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INTER-DEALER MARKET
In the over-the-~counter market there is no central location

where all public or professional buyers and seilers communicate their

interest in the purchase or sale of securities. Markets are made by

and between brokeredealers who communicate quotations representing the

prices at which they wish to deal for their own account in particular

securities, These 5roker~dealers, commonly referred to as markei makers,

quote bid and askéd prices and hope to préfik from the difference between

the bid, the price at which they are willing to purchase a securitf, and

the aaked, the price at which they are willing to sell the security. The
(;\“ggrkeﬁ.mggggigésentially pexforms a passive role in trading for his own

account in rgfponse to incoming imquiries of buyers and sellexs. To the

extent that(f&gysputchase or sell on balance in transactions with other

broker~-dealers (who may be ac;ing for ﬁhemselves or for publ!.c_customex'a)8

they add depth to the market and ezercise a function not unrelated to that

performed by a specialist on a natioual securities exchange. Each market

meker quoting prices in a particular security also, in & sense, functioms
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as a miniature exchange providing a situs for the collection of buy and

sell oxders. The analogy, however, cannot be drawan too far for on an / r,;_j’i"

- A

exchange the orders of buyers and sellexs can be crossed on the f£ioor of é"”%..

.
-

-

the exchange‘ZEEEQES_2£9fgg§ggggé_;g;cgigptiéé. By céntras@, in the over-
the-counter market, though the market maker provides a situs for collectioy
of ordexrs #nd their execution, the orders fumnelled to him do not CTO8S.,
Instead the market maker is compensated by trading for his own account and
profiting by the difference between the price paid by buyers and raceived
by sellexs--the spread or so-called jobberé éurn, There are sometimes as
many as thirty mazrket makers, or as few ac ome, simultaneously quorting a
market to those who are interested in a particular security. The number'
of competing market makers usually depends on the volume of transactions
and the related possibility of profiting om high turnover from puychases
and sales, Each'of the competitors, through variﬁtions in their quotations,
attempts to attract buying and/or sglling interest,

The competing markcc‘makers de not traﬁamit their quotations ox the

prices of execuiion of particular tramsactions into a cemtral location.

Instead, they advertize their markets through a voice and printed veclegraph



3o
wire network which links market makers to‘each other, to other brokere
dealers and perhaps institutional clients throughout the country. The
purpose of the communication network is to permit facile and inexpensive
contact with mzarket makers vi;h respect to the market made in the security.
The greater the number of communication 1inks controlled or used by a
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particular market mezker, the greater the chance thauigszill be a dominant
factor in the market in terms of the voluwe of business dome, compared to
competitors quoting the same secutity. Open-end Felephonep and privaté
teletype wires which permit almost instant communication feed out from
the offices of major market makers in financial ccenters to blanket the
country and advise the financial cowmunity of the markets in securities
traded over-the-counter. The information trgusmitted on the communication
netvork is not public. The system is bilateral and basically inter~dealer,
That is, cowmunication generally is private between the parties in

cormunication, both of whom usually are professionals, one a market wmakep~~

the other a broker~dedler acting for a member of ¢he public or on his own
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behalf, Because it is bilateral and private rather than public and
open, a broker-dealer wishing to execute a public customer’s order with
2 market maker must carefully check a number of lines of communication -
. wich competing market makers in order to obtain the best gquoted market,

/
"On an Exchange market such checking is unnecessary since the market on the
floor of the %xchaqge is, by definition, the best market made on the bid
and offer side by the various professional and public participants. Their
bids and offers, in effect, are aggregated and the best of these hoids the
floor of the exchange as the market,

In addition to teletype and wvoice communication, broker-deslers

in the over=-the~counter market submit their quotatioms at a particular

point in the day to the Hatiomal Quotation Dureau, a private organization

Y

which publishes the quotations on the following moxrning for the use of the
financial community. The National Quotation Bureau "sheets" are not generally

publicly availnb17. Théy fdentify the security, the name of each market
. i

maker inserting a quotation, their telephone number and their bid zud asked

1/ Large institutional or sophisticated customers may have access to the
market place and trade directly with the market maker at their quoizd prices
rather than executing the order with or through other brokex-~dezlexs,
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gquotation, This information is avajilable for approximately 8000 secuxities
on a daily basis. The quotations are supposed to represent the precise
quotation at which an inserting dealer was willing and able to execute
transactions at the time of the submission of fts quotation to the Nationél
Quotation Bureau. Though these quotations are "stale' when dissemincted
they ptovidé a rough guide to the approximate market price of the security
on the prej7%&ing day,

It should bg emphasized that thsuéh the quotations of warket
makers are disseminated on inquiry from‘ot?ers, they are not continuously
.reported even privately, but are merely continuously available to the
broker-dealer community if requgstedo In active stocks, because of the
steady flow of requests for quotations, as a practical matter, they may
emanate from the market maker on a more or less continual basis in ths

=~
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aggrepate to all inquivers, but any specific.inquirer for a quotation must
[y ‘

recheck the market iffigvdbea not cxecute immediately, This iz because of

industry custom and practice which considers a quotation good only during

the period of actuval communication.



efo

Market makers also communicate with each other in order to determine
whether their markets are consistent with those of their competitors. This
way be of primatf importance if a market maker wishes to follow the market
made by others and does not wish.to be affirmatively anti-competitive on
either the bid or ask side of the market. It is necessary to check the
markets of competitors since the flow of information concerning demand and
supply may be concentrated in certain firms whose quotations wili reflect
that information.

Though market makers generally expect to receive incoming calls
and hope to profit by the spread between their bid and asked, somciimes
the incoming callers will negotiate with market makers. They may be ablé to
purchase securities at slightly less than the offer and/oxr perhaps sell
securities at slightly highex than the guoted bid. Normally, a market
maker who wishes to sccumulate securities will raise his bid and/or negotiate

more readily in oxder to attract orders to himself rather than to cowmpeting

1/

-

market makers.

1/ On occasion, however, the lines of communication made available by a
particular firm-to the finencial community may be sufficiently hardened by
botk custowm and business relationships that the quotation of better markets
under certain circumstances may not be effective to attract the orders of
broker-dealers accustomed to doing business elsewhere.
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Conversely, if he wishes to sell securities he often will lower his offer
below that of competing market makers and thereby hope to attract
inquiries from other broker-dealers who gish to purchase securities for
" themselves or for public customers. By shifting the bid and offer, drokex-
dealers therefore attempt to increase, decrease, or stabilize their
inventories by encouraging or discoﬁraging ghe oxdexrs of broker-dealers
who are seeking the best market. The quotations therefore which are
disseminated by voice and printed wire, or through the facilities of the
National Quotatilon Bureau, ave, in the aggregate, the market; they reflect
the incoming buy and sell orders on the market. Quotations however, are
not merely éhe passive indicators qf demand and supply. They also
represent the evaluation by the market maker of the potential for the
security (and the related adivsability of maintulning or increasing an
inventory position) and of course, the markeF makex’s ?wn.finauciql :eqourceé
and his reagsons for making a market.

Under the system as described above, it is difficult fqr the
public to know the market for a particular securit&Q The vetall guotation

system provides that function . . .

Retail Quotations



