Tick Size Wars: Competitive Tick Size Regimes and Trader

Behavior
Sean Foley, Tom Grimstvedt Meling and Bernt Arne @degaard

Dec 2021

Abstract

We explore the effects of a “tick size war” in which European exchanges directly competed on the minimum pricing increment in the limit order
book, the tick size. We find that the exchanges that reduced their tick size immediately captured the market shares of both quoted and executed
volume from the exchanges that kept their ticks large. We find that tick size competition improves market quality, reducing trading costs and
increasing aggregate depth and volume. These market quality improvements are strongest in stocks where the bid-ask spread was constrained to
one tick, where liquidity providers use the finer pricing grid to engage in price competition.
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