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1. Fodernization of NYSE trading and anmun1cablﬂn “yuthw

A NOT--FProvides direct communication fTo svecialist posts
Crom member Firme' upstalrs ofTices of orders of up Lo
199 sharez. Wc are Informed thal frem 208 Lo a3 many
ag 45% of trades are recelved and wepertod back Lo the
member firms Uhroumh Lhe DOT system.  Described by some,
when it was first Implemonted In 1275 (%), as the HNYSL's
saponse to the Pacific Fxchabze's Scorex (formorly
called "Comex™) system, J07 has made 1% poszible U and
5 years laler for the ¥Y3E Lo copo with preatly Inercased
volames .

F. NYSE program for adding mark-sense card transaction
PELGT1lu“ terminals—-This will reduce rencrting Lime
Fer Lranssctions and quatation revisions (and will
thoreby reduce apparent trade-throupghs), enhancing
accurecy of seqrencing of trados. The addition of
a couple nf wmark-sense card readers in 1“?( helped
solwe what apooared te hoe a Sape racing problem in
the coficons markel by substantially rvﬁuﬁ]ﬂg Teporl—
ing time Tor &5Y8% slock Lransactions in TRM and one
ar two atheor scouritics.  Ewven tvhourh thet appearoed
primarliy to benefit another markoetolace, the CLOE,
Mp, Batten's farsightednoss heloed ayveoid introduction
of an adgdlitional rezclatory framework e deal wilh
the preblem of fave racing. This waes a asceful lesson
Ehat self=reprdlatory inltiafZlye can scrwe A5 & DIo-
Ehylactic apainst what in the Iong run may be morc
arorpleax and moere cosbly Fovepﬂwenta- rosponses Lo
nroblems unaddressed by self-repsulatory orpandzatlions
“hat do not hang Lopelher, to oolve Inler-markel
frroblems.

. Lboffortn tn reduce 178 respanse time—-Under Lhe
izadersnip of Lhe NYREE sffarts are breing made Lo
IdCLlitdLP use 0 ITS8:  introdustion of "universal
tomnlate™ whieh cnablos wsers Lo ayold raplicating

Lyped-in infoermatian in di#oereni fislds of the
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soreen; addition of more ITS Lerminals throughout
Lhe fleocr; and ezperimentaticon fn the wse of mark
sense ¢cards,

Upstairs market maker pilot-=Desceibed at pp. T0-73
of vhe HYSE'™s December 14, 1979 DPropgress Fepord (o
Lhe SEC on National Market Systom and other Helated
Dewelepments, and at pp. 9-11 of DME's January 9,
1950 Infermational Memorandum on a Mecting with
ligpreaentatives of WYah, Lhe plilol would appear to
reprasenl pragress in that it would Facliliitate the
abllity of upstairs markel makers to communicate from
thelr upstairs trading room bids and offers In securi-
ties traded at different posts throupghout the floor
(e.g., 0il stocks). liowover, the pilot woeuld exclude
use of the syziem by upzslairs wmarket makers te btrans-
mii agency corderz, an anomaiy in view of the NYSE's
representaticons as to the presence of a conltinuous
avcetion at itz ftrading peostz.  Ceution should he
erercised in addressing thls pllet since we have

only a sketehy understanding of it.

EAGLE, information retrival system (or broker-dealer
complisance surveiilanee--"Thiz computorised system
makes Seoessible at remote locations a cenftral
information f1le which, among other bthings, stroam-
lines WNYAY stall's lpspeocilonz of membor orpanira-
Licns and enables MNYSE stalf more efficiently to
target Timmy for couse inspections where, for
examplo, there have been an anusual number of
customer complaints., Alithough the WASD also has
boon working on a similar oystem znd although second
and third generation systems can be expectoed fo pro-
vide cven greater efficiencies, FAGCIE reprocsenls a
welcome break-through in applying computer capability
L¢ what formerly had been hiphly labor intensive
information ncoitlation.

Bemaining Anticompeliltive restrainis

f. Proposed Rule 19c-3.  ¥ou neocded no kelp on this.

L. FEule 19:-2. You needed no help on dhis.
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Fule 113 {'Ite porddicn of 113 which restricts
specialists from Lransacilng, without an inter-
vening broker, with institutions) —It should be
noted that climination of this porticon of Ruale 113
would only tend Lo faciltitale peofential speelalist
compet ition cn the HYSE floocr. It wouwld enable
specialists to develop upstalrs block capability

and upstalrs informalloenal capabllity and enable
upsltalrs firms wha deal with institutleons Lo competle
ag gpeclalists on Lhe NYSE Tloor.

ITS==Cineinnati Tniterface--To dafe there has becn no
viszible prapgress.  'Thoe HYSE has refused o meestl
Cincinnati on ihe TTS interface. {mr =tafl [(Georpge
Simon and Dan Brooks) were mo advised atf & mectingg
with t¢he ITE Operating Committee. The NYSE seems

Lo want & hold-ovt principle from Cinelnnati.  You
might observe that f{he NYSF does nei appear willing
fo "meld out" its order flow to other markets, (As
¥you knaw, Lhe NYSE belleves a hold-out iz necessary
where integrated firms have substantial public order
flow but Lhat when such firms bring thelr ordcrs to
the NYSE and other stoek exchange trading postis,

at least Lhe speciallisi and his bhocok arce present

and other persons may be. )

L[TE——NASD automated interface—-The gucstion here 1=
whethor the WYER will continuce Lo cxelude membher
Tirms from an NABD interface. We understand that
some progress 15 belng achleved at an ongolng meet-
ing In 3an Franeisco. BRick Hetchum (272-290L4), or
Goorpe Simon (272-2880) will update you on this and
Aalso on a meeting which is Lo Lake place on

Fobruzry 12th.  ¥ou may wish to obscrve In addressing
T3, as a system, that 14, in effect, only permits
compatition from other merbket conters when Lhe NYSE
sprelialist decides noi Lo matceh the competdng quota-
tion.

* * ¥ L] *

Riek Hofchum (272-2904), Steve Parker [272-263903%,
George Stmon {272-7800) and houg Scarfl are aware
of your desire %o discuss matters for Inclusion 1In
this zmpesch. They will bhrlng to your atlenilon any
sdditiconal developments. You should fecl free to call
on any of them. Rick will furnish you witn relcvant
information and suppeorting decuments and will coentact
you nexl. weselh In that regord,

Do Loarft
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