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Start-up with ‘speed bump’ made famous by the Michael Lewis book opens this week 

After all the regulatory hand-wringing, traded barbs, TV fights and the book, IEX will launch as a stock 

exchange beginning on Friday. 

It is a landmark moment for a trading start-up that has railed against the status quo of the world’s largest 

stock market. Backed by investors including mutual funds, hedge funds and venture capitalists, Investors 

Exchange now takes its place among the likes of the New York Stock Exchange and Nasdaq. 

IEX’s transition from a private trading venue, known as a dark pool, with a less than 2 per cent share of 

daily trading to a fully regulated exchange may also reflect changes in how US exchanges and the 

broader market operate. 

“We are ready,” Bradley Katsuyama told the FT at IEX’s offices two weeks before the launch. 

Looking happy and relaxed in the classic sleeveless fleece vest of a trader over a button down-shirt with 

the sleeves rolled up, the IEX chief said he feels a lot less stress now. The application process lasted 

months and was marked by a bitter debate among industry participants about whether IEX’s speed bump, 

designed to slow trading, was permissible under market rules. 

Bats Global Markets, one competitor, even argued that IEX was not professional enough to rank among 

US exchanges, which are self-regulatory and have a role in crafting policy. 

“We are back to being in control of our own destiny,” said Mr Katsuyama. “We know what we have to do.” 

IEX’s strategy centres on a 350-microsecond delay for inbound and outbound orders — a feature the 

group argues can level the playing field in what it believes is an unfair market in which high-frequency 

traders race ahead of slower investors and take advantage of price changes before they formally update. 

That mission caught the eye of Michael Lewis, author of The Big Short and other books and articles 

focusing on what is wrong with Wall Street. Mr Lewis’ 2014 book Flash Boys depicted IEX as crusaders 

against a “rigged” market system. The group was able to seize on the sudden fame to raise the money to 

mount an exchange application and win approval from the Securities and Exchange Commission three 

years after launching as a dark pool. 

IEX will begin the transition from a dark pool on Friday when securities move to the exchange with the 

process expected to be complete on September 2. 

Once IEX is up and running, the simple — though IEX argues imperfect — report card for its success will 

be market share. It now trades about 1.6 per cent of the US stock market daily. 



Its share is expected to rise because as a formal exchange, brokers are required to route trades to IEX 

when it has the best bid or offer at any given time. If more than one exchange shows the best price, 

brokers can choose. 

“Just being an exchange [means] your volumes will increase,” says Doug Cifu, chief executive of Virtu 

Financial, an electronic market maker and high-frequency trader that supported IEX’s exchange 

application. “If they are the best bid or offer, people will have to route there. Market share should probably 

tick up to 4 to 5 per cent naturally.” 

When IEX “shares” the best bid or offer with a rival, its unique pricing model will be tested. Brokers can 

also choose where to place standing bids and offers. 

Existing exchanges use what is known as the maker-taker model: exchanges charge market participants 

to access orders and pay a rebate when they place orders. Critics argue the system can encourage 

brokers to route to places where they avoid take fees or earn make fees rather than where they get the 

best trades for clients. 

IEX instead charges a flat fee on all trades. 

“If they are only sharing the best price they are going to be last on the order routing queue because it will 

be expensive to trade on them,” says Eric Noll, chief executive of Convergex, an agency broker and 

member of IEX’s quality of markets committee. “I am going to go to other places where I get a rebate or 

where speed matters and I don’t want to be slowed down by the 350-microsecond delay.” 

Others argue that taken more holistically, IEX’s business model is not more costly because it does not 

charge for data and connectivity, which the exchanges do and at levels that brokers complain about 

loudly and frequently. 

Mr Katsuyama admits that some of IEX’s policies will hold back market share in the short term but argues 

that it will not be its chief metric for success. 

“A lot of the things we do discourage trading,” he says. “To make market share the goal goes against the 

mission. We are not paying people to send us orders, so you won’t see this instant pop. We have to earn 

each order rather than paying for it.” 

It aims to do that by creating what it believes are the fairest conditions for trading and will judge its 

success in the feedback of clients and quality of execution on its exchange. 

“The industry is so focused on quality of execution — volumes will be a byproduct of that. If the number 

one goal was volume we would be doing a lot of things differently,” he says. 

That resonates with some market participants. 

“I am looking at the bigger picture,” says Joe Saluzzi, co founder of Themis Trading. “I am trying to get a 

trade done for a client. Let’s say I go to another venue and some guy jumps ahead of me and I don’t get 

that rebate. I don’t buy the argument that it [IEX] is more expensive.” 

In approving IEX, the SEC also produced a contentious interpretation of trading rules that opened the 

door for other exchanges to roll out venues with delays. If IEX is a huge hit and gains significant share, it 

could face competition in the speed bump space. Rival exchanges are studying this option. 



If, on the other hand, IEX’s take-up is slow, Mr Katsuyama says the group has breathing room to stick to 

its model. “We have raised a lot of money and we are profitable,” he adds. “I don’t feel any pressure to 

change our philosophy.” 

IEX’s financials are not public but based on the what it charges for trades and routing, a back of the 

envelope calculation puts revenues at $50m. IEX would neither confirm nor deny the estimate. 

There is also the issue of IEX’s strong belief in its mission and views about what is wrong with the market. 

Even beyond Flash Boys, or “the book,” as it is known by its many critics that have argued that it was a 

naive and misleading read on modern equity market structure, Mr Katsuyama is outspoken in his view 

that the markets are not as fair as they could be. 

That stance has been a turn-off to brokers and traders at the other end of the critique, while some IEX 

supporters have even privately told IEX to tone it down. 

For now at least, the group is undaunted. 

“The fact that we are vocal probably upsets some people and may mean we will trade less volume,” Mr 

Katsuyama says. “Just because we are in the club now doesn’t mean we are going to conform.” 

 


