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ABSTRACT

A surge in orders during the stock market boortheflate 1920s collided against
the constraint created by the fixed number of b®ka the New York Stock Exchange.
Estimates of the determinants of individual stockdsk spreads from panel data reveal
that spreads jumped when volume spiked, confirmorgemporary observers complaints
that there were insufficient counterparties. Wthba position of the NYSE as the
dominant exchange became threatened, the manageft® exchange proposed a 25
percent increase in the number of seats in Febrti@89 by issuing a quarter-seat
dividend to all members. While such a “stock Sphould be expected to leave the
aggregate value of the NYSE unchanged, an evedy stveals that its value rose in
anticipation of increased efficiency. These exg&gohs were justified as bid-ask spreads

became less sensitive to peak volume days aftenthease in seats.
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In February 1929, the New York Stock Exchange dmtido increase its
membership, fixed at 1,100 since 1879, by 25 percdihis expansion occurred when
business was booming and the real price of a setliemexchange was the highest it has
ever been. But in this exuberant era, the NYSE wader extraordinary pressure.
Members found it increasingly difficult to handleetrising flow of orders. At peak
times, there was a scramble on the floor to findnterparties and process trades; and
some observers claimed that bid-ask spreads widehleese problems contributed to the
slow erosion of the NYSE's share of the nationaliggmarket. While the membership
had rejected previous recommendations by the NY &&dership, this time they listened
and voted to accept a quarter-seat dividend to rekpmpacity and ensure that the
exchange maintained its dominant position.

Drawing upon newspaper accounts and archival nadgefiom the NYSE, we
chronicle its internal struggle over how to meeat simaring demand for its services. The
management’s proposed solution to issue a quastdr-dividend to each member
convinced a majority of brokers that was the besf 0 expand the exchange’s capacity.
These dividends were then traded to create nevs $leat raised the total membership
from 1,100 to 1,375. We conduct event studieshef failed effort to expand the
exchange in 1925 and the successful one in 1928:19%/hen the news of a possible
seat dividend reached the membership in late 192&, prices rose. We estimate that
there was approximately a 20 percent abnormal metumplying that the increased
number of seats was anticipated to make the exehangre efficient, thereby
augmenting its aggregate value, rather than leavicmnstant.

The effects of order surges on NYSE-listed stodisi-ask spreads are then
examined, using a panel of individual stocks drémem high and low volume days, both
before and after the increase in the number oksdat 1928, when volume climbed and
the exchange was at capacity, the bid-ask spreadmniee very sensitive to the total
number of shares traded on the floor and the dsspeiof orders at the posts across the
floor. After the increase in the number of setitese effects were muted and customers’
costs did not jump. The brokers thus correctlycgpdated the increased attractiveness to
customers of the exchange from the seat-divideltitpwegh the expansion only partially

addressed the growing competition from other equigykets.



TheValue of a Seat

Seats on an exchange are capital assets whoses peflect stockbrokers'
expected future profits from the special accessreff to them by a seat on the exchange.
In contrast to many European exchanges, a distsé#iature of the NYSE has been the
fixed number of seats and the vesting of the ovnprsf the exchange with the owners
of the seats. The member-owners determine the eunflseats; and before the advent
of the New Deal legislation governing the secuwsitexchanges, they had complete
control over the rules. The value of their seataffected by the volume of activity on
the exchange and the degree of competition ameawigis on the exchange and between
the exchange and the rest of the market. Thas,psees are influenced by the volume
and level of stock prices, technology, and thestif&t govern trading on the exchange.
The supply of stock exchange seats has been ejatbonstant over time. They are
traded in an anonymous auction market operated hiey Secretary of the NYSE,
characterized by relatively small transactions £ost When a new bid or ask price is
made, all members are informed; and current bid askdprices for seats are posted on
the floor of the exchange.

Seat prices provide insight into the efficiencytbé exchange under different
technology, rules, and regulations. Schwert (19%@amined the efficiency of the
market for seats, using end-of-month seat priced9@6-1972. In similar studies, Jarrell
(1984) and Golbe (1984, 1986) used end-of-monttwardata to examine the effects of
deregulation on the exchanges. More recently, Kaich Madhavan (1997) employed all
bids, offers and sale prices of NYSE seats for 1834 to study the determinants of
pricing and the ability of seat prices to predigiufe activity on the exchange; and Keim
and Madhavan (2000) used additional annual dalaotoat the predictive power of seat

prices for future stock market returns.



Figure 1
Price of Seats on the New York Stock Exchange
1883-1971

700

600

500 1

400

300

thousands of dollars

Source: NYSE, Committee on Admissions.

We have collected new data from the archives ofbe York Stock exchange
for all seat prices from 1879 to 1971. Three vagmf the New York Stock Exchange's
Committee on Admissions registered all transfersnmembership. The recorded
transfers cover the period from November 28, 18/9anuary 8, 1880, followed by a
gap, and then from December 27, 1883 to June Z8,.1%he exact dates of the transfers
are not provided until January 1935. Until thahdj all trades during a week were
reported as of the end of the week.

Nominal seat prices from 1883 to 1971 are grapheBigure 1* The irregular
time scale reflects the varying number of tradesnfryear to year and reveals the
extraordinary run up in the price of seats and mauwf trading that began in 1925. The
collapse precedes the 1929 stock market crashe wiellow prices afterwards reflect the

! They are adjusted for the quarter-seat dividemtlexlude the prices that were for private sales.



distressed state of the capital markets and tleetsfbf the New Deal regulatory regime.
Even by 1971 when our new data set ends, the nbsead prices had not reached the
1929 high of $625,000. The highest price yet a¢tdj $2,650,000, was paid on August
23, 1999 at the peak of the most recent boom. 989 Jrices, deflated by the consumer
price index, this peak price would have been a rj@f2,000. If deflated by the Dow

Jones Industrials, the 1999 price would have beseh$77,600. By this measure, the
NYSE was at its apogee in the 1920s.

A Flood of Ordersand Competition from Rival Exchanges

In the bull market of the late 1920s, the NYSE’'sipon as the dominant equity
market was slowly eroding. Orders were risingaose of climbing turnover and new
listings. However, the exchange’s relatively touigting standards limited new listing
by the “high tech” firms of the day, which were radikely to appear on the New York
Curb market and the regional exchanges. Althalegh on other exchanges are scarce
for this period, Table 1 reveals the dimensionthefchallenge faced by the NYSE. The
New York Curb market was the NYSE’s largest contpetiut it also complemented the
NYSE by taking listings that were below its star$ar Chicago was the largest regional
exchange. Before the boom, volume on the NYSE fivastimes greater than on the
Curb and dwarfed activity on the Chicago exchandgetween 1927 and 1929, the
NYSE'’s listings rose by over 12 percent, and anmualover jumped from about 1.0 to
1.5. Yet, many more new issues were listed onCisbd and its volume rose quicker.
The Chicago Exchange did not participate in thenboatil 1928. It had only 237 stocks
listed on January 1, 1927 and 238 a year latert Bucago reasserted itself; and by
January 1, 1929 there were 426 issues, increasirgfl® at the beginning of 1930.
Annual turnover, which had been a mere 0.14 in 1825 to 0.62 in 1928.

New exchanges also opened to accommodate the graemand for new issues.
On June 4, 1928, the Los Angeles exchange cretenvn Curb to expand capacity to
handle new stocks and securities that did not nieetexchange’s requirements.  The
parent exchange saw its total volume increase ®@rh million in 1027 to 49.4 million

in 1928, with the total volume for both Los Angelschanges reaching 67.8 million in



1928. (Commercial and Financial Chroni®el. 18, pp. 1647-1649. March 16, 1929).

Aggressively pursuing new business, the Los Angekehianges played a central role in

the opening of the San Diego Stock Exchange in M&829; their members took half of
the forty San Diego seats._ (Commercial and FirsnChronicleVol. 28, March 23,
1929, p. 1827).

Table 1
U.S. Exchange Listings and Volume
1925-1929
1925 1926| 1927 1928 1929
NYSE
Listed Stocks 927 1043| 1081| 1097| 1177

Number of Shares(milliong) 433 492 585 654 757
Market Value (millions) 27,07234,489| 38,376 49,736| 67,472

Annual Volume (millions) 452 449 576 921| 1124
Annual Turnover 1.04 0.91 0.98 1.41 1.48
NEW YORK CURB
Annual Volume (millions) 88 116 125 236 474
CHICAGO
Listed Stocks 23y 238 426
Number of Shares(millions) 77.2 91.5 132
Market Value (millions) 5,200 6,069| 9,328
Annual Volume (millions) 14.1 10.2 10.7 38.9 82.2
Annual Turnover 0.14 0.43 0.62

Source: NYSE_Report of the Preside(®929), New York Curb Exchange (1929) Chicago
Exchange (1930).

These exchanges not only handled new regionahessibut poached trading

from New York. Examining the volume reported ire tBank and Quotation Recofor

the Baltimore, Boston, Chicago, Cleveland, Detrdips Angeles, Philadelphia,
Pittsburgh and San Francisco exchanges, Arnoldl.e{1998), found that there was a
significant overlap of trading on the U.S. stocklenges. In January 1929, 8.6% of the
trading volume on the NYSE occurred in securitresléd on regional exchanges, while
the Curb had 27.7% of its volume in such securitie®owever, trading in New York
stocks was much more important for the regionaharges, where regional stocks only

accounted for 63.7% of their trading volume, wittY 3E and Curb market-listed



securities representing the remainder. If the EYf&gan to experience difficulties in

processing orders, the regional exchanges would haen only be too happy to seize its

business.

Figure 2
The Relative Shares of the Aggregate Value of 8t8ck Exchanges
1927-1929
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Source: Bond and Quotation Rec@i®27-1929)

While volume data for many exchanges is sketchg ptioblems of the NYSE can

be seen in relative aggregate value of Americamaxges as measured by the prices of
their seats. Given the forward-looking natureséet prices, the price of seats assesses
the future prospects of the exchanges. The batket led to a general rise in the value
of American stock exchanges. The aggregate vdidlkeoU.S. exchanges soared from
$220 million in January 1927 to $372 million a yéater, climbing to a peak of $912
million in September 1929 before collapsing. Alilgh the NYSE increased in value
from $192 to $687 million from January 1927 to ®eplber 1929, it steadily lost “market
share” as seen in Figure 2.  Averaging 89 perotatl exchanges’ value in 1927, the



NYSE'’s share of aggregate value dropped to an geep& 76 percent in 1929. It is no
surprise that many NYSE brokers were alarmed ag Weatched changing seat prices,
which meant that the New York Curb Exchange in@dats share from 7 to 13 percent
and the regionals from 5 to 10 percent over theesaeniod.

Still, business on the NYSE was certainly good, ahd Commercial and
Financial ChronicldOctober 31, 1925, p. 2109) and the Wall Streatrid (October 29,
1925) gleefully reported new trading records. Oatober 24, 1924, the NYSE

significantly raised its minimum commission per Hred shares, but volume continued
to rise? Yearly sales of shares in 1925 topped the 19&6rdeand monthly sales the
1901 record. There were more 1 and 2 million sltys and consecutive million plus
share days than in the previous boom years of Ho@[11919. This growing flood of
monthly orders is shown in Figure 3. At a timeewhurnover was rising, even the
modest increase in new issues placed more stresgekeomachinery of the NYSE as
orders rose rapidly by the middle of the dechdeHigher volume was driven by an
increase in the social and geographic span of thekenh The rise of the small investor
brought about an increase in odd-lot dealings, thedextension of the stock ticker west
of the Rocky Mountains added more trading demaiithe forthcoming extension of
stock ticker services to the Pacific Coast andi@iowas anticipated to increase business,
and it was feared that unless changes were mad&edss would be lost to the Curb
market and the out-of-town exchanges. (New York @gmNovember 5, 1925.)

Management of the exchange sought to improve fiisexicy by acquiring a faster ticker

2 Beginning on May 8, 1919, the minimum commisgien 100 shares for stocks from $10 to $124 7/8
was $15 and for shares over $125, it was $20. r &tgober 30, 1924, the minimum for shares pricedf
$10 to $99 7/8 was $12.50 plus 0.1 percent of thewent traded rounded down to the nearest $2.50is Th

if a share cost $80 (The average price of a stadke NYSE in 1928-1929 was approximately $809, th
price of a 100 share trade would be $20. Trades hares ranging from $100 to $199 7/8 cost $25.
(Jones, 2002).

% One contributing factor to the rising demand fue services of the NYSE and the Curb was the deofiise
its onetime great rival, the Consolidated Exchangeunded in 1885, the Consolidated traded NYSE and
Curb listed securities, commodities and petroleutares, taking business shunned by the NYSE. ©nlik
the restrictive NYSE, membership was available “Boifew hundred dollars, with no questions asked.”
(Sobel, 1972). It grew rapidly after the panicl®07; and in 1922, trading records at the Constdila
were broken. At this peak, the Consolidated wasntled by a series of brokerage failures that capid

its president, William S. Silkworth. The scandas fatal to the Consolidated, which, tarnishedtby
bucket shop members, lost business to the NYSEcldsure was announced in 1926, but it did natlifin
wind down its operations until two years later.



and adding more floor space, but these changesl cmil alter the constraint that the

fixed number of brokers imposed on the supply afiterparties.

Figure 3
Monthly NYSE Stock Sales
1920-1930
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The rising volume of activity strained the Exchangnd a new late closing record of 42
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October 192

60

40 -

0

1920
1925

Stock Clearing Corporation, Samuel F. Streit regmbithat records were reached in the
number and value of stocks cleared:

Settlements of these transactions have congesteahdichinery of
the Stock Exchange and all hands have been caben to work overtime
in clearing the slates each day. All brokers amnimer firms have been
called upon to make their deliveries as early asite, for the purpose of
speeding up the machinery, and banking institutiaisdo have been
requested to assist the Stock Clearing Corporaticvery possible way.
(Commercial and Financial Chronicle, October 325,%. 2110)

By the mid-twenties, the increased volume of ordegularly delayed settlement, forcing
late hours and even a closing of exchange on Satuhd there was discussion of

permitting the delivery of stock two days after #weecution of orders instead of on the

succeeding day.



As more orders flooded into the market, trades weardled less efficiently.
Volume continued to climb in the second half of th@20s, problems became more
severe, and there were public complaints about déelining performance of the
exchange. The NYSE conceded that there were wliits because of “poor executions
and the limited capacity of our market” (Memorandom Increasing Stock Exchange
Memberships, n.d.). The NYSE did not consider dhtr increase in the minimum

commission after 1924, as that would have driveth&r business to other exchanges.

How Many Brokers?

On October 28, 1925, the Governing Committee of M¥SE took up the
guestion of how to accommodate the increased derfanservices on the exchange.
The chairman of the committee, W.B. Nash made #s® dor more seats (W.B. Nash,
Remarks made before the Governing Committee Mee@ugober 28, 1925). First, he
pointed to the rise in listings and volume. Onu3ay 2, 1918, there had been 1,100 bond
issues and 625 stock issues listed on the exchasgef October 1, 1925, there were
1,360 bond and 1,003 stock issues listed. SimgjlaHe volume of stock sales had
doubled from $1.4 billion for 1921 to $2.6 billidor the first 10 months of 1925. As
membership had not increased since 1879, “a poightnsoon be reached when there
would not be enough active members on the floonandle adequately the constantly
rising volume of orders.” Nash argued that caya@tuired not only “additional space
and mechanical facilities but also more membetsatalle the market.”

The greatest constraint on the efficiency of thehexge was that during surges in
volume it was more difficult to find counterpartie3he capacity of the exchange was
limited by the simple fact that the number of bngkbad been fixed nearly fifty years
before. After the May 1869 merger of the NYSE, evhhad 533 members, with the 354
member Open Board of Brokers and the 173 membee@ment Bond Department, the
number of seats was set at 1,060. The only inereasurred in 1879 when the
Governing Committee proposed the sale of 40 new lmeeships, increasing the total
seats to 1,100, to finance the purchase of additiproperty adjacent to the exchange to

ease its physical constraint. The seats were sothet highest bidders with a minimum
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price of $10,000. Although forty more seats wos&km unlikely to have had much
effect on seat prices, the vote by the membershighe proposal was extremely close,
530 in favor and 510 agairist.

The fixed number of brokers served the exchangseweral capacities. An
incoming order for the purchase or sale of a smesifock arrived in the hands of a
commission broker who would take the order to thetn the floor of the exchange
assigned that specific stock. If it were for leéksan 100 shares, it would be directly
routed to an odd-lot broker who acted as intermgdieader on his own account to
accumulate shares into round lots. If there weogemncoming orders than he could
handle, the commission broker might have some sridandled by a two-dollar brokers
for a fee. At the post, the commission broker doihde with another commission
broker, a specialist (trading on his own accouna®man agent for another broker) who
had an affirmative obligation to maintain a contina market, providing bid and ask
prices, or a floor trader trading on his own acédolVhen volume surged, the two-dollar
brokers’ assistance to harried commission brokexs iwportant to deliver orders to the
posts; and, critically for the smooth operationtibé market, floor traders helped to
maintain a continuous market at the posts, ensuhag“momentary inequalities in the
market arising from the mechanical methods of etieguthe round-share orders of
commission houses and odd-lot dealers are instamigothed out and eliminated.”
(Meeker, 1922, p, 101) Thus, floor traders plagdaby role as counterparties.

Rising volume strained the NYSE'’s ability to exextriades efficiently in several
ways. The number of seats occupied by speciatibenged slowly and stood at
approximately 150 (Meeker, 1922), but there is @word of how seats were distributed
among the different types of brokers. Commissionses in New York and outside of
the city opened more branches to handle the infibarders; both more than doubled the
number of branch offices during the 1920s. Pwebaf seats by the out-of-town firms
reduced the number of active members on the flbdhe exchange. In addition, there
were “inactive” seats were held by prominent fitiars, including John D. Rockefeller,
J. Pierpont Morgan, Frank Jay Gould, Percy A. Rfadlee and Mortimer Schiff, who

* The memberships were then sold at prices rangang $13,500 to $15,000. (W.B. Nash, Remarks made
before the Governing Committee Meeting, Octoberl225)
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occasionally appeared to trade on their own accourithe total potential number of
active New York City brokers on the floor of theceange on a given day was estimated
to be approximately 970 city members less 150 ivacteats. Contemporary observers
believed that the ability of the exchange to ensucentinuous market was compromised
by the shrinkage in the number of floor traderseeler (1922) blamed this loss on the
New York State stock transfer stamp tax of 1905 @nedfederal stamp tax, introduced
during World War |. Both the state and federal iraposed a $2.00 tax on every sale of
100 shares of stock of $100 par value (Goldman4)lL9For a trade, which earned 1/8, or
$12.50 on 100 shares at $100, a floor trader wonlg earn $7.50, after paying $1.00 to
a commission house to clear the trade and $4.0@&xes. At the beginning of the
twenties, Meeker contended that the number of ftemdters had fallen from 200 to 50,
commenting that “the whole of the market has tom@sterable extent been rendered less
stable than formerly.” (Meeker, 1922, p. 105). 1828, the NYSE president made a
similar claim that the wartime federal transfer ted caused the number of floor traders
to fall from 200 to 30, and that this small numbes a cause of the “wide span between

bids and offers on the floor.”
The Capacity and Bid-Ask Spreads
How serious the rising trend volume, coupled witealp surges, affected the

efficiency of the exchange can be measured by émaor of the bid-ask spreads. In

this period, the New York Timeseported daily closing bid-ask spreads for the BEYS

stocks in addition to daily volume, high and lowicps for the year, high and low prices
for the day, opening and closing prices and thengban price from the previous day.
Order-flow congestion should have been most severgpeak days. To capture the
effects of congestion before and after the quaet-dividend, bid-ask spreads and other
data need to be compared to low volume days. iBcetid, we collected daily data on all
stocks from the New York Timdsr selected days.

® E.H.H. Simmons, Report of the PresidBiMSE May 1, 1928/May 1, 1929, p. 62 and “Memorancan
Increasing Stock Exchange Memberships,” undateds B &rchives.
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First, every day from January to October 1928, whiem seat increase was
proposed, was sorted by volume. The peak five-edyme 12, May 16, September 21,
September 7, and March 27---were selected. To exahow efficiently the exchange
handled peak volume after seats were added, eegrfrom March 1929 to August 1929
was sorted by volum®. The top two volume days, March 26 and Marchwére
selected. However, they may not provide a goodtatan of whether the seat increase
eased congestion because few additional seats effaetively added by March and
volume was significantly higher at 8.2 million aGd million shares compared with the
volume of 5.3 million share on June 12, 1928, tighdst pre-dividend volume day,
raising the possibility of congestion at a highefumne. To more accurately assess the
effect of seat expansion on congestion 1928, thags were picked---August 9, May 22,
and August 16, 1929---which nearly matched the pediume for the period January-
October 1928. To complete the picture for thequeafter the addition of new seats, the
five lowest volume days’ data for March-August 192&re collected. The low volumes
for January-October 1928 were lower by more thae-loaif, so only the three lowest
were picked and two low days that matched the peafter seat expansion were chosen.

The key statistics for all twenty days are presgnteTable 3. Relative to low
volume days, high volume days, measured eitheotay tlaily volume or daily turnover,
involved a larger number of stocks, although ornvargday several hundred listed stocks
were not traded. Higher volume for a particulanckt should have brought more
counterparties to a post and thereby lowered theadp but there is no obvious evidence
for this effect in the median or modal spread, whene-eighth was the minimum tick.
Nor do volumes five times higher seem to lowerriean spread (weighted by sales) or
the weighted mean spread as a percentage of thiaglprice. However, the spreads do
seem to be influenced by the distribution of trgdimhe more concentrated trading was,
as measured by the share of sales in the moseaattiek, the most active 20 stocks or a
Herfindahl index of sales, the lower the sprea@®ncentrating brokers at fewer posts,
which increased the number of potential countelgmmt one location, appears to have

reduced bid-ask spreads, no matter whether it ias ar high total volume day.

® The months of November 1928 to February 1929 wenited as they followed the announcement and no
increase in seats had occurred, and selection alesihefore the crash of 1929 began.
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Table 3
The Cost and Characteristics of Trades on the NYSE

1928-1929
No. of | Daily Daily No. of M ean Herfindahl | Share | Share
Stocks | Volume | Turnover | Traded | Median | Modal | Mean Per cent Index for of Top | of
Listed (Percent) | Stocks | Spread | Spread | Spread | Spread Trading 20 Top
(%) (%) (%) (Percent) stocks | Stock
Pre-Increase
High Volume
6/12/1928 | 1,113 | 5,252,425 0.768 803 1.00 1.0Q0 0.7p3 1.686 12.91 34.6 7.07
5/16/1928 | 1,098 | 4,965,000 0.735 790 0.63 0.500 0.5[15 1.104 16.71 33.7 7.21
9/21/1928 | 1,122 | 4,861,350 0.689 698 0.500 0.500 0.3p0 0.7%8 88.51 43.8 9.42
9/7/1928 | 1,122 | 4,855,77( 0.688 680 0.500 0.500 0.4B5 0.783 80.01 47.0 6.22
3/27/1928 | 1,097 | 4,845,24( 0.728 727 0.50 0.250 0.4p5 0.650 13.03 56.3 12.83
Pre-Increase
Low Volume
3/3/1928 | 1,097 | 1,256,100 0.189 535 0.50 0.250 0.3p2 0.589 91.59 58.0 30.45
7/19/1928 | 1,118 | 1,214,200 0.176 555 0.50 0.500 0.444 0.825 37.42 49.8 9.53
6/23/1928 | 1,113 719,100 0.105 526 0.50( 0.500 0.5Y9 1.079 .8213| 45.8 9.87
7/14/1928 | 1,118 512,570 0.074 448 0.50( 0.500 0.350 1.099 .1198| 47.3 8.05
7/21/1928 | 1,118 597,440 0.087 457 0.50( 0.250 0.426 0.864 .3256| 55.9 8.33
Post-Increase
High Volume
3/26/1929 | 1,307 | 8,246,740 0.979 831 1.00 0.500 0.6[/'5 1.4%52 7331 45.9 6.51
3/1/1929 | 1,307 | 6,021,30d 0.715 810 0.50 0.500 0.4p5 0.707 21.31 40.5 4.35
8/9/1929 | 1,257 | 5,022,360 0.517 799 0.750 0.500 0.5p1 0.780 23.71 40.1 5.47
8/16/1929 | 1,257 | 4,796,03( 0.494 779 0.500 0.500 0.3[79 0.693 25.61 41.0 5.27
5/22/1929 | 1,220 | 4,844,13( 0.540 802 0.75 1.0Q0 0.5p6 0.953 60.31 44.6 6.59
Post-Increase
Low Volume
4/20/1929 | 1,205 | 1,292,31( 0.150 589 0.50 0.500 0.3p4 0.639 31.31 42.6 4.16
6/15/1929 | 1,230 | 1,264,420 0.136 588 0.50 0.250 0.4j70 0.788 08.62 41.7 11.05
6/8/1929 | 1,230 | 1,201,500 0.129 578 0.62% 0.500 0.5[19 0935 7121 45.4 7.35
5/25/1929 | 1,220 | 1,210,43( 0.135 645 0.500 0.500 0.5B2 1.003 76.41 43.5 7.98
5/18/1929 | 1,220 | 1,249,64( 0.139 613 0.50 0.500 0.4B4 0.781 15.91 40.4 3.85

Sources: New York Stock Exchange, Yearb($28-1929), New York Times

To determine whether peak order flows reducedeffieiency of the NYSE by
widening specialists’ bid-ask spreads, a modelhef hid-ask spread is required. By
providing liquidity and immediacy to brokers, theesialists who had an obligation to

" For surveys of the literature see Madhavan (266@)Stoll (2000).
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accept orders, were prevented from maintaining thggimally risk-return portfolio and
incurred three possible types of costs: order-msiog, inventory and asymmetric
information costs (Stoll, 1978 and 2000). Thstfiwo costs are both affected by the
degree of competition for market making, volumes ttumber of trades, the risks from
price volatility, and the share price (Menyak arai®®yal, 1996). Greater liquidity should
have reduced spreads, while volatility should haw@eased it. Although the spread
should be proportional to the price of a secutityg NYSE'’s fixed commissions altered
this proportionality, with costs being high for logriced stock, inducing investors to
trade in high-priced stock to lower transactionsts@nd creating a negative relationship
between price and spread. The spread may also $&wed as compensation for
asymmetric information costs for the losses thacigists would have incurred from
trades with well-informed traders that were recalfrem less-informed traders, which
the dealer could not have distinguished (Easley @itdara, 1987). Given the data
limitations of the period, other important factoiscluding the size of trades and
capitalization (Laux, 1993), were not recoverede ¥gtimated the bid-ask spread for the
ith stock on date t, measured as the log of theimpbid-ask spread divided by the

closing price or Inspread

(1) Inspread = by + byinsaleg + b, Inprice; + bs Inyearvity; + byindayvity; + bsincallrate
#iitotalvolume + byinherfindahy

where Insalgs is the log of the sales for stock i, and Inpyicethe closing price. As
standard deviation of returns or market betas atereadily recoverable, volatility is
measured by Inyearvitythe log of the difference between the yearly ragid low price

of the stock divided by the closing price and tbg of the difference between the daily
high and low price of the stock divided by the algsprice or Indayvity The log of the
call rate on brokers loans (Board of Governorshef Federal Reserve System, 1943) or
Incallrate is included as interest costs may have influenited willingness to hold
inventories. The log of total volume, Intotalvislg should raise the bid-ask spread if
greater activity on the floor increased the diffiguof carrying out trades. If more

concentrated trading in stocks lowered the bid gslkead, the variable, Inherfindabi
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the log of the Herfindahl index of individual stodales should have a negative
coefficient. We estimated the model using OLS fxeld effects for individual stocks,

aimed at capturing some of the individual charasties of stocks and the omitted
variables.

Table 4 reports the coefficients and standardreriar the ordinary least squares
estimates for equation 1 and Table 5 shows thel feféects estimates for the high and
low volume days in 1928. Most of the variablesifalividual listed stocks are tightly
estimated. The similarity of the OLS and fixed eet6 estimates provide some
reassurance that omitted characteristics are mandrthe results. As expected, higher
sales and a higher closing price lowered the bidsgsead; and, as anticipated more
volatility drove the bid-ask spread up. Howeverreif a stock was traded, there was
often no change in the price during the day. kséhcases, the difference between the
high and low is zero and the daily volatility cahrwe calculated. Nevertheless,
dropping those stocks from the regression is aulisgieck because they were typically
less active, smaller issues; and the estimatekBeotoefficients generally do not change
for this smaller sample. Higher daily volatilitpareases the bid-ask spread; and its
introduction mutes the effect of yearly volatility. A higher call loan rate was
hypothesized to induce brokers to lower their in@gn For the high volume days, the
coefficient confirms this effect, but it is weaki®r low volume days. The exchange-
wide variables, the total volume and the Herfindallex, are highly correlated (-0.728),
making estimation less precise and separate regnssare reported for each variable.
This relationship reflects the fact that during t#eely days of the stock market boom,
attention focused on a few favorite stocks. ThHeetaeveals that for the high volume
days, the higher total volume drove up the bid-sgkead for individual stocks and a
higher concentration of trading lowered the spreadsxpected. The coefficients have
the same signs during the low volume days; but Hasae relatively large standard errors,
which given the number of observations, cast daubttheir economic significance.
Notably, the coefficient on total exchange volumamn order of magnitude lower than on

high volume days.

8 For same reason, opening and closing prices andhiinge from the previous day eliminate many
observations. These alternative measures of iiglato not change changes the basic results regant
the tables.
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Table 4
OLS Estimates of the Bid-Ask Spreads, 1928
High and Low Volume Days

High Volume
Sales -0.247 -0.247 -0.31% -0.316 -0.247 -0.315
0.007 0.007, 0.009 0.009 0.007 0.009
Closing Price -0.439 -0.439 -0.368 -0.36b -0.440 -0.368
0.016 0.016 0.016 0.016 0.016 0.0116
Yearly Volatility 0.355 0.363 0.189 0.193 0.35%5 0.1)89
0.019 0.019 0.023 0.023 0.019 0.0R23
Daily Volatility 0.329 0.336 0.328
0.017 0.018 0.018
Call Loan Rate -0.365 -0.761 -0.01( -0.411 -0.421 -0.185
0.073 0.072 0.077 0.07)7 0.083 0.8]76
Total Exchange Volume 6.031 4,731 5.397 3.632
0.405 0.419 0.674 0.683
Herfindahl Index -0.424 -0.350 -0.076 -0.114
0.034 0.035 0.055% 0.056
Constant -89.777 6.065 -69.6938 5.578 -77.971 -52.017
6.267 0.248 6.492 0.256 10.703 10.835
Adjusted R2 0.484 0.475 0.548 0.543 0.483 0.548
Number of Observations 3641 3641 2841 2841 3641 2841
Number of Stocks 976 976 818 819 976 818
Low Volume
Sales -0.271 -0.267 -0.36( -0.35[7 -0.272 -0.360
0.010 0.010 0.148 0.149 0.010 0.014
Closing Price -0.455 -0.456 -0.363 -0.3683 -0.4%4 -0.363
0.018 0.019 0.025% 0.024 0.019 0.0R5
Yearly Volatility 0.227 0.222 0.101 0.090 0.227 0.101
0.022 0.022 0.031 0.031 0.023 0.0B1
Daily Volatility 0.365 0.371 0.364
0.025 0.025 0.024
Call Loan Rate 0.741 -0.090 0.842 -0.104 0.784 0.839
0.175 0.269 0.197 0.303 0.333 0.390
Total Exchange Volume 0.287 0.288 0.292 0.288
0.063 0.071 0.066 0.076
Herfindahl Index -0.061 -0.092 0.010 -0.001
0.061 0.069 0.063 0.072
Constant -2.401 3.311 -1.970 4,126 -2.568 -1.956
1.102 0.816 1.239 0.924 1.5%3 1.843
Adjusted R2 0.439 0.434 0.517 0.51 0.438 0.517
Number of Observations 2499 2499 14864 1486 2499 1486
Number of Stocks 815 815 565 564 81b 565
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Table 5
Fixed Effects Estimates of the Bid-Ask Spreads,8192
High and Low Volume Days

High Volume
Sales -0.089 -0.085 -0.192 -0.191 -0.090 -0.193
0.012 0.012 0.017 0.017 0.012 0.017
Closing Price -0.603 -0.700 -0.497 -0.61P -0.618 -0.5p1
0.064 0.065 0.078 0.078 0.066 0.808
Yearly Volatility 0.253 0.301 0.173 0.218 0.251 0.1j72
0.040 0.040 0.046 0.046 0.040 0.046
Daily Volatility 0.283 0.294 0.288
0.022 0.022 0.022
Call Loan Rate -0.191 -0.553 0.01( -0.280 -0.244 -0.054
0.083 0.079 0.093 0.089 0.091 1.000
Total Exchange Volume 5.135 4.278 4.402 3.378
0.406 0.451 0.649 0.699
Herfindahl Index -0.354 -0.299 -0.076 -0.094
0.033 0.036 0.053 0.056
Constant -76.416 5.419 -63.264 5.035 -64.567 -48.683
6.283 0.356 6.99( 0.390 10.332 11.121
Adjusted R2 0.388 0.361 0.504 0.479 0.398 0.502
Number of Observations 3641 3641 2841 2841 3641 2841
Number of Stocks 976 976 818 81§ 976 818
Low Volume
Sales -0.078 -0.070 -0.18( -0.170 -0.077 -0.1779
0.015 0.015 0.024 0.024 0.015 0.024
Closing Price -0.858 -0.879 -0.667 -0.704 -0.862 -0.684
0.109 0.109 0.149 0.148 0.110 0.149
Yearly Volatility 0.178 0.151 0.082 -0.028 0.160 -0.0116
0.047 0.056 0.063 0.074 0.057 0.074
Daily Volatility 0.218 0.221 0.221
0.033 0.033 0.033
Call Loan Rate 0.849 0.330 1.07( -0.124 0.711 0.3[12
0.176 0.239 0.226 0.295 2.990 0.382
Total Exchange Volume 0.134 0.196 0.125 0.135
0.057 0.072 0.059 0.076
Herfindahl Index -0.744 -0.252 -0.038 -0.203
0.064 0.078 0.06%5 0.083
Constant 0.084 3.349 -1.047 5.558 0.734 2.629
1.065 0.947 1.356 1.181 1.5%2 2.019
Adjusted R2 0.331 0.326 0.43% 0.331 0.444
Number of Observations 2499 2499 1486 1486 2499 1486
Number of Stocks 815 815 565 564 81b 565

18



Table 6

Estimates of the Bid-Ask Spreads, 1928
Combined High and Low Volume Days

OLS Fixed
Effects
Sales -0.272 -0.113
0.010 0.012
Closing Price -0.452 -0.699
0.019 0.054
Yearly Volatility 0.231 0.187
0.023 0.034
Call Loan Rate 1.079 1.045
0.329 0.297,
Total Exchange Volume 0.346 0.200
0.065 0.059
Herfindahl Index 0.053 0.028
0.062 0.059
Interaction Sales 0.026 0.042
0.012 0.012
Interaction Close 0.012 0.012
0.024 0.022
Interaction Volatility 0.130 0.098]
0.029 0.028
Interaction Call Rate -1.806 -1.555
0.331 0.303
Interaction Her findahl -0.439 -0.337
0.067 0.061]
Interaction Total Volume 0.295 0.229
0.058 0.052
Constant -4.087 -1.667|
1.532 1.433
Adjusted R2 0.461 0.380
Number of Observations 6140 6140
Number of Stocks 1020 1020
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Combining the samples for the high and low volunsys) the differences
between the two---and the stress on the machinfetlyeoexchange---can be highlighted
by checking for any shifts in the coefficients beém the two groups in Table 6.
Interaction terms, which indicate how high volumaysl affected the coefficients, are
reported. All of the individual stock variableseayenerally stable over the high and low
volume days. Total exchange volume drives up iddial bid-ask spreads, but the effect
is pronounced for the high volume days. Also capguthe effect of surges in trading,
the Herfindahl index shows little importance onwarcrowded floor, but the interaction
term identifies the dispersion of trading as anangnt variable at capacity. The call
loan rate additionally also appears to be strongethe high volume days. These results
confirm that a crowded exchange floor tended teedup bid-ask spreads.

How much would the bid-ask spread increase by ltme jumped? Table 7
provides estimates of the predicted percentageskdspread, where all variables except
total volume have their mean values based on theaes of Table 5. The first row
shows the predicted values when the total exchaolygne was set equal to the sample
means? On low volume days, when there was a one peiicentase in volume, there
was no perceptible effect on the bid-ask spre#ch increase from one to two million in
total volume increased the bid-ask spread by less eight one-hundreths of a percent.
On the other hand, on peak volume days, highel ¢éatzhange volume quickly drove up
spreads for individual stocks. With total voluntedamillion, the spread was 0.377 to
0.399 percent. But by the time volume hit 5 roilli holding the other variables
constant, the spread would have been 0.801 to (p8ddent. If volume moved to 6

million, the estimates place the spread at 1.483568 percent.

° Additional regressions including the daily volagilproduced similar results.
9 These predicted forecasts lie in the range obttieask spread as measured by Jones (2002) for Dow-
Jones stocks in the 1920s.
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Table 7

Predicted Percentage Bid-Ask Spread

Fixed Effects Estimates

High High Low Low
Volume Volume Volume Volume
Daily Daily Daily Daily
Volatility Volatility Volatility Volatility
Excluded Included Excluded Included

Mean Total Volume 0.777 0.764 0.847 0.649

1% Increase 0.804 0.791

in Total Volume

Total Volume at 4 million 0.377 0.399

Total Volume at 5 million 0.801 0.847

Total Volume at 6 million 1.483 1.568

1% Increase 0.848 0.649

in Total Volume

Total Volume at 500,000 0.792 0.602

Total Volume at 1 Million 0.864 0.661

Total Volume at 2 Million 0.941 0.726

The responsiveness of the bid-ask spread reflabidyeneral problems of the
exchange in processing and executing orders. Thebar of brokers on the floor was a
hard constraint that translated into higher costsmthe floor was swamped with orders.
The exchange’s leadership saw that higher spresldw; processing, and rising fails
would redirect order flow to other markets. At sopoint, the position of the NYSE as
the most liquid market would begin to decline, undgeing its dominance and giving
competitors a greater advantage. Although vulderdab competition from other
exchanges and markets, the obvious solution---ddéian of more seats---was resisted,

as members feared it would dilute the value ofseregs they held.
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The Quarter Seat Dividend

Convinced of the need for more manpower, the Gongr@ommittee presented
the members of the Exchange with a proposal on l@ct@8, 1925 to increase the
number of seats from 1,100 to 1,125 by the creabb85 new seats. The committee
called for the sale of five seats each at $135,823,7,500, $140,000, $142,500, and
$145,000. (NYSE Resolution, October 28, 1925; E.H$%mmons, Letter to the
Members of the NYSE, October 28, 1925; E.H.H. SimsmdReport of the President
NYSE May 1, 1925/May 1, 1926, pp. 15-16). The ichan of the Governing

Committee, Warren B. Nash, saw a big benefit férnambers as the $3.6 million

realized by the sale could be used to pay off plathe Exchange’s $6.5 million debt on
its building, thereby reducing the annual duesashemember by an estimated $150.

The optimism of the Governing Committee was notrethdy many members,
and there was a groundswell of opposition led bgrEBtevens. Opposition members
felt that the Governing Committee had acted seaBtiand against their interests,
engineering an increase in competition. (Commearia FinancialChronicle October
31, 1925, p. 2109 and New York Timé&sovember 5, 1925) In a letter to the president
of the exchange, W. Strother Jones, a member diléwve York firm of Jones, Maury &
Smith, (Letter to E.H.H. Simmons, W. Strother Jor@@stober 30, 1925, NYSE archives)
voiced his fear that seat prices would soften:

| have...been a member for over 40 years, paid thleelst price at which
seats had ever sold at that time--$30,000. Thielyrsat long afterwards at
$17,000. | have since then bought two seats forsons, and | made
many sacrifices to do so. My immediate family, 48&,000, has $500,000
in seats. |, before long, will want to sell a seat

Jones blamed the desire to increase seats onglienbs:

The tendency of large firms is to crowd out the kgn@nes in the general
commission business. It remains for firms of sncalpital to do a Floor
business or a Clearance business. The big firme hewe business than
they can properly handle, and instead of givinglmginess and clearing
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it, hang up and occupy the time of many brokersstimightening out

trades.

Here, Jones appears to have been voicing the dtiosts of the two-dollar and floor
brokers who were squeezed by the larger firms wledkets to control more of the
volume led to problems in execution and settlement.

Simmons attempted to placate the membership by imgeetith them on
November 4 to explain his position. However, ie #nd, the Governing Committee
failed to persuade the membership, and the resalutias rejected by a vote of 648 to
268 (New York TimesNovember 12, 1925; New York Worl&ebruary 3, 1929). After
this ignominious defeat, the President of the Ergea E. H. H. Simmons, reported that

the increase was voted down not only because oé snembers' opposition to increasing
the number of seats but also because of the fealmgng others that the plan was “too
limited to prove really helpful.” (E.H.H. SimmorRBgport of the PresideiNYSE May 1,

1928/May 1, 1929, p. 62). Few observers beliehsl gstatement, and they pointed out

that members expected to see their earnings dribysipproposal had been implemented.
(New York World February 3, 1929; New York Heraléhnuary 26, 1929).

Plans to increase the size of the exchange weredahad. Not until 1928 when

the extraordinary stock market boom began were plews advanced. Annual NYSE
volume rose from 1.6 and 1.5 billion shares in 1888 1926 to 1.9 billion in 1927, then
soared to 3.2 and 3.9 billion shares in 1928 arZb19As seen in Figure 2, there were
also huge surges in daily volume. The first 4 ionllshare day was reached in 1928; it
was followed quickly by a 5 and then a 6 milliorash day. Members responded by

raising commissions. On February 16, 1928, the Bernial and Financial Chronicle

reported that “because of pressure on small-loinkss, 75 of the larger firms yesterday
advanced their minimum commissions to $5 for esahstaction.”

To process greater flows, the NYSE announced oiil Apy 1928 the introduction
of a new and speedier stock ticker—a ticker capableinning at twice the speed of the
current machines. Then in 1929, a newer modelpwashised that would operate three
times as fast as the old one. A new central guotatystem, for reporting the bid and
asked quotations was inaugurated at six tradingspws October 1, 1928. By February
11, 1929, it provided service to all posts. Teeephysical constraints, the New Bond
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Room was opened on May 14, 1928, adding 6,000 sguare feet to the trading floor.
Searching for more space, the exchange purchaseddmmercial Cable and Blair
Buildings on December 21, 1928 (NYSE Yearbdd®k®8-1929). New enclosed trading
posts replaced the old style round posts in 192%deed up the management of
paperwork and enable the clerks to better asseshéiried specialists. When volume
was high, the clerical work of entering hundredsoafers in their proper sequence had

slowed down the pace of trading (New York Heraldnuary 26, 1929). However,

clerks’ roles were narrowly defined, and the GousgnCommittee adopted a rule that
precluded the possibility of clerks acting in angpacity as brokers on the floor.
(Commercial and Financial Chroniclzecember 15, 1928, p. 3337). Thus, while these

improvements in space and technology helped, bsad@r found it hard to manage the

rising volume because of their fixed number.

On October 15, 1928, President Simmons called aiapeneeting of the
Governing Committee to consider again the questiowhether the membership should
be increased. The outcome of the meeting wasdtablishment of a Special Committee
to consider an increase in membership. Its memimmisided Warren Nash, Allen
Lindley, Richard Whitney, Walter Johnson, and Ed@amody. (NYSE Governing
Committee Minutes, October 15, 1928, p. 563; (E.Fsimons, Report of the President
NYSE May 1, 1928/May 1, 1929, p. 62).

To avoid a repeat of the 1925 failure, Simmons o&ed a meeting of the

members on October 30, 1928 where he made thefaas@ increase in membership.
(E.H.H. Simmons, Report of the Presid&SE May 1, 1928/May 1, 1929, p. 62, and
“Memorandum on Increasing Stock Exchange Membesshipdated. NYSE archives).

He pointed out how the growth of the market affdcexery group of brokers on the
exchange. For the commission house and two-dbtlakers, the extension of the New
York firms' ticker wires, the establishment of brhroffices and advertising by radio had
greatly augmented the inflow of business. Simmoanseosed that the odd-lot houses,
whose business was also booming with the growthetmall investors, found it hard to
obtain sufficient partners or representatives @netkchange. He told the members:

all this increased business must be poured into flmar through an
artificially restricted membership, which has olsty reached its
capacity this year for handling the volume of besmoffered. There is no
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use in continuing our other efforts to extend amga@d our business
unless a comparable expansion occurs in our metpers

The inflow of orders placed specialists under ermuspressure to execute them and
handle the paperwork. He bluntly told the members:

There is no denying that in the great markets @ gear, the Stock
Exchange has been hampered in giving the publiéegebrokerage
service because of insufficient attendance on lingr.f As our markets
grow larger and larger in volume, there is no redso doubting that poor
execution of public orders will continually grow vee.

Simmons believed that the NYSE stood to lose tlolguill of the American public. He
argued dramatically that labor-saving devices hadnbfully exploited and “no new
mechanical device can in the future make up fouffident members’ on the floor to
handle the business.” The inability to provide hgglality service would throw business
to the New York Curb Market and the out-of-town lexieges, which were beginning to
list issues whose sole market had been in New YoMNow that the gold standard had
been reestablished, he also saw the specter ofetdiop from the London and Berlin
markets. He noted that neither of those two exgba limited their membership and
even the Paris exchange was considering adding lokers (Memorandum on
Increasing Stock Memberships).

The press also reported the New York Stock Exchaamg having increasing
difficulties in meeting the growing volume of tradi The_Commercial and Financial
Chronicle(November 24, 1928, pp. 2899-2900) commented:

Scenes on the floor of the Stock Exchange and tirb ®larket were the
wildest in the history of the two institutions. éty available broker was
at work and it was a day in which there was notanent’s rest. About
the active posts were literally mobs of milling,0o8ing, excited brokers
trying to catch a bid or fill an offer.

On November 23, 1928, after a record volume ofriion shares, the staffs of most
brokerage firms worked through the night, with idakwork still unfinished at dawn. In

response, the Governing Committee decided to ctbse Exchange the next day,
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Saturday, to permit clerks to catch up with thearkv The New York Curb Market, as
well as the exchanges in Philadelphia, BostonsHitigh, Chicago, and Detroit, also
closed to catch up.  During the high volume day, the NYSE ticker vea®ne point 48
minutes behind and ended the day a half an houmtbehThese expensive delays
occurred even though the Exchange had taken thaoedinary temporary measure the
previous day, of omitting the volume of individustbcks to speed up reporting. This
action was accepted, in spite of grave misgivitingg it would be impossible for traders
to judge the market accurately.

More volume was soon anticipated. Faster ticleevise was to be installed in
subscribers’ offices in Florida in January 1929 evéhthere was a large business from
winter vacationers. It was reported that “The rieker is capable of recording a daily
turnover of 7,000,000 shares without delay. Thesent ticker often falls behind on days
when the trading does not exceed 4,000,000 shaf&oimmercial and Financial
ChronicleNovember 3, 1928, p. 2451). On the heels of tN&EK the New York Curb

market was extending its ticker service. By ed®29, it had reached as far north as

Montreal and as far south as Richmond; and extensio St. Louis was planned
(Commercial and Financial Chroni¢ckarch 23, 1929, p. 1310).

Faced with even higher future orders, Simmongpgsed the issue of a seat

“dividend” for each member that would double thenter of seats to 2,200. To provide
additional revenue for a future enlargement of #éxehange, he recommended an
increase in the transfer fee on seats from $4,6@10,000. By increasing the number of
seats and improving facilities, Simmons claimed #&ch exchange member would be
able “to have his cake and eat it too.”

While Simmons lobbied the membership, the SpeaimhQittee sent a poll to the
members of the exchange. Members were queriedt dmw quickly---within three
months, within one year, or more than one yeaey-tlould sell their rights if there were
a twenty-five, fifty or one hundred percent increas membership. In addition, the poll
asked if members would try to buy up other rightsl ghereby be able to nominate a

13 The New York Curb, with 550 seats, reporting rechigh prices for seats ($120,000 on October 4)
(Commercial and Financial Chronicl®ctober 27, 1928, p. 2305). To cope with théhérgvolume, the
Curb adopted an emergency measure on Decembeatlfethmitted specialists to have a clerk on therflo
(Commercial and Financial ChroniclBecember 22, 1928, p. 3482).
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candidate if there were a twenty-five or fifty pent increase in membership. (Ballot,
NYSE archives, undated) Based on 662 answersSpleial Committee concluded that
“a larger proportion of new memberships will be @bgd immediately if the
membership is increased by twenty-five percenttead of fifty or one hundred percent
It did appear, though, that many members would baoldo their rights and not sell them
immediately. The committee concluded that indrepshe number of potential seats
further than 25 percent would not result in a miacger immediate increase.

The Special Committee produced a report that recemd@d a 275 member
increase to be achieved by the issue of one-quseir rights to all current members.
Transfers would begin on February 18, 1929 wittbals and offers in multiples of $500.
(Special Committee Letter to Members of the NewRY8tock Exchange, February 7,
1929, NYSE archives) In order to encourage thedrapeation of new seats, the
committee proposed that members be required tcoskspf their rights within three
years. The report carefully justified these recandations. With the prospect of the
installation of a new higher speed ticker, the foost concern was that the exchange be
able to offer efficient service to the public. Themmittee decided on a twenty-five
percent increase because it believed that thistkeasaximum that could be reasonably
accommodated with the NYSE’s existing physical spaod assuming that 70 to 80
percent (following the existing pattern) of the aidahal seats would be actively used.
Even so, they sought reassurance from the Comnaftéerangements that adjustments
could be made on the already crowded floor angbbelee facilities.

The Special Committee had received other propdseigscreasing the number of
persons who could make contracts on the floor & Exchange. However, the
committee rejected these ideas because they belidwey would involve either a
fundamental change in the nature of the Exchangleeomethod of doing business on the
floor. Among the proposals were (1) partners opleyees of members be permitted to
make contracts, substituting for members. (2) tlasses of members be established with
only one having the privilege of trading on theofloand (3) inactive members could
lease their trading privileges. The committee eaadd that there were certain legal

difficulties with most of these proposals and tthety undermined the “individual moral
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and financial responsibility that exists today sincontracts are made only between
members of the exchange.” Leasing was criticizedabse it would weaken the
disciplinary power of the Exchange since the pgnaftsuspension or expulsion for a
lessee would be less costly than the same penaltg member. The committee also
believed that members would be at a competitivaddiantage vis-a-vis lessees because
the latter would have the same privileges for tlegenpayment of an annual f¥e.

The report was signed by Simmons (ex-officio), Jam Whitney, Lindley and
Nash, but one member of the committee, Boody, disse He felt that there was simply
not enough physical space on the floor of the exghato accommodate 275 new
members. Instead he proposed that only a 10 peddédend, creating 110 new seats,
be issued and that within the next five years whew additional floor space for the
exchange became available 165 memberships be isaudtie discretion of the
committee. (Letter Edgar Boody, to the Governingm@uottee, January 19, 1929).
(Report, Special Committee to the Governing ConeajtNYSE archives, undated ).

On January 21, 1929, the President called anothesting of the Governing
Committee where the Special Committee submittedgport. After considering the
report, the Governing Committee convened again anuary 24 and it voted 31 to 1
adopt the recommendations. (NYSE Governing Comailfiinutes, January 21, 1929,
pp. 619-620 and January 24, 1929, p. 631). Thmbees seemed well disposed to the
proposal. A straw vote revealed that members &/tie increase by a ratio of three to
one. (New York World~ebruary 3, 1929). As the New York Heréldnuary 26, 1929)
wrote, the membership was being asked to “vote sedras a ‘melon’ of $137,500,000

(on the assumption that each right would be wot25$000).

The leading opponent of the seat dividend propasal Edward Allen Pierce. A
former member of the stock exchange, Pierce wasartngr in one of the largest
brokerages, a firm with 18 partners, three of wheoemre members of the exchange. He
complained that there were already one hundrediwgamembers, individuals who held
seats but rarely used them for trading. Piercenddithat more seats would dilute their

4 The committee also disparaged the idea of allowdegks on the floor as they would not increase the
number of individuals able to make contracts. Heaveclerks would be allowed to assist specialigign
the new enclosed trading posts were installed.
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value and would not necessarily increase brokertheriloor. Instead, he proposed that
out-of-town members be allowed to lease their skata fee to individuals approved by
the Admissions Committee. As an example, he sstgdethat an annual fee of $50,000
might be set, with $30,000 going to the lessor,,320 to the Exchange and $10,000
apportioned among the members to compensate fomtineased competition. Pierce
belittled the arguments of the special committele. argued that there was no validity in
the claim of the Special Committee that leasing llaundermine the “individual moral
and financial responsibility.” He pointed out thratiny seats were held by individuals
who had little or no capital, and whose purchaseeydias been provided by their firms.
Thus, responsibility rested with the firm, not witte individuals, and this would also be
the case with leasing. Nor did he find the penaftgxpulsion or suspension any more
severe for a seat owner or lessee. Pierce lalaslediculous the idea that it was unfair
for a lessee who paid an annual fee to compete satheone who had paid more by
buying their seat. By this logic, it was unfairalbow members who paid different prices
for their seats to compete with one another. (EP®rce, Letter to E.H.H. Simmons,
January 30, 1929, NYSE archives, New York WoHdbruary 3, 1929)

One prominent out-of-town member, C. Clothier Jonafs Philadelphia,

announced that he would vote against the propaddal.contended that the efficiency of
operations on the floor of the exchange could begadtely improved by the enlarged
space, faster tickers and telephone quotationcgerso that the only remaining problem
was one of manpower. (Letter to Ashbel Green, &ary of the NYSE, C. Clothier
Jones, November 1, 1928) After attending a meedfrifpe Out-of-Town Section of the
stock exchange firms, Jones reported that they\sdi that the lack of manpower on the
floor could be met simply by (1) allowing clerks &ssist specialists, following the
example of the Curb Market rules, (2) permittingdtive seats to be leased, and (3)
allowing members to designate a substitute paforetime of absence.(Letter to Ashbel
Green, Secretary of the NYSE, C. Clothier Jonescebwer 17, 1928, NYSE
archives).While Pierce and Clothier were opposedrtg expansion, some members
wanted even more seats than the Special Comméikedtommended. E.E MacCronet,
an out-of-town member from Detroit, opposed theppeal because he felt that a 25

percent seat dividend was too modest a step arida 200 percent seat increase was
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needed to avoid going through the process agathamear future. (E. E. MacCronet,
letter, February 4, 1929, NYSE archives)

Yet, in spite of opposition from these quarterg, @overning Committee had the
ear of the membership. On February 7, 1929, byta of 782 to 133, the members
overwhelmingly approved of the Governing Commitseegsolution. (NYSE Governing
Committee Minutes, February 13, 1929, p. 643). épéting a favorable vote, the
Governing Committee appointed a special committedanuary 28, 1929, consisting of
Nash, Lindley and Whitney and gave it the powedraft any regulations that it deemed
necessary to implement the transfer of the seatlelids and the creation of new
memberships. In preparation for the inflow of nexmbers, members began wearing
identification badges on the floor. (NYSE Yearbod828-1929).

While the sale of seat dividends and the creatfarew seats began smoothly, the
crash of the stock market in October 1929 slowedrdthe process. Between February
7, 1929 and October 26, 1931, 1020 seat dividendse veonverted into 255 new
membership$® The membership was concerned that the rema®ingnused rights
would not be formed into 20 more seats before #paration date of February 7, 1932.
Thus, on September 9, 1931, 524 members presentgeti@on to the Governing
Committee, requesting that the time to exercisaititds be extended an additional year
to February 7, 1933. In response to this petjtibe special committee offered the
Governing Committee a plan to finish the sale sipedaly October 26, 1931. The
committee took charge of selling to any applicapproved by the Committee on
Admissions, a membership at a price not less tharptice of the last fair market sale.
The four dividends for the new membership wouldsbkected by lot and the proceeds
divided among the right holders. Alternatively,nembership could be transferred
irregardless of price, if four right holders patited the committee. As an extra goad,
any member who did not dispose of his right priofebruary 7, 1932 would be fined
$250. (Letter, Special Committee, to the Govern®gmmittee NYSE, October 26,
1931). After considering the report, the Govern@gmmittee moved on November 4,

1931 that the resolutions contained in the repoledadopted and submitted to the

15 The only other change afterwards occurred in 2988n the NYSE repurchased and retired 9 seats,
leaving 1,366 outstanding.
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membership. In a vote of 638 to 30 on Novemberl231, the membership approved of
the resolutions (NYSE, Governing Committee Minutes)

While some new seats did not become available lomd after the stock market
crash, the quarter-seat dividend provided a prangrease in membership at the height
of the boom. The fear that all new seats wouldliorbed by out-of-town members or
otherwise unused proved to be unfounded. Whdtieemew seats actually eased the

capacity constraint was not immediately clear dame continued to leap upwards.

Did the Dividend Increase the Value of the NY SE?

The decision to augment the number of seats bye2éept was an admission that the
structure of the exchange needed to be revampgak alLstock split or a stock dividend,
the seat dividend should not have increased theeggte value of the exchange unless its
efficiency was improved. The change in seat g¥riceveals a substantial
contemporaneous gain in the value of the exchargge the increase in the number of
seats. If we take the price of a seat before asgudsion of a dividend to be at the
October 1928 level of about $450,000, the aggregateannouncement value of the
exchange would have been $495 million. Takingpgbst announcement prices, which
fluctuated between $560,000 and $600,000 (omitimgpeak of $625,000) or the post-
dividend distribution prices that ranged betweer2(d00 and $500,000), vyields
aggregate values between $605 to $660 million®Gw8 to $688 million. The jump in
value would have been a grand gain of 20 to 25gmerby this back-of-the-envelope
calculation. However, the great bull market waduith swing, and prices of seats may
also have been rising because of demand drivendigasy fundamentals. To examine
the effects of the increase in the number of seatthe value of the NYSE, looking for
abnormal returns to a seat on the NYSE, we conitevents studies; the first of the
abortive increase in 1925 and the second of theesstul increase in 1929 (Campbell,
Lo and Mackinlay, 1997).

31



Figure 4
NYSE Seat Prices June 1925-January 1926
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In order to conduct an event study, we need tineethe time of the event
(Binder, 1998). Prices for seats would move ameenbers became aware of a change
in the number of seats and were convinced thatowlev or would not occur. The
movement of seat prices around the 1925 event windalepicted in Figure 4. The first
public knowledge of a proposal to increase sedtssdaas on October 28, 1925 when the
Governing Committee issued a resolution to creatd sell 25 new seats. This date
marks the beginning of the event window, althougme discussion of the proposal
might have leaked out beforehand. The proposal negsted by the membership on
November 11, 1925, closing the window. This falseems to have occasioned a rise in
seat prices from $130,000 to $150,000, an increéhat may reflect the members’
concern that, if it had succeeded, the value of g#eats would have been reduced

The event window for the 1928-1929 quarter seatdid is shown in Figure 5.
Members’ expectations about the proposed increasthe number of seat probably

evolved over time. There was no simple announcértteat would have influenced
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prices; and given the failure in 1925, members tmigdll have been skeptical about any
new efforts by the leaders of the exchange. Tist iindication that an increase in the
number of seats was possible that we can find enrédeord, occurred on October 15,
1928 when President Simmons called a special ngeefithe Governing Committee to
discuss whether to increase membership. Seatsprieee already rising before October
15, although this increase may have been drivetbgrdundamentals. At the special
meeting, the Governing Committee established a i8p€ommittee to investigate the
guestion. However, there might have been someateriwonversations that leaked out in
advance of this meeting; and they could have drivpnseat prices. Consequently,
selecting this date as the beginning of the evemdow may underestimate the abnormal
return. As he did not want to be accused, as Harh&925 of being secretive, President
Simmons pressed the case for increasing membenrshapmeeting with members on
October 30, 1928. At this point, the potentialrgase in the number of seats could have
ranged from 25 to 100 percent. The official prader the quarter-seat dividend came
in a report by the Special Committee that was sttbohto the Governing Committee on
January 21, 1929, before which members had alrbaéy informally polled. Three
days later on January 24, the Governing Commiteenvened and voted to accept the
report’s recommendations, a key moment marked gar€i5. This action was followed
by the members’ favorable vote on February 7, 11929 permitted transfers to begin on
February 18, 1929. Thus, the second window cotlesperiod from October 15 to
February 7 and encompasses a rise in the valusedtdrom $425,000 to $600,000.
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Figure 5
Seat Prices June 1928-February 1929
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Owing to the fact that the only date for the sdla seat is the end of the week in
which there was a transaction, we restrict ouryammaito weekly changes in the prices of
seats, taking the last observed sale as the ewéek price. The two basic fundamentals
that should govern profits for brokers, and hersmat prices on the exchange are the
level of stock prices and the volume of trading.In the simplest model where
microstructure, technology and regulation are leelastant, profits to brokers should be a
function of the level of prices of stocks traded the NYSE and the volume shares
traded. Assuming that the discount rate and cosianigate are constant, seat prices will
change only if there has been a change in volunshare prices. The two measures of
fundamentals we use are the innovations in the Domes Industrials average and the
volume of shares traded on the NYSE. As measwesuse both the change in the

daily volume from week to week and the change eauwblume over the last thirty days.
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Presumably, the first measure gives an indicatiothe volatility of the volume, while
the latter provides information on its trend. Tddsur series were stationary. Using

Dickey-Fuller tests we easily rejected the hypath#sat there were unit roots in the time

series.
Table9
Deter minants of the Returnsto NY SE Seats
1920-1925 1920-1928

Constant 0.0023 0.0045
0.0022 0.0022

Dow Jones 0.2479 0.2768
0.0648 0.0637

Daily Volume -0.0118 -0.0131
0.0049 0.0066

30 Day Volume 0.0472 0.0449
0.0131 0.0144

Constant 0.0000 0.0000
0.0000 0.0000

Arch(1) 0.0385 0.0319
0.0153 0.0153

Garch(1) 0.948 0.9453
0.0201 0.0275

Number of Obs. 214 326

Wald Chi-Sq (3) 37.4 30.9

Prob>Chi-Sq 0.0000 0.0000

Note: The terms below the coefficients are thedsash errors.

One typical feature of asset return data is thatublatility of asset returns is
serially correlated (Campbell, Lo, and MacKinla®9Z; Poon and Granger, 2003). To
capture this feature of the data, a GARCH (1,1) ehaxlemployed. The first regression
estimates the model, using data from January 8) 1®®ctober 22, 1925, the end of the
week for the last recorded sale before the opeoire first event window. The results
for the determinants of the returns to NYSE semeesented in Table 9. The estimates
for the fundamentals leading up to the first ancbeed events are very similar. A rise in
the Dow Jones and the thirty day volume of tradese a positive change in the return to

a NYSE seat. However, if daily volume increasé® return declined. The two
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measures of volume reflect the shifts in day to dalyme and movements in the trend.
Day-to-day shifts are costly as they representegrises that may have been difficult to
manage and satisfy customers. The Garch modeth@gsdata, which exhibits serial
correlation in the returns.

The difference between the observed returns on N¥&fEs and the fitted values
gives the abnormal returns. Figures 6 and 7 fhlet cumulative abnormal returns
beginning several months before the event windawsl925 and 1929. In the case of
the abortive 1925 attempt to increase the numbeseafts, there is no movement at the
time of the announcement. The members may havbkteduhat it would succeed, but
there is a large sustained leap in the abnormatmammediately after the members
voted to block the creation of the new seats, aentbat reflected their view that they had

preserved the value of their seats.

Figure 6
Cumulative Abnormal Returns
June 1925-March 1926
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In Figure 7, large cumulative abnormal returnsiteq the opening of the event
window in 1929 and reach about 20 percent. Thisese suggests that about 20 percent

of the 35 percent rise in the price of seats magtbéutable to the quarter-seat dividend
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with the remainder being driven by the usual fundatals. The implication is that the
potentially greater efficiency of the exchange mé#ue seats more valuable; and they
would otherwise have shown no abnormal returnBhe brokers expected the expansion
to ease the NYSE'’s capacity constraint and maintsicompetitiveness.

Figure 7

Cumulative Abnormal Returns
June 1928-February 1929
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Solution or False Hope?

The members of the exchange anticipated that¢baid prevent further erosion
of the NYSE’s premiére position by the quarter-gieidend. However, they may have
been too sanguine. As Figure 2 shows, the NYSkasesof the aggregate value of all
U.S. exchanges continued to sag through 1929, stiggehat the exchange may have at
best slowed the decline. The other exchanges werkaggards; and the West Coast
exchanges continued their expansion. Following NISE's lead, the Chicago stock
exchange declared a 100 percent seat dividend pter8ber 5, 1929 to raise the total
seats from 235 to 470 (The Chicago Stock Exchah@@0).
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Table 9

OLS Estimates of the Bid-Ask Spreads, 1929

High and Low Volume Days

High Volume
Sales -0.251 -0.250 -0.314 -0.315 -0.251 -0.313
0.006 0.006 0.009 0.009 0.006 0.008
Closing Price -0.381 -0.381 -0.323 -0.321 -0.378 -0.329
0.016 0.015 0.017 0.017 0.016 0.167
Yearly Volatility 0.337 0.328 0.196 0.206 0.336 0.194
0.018 0.016 0.022 0.020 0.018 0.021
Daily Volatility 0.257 0.247 0.249
0.017 0.016 0.017
Call Loan Rate -0.231 0.939 -0.016 0.978 0.866 1.064
0.111 0.162 0.117 0.170 0.172 0.181
Total Exchange Volume 0.245 -0.168 0.195 -0.223
0.156 0.163 0.155 0.163
Herfindahl Index 1.648 1.600 1.639 1.612
0.197 0.207 0.197 0.207
Dummy March 26, 1929 0.463 -0.591 0.388 -0.737 -0.636 -0.688
0.079 0.149 0.823 0.157 0.154 0.161
Constant -0.895 -7.538 5.572 -6.919 -10.391 -3.659
2.338 1.253 2.458 1.313 2.585 2.708
Adjusted R2 0.463 0.471 0.503 0.512 0.471 0.512
Number of Observations 3919 3919 2989 2989 3919 2989
Number of Stocks 1094 1094 910 910 1094 910
Low Volume
Sales -0.294 -0.295 -0.382 -0.384 -0.294 -0.382
0.008 0.008 0.013 0.013 0.008 0.018
Closing Price -0.457 -0.454 -0.345 -0.341 -0.456 -0.343
0.018 0.019 0.024 0.024 0.019 0.024
Yearly Volatility 0.277 0.283 0.171 0.178 0.278 0.174
0.020 0.020 0.028 0.027 0.020 0.028
Daily Volatility 0.267 0.269 0.267
0.023 0.023 0.023
Call Loan Rate 0.023 -0.319 0.018 -0.412 -0.046 -0.154
0.180 0.162 0.151 0.186 0.188 0.214
Total Exchange Volume -1.857 -1.851 -1.805 -1.734
0.626 0.712 0.634 0.720
Herfindahl Index -0.097 -0.168 -0.514 -0.129
0.098 0.112 0.099 0.113
Constant 28.900 3.993 29.280 4,992 28.550 28.616
8.640 0.775 0.982 0.887 8.675 9.844
Adjusted R2 0.478 0.477 0.501 0.500 0.479 0.508
Number of Observations 2981 2981 1880 1880 2981 1880
Number of Stocks 923 664 923 664 923 664
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Table 10
Fixed Effects Estimates of the Bid-Ask Spreads, 9192
High and Low Volume Days

High Volume
Sales -0.124 -0.137 -0.180 -0.190 -0.135 -0.189
0.013 0.013 0.018 0.018 0.013 0.018
Closing Price -0.549 -0.462 -0.428 -0.335 -0.474 -0.344
0.066 0.065 0.072 0.071 0.066 0.071
Yearly Volatility 0.182 0.256 0.161 0.234 0.215 0.187
0.041 0.030 0.048 0.035 0.041 0.048
Daily Volatility 0.171 0.161 0.163
0.021 0.020 0.021
Call Loan Rate -0.080 0.828 -0.064 0.984 0.906 1.071
0.111 0.157 0.123 0.174 0.166 0.184
Total Exchange Volume -0.351 -0.343 -0.287 -0.311
0.197 0.223 0.195 0.219
Herfindahl Index 1.528 1.739 1.512 1.734
0.191 0.212 0.191 0.212
Dummy Mar ch 26, 1929 0.566 0.479 -0.777 -0.471 -0.689
.084 0.094 0.159 0.155 0.170
Constant 8.285 -6.953 7.927 -8.533 -2.448 -3.700
3.069 1.286 3.466 1.423 3.325 3.697
Adjusted R2 0.4775 0.506 0.577 0.590 0.509 0.600
Number of Observations 3919 3919 2989 2989 3919 2989
Number of Stocks 1094 1094 910 910 1094 910
Low Volume
Sales -0.112 -0.116 -0.175 -0.182% -0.112 -0.175
0.104 0.014 0.022 0.022 0.01435 0.02p
Closing Price -0.447 -0.495 -0.615 -0.673 -0.447 -0.6204
0.121 0.122 0.141 0.1409 0.122 0.1408
Yearly Volatility 0.2185 0.289 0.3035 0.4779 0.219 0.376
0.218 0.063 0.0834 0.087 0.065 0.09
Daily Volatility 0.1297 0.1401 0.1311
0.0284 0.0284 0.0284
Call Loan Rate 0.132 -0.2914 0.2439 -0.502 0.127 -0.0725
0.119 0.147 0.147 0.181 0.172 0.211
Total Exchange Volume -2.75 -3.265 -2.746 -2.885%
0.577 0.716 0.593 0.738
Herfindahl Index -0.108 -0.3621| -0.0036 -0.247p
0.094 0.1156 0.096 0.118
Constant 40.246 3.022 47.874 5.087 40.198 44.2P
7.982 0.8689 9.921 1.029 8.0855 10.06
Adjusted R2 0.4137 0.3975 0.4069 0.4204 0.4136 0.3979
Number of Observations 2981 2981 1880 1880 2981 1880
Number of Stocks 923 923 664 664 923 664
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Whether or not the exchange improved the order ftowthe floor and the
competitiveness of the exchange should be visiblehe behavior of the post-seat-
dividend bid-ask spreads. Table 9 and 10 reperQLS and Fixed Effects Estimates of
equation 1 for the selected days of high and lowme after the increase in seats. A
dummy variable for extraordinarily high day of Mar26, 1929 when volume climbed
above 8 million shares is included to test for higher level capacity constraint. All the
variables for individual stocks strongly resemifle estimates before the seat-dividend,
both in sign and significance. However, all thelenge-wide variables are highly
correlated, as is the dummy for March 26, 1929, intak difficult to precisely estimate
the coefficients. Given this problem, it is hamljudge if there was still a capacity
constraint influencing bid-ask spreads. Many \#es have contradictory signs and their
significance has generally declined. On low vadudays, higher total exchange volume
may have even reduced spreads.

Combining the high volume days for 1928 and 1929 law days for 1928 and
1929 reveals the extent of the changes. In reigressnot reported here for the
combined pre- and post-dividend low volume daysrdhare no important changes in
either the individual or exchange variables coedfits, as would be expected from the
lifting of a constraint that affected peak volunays. Table 11 presents regressions for
the combined high volume days before and aftersta-dividend, with the interaction
term set to capture the pre-dividend effects. @s$temates for the stock specific variables
are again stable and similar to previous estimaféle total volume on the exchange has
a coefficient more similar to the low volume dapsit the interaction term shows that
before the dividend was issued higher total volusslted in higher bid-ask spreads.
Similarly, the Herfindahl index is important befalee seat increase but not afterwards.
Thus, increase in the number of seats appearsv®odamped down the effect of volume

surges on bid-ask spreads.
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Table 11
Estimates of the Bid-Ask Spreads
Combined High Volume Days, 1928 and 1929

OLS Fixed
Effects
Sales -0.254 -0.188
0.006 0.007,
Closing Price -0.373 -0.441
0.149 0.024
Yearly Volatility 0.346 0.261]
0.015 0.019
Call Loan Rate 0.860 0.863
0.171 0.161
Total Exchange Volume 0.226 -0.080
0.151 0.149
Herfindahl Index 1.639 1.563
0.196 0.185
Dummy for 1928 -56.713| -56.412
9.495 9.297
Dummy March 26, 1929 -0.645 -0.524
0.153 0.145
Interaction Sales 0.008 0.060
0.008 0.009
Interaction Close -0.072 -0.117
0.021 0.023
Interaction Volatility -0.000 -0.002
0.001 0.001]
Interaction Call Rate -1.53 -1.309
0.185 0.176
Interaction Herfindahl -2.043 -1.932
0.199 0.188
Interaction Total Volume 4.546 4.451
0.612 0.599
Constant -9.292 -4.473
2.507 2.465|
Adjusted R2 0.479 0.548
Number of Observations 6140 6140
Number of Stocks 1020 1020

The high degree of collinearity among the exchangke variables after the seat

dividend leads to imprecise estimates of key végmbnotably total volume. It is not
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clear whether the increase in the number of seatsced or eliminated the capacity
problem. Many of the coefficients in Tables 9, &0¢ 11 suggest that it was no longer a
constraint. However, it is worthwhile to look &etestimates where total volume is still
indicated as raising spreads, that is, the cafleedeast improvement. Table 12 presents
the predicted spreads for high volume days in 1f8@® Table 7 and predictions based
on the first column of estimated OLS coefficientsTiable 9. For variables other than
total volume, the mean values were used. Everhénleéast improvement case, the
response of bid-ask spreads to high volume daysivessically reduced in 1929. A one
percent increase in total volume had an imperckpéfiect, and the increases from four
to five to six million remain modest. The sameSO&quation in Table 9 had a positive
coefficient on the dummy variable for the 8 milliehare day on March 26, 1929,
suggesting that there was a new higher capacitgt@nt even with 1,375 seats. At 8
million shares, the bid-ask spread would have juinpel.309 percent, but it still would
have been far below a predicted 3.92 percent wiere twere 1,100 seats. Thus, even in
the case of least improvement, there was still sstauntial weakening of the effects of

volume surges on bid-ask spreads.

Table 12
Predicted Percentage Bid-Ask Spread
Fixed Effects Estimates

1928 High 1929 High

Volume Volume
Mean Total Volume 0.777 0.759
1 % Increase 0.804 0.761
in Total Volume
Total Volume at 4 million 0.377 0.695
Total Volume at 5 million 0.801 0.734
Total Volume at 6 million 1.483 0.768
Total Volume at 8 million 3.920 1.309
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Conclusion

Normally a split in the rights to an asset doesaffect the aggregate value of the
asset; but, in the case of the 1920s NYSE, theilnlision of a quarter-seat dividend to
members raised the value of the exchange. Aftedd\W&ar |, the flow of orders was
rapidly increasing, and the NYSE reached a capadhstraint that was determined by
the fixed number of seats. Given the state ofrteldgy and the rules of the exchange,
higher order flows produced delays and reducedqtmdity of service to customers.
Concern over the potential loss of business to eimg exchanges forced the NYSE to
consider its options. Although some members walappy, the overwhelming majority
found that the creation of a quarter-seat dividgmdvided them with a means to
personally capture the gains from increasing tfieiefcy of the exchange. The rise in
the number of seats eased the pressure on theslispaead from surges in volume. As
anticipated, the increase in seats greased the proeessing machine on the floor of the
exchange and delivered benefits to customers; aga@ompetition from other exchanges
continued to grow. The 375 new seats moved, ppam@ntly did not eliminate, the
constraint, as critics who pushed for an even graatrease had warned. However, this
boundary would not be tested for decades afterGheat Depression. Volume had
exceeded 5 millions shares on 24 days in 1928 érdh®s in 1929. Afterwards, it was a
rare occurrence: one day each in 1937, 1939, 1P8H); two days in 1957, 1958 and
1960; and three days in 1955. Only when the gorgars began in 1961 and the
exchange experienced volume above 5 million shamed4l days would the capacity of

the exchange be tested again.
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