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Richaard Rizzo – SStock Markket Trader && Professionnal Trading Education Provider 

How to Add o r Removing Liquidity Froom The Stocck Market Plaace: 
Thhe understanding of Addinng and Removving liquidity is hard to grassp at first, but it's quite simmple once youu get 
it. One basic pprincipal you sshould know before trying to figure it all  out is this...  Most Direct AAccess Tradeers 
loooking to get tthe best pricee fill will at a p articular momment will comee out of pockeet to pay the ECN fee or wwill 
paay even moree by using an alternate ECN provider thaat charges litttle or no fee ffor the executtion.  Therefoore, a 
tyypical intradayy trader cannoot escape comming out of poocket one wa ay or the otherr for the cost of ECN’s, andd 
haave two choicces as explainned below. 

Choice 1: Remmoving Liquiidity By Execcuting Your LLimit Order AAt The Best AAvailable Prrice 
Inn most cases,  this is the beest choice andd is preferred by most expeerienced day traders who understand thhat 
enntering or exitting a positionn to the exactt penny is most important tto make a proofit or avoid a loss.  In mosst 
caases, this chooice will TAKEE LIQUIDITY from the market and resultt incurring ann ECN chargee of apprx $.00025 
peer share fromm the desired ddestination. (eexamples: ARRCA, NSDQ, BATS, NSDQQ, NYSE, NITTE, TRIM, etc …) 

Choice 2: Addding Liquidityy By Executiing Your Limmit Order At AAn Undesira ble Price 
RRichard Rizzo has found thrrough his stattistics, that th is choice is NNOT preferredd by most expperienced tradders 
beecause it mayy result in exeecuting your oorder at an unndesirable pricce. This wouuld result in lo osing out on $$0.01 
peenny per sharre or more, aand may cost you four timees the cost of a $0.0025 ECCN fee. Keepp in mind thatt for 
evvery $0.01 peenny away froom your desireed limit price is apprx Fourr Times the EECN fee.  ($0..0025 X 4 = $$0.01 
peenny) 

Aggain, you will come out of pocket eitherr way so it’s best to just TAAKE liquidity aand pay the EECN charge aand 
mmake things mmore simple annd more profittable for you in most casess. Another prroblem with trrying to add 
liqquidity may reesult in the traader “missing the set-up” eentirely as expplained in mo re detail belo ow. 

LLong Positions –– Adding / Removing Liquidity 

LOONG POSITIONS - REMOOVING Liquiddity: 
Placing your Liimit Order ABBOVE the "Cuurrent Price" aand waiting foor it to executee when it "Risse Up" to you r limit 
wwill always "REEMOVE" liquiddity as you will be a "REM OVER" of stoock in the currrent market pplace.  For 
exxample, if thee current pricee is $29.90 annd your strate gy is to BUY at $30.01 LIMMIT, your ordeer will REMOOVE 
LIIQUIDITY fromm the currentt market placee. This is truee for the reasoon that you'ree "REMOVINGG" and NOT 
"ccontributing" to the liquidityy in the markeet place. 

LOONG POSITIONS - ADDINNG Liquidity: 
Conversely, plaacing your Limmit Order BELLOW the "Cu rrent Price" aand waiting foor it to "Fall Doown" to your llimit 
wwill always "ADDD" liquidity aas you will be a "Contributoor" of stock to  the current mmarket place. For examplee, if 
thhe current pricce is $30.05 aand your strattegy is to BUYY at $30.01 LIMIT, your ordder will ADD LIQUIDITY too the 
cuurrent markett place if the pprice falls to yyour limit as yoou are contribbuting to the lliquidity in thee market plac e. 
However, placiing a limit ordder in this fashhion will oftenn defeat the purpose enteriing at the botttom of a tradiing 
raange with the strategy of seelling at the toop. Why? Beecause in mosst cases a stoock with stron g upward 
mmomentum will often continue to rise afteer breaking ouut of the top oof its range annd continue too travel upwaards. 
Ass a result, youur limit order will most likelly fail to triggeer as the stocck may NOT ccome down too your limit price.  
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SShort Poositions – Addinng / Remmoving LLiquidityy 
THHE EXPLANAATION ABOVVE IS OPPOSSITE FOR SHHORTING STTRATEGIES EEXPLAINED BELOW: 

SHORT POSITTIONS - REMMOVING Liqu idity: 
Placing your Liimit Order BEELOW the "Cuurrent Price" aand waiting foor it to executte when the pprice "Falls Doown" 
too your limit price will alwayss "REMOVE" liquidity fromm the market pplace.  This iss true becaus e you will be a 
"RREMOVER" oof liquidity andd NOT a contributor.  For eexample, if thee current pricce is $30.05 aand your strateegy is 
too SHORT at $$29.99 LIMIT,  your order wwill REMOVE LIQUIDITY frrom the curre nt market pla ce if the pricee falls 
too your desiredd limit. 

SHORT POSITTIONS - Addiing Liquidityy: 
Conversely, plaacing your Limmit Order ABOOVE the "Currrent Price" a nd waiting forr it to "Rise U p" to your limmit will 
allways "ADD" liquidity as yoou will be a "CContributor" of stock to the  current markket place. For example, if the 
cuurrent price iss $29.92 and yyour strategyy is to SHORTT at $29.99 LIMIT, your ordder will ADD LLIQUIDITY too the 
cuurrent markett place as youu are contribu tor of liquidityy to the markeet place. Howwever, placingg a limit orderr in 
thhis fashion will often defeatt the purpose of shorting a t the TOP of aa trading rangge with the sttrategy of 
"ccovering" at thhe bottom. WWhy? Becausee in most casees a stock witth strong dowwnward momeentum will ofteen 
coontinue to fall  after breakinng through thee bottom of itss range and ccontinue to traavel downwarrd. As a resu lt, 
yoour limit orderr will most likeely fail to triggger as the sto ck may NOT come back uup to your limiit price. 

CConclusionn : 

RRichard Rizzo feels that sto ck market int raday traderss should knoww that most exxpert day tradders often do not 
ennter limit ordeers in a way too purposely AADD Liquidity..  In most casses, this practtice will causee more damagge 
thhan good.  The whole premmise of "Breakkout Trading" is to position  yourself at aa limit price immmediately 
abbove/below thhe breakout thhreshold for aa long/short p osition.  If thee trader does not act and eenter immediaately 
att the moment of break out, they will mosst likely miss the trade or eenter at a badd price. Missing your entraance 
prrice by 1 pennny or more wiill cost a tradeer 4 to 5 timess the cost of tthe ECN fee oof 1/4 of a penny per sharee. 
Inn conclusion, most expert ttraders are maainly concernned with their preferred exeecution price and not their 
coommission orr ECN cost.  TThose who tryy to evade thee ECN cost byy focusing on n adding liquiddity often get ffilled 
$..01 or more ppennies away from their deesired price.  TThe loss incurred from an undesired priice execution will 
ulltimately result in costing aa trader 5 timees the ECN chharge or moree. 
I wwould also addd that most eexpert "breakoout" day tradeers usually REEMOVE liquiddity more than 95% of the time 
annd only ADD Liquidity apprroximately 5%% of the time. Adding liquiddity 5% of thee time often hhappens by 
raandom and is not achievedd on purpose. 

CammbridgeTrader’ s Institute  NNew York, NY 110004  Bus: 877-312-5252  Fax#: 866-8119-7991 

http:www.CCambridgeTradeerLive.com
http:Support@@CambridgeTraaderLive.com

