
THIS IS ME. I DON’T SPEAK FOR DOW JONES OR BARRON’S 
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BARRON’S IS THE WEEKLY PUBLICATION OF DOW JONES.  WE’VE BEEN AROUND FOR ALMOST A CENTURY AND I’VE 
BEEN AROUND THE PLACE FOR A THIRD OF THAT TIME. I THINK MY CAREER’S GOTTEN STUCK. 
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INVESTOR PROTECTION HAS ALWAYS BEEN PART OF OUR MISSION….THAT’S PROBABLY WHY WE’VE OUTLASTED 
COMPETITORS. 
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AFTER THIS 2010 STORY, THE SEC STARTED AN INTERNAL TASK FORCE TO INVESTIGATE FRAUD BY US-LISTED CHINESE 
COMPANIES THAT MIGHT BE ABUSING THE U.S. CAPITAL FORMATION PROCESS THROUGH REVERSE-MERGERS OR 
“BACKDOOR REGISTRATIONS.” I KNOW THAT POST HOC DOESN’T NECESSARILY MEAN PROPTER HOC, BUT OUR 
STORY WAS CITED IN SEVERAL PROCEEDINGS. 
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I’M A DATA DILETTANTE AND HAVE LONG URGED THAT THE SEC SHOULDN’T JUST COLLECT COMMENTS FROM 
LAWYERS LIKE ME, IT SHOULD BACKTEST POLICY PROPOSALS WHENEVER POSSIBLE.  
 
THIS MORNING’S PANEL TALKED ABOUT SINGLE-STOCK CIRCUIT BREAKERS. DURING THE PILOT TEST OF STOCK-BY-
STOCK CIRCUIT BREAKERS IN 2011, BARRON’S COMMISSIONED TWO YALE RESEARCHERS TO DEMONSTRATE HOW 
TO BACKTEST A POLICY PROPOSAL. THEY APPLIED THE LIMIT UP-DOWN  RULES TO THE PREVIOUS THREE YEARS OF 
TRADING IN U.S.-LISTED STOCKS. IT WAS NOT STATISTICAL ROCKET SCIENCE.  
 
NO ONE AT THE EXCHANGES OR THE SEC WOULD TALK TO US FOR THE STORY. 
 
ALTHOUGH ANALYZING THOSE 24 BILLION TRADES REQUIRED 8,035 HOURS OF COMPUTER PROCESSING ACROSS 60 
PROCESSORS IN PARALLEL, IF WE KIBITZERS COULD DO IT THEN THE U.S. GOVERNMENT COULD DO IT. 
 
[WE CONCLUDED THAT THE PRICE-BAND TRIGGERS FOR SMALL STOCKS SEEMED TOO NARROW, PRODUCING TOO 
MANY HALTS.  CONVERSELY, THE SYSTEM LOOKED LIKE IT WOULD HAVE TOO LITTLE IMPACT ON THE BIG STOCKS 
THAT MOST INVESTORS CARE ABOUT DURING A FLASH CRASH.] 
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BUT THIS STORY FROM LAST YEAR IS WHY THEY INVITED ME HERE TODAY.  
 
I WANTED TO INVESTIGATE THE BEST-SELLING CLAIMS THAT MOM AND POP TRADERS WERE VICTIMIZED IN 
TODAY’S COMPUTERIZED MARKETS. NOT WANTING TO TAKE ANYONE ELSE’S WORD IN THAT POLARIZED DEBATE, I 
STUPIDLY DECIDED TO DO MY OWN ANALYSIS OF RULE 605 AND RULE 606 DATA.  TAKING THINGS A STEP FURTHER, 
I TRIED TO RANK THE TRADE EXECUTION PERFORMANCE OF MARKET MAKERS AND BROKERS. 
 
I OPEN-SOURCED MY ANALYSIS ON GITHUB, SO OUR RANKING CALCULATIONS WOULD BE AVAILABLE FOR 
REPLICATION AND CRITICISM.  I HAD TO MAKE ROUGH INFERENCES ABOUT THE BROKERS BECAUSE OF GAPS IN THE 
DISCLOSURE REQUIREMENTS—GAPS WHICH TODAY’S PROPOSALS  SEEM DESIGNED TO REMEDY. 
 
RANKING THE MARKET MAKERS REQUIRED SOME DATA PROCESSING, BUT THEIR RULE 605 DISCLOSURES MADE 
RANKING THEM STRAIGHT-FORWARD.  AS Y’ALL KNOW, HOWEVER, THE RULE 606 REPORTS GIVE NO DIRECT 
INFORMATION ON EXECUTION QUALTIY AND THEY LEAVE OUT MANY KINDS OF ORDERS. 
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SOME BROKERS VOLUNTARILY SHOWED ACTUAL EXECUTION-QUALITY MEASURES ON THEIR WEBSITES. BUT EACH 
USED A DIFFERENT MEASURE, MAKING COMPARISONS IMPOSSIBLE. 
 
THE MOST RESPONSIBLE, OBJECTIVE WAY TO USE THE AVAILABLE DISCLOSURES WAS TO SCORE EACH BROKER WITH 
A WEIGHTED SUM OF THEIR ORDER FLOW FRACTIONS, WITH THE WEIGHTS DERIVED FROM THE EFFECTIVE-OVER-
QUOTED MEASURES OF THE RELEVANT MARKET MAKERS. WE’RE HERE TODAY TO  CONSIDER MEASURES THAT WILL 
BE DIRECT AND WILL SAVE FUTURE JOURNALISTS FROM HAVING TO WRITE 1,000 LINES OF COMPUTER CODE. 
 
A FUNDAMENTAL PROBLEM WITH MY INFERENCES, OF COURSE, WERE THAT A MARKET MAKER’S AVERAGE 
EXECUTION ACROSS ALL OF ITS SENDING BROKERS MAY BE BETTER OR WORSE THAN ITS PERFORMANCE ON A 
PARTICULAR BROKER’S FLOW. SEVERAL BROKERS TOLD US THAT THEIR EXECUTIONS AT A MARKET MAKER WERE 
ABOVE AVERAGE FOR THAT MARKET MAKER. ONE BROKERAGE EXEC SCOLDED US FOR EVEN TRYING TO COMBINE 
THE INFORMATION IN HIS FIRM’S ROUTING REPORT WITH THE EXECUTION MEASURES OF HIS FIRM’S MARKET 
MAKERS. 
 
BROKERS THAT DON’T REPORT 100% OF THEIR ORDER ROUTING GOT A LOWER SCORE. FIDELITY GOT A LOT OF THE 
MARKET-ORDER-TYPE TRADES WE ANALYZE IN THIS STORY, WHILE TD AMERITRADE GOT MORE LIMIT ORDERS.  
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DESPITE MY ROUGH-AND-READY CALCULATION, MY RANKINGS TURNED OUT TO BE ROUGHLY RIGHT.  SOME 
MONTHS AFTER OUR MARCH 2015 STORY, A FEW BROKERS AND MARKET MAKERS STARTED VOLUNTARY 
DISCLOSURES UNDER A SCHEME THEY DEVELOPED WITHIN THE FINANCIAL INFORMATION FORUM.  
 
ANOTHER LARGER LESSON ON THE BENEFITS OF DISCLOSURE EMERGED FROM THOSE VOLUNTARY REPORTS.  YOU 
SEE, OUR FEDERAL SECURITIES REGULATION IS DRIVEN BY THE BELIEF THAT WITH ADEQUATE DISCLOSURE, THE 
CHIPS WILL FALL WHERE THEY MAY…USUALLY IN THE RIGHT PLACE. HERE’S A LESSON THAT’S EVIDENCE FOR THAT 
BELIEF. 
 
UNDER RULE 605, EXECUTION REPORTING ON ORDERS OF FEWER THAN 100 SHARES HADN’T BEEN MANDATED. 
THE VOLUNTARY REPORTS INCLUDED THOSE ORDERS. LOOK AT THE LIGHT BLUE LINES TO COMPARE PRICE-
IMPROVEMENT ON THOSE ORDERS TO OTHER , LONG-REPORTED ORDER SIZES IN 2015’S FIRST QUARTER.  MOST 
BROKERS AND MARKET MAKERS PROVIDED SIGNIFICANTLY LESS PRICE-IMPROVEMENT IN THE UNREPORTED 
CATEGORY. 
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THE DARK BLUE LINES SHOW THE MEASURES A YEAR LATER, IN 2016’S FIRST QUARTER.  LOOK AT THE BIG 
IMPROVEMENT IN THE 99-AND-FEWER ORDER SIZE….AND THE OTHER SIZES, TOO.  WHEN EVERYONE SEES 
EVERYONE ELSE’S FIT-BIT SCORE, THEY COMPETE HARDER. 
 
TODAY ONLY A FEW FIRMS VOLUNTARILY REPORT THESE DATA.  MANDATED REPORTING WILL PREVENT SELECTIVE 
DISCLOSURE AND, AS NOTRE DAME’S ROBERT BATTALIO POINTS OUT, MAKE FIRMS CAREFUL TO REPORT 
ACCURATELY. 
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 THAT’S WHY THESE DISCLOSURE IMPROVEMENTS LOOK GOOD. 
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MY REPORTING ON EXECUTION QUALITY LEADS ME TO A FEW SUGGESTIONS: 
 
DATA SHOULD ALWAYS BE MADE AVAILABLE SOMEWHERE AS TEXT FILES.  TEXT FILES ARE NON-PROPRIETARY, 
FUTURE-PROOF AND CAN BE READ BY ANYONE AND ANYTHING.  THAT ALLOWS FIRMS, ACADEMICS, JOURNALISTS 
AND CITIZENS TO USE THEM IN MODERN DATA ANALYTIC WORK. 
 
RULE 606 DISCLOSURES, FOR EXAMPLE, ARE SOMETIMES HTML FILES, SOMETIMES PDF FILES. WHEN DATA ARE NOT 
MACHINE-READABLE, IT DISCOURAGES ANALYSIS AND COMPARISON. 
 
TODAY’S RULE 605 FILINGS BY MARKET CENTERS HAVE IDIOSYNCRATIC NAMES, EMPTY COLUMNS AND OTHER 
PECULIARITIES THAT MAKE THEM DIFFICULT TO PROCESS WITH A COMPUTER SCRIPT.  THEY’VE BEEN SCATTERED 
AND, IN THE CASE OF ONE BIG BROKER, WEREN’T ANYWHERE AVAILABLE WHEN I DID MY STORIES.  
 
THE ENTIRE HISTORY SHOULD REMAIN AVAILABLE. BUT MANY FIRMS LEAVE ONLY THE LAST THREE MONTHS 
ONLINE.  DATA STORAGE COSTS NOTHING THESE DAYS. 
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THANKS. 
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