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Effects of High Frequency Tradings on Efficiency and Stability of the Foreign
Exchange Markets: Analysis using High-frequency Data
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In the foreign exchange market, the electronic broking system, EBS and
Reuters, became dominant order-matching systems since the 1990s. After 2003, the bank dealers
computers became connected directly to the matching computer. Trading with an algorism became
popular as algorithmic trading takes place in a fraction of a second. As algorithmic trading became
prevalent, researchers became interested in how it would affect the efficiency of the market. We
found that arbitrage profit opportunities (negative spread and triangular arbitrage), taking into
execution risk, became less likely to occur, and once it occurs it would disappear faster as more
algorithmic traders are in the market.
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