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"Specialists add a lot of credence to the market - a
certain amount of consistency and a reliability that
we need in the marketplace."

with it and a more centralized mar­
ketplace - .. . a place where every­
body else could access this market-

place - then maybe we wouldn't
have these [precipitous) drops."
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Curb Appeal
Themis Trading's Saluzzi also has
some ideas to help slow the volatili­
ty. "We can't get the specialist sys­
tem back, but we can put back the 2
percent curbs to slow down the pro ­
gram [trades), the spark igniting the
fire," he says, adding, "They come in
and you can feel them coming in,
then the algas start chasing them."

Two percent curbs, or trading col­
lars , were put on brokerage firms
that used program trad es when the
NYSEComposite Index moved up or
down more than 2 percent. The rule
was removed in October 2007 when
the exchange determined that the
rule was no longer effective in curb­
ing market volatility.

Saluzzi also says the implementa­
tion of a full one-second holding peri­
od before a trader can cancel an order
could help ease volatility. "There
would be no more immediate cancels
[from] the guys who are putting quotes
all over and clogging the data pipes,"
he points out. "If we slow down the
volume of the la Cs, we might be able
to slow down the volatility."

Despite his ideas, Saluzzi sug­
gests, mark et cras hes are somewhat
inevitable and each needs to be han­
dled on its own terms. "Look at
1987," he offers . "We had specialists ,
we had the uptick rule and the mar­
ket crashed worse than now." 0

ture and consider all costs. "The
spreads may be lower, but how
many shares can you get done ?" she
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Calming the Volatility
So what are some possible solutions
to ease mark et volatility?

"[For) certain stocks decimals are
not right, and there should be some
minim um price increment,"
Sarkisian contends. "Google, for
example, sho uldn't be trading at a
penny." In other words, trading high­
priced stocks such as Google, which
trades in the hundreds of dollars per
share, might be less volatile if the
increment per trade was , say, 5 or 10
cents as opposed to a penny.

"If you had minimum increments
for certain stocks, maybe we could
put the uptick rule back. But for light
now, the way the markets are trading,
I don't think it's fair to have the
uptick rule in place ," Sarkisian says .

"I can 't say, 'Let's bring b,\ck the
specialists and it will so lve the prob­
lem'; it won't - we need othe r things
too," Sarkisian adds. "Specialists
would help. But in order for them to
be able to do their job , there is going
to have to be other regulation along

asks. "Are we doing better now than
we were then?"

While Sar kisian is convinced that
additio na l specialists could help
redu ce volat ility, she conce des that
the cur re nt market environment
canno t support the specialist
mode l. "There is no incentive for
specialist s anymore," sh e argues .
"It's hard for them to operate in this
penny environment."

"Now it's a free-far-all - the spe­
cialists are not in the middle," he
continues. "Programs are running
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'A Free-for-All'
"Now it's a free-for-all," Sarkisian
continues. "But this is what institu­
tions wanted - they felt they could­
n't trade [efficiently] because a spe­
cialist was there buying in front of
them, and they felt they were paying
higher spreads."

Noting that as spreads narrow,
trade sizes decrease and fewer block
trades can be matched, which in
tum boosts volatility, Sarkisian adds
that firms need to look at the big pic-

wild, algo guys are chasing the pro­
gram guys. It becomes a vacu um and
bids drop, everythi ng disappears ­
the vicious se ll-off that chases itse lf
down and no one is there to stop it."

Olympian's Sarkisian recalls the
time when specialists were every­
where and fractions were still the
norm. "Back with the specialists and
the fraction mark et, maybe people
didn't like those spreads, but the re
was more fluidity and things were
not gyrat ing all over," she asserts.
"Specialists were there and the book
was there, and there was less frag­
mentation of the market."

With the specialist model all but
extinct, and without a price-discov­
ery mechanism in one place, volatil­
ity has set in, Sarkisian adds. "The
specialist model was not perfect, but
they did have a responsibility to buy
on the way down and sell on the way
up. They had a responsibility to the
marketplace," she points out.
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