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Cear Mil:

As you will recall, in ite January 1978 statement
concerning development ¢f a naticnal market, system, the
Commlission called for prompt development of comprehensive
market linkage and order routing aystems "to permit the
efficient transmiesion of orders {i} among the varicus
markets for gualified securities, whether on an exuchange
or over-the=counter . . . , (i1} and from brokers and
dealers o all [such] markete." In particular, the
Commission urged the self-requlatory organizations to

combine their efforts and take joint
action forthwith in crder to (i) make
available to their members a single
aystem for the prompt and efficient
routing of orders for gqualified securi-
ties from brokers and dealers' offices

to apy gualified market, and (1i) achieve
& comprehensive linkage of all gualified
matkets in an efficient intermarket order
routing system.

The Commission reguested each zelf-regulatory organization
to inform the Commission of its willingness to undertake
development of these order routing and market linkage
systems voluntarily and to submit to the Commission, by
April 15, 1978, an agenda for their implementation.

With respect to market linkage, the ¥Wew York ("HWYSE"),
American {("Amex"), Midwest, Paclfic and Philadelphia 5tock
Exchanges suggested that implementaticn af the Intermarket
Trading System (®"ITS"} would achieve an appropriate linkage
ef all competing market centers. The Naticnal Assocjiation
of Securities Dealers, Inc. {"HASD") and the Cincinnati
S5tock Exchange ("CSE"), without commenting specifically on
the ITS, suggested alternative proposals,
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Although the phased implementation ¢f the ITS appears
to be proceeding in a manner satisfactory to its present
participants, there seem to Do unresolved questionsa as to
whether this particular system for linking competing markets
represents a eatisfactory solution of the problem of lipking
zll such markets. The Commiselon continues to believe that,
ultimately, all market centers for qualified securities
meet be linked In an appropriate manner in a national market
gystem. Consequently, I would eppreciate your advising the
Commisglion of any factors (either technical or pelicy) which
you believe bear on the feasibility or desirability of
including over-the-counter market makers and the CSE in the
ITS or of taking Bome other step or serles of steps to inzure
an appropriate linkasge of competing market centers, If you
believe the ITS linkage would be a more aporopriate or effec-
tive method of tying together competing market centers than
other mechanisns which have been sugygeated (e.qg., by the HASD
or by the C5F), please explain the reascns for that bealief.

With respect toc the szacond conponent of the order
routing package described in the Commission's January
gstatement —- a unilversally avallable, neutral, "upstairsz®
message switch —- the Coomieslon recelved two alternative
proposals, The first, a prepeosal for a national order
routing aystem, was contained in the submission by the
MASD of a technical plan for the development of a national
market system. &s we understand the WASD proposal, it
envislions that syetem as the primary scans for routing
orders to the varlous market centers and as the conter
of a communicationz network connecting all brokers, deaslers
and market centers. The second proposal was that made by
the HYSE, and concurred in by the Amex, contemplating adap-
tatlon of the NYSE/Amex common message switch [currently
providing order routing capability to the floors of those
twe exchanges) to provide the type of order routing capa-
bility referred to in the January statement. The NYSE/
Amex proposal, however, contemplates the continued
extistence of multlple,; competing switches (as oppased to
the single system described in the Commission's January
statement) and appears to agssume that the modified WYSE/
Amex common message switeh would continue to handlie only
& relatively small percentage of total message traffic.

In addition, uvnlike the NASD proposal, the WYSE and BAmex
do not contemplate modifying their common message switch
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in a manner which would permit computer-to-computer inter-
faces with autcmatic pricing systems maintained by

certain market centers (e.g., Comex on the Pacifie Stock
Exchange and PACE on the Philadelphia Stock Exchange)] or
order=by~order routing decisions by users of the switch,

i.e., a separate decision [either determined by the origi-

nating broker or by applicetion of an algorithm to the
switching facility) as to which of the several cdmpeting
markets should receive a particular order, based upon price
and size information disseminated pursuant to Rule 1llacl-1
at the time the routing decision is made.

While the Commission appreciates the thought and
work which went into the development of each of the pro-
posals, we are somewhat disappolinted that, in contrast te
the cooperative and joint efforte evident in the develop-
ment of the ITS, the self-requlatory crganizations have
proceeded independently, apparently without communicating
with one anothar, in approaching the problem of improving
fupstairs" order routing capabllity. We do, however,
recegnize that the timetable origipally set in the January
statement may have been too short ko permit joink delibera-
tign and action at this stage of the progess. Honethelees,
unless the self-regulatory ordanizations are able to agree
onn a satisfectory approach, it appears that 1t may be
necessary for the Commission to initiate additienal action,
including possible rulemaking, to resolve questions as to the
direction which should be followed by all self-regulatory
organizatione in developing an appropriate routing and
switching system.

In order to more fully assess the alternative methods
of providing compreheneive, neutral "upstairs™ corder routing
and switching facilities, ind to explore ways in which the
Commission can asslst the industry In acting jeintly in this
area, the Commission believes it would be appropriate, in
the near future, to convene <¢ne or mere meetings involving
the interested self-requlatory organizations to discuss
these svhjects. Prior to scheduling any such meeting, however,
the Commissicon wishes to receive additional information
regarding the implications of the propossls which have beern
advanced thus far, hecordingly, the Commission regquests
your comment on the fellowing cuestions:
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chould the rokting of orders by brokers, on

an order-by=corder basis, to the best market,

in size, as determined by quotations made
available pursuant to Rule llAcl-l under the
Exehange Act, be a characteristic of a national
market BYystem?

In answerlng this question, you should focus on the
effects you believe order-by-order routing decisilons
would have on:

{a) &8 broker'a aﬁility to achleve economically
efficient execution of securitjies transactions;

{b} fair competition among brokers and dealers, among
exchange markets, and betwesn exchande markets and
narkets other than exchange markets; and

{¢) the practicabllity ¢f brokers executing investors'
orders in the best market.

If the answer to gquestion 1 ls yes:

{a} do you believe that efficient order-by-order
touting capability can be achleved in the zbsence
of a single, exclusive message switch, or do you
believe that such capability can be made avallable
on a satlsfactory basis through separate, competing
order routing systems? If you believe that sepa-
rate order routing systems are feasible in thia
context, shculd any such system (whether offered

by a self-regulatory organization, by a private
vendor, or developed "in-house" by a broker—-dealer)
which elther 1a (i) not “neutral®™ with respect to
all market centers for gqualified securities, or
{ii) does not assure that brokers have avallable
efficient order-bhy-order Touting capability, be
permitted to be used to transmit orders for quali-
fied gecurities to any market center in a natlonal
market syostem?

ik} do you believe that either the NASD cr the
NYSE/Aamex proposal contemplates a message swltch
affording efficient crder-by-crder routing
capability?
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In responding to this guestion, you should
specify any assumpticong which you bhelieve
should be made regarding:

i. message traffic
ii, wuse of either aystem

A. for different types of crders

i

‘B. for orders whose size or pribe
exceeds that disaeminated pursuant
to Bule 1llAcl-l

1ii. other criteria which you believe may be
appropriately applied in directing crder
flow.

3. If the answer to guestion 1 iz no, please explain
kow you believe orders should be processed to assure
that the national market system goals of providing
increased opportunities for competition amocng and
between market centers and best execution can and
will be achieved?

We would appreciate receiving your views no later than
August 1, 1978, Subnisszions in response to this request
should be s&nt to Gecrge A. Fitzzimmons, Secretary of the
Commigsion, All submissione should refer to File Ho. 57=735
and will be available for public inspection at the Commission's
Pubklic Refarence Room.

- Thank you for your cooperation.
For the Commission.

Slncarely,

éijﬁ%i; Barcld M, Williams
W Chairman
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