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Tick Size Pilot Unlikely to Achieve its Goals

October 2, 2016

US equity markets will today flip the switch on a pilot program that will change the way some 1,200
small cap stocks are traded. Unfortunately, the Tick Size Pilot Program as it is known will likely end
up as a costly failure, increasing complexity and distracting from the real issues in market structure.

In US equity markets all stocks are quoted with a one cent tick - this represents the minimum price
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difference that orders can be quoted in. ' Beginning

today and running for two years, certain small cap stocks will have their tick size increased to five
cents. To understand why the market is making this change it is important to understand the genesis
of this initiative.

In April 2012, the JOBS Act was signed into law. Section 106(b) required the SEC to conduct a study
and report to congress on “how decimalization [the 2000 rule change that reduced the minimum tick
size from 1/16 of a dollar to 1 cent] affected the number of initial public offerings (IPOs) and the
liquidity and trading of smaller capitalization company securities.” The rationale being that wider
tick sizes would increase the profit of market makers, which would in turn spur brokerage houses to
produce more research on these companies which would in turn attract more investor interest,
making it easier for smaller private companies to raise money in public markets. This torturous logic
alone should have been enough to disqualify the idea, but the SEC diligently produced their report,
an extensive review of academic literature, in June 2012 and concluded that “the Commission should
not proceed with the specific rulemaking to increase tick sizes, as provided for in ... the JOBS Act”.

Despite this recommendation, in February 2014 the House of Representatives passed the Duffy-
Carney Bill which sought to mandate the SEC to implement the pilot program. A few months later,
SEC Commissioner Michael Piwowar said “Even if we don’t [launch the pilot program] congress is
going to mandate that we do it.” . Then in June 2014, the SEC announced their plan to launch a tick
size pilot program - although by now the focus had shifted towards seeking to improve the liquidity
and trading of small cap securities and away from the original objective of capital formation and job
creation.
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Inevitably, when the details of the tick size pilot were released, it was a lot more complex than
originally envisioned. There will in fact be three different tick size rule changes applied to different
groups of stocks. The first test group will be quoted in 5 cent increments, but will continue to trade
at their current price increment.

The second test group will be quoted and trade in five cent minimum increments, but would allow
certain exemptions. The third test group will adhere to the requirements of the second test group,
but will also be subject to a "trade-at" requirement. This refers to another important market
structure topic and would prevent these stocks trading in venues at the bid or offer unless that
venue was publicly quoting at that price.

To support these new rules, significant technology changes have had to be made across the industry.
The word ‘pilot’ used in this context is really a misnomer - it implies it is a limited scope, low risk
experiment, affecting a small part of the market. The reality is just the opposite.

Although many institutions are publicly supportive of the tick size pilot program, others are
concerned that the complexity could make it harder to trade these securities and increase systemic
risk. Vanguard Group, the world’s 2nd largest asset manager with over $3 trillion in AUM, in a
letter to the SEC questioned the purported benefits of the tick size pilot program and stated that it
did not pass “the most basic cost benefit analysis”.

To get a broader set of opinions from market participants, Greenwich Associates recently canvassed
over 50 institutional traders working at leading asset management firms - the companies that
manage our 401ks and pension plans. The results are striking. Only 4% believe it will increase
capital formation opportunities for emerging growth companies - the original goal of the program. In
addition, only 9% believe it will improve liquidity in these securities, and by a wide margin these
traders thought it more likely that the pilot program will increase rather than decrease execution
costs .

For a program with so many obvious flaws, and dubious benefits, it is surprising that it even made it
off the drawing board, let alone into implementation. I am not saying our markets are perfect - far
from it. There are many issues in US equity markets that cause consternation among investors -
from fragmentation, to exchange pricing models, to the role of high speed traders. Yet, this costly 4+
year initiative requiring significant analysis, data collection and coding changes by all major brokers,
exchanges, ATS operators and technology vendors has been a significant distraction that will do
little to address the real issues in market structure.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of
strategic benchmarking, analytics and insights to the financial services industry.

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.
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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
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
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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.



