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b arbitrage opportunities exist for ever-brief-
er periods. In newer markets traders can
use simpler algorithms for higher yields.

Expansion is also cheap. Herbie Skeete
of Mondo Visione, an exchanges consul-
tancy, points out that most HFT firms have
already incurred the fixed costs of devel-
oping their proprietary-trading platforms.
Adapting these systems for other markets
is not very expensive. Even if the size of
transactions is lower than on American
markets, the high turnover can generate
healthy profits.

Exchanges are also keen to court HFT
firms. Long used to operating as monopo-

lies, bourses in Asia and Latin America
now face competition from alternative
trading platforms. Chew Sutat of Singa-
pore Exchange says that HFT increases
trading volumes, improves market liquid-
ity and lowers trading costs. Thatleadsto a
more efficient price-discovery process and
attracts more investors.

There are hurdles to the spread of HFT,
however. Emerging-market governments
are wary of encouraging short-term for-
eign investors. HFT firms which seek to ex-
ploit currency movements or arbitrage
price differences between local-currency
and foreign-currency bonds want to move

funds in and out of a country with mini-
mal friction. The presence of capital con-
trols makes this hard. Brazil’s 2% tax on for-
eign equity and debt investments in 2009
did not deter existing HFT firms but did dis-
courage NeEw ones.

Exchanges in Asia and Latin America
are also keennotto alienate retail and insti-
tutional investors. Some investors fret that
co-location creates a two-tiered system by
favouring firms with machines closer to an
exchange’s data hub. Others worry that
HEFT increases volatility and systemic risk.
To keep these customers satisfied, speed
may not be of the essence. B




