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The main th rus t of the r epo r t on the secur i t i e s m a r k e t s which I 

submitted to the Board of Governors of the New York Stock Exchange l as t 

summer was the impor tance of crea t ing a national exchange m a r k e t s y s t e m 

to provide an auction marke t , r e g a r d l e s s of geographic location, for each 

secur i ty qualified for l i s t ing, and reorganiza t ion of the Board of Governors 

of the New York Stock Exchange to ref lect in i ts governance the needs of a 

modern corporat ion serving the public . Significant p r o g r e s s is being made 

on both f ronts . 

On re turning to Wall S t ree t after 30 y e a r s 1 absence , i t became c lea r 

to me that a m a r k e t organized to provide equal and respons ib le s e r v i c e to 

m o r e than 31 mil l ion A m e r i c a n s , and one whose par t ic ipants could be 

expected to m o r e than double as we move f rom the t r i l l ion dollar to the 

quadril l ion dollar economy, mus t be nationwide in scope. Maximum liquidity 

with cent ra l ized d i sc losu re of al l executions of buy and sel l o r d e r s and other 

m a t e r i a l facts is essen t ia l . After t rave l ing f rom coast to coas t and seeking 

the views of all segments of the financial community I became convinced that 

the auction m a r k e t continues to be the f a i r e s t and bes t suited to p e r f o r m this 

s e rv i ce . Fu l l e r d i sc losu re than we p resen t ly have and a sce r t a inab le r e s p o n s i ­

bility for al l t r a d e s a r e the keystones on which the foundation mus t be laid. 

Through the y e a r s the New York Stock Exchange has devloped such a 

marke t . More than half the common stocks publicly t r aded on al l the f ree 
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world m a r k e t s a r e l is ted on it . And during my t enu re as p res iden t the 

corner of Broad and Wall S t ree ts was a communicat ion ne rve center which 

caused o r d e r s automat ical ly to grav i ta te in i ts d i rec t ion. 

Today two new fo rces - - ins t i tu t iona l inves to r s and c o m p u t e r s - - h a v e 

changed the en t i re secur i t i e s indus t ry . Both of these forces have ma tu red 

apa r t f rom the New York Stock Exchange and t h e r e is now ser ious quest ion 

as to whether the p r i m a r y equity m a r k e t will continue to be an exchange 

marke t with concepts of l is t ing and m e m b e r s h i p r equ i r emen t s and r e s p o n s i ­

b i l i t ies . An auction m a r k e t of the cu r r en t type p re supposes one in which 

b r o k e r s a r e m o r e likely to be act ing as agents than as p r inc ipa l s and the 

basic question now is whether this m a r k e t will gradual ly become one in 

which the public mus t pe r fo rce deal a lmos t exclusively with profess iona ls 

as in so many European m a r k e t s . 

Many t r ansac t ions in secu r i t i e s l i s ted on the New York Exchange 

a r e now executed on var ious other Exchanges and in the th i rd and fourth 

m a r k e t s . If this occurs under s imi l a r ru l e s and regulat ions it may 

consti tute competit ion which makes for a be t t e r m a r k e t , but where it occurs 

because of unequal regula t ions , which among other things do not r e q u i r e full 

d i sc losure and equal responsib i l i ty of pa r t i c ipan t s , I submit that it under ­

mines and i m p a i r s the depth, b read th and res i l i ency of the m a r k e t . Wherever 

I visited I was s t ruck with the difficulties differences in d i sc losu re of infor­

mation and differences in a c c e s s to m a r k e t s have made for the public and 
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f iduciar ies to obtain p r i c e s which they can confidently defend as being the 

best avai lable at the t i m e . During five months of painstaking work and 

observat ion I noted many undisclosed t r a n s a c t i o n s , or t r ades ,which w e r e 

repor ted long after the fact, which, in my judgment, w e r e made to o rde r 

for the manipulator and the ope ra to r . T r a d e s of th is type over a per iod 

of t ime impai r liquidity and put the l i t t le man at the m e r c y of the 

p rofess iona l s . Certainly no one doubts that the in tegr i ty of m a r k e t s is 

at the co rne r s tone of public confidence. 

All of our m a r k e t s a r e now subject to supervis ion under the 

Secur i t ies Acts and the operat ing c r i s e s of the pas t few y e a r s have been 

and continue to be reviewed by Congress ional commi t t ees . It is doubt­

l e s s just a m a t t e r of t i m e until we have impor tan t rev is ions in the c u r r e n t 

law and in all probabi l i ty ent i re ly new secur i t i e s legis la t ion. 

Some people yea rn for a r e t u r n to the "good old days11 when self-

regulat ion in the p u r e sense , without any specia l Government superv is ion , 

was the o rde r of the day. This is ne i ther p r ac t i c a l nor de s i r ab l e in light 

of the r e c o r d over r ecen t decades . Current ly the Secur i t ies and Exchange 

Commiss ion i s justified in seeking m o r e author i ty and substant ia l ly l a r g e r 

appropr ia t ions for admin i s t r a t ive p u r p o s e s . 

To s e r v e the i n t e r e s t s of the public and the nation, which depend on 

the secur i t i e s m a r k e t s to r a i s e the capi tal n e c e s s a r y to finance the economy, 

as well as the i n t e r e s t s of the secu r i t i e s indus t ry , a new national cen t ra l 
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marke t sys tem should be developed a s rapidly as poss ib le . I a m gratif ied 

that this p roposa l s eems to be accepted genera l ly and the Exchanges , with 

the bless ing of the S. E. C. and th.6 cooperat ion of many who a r e now 

nonmember s , a r e act ively working to achieve it . Many detai ls involved 

in creat ing a single consolidated exchange tape mus t st i l l be worked out 

but t h e r e is no question about i t s feasibil i ty and few question i ts des i rab i l i ty . 

The work of BASIC under the l eade r sh ip of John Meyer and Herman 

Bevis and the broadening of the N. Y. S. E. Cent ra l Cert i f icate Clearing 

Corporat ion, and the ingenious new automated t rad ing sys t em, "Am Code, M 

offered as a prototype of a future nat ional exchange by the Amer i can Stock 

Exchange, a r e a l l evidences of this p r o g r e s s . 

And now let me say a few things about commis s ions . Determining 

what charges ought to be , whether on a fixed or on a negotiated b a s i s , is 

complicated by the r equ i r emen t s of c u s t o m e r s for s e r v i c e , r e s e a r c h , and 

advice. The bus iness of the smal l inves tor has never been profi table p e r 

se in compar i son with l a r g e inves to rs and the popular belief that negotiating 

lower charges on big o r d e r s will lead to lower charges to the sma l l inves tor 

is in my judgment fa l lacious. 

Current charges for agency t r ansac t ions a r e ve ry low compared to 

the dea ler profit on net t r ansac t ions over the counter and I a m inclined to 

believe that in the long run total ly negotiated r a t e s will p rove cost ly to 
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i nves to r s . I ara fully aware that th is is a judgment which can only be proved 

by t ime and exper ience , but it is soraething which should be carefully pondered. 

It is my hope that after careful study and review, the Secur i t ies and 

Exchange Commiss ion and the Exchanges will halt the exper imenta t ion with 

negotiation at the $300, 000 level and, in any event, not go lower than $100, 000. 

Let us not forget that for mil l ions of individual inves to r s t h e r e will be no 

negotiation. They will e i ther pay the p r i c e the i r b roke r demands or they 

will not t r a d e . 

In a review of my r epo r t l a s t October , Mr. Gordon Henderson, wri t ing 

for The Review of Secur i t ies Regulation published by Standard and P o o r ' s , 

s ta tes be t te r than I did exactly what I was t ry ing to point up. Accordingly, 

I a m going to quote d i rec t ly f rom that r epor t : 

"The main question we mus t face i s whether our p r i m a r y 

equity t rading m a r k e t will continue to be an exchange m a r k e t , 

with i ts re la ted concepts of fixed commiss ion r a t e s , l is t ing 

s t andards , m e m b e r s h i p respons ib i l i t i e s , and s p e c i a l i s t s - - a n 

auction m a r k e t s t r u c t u r e in which one ' s b roke r is m o r e l ikely 

to be acting as agent than pr inc ipa l . Or will a cou r se be 

followed that causes the p r i m a r y m a r k e t to take on m o r e of 

the c h a r a c t e r i s t i c s we p resen t ly a s soc i a t e with the over the 

counter m a r k e t negotiated r a t e s , min imal ' l is t ing1 s tand­

a r d s , and a m a r k e t - m a k e r - d e a l e r or ientat ion? 
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n I t may make a g rea t deal of difference which way 

we go. It is imposs ib le to be ce r t a in , but t h e r e is at l eas t 

a poss ibi l i ty that if we go the over the counter route the con­

sequences will be as follows. The t rading m a r k e t s may be 

dominated by block t rading between l a r g e inst i tut ions and 

block-posit ioning m a r k e t m a k e r s . Smal le r inves to r s may 

find it increas ing ly difficult to t r a d e in t hese m a r k e t s , with 

the poss ib le r e su l t that the country of ! people ! s capi ta l ism 1 

may exper ience a shr inkage in the pe rcen tage of individuals 

owning equit ies d i rec t ly , r a t h e r than through inst i tut ional 

i n t e r m e d i a r i e s . P r i c e and block-posi t ioning competi t ion 

between b r o k e r - d e a l e r s may lead to the d e m i s e of many 

s m a l l e r b roke rage f i r m s - - w i t h the consequence that those 

who favor an over the counter type m a r k e t because they con­

s ider the min imum commiss ion r a t e s t r u c t u r e ant icompet i t ive 

might produce , by i ts e l iminat ion, a concentra t ion in economic 

power which may prove far m o r e ant icompet i t ive than the 

min imum commiss ion r a t e s t r u c t u r e . 

u The decis ions we make on i t ems of m a r k e t s t r uc tu r e 

can the re fo re have f a r - r e a c h i n g consequences not jus t for the 

b roke rage community but for our economy as a whole, o . " 
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It is easy to see ghos ts , and to r a i s e unjustifiable f e a r s , whenever 

changes in a t ime-honored p r ac t i c e a r e proposed but our m a r k e t s have been 

so c lear ly the bes t in the world that i t behooves us to think through a l l our 

moves to be su re we a r e not impai r ing the i r vi tal i ty . 

Not long ago I test i f ied before the Senate Subcommit tee on Secur i t ies 

on inst i tut ional inves to rs and made c lear my view that inst i tut ions should 

not be pe rmi t t ed to join exchanges or engage in the b r o k e r a g e bus ine s s . 

It is impor tant , in my jud jment , to keep a l ine between the b roke rage 

bus iness and other b u s i n e s s e s , jus t a s in the field of banking it i s impor tan t 

to dist inguish between c o m m e r c e and banking. A mutual fund is a vehic le 

for inves tment and is not in the b roke rage bus ine s s , or at l ea s t should not 

be . I r ea l i ze the line is difficult to draw and, in the ca se of banking, the 

F e d e r a l R e s e r v e Board has been given the power to define what ac t iv i t ies 

a r e re la ted to banking. In the field of s ecu r i t i e s I think the Secur i t ies and 

Exchange Commiss ion should be given s imi l a r author i ty with r e s p e c t to the 

all ied ac t iv i t ies of b r o k e r s . 

In debating the question of inst i tut ional m e m b e r s h i p , much m o r e 

t i m e and effort have been spent on the s ize of commiss ions and how to r educe 

them than on the m o r e impor tan t fac tors of m a r k e t impact . Very l i t t le a t ten­

tion has been paid to the poss ib le concentra t ion of power and the poss ibi l i ty 

of a m a r k e t completely dominated by dea l e r s dealing for the i r own account 

and eliminating the agency re la t ionship between b r o k e r s and c u s t o m e r s . 
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In September the New York Stock Exchange appointed a Commit tee , 

chaired by Cornelius Owens, to rev iew my recommendat ions to r eo rgan i ze 

i ts governance. They made a r epo r t which was approved by the Board of 

the Exchange and endorsed by the m e m b e r s , and now is in p r o c e s s of being 

consummated. The vote of the m e m b e r s h i p was 852 to 109, m o r e than 8 to 

1. I a m very p leased with the r e po r t of the Owens Commit tee and although 

it did not follow my plan exactly, and indeed I did not expect it to do so, 

it accepts al l the major p r e m i s e s and i s , in my judgment, a mi les tone in 

adapting the organizat ion of the Exchange f rom what has frequently been 

descr ibed as a "club11 to that of a t r u ly modern corpora t ion serv ing the 

public i n t e r e s t . F u r t h e r p r o g r e s s will now depend on the c h a r a c t e r and 

competence of the new paid board cha i rman and the quality and ca l iber of 

the 10 outside public gove rnor s . To those who have followed the h i s to ry 

of the New York Exchange, i ts development and i t s g radual evolution into 

the foremost marke tp l ace in our country, th is is a r e m a r k a b l e achievement . 

When I look back on the p r o g r e s s that has been made over the pas t yea r and 

the quality of the thinking going on in the indus t ry with r e s p e c t to inst i tut ional 

m e m b e r s , commiss ions , the ro le of the l i t t le man and the smal l b r o k e r , I 

feel well r ewarded in my efforts in making the r epo r t . Obviously, t h e r e a r e 

a number of th ings , such as b roade r a c c e s s to m e m b e r s h i p and a m o r e 

independent method of electing outside d i r e c t o r s which, w e r e I doing i t on 
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my own, I would do now. But none of t h e s e is fundamental and can await 

fur ther developments . 

Ultimately I a m convinced we will develop a federa l secur i ty s y s t e m 

pat terned after the one we have for banking in the F e d e r a l R e s e r v e System, 

and perhaps t h e r e will be an industrywide board of a l l the Exchanges act ing 

under the supervis ion of the Secur i t i es and Exchange Commiss ion . This 

l ies in the future but I a m fully convinced that we a r e well on the road to 

majjor improvements in the organizat ion, s t r u c t u r e , uti l i ty, and manage­

ment of our secur i t i e s m a r k e t s . 
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