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National Bureau of Economic Research is a private, nonprofit organization
founded in 1920 as a center for independent and impartial economic research. In
the belief that such research can contribute significantly to the sound treatment of
economic problems, it has sought to conduct its activities under conditions that
safeguard the scientific nature of the findings and help make them authoritative and
acceptable to persons of different interests and opinions. The National Bureau is
supported by grants from philanthropic foundations, business associations, and
various government agencies for particular studies; by invesiment income on
capital sum grants; and by unrestricted contributions and subscriptions from
companies, banks, labor organizations, foundations, and individuals. Further in-

Relation of the National Bureau Directors to
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proceedings, it has been exempted from the rules gov-
erning submission of manuscripts to, and critical review
by, the Board of Directors of the National Bureau.

(Resolution adopted July 6, 1948,
as revised November 21, 1949,
and Aprif 20, 1968)



Editor’s Overview

Our objective is to see a strong central market system created to which
all investors have access, in which all qualified broker-dealers and
existing market institutions may participate in accordance with their
respective capabilities, and which is controlled not anly by appropriate
regulation but also by the forces of competition.

Institutional Investor Study Report of the
Securities and Exchange Commission

Vol. 2, No. 3

On November 21 and 22, 1974, the National Bureau of Economic Research, in
cooperation with the UCLA Graduate School of Management Financial Institutions
Program, the Norton Simon inc. Foundation on the Business-Government Relation-
ship, and the Pacific Stock Exchange, cosponsored a symposium on regional stock
exchanges in a central market system. The symposium was held in Los Angeles at the
UCLA Graduate School of Management.

Structural changes of fundamental importance are generally recognized as being
under way in Wall Street. Pressures for these changes are traced by most observers
of the marketpiace to the growing importance of institutional investors in corporate
stock [Raymond W. Goldsmith, ed., Institutional Investors and Corporate Stock—A
Background Study (New York: NBER, 1973); Originally published as Institutional
Investor Study Report of the Securities and Exchange Commission, Supplementary
Volume 1, Pt. 6, 1971], advances in computer and communications technology,
and perceived failures by regulatory and self-regulatory bodies during and since the
late 1960s to adapt to those changes.

The objective of legislative and regulatory efforts to obtain structural changes in
the stock market is expressed succinctly in the often quoted epigraph which
appears at the beginning of this overview and provides a theme for the symposium.
The idea of a central market system was first taken up by the Securities and
Exchange Commission in the Institutional Investor Study Report. It has since been
developed further by the SEC, by other government bodies, and by Congress in
the Securities Acts Amendments of 1975 (Public Law 94-29, june 4, 1975). Its essential
elements are as follows:

1. Elimination of fixed minimum brokerage commission rates on transactions
effected on national securities exchanges (as of May 1, 1975);

2. Implementation of a composite tape for reporting transactions in exchange-
listed securities wherever executed, whether on the New York Stock Exchange, a
regional stock exchange, or over the counter in the third market (June 16, 1975);

3. Eventual development of a composite quotation system for disseminating on a
real-time basis to all market participants bid-asked quotations by stock exchange
specialists and other market makers in exchange-listed securities;
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4. Development of a national system for clearing and settling securities transac-
tions; and

5. Elimination of rules by regulatory and self-regulatory organizations that tend
artificially to separate one market center from another and restrict access by various
groups of market participants to particular portions of the overall market system.

The symposium’s purpose was to review the status at a particular time of
legislative and regulatory efforts to facilitate the creation of such a national, central
market system, and to focus on the likely impact of these efforts on both the
near-term and longer-term viability of regional market centers and especially
regional stock exchanges. Most attention during the symposium focused on the
near-term “survivability” of regional exchanges during a period of transition from
the anticipated introduction of consolidated transaction tapes and competitively
determined brokerage commission rates to the presumed completion of the central
market system with implementation of a workable consolidated quotation system,
together with whatever rule changes and improvements in clearing and depository
systems will have been obtained by then. Although the symposium participants
made no effort to arrive at an official consensus on the question, considerable
concern was evident that the period between institution of competitively deter-
mined rates and installation of a composite quote system would be a difficult one
for regional stock exchanges. The longer-term viability of regional exchanges was
seen in less specific terms, however, as depending in large measure on the same
factors as those that affect the longer-term viability of exchanges in general for
assembling and executing securities transactions.

The symposium’s review of the status of efforts to create a central market system
centered on reports by Congressman John E. Moss, chairman of the Subcom-
mittee on Commerce and Finance of the Committee on Interstate and Foreign
Commerce, which has legislative responsibility in the U.S. House of Representa-
tives for securities matters; Commissioner Philip A. Loomis Jr., senior member of
the Securities and Exchange Commission; Donald . Baker, deputy assistant attor-
ney general in the Antitrust Division of the U.S. Department of Justice; and
Harvey A. Rowen, counsel to Congressman Moss's subcommittee. Responses by
spokesmen for three prominent regional stock exchanges, evidencing their percep-

faced by their exchanges were provided by G. Robert Ackerman, president of the
Pacific Stock Exchange; Elkins Wetherill, president of the PBW Stock Exchange;
and James E. Dowd. president of the Boston Stock Exchange.

Sidney Homer's presentation, ““The Historical Evolution of Todav’s Bond Mar-
ket,” added perspective to the difficult evolutionary process currently being experi-
enced in the stock market by providing a historicai overview of the bond market's
development that is rich in both depth and detail. Mr. Homer is a member of the



Editor's Overview vii

National Bureau's advisory committee on interest rates and is a veteran of more
than fifty years in Wall Street. As he demonstrates in his paper, however, his
perspective spans centurtes.

Invited postscripts by selected academic participants, which were prepated atter
the symposium’s conclusion, reflect on its contents and are intended to perform an
integrative function.

Open discussion periods followed each major block of the symposium’s pro-
gram, and they are an integral part of the proceedings recorded below. Considerable
effort was made in organizing the symposium to assure baiance in the views
presented by persons from government, various segments of the securities industry,
financial institutions, and legal and academic communities, not only on panels and
other formal sessions but also in the group at large. As indicated by the open
discussions presented below and by the list of participants following this overview,
that aspiration was reasonably well attained.

As noted above, the National Bureau of Economic Research in association with
other cosponsors participated in the symposium’s organization and conduct. Given
the special nawre of its content, however, no effort was made to subject the
proceedings contained in this issue of Explorations to the Bureau’s full review
procedures. Accordingly, the resulting volume is not an official publication of the
NBER.

Every effort was made to assure participants of an opportunity to review and edit
their remarks. Additional, subsequent editorial review was provided by the Bureau
to obtain uniformity of style, to correct suspected transcription and typographical
errors, and, on occasion, to clarify exposition. Time did not permit subsequent
review of such changes by the authors. It is hoped that no errors or misstatements
of consequence were introduced by this process.

The symposium was organized and coordinated by Donald E. Farrar, who was
ably assisted by Diana Barstad and her colleagues in the Executive Education
Program Office of the UCLA Graduate School of Management in managing the
innumerable administrative details associated with the gathering; and by Margaret
Eaton, who managed the difficult logistics associated with compilation of the
proceedings for inclusion in this issue of Explorations. Thanks also are due to John
R. Meyer, president of the National Bureau of Economic Research; Harold M.
Williams, dean of the UCLA Graduate Schoo! of Management and chairman of the
Norton Simon Inc. Foundation on the Business-Government Relationship; and G.
Robert Ackerman, president of the pacific Stock Exchange, for their support of the
symposium as individuals and as heads of sponsoring organizations. The sym-
posium provided an unusual opportunity for a broadly representative, yet uniquely
talented group of persons from government, industry, and academia to focus
together on a problem of considerable complexity and importance, and to com-
municate the results of their interaction to the broader professional communities
from which they and the sponsoring organizations are drawn. This resulting
symposium issue of Explorations, is expected to be of topical value to persons in
government and the financial community and of lasting value to scholars and
students of the world's largest capital market during a period of fundamental and
sometimes traumatic change.
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The Second Quarter 1975 ASA/NBER Business Outlook Survey, conducted
jointly by the American Statistical Association and National Bureau of Economic
Research, completes this issue of Explorations in Fconomic Research.



Participants

G. Robert Ackerman

Pacific Stock Exchange
Thomas M. Adams

Transamerica Investment Manage-

ment Company
Donald 1. Baker

U.S. Department of Justice
Kenyon Bruckner

Security Pacific National Bank
Donald L. Calvin

New York Stock Exchange
David Cary

University of California, Los Angeles
Joseph A. Chorney

Chase Manbhattan Bank
Thomas E. Copeland

University of California, Los Angeles
Joseph P. Coriaci

Continental llinois National Bank &

Trust Company
Gerald Corrigan

University of California, Los Angeles
Larry Y. Dann

University of California, Los Angeles
James E. Dowd

Boston Stock Exchange
David H. Downes

University of California, Berkeley
John S. Dudley

Equitable Life Assurance Company
Robert E. Early

Farmers Insurance Group
Robert Elder

Capital Guardian Trust Company
Donald E. Farrar

University of California, Los Angeles
Donald M. Feuerstein

salomon Brothers
James Fuiler

Stanford Research [nstitute
Mark B. Garman

University of California, Berkeley
Robert R. Glauber

Harvard University

Marvin Greene

Loeb & Loeb
Peter Grose

New York Times
Michael Gross

Bunker Ramo Corporation
John P. Guerin Jr.

J. P. Guerin & Company
James Guy

University of California, Berkeley
David B. Heller

Ralph W. Davis & Company, Inc.
john A. Hewitt

Chase Manhattan Bank
Sidney Homer

Salomon Brothers
william D. Ireland

Bank of America
Boyd Jeffries

Jeffries and Company, Inc.
john A. Jenkins

B.N.A. Publications, Inc.
William A. Klein

University of California, Los

Angeles, Law
Thomas ). Lewis

Josepthal and Company, Inc.

Robert Litzenberger
Stanford University
Philip A. Loomis Jr.
Securities and Exchange Commis-
sion
Jon Lovelace Jr.
Capital Research & Management
Company, Inc.
Clemens T. Lueker
Bateman, EFichler, Hill & Richards
Sherman Maisel
National Bureau of Economic Re-
search and University of California,
Berkeley
Marvin May
University of California, Los Angeles

IX



Participants

Morris Mendelson
University of Pennsylvania
Jay 1. Minw
Mitchum, jones, & Templeton, Inc.
lohn E. Meoss
Member of Congress; Chairman,
House Subcommittee on Commerce
and Finance of the Committee on
Interstate and foreign Commerce
Mike Murphy
McCraw-Hill News Bureau
John McDonald
Stanford University
Daniel McMeekin
Capital Research & Management
Company, Inc.
John A. MeQuown
Independlent financial consultant
Joseph F. Neil, Jr.
Merrill Lynch, Pierce, fenner, and
Smith, Inc.
Robert M. Newman
Weiss, Peck & Creer
William H. Painter
University of iflinoic
Charles E. Rickershauser |r.
Munger, Tolles, Hilts & Rickers-
hauser
David L. Ratner
Cornel} University, [aw
Harvey A Rowen
Special Counsel, House Subcommit-
tee on Commerce and Finance of

the Committee on Interstate  and
Foreign Commerce
Bavid Rubin
Michvest Stock Exchange, Inc.
Richard Servetnick
American Express Company
John P. Shelton
University of Calitornia, Los Angelos
David Shulman
University of California, Los Angeles
Seymour Smidt
Cornell University
Keith V. Smith
University of California, Lo Angeles
Hans R. Stoll
University of Pennsyivania
Barry E. Tague
PBW Stock Exchange, Inc.
Dean Walker
Transmerica Investment Manage-
ment Company
Edward W. Wedbush
Wedbush, Noble and Cooke
Donald E. Weeden
Weeden and Company, Inc.
Eli Weinberg
White, Weld and Company, Inc.
Richard R. West
University of Oregon
Elkins Wetheri]|
PBW Stock Exchange, Ine.
Harold M. Williams
University of Ca lifornia, (os Angeles



SYMPOSIUM ON REGIONAL STOCK
EXCHANGES IN A CENTRAL
MARKET SYSTEM





