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The High-Frequency Algorithmic Trading Method 

Talya Tobolsky 

  

Abstract  

  

In recent years, with advances in technology, new trading methods that use electronic 

trading platforms have been developed for automatic trading without human 

intervention. These automatic trading methods have changed the face of trading, and 

have a marked effect on how trading is done and on the type of traders participating in 

the market. 

High frequency trading is the most popular method in the area of algorithmic trading; 

those using this method contribute about half of trading volume in the US, and about 

40 percent of trading volume in Europe. Studies done abroad show that this method 

greatly enhances the level of liquidity, mainly by increasing the Bid-Ask spreads. 

With that, this method also has its disadvantages, which negatively impact the 

markets and the traders who operate with traditional methods. 

This work examines how the entry of algorithmic traders to the Israeli corporate bond 

market affects the level of liquidity in the market, and whether that effect is similar to 

the effect found abroad.  A review of the Israeli market shows that the Tel Aviv Stock 

Exchange features quite broad activity on the part of algorithmic traders, which is 

mainly focused on options trading on the Tel Aviv 25 index. These traders then began 

operating in corporate bonds as well, thereby leading to a sharp increase in the 

number of quotes fed to the Stock Exchange, but not leading to a parallel 

improvement in the level of liquidity. This finding is not consistent with similar 

findings abroad, where the entry of high frequency traders significantly improved the 

level of liquidity in the market. 
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1�"Understanding High Frequency Trading", World Federation of Exchanges. 

2������(�������� ���� �'�������-�� ��������������%���'� ���������������	��	���'�� ����� '-����� ���%���� �
������������0��/���������(�.����������������	��������'�����������%�� �����������������  

3 U.S. Commodity Futures Trading Comm'n & SEC (2010)."Findings Regarding the Market Events of May 6,  

   2010".
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4
 J. Hasbrouk & G. Saar (2012). "Low Latency Trading", Johnson School Research Paper Series No.   

  35-2010, AFA Chicago Meetings Paper. 
5
 T.Hendershott, C. Jonesand & A. Menkveld, (2011). "Does Algorithmic Trading Improve Liquidity",   

  The Journal of  Finance, Vol. LXVI, No.1.
6������'� �����'�� ���� �	��(�� ���� �����	� ���(�(� ��-����	���� ����-��� �����'&��� ��(�������'�� ������ �
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7
 Larry Harris,."What to do about High-Frequency Trading", Financial Analysts Journal  69.2  :6-9 .   

  ProQuest.Web. 11 June2013.
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0.22 0.32 98,032 0.10 7 99 I/ 2008 

0.17 0.36 81,123 0.10 12 128 II/2008 

0.32 0.32 64,445 0.18 15 155 III/2008 

0.90 0.32 58,665 0.53 16 304 IV/ 2008 

0.5 0.28 41,289 0.28 17 405 I/ 2009 

0.26 0.27 32,141 0.19 25 463 II/2009 

0.21 0.26 29,740 0.16 25 598 III/ 2009 

0.17 0.25 29,653 0.12 26 581 IV/ 2009 

0.15 0.19 29,943 0.09 18 602 I/ 2010 

0.15 0.20 29,384 0.10 20 689 II/ 2010 

0.12 0.19 29,895 0.08 17 598 III/ 2010 
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0.12 0.22 33,563 0.09 19 1,035 I/ 2011 

0.12 0.22 34,978 0.09 18 2,036 II/ 2011 

0.24 0.27 35,559 0.16 23 1,459 III/ 2011 
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0.13 0.26 35,324 0.09 25 1,323 II/ 2012 

0.17 0.21 33,862 0.10 20 1,213 III/ 2012 


