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B-Ds brace for lower trading volumes

By Bruce Kelly

In the wake of last week’s
fear-inducing market tumult,
small and midsize broker-deal-
ers are bracing for reduced
trading volumes in the months
ahead, which will squeeze
already tight margins and
could push some of them out of
business.

“It will flat-line,” said Mark
Goldwasser, chief executive of
National Holdings Corp., the
holding company for two inde-
pendent broker-dealers.

“It takes about a month or
two, and volumes will be
reduced. These are the most
extraordinary markets I've
ever seen, and I've been
doing this for 30
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years,”Mr. Goldwasser said.

“This is not good for bro-
kers,” said Timothy Hurley,
managing director at Bentley
Associates LP, a boutique
investment bank. “Clients tend
not to do anything when
they’re transfixed with fear.”

Broker-dealers have faced a
number of pressures during
the past few years, including
investor anxiety about the
stock market.

Firms have been going out of
business steadily. Since 2006,
the number of firms regis-
tered with the Financial
Industry Regulatory
Authority Inc. has declined
by 10%, standing at 4,525
last month.

“I don’t see a wipeout
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of broker-dealers [from the
market drop], but it might
accelerate a couple that were
going to go out anyway,” said
David Alsup, director of busi-
ness development for The Com-
pliance Department Inc., which
tracks broker-dealer openings
and closings.

“This is not a 60 to 80 BDW,”
he said referring to the“broker-
dealer withdrawal” form that
firms file with Finra when shut-
ting down.

“Most broker-dealers are
prepared for this,” Mr. Alsup
said.“Over the past years,
they've stripped themselves
down to the bone. They're
quite lean at this point.

“It's not a free fall of
firms going out of busi-
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ness, and maybe we’ll stabilize
for a while,”Mr. Alsup said.“But
if the market caves in, that’s a
different story.”

OTHER PROBLEMIS

A declining market isn’t the
only problem that broker-deal-
ers face, according to some
executives.

They pointed to the crush of
proposed regulation from Finra
this summer, such as a 400-
page advertising rule and a
420-page supervision rule,
along with a new suitabil-
ity rule that will take
effect this fall, as more
immediately problem-
atic and stressful for
firms than the market
volatility.
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Federal Reserve chairman
Ben S. Bernanke'’s decision
Tuesday to keep interest rates
exceptionally low through
mid-2013 is another blow to
potential profits.

Historically, low interest
rates have decimated broker-
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triple the amounts they had in the
Past — to cover their debts if they
are incapable of borrowing. Capital
levels are ially higher than
in 2008 and that gives the compa-
nies the ability to weather any

Since the darkest aays ot the hinan-
cial crisis: The KBW Insurance Index
closed last Thursday at 103.49, up
134% from its all-time low of 44.16
on March 6, 2009.

To be sure, the index tumbled
along with other financial stocks
Aug. 8, the first trading day after

St

& Poor’s unpr
downgrade of the nation’s credit rat-
ing — falling by 9.83% to close at
96.52.The broader Dow Jones Indus-
trial Average fell by 634.76 points, or
5.5%, to end at 10,809.85.

Of his financi | adviser, Ajay Kaisth of
| Advisors, Mr. Chaudhuri said: I know
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and disclosure. This week, | spoke to him
for 30 minutes and received two nice
newsletters about what is going on, and
he told me not to panic. This is why having
who k going

heips. Just having him keeps me from
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and Symetra Financial Corp.

In its second-quarter conference
call two weeks ago, American Inter-
national Group Inc. said it had
recently i

Moody’s Investors Service, con-
curred.

“We're aware that there are some
companies that have dabbled in
beaten-up [residential mortgage-
backed Securities], trying to buy
securities at a nice discount,”he said.
Another sign of that additional
risk can be found in insurers’ bond
portfolios. At the end of last year,
64.2% of those portfolios were

invested in triple, double or single A-
rated i

MULLUL L addELy.  1uey At d diue
more manic than usual, but most
change their mind before they send
that e-mail, and nobody has asked
me to go to 25% cash yet.”

Although the sudden stock mar-
ket plunge has taken a toll on pre-
retirees’ portfolios, advisers say that
the 2008-09 decline serves as a kind
of shock inoculation. Over the past
three years, advisers have recom-
mended a more conservative
investing approach and have kept
in closer touch with clients, result-

L (ne caus sne nas gotten, "most
are from clients who are less
sophisticated, rather than baby

boomers,”she said.
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ride things out.

JOHN DEAN

Dr. m M' 59

HasabmztS&Smiﬂionto“mﬂliminvestedinthemaxket

éIm more concerned with the weak U.S. economy than
about the daily volatility of the stock market. | am not near
retirement, so | have a better time frame and I'm hoping to

The biggest disappointment is with the political landscape
of the country right now. There's a widening gap of what is

achievable politically and what does get achieved.”




