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- 2 adequate supervisory and investor protection standards while
improving the cost efficiency of their operations.

I believe

that effective enforcement of the securities laws is a crucial
factor in maintaining investor confidence in the integrity of our
markets.

The question remains -- what constitutes the most

effective means of enforcement?

Right now, we have a system of

self-regulation with SEC oversight, a system that works well, but
could work better.
Therefore, the securities industry in its push for
greater productivity should give due regard to insuring investor
protection through effective internal controls.

While the sur-

veillance and enforcement efforts of the Securities and Exchange
Commission and the self-regulatory organizations (the exchanges
and the National Association of Securities Dealers) are still of
paramount importance in ensuring the integrity of the securities
markets, broker-dealers themselves remain the first line of
defense.
The past couple of years have not been particularly
good ones for most brokerage firms, especially compared to the
boom years of the late 70's.
performance.

Most were plagued by poor financial

Therefore, it is understandable that many undertook

cost-saving measures.

Many firms reorganized, registered repre-

sentatives were terminated, those who remained were "encouraged"
to increase productivity; and the number of investor complaints
rose.

Coincidence?

Frankly, I don't know.

While I recognize

that hard times bring disgruntled investors who've lost dollars
out of the woodwork, I believe that hard times also provide an
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- 4 are problems brewing in the sales practice area, which may be
indicative of a failure to supervise, are reinforced.

Not only

have I heard from investors, I have heard from current and former
brokerage firm employees.

Let me take a few minutes to recount

for you some of the anecdotal information I have received.
One former broker from a major firm described an incident involving instructions from his branch manager to all of the
account executives in his office to double the previous month's
sales.

If a customer asked to purchase, for example, 100 shares

of IBM, the representative was told to be sure that 200 sales
were ultimately sold.

This broker also described a time when

personnel at a branch office were told that the firm wanted to
eliminate a significant amount of stock from its own inventory
and that if the stock was not sold by the following day, "heads
would roll".

I have also heard stories about branch managers

sitting on a representative's desk for 20 minutes while the
representative made "cold calls".

Finally, the supervisor asked

the salesman if he knew where he would be working the following
week.

I could go on with similar stories, but those are enough

to give you a flavor of the type of atmosphere I am told is
pervasive in the industry today.
One cannot disregard one final factor when evaluating
pressures affecting internal controls in the securities industry
today.

As you all know, typically a registered representative's

compensation is a percentage of the gross commissions he or she
brings in.

These payouts have always increased incrementally

with the amount of commissions earned.

Recently, however, firms
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- 6 Only in the relatively unusual case where
it is clear that no administrative sanction
aqainst the firm is warranted will action
be taken solely against individuals • • • •
(emphasis added).
Chairman Cary's words still ring true today.
of course, act only through their employees.

Entities,

Therefore, an entity

cannot seek to avoid liability for the actions of its employees,
while it reaps the benefits enuring to the firm by virtue of the
employees' activities.

It is, therefore, incumbent upon management

of broker-dealer firms to supervise effectively each and every
employee.

A watchful eye must be kept on rookie registered

representatives, on the seasoned brokers who are big producers,
on the back office personnel, on clerks, and on managers -- no
one can fall outside of the oversight chain.
I view the structure of the enforcement of the federal
securities laws, at least with respect to market regulation,
as a pyramid.
watchdog.

At the top of the pyramid is the SEC, the federal

At the middle level are the SRO's, and finally, at the

largest, and perhaps most important level, are the broker-dealer
firms themselves.
begins.

It is at this level that customer protection

Working together, the three tiers of the pyramid are

responsible for maintaining the integrity of the securities
markets and investor.confidence in those markets.

A propos of

investor confidence, there has been much concern expressed of late about the flight of the-individual investor from the market.
The then-Chairman of the Securities Industry Association, Richard
Jenrette, voiced such a concern at the SIA's annual meeting last
November.

Some speculate that the increased participation in the
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- 8 by branch managers.

Periodic reviews of customer accounts must

be conducted, not just for the broker who is not making money,
but also (perhaps more importantly) for the account executive who
is generating huge commissions.

(In which instance, do you think

one is more likely to spot sales practice abuses, say, for example,
churning?)

Inspections of entire branches must be undertaken.

And, if irregularities or questionable practices are uncovered,
they must be investigated expeditiously and thorouqhly, and above
all, acted upon.

You are absolutely right if you think this all

sounds like common sense and good business practice.

But my

experience is that recordkeeping at many firms is not what it
should be.

Moreover, the Commission uncovered one instance where

written reports of discipline problems with a particular registered
representative forwarded to the home office of a firm over a period
of years were supposedly filed away by a clerk without anyone
reading them.
system.

I would call that a significant breakdown in the

Finally, there is some indication that such problems are

ignored at all levels -- especially when a thorough investigation
may jeopardize (short-term) profits.
Training and education are also of vital importance.
According to my sources, training programs at manv firms are now
shorter, and the emphasis is clearly on selling, rather than the
legal obligations of a representative to his customer.

I believe,

though, that firms will soon learn that they cannot use young
"trainees" as scapegoats for sales practice abuses -- the firms
will also be held responsible.
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