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A little chaos is good?
How exchange jitter
shapes high-frequency
trading and market
quality

Prof. Lei Shi - Macquarie Business
School, Macquarie University

Financial markets process a continuous stream of
trades and quotes in real time, leading to variability

In exchange processing speed—known as jitter. We
develop a theoretical model that links high frequency
trading strategies to jitter. Using this model, we
document that jitter can reduce bid-ask spreads via a
reduction in adverse selection caused by stale quote
sniping. We empirically test these predictions and find
supporting evidence using a unigue dataset from one
of the world’s fastest exchanges that discloses latency
statistics. Our theoretical and empirical results suggest
exchange-level jitter represents a viable tool to counter
the HF T arms race for speed and improve liquidity
outcomes for market participants.



