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THE NATIONAL STOCK MARKET:
TAKING SHAPE

John j. Mulhern

... Over the last five years, automation and
reorganization have produced some basic
changes in the U.S. stock market.

HOW DO CHANGES
IN MARKET INTEREST RATES
AFFECT BANK PROFITS?

Mark J. Flannery
... Banks use porifolioc management tech-

nigues that shield them from the effects of
swings in interest rates.

The BUSINESS REVIEW is published by
the Department of Research every other
month. It is edited by John J. Mulhern, and
artwork is directed by Ronald B. Williams.
The REVIEW is available without charge.

Please send subscription orders, changes
of address, and requests for additional copies
to the Department of Public Services at the
above address or telephone {215) 574-6115.
Editorial communications should be sent to
the Department of Research at the same
address, or telephone (215) 574-6426,

The Federal Reserve Bank of Philadelphia
is part of the Federal Reserve System—a

System which includes twelve regional banks
located around the nation as well as the
Board of Governors in Washington. The
Federal Reserve System was established by
Congress in 1913 primarily to manage the
nation’s monetary affairs. Supporting func-
tions include clearing checks, providing coin
and currency to the banking system, acting
as banker for the Federal government, super-
vising commercial banks, and enforcing
consumer credit protection laws. In keeping
with the Federal Reserve Act, the System is
an agency of the Congress, independent
administratively of the Executive Branch,
and insulated from partisan political pres-
sures. The Federal Reserveis self supporting
and regularly makes payments to the United
States Treasury from its operating surpluses.



The National

Stock Market:

Five years ago, Congress passed a law—
the Securities Acts Amendments of 1975—
which directed the Securities and Exchange
Commission, in part, "to facilitate the estab-
lishment of a national market system for
securities.” The sense in which this market
should be national was fairly clear: it should
give market participants in one part of the
country access to information about secu-
rities prices in any other part of the country
and enable them to buy or sell at the best
price available in any market. But what sort
of system it should be was not spelled out in
the law. Nor did the law indicate which part
of the securities market—the market for
equities, say, or for notes or bonds—should

*John J. Mulhern, who specializes in organization
and strategic planning, joined the Department of Re-
search in 1976. He received his Ph.D. from the State
University of New York at Buffalo.

Taking Shape
By John J. Mulhern*

be dealt with first. In the absence of detailed
guidelines, most of the attention has focused
on developing a nationwide system for that
portion of the industry which deals in resale
of corporate equity securities—the stock
market.

The established markets, which include
stock exchanges and networks ef dealers,
have responded by investing in equipment to
make their operations more efficient and to
improve intermarket communications, It
seems clear now that the market will continue
to evolve toward greaterautomation and less
fragmentation—responding to changes in
the financial environment and in available
technology as well as to planning efforts in
government and in the securities industry
itself, But how much further it will go, and in
what direction, may well depend heavily on
how large the cost is and who is willing to
pay it.
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THE STOCK MARKET DEVELOPS

The stock market in the United States
today actually is several markets. It includes
traditional exchange trading floors in five
leading cities, electronic trading networks,
and broker-dealer firms that offer alternative
facilities for stock trading.!

And it's a growing market. Since 1970, for
example, yearly volume of shares traded on
the New York Stock ©xchange, which trades
the lion’s share of exchange-listed stocks,
has grown from under three billion to over
eight billion. (A listed stock is one for which
an exchange has agreed to provide a market-
place.) Growth in trading volume of securities
quoted on the National Association of Secu-
rities Dealers’ automated quotation system
(NASDAQ) also has risen sharply, about
tripling since 1974 (see GROWTE IN OVER-
THE-COUNTER MARKETS).

Another measure of growth is dollar vol-
ume of trading. In 1970, for example, the
value of shares traded on the Big Board wasa
little more than $100 billion; in 2979, that
volume was up to nearly $% trillion.

But growth brings challenges of its own.
Larger aggregate volume can strain a mar-
ket's ability to keep up with trading activity,
In the late 1960s, for example, the market’s
inability to keep pace with a sharply higher
number of trades produced a back-office
paper glut. And recently one large brokerage
firm has suffered a recurrence of this kind of
backlogging. In a business where time is of
the essence, a market's inability to process
trades quickly and accurately can be devas-
tating.

Aggregate volume growth is not the only
source of strain. So is growth in the size of
individual trades. Large blocks of stock may
require special handling. Treating a large
block as if it were a much smaller lot—

11 their brokerage role, firms handle public orders
onanagency basis; asdealers, they buyand sell for their
own accounts,
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GROWTH
IN OVER-THE-COUNTER
MARKETS

Trading off the organized exchanges has
grown considerably in recent years. By the
end of 1979, about 2,500 domestic common
stocks were being guoted on the automated
quotation system (NASDAQ) operated by the
National Association of Securities Dealers,
and NASDAQ share volume was up sharply
from 2.8 billion in 1978 to 3.7 billion in
1979—or 45 percent as large as Big Board
volume.*

The large institutional investors, such as
bank trust departments, mutual funds, and
pension funds, began directing more of their
orders to the OTC market in the late 1960s,
partly because of the exchange brokers' fixed
commission rates. Over-the-counter brokers
offered their services for less. Many of the
large institutions that now trade in OTC
markets cannot be lured back by negotiated
commission rates at the exchanges.

The NASD, which acts as self-regulator
for the OTC marketplace, is approaching a
membership level of 3,000 firms with nearly
7,000 branches, It grossed nearly $34 million
on a consolidated basis in 1979 and currently
is engaged in a facilities upgrade which
should help it handle a larger volume of
orders at a higher speed, reduce unit cost,
and compete more effectively for order flow.

*National Association of Securities Dealers, Inc.
1979 Annual Reporl, p. 4.

advertising the whole block at something
near the market offer price—may drive down
the price of the stock, harming the financial
positions of all holders. But breaking up the
block into smaller lots may delay its sale,
Thus the preferred course often is to find a
buyer or buyers for the block without ex-
posing its size and then to negotiate the
price; but not every market has the depth to
accommodate such large trades efficiently.

Further, as more shares are traded or




shares are traded in larger lots, demand for
trading services attracts new people and new
methods into the industry. The new markets
that develop get a portion of customers’ buy
and sell orders in certain stocks, and, as a
result, the flow of orders is fragmented—
dispersed among market centers or networks.
If the same stock were traded in its primary
market—say the New York Stock Exchange—
and on another exchange or over the counter,
for example, some of the bids and offers
would not come to the primary market (as-
suming no link of one market to the other)
and so the efficiency of that market would be
impaired. Buyers and sellers in either market
might not be getting the price they would get
if all orders were to come to the same
market.

The exchanges and securities dealers,
which have certain self-regulatory powers,
have sought to deal with these growth-
related difficulties by upgrading their hard-
ware and procedures for handling share lots
of different sizes and by exchanging price
information. Evolution along these lines has
been rapid. In fact, many initiatives might
have been taken even without the 1975
Amendments, as market participants sought
new ways to deal with changing conditions.
But because of the public interest in the stock
market, it is regulated also by government
through the Securities and Exchange Com-
mission, whose efforts have been devoted to
encouraging interaction and competition
among the several markets, in the hope that
fragmentation will be reduced and that the
industry will operate more cost-effectively
on a national scale.

Most recently, for example, the Commis-
sion, which has the authority to override the
rules of stock exchanges, issued its own Rule
19¢-3, which sets aside exchange rules that
kept member firms from trading certain
listed stocks off board. The typical exchange
has bound its members to trade listed stocks
only on the exchange floor. If observed, a
rule of this kind guarantees not only that the

listing exchange will provide a mostly un-
fragmented market for the listed stock, but
also that the order flow will continue to
generate economic opportunities for mem-
bers and employees of the exchange. Under
the new Rule, however, any stock not already
being traded on an exchange as of April 26,
1979 can be traded off board by member
firms as well as on the floor. The neteffect of
this Rule is to let member firms continue to
trade newly listed stocks over the counter, if
they wish, as well as on the exchange floor.

The SEC points out in its 19c-3 release
that, “since the Rule will provide the secu-
rities industry with an opportunity to experi-
ence an environment involving competitive
over-the-counter and exchange trading, it
may be helpful in evaluating the effectiveness
of current efforts to facilitate the develop-
ment of a national market system.” And it
points especially to the steps toward auto-
mation that the industry already has taken
and plans to take. Clearly, those steps are
crucial to the development of a national
market for stocks.

LINKING THE MARKETS

Tying the several stock markets together
into a national market is a matter of setting
up mechanisms that will allow a participant
in one market to gain access to the facilities
of another market. Those facilities include
order price and quantity information, order
routing, execution, reporting, and clearing
and settlement. The separate markets limit
access to one anothers’ facilities at present,
but some links are in place, and more appear
to be in the offing. And the feasibility of
linking the markets increases as each be-
comes more completely automated internally.

Consolidated Information. The best known
vehicle for providing market information
probably is the NYSE ticker, which has
provided showers of paper for so many
lower Manhattan parades. But today's con-
solidated tape is a far cry from the old ticker.
Just days after passage of the 1975 Amend-



menis, the Big Board inaugurated its full
consolidated tape, which immediately prints
all trades of its listed stocks on participating
markets—these being the two exchanges in
New York (Big Board and American) and the
four regionals (Boston, Midwest, Pacific,
and Philadelphia), along with the Cincinnati
Stock Exchange, the National Association
of Securities Dealers, and Instinet (Institu-
tional Networks Corporation—a system tai-
iored for institutional investors). Trades of
stocks listed on other exchanges also are
reported prompily and automatically, and
over-the-counter transactions are reported
through NASDAQ.

Information on the latest trade, however,
is only one part of the picture. For trading
purposes, the really vital information is in
the quotes. The trader has to know at what
prices a guantity of stock is being bid or
offered. In the past, up-to-date bid and offer
information would be available only from
the local exchange specialist for listed stocks,
and only for one exchange. In 1978, however,
with the advent of the consclidated quotation
service, bid and offer prices from the various
registered exchanges were brought together
for display on a single screen. The specialist
or broker could lock at this screen to see
where the best price wasto be had and, if the
best price was in another market, he could
communicate with that market. Since 1979,
NASD over-the-counter guotes have been
listed in the consolidated service along with
the exchange quotes.

Order Ronting and Execution. The reascn
for consolidating information is to make
trading in other markets not only possible
butaseasyas possible. It'sa way of reducing
the information cost of getting the besitrade.
But some of that gain may be lost if market
perticipants are not able to route their orders
to the preferred market and get them executed
efficiently.

At the exchanges, for example, incoming
orders typically used to be routed from
member firms’ offices to their booths around

the trading floor, where floor brokers would
pick them up and take tham to trading posts
to be matched. Maintaining several booths
on the floor with personnel and equipment,
as the larger firms did [and still do), was not
cheap, however; and because of the cost to
their members, exchanges have had to come
up with more efficient routing systems.

At the New York Stock Exchange, the
Designated Order Turnaround (DOT) system,
inaugurated in 19786, allows 2 firm tc fransmit
smaller routine orders directly to the special-
ist at his trading post on the floor, bypassing
the floor booth (see MAKING MARKET
for the role of the speciaiist). Upon execution,
the specialist sends confirmation of the trade
back to the memberfirm office over the same
data link that brought it in. DOT crders now
participate in about 45 parcent of all Big
Board trades, and that percentage is expected
1o rise. At the American Stock Exchange, a
similar but less comprehensive system—
Post Executicn Reporting (PER)—handles
routing of market orders and odd lots (less
than 100 shares). These routing systems
represent a considerabtle saving in floor
brokerage.

The NYSE and AMEX routing systems are
just that—internal routing systems. The
Philadelphia Stock Exchange and the Pacific
Stock Exchange both use systems that not
only route but also execute orders. The
Philadelphia Automated Communication and
Execution (PACE) system, which handles
about 20 percent of Philadelphia’s total equity
share volume, automatically executes orders
under 490 shares at the better of the prices
available in Philadelphia and on the Big
Board, and it does so without levying a floor
brokerage fee or a specialist fee on any
order. Although some market observers fear
that regional automated execution systems
may introduce a certain amount of frag-
mentation and keep some bids and offers
from meeting, the users apparently find
them to be highly cost-sffective.

just how attractive automated small-order
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MAKING MARKETS

A public shareholder would like to be sure that he can buy or sell shares whenever he wantstoand
at the best possible price. When no public buyer or seller appears on the other side, however, the
market in a stock can evaporate, unless a market maker steps in to buy or sell for his own or his
firm's account. At the exchanges, specialists and other registered market makers perform this
function, as dealers do in over-the-counter markets; and some large brokerage houses have begun
making their own markets in certain stocks.

At the NYSE, the specialist function is defined to include “effective execution of commission
orders" and "maintenance, insofar as reasonably practicable, of a fair and orderly market on the
Exchange" in assigned stocks (Rule 108), The market is considered fair if it is free of manipulative
and deceptive practices and if it avoids giving any market participants undue advantages; it's
considered orderly if trading prices are continuous [showing little or no change) from sale to sale and
if large amounts of buying or selling interest can be accommodated without significant price
changes,

In the course of going about his tasks, the specialist may act as an agent for other brokers or as a
dealer for his own account; in fact, however, he acts as a dealerin only about a quarter of all trades.
(There is some double counting here, since the specialist as dealer is handling the same stock
twice—once as a buyer and once as a seller.) For the other three-quarters, the specialist is involved
as an auctioneer—arranging bids and offers at the daily opening and otherwise bringing public
orders together.

The specialist must meet the responsibilities and eligibility requirements outlined in the specialist
job description (adopted by the Big Board in 1976) and must conform to a code of acceptable
business practices. Based on the job description and the code, specialists are evaluated quarterly by
the floor brokers they serve. The evaluation questionnaires provide the principal information used
by the NYSE Allocation Committee, which assigns stocks to specialists and, when necessary,
reassigns them.

There are now about 400 members performing the specialist function at the New York Stock

Exchange.

routing and execution systems are to the
providers of market services can be seen
from the NASD's response to Rule 19¢-3.
The NASD supported adoption of the Rule,
but it also embarked on an enhancement of
its own trading facilities to make itself more
competitive with exchanges as a market for
19¢-3 securities. A new subsidiary, NASD
Market Services, was formed to build a
common message switch, which will link
dealers with off-board market makers, as
well as an order display capability and a
mechanism for computer-assisted execution.
Initial capitalization for this project has been
set at $2 million, according to the NASD's
1979 Annual Report.

For larger or more complex transactions,

however, human intervention still appears
to be the order of the day.

Intermarket Trades. For the first several
years after the 1975 Amendments were passed,
the industry heard a great deal of discussion
about what form the national market should
take—whether it should build on then-current
organizations or start over from scratch. But
even while that discussion was going on, the
exchanges were working at a trading system
that would come on line in 1878 and help to
reduce regional fragmentation. Extension of
this system to NASDAQ subscribers and
others now appears highly likely.

The Intermarket Trading System (ITS)
provides brokers and market makers with an
electronic link for transmitting buy or sell
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orders from one exchange to another after
seeing the bids and offers in all markets. So,
for example, a floor broker at the NYSE who
takes an order to a trading post can look at
the ITS television monitor mounted over the
post and see the last trade price, the loccal bid
and offer spread, and the best prices available
in all of the other markets. And if the price
displayed on the Midwest or Pacific exchange,
say, is better than the Big Board price, he can
communicate across country and make a
trade. Further, ITS trades require nc extra
clearing and settlement procedures. In short,
ITS allows market centers to compete in
certain stocks, regardless of location, by
using a central computer to store bid and
offer prices. Some centers are using ITS to
improve their market share (see THE PHILA-
DELPHIA EXCHANGE AND THE NA-
TIONAL MARXET).

The value of ITS as a mechanism for
increasing market share is recognizeda even
by its arch rival, the Cincinnati Stock Ex-
change’s National Securities Trading System.
The NSTS is a prototype system designed to
provide automated execution without frag-
menting the market by exposing all quotes in
the system to all market participants. Since
1978, it has permitted direct input from
member firm offices as well as from exchange
floors.

A few large brokerage firms in search of
alternatives to maintaining costly exchange
brokerage staffs, and several correspondent
houses, have directed their crder flow in
certain issues to Cincinnati. But even with
this support, the NSTS has not been able to
capture very much of the business (about
200,000 shares a day compared to upwards
of 40 million on the Big Board), mainly
because it’s so small and its offerings are so
few. In an effort to beef up its volume in the
short run, the NSTS is developing an auto-
mated link of its own to ITS. Whether this
link will help the NSTS capture enough
order flow eventually to replace ITS or
whether it will lead to some as yet unthcught

THE
PHILADELPHIA EXCHANGE
AND THE
NATIONAL MARKET

In April 1978, the Philadelphia Stock Ex-
change became the first of the regionals to
link up with the Big Board via the Intermarket
Trading System (ITS) for trading in certain
NYSE-listed stocks. In the pilot phase, 11
stocks were eligible for ITS; by the end of
1979, nearly 700 were eligible.

Measured by prints on the consolidated
tape, which includes all transactions in NYSE-
listed stocks on participating markets, the
Philadelphia Stock Exchange continued its
strong showing in 1979, increasing its share
to over 2 % percent of total trades. Con-
solidated tape volume was up also—to aver
160 million shares, or nearly 1 % percent of
shares traded. While the Philadelphia Auto-
mated Communication and Execution (PACE)
system doubtless contributed to share volume
growth (from about 130 million in 1978 to 173
million in 1978}, ITS also surely played a part
in this growth.

Expecting further increases in equity share
volume as well as on its burgeoning options
floor, which provides a primary market for
contracts in energy options and selected
other interests, the Philadelphia Stock Ex-
change is anticipating a move into new and
larger quarters in 1981.

of accommodation, however, is a question
that will be answered only in the longer term.

Thus the stock markets appear well on the
way toward achieving the goal of providing
access to best available execution nation-
wide, regardless of where the market par-
ticipant happens to be, But that may be only
the beginning of the development. And it is
not easy to predict what will happen as the
market reacts to Rule 19¢-3. Will the effect
of invoking the Rule in this new systems-
oriented environment be a net benefit to all
investors or just to some? What will be the
effect on exchanges, or on brokerage firms?



Will the smaller members of the NASD be
able to compete with the giant market making
brokers?

So far, little research has been done to
determine who will benefit and who will pay
under the emerging national market scenario.
But even without a lot of empirical research,
it seems possible to identify where the bene-
fits and costs are likely to be found, and
perhaps to indicate how they should be
related,

WHAT ARE THE COSTS?

in stating that the securities markets are a
national asset, the 1975 Amendments recog-
nize that the benefits of these markets extend
far beyond those who own stocks directly or
are engaged directly in trading them. The
costs of maintaining markets also spread
beyond this circle. And these costs will be
redistributed by changes in the market sys-
tem. Although it may not be possible at this
point to estimate the size of the cost changes
under different national market scenarios,
the first step in such an effort would be to
identify where they might be found.

Functional Costs. The costs of handling
trades are the most visible costs on a narrow
view of the industry. These costs fall first on
those who operate the markets as a business—
the exchanges, the over-the-counter groups,
and others who provide facilities for trading.
But they are passed through to brokers and to
the investors who use their services,

At a typical exchange, these costs include
salaries and benefits, equipment for handling
stock trades, professional services, depre-
ciation of capital items, and a variety of
other expenses. They are passed through in
the form of commission charges and a range
of fees for communications services, regis-
tration, application, membership, and the
like. In 1979, such charges amounted to
roughly one-half of the NYSE’s total pretax
revenue, or about $53 million, according to
its Annual Report. The NASD has a similar
list of expenses and revenues.

Member firms and brokers who must pay
these charges naturally want to be sure that
they are getting their money's worth and that
they could not do better at another exchange
or with a different market structure. And
they are under pressure from the ultimate
consumers of their services—the public in-
vestors—who want to get the lowest price
they can for trading services.

In order to keep overall costs down, the
exchanges and the over-the-counter markets
must control unit costs. Further automation
and reorganization appear to offer ways of
controlling these costs, But further automa-
tion and reorganization won't be cheap. The
NYSE, for instance, is engaged right now in
a multi-million-dollar facilities upgrade,
roughly half of which is for automation or
automation-related improvements. The pay-
off is expected to be large—the ability to
handle three times current daily volume
without skipping a beat. But whether the
order flow to the NYSE will reach this level
will depend in part upon just how cost-
effective the upgraded trading system turns
out to be with respect to the alternatives.

Less Obvious Cosis. Beyond trading costs
lie the costs to U.S. industry and to the
economy at large. These include the fees
paid by listing corporations and other costs
of maintaining a market for raising invest-
ment capital.

A company that wants to have its stock
listed on the NYSE, for example, not only
must meet certain standards for earning
power, net tangible assets, and market value
of publicly held shares, but also must pay a
listing fee. In 1979, listing fees amounted to
about $35 million in cost to listing firms and
inrevenue tothe New York Stock Exchange.
Listing firms must ask themselves whether
an exchange listing—which tends to increase
institutional interest and aid capital raising
in the primary market—is a cost-effective
method of making their securities available
for trading after the initial offering, again
with respect to the alternatives. Rule 19¢-3



could make listing less attractive to some
corporate equity issuers, but that outcome is
far from certain.

Changes in market organization could im-
pose costs also upon industries and firms
that provide support to the current markets
or have close working relations with them—
suppliers of gocds and services, for example.
Along with the exchanges and dealers, these
associated industries and firms employ
thousands of pecple and considerable assets
of other kinds, Even where these assets are
reemployable, the cost of adjustment could
be important to decisionmakers.

And finally there is the public interest in
maintaining healthy capital markets. The
health cf the capital markets is a prerequisite
to productivity gains for U.S. industry and to
growth for the economy at large; without
infusions of capital, productivity gains will
not be realized. The question for the public
and for government, then, is what market
arrangements will be most likely to keep
capital flowing to its most efficient industrial
users.

All in all, discussion cf the national market
system has featured comparatively little hard
data on costs other than estimates of the
capital costs for hardware and programming.
But the costs to the investing community and
to the economy at large also matter. And the
SEC’s 19¢-3 monitoring program, which will
measure the impact of competitive market
making on market quality (width of bid-ask
spreads, depth, and continuity), quality of
execution, and market structure, should give
some feel for how costs could be affected.?

2The amount by which the bid price differs from the
offer price is the quotation spread. NYSE spreads have
narrowed over the last ten years: about a quarter of all
spreads were of the minimum possible magnitude (%
point or 12%:¢)in 1879, roughly double the percentage at
the beginning of the decade; about three-quarters had
spreads of ¥ point or less. Some observers believe that
increased competitive market making will narrow
average spreads still further.

A market’s depth is its ability to accommodate buying
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Decisions that the players make on how to
proceed with the national market will depend
on what they conceive to be the additional
economic benefit to them of each extra dollar
spent—subject, of course, to regulatory con-
straints that alter the cost balance.

Continued Growth, Clearly, the registered
exchanges and the NASD, along with the
large broker-dealer firms that make their
own markets, are behaving as if they believe
that the equity business is a growth business.
One sign of this belief is the amount they
spend on servicing the automated compo-
nents of the ITS through the Securities In-
dustry Automation Corporation (SIAC)—a
subsidiary of the NYSE and the AMEX.
Since 1973, SIAC annual revenues have
nearly doubled, finishing 1979 at about $70
million, over half of which goes for exchange
trading and clearing services.

The kind of growth that market partici-
pants expect and plan for is evolutionary.
Zach major group has a multi-year develop-
ment plan which fits automation and orga-
nizational changes into financial and other
operating constraints. The Big Board, for
example, had STAC develcp a five-year auto-
mation plan for the period 1877-81. SIAC
undertook a similar effort for the AMEX in
1978. The exchanges and the NASD would
not be willing to plan and execute major
automation efforts without the prospect of
economic benefits to their members. Growth
can be expected to continue only on lines

and selling interest without significant price changes.
Its continuity is its property of keeping prices relatively
constant from trade to trade. Depth can be measured as
price change per number of shares traded, continuity as
price change per number of trades.

Execution quality is a matter of pricing: best execution
is execution at the best price available in the market.
The SEC plans to monitor execution by comparing
prices at which agency orders are executed to the
quoted market at the time of execution.

Market structure is determined by the number of
competitors in a market and the distribution of volume
among them.



which are perceived to promise economic
benefits to those concerned.

Thus, becauss of the complexity and long-
term nature of the industry decisionmaking
process, and because of the way it institu-
tionalizes cost considerations, further de-
velopment of the national market system is
almost certain to be consistent with develop-
ments to date. And the SEC can concur in
that growth as long as the industry remains
adequately competitive and provides the
requisite services to its many publics.

SHAPING UP

The years since the national market legis-
lation have witnessed remarkable develop-
ments in the securities industry. In the stock
market alone, the exchanges, dealers, and
brokerage houses have moved decisively
into a new era of information-driven re-
structuring—finding more cost-effective

11

methods for meeting the capital requirements
of industry and the investing preferences of
the public. The several market centers and
networks are linked more closely than ever
before, better able both to cooperate and to
compete for portions of the trading business.

Has the national market system arrived?
As yet, probably not. But the shape that it
will take on, in the near term at least, is
becoming clearer each day—a system that
links established markets rather than an
utterly new kind of market. Further techni-
cal and regulatory developments that wiil
unbind stock trading from geographical and
institutional restrictions appear to be just
around the corner. Al the players will have
their eyes on the data produced by the SEC's
19¢-3 moniteoring efforts. But before they
plan any new moves, they'll be taking a long
look at their own cost and revenue projections,



From the Philadelphia Fed . . .

This booklet contains summaries of four
panel discussions of Philadelphia’s eco-
nomic future held at the Federal Re-
serve Bank in 1978 and 1979. Copies are
-available without charge from the De-
partment of Public Services, Federal
Reserve Bank of Philadelphia, 100
North Sixth Street, Philadelphia,
Pennsylvania 19106.




