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 On February 21, 2020, the Securities and Exchange Commission (“SEC”) rejected a 
proposal by Cboe Global Markets, Inc. (“Cboe”) that would introduce a split-second delay, or 
“speed bump,” to “EDGA, the smallest of the four equities exchanges it runs.”1 Specifically, the 
speed bump would operate such that “liquidity-taking orders sent to [Cboe’s] EDGA exchange 
[would] have to wait four-milliseconds before trading with resting orders in the order book.”2 
Cboe’s intention was that the speed bump would “provide market makers with sufficient time to 
re-price their rusting orders before ‘opportunistic’ or high frequency traders can trade with them 
at old prices.”3 This would have been “the first-ever delay mechanism in the U.S. equities market 
that would be asymmetric to protect liquidity providers.”4 Unsurprisingly, the speed bump 
proposed by Cboe “was opposed by some of the markets most active participants, including Citadel 
Securities, BlackRock, T.Rowe Price and industry lobby groups representing mutual funds, hedge 
funds and high frequency traders.”5 The SEC ultimately stated in its order that Cboe did not 
sufficiently demonstrate that the speed bump was not unfairly discriminatory, nor did it prove that 
the proposed change was sufficiently tailored to its stated purpose.6 This is not where the issue 
begins or ends, however, as speed bumps have been implemented by exchanges and debated by 
investors for years. 
 
 Speed bumps are undoubtedly a response to high-frequency trading (“HFT”) firms, or more 
specifically, the developments in technology—which these firms have invested heavily in and now 
utilize—that have allowed for bids and offers to be posted and withdrawn at previously 
inconceivable speeds. It is undeniable that “differential speed is valuable to participants, 
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particularly in circumstances where they are able to react to the actions of other traders.”7 These 
developments in the speed at which information is processed and sent by computers has led to a 
“perpetual arms race[,]” between trading firms who are constantly vying to profit from latency 
arbitrage—the opportunity to reallocate value based on (just barely) outdated prices of securities.8 
Matt Levine deftly explains the harm of latency arbitrage (when market makers are profiting from 
the latency, however) by pointing to the issue of “phantom liquidity”;9 this occurs occurs when 
“[h]igh-frequency trading firms [see an] order execute on one exchange, and immediately race[] 
ahead of [the buyer] to raise the prices on all the other exchanges.”10  
 
 As expected, the public reception to HFT firms profiting from latency arbitrage has been 
generally negative, which is especially unsurprising when considering the aggregate amount of 
value reallocated to HFT firms at the expense of main street investors.11 Given these realities, 
many have come to believe that the answer lies, in part, in speed bumps as “it has become easier 
to slow participants in order to speed others up.”12 
 
 These issues have come to the fore relatively recently. In 2015, a new exchange with a built 
in speed bump—TSX Alpha Exchange—launched in Canada. The feature was touted as giving “a 
leg up to so-called natural investors.”13 The speed bump, which utilized “a randomized order 
processing delay of between 1 and 3 milliseconds imposed on all orders that have the potential to 
take liquidity—[] caused some early consternation,”14 however. TSX’s speed bump has a glaring 
exception to the rule: the exchange “provides the option to pay a higher fee to enter and cancel 
limit orders without experiencing the delay.”15 A recent study found that this system of a speed 
bump with a “pay to play” exception ultimately lead to disrupted order flow and increased total 
transaction costs with a simultaneous reduction in liquidity.16  Additionally, that same study found 
that “the introduction of the randomized speed bump enables fast liquidity suppliers to ‘fade’ away 
from orders which consume liquidity across multiple venues, allowing them to profit from the 
information contained in the order flow itself.”17 
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 Speed bumps became a headline in the U.S. in 2016, when the SEC—in the process of 
approving Investors Exchange (“IEX”) as a national exchange—consented to IEX’s 350 
microsecond speed bump, while also reinterpreting regulation NMS to now provide that “any 
inbound or outbound delay less than one millisecond (1,000 microseconds) to be ‘de minimis’ — 
or irrelevant and not harmful to investors.”18 IEX’s speed bump, while touted by most as 
symmetric (applied to all orders), has been claimed by some to be asymmetric in application.19 A 
study by Edwin Hu of the Securities and Exchange Commission’s Division of Economic and Risk 
Analysis, however, found that after IEX’s approval led to “a small reduction in latency-sensitive 
trading strategies[,]” as well as a decrease in “[t]rading costs, as measured by quoted and effective 
spreads, . . . by an average of 1–2 basis points, which is approximately a 2–3% relative decrease 
in spreads.”20 Thus, Hu concluded that “while the speed bump only exists on IEX, it affects market-
wide trading activity.”21 “Another study found that “upon the introduction of IEX’s speed bump 
in the world of lit exchanges, there is a significant reduction in reaction time to order book events, 
indicating that the speed bump indeed was a binding constraint on some fast trading strategies. . . 
. Meanwhile, overall market quality improved with decreases in quoted spread, quote-to-trade 
ratio, and order imbalance, and increases in quoted depth and quote life.”22  
  
 While the larger exchanges initially shunned speed bumps, they eventually came around to 
the idea after IEX was approved and the new model was met with fanfare.23 NYSE did a complete 
about face and adopted a speed bump of its own on the AMEX exchange.24 NYSE’s speed bump 
closely resembled that of IEX, with a 350 microsecond symmetrical delay, however, the NYSE 
model had an exception; it provided for “electronic market makers with obligations to ease the 
trading of NYSE American-listed stocks.”25 In an ironic twist of fate, NYSE decided to pull the 
plug on the speed bump just two years later,26 claiming that “[t]rading conditions for NYSE 
American-listed securities . . . worsened with the August 2017 introduction of the speed bump, the 
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exchange said.”27 According to the exchange “[t]he venue [had] seen lower market share and 
average daily volume while slippage at market close rose and spreads widened[.]”28 Nasdaq also 
implemented a speed bump of its own, however, they decided to implement an opt-in speed bump 
via the Midpoint Extended Life Order (“M-ELO”) program.29 M-ELO orders can only interact 
with other M-ELO orders, and they are all subject to a half-second delay.30 
 
 To summarize, here are my birds-eye level thoughts on the issue: for one, latency arbitrage 
is not black and white. As a matter of fairness, Matt Levine points out that latency arbitrage “seems 
mostly to mean fast trading that goes poorly for you, and that can happen to anyone.”31 He notes 
that the debate over increasing equity to market makers, or vice versa, to liquidity takers does not 
have “any moral valence whatsoever.”32 In his view “[m]arket makers perform a valuable function 
and should be able to make a living, and investors perform a valuable function and should be able 
to profit from their own information, and they are locked in a perpetual battle over how to divide 
up the proceeds, and that is how it should be.”33 Ultimately, asymmetric speed bump impositions—
such as the one Cboe recently proposed—are just about deciding who will profit from latency 
arbitrage at the expense of others, according to this line of reasoning. On the other hand, some 
claim that symmetric speed bumps are not discriminatory enough to reduce the harmful effects of 
HFT. Aequitas NEO Exchange, a Canadian exchange, claimed that symmetric speed bumps do 
not truly achieve their intended purpose because “if an exchange slows everyone down by the same 
time interval, traders with a speed advantage will still have that same speed advantage.”34 Whether 
this argument holds water, given the studies analyzing IEX’s affects, is questionable, however.  
  
 It is of course important to note that several studies have shown that IEX has had a net 
positive impact, however, it is also equally important to acknowledge that studies have found 
asymmetric speed bumps, or facially symmetric with significant exceptions, to have negative 
effects. Lastly, it is interesting to note that NYSE first derided speed bumps, then adopted one, and 
afterwards did away with the restrictions; while they have not quite come full circle, it is 
worthwhile to note that their position on the issue has changed several times—in significant 
ways—in just 3 years. 
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