7 13/3’14

MEMORANDUM ~OR MR, KENNEDY: /

Summarizing the studies and investigatlions preceeding
the enactment of Section 11 of the Act as clarified by the
testimony of specialists and traders on September 11 and
12 suggests the following considerations:

(1) The question of permitting the floor trader to
trade at all.

{2) The qguestion of permitting the floor trader to
execute orders for the accounts of others,

(3) The question of regulating not only nis activi-
ties under Section 11 but dietating hils mergin
obligations under Section 7,

Experlence suggests most emphatically first, that
the floor trader should be permitted freedom of zeneral
trading; secondly that he should be denled the privilege
of executing orders for the accounts of others and third
that he should be very strictly regulsted to control the
volume of his transactions, and most particularly that
ne should be held most strict in his margin requirements,

It iz herein belng assumed thet the specilalist will
not be permitted to trade for hls own account. All of
those benefits which the specialist contends flow from
nls activitles to provide liquidity in security markets
are shown pretty conclusively to be far more dependent
upon floor traders!' sctivitles than on specialists activi-
ties. In practically every instance the specialists' pur-
chases were an insignifizant portion of the total transac-
tlons and practically never effective in stopping s bresk,
Floor traders on the other hand, buying many times as ruch

stock as the speclalist furnish a shock absorber at critical
times snd while they did not prevent dilsastrous breaks, they

did provide some sort of market sgll the way down.

Because of the benefits which the specialist should
provide but actually are provided by the floor trader, 1t
would seem that genulne good 1s done for the speculative
and trading public by permitting floor traders!' operations,






