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D. PRICE IMPACTS OF BLOCK TRADES ON THE NYSE 

The basic purpose of the analyses in this part is to determine whether 
there are significant price changes accompanying block trades on the 
NYSE; and, if SO, whether they reflect a change in the underlying 
value of the stock or merely reflect the pressures of institutional trad
ing. The methodology used, measurement of the difference between 
the percentage price change in the stock from one point in time to 
another and the percentage price change in the market, is generally 
the same as in <;hapter X. It is more fully described in appendix A 
to this chapter. 

1. Data Used 
a. Vickers cards 

Most of the analyses in this section are based on the Vickers cards 
for NYSE block trndes in List A stocks from .ruly 1, 1968, to Septem
ber 30,1969.178 The final sample contained 7,009 such blocks.119 There 
were 4,810 blocks, or 69 percent of the total, below $1 million in value. 
Forty-three percent of the total blocks were traded at a price below the 
prevIOus price. Thirty-four :percent were traded at the same price, and 
25 percent were traded at a hIgher :price. 

Blocks under $1 million were elIminated from most analyses.18o The 
analyses were thus mostly conducted for 1,275 blocks between $1 mil~ 
lion and $2 million, 691 blocks between $2 million and $5 million and 
233 blocks over $5 million. Of these, 1,199 blocks, or 55 percent, traded 
on minus ticks and 366, or 17 percent, traded on plus ticks (Table 
XI-97). Since the tick of the .block is a good indica,tion of the side 
that initiated the trade, for purposes of the analyses minus-tick blocks 
are treated as having been initiated by an anxious seller; and plus
tick blocks, as having been initiated by an anxious buyer. l8l 

b. Forms /-15 and /-16 
The Vickers cards do not specify the presence or magnitude of either 

block positioning or participation by the NYSE specialist.182 The data 
from Forms 1-15 and 1-16, however, do contain these details.183 There 
were sufficient data available for 178 block trades involved in this de
tailed survey. Seventy-three of them were positioned by the block 
trade assembler. The NYSE specialist participated in 124. Of the total 
178 blocks, 109, or 61 percent, were on minus ticks; 46, or 26 percent, 
were on zero ticks and 23, or 13 percent, were on plus ticks. These num
bers arc roughly consistent with the proportions for the Vickers block 
trades of $1 million and over.184 

lT8 See sec. B.I.a and ch. X, app. A, above. 
1711 About 600 List A . blocks were excluded because price data were unavailable, because 

blocks were dropped In the process of determining leading blocks or because there were 
errors I n the dn ta. 

18. See secs. C.2.a-C.2.c. above. 
181 See ~ec. C.2.a, above. The active side of zero-tick blocks cannot be determined from 

the tick nlone. 
18. See sec. B.I.a. above. 
183 See subsecs. C.I.b(l) (b) and C.l.b(l) (c), above. 
'" The percentnge of minus-tick blocks In all NYSE block trades from the Vickers cards 

Is Rm.llpr than In only those block trades of $1 million and over. The percentage of plus
tick blocks Is greater. Since the total sample of NYSE block trndes In the Study's survey 
Is heavily weighted by the $1 million-and-over subsample and even more SO by the $10 
mlllion-nnd-over subsnmple. the percentage of minus-tick blocks Is expectnbly even greater 
for the entire snmple thnn for block trndes of $1 mlllion-nnd-over from the Vickers cards. 
'rhe percentage of plus-tick blocks is even smnller. See subsec. C.l.b(l) (a), nbove. 

Price Information for the nnalyses In this part of the chapter was obtained from the 
Standard and Poor's ISL dally price tapes. 

u3-940-71-pt. 4--22 
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2. Interday Impacts 

The effect of block trades on daily closing prices, before and after 
the trade, as determined from the block trades on the Vickers card~, is 
considered first. Price changes are measured from close to close. Time 
is measured in trading days. 
a. Extent of price change8 

Each individual block trade is a unique event, and the price chan~es 
associated with block trades present patterns of great diversity. For 
many of them it is impossible to tell what happened merely by examin
ing those price patterns (Figures XI-5 to XI-24). Consequently, 
these price changes must be averaged over many block trades in order 
to sort out the influences that are systematically present in all of them 
from those that are unique to particular blocks. 

On the average, aU block trades of $1 million and over considered 
as a group had only a very small price change associated with them. 
By the day of the block trade the closing price of the stock (relative 
to the market) was, on the average, 0.42 percent different from the 
closing price 21 trading days before the block. The change from the 
close on the day before the block to the day of the blor'k was, on 
the average, 0.34 percent, or less than * on a $40 stock. The close on 
that day was lower than the previous close only 59 percent of the 
time. Twenty trading days later the price had changed from the day of 
the block, on the average, by only 0.21 percent (Figure XI-25; Table 
XI-97). 

This does not mean that block trades have no impact on the market. 
Rather, when all block trades are analyzed as a grou.p, the positive 
price changes associated with blocks imtiated by anxious buyers and 
the negative price changes associated with blocks initiated by anxious 
sellers tend to cancel each other out in the averaging process. Conse
quently, these different types of block trades must be analyzed sepa
rately. For this purpose the blocks are separated according to tick, 
and price changes can then be detected. 

On the day of the block the closing price (relative to the market) of 
the stocks in which blocks traded on minus ticks was, on the average, 
2.02 percent below the closing price 21 trading days before the block. 
Most of this drop (1.15 percent) occurred on the day of block.18s The 
closing price for stocks with blocks trading on plus ticks was, on the 
average, 5.14 percent above the closing price 21 trading days before the 
block. The rise on the day of the block was, on the average, 1.29 per
cent. Zero-tick blocks were, on the average, accompanied by a price in
crease of 1.37 percent from the closing price 21 trading days before 
the block, 0.23 percent of this increase occurring on the day of the 
block. On the day of the block 74 percent of the blocks trading on 
minus ticks accompanied declines in the closing price, and only 31 per
cent of the blocks trading on plus ticks accompanied declines in the 
closing price. An approxImately equal number of blocks trading on 
zero tIcks accompanied declines or did not. (Figures XI-26 to XI-2S; 
Tables XI-99 to XI-10l) .186 

185 See sec. D.2.c, below, for a further division of the prior period. 
186 See Table XI-96a for a frequency and percentage distribution of price changes from 

. the preceding close to the close on the day of the block. 
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The difference between the closing price on the day before the block 
and the closing price on the day of the block is statistically significant 
and the case of minus ticks and plus ticks.187 But it is not necessarily 
meaningful since the minus-tick and plus-tick samples were chosen on 
the basis of the direction of the I?rice change between the block price 
and the last prior trade. These prIce changes are themselves, of course, 
reflected in the change for the day. Moreover, some zero tick blocks are 
likely also initiated by anxious buyers or sellers. Thus, ~he percentage 
price changes set forth above overstate the average prIce change as
sociated with different types of block trades. The important aspect of 
the analysis is not so much the size of the average price change on the 
day of the block trade, but the pattern of prices before and after the 
block trade. It is the latter factor that evidences the existence and mag
nitude of a market impact. 

From the analysis of all minus-tick blocks a new lower level of 
prices appears to be established after the block trade. On the average, 
prices come back slightly (about 0.25 percent) within 10 trading days 
after the block but are still below the original level of prices by more 
than 1.50 percent. Conversely, plus-tick blocks tend to establish a new 
higher level of stock prices. In both cases the new level is established 
rather quickly. The drift after the tenth subsequent trading day is 
JllIillimal (Figures XI-26 to XI-28; Tables XI-99 to XI-101). 

These initial results do not show any evidence of a tempora.ry 
buying or selling pressure that would be reflected in a temporary 
rise or faU of prices. On the contrary, prices seem to set a persistent 
higher or lower level of prices, depending on whether the block was 
purchased or sold. Thus, the results seem to indicate that the price 
changes arise from changes in the underlying values of the stock 
rather than from the pressure of institutional trading. It should be 
noted, however, that a persistent price change lasting for 20 trading 
days establishes the likelihood of changes in underlying values but 
does not conclusively prove them. It is possible that temporary price 
changes could persist for that period. Moreover, with respect to 
minus-tick blocks, further analyses indicated that the price change is 
not even persistent when allowance is made for the occurrence of sub
sequent blocks. ISS 

To determine if the preceding results were affected by the identity 
of the particular stocks in the sample, the analysis was rerun for List 
B' stocks and List C' stocks, which are unbiased subsamples from 
List A/s9 List B' contains the 27 largest common stocks in terms of the 
market value of equity listed on the NYSE. List C' is a random sam
ple of 198 common stocks from the remainder of the stocks listed on 
the NYSE. The pattern of price changes is the same for the sub
samples as for the entire List A. But there is a noticeable difference 
in the size of the change in List C' stocks as compared with List B' 
stocks. The largest NYSE stocks tend to exhibit a considerably small-

,.T This Is true If standard statistical techniques are used. It has been pointed out, how· 
ever, that such technlnues mny' not bl' appllcnble In the analysis of stock price changes. 
See. e.g., E. Famn, "The Behavior of Stock-Market Prices," Journal 01 Business (Jan. 
1965). p. 34. ' 

188 See subsec. D.2.b(2), below. 
189 See ch. X, app. A, above. 
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er change, particularly in the case of plus ticks. The magnitude of 
price changes for List C' stocks resembles closely the magnitudes for 
all of List A (Figures XI-29 to XI-32; Tables XI-103 to XI-106). 
This lis consistent with the fact that List A contu,ins a number of spe
oially selected stocks with greater price volatility or trading activity.lDo 
whioh apparently offset the smaller price changes in the List B' stocks. 

The analyses described so far found detectable price changes asso
ciated with block trades of different types. Much of the remainder of 
this part will be devoted to determining whether these price changes 
represent the market impacts of the block trades-that is, whether a 
causal relationship exists from the latter to the former. First, how
ever. these price changes mnst be put into context. 

In the period studied, large price changes were more frequent on 
the 5,703 stock days when one or more block trades (10,000 or more 
shares) occurred than on the 103,290 stock days when no block trade 
took place. On days when a block trade occurred, price changes (up 
or down) of 3 percent or more happened on 22 percent of the stock 
days. By contrast, on stock days on which no block trade occurred, 
prIce changes as large as this happened on only 11 percent of the 
stock days. Only a small percentage of the stock days on which large 
price changes occurred, however, were also stock days on which blocks 
occurred. No block trade occurred on 91 percent of the days on which 
the price changed by ~ percent or more. Specifically, price changes of 
3 percent or more occurred on 14,261 stock days. One or more block 
trades occurred on only 1,271 of them (Tables XI-107 and XI-108). 

If one assumed that in the absence of block trades the J?rice changes 
on the stock days on which they occurred would be lIke the prIce 
changes on days without block trades, eliminating block trades would 
reduce the frequency of large price changes from 13.1 percent to 
12.6 percent of all stock days. Even if one made the more extreme 
assumption that on du.ys when block trades occurred the price change 
was always zero, then eliminati.ng these price changes would only 
roouce the frequency of large prIce changes from 13.1 percent to 11.9 
percent of the days. Unless one assumes that block trades tend to cause 
large iprice changes on many stock days in addition to that of the bl.ock 
trade,l9l it seems clear from the above examples that block tradmg. 
in itself, cannot account for more than a small minority of the large 
day-to-day price changes that actually occur in the market. Never
theless, it is important to ascertain what proportion they in fact cause, 
and whether those price changes are avoidable. 
o. Fundamental change v. liquidity costs 

The data in the preceding section gave some indication that the 
price changes in NYSE block trades of $1 million and over repre
sent, on the average, a change in the underlying values of the stocks. 
On the other hand, these price changes could represent liquidity costs 
rather than fundamental changes or some combination of the two. 
r.. .. iquidity costs would include the cost of having a market-maker in-

100 Ibid. 
191 Although there are prIce changes before and after block trades that are systematically 

assocIated wIth those trades, It Is unlIkely that the number of such large prIce changes 
would drastically alter the figures set forth above. 
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ventory the stock while it locates new permanent holders or the price 
concession that may have to be given to new permanent holders to 
convince them to buy or sell the stock sooner than they might do 
otherwise. In blocks initiated by anxious sellers the liquidity costs 
would be evidenced by a rise in the relative price of the stock subse
quent to the block trade. In the case of blocks initiated by anxious 
buyers liquidity costs would be evidenced by a decline in the price 
subsequent to the block. These price reversu,]s would be the measure 
sum ably not have taken place absent the block. Any fundamental 
change presumably would have taken place even absent the block 
trade, although perhaps at a different time. 

(1) Price change by size of block.-Liquidity costs would suggest 
a correlation between the size of the price change and the size of the 
block. If block trading tended to accompany fundamental changes 
in the value of stocks, on the other hand, one would not expect such 
a systematic 'l'eIMionship. 

The average close-to-close price changes in minus-tick blocks in
creased with the size of the block. Blocks between $1 million and 
$2 million were accompanied by an average price change on the day 
of the block of less than 1 percent. Blocks greater than $5 million, on 
t.he other hand, were accompanied by an average change of more than 
2 percent (Figures XI-33 to XI&5; Tables XI-109 to XI-ll1}.192 

The effect of the size was also tested by the use of regression analy
sis. There is a statistically significant relation between the size of the 
price change and the size of the block both in the case of minus-tick 
blocks and plus-tick blocks. For minus ticks, an increase in the size 
of the block by $1 million implies an increase in the negative price 
change of 0.13 percent. For plus ticks, an increase in the size of the 
block by $1 million implies an increase in the positive price change of 
0.13 percent. When one controls for the NYSE volume on the same 
day as the block and whether or not the block was crossed,193 the re
latIOnship between the size of the block and the price change in
creases. This is particularly true for minus-tick blocks (Table XI-
112a). 

(fJ) Terminal and leading block8.-A powerful test involves a 
claSSIfication by the pattern of blocks in the same stock subsequent 
to the particular block trade being analyzed. Many blocks are fol
lowed by additional blocks. If there a,re substantial liquidity costs 
to block trades of .$1 million and over, additional blocks will put ad-

,., Although there are price changes before and after block trades that are systematically 
means and standard errors (In parentheses) of the current Impact on the day of the block 
(day 0) are as follows: 

Average Current: 

1-2 
million 

Impact, Day Zero..................................... -0.0082 
Standard error........................................ (.0009) 

2-5 
million 

-0.0122 
(.0012) 

5-!-. 
million 

-0.0212 
(.0022) 

The dlll'erence between any two means Is statistically significant at beUer than the 
1 percent level of confidence, even If the larger of the two standard errors Is assumed to be 
the standard error of the dlll'erence. 

103 See' sec. B.1.a, above. 
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ditional 'pressure on :prices, thereby impeding a return to the prior 
level. TIns could explam the previous finding that the pattern of prices 
subsequent to the day of the block trade, tweraged over all blocktl, 
tends to be flat, which was taken as ttil indication that stock prices 
had reached a new level, presumably reflecting a fundamental 
change.194 

One way to test the effect of subsequent block trades is to examine 
the price impacts of terminal blocks-block trades that are not fol
lowed for at least 10 trading days by any other transaction of 10,000 
shares or more (over or under $1 million) in the same stock. 'When 
the pattern of prices is analyzed for minus-tick terminal blocks, there 
is indeed almost a complete return to the original price within 20 
trading days (Figure XI-36; Table XI-113). Moreover, even if the 
block trade is not a terminal one, the price returns part of the way 
if no subsequent bloc~s are over $1 million (Figure XI-1l3; Table XI-
114). Thus, the extent of price return when additional block trades 
follow depends upon their size. This, of course, is consistent with the 
finding that the amount of the price change associated with block 
trades is systematically related in a positive dIrection with their size.lo5 

Plus-tick terminal blocks do not follow this pattern. The price 
tends to stay at the new higher level regardless of the presence, ab
sence or size of subsequent block activity (Figures XI-38 and XI-39; 
Tables XI-115 and XI-116). It may be that on the average the in
terday price impact of plus-tick blocks represents n, fundamental 
change. Moreover, the fact that both terminal plus-tick blocks and 
'all plus-tick blocks, including terminal ones, set new price levels with 
no further increase within 20 trading days suggests that any such fun
damental change may arise from news about the issuer, and that in
vestors who evaluate that news differently are willing to trade blocks 
of the stock during the next few weeks, on the average, without a 
further premium or discount. 

The findings for minus-tick blocks are substantiated by analyses of 
leading and non-leading blocks of $1 million and over. Leading blocks 
are not preceded in the prior three trac.irlg days by a block of $1 
million or over; non-leading blocks are IH'eceded by 'a block of $1 
million or over in the precedmg three trading days. The price change 
on the day of the block trade is almost exactly the same for those two 
samples. In addition, the patterns of priceR over timp. IH'P f111ih>: ~iJll;lnr 
(Figures XI-40 and XI-41; Tables X~-117 and XI-1l8). It is dif
fiCUlt to ascribe these results to fundamental changes in the under
lying value of the stock. To do so would require that new information 
accompany each block in some systematic way regardless of the pat
tern of blocks. It is perhaps sensible to argue that new information ac
companies leading blocks, but it is difficult to suggest that blocks short
ly thereafter also are accompanied by new information. One may 
conclude that the average change accompanying these non-leading 
blocks is due to the blocks themselves-the supply and demand pres
sures they create, rather than to any shift in the underlying value 
of the security. 

In summary, the finding that price impacts are associated with 
the size of the block and the finding of a divergent pattern after 

... See sec. D.2.a, above. 
'" See subsec. D.2.b(1) , above. 
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block trades, depending on the occurrence of additional blocks, are 
strong evidence that for block trades initiated by sellers-the large 
majority of block trades-the price changes primarily represent l~
quidity costs and are caused by the block trades. Thus, it is the anxI
ousness of the seller to obtain a quick execution rather than changes 
in the underlying value of the stock that appears to be the principal 
factor responsible for the observed average price change. ContrarIly, 
the interday price changes accompanying block trades initiated by 
buyers probably represent fundamental changes aJld are apparently 
only accelerated rather than cansed by the block trades. 

These findings have important practical implications. First, they 
suggest that under the present structure of markets institutions do 
affect market prices, although not very frequently. Second, the find
ings imply that the efficiency with which large blocks of stock are 
traded IS worthy of examination. There sometimes appears to be a 
substantial cost 'to the seller in the form of an adverse price change 
in addition to the commission charge. Third, individual investors 
who participate in minus-tick block trades along with institutions 
tend to benefit by buying stock at a bargain. To the extent that the 
return to the former price is delayed by continued trading pressure 
on the market, buyers continue to make barga,in purchases and sell
ers continue to incur an additional cost. Finally, plus-tick blocks ap
pear to accelerate a persistent adjustment of the market probably due 
to fundamental changes. Individual investors who participate on the 
passive side of those blocks sell at a price level that contmues for a 
substantial period of time. To the extent that any fundamental price 
n,djustment is accelerated by the block, fewer buyers get bargain prices 
and fewer sellers fail to realize the value of their holdings. lOG 

c. Prioe ohange immediately before 
Three trading days before the -average minus-tick block trade of 

$1 million or over, on the average, the price relative to the market 
begins to fall. Three trading days before plus-tick blocks it begins to 
rise. For example, in minus-tick blocks the average price declme the 
third day before is 0.21 percent. On the second day before it is 0.29 
percent, and on the day before it is 0.33 percent. The cumulative effect 
IS that by the end of the day before the block the price, on the average, 
is already 1 percent below the level 20 trading days earlier (Figures 
XI-26 and XI-28; Tables XI-99 and XI-101). 

This 'pattern could be due to a gradual price drop before each block 
t.rade in the sample, or it could be due to a large price change in a 
few, with no change in the rest. To distinguish between these two pos
sibilitie3, the price change on the day of minus-tick block trades was 
plotted against the price change on the day before. On a block-by
block basis, there appears to be very little relation between the two 
(Figure XI-42).197 Thus, one can ascribe the average pre-block price 

100 It should be emphasl~ed again that these findings are for "average" blocks. The rela
tionships do not necessarily hold for any particular "lock trade. 

107 The regression equation that Is shown at the bottom of the figure does. however, Indi
cate a slightly significant relationship between the Impact on the day of the block trade 
and the Impact on the day before. The r', however, Is only .01064. There Is also a weak 
positive correlation for plus tick blocks: . 

U(o) =1.17H+.1323 U( -1) r"=.0210 
(2.79) 
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drop to the averaging process itself rather than to a consistent pattern 
for each block. 

The different timings of impacts for different blocks that are im
plied by these findings suggest that some blocks may be "shopped" 
more expertly than others. If the news is out that a large block is for 
sale, the price may drop prior to the actual execution of tlie block itself. 
This is particularly likely if a speculative trader sells against the 
block.loS Another possible reason, that some blocks result from large 
price drops (that is, a price change due to some other 'factor-perhaps 
a previous block-may generate additional blocks), is contradicted 
by the previous plotting results. In any event, price changes in the 
few days prior to block trades do not seem to be systematically related 
to those block trades.loo 

3. Intraday Impacts 

The preceding section analyzed the impact of NYSE block trades 
of $1 million or over on daily closing prices. This section analyzes 
their effect on prices within the day of the block trade. 
a. Direction and 8ize of price change8 

Price changes areas great, if not greater, within the day of the 
block trade as in the perIOd of 41 tradmg days used in the preceding 
section. As shown on the following figure, in minus-tick blocks of $1 
million and over the average price change between the closing price 
on the previous day and the block price is a decline of 1.86 percent.200 

Within the day ,there is a price return even when nonterminal blocks 
,are included.201 The large majority of block trades are probably not 
followed by another block trade in that stock on the same day. Sub
sequent to the block'lrices rise, on the average, by 0.71 percent.202 

If the stock's price ha changed by the percentage change in the mar
ket index for the day, its price would, on the average, have fallen only 
0.05 percent. Thus, the average net price change for the day, over and 
above the fall in the market and after the price recovery, is a drop of 
1.10 percent, which was approximately the figure used m the analyses 
of the preceding section. 

1 .. See ch. XII.I.3. below. 
1 .. See sec. D.4.a, below. This analysis was not performed for plus-tick blocks because 

of lack of time. 
200 See Table XI~120 for the frequency and percentage distribution. The median and 

average price changes fall within the same percentage change category. 
201 See subsec. D.2.b(2), above. 
m See Table XI-121 for the frequency and percentage distribution. The median and 

average price changes fall within the snme percentage change category. 
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Fl_GlJR~XI-3 

WITHIN DAY PRICE PATTERNS: MINUS-TICK BLOCKS 
-:- $1 MILLi6l( AND OVER - -: -

AVERAGE PERCENTAGE PRICE DIFFERENCES BETWEEN 
_ _ SeUCTED PRICES FROH __ THE CLOSE OF 
TRADING ON-THE PREVIOUS DAY TO THE CLOSE OF TRADING 

ON THE DAY OF THE BLOCK 

closing [pc-ill 
price 

predicted 
closing 
price ** 

(PE) 

(101) 

current 
impact 

(U) 

.71301. (E2) 

end of 
day -1 

block 
price 

(PB) 

1 (Standard 
______ error .0468) 

end of 
day 0 

TIME 

* Indicates derived figure. 'Other figures are estimated directly. 
See Ap~endlX -B- for-method -of- caiCu.1!ic:.~i:>n-.~~ 

** PE is closing price if 'stockl~ price had changed by same amouht 
,as market index. 
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The important point made by the figure is that prices, on the average, 
tend to rIse after the minus-tick block. Thus, the intraday analysis 
further supports the conclusion in the preceding section that the :price 
changes accompanying such blocks prima,rily represent liqUIdity 
costs.203 Apparently, buyers of minus-tick blocks, on the avera-ge, 
require from the seller some price concession from last sale with the 
expectation of an immediate substantial recovery. The average con
cession is in excess of two stock exchange commissions.204 The average 
price recovery that day is about one stock exchange commission. 

As shown in the following figure, plus-tick blocks exhibited an 
average price rise from the previous close of the same order of mag
nitude as the initial price fall of minus-tick blocks: 1.50 percent.205 

But there is no deteotable subsequent price decline after the block 
trade.206 

,.13 Although the price does not return all the way on the day of the block trade. it 
does do so once the institutional trnding pressure is off the mnrket. See subsec. D.2.b(3), 
nbove. 

2M The commission on 10,000 shares of a $40 stock wns 0.62 percent of the vnlue of 
the transnctlon after the volume discount instituted on December 5, 1968. This is nlmost 
twice as grent as the avernge difference between the price of the block and thl' price 
prior to the block. The lntter price, however, is lower thnn the last independent snle in 
a number of cnses. For example, if the specinllst's book wns not gapped, the price prior 
to the block is the lowest limit order to buy on the book thnt wns executed as part of 
the block. See sec. B.1.n nnd subsec C.2.c(4) (a), nbove. The actunl discount from lnst 
sale, on the averllge, is something between the nverage 1.13 percent drop from the price 
prior to the block and the 1.86 percent drop from the previous day's close. 

,.,. See Table IX-120 for the frequency nnd percentage distribution. The medinn and 
average price chnnges fnll within the same percentnge chnnge cntegory. 

200 The slight decline shown on the figure is not significnntly different from zero. 
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FIGURE XI-4 

WITHIN DAY PRICE PATTERNS: PLUS-TICK BLOCKS 
$1 KILLION AND OVER 

AVERAGE PERCENTAGE PRICE DIFFERENCES BETWEEN 
- - - -"SELECTED l'RICES FRO}i THE cLOSE OF .: .. -- . ~~_ 

- -nwlINC'-ON _THE !,-REvIoUS MY TO THE cloSE OF TRADING 
ON THE DAY OF THE BLOCK 

(PB) 
block price 

.0905~ -

1 
1.3198% 

".,.,'.. 1. 
closing 
price 

[P(-Il] 

end of 
day -I 

closing· -
price ** _0911~ 
(PE) -

end of 
day 0 

(E2) 
(Standard 
error .09809) 

current 
impact 

(U) 

(H) 

TIHE 

* Indicates derived figure_ Other figures are· estimated directly. 
See APpeDcfix:S for ~t~~_?~. -~lc_u~~~l_o~~_~-~.: ~::. ______ . 

** PE i& closing price if stock's price had changed by same amount 
a& market index. 
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Thus, even within the day of the block kade there is no liquidity 
cost to the average plus-tick block. The price decline from last sale 
is not reversed within the day. Again the analysis of the price change 
on the day of the block trade is consistent wIth the analysis over 41 
trading days presented in the preceding section. 
b. Relatiomhip between price changes before and after 

The preceding section showed that, on the average, minus-tick blocks 
are followed by a substantial price recovery even on the day of the 
block trade. This indicates that participation in such block trades 
by block trade assemblers and speCIalists represents an opportunity for 
immediate profit, and that prior knowledge of the block might enable 
other member firms not required to pay minimum commissions to 
attempt to purchase part of the block and sell out at a profit on the 
same day.201 

Such a profit would be far from assured. In the first place, the 
price. recovery after the block might not take place if there were sub
stantial layoffs on that day by such dealers. Moreover, such dealers 
would either have to partiCIpate in so many blocks that they were able 
to achieve the average recovery and/or would have to be able to 
predict with some degree of accuracy the size of the recovery in par
ticular blocks. 

The uncertainty of the subsequent price increase in any particular 
block is indicated by the following: Even when only blocks trading 
below the previous close are considered, less than two out of every 
three minus-tick blocks had any price recovery on the day of the block 
trade (Table XI-1l9). Moreover, although regression analysis and 
plots indicate that there is some relationship between the size of the 
price drop from the previous close and the price recovery to the close 
on the day of the block, the relationship is very weak (FIgures XI-43 
to XI-44; Table XI-122) .20S Nor does regression analysis indicate any 
relationship between the size of the block trade and the size of the sub
sequent recovery during the day of the trade (Table XI-123). Thus, 
it is very difficult for any dealer to predict the market response to a 
particular block trade on the day of the trade. 

4. DEALER PARTICIPATION 

A potentially important element in the price impacts of block 
trades is the J?articipation of dealers, particularly those performing 
a market-makmg function. Although the Vickers cards do not contain 
sufficient information to determine the participation for their own 
account of either block trade assemblers or NYSE specialists, the data 
collected for the intensive survey of NYSE block trades in Part C 
do contain this information. As in the second section of this part, the 

00' The average price recovery on the day of the block trade Is of the some magnitude 
as the minimum commission. Therefore. even on the avernge, anyone who had to pay 
one commission to buy and another to sell could not make a profit within the day. 

:.'OS On the plots there Is no pronounced tendency for the points to fall along a particular 
Hne. The regression equation does Indicate a Significant relation, but the r' Is only .0420. 
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analyses with respect to block positioners and specialists are conducted 
using closing prices. 209 

a. Block trade as8emble?' 
Of the total sample of 178 block trades, the block trade assembler 

had a positive position immediately after 70 of them, a negative posi
tion after three and no position after 105. The block trades not in
volving any subsequent position were a fairly even mixture of plus 
and zero-tick blocks, on the one hand, and minus-tick blocks with 
relatively small average price changes, on the other (Figure XI-45; 
Table XI-124) .210 The block trades that did involve a subsequent block 
position bJ the block trade assembler were primarily minus-tick 
blocks (FIgure XI-46; Table XI-125).2l1 Consequently, to analyze 
the effect of block positioning, it is appropriate to look at the minus
tick blocks alone. 

On the average, minus-tick blocks positioned by the block trade 
assembler exhibited a price decline of 0.58 percent in the three trading 
days preceding the block trade, a ~rice decline of 2.40 percent on the 
day of the block trade and no signIficant change over the next 20 trad
ing days (Figure XI-47; Table XI-126). On the other hand, the 
average minus-tick block not involving participation by the block trade 
assembler had a price decline of 1.50 percent in the three trading days 
preceding the block, a price drop of only 0.74 percent on the day of 
the block and recovery of 1.00 percent III the next 20 trading days 
(Figure XI-48; Table XI-127. Thus, minus-tick blocks that were 
not positioned exhibited a greater price change in the days immediately 
before the trade than those that were positioned. On the day of the 
trade the difference was the opposite. The average cumulative change 
in the two groups was not much different (2.81 percent for blocks with 
subsequent positions versus 2.16 percent for blocks without subsequent 
positions). Then, after the day of the block trade, the blocks without 
subsequent positions exhibited a recoverv of about one-half of the 
previous drop while the blocks with subsequent positions did not 
recover. 

The greater price change for non]?ositioned blocks in the few days 
prior to the trade is somewhat surprising. The fact that, even without 
controlling for subsequent blocks, the price returns a substantial part 
of the way indicates that the price change does result from the block 
rather than from fundamental factors. 212 It also indicates that blocks 
that are positioned are likely to be "shopped" either less extensively or 
more expertly than other blocks. The former could arise because of 

:00 Because the entire sample Is overly weighted by big blocks, all the average price 
changes were generally greater than In a random sample of blocks $1 million and over, 
The average price changes on the day of the block trade were a drop of 1.65 percent for 
minus-tick blocks, a rise of 0.96 percent for pIus-tick blocks and a dse of 0.44 percent 
for zero-tick blocks. The average cumulative priee change for this and the preceding 20 
trading days was a drop of 3.01 percent for minus-tick blocks, a price rise of 6.50 percent 
for plus-tick blocks and a price rise of 1.27 pereent for zero-tick blocks. See sees. D.1.b 
and D.2.a. above . 

... Fifty of the 105 block trades without subsequent positions were on days when the 
NYSE closing price for the stock, adjusted for the market, WIl8 lower than the previous 
close. Nevertheless, on the average, the closing price for all blocks was one-fifth of one 
percent higher than the previous close . 

.. , Sixty of these 70 blocks were on days when the close, adjusted for the market, was 
lower than the previous close. On the average, the dllferenee between the clOSing prices 
on the two days was 2.24 percent. 

2lJ See subsec. D.2.b(3), above. 



1734 

the relatively recent practice of some block trade assemblers to make 
initial bids or offers for entire blocks and the time pressures that 
then arise to execute the transaction as quickly as possible rather than 
to exhaust every possibility of finding the other side.213 The latter 
could arise because of the establishment of many new "block trading 
departments" after December 5, 1968, by inexperienced firms that did 
not block position.214 

It is not clear to what extent the greater price change on the day of 
the block can be ascribed to the partIcipation of the block trade assem
bler. Since the assembler is limIted in selling at a loss on that day,215 
any price decline from the block trade to the day's close is probably 
not a result of its layoffs. Although the block trade assembler will 
usually make its initial bid at a discount from last sale, even in such 
cases the eventual price of the block is prima,rily determined by the 
interaction of the customers on both sides.216 It may be that the price 
change on the day of the block simply indicates that a more "difficult'~ 
trade is in vol ved. 

The difference between positioned and non positioned blocks with re
spect to the recovery of the market price after the block was tested 
further by an additional analysis. All blocks in which the block trade 
assembler had a subsequent positive position were divided into two 
groups: those in which part or all of that position still existed 14 cal
endar days (10 or less trading days) later and those in which it did 
not.217 Thirty-one of the 70 positioned blocks fell into the former cate
gory. On the average, these blocks exhibited a substantial ma,rket de
cline (1.06 percent) on the day after the block and a further decline of 
1 percent over the next 19 trading days (Figure XI -49; Table 
XI -128). By contrast, the other positioned blocks averaged no change 
on the day after the block and in the next 19 trading days a recovery 
(1.42 percent) of more than one-half of the decline on the day of the 
block ( Figure XI-50; Table XI -129) . 

The causal relationship between the block trade assembler's lavoff 
transactions and the market for the stock subsequent to the block trade 
is probably a dual one. The fact that terminal minus-tick blocks, on 
the average, exhibited a substantial J?rice recovery 21S while positioned 
minus-tick blocks did not, coupled WIth the fact that there is a recovery 
after the position has been liquidated, raises the question whether the 
block trade assembler's layoff transactions tend to have a depressing 
effect on the market. The further finding that block positionmg gen
erally results in trading losses when measured by ticker tape prices in
dicates this to be likely.210 On the other hand, the large price decline to 

213 See subsec. C.2.c(3). above, and ch. XII.I.3, below. 
21' See ch. XII.I.2. below . 
.,. See sec. C.2.fl. above. 
216 See subsec. C.2.c(3), above, and ch. XII.I.3, below. 
211 No attempt was made to sort out these blocks by tick. The fact that the block trade 

assembler bought stock Indicated that they were primarily minus-tick blocks. Blocks Involv
Ing purchases for the block trade assembler's arbitrage account were eliminated. Thus, It 
is unlikely that the results were distorted to a significant extent by the Inclusion of any 
plus-tick blocks. "8 See subscc. D.2.b(2), above. 

21. See sec. C.2.d, above. ond ch. XII.I.2.e, below. It should also be noted that in 21 out of 
the 31 blocks with positive positions remaining after two weeks there were substantial 
layoffs during the two week period. 

Another possible explanotlon Is that, on the overage, when block posltloners acquire 
positions they mlsprlce their blocks, in the sense that the price subsequently declines to a 
persistent lower level without regard to their layoffs. If this were generally the case, it Is 
hard to understand why their customers would continue to participate with them on the 
passive side. 
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the day after block trades for which positions remained after two 
weeks but not for other positioned blocks indicates that the speed of 
disposition of a position may depend upon the ability of the market to 
absorb it. Thus, in a falling market block positioners may feed their 
positions out slowly rather than "dumping~' much more on the market 
than it can absorb without n, large price change. This would mean that 
on the average they hold profitable block positions for a shorter period 
of time than others. The data are not sufficient to assess the relatIVe ex
tents to which the disposition of the position effects the market and to 
which the market affects the speed of disposition. 
b. Specialist 

The specialist purchased stock in 124 out of 178 block trades. In lS6 
of these block trades, or 70 percent, the NYSE close for the day, ad
justed for the market, was lower than the previous close. The average 
decline for all blocks in which the specialist bought stock was 1.22 per
cent on the day of the block. The price thereafter remained stable, on 
the average, for the next 20 trading days (Figure XI-25; Table 
XI-119). Since blocks that were not positioned by the block trade 
assembler were associated with smaller price changes than blocks that 
were so positioned, and since the specialIst participated in 66 blocks of 
the 105 m which the block trade assembler did not participate for its 
own account, there is some indication that blocks in which the specialist 
alone participated were associated with smaller price changes than 
blocks in which the block trade assembler alone participated.220 

These data are not sufficient to explain why the block trades in which 
the specialist alone participates appear to have the smallest price 
changes of any blocks with dealer participation. The data analyzed 
contained the size and side of the specialist's participation but not his 
prior or subsequent position.221 Therefore, a purchase could have re
d uced an existmg short position rather than established a new long 
position or increased an existing one. Moreover, the analysis does not 
distinguish between block trades in which the specialist merely took a 
small portion of the block in order to supply stock in the aftermarket 
and blocks in which the specialist had a substantial role in offsetting 
the imbalance of public supply and demand embodied in the block.222 

The effect of substantial position changes by the specialist as a market
maker is considered more thoroughly in chapter XII.223 

220 The price changes associated with blocks In which the specialist participated are aver
nges of the Individual blocks In which the block trade assembler also participated and 
those In which It did not. Since specialist blocks constituted such a large portion of the lat
ter group. the average appears to bear a strong relationship to their partiCipation. 

Block trades In which they both had a positive position after the block exhibited an 
a verage price decline of 2.57 percent on the day of the block. the largest In any categorl' 
with no subsequAnt recovery over the next 20 trading days (Figure XI-26 and Table X -
1201. See sec. D.4.a, above. 

1!2 Such data were collected on Form 1-16, but there was not suffiCient time to utlltze 
them . 

... See subsec. C.2.c(2), above . 

... See ch. XII.F, below. 
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FIGURE XI-S 
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FIGURE XI-6 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI-7 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI-8 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI- 9 

PRICE IMPACT OF INDIYIDUAl .LOCK TRADE OYER $1 MILLION 
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FIGURE XI-IO 

PRICE IMPACT OF IN~IYIDUAL BLOCK TRADE OYER 51 MILLION 
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FIGURE Xl-ll 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI-12 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI-13 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OYER $1 MIlliON 
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FIGURE XI-14 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE OYER $1 MILLION 
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FIGURE XI-IS 

PRICE IMPACT Of INDIVIDUAL BLOCK TRADE OVER $1 MILLION 
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FIGURE XI-16 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE om 51 MILLION 
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FIGURE XI-17 

PRICE IMPACT OF INDIVIDUAL BLOCK TRADE qVER $1 MILLION 
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FlGrnE Xl-IS 

PRICE IMPACT OF INDIVIDUal BLOCK TRADE OYER $1 MILLION 
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FlGURE XI-\9 

PRICE IMPACT OF INDIVIDUAl BLOCK TRADE OYER $1 MILLION 
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FIGURE XI-44 
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FIGURE XI-51 
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FIGURE XI-52 
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TABLE XI-97 

NYSE BLOCK TRADES OVER 10.000 SHARES USEO IN ANAlYZING PRltE INPAtTS OF BLOtK TRAOES 
BY YEAR ANO OIREtTION OF PRltE CHANGE FRON PRIOR TRADE CTltKI 

---------~-------------~-----------~-----------------~--~------'!"---------------
LESS THAN .1.000.000. .1.000.000-.2.DOO.000 .2.000.00o-~OOO.00D OveR .5.000.000 

_______________ !!~~ ______ ~~~~~~ __ ~~~_~~~~ ________ ~~~~_~NK~BETA ~~_~~~~_~~~_~~~~ _____ ~~~~~~~~~~ BETA 

61 

TICKS 

TICKS 

'TICKS 

YEAR 

69 

TICKS 

TICKS 

TICKS 

YEAR 

TOTAL C.I 
tOUNT 
AVG. 

TOtAL (-I 
tOUNT 
AYG. 

TOTAL (01 
tOUNT 
AVG. 

TOTAL 
tOUNT 
AYG. 

TOTAL C.I 
tOUNT 
AYG. 

TOTAL (-I 
tOUNT 
AYG. 

TOTAL COl 
COUNT 
AYG. 

TOTAl 
COUNT 
AYG. 

30B913315 
592 

" 

521813 26.36 1.3369' 

Jl0172.,9 
5 .. 

573331 35.01 1.3879 

318521854 
586 

543552 29.44 1.3524 

937607601 
1719 

545437 30.13 1.'582 

398 .. 6650 
762 

522895 30.49 1.3262 

681817793 
1289 

530502 40.05 1.3801 

51~51 
1040 

490811 33.55 1.3344 

15927D88M 
3091 

515273 35.51 1.3514 

181936325 
135 

1347676 33.31 .1.2741 

3214961U 
221 

1410070 48.47 1.3870 

251227111 
184 

1365364 39.14 1.3163 

154659581 
5U 

1379633 41.19 1.3353 

153012861 
112 . 

1366186 37.65 1.1454 

518 .. 8156 
375 

1382521 51.47 1.3538 

3361607U 
241 

1394157 50.25 1.2763 

1007621164 

1;84:;: 48.-94 1.2961 

1 .. 204812 
49 

2942955 43.29 1.2843 

4"232224 
149 

.3055249 59.43 1.4151 

233756324 
80 

2921954 56.80 1.3083 

83J193360 
211 

2991098 55.13 1.3935 

132236537 
50 

2~730 49.32 1.2175 

"3428111 
272 

3100840 65.89 1.3"4 

261Z8047J 
91, 

2811213 61.23 1.3093 

12369457Z1 
,413 

2995025 62.16 1.3215 ;.. ~. 

'.'..!J ~~ihted by ~ ~r of blocka, of the P""~,"'" Of,,~. ~ ~,."'l,-th.t~e~~,'~:~Y 
rop .. _~ .. ,by th6 b~e1< tr_,,' , • " ", 

89371600 
7 

12767371 73.11 1.3319 

723844099 
71 

101M981 69.13 1.3898 

106346215 
16 

6646642 62.52 1.2862 

919561974 
94 

9782514 68.30 1.3619 

118196250 
13 

9138173 71.54 1.1313 

963138050 
104 

9260942 61.61 1.2809 

178845131 
22-

1129324 75.53 1.0490 

126077M31 
139 

9010355 69.91 1.2301 

-'-l 00 
~ 



TABLE XI-98 

..... SUMMARy OUTPUT FOR 2066 OVER Sl MILLIONI A-a, 8-1 ALL TJ eftS ..... 
'" '" 
'" AVERAGE AVERAGE ... 
0 CURRENT PERCENT STANDARO IMPACT STANDARD 

0 DAY IMPACT NEGA JIVE OEVIATION INDEX DEVIATION 

;! -20 -0 .. 0002 0.5319 0.0205 0.9999 0.0233 
-19 -0.0001 0.520) 0.0209 0.9998 0.0311 

~ -18 -0.0002 0.5242 0.0217 0.9998 0.0381 
-11 -0.0003 0.5223 0.0204 0.9998 O.01t24 
-16 -0.0005 0.5378 0.0193 0.9994 0.0465 

~ -IS 0.0002 0.5286 0.0203 0.9998 0.0507 

'" -H 0.0001 0.5131 0.0189 1.0000 0.053'" 
-13 0.0001 0.5097 0.0200 1.0003 0.0571 
-12 -0.0003 0.5257 0.0196 1.0002 0.0599 
-11 0.0001 0.5029 0.0195 1.0005 0.0627 
-10 -0.0('03 0.5114 0.0193 1.0006 0.0674 
-9 -0.0000 0.5334 0.0199 1.0001 0.0701 
-8 O.DOUD 0.5184 0.0196 1.0010 0.0136 
-7 0.0004 0.511t0 0.0204 1.0016 0.0766 
-6 0.0006 0.5281 0.021t8 1.0025 0.0823 
-5 0.0013 0.5058 0.0219 1.0041 0.08bO -. U.0001 0.",985 0.0209 1.0050 0.0889 
-3 -0.0001 0.5499 0.0209 1.0045 0.0918 
-2 -0.0008 0.5401 0.0218 1.0040 0.0953 
-I -0.0002 0.5252 0.0235 1.000\2 0.0998 -0 -0.0034 0.5939 0.0268 1.0016 0.1012 --:r 

1 0.0006 0.4921 0.0222 1.0024 0.1095 00 
2 -0.0007 0.5119 0.0211 1.0019 0.1108 <:Jl 
3 0.0002 0.5145 0.0205 1.0022 0.1117 , 0.000'" 0.5058 0.0209 1.0026 0.1126 
5 0.0003 0.5097 0.0205 1.0030 0.1133 
6 0.0004 0.5092 0.0195 1.0037 0.1161 
7 0.0001 0.5116 0.0197 1.00"'0 0.1177 
8 -0.0003 0.5216 0.020' 1.0037 0.1179 
9 -0.U002 0.5189 0.0198 1.0035 0.1175 

10 0.0002 0.5140 0.0199 1.0031 0.1179 
11 -0.0001 0.5232 0.0197 1.0038 0.1198 
12 0.0001 0.5102 0.0244 1.0041 0.1218 
13 -0.0001 0.5261 0.0189 1.0042 0.1237 
I' 0.0004 0.4952 0.020"" 1.0049 0.126. 
15 -O.OUOI 0.521t2 0.0201 1.0050 0.1288 
16 -0.0006 0.5310 0.0197 1.001t7 0.1306 
17 -0.0004 0.5048 0.0185 1.0044 0.1312 
18 -0.0003 0.5218 0.0194 1.0042 0.1325 

I" -0.0004 0.5218 0.0195 1.0040 0.1336 
20 -a.C003 0.5116 0.0 188 1.0031 .. . 0.1342 

CURRENT IMPACT IMPACT INDEX 

FROM ' TO AVE STD DEY AVE STO OEY 

-20 20 -O.UOLlI 0.0007 1.0025 0.0029 

-20 -2 -0.0000 a.Q005 1.0012 0.00Z3 

20 -u.OOOO 0.0004 1.on31 0.0018 
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TABLE XI-1OO 

••••• SU'.,,'AR Y OUT put FOR 000 OYER 51 HlLllON I A=O, B"l o TICKS 

AVERAGE AVERAGE 
CURRENT PERCENT STANDARD INPACT STANOARD 

DAY IMPACT NEGATIVE DEvIATION INDEX DEVIATION 

-20 0.0000 0.5100 0.0192 1.0001 0.0211 
-I. 0.0002 D.5317 0.0205 1.0006 0.0298 
-IB 0.0002 0.5117 0.0219 1.0010 0.0368 
-11 -0.0010 0.5517 0.0189 1.0000 0.0382 
-I" -0.0020 0.5733 0.0118 0.9981 0.0412 
-15 -0.0010 0.5'11 0.0194 0.9913 0.0455 
-I< 0.0021 0."'661 0.0207 0.9996 0.0"'95 
-13 0.0021 0.4683 0.0191 1.0018 0.0535 
-12 -0.0000 0.5061 0.0195 1 .. 0019 0.0558. 
-11 0.0001 0.5233 0.0199 1.0DZ3 0.0596 
-10 -0.0005 0.5250 0.0194 1.0021 O.061t5 -. 0.0002 0.5400 0.0182 1.0024 O.0651t 

-B -0.0005 0.5183 0.0188 1.0021 0.0691 
-1 0.0015 0.5033 0.0216 1.0040 O.071t6 

-" 0.0008 0.5311 0.0203 1.0051 0.0790 
-5 0.0015 0.5050 0.0212 1.0069 0.0824 -, 0.0016 0.4661 0.0215 1.0090 0.0881 
-3' -0.0004 0.5217 0.0209 1.0088 O.09{)9 
-2 0.0006 0.4883 0.0198 1.0096 0.0926 
-I 0.0012 0.4950 0.0228 1.0111 0.0962 -0 0.0023 0.4883 0.0245 1.0137 0.0992 --.f 

I 0.0011 0.4833 0.0210 1.0150 0 .. 1004 00 
2 -0.0009 0.5083 0.0209 l.014l. 0.1012 --.f 
3 -0.0012 0.5383 0.0202 1.0129 0.1004 , -0.0000 0.5100 0.0206 1.0130 0.1023 
5 0.0006 0.4883 0.0188 1.0138 0.1039 

" 0.0003 0.5183 0.0186 1.0142 0.1051 
1 0.0001 0.5233 0.0180 1.0145 0.1066 
B -0.0018 0.5533 0.0200 1.0128 0.1072 

• -0.0015 0.5483 0.0193 1.0113 0.1075 
10 0.0011 0.4917 0.0187 1.0123 0.1069 
11 0.0005 0.5050 0.0188 1.0131 0.1092 
12 -0.0001 0.5083 0.0199 1.0132 0.1111 
13 -0 .. 0012 O.5lt33 0.0185 1.0122 0.1127 
I' 0.0010 0.4867 0.0205 1.0135 0.1163 
15 -0.0011 0.5350 0.0199 1.0125 0.1113 
I" 0.0000 0.5200 0.0207 1.0128 0.1191 
11 -0.0009 0.5283 0.0189 1.0118 0.1189 
18 -0.0006 0.5233 0.0196 l.0111t 0.1208 
I. -0.0001 0.5333 0.0197 1.0113 0.1215 
20 -0.0009 0.5217 0.0187 1.0104 0.1219 

C.URRENT IMPACT IMPACT INDEX 

FROM TO AVE STO DEV AVE STD OEV 

-20 20 0.0001 0.0011 1.0081 0.0062 

-20 -2 0.0003 0.0011 1.0028 0.0041 

20 -0.0003 0.0009 1.0128 0.0016 



TABLE Xl-lOI 

••••• SUMMARy OUTPUT FOR 1~5 oveR '1 MILLION I '-a, 8-1 • TICKS ..... 
AVERAGE AVERAGE 
CURRENT PERCENT STANDARD IMPACT STANDARD 

OAV IMPACT NEGATI YE DEY IAT ION INDEX DEVIATION 

-20 0.0005 0.5]62 0.0240 1.0001 ·0.0251 
-19 -0.000. 0.5449 0.0230 1.0005 0.0]29 
-18 -0.0008 0.5536 0.0229 1.0001 0.042" 
-11 0.0012 0.5101 0.0221 1.0015 0.0465 
-16 0.0027 0 •• 812 0.0218 1.0045 0.0506 
-15 0.00Z6 0.4696 0.0212 1.0012 _ 0.05]9 

-" 0.0007 0.5012 0.018] 1.0081 0.0567 
-ll 0.0000 0.5418 0.0211 1.0083 0.0598 
-12 0.0014 0.51]0 0.0204 1.0100 0.Oblt9 
-11 0.0008 0.4899 0.0186 1.0109 0.0664 
-10 0.0009 0.4899 . O.OI'B 1.0121 0.0698 
-9 0.0003 0.4986 . 0.0215 1.0121 0.0731 
-8 0.0001 0.5.20 0.0208 1.0130 0.0772 
-1 0.0008 0.5101 0.0201 1.0139 0.0784 
-6 0.0009 0.5362 0.0212 1.0151 0.0808 
-5 0.0045 0.4725 0.0296 1.020] 0.0&94 -. 0.0007 0.4696 0.0221 1.0212 0.0909 
-] 0.0030 0.4986 0.0250 I.OZIt6 0.0958 
-2 0.0036 0."-78] 0.0277 1.0288 0.1015 
-1 0.0012 0.4029 0.0279 1.0311 0.1113 I-' 

0 0.0129 0.]012 0.0214 1.0514 0.1213 ~ 
1 0.0023 0.4783 0.0264 1.0545 0.1268 00 
2 -0.000] 0.5362 0.0195 1.05.5 0~1299 00 
] 0.0002 0.5333 0.0192 1.050\9 0.1312 

• 0.0010 0.5043 0.0211 ,1.0551 0.1299 
5 -0.0007 0.5565 0.023] 1.OS50 0.1300\ 
6 0.0011 0.5012 0.0196 1.0567 0.1356 
1 0.0001t 0.0\928 0.0196 1.0515 0.U99 
8 0.0001 0.5159 0.0208 1.0515 --'- O.I.al 
9 -0.0008 0.5565 0.0199 1.0565 0.U88 

10 -0.0012 0.5]91 0.0201 1.0552 0.1391 
11 0.0007 0.5188 0.0209 1.0562 0.1"'24 
12 -0.001l 0.5211 0.0202 1.0551 0.1436 
U 0.0008 0.4986 0.0194 1.0563 0.1468 
H -0.0007 0.5UO 0.0225 1.0558 0.10\88 
15 0.0015 0.~l8 0.0212 1.0578 0.1519 
16 -0.0007 0.5362 0.0198 1.0511 0.151. 
11 -0.0000 0.4812 0.0189 1.0511 0.1520 
18 -0.000] 0.4957 0.0185 1.0569 0.1519 
19 -0.001] 0.5.20 0.0191 1.0558 0.1548 
20 -0.0010 0.52"'6 0.0181 1.0552 . 0.1518 

CURRENT I"'PACT IMPACT INDex 

FROM TO AVE STO OEY AVE I STO OEY 

-20 20 0.0011 0.0025 1.03H 0.0231 

-20 -2 0.0012 0.0014 {.01l2 0.0084 

20 -0.0000 0.0010 1.0561 0.0018 
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TABLE XI-102 

Frequency and Percentage Distribution by Ticks of C1ose-to-C1ose Price 
Changes for Stock Days with NYSE Block Trades of $1 Million or More in 

List A Stocks 

(Number of Stock Days and Percentage) 

Percentage -;: Min~s Plus - - Zero 
Price Change 

. , 
Tick Tick Tick 

Over 5 19 36 20 
Don (10'7..) ( ~OJ' 

3 to 5 43 50 56 
(4'7..) (14%) (9%) 

1 to 3 113 103 135 
(9%) (28'7..) (21%) 

o to 1 125 60 97 
00%) 06%) (15%) 

0 65 15 36 
(5%) (4'7..) (6%1 

o to -1 219 49 126 
(18%) 03%) (20%) 

-1 to -3 384 37 117 
(32%) ( 10%) ( 18%) 

-3 to -5 164 9 34 
(14% (2%) (5%) 

Under -5 67 7 14 
(6%) (2%) (2%) 

Total 1199 366 635 
(100%) (100%) (100%) 



TABLE Xl-103 

••••• SUMMAMy OUTPUT fUR 201 LIST 8' STOCKS lOVER S! fIIIllL I A-a, e-l I MINUS TICKS ..... 
AVERAGE: AVERAGE 
CuRRENT PERCENT STANOARD U4PAC T Sf ANOARD 

DAY IMPACT NEGAlI YE DEVIAT ION INDEX DEVIATION 

-10 0.0005 0.5373 0.0135 1.0006 0.01<\0 

-" 0.0001 0.5174 0.0136 1.0011t 0.0119 
-B -0.0001 0.5174 0.0139 1.0012 0.0206 
-7 0.0012 0.4776 0.0128 1.002" 0.0230 -. 0.0003 0.5224 0.0134 1.0028 0.0268 
-5 -0 .0010 0.5171 0.0128 1.001B 0.0285 -. 0.0010 O.It~n5 0.0154 1.002" 0.0321 
-3 0.0008 0.5025 0.0128 1.0036 0.0333 
-2 -0.0011 0.5473 0.0124 1.0026 0.0352 
-I -0.0012 0.5771 0.014'9 1.0015 0.0397 -0 -0.0092 0.1214 0.0179 0.9924 0.0411 

I -0.0001 0.4826 0.0126 0.9918 0.0426 
2 0.0003 0.4915 D.OH7 D.9QZ2 0.0448 
3 -0.0002 D.412b 0.013" 0.9921 0.0462 

~ 
o 

• O.OOCI D.'Bll 0.0138 0.9922 0.0478 
5 0.0004 0.5224 0.0125 0.'9926 0.0410 

• 0.0016 0.4428 0.0121 0.9942 0.0481 
1 -0.0007 0.5075 0.0122 0.9936 0.0488 

• -0.0012 0.5274 0.0137 0.992'5 0.OS04 

" 0.0001 0.1t1t78 0.0110 0.9926 0.0511 
10 O.OuOl 0.5"23 0.0121t 0.9927 0.0507 

CURReNT IHPACT IMPACT INDEX 

FROM 10 AVE STO OEY AVE STD DEY 

-10 10 -0.0000\ C.0022 0.Q971 0.0051 

-10 -2 0.0002 O.OOOB 1.01)21 0.0006 

10 -o.oooe. 0.0008 0.9926 0.0012 



TABLE XI - 104 

Table XI·98 
..... SUMHARy OUTPUT fUM 70 LIST at STOCKS I OVER Sl Hill I 4=0, e-l PLUS TICKS 

AVERAGe AVERAGE 
tURRENT PERCENT Sf ANOARD IMPACT ST ANOARD 

OAY IMPACT NEGA 11 ve DEVIAT ION INDEx DEVIATION 

-10 O.ODOS 0 .. 4714 0.01Z1 1.0005 0.012'" 
-q 0.0009 0.5429 0.0132 1.0015 0.0173 
-8 0.0002 0.4714 0.0124 1.0017 0.0202 
-7 0.0004 0.4429 0.0126 1.0022 O.02·H 
-b 0.0009 0.5286 0.0124 1.0032 0.0268 
-5 -0.0018 0.6286 0.0130 1.0D14 0.0299 -. -0.0005 0.4286 0.0135 1.0010 0.0311 
-3 0.0028 0.442<) D.DtH 1.0039 0.0310 
-2 0.0005 0.5286 0.0153 1.0046 0.0391 --1 0.0025 0.4714 0.0158 1.001'3 0.0461 

~ 0 0.0061 0.3857 0.0186 1.0142 0.0504 
1 -O.OQlJ 0.5714 0.0149 1.0130 0.0519 CJ:> 
2 -o.ooao 0.5851 0.0132 1.0 l31 0.0548 -3 a .IlOOZ 0.5571 0.0156 1.0136 0.0599 

0.0045 0.4286 0.0159 1.0182 0.0609 
-0.0011 0.5857 0.0121 1. 01 13 0.0640 

b 0.0015 0.,,",,"29 0.0138 1.0190 0.0666 
7 -0 .0004 0.5511 0.0134 1.0186 0.0613 
8 -0.0001 0.4511 0.0114 1.0186 0.0683 
q 0.0020 0.4286 0.0111 1.0205 0.0611 

10 0.0015 0.4714 0.0130 1.0221 0.0682 

CURRENT IMPACT IMPACT INDEX 

FROM TO AYE STO OEY AvE STO OEY 

-10 10 0.0009 0.0020 1.0103 0 .. 0079 ", 

-10 -2 0.0004 0.0012 1.0022 0.0012 

10 " .0007 0.0017 1.0174 0.0031 



FR.OM 

-10 

-10 

••••• SUMMARy OUTPUT FOR 28' LIST C' STOCKS J 

DAY 

-10 -. 
-8 
-7 -. 
-5 -, 
-3 
-2 
-1 

0 
1 
2 
3 , 
5 

• 1 
8 
9 

10 

TO 

10 

-2 

10 

AVERAGE 
CURkENT PERCENT 
IMPA(.T NEGATIVE 

-0.0012 0.5363 
-0.0011 0.5571 

0.0011 0.4".61t 
-0.0010 0.5467 

0.0019 0.5052 
0.0008 0.4879 
0.0001t 0.5398 

-0.0033 0.6055 
-0.00Z6 0.5144 
-0.0014 0.5398 
-0.0135 0.8097 
0.0015 0.4611 

-0.0019 0.529'" 
D.OOI!> 0.4948 
0.D014 0.4844 
0.0006 D.4'H) 
0.0007 0.5017 

-0.0008 0.4913 
0.001; 0.4637 

-0.0003 0.5017 
0.0000 0.4140 

LURRENT .I1PACT 

AYE 

-0.0008 

-0.0006 

(,1.000" 

STD OEY 

0.0033 

0.0017 

0.0011 

TABLE XI-lOS 

oveR Ii "Ill I A-O, S-l I 

AVERAGE 
STANDARD IMPACT 
OEYI ATiON INDEX 

0.0112 0.9989 
0.0197 0.9979 
o.al'~O 0.9992 
0.0179 0.9984 
0.01t21 1.0015 
0.0111 1.00Z4 
0.0183 1.0030 
0 .• 0111 O.9CJ98 
0.0117 0.9973 
0.0177 0.9961 
0.0216 0.9812 
0.0196 O.981tS 
0.0206 0.9830 
0.0190 0.9844 
0.0201 0.9659 
0.0191 0.9865 
0.0182 0.9874 
0.0187 0.9868 
0.0188 0.9883 
0.0169 0.'882 
0.0172 C.9885 

IMPACT INDEX 

AVE 

0.9924 

0.9998 

0.9864 

STO DEY 

0.0073 

0.0021 

0.0020 

MINUS TICKS ..... 
STANDARO 
DEVIATION 

0.0119 
0.0257 
0.0339 
0.0376 
0.0718 
0.011t3 
0.0161 
0.0781 
0.0781 
0.0813 
0.0863 -0.0885 ~ 
0.08'7 <:0 
0.0892 t-.:> 
0.090) 
0.0879 
0.0''16 
0.0'22 
0.0928 
0.0058 
0.0983 



FROM 

-10 

-10 

TABLE XI-106 

••••• SUMMARy OUTPUT I-UK 11 LIST C' STOCKS lOVER U MIll I A=O, 8=1 I PLUS TICKS 

AVtKAGI: AVERAGE 
CURReNT PERCENT Sl ANOARD IMPACT ST ANDARO 

DAY IMPACT NEGA TI VE OEVIAT ION INDEX DEVIATION 

-10 -0.0<.1IJ7 0.4366 0.0183 0.9994 0.0185 
-9 0.01)20 0.3944 O.020t:l 1.0018 0.0317 
-8 D.CuSL 0.4648 0.0202 1.0068 0.0335 
-7 D.oel9 0.4507 0.0144 1.0088 0.0347 
-0 O.OOlJ 0.5010 0.0218 1.0103 0.0401 
-5 (, .. OO4~ 0.5070 0.0304 1.0152 0.04'96 
-4 -0.0032 0.5493" 0.0247 1.0121 0.0518 
-3 -0.0006 0.5634 0 .. 0213 1.0118 0.0581 
-2 O.uu44 0.5493 D.03Qb 1."161 0.0661 
-1 C.GIOts 0.3803 0.0332 1.0289 0.0850 

0 0.016& 0.2817 0.0340 1.0416 0.1033 
1 o.tJG~O 0.4225 0.0237 1.0539 0.116.ft 
2 -0.0023 0.5634 0.0210 1.0521 0.1232 
3 -0.0011 0.5070 0.0188 1..0503 0.1163 
4 -0.0009 0 .. 5211 O~0184 I~0491 O.1l39 
5 O~OO21 0.5010 0.0278 1.0512 0.11 26 
b lJ.0044 0.4501 0.0216 1.0561 0.1217 

0.0050 0.4366 0.0214 1. 0629 0.1316 
-(.I.OOOl 0.5493 0.0182 1.0626 0.1312 

9 -O.vOlJ 0.5352 0.0172 1.0603 0.1325 
10 -1,...0015 0.5211 0.0161 1.0588 0.1335 

CURkENT IMPACT IMPACT INDEX 

TO AV< srD DE-V AVF S TO DEV 

10 0.(..024 0.0047 1.0342 0.0235 

-2 0.(.101 b 0.0028 1.0092 0.0051 

10 O.OOOH 0.0030 1.0558 0.0051 

..... 

...... 
" <:.0 
00 
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TABLE XI-I07 

Frequency Distributions of Day-to-Day Price Changes in NYSE List A Stocks, 
on Stock Days with Block Trades (10,000 or More. Shares), 

Stock Days With~ut'B1ock Trades, and All Stock Days 

. 
Day-to-Day Percentage Days 'With Days Without 
Chanae in C10sina Price Block Trades Block Trades All Days 

Over 5 273 2,201 2,474 

3 to 5 408 4,618 5,026 

1 to 3 996 18,182 19,178 

0 to 1 819 17,538 18,357 

0 398 12,542 12,940 

0 to -1 949 19,652 20,601 

-1 to -3 1,270 22,386 23,656 

-3 to -5 417 4,819 5,236 

Under -5 173 1,352 1,525 

Total 5,703 103,290 108,993 
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TABLE Xl-lOB 

Percentage Distributions of Day-to-Day Price Changes in NYSE List A Stocks, 
on Stock Days with Block Trades (10,000 o~ Mor~ Shares), 

Stock Days Wi'th~ut 'Block Trades, and All Stock Days 

Day-to-Day Percentage Days with Days Without 
Change in Closing Price Block Trades Block Trades All Davs 

... , . 
Over 5 I 5 1 2 , 

I • 
3 to 5 i 7 4 5 

1 to 3 17 18 18 

0 to 1 14 17 17 

0 7 12 12 

0 to -1 17 19 19 

-1 to -3 22 22 22 

-3 to -5 7 5 5 

Under ·5 3 1 1 

Total y 100 100 100 

~I Totals may not add to 100 because of rounding 



TABLE XI-lU9 

.... ~SUMMARY OUTPUT t-OR >82 11-2 MILL ION I A=O, 8=1 - TICKS ..... 
AVERAGE AVERAGE 
CUH.KENJ PERCi::NT STANDARD J MPACT STANDARD 

DAY IMPACT NEGAT I VE DEY JAT ION INDEX OEVIATION 

-10 -0.0001 0.5120 0.0198 1.0000 0.0216 
-9 U.OOll 0.5223 0.020ft 1.0013 0.0299 
-8 -0.OU10 0 .. 5155- 0.0187 1.0005 0.035" 
-7 -0.0001 0.5309 0.0197 1.0000 0.0397 
-6 -l.I.OOOl O.5341t 0.0207 0.9995 0.0454 
-> 0.0009 0.5069 0.0189 1.0005 0.0-\83 -, -0.u003 0.5412 0.0203 1.0003 0.0519 
-3 -(1.0021 0.5113 0.0186 0.9984 0.0551 
-2 -0.0016 0.5687 0.0213 0.9971 0.0'598 
-I -O.OO.H O.591t5 0.0201 C.9941 0.060ft -0 -0.ou82 0.1010 0.0228 0.9863 0.0651 --l 

I a .DOoe 0.48&3 0.0210 0.9870 0.06lt7 CO 
2 -O.OOlS 0.5137 0.0218 0.9857 0.0665 0') 
3 -0.0002 0.5069 0.021S 0.9856 0.0687 , 0.0002 0.4966 0.0212 0.9859 0.0705 
5 0.0006 0.5052 0.020'5 0.9866 0.0112 
6 G .00ll 0.4845 0.0190 0.9880 0.013S 
7 0.0001 0.5155 0.0205 0.9882 0:0748 
8 0.0002 0.5241 0.0210 0.9884 0.0144 
9 6.0006 0.lt863 0.0191 0.9892 0.0769 

10 0.0006 0.5137 0.0201 0.9899 0.0196 

C.URRfNT IMPAC.T 'MPAC.T INDEX 

FROM TO AVE STO OEY AVf STD DEY 

-10 10 -0.0006 0.0021 0.9930 0.0065 

-10 -2 -a.OIlGS 0.0010 O.9CJ97 0.0015 

10 0.00u3 0.0008 0.9875 0.0018 



TABLE XI-110 

••••• SUMMAR Y OUTPUT FOR ~03 12-5 MILLION I A-O. 8 .. 1 - TICKS ..... 
AVERAGE AVERAGE 
CURRENT PERCENT Sf ANDARO I MPAC T Sf ANoARD 

oA' IMPA.CT NEGATI \IE DEvlAr ION INDEX DEvUTlON 

<:> 
-10 -0.0001 0.5112 0.0193 0.999" 0 .. 0205 -. -0.0013 0.5583 0.0189 0.9984 0.0277 
-8 0.0023 0.4839 0.0200 1.0008 0.0353 
-7 -0.0001 0.5186 0.0201 1.0009 0.0402 
-b 0.0012 0.5310 0.0372 1.0030 0.Ob55 
-5 -0.0017 0.5385 0.0190 1.0014 0.06BO 
-< O. 0003 O.526[ 0.0191 1.0019 0.0701 
-3 -0.0023 0.5831 0.0211 0.9997 0:0119 
-2 -0.0040 0.6030 0.0201 0.9959 0.0727 
-1 -0.0012 0.5459 0.0222 0.9951 0.018-1 

0 -0.0122 0 .. 13 It 5 0.0249 0.9835 0.0840 ...... 
1 -0.0017 0.5385 0.0213 0.9821 0.0815 -..1 
2 -O.OODl. 0.5310 0.0254 0.9823 D.OCiJll ~ 
3 0.002" 0.4516 0.0208 0.9849 0.0928 -..1 
~ 0.0013 0.4938 0.0209 0.9863 0.0935 
5 O.Ga07 O.1t988 O.Olll> 0.9870 0.092'" 
b -0.0018 0.5558 0.0208 0.9857 0.0985 
7 -0 .0007 0.5385 0.0202 0.9853 0.1007 
8 O.OOOB 0.513& 0.0202 0.98&) 0.1019 
9 0.0011 0.4963 0 .. 0209 0.9815 0.1028 

10 0.0007 0.5087 0.0212 0.9881 0.1021 

CUKkENT IMPACT IMPACT INDEx 

FROM TO AV< STO DEY AVE STO DEY 

-10 10 -0.0008 0.0030 0.9922 0.0019 

-10 -2 -0.0001 0.0019 1.0002 0.0021 

10 0.0003 I 0.0013 0.geSl> 0.0022 



TABLE XI-Hi 

••••• SUMMARV OUTPUT FuR 110 SS + "'ILL ION I A-a, a-I - TICKS ..... 
AVERAG~ AVERAGE 
C.URRENT PERCENT STANDARD IMPACT Sf AHOARD 

DAY IMPACT NEGATt VE DEVIATION INDEX DEVIATION 

-10 -0.0013 0.5165 0.0171 0.9989 0.0115 
-9 -0.0027 0.5588 0.0215 0.9965 0.0302 
-8 0 .• 0001 0.5471 0.0219 0.9968 0.0350 
-1 0.0002 0.4765 0.0191 0.9912 0.0.,.05 -. 0.00L3 0.5059 0.0197 0.9981 0.0460 
-5 0.0023 0.5176 0.0205 1.0014 0.051t3 
-~ O.DOll 0.4824 0.0191 1.0029 0.0561 
-3 -0.001" 0.5165 0.0173 1.0016 0.0592 
-2 -0.0040 0.5820\ 0.017,9 0.9978 0.0629 
-1 -0.OD81 0.6059 0.0244 0.9899 0.0640 

0 -0.0212 0.8588 0.0283 0.9697 0.0692 -1 0.0011 0.4412 0.0231 0.9110 0.0136 a..1 
2 -0.0003 0.5000 0.0223 0.9707 0.0724 CO 
3 0.0019 0.5471 0.0200 0.9127 0.0759 00 
~ -0.0001 0.5412 0.0197 0.9128 0.0792 
5 -0.0016 0.5294 O.OlBl 0.9712 0.07BO 

• 0.0011 0.4765 0.020) 0.9121 0.0825 
7 0.0003 0.4412 0.0212 0 .. 9130 0.0825 
8 0.0001 0.49~1 0.0190 0.9734 0 .. 0855 
9 0.0003 O.49~1 0.0219 0.913) 0.0199 

10 -0.0023 0.5641 0.0196 0.9112 0.0819 

0 

C.URRE:NT IMPAC.T IHPACT INDEX 

FROM TO AVE STD OEY AVE S TO OEV 

-10 10 -0.0016 0.0051 0.9844 0.0131 

-10 -2 -0.0005 0.0021 0.9991 0.0023 

10 0.0001 0.0013 0.9722 0.0013 



\ 

CONSTANT 

VALUE OF BLOCK IN 
$ MILLION 

MARKET VOLUME ON 
DAY OF BLOCK IN 

$ MILLION 

DUMMY VARIABLE" L 
IF BLOCK CROSSED 

r2 

OBSERVATIONS 

1799 

TABLE XI- 112 

Regression Analysis 
Determinants of Size of Price Impact on Day 0 

Regression Statistics 
(t value of coefficients in parentheses) 

- ;K + CK 
0) ,(2) (ll (2) 

-.7671 -.5798 .9509 1.2618 

-.1288 -.8304 .1311 .1737 
(7.26) (3.79) (2.72) '(3.30) 

-.2863 -.2631 
<3.3ll 0.47> 

-.3116 -.6428 
(2.24) (2.03) 

.0422 .0536 .0199 :0348 

1191 1191 366 366 

0 ICK 
0) (2) 

.3721 .4957 

-.1011 -.7493 
0.78) 0.26) 

-.2067 
0.68) 

-.8485 
( .40) 

.0050 .0094 

634 634 



TABLE XI-1l3 

••••• SUMMAR Y OUTPUT FOR 320 OYER $I JlnlLlON I '-0, a-I - TICKS NO BUt IN NEXT 10 DAYS ..... 
OVER 10,000 SHARES 

AVERAGE AVERAGE 
CURRENT PERCENT STANDARD IMPACT STANDARD 

DAY IMPACT NEGATIVE DEVIATION INDEX OEVIATlON 

-20 0.0001 0.Slt06 0.022" 1.0003 0.0231 
-1' -0.000"" 0 •• 937 0.0180 1.0001 0.0299 
-18 -0.0009 0.50\06 0.0196 0.9993 0.0363 
-11 0.0003 0.4656 0.0183 0.9998 0.0416 
-16 -0.0011 O.Hl3 O.OU2 0.9989 0.0.5' 
-15 0.0005 0.5531 0.0209 0.9996 0.0524 
-14 -0.0006 0.509,. 0.0192 0.9992 0.0560 
-13 -0.001'" 0.5156 0.0197 0.9980 0.0602 
-12 -0.0005 0.5469 0.0178 0.9977 0.0610 
-11 0.0011 0.4688 0.0177 0.9989 0.0640 
-10 0.0001 0.4844 0.0182 0.9992 0.0681 -. 0.0007 0.5031 0.0112 1.0001 0.0709 

-8 0.0000 0.1t625 0.0113 1.0009 0.0746 
-1 -0.0014 0.5625 0.0118 0.9991 0.0767 
-6 -0.0012 0.5156 0.0179 0.9985 0.0149 
-5 -D. 0011 0.5531 0.0168 0.997) 0.0743 
-4 0.0001 0.5156 0.0201 0.9976 0.0168 
-3 -0.0010 0.5594 0.0188 0.9966 0.0769 
-2 -0.0036 0.5906 0.0177 0.99)3 0.0791 
-1 -0.0012 0.5500 0.0186 0.992. 0.0814 -0 -0.0109 0.7813 0.0205 0.9819 0.0831 

1 0.0010 0."'688 O.Ola ... 0.9831 0.0858 00 
2 0.0021 0.0\59" 0.0230 0.9852 0.0862 0 
3 0.0020 0."625 0.0169 0.9870 0.0860 0 
4 0 .. 0002 0.4812 0.0173 0.9872 0.0856 
5 0.001" 0.5062 0.0169 0 .. 9888 -0.0880 
6 0 .. 0008 0.~875 0.0190 0.9898 ,0.0917 
7 -0.001" 0.5250 0.0195 0.9887 ·0.0942 
8 0.0006 0.4937 0.0171 0.9892 ·0.0'31 
9 0.0013 0."56 0.0182 0.990" 0.0926 

10 0.0011 0.~781 0.0192 0.9921 0.0932 
11 0.0001 0.5500 0.01'0 0.9925 0.0958 
12 O.OOOS 0."'815 0.0156 0.9929 0.0950\ 
13 O.OOOS 0.0\969 0.0167 0.9935 0.0911 
14 -0.0000 0."906 0.0172 0.9')7 0.0992 
15 0.0011 0.5406 0.0183 0.99"9 0.1008 
16 -0.0009 0.5313 0.0176 0.99"5 0.1054 
17 0.0012 0."562 0.01"6 0.9959 0.1069 
18 -0.0002 0.5281 0.0185 0.9960 0.1086 
19 0.0000 0.509" 0.0212 0."62 0.1102 
20 -0.000"", 0.509 .. 0.0171 0.9956 0.1079 

CURRENT IMPACT IMPACT INDEX 

FROM TO AVE 510 DEV AVE 5TO DEY 

-20 20 -0.0002 0.0020 0.99" 0.0053 

-20 -2 -D.OOOS 0.0011 0.9987 0.0023 

20 0.0006 0.0009 0.991" 0.0040 



TABLE XI-1l4 

..... SUMMARy OUTPUT FOrt 591 OVER 51 HILLION I A=O, 8=1 - TICKS I NO BlK IN NEXT 10 DAYS ..... 
OVER $1 KILLION 

AVERAGE AVERAGE 
~ 
~ CURKENT PERCENT STANDARD IMPACT STANDARD 

'" 
DAY IMPACT NEGA TI VE DEVIATION INDEX DEVIATION .. 

0 

0 -20 -0.0012 0.5"'99 0.0206 D.9989 0.0221 
-19 -0.00.09 0.5016 0.0206 0.9983 0.03(15 

~ -18 -0.0008 0.5330 0.0201 0 .. 9917 0.0381 
-11 -0.0003 0.,,873 0.0192 0.9917 0.0435 

i'- -I. -0 .. 0009 0.5398 0.0190 0.9910 0.01t18 
-IS a .OOOb 0.5398 0.0211 0.9978 0.0531 
-14 -G.OOll 0.5118 0.0184 0.9'968 0.0558 
-13 -0.0012 0.5279 0.0192 0.9958 0.0590 

'" -> -12 -0.0007 0.5499 0 .. 0180 0.9951 0.0599 
-ll 0.0002 D.4890 0.0190 0.9955 0.0627 
-10 -a.uOO7 0.5195 0.0193 0.9951 0.067'" 

-9 -0.0004 0.5431 0.0193 0.9949 0.0706 -. o.oaUb 0.4755 0.0181 0.9951 0.0141 
-1 -0.0012 0.5533 0.0193 0.9946 0.0155 -. 0.0007 0.5093 0.0328 0.9959 0.0861 -, -(; .0004 0.5245 0.0171 0.9955 0.0862 -, -Co .0005 0.5144 0.0195 0.9951 0.0819 
-3 -0.0011 0.5753 0.0184 0.9941 0.0883 
-2 -0.0042 0.6007 0.0188 0.9903 0.0904 
-1 -C.002~ 0.5838 0.0208 0.9881 0.0921 ....... 

0 -0 .0116 0.7541 0.0229 0.9772 0.0916 00 
1 0.0004 0.4188 0.0203 0.9711 0.0989 
2 o .OU04 0.4822 0.0229 0.9181 0.0991 0 
3 (...Otr09 0.4907 0.0195 0.9790 0.0990 ....... , C.0002 0.4975 0.0185 0.9792 0.0986 

0.0014 C.5042 0.0202 0.9806 0.0'ilS6 
C.u002 0.5025 0.0189 0.9811 0.1013 

-0.0009 0.5127 0.0199 0.9803 0.1020 
(...0003 0.5144 0.0191 0.9806 0.1020 

9 0.0014 0.4704 0.0184 0.9820 0.1022 
10 0.0014 0.4890 0.0207 0.9834 0.1029 
11 0.OU04 0.5228 0.0196 0.9840 0.1055 
12 C..OOI7 0.4992 0.0311 0.9860 0.1096 
13 -0.0002 0.5262 0.0180 0.9859 0.1114 .. 0.0010 0.4873 0.0192 0.9872 0.1152 
IS 0.0003 0.5465 0.0211 0.9878 0.1180 
I. -0.0009 0.5228 0.0185 0.9872 0.1201 
11 o. OOOb 0.4822 0.0173 0.9882 0.1227 
1. -0.000 I 0.5364 0.0185 0.9883 0.1241 
19 -0.0003 0.5178 0.0195 0.9882 0.1252 
20 -C.0003 0.5008 0.0113 0.9819 0.1243 

(.UKIHNT IMPACT IMPACT INDEX 

FROM TO AVt: STD DEV AVE STU DEV 

-20 20 -0.OU05 C.D021 0.<)893 0.0074 

-20 -2 -0.0007 0.0010 0.9959 0.0024 

20 0.0004 0.0008 0.9836 0.0041 



TABLE XI-llS 

...... SUMHARy OUrpUT fUR 79 OVER It MILLION I A=O. 8=1 + TICKS I NO BlK IN NEXT 10 DAYS 

OVER 10,000 SHARES 

AV~kAGE: AVERAGE 
C:URki:NT PERCENT STANDARD IMPAC T Sf ANOARD 

DAY IMPACT NEGATIVE DEVIATION t NOEX DEVIATION 

-20 -0.0021 0.5949 0.0119 0.9980 0.0181 
-19 -0.1..1013 0.5696 0.0200 0.9970 0.0288 
-18 -0.0024 0.6"56 0.019] 0.9948 0.0383 
-17 0.0012 0.5316 0.0193 0.9960 0.0378 
-1. e .0032 0.392 .. 0.0188 0.9994 0.0"'29 
-15 0.0(.010 0."304 D.OH1 1.0006 0.0466 

-" 0.0031 0.4117 0.0161 1.0039 D.astS 
-13 O.OuOl O.54ft3 0.0153 1.0043 0.0515 
-12 U .0033 0.5063 0.0110 1.0078 0.0617 
-ll 0.00,22 0.4117 0.0171 1.0101 0.06311, 
-10 v.uOll 0."684 0.0151 l.ell3 0.0644 
-9 -lie uOOc 0.5190 0.0131 1.0104 O.Dbl6 
-8 -0.001() 0.5316 0.0152 I.D09S 0.06"'1 
-1 0.0009 0.4810 0.0135 1.0106 0.0677 -. 0.0014 0.5570 0.0207 1.0124 0.0722 
-5 0.0021 0.4551 0.0211 1.0147 0.0756 -, -O.C013 0.4937 0.0236 1.0134 0.0768 
-3 u.0045 0.506] 0.029J 1.0188 0.0902 
-2 0.0011 0.5316 0.0198 1.0209 0.09]9 
-1 c,. CO~4 0.3791 0.0231 1.0272 0.1050 -0 0.1,.101 0.3418 0.021'5 1.0381 0.1051 00 

1 a .O(;jt:l 0.4551 0.0194 1.0423 0.1070 0 
2 (j.Oa03 0."937 0.0165 1.0430 0.1109 ~ 
3 -0.0010 0.468" 0.0168 1.0417 0.108] , 0.0026 0."937 0.OH8 1.0449 0.11"1 
5 0.0004 0.5570 0.0204 1.045] 0.1129 

• -O.GOb 0.5190 0.016" 1.0444, 0.1182 
1 0.0011 0.4430 0.0148 1.0455 0.1180 
8 v.aOO) 0.5316 0.0180 1.0454 0.1148 
9 -0.0001 0.5823 0.01l5 1.0456 0.1176 

10 -0.0002 0.""9)1 0.0169 1.0459 0.1213 
II 0.0023 0.4304 0.0159 1.0483 0.1209 
12 O. co 11 0.4557 0.0188 1.0"97 0.1249 
13 -0.0009 0.5190 0.0158 1.0488 0.1235 .- -O.OO2S 0.5696 0.0176 1.0461 0.1221 
15 0.0017 0.5063 0.0211 1.0481 0.1248 
1. -0.00240 0.5443 0.0151 1.0455 0.1235 
11 0.0014 0.4171 0.017" 1.041) 0.1264 
18 -0.0009 0.4551 0.0206 1.0464 0.1274 
19 -0.u022 0.5823 O.Olltl 1.0442 0.1275 
20 -O.UCOj 0.5190 0.0161 1.0449 0.1362 

tUKREt.lT I MPAt T IMPACT INDEX 

~ROH TO AV< S TO DEY AVE S TO DEY 

-20 20 o .OOC9 O. 0025 1.0271 0.0200 

-20 -2 0.caC9 0.0020 1.0010 0.0079 

,c 0.0\J02 0.0017 1.0457 0.0024 



TABLE XI-116 

••••• SUMMARy OUTPUT FUr< 1500 OVER 51 MILLION I AaO, S=1 + TICKS I NO BLK IN NEXT 10 DAYS ..... 
OVER $1 KILLION 

AVEJ\AGL AVERAGE 
(.UrtkENT PERCENT STANDARD IMPACT Sf AHOARD 

OAY (HtlA(,.T NEG A Tl VE OEVIAT roN INDEX DEVIATION 

-ZO -O.OOOb 0.5333 0.019'" 0.9996 D.OllH 
-I" 0.ODu4 0.5533 0.0218 1.0002 0.0288 
-16 -O.OOlb 0.5533 0.0239 0.9990 0.0414 
-17 O.DDlS 0.5)3) 0 .. 022" 1.0009 0.0480 
-I. D.Oll4; 0.4267 0.0219 1.0055 0.0525 
-IS IJ.De02 0.4867 0.0171 1.0058 0 .. 0536 
-14 0.uU18 0.4861 0.0173 1.0011 0.0565 
-13 -0.0013 0.5861 0.0118 1.0066 0.059] 
-IZ 0.0029 0.4867 0.0111 1.0098 0.0&51 
-II 0.0019 0.4333 0.0163 1.0118 0.0663 
-10 o .uOl~ 0.4867 0.0117 I.Ol35 0.0691 

-" -O.GOIO 0.5000 0.0181 1.0125 0.0698 
-6 0.llD18 0.5000 0.OL91 1.01lt3 0.0708 
-7 v.cooo 0.5400 0.0166 1.0145 0.0724 -. 0.0021 0.4933 0.0194 1.0167 0.0732 
-5 o .uOJIt 0.4533 0.0210 1.0204 0.0111 -, o.uoo~ 0.4867 0.0228 1.0210 0.0184 -, O.OOlJ 0.5467 0 .. 0282 1.0229 0 .. 0861 
-Z CJ.Ou11t 0.5061 0.0222 1.0248 0.0910 
-I 0.OL8v 0.3800 0.0291 1.0337 0.1004 ..... 

0 O.012~ 0.3067 0.0233 1.0469 0 .. 1049 00 
I 0.OC30 0.4733 0.0247 1.0500 0.1037 0 
2 -0.0019 0.5600 0.0110 1 .. 0481 0.1049 W , -0.OV02 0.5000 0.0160 1.0477 0.1027 

0.000':) 0.5333 0.0162 1.0483 0.1059 
0.0016 0.5200 0.0204 1.0501 0.106ft 
O.OOOb 0.5061 0.0178 1.0515 0.1137 

-0.0001 0.4867 0.0162 1.0501 0.1128 
-D.Ou07 0.5133 0.0169 1.0496 0.1093 

" -0.0010 0.5467 0.0153 1.0485 0.1084 
10 -(...UGlb 0.5333 0.0165 1.0468 0.1091 
II 0.0022 0.4600 0.0206 1.0491 0.1082 
12 ".0012 0.4867 0.0204 1.0504 0.1110 
13 -0.0003 0.5000 0.0176 1.0502 O.IlZZ .. -0 .vo 18 0.5067 0.0164 1.0485 0.1125 
15 0.0014 0.4867 O.Ol'H 1.0503 0.1165 
I. -0.OvI8 0.5333 0.0173 1.0486 0.1189 
17 -O.OliOlt 0.4800 0.01'~9 1.0483 0.1192 
16 -0.0006 0.4667 0.0194 1.0478 0.1205 
I" -0.0011 0.5600 0.0151 1.0465 0.1188 
ZO -O.UOld 0.5600 0.0174 1.0452 0.1246 

CURKLtH IMPACT IMPACT INDEX 

FROH ro AVE 5TD DEV AVE sro DEY 

-ZO ZO a .ou09 0.0027 1.0308 0.0198 

-zo -2 0.0011 0.0016 1.0109 0.0082 

ZO -0.0002 0.0015 1.0488 0.0024 



TABLE XI- 117 

••••• SUMJURy OUTPUT FOR 8SS OVER Sl MILLION I A-a, &-1 - TICKS LEADING I NO BLOCK> 
$1 HILL ION IN 
PRIOR 3 DAYS 

AvERAGE AVERAGE 
CURRENT PERCENT Sf ANOARD IMPACT STANDARD 

OA. IMPACT NEGATIVE OEYJAT ION INDEX OEVIATlON 

-20 -0.0007 D.5513 0.0202 0.9994 0.0226 
-1. -0.0006 0 .. 5010 0.0194 0.9989 0.0294 
-18 -0.0004 0.5256 0.0215 0.9987 0.0358 
-11 -0.0002 0.5093 0.0199 0.9988 0.0426 
-16 -0.0008 0.5')73 0.0184 0.9982 O.Olt72 
-15 0.0005 0.5361 0.0195 0.9988 0.0507 
-1' -0.0009 0.5350 0.0172 0.9980 0.0520 
-13 -0.0011 0.5256 0.0191 0.9972 0.0561 
-12 -0.0005 0.5291 0.0194 0.9968 0.0580 
-11 -0.0003 0.4930 0.0189 0.9961 0.0601 
-10 -0.0001 0.5198 0.0186 0.9963 0.0655 -. -0.0003 0.5361 0.0199 0.9961 O.0681t 
-8 0.0004 0.49]0 0.0181 0.9961 0.0113 
-1 -0.0004 0.5186 0.0190 0.9964 0.0131 
-6 0.0008 0.5186 0.0289 0.9918 0.0834 
-5 -D.0002 0.5093 0.0176 0.9916 0.0848 -, -0.0002 0.5268 0.0181 0.9916 0.0865 
-3 -0.0011 0.5193 0.0182 0.9961 0.0816 
-2 -0.0028 0.5932 0.0196 0.9935 0.0901 
-1 -0.0024 0.5641 0.0200 0.9913 0.0919 .... 

0 -0.0116 o. llt59 0.0231 0.9805 0.0912 00 
1 -D.0003 0.4988 0.0206 0.9803 0.0988 0 
2 0.0002 0.5093 0.0209 0.9808 0.1014 H:>-
3 0.0015 0.1t837 0.0199 0.9825 0.1041 , -0.0000 0.5070 0.0205 0.9826 0.1061 
5 0.0006 0.5093 0.0205 0.9833 0.1064 
6 -0.0002 0.5163 0.0192 0.9834 0.1095 
1 -0.0003 0.5128 0.0201 0.9832 0.1095 
8 0.0005 0.5035 0.0191 0.9831 0.1091 

• 0.0002 0.4848 0.0192 0.9840 0.1095 
10 0.0003 0.5111 0.0195 0.9843 0.1104 
11 -0.0004 0.5420 0.0189 0.9840 0.1121 
12 0.0014 0.5105 0.0291 0.9856 0.1148 
13 0.0004 0.5186 0.0189 0.9862 0.1164 
l' 0.0002 0.4988 0.0192 0.9866 0.1188 
15 0.0003 0.5361 0.0211 0.9872 0.1215 
16 -0.0003 0.5221 0.0186 0.9872 0.12"'4 
11 0.0002 0."'872 0.0182 0.9815 0.1251 
18 -0.0001 0.5245 0.0199 0.9877 0.1273 
1. 0.0002 0.5058 0.0188 0.9881 0.1289 
20 0.0002 0.5093 0.0189 0.9883 0.1291 

CURRENT IMPACT IMPACT INDElI: 

FROM TO AvE STD DEY AVE 5TO DEY 

-20 20 -0.0005 0.0020 0.9907 0.0070 

-20 -2 -0.0005 0.0008 0.9974 0.0023 

20 0.0002 0.0005 0.98"'8 0.0028 



TABLE XI-US'. 

••••• SUMMAR y OUTPUT fOR 263 OVER I' MilliON I A-a, S-l - TlCXS I HON-LEADING I AT LEAST 1 
BLOC' > 

AVERAGE AVERAGE 
$1 HIllIOR IN PRIOR 3 DAYS 

CURRENT PERCENT STANDARO I MPAtT STANDARD 
DAY IMPACT NEGATIVE OEVI AT ION INDEX DEVIATION 

-20 -0.0000 0.5113 0.0199 1.0001 0.020'" 
-19 -0.0000 D.5057 0.0234 1.0004 0.0316 
-18 0.0002 0.5095 0.0204 1.0008 0.0380 
-11 -0.0007 0.5133 0.0225 1.0003 0.0420 
-I. -0.0005 0.5323 0.0215 0.9999 0.0451 
-IS -0.0010 D.5513 D.0235 0.9993 0.0539 
-14 -0.0024 0.5551 0.0205 0.9972 0.0581 
-13 -0.0003 0.5019 0.021B 0.9910 0.0608 
-12 -0.0023 0.5741 0.0191 0.9950 0.0638 
-11 0.0006 0.5057 0.0211 0.9958 0.1')661 
-10 0.0001 0.5285 0.0218 0.996] 0.0126 
-9 -0.0001 0.5551 0.0211 0.9965 0.0768 
-8 -0.0001 0.5703 0.0238 0.9968 0.0817 
-7 -0 .0002 0.5285 0.0225 0.9968 0.081t0 -. -0.0011 0.5399 0.0242 0.9958 0.084] 
-5 0.0016 0.5399 0.0238 O.9'n7 0.0885 
-4 0.0011t 0.5111 0.0237 0.9993 0.0912 
-3 -0.0035 0.5856 0 .. 0229 0.9962 0.0957 
-2 -0.0032 0.5703 0.0230 0.9936 0.1011 
-I -0.0062 0.6274 0.0267 0.9818 0 .. 1037 ..... 
a -0 .0111 0.1148 0.0296 0.9175 0 .. 1090 00 
I 0.0001t 0.5133 0.0242 0.9779 0.1091 0 
2 -0.0038 0.5437 0.0275 0.9739 0.1051 <:Jl 
3 -0.0005 0.5361 O.021t5 0.9733 0.1043 
4 0.0019 0."'943 0.0224 0.9750 0.1028 
5 -0.0001 0.4981 0.0209 0.9750 0.10"'3 

• 0.0018 0.4617 0.0223 0.9169 0.1061 
7 0.0001 0.5051 0.0221 0.9779 0.1092 
8 0.0002 0.5627 0.0224 0.9782 0.1103 
9 0.0019 0 .. 5133 0.022'" 0.9800 0.1094 

10 0.0000 0.5399 0.0232 0.9800 0.1095 
11 -0.0016 0.5095 0.0225 0.9796 0.1100 
12 -0.0011 0."'991 0.0221 0.9173 0.1132 
13 -0.0007 0.5475 0.0191 0.9768 O.114e 
14 0.0012 0.4791 0.0211 0.9795 0.1201 
IS -0.0015 0.5399 O.020e 0.9771 0.1213 
I. -0.0028 0.5779 0.0205 0.9747 0.1237 
17 -0.0013 0.5399 O.01e2 0.9736 0.1240 
18 -0 .0007 0.5"'31 0 .. 0183 0.9730 0.1253 
19 -0.0014 0.5209 0.0220 0.9715 0.1235 
20 0.0002 0.4791 0.0191 0.9716 0.122'" 

CURRENT IMPACT IMPACT INDEX 

FROM TO AVE STC DEV AVE S TO OEV 

-20 20 -0 .. 0009 o. 0023 0.9964 0.0111 

-20 -2 -0.0006 0.0014 0.9916 0.0026 

20 -0.0004 0.0015 0.9760 0.0030 



~ 0 
E1 

< 0 

Total 

)0 
E1 

<0 

rota1 

TABLE XI- 119 

Dependencies in Price Changes Before and After Block 
Trades as Measured by Percentage of Blocks Meeting 
Conditions on El and Conditions on E2 

El:: % price change, close of day -1 to block; E2 = % price 
change, block to close day 0 

ALL BLOCKS (2199) MINUS TICKS (1199) 
E2 E2 

>0 ':::0 = 0 

17.6 15.1 6.2 

36.9 15.1 9.1 

54.5 30.2 15.3 

PLUS TICKS (366) 
E2 

> 0 <0 ;:0 

28.9 39.9 13.4 

6.6 10.1 1.1 

35.5 50.0 14,5 

Total 

38.9 
El 

61.1 

100.0 

Total 

82.2 
El 

17.8 

100.0 

~ 0 

< 0 

Total 

~ 0 

<0 

Total 

> 0 < 0 = 0 

"10 3 4.9 2.6 

53.5 17 2 11 5 

63.8 22.1 14,1 

ZERO TICKS (634) 
E2 

>0 <. 0 = 0 

24 6 20 2 8 8 

23 2 13.9 9.3 

47 8 34.1 ~8 1 

Total 

17.8 

82.2 

100.0 

Total 

53 6 

46 4 

~OO 0 

...... 
00 o 
Ol 
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TABLE XI-120 

Frequency and Percentage Dist,ibution by Tick of Price Changes in List A Stocks 
from Previous Close to NYSE Block Trade of $1 Million or More 

(Number of Obervations and Percentage) 

Percentage 
Price Chnnge Hinus Tick Plus Tick Zero Tick 

Over 5 6 27 10 

0%) <7%) (2%) 

3 to 5 20 44 .J.J 

(2%) (12%) (5%) 

1 to 3 55 122 92 
(5%) <33%) ( 14%) 

0 to 1 66 87 128 
(6%) (24%) (20%) 

0 67 22 77 
(6%) (6%) 02%) 

0 to -1 232 33 131 
09%) (9%) (21%) 

-1 to -3 449 23 115 
(37'7.) (6%) (18%) 

-3 to -5 206 b 38 
07'7.) (2%) (6%) 

Under -5 98 2 11 
~" ~ 

(8%) 0%) (2%) 

Total 1199 3bb 635 
(100%) (100'7.) (100%) 
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TABLE XI-121 

Frequency an~percentagejDistribution by Tick of Price Changes in List A Sto~ks 
from ~SE Block Tr des of $1 Million or More to Closing Price for Day 

;' (Num er of Observations and Percentage) 

percentag~l. 
Price Chan e Minus Tick Plus Tick Zero Tick 

Over 5 21 . 5 9 
(2%) (1%) 0%) 

3 to 5 64 18 20 
(5%) (5%) (3%) 

1 to 3 
I 

331 44 111 
(28%) ( 12%) 07%) 

o to 1 349 63 163 
( 297.) (17%) (26%) 

, 
0 I 169 53 116 

I (14%) (4%) (18%) 

o to -1 
I 

155 95 132 

l (13%) (26%) (21%) 

-1 to -3 
I 

93 70 70 
(8%) (19%) ( 11%) 

I 
-3 to -5 

I 

16 14 13 
0%) (4%) (2%) 

I 

1 4 1 

Under -5 (0%) 0%) (0%) 

! 

Total 
, 

1199 366 635 
(100%) (100%) 000%) 



E1 

E2 
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TABLE XI-I22 

Within-Day Price Patterns: Regression Analysis 
For Blocks over $1 Million 

percentage price change between close on 
day-1 and block price 

percentage price change between block price 
and close on day 0 

(t values are in parentheses) 

MINUS TICKS (1199 obs.): 

. E2 =- .4493 - .1416 E1 
.( 7.25) 

PLUS TICKS (366 obs.): 

E2 =: .0258 - .7745 E1 
0.90) 

ALL BLOCKS OVER $1 MILLION 

E2 = .3492 - .1397 E1 
(l0.54) 

r2::: .0420 

2 ' r ::: .0099 

(2199 obs.): 

r2= .0482 



VB -:: 

E7.::; 
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TABLE XI-123 

Relation of Within-Day Price Recovery of 
Minus-Tick Blocks to Size of Block, 

Regression Analysis (1199 obs.) 

Dollar Value of Block Trade in $ Million 

E2 = 

E2 = 

Percentage price change between prior trade 
and block trade (value of minus tick) 

.7092 + .1l39VB , r 2'=: .0000 
(.09 ) 

.3799 - .1758VB .3418 E7 2 
.0491 r 

(1. 46) (7.86) 



TABLE XI-124 

••••• SUMMARy OUTPUT FDA. 105 1-15 BLOCKS -- NO POSITION BY BLOCK. TRADE ASSE:MBlER 

AVeRAGE AV~RAGE 

CURRENT PERCENT ST ANOARO IMPACT STANDAPD 
DAY IMPACT NEGATI VE DeVI AT ION INDEX DEY JATtON 

-20 -O.OOOtl 0.6000 0.0226 0.9997 " .nZ32 
-1' 0.0001 0.4511 0.0205 1.0eOO C .0297 
-18 -0.0001 0.5238 0.0180 0.9994 0.0333 
-11 0.0001 0."'952 0.0112 1.0003' 0.1)383 
-1" 0.0002 0 ... 162 0.0163 1.1)1)0"" 0.0388 
-15 0.0017 0.4000 0 .. 0183 1.00ltZ 0.0394 
-1' 0.0011 0.511t3 0.0154 1.0051 0.0426 
-13 -0.0010 0.ltS57 0.0115 1.00,.8 C .0446 
-12 -0.0009 0.6000 0.0167 1.OOItJ 0.0411 
-11 0.001'" 0.5429 0.0112 1.0056 0.05('8 
-10 0.0007 0 ... &51 0.0154 1.01)65 0.'544 -. -0.0005 0.5905 0.0171 1.0063 0.06('8 

-8 -0.0000 0.511t3 0.0112 1.0065 /).0628 
-7 0.0003 0.4667 0.0115 1.0068 0.0621 

-" 0.00]5 0.3810 O.Olbb 1.0104 0.0650 
-5 -0.0016 O.51llt 0.0193 1.0091 0.069('1 -. 0.0050 0.4667 G.OZOZ 1.01lt2 1}.~7"'8 

-3 -o.OO·U O.6lt76 0.0180 1.0lf)3 0.0748 
-2 0.0006 0.4857 0.0191 1.0111t 0.0817 
-1 -0.0060 0.5810 0.0195 1.0051 0."841 ...... 

0 0.0020 0.4762 O.021t2 1.0082 O.09(,Z 00 
1 0.0033 0.4286 0.0189 1.0114 0.('1892 ...... 
2 0.0018 O.lt851 0.0114 1.0130 C.C815 ...... 
3 -0.0016 0.5524 0.0138 1.0l1b 0.09('11) , -0.0018 O.501t8 0.0187 1.0103 0.0948 
5 -0.0015 0.5905 0.0 234 1.0089 C.0953 

" 0.0026 0.4952 0.0193 1.0118 0.0989 
7 -0.0047 0.5"29 0.0219 1.0068 0.0964 
8 -0.0004 0.5619 0.0193 1.0062 0.0939 

• 0.0004 0.5238 0.0195 1.0069 O.09b3 
10 O.OOll O.lt162 0.0163 1.0080 0.0956 
11 0.0011 0.5143 0.0 183 1.0093 O.0911t 
12 0.0012 0.3905 0.0156 1.0105 0.0980 
13 -0.0012 0.5238 0.0112 1.0095 0.11)03 
1. -0.0014 0.5333 O.OlB8 1.0084 O.lCl8 
15 -0.0028 0.5810 0.0186 1.0054 0.1"17 
1" 0.0001 0.4762 0.0180 1.0062 0.1034 
17 -0.0003 0.5('148 0.0165 1.0061 (I.l(15b 
18 -0.0009 0.5114 0.0230 1.0054 0.1078 
l' -0.0002 0.4851 0.0159 1.0052 0.1081 
20 -o.D016 0.5429 0.0150 1.0038 C.IC89 

CUaR£HT 'MPACT IItPACT INDEx 

fROM TO AVE STO DEV AVE STO DEV 

-20 20 -0.0000 0.0022 1.00b9 O.OOlt4 

-20 -2 0.0004 0.0020 1.0056 0.0045 

20 -0.0003 0.0019 1.0082 O.OO3C 



TABLE XI-125 

••••• SUMNAR y OUTPUT FOR 101-15 BLOCKS WHERE B.T.A. HAD POSITIVE POSITION AFTER BLOCK ..... 
AVERAGE AVERAGE 
CURRENT PERCENT STANDARD 1 MPACT STANDARD 

DAY I~PACT NEGA Tt VE DEVIATION INDEX DEVIATION 

-20 0 .. 0009 0.471ft 0.0160 1.00 10 0.01(0) 
-1' -0.0008 D.SH] 0.0163 1.0003 0.0213 
-18 0.0035 0.5286 0.0223 1.0040 0.0321 
-17 -0.0026 0.5714 0.0234 1.0017 1J.('I401 
-1" -0.0029 O.57)1t 0.0169 0.9991 0.0464 
-15 -0.0026 0.5571 0.0188 0.9961 0.0515 
-1' -0.U044 D.1143 0.0183 0.9926 0.0566 
-13 o .00Q3 0.5429 0.0218 0.9931 0.0599 
-12 -0.0000 0.5711t 0.0207 0.9932 D.06C9 
-11 0.OD15 0 .. 5000 0.0165 0.991,6 C.06e6 
-10 -0.00.18 0.(14) 0.0195 0.9934 0.0694 -. 0.0033 0.4711, 0.0209 0.9971 0.0758 

-8 -0.0027 0.511" 0.0263 0.9946 0.0182 
-7 -0.0033 D.6000 0.0205 0.9915 0.0189 

-" -0.0012 0.'H14 0.0216 0.9907 0.0827 
-5 0.0011 0.4286 O.Ol'H 0.9918 IJ.Ofl34 
-4 0.0014 0.4714 0.0173 0.9934 o. 0863 
-3 -0.0025 0.5000 0.0218 0.9910 0.0866 
-2 -0.0015 0.5286 0.0202 0.9994 1').0859 
-1 -0.0015 0.5143 0.0221 0.9R84 0.0918 ...... 

0 -0.0224 0.8571 0.0273 0.9677 0.1001 00 
1 -0.0047 0.5851 0.0260 0.9629 o. Q978 ...... 
2 o.oeOl 0.5429 0.0250 0.9633 0.1000 t-:) 
3 0.0002 0.4571 0.0192 0.9634 0.0992 
4 0.0010 0.5143 0.0176 0.9644 0.1003 
5 -0.0007 0.5286 0.0 153 0.9641 0.1039 

" -0.0004 0.5429 0.0215 0.9635 0 .. 1033 
7 -O.OOloCt 0.5000 0.0180 0.9621 0.1("126 
8 o .C035 0.4429 0.01<)4 0.9656 0.1040 

• 0.0015 0.542<) 0.0219 0.9673 0.1072 
10 0.0006 0.5714 0.0185 0.9671t 0.lD35 
11 -O.GOOO 0.471ft 0.0228 0.<)677 0.1053 
12 0.0005 0.5143 0.0178 0.9683 0.1065 
13 0.0025 0.3857 0.0155 0.9707 0.1065 
l' -0.0011 0.4714 0.0152 0.9694 0.1038 
15 -0.0041 0.6143 0.0171t 0.9651 0.1052 
1" -0.0001 0.5143 0.0201 0.<)659 0.1:>81 
17 0.0019 0.4571 0.021')6 0.<)677 0.1077 
18 -0.0017 0.614] 0.0174 0.9661 0.108(1 
l' -0.0002 0.5143 0.0150 0.<)658 0.1(71) 
20 0.C012 0.5429 0.0173 0.9668 0.1059 

CU~RENT IMPACT IMPACT INDEX 

FROM TO AVE STC OEV AVE STO OEV 

-20 20 -0.0010 0.0040 0.9801 D.C 152 

-20 -2 -0.0008 0.0023 0.9952 0.('1043 

20 -Co .ODO 1 o. C002" C .96S9 D.C028 



TABLE XI-126 

••••• SUMMARy OUTPuT FOR 600 1-15 BLOCKS WHERE 8 .. T.A. HAD POSITIVE POSITION AfTER 8lK t TICK. MINUS 

AVERAGE AvERAGE 
CURRENT PERCENT Sf 'NOARD IMPACT Sf ANOAPD 

DAY IMPACT NEGA Tl VE DEVUrrON (NDEX DEVIATION 

-20 0.0018 0.4333 0.0167 1.0019 0.0170 
-19 0.0005 0.4833 0.0161 I.OOZ4 0.0217 
-18 0.0049 0.4833 0.0223 1.(1)16 (I.e3l7 
-11 -0.0044 0.5833 !'.O235 1.0035 O.OltO'O 
-1. -0 .. 0031 0.5667 O.017t. 1.0008 0.0490 
-15 -0.0041 O.600C 0.0190 0.9970 0."547 
-1' -0.0049 0.1167 0.0194 0.9924 0.0605 
-13 -0.0006 0.5500 0.0221 0.9920 0.0631 
-12 -O.COOl 0.5661 0.02'01 0.9914 ('.<'639 
-11 0.0035 0.4500 0.0165 0.9948 0.0640 
-10 -0.0018 0.6333 0.0191 0.9938 0.0744 
-9 0.0030 0.5000 0.0221 0.9973 0.0813 
-8 -0.0034 0.5500 0.0227 0.9940 0.0821 
-1 -O.vOItZ 0.6161 0.0213 0.9899 n.0823 -. -0.0006 0.5333 0.0231 o .9a91 O. (1866 
-5 0.0021 o. 38~3 0.0201 0.9919 O.OB12 -. 0.0011 ':>.4833 1).0168 0.9937 0.0896 
-3 -O.OOlb 0.5000 Q .0225 0.9921 '"'.0898 
-2 -v .00 17 0.5161 0.0212 0.9904 0.0900 
-1 -V.0031 0.5333 0.0221 0.9819 0.0952 ..... 

0 -O.u240 0.9000 0.0216 n .9656 0.1("13'5 00 
1 -(.1.0059 0.6161 O.024Z 0.9595 0.099) ..... 
Z 0.0009 0.533) 1').0259 0.9608 o. PHI C;.:I 
3 -0.0006 0.4667 0.0188 0.9603 0.1030 

• -O.C001 0.5161 0.0114 0.9602 C.1031 
5 -0.0016 0.5333 0.0152 0.9590 0.1060 

• 0.0011 0.5000 0.0222 0.9599 O.1 n 59 
1 -0.0011 0.5000 0.0182 0.9589 0.1056 
9 0*0041 0 .. 4161 O.OZOl 0.9630 0.1065 
9 0.(,035 0.5161 0.0221 0.9665 D.Iccl 

10 0.0006 0.5661 0.0114 0.9661 0.1:>615 
11 -0.0005 0.4833 0.0238 0.9663 0.1011 
12 0.0008 0.4833 0.0188 1").9613 0.1081 
13 (i.OOZ2 0.3833 0.0156 C.9693 o.loeo 
l' -0.0016 0.5000 0.0159 0.9615 O.l{\54 
15 -0.0042 0.6000 0.0181 0.9631 O.HnO 
1. -0.0002 0.5333 o .021Z 0.9639 0.1098 
11 o .OOZ4 0.4661 0.0216 0.9661 O.I<'M 
18 -0.00020 0.6000 0.0181 r) .964) C.lf) Q 9 
19 0.0003 0.4833 0.0149 0.9645 0.1089 
2D 0.0015 0.5333 0.0161 0.9651 0.1011 

tURRE:NT '~PACT IMPACT INDEX 

FROH TO AVE S 10 nev AVE s TO OEv 

-20 20 -0.0010 0.0045 ('\.CH91 n. C 166 

-2D -2 -0.0007 0.0029 0.9956 ~.C1")55 

2D -0 .0000 C.0024 C .• 96) 7 'J.0035 



TABLE XI- 127 

••••• SUMKA,Ry OUTPUT FOR itS 1-15 BLOCKS WHERE 8.T.A. TOOK NO POSITION AND TICK MINUS 

AVERAGE AVERAGE 
CURRENT PERCENT SI ANOARD IMPACT SI ANDARO 

DAY lMPAC.T NEGA TJ VE DEVlAT ION 1 NDEX DEY lA' ION 

-20 -0.0020 0.6667 0.1)185 0.9981 0.0188 
-I' 0.0022 0.3542 0.0169 1.0006 (1.0292 
-18 -0.0022 0.5208 0.0194 C.9985 ('\.tHZ2 
-11 -0.0001 0.4792 0.0150 0.9979 ~.O353 

-16 -0.0009 0.5208 0.0152 0.9910 0.0338 
-15 0.1.1013 O.52C8 C.D158 C .9984 0.0350 
-I' 0.0003 0.5833 0.0154 0.9988 0.0405 
-13 -0.0038 0.5417 0.01lt3 0.9952 0.0"'27 
-12 -0.0024 o. blt58 0.0134 C.9928 0.0431t 
-11 " .0033 0.4192 0.0158 0.9961 0.(1444 
-10 -0.0002 0.4192 0.0164 (\.99br) 0.0481 -. O.OClOS 0.6042 C .~182 1:'.9967 0.1'\497 

-8 -0.0038 0.5625 0.0116 0.9928 0.1)484 
-1 0.002b 0.5208 0.0180 (\ .. 9954 0.(\485 
-6 0.1.1021 0.3958 C.0143 0.9918 0.0556 
-5 -0.0039 0.5625 0.0115 ('.9942 0.(16('5 -, 0.0023 0.5000 0.0181 0.9965 O.06C8 
-3 -0.0('13 0.6661 (\.0138 ( .9894 0.0628 
-2 -0.0025 Q.5208 0.0181 0.9872 0.0615 
-1 -0.0062 0.5625 0.0203 0.9815 0.0723 ~ 

0 -0 .0014 0.6250 0.0231 (\.9149 0.019<\ 00 
1 0.0021 0.4192 0.0170 r..9114 (\.C180 

~ 
2 0.0029 0.4192 0.0185 Q.9801 0.0180 ~ 
3 -O.OCll 0.5208 0.0126 C .9193 0.('18('9 , -0.0039 0.5208 0.0186 0.9759 0.0848 
5 -0.0014 0.6459 0.0252 0.9148 0.0810 
6 0.0041 0.4315 C.0194 C.9191 0.OQ('3 
1 -0.0052 0.5000 0.0262 0.9132 0.0810 
8 D.DOlb 0.4792 0.0218 0.9741 0.0810 

• 0.0009 0.4192 0.0145 0.9157 0.0834 
10 O.OOJl 0.4315 0.0151 /).9796 0.0860 
11 0.0015 0.5625 0.0197 0.9818 0.OQ42 
12 0.0034 0.3333 0.0156 C.9850 0.0932 
13 0.0006 0.4192 0.0140 C.9856 0.0931 

I' -o.004~ 0.6042 0.0155 C.9814 0.0952 
15 0.0012 0.4792 0.0157 C .9824 /).0945 
16 0.0024 0.1t161 0.0170 0.9849 0.0954 
11 0.0009 0.4792 0.0161 0.9861 0.0983 
18 -0.0011 0.5833 0.0160 0.9849 0.0982 

I' 0.0003 0.4375 0.0135 0.9855 O.lCCl 
20 -0.0008 0.4792 0.0112 0.9849 0.1021 

CURRENT IMPACT IMPACT INDEX 

FROM TO AVE STD DEy AVE STC CE.Y 

-20 20 -0.0005 0.0031 0.9815 O.COf'9 

-20 -2 -0.0008 0.0028 0.9958 a.CC37 

20 0.0001t 0.0027 ( .9806 O.COltS 



TABLE Xl-128 

..... SUMMARy OUTPUT FOR 31 1-15 BlKS WtfERE B.T.A. P05. AFTER BlK 15 POSITIVE t. AFTER 14 DAYS IS POSITIVE 

AYERAGE AVERAGE 
CURRENT PERCEHT Sf ANDARD t "PAC T STAJrtOAPD 

DAY IMPACT NEGATl VE DEVIATION INDEX DEVIATION 

-20 0.0021 0.4839 0.0171 1.0022 0.0119 
-1" -0.0013 D.bl29 0.0142 0.9990 0.0220 
-18 0.0010 0.5806 O.OIBIt 1.0002 0.0281 
-17 -0.0042 0.5484 0.0265 0.9962 0.0365 
-16 -0.00)0 0.5484 0.0151 0.9933 0.0)91 
-15 0.0020 0.4516 0.0160 0.1:;955 0.04)9 
-H -0.0052 0.7419 0."1"" ".9904 0.0463 
-1) -0.0013 0.5161 0.0241 0.9898 0.0602 
-12 -0.0030 D.5484 0.0163 0.9870 0.0619 
-11 0.0019 0.4516 0.0144 0 .. 9886 o.n51B 
-10 0.0015 0.4839 0.0206 0.9925 0.0661 -. 0.0045 0.4516 0.0202 0.9975 C.0141 

-8 -0.001t5 0.bt29 0.0289 0.99)8 0.0829 
-7 -0.0062 0.6714 0.0110 0.9879 0.0843 
-6 -0.0028 0.6129 0.0237 ~.9851 0.0899 
-5 -0.0031 0.5484 0.0204 0.9828 0.0951 
-4 -0.0003 0.5484 0.0112 Q.9826 0.0965 
-) -0.003" 0.548" 0.0271 0.979" 0.0992 
-2 -0.0001 0.548" 0.0193 0.9189 0.0954 
-1 0.0007 0."194 0.0256 0.9801 0.1006 -0 -0.0193 0.8387 0.0220 0.9627 O.llCO 00 

1 -0.0106 0.6452 0.0234 0.9528 0.1112 -2 0.0058 0.5161 0.0205 0.9581 0.1104 Ol 1 -0.0007 0.5484 CI.0166 0.9572 0 .• 1076 
4 -0.00)5 0.6129 0.01,,7 0.950\0 0.1090 
5 -0.005] 0.6774 0.0131 0.9488 0.1083 
6 -0.0001 0.6129 0.0271 0.9491 0.112) 
7 -0.0015 0.4839 o.Ol1a 0.90\78 0.1126 
8 0.00Z4 0.4194 0.0154 0.9505 0.1158 

" 0.0023 0.4839 0.0275 0.9535 0.12ltt} 
10 0.0025 0.5806 0.0215 0.9546 0.1145 
11 -0.0000 0.4839 0.0214 0.9547 f). 115" 
12 -0.0014 0.5806 0.0185 ".9534 0.1143 
13 0.0031 0.3548 0.01Z8 0.9564 0.1151 
14 -0.0047 0.5806 0.0112 0.9511 0.1131 
15 -0.0045 0.7091 0.0131 0.91t73 0.1122 
16 -0.0032 0.5806 0.0166 0.9"49 ('\.1167 
17 -0.0006 0.4516 0.0200 C.91t45 0.1182 
18 -0.005) 0.6774 0.0180 n.cn95 O.1l72 
1" 0.0009 0.S484 0.0153 0.90\03 0.1172 
20 0.0024 0.4194 0.0174 O.'H28 0.1187 

CURRENT IMPACT IMPACT INOEX 

FROM TO AVE STD OEY AVE S TO DEY 

-20 20 -0.0016 0.001t1t 0.9699 0.0211 

-20 -2 -0.0014 0.0031 0.991:'1 0.0011 

20 -0.0011 0.00)8 0.9501 0.0059 



TABLE XI-129 

••••• SUMMARy OUTPUT FOR 391-15 BLKS WHERE B.T.A. POSe AFTER BLK IS POSITIVE &. AFTER lit DAYS = (' 

AVERAGE AVERAGE 
CURRENT PERCENT ST ANOARD IMPACT STANDAPO 

DAY IMPAC T NEGA Tl \IE DEVIAT ION INDEX OEvu.r ION 

-20 -0.0001 0.4615 0.(1141 1.r):)O:) (I.(l14q 

-I. 0.0012 0.4359 ,n.0118 1.0013 0.0208 
-18 0.0054 i).lta12 0.0251 t.1J1J1l 0.0)46 
-\1 -0.0013 0.5897 ').('1210 I.ON .. ! ').1)421 
-10 -0.0028 O.5S97 'l.0183 1.0036 0.0511 
-15 -0.0063 0.6410 0.020) 0.9977 0.n'574 
-H -0.0011 0.6923 {'."'llt ('1.9943 ~.~f"ftl 
-13 0.0017 0.5641 0.0199 0.9951 O.06C2 
-12 0.0023 0.5897 0.0236 0.9981 0.0605 
-1\ O.DOll 0.5385 0.1')191 0.9994 C.(\6?O 
-10 -0.0061 0.1119 0.0171 (,.9940 0.0727 -. 0.0024 0.4872 0.0217 f'.9968 0.018('1 
-8 -0.0013 0.5385 0.0244 0.9953 O. "153 
-1 -0.0010 0.5385 0.0229 0.9944 f).c-154 -. 0.0001 0.';)85 0.0200 (\.994t. (\.(\174 
-5 0.0048 0.3333 0.0172 ".9991') ('1.012& 
-4 0.0028 0.4103 0.0175 1.n1)21 0.0173 
-3 -0.0018 0.4615 0.01&8 1.0002 0.1"1750 
-2 -0.0026 0.512'8 0.0211 0.9971 0.0177 
-I -0.0032 a.5891 0.0190 0.9951 0./)84/J -0 -0.0248 0.B118 O.1J31~ C.9717 a .nq]7 

00 I -0.0000 O.'H85 0.1)213 0.9110 C."~63 -2 -0.0044 0.5&41 1).0275 0.9674 ('1.0921 
O".l 3 0.0009 0.3846 0.0196 0.9683 0.0931 

• (1.0045 0.4359 0.0191 (\.9128 (".~934 

5 0.0029 0.4103 0.1)156 0.9162 C.l0CO 
0 -0.0008 (\.4872 0.1)160 (\.9750 0.0955 
1 -0.0013 0.5128 1.0184 0.9735 0.('1938 
8 0.0043 0.4615 :) .0222 0.9117 1).0935 

• 0.0009 0.5897 0.0164 0.9783 0.0919 
10 -0.0008 0.5641 t).!H6" 0.9176 (:.0941 
\I -0.0001 0.4615 0.0241 C.9719 0.0911 
12 0.0020 0.4615 0.0113 0.9802 0.0998 
\3 0.0021 0.4103 C.O 176 0.9821 O.~9(n 

14 0.0018 0.3846 0.0173 (\.983'5 o. (lq49 
15 -0.0037 0.538'5 0.0203 0.9a03 O. (1983 
I. 0.0023 0.4615 0.0224 C .98 26 C.(l900 
\1 O. 0040 ('1.461'5 0.0211 /}.9S62 O."9M 
18 0.0011 0.5641 1).0166 ('.9812 0.n0 65 
I. -0.0011 0.4872 0.0149 1"1.986(' 0.09109 
20 0.0002 0.6410 0.0174 0.9859 ('1.('1916 

CURRENT IMPACT IP'''PAC T I NOE X 

FRO,. '0 AVE sro O(;V AVE STD DEV 

-20 20 -0 .oaolt 0.0048 0.9881 0.0117 

-20 -2 -0.0003 0.0032 0.9988 o.C'o~ 1 

20 0.0007 O.Q024 ('\.Q78'i o.nObl 



TABLE XI-130 

••••• 5Ij" .. AK Y OUT PUT fOR 124 1-15 BLOCKS WHERE SPECIALIST BOUGHT STOCJ: 

~ 
~ 

~ 
AVERAGE AVERAGE 

A CURRENT PERCENT STANDARD I ,",PACT ST ANOARD 
0 

DAY ("'PACT NEGA TI VE OEY. AT ION INDEx DEVIATION 
0 

;:! -20 0.0011 0.5323 0.0210 1.0019 0.0217 
-I. -0.0008 0.4758 0.0}78 1.0012 O.O2~5 

it -18 0.0028 0.4839 0.Ol06 1.0043 Q.031t] 
-17 -0.0025 0.5484 0.0202 1.0020 0.0","17 
-1. -0.0031 C.5806 0.0159 a.99 tH D.01t43 
-15 -0. aODIt 0.4919 0.0111 0.9988 0 .. 00\69 

N 
0> -I' -0.0018 0.6290 0.0l14 0.9972 0.0511 

-13 -0.D015 0.5161 0.0185 0.9959 0.0531 
-12 G .0001 0.5881 0.0186 0.9961 0.0550 
-11 0.0022 0.5081 0.0160 0.9983 0.0553 
-10 -C.OOll 0.5565 0.0111 0.9911 0.0623 -. 0.0027 0.4758 0.0199 1.0008 0.0685 
-8 -0.0021 0.5484 (\.0191 0.9988 0.0106 
-7 -0.0019 0.5726 D.Olen 0.9969 0.0695 
-6 0.00(15 0.5000 0.0203 0.9977 0.0726 
-5 -0.0014 0.5161 0.0183 0.9964 0.0736 -, O.OC31 0.4597 0.0184 0.99(H 0.0759 
-3 -0 .0023 0.5645 0.0211 0.9976 0.0783 
-2 0.0002 0.4919 0.0201 0.9919 0.0808 
-1 -0.0041 0.5403 0.0219 0.9943 0.0961 ..... 0 -0.0122 0.6935 0.0297 0.9835 O. 0971 00 1 -0.0012 0.5161 0.0211 0.9921 0.0955 

2 0.0021 0.5081 C.0228 0.9843 0.097'5 ..... 
3 -0.0003 0.'5000 0.0161 0.9843 0.0997 --I , -0.00104 0.5403 (1.0176 0.9834 0.1049 
5 -C.0010 0.5645 0.0216 0.9928 0.1076 
6 0.0031 0.4758 0.0213 0.9861 0.1109 
7 -0.0027 0.5000 0.0216 0.9831 0.1070 
8 0.0029 0.4758 0.0199 0.9958 0.1(161 
9 -0.0005 0.5906 0.0185 0.9855 0.1076 

10 -t.0008 0.5806 0.0173 0.9844 0.1050 
11 -0.0006 0.5161 0.0215 0.9841 0.1075 
12 0.0017 0.4032 0.0166 0.9860 0.1090 
13 0.0008 0.4597 0.0164 0.9868 0.1103 

I' -0.0006 0.5081 0.0148 0.9860 0.1099 
15 -0.0023 0.5806 0.0172 0.9839 0.1106 
16 0.0008 0.5000 0.0200 0.9849 0.1121 
17 0.0010 0.4758 0.0193 0.9861 0.1140 
18 -0.0010 0.6048 0.0173 0.9848 0.1163 
I. -0.0(102 0.4839 0.0151 0.9845 0.1156 
20 -0.OV02 0.5242 0.0162 0.9843 0.1150 

CURRENT IMPACT IMPACT INDEX 

FROM TO AVE SYD DEY AVE STD DEY 

-20 20 -0.0000 0.0026 0.9914 0.0077 

-20 -2 -0.0003 0.0020 0.9Q89 0.00Z4 

20 -0.0001 0.0016 0.9847 0.0018 



TABLE XI-I3I 

...... SUMMARy OUTPUT FOR 58 1-15 BLOCKS "HE~E SPECIALIST & B.r.A. HAD POSITIVE pas AFTER BLOCK 

AYE:RAGE AVERAGE 
CURRENT PERCENT STANDARD ''''PACT Sf ANDAPD 

DAY J"PACT NEGA TI YE DEVIAT ION INDEx DEVIATION 

-20 0.0005 0.4828 0.0168 1.')006 0.0110 
-19 -0.0019 D.5690 0.0113 0.9988 0.0224 
-18 0.0054 0.4828 0.0222 1.0044 0.0331 
-11 -0.0042 0.5690 0.0231 1.0005 0.0416 
-16 -0.0031 0.5862 c.nn /).9911 D.OIt7S 
-15 -0.0024 0.5345 0.0188 0.9950 0.0531 
-I~ -0.0049 0.124. 0.0193 0.9905 0.0581 
-13 -0.0000 0.5172 0.1)224 0.9906 0.0613 
-12 -0.0004 0.5862 0.0215 0.9904 0.0631 
-II 0.0031 0.4828 0.0165 0.9934 0.0626 
-10 -0.0022 0.6207 0.0196 O.99lf~ 0.0125 
-9· 0.0053 O.U38 0.0213 0.9977 0.0801 
-8 -O.OOIt6 0.5690 0.0234 0.9933 0.('1812 
-7 -0.0042 0.6379 O.QZ15 0.9892 0.0810 
-6 -0.001. 0.5862 0.0233 0.9883 0.0852 
-5 0.0013 0.4310 0.0205 0.9891 0.0861 -. 0.0002 0.4828 0.0113 0.9901 C'l.0891 
-3 -0.0015 0.5112 0.0224 0.9886 0.0894 
-2 -0.0012 0.5112 0.0216 0.9813 0.0886 
-I -0.0026 0.5345 0.0230 0.9853 0.0944 -0 -0.0257 0.8193 0.0282 0.9616 0.1029 00 I -0.0048 0.5690 0.0244 0.9566 0.0990 -2 0.0006 0.5690 0.0266 0.9516 0.1030 00 3 0.0005 0.4483 0.0169 0.9581 0.1('130 
~ 0.0010 0.5345 0.0164 0.9593 0.1055 
5 -0.0015 0.5345 0.0158 0.9583 0.1088 
6 0.0010 0.5112 0.0213 0.9592 0.1098 
7 -0.0002 0.4655 0.0179 0.9590 0.1090 
8 0.0033 0.4310 0.0191 O.cU:a24 0.11C9 
9 0.0019 0.5690 0.0234 0.9646 0.1142 

10 0.0004 0.5862 0.0195 0.9644 0.1099 
II -0.0007 0.4828 0.0241'} 0.9639 0.1111 
12 0.0006 0.5000 0.0186 0.9641 1).1128 
Il 0.0023 0.4138 0.0162 O.Q669 0.1129 
I. -0.0001 0.4483 0.0151 0.9664 0.10Q6 
15 -0.0051 0.6034 0.0176 0.9616 0.1099 
16 0.0015 0.5172 0.0207 0.9634 0.1125 
17 0.0007 0.4828 0.0208 0.9642 0.1129 
18 -0.0026 0.6207 0.0180 0.Q618 0.1138 
19 -0.0005 0.5000 0.0154 0.9612 0.1128 
20 0.0010 0.5517 0.0 no 0.9619 0.1102 

CURRENT ."PACT IMPACT INDEX 

FAOM TO Ave STO DEV AVE STD DEV 

-20 20 -0.0011 0.0047 0.9771 0.0166 

-20 -2 -0.0009 0.0030 0.9936 0.0051 

20 -0.0000 0.0021 0.9618 0.00]5 
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E. SUMMARY AND CoNCLUSIONS 

One of the most dramatic impacts of institutionalization on the 
securities markets has been the growth of block trading. Theoretically, 
a block trade is a securities transaction that cannot be executed in the 
exchange auction market in the normal course. Since this definition is 
not workable for purposes of statistical analysis, data were collected 
in terms of the size of the transaction-10,000 shares ($400,000 of a $40 
stock) for the New York Stock Exchange ("NYSE") and 2,000 shares 
($80,000 of a $40 stock) for the regional stock exchanges and the third 
market. In general, the data cover the full year 1968 and the first three 
<J.uarters of 1969. The findings and concluslOns primarily refer to that 
tIme period. 

1. Description of Block Trading 
a. NYSE 

About 65 percent of the total volume in transactions of 10,000 or 
more shares ll1volving common stocks listed on the NYSE is executed 
on that exchange. As an important market factor on the NYSE, block 
trading is a relatively recent phenomenon. From the last quarter of 
1964 to the third quarter of 1970 it increased almost eleven fold in abso
lute magnitude, and its share of total NYSE volume septupled (from 
2.1 to 14.8 percent). The number of stocks involved in NYSE block 
trades varies substantially from day to day. 

Block trades on the NYSE usually involve numerous participants 
and often numerous institutional participants. There are usually fewer 
participants on the side that initiates the trade ("active side") than on 
the other side ("passive side"). The broker-dealer primarily respon
sible for assembling the orders of different participants ("block trade 
assembler") handles the active side and all or almost all of the passive 
side in about one-third of all such transactions, particularly the larger 
ones. In block trades of $1 million or more the assembly process usually 
takes place initially over the upstairs communications network of the 
block trade assembler. There is some indication that the negotiation 
process by which smaller block trades of some size are assembled is 
somewhat more related to the floor of the NYSE, particularly to the 
specialist. The remaining description of NYSE block trades will be 
llmited to those of $1 million or more, unless otherwise noted. Trades 
of this size represent over two-thirds of the total dollar volume in all 
NYSE transactions of 10,000 or more shares. 

The typical block trade is initiated by an institution that wishes to 
purchase or sell a large quantity of stock and will accept a discount 
from the current market price or pay a premium in order to do so. In 
about three-quarters of the blocks in which the initiating side can be 
determined, that institution is a potential seller. 

The key to assembling a block trade is to find the orders on the pas
sive side. To offset the order of the institution initiating the trade, in 
the median block the block trade assembler finds one institution and 
five to nine other parties. On the average, however, the second insti
tution accounts for only 39 percent of the shares on the passive side. 
Other customers of the block trade assembler account for 3 percent. 
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By further upstairs communications the block trade assembler finds 
other broker-dealers, primarily representing institutions, with orders 
for something less than an additional 14 percent of the shares. On the 
floor of the NYSE the block trade assembler is able to find orders for 
another 7 percent among the specialist's book, the odd lot dealers and 
other broker-dealers in the crowd. The specialist himself takes 14 per
cent. This leaves about 23 percent uncommitted, and the block trade 
assembler itself positions it. 

In terms of the analysis in the preceding chapter, the net institu
tional trading imbalance is 31 percent; as compared with the average of 
55 percent for institutional trading in random NYSE stocks. Because 
of their important role in offsettmg imbalances in block trades the 
participation of the specialist and the block trade assembler that inven
tory part of the block ("block positioner") deserves special attention. 

In part, the specialist's relatively low participation rate in block 
trades of $1 million or more seems to reflect his orientation to the ex
change floor, away from the upstairs communications networks, 
where-at least initially-"the action is." On the other hand, in the 
smaller block trades, whose assembly is more related to the floor, the 
specialist's participation rate on the passive side is substantially larger 
while the block trade assembler's appears to be substantially smaller. 
In block trades of both sizes individual specialist units vary greatly 
in their prul'ticipation rates. Some of this participation, as well as some 
participation for the book, is not desired by the other parties to the 
trade and possibly not permitted by the rules of the NYSE. In any 
event, there is some indIcation that the positions acquired by the spe
cialist in block trades are mainly laid off through the regular round 
lot market in subsequent dealer transactions. 

In addition to hIS dealer participation (for which, unlike the block 
positioner, he receives no full commission), the specialist receives two 
kinds of floor brokerage as part of the block trade. The first arises from 
his book's participation. Most of the time the limit orders on his book 
receive the benefit of the block discount or premium; sometimes they 
do not. Stop orders sometimes also receive disadvantageous executions. 
The second source of floor brokerage is payments by the block trade 
assembler even though it is otherwise represented at the post. In some 
cases these "writeouts" represent a sharmg of commissions when the 
specialist 'plays an important role in the assembly process as a "finder" 
or a partIcipating market-maker. In other cases, however, they can
not be explained m this manner and raise regulatory questions, par
ticularly with respect to the independence of at least some specialists' 
administration of the retail market. 

Positioning by the block trade assembler sometimes performs part 
of the market-making function when, for whatever reason, the spe
cialist does not offset fully the public imbalance in a potential block 
trade. There is, however, a wide variation in the participation rates 
of individual block trade assemblers. In addition to actual positions, 
block positioners frequently make bids or offers for the entire block 
early m the assembly process. Such capital commitments are sub
stantially larger than the eventual positions and are sometimes bettered 
in price. Contrary to the rules of the NYSE, block trade assemblers 
also occasionally treat shares not committed to customers at the time 
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of the block execution but laid off shortly thereafter as though they 
had never positioned them. 

The combination of block positioning with investment management 
is troublesome. A small percentage of the customers of the block trade 
assembler that participate in its block trades is accounts over which 
it has investment discretion. A potential conflict of interest exists when 
a block trade assembler's discretionary accounts participate in its block 
trades without specific consent. Particular transactions reported to the 
Study appear to pose serious problems in this respect. 

The block trade assembler disposes of nine-tenths of the shares po
sitioned in transactions on the NYSE, often by using the specialist as 
its floor broker. The remaining shares are "laid off" on regIOnal stock 
exchanges, primarily to institutions or their brokers. In all, about 70 
percent of the shares positioned appears to be laid off to institutions or 
their brokers as a result of upstairs communications, and the remain
ing 30 percent appears to be laid off to the specialist or to brokers rep
resenting individuals or institutions in the regular round lot market 
on the NYSE floor. Thus, the block positioner is highly dependent 
upon efficient and inexpensive access to that market. Moreover, this de
pendence means than almost 30 percent of the shares in a typical block 
trade of $1 million or over may eventually find new owners, largely 
individual investors, through that market. 

Block trade assemblers would normally prefer to dispose of their 
block positions as quickly as possible. They are limited, however, by 
the ability of the regular round lot market to absorb those positions 
and their own ability either to find additional institutional interest 
that was missed in their initial search or to persuade institutions that 
were not originally interested. Consequently, the disposition ()If these 
positions can take more than a month. On the average, only about one
eighth of the share;; is laid off on the dav of the block, and less than 
one-half is laid off during the first week. Seven percent remains at the 
end of a month. Moreover, the block trade assembler will sometimes 
actually increase its position while it is in the process of disposition. 
Some of these transactons, which evidence the importance of retail 
market prices to the block positioner, raise serious questions under 
existing alltimani pulati ve provisions of the securities la ws. 

The length of time that positions must be held by block trade as
semblers creates considerable risk. To some extent this risk may be 
increased by an NYSE ruling that prohibits layoffs on the same day 
as the block trade except at a profit or with prior permission, although 
the ruling does not appear to be very strictly enforced. 

In any event, on their overall layoff activities, block trade assem
blers suffer average trading losses (not including commission equiva
lents) per block trade of about one-half of one percent of the amount 
positIOned. These losses vary with the general condition of the market. 
They only offset about one-fifth of the brokemge commissions on the 
entire trade, however, leaving a profit per block trade (before other 
expenses) of 2 percent of the amount pOSItioned. 

Almost as dramatic as the growth of block trading has been the 
decreasing concentration of the volume in NYSE-listed stocks that 
has resulted. Although 65 percent of the volume in transactions of 
10,000 or more shares is executed on the NYSE, the 35 percent that is 
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not is quite important. Moreover, the proportion of the block volume 
that is executed in other markets is more than twice the percentage 
for all transactions in NYSE-listed stocks and has been growing 
rapidly. Indeed, this growth has continued despite the abolition of 
customer-directed giveups and the institution of a volume discount 
on 'all stock exchanges. The reasons for this decreasing concentration 
of volume and its consequences deserve careful consideration. 
b. Regional exchanges 

Regional exchange transactions of 10,000 or more shares do not 
differ dramatically in size distribution from NYSE transactions in 
this category, nor IS the average price per share substantially different. 

The most frequently reported reason for institutional instructions 
to execute block trades in NYSE-listed securities on regional stock 
exchanges was the availability of a better price. Other reasons given 
include the later trading hours of the Pacific Coast Stock Exchan'ge, 
avoidance of the New York State stock transfer tax, reduction of 
price impacts, avoidance of undesired participation by the NY'SE 
specialist (and possibly public orders, also), differences in public 
reporting and rules about commission sharing. 

There is little evidence that a better prIce is freguentl,y provided 
by the regional speciaJists. They playa relatively msiglllficant role 
in offsetting any Iffibalances involved in the trades: They participate 
only on the Midwest and Pacific Coast Stock Exchanges and then only 
to the extent of 5 and 1 percent of the shares, respectively. Moreover, 
over 60 percent of the shares involved are crossed by NYSE member 
firms that assembled the block trades through their upstairs com
munications systems and could easily have been executed on the 
NYSE or any other exchange where the securities are traded. The data 
indicate that the reasons for regional block executions must be found 
elsewhere. 

The distribution of the total regional block volume among the var
ious regional stock exchanges provides that answer. In 1968, when 
the Boston and Detroit Stock Exchanges had the most liberal give-up 
rules, they accounted, respectively, for 35 and 12 percent of the total 
regional share volume in transactions of 10,000 or more shares. Those 
exchanges do not allow institutional membership. In 1969, after the 
abolition of customer-directed give-ups, their percentages dwindled, 
respectively, to 5 and O. The Pacific Coast Stock Exchange, which 
was originally the leader with respect to institutional membership, 
saw its percentage increase from 27 m1968 to 52 in 1969. The percent
age of the PhiladelJ?hia-Baltimore-Washington Stock Exchange stay
ed fairly constant, rIsing only from 13 to 17. 

The Midwest Stock Exchange does not fit the above pattern. Al
though it was not especially liberal about customer-directed give-ups 
before 1969 and does not have any significant institutional member
ship today, its percentage rose from 13m 1968 to 26 in 1969. Most of its 
transactions of 10,000 or more shares are reported not to be crosses, 
however, and the increase may represent block trades that are assem
bled by its specialists as floor brokers for other member firms. More
over, its share of regional block volume has more recently declined 
somewhat. At the same time, the percentage of the Philadelphia-Balti-
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more-"Washington Stock Exchange, which is now the major regional 
exchange for insti·tutional membership, has increased dramatically 
while that of the Pacific Coast Stock Exchange has decreased sub
stantially. 

These figures on changes in market share among the regional stock 
exchanges, coupled with the low participation rate for regional spe
cialists and the high J?roportioll of crosses (mostly by NYSE mem
bers), indicate that, wIth the possible exception of the Midwest Stock 
Exchange, considerations relating to commission rates may well 
be the most important reasons for regional execution of block trades 
in NYSE-listed securities. In this respect, institutional membership, 
which affords the institutional money manager an opportunity to re
duce the commissions paid by its accounts (and thereby possibly ob
tain a better price) and/or to increase its own profits appears current
ly to be the most dynamic factor in regional execution of blocks. 
c. Third 1Iw1'ket " 

Like regional block trades, transactions of 10,000 shares or more in 
the third market do not differ from those on the NYSE in size distribu
tion or in average price per share. In the period studied, however, they 
did differ substantially in two important respects: the complexity of 
their structure and the amount of the charges made for executing 
them. 

Third market block trades were less complex in structure, although 
not necessarily less "difficult," than block trades of similar size execu
ted on the NYSE. Only 20 of the 167 third market trades of 10,000 or 
more shares in the sample involved more than one party on either side, 
and only seven involved more than two parties on either side. None of 
the multiparty blocks involved any substantial dealer participation 
by the third market firm. In all third market blocks of $1 million and 
over, principal-at-risk transactions by third market firms accounted 
for about one-fourth of the shares (as compa.red to a combined total 
of about three-eighths for the NYSE specialist and block positioner). 

To some extent these differences may arise from the reluctance of 
institutions to trade outside the range of high and low prices for the 
day on the NYSE. Almost all third market blocks trade no more 
than one stock exchange commission away from this r~n(J''' ann also 
trade somewhat nearer to the previous' close than NYSE blocks. 
(This is also true of regional block trades.) Without the same size of 
discount or premium with respect to last sale that is available for 
NYSE block trades, it may be difficult for the third market firm to 
assemble the block and unattractive for it to participate itself. To 
the extent that this occurs, third market firms are disadvantaged rather 
than advantaged by not having their executions reported along with 
those of the NYSE. 

Riskless third market block trades nre sometimes confirmed on an 
agency basis and sometimes on a riskless-principal basis. Average 
agency commission rates and riskless-principal spreads for third mar
ket block trades per 100 shares were less than one-third of the then 
stock exchange minimum commission rates in 1968. The commissions 
and spreads for block trades in the third market did not change appre
ciably after the NYSE instituted its volume discount but were still 
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only slightly more than one-half of the minimum stock exchange com
missions. Despite reciprocal reasons for not using the third market, 
banks and investment advisers (including mutual funds) are the big
gest customers with respeot to all third market transactions of 2,000 
or more shares, the banks accounting for 30 percent of the shares and 
the investment advisers, for 50 percent. 

All of the figures previously stated for third market block trades 
do not include transactions by third market firms on the NYSE or on 
the regional stock exchanges. There is some such trading, particularly 
on those regional stock exchanges to which third market firms may 
belong. In addition, rules of various regional exchanges are not as 
strict as the NYSE with respect to third market executions by mem
ber firms. Consequently, there is a significant amount of third market 
volume between third market firms and member firms of regional 
stock exchanges that do not also belong to the NYSE. 

The primary reason for the execution of a transaction of 10,000 
or more shares in the third market appears to be the saving in trans
actions charges because of the substantially smaller agency commis
sions and riskless-principal spreads. Other secondary reasons include 
the complete avoidance of public reporting, sometimes more effective 
execution and clearance and-in the case of some banks-an oppor
tunity. t~ profit by imposing a "service charge" equal to a brokerage 
commISSIon. 
d. Fourth market 

The fourth market, consisting of trading by institutions directly 
with each other and without the use of broker-dealers, is not presently 
significant. The reason most frequently offered by institutions for not 
checking other institutions is the importance of anonY1l).ity. They do 
not wish to expose their interest to possible competitors. Their com
parable reluctance to trade directly with issuers and issuers' pension 
funds may arise because of existing legal uncertainty. 
e. Automation 

Three automated systems to facilitate block trading have recently 
begun operation. Autex, the one most extensively used during the 
period studied, is primarily a communications system that supple
ments broker-dealers' existing upstairs communication systems. N ego
tiation and execution must be accomplished in the usual manner. The 
major users of the system are third market firms. The NYSE's com
peting BAS, which was not used as extensively in the period studied, 
performs similar fU~lCtions but as a practical matter necessitates ~he 
presence of two NYSE member firms III every block trade. BAS, whIch 
has recently expanded the variety of its services, also provides for the 
retrieval of extensive market information. Instinet, the third sys
tem, provides for negotiation and execution as well as the locatIOn 
of potential participants for the passive. side. During the ~eri.od 
studied, the system was not used very extenSIvely, and a large maJorIty 
of the actual trades were with third market firms. The original design 
of the system has apparently proved somewhat inflexible for the nego
tiating process, and Instinet is presently attempting to improve it. 
It is too early to tell whether the negotiation and execution functions 
can be successfully automated for block trading. 
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2. Price Impacts of NYSE Block Trades 

Block trading,. of course, directly affects the participants in the 
blocks. Because of its possible price impacts, it also affects other in
vestors who are in the market at the time, as well as all persons who 
rely upon the reported prices of securities transactions. The following 
paragraphs describe the price impaots of NYSE block trades of $1 
million or more. The statistics set forth are the averages of the indi
vidual impacts of all blocks surveyed in that size category. Individual 
block impacts may be substantially larger or substantially smaller 
than the average. Moreover, because the blocks have been classified 
by tick, and the !tnxious party in zero-tick blocks cannot be readily 
identified, the statistics overstate the average impact of block trades. 
In any event, all block trades (10,000 or more shares, regardless of 
dollar value) cause no more than 9 percent of the large (3 percent or 
more) day-to-day price changes on the NYSE. 

Minus-tick block trades (initiated by sellers) are accompanied by 
a price drop relative to the market of almost 1 percent in the prior 20 
trading days (mostly in the preceding three trading days), an addi
tional price drop of about 1 percent on the day of the block trade (as 
measured from the previous close to the close on the day of the block) 
and l\:lmost a complete return to the beginning price during the next 20 
trading days if no subsequent blocks occur. The size of the decline in 
the closing price on the'day of the block varies with the size of the 
block. Withm the day of the block trade there is an additional price 
decline in the neighborhood of 0.75 percent, which is recovered before 
the end of the day. 

The decline on the day of the block trade appears to be the liquidity 
cost of moving a large quantity of stock more rapidly than the regu
lar round lot market on the floor can absorb it. The decline prior to 
the block may result from the "shopping" of the block during the 
assembly process and varies extensively from block to block. Since 
both declines are temporary, the institution that initiates the trade 
pays a price for liquidity, and the institutions and individual inves
tors who participate on the passive side of the block seem to receive 
a bargain. To the extent, however, that excessive or careless shopping 
of the block spreads the decline over a longer period of time, or the 
recovery is unnecessarily prolonged, other buyers may obtain bar
gains at the expense of sellers. 

The much smaller number of plus-tick block trades (initiated by 
buyers) are accompanied by a price rise relative to the market of al
most 4 percent in the 20 trading days before the block (slightly over 
1.5 percent in the preceding three trading days) , an additional rise of 
more than 1 percent on the day of the block and no subse<I,uent price 
return within the next 20 trading days. The size of the prIce change 
again varies with the size of the block. 

Since these price rises tend to be persistent, the plus-tick blocks 
may well merely accelerate a repricing of the stock due to funda
mental factors. Institutions and individual investors on the passive 
side of these blocks do not obtain bargains, but neither do they appear 
to be disadvantaged because they sell their stock at a persistent J.lrice. 
To the extent that the block accelerates the repricing process, It re-
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duces the number of seHers who fail to obtain the realizable value 
of their securities, perhaps because of lack of knowledge or under
standing of a fundamental change, and the number of buyers who 
benefit from this situation. 

Because the block trades initiated by sellers appear to involve li
quidity costs, a closer examination of the effect of participation by 
block trade assemblers and NYSE specialists on those costs is appro
priate. 

Block positioning does not appear dramatically to affect the total 
price impact of block trades. It does, however, substantially affect the 
distribution of that impact between the day of the block and the 
prior few days. There is evidence that block positioners shop their 
blocks less extensively and/or more expertly, perhaps because of their 
steady flow of institutional inquiries. The prior market impact of 
positIoned blocks is only slightly more than one-third of that in 
blocks handled by other block trade assemblers. On the other hand, 
the market impact of positioned block trades on the day of the block 
is more than three times as great as nonpositioned blocks. The cumu
lative impact of the positioned block is thus about one-third greater. 

Block positioning appears, however, to tend to prolong the price 
recovery. The block )?ositioner in effect puts a ceiling on the/rice of 
the stock while it is dIsposing of its positIOn, since any deman emerg
ing after the block trade may be immediately filled from the block 
positioner's inventory. In some cases it may even drive the price lower, 
although the causal relationship between a further price decline and 
the speed of the block trade assembler's layoffs is probably mutual. 

Participation in block trades by the NYSE specialist is associated 
with smaller price chan~es than is positioning by block trade as
semblers. The data in thIS chapter are not sufficient, however, to de
termine which is the cause and which is the effect. That question is 
considered in more detail in the following chapter, as part of a broader 
analysis of whether the manner in which both the block trade assem
bler and the NYSE specialist offset imbalances minimizes avoidable 
temporary price impacts of block trading to the extent feasible. 
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APPENDIX A 

DESCRIPTION OF PRICE IMPACT TABLES AND FIGURES 

The results of the price impact analysis for each event (block trades in this 
chapter) ... are presented in two ways: ~ table with the results of all the cal-
culations and a figure that plots some of the results. . 

The first column of the table gives the trading day relative to the event day; 
for example, -10 is 10 trading days before the event .. 

~'he second column, the average current impact, gives the average rate of 
return for each day, relative to the market. This number is approximately the 
a verage difference between the percentage return for the stock and the percent
age return for the market .... The Study used the Standard and Poor's Com
posite Index of 500 stocks to measure the market return. 

The third column contains the proportion of the events on each day for which 
the current impact is negative; that is, the proportion of the events for which 
the price of the stock declined more than the market. 

The four column is the cross-sectional standard deviation of the current im
pact on each day. 

The fifth column, the average impact index, contains the average of cumulated 
current impacts for each day. It may be thought of as an unweighted price 

"'" Chapter XII.F uses the same technique for the analysis of changes in specialists' 
lnven torles . 

.. 5 Let 
U(i, t) = Current Impact for stock i on day t 
P(/, t) =prlce of stock 
D(i, t) =dlvldend paid on day t ' 
l(t) =market Index 
then 

U(I t)=log P(i, t)+D(i,,1)_A(/)_B(i) log l(t) 
• P(l, HI l(t:''j) 

A and B are parameters that may be estimated and reflect the "normal" relation between 
the stoek and the market, 11. In partlclIlnr. moy be thought of as a measure of volatility for 
the stock. Estimates of the "normal" relation were made. but there was considerable 
question as to their reliability. In addition, the findings were unchanged If It was asssumed 
the A=O and B=l. Thus all analyses In this chapter are presented with the assumption 
that A=O and B=l, (The analyses In chapter XII use estimates of A and B for each 
stock.) The current Impact Is then approximately equal to the difference between the 
percentage price chnnge for the stock and the percentage price change for the market. The 
average Impact Is given by 

n U(I, t) 

~ 
i=1 ,where n is the number of stocks in the sample. 
n 

(1827) 
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index with base one for all events in the sample.'" More specifically it repre
sents the value of a portfolio that follows the following investment strategy: 
At the beginning of the period the investor takes $1 and places equal amounts 
in each "event" .... At the beginning of the next day he takes the total gain or 
loss relative to the market and redistributes it equally among all stocks; that 
is, he starts each day anew. He can be thought of as borrowing funds at the rate 
of appreciation of the market index In a series of one day loans, and only adding 
to his portfolio at the beginning of each day the excess over the loan payment. 

The sixth column is the cross sectional standard deviation of the impact 
index on each day. 

The figure that accompanies each table plots the average impact index over 
time. Days are on the horizontal axis; the impact index, on the vertical axis. 

APPENDIX B 

CALCULATION OF INTRADAY PRICE CHANGES 

El= (PB+DIV 1) 100 
P(-I) 

DIV=dividend paid on day 0 

E2=( ~~ -1) 100 

E7=(::Jj-l) 100 

U=(~~-I) 100 

PE=(P(-I)+M) 

M = (i~2?i) -1) percentage change in S & P 500 

Tbe directly calculated numbers in the figures are averages of El, E2, E7, U 
and M. The derived numbers are differences of these averages. This is not com
pletely accurate, since the difference of the averages of two ratios is not necessarily 
equal to the average of the difference. 

"'Let 
S(I, T) =the Index for stock Ion Day T 

S(I,t) 
T 

~U(I,t) 
1=1 

"" 7T'[1+U(I,T») 
1=1 
T 

"" 7T' [1+R(I,t)-A(I)-B(I).M(t») 
1=1 

If A(I) 0, B(I) =1, 

S(I,t) 

R(I,t) 

M(t) 

= [1+R(I,t)-M(t») 

P(I,tl+D(I,t)-P(I,t-l), th t I th tock 
= ---P(I,t-l) ere urn n e s 

= I(t) - I(t-1) , the return on the market 
I(t 1) 

The avemge Impact Index for each T Is then 

n 

~ 
1=1, where n Is the numher or events In the sample. 
n 

us Stocks which had more than one block on a day are thus weighted more heavily. 
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CHAPTER XII 

IMPACTS OF INSTITUTIONAl, TRADING ON THE MARKET-MAKING 
FUNCTION 

A. INTRODUCTION 

1. The Market-Making Function 

The objective of this chapter is to analyze the impact of the growth 
of institutional trading in common stock on the market-making func
tion. 

The attractiveness of common stocks to potential investors is en
hanced if they can be reasonably confident of disposing of their hold
ings quickly and inexpensively. An individual or firm that regularly 
facilitates the transactions of others by buying and selling for its 
own account may perform a market-making function by providing 
executions that are more prompt or less costly or both. 

Three categories of such firms will be considered in this chapter: 
exchange specialists, third market-makers and block positioners. On 
the New York Stock Exchange ("NYSE") and on some, but not 
all, regional exchanges, certain exchange members are assigned the 
specific responsibility of making a fair and orderly market in certain 
specified securities;· these members are the "speCIalists" for the se
curities assigned to them. In the OTC market for listed securities, 
the so-called "third market," certain non-member broker-dealers at
tempt to attract business by making !t market in NYSE-listed se
curities. These dealers are also market-makers. In recent years, with 
block trading becoming increasingly important, some dealers regu
larly use theIr own capItal to facilItate the completion of block trades 
in securities which they do not regularly hold in inventory. These 
firms are "block positioners." 1 

2. Market-Making and the Public Interest 

The public interest in securities markets arises in part because of 
a desire to assure fair, honest and efficient markets for those who par
ticipate in securities transactions. This is especially important to in
diVIdual investors who may lack the knowledge and experience nec
essary to provide such assurance for themselves at reasona.ble cost. 
By reason of their professional expertise, institutional investors are 
less in need of such protection than individuals. However the increas
ingly important presence of institutiona.l investors may create new 
problems in providing protection to individuals. 

1 DR,ta on block trading, on block positioning and on the price Impacts of blocks nre 
Included In ch. XI. Further material on the economic aspects of block positioning is con
tained In this chapter, 

(1835) 
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The public interest in securities transactions is not limited to those 
who directly participate in them. The interests of third parties may be 
affected by a transaction even though they do not directly participate 
in it. The securities prices established by transactions in securIties 
markets, or by bids and offers in these markets, are widely dissemi
nated. They form the basis for valuing participation in pooled invest
ment vehicles such as mutual funds and common trust funds, for val
uing shares issued or acquired in mergers, for valuing convertible se
curIties, for determining the amounts of certain taxes, for determining 
the compensation of investment advisers and other categories of mOJley 
managers and for determining the value of shares used as collateral 
for loans. 

This public interest in securities markets can be evaluated by a num
ber of criteria. Among the most important are the following: 

1. Trading efficiency.-One aspect of trading efficiency is the cost of 
conducting transactions, including: 

(a) The commissions and other fees, if any, that the investor pays 
for handling his transaction (less an adjustment for services other 
than execution and clearance which he receives) ; 

(b) The costs the investor incurs directly to handle his own trans
actions and 

( c) The cost to the investor of any unfavorable price movements 
induced by his trading. On a small transaction, if the last sale was at 
51% and the best available bids and offers are 51% and 51%, respec
tively, the investor who submits a market order will incur a cost of Ys 
of a point (measured either from the last transaction or the middle of 
the current bid-ask spread). As was pointed out in chapter XI,2 insti
tutional investors may also induce unfavorable price movements in 
order to achieve prompt execution of block trades. Generally the un
favorable price movemeuts induced by an investor's transactions wiLl 
depend on the size of the transaction and the desired speed of execution 

2. Market inteflrity.-Market integrity is achieved to the extent that 
effedive regulatIOn of market participants eliminates fraud, manipu
lation~ abuses of trust and similar problems. Regulation in this context 
should be defined very broadly to mclude not only formal administra
tive procedures initiated by self-regulatory agencies and by the gov
ernment but also regulation by publici,ty and by competition. For 
example, prompt reporting of transactions, as on exchange ticker 
tapes, may help a customer supervise the activities of the brokers and 
dealers handling his order or the institution managing his funds; 
similarly, competitive market-makers, when they exist, may provide fI 

form of regulation for market-making activities. 
3. Pricing.-A trading mechanism should provide usable price in

formation to those who need it. Price information is needed to provide 
a basis for evaluating the terms on which purchases and sales could· 
take place and to value. assets. (Asset valuation is required for tax 
purposes, to determine the price of shares in collective investment 
funds and for similar purposes.) 

In an "ideal" market, seCUrIties prices would change promptly in 
response to new information about the value of the security. At other 

• See ch. XI.D, above. 
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times the price would not change. Since the occurrence of "new infor
mation" is, by definition, unpredicta:ble, the price changes in this ideal 
market would appear to be random. 

In the real world, deviations from this ideal model may be inevitable, 
but it is desirable that the deviation be as small as possible. The type 
of deviation from randomness indicates the source of the deviation 
from the ideal: A tendency for price changes in one direction to be 
followed by J;>rice changes in the same direction indicates that price 
changes lag III response to new information. A tendency for price 
changes in one direction to be followed by price changes in the opposite 
direction reflects the ,Presence of transaction costs. 

When reported prIces are significantly distorted by purely tempo
rary trading imbalances, or when they fail to reflect new informatIOn 
about the value of the security promptly, the quality of the price data 
is reduced, and persons or governments whose decisions are based on 
the reported prices may be economically injured. 

3. Scope of the chapter 

Exchange specialists and third market dealers regularly hold in
ventory positions in the stocks in which they make markets. Normally 
they have some transactions in each I)f these stocks each trading day. 
Block positioners frequently facilitate the execution of their customers' 
transactions in many stocks in which t.hey have no inventory position 
at the time. Normally they do not hold inventories or have transactiops 
each day in each of the stocks in which they make markets. Most of 
the empirical analyses reported in this chapter are derived from data 
on the daily closing inventory positions in particular stocks of the 
exchange specialists and third market dealers who regularly hold in
ventories in these stocks. The decision to restrict attention to closing 
inventories was made in the light of the burdens that would have been 
imposed on respondents if they had been required to reconstruct their 
intra-day inventory positions and on the Study staff if it had to 
construct a machine readable file of intra-day prices.3 

One objective of the Study's empirical analyses has been to determine 
whether market-makers contribute to reducing the magnitude of either 
or hoth of the deviations between actual and ideal markets described 
in the preceding section. A second, but not less important, objective 
has been to determine whether the extent and nature of institutional 
trading in a security affects a market-maker's willingness or ability to 
make such contributions. 

The Study initially intended to examine and analyze the activities 
of NYSE specialists, regional specialists, third market-makers and 
block positioners in equal depth. To this end, virtually identical infor
mation was collected from 'all specialists and third market-makers; 
and even more detailed, although less extensive, data from block 
positioners. As the digestion and preliminary analyses of this data 
progressed, however, it became apparent that the limited resources of 
the Study m!lide it impossible to analyze aU of it in equal depth. Con
sequently, the Study analyzed the data about the NYSE specialists 

a This chapter does Dot deal with persons or firms who perform purely agency functions 
within the market; such functions are considered In ch. XIII. 
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and member ,firm block positioners in very great depth (and even 
collected some additional supplementary data about them) while it 
analyzed the data about the regional specialists and third market
makers in less detail. This difference in treatment should not be con
strued as a judgment that there are more problems in the activities of 
NYSE specialists and member firm block positioners than in those of 
the other markets. It was merely an allocation of the Study's limited 
resources based on the relative importance of the two groups to certain 
aspects of trading by institutional investors. 

Section B of the chapter describes the characteristics of the data 
used. Section C describes the size of market-makers' inventory posi
tions and the magnitude of day-to-day changes in the closing positions 
of NYSE specialists. Section D relates the change in a market-maker's 
inventory on a given day to the change in price on that day and on 
the preceding and following days. Section E describes the character
istics of day-to-day changes in stock prices and relates such changes 
to the activity of market-makers and institutions. Section F focuses 
on unusual position changes by exchange specia.lists to determine if 
there are typical patterns of price change over the weeks preceding 
and following the unusual position change. Section G considers the 
income and return on investment of NYSE specialist units. Section H 
considers the allocation of securities to NYSE specialist units. Sedion 
I deals with the economics of block positioning. Section J summarizes 
the findings and conclusions of the chapter. 

B. CHARACTERISTICS OF THE DATA 

1. Selection of Securities and Respondents 
A special sam'ple of NYSE listed securities was used for the studies 

described in tIllS chapter of the effects of institutional trading on 
market making. The sample, a list of 93 securities designated List L, 
is not a random sample.4 The selection procedure was designed to 
produce considerable variation regarding the amount of trading in 
the securities, the amount of institutional interest in the Recll1'ities 
and the characteristics of the market-makers in the securities. A d~
tailed description of the sample selection procedure is conta.ined in 
appendix A to this chapter. 

Since the sample of securities used is selective, not random, it is 
invalid to generalize from characteristics of the sample to character
istics of the population of NYSE-listed issnes. For example, the daily 
average value per stock of the closing positions of all specialists and 
third market makers for List L securities during September, 1969, was 
$408,634. On the other hand, the value of the average position of those 
market makers in all NYSE-listed securities was undoubtedly less 
than this amount, because the sample of securities is heavily WeIghted 
with high volume stocks. 

The sample was designed to provide a basis for generalizations 
aibont the relationship between characteristics of the t.rading in a 
security and characteristics of market-maker behavior. During Sep
tember 1969, for example, the average daily position per stock of all 

• A Ust of the specific securities Included Is contained In Supplementary Volume II. 
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exchange specialists and third market-makers in the most active group 
of stocks on List L was $509,248; the comparable figure for the least 
active group of stocks was $52,617. It is probable that this relation-
8hip between the size of these market-makers' positions and the volume 
of trading in a security is representative of the relationship that 
would be found for comparable issues that did not happen to be se
lected for study. 

For each security included in List L, questionnaire Form 1-13 was 
sent to the NYSE specialist unit in the stock, to the Boston, Midwest, 
Pacific Coast and Philadelphia-Baltimore-Washington Stock Ex
change specialists and to every registered third market dealer. Re
sponses were obtained from every firm active at the time the question
naire was distributed.5 The questionnaire was not, however, sent to 
block positioners, since this category of dealer does not regularly hold 
inventory positions in every stock in which it may be prepared to take 
a position. Studies of the activities of block positioners were based 
on data collected in other ways, described in Section 13.3. Each market
maker receiving Form 1-13 was asked to report its opening position 
on each trading day in each stock on List L. Most of the analyses in 
this ahapter are based on these data. The period covered by the data 
was .Tuly 1, 1968, through September 30, 1969. At the beginning of this 
period, the Standard and Poor's Composite Index ("S&P Index") was 
99.40, and at the end it was 93.12, having reached a peak of 108.37 on 
November 29, 1968. Thus, the period includes both rising and falling 
markets. 

Form 1-13 also asked respondents to report monthly data on certain 
items of income, by stock and month. The particular items requested 
varied by category of respondent. Some of these data are analyzed in 
section G. 

2. Stock MOI}.th Categories 
A primary objective of this chapter is to assess the effects of institu

tional trading on market-maker-activities. From Form 1-1 informa
tion was available to the Study on the monthly purchases and sales 
of each stock on List L by the largest institutions. The monthly data 
on institutional trading collected by the Study were used to classify 
stock months on the baSIS of the amount and type of institutional trad
ing in that stock during the month. It is possible that the influence of 
institutional trading on certain aspects of market-maker behavior could 
be detected only if periods shorter than a month could be classified 
by the amount and type of institutional trading. 

A three-dimensional system was used to classify stock months. One 
dimension measures the dollar volume of NYSE trading in that stock 
month. A second dimension measures the ratio of the dollar value of 
institutional trading (purchases plus sales) in that stock month to 
NYSE dollar volume. Since the institutional trading data covers aH 
markets, the amount of institutional trading could, and in some cases 
did, exceed twice the total NYSE volume. The third dimension re
ferred to the extent of net institutional trading imbalances in that 

• In n few InstanceR the reRPonSeR were Incomolete due to misunderstanding. See app. A. 
below. for details. The Detroit and Cleveland Exchanges were also contacted; but speclallst 
actlvlty on these exchanges was lnconsequentlal. 



1840 

stock-month. This was measured as the ratio of institutional net pur
chases (purchases minus sales) to the doBar value of institutional 
trading (purchases plus sales). A ratio close to plus one would indicate 
that net purchases were a high proportion of lllstitutional trading, a 
ratio close to minus one that net sales were a high proportion of instItu
tional trading and a ratio of zero that institutional sales and pur
chases were equal. 

Rather than using the values of these measures directly, each was 
converted to a percentile by comparison with the randomly selected 
NYSE issues in List A. Each stock-month was then grouped into one 
of three NYSE dollar volume categories, one of three lI1stitutional 
trading categories, and one of three parallel trading categories. The 
criteria for assigning a stock-month to one of these categories are 
summarized in Table XU-l. 

3. Aggregate Data A:bout Block Positioning 

Virtually no data has previously been collected about block posi
tioning. Consequently, in addition to the sample of block trades already 
discussed,G the Study collected aggregate data from all member firms 
that were known too have engaged in block positioning or believed to 
be reasonably likely to have done so. Since all such firms were already 
part of the sample of 365 broker-dealers that received Form I-61,7a 
table dealing With block positioning was included in that question
naire. For the calendar year 1968 and for the first six months of 1968 
and 1969, data were requested with respect to the number of times that 
the firm block positioned long, the total dollar volume of its block 
positioning long, the number of times that it block positioned short, 
the total dollar volume of its block positioning short and its gross 
trading profit or loss from block positioning.s In addition, each firm 
was requested to furnish the average daily closing dollar position in 
its block positioning account 9 for each of the months January 1968 
through September 1969. These figures are the sum of the firm's 
long and short positions in that account rather than a netted figure . 

• See ch. XI.C.lb(l), above . 
• See ch. XIII.A.2, below. 
8 The profit or loss figures encompass only the actual trading profits or losses and do 

not Include brokerage commissions and other Income Items associated with block position
Ing on the one hand. or Interest and other associated cost Items, on the other . 

• 'Most block pOSitioning firms maintain a separate account for this activity. Any firm 
that did not was requested to segregate those p<'sltlons In Its trading account that arose 
from block positioning and those that arose frf,m other trading activities. 
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Table XII-l 

Summary of Criteria for Classifying Stock Months 
Classification Criteria Category Percentiles Included 

NYSE Dollar Volume 

Institutional Trading 

)I.et. Institutional· 
T~~9ing. Imbalance* 

High 

Medium 

Low 

High 

Medium 

Low 

Net Buying 

Even 

Net Selling 

81-100 

.31-80 

1-30 

81-100 

.31-80 

1-30 

71-100 

21-70 

1-20· 

* Regardless of percentile, stock months with only institutional 
buying were classified as net buying, and stock months with 
only institutional selling were classified as net selling. 
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A supplement to Form 1-61 was sent to nine of the 10 10 largest 
member firm block positioners to obtain similar data on block posi
tioning dl1l'ing the full year 1969 and the first six months of 1970 and 
to col1ect data on commission equivalents 11 on shares positioned, com
missions earned on block trades involving positions and total commis
sions earned by the block trad~ng department of the firm. 

C. INVENTORY POSITIONS AND ACTIVITY OF SPECIALISTS AND THIRD 
1\IARKET MAKERS 

1. Average Inventory Positions 
a. Value of g1'OSS lJOsitions in relation to dollar volume and institu

tional trading 
Although specialists and registered third market makers also pro

vide brokerage services which are important, the Study has concen
trated on their dealer function. Thus, it seems appropriate to begin the 
empirical section of this chapter by describing the average inventory 
positions of these market makers and by relating the magnitudes of 
those inventories to the markets in which they operate, the volume of 
trading in the stock, the proportion of that trading done by institutions 
and similar factors. 

The data in this section of the chapter are primarily descriptive. It 
would be a mistake to attach too much importance to the average 
dollar value of a market maker's inventory position. Variations in 
the magnitude of these inventories are a much more signific:mt indica
tion of the extent to which a market maker uses its inventories to 
facilitate the executions of its customers. Day-to-day variations in 
closing inventories will he considered in detail in section D. 

For each stock in List L, each market-maker reported ilts daily posi
tion in sha.res.12 The dollar value of the gross position for a particular 
market-maker is the number of shares held (long or short) multiplied 
by the closing price on that day. The gross position for a group of 
market-makers is the sum of their individual gross positions, long plus 
short. Thus, if there were two market-makers, one of which had a 
long position of 100 shares and the other of which had a short position 
of the same amount, and if the closing price was $50 a share, the gross 
position for the two market-makers would be $10,000. 

Table XII-2 shows the average value of the daily gross positions 
per stock per month for each type of market. Each row refers to a 
different dollar volume category of stocks. A stock day was included 
in this average only if the NYSE was open for trading on that day, 
and at least one market-maker in some market had a position in that 
stock on that day. If the average value of the gross positions for each 
market-maker had been calculated only for those days in w'hich it was 
active in a particular stock, the average value per stock per day for 
NYSE specialist units would be essentially unchanged, but the average 
value per stock per day for regional exchange specialists and third 
market-makers would be higher. 

10 One of the 10 is no longer an exchange member. It Is active block positioning In the 
third market. 

n Member firm block poslt\oners are required to Impose a charge equal to a stock ex
change minimum commission on the positioned portion of a block trade as well as on the 
agency portion. But. becfluse of ~ome apparpnt doubt whpther New York State lnw permits 
a prlnclpnl to charge a brokerage commls810n. some block posltloners label the charge a 
commission Pljulvvlent rnther thnn a commission. Nf'lther the NYSE nor any of the block 
posltloners that were asked was able to provide any specific legal authority for this custom. 

12 The data In this "~ctlon and other sections are based only on sto('ks held In the 
market maker's trading account. Any stock In the segrel\'ated Investment accounts of 
exchange specialists Is not InclUded. Inventorl~s were reported on a trade date basis. 
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Table XII-2 

Average' Value of Daily Gross and Net Positi·ons,per\.Stock 
_ .. _- .. --_. __ . "For -"Each' Type of Ma~'k~t" ' .. _. ~-.--- . 

By'.~YSE· Dol1a~ Volume._~.at.egory 

Regional Third Gross Net 
-.-. --NYSE~ -"-"'- Exchange Mark~t Positions Positions 

... __ .~_ •• __ 0 •• ___ __ .-oJ._ 

CategorY... ._~Specialists~ _$.p_ecialists Mal<~S All Markets All Markets 

__ !I~g~ __ . $412,129 $111,703 $199,726 $72~,?6:2: ~5~.i,5.~~_ 

_ . )1e d.i_1.¥ll $182,277 $ 25,902 $ 25,31'7 $233,498 $212,200 

_~~9w --- $ 53,649 $ 10,987 $ 6,586 $ 71,222 $ 64,813 

Source: App •. B-, tabYe-Xn~B-i 

Net/Gross 
Positions -00 

~ 
(J,j 

.70 

.82 

.89 
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For nIl types of market-makers, there is a strong tendency for the 
average gross position to be larger in stocks that are in higher NYSE 
dollar volume categories. The degree of the sensitivity to NYSE vol
ume varies somewhat from market to market. NYSE specialists' in
ventories in high dollar volume stocks are about eight times as large 
as in the low dolla.r volume stocks, while regional exchange specialists' 
inventories in the high volume category stocks are about 10 times as 
large. The third market-makers are even more sensitive to NYSE vol
ume: Their inventories in high dollar volume stocks are approximately 
30 times their inventories in the low dollar volume stocks. 

In the case of regional exchange specia.lists and third market deal
ers, the sensitivity to volume reflected in this table results from the 
combined effects of two factors. First, these market-makers are more 
likely to make a market in a particular issue if the volume of trading in 
it is high. Second, in any given issue in which they make a, market, their 
average inventories are likely to be larger the higher the volume in the 
issue. The sensit.ivity of NYSE specialists could not be affected by the 
first factor since only NYSE-listed issues were included in the sample. 

Table XII-3 shows the average daily gross positions when stock 
months a,re classified both by NYSE dollar volume category and by 
institutional trading categoryY Consider first the effect of institution
al trading on high dollar volume stocks. For all market makers in these 
stocks there is a very strong direct relation between the size of the 
market maker's positIon and the proportion of institutional trading in 
that stock. For example, in those high volume stock months in which 
institutional trading was ~nost important, NYSE specialists' positions 
averaged about $428,000. In high volume stock months in the medium 
institutional trading category, the NYSE specialists' positions aver
aged $341,000. For high dollar volume stocks, the shift from the inter
mediate to the high institutional trading category is associated with an 
ineJ'e(J)je in the positions of all market makers. 

13 In this and most subsequent summary tables In this chapter, the low dollar volume 
category stocks have been omitted because there were not enough observations In this 
category to provide a valid basis for generalization. 



Table XII-3 

Average \i'aJue'-o:t:- Daiiy- Gross and Net Positions per ;Stock 
-' ----~---Foi-Each' Type-o:CMarket- -- --- ------ .-.. :---. 

By NY~~_~~~iXaTVCii~e .. Category and 'by Insti~uti~na(tra~{ni-Ca.~e~,o.~ 

NYSE 
Dollar InstIl, Regional 
Volume Trading ~~--_ -_~YSE --- Exchange 
Catego~y Category Specialists Specialists 

'.HJgh -~.-~·;~~~i·gh -_ -, .. := $427,659 $116,598 

-- --- . --_.--- - - - .... --
, .Hi,gll __ ., _ 11.edium_.:. $ 87,206 

Third 
Market 
Makers 

$224,586 

$ 67,633 $340,934 

_:$124,847 
---- --,r- -- .-- -

• j:1e9i.~'· :':~:. H~gh $ 32,016 $ 56,272 

1-1edium- -,' }1edii.1in-· $185,180 $ 24,839 $ 19,982 
-.-.- -.~,.- - - ....... --

Source: App. B, table XII-B-2 

Gross 
Posi.tions 

All Markets 

$768,849 

$495,776 

$213,136 

$230,002 

Net 
Positions' 

All Markets 

$570,9.80 

$436,989 

$183,319 

$209,837 

Net/Gross 
Positions 

.69 

.75 

.80 

.82 

-00 
~ 
01 
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The effect of institutional trad.ing on the dollar value of NYSE 
specialists' positions in the medium donar volume category is reversed: 
An increase in the proportion of institutional trading is apparently 
associated with a decrease in the average size of NYSE specialists' 
positions.14 For regional exchange specialists and third market deal
ers, the positive relationship between average value of positions and 
proportion of institutional trading which is observed in high dollar 
vol~e stock months also appears in the medium dollar volume cate
gOries. 
b. Oomparison of net and gross inventory positions 

The average net positions per stock of all exchange specialists and 
third market-makers and the ratio of the net to gross positions appear 
in Tables XII-2 and XII-3. These data show the extent to which the 
positions of the different market-makers tend to be on the same 
side of the market. If all respondents for a particular stock were long 
or if all were short on a partIcular day, the net position would be equal 
to the gross position. At the other extreme, if the number of shares 
held in long positions by some respondents equaled the number of 
shares held In short positions by the others, the net position over all 
markets would be zero. Thus, the ratio of net to gross positions could 
range from zero to one on any given day.15 The rrutio shown in the 
Truble is an unweighted average of the individual ratios for each stock 
day. 

For an average stock day in the high NYSE dollar volume category, 
the value of the gross position of all respondents was approximately 
$723,000 per stock. The average net position per stock day during this 
period was approximately $547,000. The unweighted average of the 

H Both conversations with knowledgeable Individuals and other analyses of the data 
that are described later In the chapter strongly suggest the existence of a positive rather 
than negative relation between the average value of NYSE specialists' Inventory and the 
proportion of Institutional trading. If the data for the medium institutional trading 
category are further refined by classifying the specialist units to which stocks are 
assigned into three activity categories, a positive relation"hlp between Institutional trad· 
Ing and average value of position. Is observed for two out of three categories (Table XII-6). 
The apparent negative relation observed In Table XII-3 may be due to sampling error. l' If the net position was zero and the gross position amounted to 100,000 shares, the ratio 
would be zero over 100,000 or zero. If all respondents were long in the above example (or 
If all were short), the ratio would be 100,000 over 100,000 or plus one, A minus ratio 
could not occur, by definition. 



1847 

daily ratio of net to gross positions was 0.70. If each day's ratio was 
weighted by the size of the gross positions on that day, the weighted 
average ratio would be 0.76.16 The fact that the weighted ratio is 
higher than the unweighted indicates that the ratio tends to be higher 
on days when these market-makers as a group hold larger inventories. 
On an average stock day the NYSE specialist unit held an inventory 
of $412,000 in a high NYSE dollar volume stock, about 57 percent 
of the value of the gross positions for that stock in all markets. All 
the remaining market-makers held a total of about $311,000, 43 percent 
of the total. Of the inventories in other markets, approximately 
$198,000, or 64 percent, was on the same side of the market as the 
NYSE specialist unit. 
c. Size distribution of NYSE specialists' positions 

Table XII-4 shows the percentage of days that NYSE specialists' 
positions fell into various size ranges. For this purpose, stock months 
have been classified by NYSE dollar volume category. 

The tendency for NYSE specialist units to prefer long to short 
positions is emphasized by this data. For every size range, long posi
tions are more common than short positions. For example, in high 
dollar volume category stocks, long positions of $600,000 or more 
occur on over 15 percent of the stock days. Short positions of the same 
magnitude occur on only 1.5 percent of bhe days. 

Investors are normally willing to hold a long position in a stock 
only if the stock's current market price reflects a positive return com
mensurate wibh the risk involved. To the extent that market-makers 
have expectations similar tD those of investors, market-makers should 
expect a positive return (in the form of dividends and price apprecia
tion) from holding a long position and a negative return from holding 
a short position. In these circumstances, it is not difficult to understand 
why NYSE specialists normally would attempt to hold long positions 
and would be willing to hold large short positions only when there 
were very special reasons for doing so. 

16 The unwelghted average was found by taking the net to gross position ratio for each 
day and determIning the average day's ratio. The weighted average reflects the ratio of 
the total net positions and the total gross positions for the entire stock sample and period. 
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Table XII-4 

Percentage Distribution of Days by Size Qf.NYSE Sp~c1a1i~tsl Positions 
: .. ~. I\~d by NXSE Dollar .Vo1.ume Category. 

Position 
(Thousands of Dollars) 

NYSE.Dollar Vplume Cat~ory 

800 or more 

600 to 799 

400 to 599 

200 to 399 

100 to 199 

50 to 99 

10 to 49 

o to 9 

o to 9 

10 to 49 

50 to 99 

100 to 199 

200 to 399 

400 to 599 

600 to 799 

800 or less 

Total Stock Days <percent) 

Average Position 

* Upper or lower quartile, 
** Median 

Source: -App. B, table XII-B-4· . 

High Medium Low 
L- (percent. of days) 

11.6 4.6 

3.8 1.1 

6.0 3.3 

13.1* 10.8 4.2 

12.8 13.3* 8.5 

9.7** 12.8 23.0* 

11.0 19.0** 30.9** 

2.7 6.3 13.3* 

2.5 4.0* 3.3 

2.3* 4.0 6.1 

7.3 9.5 3.6 

5.3 5.8 7.0 

5.3 3.9 

3.5 1.3 

1.6 0.1 

0.7 

0.8 

100.0 100.0 100.0 

+326,548 +16l t 554 +42,374 
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2. Inventory Activity of NYSE Specialists 

a. Relation to dolla?' volume and institutional tmding 
This section describes the average net changes from day-to-day, of 

NYSE specialists' closing inventory positions, hereafter termed "in
ventory activity". Since systematic data were collected only on closing 
inventories, the activity measure is based only on day-to-day changes 
in them.17 

The magnitude of inventory activity for a particular day depends 
on the specialist's net purchases or sales (in shares) and the closing 
price for that day. For example, if the specialist was long 200 shares 
on a particular day when the price closed at $50 per share, and if on 
the previous day Ius closing position had been short 100 shares, his net 
purchase during the day would be 300 shares. His inventory activity 
would be 300 tImes the closing price, in this case $15,000. The in
ventory activity would also be $15,000 if the specialist had been long 
100 shares on the previous day and was short 200 shares on the day 
in question. In the first example, the specialist's purchase exceeded his 
sales by 300 shares. In the second example his sales exceeded his pur
chases by 300 shares. (The value of inventory activity does not depend 
on the previous day's closing price.) 

Table XII-5 shows average inventory activity for stock months 
classified by NYSE dollar volume and institutional trading cate-

17 Purchases that were offset by sales In the same day would not be reflected In this 
Inventory activity measure. Intra-day shifts In a market-maker's Inventory position prDb
ably play an Important role in Its market-making function. Data on such Intra-day shifts 
were not collected by the Study because of resource limitations. 

Monthly data on the total purchases and sales of market-makers were available to the 
Study. Time did not permit the analysis of this data. The magnitude of a market-maker's 
total monthly purchase and sales, however, provides little Information on the extent and 
timing of the shifts In his inventories within the month. 

Separate closing Inventories were collected for the specialist's trading, Investment and 
arbitrage accounts. Since Investment accounts are subject to the specialist's market 
making obligations, a comprehensive analysis of their Inventory activity would include 
those accounts as well. NYSE Rule 104.12. Because of time limitations, the Study analyzed 
only the trading accounts. Changes In Investment account closing Inventories occurre.d 
In so few stock months, however, that the Study does not believe that their Inclusion would 
have significantly changed the results. 

53-940-71-pt. 4--30 



1850 

gories. Within each dollar volume category there is a direct relation
ship between institutional trading and inventory activity. Similarly, 
within each institutional trading category, there is a direct relation
ship between NYSE dollar volume and inventory activity. An in
crease in the volume of trading or in the proportion of that tmding 
done by instituitons is associated with an increase in the level of 
NYSE specialists' inventory activity. 
b. Olassification of NYSE specialists by i1ll/)entory activity 

To examine the effects of differences in inventory activity among 
NYSE specialist units, the latter were classified into three categories 
based on their average daily net inventory activity. Only stock months 
in the high NYSE dollar volume category were considered in classify
ing spemalist units. No arbitrary criterIa were used in selecting the 
categories. The 30 specialist units were simply ranked according to 
average daily net inventory activity and then divided into three groups 
of 10. The resulting cutoffs were that the top third all had average net 
inventory activity exceeding $155,000 per day, and the lower third 
all had net actiVIty less tJhan $90,000 per day.ls 

Table XII-6 shows the average values of daily net inventory activ
ity and closing positions of NYSE specialist units classified by in
ventory actiVIty category, with stock months classified by dollar 
volume and institutional trading categories. 

Since this classification of specialist units into three equal groups 
will be used for many subsequent analyses, one important point about 
it should be noted at the outset. The classification is designed to show 
systematic differences in various characteristics of NYSE specialist 
behavior as related to inventory activity. It does not mean that there 
are necessarily three equal groups of specialists on the NYSE, or 

18 See app. B, Table XII-B-31, below. 
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Table XII-5 

Average Value of Inventory Activity 
For New York Stock Exchange Specialists 

By Dollar Volume and Institutional Trading Categories 

NYSE 
Dollar Inst! tutional 
Volume Trading 

Category Category 

High High 

High Medium 

" Medium High 

Medium Medium 

- -.-_ ... --- -
Source: _ App'. B. t.a,hle XII-B-3 

Inventory 
Activity 

i 

$163,432 

83,482 

52,633 

43,280 
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that the relationships resulting from the classification consistently ap
ply to every specialist unit within each group. The classification is 
intended only as a rough tool to indicate systematic tendencies. 

The tendency, described earlier, for inventory activity to be directly 
related to dollar volume, and within each donal' volume category to 
be directly related to the :proportion of institutional trading, holds 
for each of the three specialist activity categories. Furthermore, in 
each of the four stock month categories, there is a strong tendency 
for the inventory activity category of the NYSE specialist unit to 
be related to the average level of its inventory position. In each stock 
month category, the average inventory position of NYSE specialist 
wlits in the high inventory activity category is larger than for special
ist units in the medium category, and the average inventory position 
of the units in the medium inventory activity category is larger than 
for specialist units in the low activity category.lO 

The classification of NYSE specialist units was based only on their 
average daily net inventory activity in hi~h dollar volume stocks. 
Since there are persistent and consistent differences between these 
specialist categones with respect to inventory activity in medium vol
ume stocks as well and also with respect to the average levels of their 
inventory positions in all four categories of stocks, the conclusion 
seems highly likely that this method of classifying NYSE specialist 
units reflects a persistent difference in some characteristic of the spe
cia,list units' behavior. This conclusion is further borne out by other 
analyses tlmt will be presented later in this chapter.2o 

,. An exception Is that In the medium dollar volume, high Institutional trading category 
low activity units hnvp slightly higher Inventories than medium activity units. 

20 See secs. D.2.e, E, F.4 and G. below. 



NYSE 
Dollar Volume 

Category 

High 

High 

Medium 

Medium 

Table XII-6 

Average Values of InventorY Activity and of Closing POSitions 
For New York Stock Exchange Specialists 

With Stock Months Classified 
By Dollar Volume and Institutional Trading Categories 

And NYSE Specialist Units by Activity Category 

Average Inventory 
Insti tutional Inventory Activity Activity 

Trading Category Category of NYSE SEecialists (1 ,000' s of_Dollars> 

High 242 
High Medium 132 

Low 85 

High 96 
. Medium Medium 86 

Low 59 

High 60 
High Medium 56 

Low - 43 

High 49 
Medium Medium 40 

Low 39 

Source: App: B, 't-abi-e-XI-B-3 

Average Value 
Of Closing Positions 
(l,OOO's of Dollars> 

835 
220 -118 00 

Ql 
IJ.? 

-628 
188 

122 

164 
126 

134 

325 
122 

101 
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D. NET INVENTORY CHANGES OF SPECIALISTS AND THIRD 
l\fARKET-l\fAKERS 

1. Significance of Net Inventory Changes 

The inventories of market-makers are always small relative to the 
value of the stock outstanding. It is not the average magnitude of these 
inventories but the size of their changes from time to time that gives 
them their special importance. These inventory changes reflect the 
combined effect of both the ~havior of the market-maker, particularly 
with respect to its willingness to deal, and the behavior of investors, 
particularly with respect to the importance they attach to speed of 
execution. This section will consider the relation between the day-to
day inventory changes of market-makers and the price changes on 
that day and on the preceding and following days. 

One important function of a market-maker is to help reduce tem
porary price fluctuations by offsetting temporary imbalances in public 
demand and supply. A market-maker's activity can be said to be sta
bilizing if it buys when prices are declining and sells when prices are 
rising. This relationship between day-to-day price changes and inven
tory changes is analyzed in this section of the chapter. 

Althoug-h the stabilizing test described above is helpful, it is not 
without limitations. No one measure can provide a completely adequate 
description of how a market-maker varies his inventories in relation
ship to changes in price.21 The fundamental problem is that prices 
do not tend to move smoothly from one level to another. 

Prices may follow a rising trend for several hours in the day and 
then decline in the last hour to a level slightly above the previous close. 
A specialist could have been a persistent seller during the hours when 
prices were rising and a persistent buyer during the last hour. A de
tailed study of his behavior during the day might convincingly 
demonstrate that his behavior was stabilizing. Yet, if he sold less 
during the first several hours then he bought at the end, a comparison 
of the close-to-close price change with the day-to-day change in his 
closing inventory might incorrectly suggest apparently destabilizing 
behavior. It is also true, for similar reasons, that this test could classify 
market-maker's behavior as stabilizing on a particular day when a 
detailed analysis would reveal that it was predominantly destabilizing. 

Possible misclassifications, of the type referred to above, mean that a 
comparison based only on changes in closing prices and changes in 
closing inventories provides only an imperfect indication of the actual 
effects of the market-maker's behavior on any particular day. (Never
theless, misclassifications probably occur less frequently when the mag
nitudes of both the price changes 'and the inventory changes are large.) 
The purpose of the analysis presented in this chapter, however, is not 
to characterize particular days, but rather to characterize the typical 
behavior of various groups of market-makers under various market 
conditions. For this purpose, it is not necessary that the test used be 
accurate on every day. What is required is that the test be more likely 
to classify the behavior on a particular day correctly than incor
rectly. Since detailed information on within day price changes and 
within day changes in market-makers' inventory positions were not 

21 For an evaluation of illtferent measures of stabilizing behavior see Report 0/ Special 
Study 0/ Securities Markets 0/ the SeCllrities and Exchange Oommission ("Special Study") 
H. Doc. No. 95, 88th Cong., 1st Sess. (1963), pt. 2, pp. 101-06. 
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collected, the Study could not directly verify that this requirement was 
met. On the other hand, the Study has no basis in fact or theory to 
doubt that days on which the market-makers' inventory changes are 
opposite to the direction of the change in closing prices, the market
makers' behavior is more often stabilizing than on days on which their 
inventory changes are in the same direction as vhe price change. 

The nse of closing prices and closing inventory positions was dic
tated by the immense practical problems of obtaining data on intra
day prices and inventories. Another consideration was that both 
closing prices and closing inventories are peculiarly important. Closing 
prices are widely publicized and are normally used in asset valuations. 
Closing inventories are particularly important to market-makers, be
cause cash settlements of securities transactions are based on these clos
ing positions. Inventory increases during a day that are offset }ater in 
the same day generate cash payments or receipts only as to the dif
ference between the purchase and sales prices. But a change in closing 
inventories generates a subsequent flow of cash, even though the 
change is offset by an opposite change on the following day. 

In spite of the peculiar importance of closing prices to investors and 
of closing inventories to market-makers, the period from the close of 
trading on the day to the close of trading on the next day is not the 
ideal period of observation for a study of market-makers' stabiliza
tion behavior. It would be desirable to have a period of observation 
which corresponds to the length of time during which a temporary 
imbalance persists. For example, if a temporary imbalance of public 
buy orders persists for an hour and is followed by a temporary 
imbalance of public sell orders -also lasting an hour, then hourly ob
servations would be desirable. Since temporary imbalances are not an 
of t.he same duration or intensity, it follows that a comprehensive 
analysis of the extent to which market-makers are able to offset these 
imbalances would require using several different periods of observation. 

Some evidence in a previous work by one of the analysts for this 
section of the study indicate that the length of time that temporary 
imbalances persist is directly related to their magnitude, and in
versely related to their frequency.22 That is, short-lived imbalances 
occur frequently but tend to be small in magnitude. Longer -lived im
balances tend to occur less frequently but to be larger in magni
tude. Evidence to be discussed later in this chapter suggests that there 
are important differences among market-makers in their ability to offset 
temporary imbalances of different durations.23 

Some price changes are desirable. To the extent that price changes 
reflect a reassessment of a security's worth based on new information, 
the price change is desirable ad the new price level is likely to persist. 
There is, however, no very satisfactory way of distinguishing the 
temporary from the more persistent price movement without the bene
fit of hindsight. To illuminate the extent to which market-makers 
possess the foresight (or special knowledge of market conditions) 
necessary to make the distinction between temporary or persistent 
price changes, inventory changes on a given day may be compared to 
the price change on the succeeding day. Since day-to-day comparisons 
may not be sufficient, a later part of this chapter considers a longer time 
horizon.24 

22 Seymour Smidt. "A New Look at the Random Walk Hypothesis," J. Financial and 
Quantitative Analysis (Sept. 1.968), table 1. 

.. See pt. F, below. 
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Throughout this chapter, the relationship between a market maker'!'! 
net inventory change from day-to-day and the price change from day
to-day will be characterized III terms of stabilization. An invp.rse re
lationship, the market-maker's acquiring stock when the price declines 
and selling stock ",hen the price rises, will be chamcterized as "stabiliz
ing" or "apparently stabilizing." A direct relationship, the market
maker's buying stock when the price rises and selling stock when the 
price declines, will be described as "apparently destabilizing." 

In most of the analyses reported in this section, the change in price 
from one day to the next is adjusted for changes in the S&P index. 
Specifically, the percentage change from day-to-day in the price of 
the stock is 'first calculated by taking the closmg price on 'a given day, 
subtracting the closing price on the previous trading day and dividing 
the difference by the closing price on the previous day. The prices used 
,,,ere 'all adjusted for stock splits and dividends, when appropriate.} 
A similar procedure was used to calculate the percentage change from 
day-to-day in the S&P Index. The percentage change in the S&P 
Index was subtracted from the percentage change in the price of the 
stock to obtain the "Percentage Change in the Stock PrlCP. Relativp. 
to the S&P Index" referred to in many text and appendix tables.25 

2. Net Inventory Ohanges Compared to Price Changes on th~ Same Day 

a. Aggregate behavior of all market-makers 
The most striking characteristic of the data described in this sec

tion -is the strong tendency for the net in ventory changes of all groups 
of market-makers to be stabilizing on the average. In particular there 
is a strong inverse relationship between the direction of the price 
change on a given day and tJhe average net inventory change on that 
day. On the average, stock is sold on days when prices are rising 
and is bought on days when prices are declining. Moreover, the larger 
is the price change, the larger is the corresponding avemge inverutory 
change. In addition for a given price change, the magnitude of the cor
responding inventory change is larger for high volume stocks than for 
medium volume stocks. 

The tendency for the average net inventory changes of market
makers to be st!l!bilizing, observed in the ,aggregate data described in 
Table XII-7, is generally true of all types of market-makers and all 
categories of securities, although occaSIOnally, for a particular group 
of market-makers and securities and for a given price change, the 
avemge inventory change is not "apparently stabilizing." Exceptions 
do occur more frequently, however, to t.he generaliz'ation that,the larger 
in no instance in any of the dozens of ,trubulations examined was ·any 
the -price change, the larger the avemge inventory change. N onetJheless, 
example encountered of'a direct relationship between the price change 
on a given day and the avemge net inventory change on that day. 

" Suppose the stock prices were 51.5 on the given day and 50 on the previous day, and the Sand P Index 
levels were 100.5 and 100 respectively. The calculations described In the text are: 
51.5-50 100.5-100 
-50--------wo-~ .03- .005= .025 2.5 percent. 

An alternative, and theoretically more desirable calculation, which gives essentially Identical results for 
small percentage changes, Is Illustrated below: 

( 51.5) + (!OO~) -1.0= (1
0
.03

5
) -1.0=1.02488-1.0=0.2488=2.488 percent. 

W W~ 1. 0 
The difference of .00012, or twelve-thousandths of 1 percent, Is not material for purposes of this Study. 



1857 

Table XII-7 

Average Value of Day's Net Inventory Change 
For Exchange Specialists and Third Market Makers Combined, 

By That Day's Change in the Price of the Stock 
Relative to the S&P Index 

AOd by NYSE Dollar Volume Category 
,_. .. 0,000' s of Dollars) 

Change in Stock Price Relative NYSE Dollar 
To S&P Index (Percent) High 

5.0 or over -139 

3.0 to 4.9 -138 

1.0 to 2.9 - 78 

-0.9 to 0.9 6 

-2.9 to-1.0 64 

-4.9 to"-3:0 136 

-5.0 or less 186 

Volume Categor~ 
Medium 

-58 

-42 

-24 

- 1 

20 

38 

63 
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b. Oomparison of NYSE 8pecialist8 and other market-maker8 
Table XII-8 separates the net inventory changes described in the 

previous table into two categories, NY SE specialist units and others 
(consisting of regional specialists and third market makers). 26 The 
data for high volume stock months are shown graphically in figure 
XU-12. The tabulations were constructed by selecting every stock day 
for which data was available to the Study for the NYSE specialist umt 
and then oomparing the average net inventory change of t.hat spe
cialist unit with the consolidated net changes of any and all regional 
exchange specialists and registered third market makers. The number 
of such other market makers might be as low as zero for some stock 
days but might approach 10 for other stock days. This comparison is 
appropriate if one is interested in the net inventory changes provided 
by all market makers for the market system as a whole. It IS less appro
priate if one is interested in the behavior of market makers other than 
NYSE special,ists. Another comparison, more relevant to the latter 
point of view, will be considered next. 

It is evident from Table XII-8 that the average net inventory 
changes of NYSE specialists for any given price change are much 
larger than the combined total of all other market makers. For this 
reason, most of the attention in subsequent analyses in this chapter will 
focus on the behavior of NYSE specialists. In many instances, how
ever, the more detailed tabulations that appear in appendix B contain 
separate columns for NYSE specialists, regional specialists and third 
market makers. 

26 Table XII-B-5 In app. B shows the net Inventory changes of regional specialists and 
third market makers separately. 
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Table XII-8 

Average V~lue of Day's Net Inventory Change 
For NYSE Specialists and.Other Market Makers 

BY,Th,a,t Day's Change in the Price of the Stock Relative to 
• T~~ _ S&P Index and by Dollar Volume Category 

(l,OOO's of Dollars) . 

NYSE Dollar Volume Category 

Change in Stock Price Relative 
to S&P Index (Percent) 

5.0 or over 

3.0 to 4.9 

1.0 to 2.9 

-0.9 to 0.9 

-2.9 to,-j~9· .. 

-4.9 to-3~O---' 

-5.0 or less 

h ___ High __ . , 
NYSE Other 

-110 -29 

' '-116 -22 

-67 -11 

4 3 

56 8 

122 14 

176 10 

-52 -6 

-41 -2 

-22 -2 

- 1 0 

20 1 

35 3 

62 1 
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Average Net Inventory Change 
(1,000'& of Dollars> 

-5.0 
or 

eS& 

-3.0 
to 

-4.9 

. Figure XlI-l 
Average Value of Day's 

Net Inventory Changes of New York Stock Exchange 
Specialists and Other Market Makers by Change 
in Price of Stock Relative to S&P on that Day 

High J?ollar Vo~1:'!"!" Stoc:~_Honths 

-1.0 
to 

-2.9 

1.0 
to 

2.9 

3.0 
to 

4.9 

ther Marke & 

Total 

5.0 Percentage 
or Change in Price 

more Relative to S&P 
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The manner in which the data in Table XII-S were selected creates 
a downward bias in the magnitude of the net inventory changes of 
market-makers other than NYSE specialists. Although an NYSE 
specialist unit was active for every stock day selected III that Table, 
no other maTket-makers may have been active for some of the stock 
days. The "other" group of market-makers would have a net inven
tory change on snch a day of zero. Table XII-9 corrects for this source 
of bias by selecting only stock days on which at least five of the six 
third market-makers in the sample were active.27 Since the third 
market-maker is free to decide whether or not to make a market in a 
particular stock, this Table tends to select stocks considered attractive 
by them. When stocks are selected in this way, the third market-makers 
do exhibit la.rger day-to-day net inventory changes than the "other" 
category in Table XII-S. Nevertheless, the net inventory changes for 
each category of price change greater than 1 percent in absolute value 
are greater for the NYSE specialists than for the third market makers. 

Undoubtedly many factors contribute to the differences in the mag
nitude of stabilizing behavior observed in this Table. The Study's 
analyses, for example, suggest that this magnitude is importantly 
affected by the volume of business to which a market-maker is exposed. 
For a number of reasons, including NYSE rule 394, third market
makers do not have effective access to the flow of orders on the floor of 
the NYSE. Another source of difference may be the obligation of an 
NYSE specialist to stabilize. On the other hand, some would argue 
that given exposure to equal volume the third market-maker would 
stabilize to the same extent as others. The activities of one category 
of market-maker may influence and may be influenced by the behavior 
of other market-makers in the same security. In particular, stabilizing 
activity by one maTket-maker may increase or reduce the amount of 
stabilizing activity by other competing market-makers. The data avail
able to the Study did not provide a, basis for estimating the magnitude 
or even the direction of these combined influences. 

!l7 In practicc, once a third market-maker begins to make a market in a particular stock, 
It Is likely to continue doing so for a long period of time, since Its business Is based on 
continuing Inquiry from professional customers. Third market-makers were considered to 
be active In a stock If they typically held overnlght Inventory In that stock. 
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Table XII-9 

Average Value of Day's Net Inventory Change 
For NYSE Specialists and for Third Market Makers -. 

By".~~~" Day's Change in the Price Relative to the S&P"Index 
For Stock-Days in Which Five or Six Third 

Market Makers Were Active " 
(Dollars) 

Change in Stock Price Relative NYSE 
To S&P Index (Percent) Specialists 

5.0 or over -102,581 

3.0 to 4.9 -262,010 

1.0 to 2.9 -100,234 

-0.9 to 0.9 5",040 

-2.9 to -Lb---
.. ~.-- _ ... 79,703 

-4.9 to :.~;" O~_"~ 229,706 

-5.0 or less 316 2 500 

Third 
Market 

-100,618 

- 46,133 

- 19,281 

7,312 

2,644 

34,780 

6 2457 

Number 
of Days 

47 

137 

1067 

3904 

1215 

108 

17 

Total: 6495 
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Third market dealers provide significant stabilization in the List L 
stocks in which they are active. In addition, the third market and the 
regional exchanges provide alternative trading locations for institu
tional investors, the use of at least the former of which can result in 
substantial commission savings.28 Nevertheless, the magnitudes of the 
stabilizing inventory changes of NYSE specialists are substantially 
greater than the combined stabilizing changes of regional exchange 
specialists and third market-makers.29 . 
c. Effect of instittttional activity on NYSE specialist units 

It has already been noted 30 that the magnitude of the inventory 
change associated with a given price change is directly related to the 
NYSE dollar volume category of the security. To examine the effect 
of institutional trading on the stabilization behavior of NYSE spe
cialist units, the data for each dollar volume category ,vere cross-classi
fied by institutional trading category. The results (Table XII-10) in
dicate that, after controlling for dollar volume, there is a direct rela
tionship between the proportion of institutional'trading and the mag
lIitude of the average net inventory change for any given price change. 
For price changes of 1 percent or more in absolute value, the higher is 
the proportion of institutional trading, the larger is the average net 
inventory change. 

The stabilization behavior of NYSE specialist units might be in
fluenced not only by the amount of institutional trading, but also by 
the extent to which institutions tend to be on one side of the market 
the net trading imbalances of institutions. An examination of the data; 
however, provided no indication that NYSE specialists' stabilizing 
behavior is systematically influenced in any way by the amount and 
direction of institutional trading imbalances in a given stock month.31 

"" Sec ch. XI.C.2.e and XI.C.4.e. above. 
:0 It Ahould be noted that utility "tocks are largely excluded from List L. although many 

such stocks arc actively trnded in the third market. The analyses in this chapter do not ade
quatel~' reflcct the Rta'blllzation behavior of market-makers in such stocks. 

30 See sec. D.2.b. above. 
31 Sec app. B. Tables XII-B-8 and XII-B-9. below. for the relevant data. Unfortunately. 

after controllln!: for the level of dollar volume and institutional trnding. there are often 
relaU"ely few observations avallable to detect the possible influence of institutional Imbal
ances. In these circumstances, the existence of an Influence might not be detected unless the 
influence was quite strong. 



Table XII-10 

Average Value of Day's Net Inventory Change by NYSE Specialists by 
That Day's Change in the Price of the Stock Relative to S&P 

By NYSE Dollar Volume and Institutional Trading Categories 
(l,OOO's of Dollars) 

NYSE Dollar Volume Category 
High Medium 

Change in Stock Price Relative . ___ Institutional Trading Category ~_:~ 
To S&P Index (Percent) High Medium .I High 

5.0 or more -131 -53 -137** 

3.0 to 4.9 -127 -70 - 79 

1. 0 to 2.9 - 76 -18· - 29 

-0.9 to 0.9 5 - 7 0 

-2.9· to -1.0 63 23 23 

-4.9 to -3.0 138 68 43 

-5.0 or· less 185 160 92* 

Medium 

-48 

-42 

-23 

- 1 

22 

41 

59 

*Average based on 11 - 25.days ** Average based on 10 or fewer days. 

Source: App. B, table XII-B-7 

...... 
00 
0) 
~ 
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d. Stabilization and the S&P index 
'Dhe S&P index measures the tendency of stock prices to move to

gether on a given day. Accordingly, relating stock prices to the S&P 
mdex is an approximate means of eliminating this commonality in 
movement. There should be no appreciable tendency for the prices of 
stocks to move in the same directIOn when prices are measured rela
tive to the S&P index. 

The change in the price of a stock relative to the S&P index is only 
one possible measure of price ohange. This measure is most useful in 
isolating price influences that are important for a particular security, 
but not for stocks in general. As a measure of price changes influenc
ing stocks in general, one may use the S&P index itself. A third possi
bility is to use the percentage change in the price of a particular stock 
itself without adjusting for the change in the market. 

It is possible for market-maker behavior to be stabilizing with re
spect to movements in the prices relative to the S&P index without 
necessarily being stabilizing with respect to the market index itself. 
In fact, the data presented in Table XII-ll show that NYSE special
ists tend to behave so as to stabilize the market index as well as the 
prices of individual stocks measured relative to that index. The dollar 
volume and institutional trading categories tend to have the same in
fluence on net inventory changes compared to changes in the S&P as 
they do o~ inventory changes compared to stock prIce changes meas
ured relatIve to the S&P. 

The third possible measure of price change is simply the percentage 
change in the price of the stock. In almost every case the results of this 
lanalysis correspond closely in direction and magnitude to the results 
obtamed when prices are adjusted for market movements. The reason 
seems to be that on most days the market index movement is relatively 
small. Consequently, subtracting the percentage change in the market 
index on a gIven day from the percentage change in the price of the 
stock on that day usually does not 'alter the price change category of 
the stock day.32 

32 The relevant data are in app. B, Table XU-B-13. 

53-940--71--pt.4----31 



Table XII-ll 

Average Value of Day's Net Inventory Change by NYSE 
Specialists, by That Day's Change in the S&P Index, by 
NYSE Dollar Volume and Institutional Trading Categories 

(l,OOO's of Dollars) 

NYSE Dollar Volume Categor~ 
High Medium 

Change in S&P Index Institutional Trading Categor~ 
(Percent) High Medium High 

1. 5 to 2.4 -42 -34* -24* 

0.5 to 1.4 -20 -. 9 - 8 

.-0.4 to 0.4 3 3 - 1 

-~. 4 to -0.5 15 - 1 5 

-2.4 to -1.5 44 44* -21** 

Medium 

-5 

-2 

-1 

3 

'8* 

* Average based on 11-25 stock days. 

Source: App~ B. table XII-B-12 

** Average based on 10 or fewer 
stock days. 

-00 
0:> 
0:> 
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e. Dijfe?'ences among NYSE specialists 
In section 0.2.b of this chapter, NYSE specialist units were classi

fied by their activity levels in high dollar volume stocks. This section 
considers whether there are signIficant differences in stabilization be
havior among the activity categories. 

Table XII-12 shows the results of classifying stocks by dollar vol
ume category and specialist units by activity category. In this table, 
and in some that follow, the medium and low specIalist activity cate
gories were combined when there were no significant differences 
between them. 

The net inventory changes of both categories of specialists in both 
categories of stocks are stabilizing. The average net ll1ventory change 
is negative when prices are rising and positive on days when prices 
are falling. For a given price change and dollar volume category, the 
stabilizing inventory change is nearly always larger for specIalists in 
the top activity category than for other specialist units. The differences 
in magnitude are quite large in the case of high dollar volume cate
gory stocks. For medium dollar volume category stocks the differences 
between specialists in the top activity category and others are very 
much less. ss 

so App. B, Table XII-B-32 presents comparable data for high dollar volume category 
stocks and for Individual high Inventory activity category specialist units. 



Table xrI-l2 

Average Value of Day's Net Inventory Change for NYSE Specialist Units 
By. That Day's Change in the Price of the Stock Relative to the S&P Index 

By Specialist Activity Category 
With Stock Months Classified by NYSE Dollar Volume Category 

(l,OOO's o~ Dollars) 

High NYSE Dollar Volume Stocks Medium NYSE Dollar Volume Stocks 
Specialist Activity Category 

Change in Stock Price Relative 
To S&P Index (Percent) 

5.0 or over 

3.0 to 4.9 

1.0 to 2.9 

-0.9 to 0.9 

-2.9 to -1.0 

-4.9 to -3.0 

-5.0 or less 

Top 
Third 

-150 

-212 

-12l~- -

8 

97 

244 

317 

Source: App. B~·~ta:~~~--~iI •. B._19_ 

Lower Top . Lower 
Two-Thirds Third Two-Thirds 

-98 -59 -53 

-67 -52 -39 

-35 -32 -19 

1 - 1 - 1 

33 29 16 

78 52 29 

138 38 78 

I-' 
00 
~ 
00 
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Table XII -13 presents the same data, but with stock months class
ified by both dollar volume and institutional trading categories. In 
those stock months in which there is both a high dollar volume and a 
high proportion of institutional trading, the average net inventory 
changes of specialists in the top inventory activity level are substan
tially greater than those of other specialists. In high dollar volume 
stocks in the medium institutional trading category and in both me
dium dollar volume categories the difference between specialist units 
in the hi~hest activity category and those in other categories persist, 
but the dIfferences are much less substantial. 

A reasonable interpretation of this data is that the high activity 
category contains those NYSE specialist units that are most responsive 
to the trading requirements of institutions in that they have larger 
changes in their overnight dealer positions in those stock months in 
which institutions are most active. The fact that this category of 
specialist unit does not differ greatly from the remaining activity cate
gories in medium dollar volume stocks indicates the dependence of 
these dealers on the regular flow of orders in the auction market for 
their layoff transactions. 



Table XII-13 

Average Value of.DaY's Net Inventory Change for NYSE Specialists 
By That Day's Change in the Price of the Stock Relative to the S&P Index 

.. . By Specialist ·Activity Category 
And by Institutional Trading and NYSE D~llar Volume Categories 

.(l,OOO's of Dollars) 

High NYSE Dollar Volume Stock Months 
Hi~h Institutional Trading Medium Institutional Trading 

SEecialist Activit~ Categories 
Change in Stock Price Relative Top Lower Top ... ~ower 

To S&P Index (Percent) Third Two-Thirds Third Two-Thirds 

5.0 or o,,~eF -170 -118 -56 -52 

3.0 to 4.9 -241 - 07 -76 -69 

1.0 to 2.9 -137 40 -28 -13 

-0.9 to 0.9 11 1 -13 - 2 

-2.9 to -1.0 112. 37 38 20 

•• -4.9 to -3.0 ·216 88 122 47 

-5.0 or less· 320 143 302 132 

(Continued) 

..... 
00 
-..:r 
0 



Table XII-13 

I" Average Value of Day's Net 'Inventory Change for NYSE Specialists 
'By_!~~~:Day's Change in the,Price of the Stock Relative to the S&P Index 

By Specialist Activity Category 
And by Institutional Trading and NYSE Dollar Volume Categories 

(l,OOO's of Dollars) 
(Continued) 

Medium NYSE Dollar Volume Stock Months 
High Institutional Trading Medium Institutional Trading 

S2ecialist Activit~ Categories 
Change in Stock Price Relative Top , Lower Top , Lower, 

To S&P Index (Percent) Third Two-Thirds Third Two-Thirds 

5.0 or over -129* -140* -61 -46 

3.0 to 4.9 " -109 - 87 -50 -41 

1.0 to 2.9 -' 37 - 30 -34 -18 

-0.9 to 0.9 5 5 - 3 0' 

-2.9 to -1.0 24 31 35 17 

-4.9 to-3.0 51 '46 60 32 

•• -5.0 or less 41* 117* 36* 76 

*Fewer than 10'observations 

Source: App::',_~;' ,tab~e ,xiFB':U 

..-
00 --:r ..-
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f. Frequency of appa1'ently destabilizing invento'1'Y changes 
A market-maker's inventory behavior has been considered to be 

apparently stabilizing if the direction of the inventory change was 
opposite to the direction of the price change. On the avemge, all 
market-makers tend to have apparently stabilizing inventory changes. 
This section examines frequency of days on which the inventory 
changes of NYSE specialists are apparently destabilizing i)l the sense 
that the price and inventory changes are in the same direction. The 
basic data are summarized in Table XII -14. 

There are no consistent differences between specialist units in the 
top inventory activity category and those in the lowest inventory 
a,ctivity category. Specialist units in the medium activity category, 
however, persistently tend to have apparently destabilizing -inventory 
changes with greater frequency than do umts in either of the other 
two categories. NYSE specialist units in the high and low activity 
categories have a.pparently destUibilizing inventory changes on at most 
25 percent of the days on which large price changes occur and on at 
most 32 percent of the days on which medium price changes occur. 



NYSE Dollar Volume 
CatelZory 

High 

High 

High 

High 

High 

High 
• 

Table XII-l4 

Percentage-of Days qn Which NYSE Specialists' Behavior 
Was Apparently Destabilizing, 

By Size of the Price Change on That Day Relative to the S&P Index, 
By NYSE Dollar Volume, Institutional Trading and Specialist Activity Categories 

Institutional Inventory Activity Percentage Change in Price Relative to S&P 
Trading Category Category of Specialist 5.07. or more un or down 1-.0-4.97. UP or down 

. Percentage of Days on Which Specialist's 
Behavior Was AEEarentl~ Destabilizing 

High Top Third 207. 327. 

High Middle Third 327. 397. 

High Lowest Third 257. 317. 

Medium . Top Third 257. 357. 
., 

Medium Middle Third 317. 427. 

Medium Lowest Third 137. 307. 

--- - --

(continued) 

I 

-00 
'1 e;, 



NYSE Dollar Volume 
Category 

Medium 

Medium 

Medium 

Medium 

Medium 

Medium 

_Table XII-14 

Percentage of Days on Which NYSE Specialists' Behavior 
Was Apparently Destabilizing. 

By Size of the Price Change on That Day Relative to the S&P Index, 
By NYSE Dollar Volume, Institutional Trading and Specialist Activity Categories 

(continued) 

Institutional Inventory Activity Percenta~e Change in Price Relative to S&P 
Trading Category Categorv of Soecialist 5.0% or more UO or down 1. 0-4. 97. UP or do .. -n 

Percentage of Days on Which Specialist's 
Behavior Was A22arentl~ Destabilizing 

High Top Third * 22% 

High Middle Third * 297-

High Lowest Third * 217-

Medium Top. Third 187- 27% 

Medium Middle Third 167- 347-

Medium Lowest Third 107- 26% 

*Fewer than 10 days in the price change category. 

-

i 

I 

I 

I 

..... 
00 -. 
~ 
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Inventory-change days that are apparently destabilizing may some
times occur when the specialist is attempting to correct what he has 
decided (in retrospect) are bad inventory decisions, or when he is 
actively 'attempting to attain an inventory position which is desirable 
given his expectation about future price changes. On the other hand, 
as described earlier,34 daily stabilization measures do have their limita
tions. This may be particularly so when ma,rket trends change direc
tion during the course of a day. It is also true that the three inventory 
activity categories seem to reflect distinct styles of trading, probably 
representing different time horizons.35 It is possible that the differences 
in trading style may somehow be related to the frequency of appar
ently destabilizing behavior. 

This is an area for further research. The Study was not able to pre
cisely determine the r~asons for variations in the frequency of appar
ently destabilizing prize changes. Nor has the Study attempted to 
evaluate whether the frequently of apparently destabilizing price 
changes is too high. But the data do substantiate the conclm;ion that, 
for all categories of NYSE specialist units and of stocks, specralists' 
inventory changes are predominantly apparently stabilizing. Further
more, the data are not consistent with any hypothesis that specialist 
units in the high inventory category have apparently destabilizing 
days more frequently than other specialists. 

3. Average Net Inventory Changes of NYSE Specialists on Successive 
Days 

a. Net inventory changes on a given day in relation to price changes 
on that day and on the following day 

If NYSE specialist units could anticipate the price change of the 
following day, it clearly would be in their economic interest to have 
larger inventory increases or smaller inventory decreases on days pre
oedmg a price increase. Similarly, it would be in their interest to have 
smaller inventory increases or larger inventory decreases preceding 
days on which the price declines. 

The data in Table XIJ-15 do indicate a systematic tendency for 
NYSE specialist units' behavior to be related to price changes on the 
following day. The relationship is not in the direction specialists 
would prefer, however, if they could anticipate the next price change.-

S' See sec. D.1, above . 
.. It Is relevant In this connection to note that in active commodity futures markets on 

which the volume of trading is sufficient to support a large number of professional traders 
some of these traders tend to specialize in offsetting very short-liVed imbalances, and 
others, in offsetting longer-lived Imbalances. See Holbrook Working, "Tests of a Theory 
Concerning Floor Trading on Commodity Exchanges," Food Re8earch In8titute Studie8, 
Supplement to Volume VII, 1967, pp. 5-48. 



Percent Change in 
Price of Stock 
Relative to 

S&P on the Given 
Dav 

• 5.0 or over 

3.0 to 4.9 

1.0 to 2.9 

-0.9 to 0.9 

-2.9 to-1.0 

-4.9 to-3.0 

-5.0 or less 

Column Average 

Table XII-15 

AVERAGE NET INVENTORY CHANGE OF NYSE SPECIALISTS, ON GIVEN DAY BY 
CHANGE IN PRICE OF STOCK RELATIVE TO S&P ON THE GIVEN DAY 

AND THE FOLLOWING DAY 
(Thousands of Dollars) 

Percent Change in Price of Stock Relative ~o S&P on the Following Day 
-5.0 -4.9 -2.9 -0.9 1.0 3.0 5.0 Row 

or to to to to to or Average 
less -3.0 -1.0 0.9 2.9 4.9 over 

-74 - 12 -131 - 67 - 89 -106 -172 -90 

-75 - 37 - 73 -104 -105 - 61 - 58 -87 

-13 - 27 - 25 - 59 - 73 - 52 - 5 -51 

5 6 10 1 - 2 0 - 15 2 

35 24 37 53 38 17 - 40 42 

144 98 144 91 72 68 - 31 88 

67 166 101 185 131 86 154 137 

22 10 8 1 - 10 - 12 - 24 

Source: App. B, table XIII-B-14. 

...... 
00 
-..) 
~ 
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The inventory change on the given day is dominated mainly by the 
price change on that day. Regardless of the amount of price change on 
the followmg day, if the price change on the given day was posItive, 
NYSE specialist units sold stock on the average. Similarly, when the 
price declined on the given day, they bought stock on the average. The 
evidence in this Table further corroborates the finding that NYSE spe
cialist units usually respond in a passive manner to the direction of 
the price change on the given day and act in such a way as to reduce 
the magnitude of the change. 

Although inventory changes on a given day are dominated by the 
price change on that day, there is also a systematic relation between 
the inventory change on a given day and the price change on the fol
lowing day. The effect of the price change on the following day can be 
observed most clearly from the column averages in Table XII-15. On 
the average, NYSE specialist units increase their inventories on days 
preceding a price decline: The larger the price decline on the follow
ing day, the larger the increase on the given day. Similarly, these units, 
on the average, decrease their inventories in advance of a price rise: 
The larger the price rise, the larger the average inventory decrease. The 
same relationship generally hold for each classification by price change 
on the given day 

The evidence in Table XII-15 suggests that, on the average, NYSE 
specialist units are either unable to anticipate the direction of the price 
change in their stocks on the following day or are unable because of 
regulatory prohibitions to act on their anicipation. This does not 
mean that they may not exhibit anticipatory ability in certain circum
stances or over longer time horizons. 

The data in table XII-15 are based on all of the" stock days included 
in the Study's sample. Similar analyses were conducted with stock 
months classified by dollar volume and institutional trading categories. 
The basic data are contained in Table XII-B-15 of appendix B. The 
examination of this data provided no indication that the relation be
tween the direction the NYSE specialist unit's inventory change on a 
O'iven day and the price change on the next day is affected either by 
dollar volume or by the proportion of institutional trading in the 
stock. 
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b. Net inventory ohanges on a given day in relation to prioe ohanges 
on that day and on the preoeding day 

Since the price changes on prior days may have caused the NYSE 
specialist unit to increase or decrease its inventories in response to 
those price changes, its behavior may also be influenced by price 
changes on prior days. To gain some insight into this relationship, the 
data in Table XII-16 are arranged tto show the average inventory 
change on a given day compared to the price change on the given day 
and the price change on the previous day. This Table is similar to the 
previous Table since in almost every case the direction of the average 
inventory change on a given day is opposite to the direction of the 
price change on that day. In addition, there is a systematic direct 
relationship between the inventory change on a given day and the 
price change on the preceding day. If the price change on the given 
day is negative, NYSE specialist units on the average increase their 
inventories. The magnitude of these inventory increases is greater 
wlhen the price change on the previous day was positive and less when 
the price change on the previous day was negative. 

This evidence is consistent with the thesis that NYSE specialist 
units tend to have a normal inventory level in a particular stock. If 
their inventory level is above normal (as it is likely to be if the price 
had declined on the previous day), they are less anxious to accumulate 
additional inventory than on a normal day. The opposite situation 
prevails if inventOrIes are below normal (as is likely to be the case if 
the price had risen on the previous day) . 

On the average, NYSE specialist units' inventory changes on a 
given day are related more strongly to the direction of the price 
change on the preceding day than to the direction of the price change 
on the following day. This is consistent with the idea that these units 
typically respond to price changes and trading imbalances in a pas
sive manner rather than attempt to anticipate them.36 

30 In this and the preceding sections, price changes were measured In terms of the 
change In the price of a particular stock relative to the S&P Index. A similar analysis 
was conducted In which the change in the price of a particular stock was not related to 
the change In the S&P Index on that day. The data are contained In app. B, Table XII
B-16, below. The relationships are substantially the same as when price changes are 
measured relative to the S&P Index. 



Percent Change in 
Price of Stock 

Relative to' . 
S&P on the Given 

Dav 

5.0 or over 

3.0 to 4.9 

1.0 to 2.9 

-0.9 to 0.9 

-2.9 to -1.0 

-4.9 to -3.0 

-5.0 or less 

Column Average 

Table XII-l6 

AVERAGE ~ INVENTORY CHANGE OF NYSE SPECIALIST, ON GIVEN DAY BY 
CHANGE IN PRICE OF STOCK RELATIVE TO S&P ON THE GIVEN 

DAY AND ON THE PRECEDING DAY 
(Thousands of dollars) 

Percent Change in Price of Stock Relative to S&P on the Preceding Day 

-5.0 -3.0 -1.0 -0.9 1.0 3.0 5.0 
or to to to to to or 

less -4.9 -2.9 0.9 2.9 4.9 over 

-199 - 53 -105 - 76 -101 - 51 - 53 

- 73 - 98 - 90 -101 -101 - 16 - 25 

- 97 - 59 - 51 - 64 - 29 - 20 - 11 

- 32 - 14 0 1 7 37 3 

- 16 3 30 50 43 59 81 

- 47 43 59 126 96 59 80 

49 96 145 123 133 234 240 

- 63 - 21 - 21 0 4 23 27 

Source: App. S, tab1~ XII-B-14 

Row 
Average 
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- 51 
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E. CHARACTERISTICS OF PRICE CHANGES IN LIST L STOCKS 

The findings in previous sections of this chapter indicate that there 
are significant differences among NYSE specialist units with respect 
~ the magnitude of the average inventory changes associated with a 
gIVen price change. Since all three groups of specialists primarily 
trade passively in response to imbalances in the market, these findings 
can be interpreted as mdicating differences in the extent to which they 
participate to provide liquidity in depth. If this interpretation is 
correct, large day-to-day price changes should occur less frequently 
in stocks assigned to specialists in the high activity category than 
in stock assigned to other specialist units. The purpose of this section 
of the chapter is to test this interpretation of the findings. 

Table XII-17 presents data on the percentage of stock days by the 
size of the price change on that day. Price changes are measured in 
percentage terms from daily close to daily close, relative to the S&P 
index. Stock months are classified by NYSE dollar volume and in
stitutional trading categories. NYSE specialist units are classified 
by inventory activity category. This three-way classification makes 
it possible to analyze the effeots of anyone category after controlling 
for the effect of the other two. 

In Table XII-17 day-to-day price changes are divided into three size 
categories. Small price changes are those that are less than 1 percent. 
A price change is considered to be large if the closing price on a 
given day is at least 3 percent higher or at least 3 percent lower than 
the previous close, after adjusting for changes in the S&P index. 
Medi um price changes are increases or decreases of between 1 and 3 
percent from the previous close. 

The variations shown in Table XII-17 in the frequency of medium 
sized price changes are not systematically related to the dollar volume, 
institutional trading or specialist activity categories. But, the fre
quencies of both small and large price changes 'are systematically re
lated to each of these categories. The analysis will concentrate on 
the frequencies of large price changes. Similar conclusions would be 
reached if the analysis focused on the frequencies of small price 
changes. 

Table XII-1S is arranged to emphasize the apparent effect of dollar 
volume on the frequency of large price changes. The results seemingly 
contradict the common belief that mare actively traded securities have 
less frequent large price changes. In all four comparisons, the apparent 
effect of the higher dollar volume category is to increase the frequency 
of large price changes. 

The common belief that actively traded stocks have less frequent 
large day-to-day price changes may be correct if the traning activity 
of a stock is measured over a rather long period of time. On the 
other hand, a temporary increase in volume may be associated with 
an increase in the frequency of day-to-day price changes. The stocks 
in this sample were re-classified with respect to dollar volume and in
stitutional trading categories each month. Thus, while some of the 
stocks are consistently in the high dollar volnme category, other stocks 
that would normally be in the medium dollar volume category may 
be included in the high category for a few months when their trad
ing volume "'as greater than normal. If large price changes are more 
frequent at such times. the effect is to increase the frequency of large 
price changes in the high nollar volume caterrory and to reduce their 
frequency in the medium dollar volume category. 
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Dollar Volume 
Category 

High 

High 

High 

High 

Meditk 

Medium 

Medium 

Medium 

Table XII-17 

Distribution of Stock Days 
By Percentage Change in the Price of the Stock Relative to the S&P on That Day, 
With Stocks Classified by Dollar Volume and Institutional Trading Categories, 

And by the Inventory Activity Category of the NYSE Specialist 

Institutional 
Trading Category 

High 

High 

Medium 

Medium 

High 

High 

Medium 

Medium" 

Inventory Activity 
Category of Specialist 

Top third • 

Lower two-thirds 

Top third 

Lower two-thirds 

Top third 

Lower two-thirds· 

Top third 

.'Lower two-thirds 

Percentage Change in Price of the Stock 
Relative to the S&P on that Day 

Less than 1.00 to Greater than 
1.0% 2.9% 3.0% Total 

55.2% 36.9% 7.9% 100.0% 

49.7% 39.3% 11.0% 100.0% 

49.6% 40.3% 10.0% 100.0% 

41.6'7. 42.4'7. 16.0'7. 100.0'7. 

54.0% 40.4% 5.7% 100.0% 

52.3% 38.1.'7. 9.6'7. 100.0'7. 

52.2% 38.1'7. "9.1'7. "" 100.0'7. 

46.6% 41.1'7. 12.3% 100.0'7. 

Source: App. B. table XII-B-ll 
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Institutional Trading Category 

Specialist Activitv CateAorv 

Dollar Volume Catego~ 

High 

Medium 

Difference Due to Higher 
Dollar Volume 

Table XII-IS 

Effect of Dollar Volume on the Percentage of Days 
With Large Price Changes Relative to S&P Index 

High High Medium 
., -

Top Third Lower Two-Thirds Top_ Third 

Medium 

Lower Two-Thirds 

Percent of Davs on Which Price Chan~e Was Greater than Three Percent 

7.97- 11. 07- 10.07- 16.07-

5.77- 9.67- 9.77. 12.37-

2.27- 1.47- 0.37- 3.77. 

-00 
00 
t-:l 
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The data in Table XII-19 are arranged to emphasize the effect of an 
increase in the proportion of institutional trading on the frequency 
of days with large price changes, after controlling for dollar volume 
n,nd for the inventory activity category of the specialist unit. Stocks 
with a high proportion of institutional trading have fewer large day
to-day prIce changes than stocks with only a medium level of institu
tionn,l trading. These datil, need explanation in order to avoid possible 
misinterJ?retn,tion. 

First, It should be emphasized thn,t the measure of price change to 
which these dn,ta apply IS the percentage change, from one day to the 
next, in the price of the stock relative to the S&P index. These results 
do not contradict the findings reported in chapter X 37 that the net 
trading imbalances by institutions cause measurable price level 
changes. The latter finding refers to month-to-month price level 
changes when institutional trading is not in balance. The present find
ings refer to dn,y-to-day price changes when there is a high proportion 
of institutional trading but not necessarily a trading imbalance. There 
is no necessary connection between the magnitude of day-to-day price 
fluctuations and the magnitude of month-to-month price level changes. 
Prices can trend up or down even though the day-to-day change is 
smn,ll. By contrast, large day-to-day changes may occur even when 
there is no sustained, cumulative effect on the price level. 

Second, the data in this table do not necessarily imply that an in
crease in the proportion of institutional trading in a particular stock 
will reduce day-to-day price changes. Institutions, for example, may 
be more likely to own and to trade stocks that have less than the aver
age day-to-day volatility. To the extent that this is true, the effect 
measured in Table XII-19 results both from how institutions trade and 
from what they trade. 

37 See ch. X.B.B, above. 



Dollar Volume Category 

'High 

Medium 

Difference Between High ~nd 
Medium Cate£ories 

Table XII-19 

Effect of Institutional Trading on the Percentage of Days 
With Large Price Changes Relative to S&P Index 

High 1iigh Medium 

Top Third Lower Two-Thirds Top Third 

7.9% 11.0% 5.7% 

10.0% 16.0% 9.7% 

-2.1% -5.0% -4.0% 

'Medium 

Lower ._~ ... ~ ...... ...... 
00 . --...... 00 

cent ~ 

9.6% 

12.3% 

-2.7% 



1885 

Given the effect of the possible bias caused by the kind of stocks 
institutions select, one cannot, with great confidenoe, conclude from 
this data 'alone thaJt institutional trading tends to cause a reduction 
in the frequency of large day-to-day changes. Although institutional 
trading may indeed have this causal effect, one would not want to draw 
so sweeping a conclusion from this evidence alone. 

On the other hand, even allowing for the possible bias in stock 
seleotion by institutions, it would be quite surprising if effects 'ItS large 
and as persistent as shown would be observed if institutional trading 
tended to cause more frequent large day-to-day price changes. Taken 
by itself this evidence suggests, therefore, that institutional trading 
does not cause, and may even tend to decrease, the frequency of large 
day-to-day price fluctuations. 

Table XII-20 shows the effect of the specialist activity category on 
the frequency of days with large price changes. In each of the four 
compansons, stocks assigned to specialist umts in the highest inven
tory activity category have fewer days on which the price change is 
greater than 3 percent than do stocks assigned to other specialist units. 



.. 

Dollar Volume Category 

Table XII-20 

Effect of Specialist Activity Category on Percentage of Days 
With Large Price Changes Relative to S&P Index 

High High Medium 

I~stitut ional Trading_ Category High Medium High 

Medium 

Medium 

Specialist Activity Category Percent 0'£ Days on Which Price Change Was Greater Than' 3 Percent 

Top Third 7.97- 10.07- 5.7'7. 9. 7'7. 

Lower Two-Thirds 11.07. 16.07- 9.67- 12.37-

Change Due to Higher Specialist 3.17- 6.07- 3.97- 2.67-
Activitv Catel!.orv 

.. -00 
00 
0') 
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To probe further into the relationship between the inventory activ
ity of an NYSE specialist unit and the frequency of large day-to-day 
changes in its specialty stocks, the values of these two variables were 
calculated for the high dollar volume category stock months of each 
NYSE specialist unit. The results are displayed graphically in figure 
XII-2. In that figure, the vertical axis measures the percentage of days 
on which large price changes occurred in the high dollar volume 
stock-months of that unit. The horizontal axis measures the average 
day-to-day change per stock in the specialist unit's overnight inven
tory. Each dot represents one specialist unit. 

In every inventory category tllere is a wide range of variation among 
individual specialist units in the frequency of large price changes. In 
the high inventory activity category the range is from 4.3 to 16.4 per
cent. In the medium inventory category the range is from 3.3 to 20.6 
percent, while in the low activity it is from 8.7 to 22.1 percent. Thus, 
relatively high inventory activity by itself is no guarantee that the 
frequency of large price changes will be low. 

Six of the 10 NYSE specialist units with the lowest frequency of 
days with large price changes were in the medium inventory category, 
and the other four were in the high inventory activity category. Of the 
10 tmits with the highest frequency of large price changes, five were in 
the low inventory activity category, while two and three, respectively, 
were in the medium and high ,inventory activity categorIes. 

It could be argued that some of the figures on particular specialist 
units are inconsistent with the averages for the three groups. But 
both of the variables under consideration, inventory activity and fre
quency of large price changes, reflect the simultaneous interaction of 
the specialist unit and the public trading ill its specialty stocks. 
Neither variable by itself accurately identifies the character of a par
ticular specialist unit or the character of the trading in a particular 
specialty stock. When the two variables are considered together, how
ever, it is possible to make rough inferences about the frequency of 
large imbalances irn the public trading in those stocks. For purposes of 
this section a volatile stock can be defined as one in which large. im
balances of non-dealer supply and demand occur frequently. The pres
ence of such imbalances, which reflect the inherent volatility of the 
stocks, may be inferred from a high rate of inventory activity by the 
specialist or from a high frequency of large price changes. For units 
whose stocks have been identified in this way as being inherently vola
tile, one would expect to observe an inverse relation between the inven
tory activity of the urnit and the frequency of large price changes. If, 
however, high inventory activity and frequent price changes occur to
gether, it should not necessarily be inferred that the high inventory 
activity is failing to reduce the price volatility. Rather, it is likely that 
a stock with inherent volatility is involved, and large J;>rice changes 
would be even more frequent absent the inventory actIVity.as Thus, 

Mit Is theoretically possible that the combination of high Inventory activity and more 
frequent large price changes could arise because of destabilizing activity by the specialist 
unit Itself rather than because of the Inherent volatility of the stock. But visual exami
nation of the relation between Inventory changes and price changes for individual 
specialist units Indicated that the high activity specialists with large average price 
changes were apparently stabilizing about as frequently as the rest of the high activity 
specialists. 
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individual combinations of high inventory actiV'ity and frequent large 
price changes are not necessarIly inconsistent with the average results 
for the group. Similarly, for a specialist unit with stocks that are not 
inherently volatile, one would expect to observe both low levels of 
inventory activity and low frequencies of large price change. Thus, 
individual combinations of low or medium inventory activity with 
infrequent large price changes are not necessarily inconsistent with the 
average results for the group, either.3D 

Taking into account the evidence presented earlier, that most day
to-day changes in the closing inventories of NYSE specialist units 
are stabilizing in nature, the most reasonable interpretation of the 
data in figure XII-2 is that NYSE specialist units differ both in terms 
of the volatility of the stocks assigned to them and in terms of their 
willingness to adjust their inventories to offset imbalances of public 
orders. Some units have high volatility stocks and high inventory 
activity rates. Large day-to-dayprice changes tend not to occur with 
great frequency in the high dollar volume stocks assigned to such 
units. Other units have highly volatile stocks and medium or low in
ventory activity rates. Because these units do not as readily adjust 
their inventories to offset imbalances of public orders, the high vola
tility stocks assigned to such units tend to exhibit a high frequency 
of large day-to-day price changes. Finally, some units have low vola
tility stocks. These units exhibIt low inventory activity rates, but the 
stocks assigned to them have a low frequency of large price changes. 

The strength of the evidence supporting this conclusion will become 
more apparent if one considers a possible alternative explanation for 
the relatIOnship between the NYSE specialist units' inventory activity 
levels and the frequency of large day-to-day price changes in their 
specialty stocks. This alternative explanation starts by assuming there 
are no substantial differences among the units in the extent to which 
they reduce the inherent price volatility of their specialty stocks. 
Rather, it assumes instead that, all specialist units are willing to par
ticipate in depth with respect to stocks that are inherently less volatile 
in price and not willing to participate in depth with respect to specialty 
stocks that are inherently more volatile. Consequently, the specialist 
units that participated in their markets in great depth would have 
inherently less volatile stocks than other specialist units . 

.. A specialist unit that happened to be In the low activity category solely because It 
was assigned stocks that were not inherently volame might well act dUferentIy with 
respect to inherently volatile stocks. 
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For this hypothesis to be valid, one would also have to assume that 
the NYSE systematically assigns stocks that are expected to be more 
volatile in price to specialist units with reputations for not participat
ing in their markets in depth and stocks that are inherently less 
volatile to specialist units that do have reputations for such participa
tion. Such a proposition contradicts the stated policy of the NYSE 
to attempt to assign "hard" dealer stocks to the "good" specialist units 
who can handle them and "easy" agency stocks t.o the other specialist 
units.40 The data collected by the Study strongly indicate that the 
stated policy of the NYSE is in fact followed. 

A stock that is not inherently volatile in price would, by definition, 
not be expected to have large price-aggressIve day-to-day imbalances 
between public demand and public supply. If a specialist unit were 
to have large daily position changes in such a stook, it would have 
to generate large price-responsive public imbalances by causing large 
price changes Itself. In fact, however, as shown in section D.2.r, 
specialist units in the high inventory activity category are not price 
aggressive-that is, their inventory changes are not apparently de
stabilizing-any more frequently than specialist units III the low in
ventory activity category. Moreover, both types of specialist units are 
apparently destabilizing about one day out of every three when there 
are small or medium price changes and about one day out of every four 
when there are large price changes. 

The possibility that large position changes by specialist units repre
sent basically riskless and perhaps unnecessary dealer participation 
is also strongly negated by the data presented later in this chapter 41 

concerning the month-to-month variability in the trading account in
come of specialist units. The trading account income of specialist units 
in the high inventory activity categories is substantiaHy more variable 
from month-to-month than the trading account income of specialist 
units in the lower inventory activity categories. This could arise only 
if the stocks assigned to the fOrlller specialist units are considerably 
more risky because of inherent price volatility than the stocks assi~ed 
to other specialist units. Specialist units in the high inventory activity 
categories absorb the pressure of price-aggressive public imbalances 
in their stocks, and as a result their trading account income becomes 
highly variable. 

The stocks in the Study's sample that are assigned to specialist units 
in the high inventory activity categories are inherently more vol rutile 
in price than the stocks assigned to other speciaIiRt units. Accordingly, 
the differences among such specialist units in the extent to which they 
prevent large price changes in their stocks by offsetting price-aggres
sive public imbalances in supply and demand is actually understated 

.. Tbp following quotation Is relevant at this point: 
Two former Excbange cbalrmen Indicated In tbelr testimony tbat many specialist 

units could oot ndequately service tbe mnrket In difficult stocks, becnuse of Innde
quate cnpltal or for otber reasons_ Tbey botb used tbe stock of Xerox Corn. as an 
example of a volatile stock tbat bad to be carefully allocated to a strong speclnllst 
unit wben tbat Issu~ was listed. One of tbem testified tbnt "only a few specialists 
quite frnnkly cnn swing Xerox." wblle tbe otber testified tbat tbe stock could not be 
given to "50 percent" of tbe snecln)\sts. 

Special Study, pt. 2, pp. 93-94. Xerox Is one of tbe stocks In list L. Tbe NVSE 
speclnllst unit bandllng tbls stock bas a hlgber average dny-to-day cbange In Its over
nlgbt Inventories tban any otber unit In tbe Study snmple. During tbe period studied. 
tbe frequency of large dny-to-day price cbnnges for Xerox was 4.2 percent. 

f1 See pt. G, below. 
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by the data in Table XII-20. The extent of this understatement cannot 
be quantified precisely from the data. The large difference in month
to-month variability in trading account income among the three classes 
of specialist units indicates tha,t the degree of understatement is quitt. 
substantial. A further indication of the extent to which large day-to
day price changes could have been reduced can be obtained by com
paring the frequency of large price changes among individual NYSE 
specialist units. Large price changes occur as often as one day out of 
five in the stocks assigned to some units in the low inventory activity 
Cllltegory. Yet there is ~o reason to think that the stocks assigned to 
such units are more volatile than the stocks assigned to the high ac
tivity units. 

The evidence presented in this section indicates that there are 
important differences among NYSE specialist units in the extent to 
which they adjust their inventories to offset temporary imbalances 
of supply and demand. Large day-to-day price fluctuations occur much 
more frequently among the stocks assigned to some NYSE specialist 
units. These units appear to have volatile stocks and to adjust their 
inventories less readily to public imbalances. . 

F. UNUSUAL POSITION CHANGES 

1. Methodology Used To Study Unusual Position Changes 

Section D considered the relationships between price changes and 
market-makers' net inventory changes on a single day or on two suc
cessive days. The present section examines the relationships between 
market-makers' inventory activity and price changes over a longer 
time horizon. 

Two samples of days were selected, and price behavior was observed 
for 19 trading days before and 21 trading days after each day selected. 
Saml?le A consists of days on which a market maker had an "unusual" 
positIon change in a particular stock. Sample R is a sample of days 
selected at random. The random sample was designed to serve as a 
control group to insure that price patterns that might be associated 
with unusual long or short position changes were not, in fact, asso
ciated with all such position changes. A separate sample of days was 
selected for each market-maker and each stock. 

In selecting Sample A a regression analysis was used to estimate the 
avcrage relatIOnship between the number of shares held by the market
maker on a given day and the number of shares held on the previous 
day, adjusted for stock splits and dividend payments. A separate re
gression relationship was estimated for each stock traded by each 
market-maker. Using this relationship, predictions were made of the 
number of shares the market-maker would normally hold each day, 
given his actual holdings on the previous day. The predicted "normal 
position" of the market-maker was compared with his actual position 
on that day. If the difference between the predicted normal position 
and the actual position was sufficiently great, the day was selected for 
Sample A.42 

.. In technical terms, the Inventory pOSition on day t was used as the dependent 
variable, and the Inventory position on day t-l, as the Independent variable. A linear 
relatlonshll) was fitted, using the least-square criterion. Days were selected If the 
absolute value of the residual from this relationship exceeded 1.5 standard errors. 
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In the great majority of unusual position changes, the market-maker 
had a long position after an unusually large purchase and a short posi
tion after an unusually large sale. In some instances, however, a mar
ket-maker had a long position after an unusually large sale or a short 
position after an unusually large purchase. Days of unusual position 
changes could be classified on the basis of the direction of the position 
change or of the type of position after the change. Most days with 
unusual position changes would be classified the same way whichever 
criterion was used, but for some days the criterion used would make a 
difference. The results presented in this section are based on classifying 
days on the basis of whether the market-maker was long or short after 
the unusual position change.43 

For each stock day selected, the difference between the closing price 
on the NYSE and tlie previous close, adjusted for the market ("current 
impact"), was oomputed for 41 days: the day of the unusual position 
change, the 19 preceding trading days and the 21 following trading 
days.44 This is basically the same analytical technique used in section 
D of chapter XI, except that adjustments were made for differences 
among stocks in the extent to which their day-to-day price changes 
tended to be correlated to changes in the market index.45 The figures 
resulting from this analysis plot the cumulative price change ("aver
age impact index") accompanying the event.46 

It should be emphasized that the results presented are obtained by 
averaging over a large number of examples. On any particular day on 
which a specialist has a large position change, other factors of much 
greater importance often lead to a much different price patternY 

2. Price Changes in the Random Sample of Long and Short Positions 

Figure XII-3 summarizes the application of the price impact 
analysis to 2,321 stock days selected at random. Examining the charac
teristics of the price impact measures for these randomly selected days 
is useful as a means of developing a feeling for the random variation 
one could expect to find in the data. 

The average price change for day minus one, a decline of 0.01 percent 
is not significantly different from zero. Of the 41 days shown in this 
figure, 23 have price declines and 17 have price rises. The greatest de
viation from zero on anyone day is for day minus six, whose current 
impact is minus 0.12 percent (app. B, Table XII-B-17) . 

.. Results based on classifying days of unusual position change on the basis of the 
direction of the position change were compared with the results presented In the chapter. 
In general there were no Important dlll'erences with respect to the price change on the 
day of the position change or on subsequent days. There were, In some Instances, dlf· 
ferences with respect to the direction of the price trend prior to the day of the unusual 
position change. The analysis In the chapter concentrates on the results for the day of 
the unusual position changes and the following days . 

•• Market·makers reported their share positions as of the opening of business on each 
day. If a particular day was selected because the opening position on that day was 
unusual, the market activity that led to that unusual position would have taken place 
on the previous day. The day selected in the above example would have been In belled 
"day zero," and the day of the unusual position change (the previous dny) would have 
been labelled "day minus one." 

.. The analytical technique Is described In appendix A of that chapter. In a number of 
cases the analyses were rerun without making this adjustment and the results were not 
significantly dlll'erent . 

.. The details of the figures and the tables containing the underlying computations are 
also explained In ch. XI, app. A, above . 

.. See ch. XI.D.2.a. above, for a more detailed discussion of the necessity for averaging. 
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The fraction of the price change that were negative for individual 
stock days ranges from 49.38 percent to 53.81 percent negative. On only 
two of the 41 trading days ,,"ere less than 50.00 percent of the individual 
price changes negative (app. B, Table XII-B-17). This reflects the 
fact that small price changes are more likely to be negative than posi
tive. If the average size of the positive and negative impacts were equal, 
most da.ys would show a negative average current impact. This does not 
occur, however, because the average size of the positive impacts is 
larger than the average size of the negative impacts.4s 

As shown in figure XII-3, the average impact index remains close 
to zero during the entire 41-day trading period. This indicates that 
the process of adjusting prices for risk and for changes in the market 
index does not introduce any significant bias into the results . 

.. The statcm"nts about the relative frequency of price changes of different sizes and 
directions can bl' verified dlrectlv frolll data In app. B, Table XII-B-5. billow. 
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Figure XII-4 shows the results of selecting only the stock days in 
the random sample on which NYSE specialist units' positions were 
long (1,726 days). The randomly selected stock days on which the 
NYSE specialists' closing position was lOllg were characterized by an 
:werage price decline of 0.16 percent. The change was negative on 
55.80 percent of such days (app. B, Table XII - B-18). On the average 
a very slight price increase succeeded the randomly selected days. 

Figure XII-5 sh0ws the average price changes for the randomly 
selected days on which the NYSE specmlists unit's closing position was 
short (595 days). In the three weeks prior to the day selected, there 
had been an upward price trend which raised the price of the stock 
by about 1.5 percent relative to the market. On the day selected the 
:werage price movement was an increase 0.44 percent. The price move
ment was negative 011 only 43.90 percent of such days (app. B, Table 
XII-B-19). Subsequent to the day selected, there was a very slight 
tendency for the price to decline. 
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3. Price Changes Associated 1Vith Unusual Position Changes by 
NYSE Specialists 

A total of 1,674 stock days were selected as days of ,unusual position 
changes by the NYSE specialists. On 1,109 of the dttys selected the 
specialist's position ,,,ns long. On 565 days it was short. Long and shOJi 
positions were analyzed separately. 

Figure XII-6 summarizes the results of analyzing the long positions. 
On day minus one, when the unusual position change oC0urred, the av
er·age price change was an increase of 0.7 percent. The price change was 
negative on approximately 63 percent of the days considered (app. B, 
Table XII-B-20). Somewhat large negative average price changes 
also occurred on the previous two days. For the entire three-dtty period 
ending on day minus one, the average price change was a decline of 
about 1 percent. The average price change during the next four weeks 
was small, but mainly positive. The cumulative effect of this slow up
ward drift was to eliminate the 1 percent decline that occurred during 
the three-day period ending on the day the large position change took 
place. 
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It should he emphasized again that the analysis here is based only 
on closing prices. The Study does not have data showing the prices at 
which the specialist unit acquired its position or the plLttern of price 
changes during the day the position was acquired. 

The blip pattern associated with days when the specialist has an 
unusual position change ending in a long position is similar to the 
pattern associated with tBrminal block trades occurring on down ticks, 
described in section D of chapter XI. In both instances there are 
sharp declines on the day of the event, and smaUer negative price 
impacts on the previous days. 

Since the price decline that culminates on day minus one is tempo
rary, and the price eventually recovers to essentially the same level 
that prevailed before day minus three, it seems reasonable to interpret 
the price level before day minus three as the level at which normal 
buying and selling interests would be in balance. In the period fol
lowing the unusual position change a price below this level could 
reasonably be expected to stimulate buy orders and to discourag-e sell 
orders, creating an imbalance of buy orders. Presumably thIS im
balance enables the specialist to dispose gradually of the excess long 
inventory which he accumulated on day minus one. This interpreta
tion is consistent with the indications in chapter XI 49 that NYSE 
specialist units usually dispose of the positions accumulated from 
blocks by feeding the stock slowly into the auction market rather 
than by selling the stock in a block. The speed of the layoff process 
probably varies gre!Ltly for different specialists. Days of unusual posi
tion change need not be days on which block trades occur. 

Figure XII-7 summarizes the analysis of the 565 days when the 
NYSE specialist units were short following an unusual position 
change. On day minus one, the average price change is a rise of 1.66 
percent. The price change was neg-ative only 25 percent of the time 
on this day (app. B, Table XII-B-21). A relatively sharp price decline 
of about 0.5 percent occurred in the first few days fol1owing the posi
tion change. The subsequent price trend was level. 

.. See ch. XI.C.2.c (2), above. 
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The price pattern associated with these short positions seems to be 
composed of two elements: The first is a blip, smaller and shorter
lived than the blip observed in the case of long positions; the second 
is a persistent increase in the level of the stock's price, most easily 
explained as the market's adjustment to new information. 50 The 
magnitude and duration of the blip associated with unusual position 
changes in which the NYSE specialists' closing positions arc short 
are consistent with the idea that these markets makers, for whatever 
reasons, tend to supply less liquidity in depth to meet an excess of 
demand than to meet an excess of supply. 

4. Effect of Specialist Activity Category on Price Changes Associated 
With Unusual Position Changes by NYSE Specialists 

Figures XII-S through XII-I3 show the price changes associated 
with unusual position changes when the NYSE specialist units arc 
classified by their inventory activity category. The first three figures 
arc for days on which the NYSE specialist units' positions were long 
after the unusual position change. The next three describe unusual 
position changes ending in short positions. 

50 A similar price Impact pattern Is obsprved In the case of plus tick blocks. See ch. 
XI.D, above. This Is not surprising. It is likely that at least some of these unusual posi
tion changes by NYSE specialists result from their taking part of the passive side of a 
block trade Initiated by buyers. 
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'Y~th respect first to the unusual position changes ending in long 
posItIOns, there are certain similarities among the specialist categories. 
In q,l? cases prices declined moderately prior to the day of the large 
posl~IOn change and more on the day of the large position change. The 
declme on the latter day is smallest for NYSE specialists in the high 
inventory activity category and largest for those in the low inventory 
category. 

For NYSE specialist units in the high and low inventory activity 
categories the average impact index eventually returns to approXI
mately the level prevailing at the close on the day of the position 
change. Importantly, however, for those units in the high inventory 
activity category, the price drifts up very gmdually over the subse
quent four weeks while for specialists in the low inventory activity 
category, the price rises at a relatively rapid rate lmtil about day 11, 
after which the trend becomes nearly horizontal. But the position 
changes of NYSE specialist units in the low inventory activity cate
gory are not as large as those in the high category. 

For both categories the most reasonable interpretation is that the 
dip in price on the day of the position change is a temporary fluctua
tion below the level at which demand and supply are in balance. As 
long as this price decline persists, it should help to create an imbalance 
of demand which the specialist unit can supply by reducing the inven
tory acquired in the unusual position change. 

The price pattern associated with NYSE specialist units in the 
middle inventory activity category has certain unique characteristics. 
First, on the average, prices decline on the day following the large 
position change. This happens in no other category. The percentage 
of days with negative price impacts on the day after the large position 
change is 50, 59 and 52 percent, respectively, for the high, medIUm and 
low activity categories. Since the medium activity specialist unit has 
just had an unusual position change and is long, it is possible that it is 
reducing its inventory and thus engaging in apparently destabilizing 
inventory changes. As was noted earlier,51 NYSE specialists in this 
medium 'inventory activity category have a higher percentage of days 
with apparently destabilizing inventory movements than do other 
specialist units. 

It is unfortunately not possihle to arrive at any satisfactory inter
pretation of how the activity category of the NYSE specialist influ
ences the price impacts of unusual position changes in those cases 

In See sec. D.2.f, above. 
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where the NYSE specialist's closing position is short, since such in
stances are few. As a result of the smaller sample sizes, random fluctu
ations in the level of the average impact index are larger. It is there
fore more difficult to determine the extent of changes in the index 
caused by random factors and the extent of changes caused by differ
ences in behavior of different categories of specialists. Although the 
long position sample covered at least 300 stock days for each activity 
category, the short position sample covered only from 154 to 222 
stock days. Time did not permit the more elaborate analyses of these 
data which would be necessary to a satisfactory interpretation. 

5. Price Changes Associated With Unusual Position Changes by 
Midwest Stock Exchange Specialists 

Time did not permit a comprehensive analysis of the price impacts 
associated with unusual position changes by aU market makers. To get 
some insight into possible differences between NYSE specialist Ulllts 
and others, however, the Midwest Stock Exchange "MSE" specialist 
units were analyzed for comparison. The MSE was selected because 
it is r'eputed to have one of the best regional exchange specialist 
systems. 

Unusual position changes for MSE specialist units were selected 
using exactly the same procedure applied in the case of NYSE spe
cialist units. Although the price changes were studied using the closmg 
NYSE prices, since only these; prices were available in machine-read
able form, this procedure should not have caused any systematic biases. 
Arbitrage should minimize the possible deviation between contempo
raneous quotations for the same security on different markets. 

The price pattern for unusual position change days on which the 
MSE specialIsts' closing positions were long, as reported in figure 
XII-14, is strikingly different from the; corresponding pattern for 
NYSE specialists. One difference is that these unusual position 
changes tend to occur when there is a persistent upward drift in the 
price of the stock beginning weeks before the ullusual position change 
and continuing for weeks afterwards. No such upward drift is asso
ciated with the comparable unusual position changes of NYSE spe
cialist units. A second striking difference is that there is a small Y
shaped blip beginning on the day after the unusual position change 
rather than on the day of the change, as in the case of the NYSE 
specialist. 
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Figure XII-15 presents comparable data. for the 546 stock da,ys on 
which MSE sIiecialist units' unusual position changes ended in short 
positions. The pattern of price changes around these days is similar 
to the pattern for NYSE specialist units in that there was, on the 
average, a large, sudden and persistent price increase. But, while the 
NYSE specialist was short after the price rise occurred, the MSE spe
ciaJist acquired its short position before the price increase. An inter
pretation of this somewhat surprising characteristic of the data might 
depend ill great part on how MSE specialists dispose of their positions, 
a subject that the Study was unable to explore. 
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O. INCOME AND RETURN ON INVESTMENT }'OU NYSE SPECIALISTS 

1. Introduction 

This section examines data on the average level and the variability 
of the income of NYSE specialists units and relates that income to the 
resources used to produce it. The significant resources required are 
the time and skill of the specialist and his staff, the capiltal he employs 
and the franchise implicit in the assignment of a stock issue. The pur
pose of this examination is to evaluate whether the economic incentives' 
for the NYSE specialist are adequate and appropriate. 

2. The Income Concept Used 

Form 1-13, table II, requested NYSE specialists to provide monthly 
data on the brokerage income and trading account income for each of 
their specialty stocks included in List L for the period from .J uly 1968 
through September 1969. For purposes of the income analysis broker
age income was limited to "floor brokerage," the commission the 
specialist receives for acting as a broker's broker. Brokerage received 
from public customers, if any, was to be excluded.52 

In computing trading account income, specialists were instructed to 
value their beginning and ending inventories at market. The trading 
income figure computed this way will differ from taxable income, since 
LIFO inventory valuations are often used for the latter.53 Dividends 
received on long positions were included in trading account income. 
Dividends paid on short positions, along with state taxes, registration 
fees and the applicable clearance charges (whether or not actually 
paid) were subtracted in computing trading account income. Interest 
expense, if any, was not considered. 

There are many reasonable but different ways of defining income. 
The choice among them should depend on how the data will be used. 
In choosing an income concept for which data would be collected for 
this analYSIS, one objective was to consider only those items of revenue 
and expense that could be directly traced to trading in a particular 
security. Thus, items of expense which accountants would ordinarily 
classify as overhead or jomt costs--for example, the salary of the 

"" Although the analysis In this chapter concentrates on the dealer function of market 
makers, the Inclusion of brokerage Income In the present context 18 appropriate from both 
the regulatory and economic points of view. With respect to the former, the Inclusion of 
brokerage Income Is appropriate because of the traditional argument that, desllite any 
potentlnl confilcts of Interest. specialists require brokerage Income to subsidize the r denier 
activities. See Special Study, pt. 2. pp. 165-66. From the economic point of view, the frnn
chlse to specialize In 11 particular stock carries with It nccess to both dealer nnd brokeral,"e 
Income. Any allocation of joint costs, such as the cost of slleclalist's time, between these 
two activities would be arbitrary. 

GO Valuing Inventories at market results In recognizing unrealized profits and losses 
which are not recognized In computing taxable Income. The level of the S&P composite 
index wns 99.40 on July 1. 1968, the beginning of the period studied. It r08e to a (lenk of 
108.37 on November 29, 1968, nnd fell to 03.12 by September 30. 1060, the end of the 
period stUdied. ~'hus, the recognition of unrealized trading profits and losses probably 
reduced trading account Income to some extent. 
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specialist's clerk and rent for his office-were not considered.54 A sec
ond objective was to make the income figures as comparable as possi
ble from one specialist firm to another; thus, the treatment of clearing 
and interest expenses. Some specialists clear their own trades. Most pay 
another member firm to perform this service for them. To avoid having 
specialists who clear their own trades allocate back office expenses to 
particular securities, NYSE specialists were asked to deduct from trad
mg income the applicable clearing charges, whether or not actually 
paid. Similarly, since specialist firms also differ in the amount of money 
they borrow to carry their inventories, they were asked not to deduct 
interest expenses, if any, from income. 

In accounting terminology, the "gross income" in this section is more 
precisely described as the excess of revenues generated by a particular 
stock less the costs directly associated with such revenues. In con
sidering the overall economic incentives of a specialist unit, this "gross 
income" must be considered in relation to the overhead costs of the 
firm, the compensation required by capital suppliers (whether owners 
or others) and the compensation required for the time the owners spend 
in the business. 

3. The Level and Variability of Income 

Table XII-Zl summarizes the data on the average levels of trading 
account, brokerage and total income and describes the month-to-month 
variation of total income. There w€re too few low volume stock months 
to warrant inclusion in the table. The data described in the table ex
clude investment account income, which is considered separately later 
in this section. 

For a given NYSE dollar volume category, there are no consistent 
variations among the specialist activity categories in the average level 
of brokerage income. Moreover, brokerage income earned by NYSE 
specialist units is 1ess variable from month-to-month than trading in
come. But brokerage income is very dependent on NYSE volume. It is 
about twice as high for the high dollar volume stocks as for the medium 
volume dollar volume stocks. Also, brokerage account income tends 
to constitute a higher percentage of gross income for medium volume 
stocks than for high volume stocks . 

... The Specitll Study deRcrlbed these exppnses of specialists units as "fairly standard, 
and. in relation to pxpense~ In othpr areas of the securities business, fairly low." Pt. 2. p. 
(\0. ,\'he main Item of expense at that time was the salaries of the specialist's clerks. Other 
itl'lII" WI!!''' annual registration fee>< for the specialist and his clerks and rental of space 
for hi" post on the floor and for his office. At present it Is falrl~' common for specialist units 
to llllYP clerical help In their "back office" even .when they do not do their own clearing. 
As Indication" of the magnitudes inyolypd the following figures were supplied by the 
NYS\<1: Floor clerks might earn $18.000 to $21.000 per }·ear. Trading location rentnl ranges 
from $1.000 to $1.800, depending on the locntion. Rpglstration fees nre $300 per year for 
tht' "pl'clalist himself nnd $120 per year for each clerk. The Individual specialist, as an 
pxchlln~e member. pnys nnnual <lues of $1,500. Phones to his clenrlng firm might cost an 
IIdrlltlonlll $300. In the "back office" It top bookkpcper might enrn $24.000 per yenr; a com
lIIi""iou hilling clerk. $12,000 per yenr. A mnjor item Is the opportunity cost of the 
"pecilllist's time. A consulting firm employed by the NYSE estimated a median vnlue for this 
Item lit $60,000 per year as of 1!l66-67. 
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The range of monbhly trading ao()ount incomes is extremely large. In 
most of the stock month and specialist activity olttegories shown in 
this table, deleting the stock month with the highest trading profits or 
the largest tmding losses would make a not.iceable difference in the 
average for the category. For example, the aventge trading account in
come for high.dolIa~· volume stocks handled by high activity ca,teg?ry 
NYSE spemahst umts wa·s $6,993 per stock month. The largest tradmg 
loss sustained by any specinlist unit in a single stock month included 
in this average was just over $1 million. Excludi.ng this one stock 
month would lllcreaSe the average trading income for this category to 
$10,253. Deleting the single stock month with the largest trading profits 
or losses from any of the averages in this ,t,able would produce ohanges 
that are nearly as drama.tic. Two NYSE specialist umts have substan
tially larger overnight positions than the other units in that category. 
The average gross income per high dollar volume stock for the other 
eight units in the high acti.vity category is $26,069 per month. 

Since gross income is the sum of brokerage income and trading ac
count income, the eA'treme variability of trading account income is 
also carried over to gross income. As noted above, monthly averages 
are extremely sensitive to single months of very high or very low Ill

come. In snch situations the median is often a better measure than the 
average. By definition, half of the values are above the median, and 
half 'are below. 'Within each donar volume category there is some slight 
tendency for a direct rela.tionship between the actlvity category of the 
specialist unit and the level of its median gross income. 'Dhe more 
active units have somewhat higher median gross income per stock. But 
vollUne is a much more important influence. Substituting a high vol
ume stock fora medium volume stock leads to an incre.'tse in the median 
monthly income of between 100 and 200 percent. By contrast, within 
the same dollar volume category, the stocks of high activity NYSE 
specialist units have median incomes that are about 25 percent greater 
than the stocks of low activity units. . 

Holding doUar volume constant. there is a direct relationship be
tween inventory activity of an NYSE specia.list unit and the variability 
of its gross income from a stock. Moreover, for a given inventory ac
tivity category, high dollar volume stocks have more variable incomes 
than medium donar volume stocks. These generalizations are true 
without exception if variability is measured in terms of the size of the 
inner-quartile range. For example, considering the high volume stocks 
assigned to high activity NYSE specialist units, the first quartile OT 
gross income is $62 per month; that is, in 25 percent of the stock
months these units earn less than $62 per month from a high yolume 
stock. For the same group, the third quartile is $46,778: In 25 percent 
of the months these units earn more than this amount from a high 
volume stock. The inner-quartile range, in this case $46,778 minus $62, 
or $46,716, is the spread from the boundary of the lowest quarter OT 
the distribution to the boundary of the highest quarter of the distribu
tion. Half of the values of monthly income are covered by this range. 
If there were less variation in the values of total income, t.he range 
would be sma.ller. For example, in high dollar volume stocks assigned 
to medium activity NYSE specialist units the inner-quartile range is 
only $25,073. For simila,r stocks assigned to low activity cwtegory units 
the corresponding range is about $22,064. 
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To further illustrate the variability of gross income per month, the 
percentage distribution of monthly gross incomes for high dollar 
volume stock months has been oalculated separately for each inventory 
activity category of NYSE specialist units on Table XII-22. Invest
ment aCCowlt gains and losses are not included. NYSE specialist units 
in the high activity category had losses in about 25 percent of their 
high dollar volume stock months. The corres:ponding percentages arc 
17 and 13 for the medium and low acti vity UllltS. Losses of $100,000 or 
more in a single stock month occurred 5.4 percent of the time for the 
high activity units and 0.4 percent of the time for the other two cate
gories of units. Similarly, gains of $100,000 or more per month occurred 
m ({6 percent of the months for the high activity ullits and 2.7 and 1.3 
percent for the medium and low acti vity oategories .. 
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Table XII-22 

Percentage Distribution of High Dollar Volume 
Stock Nonths by Inventory Activity Category of 

NYSE Specialist-Units and Amount of Unit's 
Gross Income or Loss in Nonth . -. ..... . .. ~... . ~-......... _ ... ----- ~. 

Level of Tolal Gross 
Honthly Income Inventor~ Activit~ Categor~ of NYSE Seecialists 
Per Stock (Dollars) Hi gh Nedium LO\~ 

(Percent of Nonths) 

Losses 

250,001 or more 1.6 0.0 0.0 
100,001 to 250,000 3.8 0.4 0.4 
50,001 to 100,000 2.5 1.9 1.7 
25,001 to 50,000 4.1 3.9 0.8 
1 to 25,000 12.9 11. 2 2d 

Sub-total 24.8 17.4 12.6 

GAins 

1 to 25,000 28.2 51. 6 56.7 
25,001 to 50,000 24.5 27.1 23.4 
50,001 to 100,000 16.0 8.9 6.1 
100,001 to 250,000 5.0 2.7 1.3 
250,001 or more -L..§. ~ ~ 

Sub-total 75.2 82.6 87.4 
--- ---

Total 100.0 100.0 100.0 

Number of Stock 
Honths 319 258 231 

Units 
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For some purposes, it is more interesting to look at gross income on 
such examination is summarized in Table XII -23.55 There were 42 
stocks in List L which were in the high dollar volume category for at 
least 12 of the 15 months for which the Situdy had da.ta. The tabulations 
in Table XII-23 were based on only those high dollar volume stock 
months. Of the 42 stocks listed in the table, there were only seven that 
were profitable every month the stock was in the high volume category. 
Four of these seven stocks were assigned to units in the low activity 
category. On the other hand, there were only two stocks for which the 
losses were large enough, or persistent enough, so that the average in
come over aU high volume months was negative. Both of these stocks 
were assigned to NYSE specialist units in the high inventory activity 
category. Including stocks in which the average monthly income was 
negative, there were only seven stocks for which the average income 
per stock was less than $10,000 per month. Four of them were assigned 
to high activity units . 

.. It should be noted that the gross income data in Table XII-23 do not include realized 
or unrealized capital gains or losses In specialists' Investment accounts. Thc Information on 
realized gains or losses from these accounts is discussed in the following paragraphs. 
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Table XII-23 

Maximum, ~linimum and Average Monthly <;;rqss Incomes for'.High 
Dollar Volume Stock ~lonths Only, *1 

By Stock and by Specialist Activ,ty Category-

Specialist Stock Ma~im~m t:10nthly. __ !1inimu.m No,:,t.!>ly Average Monthly 
Activity Number qross Income for:: . Gross .ln~ome for Gross Income 
Category Stock Stock for Stock 

High I 59,883 -1,937 23,823 
2 138,428 -35,328 63,376 
3 57.,430 -9,On 28,987 
4 60,082 7,167 35,522 
5 63,738 -61,720 20,273 
6 102,675 -201,142 9,497 
7 109,865 -100,142 11,161 
8 87,914 -119,861 '-10,499 
9 111,571 -42,072 17,375 

10 71, ,105 -55,861 22,961 
11 45,491 3,196 25,727 
12 53,114 -24,458 12,500 
13 74,603 -16,859 24,714 
14 81,990 -65,115 20,683 
15 203,227 -302,389 8,132 
16 202,990 -125,125 38,452 
17 113,614 -35,887 45,372 
18 82,891 -16,423 23,292 
19 490,802 -993,445 -12,799 

(continued) 

*1 Only stocks in the high dollar volume category for at least 12 of the 
15 mo;ths were included; and, for any stock included, only the high dollar volume 
stock months were considered for this tabulation. 
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Table XII-23 

Maximum, Minimum and Average ~Ionthly Gross Incomes for High 
Dollar Volume Stock Months Only, ~I -------- --

By Stock and by Specialist Activity Category 
(continued) 

Maximum Monthly -·-Minimum Monthly Average Monthly 
Stock 9roiis- Income for Cross Income for Gross Income 
Number Stock Stock - for -Stock 

20- 56,569 -43,816 5,405 
21 35,160 - 8,802 15,791 
22 27,942 -32,425 7,263 
23 45,736 -20,835 14,319 
24 39,426 -18,828 22,817 
25 85,418 -59,542 17,600 
26 91,919 - 8,025 44,459 
27 56,532 - 4,548 22,173 
28 164,346 -76,405 16,320 
29 43,287 - 2,500 26,645 
30 229,135 -82,805 34,509 
31 191,422 -18,125 36,094 
32 46,982 767 15,240 

33 146,851 17 ,054 54,855 
34 69,534 6,394 35,795 
35 45,516 3,573 13,176 
36 36,544 3,193 21,507 
37 37,295 -1,376 17,182 
38 36,090 -13,558 13,496 
39 37,295 -49,805 5,443 
40 51,945 -11 ,053 15,585 
41 76,601 -19-,492 25,623 
42 51,247 - 2,802 23,872 

*1 Only stocks in the high dollar volume category for at least 12 of the 
15 ;onths were -included; and, for any stock included, only the high dollar volume 
stock months were considered for this tabulation. 
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Specialists a,re allowed to segregate a part of their long positions 
into sepa,rate itn-estment accounts under certa,in circumstances. Gains 
or losses from stock held in such separate accounts are eligible for 
treatment as long-term gains or losses. The Study collected data on 
realized and unrealized capital gains or losses from such investment 
accounts on the stocks in List L. Of the 1,338 stock months for which 
data were available, NYSE specialists units realized gains or losses in 
42 (3 percent) of such months. Capital gains "'ere realized in 25 
stock months and totaled $1,742,121. while losses were realized in 17 
stock months and totaled $214,649, for a net gain of $1,527,472. The 
a\TCl'age realized pre-tax long-term capital gain per stock month was 
$1,]42. Two stock months accounted for over $1 million of the realized 
capital gain; in both cases the specialist units were in the top activity 
c!l,tegory. In general, there appears to be a strong relationship between 
the frequency of realized capital gains or losses and the activity cate
gory of the NYSE specialist unit. 

Considering the small proportion of all stock months in which 
ren,lized capital gains or losses occul'l'ed and the concentration of the 
dollar amounts of such gains and losses in a few such months, the esti
mates of average realized capitals gains per stock month must be con
sidered extremely unreliable. The same factors would tend to make it 
very difficult for the unit to judge what level of capital gains it can 
expect from its specialist activity. 

The main determinant of the average level of gross income that 
NYSE specia.list units can anticipate from their specialty stocks is the 
dollar \'olume of trading in those stocks. 'Whether NYSE specialist 
units in different inventory acti vity categories earn different levels of 
gross income from stocks in comparable dollar volume categories de
pends on on the measure of income used .• Tudging from their median 
income, the high activity units ea.rn somewhat lug-her levels of gross 
income. Judging from their average incomes, the high activity units 
earn somewhat lower levels of gross income. But differences in the aver
ages are reduced, if not eliminated or reversed, when investment ac
count income is considered. 

It is clear that NYSE specialist units in the high activity categories 
experience greater risks, as measured by the variahility of their gross 
incomes and the frequency and size of the losses they sometimes in
cur. Two factors account for the differences in risk. First, NYSE 
specin,list units in the high activity categories may have assigned to 
them a higher proportion of the more inherently volatile stocks. Sec.: 
ondly, they are more effective in reducing the day-to-day price varia
tions in their stocks. In the process of reducing day-to-day price 
yariability, they undoubtedly increase the variability of their gross 
lIlcome. 

4. Relations Between Income and Resources Employed 

Comparisons of the income of NYSE specialist units may be mis
leading if they do not take into account differences in the quantity of 
resources employed. As indicated in section c.2.a of this chapter, for 
each dollar volume category of stock there is a direct relationship be
tween the inventory activity category of the NYSE specialist unit and 
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the average value of its inventory position. In the high dollar volume 
stocks, the high inventory acti vity cate~ory NYSE specialist units' 
average inventories are nearly seven times as large as those of special
ists in the low inventory activity category. For medium dollar volume 
stocks, the average inventories of the high activity units are just over 
four times as large as those of the least acti ve specialists. 

The averages referred to above were calculated by giving equal 
weight to each stock month in the high dollar volume category. To 
some extent these averages may exaggerate the differences between the 
high inventory and medium inventory activity units. Two units in the 
high inventory activity category carry much larget· average daily 
positions per stock than the other units in the sample. If these two 
units are eliminated, and the average closing positions of the remain
ing eight high inventory category units are calculated for high NYSE 
dollar volume stock months, the average closing position for the group 
in these stock months is reduced from $812,259 per stock to $055,033 
per stock. This lower amount is still larger than the average closing 
positions of $224,700 for the NYSE specialist units in the medium in
ventory activity category, but the difference is substantially less. 

The two units referred to above also have somewhat lower average 
gross incomes per stock. While the average monthly gross income per 
high dollar volume stock month is $19,810 for all the high inventory 
activity units, the average excluding the two firms referred to is 
$26,069 per high dollar volume stock month. 

The two units referred to are also more likely to hold stocks in their 
investment accounts. The value of this stock is not included in the aver
age positions reported here or elsewhere in the Study, nor are the 
capital gains or losses included in the gross income totals. 

Excluding these two unusual units, however, the average gross rate 
of return per month for the remaining high activity category NYSE 
specialist units is somewhat less than the return for the medium activity 
units and is less than half the average return of the low activity units 
(Table XII-24) .5G Since the risks. as measured by variability of in
come, are greater for NYSE specialist units in the high activity 
C<'ttegory, it is legitimate to question whether they have an economic 
incentive to perform as effectively as desirable in reducing day-to-day 
variations in the prices of their specialty stocks. 57 

r.o If theRe two units were included In the high activity group, the average gross return 
for the group would be Rubstantlally less. 

67 The return data referred to In the tpxt do not Include the income from or the capital 
tied up In the specialist units' Investment accounts. Concelvabl~' nn evaluation of Much 
!latn could lend to a modification of the conclusion In the text. Data about an entire specialist 
unit for It period of years would be required adequntel.v to evalunte the additional return 
enrned by units with Investment nccounts. See sec. G.B, abo,·e. 
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Table XII-24 

Average Gross Monthly Income 
And Return on Investment 

'For High Activity Stock Months, By 
Inventory Activity Category of NYSE Specialist Units 

Inventory Average Gross Average 
Activity Income per 'Average Monthly 
CAtegory of Stock Month Investment Gross Return 
NYSE Specialist Unit (Dollars per Month) (Dollars) (Percent per 

High 26,039 355,033 7.34 

Medium 20,652 224,700 9.19 

Low 18,786 118,340 15.87 

Month) 
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As further evidence on the relation between risk, return and the 
average investment of NYSE specialist units, the total &"ross income 
per stock for the entire 15 month period has been ca,lculated for 
essentially all stocks on List L.58 These data, along with the average 
closing position in these stocks and the average value of the dollar 
volume decile 59 in which they fell, are given in Table XII-25). 

In evaluating the level of income received by NYSE specialist units, 
it would be desirable to make some allowance for overhead expenses 
and for the opportunity cost of the individual specialist's time. ';rhe 
Study was unable to make the detailed analysis of the internal opera
tions of NYSE specialist units and of the assignment of stocks to these 
firms that would be required to make accurate estimates of the level of 
these expenses. To the extent that some of these expenses represent fixed 
overhead costs shared by several stocks or several individual specialists 
in a single unit, no economic meaningful allocation of them to indi
vidual stocks is possible. The appropriate question is whether all of 
the stocks assigned to the unit generate enough gross income to cover 
the shared overhead costs and still provide an adequate return to the 
individual specialist and to the capital employed . 

.. A few stocks were omitted because data were incomplete for them on the computer 
file from which this table was produced . 

.. Stocks whose dollar volume In a particular month was In the top ten percent of all 
NYSE·listed Issues that month are In the tenth decile. If the average decile was 10, the 
stock was In that category In everyone of the 10 months. 
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Table XII-25 

FlFl'EEN HONTH TOTAL OF GROSS lNCOHE, 
AVERAGE DfiILY CLOSING POSITION OF NYSE SPECIALIST UNIT 

AND AVERAGE DOLLAR VOLUME DECILE, BY STOCK 
AND BY INVENTORY ACTIVITY CATEGORY OF NYSE SPECIALIST UNIT 

Average Fifteen Honth Average 
Inventory Dollar Total of Daily 
Activity Volume Gross Closing .. , 
Cater,or:r: Decile Income Position 

High 10.0 950,642 351,418 
10.0 532,837 1,063,184 
10.0 434,810 305,194 
10.0 370,714 423,030 
10.0 357,359 269,020 
10.0 344,510 432,889 
10.0 304,106 298,194 
10.0 260,638 910,742 
10.0 167,416 568,192 
10.0 121,988 1,284,130 
10.0 -157,499 1,088,816 
10.0 -191,996 5,026,622 
9.93 142,462 600,941 
9.80 680,586 567,511 
9.64 175,816 206,840 
9.60 369,383 144,539 
9.33 576,784 791,920 
8.80 372 ,344 499,186 
8.60 -1,521,474 2,597,194 
8.40 157,666 110,860 
8.40 48,693 289,269 
8.20 372,760 367,723 
8.00 177 ,293 185,694 
7.80 -145,307 1,325,692 
7.73 284,785 197,399 
7.66 28,706 143,722 
7.06 169,339 112,376 
6.73 117,6!16 162,770 
6.53 160,281 148,569 
6.40 76,890 ,117,308 
5.86 132,224 47,874 
4.66 159,868 56,612 
3.93 28,116 70,618 

Medium 10.0 342,261 282,978 
10.0 214,787 284,406 
10.0 236,869 249,973 
10.0 666,897 317,356 
10.0 399,677 272,966 
10.0 517,636 401,626 
10.0 541,422 123,777 
9.84 68,123 173,571 
9.73 343,183 168,554 
9.73 228,604 61,465 
9.66 264,003 221,269 
9.66 182,601 265,407 
9.20 -32,202 260,114 
8.93 304,522 168,984 
8.93 145,595 222,832 
8.73 53,811 42,994 
8.60 6,737 191,90 
8.60 497,034 371,791 
8.53 139,271 213,497 
8.33 122,519 226,963 
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Table XII-25 

(~ontinued). 

' .. _. 
Average Fifteen Month Average 

Inventory Dollar Total of Daily 
Activity Volume Gross Closing 
Categorl Decile Income Position 

.... 

Medium 6.20 160,710 78,134 
6.06 75,326 l31,513 
5.33 81,353 43,598 
5.20 34,808 72,004 

L~' .. 10.0 358,081 138,390 
10.0 257,734 113,601 
9.93 81,650 163,763 
9.86 822,831 95,043 
9.86 384,358 92,408 
9.80 197,651 78,248 
9.73 536,939 75,031 
9.53 202,441 139,604 
9.33 298,279 89,196 
9.28 149,808 103,259 
9.26 248,709 160,234 
9.06 115,462 153,296 
9.06 -91,535 238,297 
8.60 153,270 42,472 
8.60 138~817 127,994 
8.20 273,604 47,348 
8.l3 174,876 140,312 
8.13 126,426 263,238 
8.08 278,206 l31,988 
7.60 236,249 57,862 
7.40 99,517 30,267 
7.13 111,547 33,410 
6.93 29,276 52,946 
6.93 -261,319 214,197 
6.73 88,218 61,753 
6.73 -13,229 52,730 
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In commenting on the problem of providing continuity with depth, 
the Special Study said: . 

There is no doubt that by providing depth in both good markets and bad, the 
specialist is more likely to accumulate an inventory and thus increase his risk. 
However, the business of the specialist is not an unrewarding one. A responsi
bility to provide continuity with depth is the reasonable concomitant to the many 
privileges specialists enjoy.eo 

The findings of this chapter substantiate the conclusion that providing 
liquidity in depth is indeed likely to incre.:'l.Se the NYSE specialist 
unit's rIsk. They also substantiate the conclusion that the business of 
the NYSE specialist unit is a rewarding one. Indeed, in the one out of 
five stocks that fall in the high dollar volume crutegory e.:'tCh month, the 
average annual gross incomes of NYSE specialIst units range from 
$225,000 per stock per year to $312,000, depending on the inventory 
activity group of the specialist unit. In the case of the two categories 
of specialists that respond less to market demands for liquidity, the 
annual gross incomes per stock exceed the average overnight positions 
in the stock. . 

H. ALLOCATION OF SECURITIES TO NYSE SPECIALIST UNITS 

The economic motivation of NYSE specialist units could be im
portantly influenced by the way stocks are allocated among units. In 
addition, by allocating a larger proportion of the available issues to 
units whose performance is superior, the NYSE could improve the 
average quality of the market-making in its list even if the behavior of 
individual units were not changed. 

At the request of the Study, the NYSE supplied data on all stocks 
assigned to each of the 30 NYSE specialist units in the sample as of 
mid-1967 and on all additions and deletions until July 1, 1970. Since 
the number of issues is not a good measure of the economic potential 
in a stock, the Study estimated the dollar volume of trading in the 
stocks during the month of July 1967 and during the months of June 
and July 1970. 

Table XII-26 shows the percentage distribution of volume in mid-
1967 and mid-1970 in the stocks assigned to the three crutegories of 
NYSE specialist units. For each category of specialist unit, the per
centages are very nearly identical in the two periods. This t..'tble indi
cates that the NYSE has not tended to use the allocation process to 
increase the proportion of its volume assigned to those specialist units 
in the highest inventory activity category.61 

Table XII-27 divides the tota[ volume of trading in issues assigned 
to the sample specialist units into that part of the volume resulting 
from stocks tha.t had been allOO<'tted to the unit before July 1, 1967, and 
the part allocated to those units after that date. N e.:'1.rly a quarter of the 
1970 volume for the 30 units as a whole was in issues for which a spe
cific specialist unit assignment decision was made in the previous three 
year period. Thus, the opportunity existed to make a significant change 
in the allocation of volume. 

60 Special Study. pt. 2. p. 126. In' 1959, NYSE specialists had total gross Income (on 
a LIFO basis and Including Investment account profits and losses but excluding all un
realized trading profits and losses) of $40.8 million on capital (cost of Inventory plus 
cash on hand) of $69.1 million for an annulIJ gross return of 59 percent. In 1960 the 
re';llPctlve figures were $34.7 million. $76.3 million lind 45 percent. ld. lit 68, 69, 481, 483. 

The volume In the stocks newly assigned to the high IIctlvlty specialists was higher 
than that of the stocks assigned to the other groups. The high activity specialists, however, 
lost more stocks by merger or dellstlng. 

53-94o--71-pt.4--35 
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Table XII-26 

Percentage of Trading Volume in 1967 and 1970 
-In All Stocks Assigned to Sample 

NYSE Specialist Uni ts by Iiwentory Activity C~tegory·. 

-'--'.-
: Percentage of Dollar Volume in Stocks 

Assig~ed to Units in Each Category 

As of J':I·lY· 1967 As of June-July·· 1970 
(Percent) (Perc·ent) 

44.6 44.5 

34.7 35.0 

20.7 20.5 

100.0 100.0 
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Table XII-27 

Percentage Distribution ~f 1970 Trading 
Volume by Inventory Activity Category 

of NYSE Specialist Unit and 
By Status of Stocks in 1967 

Stocks Allocated to Stocks Allocated to 
Units in 1967 and Units Since 1967 
Sti 11 Assigned to 

- 'Them in 1970 
'" 

35.2 9.3 

23.8 11. 2 

17.5 3.0 . 
.. . " . 

.' 76.5 23.5 

Activity 
Category 
Total.s 

44.5 

35.0 

20.5 --

100.0 




