


average daily volume on the NYSE for the month of April was 2,020,248

shares, closed up $3.32, at $37.35, never trading lower than $35.85 or

higher than $37.90. The stock closed at $41.54 on June 19.

ÒThe specialist provides an active market-making presence that is

valuable for continuous liquidity,Ó explains Joel Hasbrouck, Kenneth G.

Langone Professor of Business Administration and Finance at the Stern

School of New York University. ÒThe liquidity provided by customers,

often in the form of limit orders, can be substantial, but it is anonymous,

in keeping with the desire of most customers not to leak their trading

strategies. Customer-supplied liquidity also tends to be timid, as limit

orders are often withdrawn when the chance of execution is low or

volatility rises.

By rule, but more

impor tant by

reputation, the

specialist has an

incentive to keep

the market open

and active when

anonymous liquidity prefers to withdraw

until things have settled down.Ó

This stands in contrast to markets

with heavy reliance on ECNs or dealers

without obligations to maintain market

continuity and quality. In dealer

markets, order flow in one security is

fragmented among multiple market

makers, no one person is accountable

for the trading in that security and customer orders do not have the full

breadth of opportunity for price improvement provided in the NYSE

auction market, which also provides a centralized place to turn for

information regarding the market in that security, Murphy explains.

ÒIn a dealer market, there are probably 20 to 30 market makers in an

active stock,Ó says Murphy. ÒAnd given the fact that there is no unified

system of reporting transactions, you never really know what a stockÕs

last sale was. In the auction market, with one central point of sale,

thereÕs no fragmentation, you always know where the stock traded last,

and that keeps everybody on an even playing field, from the smallest

investor to the largest institution.Ó

Though todayÕs investors have many choices in where to send orders,

many say they still favor an auction-market system, such as the NYSE,

which handles 80% of all trades in listed securities, provides the most

competitive quotes 93% of the time and remains the least volatile, lowest-

cost market. ÒIÕm an advocate of the auction market,Ó says Fred Hughes,

senior vice president and head trader at Capital Guardian Trust

Corp. ÒThe best possible scenario for buyers and sellers is a central

marketplace, where everybody can get together and price discovery is

going to work for everybodyÉthereÕs more liquidity, transparency

and objectivity when it comes to trading.Ó

Kevin Cronin, senior vice president and head of domestic equity

trading at AIM Capital Management, agrees: ÒThe centralized mecha-

nism of the Exchange is a very valuable part of the trading paradigm for

institutions. Buyers and sellers meeting to com-

pete for price is a much more efficient system

than the broker-dealer community competing

for order flow. When you add in a specialist

who is there to provide stability, to make

all reasonable efforts at stemming volatility

and to represent the peopleÕs interest at the

highest level of integrity, then itÕs a very good

marriage of human intervention and technology.Ó

ÒThe NYSE offers the finest stock trading

system available to par-

ticipants in the equity

markets,Ó says Michael

OÕHare, managing direc-

tor and head of block

t r ading at L e h m a n

Brothers Holdings Inc.

(LEH). ÒThe auction market

works because the vast majority

of interested parties in a particu-

lar stock are represented in a

common location. Information,

bids and offers are obtainable

from the specialist. The most

aggressive buyers and sellers can be matched to provide the best price

and execution given total supply and demand in every NYSE security.

The specialistÕs responsibility to provide a fair, orderly, stable and

liquid market ensures price and execution continuity second to none.Ó

Adds Madison Gulley, senior vice president and director of global

equity trading at Franklin Templeton: ÒThe NYSE is still the only

exchange where an institutional trader can get a picture of 80% of

the trading liquidity and the participants in that stock. ThereÕs no

question the floor broker and specialist can give you a more timely and

comprehensive overview of the trading activity in a Big Board name

than an electronic exchange. If information is key to finding liquidity,

the NYSE auction process brings more to the table.Ó
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ÒWhen you
provide a platform

where everyone
can meet on an

even playing field,
things are going

to be priced a lot
more fairly.Ó
ÑRobert Murphy,

LaBranche & Co.

ÒThe auction market
works because the

vast majority of parties
are represented in

a common location.Ó
ÑMichael OÕHare, Lehman Brothers

ÒThe specialist
provides an
active market-
making presence
essential to
the existence
of continuous
liquidity.Ó
ÑJoel Hasbrouck,
Stern School of New York
University

ÒThe NYSE is still the only
exchange where an institutional
trader can get a picture of 80%
of the trading liquidity and
the participants in that stock.Ó

ÑMadison Gulley, Franklin Templeton

ÒWhether itÕs an
order for 100
shares or 100,000,
each is just as
important.Ó
ÑAl Hayward, LaBranche & Co.
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