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» In calling for a national market system, Congress
stipulated “fair competition among brokers and
dealers, among exchange markels and between
exchange markels and markets other than
exchange markels.” The issue of access is thus
central to the dasign of any national market system:
Given today’s technology, there is no justification
for limiting market making in a security 1o a single
person or group. Nor is there justification for having
fewer than all orders competing at the same time.
Computers have the speed and powar 1o quaue
display and match orders of invesiors large and
small all ower the nation and, indeed, the world

But the securiiies industry operates under a
unique system of salf-regulation, subject to the
oversight of the SEC, invalving stock axchanges,
the MASE, the Municipal Securities Rule-Making
Board, the Composite Tape Association, the
Mational Securities Clearing Corporation, the
Sacurities Industry Automation Corporation, the
depositories (owned jointly by brokers and banks)
and the 50 state sacurities administrators. Bacause
the creation of a national market system will open
the door 1o a new, unified approach to regulation,
certain salf.regulators have conducted a vigorous
campaign to delay dewelopment of a national market
sysiem and to emasculate any potential overall self-
regulator. Thair atlitude is parhaps not surprising
As long as sell-régulators also operale marke!
centers, they wiil find it in their interest to oppose a
genuine national market system,

In this connection, it is interasting 1o sea that. in
its release of January 28, 1978, the SEC notesthat a
computer-based system aliowing for the interaction
of all orders would bring “'fundamental changes in
the manner in which Securities trading is now
conductad, and it is difficult to foresee, and 1o

ake is Senior Viee Presidemt of R. Shriver
clates, Pariippany, New Jersey. This article was
first presenied as a speech o the Seminar on the
Analysis of Securlty Prices w the University of
Chicago
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The National Market System

provide against, the problems and difficulties that
might arise.” The Commission thus rejects
summarily tha only system that will accomplish the
iwo major ebjectives of Congress—iotal order
interaction and lull market-maker competition, =

N A FREE enterprise system, the capital markes

structure is most imponant. Equity capital is the

keystone of the corporate financial balance
sheet. lts cost is determined by the yields in the sec-
ondary market system, Thus the efficiency of that
system in attracting risk capital is far more important
to our nation’s economy than the size of the industry
that provides the mechanism

It is their crucial role in the capital rasing and al-
location system that makes the health and well-being
of the securitics markets so critical 10 so many. Ev-
ery corporate officer, every financial intermediary,
every brokerage firm executive, every thoughtful
businessman should understand the issues involved
in the struggle for a national market system, since
that struggle will largely determine the future shape
of the market system

An economist would require of a perfect national
market system that all participants——the competi-
tors in the game called capitalism— have an equal
opportunity to vie for profit on a far field of compe-
tition, with equally available trading information
and with equal access to the trading arena, The pres-
ent market system is not perfect: Trading informa-
tion is available to certain competitors ingtantly, and
not available to others at all; the field is composed of
membership organizations that restrict access to the
game 1o members.

A nat market system should be directed
towards achicving the economist's dream, However,
many persons with experience in the present system
assert that the current market structure is delicate.
They claim that the advent of unfixed rates of com-
mission has already weakened it, and that further
tinkering may bring it down entirely. It is, however,
mostly those with special privileges in the present
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