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19b-4 Information 

 

1. Text of Proposed Rule Change 

Pursuant to the provisions of Section 19(b)(1) under the Securities Exchange Act 

of  1934 (“Act”),1 and Rule 19b-4 thereunder,2 The Chicago Stock Exchange, Inc. 

(“CHX or “Exchange”) is filing with the Securities and Exchange Commission 

(“Commission”) a proposed rule change to enhance quotation requirements for market 

makers

sed rule change for publication in the Federal

.   

A notice of the propo  Register is 

attached hereto as Exhibit 1. 

(a)  The text of the proposed rule change is set forth below.  Proposed new 

language is u

RULES OF THE CHIC K EXCHANGE, INC. 
 

ARTICLE 16.  Market Makers 

fair and orderly markets on the 

                                                

nderlined; proposed deletions are in brackets.3 

AGO STOC

*  *  *  *  * 

*  *  *  *  * 

Rule 8.  Responsibilities 
 
Each market maker must engage in a course of dealings for its own account to assist in 
the maintenance, to the extent reasonably practicable, of 

 
1  15 U.S.C. 78s(b)(1). 

2  17 CFR 240.19b-4. 

3  The text of the proposed rule change is available from CHX’s website at 
http://www.chx.com/content/Participant_Information/Rules_Filings.html, at 
CHX’s principal office, and at the Commission’s Public Reference Room. 
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[a. Continuous two-sided quotation. Each market maker must use automated system(s) to 
otation, for at least a round lot, in each of 

the securities in which it is registered.] 

Exchange in accordance with this rule. The responsibilities and duties of a market maker 
specifically include, but are not limited to, the following: 
 

maintain a continuous two-sided principal qu

 
a. Quotation Requirements and Obligations  

(1) Two-Sided Quote Obligation.  For each security in which a member is registered as a 
Market Maker, the member shall be willing to buy and sell such security for its own 
account on a continuous basis during regular market hours and shall enter and maintain a 
two-sided trading interest (“Two-Sided Obligation”) that is identified to the Exchange as 
the interest meeting the obligation and is displayed in the Exchange’s quotation montage 
at all times.  Interest eligible to be considered as part of a Market Maker’s Two-Sided 
Obligation shall have a displayed quotation size of at least one normal unit of trading (or 
a larger multiple thereof); provided, however, that a Market Maker may augment its 
Two-Sided Obligation size to display limit orders priced at the same price as the Two-
Sided Obligation.  Unless otherwise designated, a "normal unit of trading" shall be 100 
shares.  After an execution against its Two-Sided Obligation, a Market Maker must 
ensure that additional trading interest exists in the Exchange to satisfy its Two-Sided 
Obligation either by immediately entering new interest to comply with this obligation to 
maintain continuous two-sided quotations or by identifying existing interest on the 
Exchange book that will satisfy this obligation. 

(2) Pricing Obligations.  For NMS stocks (as defined in Rule 600 under Regulation 
NMS) a Market Maker shall adhere to the pricing obligations established by this Rule 
during Regular Market Hours.   

(A) Bid Quotations.  At the time of entry of bid interest satisfying the Two-Sided 
Obligation, the price of the bid interest shall be not more than the Designated 
Percentage away from the then current National Best Bid, or if no National Best 
Bid, not more than the Designated Percentage away from the last reported sale 
from the responsible single plan processor.  In the event that the National Best 
Bid (or if no National Best Bid, the last reported sale) increases to a level that 
would cause the bid interest of the Two-Sided Obligation to be more than the 
Defined Limit away from the National Best Bid (or if no National Best Bid, the 
last reported sale), or if the bid is executed or cancelled, the Market Maker shall 
enter new bid interest at a price not more than the Designated Percentage away 
from the then current National Best Bid (or if no National Best Bid, the last 
reported sale), or identify to the Exchange current resting interest that satisfies the 
Two-Sided Obligation. 

(B) Offer Quotations.  At the time of entry of offer interest satisfying the Two-
Sided Obligation, the price of the offer interest shall be not more than the 
Designated Percentage away from the then current National Best Offer, or if no 
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National Best Offer, not more than the Designated Percentage away from the last 
reported sale received from the responsible single plan processor.  In the event 
that the National Best Offer (or if no National Best Offer, the last reported sale) 
decreases to a level that would cause the offer interest of the Two-Sided 
Obligation to be more than the Defined Limit away from the National Best Offer 
(or if no National Best Offer, the last reported sale), or if the offer is executed or 
cancelled, the Market Maker shall enter new offer interest at a price not more than 
the Designated Percentage away from the then current National Best Offer (or if 
no National Best Offer, the last reported sale), or identify to the Exchange current 
resting interest that satisfies the Two-Sided Obligation. 

(C) The National Best Bid and Offer shall be determined by the Exchange in 
accordance with its procedures for determining protected quotations under Rule 
600 under Regulation NMS.   

(D) For purposes of this Rule, the term “Designated Percentage” shall mean the 
individual stock pause trigger percentage under CHX Article 20, Rule 2 (or 
comparable rule of another exchange) less two (2) percentage points.  For times 
during regular market hours when stock pause triggers are not in effect under 
CHX Article 20, Rule 2 (or comparable rule of another exchange), the Designated 
Percentage calculation will assume a trigger percentage of 22%.  For NMS stocks 
that are not subject to such stock pause triggers the Designated Percentage will 
assume a trigger percentage of 32%. 

(E) For purposes of this Rule, the term “Defined Limit” shall mean the individual 
stock pause trigger percentage under CHX Article 20, Rule 2 (or comparable rule 
of another exchange) less one-half (1/2) percentage point.  For times during 
regular market hours when stock pause triggers are not in effect under CHX 
Article 20, Rule 2 (or comparable rule of another exchange), the Defined Limit 
calculation will assume a trigger percentage of 22%.  For NMS stocks that are not 
subject to such stock pause triggers the Defined Limit calculation will assume a 
trigger percentage of 32%. 

(F) Nothing in this Rule shall preclude a Market Marker from quoting at price 
levels that are closer to the National Best Bid and Offer than the levels required 
by this Rule.  

(G) The minimum quotation increment for quotations of $1.00 or above in all 
System Securities shall be $0.01. The minimum quotation increment in the 
System for quotations below $1.00 in System Securities shall be $0.0001.  

b. Adequate capital. [b. Adequate capital.] Each market maker must maintain adequate 
minimum capital in accordance with Article 7. 
 
c. Specific quotation or trade requirement. [c. Specific quotation or trade requirement.] 
Over the course of each calendar month, a market maker must meet either of these 
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under the terms of applicable national market 
stem reporting plans; or (2) the shares traded by a market maker for its own account, 

 equal or exceed 1% of the total number of shares 
xecuted on the Exchange in that issue. 

In most circumstances, market maker quotations should be priced no more than 
0% away from the prevailing NBBO (as applicable) for securities priced under $1.00, 

5% for securities priced between $1.00 and $50.00 and 3% for securities priced above 
50.00.] 

 
*  *  *  *  * 

 
(b) Not applicable. 

(c) Not applicable. 

2. Procedures of the Self-Regulatory Organization

requirements: (1) at least 5% of the total number of a market maker's principal quotations 
on the Exchange, in each quarter, for each of its assigned securities, must, when entered 
on the Exchange, be at the NBBO or improve the NBBO in a manner that attributes 
market data revenue to the Exchange 
sy
for each of its assigned issues, must
e
 
[•  •  • Interpretations and Policies:  
 
.01 The continuous two-sided quotations provided by a market maker must be at 
prices which are reasonably related to the prevailing market price of the security in 
question. 
1

$

 

The proposed rule change was approved by the Board of Directors of CHX on 

September 30, 2010. No other action by CHX is necessary for the filing of the rule 

change. 

Questions regarding this rule filing may be directed to James G. Ongena, 

Associa 12) 663-2937 (telephone) or (312) 663-2231 (fax). 

3. Organization’s Statement of the Purpose of, and Statutory Basis 

te General Counsel, CHX, at (3

Self-Regulatory 
for, the Proposed Rule Change 

 
a. Purpose
  

 

Market Maker Quote Obligations   

The Exchange proposes to adopt rules to enhance minimum quotation 

requirements for market makers. Under the proposal, the Exchange will require market 
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k in relation to the single stock pause standards already in 

place o

ermissible quotes are determined by the individual character of the 

security

                                                

makers for each stock in which they are registered to continuously maintain a two-sided 

quotation within a designated percentage of the National Best Bid and National Best 

Offer as appropriate. These enhanced market maker quotation requirements are intended 

to eliminate trade executions against market maker placeholder quotations traditionally 

priced far away from the inside market, commonly known as “stub quotes.” They are also 

intended to augment and wor

n a pilot basis for stocks in the S&P 500, Russell 1000 and certain Specified 

Exchange Traded Products.4  

Under the proposal, the Exchange will require registered market makers to enter 

and maintain quotes priced at no more than a certain percentage away from the national 

inside bid and offer. P

, the time of day in which the quote is entered, and other factors which are 

summarized below:  

For issues subject to an individual stock trading trigger pause, a permissible quote 

is determined by first looking at the applicable stock trading pause trigger percentage of 

the security and then reducing that number by 2%.  Since currently the stock pause 

trigger percentage across all exchanges is 10%, a market maker’s quote in a such a 

security  may not be more than 8% away from the national best bid or best offer as 

appropriate. Once a compliant quote is entered, it may rest without adjustment until such 

time as it moves to within ½ of 1% of the applicable trigger pause percentage (i.e, 

currently 9.5%) whereupon the market maker must immediately move its quote back to at 

 
4  See, Exchange Act Release No. 62252 (June 10, 2010), 75 FR 34186 (June 16, 

2010); Exchange Act Release No. 62883(September 10, 2010), 75 FR 56608 
(September 16, 2010).   
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 reaches 21.5%). In the 

absence

ust 

immed

hing in the above precludes a market maker from voluntarily quoting at price 

levels ational best bid and best offer than required under the 

proposa

least the permissible default level of 8% away from the national best bid or best offer.  

During times in which a trigger pause percentage is not applicable (e.g. before 9:45 a.m. 

and after 3:35 p.m.), a market maker must maintain a quote no further than 20% away 

from the inside (i.e., it may rest without adjustment until it

 of national best or best offer, the above calculations will remain the same, but 

will use the national last sale instead of the absent bid or offer.  

For securities not subject to any individual stock pause trigger, the proposal will a 

assume a hypothetical 32% trigger pause, apply a 2% reduction, and require market 

makers in those issues to maintain quotes no more than 30% away from the national best 

and national best offer. Like securities subject to stock trading pauses, once a compliant 

quote is entered, it may rest without adjustment until such time as it moves to within ½ of 

1% of its applicable trigger pause percentage (31.5%) whereupon the market maker m

iately move its quote back to at least the permissible default level of 30%. These 

requirements shall apply to Regulation NMS securities during normal market hours.  

Not

that are closer to the n

l.  

b. Statutory Basis 

The statutory basis for the proposed rule change is Section 6(b)(5) of the 

Securities Exchange Act of 1934 (the “Act”),  which requires the rules of an exchange to 

promote just and equitable principles of trade, to remove impediments to and perfect the 

5

mechanism of a free and open market and a national market system and, in general, to 

                                                 
5 15 U.S.C. 78f(b)(5).   
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y across markets concerning minimum market maker quotation 

4. 

protect investors and the public interest.  The proposed rule change also is designed to 

support the principles of Section 11A(a)(1)  of the Act in that it seeks to assure fair 

competition among brokers and dealers and among exchange markets.  The Exchange 

believes that the proposed rule meets these requirements in that it promotes transparency 

and uniformit

6

requirements.  

Self-Regulatory Organization’s Statement on Burden on Competition 

The Exchange does not believe that the proposed rule change will result in any 

burden on competition that is not necessary or appropriate in furtherance of the purposes 

. Self-Regulatory Organization’s Statement on Comments on the Proposed Rule 

of the Act. 

5
Change Received from Members, Participants, or Others 

 
ed.  

6. 

Written comments were neither solicited nor receiv

Extension of Time Period for Commission Action 

CHX does not consent at this time to an extension of the time period for 

mmi

. Basis for Summary Effectiveness Pursuant to Section 19(b)(3) or for Accelerated   

Co ssion action.  

7
Effectiveness Pursuant to Section 19(b)(2) 

The Exchange requests that the Commission approve the proposed rule change on 

an accelerated basis pursuant to Section 19(b)(2) of the Act so that it may be operative as 

soon as possible.   Because similar rule filings are being proposed by multiple market 

centers, the Exchange believes that this amendment will increase transparency and 

uniformity regarding decisions minimum market maker quotation obligations. In 

 

                                                 
6  15 U.S.C. 78k-1(a)(1). 
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 6, 2010.  As such, the Exchange does not believe 

. Proposed Rule Change Based on Rules of Another Self-Regulatory Organization

particular, the Exchange is proposing to adopt this rule filing to address the execution of 

numerous transactions at stub quote prices during the declines that the market 

experienced on the afternoon of May

that the proposal should be delayed.  

8  
sionor of the Commis  

 
cable.  

9.   

Not appli

Exhibits 

1.  Completed notice of proposed rule change for publication in the Federal 

Register. 

2. – 5. Not applicable 
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EXHIBIT 1 
 

SECURITIES AND EXCHANGE COMMISSION 
 
[Release No. 34-_____; File No. SR-CHX-2010-22] 
SELF-REGULATORY ORGANIZATIONS  
 
Proposed Rule Change By Chicago Stock Exchange, Inc. to Enhance Quotation 
Requirements for Market Makers 
 
 Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”)1, and 

Rule 19b-42 thereunder, notice is hereby given that on September 17, 2010, the Chicago 

Stock Exchange, Inc. (“CHX” or the “Exchange”) filed with the Securities and Exchange 

Commission (“Commission”) the proposed rule change as described in Items I, II and III 

below, which Items have been prepared by the CHX.  The Commission is publishing this 

notice to solicit comments on the proposed rule change from interested persons. 

 
I. Self-Regulatory Organization’s Statement of the Terms of Substance of the 

Proposed Rule Change 
 
 The CHX proposes to amend its rules to enhance quotation requirements for 

market makers.  The text of this proposed rule change is available on the Exchange’s 

Web site at (www.chx.com) and in the Commission’s Public Reference Room. 

II. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory  
 Basis for, the Proposed Rule Change 
 
 In its filing with the Commission, the CHX included statements concerning the 

purpose of and basis for the proposed rule changes and discussed any comments it 

received regarding the proposal.  The text of these statements may be examined at the 

                                                 
1 15 U.S.C. 78s(b)(1). 
 
2 17 CFR 240.19b-4 
 

 

http://(www.chx.com)/
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places specified in Item IV below.  The CHX has prepared summaries, set forth in 

sections A, B and C below, of the most significant aspects of such statements. 

 
A. Self-Regulatory Organization’s Statement of the Purpose of, and Statutory Basis 

for, the Proposed Rule Changes 
 

1. Purpose 
 

 Market Maker Quote Obligations   

The Exchange proposes to adopt rules to enhance minimum quotation 

requirements for market makers. Under the proposal, the Exchange will require market 

makers for each stock in which they are registered to continuously maintain a two-sided 

quotation within a designated percentage of the National Best Bid and National Best 

Offer as appropriate. These enhanced market maker quotation requirements are intended 

to eliminate trade executions against market maker placeholder quotations traditionally 

priced far away from the inside market, commonly known as “stub quotes.” They are also 

intended to augment and work in relation to the single stock pause standards already in 

place on a pilot basis for stocks in the S&P 500, Russell 1000 and certain Specified 

Exchange Traded Products.3  

Under the proposal, the Exchange will require registered market makers to enter 

and maintain quotes priced at no more than a certain percentage away from the national 

inside bid and offer. Permissible quotes are determined by the individual character of the 

security, the time of day in which the quote is entered, and other factors which are 

summarized below:  

                                                 
3  See, Exchange Act Release No. 62252 (June 10, 2010), 75 FR 34186 (June 16, 
2010); Exchange Act Release No. 62883(September 10, 2010), 75 FR 56608 (September 
16, 2010).   
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For issues subject to an individual stock trading trigger pause, a permissible quote 

is determined by first looking at the applicable stock trading pause trigger percentage of 

the security and then reducing that number by 2%.  Since currently the stock pause 

trigger percentage across all exchanges is 10%, a market maker’s quote in a such a 

security  may not be more than 8% away from the national best bid or best offer as 

appropriate. Once a compliant quote is entered, it may rest without adjustment until such 

time as it moves to within ½ of 1% of the applicable trigger pause percentage (i.e, 

currently 9.5%) whereupon the market maker must immediately move its quote back to at 

least the permissible default level of 8% away from the national best bid or best offer.  

During times in which a trigger pause percentage is not applicable (e.g. before 9:45 a.m. 

and after 3:35 p.m.), a market maker must maintain a quote no further than 20% away 

from the inside (i.e., it may rest without adjustment until it reaches 21.5%). In the 

absence of national best or best offer, the above calculations will remain the same, but 

will use the national last sale instead of the absent bid or offer.  

For securities not subject to any individual stock pause trigger, the proposal will a 

assume a hypothetical 32% trigger pause, apply a 2% reduction, and require market 

makers in those issues to maintain quotes no more than 30% away from the national best 

and national best offer. Like securities subject to stock trading pauses, once a compliant 

quote is entered, it may rest without adjustment until such time as it moves to within ½ of 

1% of its applicable trigger pause percentage (31.5%) whereupon the market maker must 

immediately move its quote back to at least the permissible default level of 30%. These 

requirements shall apply to Regulation NMS securities during normal market hours.  
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Nothing in the above precludes a market maker from voluntarily quoting at price 

levels that are closer to the national best bid and best offer than required under the 

proposal.  

Statutory Basis 

The statutory basis for the proposed rule change is Section 6(b)(5) of the 

Securities Exchange Act of 1934 (the “Act”),4 which requires the rules of an exchange to 

promote just and equitable principles of trade, to remove impediments to and perfect the 

mechanism of a free and open market and a national market system and, in general, to 

protect investors and the public interest.  The proposed rule change also is designed to 

support the principles of Section 11A(a)(1)5 of the Act in that it seeks to assure fair 

competition among brokers and dealers and among exchange markets.  The Exchange 

believes that the proposed rule meets these requirements in that it promotes transparency 

and uniformity across markets concerning minimum market maker quotation 

requirements.  

B. Self-Regulatory Organization’s Statement of Burden on Competition 
 
 The Exchange does not believe that the proposed rule change will impose any 

burden on competition that is not necessary or appropriate in furtherance of the purposes 

of the Act. 

C. Self-Regulatory Organization’s Statement on Comments Regarding the Proposed 
Rule Changes Received from Members, Participants or Others 
 
No written comments were solicited or received. 

                                                 
4 15 U.S.C. 78f(b)(5).   
 
5  15 U.S.C. 78k-1(a)(1). 
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III. Date of Effectiveness of the Proposed Rule Changes and Timing for Commission 

Action 
 
 Within 35 days of the date of publication of this notice in the Federal Register or 

within such longer period (i) as the Commission my designate up to 90 days of such date 

if it finds such longer period to be appropriate and publishes its reasons for so finding or 

(ii) as to which the self-regulatory organization consents, the Commission will: 

(A) by order approve such proposed rule change, or 

(B) institute proceedings to determine whether the proposed rule change should be 

disapproved. 

IV. Solicitation of Comments 

 Interested persons are invited to submit written data, views and arguments 

concerning the foregoing, including whether the proposal is consistent with the Act.  

Comments may be submitted by any of the following methods: 

Electronic Comments: 

 · Use the Commission’s Internet comment form 

  (http://www.sec.gov/rules/sro.shtml); or 

 · Send an e-mail to rule-comments@sec.gov.  Please include File No. SR-

CHX-2010-22 on the subject line. 

Paper Comments: 

 · Send paper comments in triplicate to Elizabeth Murphy, Secretary,  

Securities and Exchange Commission, 100 F Street, NE, Washington, DC 

20549-1090. 

All submissions should refer to File No. SR-CHX-2010-22.  This file number should be 

included on the subject line if e-mail is used.  To help the Commission process and 

 

http://www.sec.gov/rules/sro.shtml
mailto:rule-comments@sec.gov
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review your comments more efficiently, please use only one method.  The Commission 

will post all comments on the Commission’s Internet Web site 

(http://www.sec.gov/rules/sro.shtml).  Copies of the submission, all subsequent 

amendments, all written statements with respect to the proposed rule change that are filed 

with the Commission, and all written communications relating to the proposed rule 

changes between the Commission and any person, other than those that may be withheld 

from the public in accordance with the provisions of 5 U.S.C. 552, will be available for 

inspection and copying in the Commission’s Public Reference Room, 100 F Street, N.E., 

Washington, DC 20549.  Copies of such filing will also be available for inspection and 

copying at the principal office of the CHX.  All comments received will be posted 

without change; the Commission does not edit personal identifying information from 

submissions.  You should submit only information that you wish to make available 

publicly.  All submissions should refer to File No. SR-CHX-2010-22 and should be 

submitted on or before [insert date 21 days from publication in the Federal Register]. 

 
 For the Commission, by the Division of Trading and Markets, pursuant to 

delegated authority.6 

 

        Florence E. Harmon 
        Deputy Secretary 
 

                                                 
6  17 CFR 200.30-3(a)(12). 

http://www.sec.gov/rules/sro.shtml
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