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Which market participants gain or lose from algorithmic trading?

▶ Why it matters?
▶ Algorithmic trading represents a growing and large share of trading

⇒ 70% of comprehensive trading volume in the US stock market
(GrandViewResearch, 2022)

▶ Policy relevant
⇒ Guidance for trading regulations and design of market structure

▶ Laboratory: US small cap stocks
▶ Tick Size Pilot Program between 04/2014 and 09/2016
▶ 3 types of treatment groups ⇒ Critical change: Raise in the minimum quote

increment
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Main Findings
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This discussion in two parts

1 Can you tighten the link between algorithmic trading and insider trading?

2 How do the 3 test groups in the Tick Size Pilot Program differ?
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1. Can you tighten the link between algorithmic trading & insider trading?

▶ Two proposed channels:
1 ↑ algorithmic trading ⇒ ↓ mispricing ⇒ ↓ insider trading
2 ↑ “back running” ⇒ ↓ informed trader profits ⇒ ↓ insider trading

▶ Concern: Possible horizon mismatch
▶ Algorithmic short-horizon trading vs infrequent insider trading
▶ Paper currently uses monthly outcomes
▶ Suggestion: Test short-horizon price efficiency measures (e.g. autocorrelation

(Chorida et al., 2008), variance ratio (Lo & Mackinlay, 1998), price delay (Hou &
Moskowitz, 2005) for (1)

▶ Suggestion: Test trade execution metrics for (2)
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2. How do the 3 test groups in the Tick Size Pilot Program differ?

▶ Pilot created 3 different test groups
1 Q: Minimum increment of 0.05 for

quotes
2 T: Q + minimum increment of 0.05 for

trades
3 AT: Q + T + trade-at-prohibition

▶ Different implications for algorithmic
trading
Different implications for insider trading
Suggestion: Discuss how to think about
each of these groups
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Few methodological quibbles

▶ Choice of fixed effects ⇒ Can you include stock fixed effects?

▶ Timing of interaction terms ⇒ when are interaction terms determined?

▶ Balance tables of control and treatment groups

▶ Is it important to cluster standard errors by stock?
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Good luck with the paper

▶ Very timely paper with policy relevance

▶ Highlights that algorithmic trading can affect other market participants

▶ Open questions:
▶ Can you tighten the link between algorithmic trading and insider trading?
▶ How do the 3 test groups in the Tick Size Pilot Program differ?
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