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A t t e n t i o n :  M r .  O r v a l  L .  D u B o i s ,  S e c r e t a r y  . . . . . . . . . .  .... . .. : ]  
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D e a r  S i r :  " . .  i i  ' :  ~ " 

On October 9, 1970, the ~xchange wrote the Commission 
with respect to fundamental procedural and policy questions relating to 
the decision of the National Association of Securities Dealers (NASD) 
to permit an Automated Quotation System (NASDAQ) to accept quotations 
for securities listed on national securities exchanges. 

In a letter dated ~anuary 6, ].971, responding to our letter 
of October 9, 1970, the Commission stated that the NASD had decided 
"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 ~OI/RNAII of 7anuary 21, 1971 reported 

that the governing board of the NASD has scheduled a special meeting 

on March 13 to vote on the question of whether exchange.-listed stocks 
• should be included on a test basis in its automated quotation system 
for over-thercounter securities. 

The Exchange is concerned that this issue of paramount 
importance to both public investors 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 evaluations 
about which neither the public, the Exchange nor the Commission have 
any information. Equally important, the Exchange, as aself-regulatory 

body whose market and obligations may be most affected by the inclusion 

of its listed stocks in NASDAQ, may not have the opportunity to 
participate in or formally comment on this matter involving important 
public policy considerations. . - .-- 
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As we stated in our letter of October 9, the Exchange 
believes the key questions that must be considered and resolved 
before exchange-listed stocks are included in NASDAQ are the 
following: 

i. Will NASDAQ disto~ or underminethe 
public pricing mechanism on which 
primary exchange markets are founded? 

2. What impact will NASDAQ 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, settlement 
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, 1970, informing the 
Oommission that it believed that listed securities should not be 
included in the system at startup. The NASD noted at that time: 

"It appears to us now that the system, the industry, 
and the public 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. 

"Fil'st, the NASDAQ system has been developed over 
several years at great expense and will be one of the 

largest real time systems to have been installed for any 
industry. At startup it will undoubtedly experience 
technical problems as well as difficulty in operation 

, and regulation. The inclusion of listed stocks would 
add tO this burden. 
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"Second  is  the  p o s s i b l e  e f f e c t  on e x c h a n g e  m a r k e t s .  
S ince  a th i rd  market  is bu i l t  "around and b a s e d  upon a 
primary e x c h a n g e  marke t ,  i ts  e x p a n s i o n  c o u l d  de t r ac t  
from the  e x c h a n g e  marke t  to the  po in t  w h e r e  no t  on ly  
the  e x c h a n g e  marke t  is  d a m a g e d ,  but to t h e  po in t  where  
the  thi rd  marke t  i t s e l f  would  no l o n g e r  be  v i a b l e .  

"Third,  and qu i t e  impor t an t ,  i s  the  c r e a t i o n  of 
i n v e s t o r  c o n f u s i o n  as a r e su l t  of r e c e i P t  of d i f f e r e n t  
p r ice  and vo lume  informat ion  as to the  s a m e  s e c u r i t y .  
In a d d i t i o n ,  the  New York Stock Exchange  t a p e  shows  
a l a s t  s a l e  w h e r e a s  NAS'DAQ i n i t i a l l y  wi l l  s h o w  only  
bid and a s k e d  p r i c e s .  A m i s l e a d i n g  i m p r e s s i o n  could  
be c r e a t e d  that  the  third market  q u o t e s  r e p r e s e n t e d  a . . "  
marke t  e q u i v a l e n t  to t ha t  of an e x c h a n g e  c e n t r a l  market .  

"Fourth is  the  d i v e r s i o n  from one  of our  o r i g i n a l  purposes  
wh ich  Was to fu l f i l l  a ve ry  real  n e e d  for c u r r e n t  quo ta t ions  
and a c c u r a t e  vo lume and s t a t i s t i c a l  da ta  for  o v e r - t h e -  
coun te r  c o m p a n i e s .  The l i s t e d  c o m p a n i e s  n o w  en joy  t h e s e  
b e n e f i t s  and ,  in f ac t ,  cou ld  p o s s i b l y  be h a r m e d  by the  
con fus ion  re fe r red  to in point  t h r e e .  

"Fif th  is  e n f o r c e m e n t  of dual  s u r v e i l l a n c e ,  vo lume 
repor t ing ,  i s s u e r  d i s c l o s u r e  r e q u i r e m e n t s ,  a n d  r e l a t e d  
d e t e c t i o n  and contro l  t e c h n i q u e s  w h i c h  w o u l d  be  cos t l y  
and con fus ing  and could  r e su l t  in d i s r u p t i o n  of the  

, e s t a b l i s h e d  s e l f - r e g u l a t o r y  p a t t e r n s . "  

Whi le  t h e  Exchange  regre t s  r e s p o n d i n g  to a p o s s i b i l i t y  m e n t i o n e d  
in a n e w s p a p e r  a r t i c l e  ra the r  than to a formal n o t i c e ,  w e  are  su f f i c i en t ly  
c o n c e r n e d  to r a i se  th is  ma t t e r  d i r e c t l y  wi th  the  C o m m i s s i o n ,  

The Exchange believes that if inclusion of listed securities in 
the NASDAQ system should genel-ate a substantially enlarged dealer 
market, operating at the same time as the Exchange's public agency 
market, the possible impact on the public and the Exchange market 
could have extremely far-reaching consequences. The Exchange is not, 
of course, in a position to predict how far the chain of consequences 
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might extend, but we think the Commission shares our concern over 
any threat to the depth and continuity of the public's central market 
and the Exchange's ability to provide effective regulation, enforce 
timely disclosure standards and perform other services which help 
safeguard p~{blic investors and issuers of listed securities. 

For these reasons, we urge the Commission itself, in 
accordance with its statutory authority and responsibility, to play• the 
major role in developing and evaluating any tests that will be under- ' 
taken to decide the question of whether the public interest will be 
served by the inclusion of listed stocks in NASDAQ. Otherwise, 
major changes may substantially alter the public markets before the 
Commission has an opportunity to evaluate and act upon the policy 
questions involved. Moreover, we believe that all self-regulaforY 
bodies whose primary markets may be affected should be consulted 
concerning the possible tests that may be designed, the analysis 
that may be done, and the resolution of this matter. In this connection, 
the American Stock Exchange offers its cooperation and assistance to 
the Commission. 

l 

The Exchange requests the Commission to give this matter 
its most serious consideration. We believe that the future structure 
of the nation's securities markets and theft ability to serve millions 
of individual investors is at stake. 

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

RSS :rd 

. ~incerely, 

.•3 • ~'/~~ 
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