
trade quality, effective spread calculates trade quality as twice the difference of trade price from 
the midpoint of the NBBO. 
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As illustrated in Graph I above, the size of effective spreads for SPY and IWM experience a 
marked jump at the $3 (300 pennies) inflection point, whereas effective spreads for QQQQ 
maintain a much smoother climb. Retail investors seeking to trade options on SPY and IWM 
above the current $3 inflection point, where spreads are wider, generally have to pay more to 
cross the spread than investors trading options on the QQQQ, where spreads are tighter. 

In Graph 2 below we compare effective spreads for SPY, IWM, and QQQQ when quoted/traded 
in pennies with effective spreads for SPY and IWM when quoted/traded in nickels. In order to 
compare these trades, we show them versus normalized strike, which accounts for volatility, time 
to expiration, and the ratio of strike price to underlying spot price. Controlling for these factors, 
size of quoting/trading increment appears to be a significant determinant of the width of the 
effective spreads; in short, bigger trading increments lead to wider spreads. 

3
 



Effective Spread by Normalized Strike 
10 ­

1 
9 ~-

~ 8 

'"'c 7c 

'""­
.!; 6 
." 

'" 5'" ~ 

5­
V> 

4'" .~ 
3 

:::..,'"
u 

2
 

1
 + 
0 iii i i I Iii iii , , 

-5 -4.5 -4 -3.5 -3 -2.5 -2 -1.5 -1 -0.5 0 0.5 1 1.5 2 2.5 

Normalized Strike (Ln(K/S) / (mIT)) 

- Penny SPY Mean Effective Spread Nickel SPY Mean Effective Spread 

- Penny IWM Mean Effective Spread -.-NickelIWM Mean Effective Spread 

---QQQQ Mean Effective Spread 

In addition to the data pointing towards elimination ofbreakpoints with respect to Spy and 
IWM, there are also several reasons why breakpoints for highly liquid ETFs no longer make 
sense. As we noted in our June 19 letter, the Penny Pilot's $3 inflection point, which caps the 
number of options series subject to penny pricing, was initially designed to provide quote 
mitigation and prevent the possibility that penny pricing might overwhelm the capacity of the 
sale price and quote reporting facility ofOPRA. As noted by the SEC, the increase in quotation 
message traffic has been manageable by the exchanges and OPRA, and the Commission did not 
receive any reports ofdisruptions in connection with the Penny PilotS Given the ability of 
market participants' systems to handle message traffic and the lack ofdisruptions during the 
Penny Pilot, from a capacity standpoint there is no need to maintain the $3 inflection point for 
SPY and IWM. 

Eliminating inflection points and allowing SPY and IWM to trade entirely in pennies during the 
next phase of the Penny Pilot would provide the Commission, the options exchanges, and market 
participants with a more meaningful data set from which to analyze the impact of trading entirely 
in pennies than the currently available data set, which consists solely of the QQQQ. Study of 
this expanded data will provide valuable information in determining if further expanding the 
Penny Pilot is in the best interests of market participants, including retail investors. 

See Securities Exchange Release No. 34-6071 I (Sept 23, 2009), 74 FR 49419 (Sept 28, 2009). 

4 



IV.	 Conclusion 

The Penny Pilot has created clear and substantial benefits to options market participants, 
particularly retail options investors. Allowing SPY and IWM to be quoted and traded in penny 
increments without inflection points is the next step in a natural progression towards continuing 
to narrow spreads and improve pricing arid executions in the options market. We therefore urge 
the Commission to approve NYSE Area's proposal. 

* * * 

GETCO appreciates the opportunity to submit supplemental comments and data. Please do not 
hesitate to contact me at 312-242-4600 if you have any questions. 

Sincerely, 

cc:	 The Hon. Mary L. Schapiro, Chairman 
The Hon. Kathleen L. Casey, Commissioner 
The Hon. Elisse B. Walter, Commissioner 
The Hon. Luis A. Aguilar, Commissioner 
The Hon. Troy A. Paredes, Commissioner 
James Brigagliano, Co-Acting Director, Division ofTrading and Markets 
Elizabetll King, Associate Director, Division ofTrading and Markets 
Heather Seidel, Assistant Director, Division ofTrading and Markets 
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