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C R E S A P ,  M c c o R M I C K  a n d  P A G E T  " . - " " !i: 
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_ _  ~ a n a g e m e n t  ~ o n s u l t a n t s  . '~t~ 

; . " " " " N£W YoRK-cHICAGO:SAN FRANCISCO-LOS A~,~" 
3 4 2  M A D I S O N  AVENUP',N£%~ ' Y O R K  |7, N.Y. " DUSSELDORF-MUNICH ;"~" " 

M U R R A Y  H I L L T - S 4 S O  ' i -"~' 

CABLE ADDRESS: CONSULTANT- N EWYORK ~.~  { ~>.  "ii 

F e b r u a r y  14,  1 9 6 4  '~- _ . 

M r .  G.  K e i t h  F u n s t o n  
P r e s i d e n t  
N e w  Y o r k  S t o c k  E x c h a n g e  
E l e v e n  W a l l  S t r e e t  
N e w  Y o r k ,  N e w  Y o r k  1 0 0 0 5  

Dear Mr. Funston: e 

We are pleased to submit the accompanying report on our study of floor trading , made pursuant to 
your letter dated October 3, 1963. Essentially this report covers the findings and presents the conclu- 
sions derived from our study add, in addition, expresses our opinion regarding the section on floor 

traders of the Report Of Special Study Of Securities Markets Of The Securities Exchange Commission. 

The recommendations submitted in the report recognize that the basic characteristics Of the auction 

market for securities, conducted by the New York Stock Exchange, should be preservedby retaining and 
improving all activities which contribute to a fair and orderly market for buyers and sellers. They also 
recognize that effective functioning of an auction market in securities requires thepresence of specula- 
tive risk-taking at various times and to varying extents,-depending upon conditions, and, further, that it 

should Originate primarily on the Floor of the Exchange where it can be intimately related to the needs 
of the moment by quick decisions and where the activity can be fully controlled in the interest of protect- 
ing the. investing public. 

In a p p r o a c h i n g  t h i s  s t u d y ;  w e  w e r e  c o g n i z a n t  p a r t i c u l a r l y  o f  t h e  c o m p l e x i t i e s  i n  c o n d u c t i n g  a n  
a u c t i o n  m a r k e t  i n  s e c u r i t i e s  a n d  o f  the  n e c e s s i t y  o f  e x a m i n i n g  t h e  q u a l i t a t i v e  a s p e c t s  o f  p e r f o r m a n c e  
on. the  F l o o r ,  a s  w e l l  a s  t h e  q u a n t i t a t i v e  r e s u l t s  o f  t r a d i n g .  T o  t h i s  e n d ,  o u r  s t u d y  g r o u p  s p e n t  a n  
a g g r e g a t e  of  a p p r b x i m a t e l y  50  h o u r s  on  the  F l o o r ,  o b s e r v i n g  i t s  o p e r a t i o n s o n .  " 'nor'mal" d a y s  a n d  u n d e r  
conditions of stress such as Occurred on November Z6, 1963. 

ME£MBER A B S O C I A T I O N  OF" C O N S U L T | N O  M A N A O [ M t N T  E N O | N g [ E R 8  
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M r .  G. K e i t h F u n s t 0 n . .  " - Z - F e b r u a r y  14 ,  1 9 6 4  

We w i s h  to  t a k e  t h i s  O p p o r t u n i t y  to e x p r e s s  a p p r e c i a t i o n  to  t h e  m e m b ' e r s  o f  the  E x c h a n g e  a n d  to  
m e m b e r s  o f  the  e x e c u t i v e  o r g a n i z a t i o n  w h o  d e v o t e d ,  m u c h  v a l u a b l e  t i m e  i n  a s s i s t i n g  u s  to g a i n  t h e  n e c e s -  
s a r y  comprehension, o£the operations.. 

Yours v e r y  t r u l y ,  

C R E S A P ,  M c C O R M I C K  a n d  P A G E T  
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I - I N T R O D U C T I O N  

T h i ~  c h a p t e r  s u m m a r i z e s  t h e  b a c k g r o u n d  of  t h i s  s t u d y ,  s t a t e s  t h e  o b j e c t i v e s  a n d  s c o p e ,  d e s c r i b e s  
b r i e f l y  t h e  a p p r o a c h  u s e d ,  a n d  e x p l a i n s  t h e  a r r a n g e m e n t  o f  t h e  r e p o r t .  

BACKGROUND 

This study was undertaken at the request of the New York Stock Exchange for "an independent com- 

prehensive study of floor trading as currently conducted on the Floor of the New York Stock Exchange .... " 

The ~ctivities of the floor trader - the Exchange member who buys and sells for his own account as he 

sees fit - have been subject to controversy for many years. For a small minority of floor members, 

it is their primary or sole activity. For a majority of floor members, it is an occasional or frequent 

adjunct to their principal activity as brokers or dealers. 

T h e  r e q u e s t  f o r  t he  p r e s e n t  s t u d y  s t e m m e d  f r o m  t h e  f i n d i n g s  a n d  c o n c l u s i o n s  c o n t a i n e d  in  t h e  R e p o r t  . 
Of  T h e  S p e c i a l  S t u d y  Of S e c u r i t i e s  M a r k e t s  p r e p a r e d  b y  t h e  s t a f f  of  t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m -  
m i s s i o n  a n d  d a t e d  J u l y  16, 1963 ( P a r t  2), a n d  r e f e r r e d  to h e r e  a s  t h e  " S p e c i a l  S t u d y .  " S e c t i o n  l l  o f  t h e  
S e c u r i t i e s  E x c h a n g e  A c t  o f  1934  a u t h o r i z e d  t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n  (SEC)  " . . .  to  
r e g u l a t e  o r  p r e v e n t  f l o o r  t r a d i n g  b y  m e m b e r s  of  n a t i o n a l  s e c u r i t i e s  e x c h a n g e s ,  d i r e c t l y  o r  i n d i r e c t l y  
f o r  t h e i r  o w n  a c c o u n t  o r  f o r  d i s c r e t i o n a r y  a c c o u n t s  . . . .  '! A c c o r d i n g l y ,  t h e  S E C  h a s  f r o m  t i m e  to  t i m e  
m a d e  s t u d i e s  on  f l o o r  t r a d i n g  a c t i v i t y ,  a n d  t h e  N e w  Y o r k  S t o c k  E x c h a n g e  ( N Y S E ,  o r  t h e  E x c h a n g e )  h a s  
m a d e  i t s  o w n  i n d e p e n d e n t  s t u d i e s .  A s  a r e s u l t  o f  t h e s e  s t u d i e s ,  t h e  E x c h a n g e  a d o p t e d  r u l e s  g o v e r n i n g  
f l oo~  t r a d i ' n g ,  a n d  t h e  E x c h a n g e  a n d  t h e  S E C  e s t a b l i s h e d  p r o c e d u r e s  f o r  s u r v e i l l a n c e  o f  t r a d i n g .  T h e  
evolution of the rules has been well described by the Special Study (pages ZZ6 to 237). Through these 

rul~s; practices and other-factors, trading activities on the Floor of the Exchange have been substanti- 

ally-improved over .the conditions prevailing in the years preceding the 1934 "Act. 

T r a d i t i o h a l l y ,  the  r e g u l a t o r y  p o w e r s  o f  t h e  S E C  h a v e  b e e n  e x e r c  f s e d  i n  r e s t r i c t i n g  f l o o r  t r a d i n g  o n  
t he  E x c h a n g e ;  t h e r e a p p e a r s  to  h a v e  b e e n  n o  e n d e a v o r ,  b y  e i t h e r  t h e  S E C  o r  t h e  E x c h a n g e ,  to  s p o n s o r  
r u l e s  w h i c h  w o u l d  p r o v i d e  a f r a m e w o r k  w i t h i n  w h i c h  t h e  f l o o r  t r a d i n g  f u n c t i o n  c o u l d  b e  c o n s t r u c t i v e l y  
u s e d  to  i m p r o v e  t h e  a u c t i o n  m a r k e t .  On  t h e  c o n t r a r y ,  f l o o r  t r a d e r s  a n d  f l o o r  t r a d i n g  h a v e  b e e n  a f o c a l  
p o i n t  of  c o n t i n u i n g  c r i t i c i s m  b y  t h e  s t a f f  o f  t h e  S E C  - c r i t i c i s m  w h i c h  h a s  r e a c h e d  t h e  p r o n o u n c e d  f o r m  

c n  
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of  r e c o m m e n d a t i o n s *  t h a t  t h e  C o m m i s s i o n  e x e r c i s e  t h e  a u t h o r i t y ,  g r a n t e d  b y  S e c t i o n  11 of  t h e  1 9 3 4  A c t ,  
to  a b o l i s h  f l o o r  t r a d i n g .  

OBJECTIVES AND SCOPE 
OF THE STUDY 

The objectives established by the Exchange in its letter of authorization of the present study were 
twofold: 

"1. A s t a t e m e n t  o f  y o u r  f i r m ' s  o p i n i o n  r e g a r d i n g  t h e  S e c u r i t i e s  a n d  E x c h a n g e  c o m m i s s i o n  S t u d y  
R e p o r t ' s  c r i t i c i s m  of  f l o o r  t r a d i n g  (Ref:  C h a p t e r  VI) ,  i n c l u d i n g  a p p r o p r i a t e  c o m m e n t s  o n  t h e  v a r i o u s  
s t a t i s t i c a l  s t u d i e s  r e f e r r e d  to  b y  t h e  S E C ,  a n d  t h e i r  c o n c l u d i n g  r e c o m m e n d a t i o n s  r e  c o m p l e t e  a b o l i t i o n  
o f  f l o o r  t r a d i n g ;  a n d  

"Z. If,  a f t e r  s t u d y i n g  a l l  t h e  f a c t s  a n d  p e r t i n e n t  o p i n i o n s  a : v a i l a b l e ,  y o u  c o n c l u d e  t h a t  f l o o r  t r a d i n g  
s h o u l d  be  c o n t i n u e d  u n c h a n g e d  a s  to  r u l e s  a n d  p r e s e n t  p r a c t i c e s  y o u  w i l l  s o  s t a t e .  I f ,  h o w e v e r ,  y o u  
b e l i e v e  i t  s h o u l d  be  c o n t i n u e d  w i t h  s o m e  m o d i f i c a t i o n  .in t h e  p r e s e n t  r u l e s ,  y o u  w i l l  e x p r e s s  y o u r  j u d g -  
m e n t  a s  to w h a t  c h a n g e s  s h o u l d  b e  m a d e .  " 

T h e  l e t t e r  of  a u t h o r i z a t i o n  i n d i c a t e d  t h a t  t h e  s t u d y  s h o u l d  b e  a d d r e s s e d  to ,  '"out n o t  n e c e s s a r i l y  
r e s t r i c t e d  t o , " t h e  s t u d y  o b j e c t i v e s  s t a t e d  a b o v e .  

T h e s e  o b j e c t i v e s  w e r e  i n t e r p r e t e d  a s  c o n s t i t u t i n g  a u t h o r i t y  t o  r e a c h  w h a t e v e r  c o n c l u s i o n s  a n d  to  
f o r m u l a t e  w h a t e v e r  r e c o m m e n d a t i o n ~  t he  s t u d y ' s  f i n d i n g s  a p p e a r e d  to  w a r r a n t .  T h e  f r a n c h i s e  o f  t h e  
a s s i g n m e n t  w a s  r e g a r d e d  a s  p e r m i t t i n g  r e c o m m e n d a t i o n s  w h i c h  m i g h  t r a n g e  f r o m  c o m p l e t e  a g r e e m e n t  
w i t h  t h e  S p e c i a l  S t u d y ,  o n  t h e  o n e  h a n d ,  to  c o m p l e t e  a g r e e m e n t  w i t h  t h e  p o s i t i o n  o f  t h e  N Y S E ,  o n  t h e  
o t h e r .  

\ 

* R e p o r t  £o t h e  C o m m i s s i o n  b y  t h e  T r a d i n g  a n d  E x c h a n g e  D i v i s i o n  dated January  15, 1945,  p. 44;  a n d  
p a g e  Z41 of  t h e  S p e c i a l  S t u d y ,  r e f e r r e d  to a b o v e .  
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2"urthermore, the comphcated mechanism of the .NYSE, and its unusually closeinterrelationship of ~ 
funCtions~prevent the isolation and exarnination of one Specific area. While C ogaiizan t of the scope of the 
as signment,the study team felt compelled £o take a broad look at member trading, for any change of the 
NYSE mechanism inevitably affects more than the one area in which the change, is made. 

APPROACH .TO 

THE STUDY . - 
. .. :..~ .~?~. .. 

The s u r v e y  t e a m  of C r e s a p ,  M c C o r m i c k  and P a g e t  i n c l u d e d  p e r s o n n e l  w i th  p r e v i o u s  e x p e r i e n c e  in 
the g~~di~rlti~V_b.dsi~ess, w h o  ~ thuS-had  a b a c ~ k g r o u r ~ d  - f o r ' - ~ n d e r s t a n d i n g  the o p e r a t i o n s  ~ of t h e  ~ U c ' t i o ~  m a r k e t  
which  Would ndt o t h e r w i s e h a v e  b e e n  a t t a inab le  w i th in  the  t i m e  s p e c i f i e d  for  c o m p l e t i o n  of the study.  
R e g a r d i n g  the approach  to the s tudy,  the l e t t e r  of a u t h o r i z a t i o n  s p e c i f i e d :  

" To conduct  th is  s tudy,  the New York  S tock  E x c h a n g e  w i l l  m a k e  a v a i l a b l e  to you a l l  p e r t i n e n t  
r e p o r t s ,  s t u d i e s ,  f l oor  t rad ing  data u s e d  for  s u r v e i l l a n c e  p u r p o s e s ,  and o t h e r  a i~propriate  
m a t e r i a l  you m a y  w i s h  to e x a m i n e .  We w i l l  a r r a n g e  f o r  w h a t e v e r  v i s i t s  you w i s h  to c o n d u c t  
wi th  f loor  t r a d e r s ,  o t h e r  E x c h a n g e  m e m b e r s ,  E x c h a n g e  o f f i c i a l s ,  and s ta f f  m e m b e r s '  of the  
s E c  i f  you w i s h .  YOU m a y  ta lk  to any of t h e m  p r i v a t e l y  and c o n f i d e n t i a l l y ,  a s  you b e l i e v e  
desirable. " .- 

Accordingly, the study was approached in the following principal steps. 

Review of t.rading rules. The-trading rules were studied and interpretative Conferences held with 
officials of the F~oor Department of the Exchange. 

Study of floor operations. The survey team devoted approximately 50 hours to observing operations 
on the Floor. and to discussing with members on the Floor the way in which all categories of participants 
in the market ~function. 

• \ 

S t a t i s t i c a l  ana lyse s .  V a r i o u s  s tat is t ical~  t e s t s  w e r e  a p p l i e d  to the f l o o r  t r a d i n g  a c t i v i t y  in an e f f o r t  
to d e f i n e  the r e l a t i o n s h i p  o f - f l oor  t rad ing  to p r i c e  c h a n g e .  

R e v i e w  of repor t s  and f l o o r  t rad ing  d a t a .  P e r t i n e n t  r e p o r t s  w e r e  o b t a i n e d  and r e v i e w e d ,  arid s u r -  
v e i l l a n c e  data of the E x c h a n g e  w e r e  e x a m i n e d  and a n a l y z e d  w h e r e  a p p r o p r i a t e .  E x p l a n a t i o n s  of s u r v e i l -  
l ance  p r o c e d u r e s  w e r e  obta ined  f r o m  o f f i c i a l s  of the F l o o r  D e p a r t m e n t ,  and c o n f e r e n c e s  w e r e  he ld  w i t h  
m e m b e r s  of  the D e p a r t m e n t  of R e s e a r c h  and S t a t i s t i c s  r e g a r d i n g  a n a l y s e s  of s t a t i s t i c a l  data.  

• • / /  
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~ i ~ _ k ~ ~ ~ . ~ e ~ 2  C o n f e r e n c e s  w i t h : N Y S E  m e m b e r s ,  • a l l i e d , . . m e m U e r s ,  A p p r o x i m a t e l y  75  c o m m i s s i o n  b r o k e r s ,  . ~.; 
~,2.%,~.~~o=~%~.~. ~ < - > . ~ ' ~ - ~ . ~  s p e c i a l i s t s : a n d  f l o o r  t r a d e r s  w e r e . i n t e r v i e w e d  to  a s c e r t a i n  t h e i r  p o l i c i e s ,  m e t h o d s  a n d  p r a c t i c e s  i n  . [ i~ '~ '~ : ,  

} - 2 , ; ~ o . ~ o ~ k ~ : ~ N . . ~ - ~ . ~ ;  ..c.ond.uc_ti!~g theiLr, . . -operations o n  .the . F l o o r  a n d  t o  o b t a i n  t h e i r  o p i n i o n s  o n  t h e  p e r f o r m a n c e  a n d  r e s p o n s i -  i~. ~ k ~ .  

b lmes o f -  floor-..trad n .o ' - • , .  

[- ~,-" ' z ° -  . . . .  ~'g~ ... . . . .  ~ . - o ~ / ~ . ~ _ - . T . ~ . . = ' °  ~ "  • R e v i e w  o f  S p e c i a l  S t u d y .  T h e - s e c t i o n  o n  f l o o r  t r a d i n g  w a s  r e v i e w e d  a n d  t h e  f a c t s ,  i m p l i c a t i o n s  a n d  , : [  , ' .  ,; 

,~Z-~o ....... ,%v,@~.~ ~:~. ;o_.-~o-.,.. ~¢%:~.~" - . .... ~<~ ~ . . . . . . . .  conclusions were carefully considered. Also, other parts of the Special Study •having a bearing upon 

~ 2 : ~  , :  ::?~f$~•-:.• ?~: ~ ~ .• ~ ~7"%~ .-" : . .- , .  . f l o o r  t r a d i n g  wei-'e ::~.:e~,iewed. 

, .  ¢ 

• . = • 

~ V  

~ ,  . a "  " °  

. ' ? .  

c 

o 

Q u d § t i o ~ n ; a i r e  0 n m e m b e - r  t r a ~ i i n g .  T o  o b t a i n  f u l l  b e n e f i t  o f  t h e  e x p e r i e n c e  o f  c o m m i s s i o n  b r o k e r s ,  
spec la i i s t s ,aSddq-"- tS t ' :b : i0ker ,  s~ - - f lo 'o -r . t : raders  a n d  o t h e r  m e m b e r s ,  a q u e s t i o n n a i r e  d e a l i n g  . w i t h  f l o o r  [ f a d i n g  
w a s  p r e p a r e d  a n d  s e n t  to  a l l  m e m b e r s .  A p p r o x i m a t e l y  9 0 0  q u e s t i o n n a i r e s  w e r e  c o m p l e t e d  a n d  r e t u r n e d ,  
a n d  t h e - r e s u l t s ,  t o g e t h e r  w i t h  .the. q u e s t i o n n a i r e  f o r m ,  a p p e a r  i n  t h e  A p p e n d i x e s .  

I n t e r v i e w s  w i t h  • o t h e r  e x p e r t s .  B e y o n d  t h e  f o r e g o i n g  s t e p s ,  o v e r  4 0  i n t e r v i e w s  w e r e  c o n d u c t e d  w i t h  
i n d i v i d u a l s  reg_.a-f~ed a s  r e t i . a b l e  s o u r c e s  Of i . n f o : r m a t i o n  0 n  ~the e x e c u t i o n 0  / o r d e r s  o n  t h e  N .YSE,  - . T h e s e  
i n c l u d e d  t r a d e r S : " a n d  o f f i c e r s  Of i n v e s t i n g  i n s t i t u t i o n s  s u c h  a s  banks~"and  i r l v e s t m e n t  c o m p a n i e s ,  i n d i v i d u a l s  
n o w  o r  f o r m e r l y . a s s o c i a t e d  w i t h  t h e  S E C  a n d  S E C  S p e c i a l  S t u d y ,  a n d  o f f i c i a l s  o f  t h e  F e d e r a l  R e s e r v e .  

T h e  m a s s  of  d a t a  t h u s  a s s e m b l e d  w a s  c a r e f u l l y  e x a m i n e d  .and i n t e r p r e t e d ,  a n d  o p i n i o n s ,  c o n c l u s i o n s  
a n d  r e c o m m e n d a t i o n s  w e r e - f O r m u l a t e d  f o r  p r e s e n t a t i o n  i n  t h i s  r e p o r t .  
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II - MEMBER TRADING PRACTICES AND PROBLEMS 

[- , "  "~o  

m 

C ~  

Trading by NYSE members for their own or their firm's account has traditionally been separated 
into transactions initiated on the Floor of the Exchange and those initiated off the Floor. This has pro- 

vided an important point of differentiation for trading activity, but has also engendered a number of 

problems in defining what constitutes a floor trade. Also, there appears to be some confusion at times 
over the category into which a member trade falls. 

This chapter will examine the volume of member trading; trading policies and practices of mem- 

bers and member firms; conflicts of interest which may arise; the ethical problem of floor trading; 

and the internal and public relations problems arising from floor trading. Some general observations 
are then made regarding certain larger aspects of the problem: 

V O L U M E  O F  
T R A D I N G  

¢ 

In 1937 ,  o n - f l o o r  t r a d i n g  v o l u m e  r e p r e s e n t e d  6 . 8  p e r  c e n t  o f  t w i c e - t o t a l  r o u n d  l o t  v o l u m e  on  t h e  '. ~%X~'k-" 
N Y S E .  It d e c l i n e d  to s l i g h t l y  m o r e  t h a n  3 p e r  c e n t  in  1 9 4 6 ,  a n d  i n  1 9 6 2  w a s  2 . 3  p e r  c e n t  o f  t w i c e - t o t a l  . ~ , ~ _ + ~  
v o l u m e .  In r e c e n t  y e a r s ,  i t  h a s  g e n e r a l l y  r e m a i n e d  w i t h i n  t h e  r a n g e  of  g to  3 p e r  c e n t .  O f f - f l o o r  t r a d -  ~ ~ ' J r ~  
ing, on the other hand, in 1962 accounted for just under 5 per cent of twice-total volume. Since 1937, I ~" ~ ~ ~ 

it has ranged from 2.9 to 6. 1 (in 1949) per cent. For the two categories combined, member trading , m 

c u r r e n t l y  a c c o u n t s  f o r  b e t w e e n  7 a n d  8 p e r  c e n t  o f  t w i c e - t o t a l  v o l u m e  o n  t h e  N Y S E .  ~ ° ~ 

- i. ~ ( ~ .  ~ '~  • 

F I R M  P R A C T I C E S  . , :  'i ~ "9' ~ 

A N D  P O L I C I E S  " " " ' 1 ~ ~  
| _  

Exhibit II-l, prepared from the results of the questionnaire sent to all members, depicts the i'-' ~ 

answers of the respondents to the questions of how often they traded on the Floor and off the Floor, ' ~,~+ 

for their own or their firm's account. Completed questionnaires were received from approximately 
two-thirds of the membership (895). 
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2. 

• i I  

ON 
!FLOOR 

Q U E S T I O N N A I R E  

• - L . - . - - . J  L - . - , - J ]  

ALMOST 
DALLY 

NEW YORK STOCK E X C H A N G E .  

RESPONSES.,  ALL  MEMBERS 
OWN OR F I R M ' S  A C C O U N T  

T R A D I N G  FOR 

E X HI B IT II :_C: '~' T" 
• o ,  .; 

i ~ . . ~  

m 

A B O U T  ONCE 
OR TWICE 

A WEEK 

A B O U T  ONCE 
OR TWICE 
A MONTH 

A FEW 

TIMES A 
Y E A R  

N E V E R  

NO ANSWER 

"TOTAL 

ALMOST " 

DALLY 

12 

25 

.1 

48 

A B O U T  ONCE 
OR TWICE 

A WEEK 

17 
(13) 

17 

53 
(13) 

OFF FLOOR 

A B O U T  O N C E  
OR T W I C E  
A MONTH 

7 
(4) 

I I  

-11 

23 

i. 

61 
(4) 

A FEW 
TIMES A 

Y E A R  

41 
(14) 

32 

2O 
{1) 

134 

130 

4 
( 1 )  

N EV ER 

24 
(3) 

14 

16 

8O 
{1) 

217 

NO ANSWER 

I1 
(I} 

T O T A L  

102 
(34) 

65 

55 
(1) 

237 
( I)  

418 

18 
(2) 

NOTE: Figures in parentheses indicate responses frommembers whose 
principal activity is floor trading. 

361 
(16) 

352 
(4) 

2O 
( 1 )  

895 
(38) 
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Exhibit II-i shows that among floor traders, of whom 34 trade almost daily on the Floor, 13 also trade 

about once or twice a week off the Floor, and only 3 of the 34 never trade off the Floor. On the other hand, 

12 members who said floor trading was not their principal activity stated that they trade almost daily, 

both on and off the Floor. Nine of the iZ are commission brokers from various-sized firms. In addition 

to the 34 floor traders trading almost daily on the Floor, 68 other members fall into this category, in- 

cluding 37 commission brokers, 10 $2 brokers, and nine specialists. 

T h i s  e x h i b i t ,  p l u s  n u m e r o u s  i n t e r v i e w s  w i t h  E x c h a n g e  m e m b e r s  a n d  i n f o r m a t i o n  g a t h e r e d  f r o m  
F o r m  8 2 ' s  (a f o r m  s u b m i t t e d  d a i l y  to  the  N Y S E  to  r e p o r t  a l l  f l o o r  t r a d e s )  i s  e v i d e n c e  t h a t ,  w h i l e  t h e  
s o - c a l l e d  f u l l - t i m e  f l o o r  t r a d e r  m a y  be  r e s p o n s i b l e  f o r  a l a r g e  p e r c e n t a g e  o f  t h e  f l o o r  t r a d i n g  v o l u m e ,  
a s i g n i f i c a n t  n u m b e r  of  m e m b e r s  w h o s e  p r i n c i p a l  a c t i v i t y  i s  n o t  f l o o r  t r a d i n g  a r e  e n g a g i n g  in  i t  q u i t e  
f r e q u e n t l y .  A n o t h e r  i m p o r t a n t  p o i n t  i s  t h a t  m o r e  t h a n  300 m e m b e r s  r e s p o n d i n g  to  t h e  q u e s t i o n n a i r e s  
t r a d e  b o t h  on  a n d  of f  the  F l o o r  w i t h  v a r y i n g  f r e q u e n c y .  

Member trading on-floor is subject to more restrictions than member trading off-floor. NYSE 

Rules i08, I09 and Ii0 place restrictions on transactions originating on the Floor, but do not apply to 

member orders originating off the Floor. An off-floor order, upon reaching the Floor, is accorded the 

same status as a public order. In addition, although the Exchange rules are quite explicit in defining 

the physical boundaries of the. Floor and the difference between an on- and an off-floor order, there 

still remains a gray area which has led to considerable confusion on the part of some members regarding 

on-floor and off-floor trades. A questionnaire comment from a specialist sums up the problem and 

explains how he and many others interviewed resolve it: "I never use off-floor trading rules for my own 

or firm's account. It is my feeling that, if I or my partners are on the Floor, there is a gray area where 

the conflict with the rules can occur. Since both firm and personal trades are rare, I find it simpler to 

have the time and tick recorded on every transaction. " 

Floor traders, because of their presence on the Floor of the NYSE, are generally considered to 

have an advantage over members trading from off the Floor. Paradoxically, there exists an area in 

which the true floor trader is at a distinct disadvantage compared with other members. A number of 

member firms which conduct an active trading operation, for their firms' account, in stocks listed on 

the NYSE, will typically have one or more partners on the Floor or they may use the services of a $2 

broker; at the same time, they may have one or more partners off the Floor following the ticker tape 

and other market information sources. While evidence indicates that these firms are very careful to 

observe the rules regarding what is on-floor and what is off-floor, they nevertheless have the advantage 

of a broader scope of trading operation. 
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CONFLICT OF 

INT ERES T 
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An a r e a  o f  w h i c h  the  E x c h a n g e  a n d  i t s  m e m b e r s  a r e  k e e n l y  a w a r e  i s  c o n f l i c t  o f  i n t e r e s t .  R e g a r d i n g  
the  c o n f l i c t  w h i c h  m a y  a r i s e  w h e n  a m e m b e r  t r a d e s  f o r  h i s  o w n  o r  f i r m ' s  a c c o u n t ,  on  o r  o f f  t he  F l o o r ,  
and  a l s o  h a n d l e s  p u b l i c  o r d e r s  a s  p a r t  o f  h i s  a c t i v i t i e s ,  t he  N Y S E  h a s  r u l e s  of  l o n g  s t a n d i n g  to  e n s u r e  
t ha t  p u b l i c  o r d e r s  r e c e i v e  p r e f e r e n t i a l  t r e a t m e n t .  F o r  i n s t a n c e ,  R u l e  92 p r o h i b i t s  a m e m b e r  f r o m  t r a d -  
ing  f o r  an  a c c o u n t  in  w h i c h  he  h a s  an  i n t e r e s t  i f  he  h a s  an  u n e x e c u t e d  c u s t o m e r ' s  m a r k e t  o r d e r .  

A n u m b e r  o f  m e m b e r  f i r m s  d e a l i n g  w i t h  t h e  p u b l i c ,  a n d  k e e n l y  a w a r e  o f  t h e  p o t e n t i a l  c o n f l i c t ,  h a v e  
i m p o s e d  r e s t r i c t i o n s  on t h e i r  m e m b e r s  o v e r  a n d  a b o v e  the  N Y S E  r u l e s .  S o m e  f i r m s  p r o h i b i t  e n t i r e l y  
t h e i r  f l o o r  m e m b e r s  f r o m  e n g a g i n g  in  f l o o r  t r a d i n g .  O r d e r s  f o r  t h e i r  a c c o u n t s  m u s t  be  e n t e r e d  o u t s i d e  
of  t r a d i n g  h o u r s ;  s o m e  f i r m s  s t i p u l a t e  t ha t  m e m b e r s '  o r d e r s  m u s t  go t h r o u g h  the  o r d e r  d e s k  the  s a m e  
a s  a n y  o t h e r  o r d e r .  O t h e r  f i r m s  p r o h i b i t  m e m b e r s  f r o m  c a r r y i n g  s e c u r i t i e s  in  a m a r g i n  a c c o u n t .  A n o t h e r  
p o l i c y  s o m e t i m e s  a d o p t e d  r e q u i r e s  m e m b e r s  to  p a y  fu l l  c o m m i s s i o n  on  a l l  t r a d e s  f o r  t h e i r  o w n  a c c o u n t .  
It  a p p e a r s  t h a t  the  i n t e n t  o f  a l l  t h e s e  r e s t r i c t i o n s  i s  to e n s u r e  t h a t  p u b l i c  o r d e r s  h a n d l e d  b y  t h e s e  f i r m s  
a r e  e x e c u t e d  in a m a n n e r  w h i c h  r e s u l t s  in the  f a i r e s t  t r e a t m e n t  p o s s i b l e  f o r  the  c u s t o m e r ,  and  t h a t  f i r m  
m e m b e r s  a r e  e x p e n d i n g  t h e i r  t i m e  a n d  e f f o r t  in  t h e  c u s t o m e r s '  b e h a l f .  

As  the  q u e s t i o n n a i r e  r e s u l t s  a n d  i n f o r m a t i o n  f r o m  i n t e r v i e w s  s h o w ,  a s i z a b l e  n u m b e r  of  f l o o r  m e m -  
b e r s  do t r a d e  f o r  t h e i r  o w n  ac•coun t  a n d  a l s o  h a n d l e  c u s t o m e r  o r d e r s .  O n e  o f  the  m a i n  c o n t r i b u t i o n s  
w h i c h  the  f l o o r  t r a d e r  c a n  m a k e  i s  to be  w i l l i n g  a n d  a b l e  to  s t e p  i n t o  a h e c t i c  m a r k e t  s i t u a t i o n ,  a n d  b y  
h i s  a c t i v i t y  h e l p  d a m p e n  a n y  e x c e s s e s .  It i s  d u r i n g  t h e s e  p e r i o d s  o f  u n u s u a l  m a r k e t  c o n d i t i o n s ,  w h e n  
the  f l o o r  t r a d e r  i s  m o s t  n e e d e d ,  t h a t  a b r o k e r  e n g a g e d  in h a n d l i n g  c u s t o m e r  o r d e r s  w i l l ,  b y  r e a s o n  of  
e x e c u t i n g  t h e m  f i r s t ,  be  l e a s t  l i k e l y  to c o n d u c t  h i s  f l o o r  t r a d i n g  a c t i v i t i e s  in  a c o n s t r u c t i v e  m a n n e r .  

However, since there are numerous occasions when the transactions of commission brokers, acting 
on their own behalf, do contribute to price continuity, the-problem consists of finding a means whereby 

these members, with the capital and the desire to engage in transactions for their own account, may be 

enlistedconstructively to improve the operation of the auction market - but with such .activity, at all 

t i m e s ,  g o v e r n e d  b y  the w e l l : e s t a b l i s h e d  p r i n c i p l e s  w h i c h  d e t e r m i n e  c o n f l i c t  o f  i n t e r e s t .  

11-3 

o 

m 

05 

| o 6 "  

2 o ~ ,  



]o o-':,~ -.; ) 

THE ETHICAL 

PROB LE M 

An i n t e n s i v e  e f f o r t  w a s  m a d e  to d e t e r m i n e  h o w  m e m b e r s  c o n d u c t  t h e m s e l v e s  on the  F l o o r  o f  the  
E x c h a n g e ,  e s p e c i a l l y  w h e n  t r a d i n g  f o r  t h e i r  o w n  a c c o u n t .  T h e  W a l l  S t r e e t  a d a g e ,  "A b r o k e r ' s  w o r d  i s  
h i s  b o n d ,  " is in g e n e r a l  r e g a r d e d  no t  a s  a h a c k n e y e d  s l o g a n ,  b u t  a s  a c o d e  u n d e r  w h i c h  E x c h a n g e  m e m -  
b e r s  t r a n s a c t  t h e i r  b u s i n e s s .  D e s p i t e  t h i s  h i g h  e t h i c a l  c o d e ,  t h e r e  a r e  s o m e  a r e a s  w h i c h  n e e d  i m p r o v e -  
m e n t  and  c l a r i f i c a t i o n .  In t h e  q u e s t i o n n a i r e ,  m e m b e r s  n o r m a l l y  on  t h e  F l o o r  w e r e  a s k e d  i f  t h e y  h a d  
o b s e r v e d  a n y  i n s t a n c e s  of  q u e s t i o n a b l e  f l o o r  t r a d i n g  p r a c t i c e s .  Of  679 m e m b e r s  w h o  r e s p o n d e d  to  t h i s  
q u e s t i o n ,  231 a n s w e r e d  y e s .  M e m b e r s  w e r e  a l l o w e d  a m u l t i p l e  s e l e c t i o n  w h e n  a n s w e r i n g  w h a t  s p e c i f i c  
p r a c t i c e s  t h e y  h a d  o b s e r v e d .  T h e  two m o s t  c o m m o n  p r a c t i c e s  a n s w e r e d  w e r e  c o n g r e g a t i n g  b y  f l o o r  
t r a d e r s  a n d  d o m i n a t i n g  m a r k e t s .  N ine  f l o o r  t r a d e r s  o b s e r v e d  i n s t a n c e s  of  o t h e r  f l o o r  t r a d e r s  c o n g r e g a t -  
ing  in  c e r t a i n  s t o c k s ,  a s  d id  52 s p e c i a l i s t s ,  91 c o m m i s s i o n  b r o k e r s  a n d  18 $Z b r o k e r s .  

The term "congregating" may mean that a member was physically inconvenienced by a large number 

of traders and others at a particular post, or it may mean that the presence and activity of these persons 

tended to make transactions of other brokers more difficult to execute. While 179 members observed 

instances of congregating, 98 members observed instances of floor trade~inatin~ the markat~o 

There were a lesser number ol other quest{onable practices, but the questionnaire, observation and 

i~ 
m a n y  i n t e r v i e w s  i n d i c a t e  t h a t ' t h e  m a i n  p r o b l e m  d o e s  n o t  s e e m  to be  o n e  o f  i n d i v i d u a l  e t h i c s .  R a t h e r ,  

lithe p r o b l e m  is  i n a d e q u a t e  s u r v e i l l a n c e  by  E x c h a n g e  g o v e r n o r s  a n d  o f f i c i a l s .  A l s o ,  m e m b e r s  c o m p l a i n  
l l that  r u l e s  a r e  no t  u n i f o r m l y  i n t e r p r e t e d  b y  t h o s e  c h a r g e d  w i t h  t h i s  r e s p o n s i b i l i t y  on  the  E x c h a n g e  F l o o r .  

~ It is n o r m a l  to  e x p e c t  s o m e  d i f f e r e n c e s  of o p i n i o n  w i t h i n  a n y  g r o u p  of  m e n  o r  t h e  i n t e r p r e t a t i o n  of  d i f -  
f i c u l t  r e g u l a t i o n s ,  bu t  the  p r o b l e m  s e e m s  to  e x t e n d  b e y o n d  t h e  n o r m a l  d i f f e r e n c e s  t h a t  m i g h t  be  e x p e c t e d  
and  s u g g e s t s  the  n e e d  f o r  i m p r o v e d  s u r v e i l l a n c e  p r o c e d u r e s .  

INTERNAL AND 

PUBLIC RELATIONS 

The  N Y S E  is  u n q u e s t i o n a b l y  the  f o r e m o s t  i n s t i t u t i o n  o f  i t s  t y p e  in  t he  c o u n t r y .  In  t e r m s  of  s e c u r i t i e s  
t r a d e d  on the  E x c h a n g e  a n d  the  p r e s t i g e  s u r r o u n d i n g  i t ,  i t  f a r  s u r p a s s e s  a l l  o t h e r  m a r k e t s  in  t h e  U n i t e d  
S t a t e s .  Not  s u r p r i s i n g l y ,  t h e  E x c h a n g e  e x p e n d s  m u c h  e f f o r t  a n d  m o n e y  to  e d u c a t e  t h o s e  w o r k i n g  f o r  i t s  
m e m b e r  f i r m s ,  and  to i n f o r m  the  i n v e s t i n g  p u b l i c  o f  t he  m e r i t s  o f  t he  a u c t i o n  m a r k e t .  U n f o r t u n a t e l y ,  

r n  
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one  a r e a  w h i c h  h a s  b e e n  a l m o s t  t o t a l l y  n e g l e c t e d  in  t h e s e  e d u c a t i o n  a n d  p u b l i c  r e l a t i o n s  e f f o r t s  h a s  b e e n  
the  r o l e  of the  f l o o r  t r a d e r .  C o n s e q u e n t l y ,  f i n a n c i a l  w r i t e r s ,  i n v e s t o r s ,  o f f - f l o o r  E x c h a n g e  m e m b e r s  
a n d  r e g i s t e r e d  r e p r e s e n t a t i v e s  of  m e m b e r  f i r m s  t e n d  to  a i m  m a n y  of  t h e i r  c r i t i c i s m s  of  t h e  E x c h a n g e  
a t  t h i s  c a t e g o r y  of m e m b e r .  L e n g t h y  i n t e r v i e w s  w i t h  m a n y  of  t h e s e  p e o p l e  s h o w  t h e y  h a v e  l i t t l e  o r  no  
u n d e r s t a n d i n g  of the  c o n t r i b u t i o n  w h i c h  a c o n s t r u c t i v e  g r o u p  of  f l o o r  t r a d e r s  c a n  a n d  o f t e n  d o e s  m a k e  o n  
the  E x c h a n g e  F l o o r .  T h u s  a l a c k  of  u n d e r s t a n d i n g  h a s  c o n t r i b u t e d  to  a n e g a t i v e  f e e l i n g  t o w a r d  t h i s  g r o u p  
a n d  has  f o c u s e d  on the  u n c o n s t r u c t i v e  a s p e c t s  of  f l o o r  t r a d i n g .  

oo 
g 

r 

GENERAL 

O B S E R V A T I O N S  

It s e e m s  s i g n i f i c a n t  t h a t ,  of  a n  e s t i m a t e d  a v e r a g e  of  850 m e m b e r s  a c t i v e  on the  F l o o r  e a c h  d a y ,  
o n l y  33 a r e  c l a s s i f i e d  a s  f l o o r  t r a d e r s .  F u r t h e r ,  s t a t i s t i c s  p r e s e n t e d  in  t h e  S p e c i a l  S t u d y *  s h o w  t h a t ,  
s i n c e  1935, the  n u m b e r  h a s  v a r i e d  b e t w e e n  2.2 a n d  34. E n g a g i n g  in  f l o o r  t r a d i n g  a c t i v i t i e s  r e q u i r e s  a 
c o m b i n a t i o n  of c o m p e t e n c e ,  c a p i t a l  a n d  i n c l i n a t i o n .  S i n c e  m a n y  o t h e r s  p o s s e s s  b o t h  c o m p e t e n c e  a n d  
c a p i t a l ,  the  u n a n s w e r e d  q u e s t i o n  b e c o m e s ,  W h y  do n o t  a s u b s t a n t i a l l y  l a r g e r  n u m b e r  m a k e  f l o o r  t r a d i n g  
a f u l l - t i m e  o c c u p a t i o n  if  i t  p o s s e s s e s  the  v a r i o u s  a d v a n t a g e s  f o r  p r o f i t a b l e  o p e r a t i o n  c i t e d  b y  the  S p e c i a l  
S t u d y  ? 

It a l s o  is  s i g n i f i c a n t  t h a t ,  w h i l e  t r a n s a c t i o n s  of f l o o r  t r a d e r s  a r e  s c r u t i n i z e d  to a s c e r t a i n  the  e x t e n t  
t o w h i c h t h e y e x e r t  a s t a b i l i z i n g e f f e c t ,  t h e r e  is  no  c o r r e s p o n d i n g a n a l y s i s  (as  d i f f i c u l t  a s  t h a t m a y b e )  ~ ~  
of  s o m e  of the  p r i n c i p a l  c a u s e s  of  p r i c e  f l u c t u a t i o n s  g e n e r a t e d  b y  " p u b l i c  o r d e r s .  " It i s  e n t i r e l y  p o s s i b l e  ~ ": 
t h a t  l a r g e  s p e c u l a t i v e  a c c o u n t s  a r e  f a c t o r s ;  i t  i s  e q u a l l y  t r u e  t h a t  i n f o r m a t i o n  a n d  r u m o r s  c i r c u l a t e  w i t h  , !~ .  
a m a z i n g  r a p i d i t y ,  a n d  t h a t  m a n y  s p e c u l a t o r s  in  a n d  ou t  of  b r o k e r a g e  h o u s e  b o a r d - r o o m s  a r e  m o t i v a t e d  , o ~ ! 
a s  if  t h e y  w e r e  a c t i n g  in  c o n c e r t .  T h e  r e s u l t i n g  " p u b l i c  o r d e r s "  a r e  e n t e r e d  a n d  e x e c u t e d  w i t h  l i t t l e  ~ 
r e g u l a t o r y  r e s t r a i n t ,  w h e r e a s  f l o o r  t r a d e r s  i f  t h e y  a r e  t h e  i n d i v i d u a l s  on  the  o t h e r  s i d e  of  t h e  t r a n s -  ~ ° - ~ 

a c t i o n  - m u s t  c o n d u c t  t h e m s e l v e s  w i t h i n  t h e  p r e s c r i b e d  l i m i t a t i o n s  of  R u l e s  108, 109 a n d  110. It w o u l d  ~ 
s e e m  p o s s i b l e  t h a t ,  e v e n  w i t h  t h e  d e s c r i b e d  a d v a n t a g e  of  " f e e l  of  t h e  m a r k e t "  g a i n e d  t h r o u g h  p r e s e n c e  ~ 
on  the  F l o o r ,  the  f l o o r  t r a d e r s  m a y  f r e q u e n t l y  be  c o m m i t t i n g  t h e i r  c a p i t a l  on  m u c h  l e s s  p o s i t i v e  i n f o r -  i ~ ~ ~'~ 
m a t i o n  t h a n  p o s s e s s e d  b y  s p e c u l a t o r s  ( n o n m e m b e r s ) . . ~ - ~ v ~  ~" ~ ~- 

* A p p e n d i x  V I - H  T a b l e  3 
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A m o n g  s t i l l  o t h e r  s i g n i f i c a n t  p o i n t s  w h i c h  s h o u l d  b e  c o n s i d e r e d  i s  t h e - i m p a c t  on  the  a u c t i o n  m a k ' k e t  
(and t h e - p a r t i c i p a n t s  w h o  m a y  b e  t r a d i n g  f o r  t h e i r  o r  f i r m  a c c o u n t )  o f  o r d e r s  f o r  the  a c c o u n t  o f  • s e c u r i t i e s  
d e a l e r s  e n g a g e d  in the " t h i r d  m a r k e t "  - o r d e r s  w h i c h  a r e  c l a s s i f i e d  a s  " p u b l i c  o r d e r s "  b e c a u s e  t h e y  a r e  
- f r o m  n o n m e m b e r : f i r m s .  T a k i n g  the  b r o a d  p o i n t  o f  v i e w  l e a d s  t o  a n  a w a r e n e s s  tha t  t h e  p z a c t i c e  o f  t r a d i n g  
o f  m e m b e r s  f o r  t h e i r  o w n  o r  - f i r m ' s  a c c o u n t  c a n  b e  i m p r o v e d ,  a s  w i l l  be  d i s c u s s e d  in f u r t h e r  d e t a i l  in  
the  n e x t  c h a p t e r ;  but  it  c a n  a l s o  b e - a r g u e d  tha t  the  - s p e c i a l  a d v a n t a g e  m a y  b e  m o r e  in t h e o r y  t h a n  in  
a c t u a l i t y ,  and  that  an a c t i o n  p r o m u l g a t e d "  i n - t h e - p u b l i c  • i n t e r e s t  a n d  f o r  t h e  p r o t e c t i o n  o f  i n v e s t o r s ,  " 
h o w e v e r  w e l l - i n t e n t i o n e d ,  m a y  b e  c o m p a r a b l e  t o  c l a s s  l e g i s l a t i o n  u n l e s s  the  o r i g i n  o f  " p u b l i c  o r d e r s "  
i s  a s  w e l l - d e f i n e d  a s  the  s t a t i s t i c s  on  f l o o r  t r a d i n g .  

m 

5 

7 

T h e s e  o b s e r v a t i o n s  a r e  m a d e  a s  a p r e f a c e  .to the  d i s c u s s i o n  o f  f l o o r  t r a d i n g  o p e r a t i o n s  b e c a u s e  
-they s h o u l d  be  r e c o g n i z e d  a n d  u n d e r s t o o d  w h e n  s u c h  o p e r a t i o n s  a r e  e x a m i n e d  o n  a s t a t i s t i c a l  b a s i s .  
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III - FLOOR TRADING OPERATIONS 

The first section of this chapter points out the diversity of floor traders' activities and how these 
affectthe functions they perfoi'm. The second section discusses floor trading and market liquidity. 

A - DIVERSITY OF FLOOR TRADERS' OPEI~ATIONS 

Although all floor traders have access to the same facilities, the survey findings reveal that each 

trader has a trading pattern peculiar to himself. 

CHARACTERISTICS 
OF TRADERS 

One major category is c'haracterizedby how much time a member devotes to trading. For some, 

it is a full-time occupation, and all their efforts are directed to trading. At the other extreme are the 

members whose principal activity is not trading, but who execute an occasional transaction for their 

own accounts. 

Floor traders can also be categorized according to the amount of capital they have. There appears 
to be a.strong correlation between capital and the type of trading operation a member conducts. Members 
with large sums of money, can take larger positions in individual stocks and be active in a broader nuha- 
ber of securities thanmembers with relat ively less capital. And in acquiring or liquidating large posi- 
tions, a t r a d e r  is almost forced to buy on weakness and sell on strength in order to get in and out of a 
position profitably. Thus the larger the t rader ,  the more l ikely he is to act in.a stabilizing manner. 

A third differentiating characteristic of floor traders is the manner in which they move about the 

floor and enter their orders. There are some who prefer to stand in a crowd, develop a feel of what's 

g o i n g  o n ,  a c q u i r e  s o m e  s t o c k  and p e r h a p s  e v e n  c o n t i n u e  t o  r e m a i n  a t  t h e  p o s t  and  l i q u i d a t e .  O t h e r s  
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w i l l  a p p r o a c h  a p o s t ,  b u y  o r  s e l l  a l m o s t  i m m e d i a t e l y  (if t h e  r u l e s  p e r m i t )  o r  l e a v e  a n  o r d e r  w i t h  the  
s p e c i a l i s t  a n d  m o v e  on.  Of  c o u r s e ,  t h e r e  a r e  m a n y  v a r i a t i o n s  of t h e s e  p a t t e r n s  a n d  t r a d e r s  m a y  c h a n g e  
t h e i r  own  p a t t e r n  f r e q u e n t l y ,  b u t ,  in  g e n e r a l ,  m e m b e r s  t e n d  to  b e  of  one  t y p e  o r  t h e  o t h e r .  

A l e s s  p r e c i s e  d i s t i n c t i o n  b e t w e e n t r a d e r s ,  a n d  one  w h i c h  c o r r e l a t e s  w i t h ,  b u t  is  no t  l i m i t e d  to ,  
the  a m o u n t  of  t r a d i n g  c a p i t a l  a v a i l a b l e ,  is  t he  m e m b e r ' s  i n c l i n a t i o n  to  b u y  on  w e a k n e s s  a n d  s e l l  on  
s t r e n g t h .  B a s i c a l l y ,  a t r a d e r  m u s t  go  w i t h  t h e  o v e r - a l l  t r e n d  of  a s t o c k .  H o w e v e r ,  w i t h i n  e a c h  m a j o r  
t r e n d ,  f r e q u e n t  p r i c e  r e v e r s a l s  o c c u r  w h i c h  m a y  b e  of  o n l y  m o m e n t a r y  d u r a t i o n  o r  of  g r e a t e r  m a g n i -  
t u d e .  S o m e  t r a d e r s  u t i l i z e  t h e s e  r e v e r s a l s  t o  a c q u i r e  o r  s e l l  s t o c k  a n d  a s  a r e s u l t  p e r f o r m a  c o u n t e r -  
s p e c u l a t i v e  f u n c t i o n .  O p p o s e d  to  t h i s  is t h e  t r a d e r  w h o  t y p i c a l l y  b u y s  s t o c k  in  a r i s i n g  m a r k e t ,  r e a c h i n g  
a b o v e  the  l a s t  s a l e  a n d  h o p e f u l l y  s e l l s  l a t e r  a t  a h i g h e r  p r i c e .  T h e  n e t  e f f e c t  of  t h i s  s p e c u l a t i v e  t r a d i n g  
i s  not  c o n s t r u c t i v e  to  t h e  m a r k e t  a l t h o u g h  i t  m a y  b e  p r o f i t a b l e  t o  t h e  t r a d e r .  

An area which is similar to the previous characteristics, but is important to examine by itself, 

is the participation of floor traders in handling large blocks of stocks which come to the Floor. This 

is termed a distributive function. For example, the holder of a sizable block of stock wants to liqui- 

date it as quickly as possible, but without forcing the price down too sharply. For several reasons, 

the specialist may not wish to buy the entire block himself and one or more floor traders will step in 

and buy a portion of it. The entire block will probably then sell at a discount from the previous sale. 

Depending on the size of his position and his intentions, the trader will gradually liquidate or distribute 

the stock much as the specialist would do so. This function, which the Special Study praised in its 

report under the heading of "Quasi-Specialist, " is most constructive to the market and generally profit- 
able to the trader. 

While there are many additional characteristics which distinguish floor traders, the last one to be 

discussed here is the trader's investment objectives as a function of time. At one extreme is the short- 

term trader who is likely to be in and out of a position within a day and unlikely to carry any sizable 

position overnight. This may be dictated by his capital and frequent use of the daylight margin require- 

ments, or may be his personal preference or both. Conversely, there are members of whom the term 

"trader" is a misnomer, for while they buy and sell for their own account, they are interested strictly 

in long-term capital gain. In between is a category of member traders who will take a position in a 

stock, typically remain long, but increase or decrease their position from that base as long as they are 

still confident of price strength in the stock. Their aim is to convert a portion of their position into a 

long-term capital gain, but they will take numerous short-term gains and losses in the meantime. 
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Speculative 
. . Function 

C o u n t e r - S p e  c u l a t i v e  D i s t r i b u t i v e  

" C l e a n  up a b l o c k "  Motivation 
I' 

"Public overdoing it"; help 
out at a difficult opening 

Anticipated Short-term reversal, up or Short term stable to 
Price Trend down rise 

"Looks• intere sting" 

U s u a l l y ,  s h o r t - t e r m  i n c r e a s e ;  
s o m e t i m e s ,  s h o r t - t e r m  
d e c l i n e  

None C o l l a b o r a t i o n  
Wi th  S p e c i a l i s t  

U s u a l l y ;  s o m e t i m e s  n o t  

I n v e  s t m e n t  

S ix  m o n t h s  p l u s  

Inventory 
Position 

Accuracy Of 
Anticipation 

Usually, short term long; 
sometimes, short term 
short 

One h a l f  of  t h e  t i m e  

U s u a l l y .  s h o r t  t e r m  l o n g ;  
s o m e t i m e s ,  l o n g  t e r m  
l o n g ,  o r  s h o r t  t e r m  s h o r t  

T w o  t h i r d s  of t he  t i m e  

Long term advance, 
perhaps with income 

Always None 

E f f e c t  On M a r k e t  

M a r k e t  B e h a v i o r  
/ W i t h o u t  F l o o r  

T r a d i n g  
. V o l u m e  , 
Continuity 

\ Spr.ead 

U s u a l l y  t e n d s  to  a c c e n t u a t e  
s w i n g s  

S l i g h t l y  l e s s  
S l i g h t l y  l e  s s 
S l i g h t l y j t r e a t e  r 
S1~ghtly l e s s  

C a n  d a m p e n  s w i n g s  in  m o s t  
cases if anticipation is 
~O1~r pf'~ " 

S h o r t  t e r m  l o n g  

' S o m e w h a t  l e s  s 
S o m e w h a t  l e s s  
N o t i c e a b l y  g r e a t e r  . r - -  

S omewT1at m o r e  

N o t e :  S h o r t  t e r m  (few h o u r s  to few w e e k s ) ;  l o n g  t e r m  ( s i x  m o n t h s  o r  m o r e ) .  

T h r e e  q u a r t e r s  o f  t he  
t i m e  

/ 

. /  
(/ 

C a n  p r e v e n t  d e c l i n e  a n d  
l e a d  to  t e m p o r a r y  r i s e  

S o m e w h a t  l e s s  
No t  n o t i c e a b l e  
Que  s t l o n a b l e  
Q u e s t i o n a b l e  

Long term long 

I 

r e .  

Not noticeabie 
N o t  n o t i c e a b l e  I J~  ~ ~ ~ -  
No t  n o t i c e a b l e  I ~ l  ~ , ~  
Not noticeable 
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B - FLOOR T R A D I N G  AND MARKET LIQUIDITY 

DEFINITIONS 

OF LIQUIDITY 

m 

"Liquidity" is the single most important attribute of the auction market in securities, and, histori- 

cally, stock markets have been measured according to the liquidity they provide. No investor would trade 

his cash for securities if the mechanism to liquidate, to convert his securities back to cash, did not exist. 

The New York Stock Exchange is the foremost facility in the world for accomplishing this conversion, 

and its defense of floor trading's contribution to liquidity is probably the major reason why floor trading 

has been permitted to continue. So successful has the Exchange been in achieving liquidity for .its listed 

securities, that this fundamental economic and financial term, in modern Wall Street usage, has taken 

on a wider meaning, including the concepts of "continuity" and "stability" as well. Thus, in addition to 

a standing mechanism for converting securities into cash, the Exchange undertakes to ensure that each 

conversion will take place at a price reasonably close to the preceding price for a given security {con- 

tinuity), and that fluctuations .in these prices will be held to  a minimum (stability). 

With o n l y  r a r e  e x c e p t i o n s  in r e c e n t  y e a r s ,  the  N e w  Y o r k  S t o c k  E x c h a n g e  h a s  m a i n t a i n e d  i t s  a b i l i t y  
to  p r o v i d e  the b a s i c  o p p o r t u n i t y  to l i q u i d a t e  - a c a s h  b id  at  s o m e  p r i c e  - f o r  a l l  s e l l e r s  on a l l  o c c a s i o n s .  
Its e f f o r t s  to p r o v i d e  c o n t i n u i t y  and s t a b i l i t y  a s  w e l l ,  r e g a r d l e s s  o f  the  a m o u n t  o f  s t o c k  o f f e r e d  and 
e l a p s e d  t i m e  r e q u i r e d  f o r  the  s a l e ,  h a v e  g i v e n  " l i q u i d i t y "  a s o m e w h a t  c h a n g e d  m e a n i n g .  It n o w  c o n n o t e s  
w h a t  m i g h t  b e t t e r  be  c a l l e d  " f l u i d i ty ,  " m e a n i n g  s h e e r  v o l u m e  o f  t r a d i n g  d u r i n g  a g i v e n  t i m e  p e r i o d  and 
c h a r a c t e r i z e d  by  b i d s  and o f f e r s  c l o s e  to t h e  l a s t  p r i c e .  T h i s  f l u i d i t y ,  p r o v i d e d  i t  i s  s u f f i c i e n t l y  b a l a n c e d  
b e t w e e n  t h o s e  w i s h i n g  to s e l l  and t h o s e  w i s h i n g  to  buy ,  i s  the  m o s t  i m p o r t a n t  i n g r e d i e n t  in the m o d e r n  
auction market even though its meaning is broader £han that of "liquidity, " meaning "opportunity to 

liquidate. " Much of the controversy over .floor trading revolves around the liquidity-liquidation versus 
liquidity-fluidity concepts. 

I 
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LIQU.IDITY AS THE 
O P P O R T U N I T Y  
TO LIQUIDATE ' _~ 

m 

The E x c h a n g e ' s  r u l e s  s p e c i f i c a l l y  p r o v i d e  that ,  in  a s i t u a t i o n  w h e r e  i n v e s t o r s  g e n e r a l l y  w o u l d  w i s h  
to l i q u i d a t e ,  f l o o r  t r a d e r s  too  m a y  l i q u i d a t e  w i t h o u t  r e s t r i c t i o n .  A c c o r d i n g l y ,  f l o o r  t r a d e r s  a r e  u n d e r  
no f o r m a l  r e q u i r e m e n t  to  c o n t r i b u t e  to  l i q u i d i t y  w i t h i n  the  s t r i c t e r  d e f i n i t i o n  o f  tha t  t e r m  (i .  e .  , m a i n t a i n  
the m a r k e t ' s  a b i l i t y  to . a c c o m m o d a t e  l i q u i d a t i o n ) ,  n o r  w o u l d  i t  be  p o s s i b l e  to  i m p o s e  s u c h  a r e q u i r e m e n t .  
A f l o o r  ~trader,  to  p r o t e c t  h i s  c a p i t a l  l i k e  a n y  o t h e r  i n v e s t o r ,  w o u l d  r e a c t  to  s u c h  an o b l i g a t i o n  b y  s e e k i n g  
to e v a d e  it  in t i m e s  of  u n b e a r a b l e  s t r e s s ,  o r  b y  r e f r a i n i n g  f r o m  f l o o r  t r a d i n g  a l t o g e t h e r .  

The  S p e c i a l  Study h a s  c r i t i c i z e d  the r o l e  o f  f l o o r  t r a d i n g  i n  p e r i o d s  o f  m a r k e t  s t r e s s ,  m a i n t a i n i n g  
that  "it d i s a p p e a r s  w h e n  it  i s  n e e d e d  m o s t .  " T h e  i n t e r v i e w s ,  s t a t i s t i c a l  s t u d i e s  and  the q u e s t i o n n a i r e  
r e t u r n s  f o r  the  p r e s e n t  s t u d y  a g r e e  that ,  a s  a r u l e ,  m e m b e r s  on the  F l o o r  w i l l  be  f o u n d  on the s e l l  s i d e  
in p e r i o d s  o f  l i q u i d a t i o n .  T h e y  i n d i c a t e  a l s o ,  h o w e v e r ,  tha t  a h a n d f u l  o f  the  l a r g e  f l o o r  t r a d e r s  r e g u l a r l y  
s t e p  f o r w a r d  to buy  in t i m e s  of  c r i s i s .  

Exhibit III-Z presents a summary of floor trading on November-22, 1963, the day of President Kenned 

assassination, and on the .following trading day.- The exhibit compares purchases and sales by the five 

floor trading accounts most active on November 22 with all other floor trading and with total volume. The . 
time periods examined are: 

- The  o p e n i n g  t o  I :00  

- 1:00 to 1:35,  a t  w h i c h  p o i n t  r e p o r t s  o f  the  1:31 s h o o t i n g  f i r s t  b e g a n  to r e a c h  N e w  Y o r k  

- T h e  15 m i n u t e s  f r o m  1:35 to 1:50 

- -The •final 17 m i n u t e s  o f  t r a d i n g ,  f r o m  1:50 to  the  e a r l y  c l o s i n g  o f  the  E x c h a n g e  at  Z:07.  

The  e x h i b i t  c l e a r l y  s h o w s  the  d i f f e r e n c e  in  p e r f o r m a n c e  b e t w e e n  the  w e l l - c a p i t a l i z e d  f l o o r  t r a d e r s  on  the  
one  hand and the s m a l l e r  f l o o r  t r a d e r s ,  w h e n  c o n s i d e r e d  in  the  a g g r e g a t e ,  on the o t h e r .  T h e  f i v e  l a r g e s t  
t r a d e r s  w e r e  e s p e c i a l l y  p r o m p t  to s e l l  d u r i n g  the  f i r s t  v a g u e  r e p o r t s  o f  the  s h o o t i n g ,  and  a c c o u n t e d  f o r  
35  p e r  c e n t  o f  a l l  f l o o r  t r a d i n g  s a l e s  d u r i n g  the  p e r i o d  f r o m  1:35 to  1:50.  N e v e r t h e l e s s ,  w h i l e  b u y i n g  
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Shares Sold By: 
5 Most Active Traders 34,500 1,400 15,100 300 
t36.0ther Traders 90,300 5,200 28,000 12,400 

Per Cent Of 5 Most Active To Total 28% 21% 35% 2% 
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Shares Bought By: 
5 Most Active Traders 
136 Other Traders 

-Per Cent Of 5 Most Active To Total 

TOTAL VOLUME 

12,100 7,000 7,900 27,600 
93,500 6,300 6,700 14,500 

11% 53% 54% 66% 
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d u r i n g  t h i s  p e r i o d  a b o u t  h a l f  a s  m a n y  s h a r e s  a s  t h e y  s o l d ,  t h e i r  p u r c h a s e s  a c c o u n t e d  f o r  f u l l y  54 p e r  
c e n t  of a l l  f l o o r  t r a d e r s '  b u y i n g .  T h e  d i f f e r e n c e  i s  c o n s i d e r a b l y  m o r e  p r o n o u n c e d  d u r i n g  t h e  s e v e r e  

I d e c l i n e  in  p r i c e s  of  t he  f i n a l  17 m i n u t e s  of  t r a d i n g .  D u r i n g  t h i s  t i m e ,  t h e  f i v e  l a r g e s t  t r a d e r s  b o u g h t  
2 7 , 6 0 0  s h a r e s ,  o r  two t h i r d s  o f  t o t a l  f l o o r  t r a d i n g  p u r c h a s e s ,  w h i l e  s e l l i n g  o n l y  300 s h a r e s .  

D u r i n g  t h e  e n t i r e  p e r i o d  f r o m  1:35 to t h e  c l o s e ,  t h e  f i v e  l a r g e s t  a c c o u n t s  w e r e  n e t  b u y e r s ,  w h i l e  
a l l  o t h e r  t r a d e r s ,  i n  the  a g g r e g a t e ,  s o l d .  

R e l a t i v e l y  l a r g e  t r a d i n g  c a p i t a l  a n d  u n u s u a l  r i s k - t a k i n g  a b i l i t y  a p p e a r  c o m m o n  to  a l l  f i v e  o f  t h e s e  
t r a d e r s ,  a n d  the  i n t e r v i e w s  w i t h  t h e m  r e v e a l e d  t w o  m a j o r ,  r e l a t e d  m o t i v e s  f o r  t h e i r  a c t i o n s .  

- F i r s t ,  p a n i c  l i q u i d a t i o n  i s  l i k e l y  to  be  f o l l o w e d  b y  a s h a r p  p r i c e  r e v e r s a l .  

- S e c o n d ,  c o m p e t e n c e  a t  h i s  o c c u p a t i o n  r e q u i r e s  t h a t  a f l o o r  t r a d e r  a c t  o n  t h i s  c o n c l u s i o n .  

T h e  mark~e t  o p e n e d  s t r o n g e r  t h e  f o l l o w i n g  T u e s d a y  a n d  p r i c e s  a d v a n c e d  d u r i n g  t h e  d a y .  F l o o r  t r a d e r s  
s u p p l i e d  s t o c k  i n t o  t h e  r i s i n g  t r e n d ,  s e l l i n g  c o n s i d e r a b l y  m o r e  s h a r e s  t h a n  t h e y  b o u g h t .  

L I Q U I D I T Y  
AS F L U I D I T Y  

W h i l e  o n l y  t h e  l a r g e r  t r a d e r s  a p p e a r  to s t e p  f o r w a r d  to h e l p  in  t i m e s  o f  p a n i c  l i q u i d a t i o n ,  i t  i s  t h e s e  I ° 
s a m e  t r a d e r s  w h o  c o n t r i b u t e  m o s t  to  a f l u i d  c o n t i n u i t y  o f  m a r k e t s  a n d  h e n c e  to l i q u i d i t y  in  t h e  m o r e  c o r n -  ' 
m o n l y  u s e d  s e n s e .  A n  i m p o r t a n t  i l l u s t r a t i o n  of  t h i s  c o n t r i b u t i o n  i s  a t  t h e  d a i l y  o p e n i n g .  T h e  l a r g e r  '~. 
floor traders (as well as off-floor traders) are frequently called upon to help offset an imbalance of buy P ca 

a n d  s e l l  o r d e r s  in  o r d e r  to  m a i n t a i n  c l o s e r  c o n t i n u i t y  w i t h  t h e  p r e v i o u s  d a y ' s  c l o s i n g  p r i c e .  T h e  E x c h a n g e  
s t a f f  ha6  r e c o r d e d  m a n y  o f  t h e s e  o c c a s i o n s ,  a n d  a c o m m i s s i o n  b r o k e r ' s  s t a t e m e n t  i s  t y p i c a l  o f  m a n y :  ~ ~ ~ ~ 
" G e n e r a l l y  t he  g o o d ,  w e l l - c a p i t a l i z e d  f l o o r  t r a d e r s  a r e  v e r y  h e l p f u l  i n  e i t h e r  t a k i n g  a ( l o n g ) p o s i t i o n  o r  : ~ ~ ~ E l  
(go ing)  s h o r t  to  s u p p l y  s t o c k ,  p a r t i c u l a r l y  o n  d e l a y e d  o p e n i n g s  o r  r e o p e n i n g s .  " T h e  f l o o r  t r a d e r s  i n v o l v e d ,  . ~  ~ 
of  c o u r s e ,  h o p e  to  r e d u c e  t h e i r  p o s i t i o n s  a t  a p r o f i t  w h e n  t h e  i m b a l a n c e  c o r r e c t s  i t s e l f .  , ~ a ~ ,  

On  the  f l o o r  of  t h e  E x c h a n g e ,  a n d  in  s e c u r i t i e s  d e a l i n g  g e n e r a l l y ,  n a r r o w n e s s  o f  t h e  s p r e a d  b e t w e e n  
b i d  a n d  o f f e r  i s  a c r i t i c a l  m e a s u r e  of  a m a r k e t .  Of n e c e s s i t y ,  w h e n e v e r  a f l o o r  t r a d e r ,  o r  a n y  m e m b e r ,  
b u y s  on  h i s  o w n  b i d  o r  s e l l s  on  h i s  o w n  o f f e r ,  he  w i l l  h a v e  o u t b i d  o r  u n d e r o f f e r e d  t h e  c o m p e t i t i o n  a n d  s o  
a c t e d  to " c l o s e  t h e  m a r k e t .  " S e v e r a l  q u e s t i o n n a i r e  r e s p o n d e n t s  p o i n t e d  o u t  t h e  a d v a n t a g e  o f  t h i s  c o n d i t i o n ,  
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~-.~ ~" . . . . . . .  ~ " . i n c l u d i n g  a c o m m i s s i o n  b r o k e r  w h o r e p l i e d :  " I f  t h e  s p e c i a l i s t  s y s t e m  i s  t o  b e  m a i n t a i n e d  a s  t h e  b a s i s  o f  
~'..-- -;. -- .- t h e  a u c t i o n  m a r k e t  on  t h e  E x c h a n g e ,  t h e  f l o o r  t r a d e r  i s  t h e  o n l y  r e a l  c o m p e t i t i o n  f o r  t h e  s p e c i a l i s t s  i n  
• - - : - : "  ~ " ~ t h e  m a i n t e n a n c e  o f  c l o s e  b i d s  a n d  o f f e r s .  " A n d a g a i n ,  i n t h e w o r d s  o f  a s p e c i a l i s t :  " I f  a l l  s p e c i a l i s t s  w e r e  2 

~-~ ~ ~° ~i a l w a y s  a b l e  a n d  w i l l i n g  t o  m a k e  g o o d  b i d s  a n d  o f f e r s ,  t h e n  t r a d e r s  m i g h t  n o t  b e  n e c e s s a r y ,  b u t  ( t he  
~_. ,_-~-:' o~ ._~ ~ s p e c i a l i s t s )  a r e  n o t .  T h e  t r a d e r s  h e l p  f i l l  t h e  g a p .  " 

A l t h o u g h  t h e i r  t r a d i n g  a c c o u n t s  f o r  o n l y  s o m e  2. to  3 p e r  c e n t  o f  t w i c e - t o t a l  v o l u m e ,  f l o o r  t r a d e r s  
[ ~ ~ a r e  u n i q u e l y  a b l e  to  p r o v i d e  s u c h  c o m p e t i t i o n  b y  r e a s o n  o f  t h e i r  a b i l i t y  t o  p r o f i t  f r o m  f r a c t i o n a l  p r i c e  

c h a n g e s .  T h u s  a t r a d e r  m i g h t  s e i z e _ a n  o p p o r t u n i t y  to  o u t b i d  a s p e c i a l i s t  a n d  s u c c e e d  in  b u y i n g ,  a n d  
t h e n  i m m e d i a t e l y  o f f e r  t h e  s t o c k  to  n e w  b u y e r s  a t  a p r i c e  u n d e r  t h a t  o f  t h e  s p e c i a l i s t ' s  o f f e r ,  t h o u g h  a t  
a n  e i g h t h  o r  q u a r t e r  p r o f i t  t o  t h e  t r a d e r .  M a r k e t  l i q u i d i t y ,  i n  t h e  s e n s e  o f  c o n t i n u i t y  a n d  f l u i d i t y ,  i s  
c l e a r l y  s e r v e d  b y  ~ c h  a t r a n s a c t i o n .  

A t r a d e r Y s  p u r c h a s e  o n  a n o t h e r  m e m b e r ' s  o f f e r ,  o r  a s a l e  o n  a n o t h e r  m e m b e r V s  b i d ,  d o e s  n o t  i n  
i t s e l f  a c t  to  c l o s e  t h e  s p r e a d .  I t  d o e s ,  h o w e v e r ,  p r o v i d e  " t h e  o t h e r  s i d e "  to  a t r a n s a c t i o n .  M o r e o v e r ,  
i n a s m u c h  a s  t h e  o t h e r  m e m b e r ' s  b i d  o r  o f f e r ,  i n  o r d e r  to  h a v e  h a d  t h e  f l o o r ,  m u s t  h a v e  r e p r e s e n t e d  a 
n a r r o w i n g  o f  t h e  o t h e r w i s e  a v a i l a b l e  s p r e a d ,  a n d  a s s u m i n g  t h e  q u o t e  s t r a d d l e d  t h e  l a s t  p r i c e ,  t h e  t r a d e r  
c o m p l e t e s  a t r a n s a c t i o n  t h a t  r e p r e s e n t s  t h e  c l o s e s t  c o n t i n u i t y  p o s s i b l e .  

L I Q U I D I T Y  

T h e  m o s t  p o p u l a r  d e f e n s e  o f  f l o o r  t r a d i n g  f r e q u e n t l y  a d v a n c e d  b y  N Y S E  m e m b e r s  i s  t h a t  a l l  b u y i n g  ik '~  
tot emom  tar  r  o o r  

m a r k e t  in  g e n e r a l .  T h i s  d e f e n s e  i n v o l v e s  a c o n t r a d i c t i o n .  T h a t  t h e  m o d e r n  t e n d e n c y  to  e q u a t e  l i q u i d i t y  ~ ° 
w i t h  c o n t i n u i t y ,  o r  o f t e n  s h e e r  v o l u m e ,  c a n  f u n d a m e n t a l l y  c o n t r a d i c t  p r i c e  s t a b i l i t y  h a s b e e n  p o i n t e d  o u t  ~ 
b y  t h e  S p e c i a l  S t u d y  a n d  m a y  b e  i l l u s t r a t e d  a s  f o l l o w s :  l a s t  s a l e  5 0 ,  a n  a l l - t i m e  h i g h  f o r  s t o c k  X Y Z ,  ~ ~ ~* 

5 0 - 1 / 2  h e  i s  a p p l a u d e d  f o r  p r o v i d i n g  l i q u i d i t y  - t h a t  i s ,  f o r  p r o v i d i n g  t h e  o t h e r  s i d e  o f  a p u b l i c  l i m i t e d  t~,~ 
o r d e r  to  s e l l  t h a t  m i g h t  n o t  o t h e r w i s e  h a v e  a p p e a r e d .  I g n o r e d ,  h o w e v e r ,  i s  t h e  f a c t  t h a t  h i s  p u r c h a s e ,  i , ~  ~ 
e x e c u t e d  o n  a n  u p  t i c k  a n d  a t  a n e w  h i g h ,  w o u l d  u s u a l l y  b e  d e f i n e d  a s  a d e s t a b i l i z i n g  i n f l u e n c e .  T h e  ' ~ , ~  
f r e q u e n t  o c c u r r e n c e  o f  t h i s  k i n d  o f  s i t u a t i o n  a n d  i t s  i n f l u e n c e  o n  a t  l e a s t  t h e  m o m e n t a r y  d i r e c t i o n  o f  p r i c e  

, t r e n d  h a v e  b e e n  r e c o g n i z e d  b y  t h e  E x c h a n g e  a n d  b y  t h e  S E C ,  a n d  h a v e  l e d  t o  s e v e r e  r e s t r i c t i o n s  o n  f l o o r  
t r a d e r s  ~ b u y i n g ,  d e s p i t e  t h e  c o n c o m i t a n t  i m p a i r m e n t  o f  t h e  f l u i d  c o n c e p t  o f  ' ~ l i q u i d i t y .  ~' 
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:/; A s e c o n d  c o n t r a d i c t i o n  i s  f o u n d  in the h i s t o r i c  a r g u m e n t  o v e r  c o n c e n t r a t i o n  r a i s e d  b y  the S E C .  
F l o o r  t r a d i n g  i s  n e c e s s a r i l y  c o n c e n t r a t e d  in  r e l a t i v e l y  f e w  s t o c k s .  It i s ,  o f  c o u r s e ,  p r e c i s e l y  in s u c h  
s t o c k s  that  o n e  m a y  e x p e c t  to  f i n d  s p e c u l a t o r s  o f  a l l  k i n d s ,  a t t r a c t e d  to  t h e m  b y  the  s a m e  m o t i v e .  T h e  
C r e s a p ,  M c C o r m i c k  and P a g e t  s t u d y  r e v e a l e d  that  49  p e r  c e n t  o f  a l l  f l o o r  t r a d i n g  d u r i n g  a t w o - w e e k  
p e r i o d  w a s  c o n c e n t r a t e d  in 5 s t o c k s  - a l l  o f  w h i c h  w e r e  r e g u l a r l y  on  the  " m o s t  a c t i v e "  l i s t ,  c h a r a c t e r i z e d  
by s h a r p  p r i c e  r e v e r s a l s  and a s  p o p u l a r  a m o n g  s p e c u l a t o r s  in  b r o k e r a g e  h o u s e  b o a r d  r o o m s  as  a m o n g  
f l o o r  t r a d e r s .  It i s  in ~ust  s u c h  s t o c k s ,  h o w e v e r ,  that  i m b a l a n c e s  o f  b u y i n g  and s e l l i n g  m o s t  f r e q u e n t l y  
o c c u r ,  and w h e r e  c o n s t r u c t i v e  t r a d i n g  ( i . e .  , to o f f s e t  i m b a l a n c e s )  i s  m o s t  n e e d e d .  T h e s e  a r e  the  s t o c k s ,  
f o r  e x a m p l e ,  that  s u b j e c t  s p e c i a l i s t s  to t h e i r  m o s t  s e v e r e  t e s t s  and o f t e n  p r o v i d e  t h e i r  g r e a t e s t p r o f i t s .  

The  a r g u m e n t  that c o n c e n t r a t i o n  i s  u n d e s i r a b l e  i s  a s o m e w h a t  c o n t r a d i c t o r y  o n e .  B o t h  the  S E C  a n d  
a g r e a t  m a n y  q u e s t i o n n a i r e  r e s p o n d e n t s  h a v e  a c c u s e d  f l o o r  t r a d e r s  o f  c o n g r e g a t i n g  and  d o m i n a t i n g  the 
m a r k e t  for  a s t o c k .  It s e e m ' t ~ i n c o n s i s t e n t  to  r e q u i r e ,  then ,  tha t  t h e y  t r a d e  in  i n a c t i v e  s t o c k s ,  w h e r e  a 
s o l i t a r y  t r a d e r  m i g h t  n e c e s s a r i l y  d o m i n a t e  t h e  m a r k e t  and s t a n d  g u i l t y  o f  p r i c e  m a n i p u l a t i o n .  A l t h o u g h  
it  w o u l d  be i m p o s s i b l e  to c o n c e i v e  o f  f l o o r  t r a d i n g ,  o r  a n y  o t h e r  s p e c u l a t i v e  t r a d i n g ,  c o n c e n t r a t e d  in  
o t h e r  than s p e c u l a t i v e  s e c u r i t i e s ,  f l o o r  t r a d i n g  m a y  n e v e r t h e l e s s  be  m e a s u r e d  a c c o r d i n g  to  i t s  i n f l u e n c e ,  
i f  any,  on p r i c e  t r e n d s  in t h e s e  s t o c k s .  If f l o o r  t r a d i n g  d o e s ,  o r  c a n  be  m a d e  to,  d a m p e n  p r i c e  s w i n g s ,  
it  i s  p r e c i s e l y  in the a c t i v e ,  v o l a t i l e  s t o c k s  that  f l o o r  t r a d i n g  i s  n e e d e d  m o s t .  
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IV - FLOOR TRADING AND PRICE TRENDS 

Regarding the over-all relationship Of floor trading to price trend, all observers and all statistical 
studies ha~e agreed on one point only: floor traders' buying and selling activity is sometimes with the 

trend and sometimes against. The NYSE and SEC disagree on whether it iS more often with or against, 
and on a method for measuring the trend itself. 

o 

A -.'METHODS .OF MEASURING PRICE TREND 

TICK TEST 

METHOD 

As an indication of trend, the Exchange employs tick tests, wherein a transaction at a price higher 

t h a n  t h e  l a s t  p r i c e  i s  c o n s i d e r e d  to h a v e  o c c u r r e d  on a p l u s  t i c k  (+) ,  and  a t r a n s a c t i o n  a t  a p r i c e  l o w e r  
than the last price, on a minus tick (-). If a transaction occurs at the same price as that of the last ~, 

h  .or t. n a   eron, zoro-  u  b o o n  
A zero-minus tick (0-) is the reverse. All s a l e s ~  0+ ticks and all purchases on - and 0- ticks I ° 

are considered by the NYSE to be stabilizing transactions according to the "straight tick test. " ' ~ 

A l l  s h o r t  s a l e s  a r e  p r o h i b i t e d  by  N Y S E  r u l e s  f r o m  e x e c u t i o n  o n  0 o r  O - t i c k s ,  a n d  f l o o r  t r a d e r s  a r e  ~ ~ ~ ~ . : ~ .  
r e s t r i c t e d  u n d e r  c e r t a i n  c i r c u m s t a n c e s  f r o m  b u y i n g  on  + a n d  O+ t i c k s .  N e v e r t h e l e s s ,  v a r i o u s  s t a t i s t i c a l  " "~ ~ 
samples have shown that, On the Straight tick test, floor traders' stabilization rates fall mainly within ! ~ ~. 
the range of 40 per cent to 60 per cent. 

In its sections on Specialists and Floor Traders, the Special Study has raised significan t objections 

to the tick test. The Study points out, first, that this measurement shows only the relationship of a 

price to its next preceding price and gives little clue to any longer-term price trend. It also points out 

that all purchases on the bid and all sales on the offer are necessarily stabilizing, according to the 

straight tick test, whenever the quoted market straddles the last transaction price, as it frequently does, 
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and that the Exchange ordinarily does not use the straight tick test at all. Rather, a more liberal for- 

mula is employed wherein purchases on + and 0+ ticks, whenever executed at prices below the pre- 

ceding day's close, are also ~regarded as stabilizing. The rationale for this liberalization is sound and 
understandable, for it seeks to regulate only those destabilizing purchases that might tend to force 

prices higher than those posted in the past. Nevertheless, the relation between tick and trend is a 

tenuous one, as will be shown in a later section. 

C L O S E -  T O -  C L O S E  
M E  T H O D  

The SEChas customarily measured floor trading by i t s  relation with changes in prices from one 

trading day to the next. This approach is illustrated in Exhibit IV- i, where reported floor trading is 

compared with daily price change in certain stocks. The stocks selected were those in which floor 
trading exceeded a predetermined minimum percentage of total volume, as measured by the Exchange's 

normal surveillance standards. The period from September 23 through October 4 was selected because 
it embraced l0 consecutive trading days that: 

- Occurred after Labor Day but before the tax-selling season 

- Included no holidays 

- Saw the Dow-Jones Industrial Average first decline (from 746.06 to 732.79), and then advance 
(back to 744.68). 

The exhibit shows that floor traders, in the aggregate, bought more shares than they sold of 74 stocks 

out of a total of 105 stocks that experienced one-day advances during the 10-day period. Floor traders 

were, on balance, sellers of Z6 of the I05 advancing stocks, and, in five of these stocks, traders bought 

exactly as many shares as they sold. Of 86 stocks that experienced one-day declines, floor traders 

were net buyers of 41, net sellers of 41, and their purchases exactly offset their sales in 4. When total 

floor trading in all stocks is considered, the exhibit shows that floor traders bought or sold in the same 

direction as the Industrial Average on 5 of the 10 days selected. 

I 
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DATE 

S T O C K S  

T H A T  

A D V A N C E D  

F L O O R  

T R A D E R S  WERE 

NET 
BUYERS OF: 

N E T  

S E L L E R S  OF: 

NEW Y O R K  S T O C K  E X C H A N G E  

T R A D E R S '  NE~T P U R C H A S E S  A N D  

T O  C L O S E - T O - C L O S E  C H A N G E  

• E X H I B I T  ' I V -  1 ~ "-~" 

S A L E S  C O M P A R E D  

I N  P R I C E  

S E P T E M B E R  23 - O C T O B E R  4, 1963 ( T E N  B U S I N E S S  D A Y S )  

T R A D E R S  W E R E  

N E T  

S E L L E R S  OF: 

T R A D I N G  
N E T T E D  

Z E R O  

T R A D I N G  STOCKS 
N E T T E D  T H A T  N E T  

Z E R O  D E C L I N E D  B U Y E R S  OF: 

D O W _ J O N E S  
I N D U S T R I A L  

A V E R A G E  

A L L  F L O O R  
T R A D E R S ,  ON 

B A L A N C E :  

Selotember 23 

24 

25 

26 

27 

30 

October | 

2 

3 

4 

9 7 2 10 8 2 

18 12 6 6 2 4 

0 - - 21 6 12 

5 3 1 1 14 8 6 

15 11 4 3 2 I 

' 9  5 3 I 6 2 3 

13 10 3 5 2 3 

7 5 1 1 9 5 4 

20 15 4 1 4 1 3 

9 6 2 1 8 5 3 

TOTAL 105 74 26 5 86 41 41 4 

Per cent of stock- 
days with trend 

Per cent of days 
with trend 

Note: 

70°/o 

The stocks selected w e r e  those in which floor trading volume exceeded 
minimum NYS.E surveillance standards. 

48% 

Declined 

Advanced 

Declined 

Declined 

Advanced 

Declined 

Advanced 

Declined 

Advanced 

Advanced 

Bought 

Bought 

Sold 

Sold 

Bought 

Bought 

Sold 

Bought 

Bought 

Sold 

50% 

I 
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The day-to-day definition of trend has been severely criticized by the Exchange, and for sound 
reasons. The Exchange argues that price change is fundamentally unrelated to arbitrary time periods. 

In conseq, uence, the close-to-close method fails to measure floor trading during the often sharp price 

fluctuations that occur during the average trading day. To this should be added the observation that, in 

general, the trading tactics of any group of speculators are determined by amount of price change, not 

by time periods, and the close-to-close method therefore fails to measure the great bulk of trading 

operations. 

PRICE TREND 

AND PRICE LEVEL 

While serious objection can be raised to both the tick and the close-to-close measurement of trend, 

the classical concept of "informed speculation" - i. e. , merely buying low and selling high - is also inade- 

quate to an understanding of trading and trend. As Exhibit IV-Z indicates, the price level at which a pur- 

chase and sale occurs, although it alone determines profitability, bears no relationship to price trend_._..____. 

In the exhibit, various familiar speculative concepts are shown in oversimplified form. These might be 
expressed in brokerage office language as follows: 

A-I "XYZ shouldn't go much lower: let's buy it." Followed by, "We have a profit; let's take it 
before XYZ turns down." 

B-I "XYZ shouldn't go much lower; let's buy it." Followed by, "We have a loss, but the price is 

now a little better than it has been; let's sell before it goes down again." 

A-3 "XYZ should go even higher; let's buy it. " Followed by, "We have a profit and XYZ now seems 

to have turned down; let's sell." 

B-3 "XYZ should go even higher; let's buy it." Followed by, "We were wrong and have a loss; let's 
sell before XYZ goes down even further." 

A-5 "XYZ should go even higher; let's buy it." Followed by, "We have a profit; let's take it before 

XYZ turns down." 

B-5 "XYZ shouldn't go much lower; let's buy it." Followed by, "We were wrong and have a loss; 

let's sell before XYZ goes down even further." 

IV- 3 
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A - PROFITABLE 
TRADES 

B - UNPROFITABLE 
TRADES 

NEW Y O R K . S T O C K  E X C H A N G E  

R O U N D - T R I P  T R A D E S  T E N D I N G  TO I N F L U E N C E  T R E N D S ,  

BY P R I C E  L E V E L  A N D  P O I N T  IN T R E N D  

EXHIBIT I V - 2  

TRADES T H A T  TEND 
TO DAMPEN TRENDS 

SE~-~~---- A sS~t/~ 
.o,W x 

A-I A-2 

TRADES T H A T  TEND 
TO A G G R A V A T E  TRENDS 

.u,- 7 7 \ 
A-3 A-4 

T R A D E S  E N T I R E L Y  WITHIN 
T R E N D S  - T E N D E N C Y  TO 
DAMPEN OR A G G R A V A T E ,  

D E P E N D I N G  ON C I R C U M S T A N C E S  

1 
BUY COVER 1 

B-1 

A /-/ 
B-2 

BUY 

SELL 

B-3 B--4 

• .,,-Time-*.. 

t 
Pr ice  Range 

\ V 1 
B-5 B-6 
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The even-numbered illustrations show the analogous short ope/ation. 

Transaction A-3, while profitable, is seen to aggravate the trend and is the goal for which many 

speculators (both on and off the Floor) regularly strive under the concept, "Buy with the trend and let 

your profits run. " B- l, on the other hand, illustrates a transaction where bOththe purchase and sale 

were made against the trend, even though the transaction was unprofitable. Nevertheless, speculative 
transactions that are both unprofitable and aggravating to the trend, as illustrated by B-3, are appar- 

ently often the lot of the nonprofessional. This is clear inasmuch as transactions A-Z and A- I, which 

offset B-3, are precisely those that the specialist is obliged most regularly to perform and, if per- 

formed skillfully, from which he derives a large portion of his trading profit. Similarly, many floor 
traders can and do profit from this kind of counter-balancing transaction. 

A-5 illustrates a round-trip transaction completed entirely within a trend. While the purchase is 

made with the trend, just as in A-3, the subsequent sale offsets statistically whatever influence on the 

trend the purchase may have had. Nevertheless, a body of evidence exists that transaction A-5, and 

the similar short transaction illustrated in A-6, can exert a destabilizing influence on prices under 

certain circumstances. The statutes outlawing price manipulation were designed to prevent just such 

circumstances, and charges even today of congregating and dominating markets are raised against 
operations that might be illustrated as in A-5 and A-6. 

Under other circumstances, however, transactions such as these are a necessary and legitimate 

obligation of the dealer function. It is through transactions of this kind that dealers often adjust their 

positions in order to be able to dampen anticipated further public excesses. In Exhibit III-Z, for 

example, the larger floor traders were seen to sell at the beginning of the sharp decline on Friday after- 

noon and then, with reduced long positions or even short positions, return their capital to the market 

heavily on the buy side at a lower point in the decline. The fact that this constructive operation is poten- 

tially just as profitable as a skillful manipulative operation is the principal source of the continuing 
controversy regarding the floor dealer activity. 

It is agreed that floor trading is sometimes with and sometimes against the trend. As illustrated 

here, it also often occurs entirely within a trend. Inasmuch as individual floor traders have survived 

in business, floor trading must necessarily be conducted along the lines of A- 1 through A- 6 more often 

than B- I through B-6. Statistical analysis alone, however, cannot establish whether any one kind of 

trading (such as floor trading ) cancause trend, influence trend, or merely coincide with trend. Within 

the limits of this reservation, it is possible to examine the relationship of floor trading to price trend 
in terms of direction of traders' balances. 

I V - 4  
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B - PRICE REVERSAL TREND /kNALYSIS 

f 

M E T H O D  O F  
M E A S U R I N G  T R E N D  

The "price reversal" definition of trend used in Exhibits IV-3 through IV-7 avoids the faults of both 

the tick test and the close-to-close formula. Borrowed from Wall Street point-and-figure technical 

analysis, it defines trend as any price movement that exceeds a predetermined minimum, disregarding 

time. Thus, if a one-point minimum has been set, and an upward moving price reverses and turns 

down, a downtrend is not assumed to have been established unless the downward movement continues for 

at least one full point before the price starts up again. If, on the other hand, the downward movement 

continues for a full point or more, a downtrend is assumed to have been established, and it remains 

intact until the price reverses and turns upward for at least one full point. 

FLOOR TRADING 

IN CHRYSLER 

Chrysler common was by far the most actively floor-traded stock during the I0 trading days 

September Z3 - October 4, when floor traders bought and sold a total of 644, I00 shares, or 16. 1 per 

cent of twice-total volume. Exhibit IV-3 presents a chart of its price action during this period. The 

one-point price reversal analysis cancels out all price fluctuations smaller than one full point. Shown 

also are the net balance of floor traders' total purchases and sales during each trend, regardless of the 

price level of transactions. 

W h i l e  a t r a d e r  i s ,  o f  c o u r s e ,  u n a b l e  t o  f o r e t e l l  t h e  d i r e c t i o n  o r  d u r a t i o n  o f  a p r i c e  m o v e m e n t  a t  t h e  
i n s t a n t  o f  t h e  t r a n s a c t i o n ,  t h i s  e x h i b i t  a n d  t h e  o t h e r s  of  t h e  s e r i e s  n e v e r t h e l e s s  s h o w  h o w  n o r m a l  f l o o r  
t r a d i n g  a c t i v i t y  r e l a t e s  to  p r i c e  t r e n d s .  

T h e  t o t a l  of  a l l  s h a r e s  f l o o r - t r a d e d  d u r i n g  e a c h  t r e n d  w a s  c o n s i d e r a b l y  h i g h e r  t h a n  t h e  n e t  f i g u r e ,  
i n a s m u c h  a s :  

Some traders bought and sold entirely within the trend on many occasions (as in the profitable 

trades A-5 and A-6, and the unprofitable trades B-5 and B-6, of Exhibit IV-Z). 

IV-5 
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Floor traders, like other traders, seldom agree and, typically, some traders were buying and 

others were selling during each trend. 

While the price reversal analysis presents a clearer picture of the aggregate activity of floor traders 

during each price trend, it confirms the conclusions of other methods of analysis: floor trading is 

I neither uniformly with the trend nor against. In Exhibit IV-3, floor traders, in the aggregate, traded 

with 18 price trends and against 13. 

The selection of a one-point minimum reversal is based solely on observation of the in-and-out 

tactics of most floor traders and is accordingly arbitrary. Exhibit IV-4 shows price acti6n in Chrysler 

for the same period with all price fluctuations of less than two points not shown. Here, where only 

l 
larger price trends are shown, floor traders appear to act more often in a counter-balancing fashion 

and, in the aggregate, traded against four of these seven price trends. This exhibit, however, like the 

others of this series, includes a bias against the traders, in that where traders bought or sold at the 

exact point of reversal, their transactions were considered to have taken place during the ensuing trend. 

Thus, shares purchased at the precise end of a downtrend and beginning of an uptrend, even though they 
may have helped end the decline, are assumed to be with the trend. 

Exhibit IV-4 also shows that, while the floor traders traded heavily against the over-all downtrend 

from If:03 on September 25 to Ii:15 on September 27, they traded even more heavily with the uptrend 

that began at I:14 on the 30th of the month. Interestingly, traders operated chiefly as buyers during 

both trends, perhaps reflecting the general "bullishness" for Chrysler prevalent in Wall Street during 

this period. 

FLOOR TRADING 

IN HIGH VOLTAGE 

High Voltage Engineering common was widely regarded as a speculative favorite during this same 
period and was the third most actively floor-traded stock; traders bought and sold 210, 000 shares, or 

15.7 per cent of twice-total volume. (In Sperry Rand common, which ranked second in floor trading 

activity, traders accounted for only 7.0 per cent of twice-total volume even though they bought and sold 

287, I00 shares. ) 
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FLOOR TRADING 

N E W  Y O R K  S T O C K  E X C H A N G E  

IN CHRYSLER CORPORATION COMMON 

S E P T E M B E R  23 - O C T O B E R  4, 1963 ( T E N  BUSINESS D A Y S )  

STOCK 

(Trends Rased On Two-Point Reversal, With Floor Traders' Net Purchases 
And Sales During Each Trend) : 
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In E x h i b i t  IV-5 ,  w h i c h  s h o w s  p r i c e  a c t i o n  f o r  H i g h  V o l t a g e  d u r i n g  t h e  s a m p l e  p e r i o d ,  a l l  p r i c e  
r e v e r s a l s  of  o n e - h a l f  p o i n t  o r  l a r g e r  h a v e  b e e n  r e c o r d e d  b e c a u s e  of t he  l o w e r  p r i c e  of H i g h  V o l t a g e  in  

I r e l a t i o n t o  C h r y s l e r .  F i o o r  t r a d e r s ,  c o n s i d e r e d  in  t h e  a g g r e g a t e ,  a r e  s e e n  to  h a v e  t r a d e d  w i t h  45 
t r e n d s  a n d  a g a i n s t  19. 

E x h i b i t  I V - 6  s h o w s  f l o o r  t r a d i n g  in  H i g h  V o l t a g e  w i t h  a l l  f l u c t u a t i o n s  s m a l l e r  t h a n  o n e  p o i n t  e l i m -  
i n a t e d .  F l o o r  t r a d e r s ,  on b a l a n c e ,  a c t e d  in  t h e  s a m e  d i r e c t i o n  a s  t h e  t r e n d  on  1Z o c c a s i o n s  a n d  a g a i n s t  
the  t r e n d  on 13 o c c a s i o n s .  

AGGREGATE 

FLOOR TRADING 

The analysis of floor trading in High Voltage and Chrysler is presented in somewhat different form 

in Exhibit IV-7. Here, the ne__~t buying or selling of each floor trader during each trend was determined, 

and the results totaled. In addition, the exhibit shows the total number of traders who: 

- More often than not traded with the trend 

- More often than not traded against the trend 

- Traded generally as often with the trend as against. 

Finally, a comparison of these totals with the grand t o t a l  of shares floor-traded, or with the grand t o t a l  
of f l o o r  t r a d e r s  a c t i v e  in  t h e s e  s t o c k s ,  r e v e a l s  t h e  n u m b e r  of  s h a r e s  t r a d e d ,  a n d  t h e  n u m b e r  of  t r a d e r s  
operating, entirely within the trend. 

The tables indicate that slightly more shares were traded against price trends in Chrysler of at 

least one point, and, when only larger trends are considered, traders were more likely to be trading 

against than with. Of greater interest, however, is the finding that, even when all trends as small as 

one point are considered, more than two-thirds (438, 000 out of 644, I00) of all shares floor-traded were 

bought and sold entirely within trends. Shares traded within trends make up a progressively larger 

portion of the total as the minimum reversal standard is increased; and ifathree-point standard (not shown 

graphically) is used, well over 90 per cent of all shares bought and sold by floor traders are shown to 

IV- 7 
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(Trends Based On One-Point Reversal, With Floor Traders' Net Purchases And 
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NEW YORK STOCK ExcHANGE 

CHANGES IN FLOOR TRADERS' BALANCES 

IN RELATION TO PRICE TRENDS 

S E P T E M B E R  23 - O C T O B E R  4, 1963 ( T E N  BUSINESS DAYS)  

PRICE-REVERSAL 
TREND 

WITH 
TREND 

A G G R E G A T E  C H A N G E  IN F L O O R  

T R A D E R S ' B A L A N C E S ,  IN SHARES 

AGAINST 
TREND 

EXHIBIT I V - 7  

N U M B E R  OF T R A D E R S  WHO HAD 

C H A N G E S  IN B A L A N C E S  

USUALLY USUALLY AS O F T E N  
WITHIN WITH AGAINST WITH AS WITHIN 
TREND TOTAL TREND TREND AGAINST TR END 

A - CHRYSLER CORPORATION COMMON STOCK 

TOTAL 

. . . .  - 

One-Point 
Two-Point 
Three' Point 

102,400 
34,100 

9,900 

103,700 
53,800 
34,100 

438,000 644,100 ' 44 31 
556,200 644,100 18 35 
600,100 644,100 20 13 

3 13 91 
1 37 91 
0 58 91 

: : , ~ ' .  _ ~.. 

B - HIGH VOLTAGE ENGINEERING CORPORATION COMMON STOCK 

Half-Point 82,400 51,800 
One- Point 35,700 35,400 

76,000 210,200 33 19 
139,100 210,200 20 18 

8 4 64 
3 23 64 

L, 
-F 

. ". .. 

-,/ 

/ 
;/ 

? 



have been offset entirely within the trend. Of the 91 floor traders active in Chrysler during the two- 

week period, more seem to have traded usually with the trend than against. The table shows, however, 
that 58 of 91 traded entirely within trends of three points or larger. 

In High Voltage, floor traders are shown trading largely in the direction of the half-point reversal 

trends, but, despite the extreme narrowness of the price trends recorded, over one-third of shares 
floor-traded were purchased and sold entirely within trends. As in Chrysler, however, floor trading 

tends more in the direction of activity against the trend as the maximum reversal standard is increased. 

In addition to showing that floor trading is neither always with the trend or always against, the tables 

amply demonstrate the narrow in-and-out tactics of most floor traders and support the contention that 
floor trading contributes to the "fluid" concept of liquidity. 

TRADING WITHIN 

THE TRENDS 

In view of the finding that a very large portion of floor trading takes place entirely within price trends, 

a one-point price reversal analysis of Chrysler is shown in Exhibit IV-8 wherein trading during each half 

of each trend is distinguished. The halfway point in each trend is determined as the mid-price between 

high and low, and, if the mid-price was recorded more than once, as the occasion closest to the mid- 
point in time that the mid-price was posted. (This method is similar to that used by the SEC in its report 

on NYSE floor trading dated July 1946 and presented on pages 520 and 521 of the Appendix to the Report 
of the Special Study - Part 2. ) 

The present exhibit provides a general idea of the over-all profitability of aggregate floor trading 

during each trend and indicates that floor trading can fall into each of the situations shown in Exhibit IV-Z. 

On the basis of its similar 1946 studies, and referring to situations such as shown in A-6 if Exhibit IV-2, 

or between 2:46 and 3.:36 (ticker tape time) on September Z6 in Exhibit IV-8,the SEC concluded that 
" .... floor traders initiate or contribute to the early stages of a decline by selling on balance, then in 

many cases tend to retard the decline to which they contributed. " The Exchange contends that this kind 

of transaction is rather a legitimate dealer function of decreasing an inventory position in order to step 

in when possible and try to stem a decline brought on by others' selling. Neither position can be sup- 

ported statistically; the actuality will depend on many circumstances, including the situation in the crowd 

ahd the general condition of the market. 

IV-8 



. . f •  - 

. . .  , • - . 

o 
O 
O 

7 
' oo o 

v 

oo o 

o o  

- ~  24 " 

. , . . •  

" ' N E W  Y O R K  S T O C K  E X C H A N G E  

F L O O R - T R A D I N G  I N  C H R Y S L E R  c o R P O R A T I O N C O M M O N  
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RELATION OF 

TICK TO TREND 

E x h i b i t s  I V - 9  t h r o u g h  I V - 1  1 e x a m i n e  t h e  r e l a t i o n  of  t i c k  to  t r e n d  f o r  t w o  s t a n d a r d s  o f  p r i c e  r e v e r -  
s a l  in  C h r y s l e r  a n d  one  s t a n d a r d  in H i g h  V o l t a g e .  T h e  d a y s  o r  l o n g e r  p e r i o d s  s e l e c t e d  f o r  a n a l y s i s  
w e r e  t h o s e  in  w h i c h  t h e  g r e a t e s t  p r i c e  v o l a t i l i t y  o c c u r r e d  - i . e . ,  i n  w h i c h  t h e  g r e a t e s t  n u m b e r  o f  

r e v e r s a l s  w e r e  r e c o r d e d .  T a b l e  A i n  e a c h  o f  t h e  t h r e e  e x h i b i t s  i n d i c a t e s  t h a t ,  o f  a l l  s h a r e s  f l o o r -  
t r a d e d ,  w h e t h e r  b o u g h t  o r  s o l d ,  t r a n s a c t i o n s  d u r i n g  u p t r e n d s  a r e  g e n e r a l l y  m o r e - l i k e l y  t o  o c c u r  on  + 
o r  O+ t i c k s  a n d  t r a n s a c t i o n s  d u r i n g  d o w n t r e n d s  on  - o r  O- t i c k s .  I t  i s  i n t e r e s t i n g  to  n o t e ,  h o w e v e r ,  

t h a t  t h e r e  a p p e a r  to  be  f r e q u e n t  o p p o r t u n i t i e s  t o  b u y  on  - a n d  O- t i c k s  d u r i n g  u p t r e n d s ,  a n d  to  s e l l  
on  + o r  O+ t i c k s  d u r i n g  d o w n t r e n d s .  

Table B in the three exhibits presents these findings more concisely. Here, purchases during 

downtrends and sales during uptrends are considered "against the trend"; purchases on - and 0- ticks 

and sales on + and 0+ ticks are considered "stabilizing." All three exhibits show, in a general way, 

that transactions against the trend usually occur on stabilizing ticks. They also show. however, that 

transactions with the trend are just as likely to occur on stabilizing ticks as on destabilizing ticks. 

Table B of each exhibit alsoshowssimilar results in terms of individual traders. Those traders who 

operated primarily in a counter-balancing way against the trend almost always operated primarily on 

stabilizing ticks. Those who operated usually with the trend were as likely to execute their trades on 

stabilizing ticks as on destabilizing ticks. 

C O N C L U S I O N  

The relationship of floor trading to price trend clearly reveals the dissimilarity between various 

kinds of floor traders and floor trading on different occasions and under varying circumstances. The 

charges raised by the SEC on frequent occasions accurately describe a portion, but far from all, of 

floor trading. The Exchange, on the other hand, has not formallyrecognized either that these negative 

conditions exist, or that some floor trading is performed as a legitimate dealer operation and makes 

a clear contribution to the market. Rather, the Exchange has merely complied with the SEC as expe- 

ditiously as possible in restricting all floor traders and all floor trading indiscriminately. 

I V - 9  
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NEW YORK STOCK EXCHANGE 

T R A D E R S '  P U R C H A S E S  AND SALES OF C H R Y S L E R  C O R P O R A T I O N  
COMMON STOCK IN R E L A T I O N  TO T I C K  AND P R I C E  T R E N D  

EXHIBIT I V - 9  

S E P T E M B E R  26, 1963 

A -  DISTRIBUTION OF SHARES TRADED DURING ONE-POINT REVERSAL TRENDS 

SHARES B O U G H T  S H A R E S  S O L D  A L L  S H A R E S  T R A D E D  

ON O N  ON ON ON ON 
UP DOWN T O T A L  UP DOWN T O T A L  UP DOWN T O T A L  

TREND TREND T R E N D  T R E N D  T R E N D  TREND 

On + or 
O+ tick 18,500 2,800 21,300 24,300 8,200 32,500 42,800 11,000 53,800 

On - or 
O- tick 19,400 11,600 31,000 6,000 8,100 14,100 25,400 19,700 45,100 

TOTAL 37,900 14,400 52,300 30,300 16,300 46,600 68,200 30,700 98,900 

B -  TICK TEST STABILIZATION VERSUS TENDENCY TO .INFLUENCE TREND 

D I S T R I B U T I O N  OF S H A R E S  

Traded 
Against 
Trend 

Traded 
With 

Trend 

TRADED ON 
STABIL IZ ING 

TICKS 

35,900 

27 ,600  

TRADED ON 
D E S T A B I L I Z I N G  

TICKS 

8,800 

2 6 , 6 0 0  

N U M B E R  OF T R A D E R S  

F L O O R  T R A D E R S  WHOSE 
P U R C H A S E S  A N D  S A L E S  W E R E :  

Usually Against 
The Trend 

Evenly 
Distributed 

Usually With 
The Trend 

USUALLY ON 
S T A B I L I Z I N G  

TICKS 

14 

10 

E V E N L Y  
D I S T R I B U T E D  

USUALLY ON 
D E S T A B I L I Z I N G  

TICKS 

i 0  

- 0  - . "  t * .  
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COMMON S T O C K  IN R E L A T I O N  TO T I C K  

S E P T E M B E R  25 - 27, 1963 

On + 0[ 

O+ tick 

On - or 

0- tick 

TOTAL 

C H R Y S L E R  C O R P O R A T I O N  

AND P R I C E  T R E N D  

A - SHARES TRADED DURING TWO-POINT REVERSAL TRENDS 

S H A R E S  B O U G H T  S H A R E S  SOLD A L L  S H A R E S  T R A D E D  

T O T A L  

38,500 

38,700 

ON 
UP 

T R E N D  

48,900 

14,400 

63, 300 

ON 
DOWN 

T R E N D  

9,900 

9,600 

19,500 

T O T A L  

58,800 

24,000 

82, 800 

ON 
UP 

T R E N D  

78,100 

42,800 

120, 900 

ON 
DOWN 

T R E N D  

19,200 

19,900 

39,100 

EXHIBIT IV-IO 

T O T A L  

97,300 

62,700 

ON ON 
UP DOWN 

TREND T R E N D  

29,200 9,300 

28,400 10,300 

57, 600 19, 600 77,200 

Traded 
Against 
Trend 

Traded 
With 

Trend 

B - TICK TEST STABILIZATION VERSUS TENDENCY TO INFLUENCE TREND 

D I S T R I B U T I O N  OF S H A R E S  

T R A D E D  ON 
S T A B I L I Z I N G  

T ICKS 

T R A D E D  ON 
D E S T A B I L I Z I N G  

T ICKS 

23,700 

38,800 

Usually Against 
The Trend 

Evenly 
Distributed 

Usually With 
The Trend 

160,000 

N U M B E R  O F  T R A D E R S  

F L O O R  T R A D E R S  W H O S E  
P U R C H A S E S  A N D  S A L E S  W E R E :  

U S U A L L Y  ON 
S T A B I L I Z I N G  

T I C K S  

20 

E V E N L Y  
D I S T R I B U T E D  

U S U A L L Y  ON 
D E S T A B I L I Z I N G  

T ICKS 

59,200 

38,300 

12 

t 

I 
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NEW YORK STOCK EXCHANGE 

FLOOR T R A D E R S '  P U R C H A S E S  AND SALES O.F 
HIGH V O L T A G E  E N G I N E E R I N G  C O R P O R A T I O N  

COMMON .STOCK IN R E L A T I O N  TO T I C K  AND P R I C E  

S E P T E M B E R  25, 1963 

T R E N D  

E X H I B I T  I V - 1  1 

A - DISTRIBUTION OF SHARES T R A D E D  D U R I N G H A L F - P O I N T  REVERSAL TRENDS 

On + or 
0+ tick 

On - or 

0- tick 

TOTAL 

ON 
UP 

TREND 

8,800 

6,800 

15, 600 

SHARES BOUGHT 

ON 
DOWN 

TREND 

2,500 

8,900 

11,400 

TOTAL 

11,300 

15,700 

27, 000 

ON 
UP 

TREND 

12,500 

5,600 

18, 100 

SHARES SOLD 

ON 
DOWN 

TREND 

7,700 

1,900 

TOTAL 

20,200 

7,500 

27,700 

ON 
UP 

TREN D 

21,300 

12,400 

33,700 

A L L  SHARES T R A D E D  

ON 
DOWN 

TREND 

10,200 

10,800 

9,600 21,000 

TOTAL 

31,500 

23,200 

54,700 

B - TICK TEST S T A B I L I Z A T I O N  VERSUS TENDENCY TO I N F L U E N C E  TREND 

DISTRIBUTION OF SHARES 

Traded 
Against 
Trend 

Traded 
With 

Trend 

TRADED ON 
STABILIZING 

•TICKS 

21,400 

14,500 

TRADED ON 
DESTABILIZING 

TICKS 

8,100 

10,700 

NUMBER OF T R A D E R S  

FLOOR TRADERS WHOSE 
PURCHASES AND SALES WERE: 

Usually Against 
The Trend 

Evenly 
D istributed 

Usually With 
The Trend 

USUALLY ON 
STABILIZING 

TICKS 

10 

EVENLY 
DISTRIBUTED 

USUALLY ON 
DESTABILIZING 

TICKS 

%. 

o 
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V - O P I N I O N  R E G A R D I N G  T H E  F L O O R  T R A D I N G  S E C T I O N  O F  
T H E  R E P O I ~ T  O F  T H E  S P E C I A L  S T U D Y  O F  S E C U R I T I E S  M A R K E T S  

This chapter will discuss the section of the Report Of The Special Study Of Securities Markets dealing 
with floor trading on the NYSE. 

During the study and the preparation of this report, the Report Of The Special Study was used exten- 

sively, especially the sections on floor trading. The historical perspective it provided, the statistical 

compilations and the channelling of arguments for and against floor trading all were extremely helpful. 

The findings and conclusions of this study agree in part with the Special Study and disagree in part; 

the most important difference is in approach. Rather than abolish floor trading, as recommended by the 

Special Study, a better solution is felt to lie in the preservation of the constructive aspects of floor trading. 

There exists a need, which is likely to increase, for mobile capital on the Floor of the Exchange, ready 

and willing to flow toward market imbalances - if this capital is channelled in a responsible and properly 

controlled manner. 

FLOOR TRADERS' 

ADVANTAGES 

The Special Study finds that members trading for their own account on the Floor of the NYSE have 

a place advantage over all others not on the Floor. Arguments have been advanced to demonstrate 

these advantages, as well as counter arguments regarding the advantages of being off the Floor. The 
present study has concluded that there are certain advantages to a member's presence on the Floor of 

the NYSE, but that these advantages are not inherently bad. If properly controlled and constructively 

used, it is felt that they can be of value to the orderly functioning of the auction market. 

i Similarly, the cheaper cost of trading on the Floor, while irrefutably an advantage, does not con- 
travene the interests of the investing public if the trader enjoying this cheaper cost can act in a manner 

which will benefit the investing public at large. 
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FLOOR 

TRADING RULES 

The Special Study presents a detailed and lucid chronological summary of the evaluation of NYSE 

floor trading rules. These rules have undergone many changes and modifications in the past, and reflect 

the concern of the SEC about the propriety of floor trading and the response of the NYSE to the problem. 

An examination of the •evaluation of these rules is convincing evidence that the SEC has carefully con- 

sidered the implications of the complete abolition of floor trading. Armed with a clear mandate to set 

aside floor trading, the SEC heretofore has selected the alternative course of sponsoring numerous 

rules set up by the Exchange to control, rather than eliminate, floor trading activities. 

This study concurs, in large part, with the opinion of the Special Study concerning the complexity 

of the current floor trading rules, especially the clarification of Rule ii0 and the vagueness of Rule l l0 

itself. The present rules and those which they have replaced have all been aimed at restricting the 

activities of the floor traders. Some of the restrictions Which have been imposed through the years 

include a limitation on the amount of stock floor traders can buy under certain conditions, a proviso that 

stock might not be sold at a profit for two days after its purchase, a daylight trading rule to curtail in- 

and-out trading, and a number of others. 

Over the last 30 years, the SEC has sought to eliminate or severely curtail the activities of the 

floor trader, on the premise that these activities are bad in themselves. The NYSE, in a defensive 

posture, has sought to justify the floor trading group on the principle of free enterprise, and has given 

ground only as it became necessary. As long as these mutual attitudes prevail, no rules adopted by the 

Exchange, no matter how well-written they are or specific they may be, will be satisfactory. 

The recommendations of this report and the proposed rules covering them recognize a distinction 

between types of floor trader activity, and attempt to utilize the constructive aspects and eliminate the 

undesirable. It is proposed to accomplish this not only with rules, but with performance requirements 

and measurable quantitative, as well as qualitative, standards. 
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similar to those made by a great many members regarding this same issue: "There are some traders 
who only follow volume and thus add more {volume) trying to scalp a I/4 or so. Most {traders), how- 

ever, are a great help to specialists and (to) the public under normal circumstances, and are invaluable 

under extraordinary circumstances and in special situations. I think a fairly large minimum capital 

(requirement) might help. " The criticism that floor trading tends to contribute to market imbalances 

is discussed more thoroughly below. 

The third criticism deals with liquidity in the sense of providing the opportunity for liquidation. 

This point is also well-taken, for selling by floor trading during times of market crises is in no way 

restricted under current NYSE rules. Those traders who buy on such occasions do so only at their own 

discretion and, .as indicated in Chapter III, such buying is concentrated among the more expert, better- 

capitalized floor trading accounts. The fact that these traders d__o_o buy on such occasions, however, the 
Special Study has failed to recognize. 

RELATIONSHIP OF 

F LOOR TRADING 

TO PRICE TREND 

In its discussion of floor trading's relationship to price trend - i.e., its effect on price stability - 

the SEC successfully demonstrates the inadequacies of the tick test formula for measuring floor trading 

activity. While these criticisms appear valid, the tick test remains the only regulatory tool yet devised 

that can be applied in most market situations. As such, there has been no effort to discontinue its use. 

The Special Study goes on further to discuss the contradiction involved in the Exchange's argument that 

all floor trades, whether tending to destabilize or not, are beneficial inasmuch as they contribute to 

liquidity. This point w a s  discussed in Chapter III of the present study. 

The importance of the net balance studies conducted by the SEC and the Special Study, however, is 

significantly impaired by their fundamental confusion of price trend with time period. Thus, in com- 

paring traders' balances at selected points in time, and then comparing changes in those balances with 

changes in prices, little indication is provided concerning actual trading during the period between the 

selected points in time. Studies of this type are presented on pages 214-17, 403-05, 411 and 41Z of the 

Report Of The Special Study. Changes in floor traders' net balances are usually considered only in the 

aggregate, and are compared either with changes in the standard market indexes or with price changes 

in individual stocks. 
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It should be stressed that the recommended function of "registered dealer" would be quite different 
I from that of the "auxiliary specialist" as proposed by the Special Study of the SEC. The role suggested 

here would preserve the important features of individual initiative and judgment in the use of member 
capital, rather than permitting such capital to be employed only when and if required by one or more 
specialists. Under this alternative, capital its owners desire to employ in speculative risk-taking would 
soon disappear from the Exchange operations. 

The functioning of the "registered dealers" in improving the continuity and stability of prices should 
present a partial answer to the question "... of just what is the role of the specialist in auction markets, 
and what is the adequacy of the protection that an investor has when he participates inthat market."~ At 
the same time, it is necessary to be utterly realistic and recognize that the "registered dealers" - and 
the specialists as well - will not be able and should not be expected to utilize their capital to support 
market prices when an avalanche of selling is created by professional speculators (nonmembers} who, 
being motivated by a crisis or the same set of conditions, decide to liquidate by unloading their holdings 
on someone else. 

Essentially, "registered dealers" - i.e., members and member firms who qualify and register - 
would have trading privileges which in some respects would be broader than those now possessed by floor 
traders and in other respects would be more stringent, particularly in the area of qualitative and quanti- 
tative standards of performance. The underlying philosophy is that, instead of tightening the restrictions 
on trading to the point of inflexibility, the really constructive approach is to grant the necessary freedom 
to conduct trading operations within the scope of prescribed standards of performance designed to stress 
transactions of a stabilizing type. 

T h e s e  c a r e f u l l y  c o n s i d e r e d  r e c o m m e n d a t i o n s  a l s o  f o r e s e e  t h e  n e e d  f o r  f u l l y  e f f e c t i v e  s u r v e i l l a n c e  
p r o c e d u r e s  w h i c h  s h o u l d  be  e s t a b l i s h e d  a n d  a d m i n i s t e r e d  by  t h e  E x c h a n g e  to  e n s u r e  c o n f o r m a n c e  w i t h  
t h e  s t a n d a r d s .  

~ C h a i r m a n  S t a g g e r s  of t h e  H o u s e  S u b c o m m i t t e e  a t  t h e  h e a r i n g  o n  F e b r u a r y  7, 1964 ,  a s  r e p o r t e d  in  
T h e  W a l l  S t r e e t  J o u r n a l  o f  F e b r u a r y  8, 1964 .  
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It should be stressed that tl~e recommended function of "registered dealer" would be quite different 
from that of the "auxiliary specialist" as proposed by the Special Study of the SEC. The role suggested 
here would preserve the important features of individual initiative and judgment in the use of member 
capital, rather than permitting such capital to be employed only when and if required by one or more 
specialists. Under this alternative, capital its owners desire to employ in speculative risk-taking would 
soon disappear from the Exchange operations. 

The functioning of the "registered dealers" in improving the continuity and stability of prices should 
present a partial answer to the question "... of just what is the role of the specialist in auction markets, 

and what is the adequacy of the protection that an investor has when he participate s in that market."~-" At 

the same time, it is necessary to be utterly realistic and recognize that the "registered dealers" - and 

the specialists as well - will not be able and should not be expected to utilize their capital to support 
market prices when an avalanche of selling is created by professional speculators (nonmembers) who, 

being motivated by a crisis or the same set of conditions, decide to liquidate by unloading their holdings 
on someone else. 

E s s e n t i a l l y ,  " r e g i s t e r e d  d e a l e r s "  - i . e . ,  m e m b e r s  and m e m b e r  f i r m s  w h o  q u a l i f y  and r e g i s t e r  - 
w o u l d  h a v e  t r a d i n g  p r i v i l e g e s  w h i c h  in  s o m e  r e s p e c t s  w o u l d  be  b r o a d e r  t h a n  t h o s e  n o w  p o s s e s s e d  by f l o o r  
t r a d e r s  and in o ther  r e s p e c t s  w o u l d  be  m o r e  S t r i n g e n t ,  p a r t i c u l a r l y  in the  a r e a  o f  q u a i i t ~ t i v e  and  q u a n t i -  
t a t i v e  s t a n d a r d s  of  p e r f o r m a n c e .  T h e  u n d e r l y i n g  p h i l o s o p h y  i s  that ,  i n s t e a d  o f  t i g h t e n i n g  the  r e s t r i c t i o n s  
on t r a d i n g  to the  po int  o f  i n f l e x i b i l i t y ,  the  r e a l l y  c o n s t r u c t i v e  a p p r o a c h  i s  to  g r a n t  the  n e c e s s a r y  f r e e d o m  
to  c o n d u c t  t r a d i n g  o p e r a t i o n s  w i t h i n  the s c o p e  o f  p r e s c r i b e d  s t a n d a r d s  o f  p e r f o r m a n c e  d e s i g n e d  to  s t r e s s  
t r a n s a c t i o n s  o f  a s t a b i l i z i n g  t y p e .  

These carefully considered recommendations also foresee the need for fully effective surveillance 

procedures which should be established and administered by the Exchange to ensure conformance with 

the standards. 

* C h a i r m a n  S t a g g e r s  of  the  H o u s e  S u b c o m m i t t e e  at  the  h e a r i n g  on F e b r u a r y  7, 1964 ,  a s  r e p o r t e d  in  
T h e  Wal l  S t r e e t  J o u r n a l  o f  F e b r u a r y  8, 1964 .  
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The "registered dealers" would have to become accustomed to their role and the performance stan- 

dards under which they would function. At the outset, these standards should be high enough only to 

ensure reasonable performance. In a trial period of at least a year, the Exchange, in the light of 

experience, should then raise the standards where advisable and within the limits of feasibility to gain 

maximum improvement in the functioning of the auction market. 

The following recommended rules incorporate some regulatory features which have been embodied 

in other rules of the NYSE for many years. The purpose of doing so is to present the concept of the 

"registered dealer" function, together with the scope and limitations of the activity, without the need 

for cross reference to other rules. 
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RECOMMENDATIONS ON 

TRADING OPERATIONS 

Recommendation 

i. A member activity known as the 
"registered dealer" (or some other appro- 
priate term) should be established by the 
Exchange. 

a. Such members and member 
organizations would be registered by the 
Exchange to deal in stocks generally, only 
after meeting the following qualifications: 

Detailed familiarity with 
performance requirements 
for "registered dealers" as 
ascertained through appro- 
priate examination 

Expressed intent to .engage in 

risk-taking with the objective 

of improving the continuity 

and stability of the market 

Established reputation for, or, 

in the case of new members, a 
commitment to engage in, 

traaing practices which are 

consonant with fair and orderly 

markets 

Explanation 

The study disclosed that floor traders employ a wide 
variety of trading tactics. While some traders merely 
seek to exploit, and often aggravate, temporary market 
imbalances or price swings, others perform a dealer 
function very like that of the specialist, seeking to profit 
from counter-balancing transactions. Those traders 
who regularly or occasionally operate in this counter- 
balancing fashion, unlike the specialists, do so presently 
under no charter from the Exchange and participate in 
the market only as their own interests dictate. This 
floor dealer activity should be recognized, chartered 
and promoted by the Exchange and put to constructive 
market purposes. 
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The argument could be made that comparison with the direction of the market averages is somewhat 

unrealistic, inasmuch as floor trading ordinarily is heavily concentrated in only a few stocks, and 

accounts for an insignificant percentage of twice-total Exchange volume even on relatively inactive days. 
Nevertheless, while the net balance test, like the tick test, is far from conclusive, studies based on it 

have shown a general pattern of aggregate floor trading with the direction of daily price changes in 

individual stocks. 

Despite the consistent finding, by every measurement, that a substantial portion of floor trading 

takes place in counter-balancing fashion against price trends, neither the SEC nor the officials of the 

Exchange have sought to devise methods for channelling all, or most, floor trading into useful activities 

of this kind. The following comments indicate that many Exchange members would welcome a program 

of this kind: "More floor trading would be better if it were the right type - stabilizing trader." Another 

commission broker commented in regard to the volume of floor trading: "Same amount as done by cer- 

tain traders, but 19ms by smaller traders who can create violent swings in price." 

It can be noted here that the only initiative to steer more floor trading into stabilizing patterns has 

come from the floor traders themselves. Some of the larger traders have arranged meetings among 

floor traders to stress their responsibilities in the auction market. 

The other important measurements of floor trading's relation to price trend presented by the SEC 

and the Special Study have been transaction-by-transaction studies in individual stocks. While most of 

these studies published in the Report Of The Special Study date from theyears 1944-46, a rather thor- 

ough analysis was made of floor trading in Sperry Rand common on January Z5, 1961, when the news 

of the passing of a dividend was announced at Z:32 in the afternoon. The analysis, which is presented 

on pages 363-65 of the Report Of The Special Study, shows one large floor trader engaged in heavy 

liquidation throughout the day and the relatively insignificant dealings of all other floor traders. How- 

ever, this particular trader had already decided to liquidate his position before knowing the news, and 

merely continued to do so after the news was released. 
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SUGGESTED "AUXILIARY 

SPECIALIST" ROLE 

The Report Of The Special Study found that floor traders often act as "quasi-specialists" in some 

of their activities on the Floor, and recommended a study of whether it would be feasible to create a 

category of "auxiliary specialists" with minimum capital requirements, who would be permitted to 

assist in the purchase or sale of large blocks of stock on the floor at the "unsolicited request of a 

specialist." As envisioned by the Special Study, the "auxiliary specialist" would occupy a passive role 

and act only when called upon. 

T h e  o b s e r v a t i o n s  in t h i s  s u r v e y  l e a d  to  t h e  c o n c l u s i o n  t h a t  t h i s  s p o r a d i c  a c t i v i t y  w o u l d  be  i m p r a c t i c a l .  

The recommendation concerning the role of "auxiliary specialist" in effect recognizes the function of 

mobile, speculative risk-taking capital employed in trading operations on the Floor, and at the same 

time proposes limitations which would make it ineffective. 

However, this concept might possess value if properly adapted to the needs of the auction market 

by creating a specifically designed function to provide a constructive force operating under established 

standards of performance and suitable means of surveillance. The needs of the auction market - i. e. , 

liquidity, continuity and stability - have been discussed at length. They are well-known and regarded 

as old arguments to be accorded little weight unless recast in the light of new conditions. 

Therefore, it is essential to consider two important developments which currently have a pronounced 

effect upon the market for listed stocks and in the future undoubtedly will create added pressures upon 

the Exchange as it endeavors to maintain orderly markets. 

The first of these developments is the institutional investor. In 1949, institutional investors' hold- 

ings of NYSE listed companies were estimated at under $I0 billion, or less than 13 per cent of the mar- 

ket value of all NYSE listed Stocks. By year-end 1963, they had expanded to more than $82 billion or 

20 per cent of the value of NYSE listed companies. This growth shows no signs of slowing. 

T h e  s e c o n d  d e v e l o p m e n t  is  the  s p e c u l a t i v e  i n t e r e s t  p r e s e n t  in  t h e  m a r k e t  p l a c e .  R e s u l t s  of  t h e  
NYSE a n n u a l  p u b l i c  t r a n s a c t i o n  s t u d y  a r e  r e p r o d u c e d  in E x h i b i t  V - 1 .  T h e  f i v e  t a b l e s  in  E x h i b i t  V-1  
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N E W  Y O R K  S T O C K  E X C H A N G E  

T R E N D S  IN M A R K E T  P A R T I C I P A T I O N  

. EXHIBIT V-I 

For Selected Periods From 1952 Through 1963 

Period 

T a b l e  1 - P e r c e n t a g e  D i s t r i b u t i o n  
Of A l l  P u b l i c  V o l u m e  

By I n c o m e  G r o u p s  
U n d e r  $ 1 0 , 0 0 0 -  $Z5, 000 

$10,  000 $Z5, 000 A n d  O v e r  

Table 2 - Percentage Distribution 

Of All Public Volume 

By Investment Motivation 
30 Days I To 6 Over 6 

O r Les s Months Months 

1952-54 .34-35% 31-34% 31-34% 8-17% 19-Z8% 56-74% 

1955-58 30-31 36-38 3Z-33 13-16 20-29 55-67 
1959-63 16-26 40-44 35-40 9-17 Z5-32 51-65 

1963 16 44 40 17 3Z 51 

Table 3 - Percentage Distribution Of 

Public Margin Volume 

By I n c o m e  Groups  

T a b l e  4 - P e r c e n t a g e  D i s t r i b u t i o n  Of 
P u b l i c  M a r g i n  V o l u m e  

B y  I n v e s t m e n t  M o t i v a t i o n  
Under $I0,000- $25,000 30 Days I To 6 Over 6 

$I0,000 $25,000 And Over Or Less ~ Months Months 

1 9 5 Z - 5 4  31 -36% 3 1 - 3 7 %  2 7 - 3 5 %  1 5 - 2 4 %  2 8 - 3 5 %  4 1 - 5 7 %  
1955-58 27-29 39-40 3Z-34 21-2'5 27-37 41-47 
1959-63 13-23 43-47 34-41 17-Z6 33-4Z 35-46 

1963 13 46 41 Z4 41 35 

Table 5 - Public M a ~  Volume 
As A Per Cent Of 

Total Public Volume 
(All income Groups And All 

Investment Motivations ) 

z4-43% 
34-40 

3Z-59 

59 
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examine trends in market participation by income groups, the investment motivation displayed and the 

use of credit (margin) to effect transactions. As a means of comparison with 1963, the IZ NYSE public 

transaction studies from 195Z to 1963 have been grouped into three periods, and the ranges for each 

period are shown. 

The five tables in Exhibit V-1 bring out the following facts. 

Table I indicates that the participation of the lower income group (usually the more conserva- 

tive investors) has been halved; the higher income groups are clearly more of a factor in 

today's market than they used to be. 

Table 2 indicates that the investment motivation is shifting from the longer term (over six 

months) to the shorter term. 

Table 3 shows that the lower income group is more of a cash customer than the higher income 

groups, whose share of public margin volume has increased even more than their share of 

total public volume (margin and cash). 

Table 4 shows that short-term investment is proportionately more supported by margin than 

it used to be; the converse is true for longer-term investment. 

- Table 5 indicates that the total public volume is increasingly supported by margin transactions. 

In short, compared with 195Z, today's typical individual stock market investor is likely to be wealthier, 

more interested in short-term developments, and more inclined to use credit to finance his transactions. 

Some aggregate financial figures support the trends evident in NYSE's public transaction studies. 

I. Customers' net debit balances (the amount of NYSE member firms' credit used to purchase or 

carry securities for customers) reached a 33-year high in November 1963 of over $5.6 billion. 

. NYSE member borrowings from commercial banks and trust companies (brokers' loans) of 
$5. l billion in December 1963 rank below only the 1928 and 1929 peaks. It is one third above 
196Z's high. 
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. The  t o t a l  s h o r t  i n t e r e s t  r e p o r t e d  by  N Y S E  f i r m s  in N Y S E  s t o c k s  r e a c h e d  a 3 3 - y e a r  h i g h  of 
o v e r  7 m i l i i o n  s h a r e s  in  D e c e m b e r  1963.  

As the previously quoted figures show, both institutional holdings of NYSE listed securities and the 

speculative interest in listed companies are at high levels and likely to go higher. The NYSE must be 

prepared to meet the needs of these two groups of investors, each quite different from the other's, and 

herein lies the area where a professional NYSE member trader can assist in meeting this need. He 

can help meet it both by aiding in the cleanup of large blocks of stock typical of the institutional inves- 

tor's transactions, and as a counter-speculative force to dampen price trends and imbalances which 

more typically are the product of the speculative interest. 

RECOMMENDATIONS OF 

THE SPECIAL STUDY 

The Special Study follows previous findings of the staff of the SEC that members dealing on the 
Floor for their own accounts enjoy advantages of time, place and commission over all others trading 
from off the Floor. Further, the Special Study asserts, floor traders bear "...no responsibilitiesorobli- 

gations in relation to the market as a public institution." Also, statistics were presented to demon- 

strate that floor trading has produced adverse effects on market prices. The Special Study makes the 

point that these findings do not appear to conflict with the Exchange's own views, inasmuch as its attitude 

has been defensive and its rules concerning floor trading have been made with the sole purpose of 

restricting activities that are of private benefit only. 

The  c o n c l u s i o n s  of t h e  C M P  s t u d y  d i f f e r  f r o m  t h e s e ,  m a i n l y  c o n c e r n i n g  f l o o r  t r a d i n g ' s  e f f e c t  on  t h e  
p u b l i c  i n t e r e s t  and  on the  m a r k e t .  T h e  C M P  f i n d i n g s ,  b a s e d  on i n t e r v i e w s ,  q u e s t i o n n a i r e  r e t u r n s  a n d  
s t a t i s t i c a l  s t u d i e s ,  a r e  t h a t  s o m e ,  t h o u g h  n o t  a l l ,  f l o o r  t r a d e r s  a n d  f l o o r  t r a d i n g  e x e r t  a b e n e f i c i a l  
e f f e c t  on the  m a r k e t .  

As  a r e s u l t  of  i t s  f i n d i n g s ,  t he  S p e c i a l  S t u d y  r e c o m m e n d s  t h a t  f l o o r  t r a d i n g  i n  g e n e r a l  be  p h a s e d  
out  of  e x i s t e n c e .  A p o s i t i v e  r e c o m m e n d a t i o n  i s  a d d e d ,  h o w e v e r ,  t h a t  t he  p o s s i b i l i t y  of  a n  " a u x i l i a r y  
s p e c i a l i s t "  f u n c t i o n  be s t u d i e d ,  w h e r e i n  c e r t a i n  l a r g e  f l o o r  t r a d e r s ,  a f t e r  m e e t i n g  c a p i t a l  a n d  o t h e r  
r e q u i r e m e n t s ,  w o u l d  be  a v a i l a b l e  to p a r t i c i p a t e  i n  b l o c k  t r a n s a c t i o n s  " a t  t h e  u n s o l i c i t e d  r e q u e s t  of  a 
s p e c i a l i s t .  " 
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With these recommendations, the CMP study differs strongly. The findings of the CMP study 
indicate that the Special Study's recommendations would: 

- Indiscriminately abolish, along with the negative elements of floor trading, the floor trading 

functions that have been determined to provide a constructive influence in the market. 

Drive from theFIoor the large amounts of needed capital employed by the more active traders. 
The "auxiliary specialist" concept, which on the surface appears to have merit, could not, as 
a practical business matter, survive in a purely passive role. 

I 
- Be impossible to implement. Trading will take place, whether on the Floor or off the Floor, 

and the abolition of "floor trading" would merely create more "off-floor" trading, either a~s 
member or nonmember activity, not subject to control by the Exchange. 

Consequently, it is necessary to register disagreement with much of the argument and with the 

conclusions of the Special Study. It is felt that the Special Study could more usefully have defined the 

areas in which floor trading activities should be improved to overcome the adverse aspects and to make 

the presence of mobile, speculative risk-taking capital more broadly applicable to the functioning of 
the market. 
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