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LIQUIDITY MAKING

Central to NYSE Arca’s market structure, Lead Market Makers
provide liquidity and trading efficiency to foster issuer growth

played size and an average quoted spread.
NYSE Arca sets the appropriate perfor-
mance requirements for each individual se-
curity (based on its price and other trading
BY JEANNE COTRONEO DARROW characteristics). LMMs fulfill these quote
and execution obligations by electronically
interacting with the market and algorithmi-
NE OF THE FIRST SIGNS OF THE SYNERGIES between the NYSE auction market
and the fully electronic NYSE Arcas™ platform is the newly created Lead Market
Maker, or LMM, role. Exclusive to the NYSE Arca market model yet akin to specialists
in the NYSE floor-based system, LMMs are selected by issuers and are responsible
for maintaining depth, tight spreads and the opportunity for price improvement. They also
serve as a single point of contact for each NYSE Arca issuer, providing accountability and
crucial market insight into the trading of the listed security.

“By redefining the role of the market maker, NYSE Arca has created a marketplace that
blends the speed benefits of a fully electronic platform with the price and liquidity benefits of
the auction market,” says NYSE GROUP INC. (NYX) CEO John Thain. “This provides superior
trading quality and, ultimately, the liquidity to allow our issuers to grow. This platform also
leverages the vision of the merger creating the NYSE Group by helping to support smaller,
emerging businesses joining our family of listed companies.”

cally price improving incoming system or-
ders. Only one LMM firm may make a mar-

ket in a given security. The LMMs, and the

“IT'S LIKE HAVING AN EXTRA
SET OF EYES AND EARS ON
TH E MARKE ] "— LEO HINKLEY, BFC FINANCIAL

issuers, regularly receive from NYSE Arca
reports that monitor market quality and the
LMM’s contribution.

CREATING COMPETITION

Having an LMM fosters price competition,

o Issuers are not required to have an LMM,

THE NBBO FOR DARWIN

but doing so — which comes at no additional PROFESSIONAL UNDERWRITERS'

explains Carmen Barone, a partner at VAN DER

cost — can give their shareholders more oppor- MOOLEN HOLDING NV (VDM) subsidiary VDM

95%

tunities for better pricing and more liquidity M NYSE ARCA | Specialists and senior managing director, listed-

since an LMM is obligated to make narrow, two- B NASDAQ company relations. “We actually set the stan-

sided markets every second of every trading day. dard,” he says. “We raise the competitive bar be-

A supplement to NYSE Arca’s natural liquidity, cause as the LMM, we are required to constantly

LMM:s dampen volatility and lower all-in trad- publish a bid and offer. In other words, anyone

ing costs for investors. 5% who wants to bid has to bid with me or outbid
L I

So far, NYSE specialist firms have taken on me, and anyone who wants to sell has to offer

DAILY FIVE-MINUTE VOLATILITY

the LMM role. This allows issuers planning to FOR BFC FINANCIAL with me or better my offer.”

list on or transfer to the NYSE to develop a re-
lationship and grow with a specialist firm.

In addition to maintaining continuous,
two-sided quotes, LMMs must meet mini-
mum performance requirements that in-
clude, for each stock, a percentage of the
time that his or her quotes are the national
best bid and offer (NBBO), an average dis-
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bhasis points
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LMMs BOOST MARKET QUALITY

POST-TRANSFER®

DATA RANGES: "May 19 - June 19. 2May 30 - June 21. 3June 22 - July 21.

To become an LMM, firms must meet cer-
tain selection criteria, including adequate
capital, operational capacity and experience
with making markets in equities. NYSE Arca
is structuring its pricing to make sure trading
in its listed companies is liquid by establishing
business incentives for the LMM firms. Every
time they add liquidity to the book, NYSE
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Arca pays them a “liquidity” rebate. Only
when a firm removes liquidity from the book

is it charged a transaction fee.

CUSTOMER SERVICE
NYSE Arca’s first new listing since the NYSE

Group was formed was the May IPO of DARWIN
PROFESSIONAL UNDERWRITERS INC. (DR), a
subsidiary of ALLEGHANY CORP. (Y). CFO Jack
Sennott points to the tremendous visibility the
company received on its listing day and to the
service of both NYSE Arca and Susquehanna
Specialists. “You get the service team of the full
NYSE Group, and everyone I've met seems
singularly focused on providing excellent cus-
tomer service,” he says.

He adds that Susquehanna is attentive, com-
municating with Darwin three or four times a
day, and that the firm has improved its perfor-
mance each month since the listing. For exam-
ple, the average quoted spread decreased to 7¢ in
July from 8¢ in June, and the percentage of time
Susquehanna provides the NBBO improved to
50.9 percent in July from 48.6 percent in June.

Meanwhile, investors are recognizing the
market’s exceptional market quality, choosing to
execute 74 percent of Darwin’s trading volume
through NYSE Arca. NYSE Arca reports that it
offers the best price in Darwin 95 percent of the
time (see chart), that Darwin’s quoted size is
more than twice as large as its Nasdaq industry
peers and that Darwin is 21 percent more liquid
than its Nasdaq industry peers. “We feel we’ve
gotten the best of both worlds,” says Sennott.
“It’s been a great transaction for us, and we were
thrilled with the process.”

“You're getting electronic trading with virtu-

ally instantaneous order executions,” agrees Leo

Hinkley, senior vice president, investor relations

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this article may contain forward-looking
statements within the meaning of the Private Securities Litiga-
tion Reform Act of 1995. These statements are based on NYSE
Group®'s current expectations and involve risks and uncertain-
ties that could cause NYSE Group’s actual results to differ mate-
rially from those set forth in the statements. There can be no
assurance that such expectations will prove to be correct. Actual

for BFC FINANCIAL CORP. (BFF), the first transfer
to NYSE Arca from Nasdaq. “You also get the
support of your LMM, which is a tangible ben-

efit. The market can be a jungle, and having a

friendly voice on the other end of the phone

who knows your name and company is a true

advantage. It’s like having an extra set of eyes
and ears on the market.”

BFC Financial chose as its LMM firm
VDM, which already was the NYSE specialist
for BFC’s primary holdings BANKATLANTIC
BANCORP INC. (BBX) and homebuilder LEVITT
CORP. (LEV). “We have a great track record with
VDM and the NYSE, and our objective is to
move BFC up to the NYSE,” says Hinkley.

Beyond increased visibility and superior ser-
vice, Hinkley notes, NYSE Arca has provided

significant market-quality improvements. Com-

results may differ materially from those expressed or implied in
the forward-looking statements. Factors that could cause NYSE
Group's results to differ materially from current expectations in-
clude, but are not limited to: NYSE Group’s ability to implement
its strategic initiatives; economic, political and market conditions
and fluctuations; government and industry regulation; interest-
rate risk and U.S. and global competition; and other factors de-
tailed in NYSE Group’s Annual Report on Form 10-K and other

paring the stock’s market data one month before
and one month after the transfer shows that as
the quoted spread decreased several percentage
points, the quoted size increased 42 percent and
volatility decreased by more than half (see chart).

Moreover, NYSE Arca says it offered the best
price 63 percent of the time (compared to 3 per-
cent of the time on other markets).

Hinkley says that the move has “turned
out to be magnificent. The increased visibil-
ity and liquidity, the volume and depth of
trading activity and the seamless transition
to NYSE Arca is a testament to both the peo-
ple at VDM and NYSE Group. Our phone
volume rose appreciably,” he adds, “and a
great number of investors, both institutional
and retail, expressed their delight that we

made the move.” [

periodic reports filed with the U.S. Securities and Exchange Com-
mission. In addition, these statements are based on a number of
assumptions that are subject to change. Accordingly, actual re-
sults may be materially higher or lower than those projected. The
inclusion of such projections herein should not be regarded as a
representation by NYSE Group that the projections will prove to be
correct. We undertake no obligation to release any revisions to
any forward-looking statements.
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