
BEARISHNESS' IT MIGHT BE∴WORTHWHILE TO

S ACTIVITY IN NASDAQ THIS YEAR HAS BEEN

.工NST A GENERAL TREND OF ACTIVITY IN OTHER

MARKET. VOLU鵬IN T鵬NASDAQ SYSTEM SO

’15%. AVERAGE DAILY VOL肌臆HAS INCREASED

「 1976 TO ALMOST 7.5 MILLION SHARES A DAY

.ES A DAY MORE. IN the November 17th

WALL STREET JOURNAL’NASDAQ VOLU陥∴WAS LISTEI) AS土嚢37,qu SHARES

腫肥REAS COMPARABLE VOLUME FROM THE AMERICAN STOCK EXCHANGE WAS

」Z」840.000臆SHA貼S. PRICES HAVI! ALSO SHOWN AN INCREASE ANI) T耽

NASDAQ COMPOSITE AVERAGE, EVEN REFLECTING THE RECENT ACTIVITY I)URING

OUR ANNUAL FALL CLEARANCE SALE' IS UP ABOUT 10%. IN SPITE OF A

REDUCED∴NUMBER OF DRALERS IN THE INDUSTRY THIS YEAR’THE NUMBER OF

NAS。AQ LEVEL 3 TERMINALS IN USE HAS INCREASEI) 8%. THERE HAS BEI:N

AN EVEN MORE STARTLING INCREASE IN THE NUMBER OF LEVEL I DESK TOP

TEENINALS lⅧICH NOW TOTAL 33′000 0R 14% ABOVE THOSE IN USE LAST YEAR.
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POINT OUT THAT IN甑NY WAYS ACTIVITY IN NASI)AQ THIS YEAR HAS BEEN

QUITE GOOI) AND mS RUN AGAINST A GENERAL TREND OF ACTIVITY IN OTHER

SEGMENTS OF T髄SECURITIES MARKET. VOLUME IN THE NASDAQ SYSTEM SO

FAR THIS YEAR IS UP NEARLY 15%. AVERAGE DAILY VOL肌臆HAS INCREASEI)

FROM 6.5 MILLION SHARES IN 1976 TO ALMOST 7.5 MILLION SHARES A DAY

THIS YEAR - A MILLION SHARES A DAY NORE. IN the November 17th

WALL STR髄T JOURNAL’NASDAQ VOL雌甑S LISTED AS」」臆637,製旦SHARES

W鵬REAS COMPARABLE VOLUME FROM T髄AMERICAN STOCK EXCHANGE WAS

臆臆Z"840.000臆SHA貼S. PRICES HAVE ALSO SHO咽AN INC貼ASE AND T髄

NASDAQ CO賀IPOSITE AVERAGE’EVEN REFLECTING THE RECENT ACTIVITY I)URING

OUR ANNUAL FALL CLEARANCE SALE} IS UP ABOUT 10%. IN SPITE OF A

REDUCEI) NUMBER OF I)EALERS IN THE INDUSTRY THIS YEAR’THE NUMBER OF

NAS。AQ LEVEL 3 TERMINALS IN USE HAS INCREASED 8紅　THERE HAS B髄N

AN EVEN MORE STARTLING INCREASE IN THE NUMBER OF LEVEL I DESK TOP

TERMINALS胴ICH NOW TOTAL 33)000 OR 14% ABOVE THOSE IN USE LAST YEAR.
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SYSTEM ACTIVITY HAS BEEN SO GOOD THAT THE BOARD OF DIRECTORS OF

OUR SUBSIDIARY NASDAQ, INC. HAVE VOTro A $1.000,000 REBATE TO

RETURNING NOW TO T髄GLOOM IN OTHER SEGMENTS OF THE MARKET’

MUC櫨OF IT S離MS TO BE RELATED TO HOW INV王STORS ANI) OTHER INTERESTED

PART工ES VIEW THE PEOPIJE CURRENTLY RUNING OUR GOVERN鵬NT. SINCE

POLITICAL FACTORS SEEM TO BE SO IMPORTANT THIS YEAR IN DETERMINING

THE LEVEL OF STOCK PRICES AND ACTIVITY' IT MIGHT BE USEFUl, TO SPEND

A MOMENT ANALYZING SOME OF THE DIFFERENCES BETWEEN OUR TWO MAJOR

POLITICAL PARTIES・ THE MATERIAL I AM ABOUT TO QUOTE IS FROM AN

EDITORIAI‘ IN THE∴FA剛INGTON, CONNECTICUT VALLEY HEARLD ENTITLED

llHOW TO CHOOSE A POLITICAL PARTY". RATHER THAN READ ALL OF THE

ARTICI,E' I WILL JUST RELATE THEIR SUMMARY POINTS WHICH ARE AS

FOLLOWS:

DEMOCRATS BUY MOST OF THE BOOKS THAT ARE BANNED

SOMEWHERE. REPUBL工CANS FORM CENSORSHIP COMM工TT髄S

AND READ THEM AS A GROUP.

D則OCRATS GIVE THEIR WORN OUT CLOTHES TO THOSE LESS

FORTUNATE.　REPUBLICANS WEAR THEIRS.

REPUBLICANS EMPLOY EXTERMINATORS. DEMOCRATS STEP ON

BUGS.

DEMOCRATS K髄P TRYING TO QUIT SMOKING BUT ARE NOT

SUCCESSFUL. NEITHER ARE REPUBLICANS.

REPUBLICANS KEEP THEIR SHADES DRAWN ALTHOUGH THERE

IS SELDOM ANY REASON咽Y THEY SOULD. DEMOCRATS OUGHT

TO BUT.DONIT.

REPUBLICANS STUDY THE FINANCIAL PAGES OF THE NEWSPAPER.

DEMOCRATS PUT THEM IN THE BOTTOM OF THE BIRD CAGE.

MOST OF THE STUFF YOU SEE ALONGISDE THE ROAD HAS BEEN
THROWN OUT OF THE CAR WINDOIV BY DEMOCRATS. REPUBLICÅNS

GIVE THEIRS TO THEIR RELATIVES.
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REPUBLICAN BOYS DATE I)EMOCRAT GIRLS.　THEY PLAN TO

MARRY REPUBLICAN GIRLS’ BUT F郎L THEY ARE ENTITLED

TO A LITTLE FUN FIRST.

DEMOCRATS PLAN, AND THEN DO SOMETHING ELSE. REPUBLICANS

DO WHAT THEIR GRANDFATHERS DID.

REPUBLICANS SL髄P IN TWIN BEDS　-　SOME EVEN IN

SEPARATE ROOMS.　THAT-S WHY THERE ARE MORE DEMOCRATS.

NOWタ　WITH YOUR PERMISSION’ I WOULD LIKE TO SET ASIDE FURTHER

CONSIDERATION OF CURRENT MARKET ACTIVITY AND ATTEMPT TO FOCUS ON SOME

OF THE MAJOR TRENDS IN OUR INDUSTRY PARTICULARLY THOSE LEADING

TO THE OFT DESCRIBED IINATIONAL MARKET SYSTEM一一. ANYONE DISCUSSING

THIS SUBJECT DURING THE PAST FEW YEARS HAS B髄N SOMEWHAT LIKE A

MODERN I)AY PAUL REVER GALLOPING THROUGH THE COUNTRY SHOUTING

'一THE GLACIER IS COMING.一一

IN 1974　0UR BOARD WAS SO CONCERNED WITH THE GROWING DUPLICATION

OF FACILITIES IN THE SECURITIES INDUSTRY, PARTICULARLY IN LIGHT OF THE

HORRIBLE STATE OF MARKETS AND INVESTOR ACTIVITY AT THAT TIME, THAT I

WROTE AND DELIVERED A NUMBER OF SPEECHES ON THAT SUBJECT. ONE OF

THEM'　DELIVEREI) IN SAN FRANCISCO’ WAS ENTITLED '一THE SECURITIES

INDUSTRY-SMOG, TRAFFIC JAMS AND CAR POOLING一一・ ANOT鵬R’ COVERING THE

SAME THEME’ WAS ENTITLED li鵬IRE ALL ON THE RIGHT TRACK’ BUT WE EACH

HAVE OUR OWN TRAIN.1I THE MAJOR PURPOSE OF THESE REMARKS WAS TO DISCUSS

AND EXPOSE THE EXTENSIVE AMOUNT OF DUPLICATION IN FACILITIES THAT OUR

INDUSTRY MUST PAY FOR TO RECEIVE SUCH SERVICES AS REGULATION’ CLEARING

AND DISSEMINATION OF QUOTATIONS ANI) OTHER INFO恥IATION.

SINCE THAT TIME, SUBSTANTIAL PROGRESS HAS BEEN MADE　葛　AND

EVEN BEFORE THAT TIME’ SOME PROGRESS WAS UNDERWAY. THE SUM TOTAL

OF THE PROGRESS THAT HAS B髄N MADE PLUS THAT WHICH HAS YET TO BE

ACHIEVEI), WILL RESULT IN A NATIONAL RARKET SYSTEM.
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A F即YEARS WE WERE TERRIBLY CONCERNED THAT THE INI)USTRY

MIGHT BE PLAGUED WITH MANY DUPLICATE FACILITIES OFFERING QUOTÅTION

SERVICE FROM ALL EXCHANGES AND OT髄R MARKET MAKERS. ALTHOUGH THAT

OFFERED BY NASDAQ, INCLUDING THE RECENTLY ADDED CONSOLIDATED

UOTATION SERVICE WHICH PROVIDES A MONTAGE OF QUOTES IN EXCHANGE

肥MBERS TO USE. SOON THE SEC IVILL IMPLEMENT A RULE REQUIRING ALL

EXCHANGE IIARKET MAKERS TO STAND B珊IND T髄IR QUOTATIONS FOR AT LEAST

A HUNDRED SmRES AND POSSIBLY PERMIT MARKET MAKERS IN TAPE APPROVED

SECURITIES TO SHOW THE SIZE OF THEIR QUOTATION IF IT IS DIFFERENT

FROM THE NO則vIAL lOO SHARES. AFTER THE IMPLEMENTATION OF TmT RULE

NASDAQ SCREEN, TO

QUOTATIO持S ON ANY OF THE　2600　SECURITIES LISTED IN THE NASDAQ

THE BENEFIT OF THE CQS SUBSCRIBERS, WE WILL ADD LAST SALE AND HIGH/

LOl' INFORMATION TO THE SCR髄N IN ADDITION TO THE MONTAGE OF QUOTÅTIONS.

OVER THE YEARS MANY OF US HAVE BEEN DISTRUBED BY T髄OVERLAPPING

EXPENSE AND OTHER BURDENS CAUSED BY THE REGULATORY ACTIVITIES OF THE

MANY STOCK EXCHANGES AS l唯LL AS THE NASD. CLEARLY THERE HAS BE王N A

NEED FOR A MORE ORDERLY PROCEDURE AND ONE皿ICH WOULD SAV巳THE M則BERS

BY CREATING LESS DISTRUBANCES IN THEIR OFFICES AS WELL AS LESS DIRECT

EXPENSE OF SUPPORTING ALL THOSE EXAMINERS AND RELATED STAFF. DURI持G



1鵬ARE STILL LEFT WITH QUESTIONS RELATING TO THE REPEAL OF OFF-BOARD
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2. A SOMEWHAT SURPRISINGLY LARGE NUMBER OF PARTICIPANTS

FÅVORED THE DEVELOPMENT OF A SYSTEM OR FACILITY TO PROTECT LIMIT

ORDERS AGAINST TRANSACTIONS IN ALL MARKETS.

3. MUCH TO OUR SURPRISE, IS THE FACT THAT NEARLY ALL

PARTICIPANTS REQUESTED (SOME EVEN INSIST藍D) TmT THE SEC SHOULD

BECOME MORE INVOLVED IN THE DEVELOPMENT OF A NATIONAL MARKET SYSTEM-

IトIAGINE THAT -　OUR INDUSTRY’ PART OF THE JUGULAR VEIN OF THE

CAPITAI‘ISTIC SYSTEM’ DEMANDING THAT THE FEDERAL GOVERNMENT TAKE A

MORE ACTIVE ROLE IN SHAPING OUR DESTINY.

DURING THEIR TESTIMONY’ THE SIA PROPOSED FORMATION OF A NEW

CORPORATION∴WITH A MILLION DOLLARS OF CAPITAL AND SEVEN TO NINE

DIRECTORS TO DEVELOP THE REMAINING COMPONENTS OF A NATIONAL MARKET

SYSTEM.

THE PURPOSE OF THE∴NASD TESTIMONY WAS TO REFUTE THOSE AT THE

COENISSION AND EVEN IN THE INDUSTRY THAT ADVOCATED EXTENSIVE NEW

REGULATORY BURDENS WITH THE EXPANSION OF OFF-BOARD TRADING. OUR

F班LING IS THAT DISCLOSURE OF TRANSACTIONS IN THE CONSOLIDATED TAPE

AND QUOTATIONS FROM ALL EXCHANGES AND INTERESTED MARKET MAKERS PLUS

CO)lPETITION AND EXISTING RULES, ARE MORE THAN ADEQUATE TO ADDRESS

THE POTENTIAL REGULATORY PROBLEM. AS A FALL AWAY TO THAT POSITION’

WE WOULD HAVE TO SAY THAT ANY PROBLEM THAT MIGHT ARISE COULD BE MORE

INTELLIGENTLY ADDRESSEI) AT A LATER TIME胴EN THE DIMENSIONS OF THE

PROBLEM ARE MORE CLEARLY UNDERSTOOD.
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DURING OUR TESTIMONY, COMMISSIONER EVANS ASKED WHY THE

NASD COULDN・T4uLFILL THE∴ROI.E AS THE IN。USTRY COOR。INATING GROUP

AS A RESULT OF TIRAT INQUIRY, THE MATTER WAS BROUGHT BEFORE OUR

LAST BOARD MEETING.　PRIOR TO THE BOARD-S DISCUSSION, THE BOARD OF

OUR SUBSIDIARY THAT OlVNS THE NASDAQ SYSTEM, CONSIDERED IT. INTEREST-

INGLY ENOUGH, THAT SUBSIDIARY HAS SEVEN DIRECTORS AND ONE MILLION

DOLLARS OF NET WORTH.　THE QUESTION WAS ALSO ADDRESSED BY OUR LONG

RANGE PLANNING COh創ITTEE CHAIRED BY DAVID MURPHY, A RELATIVELY SMALL

DEALER FROM TAMPA, FLORIDA; BUT ALSO INCLUDING THE VICE CHAIRIIAN OF

DEAN WITTER, THE PRESIDENT OF MERRILL LYNCH, THE PRESIDENT OF HOPPER,

SOLIDAY IN PHILADELPHIA, THE CHI璽F EXECUTIVE OFFICER OF LORD ABBOTT AND

COMPANY, THE CHIEF EXECUTIVE OFFICER OF LINCOLN NATIONAL CORPORATION

WH工CH PARENTHETICALLY IS ALSO A NEW YORK STOCK EXCHANGE LISTED COMPANY,

AND PROFESSOR JAMES LORIE OF THE UNIVERSITY OF CHICAGO.

THE UNANIMOUS CONCLUSION OF THOSE TWO GROUPS AND EVENTUALLY THE

BOARD OF GOVERNORS BY A　26-1 VOTE, WAS THAT PRIMARILY BECAUSE OF THE

BROAD BASED MEMBERSHIP AND EXPERIENCE IVITH THE NASDAQ SYSTEM, T臆

ASSOCIATION WAS CAPABLE OF FILLING THIS ROLE. 11堰　RECEIVED A LETTER ON

MENT. IN ADDITION, SINCE THIS APPEARED TO OUR BOARD TO BE THE BEST

WAY FOR THE SECURITIES INDUSTRY TO CONTROL THE CONSTRUCTION AND DEVELOP-

MENT OF ITS OWN FACIL工TIES (WITH, OF COURSE, APPROPRIATE SEC OVERSIGHT).

THE CONCLUSION WAS THAT WE SHOULD AFFIRMATIVELY EXPRESS OUR WILLINGNESS

TO FILL THIS ROLE.　A LETT巳R WAS THUS SENT BY OUR CHAIRMAN, GENE

ARNOLD’ TO SEC CHAIRMAN HAROLD WILLIAMS. IN HIS ANSWERING LETTER TO
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GENE ARNOLD, CHAIRMAN WILLIAMS SAID:一一THE COMMISSION WILL GIVE THE

APPROACH OUTLINED IN YOUR LETTER THE MOST SERIOUS REVIEW DURING ITS

FUTURE CONSIDERATION OF THE DEVELOPMENT OF THE NATIONAL MARKET.11

AT THE MOMENT THE SEC IS WEIGHING EVERYTHING THEY LEARNED AT

THE HEARINGS　ÅLONG WITH OTHER FACTORS WHICH THEY HAVE BEEN STUDYING

DURING THE PAST lO YEARS AND WILL PROBABLY COME FORTH WITH SOME

PRONOUNCEMENT IN THE FORSEEABLE FUTURE.　FOR THE PURPOSE OF PROVIDING

ADDITIONAL DISCUSS工ON HERE TODAY, I WOULD LIKE TO MAKE A FEW PREDIC-

TIONS WHICH )IAY OR MAY NOT BE CONFIRMED BY SUBSEQUENT COト則ISSION ACTION:

1.　THERE WILL BE A NATIONAL MARKET SYSTEM.　IT HAS BEEN MANDATED

BY CONGRESS AND IT IS DESIRED BY KEY CUSTOMERS. INTERESTINGLY ENOUGH,

IN A SPEECH IN PHILADELPHIA ON NOVEMBER　2nd, SIA CHAIRMAN DAVID HUNTER

STATED THAT A VERY LARGE PERCENT OF PARTICIPANTS IN THE SECURITIES

INDUSTRY ALSO DESIRE A NATIONAL MARKET SYSTEM.

IN 1970, WHILE PRESIDENT OF THE IBA, ANDY MELTON FORCAST THAT THE

SECURITIES ACTS OF THE　70Is WOULD MAKE THE ACTS OF THE　301s LOOK LIKE

SWIMMING POOL RULES.　ANYONE THAT DOUBTS WHETHER OUR INDUSTRY IS SUBJECT

TO MORE RESTRUCTURING NEED ONLY TO TAKE A CURSORY LOOK AT THE INTENT

OF THE SECURITIES ACT AMENDMENTS OF 1975　PLUS THE ENOUMOUS POWER VESTED

IN THE COMM工SSION BY THOSE ACTS.

2.　IT WILL LINK ALL MARKETS AND INCLUDE BOTH EXCHANGE AND OFF-

BOARD TR.ADING.

3. IT WILL OFFER SIGNIFICANTLY MORE PROTECTION FOR LIMIT ORDERS.

4.  IT WILL FURTHER REDUCE THE COST AND THUS THE PROFITABILITY

OF ORDER EXECUTION.

S.　AN OFFSET TO THAT WILL BE THAT FIRMS DEALING IVITH CUSTOMERS
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WILL CHARGE MORE FOR ADVICE AND OTHER SERVICES, LESS FOR EXECUTIONS.

6.　THE NATIONAL MARKET SYSTEM WILL BE SO VISIBLE AND ATTRACTIVE

TO INVESTORS THAT IT WILL EVENTUALLY INCLUDE NEARLY ALL ACTIVELY

TRADED SECURITIES　-　THERE WILL, HOWEVER, BE A HIATUS PERIOD WHERE

MANY COMPANIES WILL DEFER THE LISTING DECISION PENDING CONCRETE

DEVELOPMENTS TOWARDS A NATIONAL MARKET SYSTEM.　THAT HIATUS PERIOD

RIGHT NOW IS PUNCTUATED BY THE EXTREME FORCASTS OF GLOOM PUT FORTH

BY SOME PARTICIPANTS IN OPPOSITION TO CURRENT PROPOSED CHANGES.

7.　THE FINAL MARKET PLACE WILL BE DESIGNED PRIMARILY FOR THE

BENEFIT OF CUSTOMERS　-　BOTH INVESTORS AND ISSUERS.　FOR MANY YEARS

AN AMAZINGLY LARGE PART OF THE ARGUMENT ABOUT MARKET STRUCTURE HAS

FOCUSED ON WHETHER CUSTOMERS SHOULD ADAPT TO THE CHARACTERISTICS OF

OUR MARKETS OR WHETHER THE MARKETS SHOULD BE TAILORED TO THE NEEDS

OF OUR MODERN DAY POPULATION OF INVESTORS.

8.　A FINAL PREDICTION IS RELATED TO THE POINT ABOUT BROKERS

CHARGING FOR THEIR SERVICES IN DIFFERENT WAYS　-　BOTTOM LINE　-　NO

MATTER HOW THE MARKET IS STRUCTURED, THE FACT REMAINS TIRAT THE

SERVICE YOU RENDER IS IMPORTANT AND VALUABLE. IF WE CAN EVER GET

TO THE POINT WHERE THE RULES AND BASIC STRUCTURE OF OUR INDUSTRY

ONCE AGAIN HAVE A DEGREE OF PERMANANCE, YOU, AS PARTICIPANTS ( OR

MAYBE I SHOULD SAY SURVIVORS) WILL BE ABLE TO PLAN AND OPERATE

YOUR BUSINESSES IN A PROFITABLE MANNER.

THANK YOU
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