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JUSTICE BLACKMUN delivered the opinion of the Court. . . .

Prior to December 20, 1978, Basic Incorporated was a publicly traded company primarily engaged in the business of manufacturing chemical refractories for the steel industry. As early as 1965 or 1966, Combustion Engineering, Inc., a company producing mostly alumina-based refractories, expressed some interest in acquiring Basic, but was deterred from pursuing this inclination seriously because of antitrust concerns it then entertained. See App. 81-83. In 1976, however, regulatory action opened the way to a renewal of Combustion's interest.1  The "Strategic Plan," dated October 25, 1976, for Combustion's Industrial Products Group included the objective: "Acquire Basic Inc. $ 30 million." App 337.

Beginning in September 1976, Combustion representatives had meetings and telephone conversations with Basic officers and directors,  including petitioners here, [footnote omitted] concerning the possibility of a merger. [footnote omitted]  During 1977 and 1978, Basic made three public statements denying that it was engaged in merger negotiations.4  On December 18, 1978, Basic asked the New York Stock Exchange to suspend trading in its shares and issued a release stating that it had been "approached" by another company concerning a merger. Id., at 413. On December 19, Basic's board endorsed Combustion's offer of $ 46 per share for its common stock, id., at 335, 414-416, and on the following day publicly announced its approval of Combustion's tender offer for all outstanding shares.

Respondents are former Basic shareholders who sold their stock after Basic's first public statement of October 21, 1977, and before the suspension of trading in December 1978. Respondents brought a class action against Basic and its directors, asserting that the defendants issued three false or misleading public statements and thereby were in violation of §10(b) of the 1934 Act and of Rule 10b-5. Respondents alleged that they were injured by selling Basic shares at artificially depressed prices in a market affected by petitioners' misleading statements and in reliance thereon.

 The District Court adopted a presumption of reliance by members of the plaintiff class upon petitioners' public statements that enabled the court to conclude that common questions of fact or law predominated over particular questions pertaining to individual plaintiffs.  See Fed.Rule Civ.Proc. 23(b)(3).  . . .

 The United States Court of Appeals for the Sixth Circuit affirmed the class certification  . .
 The Court of Appeals joined a number of other Circuits in accepting the  "fraud‑on‑the‑market theory" to create a rebuttable presumption that respondents relied on petitioners' material misrepresentations, noting that without the presumption it would be impractical to certify a class under Federal Rule of Civil Procedure 23(b)(3).  See 786 F.2d, at 750‑751.
 We granted certiorari . . .
. . .

IV

A

 We turn to the question of reliance and the fraud‑on‑the‑market theory.  Succinctly put:

"The fraud on the market theory is based on the hypothesis that, in an open and developed securities market, the price of a company's stock is determined by the available material information regarding the company and its business....  Misleading statements will therefore defraud purchasers of stock even if the purchasers do not directly rely on the misstatements.... The causal connection between the defendants' fraud and the plaintiffs' purchase of stock in such a case is no less significant than in a case of direct reliance on misrepresentations."  Peil v. Speiser, 806 F.2d 1154, 1160‑1161 (CA3 1986).

 Our task, of course, is not to assess the general validity of the theory, but to consider whether it was proper for the courts below to apply a rebuttable presumption of reliance, supported in part by the fraud‑on‑the‑market theory. . .
This case required resolution of several common questions of law and fact concerning the falsity or misleading nature of the three public statements made by Basic, the presence or absence of scienter, and the materiality of the misrepresentations, if any.  In their amended complaint, the named plaintiffs alleged that in reliance on Basic's statements they sold their shares of Basic stock in the depressed market created by petitioners.  . . .  Requiring proof of individualized reliance from each member of the proposed plaintiff class effectively would have prevented respondents from proceeding with a class action, since individual issues then would have overwhelmed the common ones. The District Court found that the presumption of reliance created by the fraud‑ on‑the‑market theory provided "a practical resolution to the problem of balancing the substantive requirement of proof of reliance in securities cases against the procedural requisites of [Federal Rule of Civil Procedure] 23." The District Court thus concluded that with reference to each public statement and its impact upon the open market for Basic shares, common questions predominated over individual questions, as required by Federal Rules of Civil Procedure 23(a)(2) and (b)(3).

Petitioners and their amici complain that the fraud‑on‑the‑market theory effectively eliminates the requirement that a plaintiff asserting a claim under Rule 10b‑5 prove reliance.  They note that reliance is and long has been an element of common‑law fraud, see, e.g., Restatement (Second) of Torts § 525 (1977);  W. Keeton, D. Dobbs, R. Keeton, & D. Owen, Prosser and Keeton on Law of Torts § 108 (5th ed. 1984), and argue that because the analogous express right of action includes a reliance requirement, see, e.g., § 18(a) of the 1934 Act, as amended, 15 U.S.C. §78r(a), so too must an action implied under §10(b).

We agree that reliance is an element of a Rule 10b‑5 cause of action.  See Ernst & Ernst v. Hochfelder, 425 U.S., at 206, 96 S.Ct., at 1387 (quoting Senate Report).  Reliance provides the requisite causal connection between a defendant's misrepresentation and a plaintiff's injury.  See, e.g., Wilson v. Comtech Telecommunications Corp., 648 F.2d 88, 92 (CA2 1981);  List v. Fashion Park, Inc., 340 F.2d 457, 462 (CA2), cert. denied sub nom. List v. Lerner, 382 U.S. 811, 86 S.Ct. 23, 15 L.Ed.2d 60 (1965). There is, however, more than one way to demonstrate the causal connection. Indeed, we previously have dispensed with a requirement of positive proof of reliance, where a duty to disclose material information had been breached, concluding that the necessary nexus between the plaintiffs' injury and the defendant's wrongful conduct had been established.  See Affiliated Ute Citizens v. United States, 406 U.S., at 153‑154, 92 S.Ct., at 1472.  Similarly, we did not require proof that material omissions or misstatements in a proxy statement decisively affected voting, because the proxy solicitation itself, rather than the defect in the solicitation materials, served as an essential link in the transaction.  See Mills v. Electric Auto‑Lite Co., 396 U.S. 375, 384‑385, 90 S.Ct. 616, 621‑22, 24 L.Ed.2d 593 (1970).

The modern securities markets, literally involving millions of shares changing hands daily, differ from the face‑to‑face transactions contemplated by early fraud cases, [footnote omitted] and our understanding of Rule 10b‑5's reliance requirement must encompass these differences. [footnote omitted]

"In face‑to‑face transactions, the inquiry into an investor's reliance upon information is into the subjective pricing of that information by that investor.  With the presence of a market, the market is interposed between seller and buyer and, ideally, transmits information to the investor in the processed form of a market price.  Thus the market is performing a substantial part of the valuation process performed by the investor in a face‑to‑face transaction.  The market is acting as the unpaid agent of the investor, informing him that given all the information available to it, the value of the stock is worth the market price."  In re LTV Securities Litigation, 88 F.R.D. 134, 143 (ND Tex.1980).

Accord, e.g., Peil v. Speiser, 806 F.2d, at 1161 ("In an open and developed market, the dissemination of material misrepresentations or withholding of material information typically affects the price of the stock, and purchasers generally rely on the price of the stock as a reflection of its value"); Blackie v. Barrack, 524 F.2d 891, 908 (CA9 1975) ("[T]he same causal nexus can be adequately established indirectly, by proof of materiality coupled with the common sense that a stock purchaser does not ordinarily seek to purchase a loss in the form of artificially inflated stock"), cert. denied, 429 U.S. 816, 97 S.Ct. 57, 50 L.Ed.2d 75 (1976).

B

Presumptions typically serve to assist courts in managing circumstances in which direct proof, for one reason or another, is rendered difficult.  See, e.g., 1 D. Louisell & C. Mueller, Federal Evidence 541‑542 (1977).  The courts below accepted a presumption, created by the fraud‑on‑the‑market theory and subject to rebuttal by petitioners, that persons who had traded Basic shares had done so in reliance on the integrity of the price set by the market, but because of petitioners' material misrepresentations that price had been fraudulently depressed.  Requiring a plaintiff to show a speculative state of facts, i.e., how he would have acted if omitted material information had been disclosed, see Affiliated Ute Citizens v. United States, 406 U.S., at 153‑ 154, 92 S.Ct., at 1472, or if the misrepresentation had not been made, see Sharp v. Coopers & Lybrand, 649 F.2d 175, 188 (CA3 1981), cert. denied, 455 U.S. 938, 102 S.Ct. 1427, 71 L.Ed.2d 648 (1982), would place an unnecessarily unrealistic evidentiary burden on the Rule 10b‑5 plaintiff who has traded on an impersonal market.  Cf. Mills v. Electric Auto‑Lite Co., 396 U.S., at 385, 90 S.Ct., at 622.

Arising out of considerations of fairness, public policy, and probability, as well as judicial economy, presumptions are also useful devices for allocating the burdens of proof between parties.  See E. Cleary, McCormick on Evidence 968‑969 (3d ed. 1984);  see also Fed.Rule Evid. 301 and Advisory Committee Notes, 28 U.S.C.App., p. 685.  The presumption of reliance employed in this case is consistent with, and, by facilitating Rule 10b‑5 litigation, supports, the congressional policy embodied in the 1934 Act. In drafting that Act, Congress expressly relied on the premise that securities markets are affected by information, and enacted legislation to facilitate an investor's reliance on the integrity of those markets:

"No investor, no speculator, can safely buy and sell securities upon the exchanges without having an intelligent basis for forming his judgment as to the value of the securities he buys or sells.  The idea of a free and open public market is built upon the theory that competing judgments of buyers and sellers as to the fair price of a security brings [sic] about a situation where the market price reflects as nearly as possible a just price.  Just as artificial manipulation tends to upset the true function of an open market, so the hiding and secreting of important information obstructs the operation of the markets as indices of real value."  H.R.Rep. No. 1383, at 11.

See Lipton v. Documation, Inc., 734 F.2d 740, 748 (CA11 1984), cert. denied, 469 U.S. 1132, 105 S.Ct. 814, 83 L.Ed.2d 807 (1985). [footnote omitted]

The presumption is also supported by common sense and probability.24  Recent empirical studies have tended to confirm Congress' premise that the market price of shares traded on well‑developed markets reflects all publicly available information, and, hence, any material misrepresentations. It has been noted that "it is hard to imagine that there ever is a buyer or seller who does not rely on market integrity.  Who would knowingly roll the dice in a crooked crap game?"  Schlanger v. Four‑Phase Systems Inc., 555 F.Supp. 535, 538 (SDNY 1982).  Indeed, nearly every court that has considered the proposition has concluded that where materially misleading statements have been disseminated into an impersonal, well‑developed market for securities, the reliance of individual plaintiffs on the integrity of the market price may be presumed. [footnote]  Commentators generally have applauded the adoption of one variation or another of the fraud‑on‑the‑market theory.26 An investor who buys or sells stock at the price set by the market does so in reliance on the integrity of that price.  Because most publicly available information is reflected in market price, an investor's reliance on any public material misrepresentations, therefore, may be presumed for purposes of a Rule 10b‑5 action.

C

 The Court of Appeals found that petitioners "made public, material misrepresentations and [respondents] sold Basic stock in an impersonal, efficient market.  Thus the class, as defined by the district court, has established the threshold facts for proving their loss."  786 F.2d, at 751.27  The court acknowledged that petitioners may rebut proof of the elements giving rise to the presumption, or show that the misrepresentation in fact did not lead to a distortion of price or that an individual plaintiff traded or would have traded despite his knowing the statement was false.  Id., at 750, n. 6.

Any showing that severs the link between the alleged misrepresentation and either the price received (or paid) by the plaintiff, or his decision to trade at a fair market price, will be sufficient to rebut the presumption of reliance.  For example, if petitioners could show that the "market makers" were privy to the truth about the merger discussions here with Combustion, and thus that the market price would not have been affected by their misrepresentations, the causal connection could be broken:  the basis for finding that the fraud had been transmitted through market price would be gone.28 Similarly, if, despite petitioners' allegedly fraudulent attempt to manipulate market price, news of the merger discussions credibly entered the market and dissipated the effects of the misstatements, those who traded Basic shares after the corrective statements would have no direct or indirect connection with the fraud.29  Petitioners also could rebut the presumption of reliance as to plaintiffs who would have divested themselves of their Basic shares without relying on the integrity of the market.  For example, a plaintiff who believed that Basic's statements were false and that Basic was indeed engaged in merger discussions, and who consequently believed that Basic stock was artificially underpriced, but sold his shares nevertheless because of other unrelated concerns, e.g., potential antitrust problems, or political pressures to divest from shares of certain businesses, could not be said to have relied on the integrity of a price he knew had been manipulated.

. . .

 The Chief Justice, Justice SCALIA, and Justice KENNEDY took no part in the consideration or decision of this case.

 Justice WHITE, with whom Justice O'CONNOR joins, concurring in part and dissenting in part.

. . . the Court today ventures into this area beyond its expertise, beyond‑‑by its own admission‑‑the confines of our previous fraud cases.  See ante, at 989‑990.  Even if I agreed with the Court that "modern securities markets ... involving millions of shares changing hands daily" require that the "understanding of Rule 10b‑5's reliance requirement" be changed, ibid., I prefer that such changes come from Congress in amending §10(b).  The Congress, with its superior resources and expertise, is far better equipped than the federal courts for the task of determining how modern economic theory and global financial markets require that established legal notions of fraud be modified.  In choosing to make these decisions itself, the Court, I fear, embarks on a course that it does not genuinely understand, giving rise to consequences it cannot foresee. [footnote omitted]
For while the economists' theories which underpin the fraud‑on‑the‑market presumption may have the appeal of mathematical exactitude and scientific certainty, they are‑‑in the end‑‑nothing more than theories which may or may not prove accurate upon further consideration.  Even the most earnest advocates of economic analysis of the law recognize this.  See, e.g., Easterbrook, Afterword:  Knowledge and Answers, 85 Colum.L.Rev. 1117, 1118 (1985).  Thus, while the majority states that, for purposes of reaching its result it need only make modest assumptions about the way in which "market professionals generally" do their jobs, and how the conduct of market professionals affects stock prices, ante, at 991, n. 23, I doubt that we are in much of a position to assess which theories aptly describe the functioning of the securities industry.

Consequently, I cannot join the Court in its effort to reconfigure the securities laws, based on recent economic theories, to better fit what it perceives to be the new realities of financial markets.  I would leave this task to others more equipped for the job than we.

. . .

 At the bottom of the Court's conclusion that the fraud‑on‑the‑market theory sustains a presumption of reliance is the assumption that individuals rely "on the integrity of the market price" when buying or selling stock in "impersonal, well‑developed market[s] for securities."  Ante, at 991‑992. Even if I was prepared to accept (as a matter of common sense or general understanding) the assumption that most persons buying or selling stock do so in response to the market price, the fraud‑on‑the‑market theory goes further.  For in adopting a "presumption of reliance," the Court also assumes that buyers and sellers rely‑‑not just on the market price‑‑but on the "integrity " of that price.  It is this aspect of the fraud‑on‑the‑market hypothesis which most mystifies me.

 To define the term "integrity of the market price," the majority quotes approvingly from cases which suggest that investors are entitled to " 'rely on the price of a stock as a reflection of its value.' "  Ante, at 990 (quoting Peil v. Speiser, 806 F.2d 1154, 1161 (CA3 1986)).  But the meaning of this phrase eludes me, for it implicitly suggests that stocks have some "true value" that is measurable by a standard other than their market price. While the scholastics of medieval times professed a means to make such a valuation of a commodity's "worth,"6 I doubt that the federal courts of our day are similarly equipped.

Even if securities had some "value"‑‑knowable and distinct from the market price of a stock‑‑investors do not always share the Court's presumption that a stock's price is a "reflection of [this] value."  Indeed, "many investors purchase or sell stock because they believe the price inaccurately reflects the corporation's worth."  See Black, Fraud on the Market:  A Criticism of Dispensing with Reliance Requirements in Certain Open Market Transactions, 62 N.C.L.Rev. 435, 455 (1984) (emphasis added).  If investors really believed that stock prices reflected a stock's "value," many sellers would never sell, and many buyers never buy (given the time and cost associated with executing a stock transaction).  As we recognized just a few years ago: "[I]nvestors act on inevitably incomplete or inaccurate information, [consequently] there are always winners and losers;  but those who have 'lost' have not necessarily been defrauded."  Dirks v. SEC, 463 U.S. 646, 667, n. 27, 103 S.Ct. 3255, 3268, n. 27, 77 L.Ed.2d 911 (1983).  Yet today, the Court allows investors to recover who can show little more than that they sold stock at a lower price than what might have been.

. . . .

Second, there is the fact that in this case, there is no evidence that petitioner Basic's officials made the troublesome misstatements for the purpose of manipulating stock prices, or with any intent to engage in underhanded trading of Basic stock.  Indeed, during the class period, petitioners do not appear to have purchased or sold any Basic stock whatsoever.  App. to Pet. for Cert. 27a.  I agree with amicus who argues that "[i]mposition of damages liability under Rule 10b‑5 makes little sense ... where a defendant is neither a purchaser nor a seller of securities."  See Brief for American Corporate Counsel Association as Amicus Curiae 13.  In fact, in previous cases, we had recognized that Rule 10b‑5 is concerned primarily with cases where the fraud is committed by one trading the security at issue.  See, e.g., Blue Chip Stamps v. Manor Drug Stores, 421 U.S. 723, 736, n. 8, 95 S.Ct. 1917, 1926 n. 8, 44 L.Ed.2d 539 (1975).  And it is difficult to square liability in this case with § 10(b)'s express provision that it prohibits fraud "in connection with the purchase or sale of any security."  See 15 U.S.C. § 78j(b) (emphasis added).

. . .

 And who will pay the judgments won in such actions?  I suspect that all too often the majority's rule will "lead to large judgments, payable in the last analysis by innocent investors, for the benefit of speculators and their lawyers."  Cf. SEC v. Texas Gulf Sulphur Co., 401 F.2d 833, 867 (CA2 1968) (en banc) (Friendly, J., concurring), cert. denied, 394 U.S. 976, 89 S.Ct. 1454, 22 L.Ed.2d 756 (1969).  This Court and others have previously recognized that "inexorably broadening ... the class of plaintiff[s] who may sue in this area of the law will ultimately result in more harm than good."  Blue Chip Stamps v. Manor Drug Stores, supra, at 747‑748, 95 S.Ct., at 1931.  See also  Ernst & Ernst v. Hochfelder, 425 U.S., at 214, 96 S.Ct., at 1391; Ultramares Corp. v. Touche, 255 N.Y. 170, 179‑180, 174 N.E. 441, 444‑445 (1931) (Cardozo, C.J.).  Yet such a bitter harvest is likely to be reaped from the seeds sewn by the Court's decision today.

IV

 In sum, I think the Court's embracement of the fraud‑on‑the‑market theory represents a departure in securities law that we are ill suited to commence‑‑ and even less equipped to control as it proceeds.  As a result, I must respectfully dissent.

1  In what are known as the Kaiser-Lavino proceedings, the Federal Trade Commission took the position in 1976 that basic or chemical refractories were in a market separate from nonbasic or acidic or alumina refractories; this would remove the antitrust barrier to a merger between Basic and Combustion's refractories subsidiary. On October 12, 1978, the Initial Decision of the Administrative Law Judge confirmed that position. See In re Kaiser Aluminum & Chemical Corp., 93 F. T. C. 764, 771, 809-810 (1979). See also the opinion of the Court of Appeals in this case, 786 F. 2d 741, 745 (CA6 1986).





4 On October 21, 1977, after heavy trading and a new high in Basic stock, the following news item appeared in the Cleveland Plain Dealer:





    "President Max Muller said the company knew no reason for the stock's activity and that no negotiations were under way with any company for a merger. He said Flintkote recently denied Wall Street rumors that it would make a tender offer of $ 25 a share for control of the Cleveland-based maker of refractories for the steel industry." App. 363.





    On September 25, 1978, in reply to an inquiry from the New York Stock Exchange, Basic issued a release concerning increased activity in its stock and stated that





 "management is unaware of any present or pending company development that would result in the abnormally heavy trading activity and price fluctuation in company shares that have been experienced in the past few days." Id., at 401.





 On November 6, 1978, Basic issued to its shareholders a "Nine Months Report 1978." This Report stated:





 "With regard to the stock market activity in the Company's shares we remain unaware of any present or pending developments which would account for the high volume of trading and price fluctuations in recent months," Id., at 403.





24 See In re LTV Securities Litigation, 88 F.R.D. 134, 144 (ND Tex.1980) (citing studies);  Fischel, Use of Modern Finance Theory in Securities Fraud Cases Involving Actively Traded Securities, 38 Bus.Law. 1, 4, n. 9 (1982) (citing literature on efficient�capital�market theory); Dennis, Materiality and the Efficient Capital Market Model:  A Recipe for the Total Mix, 25 Wm. & Mary L.Rev. 373, 374�381, and n. 1 (1984).  We need not determine by adjudication what economists and social scientists have debated through the use of sophisticated statistical analysis and the application of economic theory.  For purposes of accepting the presumption of reliance in this case, we need only believe that market professionals generally consider most publicly announced material statements about companies, thereby affecting stock market prices.


26  See, e.g., Black, Fraud on the Market:  A Criticism of Dispensing with Reliance Requirements in Certain Open Market Transactions, 62 N.C.L.Rev. 435 (1984);  Note, The Fraud�on�the�Market Theory, 95 Harv.L.Rev. 1143 (1982);  Note, Fraud on the Market:  An Emerging Theory of Recovery Under SEC Rule 10b�5, 50 Geo.Wash.L.Rev. 627 (1982).


27  The Court of Appeals held that in order to invoke the presumption, a plaintiff must allege and prove:  (1) that the defendant made public misrepresentations;  (2) that the misrepresentations were material;  (3)	 that the shares were traded on an efficient market;  (4) that the misrepresentations would induce a reasonable, relying investor to misjudge the value of the shares;  and (5) that the plaintiff traded the shares between the time the misrepresentations were made and the time the truth was revealed.  See 786 F.2d, at 750.  Given today's decision regarding the definition of materiality as to preliminary merger discussions, elements (2) and (4) may collapse into one.


28  By accepting this rebuttable presumption, we do not intend conclusively to adopt any particular theory of how quickly and completely publicly available information is reflected in market price.  Furthermore, our decision today is not to be interpreted as addressing the proper measure of damages in litigation of this kind.


29  We note there may be a certain incongruity between the assumption that Basic shares are traded on a well�developed, efficient, and information�hungry market, and the allegation that such a market could remain misinformed, and its valuation of Basic shares depressed, for 14 months, on the basis of the three public statements.  Proof of that sort is a matter for trial, throughout which the District Court retains the	 authority to amend the certification order as may be appropriate.  See Fed.Rules Civ.Proc. 23(c)(1) and (c)(4).  See 7B C. Wright, A. Miller, & M. Kane, Federal Practice and Procedure 128�132 (1986).  Thus, we see no need to engage in the kind of factual analysis the dissent suggests that manifests the "oddities" of applying a rebuttable presumption of reliance in this case.  See post, at 998�999.


6  See E. Salin, Just Price, 8 Encyclopaedia of Social Sciences 504�506 (1932);  see also R. de Roover, Economic Thought:  Ancient and Medieval Thought, 4 International Encyclopedia of Social Sciences 433�435 (1968).
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