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The Era of Glitches

August 23, 2013

“Be careful about what you wish for. You might get it”.

Since the late 1980s the world’s financial markets have undergone a radical democratization, opening
the door for retail investors even of modest means to access markets and assets previously the exclusive
domain of the very wealthy, at a steadily decreasing cost. The twin facilitators of this financial mass
marketing have been liberalization and technology. Liberalization — the break-up of old structural
monopolies like the New York Stock Exchange into multiple trading exchanges, systems and platforms.
Technology — the means by which information on prices and other raw data traverse the globe at light
speed. But there is a dark side to this imagined financial utopia.

Lights Out, Nobody Home

When the NASDAQ exchange went dark, literally, for three hours on Thursday it was not something out
of the blue but only the latest in a long string of technical “glitches” that have plagued markets with
increasing, and worrying, frequency. We live in an era of glitches, from which nobody is immune. Just
two days before connectivity problems with its main data feed brought the US’s second largest
exchange to its knees, Wall Street behemoth Goldman Sachs disrupted markets during a 17 minute
panic resulting from over 800,000 erroneously executed options contracts. Last year Knight Capital, a
major market maker, nearly went out of business after a coding error dumped hundreds of millions of
unwanted positions into their account. Then there was the Facebook IPO debacle and the flash crash of
2010, and these are just the ones that make the headlines.

Elusive Centers of Accountability

Part of the problem is that the decentralized structure that makes trading cheaper and more accessible
also makes the system architecture more complex and the centers of accountability more diffuse. In the
US alone there are 13 stock exchanges and some 40-odd “dark pools” that facilitate private trading
between thousands of institutional market participants. When problems arise like the NASDAQ
securities information processor (SIP) connectivity glitch, you can’t just call the IT guy and have him go
into the server room and fix the problem. And that’s just the hardware side. On the software side
securities markets are now dominated by algorithms programmed to make hair-trigger decisions on
patterns and events. Behind every algorithm is someone’s computer code, and as examples like the flash
crash and Knight Capital remind us, even the smartest programmer is prone to make mistakes.

Vigilance and Oversight Needed

There are no cure-alls for technology risk. But we need responsible oversight and a regulatory approach
that anticipates the future rather than just cleaning up the mess after it happens. Much good has come
of the democratization of markets, for many people. Their interests and financial well-being are second
to none in importance, and need to be the sole concern of the market’s institutions and policy leaders.

Masood Vojdani Katrina Lamb, CFA
President& CEO Head of Investment Strategy & Research

MVCM 2013 0055 Page 1 of 2
DOFU: Aug 2013



Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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