
Unintended consequences 
notwithstanding, 

High Frequency Trading  

is not Justified. 
 
In the season finale of FX’s show 
“Justified,” bad guy Boyd Crowder, 
kidnapped and handcuffed by other 
bad guys, dupes federal agents into 
rescuing his hide via shootout.  Boyd 
comically claims an altruistic motive, 
as his rescue will likely free an 
innocent man.  

“If my survival is a happy 
byproduct of my selfless act, so 
be it.” 
Like Boyd Crowder’s absurd 
statement, neither “happy byproducts” 
or other unintended consequences 
Justify HFT.   

 

Here is WWM’s proposed Statement 
of Undisputed Facts: 
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HFT Explained 
Accordingly to author Michael Lewis, 

HFT traders surreptitiously “front-

run” trades sent to an exchange and 

profit from that transaction at the 

stock purchaser’s expense.   

Here’s how it works.  An institution 

places a trade to buy a block of stock 

shares.  That purchase order travels by 

high-speed line to one or more stock 

exchanges.  On its way, unbeknownst 

to the stock purchaser, an HFT splices 

into that line, buys part of the trade at 

X, sells it to the exchange at X + HFT 

PROFIT.  The purchaser buys the 

stock from the exchange for X + HFT 

PROFIT.  Had the HFT not interfered, 

the purchaser would have bought the 

stock at X.  The HFT PROFIT comes 

out of the purchaser’s pocket in the 

form of a higher price and it goes 

directly into the HFT’s pocket. 

U.S. v. Non-U.S.  
Update for the past decade 
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Proposed Statement of Undisputed* Facts: 
 

1.  For any individual HFT transaction, HFT adds no value to the purchaser. 

2.  For any individual HFT transaction, HFT harms the purchaser by 

increasing the price of the stock the purchaser seeks to buy. 

3.  If the HFT was not involved in an individual transaction, the purchaser 

would be better off. 

4.  HFT traders do not ask permission from purchasers to conduct an HFT 

transaction. 

5.  Purchasers are unaware of HFT transactions. 

6.  HFT profits offset dollar for dollar the profits not realized by purchasers. 

 
*  WWM understands that  not every single HFT transaction results in a profit to the 

HFT “trader,” and the above proposed facts may be read as “In general . . .”  

Additionally, HFT strategies not addressed by Michael Lewis are not addressed. 

Proposed Arguments to be Ignored as Irrelevant: 

 

•The purchaser is unaware of the HFT transaction, therefore, the HFT 

transaction is acceptable. 

•The purchaser’s loss is very small, therefore ,the HFT transaction is 

acceptable. 

•HFT technology decreases transaction costs in general, therefore, the HFT 

transaction is acceptable. 

•“Dark pools” are a much bigger risk than HFT, therefore, the HFT 

transaction is acceptable. 

•If one cannot prove that “the principal gains being obtained by the HFT 

traders are greater than the commission or agency costs to the customers of 

the past,” HFT transactions are acceptable.   (Proposed standard provided by 

Dick Bove.) 

•There is no specific law prohibiting HFT, therefore it is acceptable. 

It seems fundamental that people earn money by providing something of 

value to a knowing and willing purchaser.  HFT is not this. 

 

“Happy byproducts,” of HFT do not justify HFT. 



According to JP Morgan Asset Management, the annual returns for the U.S. Stock Market 

Index and the Non-US Stock Index* were nearly identical over the last decade from 

January 2004 through December 2013: 

 

    Annualized Cumulative 

U.S. Stocks  S&P 500 Index 7.4% 104.3% 

Non-U.S. Stocks MSCI EAFE Index 7.4% 104.1% 

 

Surprised?  Despite the S&P’s rise over the past five years, non-U.S. stocks did much 

better the prior five years.  We believe this is quite the argument for global diversification 

and long-term investing.  We expect different asset classes to perform well over a long 

period, but by owning assets that do not walk in lockstep (are diversified) we expect 

similar results, a smoother ride and a decreased risk of large losses.   

 

Here is a chart of the returns of both indexes and an equally-weighted average of both.  For 

the past decade, a portfolio diversified with U.S. and non-U.S. stocks end up at the same 

place with less bouncing around.  A perfect, maybe surprising, example of diversification. 

 

 

 

 

 

 

 

 

 

 

 

 

*   The MSCI EAFE Index [Europe, Australasia and Far East]) 

U.S. v. Non-U.S.  
Update for the past decade 
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Disclaimer:   

Kurt Winiecki no longer 

practices accounting or law.  The 

general comments in this 

Newsletter are not and should 

not be construed as advice.   
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