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E xecutive Summary
In the fo l l owing document, NA S D®

requests comment on the positive and
n egat ive effects of decimalization on
i nve s t o rs and the securities industry. 

Questions concerning this R e q u e s t
For Comment, in particular the fo r-
m at for any data that may be prov i d-
e d, should be directed to Je ff rey
Smith, Office of Economic Research ,
NA S D, at (202) 728-8032.

Request For Comment
The NASD encourages all members
and other interested parties to com-
ment to ensure that its rev i ew of this
issue eva l u ates and analy zes the
costs, benefits, and other implicat i o n s
of decimalization as fully as possibl e.
All comments re c e ived will be ava i l-
able to the public unless the com-
m e n t e rs request confidentiality in
their submissions.

Comments can be mailed to:

Joan Conley
O ffice of the Corp o rate Secre t a ry
NA S D
1735 K Street, NW,
Washington, DC 20006

or e-mailed to:
p u b c o m @ n a s d. c o m.

To be able to conclude the NA S D ’s
rev i ew within a re a s o n able period 
of time, comments must be re c e ive d
by Ju ly 15, 1997. 
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NASD 
RE QU E S T FO R
CO M M E N T
9 7 - 4 1

E xecutive Summary
As a part of its continuing rev i ew of
the ap p ro p ri ate quote and trade incre-
ments for stocks that are traded in Th e
Nasdaq Stock Market, Inc. (Nasdaq®) ,
the NA S D® has determined that the
issue of decimalization in N a s d a q
should be thoro u g h ly eva l u ated to
a n a ly ze the potential gains fo r
i nve s t o rs that may be ach i eve d. As a
p a rt of its rev i ew of the issue, the
NASD believes it is important to
obtain info rm ation about the positive
and negat ive effects of decimaliza-
tion on inve s t o rs and the securi t i e s
i n d u s t ry from as wide a ra n ge of con-
stituents as possibl e. The NASD also
p re l i m i n a ri ly believes that the costs
entailed in decimalization may be
a l l ev i ated by setting a firm, future
d ate for the tra n s i t i o n .

A c c o rd i n g ly, through this R e q u e s t
For Comment and other means, the
NASD encourages inve s t o rs, NA S D
m e m b e rs, Nasdaq issuers, info rm a-
tion ve n d o rs, and any other intere s t e d
p a rties to provide the NASD with
comments, views, and studies rega rd-
ing the effects that a move to the use
of decimals for quoting and tra d i n g
p u rposes may have on Nasdaq-listed
s t o cks. Comments should be re c e ive d
by Ju ly 15, 1997, for such views and
a n a lyses to be incorp o rated into the
NA S D ’s eva l u ation of the issue.

B a ck g ro u n d
D u ring recent ye a rs, the NASD and
Nasdaq have care f u l ly rev i ewed the
b e n e fits and the costs of trade rep o rt s
and quotations priced in narrowe r
i n c rements. For ex a m p l e, in 1994,
the Nasdaq system was revised to
a c c ept trade rep o rts in increments as
small as 1/256ths. Furt h e r, earlier this
year Nasdaq proposed to reduce quo-
t ation increments to sixteenths for all
Nasdaq stock s .1 N a s d a q ’s purpose in
doing so was to improve the tra n s-
p a re n cy of the market, prov i d e
i nve s t o rs with an opportunity to
re c e ive better execution prices, fa c i l i-

t ate gre ater quote competition and
n a rrower spreads, and promote the
p rice discove ry pro c e s s .

In addition, the U. S. Congre s s
re c e n t ly held hearings re l ated to the
issue of the use of decimals in the
U. S. stock markets. In part i c u l a r, the
h e a ring focused on proposed legi s l a-
tion called the Common Cents Stock
P ricing Act of 1997 (H.R. 1053).2

This bill would re q u i re the Securi t i e s
and Exch a n ge Commission (SEC) to
p ro mu l gat e, within one year of the
b i l l ’s enactment into law, a new ru l e
t h at would re q u i re the quotation of
equity securities traded on U. S.
ex ch a n ges in dollars and cents.
Under the proposed law, the SEC
would be permitted to set an imple-
m e n t ation schedule rega rding the
p e riod in wh i ch the securities indus-
t ry would re a dy itself to trade in
s t o cks priced at decimals instead of
f ractions, the current ge n e ral pra c t i c e
in U. S. equity marke t s .

Along with other U. S. stock marke t s ,
the NASD testified at this heari n g
and promised to conduct a study that
would allow the NASD to eva l u at e
the costs and the benefits that may be
a s s o c i ated with a shift to decimaliza-
tion. The NASD agreed to prov i d e
the results of this analysis to the con-
gressional committee that is consid-
e ring the bill.

The NA S D ’s plan for this study
i n cludes: a rev i ew and interp re t at i o n
of the re l evant literat u re, in part i c u l a r
a ny academic re s e a rch that has eva l u-
ated decimalization or re l ated issues;
a study of other markets with ex p e ri-
ence with decimalization; and an
a n a lysis of the tech n o l ogy impact
t h at a ch a n ge to decimals would have
on Nasdaq trading and reg u l at o ry
systems, based on current ex p e ri e n c e
in the Nasdaq market. This study will
p l ay an important part in the NA S D ’s
c o n s i d e ration of the decimalizat i o n
i s s u e.
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If the NA S D ’s rev i ew of this issue
d e m o n s t rates that a shift to decimal
p ricing aids inve s t o rs in the purch a s e
and sale of Nasdaq stocks, the NA S D
is committed to undert a ke the neces-
s a ry tech n o l ogical ch a n ges to pro-
vide this benefit for inve s t o rs. A
c ritical component of a conve rsion to
d e c i m a l i z ation is the tech n o l ogy that
s u p p o rts Nasdaq systems, and those
o p e rated by member firms and info r-
m ation ve n d o rs. The NASD curre n t ly
has scheduled ch a n ges to its systems
t h at would permit the use of deci-
mals, if ap p ro p ri at e, befo re the end of
1998. This technical prep a rat i o n
should not be interp reted as a pre d i s-
position by the NASD to move fo r-
wa rd with decimalizat i o n .

The NASD re c og n i zes, howeve r, that
member firm and vendor systems
would also have to be conve rted to
p e rmit trading in decimals and that
other tech n o l ogy - i n t e n s ive pro j e c t s ,
s u ch as prep a rations of systems fo r
the Year 2000 project and for com-
p lying with the re c e n t ly adopted SEC
O rder Handling Rules, are consum-
ing significant re s o u rces in the indus-
t ry. Because of these concerns, the
NASD believes that if conve rsion to
decimals is ap p ro p ri at e, implementa-
tion of decimalization should occur
on a date when the NASD is cert a i n
t h at all participants can be tech n o l og-
i c a l ly re a dy, with full considerat i o n
given to the other significant tech n o l-
ogy projects that members are cur-
re n t ly dealing with, such as Ye a r
2000. Accord i n g ly, as discussed
b e l ow, the NASD believes it is ap p ro-
p ri ate to obtain additional info rm a-
tion on the effects that decimalizat i o n
m ay have on the securities industry
as a wh o l e, including the fe a s i b i l i t y,
ap p ro p ri ateness, and timing of imple-
menting any ch a n ge. 

To make its rev i ew of the decimaliza-
tion issue more complete, the NA S D
b e l i eves that it is ve ry important that
it obtain views from others that may
be affected by any ch a n ge to deci-

mals in the U. S. equity markets. Con-
s e q u e n t ly, the NASD is seeking to
obtain the views of all interested par-
ties, supported by as mu ch empiri c a l
evidence as possibl e, on the costs and
the benefits that could result fro m
a ny shift to decimal pri c i n g. Th e
NASD plans to re a ch as wide a ra n ge
of constituents as possible thro u g h
this N o t i c e and other means. Th at 
is, the NASD wishes to re c e ive 
comments on decimalization fro m
i nve s t o rs, NASD member firms, 
Nasdaq issuers, info rm ation ve n d o rs
t h at distri bute Nasdaq price info rm a-
tion, and other interested parties that
m ay have views on the benefits and
the costs re l ated to conve rsion to 
d e c i m a l s .

To sharpen the focus of commenters
on the issues, the NASD requests that
c o m m e n t e rs provide info rm ation on
the fo l l owing questions. The ques-
tions set fo rth below are not intended,
h oweve r, to limit the info rm ation that
c o m m e n t e rs should prov i d e. If com-
m e n t e rs believe other issues re l at e d
to decimals should be add ressed in
the NA S D ’s rev i ew and they have
i n fo rm ation re l ated to such issues,
the NASD welcomes such input.

1 . Identify and Assess the Po s i t ive
and/or Negat ive Effects 

A . Wh at are the ge n e ral or specific
p o s i t ive and/or negat ive effe c t s
t h at would arise if the U. S. equity
m a rkets, including Nasdaq, used
decimals instead of fractions in
p ricing stock s ?

B. Wh at are the best means to mea-
s u re these effe c t s , i . e., is there an
ap p ro p ri ate methodology to quan-
tify the effects to the ove rall mar-
ket or a particular segment of
m a rket part i c i p a n t s ?

C . Wh at is the likelihood that
i nve s t o rs would trade in incre-
ments of one cent?

D. Would the effects described ab ove
occur if all U. S. markets had a
m i n i mum quotation increment of
five cents?

2 . Identify and Assess the 
Te ch n o l ogy Costs to Bro ke r /
D e a l e rs and Ve n d o rs

A . Wh at are the ge n e ral or specific
costs that a bro ker/dealer or an
i n fo rm ation vendor would like ly
incur to conve rt its tech n o l ogy
s u p p o rt systems to be able to han-
dle decimals?

B. H ow quick ly could such conve r-
sion occur? Commentat o rs, wh e re
p o s s i bl e, should quantify any
a dditional costs entailed in a con-
ve rsion to decimalization by
1999. Conve rs e ly, commentat o rs
should indicate whether any tech-
n o l ogy costs would be substan-
t i a l ly reduced by scheduling the
t ransition in 2001.

C . Would bro ke r / d e a l e rs or info rm a-
tion ve n d o rs re ly on internal dat a
p rocessing re s o u rces to conve rt
systems or would it be necessary
to re ly on ex t e rnal ve n d o rs and/or
consultants? If ex t e rnal re s o u rc e s
we re to be used, is this a scarc e
re s o u rce that may not be re a d i ly
ava i l able to all?

D. Wh at is the effect on tech n o l ogy
re s o u rces of issues re l ated to sys-
tem development wo rk re q u i re d
for Year 2000 projects and pro-
jects re l ated to upgrading systems
for the purpose of meeting the
S E C ’s Order Handling Rules?
Wh at would be the ge n e ral effe c t
on the capacity of the systems
used in the industry ?

3 . R eg u l at o ry Effe c t s

A . If the U. S. equity markets conve rt
to decimals, are there any reg u l a-
t o ry benefits or costs associat e d
with such a move? For ex a m p l e,
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if stocks can be traded in one cent
m i n i mum increments, does such
an increment pose risks re l ated to
p ro fessional tra d e rs being able to
t rade ahead of less sophisticat e d
t ra d e rs at a minimal cost to the
p ro fessional trader? If com-
m e n t e rs view this ability as a neg-
at ive effect, should there be a
m i n i mum increment rule or some
other rules that effe c t ive ly pro h i b i t
s u ch activ i t y. If such a rule should
be adopted, wh at are the like ly
costs associated with monitori n g
and enfo rcing any such ru l e.

B. Would any existing marke t p l a c e
rules be affected by decimaliza-
tion? If so, wh at are they and
wh at would the effect be?

4. Market Quality Effe c t s

A . Wh at effect, if any, would deci-
m a l i z ation have on dealer part i c i-
p ation in the U. S. equity marke t s ?
Can the effect be quantified? If
so, wh at are the estimates and on
wh at basis we re such estimat e s
d e rive d ?

B. To the extent that decimalizat i o n
reduces dealer- s p read pro fits, can
or should such reductions be
re c ap t u red through incre a s e d
c o m m i s s i o n s ?

5 . Phased Implementat i o n

A . Would phased implementat i o n
over a period of time have a posi-
t ive or negat ive effect on conve r-
sion to decimals?

B. Can implementation be phased in
over time or classes of stock, or

should all systems and operat i o n s
in a market be conve rted at the
same time?

6 . U n ive rsal or Segmented Imple-
m e n t at i o n

Is there any effect if one equity mar-
ket conve rted to decimals in adva n c e
of other equity markets? Would any
s u ch effect be viewed as positive or
n egat ive? Is there a means to mea-
s u re such effe c t ?

7 . M i n i mum Decimal Incre m e n t s

A . Assuming that the markets use
decimals, should stocks be tra d e d
in minimum decimal incre m e n t s ,
s u ch as five cents?

B. Wh at is the value if no minimu m
i n c rements are allowe d ?

C . To the extent that quotat i o n
s p reads alre a dy occur in incre-
ments of one sixteenths, is there
a ny added economic value to
i nve s t o rs to use decimals with a
m i n i mum increment of five
c e n t s ?

Questions concerning this R e q u e s t
For Comment, in particular the fo r-
m at for any data that may be prov i d-
e d, should be directed to Je ff rey
Smith, Office of Economic Research ,
NA S D, at (202) 728-8032.

Request For Comment
The NASD encourages all members
and other interested parties to com-
ment to ensure that its rev i ew of this
issue eva l u ates and analy zes the
costs, benefits, and other implicat i o n s

of decimalization as fully as possibl e.
All comments re c e ived will be ava i l-
able to the public unless the com-
m e n t e rs request confidentiality in
their submissions.

Comments can be mailed to:

Joan Conley
O ffice of the Corp o rate Secre t a ry
NA S D
1735 K Street, NW,
Washington, DC 20006

or e-mailed to:
p u b c o m @ n a s d. c o m.

To be able to conclude the NA S D ’s
rev i ew within a re a s o n able period of
t i m e, comments must be re c e ived by
Ju ly 15, 1997.  

E n d n o t e s
1 On May 27, 1997, the Securities and
Exchange Commission approved the NASD
rule filing on this issue. Accordingly, on June
2, 1997, all Nasdaq-traded stocks are eligible
to be quoted in increments of a sixteenth.
2 On May 21, 1997, the House Commerce
Committee’s Subcommittee on Finance and
Hazardous Materials approved the bill and
voted to send the bill to the full Committee
for consideration.

© 1997, National Association of Securities
Dealers, Inc. (NASD). All rights reserved.
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