HIGH FREQUENCY TRADING WEBINAR
Types of HFT Strategies
Pure market making - buying bids/selling offers. Small order sizes 1-5 lots in futures and comparable in equities. All about controlling the top of the order book via speed/strategy efficiency. Orders up and down the books
Goal is to scratch when out of position & make a tick/penny when right. When to step in front of OR get out of the way of size
In cash equities tied to wholesale payment for order-flow & latency arbitrage. Vast majority of activity is this, NOT 'causing/manipulating' the market to move up or down many handles at a time
Rebate system in cash equities NOT in futures. No need. Very low exchange fees of course but $12.50 for a tick in ES for example vs pennies lost for a scratch. Most heavily focused on low priced, very liquid stocks. Think Ford Motor Company vs Berkshire A shares. If you had the exact same probability of making a penny, would you rather risk $14 a share or $200,000 a share? 
Program trading. Often used as synonym for HFT which is false. Programs are based solely on block trade execution of equities based on front month/basket premium and pre-determined time of day. NYSE execution reported only. More than 15 stocks at once with a/value more than 1M is a program. More than 1/2 of NYSE volume but unknown on others
Index arbitrage. A subset of program trading occurring on all exchanges. Purely based on theoretically "risk free" premium trades. Buying basket/selling front month based on PREM execution levels. Less than 5% on NYSE but misleading. Executed on whatever exchange(s) creates the most advantageous spread
Latency arbitrage. Most common in cash equities markets. 13 exchanges 70+ dark pools all pricing independently and feeding consolidated SIP feed which by nature is latent. Anyone not trading direct or auto executing sees price late then has additional latency to make decision and execute manually. By the time they do the new inside price is no longer there. Wholesale market makers take the other side when favorable then cross immediately for a 'risk free' profit direct on whatever exchange now has the inside price. A subset of this is midpoint gaming against dark pools.
Machine news readers. Algorithms tied to key words and numerical triggers acting first on economic releases, Fed speak/minutes, news feeds, etc. HFT's predominantly competing with each other not retail. It's over before your ears even hear it, let alone your brain processes it, literally
Momentum instigators. Just what it sounds like. Creative pulling/stacking of order books to try to entice directional movement. Very small subset of total. Often tied to dark pool midpoint gaming. Risk/reward tradeoff. Costs a lot to do it both financially and potential regulatory heat. Much easier to take the low hanging fruit of ticks/pennies tens of thousands of times a day.
AI (artificial intelligence). Deep market reading strategies. Immensely complex relational strategies. Engineered by the smartest minds on the planet. By far the smallest subset. Constant tweaking/redevelopment requiring huge technology and manpower which can and will be WRONG a lot. Again, much cheaper and easier to grind out the easy stuff.

Misconceptions of HFT
-All machine executed algorithmic trading is NOT high frequency. Must understand the the difference. Don't commingle apples and bowling balls as the mainstream media does
-Effort to understand the who, what, where, why and how first before considering how it will effect your own strategy, and more important the risk model you overlay for your strategy 
-Notion that retail traders don't stand a chance against machines' is rubbish. Never been a time in history when markets haven't been changing due to the landscape and dominant objectives of aggregate participants. The job of the professional trader has ALWAYS been to identify the landscape as it is, find edge in it based on the way things are, NOT as we would like them to be. If your old strategy no longer assimilates you simply must adapt it or scrap it and develop a new one that better navigates the current landscape
-Media focus on proximity and speed has masked the true issues with the new HFT driven markets. 
-If HFTs are engaging in "riskless" trading as often touted, why did Knight almost go broke in a matter of minutes? It's not cut and dried and all HFT strategies are not the same nor are all firms able to compete at the highest level. The arms race is effectively over. A mature industry. Less new entrants in top strategies 
-Single largest misconception is HFTs win all the time. Far from it. Profitability achieved over a huge number of events. LOW win rate - high reward to risk over time. Win rates far less than 50% the norm especially in futures due to huge spread between single tick value and cost to execute. 
-When have traders not paid a premium to be closer to markets/information to gain an edge? Floor traders/exchange memberships. When retail traders called orders into a phone clerk based on a price they saw on screen would you say they had the same edge as those standing in the pit that paid 600k for a membership? 
-When has it ever been remarkable for a market maker to make money most every day for taking risk at every price up and down the order book?
Realities of HFT
-Proximity, speed, capitalization and brainpower are NOT issues with HFT. Just the natural progress of technology in line with everything else in every other non-trading based business in the world. 
-That they are occupying a huge portion of all order books to perform a predominately market making function that comes with no COMPULSORY participation rules creating market fragility IS the chief issue. 
-Shutting down in unison when they don't like the way things are going - just like all of us retail traders also do. The cause of the last flash crash and the cause of the next one wasn't then and won't in the future be spoofing or selling. It will be mass pulling of bids out of the market all the way down the order book. 
-If there are 1000 up in the book at every price down the market and someone hits the bid with a 1000 lot sell order what happens? The market moves a tick at most. If there are 100 up in the book down the chain and that same 1000 lot market order hits the bid what happens? The market moves 10 ticks instantaneously. Its just that simple. That's why the old specialist system and it's rules to make an orderly market worked so well. If there were more sellers than buyers the market makers shored up inventory. They didn't all leave the floor in unison.
-All the other issues with HFT regulatory in nature. Chiefly gaming identical markets/correlated products on other/competing exchanges pricing the same instrument. Multiple competing exchanges in equities feeding a single consolidated quote feed used by retail traders. 
-SIP (Securities Information Processor). The consolidated feed from all the direct exchange feeds. Naturally latent of course - and then some??? 
-Wholesale payment for order flow. Theoretically near risk free market making tied to price improvement based on latent SIP quotes while direct prices have already changed. Regulatory environment makes possible. Specifically, quotation priority rules in Reg NMS preventing locked or crossed markets between two or more exchanges (Rule 611). Gave rise to specialized order types originally created by BATS i.e Intermarket Sweep Orders (ISOs). 
-Reg NMS/SIP reform is needed as well as compulsory market maker rules - but the lobby is strong. Too much money involved.
