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The information contained in this presentation and from any communication related to this 
presentation is for information purposes only.  

 The material in this presentation does not constitute advice and you should not rely on any 
material in this presentation to make (or refrain from making) any decision or take (or refrain 
from taking) any action.

 The investments and strategies mentioned in this presentation may not be suitable for you.  
Before making any investment decision, you should contact an independent financial advisor.  

 This presentation does not make recommendations for buying or selling any securities or 
options.  It is up to the viewers to make their own decisions, or to consult a registered 
investment advisor when evaluating the information in this presentation.

 THE PRESENTERS WILL NOT BE LIABLE FOR ANY DIRECT, INDIRECT, OR CONSEQUENTIAL 
DAMAGES, ARISING OUT OF OR IN CONNECTION WITH THE USE OF THE STRATEGIES AND 
INFORMATION DISCUSSED IN THIS PRESENTATION.



Today’s presentation

 Defining Short-term Trading
 HFT Strategies.
 Trading adjustments and execution tactics for this 

HFT environment.
 Navigating the short-term noise.
 Principles for long-term investing.



What is High Frequency Trading?

 The automation of many traditional strategies from 
the trading floor.

 Two main categories:
 1) Arbitrage
 2) Market Making - Leaning on Orders



Arbitrage

Types:
 Information arbitrage – News algos
 Intermarket arbitrage
 ETF and Index Arbitrage
 Statistical Arbitrage

 Eg. Pairs trading, sympathy trading



News Algos

 Major headlines – Trump and Tariffs
 News from companies – Earnings, guidance, 

management changes, insider buys/sells.
 Economic data points – GDP, Jobs, CPI
 Fed Speak – interest rate projections



Index Arbitrage

 S&P500 top 5 components make up 26% of index:
 MSFT 6.68%
 NVDA 6.60%
 AAPL 6.35%
 AMZN 3.86%
 META 2.78%

 Means these stocks have a significant impact on 
overall market.



ETF Arbitrage and Rotation 
Within Index

 Scenario:  April 12, 2019
 FB beats, trades up 9% after hours
 It makes up almost 5% of QQQ (at the time)
 Means QQQ must go up 0.45% just to account for 

FB (ignoring other 99 components).
 Sympathy – should bring up other major tech 

companies within index.
 Means – non-tech in QQQ will likely trade lower to 

make up the difference.



ETF Arbitrage and Rotation 
Within Index



Risk Arbitrage

 Stock mergers
 DFS and COF, ratio 1.0192
 HES and CVX, ratio 1.0250
 FL and DKS, cash $24



Leaning on Orders - Market Making

 Capturing the spread.
 Picking up pennies in front of a bulldozer. 
 Manage Adverse Selection Risk – by Leaning

 The risk of getting picked off by informed traders



Leaning on Orders - Rebate Trading

Trading for rebates offered by exchanges.



HFT Advantages

Typical HFT Strategies HFT Advantages over other traders

Market making
Rebate Trading
Arbitrage

- Speed
- PFOF arrangements, gives ability to jump the 
order “queue”.
- Ability to multi-task on exponential levels

HFT Strategies and Advantages over other Traders



Monopolized Top of Queue

Bottom Line:
HFT has monopolized the top of the order queue.
Means non-HFT is at the back of the order queue.



The spread is the HFT Toll

Think about the spread:  the difference between the 
bid and the ask, as the HFT toll.



Sitting Duck

Sitting limit orders out there makes you a sitting 
duck!



Tip #1 - Adjust Execution Tactics

Instead of passive limit orders:

1) Use marketable limits where you take liquidity 
(avoid market orders though)

2) Discretionary orders
3) Midpoint orders



Tip #2 – Extend Trading Time Frame

 Scalping reserved for HFT only.
 Think in minutes or hours, not seconds and 

milliseconds



Tip #3- Trade Liquid Issues

If you’re paying the spread, better to trade stocks 
with tighter spreads.



Tip #4 – Don’t show your hand.

 Predatory programs that detect real orders.
 Order Sniffers.



Tip #5 – Ignore the HFT noise

 A stock is going to go where it wants to go.
 Ignore the HFT chop.



Principles For Long Term Investing

 Overall Market Trend
 Macro environment
 Valuations – Focus on Forward P/E.
 Buy good companies at reasonable valuations.
 Story is everything – in the short term valuation is 

meaningless. In the long term, it’s everything!
 Technical Analysis – timing entries and exits.



Technical Analysis

 Taught in Five seconds:
 Support
 Resistance
 Trends
 Retracements (most relevant is 50%) 



Support



Resistance



Old Resistance Becomes New 
Support



Trends



Retracements



Summary

 HFT has monopolized Top of Order Queue
 Adjust execution tactics for this HFT environment
 Extend time frame
 Trade liquid stocks
 Ignore HFT noise.
 Good companies at reasonable valuations.
 Technicals – to time your entries and exits.
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