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 4 ..... U.S. Securities Industry Financial Results: 2007, by Paul Rainy.  In line with 

2007 public company annual reports, U.S. broker dealers reported full-year 
financial results well below 2006 levels.  While total, or gross, revenues reached a 
record high $474.2 billion (up 8.6 percent from 2006) total expenses grew even 
faster, up 17.3 percent to a record high $473.4 billion.  Net revenues (total 
revenues less interest expense) fell 7.7 percent to $204.0 billion and pre-tax profits 
fell 97.7 percent to $777.4 million compared to the $33.1 billion earned in 2006.   

 

 
 
 
  
 

 



2 SIFMA Research Reports, Vol. III, No. 5 (May 13, 2008) 

U.S. SECURITIES INDUSTRY FINANCIAL RESULTS: 2007  
 

 
Summary 
The U.S. securities industry began 2007 on a strong note, but buffeted by the subprime 
mortgage meltdown and subsequent credit market dislocations, finished the year in a weaker 
condition.1    Total revenues reached a record high of $474.2 billion in 2007, an increase of 8.6 
percent from 2006.  However total expenses grew even faster, reaching a record $473.4 billion, 
17.3 percent above the previous full-year record high set the year before.  Net revenues (total 
revenues minus interest expense), which provide a better measurement of industry revenue 
performance, declined to $204.0, 7.7 percent below the $221.1 billion record high set in 2006.  
There is vigorous debate over whether the worst of the market adjustments are already 
completed.  The continuing overhang of troubled assets, persistent illiquidity in some markets, 
weakness in a variety of business lines and a slowing U.S. economy do not bode well for the 
year ahead.    

 
 

US Securities Industry Annual Domestic Pre-Tax Profits
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Subtotals may not add to totals due to independent rounding. 
* NASD-reporting firms recorded pre-tax profits of $12.1 billion, while NYSE-reporting firms recorded a loss of $11.3 billion for a total    
 industry profit of $0.8 billion.  
Source: SIFMA DataBank 

                                            
1  The results for the U.S. securities industry discussed herein are the aggregated results (unconsolidated revenues and 

expenses) for all broker-dealers doing a public business in the U.S..  This is as reported in the Financial and Operation 
Combined Uniform Single (FOCUS) Reports broker-dealers file with the U.S. Securities and Exchange Commission 
(SEC) and their self-regulatory organization.  Please see (www.sifma.org/research/statistics/databank.html) for NYSE 
data and (www.sifma.org/research/statistics/expanded_databank.html) for NASD data. 
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Revenues 
Total revenues reached a record high of $474.2 billion in 2007, an increase of 8.6 percent from 
2006.  Although many revenue lines showed solid growth in 2007, trading and investment 
account losses were substantial.  Net revenues (total revenues minus interest expense) were 
$204.0 billion in 2007, a decline of 7.7 percent from the record high $221.1 billion in 2006 and just 
above the previously second highest result, $203.9 billion recorded in 2000.2   
 
  

US Securities Industry Annual Domestic Total Revenues
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Source: SIFMA DataBank 
 
 
The 25 largest firms recorded net revenues of $72.4 billion in 2007, down 29.2 percent from 
20063.  These firms accounted for 35.5 percent of the U.S. securities industry-wide net revenues, 
down from a 46.2 percent share in 2006.  The net revenues of all other firms (4,944 at end-2007) 
grew solidly, but more slowly than in 2006, increasing 10.7 percent.  The 25 largest firms saw 
profits plummet, with pre-tax net income recording a loss of $16.4 billion in 2007 after a gain of 
$15.9 billion in 2006.        
 

                                            
2  Net revenues provide a better summary gauge of industry performance than total, or gross, revenues. Gross revenues include  

gross interest revenues, which in substantial part reflect the prevailing level of nominal interest rates.  They are largely offset 
by similar growth of interest expenses, thus underscoring the industry’s role as a financial intermediary, but not illuminating 
revenue performance.   

3 Largest in terms of capitalization. 
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US Securities Industry Annual Domestic Net Revenues*
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Source: SIFMA DataBank 
 
Commission and fee income, the level of which is largely a reflection of the volume of 
secondary market securities trading, reached $54.5 billion in 2007.  This represented an 11.5 
percent increase over the prior year, and was the highest annual total for commission and fee 
income, surpassing the previous record of $53.2 billion set in 2000.  Transaction volume rose on 
both the NYSE and NASDAQ in 2007.  NYSE average daily dollar volume of $86.8 billion was 
27.1 percent above that in 2006, while on the NASDAQ daily dollar volume averaged $60.0 
billion, up 29.0 percent from the 2006 level, but still well below the record $80.9 billion pace set 
in 2000.  NYSE average daily share volume rose 15.6 percent to 2.11 billion shares per day, while 
NASDAQ volume was up 6.5 percent to 2.13 billion shares per day.   
 
A core business line of traditional brokerage activity, commission and fee income has been 
steadily declining in relative importance to the industry as a whole.  Changes in order-handling 
rules and a technological revolution led to intensified competition and a steady long-term 
reduction in profit margins.  In 2007, because of weakness in some of the recently higher margin  
business lines, commission and fee income accounted for a larger percentage of net revenues; 
26.7 percent of total net revenues in 2007, up from 22.1 percent in the prior year  and above the 
average of 25.3 percent recorded over the six-year period 2001-2006.   
 
Securities firms designated NASD-reporting are generally more dependent on revenue from 
commission and fee income, whereas NYSE-reporting firms generate more of their income from 
investment banking operations, such as underwriting and other corporate finance work.   
NYSE-reporting firms, which generate most of their commission and fee income from 
institutional accounts, with retail operations largely catering to high and ultra-high net worth 
individuals, saw commission and fee income rise 8.2 percent in 2007 compared to the year 
before.   
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Quarterly Trading Gains 
(NYSE-reporting Firms Only)
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Source: SIFMA DataBank 

 
In 2007, commission and fee income represented 28.2 percent of total net revenues for NYSE-
reporting firms, up from 20.1 percent the year before.  NASD-reporting firms, which rely more 
heavily on retail brokerage activity, saw commission and fee income rise 15.5 percent in 2007 
compared to a rise of 8.3 percent in 2006.  For these firms, commission and fee income 
represented 25.2 percent of net revenue in 2007, nearly unchanged from last year’s 25.1 percent.   
 
Trading revenues (largely, revenue earned from proprietary trading activities) experienced the 
worst annual performance in the SIFMA DataBank’s history,4 recording a loss of $6.0 billion in 
2007 compared to a gain of $43.0 billion in 2006.  In 2007, trading revenues for NASD-reporting 
firms decreased 48.9 percent compared to 2006, while NYSE-reporting firms accounted for the 
overall losses of trading revenue.  A large portion of the losses came from debt trading by 
NYSE-reporting firms, which was $4.7 billion in 2007, while NASD-reporting firms had positive 
trading revenues across the board.  NYSE-reporting firms have much larger trading operations 
taking positions in a wide variety of securities and other assets, both for proprietary trading and 
client facilitation compared with NASD-reporting firms which concentrate more on agency-
only trading.   
 
OTC market making gains, once an important source of industry revenues, accounted for only 
$852.9 million in 2007, a 13.3 percent increase over the prior year.  Debt trading in 2007 recorded 
a loss of $1.9 billion compared to a gain of $17.8 billion in 2006.  The reporting category “gains 
from all other trading”, which recorded a gain of $24.5 billion in 2006, experienced a $10.2 
billion loss in 2007. 
  
 

 
 
                                            

4 Trading gains (or losses) include net gains or losses from proprietary trading and holding dealer (inventory) positions to 
accommodate customer demand. 
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NYSE-Reporting Firms Composition of Total Revenues
2007

Mutual Fund Sales
3%

Underw riting
6%

Investment Account
1%Tradng Gains

NA*

Asset Management
6%

Commodity and 
Research

0.3%
Other Securities 

Business
60%

Commissions
8%Other

18%

 

NASD-Reporting Firms Composition of Total Revenues 
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Subtotals may not add to totals due to independent rounding. 
* NYSE-reporting firms recorded a trading loss of $10.3 billion. 
Source: SIFMA DataBank 
 
Underwriting revenue, which has been rising since 2003, had another strong year in 2007, 
eclipsing the previous record high set in 2006.  Underwriting revenue reached $26.5 billion, 
rising 12.3 percent from the previous record of $23.6 billion earned the year before.  Equity 
underwriting revenue reached a record high $6.9 billion, $1.7 billion or 32.7 percent above the 
prior year’s level. In 2007, underwriting revenues for NYSE-reporting firms and NASD-
reporting firms increased 11.0 percent and 21.8 percent, respectively, compared to 2006.  
Unsurprisingly, total equity issuance also reached a record high of $247.5 billion in 2007, up 29.9 
percent compared to 2006, surpassing the previous record of $204.5 billion set in 2000.  True 
IPOs, which command the highest fees, reached $50.7 billion, a 10.0 percent gain over the prior 
year, while secondary issuance totaled $96.4 billion, down 2.9 percent from 2006.   
 
Overall corporate debt issuance decreased in 2007 to $2.8 trillion, a 12.2 percent decline from the 
record high $3.1 trillion recorded in 2006.  Corporate straight bond underwriting reached $1.1 
trillion, an increase of 6.6 percent from the year before, while placement of asset-backed 
securities declined 28.1 percent to $901.2 billion and non-agency mortgage-backed securities 
issuance declined 14.8 percent to $658.6 billion. Other underwriting fees (which is mainly debt 
underwriting) set a record in 2007, rising to $19.6 billion, up 6.5 percent from the previous 
record of $18.4 billion set the year before, reflecting strong issuance volume in higher margin 
products.   
 
In 2007, margin interest revenue surged to $32.3 billion in 2007, up 35.5 percent over the 2006 
level and surpassing the previous annual record of $24.3 billion set in 2000.  Margin interest 
rose due to rising interest rates in the beginning of 2007, a trend that reversed in August 2007 
with interest rates on a falling trajectory since.   
 
Mutual fund sales revenue reached $25.8 billion in 2007, also a new record, up 12.2 percent 
from the previous record $23.0 billion in 2006.  This reflected strong net new cash flows into 
mutual funds in 2007, which reached a total of $865.7 billion, 84.5 percent above the level in the 
prior year.5  Most of the increase was in short-term money market mutual funds (MMMFs), 
which carry very low charges.  Inflows into long-term funds (which carry higher charges) with 
net new cash inflows into long-term funds reaching $226.4 billion in 2007, a decrease of 0.6 
percent from 2006.   

                                            
5 Net new cash flow equals net sales (excluding reinvested dividends) minus redemptions, combined with net exchanges. 
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Mutual Fund Net New Cash Flow
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Source: Investment Company Institute 
 
Asset management fees also set a record, reaching $33.1 billion in 2007, 18.6 percent over the 
$27.9 billion earned in the preceding year.  This growth reflected the increase in the value of 
mutual fund assets under management, which rose to over $12.0 trillion in 2007, 15.6 percent 
above the $10.4 trillion recorded in 2006.   
 
Other revenues and Other Revenue Related to the Securities Business showed strong growth 
as well, rising a combined 25.2 percent in 2007 from 2006 levels.  This growth rate was just 
below the 25.3 percent increase in the growth of interest expenses, a large portion of which is 
incurred to support the product and service lines included in this catch-all category, such as 
securities lending.  Also included here are fees earned from a variety of activities (including 
prime brokerage and corporate financial advisory work other than underwriting) such as 
mergers and acquisitions (M&A) and leveraged buyout (LBO) activity.  M&A activities surged 
in 2007, as announced deals in the U.S. reached $1.6 trillion for full-year, the third best annual 
total for this highly cyclical sector of the industry. 
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Expenses 
Total expenses reached an annual record of $473.4 billion in 2007, an increase of 17.3 percent 
over the previous high set in 2006.  Interest expenses accounted for 57.1 percent of total annual 
expense in 2007 compared to 53.4 percent in 2006.  Total compensation expenses, the second 
largest expense item, accounted for 22.1 percent of total expenses in 2007, down from 25.2 
percent in 2006. 
 

US Securities Industry Quarterly Domestic Expenses
(NASD- and NYSE-Reporting Firms)
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Interest expenses reached $270.2 billion in 2007, an increase of 25.3 percent from the previous 
record level of $215.7 billion set in the preceding year.  Reflecting different business mixes, 
interest expense for NYSE-reporting firms increased 25.6 percent, while rising 20.8 percent in 
NASD-reporting firms.    
 
Total compensation expense overall reached $104.7 billion in 2007, an increase of 2.8 percent 
from the prior year.  Compensation trends did not follow the usual pattern in 2007 as 
compensation increased at a greater rate at smaller firms, rather than at the larger firms.  Total 
compensation at regional firms increased 24.4 percent while the 25 largest firms, which are 
national firms, experienced a 1.6 percent decrease in 2007.6  For the industry as a whole, total 
revenue per employee increased 4.4 percent in 2007, surpassing $1 million for the second 
consecutive year.   
 

                                            
6  Regional firms are full-service broker-dealers based outside of the New York City area, offering a wide range of financial 

services and products to both retail and institutional clients, but without a nationwide franchise.   
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NYSE-Reporting Firms Composition of Expenses
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Other expenses increased 14.4 percent in 2007 after rising 8.2 percent in 2006. 7  Over the last five 
years “other expenses”, which were slashed along with compensation expense during the 
previous industry downturn, have increased as the industry recovered.  The largest expense 
line in this “other” category, total floor costs (commissions and clearance paid by brokers to 
other brokers), also set a record of $25.5 billion in 2007, an increase of 20.3 percent from 2006.  
Communications expense rose 8.2 percent to $6.0 billion and occupancy and equipment 
expenses rose 3.4 percent to $6.6 billion.  Data-processing costs were $3.8 billion in 2007, 1.6 
percent above levels from the prior year. 
 
 

                                            
7  “Other expenses” includes all expenses other than compensation and interest expenses.  
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Quarterly Results 
The U.S. securities industry reported record quarterly losses in the fourth quarter of 2007 due to 
continued problems in the housing and mortgage industry coupled with tighter credit markets.  
Pre-tax profits declined $1.4 billion in 3Q’07 and another $14.1 billion in 4Q’07.   
 
Although actual aggregate first quarter 2008 FOCUS data are not expected until June, based on 
publicly reported 1Q’08 quarterly earnings, broker dealer results are not expected to be much 
better than in recent quarters.  Writedowns, credit valuation adjustments and challenging 
trading markets will likely continue in the coming quarters, and a slowing U.S. economy may 
add to the stresses in some fragile market segments.    
 

Revenues 
Total revenues were $118.7 billion in 4Q’07, up 9.2 percent from 3Q’07, but 2.7 percent below 
the same year-earlier period.  Net revenues were $37.6 billion, a 15.4 percent decline from 3Q’07 
and 37.4 percent lower than results for 4Q’06.   
 

US Securities Industry Quarterly Domestic Net Revenues*
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Source: SIFMA DataBank 
 
Commission and fee income of $14.4 billion in 4Q’07 represented an increase of 6.3 percent 
from the immediately preceding quarter and 17.0 percent from 4Q’06.  The increase in 
commission and fee revenues was related to the high average daily transaction volume in 4Q’07 
on the NYSE and NASDAQ, $87.1 billion and $68.6 billion, respectively.  At the same time, 
average daily dollar value of trading decreased 8.8 percent on the NYSE while rising 10.8 
percent on NASDAQ relative to the preceding quarter.   
 
Trading revenues continued to decline in 4Q’07 reaching a record quarterly loss of $17.9 billion.  
The majority of the decrease in trading revenue in 3Q’07 was attributable to debt while in the 
fourth quarter “all other trading” was the worst performing area with losses of $11.8 billion.    
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Gains from investment accounts also recorded weak fourth quarter results, reaching $406.1 
million, down 54.3 percent and 78.1 percent from 3Q’07 and 4Q’06, respectively.  Commodities 
revenue, however, had a better quarter, with gains of $703.0 million in 4Q’07, compared to a 
gain of $457.1 million in 3Q’07 and a loss of $1.5 billion in 4Q’06. 
 
Underwriting revenue increased in the fourth quarter to $6.4 billion, up 22.5 percent compared 
to the prior quarter but 13.1 percent below that in 4Q’06.  Equity underwriting revenues were 
$1.8 billion in 4Q’07, up 21.5 percent over 3Q’07.  Contributing to this fourth quarter gain was 
the 36.5 percent increase in value of IPOs8, the most lucrative type of equity underwriting.  The 
value of all IPO’s in 1Q’08 dropped to $4.4 billion, down 78.6 percent from 4Q’07 and 82.9 
percent from 4Q’06, which does not bode well for this revenue line.  
 

US Securities Industry Quarterly Underwriting Revenues 
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Margin interest revenue was a record $9.1 billion in 4Q’07, 1.8 percent higher than the 
immediately preceding quarter, and 14.5 percent higher than in the same year-earlier period.  
 
Fund management operations put in a steady performance in the final quarter of 2007, 
reflecting increased net asset values and net inflows into mutual funds.  Asset management 
fees of $8.8 billion, a quarterly record, were 4.9 percent higher in 4Q’07 than in 3Q’07, which 
was the previous record, and 16.2 percent above that in 4Q’06.  Mutual fund sales revenue of 
$6.5 billion was up a more modest 2.3 percent from 3Q’07, and was 10.5 percent higher than in 
4Q’06.   
 
Other revenues related to the securities business increased to a record $72.3 billion in 4Q’07, 
up 31.9 percent from 3Q’07 and 33.5 percent above results in 4Q’06.  Merger and acquisition 
activity contributed heavily to the increase in revenue and the 2,803 deals in the pipeline in the 
fourth quarter of 2007 bode well for this business line.  Other securities business-related 

                                            
8  “True” IPOs, which exclude closed-end funds. 
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revenues accounted for 55.9 percent of total industry revenue in the second half of 2007 
compared with 43.7 percent in the first half of the year, reflecting the weakness of the 
previously strong revenues recorded in trading and investment earlier in the year. 
 

Expenses 
Total expenses rose to a quarterly record $132.8 billion in 4Q’07, 20.6 percent above 3Q’07 levels 
and 19.4 percent higher than in 4Q’06.  Compensation expenses (a highly seasonal expense) 
reached $26.0 billion in 4Q’07, an increase of 20.2 percent relative to 3Q’07, but only 0.2 percent 
relative to the same year-earlier period.   
 

US Securities Industry Quarterly Domestic Total Expenses
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Source: SIFMA DataBank 
 
Interest expense reached a quarterly record of $81.1 billion in 4Q’07, up 26.1 percent from 3Q’07 
and 30.8 percent above the same year-earlier period.  Interest expense, the largest single expense 
item, accounted for 61.1 percent of total industry expenses in the fourth quarter after not rising 
above 55.8 percent any quarter in 2006.      
 
Other expenses grew more modestly in 4Q’07, up 6.2 percent from the immediately preceding 
quarter and 10.4 percent from the same year-earlier period.9  Much of the pickup in growth of 
other expenses was due to an 8.3 percent quarterly jump billion in commissions and clearance 
paid to other brokers to $2.1, which was 34.8 percent higher than in the same year-earlier 
period.   Increases were also seen in promotional costs and losses from error accounts and bad 
debts which increased 19.7 percent and 14.9 percent, respectively.    
 
Paul Rainy 
Research Analyst 
prainy@sifma.org 

                                            
9  Expenses other than compensation and interest expenses.  



SIFMA Research Reports, Vol. III, No. 5 (May 13, 2008) 13 

 
* Third quarter 2007 data revised by FINRA.  
Source: SIFMA DataBank 
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