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Circuit Breakers: International Practices and Effectiveness
by Supervision of Markets Division of the Securities and Futures Commission

Overview

"Circuit breakers" and "price limits" are used by
some exchanges and regulators in the face of severe price
movements in financial markets. Circuit breakers are
trading halts triggered by sharp price movements. They

The International Organisation of Securities
Commissions Standing Committee 2 (IOSCO SC2) is
currently conducting a survey on the current practices
of trading halts in various markets, as well as trading
halts across markets (cash versus derivatives) and borders
(multi-listed or traded).

could be imposed on an individual financial instrument
or the market as a whole. Price limits are maximum
contract could rise or fall during a trading day. There is

Debate on the Effectiveness of Circuit
Breakers

no trading halt and trading can continue within the limit

There are two schools of thought on the effectiveness

bounds.

of circuit breakers. Those who support circuit breakers

percentages or values that a security or derivative

Market-wide circuit breakers, which involve closing the
entire market, are less popular than price limits on

argue that circuit breakers:
●

provide investors with "cooling off" period to calm

individual shares or derivatives because of their

fears or provide time to digest news when there are

disruptive nature.

steep declines in the markets;

There is no consensus on whether circuit breakers are

●

effective tools during crises. Also, to date, there is still

excessive market volatility;

no convincing evidence on the effectiveness of circuit
breakers. Supporters believe that circuit breakers

●

●

market declines. Opponents believe that they could be
counter-productive as they would lead to liquidity drain
and diminish market depth.
"Speed bumps" or "shock absorbers" are variations of
price limits. Some futures exchanges in the US have
adopted speed bumps to slow down (but not to halt)
the trading of stock index futures. The limits are set at

provide time to restore the equilibrium between buyers
and sellers; and

provide investors with a "cooling off" period to calm the
fear and panic that may occur when there are steep

reduce market volatility and protect investors from

provide the opportunity for increased information
flow.

Those against circuit breakers argue that circuit breakers:
●

prevent investors from engaging in equity
transactions that reflect their assessments of
economic events. Investors might therefore be
trapped in their positions;

levels much narrower than those of circuit breakers or
price limits.1 Speed bumps are not popular in other
markets.
[1] These includeopeningprice limits for stock index futures traded at the Chicago Mercantile Exchange (CME) which are effective only
for the first 10 minutes of trading, andinterimprice decline limits for stock index futures traded at the CME, Chicago Board of Trade
(CBOT) and Kansas City Board of Trade (KCBT).
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Jones Industrial Average (DJIA) fell 508 points, or
22.7%. These circuit breakers were not triggered

Circuit breakers are security-specific or market-wide

until a decade later, on 27 October 1997.

trading halts triggered by sharp price movements.
They were first adopted by the New York Stock

A typical circuit breaker will have one or more

Exchange (NYSE) and other US exchanges in 1988.

threshold levels in terms of percentage of market

Circuit breakers had been recommended by a

decline. If the threshold level is reached, the trading of

Presidential Task Force in the aftermath of the stock

the security or market will be suspended for a specified

market crash on 19 October 1987 when the Dow

period of time (Table 1).

Table 1 - NYSE's Circuit Breaker Trigger Points and Duration for Third Quarter 2001
Before
1:00 p.m.

1:00 p.m. 1:59 p.m.

2:00 p.m. 2:29 p.m.

2:30 p.m. or Later

1,100-point decline
in the Dow Jones
Industrial Average
(DJIA)

1 hour halt

1 hour halt

1/2 hour halt

No halt; if decline
continues to 2,150
points, then close for
day

2,150-point decline
in the DJIA

2 hour halt

1 hour halt

Close for day

Close for day

3,250-point decline
in the DJIA

Close for day

Close for day

Close for day

Close for day

The specific point decline of 1,100, 2,150 and 3,250 are based on the trigger level of 10%, 20% and 30%, calculated at the beginning of each
calendar quarter, using the average closing value of the DJIA for the prior month.
Sources: various exchange websites

●

accelerate price movements towards the pre-

●

announced limits (the "magnet effect") as market

are unfair to market participants with positions that
benefit from the volatility; and

participants alter their strategies and trade in
anticipation of a market halt;
●
●

deprive market participants of opportunities to raise

induce panic and uncertainty if the markets shut

liquidity to meet other obligations and lead to a chain

down suddenly and scare away buying power

of defaults.

necessary to turn a selling panic around;
In essence, circuit breakers deprive market participants
of the opportunities to transfer risk and interrupt the
price discovery process, two key functions of markets.
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Nasdaq has agreed, upon request of the Securities and

trading halt. The options, futures and other securities

Exchange Commission, to halt the trading of their

exchanges have adopted rules that are consistent with

markets should the NYSE declare a market-wide

the NYSE circuit breaker rules (Table 2).

Table 2 - Circuit Breaker Price Limits and Trading Halts in Major US Exchanges

10 % fall

Before

At or After 1:00 p.m. At or After 2:00 p.m.

At or After

1:00 p.m.

but Before 2:00 p.m.

but Before 2:30 p.m.

2:30 p.m.

NYSE Halts Half Hour

No Halt

NYSE Halts One Hour

Chicago Mercantile Exchange (CME) and Chicago Board of
Trade (CBT) will halt trading when the relevant futures contract
is limit offered and a trading halt is declared on the NYSE.
Kansas City Board of Trade (KCBT) and New York Futures
Exchange (NYFE) will halt trading if NYSE declares a trading
halt.
20 % fall

NYSE Halts

NYSE Halts

Two Hours

One Hour

CME and CBT will halt trading when
the primary futures contract is limit
offered and a trading halt is declared
on the NYSE.
KCBT and NYFE will halt trading if
NYSE declares a trading halt.
30 % fall

CME and KCBT
will treat 10% price
limit as a speed bump.*

Trading halts for the remainder of the day.
All futures trading halts for the remainder
of the day.

Equity and futures trading halts for the remainder of the day if Dow declines by
30% at any time during the day

*Speed bumpsorshock absorbersare variations of price limits. The CME and KCBT employ intermediate price decline limits at levels
below the circuit breaker levels to slow down (but not to halt) the trading of stock index futures.

Sources: various exchange websites

There is no consensus on the effectiveness of circuit

●

The effectiveness of circuit breakers may vary across

breakers because of the fact that in different markets,

markets. The parameters that may affect their

the same circuit breaker may perform differently. The

effectiveness are:

difficulty may be due to the following reasons:
●

➢ The percentage distribution of institutional

By their very nature, extreme market movements

investors and retail investors. Institutional

are quite rare. One cannot hope to create a

investors use the market halt to re-asses market

statistically significant sample of extreme market

information, but it may bring panic and fear to

movements for analysis. In the US, there was only

the less sophisticated retail investors.

a single case of execution of market-wide circuit
breakers in October 1997.
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Price limits

Not many overseas exchanges have both market-wide

Price limits set a maximum percentage or value that a

circuit breakers and price limits in place. The Korea

security or derivative contract could rise or fall during

Stock Exchange and Thailand Stock Exchange have

a trading day. Price limits are common features of

instituted both market-wide circuit breakers and price

commodity futures contracts traded in the US since

limits.

1925. Over time, they have been adopted on financial
futures contracts as well.
Unlike circuit breakers, price limits are not a trading
halt per se, since they do not create a timeout from
the trading process.

Trading can continue

immediately if buyers and sellers agree to a price
within the limit bounds. For example, at the Korea
Stock Exchange, the allowable daily trading band for
share price fluctuation is 15%.
Because of its less disruptive nature, price limits are
instituted in more markets than circuit breakers. The

Table 3 - Stock Markets with Price Limits
Stock Markets

Price Limit

Austria
Belgium
Finland
France
Luxembourg
Portugal
China
Japan
Korea
Malaysia

± 15%
± 5 - 10%
± 15%
± 15%
± 5%
± 15%
± 10%
± 10 - 60%
± 15%
- 30%
(downside limit only)
± 7%
± 30%

following table lists the major stock markets that
have price limits in place, ranging from 5% to 60%
(Table 3).

Taiwan
Thailand

Sources: various exchange websites

investors. Foreign investors may move their

The Situation in Hong Kong

capital to other countries.

Hong Kong Exchanges and Clearing Limited (HKEx)

➢ The general educational level, investment

does not impose any circuit breaker or price limit on its

experience and cultural characteristics, etc., of

markets. In early 1997, the Stock Exchange of Hong

retail investors may make them react differently

Kong, when consulting participants on the third

(panic or calm).

generation of the Automatic Trade Matching Execution
System (AMS/3), had also sought their views on circuit

➢ The availability of substitute markets to shift
trading either to markets in other countries or

breakers. Market participants were largely nonsupportive of circuit breakers.

to the over-the-counter markets.
The Hong Kong Futures Exchange removed the
maximum fluctuation limit imposed on the Hang Seng
Index and sub-index futures and options contracts in
late 1997 in the belief that the global trend was to let
market forces determine the direction of markets.
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ëìÑÑáÅáÉåíäó=ÇáëçêÇÉêäó=íç=íêáÖÖÉê=~=ÅäçëìêÉ=~åÇ=íÜÉå=çåäó

áåîÉëíçêë= íÜÉ= êáÖÜí= íç= íê~ÇÉI= ÜÉÇÖÉ= çê= ìåäç~Ç= íÜÉáê
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ã~êâÉíK==qÜÉ=éçäáÅó=áåíÉåí=çÑ=íÜÉ=pc`=~åÇ=ehbñ=áë=íç
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Appendix - Circuit Breakers of Other markets
j~êâÉí

_ê~òáä
Eã~êâÉí=JïáÇÉF

qêáÖÖÉê=iÉîÉä=Ñçê=qê~ÇáåÖ=e~äí=çê=mêáÅÉ=iáãáí

●

●

`~å~Ç~
Eã~êâÉí=J=ïáÇÉF

●

●

fí~äó
EëÉÅìêáíó=J
ëéÉÅáÑáÅF

●

●
●

qÜÉ=p~ç=m~ìäç=píçÅâ=bñÅÜ~åÖÉ=fåÇÉñ=Ñ~ääë=NMB=çÑ=íÜÉ
éêÉîáçìë=Ç~óDë=ÅäçëÉ
c~ää=êÉ~ÅÜÉë=NRB=~ÑíÉê=íê~ÇáåÖ=áë=êÉçéÉåÉÇ
j~êâÉí=Ü~äíë=áÑ=íÜÉ=açï=gçåÉë=^îÉê~ÖÉ=Ñ~ääëW
➢ NMB
➢ OMB
➢ PMB
qê~ÇáåÖ=Ü~äíë=áå=ëíçÅâ=ã~êâÉí=íêáÖÖÉêë=Ü~äíë=áå=ÑìíìêÉë=ã~êâÉí
HNMB=ïáíÜ=êÉëéÉÅí=íç=ëÜ~êÉë=~åÇ=ìåáíë=áå=ÅäçëÉÇ=ÉåÇ=áåîÉëíãÉåí
ëÅÜÉãÉë
HPMB=ïáíÜ=êÉëéÉÅí=íç=ï~êê~åíë=~åÇ=éêÉJÉãéíáîÉ=êáÖÜíë
HRB=ïáíÜ=êÉëéÉÅí=íç=ÅçåîÉêíáÄäÉ=ÄçåÇë

pçìíÜ=hçêÉ~
`~ëÜ=j~êâÉíë
Eã~êâÉí=J=ïáÇÉF
●
hçêÉ~=`çãéçëáíÉ=píçÅâ=mêáÅÉ=fåÇÉñ=EhlpmfF=ÅçåíáåìÉë=Ñ~ääáåÖ
Ççïå=NMB=çê=ãçêÉ=çÑ=íÜÉ=éêÉîáçìë=Ç~óDë=ÅäçëÉ=Ñçê=çåÉ=ãáåìíÉ
●
OM=ãáåìíÉë=~ÑíÉê=íÜÉ=íêáÖÖÉê=çÑ=ÅáêÅìáí=ÄêÉ~âÉêëI=íÜÉ=ÉñÅÜ~åÖÉ
ïáää=ÅçääÉÅí=çêÇÉêë=Ñêçã=áíë=ãÉãÄÉêë=Ñçê=NM=ãáåìíÉë=~åÇ=íÜçëÉ
çêÇÉêë=~êÉ=ã~íÅÜÉÇ=Äó=~=ëáåÖäÉ=éêáÅÉ
●
`áêÅìáí=ÄêÉ~âÉêë=~êÉ=íêáÖÖÉêÉÇ=çåäó=çåÅÉ=~=Ç~ó=~åÇ=~êÉ=åçí
íêáÖÖÉêÉÇ=~ÑíÉê=OWOM=éã=EQM=ãáåìíÉë=ÄÉÑçêÉ=ã~êâÉí=ÅäçëáåÖF

iÉåÖíÜ=çÑ
qê~ÇáåÖ=e~äí
●

PM=ãáåìíÉë

●

N=Üçìê

●

PM=ãáåìíÉë
N=Üçìê
O=Üçìêë

●
●

●

aÉÅáÇÉÇ=Äó=íÜÉ
j~êâÉí
j~å~ÖÉãÉåí
`çãé~åó

●

PM=ãáåìíÉë

●

R=ãáåìíÉë

●

OM=ãáåìíÉë

●

aÉä~ó=çÑ=NR
ãáåìíÉë

●

fåíÉêêìéíáçå=çÑ
NR=ãáåìíÉë

●

PM=ãáåìíÉë

●

N=Üçìê

cìíìêÉë=j~êâÉíë
●

●

●

●

pïáíòÉêä~åÇ
EëÉÅìêáíó=J
péÉÅáÑáÅF

qÜÉ=äÉ~Ç=ãçåíÜ=Åçåíê~Åí=Üáíë=HLJ=RB=çÑ=íÜÉ=éêÉîáçìë=Ç~óDë=ÅäçëÉ
~åÇ=íÜÉ=ÇÉîá~íáçå=ê~íÉ=çÑ=íÜÉ=ÅìêêÉåí=ÑìíìêÉë=éêáÅÉ=Ñêçã=íÜÉ
íÜÉçêÉíáÅ~ä=éêáÅÉ=áë=HLJ=PB
cçê=íÜÉ=åÉñí=NM=ãáåìíÉë=ÑçääçïáåÖ=íÜÉ=ÅççäáåÖ=éÉêáçÇI=íÜÉ=çêÇÉêë
~êÉ=ÅçääÉÅíÉÇ=~åÇ=íÜÉå=ã~íÅÜÉÇ=Äó=Å~ää=íê~ÇáåÖ
`áêÅìáí=ÄêÉ~âÉêë=êìå=çåäó=çåÅÉ=~=Ç~ó=~åÇ=ëÜ~ää=åçí=ÄÉ=íêáÖÖÉêÉÇ
~ÑíÉê=OWOM=éã
hlpmf=Ñ~ääë=NMB=çê=ãçêÉ=Ñêçã=íÜÉ=éêÉîáçìë=Ç~óDë=ÅäçëÉ=Ñçê
çåÉ=ãáåìíÉ

qê~ÇáåÖ=áë=Ü~äíÉÇ=ïÜÉå=íÜÉ=éêáÅÉ=ãçîÉãÉåí=çÑ=~=ëÉÅìêáíó=Ü~ë=ÉñÅÉÉÇÉÇ
íÜÉ=~ÅÅÉéí~ÄäÉ=é~ê~ãÉíÉêë=ëÉí=Äó=íÜÉ=ÉñÅÜ~åÖÉ
aìêáåÖ=çéÉåáåÖW
bèìáíáÉëI=fåîÉëíãÉåí=cìåÇë=~åÇ=bñÅÜ~åÖÉ=qê~ÇÉÇ=cìåÇë
●
fÑ=éçíÉåíá~ä=çéÉåáåÖ=éêáÅÉ=ÇÉîá~íÉë=Äó=OB=çê=ãçêÉ=Ñêçã=êÉÑÉêÉåÅÉ=éêáÅÉK
kç=ëíçé=áå=íê~ÇáåÖ=çÑ=ëÉÅìêáíáÉë=éêáÅÉÇ=äÉëë=íÜ~å=pcê=NM
aìêáåÖ=Åçåíáåìçìë=íê~ÇáåÖW
●

qÜ~áä~åÇ

●

●

fÑ=íÜÉ=éçíÉåíá~ä=ÑçääçïJìé=éêáÅÉ=ÇÉîá~íÉë=Äó=ãçêÉ=íÜ~å
OB=Ñêçã=êÉÑÉêÉåÅÉ=éêáÅÉK=kç=ëíçé=áå=íê~ÇáåÖ=çÑ=ëÉÅìêáíáÉë=éêáÅÉÇ
äÉëë=íÜ~å==pcê=NM
fÑ==íÜÉ=píçÅâ=bñÅÜ~åÖÉ=çÑ=qÜ~áä~åÇ=EpbqF=fåÇÉñ=Ñ~ääë=NMB=Ñêçã
éêÉîáçìë=Ç~óDë=ÅäçëáåÖ
fÑ=íÜÉ=pbq=fåÇÉñ=ÅçåíáåìÉë=íç=Çêçé=Äó=OMB

pçìêÅÉëW=î~êáçìë=ÉñÅÜ~åÖÉ=ïÉÄëáíÉë
pc`=nr^oqboiv=_riibqfk=^rqrjk=OMMN

