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EVIDENCE REGARDING A SEGMENTED STOCK MARKET*
Frank K, REILLY**

I. INTRODUCTION

FiNnanciAL wrITERS discuss the New York Stock Exchange (NYSE), the
American Stock Exchange (ASE), and the Over-the-Counter market (OTC)
in separate terms because: (1) there is little or no overlap in the stocks in
the three locations, (2) requirements for “listing” or trading among the three
markets differ, and (3) there are variations in procedures for purchase and
sale of stock. Little attention, however, has been given to the notion that these
geographically separated markets might in fact have fundamental economic
characteristics that distinguish them. Evidence that the three market seg-
ments are considered virtually synonymous is provided by the fact that the
most widely quoted stock market indicator series (and in most cases the only
indicators mentioned) are the Dow-Jones 30 Industrials, the Standard and
Poor’s 425 Industrials, and recently the New York Stock Exchange Index. A
seldom-noted fact, and one of considerable importance, is that all of these
stock market indicators limit their samples to stocks listed on the New York
Stock Exchange. Employing one of these indicators to describe what is hap-
pening to common stock prices in general implies that either the NYSE is the
only relevant segment of the stock market, or that as the NYSE goes, so
goes all other segments of the stock market.

The notion that the NYSE is the only relevant segment of the market can
probably be dismissed as unrealistic. While numerous investors, both indi-
vidual and institutional, limit their activities to the NYSE, there are many
more security issues traded OTC than on the NYSE.! While the NYSE is
dominant in terms of the value of transactions, it comprises only about 50 to
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1. At the end of 1970 there were 1,840 issues listed on the NYSE according to Maurice L. Farrell
(Ed.), The Dow-Jones Investor's Handbook (Princeton, New Jersey: Dow-Jones Books, 1971),
p. 70. While it is not possible to estimate the exact number of issues traded on the over-the-counter
market, the National List that includes issues approved by the National Quotations Committee of
the NASD contains about 2,000 stocks. For a list of the qualifications see, L. M. Loll, Jr. and
J. G. Buckley, The Over-the-Counter Securities Markets, A Review Guide, Second Edition (Engle-
wood Cliffs, N.J.: Prentice-Hall, Inc., 1967), pp. 157-158. In addition to the national list, there
are an estimated 20,000-40,000 issues traded on a local and regional basis.
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