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SUBJECT: Organization of the Division of Trading and Exchanges
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1 have a number of tentative thoughts about the organiza-
tion of the Division which may be helpful in providing a bazis for
discusszion:

Assumptions
The organization plan deseribed below Is based on these
agsunptions:

1, As a result of the Special Study, much more emphasis
will be given to repulatory activities, The present Division is not
adequately staffed or crganized to dezl with the overvhelming number
of regulatory and"ovarsight' problenms which will be presented during
the next few yeara,

2, Most of the lmmediate regulatory problems of the
Piviaion will involve implementstion of the recommendations of the
Special Study Report. I would assume that inirially the primary activi-
ties of a regulatory unit in the Division would be parciecipaticn in
conferences with the self-regulatory agencies and industry groups,
drafting of propssals and the conduct ef hegrings or formal public
conferences on rule changes,

3. Oace the Commission has estazblished a scheme of priorxiries
and basic policies to povern Implementation of the Special Study recom=-
mendations, authority will be delegated to staff cofficials (below the
division or office head®evel) ro confer and negotiate with officiais
of equivalent rank in the self-repulatory agencies, Discussions will
take place at higher levels as propogals are agreed upoa or as dis-
agreements develop., [T do not think that implemeantation can be effected
in an orderly and efficient manner without delegation, Delegarion is
important for another reason: to gilve personpel in the Diviston a sense
of responsibilivy and a recognition of that respeonsibility by the in-
dustry groups with whom they desl.]
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4, It is important to establish 3 regulatory unit with a
reputation for comparence and dadication that will have the regpect
of the industry and will be able to ¢arry on the task of "oversight™
long after the present Commisglon and the inceming Director have gone.

Proposed Oreanlzation

1. I would recommend no substantial changes in the organl-
zation of enforcement activities ¢f the Division. Mr, Pellack has done
a splendid job in organizing the Division in this ares, Howsver, in
shifting the emphasis of the Dvision's activities to regulaticon and
oversight it may be necessary to shift some personmel out of enforce-
ment into regulation,

2. The Chief Counsel's office will need to he enlarged as
a result of the shift in emphasis tv regulation. Bab Bleck 1s over-
burdened and he will need the zsszistence of some of the nmost experlenced
attorneys from the Speclal Scudy,

3. I would propose considerable enlargement of the functions
of Vito Hatrella's Branch of Economic Research. I would envisage that
a reorganized branch would make the special studies and provide the re~
gearch and statistical materials required for adequate exercise of a
regulatory role by the Commission, We should attempt to build a research
uxlt that would acquire the reputation for competence slmilar te that
of the regearch sraff of rhe Federal Ressrve Beoard. I would contemplate
aggigning to Vito moest of the research people whe are now staffing
the Special Study, I would hope that over the next year or twe that
we could slough off some of the general statisticsl projects in which
Vite is now engaged by giving them to other agencies {who will be happy
to have them) and raplace these projects with projects relating to the
immediate needs of the Commission: oamely market studies and mapket
gstatisties,

4. For regulztory responsibilicies I would propose creating
either one bransh of regulation or splircing rhe regulatory function
into two branches--one for exchange regulativn and ancther for over-
the-counter regulation, The repuletory branches would noc be large but
I believe that they should be headed by lawyers from the Spscizl Srudy
and principally statffed with lawyers, If eitheT of these repulatory
branches need research or statistical assistance they will be able to
Gae the branch of research,
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Other Factors

I think that decisions as o the organization of che
Bivision should be made a3 soon as posgssible primarily so that waluable
personnel in the Special Study will know what thelr responsibilicles
wlll be and in order to forestall their drifeing off to other pursuikts,
Ancther importent factor is informing the industry with whom they
must deal, In my view the organization of the Division i3 a matter
of the highest priocrity.

&3 you know, I plan to go on vacation oo August 1 and if 1t
is convenient I would like te discuss the gbove propesals with you and
the Comission before that date,
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