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Securities Regulation Daily Wrap Up, EXCHANGES AND MARKET
REGULATION—Market structure committee sets agenda, issues
recommendations, (Jul. 29, 2016)
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By Mark S. Nelson, J.D.

The SEC’s Equity Market Structure Advisory Committee (EMSAC) issued the agenda for its upcoming meeting
with two of the EMSAC’s four subcommittees publishing recommendations in advance. The all-day affair is
expected to open with prefatory remarks by SEC Chair Mary Jo White and Division of Trading and Markets
Associate Director David Shillman. But the discussion will likely emphasize customer and market quality issues.

A key topic for the EMSAC’s Market Quality Subcommittee will its ongoing examination of recent market volatility
in exchange traded funds and the market mechanisms that may be employed by regulators to prevent extreme
market volatility that can result in securities prices that do not reflect actual market interest. The specific events
of August 24, 2015, which underlie the subcommittee’s recommendation, have been reviewed at least twice
by Commission staff, most recently in a study prepared for the SEC’s Division of Economic and Risk Analysis
regarding trading pauses, and previously in a research note published by staff from the Division of Trading and
Markets.

Specifically, the Market Quality Subcommittee’s recommendation noted that Limit Up/Limit Down (LU/LD)
bands’ primary function is sound, but that the re-opening process remains flawed. While the subcommittee
acknowledged, and praised, industry efforts to improve the LU/LD mechanism, members were unconvinced that
these proposed changes alone will fix the re-opening auction process.

Instead, the subcommittee said it would recommend against a trading halt when a stock becomes "stuck" in
the LU/LD and instead seek to impose a monitoring period that would allow securities markets to behave more
like futures markets do in similar circumstances (some subcommittee members disagreed with the length of
the proposed pause). The subcommittee also said it would recommend that exchanges’ clearly erroneous rules
conform to LU/LD bands and that LU/LD bands’ embrace the concept of mean reversion (stock trades back to
original price) in order to alter how LU/LD bands are triggered on the way up (the subcommittee said repeated
triggering of LU states contributed to some of the August 24 volatility). The subcommittee also published
recommendations on circuit breakers and market opening.

The EMSAC’s Customer Issues Subcommittee will review recommendations to seek SEC benchmarking of
investor confidence in U.S. equities markets and to make additional changes to Rules 605 and 606 of Regulation
NMS. The expected recommendation noted FINRA’s guidance on the use of stop orders during periods of
market volatility. But the subcommittee also explained that its recommendation may need to be updated in light
of the Commission’s recent proposal (Fact Sheet) to update disclosures related to order handling, for which
public comments are due September 26, 2016.
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