
plan involves a per-share commission that 
varies depending on volume traded. Un
bundled plans involve a lower per-share 
commission, but any exchange fees or re
bates are passed through to the customer.

Most of the brokers do pass through 
regulatory fees such as the SEC’s Section 
31 fee and the brand new Options Regu
latory Fee.

Commissions for options trades by 
discount brokers such as optionsXpress 
have come down steadily in recent years. 
The per-contract portion of the two-part 
charge has dropped from $2.50 to $0.75. 
Schwab, for instance, charges $8.95 per 
order and 75 cents per contact. 

Retail brokers maintain that it would 
be impossible to raise commissions. “For 
the past 22 years, since I have been in the 
business, commissions have done noth
ing but come down or move sideways,” 
Randy Frederick, director of trading and 
derivatives at Charles Schwab & Co., said 
at OIC. “I don’t see us being in a position 
where we will ever be able to raise them. 
If we can pass fees through, we will. But 
it won’t be a good experience for clients 
initially.”

On the other hand, the advent of 
penny trading in January 2007 was a 
good experience for customers, both retail 
and professional. Penny ticks cut spreads, 
which lowered customers’ costs. It also 
led to the development of price-improve
ment auctions. Now, some in the options 
industry contend, the bill is simply com
ing due. 

“Customers received a benefit from 
tight spreads and price improvement,” 
Frederick said. “So any fees will be the 
price paid for those benefits.”  

of 100 contracts or more, but clearly, the 
ISE left a lot of money on the table.

For the industry, the impact of the 
Philly’s move can be seen in the statistics 
for the SPY contract. For the month of 
May, two-thirds of all volume in the SPY 
contract was done on a maker-taker basis. 
Excluding the ISE’s volume, for which 
small-lot customers pay no fee, that figure 
was still half of all volume.

That’s huge. It means market makers 
are catching a big break and customers—
retail or otherwise—are spending more to 
trade. With customer take charges rang-
ing from 25 to 45 cents on maker-taker 
platforms, industry officials expect retail 
customers or their brokers to start feeling 
more pain.

That doesn’t sit well with retail brokers. 
“Our job is to show the customer a quote, 
an NBBO quote,” Pete Bottini, execu-

tive vice president of customer service at 
optionsXpress, said at this year’s Options 
Industry Conference. “They access that 
quote. They have a great experience. They 
get charged the fee they knew when they 
placed the order. We don’t pass through 

maker-taker fees. We don’t want to intro-
duce new fees to our clients.”

Actually, none of the major discount 

brokers charge their customers any trans-
action fees on either stock, ETF or op-
tions trades. Nor do they pass through 
any rebates they receive from customer 
limit orders. 

Interactive Brokers, which caters to 

highly active traders, does give its stock-
trading customers a choice of bundled or 
unbundled pricing plans. The bundled 

Initiatives by the four traditional options exchanges that shift the fee burden 

away from market makers and towards customers are not new. When the 

penny pilot launched, in 2007, the exchanges reduced the amount they col-

lected from market makers for payment for order flow as well as the sums 

they transferred to the retail brokers. Payment-for-order-flow fees dropped 

from between 70 cents and 65 cents to 25 cents per contract in the penny 

names. The exchanges also cut prices for the largest market makers. In 2007, 

the CBOE cut its fees for the largest dealers by switching to tiered pricing. In 

2008, the ISE revamped its tiered pricing model for market makers.

The four traditional exchanges are the International Securities Exchange, 

the Chicago Board Options Exchange, NYSE Amex Options and Nasdaq OMX 

PHLX. They get most of their revenues from transaction fees. At the CBOE, 

for instance, $314 million of its 2009 gross revenues of $426 million, or 73.7 

percent, came from transaction fees.

Big Four Have Been There Before

Randy Frederick, Charles Schwab

“Customers received a benefit from tight spreads 
and price improvement. So any fees will be

the price paid for those benefits.”
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