

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
				

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Can Sub-Penny Pricing Reduce Trading Costs?

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			37 Pages
		
		

		Posted: 22 Oct 2004
		
		
		
	

	
		
			
			




	See all articles by Bidisha ChakrabartyBidisha Chakrabarty
Saint Louis University - Richard A. Chaifetz School of Business
Kee H. Chung
State University of New York at Buffalo - School of Management


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: October 2004

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We examine the effect of tick size on quotation behavior in a naturally-controlled experimental setting. Of the top six Electronic Communications Networks (ECNs), three allow sub-penny quotes (group S) and three do not (group P). For a sample of stocks that trade on all six of these ECNs, we find that group S ECNs have narrower spreads than group P ECNs, especially for low-price stocks. Even after correcting for left-truncation and price discreteness, we find that spreads for the same stocks are tighter on group S ECNs, suggesting that a smaller tick size fosters greater price competition. We find that the one penny tick is frequently a binding constraint on the inside spread and the relaxation of the binding constraint would result in a 0.7 cent (16%) reduction in the inside spread. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Decimalization, Sub-penny Quotation, Markov Chain Monte Carlo, Quote Aggressiveness, Spreads, Electronic Communications Networks

	
	

	
    

    
	

	
	
		JEL Classification: C15, G14, G19

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chakrabarty,  Bidisha and Chung,  Kee H., Can Sub-Penny Pricing Reduce Trading Costs? (October 2004).  Available at SSRN: https://ssrn.com/abstract=607765 or http://dx.doi.org/10.2139/ssrn.607765 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Bidisha Chakrabarty

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Saint Louis University - Richard A. Chaifetz School of Business  ( email )

			

			
			
				
				
				
					3674 Lindell Blvd
St. Louis, MO MO 63108-3397
United States
3149773607 (Phone)
3149771479 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://business.slu.edu/departments/finance/faculty-staff/bidisha-chakrabarty
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Kee H. Chung (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				State University of New York at Buffalo - School of Management  ( email )

			

			
			
				
				
				
					Buffalo, NY  14260
United States
716-645-3262 (Phone)
716-645-3823 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://mgt.buffalo.edu/faculty/academic-departments/finance/faculty/kee-chung.html
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      194

			

		
		
		
			Abstract Views

			    2,931

		

		
		 
		
			Rank

			  281,251

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,871

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Capital Markets: Market Microstructure eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Microstructure eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,415

                                    

                                    
                                        PAPERS

                                            7,993

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Tick Size, Order Handling Rules, and Trading Costs

                        
                            By
                                
                                
                                    
                                    Kee H. Chung
                                     and 
                                
                                    
                                    Chairat Chuwonganant
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Tick Size, Order Handling Rules, and Trading Costs

                        
                            By
                                
                                
                                    
                                    Kee H. Chung
                                     and 
                                
                                    
                                    Chairat Chuwonganant
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity and Quote Clustering in a Market with Multiple Tick Sizes

                        
                            By
                                
                                
                                    
                                    Kee H. Chung, 
                                    
                                
                                    
                                    Kenneth Kim, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            A Simple Estimate of Noise and its Determinant in a Call Auction Market

                            
                                By
                                    
                                    
                                        
                                        Shing-yang Hu
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Empirical Analysis of Strategic Behaviour Models

                            
                                By
                                    
                                    
                                        
                                        Carole Comerton-forde, 
                                        
                                    
                                        
                                        Michael A O'brien, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Search Costs and Investor Trading Activity: Evidences from Limit Order Book

                            
                                By
                                    
                                    
                                        
                                        William T. Lin, 
                                        
                                    
                                        
                                        Shih-chuan Tsai, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Asymmetry, Bid-Ask Spreads and Option Returns

                            
                                By
                                    
                                    
                                        
                                        Fredrik Berchtold
                                         and 
                                    
                                        
                                        Lars L. Norden
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Quality of Floor and Electronic Trading Systems Directly Compared: Evidence from a Natural Experiment on the German Stock Market

                            
                                By
                                    
                                    
                                        
                                        Christiane Goodfellow
                                         and 
                                    
                                        
                                        Martin T. Bohl
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
