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BACKGROUND PAPER 

 
Trading Algorithms are Killing the Small-Cap Market in Canada 

 
Issue: 
 
 
Small reporting issuers have had the trading activity in their stocks  decimated by thoughtless 
algorithm trading that is keeping smaller investors from deploying their capital.  My goal is to 
identify the companies whose stock has suffered in this way and present findings to regulators 
and lobby traders to change their practices. 
 
There are advantages being built into the trading activity of sophisticated traders. High-Frequency 
Trading (“HFT”) and other practices established and controlled by algorithms are part of the 
recipe that led to the “flash trade” problems a year ago and the blow-up of Knight Capital last 
week. 
 
Canadian banks are also active in this domain and are consequently wreaking havoc in one 
particular sector of the Canadian stock market landscape -  small-cap stocks listed on the TSX-V. 
 
I have personally spoken to IIROC and they have confirmed that they receive regular complaints 
about this but would comment no further. On July 17, 2012 published a bulletin on  Certain 
Manipulative and Deceptive Trading Practices1.   
 
Real-life Example: 
 
Here is a real-life example of the type of the Mount Everest Order.  
 
[1] at 9:28 house 79 (XXXX) placed a bid in for 250,000 shares at $0.09 at the same time; 
 
[2] at the same time, house 79 made an offer at 10.5 cents for 250,000 shares; 
  
[3] On this particular day there are an additional two offers from house 79 totaling 500,000 shares 
at $0.11. 
 
The issue is that on almost a daily basis, shortly prior to the opening of markets, offers are made 
at slightly below the previous day’s closing to sell almost 10 times the daily volume of the 
previous day. Simultaneously, from the same bank,  an order to purchase the same large number 

                                                 
1	  See:	  http://www.iiroc.ca/Documents/2012/f62c746a-‐b5c9-‐448a-‐b57f-‐
f1c04c88de14_en.pdf	  	  	  or	  	  	  http://bit.ly/MJbv70	  	  
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of shares at the same price (or slightly above) appears.  These bids and offers are removed close 
to the end of the trading day.  The fact that these offers are removed so late in the day essentially 
prevents any traders from acting on that stock since it may be misconstrued as attempting to 
create an end-of-day uptick on the stock. Most brokerage accounts prohibit such end-of-day 
trades. 
 
Mount Everest Orders:  
 
Offers and Bids through the same institution, which are highly unlikely to be filled, on the same 
stock during a day which caps and floors the price of a stock.  They are big, immoveable and 
mere mortals are not intended to cross them.  These are actually occurring on some small-cap and 
penny stocks. 

IIROC issued a bulletin on Certain Manipulative and Deceptive Trading Practices on July 18, 
2012 which  describes various activities that “would contravene the rules when undertaken on a 
marketplace by persons who know or ought to reasonably know they are engaging or 
participating in the following or similar types of activity, which include:  

• making a fictitious trade;  
• effecting a trade in a security which involves no change in beneficial or economic 

ownership;   
• effecting trades by a single interest or group with the intent of limiting the supply of a 

security for settlement of trades made by other persons except at prices and on terms 
arbitrarily dictated by such interest or group.  

Policy 2.2 presently provides that activities which create or could reasonably create a false or 
misleading appearance of trading activity or interest in the purchase or sale of a security or an 
artificial bid, ask or sale price when undertaken on a marketplace by persons who know or ought 
reasonably to know that they are engaging or participating in these or similar types of activities, 
include:  

• entering an order or orders for the purchase of a security with the knowledge that an order 
or orders of substantially the same size, at substantially the same time and at substantially 
the same price for the sale of that security, has been or will be entered by or for the same 
or different persons;  

• entering an order or orders for the sale of a security with the knowledge that an order or 
orders of substantially the same size, at substantially the same time and at substantially the 
same price for the purchase of that security, has been or will be entered;  

• making purchases of, or offers to purchase, a security at successively higher prices or in a 
pattern generally of successively higher prices;  

• making sales of or offers to sell a security at successively lower prices or in a pattern 
generally of successively lower prices; 
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• entering an order or orders for the purchase or sale of a security to:  

ο establish a predetermined sale price, ask price or bid price; 
ο effect a high or low closing sale price, ask price or bid price; 
ο maintain the sale price, ask price or bid price within a predetermined range. 

• entering an order or a series of orders for a security that are not intended to be 
executed.”  

The Problem: 

These rules already exist but they are contravened only if there are trades with the intention to 
create a false or misleading appearance of trading activity or interest in the purchase or sale of a 
security or an artificial bid, ask or sale price. 

While it is difficult to ascribe intention to an algorithm, algorithms are based on the biases of the 
programmer.  Therefore it may be argued that intention, by definition in this context, is built in. 

The Role of Canadian Banks post-Maple/TMX: 

This matter is a serious one to the junior stock marketplace in Canada, particularly, in the face of 
the fact that major Canadian have recently purchased the TSX-V parent company. When one also 
considers the recent headlines concerning flash trading a year ago on the NYSE to the blow-up of 
Knight Capital in the US this past week, it is incomprehensible that reputable Canadian banks 
would continue to engage in this type of activity. The fact that Canada’s banks are now not only 
the key players in the marketplace, but also the owners of the marketplace,  one may expect that 
they have a fiduciary duty to the smaller players in the marketplace. 
 
If you would like to discuss this, please do not hesitate to contact me on a confidential basis: 
 
John Mavridis, LL.M., ICD.C. | Lawyer | Principal 
Newhouse Strategic Counsel Inc. 
Tel: 514-807-3953 
jmavridis@newhousecounsel.com 
 
 
	  


