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The STA (Security Traders Association) held its annual Washington D.C. conference May 7-9, 2007.  In attendance was about 150 industry professionals (60 brokers, 30 vendors, 25 from exchanges, and 20 from the buyside).  We heard from 12 industry speakers, 2 political analysts, 2 members of the SEC including Chairman Chris Cox, and 5 members of Congress (4 out of 5 sit on the House Financial Services committee which oversee the S.E.C and Capital Markets).  Three of us from Dallas had one on one visits with Congressman up on the Hill and they included Hensarling (R)-TX, Neugebauer (R)-TX. and Marchant (R)-TX. (all serve on the House Financial Services Committee).

 

Some of the main topics that were discussed over the 2 days were: (with my notes and comments below)

1. Reg NMS.

It has started with more to come. Be mindfull of July 9, 2007 and Oct. 8, 2007 dates.  As the markets get prepared for these dates we may see some technology related problems again as we did on Feb. 27, 2007 when the markets crashed several hundred points.

 

2. 2008 Election.

Looks like Hillary will win- Why? Big voter turnout.  First time in History we see; a race starting so early, a legitimate female candidate, a legitimate african american candidate, an itialian american candidate, a divorcee all running.  First time in 88 years there is not a sitting President or VP running.  Wild cards= Fred Thompson (R), Newt Gingrich (R), and Al Gore (D) all sitting on the sidelines watching and may enter the race later this year. IRAQ is number 1 issue and the key for both parites is to target the independent voters like the Dems won over in the 2006 midterms.  Meanwhile very little will get done the next 2 years in Washington.

 

3. Sarbanes Oxley.

Most want reforms especially to Section 404 for small companies (original estimate to comply was $90,000/company and now actuals are about $2,000,000).  This along with easy credit is fueling the privatization boom.  Reforms will not come in a big way from Congress though anytime soon, but in smaller parts from the SEC (SEC has a vote on some section 404 reform in 2 weeks).  SarbOx cost to the economy = $1.4 Trillion.

 

4. S.E.C.

Looking at more cooperation with international regulators and changing the S.E.C.'s stance to ease the burden of U.S. investors buying overseas and Foreign companies, brokers, and exchanges listing and doing business in the U.S.  This is a big step for the S.E.C. and should be watched closely especially if you have interests Internationally.  S.E.C. is planning some roundtable discussions later this summer on this issue. This is good because the U.S. has lost out competitvely to overseas markets ($9 out of every $10 raised is now overseas).

SEC lowered Section 31 fees this week by 26% starting in Oct. 2007. This is after the already 50% decrease which took effect in March 2007.  This means more money back to the firms and investors. SEC in favor of a move to a more principle based rather than rules based approach to compliance and accounting.

 

5. House Financial Services Committee Focus Agenda.

Hedge Fund regulation is taking a back seat to Subprime lending, GSC Reform, and Executive Compensation issues.  Watch subprime and Exec. Comp. hearings closely they could effect the markets with over legislation and create tighter credit markets and force more privatization.

 

6. Dark Pools of Liquidity.

Almost 40 exist today with most broker sponsored algos.  Biggest issues are access, fees, and agregation.  SEC is saying responsibility is on the broker to attempt to ping all liquidity pools to achieve best exec. and SEC is concerned about people's ability to "peak".  The Buyside likes and needs them for there anonymity and ability to trade big blocks.  A recent TABB report said that 500 million shares/day trade in Dark pools with that number reaching 1.5 billion/day by 2010.

 

7. Higher Taxes.

In 2010 the Bush Tax Cuts will expire and will go back to 2000 levels (2000 levels return capital gains taxes back to 33% and income taxes on the upper class back to 39.6%-both of which would have an effect on the markets).  Both Democrats and Republicans feel that taxes will go up, but depending who is in control will determine exactly how much.  Current Budget plan in the House now has tax increases in it. AMT (Alternative Minimal Tax) will effect 23.5 million tax returns in 2007, up from 3.5 million in 2006.

 

8. Economy.

In 2008 the Baby Boomers start to retire. Look for changes to spending habits and asset allocation.  Housing market and it's effect on the economy may be worse than some predict but not enough to slip us into a recession.  Concerns about how 50% of the U.S. debt is foreign owned and the interest on that debt is the #4 expense of the government behind Medicare, Social Security, and Defense.

 

9. Discussions on the side:

A. CSA's (commission sharing agreements)=  Many are interested, most are taking a wait and see approach.  Some see their lists going down to 5-20 executing brokers.  Some say we will see 10 brokers doing 80% of the volume within the next 5 years.

B. Commissions= TABB report predicts cash equity brokerage commissions will fall 14% in the next 2 years with only a 6% drop among Core brokers but an extreme 27% drop with secondary brokers.  Currently 53% of all order flow is now directed away from traditional cash/block desks to algos, programs, DMA, and crossing networks.

C. Interest and discussions around new broker system in Canada.
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