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Call them what you will - non-bank liquidity providers, principal trading firms, high frequency
traders, electronic market makers - but this not-so-new-anymore breed of market participants is
increasingly important to market liquidity, innovation and competition overall. They are now heavily
involved in nearly every liquid and semi-liquid market in the world - equities, options, FX, futures,
ETFs, U.S. Treasuries and most recently corporate bonds. And their trading strategies are as
diverse as the asset classes and regions in which they deploy them, going much beyond market
making and latency arbitrage. This is why calling them high frequency traders doesn’t really work
anymore. Sure, a small few still make penny fragments based on ultra-low latency connections, but
the vast majority are focused much more on using unique data to execute quantitative strategies
that rely on having smarter algorithms as opposed to faster ones.

Similarly, while some principal trading firms still operate in non-descript offices and don’t want
anyone to know who they are or how they trade, many of the largest and most successful are
considerably more open and accessible than they were a decade ago. Over the past few years ['ve
participated in public panel discussions with Jump Trading, Virtu and Jane Street to name a few - a
group that only a few years ago would only hang out in the back of the conference with no name
badges in hopes of not being recognized.

Now, Virtu is a public company, has a huge customer facing business and, through its ITG
acquisition, now sells buy side trading systems and analytics. Jump Trading created Jump Liquidity,
a strategy that trades both U.S. Treasuries, FX and other asset classes on a name-disclosed basis
with customers. And Jane Street, a firm best known for its ETF arbitrage strategy, now trades
corporate bonds with the buy side via RFQ. Clearly times have changed.

But with so much M&A and organic growth over the past several years, the path forward for the
principal trading community isn’t clear. I am not in any way implying that the best years are behind
them. Quite the contrary in fact. Despite the fact that some in the market still don’t trust this group
and/or thinks they hurt rather than help liquidity, I do believe that in aggregate they do in fact
improve overall market liquidity - both directly via the trading that they do (i.e. tightening spreads,
offering firm pricing), but also indirectly by fostering greater competition and technology innovation
amongst all bank and non-bank liquidity providers.

Partnerships and Mergers

So how does this market segment grow? One path forward could see global banks buying up
principal trading firms (PTFs) and utilizing them to remake their trading operations. PTFs thrive in
liquid and electronic markets - the same markets that have seen spreads tighten, costs increase and
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therefore profit margins disappear for the largest banks. Surgically implanting a hyper efficient,
automated trading desk to handle such products - FX or US equities, for example - could improve
liquidity provision for some banks while cutting out a ton of legacy cost.
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However, if a PTF is suddenly owned by a bank they immediately lose one of their competitive
advantages - not being a bank. Between increased regulatory requirements and a need to follow
necessary yet often arduous big bank processes for technology development and deployment, it
would be a tall order to ensure that one plus one equals at least two, let alone equaling three.

Tight partnerships, similar to BNP’s deal with GTS, could become more popular over time however.
And given the number of banks that already take in live liquidity streams from PTFs today, the leap
here isn’t a big one. The banks can be left to work with investors, but the PTFs can be the actual
source of pricing - Intel Inside for Wall Street. Outsourced trading has become a popular technique
for the buy side over the past few years; this is outsourced trading for the banks.

Another path forward would see the client facing portion of these previously insular firms expand
dramatically, either through more M&A or by poaching the sell side, so they can more fully support
the trading needs of the buy side. The market structure for most liquid markets has evolved to the
point that large banks don’t make all that much money trading the products anymore. To a large
extent, that is why the banks have worked to automate as much of the flow business as they can
leaving their high paid, and most successful sales people and traders to focus on the most profitable
clients and more complex trades. Therefore, client facing PTFs could increasingly handle this
customer driven flow trading, utilizing their low cost base (a.k.a. far fewer people, and far more
machines) and innovative use of technology to turn a better profit than the banks can.

The Caveats

As is usually the case, there are a few caveats here. First, some of the top tier banks have upped
their trading games - market making, continuously streaming prices - to the point that they’'re just
as good (by whatever metric you chose) or better than some of the PTFs at trading. Second, many
banks feel trading in flow products like U.S. Treasuries or FX is necessary to run a full service
business, even if it doesn’t make them much money. Your checking account doesn’t make Chase a
ton of money for example, but your mortgage and brokerage account do.

And lastly, these things take time. PTFs have done a commendable job of improving their
reputations post-Flash Crash and post-Flash Boys. And while some “Flash” still exists, a few bad
apples shouldn’t spoil the bunch.

Over the next few years expect more M&A, bigger PTF customer businesses and more technology
for sale either directly from the PTFs, or from PTF exiles. And while of course I have no idea how
this will really turn out in the long run, the point here is that this part of the market is long past the
days of a few ex-floor traders in Chicago. They are a big part of the market, and they are here to
stay.
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We specialize in providing unique, high-value and actionable information to help our clients improve
their business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market
share, revenue performance, client relationship share and quality, operational excellence, return on
equity, behavioral drivers, and industry evolution.

About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making
markets function better. It is majority owned by S&P Global Inc., a leading provider of transparent
and independent ratings, benchmarks, analytics, and data to the capital and commodity markets
worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong
record of growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000
customers through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China,
Hong Kong, and Singapore.

For more information, visit www.crisil.com

Disclaimer and Copyright

This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of
S&P Global. All rights reserved. This Document may contain analysis of commercial data relating to
revenues, productivity and headcount of financial services organisations (together with any other
commercial information set out in the Document). The Document may also include statements,
estimates and projections with respect to the anticipated future performance of certain companies
and as to the market for those companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation
of past or future activities of the businesses or companies considered in it but rather is designed to
only highlight the trends. This Document is not (and does not purport to be) a comprehensive
Document on the financial state of any business or company. The Document represents the views of
Crisil Coalition Greenwich as on the date of the Document and Crisil Coalition Greenwich has no
obligation to update or change it in the light of new or additional information or changed
circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and
should not form basis of any lending, investment or credit decision. This Document does not
constitute nor form part of an offer or invitation to subscribe for, underwrite or purchase securities
in any company. Nor should this Document, or any part of it, form the basis to be relied upon in any
way in connection with any contract relating to any securities. The Document is not an investment
analysis or research and is not subject to regulatory or legal obligations on the production of, or
content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s
data submission, business structure, and sales revenue Reporting methodology. As a result, any data
contained in the Document may not be directly comparable to data presented to another bank. For
franchise benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on
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aggregate results i.e., when sales revenues are within 5% of at least one competitor ahead, a tie is
shown and designated by = (where actual ranks are shown). Entity level data has no equal ranking
logic implemented and therefore, on occasion, the differences between rank bands can be very close
mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the
research participants. Interviewees may be asked about their use of and demand for financial
products and services and about investment practices in relevant financial markets. Crisil Coalition
Greenwich compiles the data received, conducts statistical analysis and reviews for presentation
purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES CRISIL COALITION GREENWICH BELIEVES TO
BE RELIABLE. CRISIL COALITION GREENWICH DISCLAIMS ALL REPRESENTATIONS OR
WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO THIS DOCUMENT, INCLUDING AS
TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE INFORMATION,
STATEMENTS, ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF
ALL OR ANY OF THIS DOCUMENT. CRISIL COALITION GREENWICH ACCEPTS NO LIABILITY
WHATSOEVER FOR ANY DIRECT, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY
KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS DOCUMENT.

Crisil Coalition Greenwich is a part of Crisil Ltd., a company of S&P Global. ©2026 Crisil Ltd. All
rights reserved.



