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S&P 500 Index 

+11.15  +0.67% 

Dow Jones Industrial Average 

-70.96   -0.47% 

NASDAQ Composite 

+55.01  +1.53% 

Last week was a strange week for the markets.  The 

Dow continued to fall while the S&P recovered slight-

ly.  The technology-heavy Nasdaq outperformed de-

spite a major disruption to all Nasdaq listed stocks.  

On Thursday, Nasdaq was forced to completely shut-

down trading of all listed stocks for three hours.  This 

meant that investors could not buy or sell shares in 

companies such as Microsoft, Apple, Intel, Cisco, 

and thousands of other major companies.  While the 

exact cause of the problem is still a mystery, the 

shutdown brought up many of the underlying prob-

lems that have come from high frequency trading, 

antiquated systems, and special trading privileges. 

The SIP 

 Nasdaq has stated that they chose to shut-

down all trading, because of a problem with the Se-

curites Information Processor or SIP.  A faulty con-

nection between the NYSE ARCA system is said to 

be the cause of the problem, but that explanation 

is too vague to provide a thorough understanding 

and we will likely never know all the details. 

 The breaking of the SIP brings many im-

portant issues to the surface, but in order to under-

stand them, we must first discuss what the SIP is.  

Nasdaq receives orders to buy or sell securities of 

Nasdaq listed stocks from a number of sources.  The 

SIP is responsible for organizing the trade infor-

mation and reporting it to third party vendors.  The 

general public can then view price quotes from their 

broker or their information provider.  However, in re-

cent years exchanges have allowed alternative meth-

ods for receiving this data.  High frequency trading 

firms can now establish a direct connection to the ex-

change which bypasses the SIP altogether.  Many 

critics (myself included) believe that this gives an un-

fair advantage to these firms because they can pro-

cess orders at speeds measured in billionths of a 

second as opposed to the SIP, which processes or-

ders in 1 thousanth of a second.  The chart to the 

right shows how the system is unfair to the retail in-

vestor even when it is working properly.  High fre-

quency traders can see and act on information long 

before the retail investor.   
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 The CEO of Nasdaq said that 

they shutdown the entire exchange 

because, when the SIP was broken, 

the direct feed was still working and 

giving an unfair advantage to those 

who could afford it.  However, the 

direct feed always provides a signifi-

cant advantage, because it is faster 

and more reliable.  If it didn’t provide 

an advantage high frequency trad-

ing firms would not pay huge 

amounts of money for a direct feed. 

Another Explanation? 

 I watched the crash happen in real-time, 

and I noticed some strange activity prior to the fail-

ure of the SIP.  The Chart on the right shows 1 mi-

nute bars of Apple stock.  You will notice a lot of 

oddities with this chart.  You will first notice that 

before there was a problem with quotes, Apple’s 

stock price had gone into free fall on absolutely no 

news.  You may also notice that Apple continued 

to trade for 15 minutes before the Nasdaq halted 

the exchange even though retail investors did not 

have access to quotes.  You can see this more 

clearly here.  The last problem is that after the 

Nasdaq reopened, the bid and ask spreads were 

so far apart that the average investor may have 

received an execution at a price far above or be-

low the real market price. 

 While it could be entirely coincidental that 

Apple went into freefall just before the quote sys-

tem stopped working, I certainly don’t buy it.  I wit-

nessed several extreme price movements both 

higher and lower just before the quote system 

stopped working in many Nasdaq stocks, which 

leaves me to suspect that the SIP was over-

whelmed by quotes from high frequency trading 

firms which caused it to break. 

Conclusion 

 I am certainly not a luddite, and I strongly 

believe that technology should be used to improve 

our capital markets.  However, there is clearly a 

growing problem that is undermining the pub-

lic’s confidence in the stock market.  This 

problem is not caused by technology, but ra-

ther, by a two-tiered system that favors those 

who are wealthy enough to get access to di-

rect feeds.  The solution is simple and to me 

seems glaringly obvious, but until this system 

is fixed, expect to see more and more unusu-

al market fluctuations. 

Quotes Stop Nasdaq Halted 

http://www.nanex.net/aqck2/4396.html
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RISK SCORE 1 2 3 4 5 6 7 8 9 10 

Debt 66 54 48 40 33 27 19 15 8 8 

Short Term 28 21 19 16 14 10 7 5 3 3 

intermediate term 20 21 20 15 13 11 7 5 3 3 

long term 9 7 7 7 4 4 4 4 2 2 

floating 9 5 2 2 2 2 1 1 0 0 

           

Equities 18 27 33 41 47 51 59 64 71 71 

small cap 3 4 8 8 13 14 17 21 27 32 

mid cap 3 5 9 14 14 17 23 24 26 28 

large cap 12 18 16 19 20 20 19 19 18 11 

           

Other 16 19 19 19 20 22 22 21 21 21 

Reits 8 10 10 10 10 11 11 10 9 8 

Commodities 5 6 6 6 7 8 8 8 9 10 

currency 3 3 3 3 3 3 3 3 3 3 

           

total 100 100 100 100 100 100 100 100 100 100 

Strategic Allocation 

Conservative Aggressive 

The Strategic allocation represents what should be the long term average of a portfolio.  That is, 

the average allocation of the portfolio should adhere to these risk allocations.  Different asset 

classes will outperform during different market conditions.  This allocation will change slowly as 

new information comes to light that will affect the long term performance of certain asset classes.  

We expect that portfolios that are more aggressive will outperform conservative portfolios over a 

longer period of time, but will experience a greater amount of volatility.   
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Neutral short term debt, particularly for more conservative clients.  This sector should re-

duce interest rate risk as well as market risk in the portfolio. 

 

Neutral intermediate term debt 

 

Overweight Long Term Debt, this asset class has been oversold as a result of market expec-

tations of Fed tightening, we are slowly purchasing more long dated treasuries and TIPS at the 

higher yields. 

 

Overweight on floating rate debt,  we are expecting slow and steady appreciation on floating 

rate notes. 

 

Neutral Small Capitalization Stocks, we are recommending smaller companies with strong 

balance sheets and little need for short term debt financing.  

 

Neutral Mid-Cap Stocks, we apply the same logic to this asset class as to small cap stocks.  

 

Underweight Large Cap Stocks,  We are more selective with large cap stocks, and will try to 

avoid those companies with a larger exposure to the Chinese economy. 

 

Neutral REITs, we will start looking to slowly increase REIT holdings now that selling has 

begun. 

 

Neutral Commodities, commodities have recovered significantly since our overweight call, 

so we are reducing our weighting back to neutral. 

 

Currency -  We are underweight the Euro.  We continue to recommend protecting any exposure to 

the yen.   


