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Introduction

In the autumn of 1973, the Internsticnal Finance Division
initiated a pilot data gathering project on member firm
foreign activity. We have expanded this project in re-
sponse to the reaction from memher firms. The attached
report for the first quarter of 1974 is based on data
submitted by an expanded number of participating firms,
and on additional Informaticn contained in the 5-1 re-
ports filed by member firms with the Federal Reserve of
tew York. (5-1 reports are used to monitar Foreign
Purchases and Sales of U,8. Securities and U,S, Purchases
and Sales of Forelign Securities through U.S5. Intermedi-
ariesg.)

One part of our report covers comnrissions generated from
foreign activity. TIncluded is the relative importance

ot foreign prders as compared to total trading activity,
and the commissions generated on & country-by-country
basis, Furthermore, each firm supplying us with complete
data {both our guestiocnnaire and Treasury Form 5-1) is
ranked according to its commissions from foreign activity
and by the relative importance of this activity to its
tatal commission business. Waturally, these rankings are
on a confidential hasis.

Ancther part includes the entire NYSE commmnity £iling

an S~1lreport, 1In this section, we utilipe governmental
data to determine what percentage of the total foreign
pige goes to the member firm community. The data are
available on an aggregate as well as a country-by-country
basis,

Tnfortunately, this report has been delayed by two fac-
tors. Filrst, there is at least a two-month lag between
the collection and publication of the Treasury Depart-
ment's stoatistics on Foreign Purchases and 5ales of U.S.
Securities. Second, some firms did not return the data
bank forms by the dates requested; since we are making
every effort to maintain a2 consistent sample of data
from month to month, i1t was necessary co delay prepara-
tion of the report pending the arvival of those forms.

In evaluating the statistics in this report, please bear
in miad that they can only be as accurate and timely as
the data from which they are compiled,

We hope you will find this material helpful, and we will
welcame your comments and suggestions with regard to
content and presentation,
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List of Participalting Data Bank Survey Firms

Bache & Company, Inc.

Baker, Weeks & Company, Inec.

Bear, Stearns & Company

&.G. Becker & Cowpany, Inc.

Williaw Blair & Company

Blunt Ellis & Simnons, Tnc.

Alex, Brown & Sans

brown Brothers Harriman & Cenpany
Clark, Dodge & Company, Inc,
Donaldsor, Lufkin & Jenrette Securities Corporation
Drexel Burnham & Company, Inc.
Fahnestock & Company

Faulkner, Dawkins & Sullivan, Inc.
First Beoston Corporation

Goldman, Sachs & Company

E.F. Hutton & Cowpany, Inc.

W.E. Hutton & Company

Lidder, Peabeody & Company, Inc.

Kuhn, Loeb & Company

Cyrus J, Lawrence & Sons

Lazard Freres & Company

Lehman Rrothers Incorporated

Loeb, Rhoades & Company

Merrill Lynch, Plerce, Fenner & Smith, Incorporated
Model, Roland & Company, Inc.

Morgan Stanley & Company, Inc.
Oppenheiner & Company

Faine, Webber, Jackson & Curtis Incorporated
Piper, Jaffray & Hopwood Incorporated
The Robinson Humphrey Company, Inc.
Salomon HErothets :
Shearson, Hemmill & Company, Inc.
Smith, Barney & Company, Inc,

H.C. Wainwright & Company

C.H. Walker, l.aird Incorporated
Wertheimw & Company, Inc.

White, Weld & Company, Inc.

Dean Witter & Company, Inc,

William I}, Witter, Incorporated
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kelative Importance of Foreipn Business

During the first quarter of 1974, foreign activity de-
clined at a faster rate than total trading volume. In
the last quarter of 1973, foreign activity accounted fox
approximately 9.4% of total commissions received by par-
ticipating data bank firms. For the first three months
of 1974, this percentage dropped to 8.4%. TForeign com-
missions of the participating firms declined from 330
million in the fourth guarter of last vear to $24 mil-
lion in the first three moanths of 1574, This compared
with a decline in total! commissions earned by data bank
firms from $324 million in the fourth quarter of 1973
ta §296 million in the firsc quarter of 1974,

Undoubtedly, the dollar's weakness during the first
quarter was a major factor in reducing foreign enthusi-
asm for U.S, corpeorate equities, :

Based on the sample data, we estimate that the entire
NYSE member firm community earned approximately $33 mil-
lion in commissions from foreign sources during the

first quarter of 1974,
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Taple 1 -

Commissions Generated from Foreign
Activity'as a Percentage of Total Commissionsx®
{in millions of dollars)

Jan, Feb, Mar. lst 0. 1974

Total Commissions 104.2 81.7 109.9 © 2958
Commissions generated

from foreign activity 9.2 ! 7.3 8.3 25,8
Commissions genevated

from foreign activity

as a percentage of

total comrisgions 8.8% 8.9% 7.5% 8.4%

“Participating Data Bank Firms Only
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CHART 0

@@MM SSIONS GENERATED FROM
ORTIGN ACTHITY CONPARED TO
TOTAL COMMISSIONS ©
fn Mdlions of Dollars

4th QUARTER 1973

Foreign Commissions
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Com-issions as a Percentage of the Value
of Foreign Apency Qrders

For the participating sample firms, the value of foreign
corders In U5, corporate stocks fell from $3.3 billian
in the last quarter of 1973 to 52.4 billion in the first
quarter of 1974. Commissions as a percentage of the
valre of foreign egency orders continued to hover around
1%. This relationship has proven to be a good ool for
estinating commissions generated from foreign activity.
Waturally, the percentage can wvary from firm to firm
depending on the nature of 1its business.
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Estimated Foreign Commissions by Country

Many data bank firms have requested a hreakdown of agpre-
gate {oreign commissions on a country-by-country basis.

Table 2 provides an estimated breakdown of these figures.

.By far, the greatest amount of foreign comnission revenue
is generated through transactions originating in Europe.
Switzerlarnd ($5.6 million) and the United Kingdom (34,7
millicon) accounted for more than half the total revenues
generated in Eurcope during the first quarcer of 1974,
followed most closely by France ($3.1 million). Canada,
Japan, Hong ¥ong and the Netherlands Antilles are the
largest nen-Eurcpean forelgn sources of commission reve-

nees,

The following procedure was used to obtain the fipgures
ahove: First, for each firm, the relationship between
the total wvalue of gross foreign equity activity and the
reported commissions from such activity was computed.
This ratio was then used to estimate the amount of caom-
missions received by each firm on & country-by-country
basis. Finally, the estimates for each participating
firm were combined to produce the aggregate estimates
sthiown in Table 2.
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Tabkle

Estimated Foreirn Commissions by Country#

(in thousands of dollars)

AJRIqTT P10 Y plelan wioy Adosojoyg

Counkry Jan, Feb. Mar. 1st 0. 1574
Belgium-Lux 291 213 432 936
Denmark 11 & 17 34
Frante 1,463 927 7124 3,114
Germany 423 355 410 1,188
Italy 128 134 160 522
Netherlands 576 648 372 1,596
Spain 49 4G b7 165
Swaden i3 14 : 22 45
Switzerland 2,118 1,592 1,914 5,628
Inited Kingdom 1,527 1,430 1,749 4,706
Total Europe 6,699 5,43% 5,973 18,106
Canada 7ol 739 1,001 2,531
Argentina 19 10 / 36
Brazil 1 1 0 2
Venpzuels 34 4 44 122
Balhamas 115 104 124 343
Hetherlands Antilles 162 202 211 575
Total Latin Amarica 660 571 592 1,323
Hemg Kong 238 166 191 595
Israel 4 10 12 26
Japan b4 7 232 388 1,267
Toral Asia 1,038 545 706 2,289
Total Africa 5 4 3 15
Other 49 Z6 3 a0
Grand Total 9,240 7,319 8,283 24 8432

“FParticipating Data Bank Firms Only
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CHART i

ESTIMATED COMMISSIONS GENERATED
THROUGH FOREIGN ACTIVITY BY
SELECTED COUNTRIES®
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Gross and Net Foreipn Activity in U.S. Equiries

Table 3 shows foreign purchases and sales of U,S.
equities, country-by-country, for the first guarter of
1974, The figures under the column headed "All Banks
and Brokers" were taken from the Treasury Bulletin.
"Member Firms Partiripating in the Study' are those
firms submitting complete data sets., The third column,
"1l Member Firms with Forelipgn Activity,' rvontains the
figures representing the participating firms plus all
additional member firms filing $S-1 reports.

The Treasury Bulletin shows groess forelign activity

(gross purchases plus gross sales) in U.5. corporate
equities ampunting te 34.8 bhillion in the first quarter
of 1974 (Table 43y, WYSE member firms accounted for an
estimated $2.9 billion or 60.6% of this total. Parti-
clpating data bank firms alone accounted for 50% of total
foreign activity during the guarter.

0f the reported total activity, NYSE members accounted
for 71%, 60%, 56% and 54% in Canada, Europe, Asia and
Latin America, respectively. '

On a country-by-country basis, NYSE members' market

share varied greatly -- from 42¥ of the Japanese and
53% of the Swiss markets, to 80% of the British and

71% of the Canadian markertrs,

The estimates of the relative Importance of NYSE members
in these markets may be slightly urderstated. Orders
received from the U,S5, subsidiaries of foreign institu-
tions are normally treated as domestic business. There-
fore, these orders are not included in the S~1 reports
filed by KYSE member firms. .However, they would be re-
ported as foreign business by the U,S5. subsidiaries and
therefore are included in the Treasury Bulletin {igures.
Hence, whnen NYSE member firm foreign activity (hased on
their 5-1 reports) is taken as a perceniage of toral
foreign activity (as shown in the Treasury Bulletinj,
the results tend to be slightly on the low side.
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Tahle &

Gross Foreipn Purchases and Sales
of U.5. Corporate Equities
First juarcer 1974

(in millions of dollars)

Country

HYSE Member
Total Cross I'irm CGross
Foreign Activity Foreign Activity

Fercent of
NYS5E Member
I'irm Gross
Foreign Activityrd]
ta Total Gross L
. =
Foreign Activity:
B
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Switzerland
United Kingdom
France
tfletherlands
Belgium

Canada
Japan

Crand Total

1,315 699
653 522
4,99 325
274 170
242 106
54,8 388
300 127

4,835 2,929

53%
797%
65%
62%
43%

70%
42%

B0%
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Ranking by Dollar Value of Foreign Commissions

Appended to each participant's copy of this report is

the firm's confidential ranking with regard beth to its
reported comuissions From foreign activity and to its
foreign commicssions as a percentage of total commissions,
Each firm was ranked only for those months for which it
submitted a complete set af data. Those months for which
either no data or partial data were submitted ave left
blank, Only those firms which submitted camplete data
sets for all three months are vanked for the first

gquarter,
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