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American Stock Exchange

A& Trinity Place
Mewr York Wy 10005 .
12 B38-2401

© Ralphs Saut
" President
February 12, 1871
Securities and Exchange Commission REQ&LS:EB&
500 Nlc:lrth Capitol Street : : FEg 157'.9?1 .
Washington, D, C. 20549 | @H |

Attention: Mr, Qrval L, DuBois, Secretary =~ =« - . J]

4

Dear Sir: o }

On Cotober 9, 1970, the Exchange wrote the Commission
with respect t¢ fundamental procedural and pelicy questions relating to
the decision of the National Association of Securities Dealers (NASD)
to permit an Automated Quotation System (WASDAQ) to accept quotations
for securities listed on national securities exchanges.

In a letter dated January 6, 1971, responding to our letter
of Qctober 9, 1870, the Commission stated that the NASD had desided
"to exclude exchange listed securities from that system [(NASDAQ} at
startup, pending further study of 'possible technical, operational and
regulatory problems involved.' ™

THE WALL STREET JOURNAL of January 21, 197} repeorted
that the governing board of the NASD has scheduled a special mecting
on March 13 to vote o the guestion of whether exchange=listed stocks
should be included on a test basis in its automated quotation system
for over-the-counter securities,

The Exchange is concerned that this issue of paramount
importance to both public Iinvestors and the primary marketplace they use
may be decided -- if THE WALL STREET JOURNAL article is accurate —-
on a limited test and on the basis of criteria, tests and ewvzluations

about which neither the public, the Ixchange nor the Commission have
any information. Egually important, the Exchange, as & seli-regulatory

body whose maiket and obligations may be most affected by the inclusion
of its listed siocks in NWASDAD, may not have the opportunity to
participaie in or Iermally comment on this matter involving important
public policy consgiderations, '
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As we stated in our letter of October 9, the Exchange
halieves the key questions that must be considered and resolved
hefore exchange-listed stoacks are included in NASDAQ are the
following:

1. Will NASDAQ distort or undemine the
public pricing mechanism on which
primary exchange markete are founded?

2. What impact will WASDAQ have on the
ability of the specialist system to
maintain fair and orderly public markets ?

3. Will NASDAQ place additional operational
burdens on member firms in connection
with the execution, clearance, gettlement
and processing of exchange-listed stocks
resulting in less effective service to public
investors?

The Exchange also finds merit in some of the questions
raised by the NASD in its letter of October 22, 1570, informing the
Commission that it believed that listed =securities should not ba
included in the system at startup. The NASD noted at that time:

"It appears to ue now that the system, the industry,
and the pubklic would be better served if it were definitely
known that the Association did not intend to entertain
requests for quotations for listed securities in the system
at this time. Numerous reasons for this position exist.

"First, the NASDAQ =system has been developed over
several years at great expense and will be one of the
larogest real time sysicms to have been installed for any
industry. At startup it will undoubtedly experience
technicat proklems as well as difficulty in operation

.and regulation. The inclusicn of listed stogks wounld
add to this burden.
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. "Second is the possible effect on exchange markets.
Since a third market is built arcund and based upon a
primary exchange market, its expansion could detract
from the exchange market to the peint where not only

the exchange market 15 damaged, but to the point where
the third market itself would no longer be viable.,

"Third, and guite important, is the creatiom of .
investor confusion as a result of receipt of different
price and volume information 33 to the same security.
in addition, the New York Stock Exchange tape shows
a last sale whereas NASDAQ initially will show only
bid and asked prices. A misleading impression could
be creatad that the third market quotes represented a.
market equivalent to that of an exchange central market.

"Fourth iz the diversion from one of our original purposes
which was fo fulfill a very real need for current quotations
and accurate volume and statistical data for over-the-
countar companies. The listed companies now enjoy these
benefits and, in fact, could possibly be harmed by the
confusion referred to in point thrae. :

"Fifth is enforcement of dual surveillance, volume
repoiting, issuer disclosure requitements, and related
detection and control technigues which would be costly
and confusing and could result in disrupticon of the

- established seli-regulatory patterns . ™.

While the Exchange regrets responding to a possibility mentioned
in a newspaper article rather than to a formal notice, we are sufficiently
concerned 1o raise this matter directly with the Commission,

The Exchange believes that if inclusion of listed securities in
the NASDAQ system should generate a substantially enlarged dealer
market, operating at the same time as the Exchange's public agency
‘marker, the possible impact on the pukblic and the Exchange market
could have exiremely far-reaching conseguences, The Exchange is not,
of course, in a position to predict how far the chain of conseguénces
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might ewtend, but we think the Commission shares cur concern over
any threat to the depth arnd continuity of the public's central marcet
and the Exchange's ability to provide effective regulation, enforce
timely disclosure standards and pericorm other services which help
safequard public investors and issuers of listed securities.

For these reasons, we urge the Commission itself, in
accordance with its statuicry authority and responsibility, ‘to play the
major role in developing and evaluating any tests that will be under-
taken to decide the guestion of whether the public interest will he
served by the inclusion of listed stocks in NASDAQ, Otherwise,
major changes may substantially aiter the public markets before the
Commission hag an opportunity to evaluate and act upon the policy
questions involved., Moreover, we belisve that all self-regulatory
bodies whose primary markets may bg affected should he consulted
concerning the possible tests that may be designed, the analvsis
that may be done, and the resoclution of this matter. In this connection,
the American Stock Exchange offers its codperation and assistance to
the Commission. .

The Exchange requeéts the Commission to give this matter
its most serious consideration. We believe that the future structure
of the nation's sccurities markets and their ability to serve millions
of individual investors is &t stake.

We appreciate your conpsideration of the matters raised in
this letter and look forward to hearing from the Commission,

Sincerely,

R55mrd
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