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Discussion 

DANIEL G. WEAVER* 

I enjoyed reading this paper. It fills an important gap in the market micro- 
structure literature. In recent years, the NYSE and Nasdaq have debated 
the circumstances under which trading in a security would be halted. On the 
NYSE, the debate has centered on marketwide trading halts and how to 
reopen trading after a halt. On Nasdaq, discussions have occurred as to 
whether trading should halt if markets are crossed (i.e., the highest bid is 
greater than the lowest ask) or locked (i.e., the bid is equal to the ask). 
Understanding the mechanics of trading halts, including order submission 
strategies of market participants, and identifying which types of traders 
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provide liquidity will provide important information for the ongoing debates. 
This paper provides a good description of the mechanics of trading halts, 
which most academics know very little about. 

Previous theoretical papers on trading halts have reached opposite con- 
clusions regarding the impact of trading halts on price formation. For ex- 
ample, Stein (1987) and Greenwald and Stein (1988) suggest that halts result 
in subsequent prices being more informative. In contrast, Brown and Jen- 
nings (1989) and Grundy and McNichols (1989) suggest that halts result in 
subsequent prices being less informative. In addition, previous empirical 
work on trading halts has focused on the volatility of prices around trading 
halts. Although Corwin and Lipson do not shed direct light on the efficacy of 
trading halts on price formation, they do add to the debate by empirically 
examining the behavior of liquidity providers around halts. 

Their sample consists of 295 NYSE trading halts during 1995 and 1996. 
Of the 295 trading halts they examine, 44 are order imbalance halts and 
251 are news halts. They find that news halts have a duration of about 50 
percent longer than order imbalance halts but that order imbalance halts 
are associated with average absolute price changes that are much larger 
than news halts. Given that Lee, Ready, and Seguin (1994) find substan- 
tial differences in market reaction between news pending and news dis- 
semination halts, the authors should explain why they chose to examine 
them together. This does not detract from the paper's findings. It merely 
leaves the reader wondering what knowledge could be gained by a finer 
partition of halt causes. 

Using proprietary NYSE order data, they next examine order entry be- 
havior around trading halts. As might be expected, order imbalance halts 
(but not news halts) are associated with a large increase in order submis- 
sions during the 30-minute period immediately prior to the halt. In both 
cases, there is an abnormally high amount of order cancellations during the 
halt. The authors rightly suggest that halts indirectly encourage limit order 
submissions, because limit order traders can be assured that during times of 
unusual company specific price movements, they will be given the opportu- 
nity to cancel and reenter their orders at prices that reflect current condi- 
tions. This feature relieves limit order traders from constantly monitoring 
market conditions and thus encourages them to provide liquidity. 

Using the methodology of Kavajecz (1999), they reconstruct the limit order 
book around the halt and examine depth away from the inside. By compar- 
ing depth at various increments away from the inside for halt days versus 
nonhalt days, they are able to construct a measure of abnormal depth. They 
find that for both types of trading halts, depth is generally abnormally low 
prior to the halt and abnormally greater after the halt. However, because 
they do not report spread width frequencies, interpretation of the results for 
smaller distances from the inside is difficult. During the period of their 
study, the minimum price change, or tick, was $0.125. Then, if the stocks in 
their sample vary by normal spread width, using a grid of $0.25 may result 
in an unequal number of stocks in the $0.25 and $0.50 gradations. For example, 
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examining quoted depth within $0.25 of the midpoint for stocks with a nor- 
mal spread of $0.125 will encompass the inside depth plus depth one tick 
away from the inside. However, examining quoted depth within $0.25 of the 
midpoint for stocks with a normal spread of $0.25 will only encompass the 
inside depth. Therefore, I would suggest adopting an approach that mea- 
sures depth at various increments of ticks from the inside spread rather 
than a dollar distance from the midpoint approach. This would capture vari- 
ations in spread width and thus allow for cross-sectional comparisons. At the 
very least, the authors should report the frequency of spread widths for 
their sample. 

Because the intertemporal depth patterns are similar for the two types of 
halts, they combine their sample and partition according to bid-side or ask- 
side depth and the direction of the price change following the halt. Here the 
results suggest that although some traders fail to reposition their limit or- 
ders, a substantial portion update promptly. This suggests that in the ab- 
sence of a halt, some traders may have had unwanted fills. It can then be 
inferred that halts encourage limit order submitters to supply liquidity by 
keeping the probability of an unwanted fill low. 

The next portion of Corwin and Lipson's study exploits the nature of their 
data to examine spreads around halts. Because they can reconstruct the 
limit order book, various spread measures can be measured.1 

They calculate not only the quoted spread (which most researchers are 
limited to) but also the spread dictated by orders on the limit order book and 
also the marginal spread for 5,000- and 10,000-share orders. This type of 
partitioning allows us to examine the role of the specialist in setting the 
spread. Our understanding of market microstructure would be greatly im- 
proved if this type of data were routinely available to researchers (NYSE 
take note!). 

Examining their results reveals that as one might expect, quoted spreads 
are equal to or narrower than the spread provided by the limit order book- 
except for the period during an order imbalance halt. During that time, the 
median percentage quoted spread is nearly seven times greater than that of 
the limit order spread. It is with this fact that the paper illustrates the 
important role of the specialist during order imbalance halts. During an 
order imbalance halt, the specialist is allowed to ignore standing limit or- 
ders in setting the spread (the authors call this "spreading the quote"). This 
gives market participants an indication of the direction of the imbalance 
and allows them to adjust their orders accordingly. Interestingly, the authors 
state that both limit and market orders can be canceled during a halt. I was 

1 NYSE order data are limited to orders submitted through the SuperDOT system. Orders 
originating from the floor are excluded. According to the 1996 NYSE Fact Book, SuperDOT 
orders account for only 38 percent of NYSE volume; they account for 85 percent of all orders. 
This suggests that these excluded floor orders are large and probably held by floor brokers 
rather than being entered in the limit order book. Therefore, the expected bias from these 
excluded orders is expected to be small. 
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unaware that market orders could be canceled. The authors need to discuss 
this point further. Also, the rules governing "spreading the quote" need to be 
discussed further. 

Corwin and Lipson then examine the contribution of floor liquidity (orders 
held by floor brokers instead of placed on the limit order book, or supplied 
by the specialist) to the actual depth (depth available from all sources) in 
the market. They find that the floor is a major provider of liquidity in the 
period immediately after a halt. This section again illustrates the depth of 
understanding (no pun intended) that would be possible if exchanges and 
markets routinely made order data available to researchers. 

Next, the authors analyze whether the specialist uses information in ad- 
dition to existing limit orders to set the opening price. Following the meth- 
odology of Madhavan and Panchapagesan (1998), they employ two-stage 
regressions to examine the relation between prices following the halt and 
several alternative prices (system clearing, limit order book clearing, or open- 
ing price). They find that opening price is the best predictor of price one 
hour after the halt. Therefore, consistent with Madhavan and Panchapage- 
san, the specialist adds to the price discovery process. 

In the final section of the paper the authors explore whether the increase 
in volatility following a halt (first documented by Lee et al. (1994)) is caused 
by the decreased liquidity that the authors find. In essence they want to see 
if posthalt volatility is caused by orders "running through the book." They 
find that although the reduced liquidity following a halt has some explan- 
atory power with regard to posthalt volatility, a very large part of the vol- 
atility can be explained by increased trading volume following the halt. The 
only problem I have with this section is that the authors do not explain why 
they dropped their partitioning by halt type for their tests. It left me won- 
dering if the impact was uniform across halt types. 

The authors point out that they cannot answer the question of whether 
halts are beneficial. I suggest a method that may allow for an answer. When 
the NYSE halts trading, not all other exchanges follow suit. If a regional 
exchange or Nasdaq still allows trading in a stock while the NYSE halts 
trading, it could be argued that it was not a true halt. By separately exam- 
ining those halts that only the NYSE participated in from those that all 
market centers participated in, we may be able to judge the efficacy of halts. 
Of course this would require an investigation of the conditions under which 
other market centers follow the NYSE in initiating a trading halt. Delineat- 
ing the conditions would lead to an even better understanding of trading 
halts. 

In closing I thank the authors for writing this paper. I learned a great 
deal, and others will as well. 

REFERENCES 

Brown, David P., and Robert H. Jennings, 1989, On technical analysis, Review of Financial 
Studies 2, 527-552. 



Discussion 1805 

Greenwald, Bruce C., and Jeremy C. Stein, 1988, The task force report: The reasoning behind 
the recommendations, Journal of Economic Perspectives 2, 3-23. 

Grundy, Bruce, and Maureen McNichols, 1989, Trade and revelation of information through 
prices and direct disclosure, Review of Financial Studies 2, 485-526. 

Kavajecz, Kenneth, 1999, The specialist's quoted depth and the limit order book, Journal of 
Finance, forthcoming. 

Lee, Charles M. C., Mark J. Ready, and Paul J. Seguin, 1994, Volume, volatility, and New York 
Stock Exchange trading halts, Journal of Finance 49, 183-214. 

Madhavan, Ananth, and Venkatesh Panchapagesan, 1998, Price discovery in auction markets: 
A look inside the black box, Working paper, University of Southern California. 

Stein, Jeremy, 1987, Informational externalities and welfare-reducing speculations, Journal of 
Political Economy 95, 1123-1145. 


	Article Contents
	p.1801
	p.1802
	p.1803
	p.1804
	p.1805

	Issue Table of Contents
	The Journal of Finance, Vol. 55, No. 4, Papers and Proceedings of the Sixtieth Annual Meeting of the American Finance Association, Boston, Massachusetts, January 7-9, 2000 (Aug., 2000), pp. i-vi+1477+1479+1478+1480-1900
	Front Matter [pp.i-v]
	Selection Editor's Introduction [p.1477]
	Friction [pp.1479-1514]
	Asset Pricing at the Millennium [pp.1515-1567]
	Continuous-Time Methods in Finance: A Review and an Assessment [pp.1569-1622]
	In Search of New Foundations [pp.1623-1653]
	Mutual Fund Performance: An Empirical Decomposition into Stock-Picking Talent, Style, Transactions Costs, and Expenses [pp.1655-1695]
	Mutual Fund Performance: An Empirical Decomposition into Stock-Picking Talent, Style, Transactions Costs, and Expenses: Discussion [pp.1695-1703]
	Foundations of Technical Analysis: Computational Algorithms, Statistical Inference, and Empirical Implementation [pp.1705-1765]
	Foundations of Technical Analysis: Computational Algorithms, Statistical Inference, and Empirical Implementation: Discussion [pp.1765-1770]
	Order Flow and Liquidity around NYSE Trading Halts [pp.1771-1801]
	Order Flow and Liquidity around NYSE Trading Halts: Discussion [pp.1801-1805]
	Corporate Reorganizations and Non-Cash Auctions [pp.1807-1849]
	Corporate Reorganizations and Non-Cash Auctions: Discussion [pp.1850-1854]
	Reports of the American Finance Association
	Minutes of the Annual Membership Meeting [pp.1855-1856]
	Report of the Executive Secretary and Treasurer [pp.1857-1860]
	Report of the Editor for His Tenure and 1999 [pp.1861-1892]
	Report of the Representative to the National Bureau of Economic Research [pp.1893-1894]

	Back Matter [pp.1895-1900]



