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The Long-Term Evolution of the NYSE’s Microstructure:
Evidence from the Pricing of Seats on the Exchange
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The 1990s wiinessed the creation and explosive growth of stock exchanges in

and their tranzformeation i the developed world, While the

()_V

emerging nuarket
microstruciures of established contemporary markets have been studied intensively, it
not clezar how market nues evolve and perform over long periods of thne. Most studies

have focused on individual aspects of stock exchange rules---irading systems, listing

requirements, access to the market, price disciosure, and settlement---over short relatively

seriods of time. in this paper, we examine e long-term evolution of the microstruciure

of the New Yors Stock Exchange using data on the prices or seats on the exchange to
determine what were the Key changes from (879 to 1971,

The seats on un exchange are capital assets whose prices reflect stockbrokers'
expected future protits rom the special access offered to them by a seaf on the exchange.
Ag such thev are affected by the wvolume of activity and the decree or competition
between traders on the exchange and betwesn the exchange and the rest 07 tne ecully
market.  Thus, scat prices are intluenced oy the voiume and level of stock orices,
tecinology and the rules that govern tradinz on the excnange.  Following eariier work,
we employ a simpie time series model to explain changes in seai prices as & tunction of
innovations in voiume and equity prices. While this approach yields sensible results,
much of the variation in seat prices remains unexplained, pointing to the importance of
changes in microstructure, regulation and technology.  We examine one Important and
heretofore neglected episode when the NYSE members, constrained oy tne exchange's
rules, found themseives unable to capture all the benerits of membersnip themselves and
dacided to increase the number of seats by 235 percent. However, i general, the effects

on seat prices of tnese complexly evolving fuctors are more dirficuit to 1dentiry.




1. Seats on the NYSE
Stcok exchange seats are assets that represent residual ownersh up of the assets of

the exchange, their supply 18 relatively constant over time and they ars traded in an

auction markst characterized by relatively small transactions costs. However, s

from equities in that the dividends are a function not of the firm's profits but of the

owner's use of tne rights to the seaf on the floor. The marke: for NYSFE seats i3 an
anonymous auction market operated by the Secretary of the NYSE., When a new bid or
ask price is made, al. members are nformad. Presently, current hic and ask nrices for
seats are posted in prominent locations on the floor of the excringe.

A seat on the NYSE gives the owner access to trading on the rloor of the
Exchange at a reduced price. The owner may be a specialist (holding inventories in
NYSE listed securities), a commission broker (handling transactions for customers of
brokerage houses;, a itloor or two-dollar broxer (executing trades for other exchange
members for a fioor brokerage feej or fioor trader (trading for his personal accoun:)
(Scrowert 1977a). Whichever activity or activiiies he pursues, a seaf ailows the owner to
trace on the exchange at reduced transactions costs. Thus, seat prices should reflected tha
capitalized value of any raonopoly rents avallabie to seat holders.

Although research on stock markets tiils academic joumals and stock price data of
every description are the subject of incrediply inteuse analysis, relatively little attention
has been given fo the market ror seats on the exchange. However, seat prices can provide
substantial insights into guestions about the technology, rules, and regulations and thsir

¥

relationship to the etficiency of the exchange. As best as we can determine there have

been only three studies of the market for stock exchange seats. The first paper, Schwert




{1977a) examined the end-of-month seat prices for the period, 1926-1972 and was
primarily coucertied wiih the efficiency of the market. In a similar study, Golbe (1984)

used end-of-month data for 1960-1980." Most recently, Ke'n and Madhavan {1997y

e
NS

‘These studies nave been limited both in time period covered and in f

the observations. We have collected new data from the archives of the New Vork
exchange. Those data inciude all transactions in seats over the periods coversd.  Thres

volumes of the New York Stock Exchange's Committee orn Admission's records --
records registering ail transfers of membersiin are preserved n *he archives. The

recorded transfers cover the periods from November 28, (87¢ to January %, [S80

¥
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followed by a gap and then December 27, 1823 to June 28, 1571, These date represent
all seats transferred witnin fhese periods. The exact dates of the fransters are not provided
until January 19335, Unil that time, all trades during a week were reported as of the end
of the week.

The total number oi seats on the Exchange has undergone relatively rew chance

since 1869, In May 130Y, the NYSE, which had 533 members, merged with the Open

Lad

Board of Brokers, with 234 members, and the Government Bond Departrent, having 17
members (Steadman, (903}, The resulting enlarged NYSE had {060 seats. [n 1879, a

buoyant market and a demand for more room led the Goveming Commitiee to huy

"' The iafrequent radi at3 was a concern to Schtwert (1977 and Golbe (1984) because of the
poential the (Lawrence) “Fisher effect.” This “Fisher effect” can produce spurious lead and lag
relationships between variables if tbcy are contemporaneously correlated but thev are not measured at the

same point i tme.
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additional property adjacent 1o the exchange, U purchase was {inanced by the sale of

]
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an additional £0 new seats; a saie that brought the total to [,100 seats.”
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This numoer held constant until 1929 when a 23 percent "seat dividend™ was

declared and 2 rignt to @ quarter-sead was given to all existing seat-owners. immediately,
B ‘ 5 e
trading in these dividends began. ‘iransfers of thess quarter-seat dividends--dividends

that were always recorded when four quartars were converted into a wnole seat--occuwrrad

setweenn March 14, 192% and February 1%, 1932, >Sales of tuese newly tormed seats

o

dominated the year 192v; and relatively few cstabplished seafs were traaec. We treated the
bundled four-quarter seats as one seat; and those transactions zccounted for 270 of the
observations in the data set. The remaining twenty "quarters” were merged nfo five seats
in non-market tratsactions.
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The total number of seats, after this dividend created 275 new seais, was 1,37

The only other change atterwards occurred in 1933, when the NYX
retired Y seats, ieaving a total of 1,360 seats outstanding (Schwert, 1977),

Table 1 reports the types of transters tnat occurred. There were 42 transter entries
hetween November 28, 1879 and January 3, 1330, Although this rigure i3 two more than
the number reporied as sold to enlarge the NYSE (and the prices are different than the
reported average), these transactions almost certainly include the disposition of the new

seats,

After the recording hiatus, there were 3,829 transters between December (553

and June 28, 1971, While there was an active market in seats, there were many iransrers

that were not apparentiy arms length transactions. Otfen transactions gave no price, but |

* Accord' g to one source, {og average price reaiized was $13,000, which was $6,000 more than their prics
m 1870, teadmm 1905, p. 2




were reported as nomiral. Most nominal transactions refer to name changes for firms,

o~

reflecting tumover o

iy

sarinerships or other changes. In Table 1, there were 5,049
“market” trausactions puus 777 nominal transiers with no prive provided and 7 private
transactions wiere no price was given or the price was far from the market price. The
first nominal transaction was recorded on July 10, 1884 and the last recorded one on
Octover 28, 1940, after that date wnich nominal fransactions were no longer recorced.
There were a limited number of private saies, saies among pariners, and estate transfers:

these were included with the market fransactions when it appears thal the reported prices

were very close to the prevailing market prices

Table 1

Transfers of NYSE Seats
1879-1880 and 1883-1971

Number ot

Number of

Transyers Transfers

18791380 1883.1971
Thtal recorded entrics 472 JSZC)
Market transaction A9

Nominal transter

Private transfer witnout price recorded

Source: New York Stock Exchange's Committee on Admission. Transters of
Mermbership.
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Figure 1
Price of Seats on the New York Stock Exchange
1383-1871
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Figure © graphs the price of seats on the NYSE from 1533 to 1971 in thousands of

current dollars.  The broad movements o the market are evident. ‘Thers was o
rremendous run up in the price of seats during the buil market o1 the 1920s. The boom
was followed by a crash in the 1930s, retlecting in part the collapse of the stock market.
The market remained depressed for aimost twenly vears: but prices then rose and, with a
surge in the late 1960Us, it again approached the helgnts of late twentles in nominal terms

-
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In real terms, prices in 1970 were not much above tnose ot the early thirties.




Figure 2

Number of Seats Traded |
18831971 }
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Figure Z shows tne volume of trading ror 1882 to 1971, it covers bothi market and ‘
nominal fransactions. The number of nominal transactions fluctuated consigerably from
vear to vear. Before 1930, they ranged from 2 {0 46 percent or the number of marxet i

transactions, and averaged 16 percent. However, between the crash and 1940 when the

were no longer reported, the averaged 50 percent o1 market transactions and ranged mom
24 to 69 percent o1 the priced transactions. One striking feature of this graph is the rough

|
constancy of trading in seats with the exception of the bull market of 1928-1929 when the i

newly created seats came nto existence. Even the run up in prices in the late 1960s did

|
\
not involve such & high turnover.
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Figure 3
Dow Jones Industrials and Seats on the NYSE
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Because two of the fundamental tactors driving the price ot scats are the level of
stock prices and the volume of shares {raded, the movements of the muarket for seat prices

ars best understocd when compared to data o the stock market itselr.
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Figure > plots indexes for the price of NYSE seats and ror the Dow fon
Industrials, matched to the days when trades in NYSE seats occurred. figure 4 graphns the
annual volume of trading on the exchange. In Figure 3, the lndex 13 set equal to 100 for
the average of the prices 1 December 1909, at that dats the Dow Jones Industrials index
was 98.1 and & seat soid tor $93,400. As is readiiy seen, the Dow Jones and the price of a
seat moved together very closely rom 1896 up until the stock market boom: of the .ate

1920s. The exhuverance of the stock market in the late 1920s pales in comparison o

increase in the price ats on the NYSE. Although by 1929, the Dow Jones index had
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fuic relative o the oase year, the iucrease i
seat

joid and sometimes over six fold.  Although

reased five
nore than the market index in the ate nineteenth than m
ther quiie
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prices may have risen sii g
the early vears oI the fwentietn century, from (930 to 1926 they moved foget
closely. In 192% botn collapsed; out i the aftermath of the Creat Depression and
New Deal, the Dow Jones stocks performed petter. Brokers drove up the
Figure 4
Volume of Shares Soid on NYSE
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gain in the late 1960s; but even betore the second collapse, those increases did not come

o matching the increase in the Dow Jones industrials index
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'he volume rfigure tracks seat prices somewhat more ciosely fhar

1910 as the base year.
the Dow Jones index during the bull market of the 1920s; the voiume ros
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the volume figure collapses during the 1930s, and it does not

1910 leve.. Simi

attain its previous peak unti! 1961, However, volume soars far peyond seat prices and

sven the Dow Junies index in the late 1960s. Although the price and volume of shares

raded are orucla: to ihe profitability of & broker holding & seat on the NYSE, ihs=

B

prices and share volume reveal that
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other factors--microstructure, technology, and regulation--have had a strong infiuence of

As seat prices retlect the capitalized value of membersiip in the exchange,
changes in the value of the seats will e capiured by the returns. 7o measure refurns in
our analysis here, we use the first difference of the naturai logarithm of seat prices, 1, =

In(PSy PS.1), a figure that is the continuously compounded rate of change in seat prices.

The returns for 1883-1971 are plotied in Figure 5. i is apparent that there s substantial

oy
~1
3

heteroscedasticity. In previous studies that covered fong periods (Schwert, 1977 and
Golbe, 1984) changes in variance presented the authors with a series of chailenges wien
they sought to explain the behavior of seat prices by movements in share prices and
vouume. These snitts are more understandanle ir changes In regulation and structure of

tne markets are taken mito account.




Figure 5
Returns on NYSE Seats
1883-1971
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2. What Moves tre Price oT a Seat?

To begin our analysis of the determinants of seat prices we need to first examine
e univariate time series properties ot the data,  As Schwert (1977) tound tor his smalier
sample, we find the autocorrelation functions ACFEs) of the logs of the NYSE seat prices
and the rates of change in these prices are consistent with the muitiplicative random walk
model.” As is characteristic of the random waik model, ACFs of the logged sea’ prices
are close to unity at a high number of lags and the ACFs for the continuousiy
compounded rates of change in seat prices are small at 1[5 lzgs and insignificantly

different from zerc. This evidence suggests that the underlying model is

7 In her much shorter sample, Golbe (1934) has some evidence ror first-order autocorrslation fur the
changes in seat prices but not for changes In stock market prices.

i1




(1) S22, = inlSP +ate

where a i3 2 40 parameter for the random walk and e, is a seriajly uncorreiated random

varigble with mean zero, However, as seen in Figure 3, ts considerable
heteroscedasticity in the rates of returm indicating distinct subperiods,

Table 2 presents estimates for the various moments of seat prices and the Dow
Jones index and volume on the NYSE.
for the selected periods in the tabie. Furtherniore, no matter how one slices the data, the
returns on NYSE seats have a much greater variance than the Dow Jones Industrials
Although Table 2 reports all observations, even If one uses only tne Dow Jones Inde:
when it 1s matched with cavs when there seats ‘raded, it is stiil less volatile. The resuits
are similar to Schwert's iindigs. He found that returns on seats were reasonably

setric but slightly leptokurtic. These rat tails suggest that major events may have

ved the market tor seats. The univariate time series properties of seats on the NYSE

are thus similar to common stock prices. For noth, the log of price changes is serially

uncorrelated and rat-tailed relative to a normai aistrioution, with variation in the log rates
o1 change over tine.

The two pasic easily observablie runcementals that should govern profits for
brokers and hencs seat prices on the exchange are the level ot stock prices and the
volume of trading. Analogousiy, to stock prices, tne price of seats on the exchange should
be determined by the present discounied vaiue or expected tuture profits to tne owners.
Thus, like stock prices, seat prices snould only change over iime I the expected future

protits change. [r the simplest model where microstructure, technology and regulation

are held constant, protits to brokers should be a function orf the leve: o: pfiGSS of the
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To examine now new information from volume and equity prices affecis seat
prices, we examined e {n s properties of the continuously compounded raies of

change for seat prices, stock prices as measured by the Dow Jones Industrials average,

and volume on the NYSE. These all appeared (o be stationary series

Fuiler tests, we easily reject the hypotheses that there are unit roofs in these time series.
The ‘tast statistics are -69.5, -58.0 and -53.3 for seat prices, the 2ow jones and volume

24

when the one percent critical vaiue is -3.43. Our results differ rom Schwert's who found
that the ACFs o7 the continuously compounasd rates ot changs for vouune displayed
significant autocorrelation. This characteristic does not nold for our measure of volume,
whose ACFs are ¢ciose to zero at all lags.

To discover how new information on trading and equities prices drive movernents

in seat prices, ARIMA mwodels for the three variables were estimated and the resicuais

ontained from them. Schwert examined several variants o the moder to sxplain

movenients in seal prices using contemporary und lagged residuals oI changes in share

%

prices and volume. Our estimations of these variants are presenied in Table 3. [t shouid
he noted that the simplest regression, Equation |, produces a slope coetticient that can be
used to infer the riskiness of stock exchange seats relative to the Dow Jones index using
the capital asset prices model. Schwert estimated that beta 1or NYSE seat prices relative
to the market index was vetween 0.901% and 1,138, Using a 5-ractor model to calculate
a beta, Keim and Madhavan estimated a coefticient of 1.19, while Golbe found a lowser
beta of .85,  Our simpie estimate of is lower than these studies, implying that seats,

whose coefficient is significantly less than one, are “less risky™ than the market incex.

i4
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o fNes e A e a
ecis o ews on Share Prices and Volume

On Seat Pnoc\

Variabic Eg.1 Eg 2
Tow Jones t 0.3936 0.3579
| 17.382 12.104
Dow Jones -1 0.3558
1 7355
Volume t ]
YVolume -1 |
|
Constant P 00028
bozs

tumbersf Obs ‘ 3844 3441 34
F Statistic L 301,45 17208 187.43 10187
Adiusted R-Sq | 0.0725 S0922  0.0888 00

Note: Numopers below the coefficient estimates are t-statistics.
However, what is perhaps most striking is the small dmount of variation in the
innovations in seat prices that is explainea by innovations in the volume and equity
prices,  In the earlier studies, these allegedly key tundamentus explained a similarly

small amount of variation i seat pricgs. As these ragressions are based on very

restrictive asstmptions apout the constancy ot microstructure, ology, regulation, the
low expianatory power is not surprising. However, the regressions underscore tne fact

that these “fundamentals” do a poor job in explaining seat price movements and, thus,
point to the role of other fundamentals in changing the vaite of access to the exchange.

To determine how much the stock price values and voiume fundamentais played
in the determination of seat prices, equation (1) was used to forecast seat prices, adding in

the logs of the Dow Jones and share volume, The resuit was

InSP, = -0.115 +.9912in InSP..; - .0043InDJ. - 0.0101InVOL,
(-3.85%  {308.35) ~2.094y  (4.094)
Adjusted R-squared = 0.9938
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This is an extracrainariyy good fit, and therefore helps to pin point when there were large

changes that these [undamentals do not forecast. Figure 6 shows the difference between

ne actual seat prive and the forecast seaf price. The pattern is somewhat similar to the
pattern of the refurns of seat prices, suggesting that a great dea: of the movement in the
returns is attributable to something other than changes in equity prices and share volume.
Figure 6

Seat Price Forecast Error

Although Lftle miportance is aftached to it in histories o1 the exchangs or earlier
studies of seat prices, the effect of the microstructure tor the efticiency of the exchange is

revedaied by a large increase in the number of seats i 1929, The year 1928 had been a

hoom vear, and the price of a seat had risen rom $300,000 to $360,00u. On January 24,

o~

1929, on a vots of 31 to 1, the Goveming Commities or the Stock Exchanged




recommenced that cact member receive a 23 percent dividend in the form of rights to =
new seal. Meamoers would have three years fo ifransfer this proportionate share of
membersiip to an appiicant approved by the Committes of Adimissions who could oniy
appiy when hie had coniracted to purchase four quarter seats. The new members would
pay the usual initial fee and contribution to the gratuity fund. On February ¥, 1929 the
NYSE members voted to accept this proposal.

Booming business was the allegec reasen for increasing the number of memb
The value of a seat had climbed even further from 3560,000 on December 28, 1928 1o
£625,600 on January 24, 1929, Certainly, the volume anc vrice of shares on the
exchange were increasing but increasing the number of seals was 1ot necessarily the
optimal response. Why could not members nave simply captured the benefits of the
booming market by irading more shares themselves. The answer would appear 1o lic in
the numerous resirictions, both large and smali, on membership.  Among those
restrictions was the pronibition on corporate memberships. Under existing arrangemeits,
higher errors from higher trading voiumes exposed members to more potential lawsuits,
Instead of trving to expand their own activities, members chose to sell off part of those
rights to membersnip 1 the Exchange.

The respornse to ne vote by the membership was immediate. 1he prices between
the announcement of the vote and February Zu, 1929 fell first to $300,000 and then
$429.000, For the rvest of the month, they fiuctuated between 3420,000 and $300.003,
The gains realized by members from this operation can be measured by examining wnat

happened to the aggregate value of seats.  Assuming the announcement ot the General

Committee’'s vote nudged prices upward, 10 13 reasonable fo postulate that tae pre-




announcement seal prices were ranging between $560,000 and $600,000. These prices
wouid Imply au aggregate value of between $616 to $660 million, Shortly after the
membersnip voied, prices varied between $440,000 ard $450,000, vielding an aggregate

vaitie of between $603,000 and $660,000. As these estimatas nave about the same rang ce,

it would seem that members gained little. However information mey have leaked ¢

cariter. if seat prices value before any discussion of a dividend were af their Geioher

D28 level of avout $430,000, the aggresate rre-announcemant value would have been

$495 million and there would have »een & srand gain.

To cult out some of the key dates where important cr anges in microstructure or
reguiation may have oriven seat prices, we rollow the approach of Cutler, Poterba and
sumimers (198v). Thev sought to answer tae perennial questicn of wihat moves the stock

market with a siraple agnostic approach.  First, thev iocked at 4 century’s returns to sae

where the biggest positive and negative mnovations in a stock index vecurred and found

that many large cnanges could not be associated with any particuiar nevws, Secondly,

they ldentified large political and ecorom’c svenis and looked at fhe contemworary
movement in the stock prices.  Theyv discovered that not all seemingly important news
had an effect on the marxet.

In Tabie 4, we look which shows one hundred largest positive and negative
percentage errors in forecasting seat prices. ey are ordered chronologically, to allow
events to be more easily identified. This exercise resembles an event study i that we
locking at the abnormal returns; but we have not pre-identitied the events,” To find news
ofL changes in the microstructure, we have read through the minutes of the various

committees of the NYSE and followed the changes in the rules. The results of tais




exercise ares very simiar to Cutler, Poterba e Summers' resulis for the eguities market.
Semetimes £ 1 very difficult to identify movements in the merket with news and

Surthermore, news is

sometimes seemiugly important news does not move the mar

not always easy to identify and ifs dissemunation s uncertain, It is hard to beiieve that in

such a tight club as the NYSE that some decisions were not a foregone conclusion before

Al mr

KT

votes were ta

One Hundrec Largest Positive and Negative
Forecast Errors 0 NYSE Seats

Date Seat Price Error

ale Seat Price Error
=

1 528/01 30 01512068 15081896 8.8 0134832

2 811/03 T -0 1300108 1H15/00 0.5 3144183

3 7/30/G3 Su -0.1452083 12124703 375 0.124284

4 10/8/03 52,5 -0.125888% 5/18/04 a7 ]

g 3/2/G4 55 -0.125167¢ 3/18/08 30

g TH4M0 88 -0.1430832 ~18/12 TG

7 42/8M12 g2 -0.1235853 £i21/13 46

3 41513 8¢ -0.1679985 415/15 59 0178228

o ":"”‘-.’13’ 853 -5.1333785 4722115 B3 L.252448
2723720 77.5 -0.1840114 1113118 051545
o 12:2&/24 85 -0.1550042 121721 SO 123088
12 5/28/25 80 -0.247801 1271521 25 014287
13 272029 435 -0.2634244 12/24724 el LABTETE
14 2/28/29 430 -0.1352083 8/4/25 e D3174E
15 3/8129 418 -0.1424426 ERERLSIPas! 120 574343
16 3/8/29 4165 -0.124138% 2/25/28 ol L186183
17 3/13/29 4285 -0.144488" 2/28/28 SUL o.2isihy
18 8/6/28 422 -0.1616G36 2/28/28 380 L ATEEY
18 12/5/29 350 -0.2215461 3/5/29 4200 012351
20 112130 400 -C.128851< 3/8/29 450 0.131862
21 9/25/30 400 -0.1405481 3/13/25 530 0194842
22 10/2/30 325 -0.2841374 313/26 480 0,125183
23 10 ’7/30 258 -0.1469248 3/2172% 200 2083
24 42731730 200 -0,1892253 8/6/29 28 .257639
<5 2/5 37 Tog -0.2227133 12:19/2¢ 452.5 L.187518
5 2/5/31 250 -0.1353784 4/10/30 480 C.130806
270 82 238 -0.1440887 8/25/30 485 .172971

“ See Campbell, Lo, and MacKinlay (1998) tor a discussion of the [iterature on event studiss. j‘
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4 4/13/33 59 ~\) 144317 375732

= 5/4733 o3 02741 4&5: /2432

2 5/11/33 125 -D.173B0C8 3724732

=4 5723733 215 -0.1479783 4/14/32

45 8/24/33 175 -D.2756813 8/25/32

46 10/19/33 150 -0.2509008 GM/32

17 1172133 E 01513835 54733

<8 14/16/33 g 01702769 5/11/33 130 5.55%9162

49 1/18/34 15 01515954 5/11/33 150 0188551

50 3/29/34 1o 04185083 5/16/33 188 0138562

21 2/28/34 33 -0.1724605 £/23/33 230 (£.26738% !
£ 5110/34 35 -0.24256877 271734 T34 6230868
53 B/14/34 100 -0.2016258 28134 150 (.186807 ‘
S& o 9/13/34 76 -0.1963288 3:26/34 180 (.259855

5 78 -0.1525738 $12/34 15 0.259247

36 78 -0.1530361 3/17/34 £ 4084

57 70 -0.134025¢ §/13/34 187316

38 -0.1627161 10/11/34 #0000 157136

-0.1470012 12/27/34
~0.1390141 12/31/34
-0.1324757 5/11/35 S 51644
-0.2311701 9/7/35 145 133748
-0.2195377 1023135 120 0.3
-0.12327 11 74437 128 5477438
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88 7/30/37 -0.129050¢ 9:15°37 ‘
a7 9/M1/37 -0.1863874 112737 3vz
68 G/24/37 -0.18899222 5338 353
89 11/10/37 -0.1504658 7.5/38 98
70 2/14/38 -0.1360232 82238 2
T111/18/38 -0.150876 5839 7
T2 B/5/40 -0.1408274 5/14/40 21319
T3 2/18/40 -0.1487700 9/26/40 J 5.145948
T4 12/2/40 -(.1550388 12/24/40 £ 0205656
78 5/5/41 -0.16536497 571741 25 (5.129481
73 9/8/41 -0.2033657 5727141 =7 0.3425873
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771204 22 -0.1247504 7i31/41

78 2MJ4s -11.1881853 1/8/42
79 1i/1/4c 470656938 374z
80 3/8/48 1.1343659 a/20/42
31 3/25/48 50 -0.1515481 1G/2242
§2 11/15/48 53 -0.15145864 5/17/43
83 5/8/48 41 -0.1298895 Ci7145
84 ©/21/4G 33 -U.1260011 THAT
85 8/8/49 -(.1280088 31745
85 B/7/81 -(0.20500535 3/17/49
27 038 -3.1356902 4/3/58
25 10/25/88 o0 -Godtatie 712082
39 11/15/61 195 -0.1203964 1220062
30 6/15/62 123 -0ATT1eT S/22/85
a1 12/5/82 3 -0.124600° 3i2/69
92 8/22/83 150 -0.1984331 8/1¢/89
93  4/10/68 CUo -0.1286403 12/8/69
44 7/30/69 -0.# 3760035 217770
85 12/9/8% -0.1463401 4/8/70
26 H/13/70 i 01934374 G/29/70
a7 &/10/70 a0 -0.1288235 TATITO
98 11/25/7G ’ -0.183485 89/4/70
99 1/20/71 180 -0.1521838 12/24/7G
100 B/4/71 165 -0.2578577 3/7/71

The regression coes filter out many of the movements In seat prices generated by

movements in the stock market. There were larze declines in the prices ot seats during

stock market crames in the rich man’s panic or 1903, seat prices on the exchange feil

from $70,000 in Julv to $52,500 at the beginning of November. he panic of 1907 sent
them down from $70,000 in September to $51,000 1 October. Trading in seats almost

disappeared during the crash of 1929, buf the rew seals that were excnanged feli in price

from $500,000 in early October to $360,000 by the end of November.
Yet, none of these events shows up in the largest 100 percentage increases and ‘1

decreases in the residuais from the regression on seat prices.  Nut one fransaction ror the

momentous month of October 1929 remains. One exception fo this sweeping conelusion
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- percent deaiine on October 8, 1903, put this may be attributable to apprehension

of a decision by the Committee on Admissions. On October 14, 1903, it was announced

hat in the opinion of said commitiee, no insiitution or corporation is eligible to

membership either as a general or special partner i1 a firm registered in the Fxcl
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This decision limited the ability of brokers fo cxpand their operations.

Some events are easier to identify than otners. On April 1, 1915, the rules
instituted when Worla War [ broke out were abandoned and normal and unrestricted

trading privileges were restored. Then on April 14, 1913, the Committes on Admissions
was given authority to disapprove of offers by members or their firms 1o buy or sell listed

curities outside the exchange. The result of these important changes was apparentiy an

unpredicted 17.0 percent rise in the price of a seat during the week ending April 15, 1915,

it is difficult to pinpoint the effects of the hearings in Congzress atter the 1929
Crash. Yet, the steady unexpected declines in late 1930 of 14 percent in tne week ending
September 23, or 29 percent and 15 percent tor the week ending October 2, and 20

oercent tor the week ending December 1 suggest grave uapprenension.  The

axtraordinarily arge number of forecast errors m 1931, 1932, 1933 and then 1934 speaks

to the considerabre uncertainty about the regulatory changes moviag through Congress, f
the defalcation of the Hxchange president, anc the implementation of the rules by the \
Securities and Exchange Commission. [n one event study, Scawert (1973 founa that |
seat prices tell unexpectedly by about 50 percent in the month when the Securtties and |

Exchange Act of 1934 was introduced mto Congress. He claims that the capital loss trom

‘his event was never recovered by tie brokers.

Y




Al the very end of our data, there iz a striking decline in seat prices tied o

microstruciure, on and technelogy. Seat prices climbed in the late 1960s, driven

q

by rising stock prives and volume. The market retreated in and volume fell off hriefly

o~ ) . - PR - - - et ~

then recoversd but the pZ’iC@S O seals remauned refatively GENTSE8CT, I'roi & \‘3:»'\ o

$515,000 early 1969, our serles ends in June 1971 with seat prices ab 2

o3

large number of abnormal returns in Tabie 4 identiry this as a disturbed period. Althcugh
the NYSE was the dom:inant equities market, there was a rapid zrowth in the Over-the-
Counter market (U1C.,  Specialists found it difticult o exsoutz large frades and

Insiitutional investors moved to the OTC. The NYSE lost business because its fixed

brokerage commissions orfered to flexibility for large-volume discounts.  Ownership of

a seat by any publicly fradsd corporation remained prohibited and Rule 394 {(later Ruls

90) adopted in 1955 prehibited NYSE members from engaging in fransactions in NYSE
listed securities with nonmembers (White, 2000},

Finaily, a backroom crisis erupted in 1v03-1970 when members were unabie to
accurately process tie tast-growing piles o1 paeper produced bv the rising volume of
tracing.  The number o1 1ailures to deliver sccurities by the orficial settiement dates
cimbed.  Pressure was relieved by the 1965-1970 siump in the markel, out over one
rundred broker-dealer rirms were forced into liquidation. [n respense fo customer losses,

-

Congress passed tne Securitles Investor Protection Act in 157, creating government

insurance for customer accounts. [Declines rrom these problems were furtner aggravated
hv the beginnings of deregulation. Goibe (1984) found that price and structural

regiiation plus technological change that reduced the cost of trading on other markefs

kad a negative impact on the price of NYSE seats.




Conclusion

The pricing of seats on the NYSE offers a window, albeit sometimes a cloudy
one, on how microstructure effects the benelits of membership on the exchangz.  While

the fundamentals derived from stock prices and voiume do drive seat prices, they only

x 5
explain a small portion of the total movement.  Rules determined by zovermment

regulation and the exchange itself, coupled with technology, appear to be much more

important, although measurement of their impact is iess precise.
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