Eugene H. Rotberg, previousiy Associate Counsel of the Securitiss anc
Exchange Commission, spoke informally about the concept of a Central Auction

Market. His remarks are summarized below: -

I think most of us are likely to agree that the reason for tre concern
about maintaining the "Central Auction Market" has to do with the fact that
orders are often brought to places other than a major securities exchange
because one of the parties to that trade, perhaps the customer, wishes to
make use of a more flexible commission rate siructure. The transported
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trade may benefit the customer, perhaps the manager of a trust or a third

[

party or a combination of all three... or sometimes it is used simply to
repay non-members for business for which they were not compensated as
non-memoers of the New York Stock Exchange. The execution of certain

traces off the New York Stock Exchange is an ocutgrowth, to a majer extent,
Fixed rate system, limited access by non-members and rather restrictive
rules as to who can shavre commissions.... But be that as 1% may. the place
of reporting an institutional order has minimum relevance to the providing
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of liguidity. If there were a rate structure which permitted institutions

to negotiate commissions at a lower level than now permitted, or if there
were meaningful access for non-members, there would be 1ittle reason to

-

bring most institutional han on the New York Stock ixchange,

or to engage in the myriad of reciprocal arrancemenis designed o siphon
comnissions from member Tirms.
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which draw down commissions Tor dissemination to customers, then the
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come very pubiic policy-oriented - and there is much taik
about a Central Auction Market.

The members of the New York Stock Exchange and other dealers proviae
great expertise and capital to assist in developing Tiquidity and 7or
that they deserve the utmost compliment; they are not servea well by talk
of the Ceniral Auction Market as if that expression, rather than they,
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cerm "dealer market" a useful concept. 1t has O been
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used to distinguish the Tisted market from the over-the-counter market.
ver the dealers on an Exchange, such as specialistis or block traders, are
pointed to as major strength of a securities exchange.... There are
constant efforts to provide them with incentives or capital to pernit them
to perform their dealer function more efficiently. Various exchanges have
encouraged the use of retail {irms to become dealers on the exchange and
great credit has been given to the superb member firms who have become
dealers in that they have put up their capital at risk to absorb jarge
hiocks of listed securities. Who now can so easily forget and reject the

argunents to preserve floor traders - dealers for their own account, oV

¥

zne very useful efforts to relax crecit restrictions to facilitate dealer

<

activity?

.So, I have difficulty understanding the attempted distincuion
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| S oLerm alond Witn Thnge Langral UCTIan Market O descyibe an environ-

ment which is o be preserved or strengthened or weakened depending upon
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the interests of those concerned.
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Dealers are important. Capital is important, whether it is umember Ti
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canital or non-member firm capital; whether in the over-the-counter market
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or the Tisted market. The idea, however, that if somehow aiil th
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exchanges and the third market ware linked, that would cre
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their expertise and their willingness to use it. The communication Tinks
are there; economic access is tacking.

Nor does the use of the term "aucticn" provide us with answers. An

auction, in the securities markeis, contenp Tﬂtes that there are orders ief
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on the book and that the highest

L')'

idder or Towest offerer represents the
prevailing cuotation. But does that mean that the spread between buyers

znd sellers on a national securities exchange is narrower than 12 a market-

place where there are no 1imit orders or central location for holding
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orders? It may be useful to determine whether the spread between a
buyers or sellers for a listed security in, say, one hundred shar: lots is
wider or narrower under a system of one specialist, as compared t> & security
with similar volume in the over-the-counter market where there are pernaps

10 specialist dealers, but where there is no “"book" in the technical sense.

Nor is the term "auction” appiicable to much of the trading on securities
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7 1 were o describe a market where dezliers compeie, where tray
comtunicate with each other, where they take positions, where they ovisec
thair position by distributing to the public, where most Tiguidity for
iarger blocks is essentié??y derived from institutions who negotiate
srices, I suggest that half of this audience would ascribe the description
fhe over-the-counter market; the other half would argue that I nave

.

described the exchange market for Tisted securities....
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Nor can the execution of biocks be said to be encompassed by the tewn

}

Yauction.... I suspect there

s Tittle difference between the way a lavrg

Jiock of listed securities and over-the-counter securities is hancied in
reras of the way a member firm acts and how it is actually piaced.
Siem negotiates price between a buyer and seller. When price is wgreed

upon the order is xep r+ed on the Flogr. Though the firm may lose sha

to the book, or to the specialist, which may be particularly desirable
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cuestion of nagotiated rates) in terms of some public policy-oriznted

-

context, like the economic efficiency of a Central Auction Market.
T ! DR TRRPUI N 1 2 Doy A L -~
T would suggest that the problems raised by the question o1

iated rates should be examined head-on and not be resolved,

o

nego
indirectly, by talk of a Central Auction Market, which would recuire,

£

definition, one set of rules and 1ittle room for manauvering 2y

ks

g

errant regionals or non-member firms. IT there should be no further

.
t

owering of the breakpoint on negotiated rates that issue should be
]

Faced directly and not cleaked in policy arguments about the efficiency
oF the "auction" or the concentration of economic power of institution

The issue of concentration of economic power by
ftsels 95 most comnlex; about the only comment I can make on it here,
i5 that there s 1ittle less relevant io the resolution of thet matier

than whether these

‘ons can hecome members of siock exchanges

in order to save a few dollars for their beneficiaries.



