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day of July, 1933, there were ap-
rin %ﬁig 3?§ g@@@i&ii@%ﬁ on the New York %t@&k Exchange
nd 377 specialists on all other exchang ughout ¢
@@ﬁnﬁx§, making a total of 748 $§$§iaiiﬁﬁﬁ* i% is esti-
mated that at leasst twenty exchanges have no registered
specialists.

Specialists commonly act as sub-brokerz executing
orders for the account of other brokers in particular
stocke,, and also act ss principals dealing in securities
for their own sccount. Every stock listed on the New
York Btock Exchange has a specialiet; som
more than one specialist; and some gpecislists have more
than one stock.

Bpecialists are not restricted by the rules of the

xchange as to the kind of orders they may execute. Hence,

they £111 market orders, limited orders and stop orders.

A market order to buy is an order to buy at whatever price

the security is immediately obtainsble; a market order to sell

is an order to sell at the price immediately obtasinable.

A4 limited order to buy is an order which fizxes the maximu

price st which the customer will buy; a limited order %@

gell is an order which fixes the minimum price at which

the customer will gell. The effect of a limited order is

to vest the specialist with asuthority to buy st & lower

price than the maximum or %o sell a2t a higher price thar

the minimum fixed by the customer. A buy stop order iz an

@rﬁﬁr §$ buy at the market after the stock shall have sold
ough & fixed price above the current price. 4 sell

@%$§ @rﬁaz which, like a buy stop order, is generally a

protective order $o limit loss, is an order to sell at the

market after the stock shall have gold at or through & fixed

price velow the current price.

The majority of specialists also act as dealers, and
trade extensively for their own account. It is in conneo-
tion with thelr sotivities as traders for their own sccount
that most of the problems concerning specialists arise.




For & genersl discussion of the sctivities of
the specialist see excerpts from "The Work of the
8tock Exchange®, by J. Edward Meeker, in Schedule ]
annexed hereto.

For a discussion of the percentaze of ¢rades
in particular securities which cleay  through aspe-
eialists, and the percentaze of trades of specialisis
for their own account, see excerpts from %%npﬁwy 1 of
the report of the Senate Subcommittee in Schedule 2
annexed hereto.

II. Problems
1. BBALL THE SPEZCIALIST BE PERMITTED TC THADE FOR HISs
098 ACOOURTY

(a) Affirmative arguments -

(1) The specialist maintains a closer,
more orderly, and more liguid market
for the securities in which he gpecial-
izes.
- For the comments of various

ndividuals in support of this ar-
fﬁrQB%, see excerpts from the dis-
cussion before the Senate Committee
on Banking and Currency, contained

in Bghedule J annexed hereto.

{2) The compensation derived from activi-
ties as a broker specialiet exclusively

is not sufficient to warrant the special-
igt in inocurring the risgks attendant there-
on.

Hoie:- For the comments of various
incividusls in support of this ar-
gument, gee excerpits from the dis-
cussion before the Eenate Commitiee
@m,gaﬁkiﬁg snd Gurrency, contained
shedule 4 snnexed hereto.

(v) Fegative arguments -

(1) The specialist's trading in the active
stocks which would have a continuous market
without his personal trading bears a larger
proporition teo the total transactions in such
stocks than in the less mctive stocks where
: ading is needed.




-

(2) The specialist's trading in many cases
does not stabilize the market because he is
following the trend of the market.

{(3) Bince a substantial percentage of all
trading in a particular gecurity elears through
the specialist (See Schedule % a&ﬁ&x&d} the
"book” reflects the gondition ‘
the market and invests {he %?@%i&%iﬁ% wi%&
superior bargeining power over those who trade
#ith him,

(4) The specialist by virtue of his relation-
ship to the market ieg in a position whereby
hles influence may be converted inte a price
factor of major importance and may even become
the price determinant.

(5) The specialist's trading encourages specula-
tion by the public and the more sctive the
specialist'’s trading, the greater the publie
zﬁ%@?gaﬁ {%&& @%xm;*ﬁ 8 t&%%i%@ﬁ? ia %@%&i&&g 3

g&%a%ﬁ? ‘than those derived as @*wki$§i$§ﬁgy More-
over, when hieg own trading stimulstes public
activity, hie commissions are incressged,

(6) Althmough the specialist's trading may create

& narrower market in the particular transsction,
excessive trading by the specialist creaztes the
impression of an asctive market which induces out-
gldere to trade and ascoelerates the rise or de-
¢line in the price of the stock, The general price
level of the gecurity may hsve beern substantislly
lifted or lowered as 2 result of the specialist's
trading. Thus, while the customer may profit by

a fraction of a §ﬁ§%% in the particulsr transaction,
the gpecislist's trading mey have sltered the price
level considersbly to the customer's disadvantare.

(7) There is no obligation on the specialist to
maintain a close and orderly market. In many cases,
ﬁﬁ trades only when he seeg an opportunity to make
2 profit,
Hote: For confirmation of this argument,
gee testimony of Harry H. loore, member of
the Hew York BStock §§$m§ﬁgﬁ %%&%$§¥§ﬁg at
the request of the specialists before the
8enate Oommittee on Banking and Currency,
set forth in Schedule 5 annexed hereto.
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(8) The trading apefa%igﬁﬁ of the specialist are
~ ; IRT and may freguently cause
:‘tiﬁ@ axi&gﬁ which would otherwige

4 :‘amm&m ang B
not result.

(¢} In those stocks where the specialist does

smaintain & continuous market, it is the specula-
tive "in and outer® yaﬁ%&x than the investor who
venefits. The epeonlator's interests reguire a
continuous market, the investor's, a stable one,

(10} The fact that the specialiet acting 2s a
broker incurs some risk for wﬁia% he may not be
adeguately compensa . an argument in faver
of permitting him to trade for nis own account,
Every floor broker azssumes the risk of the soclvency
of the other psrty %o a transsotion or of error in
the execoution of an order,

HE SPECIALIST CONTINUE TO KEEP CONFIDENTIAL THE
ICH CONTAINED IN HIS "BOCK"?*

(a) Affirmative arguments -

(1} The "book® gives the speciamlist no advantage
over the public since it containe only & emall por-
tion of the orders in a particular security.

(2) Divulging the contents of the "bock” would give
manipulatores snd "sharp® ¢raders an advantage over
the publie.

{2} The information contained in the book" may be
misieading to inexperienced investors or speculators.

(4) The relationship between broker and customer is
@%&fiﬁgﬁﬁéai and the customer might object %o
having his order disclosed.

argumnents -

*book™ has been conceded by specialisis

: them an advantage over the public. The

age of trades which clear through specialists
is §§§§iﬁi§ﬁ% to give them an accurate picture of
the trend of the market (Bee PS¢ huk,§§

(2) Since the specialist has exclusive knowledge of

*See Section 11 (b)(2) of the ict.
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bids below the market and offers above, as

well as of stop orders above and below the mar—
ket, he is in a superior position to trade for
his own account, and to influence the price level.

to ?&f&i% a g@@@i&&is% %c act as a é@&i%x as walﬁaa a i?%kﬁf,
or to limit him %o scting as a dealer. If he is permitted
t0 act as a dealer, the following suggestions are offered
for the purpose of restricting his dealings %o tkhose reason-
a@lg 2&%&@@&:@ to permit him %o maintain a fair and orderly
market.

(1) If the specialist is long of stock or has no
position, he cannot buy stook from his "book® at a
price which would mske a new high for the day. At
the opening, he cannot buy stock from his "book® st
@ »?ia& higher than the closing price of the previous
' If the gpecialist is short of etock, he can buy
gtock from his "book® for the purpose of @&Vﬁ?ikﬁ his
position, even at a price which will make a new high
for the day.

advantages of this rule are that!

(a) It restricts him from "marking up" stock
to new highs by trading with his "book® when
he has a long position, but does not penalize
him if he desires to cover a short position.
When a stock makes a new high, the public's
trading and not the specislist's will be the
cause,

(b) It will decrease the number of "strings’

appearing on the tape as a result of trading

by the specialists. 8uch "strings" encourage
the publie {6 purchase on bulges.

(¢) It does not prohibit him from trading with
other than those on his "book" and leaves him free
§$ %raﬁé between the bid and ask prices on his
book .”

ote: It is assumed that the present rules
cf the New York Stock §x&hwx;$ giving
precedence to the orders of his customers
over his own will continue in effect.
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(2) The specialist cannot fill bids on his "book”
by seiiiﬁg the stock short. BSubject to such rules
as the Commission may promulgate with regard to
ghort selling, the gpecialist may sell short to fill
bide other than those on his "book.”®

This rule, by restricting the speeialist to selling
short only tc fiil bids other than those in his
“book”, ghould prevent him from accentuating minor
reactions. The public with stock for sale will

receive better nprices since the bids on the "book®

will be available o them rather than to the specialist
who would go short of stoeck.

(3) The specialist cannot sell long stock to kis
"book® at a price which would make = new low for
the day. A% the opening, he cannot sell long stock
t¢ his "book™ at a price below the last sale of the
preceding day.

This rule would make it impogsible fer the specialist
to establish a new low price by trading with his "book."
#hile the speecialist ig placed at some disadvantage

as compared with the general publie, this disadvantage
is merely aa&gan&&%%s? of the advantage which he de-
rives %y virtue of hig excluesive knowledge :
"pock.? I% also prevents him from accentuating
rapidity of a decline and discourages him from %&iiag
very large positions.

Hgte: The ad g rules, since
they minimize %k@ &&V&ﬁﬁw

;g@ t@ h@ ﬁ%%é?&é by the
speciaslist from the exclusive knowledge of his "book"
mumensurately minimige the importance of the question
whether the "book” ghould be disclosed.

(4) The specialist should be reguired to preserve his
"book® and cther records of his transactions for a
period of at least two years and the "book® and other
records of his {transactions ghould be kept in such
form ae to be available %o inspection by officials of
the Exohange or representatives of the Commission
during such peried.




