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OVER THE past several years,
conditions on Wall Street have

at times approached chaos. Terms
such as “Back Office Log Jam,”
“Inability to Deliver,” “Error Costs”
all made the headlines. And, fi-
nally, the logs did indeed jam, and
the securities industry achieved the
unique distinction of becoming the
first industry forced to shut down
operations during a period of peak
demand.

It is ironic indeed that Wall
Street—which in its research de-
partments evaluates the perform-
ance of companies whose shares it
sells and which places a market
value on these shares based on
projected profit—has until very re-
cently not used any advanced man-
agerial accounting techniques to
measure and evaluate its own oper-
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Back office clutter, the traditional explanation for
the chaos afflicting the securities industry, is only a
symptom of a much more critical problem, the lack
of a coherent development plan—

WALL STREET — THE NEED FOR
LONG-RANGE PLANNING

by Herbert A. Fraenkel
S. D. Leidesdorf & Co.

ations. One of the reasons for this
neglect was that profits were usu-
ally so high in good times (periods
of high volume) that costs were
ignored and the narrowing of the
profit margin was not readily ap-
parent. During such periods of ec-
onomic prosperity, the problems
requiring solution were solved on
an ad hoc basis. Back office facil-
ities were expanded and little at-
tention was paid to their impact
on profitability in the future. On
the other hand, when volume con-
tracted, costs were slashed with-
out any regard to the effect on
the longer term.

Interestingly enough, many arti-
cles have been written prescribing
quick solutions to the problems be-
setting the securities
These solutions, for

industry.
the most

part, are based on greater use of
computers, increased mechaniza-
tion, techniques such as “locked-
in trade,” etc. One article even
goes so far as to state that “stan-
dardized and coordinated data
processing operations could wipe
out the paper backlog that has
long stifled Wall Street. Member
firms and investors alike have suf-
fered several years from back of-
fice blunders and it’s time the
securities industry equalized their
systems with the technology that
surrounds them.™

We submit that the approach
that looks to mechanization or com-
puterization as a cure-all for the
problems of Wall Street is fraught

1 Munch, Marilyn, “Wall Street’s Back
Office Blunder,” Data Systems News,
May, 1970.
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with danger because of the false
sense of security it creates. With
such an approach, targets are set,
activity abounds, and everybody
proceeds on the assumption that
once this or that application “is on
the compute:” the problems will
disappear. This approach has the
same inherent danger as treating
a very sore throat by taking a
lozenge, when professional diag-
nosis would recognize a strepto-
coccus infection. What the securi-
ties industry needs are not pallia-
tives or quick solutions to cure
specific symptoms, but an overall,
comprehensive method for defin-
ing, analyzing, and then solving
the industry’s problems. The tech-
nique to accomplish this has been
accepted and implemented success-
fully in many other industries. It is
called, quite simply, Long-Range
Planning (LRP).

The lack of LRP in the securi-
ties industry has been amply docu-
mented by the events of recent
years:

e The inability of the industry
to handle the volume of busi-
ness during 1968

e The almost hysterical reaction
during the recent period of
declining prices and low vol-
ume

e The reported financial diffi-
culties of respected firms, caus-
ing the merger of several of
them

e The actual failure of a num-
ber of brokerage houses.

Only recently, however, has Wall
Street begun to recognize the need
for LRP. Robert W. Haack, presi-
dent of the New York Stock Ex-
change, stated in the Exchange’s
1969 Annual Report: “Our success
in dealing with the difficult issues
on our immediate and long-range
agendas will determine in large
measure whether or not we emerge
from the new decade as a stable,
prosperous industry. . . . Indeed,
with nothing less than the future
of our industry at stake, there is
no room for failure.”

In its Perspectives on Planning
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No. 4, dated September 2, 1969,
the New York Stock Exchange re-
ported the results of its survey of
LRP activity undertaken by mem-
ber firms. It stated that “manage-
ment and operational difficulties
are often symptoms of a lack of
long-range planning—a situation
not unique to the investment com-
munity. Consequently, the prob-
lems that have surfaced during the
recent years of rapid growth and
change in the securities industry
have stimulated a growing interest
in long-range planning.” The Ex-
change publication further stated
that 53 per cent of the firms re-
sponding to its inquiry about LRP
activities indicated that no such
activity existed, that the overall
percentage of non-planning brok-
erage firms was probably much
greater, and that even those firms
which were engaged in LRP activi-
ties had relatively little experience
with planning and frequently took
a rather limited approach.

Based on this New York Stock
Exchange study, it would appear
that a great need exists among
member firms (and undoubtedly
also among non-member securities
businesses) for LRP. But planning,
especially for the longer term, in-
volves a paradox: No one can fore-
tell the future, and, if one cannot
predict what is going to happen,
how can one plan? The obvious
answer is that precisely because
it is impossible to foretell the fu-
ture, it is essential that one plan.
Economist Kenneth E. Boulding
summed up this idea:

“I think the difficulty with pre-
dictions in the social sciences, on
which much business planning is
based, is that we are faced with
systems which have strong discon-
tinuities in them. . . . I would say
that planning is not really predic-
tion of the future, because ‘predic-
tion’ is nonsense. You can’t predict
the future. There may not be any
future. What I think you can plan
for is change itself. If you can
think of planning in terms of an
organization’s flexibility in prepar-
ing for the unknown and anticipat-

ing possible crises and systems
changes, this really seems to me to
be the essence of it.”*

Planning thus involves the identi-
fication of the range of possibilities
and the preparation of the busincss
to cope with them. Proper planning
does not only consider changes, in-
novations, and new developments;
it must be equally aware of the
many stable elements of the busi-
ness.

Speaking in general terms, busi-
ness plans can be identified as
covering three timing parameters:

(1) Plans for today’s business

(2) Plans for remaining in busi-
ness

(3) Plans for the growth and
development of the business.

Long-Range Planning concerns
itself with business plans covered
in (2) and (3) above. It is the
process of making current deci-
sions based on an anticipated fu-
ture and can be defined as a firm’s
overall strategy for profit. As such,
it touches upon every activity of a
company and, subject to financial
and managerial constraints, con-
siders such areas as:

e Analysis of the economy

e Analysis of the industry

o Organization structure of the
company

e Operating and
systems

e New business programs

e Acquisitions and mergers.

information

In LRP, the “future” covered by
the plan may be only one year,
though usually objectives are set
two, five, or even ten years ahead.
Frequently, the planning activity
covers a span of five years, with an-
nual and semiannual reviews when
the accomplishments are reviewed
and measured against the objec-
tives. At the time of review the
plan may be adjusted. It is essen-
tial, therefore, that the long-range
plan be more than a vague, or even
precise, statement of hopes; the

2 Thompson, Stewart, How Companies
Plan, American Management Association,
1962.
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plan must stipulate courses of ac-
tion to produce measurable results.

How do these generalities about
the LRP process relate specifically
to Wall Street and the securities
industry? The way in which the
general lack of planning has result-
ed in the current near-crisis condi-
tion in the securities industry has
already been discussed. Manage-
ments of Wall Street firms have
traditionally maintained that the
extreme fluctuations in trading vol-
ume do not permit meaningful
long-range planning. The explosive
growth in volume during late 1967
and 1968 and the depressed vol-
ume of the first eight months of
1970 are examples of such extreme
fluctuations affecting the securities
industry. This is not what a ra-
tional planner would anticipate. It
is precisely because of this unpre-
dictability that managements of
Wall Street firms must give consid-
eration in their planning to the in-
stability in volume. Dr. Bould-
ing’s comments cited earlier have
great pertinence to the problems
facing the securities industry: “You
can’t predict the future. . . . you
can plan for . . . change itself”
(emphasis supplied). Managements
must provide for alternate, or con-
tingency, plans in addition to the
main, or preferred, long-range
plans.

But more than mere planning is
needed if the securities industry is
to survive. It is necessary to con-
sider the projected economic and
political climate, to determine the
type of business the firm wants to
engage in, and to decide on the
expansion or contraction of the
business and/or geographic area
covered by the firm. It is also nec-
essary to consider the growing
economy as a whole to understand
the estimated requirements which
the securities industry will be ex-
pected to meet. In its Perspec-
tives on Planning No. 1 (May,
1968) and No. 2 (October, 1968)
the Office of the Economist of the
New York Stock Exchange projects
that by 1980:

e Real Gross National Product
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(or output in dollars unaffect-
ed by inflation) will rise by
75 per cent over 1967 to $1.4
trillion.

e Shares listed on the NYSE
will total 38 billion (vs. 11.6
billion in 1967).

e Average daily round-lot trans-
actions will increase to 68,000
(vs. 39,000 in 1967). This is
equivalent to an increase in
the daily average number of
shares traded to 27,000,000
shares per day in 1980 from
the 10,000,000 shares per day
averaged in 1967.

e High day’s volumes in 1980
will range from 32,000,000 to
63,000,000 shares.

Questions to be asked

Given these economic param-
eters as a start, the Long-Range
Planning process for a firm in the
securities industry begins with the
answering of the following ques-
tions:

e Where does the firm want to
be five (or ten) years from
now?

e What significant assumptions
must be made on which to
base the long-range plan?

e What are the steps that have
to be taken and what are the
targets that have to be
reached each year to achieve
the overall objective?

As a first step in the LRP proc-
ess a decision has to be made as
to what a given securities firm

HERBERT A. FRAENKEL
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.« . more than mere planning
is needed if the securities
industry is to survive. It is
necessary to consider the
projected economic and po-
litical climate, to determine
the type of business the firm
wants to engage in, and to
decide on the expansion or
contraction of the business
and/or geographic area
covered by the firm. It is also
necessary to consider the
growing economy as a whole
to understand the estimated
requirements which the
securities industry will be

expected to meet.
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wants to be five years or ten years
hence. This planning cannot be
based on the economic predictions
alone. After all the predictions and
forecasts have been made, the
senior management of the firm
must decide what kind of business
it wants to create in the future. It
is this total and absolute commit-
ment of management to LRP which
is essential to its success.

Three ways to go

Generally speaking, any firm in
the securities industry today can
consider three basic approaches to
the direction it wants to move over
the next five or ten years. One ap-
proach, simply stated, foresees no
change in the firm over this period.
This means that a firm which is
a regional firm now would plan
to arrive at 1975 as substantially
the same firm. It might have a few
more branch offices, possibly have
an improved research department,
but basically it would still be a re-
gional firm. A second approach
places such a pessimistic outlook
on the future that the manage-
ment plans the discontinuance of
the firm or its merger into, or ac-
quisition by, another, larger firm.
The third approach, and the one
that requires LRP, plans for and
pursues a strategy of growth and
increased profitability.

If growth is chosen

Many factors are considered in
the plans for growth of a firm.
These include (1) the projected
growth in the share volume trad-
ed, (2) an increase in the firm’s
market share of the business, and
(3) the entry of the firm into ac-
tivities where it is not now par-
ticipating.

The planning to capitalize on
the increase in trading volume in-
cludes a determination of the over-
all complement of account exec-
utives (customer men), the opti-
mum branch office size, and the
composition and size of the back
office.

The plan for an increase in the
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firm’s market share of the business
considers:

¢ Expansion of the branch office
system by either opening ad-
ditional offices or acquisition
or merger with local or re-
gional firms

e Improvement in service to the
firm’s clientele

e Better penetration of the po-
tential market through adver-
tising, sales promotion cam-
paigns, etc.

e Establishment of research pre-
eminence.

The development and execution
of such plans includes studies and
analyses of the growth potential of
those local markets where the firm’s
branch offices are mnow located,
studies and analyses of possible
geographic areas where the firm is
not now represented, an analysis of
the effect of advertising and sales
promotion campaigns, and a study
of the relationship of costs to in-
creased business created by im-
proved client services and research
preeminence.

The third factor affecting the
plans for growth is a program of
expansion of the firm’s activities
into related fields. For instance, if
the firm is now primarily a retail
house (a firm dealing with indi-
vidual rather than institutional
clients), such plans might include
the entry into the institutional mar-
ket. Other activities which should
be looked at if they are not now
a part of the firm’s business are
underwriting, the U.S. Government
bond market, venture participation
capital, investment banking, the op-
tion (put and call) market, asset
management, commodities, real es-
tate, insurance, mutual funds, etc.
This is in line with the trend in the
industry of providing comprehen-
sive, one-stop financial service to
clients. The plans for the entry
into related activities should con-
sider the availability of capital
for these new ventures, the priori-
ties for the use of available capital,
the return on the capital invested,
and the potential impact of such

broadening of activities on other
areas of the firm.

Improving profits

In addition to planning for the
growth of the firm, the Long-
Range-Planning  activity is con-
cerned also with planning for an
increase in the rate of profitability.
This is accomplished by reducing
operating costs through better con-
trols, improved systems, and, above
all, reduction in errors. Other areas
which have an impact on the rate
of profit are improvement in money
management (speedier collection
of outstanding balances, utilization
of “free credit” balances, use of
drafts rather than checks to pay
amounts due, greater utilization of
available securities for stock loans,
etc.) and a marketing emphasis
on “higher-profit” items such as
larger orders, minimum commis-
sion charges, and mutual fund
sales.

But a firm’s strategy for growth
and increased profitability does not
assume operation in a vacuum.
The securities industry is affected
not only by general economic and
political conditions but also by the
impact of changes within the in-
dustry such as the proposed new
commission rate, public ownership
of firms, increased institutionaliza-
tion of the market, new services to
institutional investors, Central Cer-
tificate Service, and technological
advances such as machine-readable
certificates and the “locked-in
trade.”

It has been the aim of this dis-
cussion to point out the lack of
Long-Range Planning in the secu-
rities industry, to demonstrate the
need for LRP, and to indicate the
economic, timing, and business plan
parameters which should be con-
sidered in the LRP process. These
plans, however, have to be trans-
lated into reality, and while an en-
tire article, or possibly even sev-
eral articles, could be written to
discuss the actual implementation
of a LRP activity, a brief outline
of a pragmatic approach to LRP in
the securities industry should have

Management Adviser



application for individual firms.
LRP is integrated planning or,
to put it another way, planning by
objective. Answers to the questions
which should be asked at the in-
ception of a LRP project (Where
do we want to go, what are the
assumptions, and what are the log-
ical steps to reach our objective?)
clarify the objectives, identify the
resources needed to achieve them,
and permit the construction of a
comprehensive plan. In every in-
stance, once the “business” aspects
have been planned, the concom-
itant development of clerical and
service activities should be consid-
ered. Included in this area are the
definition of organizational devel-
opment and responsibility, person-
nel planning (including recruit-
ment, training, and management
development), and the design of
an integrated Management Infor-
mation System (MIS). The MIS,
in turn, should provide timely and
error-free service to clients, act as
a sensitive and current indicator of
the economics of the business, and
continually measure actual accom-
plishments against projections.

Organizational handicaps

The definition of organizational
development and responsibility is
one of the prime requisites for the
creation of a management environ-
ment in which a long-range plan-
ning project can succeed. Tradition-
ally, Wall Street firms have been
small, family-type operations, and
until recently even most of the
larger firms have been operated in
a proprietary, club-like manner.
The introduction of a long-range
planning activity must be accom-
panied by a sound organization
plan clearly defining duties and
responsibilities and by a willing-
ness of management to operate on
a professional basis.

The entire discussion of the need
for, and the development of, long-
range planning becomes academic,
however, if Wall Street does not
solve promptly the one overriding
problem facing it. This problem is
the critical need not only for an
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increase in the capital available to
a given firm but also for the assur-
ance of permanency of that cap-
ital. New York Stock Exchange
member firms operate under a rule
which limits total liabilities to 20
times net capital (non-member
firms operate under similar rules
enforced by the Securities and Ex-
change Commission ). But this cap-
ital may be highly vulnerable to
shrinkage in falling markets. Be-
sides the investment of partners,
such capital frequently includes
large quantities of speculative se-
curities and large amounts of so-
called “subordinated capital.” The
latter are the proceeds of loans
made to securities firms by lenders
who subordinate their claims to
other creditors. Subordinated cap-
ital as well as partners’ capital is
also often subject to withdrawal on
relatively short notice, usually 90
or 180 days.

While trading volume, and there-
fore gross revenue, are highly vol-
atile, operating expenses remain
relatively fixed and do not respond
quickly to changed business con-
ditions. Furthermore, periods of
lower volume are frequently asso-
ciated with security markets with
declining prices. Thus at the pre-
cise moment when capital require-
ments increase, capital decreases.
Additionally, capital is required to
finance the expansion of the secu-
rities business which is projected
for the future.

The ““capital” problem

The “capital” problem of the se-
curities industry is not the subject
of this discussion, but it must be
solved before any long-range plan
can be projected. The solutions
which have been proposed consist,
among others, of the following sug-
gestions:

o Reduction in the ratio which
now permits total liabilities to
amount to as much as 2,000
per cent of net capital

e Elimination (or at least a dras-
tic reduction in the value al-
lowed for capital purposes) of

capital in the form of securi-

ties
e Lengthening of the term for
which  subordinated loans

must be available to a firm
before they may be allowed
as capital

e Extension of the length of
notice required before part-
ners can withdraw personal
capital

e Incorporation, with the subse-
quent ability to sell shares to
the public.

The maturity of an industry is
recognized to some extent by its
acceptance of the need to plan.
The recognition of the need for
planning acknowledges that there
are major problems that confront
the business and that may ulti-
mately threaten its very survival
An indication of the effectiveness
of planning is the degree to which
the major problems are specified
and defined.

Long-Range Planning in the se-
curities industry can be successful
only if each firm’s senior manage-
ment recognizes its mneed and
makes a wholehearted commit-
ment of the entire firm, its re-
sources, and its leadership to the
planning process. The major task
which confronts top management in
planning the survival and growth
of the business is the definition
and continuous redefinition of the
direction and limits of company
growth. This task requires the mak-
ing of choices and therefore acts
as a restriction on the work to be
performed and on the resources to
be used.

During the period of high trad-
ing volume in 1968, the securities
business had to close down; dur-
ing the current period of low vol-
ume, marginal firms are forced to
go out of business, and the entire
industry is caught in a severe profit
squeeze and is fighting for its very
survival. Only through proper
planning can the securities indus-
try hope to avoid the periodic re-
currence of these extreme situa-
tions at the expanded levels of
activity projected for its future.
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