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Highlights
• The securities industry directly accounts for
only 5.3 percent of all private sector jobs in
New York City, but its impact is much broader.
OSC estimates that 1 in 7 jobs in the City and
1 in 12 jobs in New York State can be linked to
the securities industry.
• Last fiscal year, securities-related activities
accounted for 14 percent of New York State’s
tax revenues and 7 percent of New York City’s.
• Securities industry revenues declined by more
than 20 percent from 2009 to 2011, and by
more than 7 percent in the first half of 2012.
• The securities industry reported very strong
profits in the first half of 2011 ($12.6 billion),
but large losses in the second half ($4.9 billion)
resulted in a disappointing year for profits
overall ($7.7 billion).
• The securities industry earned $10.5 billion in
the first half of 2012, the fifth-best start on
record. Profitability has been volatile, however,
which makes predicting the full year’s results
difficult.
• OSC estimates that the securities industry in
New York City lost 28,100 jobs during the
financial crisis and has added 7,900 jobs during
the recovery, for a net loss of 20,200 jobs since
November 2007.
• OSC estimates that the securities industry in
New York City lost 4,800 jobs (seasonally
adjusted) between May and August 2012. Since
the beginning of 2012, the industry has lost a
net of 1,200 jobs.
• The average salary in the securities industry in
New York City reached $362,950 in 2011,
5.3 times higher than the average in the rest of
the private sector.
• While only one-third of the rules required by
the Dodd-Frank Act have been completed, the
industry has begun to modify its practices in
anticipation of further regulatory changes.
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Five years after the beginning of the financial crisis,
the securities industry remains in transition. The
industry is still working through the fallout from the
financial crisis and many business patterns and
practices are changing as a result of regulatory,
technological and economic factors. However, the
transformation is not yet complete. Only a fraction of
the new regulations called for under the Dodd-Frank
Act and the Basel III Accord have taken effect, and
economic conditions remain weak and vulnerable.
Securities industry revenues have declined in recent
years and profits (as measured by broker/dealer
profits of the member firms of the New York Stock
Exchange) have been volatile, with record losses in
2007 and 2008 followed by the two most profitable
years on record. Last year, the industry was very
profitable in the first half, but reported large losses in
the second half as the European debt crisis deepened
and global economies weakened. The industry has
gotten off to a strong start in 2012, but weaker
economic conditions or some other adverse
development could quickly erode profitability again.
The average salary of employees in the securities
industry in New York City grew by 16.6 percent
over the past two years, to $362,950 in 2011, which
was higher than in any year before the peak in 2007.
Based on data for the first half of 2012, the cash
bonus pool is likely to decline for the second
consecutive year, although it is still too early to
predict by how much.
Employment in the securities industry has fluctuated
during 2012, but there has been a steep decline in
recent months, and modest losses are likely for the
year. Unlike past economic recoveries, the current
recovery in New York City is being driven by other
industries, many of which offer much lower pay.
The securities industry is still adjusting to changes in
its regulatory and economic environment. Whether
the changes will fundamentally alter profitability,
employment or compensation remains to be seen.
Nonetheless, New York City remains the world’s
premier financial center, as its rivals in other cities
face similar or even greater challenges.
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Dodd-Frank Regulatory Reforms
The Dodd-Frank Wall Street Reform and
Consumer Protection Act (“the Act”), which
became law in July 2010, is the nation’s most
wide-ranging financial reform since the Great
Depression. Major provisions of the law were
designed to reduce systemic risk in the financial
industry, improve oversight, limit proprietary
trading
(“the
Volcker
Rule”),
increase
transparency and oversight of derivatives, and
provide greater protections for consumers and
investors.
The Act is complex and lengthy (848 pages), and
requires numerous regulatory changes. According
to the Dodd-Frank Progress Report, produced by
the law firm Davis Polk, the law calls for 87
studies and requires 398 new rules. 1
The progress report reflects that as of October 1,
2012, only one-third (127) of the rules had been
completed. Another 135 rules have been proposed
but not finalized, and 136 rules have yet to be
proposed.
The Volcker Rule, which modifies the Bank
Holding Company Act of 1956, greatly restricts
banks from engaging in proprietary trading and
from sponsoring or holding an ownership stake in
a hedge fund or private equity fund. The rule has
been one of the most heavily debated sections of
the law.
While the Volcker Rule was expected to be
finalized by July 2012, regulators are still revising
the draft rule that was issued in 2011 (after the
public comment period yielded thousands of
responses). The final version of the rule is now
expected to be completed by the end of 2012.
Banks will not have to comply with the Volcker
Rule until July 2014, but they have begun to
change their practices in response to the rule even
though it has not yet been finalized.

1

The total number of rulemaking requirements is based on
estimates. Where multiple agencies are required to issue a
rule or study jointly, the requirement has been counted
more than once.
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The Act also requires certain contracts for
derivatives to be executed on an exchange and
processed through a clearinghouse to increase
transparency. For example, most credit default
swaps, which were a major factor in the financial
crisis, will now be subject to these rules.
Additionally, major market participants will be
subject to new capital and margin requirements
and increased disclosures. Most of the rulemaking
requirements for derivatives have been drafted,
and half have been finalized.
To comply with the rules called for under the Act,
financial firms have hired more employees in risk
management, revised their compensation practices,
increased capital reserves and spun off certain
operations.
Financial firms have expressed concerns that, as
written, the Act will limit their ability to hedge
risk and make profits. Some financial firms,
lobbyists and lawmakers are working to roll back
all or parts of the Act, or to limit the funding
necessary to monitor compliance. Proponents of
the law argue that a properly regulated financial
market is necessary to protect American taxpayers,
and will encourage innovative and profitable new
products.

Systemic Risk
Excessive risk was a major factor in the financial
crisis, and subsequent regulatory changes have
sought to reduce the amount of risk in the financial
system and end the perception that some firms
were “too big to fail” because of the massive
impact that their failure would have on the larger
economy. New regulations require large firms to
create safeguards to protect taxpayers and avert
bailouts, and regulators now have the authority to
break up firms if their failure would threaten the
economy.
“Stress tests” are one of the methods being used to
evaluate whether financial firms can withstand
economic disruptions given their capital levels and
the amount of risk on their books. The DoddFrank Act created two types of stress tests: the
nation’s largest financial institutions are subject to
tests carried out by the Federal Reserve Board; and
smaller firms must conduct their own stress tests.
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The most recent stress test conducted by the
Federal Reserve Board (which assumes a scenario
in which a severe recession occurs in the United
States, along with a slowdown in global economic
activity) concluded that the six largest financial
firms could withstand a severe economic decline
in 2013 and still meet the Basel III capital
requirements that take effect in 2014.2 The test
also concluded, however, that under such
circumstances the six firms could experience
additional cumulative losses that could reach
$188 billion by the end of 2013.

Billions of Dollars
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The Basel III Accord is a set of standards and practices
created by the world’s 20 largest economies in response to
the 2007 financial crisis to ensure that international banks
maintain adequate capital to sustain themselves during
periods of economic strain. The exact amount of capital
depends on the amount of risk associated with particular
types of assets, with riskier assets requiring more capital.
Expenses also rose sharply during the 2005-2007 period,
driven by increased borrowing.
The losses occurred despite an infusion of federal funds
and actions by the Federal Reserve to lower interest rates.
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In 2008, revenue was cut nearly in half (falling by
49 percent), but total expenses declined more
slowly (39 percent) because the industry was slow
to cut compensation and other costs, resulting in a
record loss of $42.6 billion for the year. 4

Gross Revenues
Gross Expenses
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Profitability is the difference between gross
revenue and expenses. As shown in Figure 1, the
gross revenue from the broker/dealer operations of
New York Stock Exchange member firms surged
during the 2005-2007 period (rising by
120 percent), before collapsing in 2008. 3 The
buildup reflected rising levels of leverage and risktaking that were unsustainable in the long term.
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The Dodd-Frank Act requires banks (with
consolidated assets of $50 billion or more) and
certain nonbank financial firms to create “living
wills,” or detailed plans to liquidate operations in a
manner that would have the least impact on the
financial system. The first deadline (for the largest
firms) was in July 2012, and nine banks have
completed living wills for the current year. In
August 2012, the Federal Reserve also directed the
nation’s five largest bank holding companies to
develop “recovery plans” for surviving a future
financial crisis without government assistance.

Figure 1

Wall Street Revenues and Expenses

Note: Results are for broker/dealer operations of New York Stock Exchange member firms.
Sources: Securities Industry and Financial Markets Association; NYSE Euronext; OSC analysis

In 2009, the industry returned to profitability and
reported record profits ($61.4 billion). The
rebound was primarily the result of a large
reduction in interest expenses due to actions taken
by the Federal Reserve. In the two years that
followed, revenues resumed their decline
(although at a slower rate), but expenses (driven
by higher compensation and other costs) began to
rise, eroding profitability. Revenues fell by
22 percent during this period, and by another
7.7 percent in the first half of 2012 as a result of
weaker trading and investment banking activity.
Expenses fell by 6.2 percent during the first half of
2012, driven primarily by reductions in
compensation and interest expenses. 5
Securities firms’ revenues from trading on their
own accounts (including proprietary trading) have
fallen off, reflecting a scaling back of activity as a
result of regulatory changes and trading losses. In
2011, revenue gains from firms trading on their
own accounts during the first half of the year were
virtually erased by losses in the second half.
Revenues from this source declined by 15 percent
during the first half of 2012 compared to the same
period last year.

5

Net revenues (i.e., excluding interest expenses) fell by
24 percent between 2009 and 2011, and by another
7.4 percent in the first half of 2012. Net expenses declined
by 5.6 percent during the first half of 2012, driven
primarily by a reduction in compensation.
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Wall Street Profits
Profits in the securities industry have been
traditionally measured by the profitability of the
broker/dealer operations of the member firms of
the New York Stock Exchange (although these
firms engage in a broader range of activities,
which are not fully captured by this measure).
Profits have been volatile in recent years, with
large losses in 2007 and 2008 due to the financial
crisis, followed by the two most profitable years
on record as the industry benefited from federal
support.
In 2011, the member firms were very profitable in
the first half of the year ($12.6 billion) with the
fourth-best start on record, but then reported large
losses for the second half of the year ($4.9 billion)
as the European debt crisis deepened, market
volatility increased, investment banking activity
sagged and international economies weakened.

a shareholder lawsuit related to its acquisition of
Merrill Lynch, of which $1.6 billion would be
charged against earnings in the third quarter of
2012. Similarly, the New York State Attorney
General recently filed suit against JPMorgan
Chase over alleged fraud surrounding mortgagebacked securities issued by Bear Stearns before
the firm was acquired by Chase in 2008.
Industry profitability has benefited in recent years
from the Federal Reserve’s low interest rate
policies. While the Federal Reserve has committed
to keeping rates low through mid-2015, economic
conditions will eventually bring about higher rates,
which will increase the industry’s cost of doing
business. A period of low interest rates will
provide the industry with an opportunity to
restructure and position itself for the long term.
Figure 2

Pretax Profits at Securities Firms

In an example of the uncertainties affecting the
securities industry, Bank of America recently
announced that it would pay $2.43 billion to settle
6

The member firms of the NYSE reported earnings from
their broker/dealer operations of nearly $7.3 billion for the
first quarter of 2012 and nearly $3.3 billion for the second
quarter.
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The member firms reported a strong start in 2012
with profits of $10.5 billion for the first half of the
year (see Figure 2).6 OSC estimates that the
member firms are on pace to earn more than
$15 billion for all of 2012, which would be twice
the 2011 level and in line with levels of
profitability before the financial crisis. However, a
weaker economy (either domestically or
internationally), a failure to avoid the impending
fiscal cliff or some other adverse development
could quickly erode profitability in the second half
again this year.

Billions of Dollars

The financial markets have improved this year, but
they have followed an erratic path. The Dow Jones
Industrial Average, for example, rose by
8.7 percent between December 31, 2011, and the
beginning of May 2012, but then fell by nearly
1,200 points by the beginning of June. Since then,
the Dow has rebounded, and it reached a new postrecession peak on September 20, 2012. Although
the Dow has since eased, as of October 4, 2012 it
remained close to the post-recession peak and was
up 10 percent for the year.

Note: Results are for broker/dealer operations of New York Stock Exchange member firms.
Sources: Securities Industry and Financial Markets Association; NYSE Euronext

Total Wages
Total wages, which is a function of the number of
jobs and the average salary of those jobs, is an
important measure of the economic impact of the
securities industry. As OSC has noted in past
reports, the securities industry accounts for a
disproportionate share of wages in New York City.
In 2011, the securities industry accounted for
23.2 percent of all private sector wages, even
though it accounted for only 5.3 percent of private
sector jobs. 7
The total amount of wages (including bonuses)
paid to securities industry employees located in
New York City grew by 4 percent in 2011 to reach
$60.7 billion, which is the highest level since the
financial crisis and among the highest on record
(see Figure 3).
7

The industry’s share of private sector wages exceeded
28 percent in 2007 at the start of the financial crisis.
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Figure 3

Securities Industry Wages in New York City
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Note: 1981-1999 data are on the Standard Industrial Classification (SIC) basis; 20002011 are on the North American Industrial Classification System (NAICS) basis.
Source: NYS Department of Labor

Total wage growth in the securities industry has
outperformed the rest of the private sector in New
York City during the current economic recovery.
Between 2009 and 2011, wages in the securities
industry grew at an average annual rate of
8.7 percent, while total wages for all other private
sector jobs grew at an average annual rate of
5.3 percent. These figures reflect changes in both
employment and average compensation.

Employment
Employment in the securities industry in New
York City rose steadily throughout 2010 and most
of 2011. While job levels have fluctuated during
2012, in recent months there has been a sharp
decline. OSC estimates that there were 168,700
jobs in the securities industry in August 2012
(seasonally adjusted), which was 4,800 fewer jobs
than in May 2012 (see Figure 4). Since the
beginning of 2012, the industry has lost a net of
1,200 jobs.
Figure 4

New York City Securities Employment
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Wall Street firms are adjusting their staffing levels
as they restructure in response to pressures from
the financial crisis and subsequent regulatory
changes. While firms are reportedly hiring staff to
assist with new regulatory and risk-management
standards, several firms have announced further
staff reductions, including higher-paid positions
(e.g., investment banking). In light of these
developments and recent employment trends, OSC
believes employment in the securities industry in
New York City will continue to contract slowly
during the rest of 2012.
Wall Street’s contribution to New York City’s job
growth has been much lower in the current
economic recovery than in prior recoveries. The
securities industry has so far accounted for only
3 percent of the jobs added since November 2009,
which is much less than its share at this point in
the recovery following the 1990-1992 recession
(18.6 percent) and the 2001-2003 recession
(11.8 percent). While New York City has gained
more private sector jobs than it lost during the
downturn (179 percent), the securities industry has
regained only 28 percent of the jobs it lost during
its downturn.
Despite industry job losses, New York State has
more securities jobs than any other state in the
nation (nearly two and a half times that of secondranked California), and nearly 90 percent of the
industry’s jobs in the State are located in New
York City (see Figure 5). The City’s share of
statewide securities employment declined slowly
during the 1990s and early 2000s as back-office
operations moved to lower-cost areas and firms
sought geographic diversity after the terrorist
attacks of September 11, 2001. Since then, the
City’s share of securities employment has
remained relatively stable.

Average Salaries
The average salary (including bonuses) paid to
securities industry employees in New York City
fell sharply in 2009, but rose by 16 percent in
2010 and by another 0.5 percent in 2011 to reach
$362,950. This was a higher average than before
the financial crisis (see Figure 6), and was the
highest average among New York City’s major
industries.
Figure 6

Average Salaries in New York City
Securities Industry vs. All Other Private Sector Industries
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Note: 1981-1999 data are on the SIC basis; 2000-2011 are on the NAICS basis.
Sources: NYS Department of Labor; OSC analysis

The disparity between the average salary in the
securities industry and in the rest of the City’s
private sector remains wide, even though it has
narrowed slightly since the financial crisis. In
2011, the average salary in the securities industry
was 5.3 times greater than the average in the rest
of the private sector ($67,900). At its peak in
2007, the average securities industry salary was
6.2 times greater than in other industries. Over the
past three decades, the gap has generally widened.
In 1981, for example, the average salary in the
securities industry was only twice as high as the
average in the rest of the private sector.

6

Bonuses
Financial firms, like most businesses, report
compensation (i.e., base salaries, fringe benefits,
and bonuses, including deferred remuneration) on
an accrual basis of accounting. As such, cash
bonuses paid in January through March of one
year (for work performed during the prior calendar
year) are included in the compensation figures
reported in the prior year’s financial statements.
For example, most of the resources that are being
set aside for cash bonuses in 2012 will be paid out
during the first quarter of 2013.
The Dodd-Frank Act and other regulations have
led Wall Street firms to change their policies on
compensation, including variable compensation
(i.e., bonuses). To reduce excessive risk-taking, a
greater share of bonuses is now deferred (usually
for a period of three years). 8 The increased use of
deferred compensation is creating a pipeline of
bonuses that will be paid in future years, which
will reduce volatility in industry tax payments.
In February 2012, OSC estimated that the cash
bonus pool for securities industry workers in New
York City (for work done in 2011 and paid during
the traditional bonus season) declined by
13.5 percent, to $19.7 billion (see Figure 7),
reflecting heavy losses in the second half of 2011
and changes in compensation practices.
Figure 7

Wall Street Cash Bonus Pool
40
35
30
25
20
15
10
5
0

2011
2010
2009
2008
2007
2006
2005
2004
2003
2002
2001
2000
1999
1998
1997
1996
1995
1994
1993
1992
1991
1990

The average salary in the securities industry in
New York City remained substantially higher in
2011 than for the industry in the rest of New York
State ($228,300) and in the rest of the nation
($161,800), reflecting the greater concentration of
the most highly compensated positions, such as

chief executives and investment bankers, on Wall
Street. The average salaries in the rest of New
York State and in the nation as a whole, however,
experienced stronger growth in 2011 than in the
City (rising by 9 percent and 4.6 percent,
respectively). Nationally, the average salary in the
securities industry reached a new record in 2011.

Billions o Dollars

The City’s share of national securities industry
jobs fell sharply during the 1990s, but stabilized at
about 21 percent during the 2000s, despite an
increase in electronic trading and geographic
diversification. While the City’s share eroded
during the financial crisis, it has since rebounded
as industry jobs in other parts of the nation (such
as California, Illinois, Massachusetts and New
Jersey) have declined.

Note: Cash bonuses for securities jobs located in New York City; excludes deferred components
that have not yet been paid.
Source: OSC analysis
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If these deferrals are paid outside the traditional bonus
season, however, they are harder to identify.
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Consequently, the securities industry’s share of
City tax revenues declined to less than 7 percent in
CFY 2012 from a peak of more than 12 percent in
CFY 2008. The decline reflects reduced
profitability as well as stronger growth in the rest
of the City’s economy.
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The securities industry generates income
(including capital gains) that is subject to New
York City and New York State taxes. OSC
estimates that City tax payments (specifically in
the general corporation, unincorporated business,
and personal income taxes) that are attributable to
the securities industry fell to $2.8 billion in City
Fiscal Year (CFY) 2012. This was a decline of
5 percent from one year earlier, and 40 percent
less than the peak in CFY 2008 (see Figure 8). 10
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Securities Industry-Related Tax Payments
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These trends suggest that the total cash bonus pool
for work performed in 2012 is likely to decline for
the second consecutive year (although it is still too
early to predict by how much because personal
income tax withholding data will not be available
until early 2013). While the total cash bonus may
be smaller than last year, some employees may
receive higher cash bonuses based on the
performance of their particular business activities.
Johnson Associates (a financial services
compensation consulting firm), for example,
forecasts that bond and equity traders could see the
largest bonus increases, while investment bankers
may see declines.

The financial crisis caused City tax revenues to
drop abruptly in CFY 2009, and since then
industry profitability has been volatile and difficult
to predict. Last year, profitability fell short of the
City’s forecast, but the industry’s performance so
far this year has been largely consistent with the
assumptions in the City’s current financial plan,
although OSC believes that industry profitability
could exceed the City’s current forecast. 11

Billions of Dollars

Total compensation for the broker/dealer
operations of member firms of the New York
Stock Exchange declined by 5.5 percent during the
first half of 2012, and a OSC survey of
compensation trends at a sample of large and small
financial firms (including firms that engage in a
broader range of activities than traditional
broker/dealer operations) found that aggregate
compensation declined by 2.7 percent during this
same period. 9 In addition, industry revenues
continue to decline, as previously discussed.

City Fiscal Year
Note: Includes revenue from the personal income, general corporation and unincorporated
business taxes. Personal income taxes include capital gains realizations.
Sources: NYC Department of Finance; NYS Department of Taxation and Finance; OSC analysis

New York State depends on Wall Street even more
than New York City does, because the State relies
more heavily on personal and business taxes. The
State also receives tax payments from the many
industry employees who commute into the City
from the surrounding suburbs (including those
outside of New York State), and from the larger
statewide pool of capital gains realizations.
OSC estimates that securities industry–related
personal income and corporate Article 9A tax
payments to New York State fell to $8.7 billion in
State Fiscal Year (SFY) 2011-2012, a modest
decline from our estimate for the prior year.
Collections, however, remain 30 percent below
their peak in SFY 2007-2008 (see Figure 9). OSC
further estimates that revenue derived from the
securities industry accounted for almost 14 percent
of all State tax revenue in SFY 2011-2012, down
from more than 20 percent in SFY 2007-2008.

9

These figures include payments to employees in cities
around the world, but they suggest that compensation could
decline slightly for employees located in the City.
10
The estimate excludes revenue from real property taxes,
real estate transaction taxes and sales taxes.
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The City’s financial plan assumes that Wall Street profits
will total $10 billion in 2012, employment will decline by
2,600 jobs in 2012, and cash bonuses will contract slightly.
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Figure 9

Securities Industry-Related Tax Payments
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Economic Multiplier
OSC estimates that each new job created (or lost)
in the securities industry leads to the creation (or
loss) of two additional jobs in other industries in
the City. 12 The size of the multiplier reflects the
high income levels associated with the industry
and its importance in the City’s economy. These
additional (or fewer) jobs result from Wall Street
firms engaging in additional (or fewer) businessto-business transactions with other companies
(e.g., professional service firms and other financial
firms), and from Wall Street employees increasing
(or decreasing) their household spending on such
things as restaurants, stores, travel and personal
services.
OSC also estimates that each Wall Street job
created (or lost) results in one additional (or fewer)
job elsewhere in New York State, mostly in the
City’s suburbs. Many Wall Street employees are
commuters, who live and spend in the suburbs,
thereby supporting local businesses and generating
jobs. Based on these multipliers and the current
level of securities industry employment, OSC
estimates that 1 in 7 jobs in the City and 1 in 12
jobs in the State are either directly or indirectly
associated with Wall Street.

12

The estimate is derived from the IMPLAN input/output
model.
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