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(ABSTRACT)

This study investigates organizational response as a
mediating factor in the relationship between environmental
change and deprofessionalization of stockbrokers between the
years 1975 and 1990. Both gquantitative and qualitative
content analysis are used to analyze 412 business news
articles concerning three brokerage firms.

It is hypothesized that the environmental changes of
jurisdictional competition resulting from deregulation of
the industry, technological changes, and declining client
trust resulting from écandals, will not have a direct effect
on deprofessionalization of stockbrokers in these firms. It
is expected, 1instead, that these environmental changes will

be mediated by organizational responses, resulting 1in



variation among the firms in the deprofessionalization of
stockbrokers. The guantitative portion of the study shows
different patterns of organizational response among the
three firms examined regarding the environmental changes
being investigated. The gqualitative portion of the study
indicates variation in deprofessionalization for
stockbrokers within these firms resulting from differences
in organizational response.

The results of this study suggest a need for further
investigation of the effects of organizational responses on
the extent of deprofessionalization for professionals
working in organizations. Organizational responses are
likely to influence not only stockbrokers but other
professionals in times of change and flux due to events both

internal and external to the organization.
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CHAPTER 1

INTRODUCTION

The occupation of stockbroker has played an important
part in the history of the United States, serving as a vital
link Dbetween buyers and sellers in the financial
marketplace. During the period from the establishment of
the New York Stock Exchange in 1792 until the stock market
crash of 1929, there were increases 1in size, number, and
diversity of publicly traded corporations along with gains
in prestige for stockbrokers (Clews 1973; Snowden 1987).
The 1929 crash decreased trust in stockbrokers and brought
about a call for reform in the financial market system.
This reform movement led to federal securities regulation
through securities acts passed in 1933 and 1934.

Before the 1929 stock market crash, stockbrokers were
respected for their financial expertise (Clews 1973), but
there is no indication that they were considered to be
professionals. In fact, the first systematic attempts to
study professions came early in the 20th century. During
the 1920s and 1930s social scientists were just beginning to
look beyond the traditional professions of medicine, law and
the ministry to analyze other occupations in terms of the

process of professionalization (Vollmer and Mills 1966:12).



The following are 1identified as characteristics of
professions as opposed to occupations: highly specialized
training in preparation for provision of essential,
exclusive and complex services based on a body of
theoretical/abstract knowledge, autonomy, authority over
clients, ethical codes, and 1legal recognition (Greenwood
1957; Goode 1957, 1960; Wilensky 1964; Forsyth and
Danisiewicz 1985). Although stockbrokers had financial
knowledge and offered financial services prior to 1929, in
the period following the 1929 stock market crash they began
adding other professional characteristics.

In the wearly 1930's the occupation of stockbroker
exhibited a number of characteristics associated with the
process of professionalization. The service they provided
was considered essential, or of serious Iimportance, to
clients. The service was exclusive, with the monopoly being
provided by federal securities regulations. The service
task was complex rather than routine, since it involved
discretionary application of specialized knowledge (Wilensky
1964; Jamous and Peloille 1970; Johnston 1972; Forsyth and
Danisiewicz 1985). Although stockbrokers offered many of
the same services before and after the 1929 crash, two
differences led to increased identification of stockbroker
services as professional. First, federal securities
regulations were created to establish Jurisdictional

boundaries for stockbrokers. Second, the stockbrokers



organized themselves in ways to protect the jurisdictional
boundaries that were thus put into place, including efforts
to demonstrate to the public that the service-task is
essential, exclusive, and complex.

This organization is evident in the formation in 1939
of the National Association of Securities Dealers, Inc.
(NASD), a registered national securities association. The
National Association of Securities Dealers, Inc. provides a
code of ethics for stockbrokers, and membership is denied to
any broker-dealer who 1is operating in an improper or
unethical manner. One of the primary purposes of the NASD
is to administer and enforce "rules to prevent fraudulent
and manipulative acts and practices, and in general to
promote just and equitable principles of trade" (Loll and
Buckley 1981:412). Brokers must be registered with the
Securities and Exchange Commission (SEC) to be eligible for
membership in the NASD, and operations of the NASD are
supervised by the SEC (Loll and Buckley 1981:410). In
addition to the NASD, disciplinary proceedings can also be
brought by a number of other regulatory groups including the
SEC, stock exchanges and state governments (Foust 1993).

A licensing program, which required stockbrokers to be
licensed by the New York Stock Exchange and by individual
states, provided protection of jurisdictional boundaries by
controlling access to the profession. Wilensky notes that

professional knowledge 1is often judged by being able to



prove competence to "an agency external to the hiring firm
or consumer" (1964:138). Licensing formalizes monopoly and
uses the authority of the state in enforcing exclusive
jurisdiction. In fact, compulsory licensing is considered
"the most comprehensive form of legal monopoly" (Rothman
1987:76).

As early as 1956 the National Association of Securities
Dealers, Inc. set up minimum membership requirements,
including the passing of a written examination, the General
Securities Exam (Loll and Buckley 1981:ix). Among the
topics covered by the examination are various types of
investments (stocks, bonds, options, etc.), regulations and
procedures, economic and security analysis, and the
operation of securities markets. Passing the General

Securities Exam 1is a requirement for 1licensure by the New

York Stock Exchange. In addition to this exam,
approximately half the states require an additional
licensing examination (Eaton 1987:41). Since the time of
their inception, these entrance standards have become

progressively more difficult (Loll and Buckley 1981:ix).

In addition to a professional organization with a code
of ethics, stockbrokers have been able to maintain a degree
of autonomy within the bureaucratic organization of
brokerage firms. For the most part stockbrokers are in non-
salaried positions outside the management hierarchy of their

organizations (Kurland 1991). Generally, brokers are able



to rely on their own judgment concerning financial advice
and selection of financial strategies for their clients.
Until banking deregulation in the 1970s and 1980s, the
regulations of the securities acts of 1933 and 1934 helped
to protect stockbrokers' areas of professional knowledge
from intrusion by others.

In spite of these characteristics of
professionalization, in recent years the process of
deprofessionalization has been evident in the profession of
stockbroker. The deprofessionalization thesis proposes that
professions are 1losing their position of trust and prestige
(Freidson 1984). The concept of deprofessionalization is
based on an assumption that professions are clearly
different from other occupations. Proponents of
deprofessionalization arque that there has been a decline in
the distinctiveness of professions, and a progressive loss
of special characteristics. Haug points to specific types
of loss for professions, including losing "their monopoly
over knowledge, public belief in their service ethos, and
expectations of work autonomy and authority over the client"
(Haug 1973:197).

Deprofessionalization focuses on a variety of social,
economic, and political changes that "have combined to
significantly alter the environment that facilitated the
emergence and dominance of the modern knowledge-based

professions" (Rothman 1987:83). Sociologists document the



significance of environmental changes on

deprofessionalization within a number of professions (see

Reeder 1972; Haug 1975; Rothman 1987). Relevant
environmental factors include erosion of professional
knowledge monopoly, decreasing trust in professional

judgment, technological change, and encroachment from allied

professions (Haug 1975; Rothman 1984).

STATEMENT OF THE PROBLEM

This study seeks to answer the question: Why was there
variation among firms in deprofessionalization of
stockbrokers in the United States during the period 1975
through 19907? The study attempts to determine what effect,
if any, differences in responses of brokerage firms to
environmental changes had on variation among firms in
deprofessionalization of stockbrokers. During the period in
guestion there were three primary environmental factors that
necessitated organizational response: changes in
jurisdictional competition, changes in technology, and
changes in public trust in professional judgment. For this
project, these environmental factors are investigated in
industry specific terms: banking deregulation, computerized
trading and information services, and widespread scandals
within the brokerage industry.

The time period from January 1, 1975 to December 31,

1990 has been chosen for this study because it was a time of



extensive change 1in all three of the environmental factors
being considered. The end of fixed commission rates in May
1975 indicates the beginning of a deregulation process in
the financial marketplace that continued through the 1980s.
This period also included numerous changes in technology, as
well as numerous revelations of wunethical and 1illegal
behavior leading to numerous scandals in the brokerage
industry.

It could be argued that behavior 1leading to scandals
was caused by economic conditions resulting from increased
competition created by deregulation. However, studies to
test the relationship of declining profitability and
corporate crime have found only modest support (Clinard et
al. 1979; Staw and Szawajkowski 1975). A recent
longitudinal study of economic and criminal activity
(Simpson 1986) found that only certain forms of criminality
are related to profit-squeeze, others are unrelated to
economic conditions, while some occur within munificent
environments. It is beyond the scope of this study to
consider precise time ordering of deregulation, changing
technology, and scandals. The study will consider these
factors as interrelated environmental changes that were
likely to elicit differing organizational responses, which
in turn would effect variation in deprofessionalization.

Since much of the available information concerning the

securities industry between 1975 and 1990 can be found in



business periodicals, I have utilized content analysis for
this study. Three firms with responses that appear to be
different have been selected for comparison. In addition to
quantitative content analysis to determine differences in
organizational responses, gualitative analysis 1is used to
examine variation among firms in deprofessionalization as a
result of differences in organizational responses to bank
deregulation, changes in technology, and widespread

scandals.

SIGNIFICANCE OF THE PROBLEM

Deprofessionalizatiton takes place in a context that
helps determine the extent of change (Abbott 1988:23).
Organizational responses to changes in the environment are
an important part of this context. Strategies that are
adopted by an organization have widespread consequences, and
professionals are not exempt from these consequences.

By wusing strategic choice theory, developed by
industrial relations scholars, this project links two areas
of deprofessionalization research, 1i.e., the effects of
environmental changes and the effects of organizational
employment of professionals. Strategic choice theory
recognizes the relevance of environmental changes, but
asserts that these changes do not exert a deterministic
force. 1Instead, firms frequently respond differently to the

same environment. Scholars wuse strategic choice theory to



assess the influence of strategic organizational decisions
on groups and individuals at all levels of the organization
(e.g. Kochan, Katz, and McKersie 1986, 1991; Kochan,
McKersie, and Cappelli 1984).

The 1literature on deprofessionalization, which Iis
discussed in Chapter Two, suggests that professionals lose
their identifying traits and/or their power as they become a
part of a large organization. The content of their work and
their control over their work often change. Decisions
concerning professionals and their work are taken out of the
hands of those within their own profession, and increasingly
placed in the hands of corporate managers and executives.
As the number of professionals employed by organizations has
increased, the possible effects of organizational employment
on professionals has become a significant part of the study
of deprofessionalization.

However, one aspect of organizational employment of
professionals that has not been explored is the effect that
organizational responses to environmental changes have on
deprofessionalization. Deprofessionalization research has
not addressed firm-level strategies and their influence on
professionals, and strategic choice theory has not addressed
the influence of particular strategies on the professionals
within an organization.

In the years 1875 through 1990, environmental factors

affecting the securities industry in the United States



included not only the competitive shock of deregulation, but
also changes in technology and widespread scandals. This
study uses a comparison of three brokerage firms to
determine differences in organizational responses to these
environmental changes, and whether or not the responses
mediated the effects of the environmental changes on
deprofessionalization. The exploration of differences in
organizational responses in an industry experiencing rapid
change can contribute to the understanding of how
organizational responses affect variation in

deprofessionalization.

RESEARCH QUESTIONS

Four research questions serve to guide the development
and implementation of the study:
1 - In the period 1975-1990, how did brokerage firms differ
in their response to bank deregulation?
2 - In the period 1975-1990, how did brokerage firms differ
in their response to changes in technology?
3 - In the period 1975-1990, how did brokerage firms differ

in their response to scandals within the industry?

4 - How did differences in organizational responses affect
variation among firms in deprofessionalization of
stockbrokers?

10



CHAPTER 2

REVIEW OF LITERATURE

In order to address the issues involved 1in the
variation of deprofessionalization of stockbrokers in the
United States from 1975 through 1990, I have reviewed
several types of literature. Literature on
professionalization provides a foundation for this study.
Deprofessionalization, a systems theory of professions, and
strategic choice theory constitute the theoretical basis for
this project. I have examined literature pertaining ¢to
jurisdictional competition, changing technology and
declining trust, since these are the environmental changes
being considered. These environmental changes are reviewed
in general terms, as well as ways in which they specifically
relate to the deprofessionalization of stockbrokers. In
keeping with the organizational focus of the study, I have
also reviewed 1literature on organizational employment of

professionals.

PROFESSIONALIZATION
For most of the twentieth century sociologists have had

an intense 1interest 1in professions. There have been

11



numerous and diverse efforts to explain precisely what a
profession is and how an occupation becomes a profession.
Freidson notes, the "occupations to which the word has been
applied are so varied as to have nothing in common save a
hunger for prestige" (1970:4).

Some scholars (e.g. Reiss 1955; Goode 1960; Etzioni
1969; Forsyth and Danisiewicz 1985) identify degrees of
professions rather than a simple dichotomy between
nonprofessions and professions. Professions are classified
using terms such as true professions, o0ld established
professions, new professions, would-be professions, marginal
professions, semiprofessions and mimic professions.
Although there 1is no general agreement on terminology, most
occupational sociologists agree that occupations exist along
a continuum ranging from nonprofessions to established
professions (Ritzer and Walczak 1986:61).

Trait Perspective

Structural-functional or trait theory (e.g. Greenwood
1957; Goode 1957, 1960) views professions as occupations
that are worthy of special recognition because they require
more skill and dedication than other occupations. The
relationship between professions and society is seen as an
exchange, with society providing autonomy in return for the
profession's development of specialized knowledge. Higher
income and prestige are seen as "logical" rewards for well

trained and highly motivated professionals (Begun 1986:114).

12



Trait scholars emphasize a set of characteristics that
identify a profession. They argue that these
characteristics are "real" qualities possessed by
professions, but lacking in nonprofessions. Basic concepts
of this theory can be seen by looking at the six most
frequently cited professional characteristics (Ritzer and
Walczak 1986:70-78).

1) General systematic knowledge. Professions are
identified by their general systematic knowledge that |is
transmitted through a lengthy professional training program.
This knowledge base is viewed as complex and as important to
society.

2) Norm of autonomy. Professions are identified by their
freedom from external social control concerning Jjudgments
and behavior. It 1is assumed that external interference
would reduce the quality of professional service.

3) Norm of altruism. Professions are identified by their
altruism or community interest in contrast to the self-
interest of other occupations.

4) Norm of authority over clients. Professionals are seen
as having authority over clients. It is also assumed that
"a questioning clientele would reduce the quality of their
service" (Ritzer and Walczak 1986:76).

5) Distinctive occupational culture. Those in professions
claim to have a distinctive occupational culture that

differentiates professions from nonprofessional occupations.

13



This culture 1is developed through formal organizations such
as professional associations and training schools, as well
as through informal groupings within the profession.

6) Recognition by community and law. The community and the
law recognize formally and/or informally that professions
possess the five traits 1listed above. Formal recognition
usually includes licensing of a profession.

The identification of an occupation as a profession by
the presence of these key traits or characteristics is
central in this view of professions. Although there |is
recognition that the traits wvary in their intensity, they
are used to determine whether or not an occupation is a
profession. Nonprofessions are thought to have few, if any,
of these characteristics (Ritzer and Walczak 1986:70).

Overall, the structural-functionalist explanation of
"essential" traits of "true" professions includes many
inconsistencies and differing terminology (Klegon 1978:262}.
Although some traits are considered essential, there is no
clear agreement on the 1list of essential traits. Roth
(1974) notes that unique attributes of professions listed by
the same author may vary at different times, and that these
attributes are "largely mixtures of unproved--indeed,
unexamined--claims for professional control and autonomy"
(1974:7).

Another problem with this theory is the difficulty of

applying the characteristics to concrete situations. For

14



example, Wilensky (1964) describes the knowledge base of a
profession as "neither too vague nor too precise, too broad
nor too narrow" (1964:148). Accurate application of this
criteria to a specific occupation would be virtually
impossible. In spite of rigid definitions of professions
and difficulties in application, the characteristics
developed by this perspective are useful in a general
understanding of professions. These characteristics are
important in a study of deprofessionalization since the
concept of deprofessionalization is based on the loss of
these distinctive characteristics. On the other hand, it
focuses on structure rather than on professional tasks,
which limits its usefulness for this project. Because of
the previously innumerated limitations, trait perspective
falls short of a realistic representation of professions.
One of the critical problems of trait perspective for this
study is its failure to address change in professions, which
is a primary focus of this study.
Process Perspective

The process approach 1looks beyond the existing
structure of professions, as exemplified 1in professional
characteristics, to the historical development of that
structure. The process perspective (e.g. Caplow 1954;
Hughes 1958; Wilensky 1964; Vollmer and Mills 1966)
identifies a series of steps in the professionalization

process. Scholars differ in their identification of the

15



steps and their sequence, as well as in ideas of the
concreteness or universality of the sequence (e.g. Caplow
1954; Millerson 1964; Wilensky 1964). Wilensky's sequence
is one that is often used: 1) substantial number of people
doing needed service full time; 2) setting wup training
school; 3) professional organization; 4) efforts to win
legal support; 5) code of ethics (1964:142-145).

In keeping with their emphasis on the dynamic process
of professionalization as a key element in understanding
professions, scholars using the process perspective look at
the extent to which an occupation has moved through
particular steps (Vollmer and Mills 1966). The focus is not
only on the structure of a profession, but on the evolution
of that structure. Professions display diverse properties,
and the process perspective attempts to explain this
diversity by showing that some occupations have not finished
the process of professionalization (Abbott 1988:15). Focus
is placed on the extent to which an occupation 1is a
profession, judged by location within a process that follows
a characteristic order.

Wilensky (1964) concludes from his analysis of the
process of professionalization that certain events follow

the same precise order in each profession. However,
results of empirical research by Abbott (1991), while
showing some regularity in medical professionalization, more

importantly show professionalization as a complex process

16



with considerable variation at 1local, state and national
levels. Abbott's conclusion was that the
professionalization process is a "multilevel, contagious,
complex social process...not a simple collective action by a
cohesive group" (1991:380).

Power Perspective

During the early part of this century, trait and
process views dominated the sociological study of
professions. However, these theories were generated in a
period of relative stability for professions. Trait
theory's unchanging list of essential traits is difficult to
apply in periods of rapid change, and the orderly process of
development described by process theorists is more likely
during times when areas of work are uncontested.

In the 1970s critics of these theories proposed an
alternative perspective, identified as the power model (e.q.
Freidson 1973; Roth 1974; Klegon 1978; Ritzer and Walczak
1986). In general, the power perspective rejects the
premise that professions are distinguished by inherent
characteristics or by distinctive historical stages. Power
theorists believe that process and trait theories
underestimate the significance of the political process and
the importance of professional power.

According to the power model, the traits enumerated as
identifications of professional standing are not important

in themselves, but are important only in relationship to the

17


























































































































































































































































































