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SEC AUTHORITY OVER THIRD MARKET TRADING

WEDNESDAY, MARCE 27, 1074

T8 Bemarr,
CoumiTrer on Baxsine, Horsing axo Tleesax Arrams,
SUBCOMMISTEE ON SECCRrTIEs,
Washinglon, 2.0

Tha subcomanittes met at 1:30 pn. in room 5402 of the Dirksen
Senata Olfiee Building, Senator Harrison A, Willinrgs, ehairman of
tho subecominittes, prosiding,

Present : Senators Willkans, Ridun, nnd Benmett,

Senator Witrrtass, This hearing will eome to order.

We begin hearings today on 8. 2126 which waould rrant the SEC
anthority wider earelully defined civewmstances to confine trading in
listed socnritios to remistered stork exchanges, In its simplest termus, 5.
126 Is intended to Insure that the mechamisms of the existing nuction
nurkets wre preserved and protected until such tioe 1 we have an
alternative to them, hamely 2 national warket systom.

We are all aware of how tpidly eonditions rand behavior are clhiang-
inyg in the seeuritivs indwstry. The most sigmificant. elunge nf all will
eome In April 1975 when fixed commission rates are finally elirinated.
The biz question at that point will be the tmpnet on the fairness and
orderliness af the auction markets.

This subeommittes in its Seeurities Tndust ry Sindy report, the SEC
n various statements, anid the Department of the Treasury in its recont
eapital markets statemont, have conelyded thit the elinination of fixed
commission rates will be beneficinl, There may be a ghake-ont poriod,
batanost. of us belisve that the securities wmdustry will emerge stronger
wnd the public hotter served,

A number of responsible persons, however, do nat share our
optimistie expectations. The New York Srock Exchange, in pacticu-
Iat; argues thar the elimination of Sxed Fates will remose the primary
ineentive for firms to llonge to stocls cxchanges. With that incen-
Eive gone, so the arimment runs, ficms will leave the exchanmes, execute
their orders in (e third macket or in their ek aflices, and thereby
erode the strength of the auction market -and tie protections it pro-
vides puldie investors,

I do not. share the New York Stock Exchanges fenrs, but T think we
care ull agree that ne one can predict with absolure certninty what will
happen onee fixed rates are ubolished. The Yew York Stock Exchangre
may be right, and Uhat is the point of 5, 3105 Foonsing on the period
hetween the end of price-fixing and the establishment of & national
mnrket syston, the Bl would direct the SEC, +f it. finda that trading
away from stock exchanges—that is in the thisd market—is cansing
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serioins husem to the fairness or opdacliness of the aoetion moarkets, to
reruie broker-deiders W conline thelr toading in listed sconrities b tie
el e,

Theee iz, of conrat. a vary inportant caveat to thubill’s mandate. The
vabies wied protections of the anetion markels, as important as ey
gre. do not by temeelves ontweich the Leuefits {eom competition,
Aveordingly, ¥ 3120 stites elat before e SEC cun talie any action
to restrict thivd-macket teadings it must ascertuan Uit resteiclive stock
exclmngs ules bave been amended =0 thet firms new aperating in the
third market woold be nble to do business an the exehunges with no
anticonipetitive impart, In other words, under no circunstances wonbd
the Lill put Grwos sow operating in the thed warkel st of Hasimess,
Taihier, 1t weadd reguire, 1F the NYEE'S Tenrs are realized, that thind
ket Bems b iterrmted oo the auetiom markets inosuch o manoer
thnk eaeey wonld Beat s competitivelisalvint aac,

Durng the toinsitinn peeiod nintal the estalifishment of a natimmal
nuodet sysler. the ST will be called upon to de o dead of 1leldie
eate balmnsne, Competition mast be Tostered, bt af the sawe time,
el e i it el ions most continge ta funetion nitil theee are availolde
alfernacives, The antrnation enpacitics of the securities industey pust
L iprovid, bat Ehis eannaot be done a2t noeost whicl swould dreive s great
iany s oo of thot indaseey. And toobime shondd be contralized
Lo astire eeslonwers best exeention, but the health of rexional finaneial
eenrers WnEd wlse beomontameds T aoull oo oa with examples, but [
thinls thue kKind of recnlztory balancing 1 hnve o mind iz abvions,

Holaneing diverse ahjectives 5 a dillienlt jobly and T think by and
larae the SEC has done it well, Bat, in oat least one arven, [ am afreaicl
marters luve sone askev, T have fn miml the problem of sgual romala-
{imn ws 36 relates to dealer ackivities in the t[lird martket, on the one
dinndd. ol o the stock exchanees, an the other,

W Tueve b dold Tor a bong e el eoual repnlatien shogld be
delaved o the interest of proserving and fostering the commetition
the third macket peovides to the specialists on e Now York Stock
Foclimes, 1 helieve in éhat commetviion, and T belicve thal on balance
it Jins Leen beneficial to the markets and investors, Bnt thers comes a
roanl after whicl we mmst leen owe atiention from the fast of com-
petitum to s foirness,

Lot e #wive sone olivtons examprles,

It eontrast to the cxchange markets, there is no polilic reparting nf
transeeiions 1o the thind market, nor wee all thicd market gnotatioas
avaitable far poblie sevutiny. Thied marker dealers are nat subject to
and manipalative roles of any=hers near Uw strineeney of thoess under
whicly the spweinlizts opecate, Thied market deslers have neoblicaiion
tar heenar publie mit orders and indeed are not even ablimated t ex-
ectite heir pwp cosdonms’ ordars ahead of orders Tor fheir gwin -
connrs, Wheres cpecinlistz must trade sooas 1o cnhawees the coutinuily

and depth of markets, thind market denlers lave 1o such oblipntions—
ingiledd they are nob even renquired to frade inoa maner congistent with
the miaindenanee of anooedeely nocker, Thied ovrket dealers can anter
at leave the narhet ot will. And short selling, which is 50 cavefnlly
cirentigeribed on the primary exelinnses, 15 subject Lo o vest victions
in the third market,

3

The competition that is provided by the third market iz vainable ol
shonkl b presecved. 5. 3120 would da this, However, compelitons
should play aceording to similar rules. Ty view, the badanes e
tween compelilion wl mvestor profeceion with respect to the (ited
murket s onl of whacle 'The tiog has oo for the tlued meacket oo ba
regrnlated o bittle more enually. [ inead tedhiseoss this point farther
Lhis ufternoon with Chairman Avarrete of the 800 when he roscifies.

We hve a full 2 dives of bewrings on this wnporiant lesislntion. [
hope that we will hove o il and proficeble exchanin of yiews,

Crur Hrst witness todey, wos HI.‘]I.E'LII'IﬂL‘tl bor b the Senator From 3iehi-
pen, Mr, Tlavt. TIowever, he hus written me that, it witl he inpozsible
for hum to iestify either todoy or thmotrow. Although Senator Hart.
will not Lestily, I will quote frem bis Tetter to evidence his Interest in
this patter, “Your eftter inviting wy comments on 3. 4126 1z very much
apprecialed. To facilitate foensing on the substantinl anditvust policy
guestioms raiged, o Toesday T incroduced an mnendinent desared 1o
provide cosnpetibive standards and safegaards, T ot dat vext weels
hearinms on 3, 3126 will evoke connent iy SEC, the Anritenst Thivi-
sum, und others on this upproaeh. Regretfally, I will not be able Lo
appear at the heaving on the 2Tth or the 2%th. T will, however, he lutp-
p¥ o file o stuterment on Whe competicive impliations of S, 3126

Aruin, wy thanks for your thoweht fuliuss Do invitinge me aod oy
best regards

L atn sonwesslit :lit-;:l]}]]min’rml that e s ereated a foons on annther
appreach. 1 noticed in the XNew Youk Tiwes taday an editorial which
mthicntes Senntor lart’s opposition to e bill before ws Tiore

£t my collenpmos have wo other stutements In responsa?

[ Na 1‘1_'31110n5[:.]

We will ipsert conies of 3, 3128 wnl SBenaror Hart’s statement, and
amwndrent in the vecord, then, Iot us furn to o man whe has done a
renrkuble job as Chairmun of the Securities and Fxehange Comne
mission,

[The informistion follows:)
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ity rile of sovexelange ) Tairly and resonalily prreseriling

prioray ior oedees ol publie cuctomers Teonglig sa the ex-
clange, ov {3} whicll leas boon adopted i accordanre \1."][.11
rules relatieg e priority of otders for pulilhe cismmaeres
prrunt gl T e Cuenis-ienn indor alsis o,

Y The procecbiog anthorized porsiant fo sileection
(1} may not vinawence 100l the rales ol oatimal s e
exchanges fixtug mies of cammissivee bnve been elindoaied s
aridd any rale prerdgated ot o anleecton {1} Sl
vot femnein i efloet sbrer the Cormision hos delerniined
tust o wstwenal mackel svsiem for secnities has heen estibe
fisTierel, o dpl b EOTR, whichever is caelior,

T ey orde prendissted st taoabseeGon (15
shall ool hergme eflecsive aoles e Xtomes Generad al-
vievs bt sl rele is the beast amticarpenilive means of
proeseevisng futroand arderdy ankels e seenninies,

AP Xotling o this tde <lall preceps the applienbilicy
of the antrrest laws Lorules or practiees al o aell-regifatory
Bady or s membors whicl fmve sl beew spedifically nsan-

dated Dy el Connissioe.”?

T T
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SHonator Witneaws, Mr Gurrelt.

bir. Gakkerr Thank you, Mr. Chairman. T would Tike to ackuowl-
edoe the presence af the other members of the Commission, all of
wlhiom, Tam sure, von lave met

Fromy my vight to my left, are Commissioners Prolluek, Lowimis,
Franz, and Semmer, They ave here not only becanse they are mtensely
interssted In the subject matter of 55126, but also beewuse they might
be helpfat in supplementing ny answers to the subconunittee’s ques-
trous, o In providig answers 1 T eannnt.

For the sane reasan, certain membwers of one stoff are also hore-=
Taon A, Pickard, director, Robert 3. Lewis, associate director, atd
Andeswe AL Wlein, asslstant divector, of our [Nvision of dlarket Tiewra-
latinn: md Harvey Lo Pitt, my executive assistang-—to provide any
tochinnbeal information that you nuey desive.

STATEMENRT OF FAY GARRETT, TR, CHAIEMAN, SECURITIES AND
EXCHANGE COMMISSION

Alr GarierT, Mr. Chairman, menbers of the subeommiittee. at this
sulwummitter’s request, [ am prepared to dizouss the Caomnission’s
views on several propesals for wlditional legiglation, each designed
tomake explicit the Commission’s antherity, after making cettoin find-
s, to require that all frdning in securites Beted on sotionel seeuri-
ties exehanges De condined to steurities exebanges registernd with tie
Coanmisaion pursuant to section G of the Scouritics Exclange At of
1344 At present, us the sulwommittes 15 aware, Tzt gecntities alzo
iy e, nnd many ave, traded in the ever-the-connter markets, eom-
manly referved to oz the thivd macket.

These legislaitive proposals are intended to respond to, and dead
with, the argnment mised mitially e orhe Bew Yok Stock Bx-
change—that, if the elimination of fixed cowonission rates, which
wi have propesed oceur on o before May 1, 1975, takes place prior
to the ymplementation of o central, oF nutinnal, market svatem, tho
Nation's auwction tradine morkets comld be serionsly impaived, to
the dutriment of the public interest and the interest of vestors,

The Conunission, of the reruest af various menthers of rhis 2uheon-
nutkee and its stadl, hos st forth its basic position on the question
hiefore yom taday, a3 well ng sur suggestions concerniny cerkain lemis-
lative propesnls in this ares, io & number of lotters. T oam subinitting
copies of that correspandence for the record, Tt T think it naght
be Lielpful ta explain broiefly what one geberal positlon has heen
and s on This dillicolt issne,

Aftor 2 careful review of the arguments of the New York Stock
Lxehanme, we advised this subeommittes Inst December that we had
sevions doubts that the sequence of events predicted by the New
Yok Stock Fxchange was likely to accur, We are still of that opimion.
Howerer, we veengnized then and we recognize naw that it is not
possile to predict the futnre with eertainty, partienlarls under con-
ditians that have never axisted lLefors. We indieated our belief, to
which we still adiere, that if the serions impninnent of the markeds,
whirlh the New Yeork Stock Exdinge fears will rvesalt {fvom the
elimination of fized commission rates prior tn the implementition
of the contral warket system, were to vccur ot appeared likely to
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opeur, we could seek to prevent ot reminve sach
ing the full extent of tha authority
ag any other authority we have

Nevertheless, since the question has heen ratsed of our anthority
tn take reviedial action. we have supported the efforts of the staff and
the inemliers of this subeommittee prepare specific statitory lawprunge
on the subject. Inwsmiuch as several drufts of propesed Jangiaere o
bfore the subeommnitter, T would Like Brer to tlisruss the ssues s
ther apprur o us, and then relate our views on the Issues to the
dillerent approacles,

The first questinn is whether the Commission should have the qu
thority by adminisirative action to couse sl transactions in Jisted
securities to be eilected on & nationo] seracitics exchanwre in cvery
case or I specified eages, in whole or to o Bmited extent, Adilinagl
this decision, wlenever and by whomoyer miade, will be ¢ difiiculr
one—atd it is therefore tempting to urpe the Congress to assone
e lnedani— s thinde the eomplexity of the matter, the viniere of
teehniques that mivhe he etploved to produce the desired e,
anil the extrencios of ke and timing in the face of changine and
unpredictable cieeumstances, throw the balanes, in cur judmuca,
townrd pulting the burden ‘an the Conunission,

"The gecond question is what circamstaners shauld stify ar eomnel
the impnzing af testeictions on trwlinge in listed secnvities, Shanld it
B stmiply netund or prospentive detrinent to bl pablie intepped aad
the interest of nvestars, or soroething mare pracise? Sinee the pro-
pesed provision isdivecied to a spefiie poszible peolilon, wnd a pozsible
remiesly, 36 seonld be well for the Torislaton to specify the natore of
the prolilem with which ik is comeerned. Ty this reapect, however, we
Eavarirlentifying the impaivnent that is feared as that of o0 sopn titins
aurkets rencanlly and ot simply the eifiet NPt Ly parliculag seeawrd-
Tiess exehinmge or mneloet, Wea toglize that the laveest existing marle
i Bisted] seemities i3 and s likely to enntinue tn he the New Yorlk
Stock Fxebunge, Towrver, we thikk it miome appropriaee for the Con-
£ress dn stale the subjeet of 18 racern to e onr wakors menerally
anr not Tanit iis coneern ta that exehangme

The thivd nuestion iz (e weixht to Le FIYCH e
tn faghiominge the PeTnee] v
or threat of impairoeig
faverod sluting in the gl
enelinnogg

mpairment by atiliz-
grantrd Loous in 8, 2519, a5 well
under existing statates,

anpelittve fackors
- ussnming that the relevant impairment
has heen found. Tn rhis reeard, we liava
we= that the romedy of resteictinge fraling tn
nnat he iiposed wnless exelmnge voles ot the tinge da 1ok
nreasiably impaie e ability of nonmeniber fiems to solieit o efforl,
transeebions for theie awn seeount. On (e other Land, we ik il
world serionsly hammer the Commission in faslvioaing an cffectiyve
vemedy for thie Lenelit of onr seenvitios wavkets (F (e remnedy bind to
vl the test of boing the one amone 1] massible ritedies that wenld
peadiee the least anticomnetitive vffeet, ST ninre would this be irue,

if e decizion nedor suel a standard wos suhfust. t ronetcrence by
thie Atteney {lenerak.

A forrth mestion 35 nne of the approgeinte Gme at which the pro.
cecdinms melininary to g decisiom wnder this Jrrrvisaen ean o slhenld
take eliee. We heliove that the mroecedinegs sionl] noitler be THwe-
Watnre nov came Lon late, We have a velnetnnes, which T am sure (e
wembers of the subeommittee stare, te male such impartant ceononiie
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dectsiong on estimates and forecasts of future effects. On the sther
Tinnel, we have no intention of arring that we be reduired to wait until
if this shoull oceur, the worst fears of the Xew York Btock Eascha ngge
laibve come to s, before we comld enke effective action, It ﬂl_f‘ﬂ'.“j'm-‘u
OO0 40 ws, 11 we are to hanve the responsibility to resalve this ques-
tion, we shonld also le griven flexihility az to when we begin owr inguiry
inko the problem, and when we resolve the questions presented.

Now, turning to the varions propegals thae are hefore thiz sul-
eoruntitbee, Lot e dizoess Bist 5, 3126 a5 sabmilled by e {:!lﬂll'ilh_:l n
of the wabeommittes, and Senatos Drock and Oransoon, That il
would require the Commission to probibit brolers and dealers Trom
cifecting tramsactlons in listed securitices ntlierwise than an a 1111]1:’;:711\]
securities cxchange if the Commission nakes specibivd nding with re-
st fo the effect of exchange mles on SCriics dealurs and on eon-
vetition and with respect to impairment of e fairness and order-
iness of the exehange markets or the functioning of exchanges.

We have alrendy sabnittoal detuiled sugrmestions 1o this sulwo-
mirtee and its stafi for the revision of a begighative provi-ion whicl
1= k'it'tl'lfl]].“r' mlendienl 1o S0 3125, In NEFETICE, DT LTI [1]1%u1ﬂ!|~.'l “'_|.H1
B S1ER, ne presently deafted, i that wo de o !::-hq‘.'n r_]u_» f CIERESTEY
shoulid be lexislatively conpellod so te restrict trading in Listed securi-
ties, bt rather, wie believe Uat the elimination of noneselnhge trnd-
g i aneh seenvities shngid Le eme of the SRIBNE availalle Lo the
Conunizsion, if we beeome sonvineed ghat action shonld be taken to
nvoid or correct signifieant injury ta the securitics trading prasess,
Thee nse of 1L word “<halV in s, 010, in aering frreth our anrborny
Lo net, conlid Te comzstrued a3 placing an affirmutive burden wpon the
Elammisgion to et ju the maneer sat Tovtle, oven thougl atdser alterny-
tives milzhi be nwere sppropriate. For thid reaso, we belicvs the word
Behidl” slonlil b chaaed tomayv . . o

s lrly, the dezeriptoon (o & A205 of the ﬁr_1n:1|::r_,r1.-' the o LTI TOH
must mnle bafors aulopling appropriste tales is tonblesame, 3 e_-_bu-
Leve that the vinkility o faie ol ovderly markets geasrnlly. not jnsr
the existence of fair and orlerly exuhange mackets, shokd e the
deferminanis npon which Conondssion aetion s predicted. Tu our
letéer Lo Chairmen Willias, which 1 have referved Lo earlier, we st
fortle simrested lngungme chanees b accomplish this gl )

Another proposal Before this subemnmitter i3 one submitted by
Senplor Tower, originally imtonded ag un amendment to S, Q.J]?. Sema-
tor Towe's praposal une Imenl won b melo vlear that e Commis-
sit’s sithority to act on this matrer s sranted in permissive. vather
tlua mendatory, terms, which, of conrse, we avor, Sepedor Towe's
propogt ], howeror, would permit Comnuissinn action to deal wirl any
Impending reisis anly 1f 1t conld first he Jdemonstraded that the public
interest aml the pretection of investrrs were Henbstantially certuin to
k™ “*'l"-"""“‘vE'-]_\‘ aifectrd i the ol of zqle]y gret e, . .

W believe that this propasal may be overly restrictive. Substantial
certainty with respect to fotee evinns i ditenlt 1o artain. We, ther-
fore, prefer the Vi likely to be® Vugrnagrs in S, 5796,

The next propesal, numiered amendment, 1090, 15 the one Sematar
Hart introduced on the floor of the Senate on Marceh 19, Senator Hart's
proposal has two features with which we mnust differ, In the first place,
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it woulil veauirve the Commission ta liald %on the rernrd™ hearings The
elfecl nf Bl we w anntger of pracediore and in the el of U 'IT:{'NiIT-‘-
nents ol the Administmeive Procedom Act, woalt e ta entvert what,
oo s legislative policymaking determination into a Erinl-type
el bebicntion complete with cress-rvuninntion, We Leliore this pro-
c-lc-il]lm'. L appropriée aidd unduly Durdensome ol productive of
LEER H A

Seeondly. under Senutor FLaek’s proposal, ne Commission action
ol be talion untess the Attorney Creners] aidvises that 5t is e enst
antieomped it ive nwans of (weventing fair nnd onderly markets for
seeurities. Mo stawlards aml ao tine limits ave provided for this de-
twrnination, nor s e Attorhey General ealled upt by, 01 ANy woy
Leclanee the interests of e ypmldie in hars arkets
weingt anticompetitive comshdurations, Given these twe featuoes nf
schator FLaet's proposab, i it shondd hecome Tuw, T seriounsly doylt
whether the Commission wonld be ahle tooact atall, or, i wo corhl avt
whether we eomld ek in time o steve off any impending srisi Mare.
over. wealn not believe it is sound policy 2o sve fhe Attarney Generil
catnplete discretion to veto the valomaking of an Dtdupemlent remi-
latory aceney simply leeanse Bo bolieves it ehonld have Leen formmn-
it differently, We, therefore, believe Senator FHao's propasal
shonhl b suejected.

Cas Dstated envlivr, there 35 an additiona] preddem witly vespeet to
tonng b three of the proprenla, 803126 a0d Senatar Tower's pro-
posal provide that no vole conld bevnme cffective until riles of ex-
rlmngu:-'. s rates of romimizgsion have heen oliinated, Senutor
[t s womisdment wonhd provide that the provecding for deternining
whether Uiere shindd Te o tule eonld nat commence untsd that time, We
rreter thee approaeh in % 5126 aul Senator Tewss prapostl, pro-
vided that it is clewr that we aee not, and eannot be, coanpelbid fo re-
sulve the motter i alvinwee of the un fixing of sammission rtes.

Bl 505126 nodd SBenator Tower's praposnd wonld preclude ns from
extenshing the life of any rle we did sohopt Beyoned Mayv [, 1978 un-
lesss we first grave the Cangress 0 doys nocies of owr intention to extend
the rde, Benator TTacts projuca] swanld ot provide for anv exton-
st Leyond that date. We believe thal Senator 1Tart's proposa] would
wndnly hamprer ane alality to deal with unforesnon tleveloprrents
when they arise and to eontinne to denl with them so lone as 18 necss-
sarv it the pmblis inust, W wonld also uren cansilernGon of el imi-
nation of the 80-duy natice provision as peding voierseney artion.
m favor af extensions from year o year with conenerent Botice of
['Elr'}'. l:'xh-mainn,,

Finally, we anderstand that the Trensury Depariinent, praposes tn
szoest w diferent uppreach which has meh aekvacting, The Treasury
proposal would provide o essunee, shat if we find that the falrness or
orderliness of the market for Listed secyeities hias been ndversely of-
Lectid b transactions on oo exchangs amd in the third market, we
shall take suel action as muy be required to climinate or mitieate
these canserqnences and would sperify alternarives. ineluding the i_}ro-
hilition of fhicd maeket teading in whale ar in purt. While this [ro-
peeul wonld kbentity the type of problom with whieh we would be
elled npen to deal. which i3 the one which coneerns the New York
Stk Lxchange, it would not mandate a specifie appronch, which we

a0 the best possible markets -
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might il Inuppropriate, bt would simply reguire ns to take appro-

priate setion and would specily possible approaches, We believe that

the Troosury approwck woulidl avoid the problons swhich we hnve dis-

cossed above, iwelwling the problem which eoncerns Senavor Hact,

of calling for action which coubd be wnnecessarily anticompetitive,

We, weeordingly, support the Tressuey’s approach, subject, ol congse,

taits belng wubodied in statutory Innguage,

That, Senator Willinms, eoneludes my prepared statement. We ave
T G0 answer any questiong you may e

Senator Wirazaxs, Thank yor vory moch, (hairioan Garrett,

First, T would like to deal with the sitnation 42 if s with vespect o
the rules rogulating thivd market activities, but before [ do that, et
mie make cortain that T unederstand the Yust parwgraph of your stots-
ment. Correct me if T oweong, hac san T right in ansdersea nding that
You are sugeesling. us one of your options, the elimination of the third
mnrket ?

My, Gaeneer. Yes, as a possible, statntorily-authorized bnt not
manicatel], alternative.

Sennlor Wirniaas, Where is the New York Times editorial? 1
sperifically want to malke relerence (o1t becunse it containg some Lin-
s that dors not apply at all to the Comizsion as T know it tocey.
The article reuds as Tollows:

Thongh ihe prosent Chaieman of the SFC, Rax Garretr, e, haz taken o bl
stomd i proamubing il i-smpetitise reforu, 1his was ot gluwpys [Tiee of Nis
predleceezorg and it oy nol snrvive his kenuoe

Heve vou seen theeditorial in toley’s Times?

Mr. Casnerr. Yes, 1 didd, T thenght it was an unfortarate and in-
appropriate attack owomy predecessons,

Senator Winnzans Well, prior ta that, it comoments on Senator
Turt’s prsition as an oppoaeni— read ehe porgeapdy for the record,

The meusures epnonents, Ipcluding Sroater Philin Inet of dMichizan, aesme
that this sebIningly Tomneuwons pravision bae the petdepd 121 of beemmpineg o Toojam
lorse—wpne Lhat eoull allime the oujor stork escluinges to balt the ongeing
yelotm proress, 10 conld open thie way o rears of 10200 aod filibuster before
% plinkde Securltiez atd Hsebnnso Comnoiesion, while the established excleibiges
reiLEert monpplF conteal over fow seodritios oce teaded and by whoo,

There iga prafaity I bere too, They are iy pothesizing the possilil-
ity of pliable Commission, But, reference to the elimination of the
third navket in porr statoment did rutler stiotle nie.

Mr. Gaoreerr. I do oot buow whether it is semantics, Seoator. The
ydea—ithat the Cormnission be enpowered to sesteaet teadings inoex-
elhiange-lstid securities to nationnl scenrities exchanoes -orgeinated.
in lemielative terins, Tran this subeemmitken, and ks Leen inoeneh of
the commends we have sabmitted to vou since, at the least, kst De-
cember. We, mi the other hand are not advonates of the need for anch
legislatinn, W thinl S, 251% and existing law wonld permit us to treat
the prablems ro which 2, 3186 @ diveeted,

Senutor Wittians, Let's deal with the thivd market for 1 moment,
partiendarly the inequadities of the rules. For instance, there are po
riles, at lenst that T um aware of, regnlating the activities of dealers
i the third morket with mespoet to the many areas In wlhich thars
are elenr and demanding regrulations on the exchanges,

First, the oldigatien to maintan a fair aned orderly macket, Why



22

Mr. GarreTr. Beeanse the so-called third market does not give or
award any moiwpoly Dranchises, us are received by excluuige speeial-
e, and thus ere is oo presenst need for such @ e,

Senator Wistaws, Are there rules applicalds to the thivd market re-
gar g nakict manimylations?

Mr. Crakmer. That s the Jasw, Tt does not require o separate mle,
The third markee and all narkets are alieady bound Ty such restric-
Lionss. T 1= bene that (he stoc); eXchanges have specific rules for this, bt
i iz egnally trae a specifie rls is unheressury, In any event, unifovm
rules sovernimg market wmamfaet urers are undey P rabod ¥, b colis
cide with the implementation of a consalidated tayg

Seagtor WiLniaa s, The protesion of publicapdeys /

Mr, Gugrrrr, Thied market dealers do nat receive public limit or-
drrs. It i3 the law, of conrse, that, 1 thew do, they cannot frade naminst
thimn, There nre indicia) decisions to that. efoct. But, Third Market
tlestlers do not receive public limit orders, They receive mocket orders
Feovmy arhuer Torakers, )

Renatar Wirioms Bot there i nothing pralibiting them from
reeciving publc arders,

e Gannrer, No,

Serator Winnoors, They certnindy huve g great denl of business
fresr stitotions, hanlas-—- -

Mr. fisrrizee, Fhey o have business Teom institntions, I am nat
aware that it 18 a sienifieant aoont where compared to volume an
thr New Yorl Benck Txebumgee,

Senator Witniaes And frmn jnsirnee eompanies,

Mr.Gaunerr, And other brokers o public investars,

senator Wirtiaus, We alsn eonsider that to be a significant part
of nublu business,

My Ganserr, And otlwer brokers, whe may well act, and often are
aedingr for nther eulividual s, )

=enator Wirnerawz T2 there anvtiing in the way of rules or regula-
tions reaniring the diselosure of transactions?

MroGavmrre Yes ol nis There i nn rerpireiment for the real time
dizelrsmre—thealiselosnre of fronanetions as they neenr—herause there
is no vehicle to aecamplish it They are required. if they participate
i NASDACQ—1he Nationnl Amsecintton Sesurity Dealers Automutie
Chuntation service—to ke perindic daile reperts of the rolume of
their transnations, T, they do not report teansacitons gs ther acoyr
i the faslion that does cerne with respeat te Eransnetions on the Yew
York Stoels Fxshonge, They w0 de so, of ronrse, with reapect to
rertain exchange-listed sneuritics, when the ronaalidated tape comes
ints operaticn, That is one of e purpnses nf the consoliduterd tape.

Bongtnr Worrsws, Another aren in which [ sense ipequality s
shart eellime, Are there any miles ar regulations dicected to the third
mrrlot o <hort selling?

Mr. Ganmrere, Koo thers i= nn nresent short selling mide comparable
ta that applirahle to sxebonee, bt e have nraposed one. This 1z in
comanction. amin, with the fortheamineg consolidated tape, We have
Tiblished far comment o proposed shart-zale mile that wauld sovern
third-market participants as well nz exchange markets, T imicht nidd,
of eourse, that third-market. nerticipants am aithject to the zame rules
&3 everybudy elee if they should put their teade on an exchange.
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Senator Wiraorans, 1o von see the need for egual regulations in the
tlard mnrket as the marletplyee svolves?

Mr, (rangerT. Yes, but only as it is cvolving, As Commaissicuer
Toomis likies (o observe, * Koual tegulation of Uwe onegual i inberently
nnequal.” The ceutral 1n:1|r-lius.a system that we have o mind would
Lring competition onto an epald basis. dul with it wil] sucely enme
relevint and appropiate equul vegenlution, This is very noach o et
of the sanrse we have oudlined, and in which tlos suleommities has
concutrad,

Senator Wintaass, Will that T contemporaneous with the central
mavker syaiem ?

Mre Coanperr. Well, the vavious farets of the rentral market system
are uot all moler Lo eome into being ot one (e, Tha Aest major slep
townrd A, potting aside the unfizing of Conenission rates, will he
the nnglementation of the congolulnted tape-- tle tapo reflecting his
torical spenrinies trangaelions, 28 vou ki,

Al the participants and the Comndssion have aereed that, when
the eomposite Lape oo inte effecl, there shoald be el pegulations
soverning wanipnlative conduet, sliord sales, and voales that yon have
ot wientione ]l yol, Coading talls Yon Lave oot wmentioned talks, proe-
stithly heeanes the comtext whers snelr 11les micht be necessary doos
ned vet axist wider poesent ciroumstances,

Thuege are the regolatory Factors that we have agreed should bo
ermalized before the tepe beeonies aperational aed we will have acdepted
then by the time this tape ia physically ready ta hegin.

Semator Winitaws, But the first fixed point of significant chanes
will e April of next year when the Conimiszion s ansauneed elearly
and irreversibly that the fixed conunissions aeress Le bourd will Le
eliminaied.

Mr. Garurrr, That is seheduled for Hie omd of Apreil. May 1. 1975,
will be the first folly unfixed day. by which time, of conrse, we cxpect
{o liave the eonsolidated tape in full operation.

Benator Woktase<, Do you expeet that the rales and regulations
youare now in the process of developing dealing with the third mar-
kek will e in effect, in whele ot in part, by that date?

Alr. {fawurerr T expeet that rales on the three sulyjects T have non-
tiomed will e fn effect on chat date, These are the anly rules we Lelisve
are reluvant to the comsolidated tape. Now, the other roles with respect
te operpting i the Fnll central marked systony under the progreanm,
as we envision it are keyed in to the adaption of a1 composite quatation
system, and certain ather rolemakine developments that must oeenr,
| cannot cay with certainty that that is goinge (o ocenre by 3Mav 1, 1975,
T thiuk the New Yark Stock Exchange wonld ageee that, if we werm
all cectain they waould ocenr by May 1, 10735, wo wouldn't be Tere today.
Thev hive stated that, i€ all e componantz of the central market
SyEtem wrere i1 existenes on that {In}‘_ fim}' wonld mot lve this [}l—n[}.
lewr ol womld not be seeking this kind of reiief, Rut, we do expect
it Lo be in plare as soon thereafter as possible. And, of eourse, bleally,
it- wontld e 1y operation and in heing 0 st that time this problem
wonthl never actually avise. T can't promize that that is gaing to be
tho case,

Semutor Wrinrae, Tt is that lick of sodainty that hrings vs ¢o tha
consideration of this bill. It appears that the time gup between the
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eliminution of fxed conmission rutes and the installaton of the na-
tinnu] nearket svstem may operate, necording te the NY R, to furnish

' - - 1 ' - . . *
Ientives to Grms to rellngnish theie exelunge memberships, Part of

e ineeniive, 1 wonld nuagine, would le the Jack of egual regulations
I the thied ket

e Ganmenr. Well—von mean weighed ggainst the protection of
the fixed cotnmission?

Aunator Wianiasrs. Fxactly,

Mr. Guamerr, Passihly. Many have asterted they conld make more
mmey ol the exchange, But, if they veally thought they couhl de so,
whey woull e Waere nnw,

Seratar Wit Well, these firins ohviously want to prolect. their
hasiaesses, and Tan cortain that they are now Ju the process of evaluat-
g a unnber of frctors bearing upon the business ydgment wietler
to aperile oo exeliange ot clsowhere. One factor muder congideration
would lecthe New York Stoclk Exchange’s recently announted redug-
cian b ralea for senee onders

Mr Goarnbre. oo tat was oomember frme of e Xew York 3ock
Faclanwe. and it will net stare until vext weel. Tv will start on
Al y.

Tl queations af equal reslation dees not affect many wembers
divert v, We are talliing alwmr Ui resalation of specialists az opposod
to the regubation of thiml marhet warkets, Members of the exchange
haee the ohligation o put their transactions on the exehange: tht s
true, Fow ili= they now wet ihe henehe of ehargiong o fixed comauission.

Scattor Winnnases, That's the peint, M Choivman, When there
are nn Jonger fixel rares, aml gheme are no segalations in the areis we
have boon discnssing, vou ean theorize Uhat pace of the incentivo to
Vv e excliney swonkbd e to caoape the exclanme pattern of reralu-
tinn nnd breome o freewheeler in oo relatively wategulaied matket.

Alr, Gaomerr. T et zee thint at all, Senator.

Senatar Wirnaams, Welll T oy not either, ot this i o theory that
has een advanced by reapenzible spekesmen and §belicve it warmids
vt ntrenfiom

Ale. Goaprrer "That™s not the way they explaine] it to me,

Senator Wintaws They maay not we the word “Mreewlecler™ bt
T think the mieg=a e that 33 conumndeated = clear wongh, T s due
less regmalation mrans nore apportunity, i

Mr, Gareerr Ther do not even talk alwut (he ek of repalatinns;
thew vl sl the meney they nre goinge ta male off the exebuoneme,
It iz nob Ieeanse of Tuek of readationn that thes threateo to lenve the
exchange: it s heennze of the epread thoy think they can charge for
making doaler markets sl deeeking froon theoe awn aventory.

Senator Wirtiaws We have alvamdy bwan over this bicefly, But
perhaps we ean take srame sPecibe examples whoere theee is a0 con-
speemens ahgenre of third market repnlation—chort «0lling is g snnel-
\ﬁui.J Shartzelling on down ticks 15 possible in the (hicd market, is it
nest ?

v, Garrere, Thew weill e b abde 1o do s,

Senotor Wisnoors, We're tallkinge ahout making money, avtent we

M Ganreer, Tt is o good wav to lose money,

Senator Wiiniass, Well, Tve pever been asked Lo sefl short bt

e

5
there nre some. suceeseful shorl sellors. Novertleless, the advantage is
thar there s wo rule or regulation applicable o short selling 1 (AR
third arket. . .

MroGames r 13y May 1, 19750 we will have o short sale rule e eflect
that w1l apply to the thive narket. _

Srnator Winiass Another exanple pceurs in the contest of tho
phiruse that Tas guided our markets for so long—fuir and orderly
mavkets, Wil theve be a rale o etleet by tlod date also governing the
mrarket ki reondnet of these in the Uil mackek?

e, GArRFTT Mok 10 the seis yon presinably wnean, although over-
fheconnter 1 arkets nmst Le faie and pardicipants in those ntarkets
ave vesulated Unless of cotrse at that thne we ave sianitcantdy foe-
ther :|1u|1g tnvaand the ventral skt svsten. Al of thai 1 oam not
@ ETILL

Sendar W1 L1AME T ean see the areaments that ave advanesi that
woult spoees te need For 510G tesidaal anthoriy 1o deal with any
sitmition arisng belweell the unlixing of connoizsion rutes a1 Elant
day whien the mtionad macket systen s plaindy visible anl operational,

M Ganpeers Cerfaindy. Amd S 2518 wonld give it to ua. Yonr sag-
aestion s tlat an alternad ive, Hmiting trading in lgied secuntles to
The Mew York Stock Kxehanoe, as oppoaed to the thivd mnrket that
dows oL now exist. That 35 one of the flexilalities that we want to be
able tooapplv. £ it shonkd be nevessary to do se.

But, that is one reasnn why we do not favor o Lill that ofered only
a sinle remedy to the potential disintegeation of the auction market.

Senator Wrrniasts, T an aware of the eorrespundence tlag vow men-
tiom anel Elee loygzinge chaages that you suggest in this bill. Ave these
ather wltertuiives suggested as amendaents? _

Mr. Ghumprr, Noo We donw't need them as amendments, sinee we
alveady Lave that authorty In S, 2519 and exisging Jaw. Dt ther
ahsonee shionls] wot imply that we do ot desive to b relleved of any
compulsion to apply enls oue renwedy: —anely, restrieting all of the
transtetions of the New York Stock Rxehange—as the only way 1w
which we san prevent people from removing thelr trades Trmm the
exeliinre,

Senutar Winntogs, This i& net legiskation that deals with one ex-
liange, Ratler, the intent is clear siough on the faee of the hild that
iliere is 10 be goneral npplicalnlity to exclinnges. )

M, CrawerTe. Whick Tos Jed us to coument, iy oar carlier letier,
that tie tehel songht might not work anvway. 11 all third arket
makers wont to the Cinetnmati Exehange, for exampsle, it ight nafo
a Timited dilference to the New York Stock HExclonae, But i s troe
that this bl would appdy to all exchanges. And the rerpuivenent set
yewth conchl Te et b patting the trade o1 any pxchange Hn whirel
tHie soenriey s aquatlifion] to be Guded, and not necessanly on the New
Yirrle mtondy Fouehano, .

Senator Wiratame Conld we be kept advised of the status of de-
vetapiments in the regulations T have disewssed with you taday oo
cerniiner the third maeket? T think it would e helpful for our con-
sicarution of this detail i€, within 30 davs, the Commission prepared
a status teport on s efforts to develop un equitable regulatory
framewark.

TA detter was peevived from the SEC at a heer dute. T¢ may be
fonarl at . 151.]
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Mr. Guaeeeer, Al right, As your brow, Seantar woave in the [rocess
of appoiuting an advizory conumitles, to e chaired by Mr, Alexander
Vearly 1V, vhaimnan of the Roblmson-Faephrey Ting i Avlanga,
whose tisk will be to advise us on neving from where we are now
i the full centrad mvarket sestern. Awd we are anxions [or vou to Lo
aequaiininb with bin, We are developing a progran with him {hae will
involve vral vegulations as well as a mnnber of ailer madlers, We
will eertainly report to vou within 30 duys, and as often therea fior as
wr I sy e

Senator Wickooss Tappreciate thai,

Juat f0 vesp setne OF vonr spectile sumrestions for this Vestslaiion
yom recomamend that “shall™ shoukd be ehanged o “muy ™2 =

Mr Grameerr Yes.

Swwtior Wictase Thiet wonld give vou greater fexibility,

Vo sy that Cexeliange” markets, shonld e deluted and reparad 1o
dleserile markets i gereral. Frankly, T am nor sure 1 understand that.

Alr. G, The markets in geneval, as we develap the cenirul
market system, and particularly as other repulatory and mechanseal
duviers eogne inte play, should he the dominant factor, and not just,
wihat ooenrs oo the stock exclanses, Right now they sound like the

same thing bot I doi’t know what they'll sound like 2 year from
Bk,

r'jﬂnntm- Woririws Thank you. Senator Iiden
Senator Bmex. Thank yeu, 3. Chairman.

Mr. Clhairman, 1 wunt to make sure I nneerstand what Tou are
FEI_'I.'II'Ig.

The thesis nf what yeu're saying i3 that vou don't anticipate aly
rush fram the fleor to the thivd market to begin with. Howover, if that
uninticipated event were to ocrur, you want the fexibility ta deal
with thesituarion: is thet corpoec?

Al (aumerr, Yoes.

Senator Bioex, If yon don’t antieipate with any degree of likeliliond
that there will be a substantizl decline in vsehnnge membership, then
mn't it 1 bit too seon for Congress to write o so-called fail-safe provi-
Hieay il balld

Mr. Gagrerr. Well, onr initial thought was that it did not need
senarate aml express acknowledpement, We believe thot the powers
otharwise pranted to us by the Seenrities Exeliange Act, g2 it now
stands, and (he amendments to those powers that will be provided by
22010, will oive us sufficient authorily to tuke various sleps to cope
with the prollem.

However, the problem was hrought into pohlic debate by the re-
mest of the New York Stock Exclmnees, thitially, when it sugrmesied
tiat truding in listed seenrities be linited to registered securities ex-
chunges by statnte, We did not think that was e gond iden bocause
we <hid not think the probability of (heir fears coming to pase was
afficient!y reeat. Not hecanse we helisved that their frars conld not
create a prolilem. but becanse we think that they shonld not. ‘The dis-
enssions flen led to something that did nol scom to be intelligent,
that is to say, that the et was oo to 10tk abowt this prollem in a
restrivtive munner. Tewonld be better to talk whont it in termos of giving
the administrative azency the aathority to fushion appropriste relief
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and take appropriate mensures if the fears we have heard so mnech
almut sheuld actinlly come to pass.

Bonator Brors, What ure those eonditions wlhich wonkd evidence the
fact that the fonr has come to pusst

Me, Garkesr, T thiek o whelesade defection of traders awavy from
tha New York Swel Exehange could e o very ularming development.

Senator Brors, What docs that venlly mean ? Docs thak 1aewn that
the membership wonld dveop ol 20 or 25 pereent, ot §i pereant, or Bib
pereent ?

Mr. GGamrerr. T do not meesn to Do faeotious, Sennfor. TE T had a
clear idex 05 o exactly where the line Juy, I would sugmest that vou
et it in the statuetes, But, T o not, Odler vaeiatdes exizst ar the sy
trme. I suppose, from nn econmnice point of view, T would have to say,
that o stare or }iminl_ conld be rowched that wonld nffect the mnrkets
to a significant dogree, if trading and boguidity ino significunt number
of stecka on the foor hoewe 5o thin thut wo censed o have an auciion
nrlet in those stocks at o (hne when we had not ver mone Far enougl
towurd developing the equivolent of an aaetion mareket i Bhe cencral
market Ry=tem.

I tnust sy, woe are flso concerned with the Brancial woll-beine of
the New Yorle and other stack exchanges, We need ther as part of
our averall regulatery progeant, We conld not pet along without them
for o ot of reazons, alihougb there ave muny other ways to Lelp
finance exehinngzes.

Senator Hinex. T'monot really trring to nail you down, ot T tey-
ingr to point out {or Lthe record rhat it s a dilicule line to draw where
these fail-safe provisions would toke effect and T concerned that
perhaps the Inll should be drafted to try to deseribve more elearly what
that sitoation wortld Y.

Mr. (ZaereTT. That is what leads us to prefer a proposal that we
did not think of ourselves—the Treasury Deparfment’s proposal —
whick, T win sure, Mr., Schmnlis will more thoroughly expliin. The
virtne of that proposal is that it starts ont by defining the prablem,
Tt dues not start out, 45 5. 1196 does. by defininge the rerardy. O conrse,
we have not seen any specifie lnnguage, Then the Treasury pronosal
provides that, i these fears are coming o pass, or e very likely
or substantially certain to pass, the Commission shall take cortain steps
to remedy he sitoation, chovsing from vacious alternatives,

Senatnr Bunsx, I'd like to =ee a little mora about that, too,

Setator Wirntanms, Thank you, SBenutor Benneit has to leave, so 1f
wo ronld interrupt for 1 moment, it would be appreciated,

Senador Bines, Sarely.

Benator Bexwerr. I'm o=t interested an the bottom of pooe 3 van
indicate on the bottam line that vou lave other authorities under
existing statues under which you can act. Do you mind identilying
some of these for the reenrd ?

Mr. Gamrerr, We have anthority wnder section 19(1) of the Secu-
tities Exchange Act, in effect, to compel the ndaption ef rales by
remistered securities exchanges 1 o rther hraad list of areas. While
oy authority over members and nonmemberz of exchanmes is per-
vasive, 16 1% not comparable in ol respect to the authority we have
with respect to exchange members, Tn some cases, it is browder: in
others, it is cast in differest terms. One thing that 8. 2510 would do that
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does not oo exist would be to expand and mnke ceinparable aH of our
vxclange and aonexehange member authority tint would be hebpal.
However, there are orther wavs in which sonuwe aspects of this problem
ennld o appronched, For exuuple, tles treating this jssue cruld be
adapted under the general feand provisions of our statures.

senator Bewserr Thut might be going around Robin Hood’s barn
Istoml of divectly to the hear€ of e problem.

Mu. Gk, o would be belpful to have oor authority made ex-
Plicit, us S 2519 waonhl dao,

Sepator Brvsevr, What rale changes do you aniicipate tie the New
Yook Stoclk Exelinge or that they wonld have to make ta inect the pe-
quirements of section (e} {1a} of 8. 31062

Mreo ruwaore Lot e e suece that 1 have the siplt section. One
rule, i paortienlar. TE third market Goms were to b given competitive
specinlist positions ob the New York Stack Exchunge, Rule 113 of
th New York Stoek Kxehonge presently weuld fowbid their daingr
Lmsiness direct]y with wmstitutional investors which, of Coallse, 15 Leir
peneipand business,

Aeaaror Bexverr That ende wonld have to Le changed ?

M Gakuerm, Inosonwe respects 1 atherwise, to bring the third mar-
ket firms m to U exehange wonld drive them e oF theie seymrage

nutrkermaking businesses, 1 understand it is not the intent of 5. 3216
that that shauld be required.

Senntor Brexerr. Mr. Chatrmag, T socey, 'm
have to go. Thank you for vieldinge io me. Senator

senator Ihnes. TET may follow up with iy line of auestioning. We
agreed that 3 diffiealt to duternine what would constitute the demise
of the exchanga, Tae T huve fonnd broad disngremnent on this point.

A Gaamerr, I sownsds faoniliar,

senntor Broes. Beeanse of the great nneertainty as the effects of this
teasiution, [ have been told that T will destroy the cxchanges without
it dmt Lt T monst rewily B in the pocket of the vxchatire in erder o
:-.'up[]mrt it. T thinl it iz lemitimate eriticism by those ju the third
nurket whe say that if you leave this provision wide apeil. yours
rreoiling vour cangressional reaponsibility, ¥ou've writlng an gt nnl
I von're woing to Te one of the legislarors, von cannot de that. T don't
believe it is proper for Congress to, as i 5o often does, delegnte
all the anthiority to anvene it ean find to take it. Now that’s a very
onett cauled question, but I would like vou to tey and vespond, if
Trxsilile.

Mr, Grsumerr. It runs to the very heart of the matler. Without trv-
ing to peyehoanalyze whut any of the varions partcipanls in this
natber really want, however, and taking their aromments st face valae,
there eevtainly appears to he some snbataawe to the arguments, 1 app-
pose the New Yarl Stork Exeliungs, for ate, might gny: “This dan-
mer 35 reakoand 1 von wait wnti) ¥ou can st it will be too late. Yom
arve gt to prevent it from aecurring to bezin with. The anly way 1o
prevest i i o peevent it now, wind Comgress nogrht to take the re-
sponstbility.” T tmow third market wakers wonld say exsetly the
epposite thing: “There is nothing to the Exchange’s atmoment nnd to
create this rempticion s to ensure that we will'end up dead on the
floor in the process.”

It is our opinion at the Commission that, notwithstanding the erig-
cism of some, that thers has bren too much delogation of power

very sorey, but I
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to admianistentive aueicies ; this 1s one aven which should be delegated
ta the agency thut has been given responsibility of regy lating our nar-
kers and Laliing appropriate ackion, It is a very complex subject, ta L
snre. Anyone Qunk 5irs here today rod thinks he can say exactly wiaet
the macket will louk Jike, strnntavally, o say nothinge of price and vol-
umne, a year und o half from now, s kidding himself. We do nat know
and they do not lnow, We puess und they guess. We think our guess s
better than theirs and viee vemsa. Thete are too many other things
moving at the same tine that are likely to chunge circumstiness:
vegulitory matters and procedures, electranic capalilitics, market
habits and iany other virihles.

I think the decision on these jssnes should be left with the réspon -
sibile body whese Inil-time job it is to keep up with and tT¥ to wnder-
stain] these matters, with guidanes fron tho Comgrress, of conrse, as
to the parameters withim which we shoudd act,

Lthink the bill trivs Lo do that, Both versions do. We should preserva
as mueh competition us peasible and still Lring forth o decent anction
ket Inw with staudarde that we ean understand,

Senator Bis, Thank you, Cliaieman Garrett, for TOAULI Tespanse to
my vigme und geneval guestions, Whae I ke to do now s be o 1ittle
uore specific. Now, you say you want more flexibility ?

M Ganrmir. Yes,

Yau say you want the Dexibility o po Beyond the requitemsnt that
all trading in listed seevritios he confined tn axclmnmes.

Mr. Garesrr, Short of vequiring all teading in listed securities to
Ceeur ot ¢n exchabee, not heyvand.

Senalor Thoen, Thank you. Can you give ine sone specl e examirles
of alternative action the Conunission miyht tuke if the Congress wers
to provide more fiexible rule-making sethority in this sren ?

Mr. Gankerr, Do yon mean the types of thimes short of restricting
all fransactions in listed securities to rosistered cxchitnges?

Senator Biopw, Right. If you could list some for ma,

Mr. GakrErr. One possibility that has been suggested, and publicly
discussed, wonld he for us o réquire that third market firms eheck tha
market on the New York or other stock exchanges Lefore exeouting
vrgers far other customers,

Sﬂr%atm* Broex. When you say “cheek,” what specifically do You
e

Mr, Garmerr. Find out quetations {rom cxehange specialists rnd
whether such quotations ore better than those offered elsewhero and
disposo of these orders in a way which would clear the specialist’s
book. Thiz iz one possibility. Another 35 to say that if any-
body is making a third market in 2 listed gacurity, as Pro-
fessor Ratner has suggested, they shonld not deal with the puhiic but
only with dealers on a wholesale basis. This wonld discoursue the
major retail frms from leaving the exchange in order to integratne
farward into making marksts in Tisted securitios, That is possibibity.
Exposure of Fublio, orders over the NASDAQ system, for example, ia
another possibility, That would make possible an anction. Tt oertainly
wnuld cxpose such orders to o wide aut{ience of possiile takers. Thin

of this kind, and ideas that we have not, yat thought of, might help the
sitation,

_____
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Senator Bors. What would be the position of fourth market fring
if the provisions of 5. 3126 wers to take effect 2 Would they be put gut
of businesa?

My Gameern. Iehink ut the monrent the real fourth market wonld he
left untonehed. 82510 wonld give us anuthority to reach them, Thelieve,
A Hebert Tewis, Assaciate 1Hvector of our THeision of Markat
Beeraletion, ean acld to thizs disonssioe, L

Alr. Lewes. Lo the extent that teades aceur betwesn individnals whoe
ato nol pemstered with the Conuniseion as bioleers ar dealers, 5. 3136
wonld not reach them, The Commission would Tiave no anthority,
nler S 5186, to veqiee aoelh tranzactions te be effected on an
e, o i

Thern i, however, noerey aoen witl vegned Lo some particizants in
the Foutth morter leestaas there 1s some conlosian of feres Tastinet,
for vaanple, 18 sometimes classifiod as a fonrth marler participant.
Wererthelrss, Tnstinet i3 o brakeraderler rewizstercd with the Commis-
sion, 80 that ks Braudes would have € be tuken toown exchungs 1.'|]I:i1Et‘
a0, absent sone exemptinn. That fer moay very well pul Instinet,
or any similar eleetvonie systenn, nuk af business, Broaless that bandle
erosses hetweon tistitwtiona | e]lenks are sonwetimes clagsited ss being
the fourth mvarker, but Dey are hroker-dealers vegistered with the
Crmmission, N

T vernive thit transietions by broker-dealers in listed seenvities be
Laken town exchanee probably would alzo put those perzons out ot
husiness, again abseat some sort of cxem plion.

Senator Misew. Shenld 5, #8126 be onacted, what lamben o you
thind wonld Do plaeed ot thisd ket Hens? Would there e any?

Al Crannicr, Well, there wonld be no burden unti] we acted pursie-
ant. bl antliarity evanted, The bordes, wnd 1 we did aet, would be the
naeertainty as to what we might doo When we did aet, it wauld depend
LN R TR ST TIE B

Spgaene By, Tt wonld dopend on vonr astions?

A Giamners Yoes: it neglid (]{li‘:r-ml vy o stetions, ko e i fe
Le Facotinus but. even if we tonks full advantagze of the authoriy
geranied to us ta regquire il Lransactions 1o wo an an exchange, the exaet
deenils o the teguirement wondid define the extent af the hacden, Tt

wonld depend upon what the neeess rules wonldd haee to be to nieet the
remiievients of the Bill This smielt not peevent theie doimg el y
Tnestiess divecty, Tat it certuinly would at least veqnive thean fo sxpose
all o 1la i brsiness to the apecialiat’s book o pive the pablie an eppor-
tunity o pactJedpate i theitr trades, o ) .

The priblic does net have 2 opportonity to pacticipate in tlhivd
market teades new—as the exelanees weould ba guick to tell yor

Hepatrr Bows. T discusaine 803186, we have been told thag one ol
the paeposes of 3t 1= o nvald “chaos™ in the anetion mackets What Jo
vrug envizton as “chinns?™
T OMe GageerT. T have aot henrd the term “chaoes™ T have heard the
fern “drying np® oe Sdisappearnnes of? tie wuetion narket and e
takeover of the auction market, by dealers conducting business “up-
statrs" a8 the street colls it, rather than down ou the loor, Tlis nevd
not he chaetic ab atl. Tn Gaet, tie over-the-counker, ar “thivd ™ matket
could Do quite orderly, T doss not, hewever, have the _vil"tuc‘s attrili-
utel 0w ouetion market and we take these virtues seriously, Among
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these virtues ave the passibility of protecting public orders. permitting
them to purticipate i trades, and to ot degres, the price ar value set.
Hng inechanism of the anction nurket. which seems to lu nore be-
hievable or to have more eredibility when it tales Plaee down iy an
wuction erowd vather than elsewhere, Tat, that dees not s tlae chind
murket s chaotic ] tuther, simpdy thut it is ene kind of nacket rather
than another.

senator Lwex, T oveas by the choice of the tern elinog, vou dant
lrave to prress who Pue been tolling to. )

Mr. Gasenerr, XN,

Senator Bimes. 3. 3126 would mequire that anticompetitive rules of
the cxchange be vliminated before the directives ean lw carried out,
Wonld you please comment on the necessity of eliminating le fol-
Towinr eules of the New Yol Stock Exchange: First, bale 113 whicl:
prohibits specinlists from dealing directly with certein kinds of
CTEL O TS,

Mr., Gangerr, U third-macket takers, a2 a vesult of requiring their
trades to be effected on an exchange, were ta he grive I:ll.'i.-'.ltl'ﬁ'.lT'l.‘j a5
specialist=, alternute specialists, or something of that sor Ut Hie
exchange, rale 113 world forhid them {ronl dealing dirvectly with
mstitutions 0g well us aorparate nsiders: that would drasticallv
change the business of third-market fivms in o manmer ineonsiztent
with the stapidnrds set forth e the propossd 1l

Senxtor Bioew. Rule 835 which prolilits market mnkers other
than specinlists Grom quoting tao-sided narkets i a seeurity,

Al Garsrre, Tt s 2 [t hard to know exact]ly how i wonlid work,
If the power under the Bill were nsed siinply to moquire thicd-nuaket
firms to become memibors of the stock exchange, and they Tiad to send
Al of theie transactions to the floar, then, of courze. they wonld have
to stor theit netivities ofl the floor, which would stop tea-sided quota-
twns i the thivd mnrcket altogother. Rule 438 wonld have to be madis
fied to permit them todo ik

CHowever, I don't think eale 433, in its present form wenld be con-
sidered consistent with the antleempetitive standards ser Fortl in
the Bill

I must say again. in cage it is not clear, that those are reprosentative
of the kinds of decisions that the Commission weuld huve to naale in
an appropriste wiy if the billz anthacity ever were to be usad, T do
not mean eo be understond as foretelling what the decision might be.

Senator ioex. The intent of this question iz not to put ilhe ex-
change or the Cominission in 2 corner to promise futtre actions. Lint
I'am trymez to analyze these provisions to make it cdear for the vecord.

I think it’s warthwhile to give a broader pleture of the prszsibility
of what might vcenr.

One fuclther part of this last question. Mr. Chaitnen, We ara
talking about. the vequicements of 8. 3126 that anti-competitive rules
he eliminated. Waonld there [a)so] be o [need to] eliminate member-
ship en the exchange ot 1 medallion basie.

Me. Ganeerr, Yos: restricted membership would have Lo be elimi-
nated, Whether it would have to e climinated for evervhady or
whither alternative concessions conld Le made to thivd market fiems
15 something diflevent to predict, but one ran hardly lwagine that
the enly solution or remedy under 8, 3126 is that third market firnis
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woubd e requined 1o oltain full membership on oan exchange as
the convept of memborslip 15 onew undm‘:-:tmnll.

Senaror Brmew. Thank you very much, Mre. Clairman, and thank
vou, Mr. Garretf,

Penator WrLLIas, Let me veturn o the slotement you mnde a
moment &re, Me. Chairman, imiting ourselves to the New York Stock
Exchasmge. 1 helivwo this s very imporlant to the bill. You favoer
identifving the markets penerally, We are not singling ont any por-
ticalar exclhange morket, We vealize that the lurgest existing market
in Listed seenritive s likely to bo the Now York Stork Fxchange. Tow-
ever, You think it is meore appropriate for the Conpgress to stare the
sithject of its concerns, to be fur markets penerally, and oot to limit
itz concern 1o that paclicular exchange.

We disenszed cnrlier o Int of the anxiety cxpressed by that exelunme,
The lancuame of tho legislatinn, however, 13 (o exchange, is it nat?

Mr Ganverr, Correct,

Senntor Woriavwa, T do not fally wnderstaml the market Seen-
orallv® thal yom refer to. Perhaps there 13 an unknown mevket ?

A GarrerT. Or some changes in the thivd worlket not now present.

Senntor Woataws Tt is my andersianding this can be clurified
within cur bill to make clear that it is the suetion markets that we nre

interested in presstving and protectineg, Tn fact, the exchanges too
wonld have uz address anrself to this point.

Cn paas 2, line 10, it has been saroected to elisnge thotf line to
read “the farness or orderliness of fhe anction market for such
gernirities "

WMr. Garrerr. We didn’t sav anetlon markets in our version; I
don’t know where that eame from.

Senator Wnoarases, My undersinndine was that this was yanr sng-
eestion, Povhaps, T misanderstamd my information, but I thought this
wos fhe resnlt of a stafl level discussion.

Mr. Ganerr. Oor proposd should have vead : “Faieness or order-
Tiness of the nmrkets for such seeurities.” Wo would simply delete the
phrase Sanel exchanges" _

Senator Witniaums, Yes, the word anetion iz included in there “Aue-
tion tarkets for such seeuritios * * * or the ahbility of the exchanyes
to earry ant Lheir regnlatory responsihilities * * 7

My, Gaprerr. That was not ohe that we had rocommended, siv.

Senabor Winrraus, Tlow dees it strike vou? This was not nailaderal
frown here, sz Tanderstand it T's heen s stadf matter, and it's bilateral,
yooirs ol s

Mo (Tarerrr. Yes, we disegssed it buat wo did nol inclade 3t 1n the
recommended versionsg, Yoo ask e what we think abaont it now ?

Nenator Winaiams, Yes,

Mr. Ganerrr, T wonld prefer, arain, that the relevant nniverse of
concetn be the total state of onr yorket.

Senator Wirnniass, Tao male elear that we wre talking ahout the role
of nuation markets,

Mr. Ganrrrr. Well, like everything else, it also relates to the whele
huziness. What we do not want iz a sitnption in which, becigse there

is same decline of trading on the Kew York Stock Exchange and some
inerense in third market trading, we are compelled to restrict a1 trad-
ing to stock exchangres.

Renntor Wi raawa. T dnn't helinen thet verginn

T
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Mr. Garmerr, Tlo yon want te look at the overall health of tho
markets, or just of the anetisn markets, Lo nge that terimn ?

Commizssioner Loowis 1 think the problem wikly the use of tle term
faaletion market™ iz that neither the Xeow York Stock Exchange nor
the over-the-connter murket is x LK-percent auction market today.
Definition of an "anelion” mnrket or a “dealer” macket is diffieult,
while the teran “market” encompasses both.

Lt was our desite {0 encompuss and presevee borh kinds of marlets,

Senator Wieriaxs, Now, yonr broader plirnse, then, would be to nse
the phrass “mackets rather than with any specificity or deseripition ?

Mr. Ciamnrrr, That is ouv reconmuesslation. Yes, sir,

Senador WiLLtawrs Thatis all Thave.

Me, Garnerr. Moy T ask if nuy of the other Cammissioners weuld
liloe to supnlerent anything Gt T lave said?

Senator Broex, Mr, Chairman, may T ast one finel nuestion? T he-
Leeve Hent the Ehird market new provides oo competitive foree to stock
exclingge specialists by the competing auubets it provides foe rertain
Bstorl sernritios,

Wouldn'l that competitive foree Ty definition he eliminated by 2
rorirement that all trading o listed seencitics be confined tn ex-
ehinmiges

Mr, Garemer, Yes, we wonkl restrict ar eliminnie the third-madoet
ihalers alality o compete w3l te speeinlist in minrleot roaline to the
extent. that the third warkeg waloer Tt to ealie his oreder to nspeciJist,
ke anybody else, wml subject himeelf to the specialist’s book, it not
Lo thie specialisty pwn bids.

The degree to which this wonld happen. T think. would depenid
upwin just how it was worked out, the worst thing. feem the ghind-
market maker's point of view, would he to require him G beconse a
member of an exchangn woder present oxelinee males and o e
ments Nabady contemnlates that hoeeansn it wonled be iueansistent witl
the standards wlready set forth in 8. 3126, 'The Teast disvaptive action,
[ suppose, might I €0 require their arders at least to lie ¢xposed to L
spei‘mllﬁ-t’s hoole. T comlid be anticempetielve, T'ey sure.

Femxtor Brtx, Is it fair to say that sueh g move conld be made and
il e w eotapwtitive situntion ?

Me, Ganrers, U think so. T do think it is possible. 1 wonld like to
make it very cleaw, particnlarly becanse of one of FOUT ODERIN es.

trons, Mr. Clinirman, that it is not our mtenting v desive or tireet

ta et under thiz WL Our tarect 13 the central macket svatem within
which the fleird poarket will compete in thoronehly intesoted. fair
comally remlated svstem, The Tast thine we want to do js cxerciso
the full nuthority praposed under something like & 3197 Tiut. 05 o
makter of honeety, T have to say this is ane of the alternutives that
cught to e available to ns,
. On Th_n ather hand, we do not think it aneht to bo the only alickn-
tiveavailable, whicl is what we are afraid 8. 3196 daes. )
Senutor Wenrases, S 3126 does not repeal any ofher nutharity
delegated toithe ST ’
Mr. Ganrprr, But by vsing the word “shall.™ &, 2126 provides the
}J:IEHSI for an arrament, that, 1f we find o decline in the anrtion me rhets,
and if the other conditions in the bill are met, we must restrict all

t;rknd‘!_n_s_fr n ljstl!ﬁ{‘sr:tjlritjns fo exchanges. We ave further worriad ahaut
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the record will very eleaely show that tins decision nesd nat be wmade
hefore romissions beeome wnfixed, if 5. 2126 beeomes the law, as T
51:1_!:_*(1 mmy krsbamony.

Serator Winnrass, That's elear bat on the othor question of wlether
this displaces all the authority that vou have snggested yon have. we
cho nast, dlistiach that, Bat you believe (b the mandate of ¥shall” is the
thinge thul conld rause some displacement. e that eight?

My, Gosurert. The use of the word “shall™ does net displace our
other authority. Bk, if we make tie findings S0 8198 comtempriates,
then T think someome could avmne to o conrt tled we have to crant
this eelief, 31 relief 18 the right word to call it; we do ot want to have
toe ol T, W weond e D ol tor ennakes these fimelingss and use ather aness-
ures short of this 1 they will de the job for that reason. we helioen
the statute should nee the word “may,” to avoxd any ambigoity and
to preclude his arguoent from even Teinee yude, )

Semator Wonrass, TTader the bill, che Oommassion world make the
findines that serve a5 the basis for the provisions of this bill zoing
into operation, In other words, the Commission must malke ecrtain
fanlings?

AMr, (EarrpTT. Yoo,

Fonator Wintiasms, Do you Lave any partoership in that ¥ Woold
o Tve o court sharing vour responsihilities?

My Ceavmpre, Well, Brat of all T think we would have to be Tionest
kg e finditgs and we conld ot refuse ta teale thon just be-
ranse we Akl nof Jike the reliaf that sueh findites would bring nhoat.

Second, of conurge, omr aetion prosamably wonld be subject to soma
Jualienn] review, to a degeee, with the word “shall™

WWith the word Mmny” we canld nor be compellod (o take anv action.

Benatoe Winioams Inoan effort oo correet any cnerging adverse
silnadion i Ws eipbent stabe, vou conld wse obluas power ancd st hority
eanferred i Lw, before invaling the semedy presecibed by this hill
Am Eoenrrect?

Mo Gomoerr, T odeonet wank tie Bl to proveide & hasis for anvholy
toosay that we wee comnpelled o Liold Teavinegs and to resnlve this k-
tee TweFore commussion rates Tecome unfised, boeanse T know (lie conse-
quenacs of thar, T will e on o the pext aeennent wil be that we
maust poztpowe the nodixing of coumisgions, and Lot is the lond of de.
lay o cowet wiieht recaire ol e muder 8,512,

Senarrr Winnsars, Well, we didn't sax anveding about putting this
Lnter operation before comimassirn tates are unfised,

MroGoaneerr YVen dondt sux i, bt 1 6hinde, sle, that you e provid-
tr i fenndation Foe this kind of tronbbe.

Sk Wrpgswa Tden®t Blank there i any anilority in the £lom-
wissbon in s Wl ta act before commnizsion mtes are unfised,

Ae, o, Te sovs we shonld rostriet trm e Lo exeliogees 1 F there
13 Vileedw to be any sipmificant Teoen o che anction murkets,

Hemfor Wirniaws, As T oondecsnol this bille i i divected to the
period of toe after commizsion rates are eompetitively determined.

Mro Guomeerr. TE ondy Linees on o flindinge that tere s likely to be
Linrm afoer conmmiszions nee nnfived.

Soemtor Wierasts, T elad we T £his disenssion,

Mo Cramnerr. L you made it clear thac this is not the intent, that ut
lonst wonld help.
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Menator Winlasma, Well, that = wlyy this iz the best of legislative
practices, Thank you, e Chairman.

Mr, ivanmerr. Thank you very inuch.

Retater Winctass, Chur pext witness is e (reneral Connsel of the
Department. of Treasury. We will come to order becanse we Tiave o
vole alioost npen ns,

STATEMENT OF EUVWARD C. SCHMULTS, GENERAL COUMSEL, DE-
PARTHMENT OF THEE TREASURY, ACCOMPANIED EY DAYID
STOUGHTON, STAFF MEMEBER

Mr. Scusrenrs Mr, Chatrman, mewbers of this subeonittes, oy
name is Bdward O, Sehunults, T an the General Counsel of the T'rens.
uty Department. The Departiaent s very pleascd to have 1his oppor-
tuniby Lo present 1ts views W youn today,

Fresant with e 15 Thavid Stoughton, whoe is o toember of thi Troas-
ury stafl. He's sitbing on my vight.

As you know, the Treasury hes talien anoactive intervest Lo U various
legrislutive proposals for reforming the stroctiure and reprulatory sys-
tem of aur soenrities markets. We feel thal the prospects of achisving
the cornmon gosl of a1 vigorons and heelthy notional marcket system,
operating i the publie mrereat, ean orly be enbaneed by w broadly
Lavzed eonstderation of the tronhilesome guestions involved.

It wus with this view that the Tresgsury commissioned Peof. James
H. Loris to prepare the racently disteibuted statenent eneitled “Public
policy for Americun capiial markers” Becratsey Bhalc:, Depoty See-
relary Simon and others at the Treasnry and other Foderal agrencies
devoted considerable tirue to the seres of discussions leading to that
statement, Secrotary Sholiz wonted to be here todny buot ke had to e
entente to Lhe Tnter- Ametican Developnment Banlk anmial mecting in
Chile, The testimony T am giving today reflects the views of the
Treavury Dopartment.

We hope to work cansteuctively with the Congreess, the Securitios
and Exclange Comenission, the finaneial cemmunity and athers in
the development of securities lerielation which so vitally affeets the
eeommnie Bher of the Nation, Accordingly, T welcome this oppocte-
nity to wiktvess the sabject of the vale of the third market in a na-
tional market svstemn, and more specifically the question whether the
Securities and Exehurze Conigission should e given o speeific grant,
of power to prohibit thied market trading, i whole or in park in thy
prent AdVErse cOTser e nees UPRERD 05 we 10 under a CGWIrI‘E:tiﬁVE'!
rale stracture toward the ereation of & national marker systen,

The WIN noww belore the committee, 3, 319, pravides, in eifect, that
the JSES must prohibit thivd market. teading, in whole or in pore, if
i finds after notice and apportuniey for hearing that, as a resale of
third nerliet tronssetions the faieness or order)iness of exebnnge mar-
lieka o the ability of exchanges to earey out their responsibilities un-
o ke Securities Txelwowme Act of 1034, s boen o s Dlkely fo boe
attected n a monner contraty to the public interest and the protection
of iivestors,

Before addressing the anerits of 8 2126, let me briefly explain
Treasury's views concerning the vole of the thid pavket i 1he na-
tinnal mavlet svatem, We neree with the SKEO Uit 2 key obieetive of
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A Snereinn, Teannot give vou the exact figmres. 1 would say that
wn overwhebing majority of e members of the SLA sEpport that
policy, '

Benator Hirew. Some of the larger members, like Goldman-Savis
do_not sapport that jesition, da theyd

Mr. Sareeis, Goldnan-Sahs 5 oie mewber, We lave 745, T wns
net sware that Goldman-Sachs did no support thal pobicy.

Sepator Bimes, Tlhal s the question I am waking you.

My, Breaveosn T think they do. do thay not?

Mr. Soeeren, 1ebink they do, but © cannat speak Tor them.

Mr. Scrapxen. 1 do not know abent any specifie firm, Oar portfalio
Hoes ot consist of vepresenting any ]mrrirullﬂr firin o gvoup of firme,
bt o voiee industry positions thae have been deyvelo aver thpge
and wFer stedy By meen sich ws tiose willl me s the tuhle, 1 thinlk the
Prsitien with remenl to the trading of nll listed secnrities on the Bx-
changes has o strong censenzus behind it

It Das Deen delilerased and diseussed o NN s slons wiklin oy
overiing enunct] and hoard, amd 1 think it docs represent the strong
feeling of the induwstey,

Senitor Bines. We were discussing earlior the questicnt of whether
T e anaving bo nesotiated rates |5 FoiNg o move your members
away from rraeding on e exchuees or io Ehein,

T rhe testimony in the 7472 cise. T understand the oha o of
thie besord of Meceili-Lynels, and M Livy of Gnldnan-Sachs, Mo
others, T Lelieve, indbcated it might very well have the exact o) posite
et

b wanld like to vend from prepared testinany wlhich has been sub-
fatedl for later presentation ;

Iixeal commuinzions wee nne of 1w calses of teade leaving the Mew York Stack
Exvhanue nnd miing to 1o thipd dinrket, Continglng markesy rates wlf] wake bt
o Aliffleude for member firms to oxit.

This iz quote Trian e testimaony of Mr, Tevy.,

Lipwnw farilier eetee Lo sitge that Hime s o rewlt of My x| wrienee with nego-
Fiated comigissions an large industries, T hiyve chaugml mF views tepanding Hie
desradilieg o weving or (e negotinted 10, Ir wamild nat necessarily follage

Pt B e binive conumissbon entes on bribsae Fions ot !l simes wromglil fggve
odverse it

Taving negatinted cammizziong wonlid wak pgee my Brur b Tra™e the New
Tl Beack Foaaclianse,

Me, Sugmmn. Yes they do.

Seratar Banex, Is thore a difference of peint of view within your
orsnizition etween relatively larper and smaller memler B Fries ?

M Sovesn, Tdo not think that that really is gretimane to the deel-
gicon that thesn mentlenen have nrvived at.

What woewre afeaid of is they naieht be wrnne. A we are askine for
I% that womechanism be set up which tu the event (hat these seers hava
tnde aniistalies will preevent (e destruction of the goction niarket,

Sermtar Wit There is o vare in the Senmte. T rhink we will
break wow and then return to the panel of Mz Janes Noedham ang
Mr. Ohwens.

We hnve an nmbitioos sehednle ahead of ws, grentlemen. We have to
miave rapidly when we return after this vote.

| Reeess, |

These wen repessent gquie lavge wwenlber firms, don't ey ?

TR
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Senafor Wirrisars Al vight we will et lonmedintely.

Mr. James Needbam, chairmn, New York =tk Exclhange, and
anthory My Cornelius Owens, oxeontive vice Irtesident of American
Telephone & Telegrapl Co. and new on the board nf divedtors of Fhe
Now York Stock Eschange: and Mr. Donald Calvin, viee president of
the New York Stecl: 1xchange,

STATEMENT OF JAMES J. NEEDHAM, CHAIRMAN, NEW YORK
STOCK EXCHANGE. ACCOMPANIED BY CORNELIVS OWENS, EX-
ECUTIVE VICE PRESIDENT, AMERICAN TELEPHONE & TELE-
GRAPH €0, AND BOARD OF DIRECTORS, NEW YORK STOCK
EXCHANGE; AND DONALD L. CALVIN, VICE PRESLDENT, NEW
YOEE BTOCE EXCHANGE

Mr. Xeeoras, With yonr permission, Mr, Cliaivian, T wilt sulanit
iy statement for the recard.

Senator Wiiaiaus, Fine [see p 93],

Meo NerEnpanm, Mro Owens. i wlilition o being one of our most
istieadslhied divectors is executive vice mesident of the American
Telephwne & Telograple Co, He lins been o member of the exchan e
board shwe 1968 and headsd the special conmmities whose report led
bor ihe 1872 rearganization of the exehunmes s sbeynbare, Fol-
lowing the i'ml*'ﬁlﬁ-lllll of my rewarks, he will offer cone furtlice bricf
colimuents on the need for this legrislatiom,

We are pleased to have e APpertunity to appear ul these Learings
to express the support of the board of ditcetors of the New Yol
Stock Lxchange for 5. 3126, '

Muy L say ut the outset that we appreciate the conrern shown Dy
o entive committes in this witter of apprrapricke safernards for (h-
B trading on the Nation's stacl cxchanges —and parcticulariy by vou,
Muo Chatrman, by the Bills cosponsors. Setator Al Cranston and
Senator Bill Brock, und especiadly by the eotine stuf of tlie commg i beo,

When the provision wivieh 1z now 5. 31296 waus 1o enmsideration
5 4 possihle umendment to 3, 2510, the exeliatre’s board had un appar-
bunity b review it in depth, At that time, e Board took the position
that while the proposal did not o ows Poe s the Diaed wnnlfd have
liked with vespeet to presevinge the seeuritios anetion markets, it did
repesenl 1 fabr comnpromise which merited the exchiange's sapport.
Our position todny ks the s e,

Rather than restute the coneens which we presented in great dotail
to thi= snbeenunittes In onr appemiunee ot Learinges an 5. 2519 last
Novewdwer, T wanled like to [oens toduy on the cssential public-interest
aspeets f this jssone.

A rhe heart of S03136 05 the pulilic pal ey determination that it is
in the vital interests of mare tlan M0 jillien Awerican investors to
Ireserve the public cachange auction mavkets i this COMRLIY.

There is near wniversal agreemeant on this point. Yom, My Chairnan,

o Stressed it when you introduced the National Seeurities Market Sy

Cean At an the floor of the Senate lust Qetoher. Tho henringe regord on
that tall is Blled with specific affirnations by the SEC and by repre-
senlatives af thie sceurities indnstry.

Al l[-.1]']zl.l'l:'1'il:u:1,,_ the foxt of the varione srummaonde wf sl 0130 Lo



Al

note the chairman’s comment to the Seuate on March ¢ when veu
described 3, 5126 a5 “a major piece of seeavities legislation which
will wo o Yooy way toward spending the development of a central
wakket: systeny wnd bolstering inveskor confidence in the mmrkoes

The SEC hos onderscared the fuck that the element of poliie eon-
fidvnew so vitad eo Individual paeticipetion in the secutities wackets is
s wudl served by dealer neodeets, Consider this lominiting deseriy-
tion of & Jdewder wavket from the Commissions Mareh 1973 white
et

Crosutuni)y, the clussie exomle of @ dealer meekel 55 The over-tle-tonnfee
purrket, tnowldch b ks virdually iaepecilide for am lneestor s ordee Do ey exeriiel
withoed, Ty Jertde-iygtion of 4 qleader ot teonsaction, Thers % go facilicy
Wierehy mablic amders can effsel eqcl ol hee, except dndar P anspiess of 3
oirgel mnker, aml Hhls eirely necurs Since the incerventiovg of o dealer invilyes
an wldidienal speemwd bebween the prices at whicl iwviesenes oan gy and sell,
i is qlkely that b omany dnstanoes vesdors ohfbain Wes favorable priees on
their frpdes than if they could teade wWhth other iovestora.

By contrast, the advantages of a pulilic cochange auction market
way e deanenstrated iy deseribing simply how Grudsactions are
Lundled v a stock excliiange.

In an exchanee anckion market, all public orders are treated fuirly--
with the st ovder recolved ar the best price recejviog prioviry avay
obhier grdevs. This 1 so cegardless o whetler that arder 15 from an
individual investor purchaesioe 10H sloeez of stoely or feom an it itn-
taonn by ings 20,0400 5{1&11:5. Moreover—and this is o terriDly fpartant
prnt—all public investars can participate in any fransretion in e
wiletion market to the exeent that they are willing to entor letter
Lids than atyene else or suceerd In veaching the murked before auy-
ol e,

Thix, very wimply, 1= fhe aection whivh is erudacted openty, Hae
reanlts of which arve imnedintely reported to (le waorkl viu the ticker
tape, An evestor watehing the tage can see thab Lus bransastion was
compleiod at g priee which wns the same ng, o velated to, other
prices whicl proceded his purchaze o sale )

This waetion, thevefore, combines the element= of favrmesz ovdec.
Linesg, Tudl disclosore and equal treatmend. paad s designed e do soin
a way that bailds andividual nvestor cenfidenss dn the okt
meclini-sm.

Acoardingdy, the condral issue addressed B the Bill i whetler the
oriler< of pablie investors in listed slocks shonld e exposed o all
al et arders of puldic investors it thesn stoclis. This is wiat happens
in n public exelangs anedion m?lrl']{('l-—n:;z.-ir'dh-.&ﬂ af whether l]:_l.'
mivestor lippens Lo be o private citizen of mesdest means o o mnlti-
Lalliens dolbar institutices Tlos does not kapeen in the nver-the-canmer
dealer sarket in listed storks <in the soeeabled chind mneket.

The primarily institutionad thied macket Lins Tirtle, 3 anv, indi-
vidua! participntion. T thab omatket, aninstitution eepleadly will
sa]l Tisted storl direcily 1o a dealer whioy 10 taen, will sell 1t o an nsti-
tntional buyer. Conversely, the third market dealer may hov stoek
directiy fromy an institution and subsequent|y eIl ik either directly
and privately to another institution, or pmblicly tn the floor of the*
stock exchange. All of these Eransactions hetween deilers and bnsei-
tnrions take place in the privacy of the dexler’s office—or, if von
will, m seeret,

T
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This seevery furbor which is o charaeteriatic of dealer narkets will
comtiene th prevail evien when o consclidated tape boeomes aperative
hocutse dischosnre of o trade after it tokes place will aot clioge the
fack that Delividnal pulile investors do not have the apportantty o
particrafe In it .

Mopvover, dealor markers are in practice less stable than auetion
markers as explninel in my statement, &5 yvon know ecanse of e
seereey ol thind weeket teading, there is vory Dittle pabliely availalde
Jata e the notore and extent of theie wetivitios,

Currently, 4he only publicly aeailable data an thive narvlost {eans-
artinns 15 bused on quarserky ropores filed with the S0 o stonary
of wliel s pelensed v the SEC without verifeation,

These daty show, Tor example, that i the Teurth guavter of 1975,
Lotz ] elavd sarket frading amonnted to it pereent. of tllm share volwine
ar] s et of the dollae velome of unl tradinge on the New Yark
Atock Eaelinnge,

As you knew, the exelange and others lave expressed deep eoncegn
that the advent of fally eomperitive eoninission rates will give broker-
dealers corpelling 1ewsons of economue sell-interest to Jeave the ex-
elmigres aml act as overthe-comter dealers in Hsted stocks. We linve
repusaberly egyessm] anr greak concern that this will trigeer au o
evifabte deciine in the guabity of the existine cxchange nuetion nuirkets
anel i ghe HE’-I'T-H.'ES:1\'lli]l11|:l]i_‘, v andliyidual mvestors,

SOG126 apeaks bt thiz eaoneern, The A provides, as Senatar Wil
Yhuns, Benator Tower, and stlwrs have ;-m.i:'} n faib-safe™ aveelmnism
by orivinge the SEC the wuthonity to regquive that all trades by Droker-
deadors i listerdl seenrities e effected oo registered national stock
exchanses if the SEC wakes cortain findings.

The Lill provides that the Coneimigsion “shall™ adope & eule pro-
hibvitiper broler-desders Inom effectiog transaetions in Nsteed securities
other tluen on a national secoritles exchanre, Tt s beon sugoested
that the word “may™ he sulistituted for “shall o give the Comnnlssion
spgiter kitibde ndeculing what action o ke,

But this would ulso lend mevitably to s degree of ancertunty that
seens inconstztent witlh the intent of fle Lilll Te seens clear tlan the
public intercst aupports the preservation af the exchange anetiom
terkets as o matter of national policy, I the SEC slionld decide,
hewweever, that sotwe ekher way oF achioviog the objectives of 1 natienal
market asystens s leasible, 503126 allows for such oo alternative by
providing in salsection (3 that the cude 1ovposed by the Coinssion
Pl et vemmaein an effect after tle Coemnission bas deternoned st
iakional menket svatem for seeneities has leen established

Accortlingly, we prefor the word “ghall,” which provides for cer-
tainty for the near term withoul undenniying the Comnission’s au-
Hurity to deeide oo alternative dppesaein, shonkl one e developsd,
i eren by o nabional warket system,

Further 3, 03126 docs nnt resteict o elinnnate the Conseniasion’s
authiority e talae alternstive action under various provisions of 5, 2510
These woalkl inelude, for exsmple, vepmlating dealers, impesing tgaal
rules and regnlations in alb markets and reralating nosexehiinge me -
Lwers who liring trunsaect ims tothe wxelinnges,

Therefare, the crueinl voliey (uestion reised Dy 531268 1s what, 3
any, developrietts should brigrer the requirement that all vrades in
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S, 3126 places the borden of {thgrase
Comenission, ‘The Crmndssion must, {in
for hearings, that e fiimness and epde
or the self-roguintary capahilitios of 1)
tikely to be afdeered I a manner duerinencal to the public interest by
aver-the-rounter teading in listed secnririos: kel (2] no mle of any
cxchange wonld uitrensobably impaie thic eperations of existing thind.
arket dealers, witel woillil he tegrnted o the exeliagne npgrkers,
or reasonalbly sesteicl competition in the #xchiire markots '

Wiile these drigaering provisions soom fairy they ae alvo tronblp
stute, Qe boared bielioves, g s fibliely stated na nany TS,
thae the []mh]i:' terest wondd be st servol By reguiring adl transa -
tions e listed secnrities cFeered by heodier-dualers to be px i L
bl ot D el trnseeet jons,

Thie pralibuo wicly tl; brigmoring provisions of the Bill 3 hat flev
reratire 4 determdnantion thad e faicness and arlerliness of the nihdio
weEion markers live leen—nr are feleely tr be—nnpaived, in terms
af the publie innesest, before the Conng ission ean act. Uiwlerstanl-
B see action tuken Defore the narkebs wre el

vig the requirenient on the
- 2fler notice and eppartunity
Tiness of the exehange markers
e exchipngres have been or ave

alev, we wonlid ke
versely atieviod, .

Pdealby, wo wouli] like to ser the possbility of dainstes to Hae wietion
maerket mechanismn avoided eithe Ly hunvbie Crmpreess detormnine s,
as aomatter of poliey, thar it will ot e jEamted to pecnr, or iy
writivr sperilic trigzering conditions into the bl whicl will imipose
the recpuroment before any damage enn be doue o our e patal
niarkets,

ctonsly. Hese o any comparithle remedinl npproweles wonld -
t(l}lil‘f’ a public policy delermivation by this commintee and i

RIS

Wo reeogmige, e T stated at the aulsef. that 5 3130 offers a reasan-
ahle compromise solution te the provlers we have entlined, aml it js
four this reason that mee Lonrd supports the Lill, We wonhl nor. o
eoer, want to see 5, 3126 weakened inoany wayv, What T am NI 5
hat i revisions are to be nade, we won | e Chat (he bill bo strenotly.
ened rither than wenliened, )

Agmain, on hebalf of anr entire owrd, T want to ey T U] T M o
tion for the tine wed attention sl thoust il wldveis the conmit-
e and s stafl e given and are COtinMing to wive tn this ssue,

Mry Chairmun, My, Oweas Tas some vetnnrbe o with your por-
wis<ion T will e

Svnaror Wioniisws, Al vl

Mr, Owess Thank vou, Y. Chairman,

My name is Cormelins W, Owens, T am oxecqtive vies prsiclent of
Awerican Teleplone & Televapl Co., oned o public director of Hye
New Yol Stk Bxeliange, T,

By way of baekpround. T shonll add thut T served 8 1 pablic mov-
e oF the New York Stoek Fxelings from 1968 to 1078, @l as
chatrman of the Special Commitioe an Exclinnge Reoveanization.
That committer sulwnitted the basin repert whicls led to (e restrie-
turing of the exchauee’s coverning board in Moy 1972 and 1 have
serves] sinee then as one of te exchunge’s 10 public directors.

I lave Twen continnausly and wlosely involved froon the gutser in
the devidopment of exchange palicy with regard to the creation of a
watigid- -or venteal- secaurities nuerlket svstem, Thetefore, T particu-
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larly appreciate this sebeonunittes's EONNTESY DL peritting me to vora-
ment on the legslation you ave now vonsidertng—3, 5126, _

1 ofter these vomments uut as semeone who i involved in e duy-
to-day netivitios of the seeurities mdustry-—but, rather, ws a reprosent -
ative of the public whe has had the apportunity over the past & vears
to play an active part i detertninioe tle polwles which povorn the
New York Stock Exchange, . _

The inportance of preserving and insiving the viahility of our vapi-
tal markets cannot be overemphasized, Aecording fo ane recent esri-
mate, the capital needs of eonuorate Americn Lelwern now unl 1UKG
will reach ain pstownding 535 trillion, And T bolicve that estirmute was
nbe witheat Lull vetference ta the capital impact of the cuveenr eneray
Sirud o,

Whepe s that noney poing 1o coae fram ?

Uthers have dactimented O fact Ui corporate Xmeriea s alveady
hewvily i debt. Eeonowists tell us that iniktion has severely eonn-
pressed the value and diminished the prospective role of corporile
retained ewrnings i financing economic wiwthaned exgreision.

The busivess commnnity is becomiog e eeasingly aware that nuless
e e ity vourkers e alde ta (11 (e eveT-wIdeniing pap between wap-
tnd deiinal anad eapita) supply, the Nation muy fave 1 sevions =loet-
age of capital wt w time when it s most desperately needed,

This is the ecomminic environment in which Congrress 1s now pre-
paring to restrueture the U8, squity markets,

The critieal guestion, thevefore. us | see it, is not whether the prens
tion of a national market system will help oue brokerage firm to pros-
BCT OF calse another o go out of business- -1lthough, obvicusly, those
guestions ure vital to the fums involved—bnt the veally eritical ques-
tion 15 whether or not the securities nd nstry wverall is moinge to he
heulthy enongh te play o essential rale in helpity Corparate Amer-

©en raise fhe vast amaunts of capital needed to waintain und aeeelerate

our ntional ceonwomins progress, :

As the eapital markets i this eouUniry are onrrently stouctired, the
equity capital needs of Awmeriea eannot possibly be et withont the
active participation of millions of individund investors—and 1 further
brordening of the base of enrporate awnersii I+ And unless the eqnity
markets are able to nperate along lines that will actively encourage
rather than diminish individud] participation, the approrclh to a
national seearities nearket gvstenr conld raiwe serions Inrriers to aehiet -
ing the desirrble goals identifed by Con IrEs,

The suceess of restructuring the seeuritics markels, then, will de.
netd not oo whether the ¥ew Yark Stacl Rxchanos @ the Tist nf
the seenrities industry believe that the bust possible job has been done;
nit otk whether Hie 2,200 Jisted cormorations thinl Hlie Bost. possihle jal
P been dome s aid not, even, on whether Congress thinks the best pos-
sible job has been done,

The zuccess of the efort will hare tn be indeed. ultimately. hy
whether or not 30 million or more American investors find themselyes
in An environment that they regard 2s haspitabide to thelr tnvesment
dedlnrs,

Tn the past. many companies have hesn snecessfnl in nbibnining tHhe
v=g of vast amounts of investment eupitsl from the Amezican poople,
To a great extent, investors will put their capital at risk in a4 portie-
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ular corporate cnterprise becaase they have for ope reasnn or another
confidenve in the management und ‘policies which guide that com-
Pty s activities and because they hope to shars in iks success,

Bt there is a muel broader eloment of confidence involved when
millions of individuals channel part of their s1Vings into equity in-
vestments, That element of Investor confidencn is firmly unded in
the awieness that the existing securities market system in this coun-
try-—whatevur its inperfections—woarks for then),

‘Fhey know that the system as it presently operales—the securities
anctlon matkel system-—is contersd i a marketplace where they can
']_juy and sl the stocks of listed corporations, at fair prices gt all

LIS,

The stock exchanges have pointed aut that the two-way secyrities
mietion process—mavde ap of bids to by and ofers to sell—provides
ath dncvees and sellers with the hest prices availnble at a mren me-
ments and the exchanges have correctiy stressed that the stock prices
gencraked in this auction process give investors and enrparate isaners
tlike u continuons, acenrate overvime of shat the public thinks those
stocks are wortl af that particular point in time.

A mirtienlur rornaration iy ot be pleased by what (hat eontinuing
rlilie emimion poll (olls 3t ot 4 given moment—bwt it does know how
favarably or unfuveraldy its stocks sre recarded. And that knowledoe
15 mnensely valuable to rarporate manseement in detormining hoth
shoat-rames langr.ranae corporate policy, "

When we conlront the prospeet that s changenver to a denler-ori-
enterd. primarily institutional mearket st inevitably alienate larme
rumliers of individual tnvestors, we are foreed to recognized two very
likaly consequenees : )

Fivat a dienler market svsteny will sobstantialle deprive corperations
of the heeadth of judemant thet keeps them acrurately and continn-
ansle informed abae (e snpply and demand furtors soverning tead-
e in their storks, ond that leaves little doubt nbout what the public
think= of their performinnen.

_AAwlsecond, oo dender market will force coTporrtions to rely nerons-
nrely an the natrow judements of o relative handfnl of professionul
Farvers and sellers whinse possibly faulty assessmont of supply and
cemiand may alsa e influenced by Ehe Stute of their awn inventories in
prrtienlar stocks. ’

TE deator markors proliferars, cvery listed eorporation will have to
tfepetnl newre and more heavily on Instilations and ether laroe investors
(o tale nps the sk in the supply of investrwnt eapital ereated by the
lerertare of disarautied individus] investors from the markef—with
all the cansenuenees that implieg,

That nrespect i not at il eneayr Fing My own informal conversa-
Fimus with ethes corporate officials indirate that ceneern is both wide-
Flmead and depp.

As a Divector of the New York Steck Exchange, I am well aware
Mat ceviain teservations have heen expressed abont the validity of the
Exclange’s warning (hat a chanseover to flly competitive sreuritios
contssion yates enn, in the absenes of appropriste safegnards, trigaor
1 elain of events thint ponld lawve o devastating effect on the seeuritics
anction iz lets and on pablic confidence in U stock market penerally.

I porsemally find ¢hose wurnings ali ton persuasive-—particularly
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with regnrd o the likelibond thot individual Tnvestors '.\'!1_! desorl the
witrket aml that corporatiens will face the very real threat of institu-
tinnal deninatiorn. . .

There i, 95 we all know, n strony tendency In some quartars to dis-
trust bigness in business, .

Senator Wiwnnisss, Mr Owens, T regret this but we have to go over
and vore, We will recess ond return.

My, Owesis. [ undesstand.

Tiecess, ] o )

Senator WiLelaye. Now, with a little luck, we can be undivided in
oy albencion.

Alv. Owesis Uhanl voug, sir,

Senabor Winnass, Yo may restne, )

M Owaexs, There is, a5 we oll kuow, 2 strong tendeney in smne
quarkers to distrust bigness in Lusiness, At the zame tine, there is
ample evidence to demonsirate that biawess, properly munaged and
with adeguale safoguards, can stronzly advanee the publie ol no-
tional mteest. . o

As T sen i, Congress, In secking to eveale o national scouritivs
nuavket system, recognizes thal this' is an aren i wlieh bigness and
cansolidation of vital services can indewd strengthen and improve
service o The public, At the same tine, there seems to be o purdosieal
vluetanes, inosmue gquarters, to take ihe veessenry steps to insute that
this g nationn! system will operate as fectively ws possible,

And T erwnot wdpy bt wonder—1 camot Lielp bat shie tie 0L
celn of many of my eolieapues in the rorpoeats ety —that this
relnctancee conld, in tern, launch e T8, secutities bulustry en the
voel £ major desivable oprovements with insulicient aitéution to
the perils likely to be encountered alone chut roal.

Ag you kiow, it was mace than acyear ago tha the Bxchance's bowed
fitse Wlentified e crocial theeat to the aaction markets posed by the
prospective nnfixing of commission rates. AL dwe time, T steongly
supported-cas did the other pulilic directers— the proposd that con-
cnrrently with the changeovar all trades of Tisted securitics should Le
regquired to take place on vesistered] nationd SRS exehiares.

Fhat proposal is. of vouvse, at the heart of the leetslation this subeon-
mittee 15 now considerimg, It secans clear to me that vou also ae
corcerned liat lasically sound legislation conld inndvertent iy lpr::n:lm:r
harmful ellects. In ali frankoess, 1 must adid that this evidenes of
youe coneern lwelps to dispel some of aors,

I hefieve Corporate Amervica wounld breath more ensily- and the
interests nb 30 million eromore individoa] invesiors wonld be better
served-—if the gpecific safeenards recommended by the New York
Stock Exclunges Board of Directors could he writien thiteer v it
the legishutiog mandating the ereation of i wetional seeurities ekt
syslen,

M that is not possible. Uhen, certaindy, the “Tailsafe™ necliomism
provided Ty 2, 3136 will at least minindize the lkelilood of serions
damage to the anction market system, to the codgrite capital-raisine
capaliility and—most important—to the American inves| aur publie,

Mrs Clindrman, niy T azain express my npreciation for thus oppaor-
funity to present tlwse entmments o the subeom mittee, and fime your
COLEeERS wtkention. Thank yan.
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Senator WinLlams, We've very Pleased
andd made your statement, Mr, Owens,

]‘fﬂ::u anl.t l_ﬂ!]EE} your term: when did your term bezin on the board ?
19%3 'Th:r :}ﬂw ul:?ﬁ;wﬂh og ltl.]w_- old board of governors, Senator,
. The suharman of th speeial cominittee on FExchans
organizibion and have beaw on ¢l {rec ince, the new

| d B f]]cy H L i 2 3
rufqn-.ﬁunlr-mtif:n. Lewrd of directors sinee the new
oenudor Wity N i v
Wi + Now, Chairman X

We have been over much iz bill wi
Thave e ro - 'l
I dan't think wo have g rc]ﬁm:'"}f ;IT this bifl with other witnesss

I would ke to knaw what event
I o knaw w : 5 would have t
SEC shondd make jts finding of “is likely to agt-:mglﬁcﬁ%zcgaé?ﬁ:i}:f

ness ISI_'.InrcierIines:-: of the exchange markets” T am Inokine for your

u; % resstans of the kinds of events that would tri rer the provisi

Jipress foe [rovisions of
LT . . .

Iwi?:i_- r,ﬁ}%l,;.ﬁ;.;zf.D?&n;;g{{.I think that is probobly the put question
e, } 0N very simply is that you sh k '
t 5 Hrromghs that oot ¥ you shouldn't have

. rongl omzig procedure of trying to d i
thing, The simple solt] l]’ i B Al e a1
\ J: . Jon really s to require that o] i
Place on an {“riujmnrro- then you don ine hoth s e
_ ; _ : ) t huve to deter hether y
wint Ll II]TE&hIlH?TI:}J“P slow 3 % Lne o yer You
_ vust; s skewered 5 percent of the () :
cent oo the time, or i per i i apre or 10 per.
confof e, 0r 1i percent of the time, which was beiigr sugrmested
“_n“'te fm?il the best protection is to make—you are askin
}1;: . and T am telling you what T think is the best for t
puﬂ]u:. tlhﬂE lﬁ to tequire that, all trading tuke
Henatng, ave heen listening to the sa
: me dinlogs tha
aniz:l o oie hils given nie o Teason why we shuu]dn’ﬁlu thtsn':rr ou have,
o “I?q:qmit sélg}gustmg !}'ﬂu ehould give me the reason, but T have
arel 1t from the witnesges s i . ¢
:mr;? O s 45 to what iz w rong  with
Senater Winsass. I think the mnsw : '
Serat, AMS, Y swer to that really is basi
n:;; ::I Y Ithr:?ft;:: hive been ta]lkm about. Fram the me:‘mlfers queslt?u;?
s 2 AL e rmpressien that they want ta have that be i
that there will he—assumin it 1 in the pablic esiaonee
. & that it is not in the public
see Flie exchange adversely 5 i mbership with oo
fres @ ¥ aflecterd in terms of membership wi
exodus of some depren—a. tve remedy terve the muation
wsadus « gree—an effective remedy to preserve the auction
| They 11]11'! looking for evidence that there will be an oxodus that will
chiinze the nature of the auction market, the exchanges, and lead
m!:;_ m‘nir._rc- and more reliance on « dealer market - we e
e NeEpcast, Well, Benator, 1 piess the one s it i
: A3, ] ] : ne simple way to do
1.—0 take the existing situation, and Tet’s soy, for exan[ipie I:iat the;; :g
;;l Rt:mjm of f!-he. tmrlmg of Tistad seeurities on other than a natintal
W exchange, und s soon s it eots to be B pepe TFIt I
s o . L D pereont, wvon qus
require evervhody to go right back to where they wore, ItFt;.'-unlf%lﬁt:.

that simple, Mr, (alvt : ik
that h:}r::}{:-] iir,rli:?ﬂ Uvin feels lie v atld like to make o comment, Wonld

Senator WiLLTaMs, Yos,

Mo Carviw, Thank you. Mr. Chairman,

T!}m '3 @ question that has been put to 0 number of wirnesies find
the simple angwer is that there is po precise anawer as to what the de.

that you jolied us today

sedham, & couple of gues-

me what T
e Investing
lace on an cxchange,

7

terioration is that must take place in the auction markets before they
are straphied to the point where they cease to Tunction in terms of the
public interest. . -

However, we did point eut in our carlier testimony on November 13
that if the 10 lurgest firms of the New York Stock Exﬂhangﬁ took
ihe busziness that they do today on the floor of the exchange back to
their offices and netad as dealers, the result wenld be o decline of 31
perevaet of the transactions presently handied oo the Exchange,

T thinl clearly that Lype of a development would lead to the disrup-
tion of the Fairness and orderliness of the marcket ; 03 I say, a 31-pereent
deating in the market transactions,

That would Le aceounted for by 10 firms moving away from the ane-
tion ket and becoming denlers, only 10 firmes,

Sn 1 s von eould observe that it depends on which 10 firms
Teave, If those 10 top firms leave, and you have n $1-percent decline
inactivity. clearly the ordetliness would be affectad.

Senater Wirarass Thes members were speenksting wlhether you have
any evidence that some percentage of Arme will deave after May 1,
1975, which 1s the anpouneed date for the climination of the fixed rake.

‘n{r Neepnasr, We know that Merrill, Lynch will leave. They have
sandl it

We knenw that Goldmun, Sachs has said ity wo know Paine, Webster
has said it. We know that there will be tremendous pressure on the
au-ealled mstitutionzl type fiems to leave.

Thers will be no incentive for them to have their blocks taken down
to the floar, 8o I think we are dealing with a very real situation,
That 1% why when you ask me what shocld the emiteria e, 1 say
that is a very complioated qnestion, and the belter choies iz to avoud
the guestion, and the determination, and to enact 1 the way wo
syrersted,

Senator Wictass, Now, Analiy, would youo deal with this disparicy
of resulation hetween the cxehanges and the third market, and
whether this disparity leads to say hard apecnlation of the effect on
incentives to leavre the exehanpe?

Mr. Neenwane Yes I will deal with thai.

Let's deal with—and we can break it down into puorla. The parts
Eliat T foveat, Mr. Calvin will vemem ber,

Let's talk aboot market-makinge responsibility, We have mles ol
the NYSE, reguiring the speelafists to make an ovderly mavket.
They have ta be there every duv.

Tn the third market there is no comparable rerulation.

Secand, we have mles governing the wny the transaction takes
place, snd the way they are reparted. Ultimately there will be the
eomnpestte tape, bul there will not he any surveillance-=there is oo
gureciflance at this moment of what goes on in the dealer market,

The NASD does not recalate the deater miarkets the way we reaulate
the floor of the New York Stock Exchangre, or the way that Midwest
and PTW do it

8 they can mmve away from the market and wot. be there. They are
st free of all the rules that we have ahont dominating the market nz
dealers,

Sa that everynae has Deen talling alonk the Tast eoqple venvs, any-
winy, abont the naed far nnifarmn rilee and memilatinmg
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As you know, I personally belicve these initintives should start in
the private sector. We arranged such meeting nt the exchange a
couple months ago ta see if we conldn, et people to start ta wark
on this project of developing uniform rules and regllations. We il
that meeting and a thicd market fiens that wns represented there was
disrnptive and unwidling and was an obskructionist, to any progress
i the area of developing uniform rmles and regulations, ’

S0 as a result of that, we had then to torn to the Federal (Govern-
ment and siy we just can't get nnyone to agees weause of e obstrae-
Lionist attitude of this one particular inctividual, s6 we have turned
the problem back to the SEC,

B0 we have tried at the New York Stack Frohanae to develop uni-
form rules and repulations, Tt isn' that we say 2l thess ruley minst
be the roles for everylbody, nt there has to be 1 starting point and we
atfer ra sit down ond taile with peaple about thase tules o the basis
of thatr merit.

Mayhe we wonld end wp disearding some of nurs which misht be
eansidered anticomnetitive ap unduly restrictive in the contest of a
national market system. But we couldn't aven mot aoff Arst base with it,

Senator Wiiriws, This ts within the industry now ?

M Nrmmisss, That's vight.

_Sennter WiLrriays, What is happening in the ares of equal regyla-
tion. either as & result of your efforts or the Commission’s rfforis
My Neepmay, The Commission wrote ns o letter last Aungust, suy-
ing they would sea te it that there would he rules o shotl selling,
antimanipulative practices, and on suspension of trading.

Nathing nueh tne happened at the Cominission Sincn that letter
rame to us. Bue we have received nasurances fram time to thine that the
Commission was moing to do something in the woy of developing these
rutes, Tt nai hing nuch Jias hapapreaner '

Senator Wintiams. 1 missed that

Mr. Nezinas., We have received assurances that the Conwniszion
wonld develop (hose rules, bnt they never have.

CSenutor Wiprtass, 1f there werng equal regulation, where it is pos-
sible and desivable, sould that change the pictun. CORCETING incen-
tvesto leave the exchangn ? )

(Mo Neesiow Tt waonld lessen it Tt wonld lesean it T still feel,
FHenator, that we are dealing with such a eomplex issne here that we
otight to have n fail-sefe deviee. Tt dousnd cout anything to have it,
Certalnly the SEC, whe will nulke the administiative decision, will
be qnalified to make that decision and I just van't see uny injury
coning aliont as a resudt of i, Tt is o latent autharity in the act if
elswteel which the SEC will use pt the apprepriate Hme,

Senator Wonrass, AlL ripht.

Me Nepnmaw, Yon know, Seoator, may T- —

Sentor Wirnrass, At any rate, the whole seene ehangog after the
rales are fecely campetitive and we have the rentral market, apparalus.

Then the whole thing changes.

Mr, Neemivise. That's correct.

Senator Wintams, So we are talliing abont an interim perind,

Mr. Nexmaaos Precisely.

Senator WittIame You woere Z0ing to sy something ?

Mr. Nexpmasy, Yes, sir, )

Ty
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Many times, Senator, people have said thar the New York Stock
Exehange is trying o retain s monopoly position, The statement was
wade earlier this alternoon by © member firm of the New Yerk Stock
Lxehange with vespect to that,

The New York Stock Exzehange is not a monopoly. But you knew,
it is interesiing. One of the fears that has been expressed is that H this
proposal thut yon Iave hers in the form of this bill were to be enacted,
it would foree & third market Bro aut of business.

serater, nolling ecould be furthee from the truth.

T have in frout of me—iet me just identify it for the record. Tt is
1dentified ag a prospectus and the nunber is W—235000 Wenden & Co.,
filed with the SEC January 17, 1873, received by tha SEC oftice of
records, January 1% It deals with the various emoyee plans of that
tirin.

Senator, it shows under sales and income on pae W0 n comparison
for the vears 196X, 1069, 1970, und for the Y-month puriods in PO and
1971 and 1 assume the numbers have not changad that mach, it shows
that this fivm which 18 0 major third warlet firm devived APPIOEL-
matelv—and it is difieuit for we to read the numbers hoeause of the
plhiotocopy—hut it Inaks to v like about 38 pereent of the gross vev-
cnues from isthivd markel aetivities.

Novwe, it 15 Incanceivalile te me that you, the SEC, or we would write
seh rnles tluet they had to oot out of that business totaty. Bot even
H we did, it wouldn't put them ont of business.

Let’s talee an analysis of Weeden & Co's income statevtent for the
vear 1073 and for the benefit of the vecord this is its anmual report to
stockholders for the year ended September 50, 1973, On roage 5 of
that report il shows for the year ended 1973 and 1972 serurities sules—
unaudited —and it shows the gross. 1 nssiime their net of S16 million
in 1072, of which S35 million have to do with carporate stocks, wne-third
of their bysiness.

Noww, we don’t know whether they are making markets in over-the-
eontiter stocks, You know, theee is Little available on what a partleular
third markes firm does. That doesn’t indieate to me that the ¥ are poing
to o out of business, They are very creative penple, they have told us,
and T am sere they know Low ta adapt themselves to uniform 1rins
and reguiations that would be imposed on them through the ceniral
mnrket svstem, ,

Noww, T have o ad which is geing to be inteoduced as evidenes later
an b (s hearing pot ont, by Lhe same Grm and Interestingly encugh,
Senatar, this firm does—they show breakdewn of anr volime hy cus-
tomer, for nmmlﬁ-lu: approsimiately—it iz 19.9 percent of their totnl

share velume i done on exchanges in the Tinited Stotes, Bo, this third
ravket. firm 35 utilizing the exchanges right now, So, what, is the froont
iardship on the thivd market to require that they show their trades be-
cause of the ather—the balance of their trading sctivity we assame iz
out of their dealer inventory directly taa bank, a mutual fund or other
ingtitution as thev show it. :

What is =0 contrary to the public interest to =ay to them-—ond we'rs
nnt enyine they hnve to become mietnber; we're saying *Take those
orders down tw a floor of o national securitics exchange™ We don't
enre where it 1s: they arve members of every exchange excopt New York
and American Exchange, and we are asking them to show those grders
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to the erowd and to the book and ¢lean up the public book. That is in
the public intorest. “-'h)' daon't they want to dothat

Suenator, they do business on tha New YVark Stock Exchange, they suy
2.7 percent of (heir pransactions for thelr own aecount.

Wel], Senator, we have san areongement ns the resglt of an edict
by the SFC where we bave (o give nominembar broker dealers o 40-
perecnt discount a5 long as they sign an sgreement with us. That
arreesrient bas been sigmed by approximarely L3606 nonmentber broleer
dealers. This third marlket fitn ?msn-‘t sigried it. That mesns that when
Lley eorae on the floor of the New York Stock Exchange, they pay the
full nonmember commission.

Now, it is a publicly held enmpany, They harte fhe epportunity to
Ty these stocks 2t 1 lower price bod they are puying & higher price
than they have o Ther ave not availing themselves of this discount,

Mow, Benater, a number of questions come to my mind, Why wouald
someome do that ?

Senator WiLLayz Yoo are not sgeaking to stock prices now. Rath-
er, yon are saying that they have the 40 percent conmmission discount
uviailable 1o them?

Mr. Neenriast. They met the same prices: it is the commiszion that
iz ditlerant,

Why would some firmy want to do that

I can conjure up o lat of rensons, These are repitalile people. Bof
oz of the reasons eonld be that they don’t want to sulyect theniselves
to our regulation which is what all of the 1,500 other people do. The
others sime an sercement piving us the authority to examine their
hacks and reonrds.

Another rengon might be that they are involred in extonsive recip-
raeal proctices with our own members swhere they meet thent on nther
cxchisnzes or cut them in en underwritings or something like that,
and it gets washed out.

1 am glad Senater Biden is back—and T put this question to you
sinply—T am concerned, 1 don’t wanl to see the Amerieen poblis
skewered 5 percent of the time or 10 percent of the time. T just would
like soneone to get on this reeard the answor to the questions T have
just posed. T am sure there are answers to them and mavbe after T
have heard the answers T will understand it and won™ be as concerned
abauk it og I am right now, But T eaninot anderstand why thiz proposa)
is Leinge considered anticompetitive,

We're nrt ssling them to join the exchangr: we are not asking
thenm to subject themselves to onr regulation. They can still be subject
to sntne terilation the MASTY is presumably entoreing.

Wy won't they do it? VWhy won't they ent the littlo gny in on their
Tisiness? They are an mstitutional firm and that's it, pore and simple.
Why won't they let the sinall guy participste in Uheir business? That
i5 }tﬁe miestion thet this subcommittee hus to get an answer to and no
uther,

Senator Wirsrass. We will probabiy get it after we answer that
ed! In just about 45 minutes.

Mr. Neroirax. OK.

Voce Forly.

Henotor Wirrttams, Did you say 401

Thunk you, very much.

sl i

91

senator Biden?

Senutar Bivex. In your opinton, whad series of svents are thare that
would be required for the provisions of 8. 3126 to become aperitive?

AMr. NEEpiaw. On the presumption that ven are ot willine te 111;}'
ay arvgument that ull trends ought te be thore now, then 1 wanld say
to ¥ou there is only OTIC ANSWHET Lo FOuT guestion, ! )
mizsﬂa‘;ﬁgrﬂmr.n. That is your present argument. That is the mest

Mr. Xuenyrasy, That is right. That
AlY you have to decide is how
skewered,

Senator Biex. T assume th
your previous position

Mr. Nepproas. Well, we mov
ty%e uf flulilmfe deviee, right.

would say to you to cut it very sitnply, that siven unj ufes

amd regrulntions and given the np?ﬂr‘tunl:t:r" for thzlirrd mnrk{fs?rﬂ;lqﬂs:f’
all typrs and deseriptions Lo articipate m the ordinary Sow on any
e.:;ch:m_ge that they want whicl we're willing to do, at least at the "*In:rw
Yorlk Stock Exchange, then T would say that if the pr:rcenta;_r{-.- went
from 3 to G pereent I wonld move 1f I were a Cominissioner of the S EC

Snr-._nator Hmex. That 1s 2 very specifie mnswer; thank yeu.

CWith previous witnesses, I have asked the question whethor nego-
tated rates will eanse a Aisht from trading on the Boor of exchanwees to
the third market. Do you think that wili happent -

Mr. Neepimam. Asa businessman, you have to say ves to that, Sen.
stor. The reason is very simple. The profit opportunities 88 o dealer
are mitch greater than they are as a broker, This third market firm
I am referring to here, and this is Weedan and Co. ngnin in theip .
?J;ﬂ% report. to their tsllmruhulfl!crs smic that third market profits in

S00 Weke approximately o 1 ; 4 .
crri:'tsed menI:]:hu i 3::‘ mEua to 1972 even theugh share volume de-

ow, Senator, T can tel] you that the memher firm conmunilr
the New York Stock Esxchange lost $19 mitlian Jes year pTliﬂEM?\f
N the sceurities commission ineome aspect of their lhsiness. So. Lure
thiz is—this is elear, Indisputable fact that the doaler market is more
FmS{.]ﬁ:fELD tﬂnn an [I}]{:chJ]r' mm%;et. That is why the firms will leave.

: r BeEx. There have hee - ave dicute o,
T suspecs. that they ene bae | een firnis that have indicated to you,

Mr. Xreowas, That is right, and I mentioned they i
. mht, . y : fare, Senator.
Thers were Merrill Lynch, Goldman-Sachs ll’{' o Webler, 201
T e -5 ain y
the institetions] l;}‘ge rms.! ’  Webber, roverl of
an

mf:j;f;mxmr Ripew. you tell me how reeently that was indicated o
Mr. NeEDnasn Since the middle of Drcember,
comnitteo I]l3]'1d subeommittes marked up S, 2519,
menatar Biex, Well, I am probably bein g i i
A obably £ rrovided information
i:}l:rat 115 incorreet, then, her::ms.e: In rereading the testiimony of Mr
eeden prepared for presentntion later today, he quotes, and I don't
know what the date on this g, such firms as Goldma :
that that is not the case; they wouldnt loave, I
]m'l‘:‘.;:l:‘.l' {:f dates? Is that why thet is?
I NEEDHAM. What you Lave in front of you is an edversary bird
: : rief,
In prepaving an sdversary brief, vou are ﬁ}‘:fiHm-T PR Tl

15 the public interest question.
many tines yon want the public to be

ot is the guestion that moved vou from

ed {o it in the interests of retting: some

Henator, when the

n-Sachs ag saving
guess—Is that just o
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Licensze, You are allowed to pick and chonse the information yon have
1 there, That is what you have there. You huve statoments made hy
peaple away {rotm the dates T have just spoken abogt.

Senator Biorx, T realize it is un adversnry brief, but 1t 35 0 direct
quate. It was made under oath in un adversary proceeding which 1
buve o dittle more faith in than some of our hearings which are not
mdver=ary enongh in my opinion.

So I eaess your explanation s, and T shall divect FOUT ANSWEr 10
Mr. Weedon when he testifies, {lat even thonsh thers is u dute on this
Lestimnny, it is appoeeatty now tie case that the statement of $3oll-
nur-Saels is no lenger operative,

Alr, NeEptias. You have to read the pages preceding and the inter-
repations of the—I think those are quotes from the Thiil tvase, right?

Seter Busps. Right.

Alr. Negorrast, You have to read that record carefully and I salrarest
you hove the stadl de that eeiuse you may find the mterrogations
went one Wiy ikl the answers were responsive o che question being
askid, but sk necessarily responsive to the question you are isking,.

Senater Broes, It seoms o me it is hard to misanderstand. “T have
rejocted the view and do not now believe that the advent of fully noe-
gotiated commission rates would be likely to eanse my firin to leave
the New Yook Stock Dxchange—" no matter what preceded or what
followed it

Mr. Neepuas SBenator, Mr. Levy and Mr. Beagan ure botl nweme-
hers of the boavd of directors of the New York Stock Exchanga:
ey were members of the board of direetors on March L, 1074, It was
cel that date that this policy wae wrticalated for the Brst time by the
o, :

Ro, any of those statements if they precede that date T would say
they are iopurative and inapplicable)

Senator Boey. 1 guess the cosiest thing for me to do, since we have
pointed out an apparent contradiction, is to ask dircetly those gentle-
en, for example, My, Reagan of Merrill Lynch,

Mr. Nerowast. Beenuse of your great interest in this, T would like
tn intercapt o molnoent,

I mentioned earlier when yon were not hora (hat you don't have
to feave the exchange to have the event ocone thet we've concorped
with lere, Without this legislatien, it would e passible for Muerrill
Laneh: voa know they are o holding oOmpuiny, it has a variety of
subsidiaries. T4 conld Ninve one snbsidiary which wonld e 1 noriber
of the New York Stock Thxehanee, and it conld have a subsidigry that
was not g member of the New York Stock LExchange, and thot sub-
sidinry rould deal in the third mactet, wheet and deal just the way they
wiinted to while the other subsidiary would be subjected to anr rules,

Dyas o follew me, Senator?

Senutor Bieeyn. Yes: T do, and T assume that if your statement js
vorrget that would in part explain the apparent inconsisloncy that
przzbes me. Here is another example: in o lotrer dated March 21,
1974, fram William Salomon of Salomon Bros. to Senator urt, Mr.
Snleanon savs, and [ quole, “Finglly we hove stated thet wa Listve no
plans to resigh our exchange llmmlmrship after the advent of fully
negotiated rates and have expressed disbelief that thers would be &
innss exadus of other exchange membors. We still hold these views"

-y
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Now, that was March 21.

Mr, Nepwicaar, March 91 of this year?

Senator Bioex, Mareh 21, 1974. .

Mr, Nekosas, I would say this, tha if Billie Salomon satd that

Munich 21, he meant it,

Senator Broes. That is a definitive statement; thank you, T kmew T
would get some definttiva statements,

5 Mr. Neporoass, Well, you wanted a more adversary proceeding,
denatar,

Senator Bioex. Well, ¥ dow’t know how we can really inder joct this,
I just got u note fram Statl. “Meriill Lyneli’s representative has just
tome over and he insists,” amd i 3 nncerlined, “that their position
i they will not lsave the cxehange But we can tind that out. We can
get that in wieiting, T guess, by asking them that question.

Hut you have answered how you think that is sorl of a red herring,
Mr. Nrroman Is ha on the board of divectors 2

Senator Biwsx. [ don't know, but if he is wrong, he certainly won't
Ixe,
As T understand it, you really see no theeat to the comperifivensss
of tie scontitios industry if the chird inaclket wore to he eliminated, or,
in other words, if (hey were foreed to eifecl tronsaciions on the flont
of the exchange. Ts it your position that this would not in any wiy af-
Toet pither the ‘]’flllh]i{‘: interest or the intersst of thoss who are involved
in bhe industry other than thivd marlet Sres that had to move 2

Mr, NeFmwass, Senator, we wonld love 1o have Uhe third markes firmas
becosuie members of onr exchangme beeguse they are in their own way
competitive, They do have eapital. That is the one thing they do have.
The wlole industry needs capital and to bring all that capital into one
pl_zum has to result In a more liquid macket. We would be in favor of
that.

Senator Broew, T asked Chairman Garrott's opinion on some rules
yesterday and T wonld like to ask your opinion on a couple if T conld.

Rule 113, which prohihits specinlists from dealing directly with cer-
tain kinds of custamers, Conld you comment gencrally on that ?

Mr. NeEmzaar, Rule 118 a8 you may know, Senatar, is a rale that was
adopted by the ¥ew York Stock Exchange. The American Exchange's
cointerpart of the rule is 95 This was at the request of the SFC in
arder to make certain that the specialists did not becoms involved m
cevtaln antinanipmlative types of activitics,

It stemitned from the investigation, the Rey investigution of what
huppered at the Amerlenn Exclange,

Now, the important. part of tat is not the generalization of the rule
itself lmt that the rule bas roselted inoa structuring of the industry
which seoms to be aceoptuble ta the membors of the Industry and it also
seerns [0 serve the publie intersst wel],

Now. a tat of people are conorrned that the thivd market fiems who
carrently can make brackets and then talle to the institutions, if they
were sithjected to rule 113 that that in effect would deny them some
type af competition,

Well, T have two responses to that. Fivst of afl, the member fiom
commumity is gotryr to have to alter some of its practivces as well so

it shouldn't be that the third marcket firm shouid esoipe reformation
ng well

Sl atn-.74 7
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The seeond poink 15 simply is: Weeden & Co., anid T will rome
bacl to thome beeanse they are the only anes Hiat publish ads Ble this,
their prolile of the breakdown of their volome by customer indicates
to e that their profile is compnratle—conld be the same as the profile
of any of our upstairs firms ke Balamon Bros, Bear Stearns, or
Gioddmzn Sachs, Twenty pereent of the activity of Weeden & Co. is
done ony the stock exchange. So, Weedon and Cn, conld Live the ability
if they were members or had srecess o the exchunee, to conduet their
busincss in the same {aszhion that they are condueling it now. .

The anly difference, Senator, is thad they wonld have to bring their
trades to the floor of the New York Stoel Feelange and clean up
the bnek which i3 what Geldman SBachs Joes, and 3o Salomen's
orEanizabions does,

Tl unanswered question i=, why won't the thind market fems Iet
the investing public, the httle puy et in on those trades?

Senator Bwey. Your concern for the little puy 35 admirable. So,
Weeden & Co, could binve the nbility if they were AT, &°T.

Mr. Owewe. Itight. T agree with you, Senatar.

Senator Brorx. Which is refreshing to know, you know,

Fow alout rule 438, which prohibits deaters other than specielists
from guating a two-gided market.

Mr. Neeoiraar, 1 will let Mr, Calvin answer that one, if you don't
mind, Senntor,

Mr. Cavves, Rule 438 is no problem at all in the context we are
tulking ahaut. There are nany other rules that would hove to be
acddressed bat this t=n't oae of Hem,

All this rule does is it says a member orranizabion cannot ndvertise
in quotation sheets. T den’t know that that's any type of o problem at
ell in the eontext of integrating the Mird matket and the exchanze
market. IT it were, T ame sure the role would be reviged or if the RSEC
wounld sllow ns to do so, would be repealed. Tt is just not a problem.

Senator Dioex. Tlow shent the fact that memberships to the Ex-
change are availoble only on o medallion basis? T assume if this legis-
lation went fnte efect, and the determination was made that it is time
to implunent it, the exchange would expect third-member firms to
eome 4N oTL & paying hasis, s that corrert ¢

Mr. Neemizas. Senator, T think the third market Grms wonld be
willing to pry their way. I have nover heard them say they were not
williner to puy.

Semater Bioxx, What if they did say thatt

Mr. Neepnast. The problent 15 the sest, right 7 The House bill, ¥L.R.
5050, elearly envisions, as does the SEC policy statement, that sll
broker-dealers, all eligible broker-dealers shall have scesss to the con-
trel market systom,

Now, Senater. na one, T goess, ceally understood what, that meant
unlil recently. What that means is that the seat concept is eliminated,
26 in terms of the naticnal market system there 32 ne necessity for
anvhody to luy a seat any lonmer.

The problem we hnve, Senator, whick Congressman Moss addreases,
and I know Chairman Willinms 05 wel] does, 15 how we reimburse the

seatholders for their equity, That is 2 separate problem. We are work-
ing on it without rmeh sarcess,

Senater Binex, That is what T thooght.

Lh

Mr. Nezpiranm. The bill does not require the thied market fivms to
become members at all,

Serator Busen, T undlerstand thal. Pt yesterday I believe Comnnis-
sioner Garrett indieated that if the Willluns Lill were to Le [ssed
and the mechanism were triggered What samcthing would have 1o b
done about providing for the movemient to the exchause without
having to colne up wicl the eash.

Me. Nezpaas. Scnator, T don’t know why the Commission urrives
ak this so late i the game. When | was a comumissioner—and that seetns
Itke @ Lianlied years ngo ago—we dealt with that prablem, We sad it
very clearly that there wusn't going to be an entry foo ather thun the
usual initiadion Lype fees and user type fees, The venl prehhars—aid
L will stutw it again for the reeord—is what do I do alont the eipuity
which our metnbers hove at the preseat tme, which araounts to 518
million? But that Is not ut issue here, This Bili doesids rerjuite ey
become members. Al they have to du is Bring their trades (o the iloor.

Senator Buwx, If T understand vou cevreet Iy, your position iz that
first of sl they shonld be required ta be thers an vway regardlbess of
this bill. You see no roason why the third marcket exists in the Stare
that it now dors por should it.

Yon wondd like to sce themn members of the exchange,

Mr. Nuemiam. Sctator, in May 1971 before this conntittes ernnkod
up its heatings, before the Honse eranked up its Diearings, before the
BEC did, T gave the whole world for what it was worth & bluepring
of what the securities industry shontd do—lhow it shewld be restrue-
turcd. All of this legishtion is taking you right down the road of
that bluepriut.

Senator Bmex. Thint 1= what the third market is telline me..

Mre. Neepnas. But the difference is, Sonater, [ reached thnt as a
cotnmissioner, At that time 1 had integrity. The poing is——

Senator Boex, A woble adwuission,

Mr. Nexoway, Anvihing that frugraents the securities matkets of
the Tinited States ipso facto is detrimental to the public interest, That
iz the way 1 canie out as a Commissioner ; that is the way the Exchange
board of directors came out. '

Seantor Bioex. You view the existence of the third market as a
frapmentation ?

Mr. Nrenrran IUs existing right now as, yes.

Senitor Bmey, So you know the basin premise from which ¥e
start is that they shouldn’t exist bresuse they are fragmenting the
industry now and that they therefore should be niembers of the ox-
change,

Mr. ¥MeenHam. Senator they should exist, thas firms should exist.

Senator Biuex. But oot in the present. fortiat.

Mr. Neemram, The thicd market shonldn't exist.

Eenator Brokx. That is right.

Mr. Neernas. The record may not show it as clearly as I like it
to. The Inst tine T appeared hers vou ssked me a question ahout the
fourtls market whether they should be required to be part of the na-
tiomal market system. I answered negatively becsuse at that time we
didit’t think it wes a prablem,

But, Senator, that guestion hias been Lhaunting me for 4 monthe
and you have convinced me the fourth macket should be part of it.
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Senator Banky, I thoughit you might come around to thab. I really
did. It realiy does my heart good to know that T cun move you like
thut. It again for the record, am I correct that your baste premise
is that the existence of the third werket s by definition a frugmenta-
tion of the securities industry, consequently they should be members
of the evelianue?

e Nreotease, And oltimately part of & nutional market svstem.

Benater Bwex, Rigle, whisly ave exchange marlcts, the way vou
view it

Me. Neeminas. Tochnically,

Senagor Ties, Within the contest of exchanges. So that secondly
£z 1 understand It would say that the fast of movement from £xed
COIMMISENN Tates to negatiated rates barring any vther actinm being
tiken is going fo have the effect of Inrther frammenting the udustey
Ly moving pecpie from the exchanpes to the third market as it now
axXista,

Mr. Nevoraar, That is eorrect, Senator,

Henator Bues. O,

Now, you then go oo to say that, if T ynderstand you correctly,
that the trixocrigs mechanism of & 2128 would become 5 to & per
cent of the rrcles new executed over the exchangn were moved to the
third noevket.

Mr. Neepnany. Absolutely. T gave you throe points Lo start with.

Benator i, Olay, 1 appoeciate that, In adlition, vou see this
i to f pereenl decrense as inevikoble, That is just a fait aecompli s
far as you wree concerned,

Mr. NeEnnam. That 35 right.,

Senator Huex. 8o what vou are sayving now is that there is no
question that the third market will he efiminated if this bill is passed.

Mr. Xepmzas. That is not quite right.

Senator BiprN. Wait o minute now, Tell nie how it is not, quite right,

Mr. WEFomad. Becanse 1f the bill goss throngh the way it is, § don’t
Enew shat the SEC—what determination the SEC will make,

Senxtor Hoes, Usee, That is a gond point.

You would like to have the bill tichtened as T recall from the begrin-
ning of your testimony, to insure that their version would be ern.
ciding more with your version of what would constitute the need to
cxeit the trigrer.

Mr. Keconast. When T buy 1ife insacance, I don't wont the life in-

sutance cempany telling me yon are jnsored 93 prrcent of the time.
Benator Bipe¥. 1 und

. erstand that. I want 100 percont snd the in-
gurance you wank 15 elimination of the third market and you see this
az a vehicle of being able to do that.

Mr. Nevvuasn And nidse toomake sure—nas o resnlt of this legislation
plus & #nli—thar whatevey henenpetitive or anticompetitive rulss
the New York Exchangeway huve will in the process be o iminated, so
fo one will be hart

Senyter Bapey. I understand vour motivation i
and to hetp the little guy and 1 know

Mr. Mevwirasr. 1t isn' just pristine, nn——

Senator Bory. Bt T wat to wuke it clear, that your sunport of
this Lill crupled with yone langeuge, is divected and has 29 s sols
purpose the elimination of the third mavket, I wunt to make no mis-

8 pure and pristine

T
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take about that, and T want to make it clear for the record. Yeu said
we wint to eliminate the third marcket; we mizssed it lust time out
and we will wut it this time.

Senator Bioex. I think it is inportant that that be stated.

Mr, Negonase. T jusé want the vecord to show that you stated what
yom thought T eaid.

Senator Bioex, QK well, T think that meassnable sen reading the
recurd will have ne mistake abont whal you said. But then ngnin,
on Rl the reasonsble man s beeoming as searee as Dinprones the

criest. mam aronnd herve, so [ don’t knew,

Mr. Nervwras, Senator, you teeopnize the Uill as presently drafied
does ot lo what you say it does.

Senator Bisex. Well, it may not do assuming that the commission-
ers don’t agree with

1 you as to what constitutes the need to Lrigger the
hidl.

Mr. Nrepisas, That is——
Renutor Bioex. But 1f they helieve as you did, and if it’s as inevita-
ble as you sny, then they end up where vou do. Bt you will e able

to tuke the record at o later date and say that Lhat is net what you
my voncluston being drawn from what

meant to spy and I agree it is
you have said,

Mr. Neepeast, Senator, T just want Lo uske something clear. ¥ as-
sne the line of questivuing i destenod to evoke snswors from mn
ind dowsn't necessarily indieate your convictions herause if T baljeyed
that the convietions—that tlhe words ¥ou Liave just nttered were yvour
eonvictions then T would have grent difienlty trying to undersiand
why any member of this comnittes vated for the mationad morloet
system [0l because that js a Bill that is destaned to elindnate § Fag-
mentateon, T wn oppesad to fragmentation; the cornmittes is opnnsed
to fraginentation; how you express that 1 leave U0 vou,

Senstor Boex, Let's talk abont £ rapmenlalion for a4 moment.

Tf I own half the pie and yon own half the pic, it s fraoemented,
If T want vour half to be coupled up with my hall on my table we are
bringing it hack together. f yon want my halt conpled ap with vour
half on your table we are bringing it tugéther, oo, l\"l.*o. have a central
pie. all whole and full. Tt all dopends on whose table it is on.

M]r. Nezonass, No, Senater, von don't understand the seeuritios
iarlrts,

Setalor Bory, Yon nre right aheut thiet, T ounes,

Mr. Necoiasr, I vou give me 5 winutes, 1 w
ol Lo you as Lo what we are EnYilig,

Seaator B1oex, The chinirina has heen very kind (o mo

Menntor Wirnonrams, It is all right with e, Senatos Biden, as Jong
a5 yon stay through all the neople that are lofr,

Sewatar Biokw, T will usk one last question of 3y, Qwens,

My, Neemiraan O, you wre the Sonndor, T think——

Senxtor Boes. Ounly for another 4 yours thowelh.

Mr. Neweraar, That is aliogk the tine my contrack EXpiriE.

senslor Heex. M, Owens, vou also expressed the need for provide
I thies Dest Vantinge lar t.r:uTin;_: by mulivicdual tuvestors to pIroIaLe
depth undd Tuidity in the secaritios mavkers and that these aee st
represonite] in the exchange anction maclets,

Thid 1 wnilerstund vour testimomy 2

il make it absolately
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Mr. Owevs, The general sense, yos,

f-l!:i.t:Jt{w Hrioex. T am told, however, that vour awn TTHTITELLY
AL & T, has an employee progann swhich alidws then 16 b and
::Jlllw:l.tg & T. stock dirveetly from the third ekt firnus; is that

Mr. Owexs. Kog wo ido nnt. By from the thivd nuarket as such. We
wve & renvestmint plan wikh respeet to the shure owners oyl thery

Durchiage stuck aod we purchase stock for U e
sl Pl v wu aml Ehsy mob Uie

W have o savines

o L] L
AT & T sack,

N, wlhicte taat, is purehazed, T don'’t koow.

Sewirar Bres, Q10 Thank you, You pentlemen have Leen very
responsien, [appreciate it,

[Cempicie stueerient of 3. Needhan follnws ]

&

plan wheroby the—ene of the choiees is to huy

FATEMEST OF 111k NEw Yobkx STock Ixcuaxce, Ixc,
Mr tame Ls James I Needlim. T am Chairme of the Tuged iToet
fliry ?}eu' Aors Biech Bxchonze, Ine With ue todily are Cﬂ:uu]illc.;r‘l.]'n:".”iciwgfli ﬁ:
Faliljs: ]Jlr{-'l_'TOJ_' O0 L Ex b, aod Dnall I. Calvio, Viee Frosidenl '
A l‘_ht.-f.— 0 aclilSen e being pne of nul bost distingulslied DH et s ig
Foeialive Yiee Dresident of e Aroecien Teleplane fel “Telizraph {‘.omnﬁ'n,-,'.
I:Ie- P jit-urrr cmenbet Gl tie Fvchange Leard sinee 1953 ulhd heasbed the
E-:uw:.'LI_ Coocnidtes whowe repnet Loy to i W72 peorcanization of 1he E.x:-]mn;.:e'si
AuveTniuy sirgefre. Following the coneldsion of wy Tétmarcks, Le will oirer
I eIt hrief vominenes on e naed for this [egbalntiom, )
W e plessel do linve the DLMLINEES Lo b pl tlwesn
L_hl:j Iﬂni:]mrt b tine Boagl of Diroe
Ll
Mavr I osag ab the outeu thal we appreciate o voneorn xlhow In
an{lrzllttee in this matter of appropriote sf B Py For pullice r;rgﬂtin;vei;]tti]::
Rallon’s sliwk fochnnges—and rartlewlarly by Chalemun Wiliktros, by the 13108
:?ﬁ}mnsnm. Heoator Alan Craeston and Senator Till Bruek, aod by the entire
Whee the prevising which §s pow 8, 4
Litenddient, ta 5. Y310 the Fialnhge's
depth, AL that time, tho Wared took

1 hrarings m cxpress
ters of the New York Stock Lxzwehunge for

2 way unter eonsbderntion as a postible
:]]-Imlni ];:\\Erl ﬂnhn[-]lnrtun'ttr L rovleo 1t [n

e poecitbonm that while th RS
nolL i @k f:!r_nk Lhe Bnted woald have E‘Eed with rEr.'apocL trn grpmrgl!:i.;l {.']iiag
Feelcities qucting markers, it did represent o faip Compromise which naerited the
Exrlnrze's support, Cur positiin roday is the =kmn.

. Tother than restate 1he comeerns whirly we presented (o Freat eietail Lo this
Bnbenmmlttce in our g ppeaTienee ae benrings on & 2519 Init Naveteber? 1 wonld
like b facns today op the ocentlnd piusdielnlerest nspeets of thiz §gsan,

AR the keasl of 88PN is fha publin poliey deferminetion (Rar §} is i the
wME_ Betereste of more than 30 miifion Amcripon neestor: to prestree the
prdin ercRanage enelics marlael. ER PNt eoarn ey,

Thirre i PCHT-URIvETSRE fEreement on Mhila Doint. Senstoe Wiliams grrossed
it wImrE he fnrreduced the ¥ational Securities Macket Sfatem Acl on the ¥leor
of the Beoabe List October. The herring reeord on that Rl is fbed with speiie
mfjrm:mmm_h;: thi SEC and by repteseniatlves of (he securitles ingustry.

[he q]"(‘ in irs Maceh, 1978 whlic paer oo the "Rrrmetuee of o Conbral Marcket
Brsteam,™ atuted "o Comnisslon's cotmibraenl B the preservgiion of an aupt[mj.
arrmer market railier rhiag st mirelE Wimaler anarket” foc Lishid m.-:.ﬁtif-q " The
Séﬁ.:l'_l:l:id_f;:.:], ;Pﬂ-rhﬁ]rm il is worthwhile th srage ABHEN, Moeguivoenlly, that the
o !lst:ﬂ :ﬂu‘l‘t:i‘l;.:e:ﬁ'“mh I ENTOlrdwe bhe creatlon of g pnrely deuler market

1The Frcharge's fectimonr hefore the Sabes 4
1&;{?‘5:;-1-:-1‘2;1 rvt-l'in e 'néen FInE reenrdl oo B, 25110 nrr:ﬂ;rjlg-eneligg tE?lu?rlﬂe: o0 Novemher 13,
“CICF REAtenwent of 4L B 114 ; '
Ceutenl Murker Bompece, l'”’“l:lf 2::““ % an0d Exchange Commisiion oo the Btenctare of &

8y

Tregsury Heeretaty George I Sbultz, As rerently as January 28, strossol e
clrsw dlopendencs of intostar contdense an the mainfvnauce of Tfair and eficlent
S i ties rackeks? i

And the cevcnt Treasury Vemairtment Heport, “Public Polley Ior American
Caphral Markots, " oy sense expuilad e Secretary Sbolte's momat kst ]

It i3 perhaps alse pertivent ta cecall bere Chaitman Willlamsz' eneeinct stater
eIt ol ke obgjiacbites of 5, 2003 when Tue jolerdlaced Lk Tl o thee o oI Hhie
Bonnte fuse Netotior 24

Ar, Cleairoiaw, 1he texts of {he varions emoments to which I bave zelerred nre
Tonitnntod T0T the Sybcawibeee in my Jreprared texet

In wildition, T woald nnte Chadrpgan Williems' comient to fhe Senate on
Alprel G wluow Ti: aleserilosd &0 3126 08 "y wejer psireg of securilics Jegisintion
which Wil ga o Jong way tewand specdiug e developent. of a cotdral matket
By sleeny nd dalaietod rRUCE ey con ot ot P poaedict 7 [ innpkicsds flded )

The ¥ has nmderacorel the fact that the cleneod. of pehlic coofidenco so vltal
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Senntor Winnraus, Mhank von, erant lomen.,

We call now Mr. Aaron R, Eshman, Mr. Avthnr B. Drarkee, Mr.
Joseph K. Nenhaus, and Mr, Lawrence 8. Black, Are ¥ou gentlenien
all tastersof synthesis? I hone so,

Senator ks, Gentlemen, wonld you identify yourselves and pro-
ceed Inany manner in which you can » Zree npon d :

STATEMENT OF AAROW E. ESHMAN, STERN, FRANK, MEYER AND
FOZ, INC.; ARTEUR E. DUREKEE, STERNE, AGEE & LEACH, INC;
JOSEPE R. REUHATS, UNDERWCOD, NEVHAUS AND ©0.; AND
LAWRENCE 8. BLACE, BLACK AND Co.

Mr. Dunker. T want tn gssure ¥ou that it was made up some time
aro before T heard anvhody alan's tastimony,

Senator Bmex. Thers is no way van can anticipate the testimony,
of conrse. I can’t even anticipate the answers to the answers, Thank
Foit. G shead,

Mr Dorkes, T am Arthor Dharkee and I am exeentive vice president
of Sterne, Awmer. and Leach, Inc., of Birmingham, Ala, with braneh
offices in Montgomery and Mobile, Ala. We are members of the New



