l u e n t ,  

t h e  r o u n d - l o t  a n d  t h e  o d d - l o t .  We c a n n o t  w i t h h o l d  o r  r a t i o n  a u r  

s e r v i c e s  on  a d i s c r i m i n a t o r y  b a s i s ,  o r  t r o u b l e  w i l l  e n s u e .  
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Long-Range P l a n s  

To give optimum service both to small and big investors, 

our industry is in urgent need of better long-range planning, 

and more sophisticated management. This is the third of today's 

realities. This industry is too big, too bound up with the health 

of the economy, to be run by the seat of its pants. It is too 

committed to the public interest to tolerate another paperwork 

crisis such as the one we are presently experiencing° 

Some firms, particularly some of the larger brokerage 

houses, have already taken a leaf from the pages of the corporations 

whose securities they deal in and absorbed valuable lessons in 

planning and management. Formalized management, professional 

management, more modern day management suggests several things. It 

involves the establishment of some realistic organization goals. 

And it requires an appraisal of how the realities of the future will 

affect a particular firm. 

As for the Exchange itself, I do not think it is exactly 

unaware of my very strong feelings on this subject. In little 

more thana year, our top management has undergone almost total 

change, not only in terms of organization and realignment of duties, 

but in method, emphasis and personnel. At the same time, there con- 

tinues to be some basic restructuring in the organization of key 

department s. 

We have, in the last ten years, invested more than $40 million 

in research and automation. The immediate future will require an 

even greater rate of investment in such activities. 

Let me remind you, too, that sometime next month the first 

phase of Central Certificate Service which is presently processing 
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a b o u t  1 0 , 0 0 0  t r a d e s  p e r  d a y ,  w i l l  b e  c o m p l e t e .  A u t o m a t e d ,  b r o k e r - t o -  

b r o k e r  d e l i v e r y  o f  a l l  1 , 3 0 0  e l i g i b l e  i s s u e s  l i s t e d  on t h e  B i g  B o a r d  

w i l l  b e  a r e a l i t y  i n  f o u r  t o  s i x  w e e k s .  

We a r e  a l s o  h a r d  a t  w o r k  t o  i m p l e m e n t  a B l o c k  A u t o m a t i o n  

S y s t e m  d e s i g n e d  t o  r e s p o n d  t o  t h e  i n c r e a s i n g  i m p o r t a n c e  o f  i n s t i t u t i o n a l  

t r a d i n g  i n  o u r  m a r k e t .  T h e  s y s t e m  w o u l d  p r o v i d e  a m e a n s  o f  m a t c h i n g  

b l o c k  t r a d e s  w h i l e  a s s u r i n g  p a r t i c i p a n t s  o f  a n o n y m i t y  a n d  c o n f i d e n t i a l -  

i t y .  W i t h  a n y  l u c k  a t  a l l ~  we s h o u l d  b e  a b l e  t o  o f f e r  t h i s  s e r v i c e  

a r o u n d  t h e  t u r n  o f  t h i s  y e a r .  

T h e  E x c h a n g e  i s  a l s o  e m b a r k i n g  on  a p r o g r a m  t o  w o r k  w i t h  

m e m b e r  f i r m s  i n  t h e i r  l o n g - r a n g e  p l a n n i n g .  We a r e  p u t t i n g  t o g e t h e r  

t h e  b u i l d i n g  b l o c k s  f o r  l o n g - r a n g e  a n s w e r s  t o  a n u m b e r  o f  o u t s t a n d i n g  

i n d u s t r y  p r o b l e m s  - -  i n c l u d i n g  t h e  p a p e r w o r k  p r o b l e m .  S u c c e s s  w i l l  

d e p e n d  on  t h e  e n e r g y  w i t h  w h i c h  m e m b e r  f i r m s  a p p l y  t h e  b l u e p r i n t s  

t o  t h e i r  own b u s i n e s s .  

I n  a d d i t i o n  t o  t h e s e  e f f o r t s ,  we i n t e n d  t o  s t e p  up  o u r  

p l a n n i n g  s e r v i c e s  t o  t h e  s e c u r i t i e s  i n d u s t r y  i n  o t h e r  r e s p e c t s .  

F o r  t h e  f i r s t  t i m e  i n  E x c h a n g e  h i s t o r y ,  we w i l l  h a v e  i n  1969  a 

P u b l i c  T r a n s a c t i o n  S t u d y  t h a t  w i l l  c o v e r  a w h o l e  y e a r ' s  a c t i v i t y .  

I n  t h e  p a s t ,  we h a v e  s a m p l e d  t h e  c h a r a c t e r i s t i c s  o f  o u r  m a r k e t  f o r  

o n e  d a y ,  n e v e r  b e i n g  s u r e  w h e t h e r  t h i s  o n e - d a y  s a m p l e  was  s t a t i s t i c a l l y  

r e p r e s e n t a t i v e .  Now~ a s  p a r t  o f  o u r  e f f o r t  t o  p r o m o t e  s y s t e m a t i c  

f o r w a r d  t r a i n i n g  by  m e m b e r  f i r m s ~  we s h a l l  h a v e  a v a i l a b l e  a " p o r t r a i t "  

o f  a w h o l e  y e a r ' s  p u b l i c  t r a d i n g  r a t h e r  t h a n  a s n a p s h o t  o f  o n e  d a y ' s  

t r a n s a c t  i o n s .  

G r o u n d w o r k  F o r  A New C o m m i s s i o n  S t r u c t u r e  

One  o f  t h e  m o s t  i m p o r t a n t  a r e a s  f o r  l o n g - r a n g e  p l a n n i n g  

o b v i o u s l y  c o n c e r n s  t h e  c h a r g e  we m a k e  f o r  o u r  s e r v i c e s  - -  o u r  corn- 
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missions. 

A few minutes ago I make reference to the rule changes 

effective last December. May I remind you that what we voted on 

was an interim commission structure. Reality number four is that 

we shall be making in the next twelve or eighteen months one of the 

most complete studies of commissions ever undertaken, leading to 

new proposals that will be put to the SEC. ~This study will have to 

d e a l  r e a l i s t i c a l l y  w i t h  t w o  f a c t o r s  - -  t h e  g r o w i n g  r o l e  o f  i n s t i -  

t u t i o n s  and  e c o n o m i c  i m p a c t  o f  new c o n d i t i o n s  on member  f i r m s .  At 

t h i s  p o i n t ,  o b v i o u s l y ,  I c a n  o n l y  s u g g e s t  some o f  t h e  b r o a d e r  

c o n s i d e r a t i o n s  on w h i c h  t h i s  s t u d y  w i l l  b e  b a s e d .  

L e t  me t e l l  y o u  w h a t  I c a n  now.  We a r e  g o i n g  t o  b e  v e r y  

c o n s c i o u s ,  f i r s t ,  t h a t  o u r  i n d u s t r y  i s  s u b s t a n t i a l l y  d i f f e r e n t  

f r o m  o t h e r  r e g u l a t e d  b u s i n e s s e s ,  s u c h  a s  p u b l i c  u t i l i t i e s .  Our 

f i r m s  a r e  s u b j e c t  t o  an  u n u s u a l l y  h i g h  d e g r e e  o f  r i s k .  C o n s o l i d a t e d  

E d i s o n ,  f o r  e x a m p l e ,  h a s  a f a i r l y  e v e n  r a t e  o f  e l e c t r i c a l  u s a g e  and  

c a n  p r e d i c t  i t s  d e m a n d  w i t h  a d e g r e e  o f  c o n f i d e n c e .  Our b u s i n e s s ,  

by  c o n t r a s t ,  i s  h i g h l y  v o l a t i l e 9  s u b j e c t  t o  v e r y  s h a r p  and  u n p r e d i c t -  

a b l e  s w i n g s  i n  v o l u m e .  T h i s  v e r y  r e a l  e l e m e n t  o f  r i s k  h a s  t o  be  

t a k e n  i n t o  a c c o u n t  i n  a r r i v i n g  a t  a n y  a p p r o p r i a t e  l e v e l  and  s t r u c t u r e  

o f  c o m m i s s i o n  r a t e s .  

We a r e  n o t  d e c e i v i n g  o u r s e l v e s  i n t o  b e l i e v i n g  t h a t  i t  w i l l  

b e  e a s y  t o  d e f i n e  s t a n d a r d s .  T h e r e  a r e  v e r y  k n o t t y  p r o b l e m s  t o  b e  

r e s o l v e d ~  i n c l u d i n g  w a y s  o f  d e t e r m i n i n g  p r o f i t a b i l i t y .  I n  o u r  

b u s i n e s s ,  r e t u r n  on c a p i t a l  i s  n o t  t h e  o n l y  s t a n d a r d  o f  p r o f i t a b i l i t y .  

We w i l l  l o o k  a t  o t h e r  m e a s u r e s  o f  r e t u r n ,  i n c l u d i n g  o p e r a t i n g  

m a r g i n s  and  r e t u r n s  b a s e d  u p o n  d i s c o u n t e d  i n c o m e  and  e x p e n s e s .  

E s t a b l i s h i n g  c o m m i s s i o n  r a t e s  s t a n d a r d s  i s  e v e n  m o r e  c o m p l e x  

t h a n  I h a v e  i n d i c a t e d .  T h e r e  i s  a q u e s t i o n  o f  d e t e r m i n i n g  t h e  s c o p e  
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of services minimum commission rates should cover, to what extent 

rates should include services beyond execution and clearance. There 

is even the more fundamental problem of what this industry consists 

of -~ whether interest is a pertinent item of income and expense, 

and to what extent underwriting, arbitrage and other brokerage 

activities are collateral or clearly separable. These basic 

questions dwarf such mundane but difficult issues of defining 

statistical income and expenses, of allocating costs, and of relating 

net income to a proper base for the measurement of profitability. 

Finally, any level and structure of rates must concern itself with 

how the rates will affect the future shape of the industry itself. 

I should like to stress also that we are not going to try 

to fix rates for a model brokerage firm. A reasonable, industry- 

wide a v e r a g e  o f  p r o f i t a b i l i t y  f o r  c o m m i s s i o n  b u s i n e s s  a p p e a r s  t o  b e  

t h e  b e t t e r  a p p r o a c h .  T h i s  m e a n s  t h a t  i f  a f i r m  o p e r a t e s  e f f i c i e n t l y ,  

i t s  p r o f i t s  w i l l  b e  h i g h e r  t h a n  n o r m .  I f  i t  o p e r a t e s  i n e f f i c i e n t l y ,  

t h e n  i t s  p r o f i t s  w i l l  b e  b e l o w  a v e r a g e  o r ,  p o s s i b l y ,  n o n - e x i s t e n t .  

W h a t e v e r  t h e  m e t h o d  e m p l o y e d ,  i t  w i l l  c o n t i n u e  t o  p r o v i d e  t h e  

i n c e n t i v e  t o  o p e r a t e  w i t h  m a x i m u m  e f f i c i e n c y  i n  t h e  p u b l i c  i n t e r e s t .  

T h e  s t u d y  i s  g o i n g  t o  i n v o l v e  a l a r g e  e x p e n d i t u r e  o f  

m o n e y  - -  i n  e x c e s s  o f  $ 4 0 0 , 0 0 0  - -  b e c a u s e  we  n e e d  t o  g a t h e r  f a c t s  a n d  

d a t a  p r e s e n t l y  u n a v a i l a b l e .  We n e e d  t o  h a v e  t h e  b e s t  p o s s i b l e  f i g u r e s  

o n  c o s t s  b y  t y p e  o f  f i r m  a n d  t y p e  o f  t r a n s a c t i o n ,  a n d  a l l o c a t i o n  

exp ens es 

One important element of the study is what we call our 

Transactions Revenue Survey° In the allocation of execution expenses, 

we need to know the relationship between orders of various sizes and 

the number of trades usually associated with these orders° We must 
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d e t e r m i n e ,  f o r  e x a m p l e ,  w h e t h e r  a 1 , 0 0 0  s h a J : e  o r d e r  u s u a l l y  i n v o l v e s  

t w o ,  t h r e e ,  f i v e ,  o r  s o m e  o t h e r  n u m b e r  o f  e x e c u t i o n s ;  w h e t h e r  a 

5 0 , 0 0 0  s h a r e  o r d e r  r e q u i r e s  f i v e ,  t e n ,  o r  w h a t e v e r  n u m b e r  o f  t r a d e s .  

U n f o r t u n a t e l y ,  s a t i s f a c t o r y  d a t a  f o r  d e t e r m i n i n g  t h e  r e l a t i o n  o f  

t r a d e s  t o  o r d e r s  d o  n o t  now e x i s t .  

T h e  s t u d y  r e q u i r e s  t h e  c o n s t r u c t i o n  o f  a s c i e n t i f i c  s a m p l e  

o f  a l l  m e m b e r  f i r m  t r a d i n g  i n  1 9 6 9 .  E a c h  o f  o u r  m e m b e r  f i r m s  w i l l  

b e  r e p o r t i n g  o n  i t s  o r d e r s  a n d  t r a n s a c t i o n s  f o r  a t w o - d a y  p e r i o d  

d u r i n g  t h e  y e a r ,  w i t h  d i f f e r e n t  d a t e s  a s s i g n e d  t o  e a c h  f i r m .  

I r e c o g n i z e  f u l l y  t h a t  t h i s  e c o n o m i c  a n a l y s i s  w i l l  n o t  t o s s  

i n t o  o u r  l a p s  a d e f i n i t i v e ,  f i n a l  a n d  a p p r o p r i a t e  c o m m i s s i o n  

r a t e  s c h e d u l e .  T h e r e  w i l l  s t i l l  b e  i m p o r t a n t  p o l i c y  q u e s t i o n s  w h i c h  

m u s t  b e  a n s w e r e d ,  q u e s t i o n s  w h i c h  w i l l  i n v o l v e  t h e  k n o w l e d g e ,  t h e  

j u d g m e n t ,  a n d  t h e  e x p e r i e n c e  o f  p e o p l e  i n  o u r  i n d u s t r y .  I c a n  a s s u r e  

y o u  t h a t  i n  d e t e r m i n i n g  a n y  n e w  r a t e  s t r u c t u r e ,  we s h a l l  m a k e  

s u r e  t h a t  t h i s  i n d u s t r y  r e m a i n s  s t r o n g  e n o u g h  t o  c o n t i n u e  t o  w o r k  

i n  t h e  p u b l i c  i n t e r e s t ,  t o  s e r v e ,  a s  i t  h a s ~  m i l l i o n s  o f  i n d i v i d u a l  

i n v e s t o r s ,  a n d  t h a t  i t  c o n t i n u e s  t o  p r o v i d e  a h i g h l y  a t t r a c t i v e  

i n v e s t m e n t  v e h i c l e  b y  w h i c h  c a s h  i s  r e a d i l y  c o n v e r t i b l e  i n t o  e q u i t i e s  

a n d  e q u i t i e s  i n t o  c a s h .  

Interrelated. Quest ions 

Closely linked with the issue of a new commission structure 

are several other questions you hear frequently raised. What about 

institutional membership? What about non-member access? What about 

public ownership. These are serious questions, ones that we are 

paying a great deal of attention to, examining afresh, in the light 

of new business realities. 
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To examine them intelligently, I recommend to you reality 

number five -~ that these questions are interrelated and cannot 

be resolved on a piecemeal basis° You cannot deal with them as 

isolated entities° They go together somewhat like a set of gears~ 

Change the shape or size of one, and you have to change them all~ 

For example, suppose we changed the rules to permit outside 

financing for brokerage firms° Believe me, this is a very real 

problem. The device of the subordinated debenture, which is a 

pending proposal, may prove to be inadequate to the needs of member 

firms to raise outside capital to finance expansion. It is an issue 

that we have under very serious consideration° 

But if we permit outside ownership, what then is the 

difference, for our purposes, between a publicly-owned entity 

which chooses to call itself a brokerage firm, and a publicly~owned 

entity, also permitted to execute its own transactions, which calls 

itself a mutual fund? It's a very hard line to draw, and without 

such a line, the differences between the two types of organizations 

become largely semantic. 

Nor can we deal realistically with the question of non- 

member access before we deal with the question of institutional 

membership. How, for example, do you distinguish between the right 

of a financial institution to execute transactions at the member 

rates and the rights of a non-member broker-dealer firm to trade 

for its own account at member rates? Again, the boundary line 

would be a difficult one to polices 

We cannot, of course, really say as yet What the effects 

might be if we admitted institutions to membership. If, by doing so, 

we removed this source of income from brokerage firms, would they 

then be able to continue serving the small, individual investor? 
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Perhaps institutional membership might institutionalize savings 

totally, and thereby end the ability of the presents highly-liquid 

market to absorb large institutional orders~ most often without 

undue price swings. Argued this way, institution~.i membership may 

run counter to the interests of the institutions themselves. 

Hopefully, some indication of the answer may emerge from the studies 

undertaken by the Exchange and the examination now underway by the 

SEC. 

What we do know is that the questions of non-member access 

and outside financing for member firms cannot be resolved without 

facing up to the question of institutional membership~ Any approach 

to these questions individually, separately~ is, I submit, simplistic. 

To sum up, then, the landscape of the securities industry 

is characterized by a series of practical realities we must face. 

A very great opportunity to be of still greater service to the 

public and the national economy awaits this industry. ~ Our pro- 

jections indicate the American people are going to have a tremendous 

appetite for investing in securities in the years ahead. We who are 

in the securities business will be much better positioned to satisfy 

that appetite if we acknowledge our problems now and busy ourselves 

immediately to find the answers. 

(END ADVANCE FOR 6 : 3 0  a . m .  EST, WEDNESDAY, JANUARY 22~ 1 9 6 9 - -  PLEASE 
NOTE DATE) 


