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The Balance Between Speed and Fairness: A Regulatory Path of Algorithmic

Trading Based on Institutional Elements
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Abstract: The rapid development of algorithmic trading (AT) and high-frequency trading (HFT) in
China’s securities and futures markets has sparked controversy about the relationship between its
speed advantage and market fairness. While speed is the hallmark of AT, fairness remains the
fundamental legal principle of the capital market. Algorithmic trading has a competitive advantage,
but such advantage is not the only consequence of advanced technology, but also stems from the
overuse of institutional elements, like market structure, trading systems, and fee structures. In this
regard, the two-tiered distribution of market information has occurred, and it may unduly

compromise the competitive opportunities of other traders, which constitutes the current unfairness
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problem of algorithmic trading.

Currently, China’s regulatory framework, underpinned by the Securities Law and the Futures
and Derivatives Law, along with recent administrative regulations by the China Securities
Regulatory Commission (CSRC), primarily focuses on risk management and system security. While
these regulations address reporting obligations and abnormal trading behaviors, they fail to
effectively mitigate the systemic unfairness arising from institutional advantages such as co-location,
information asymmetry, and algorithmic arbitrage. The existing “passive defense” model is
insufficient to address the dynamic challenges posed by the “arms race” for speed. To restore the
balance between efficiency and equity, it is imperative to develop a dynamically adaptive financial
regulatory system that conducts systematic adjustments centered on institutional elements, thereby
enhancing market fairness and operational stability. The regulatory path is constructed across three
dimensions:

Regarding the market infrastructure, the regulation must address the physical inequalities
created by co-location services. Exchanges should provide fair, unified, and transparent co-location
services to prevent discriminatory access to market data. Implementation of “speed bumps,” such as
physical delays Ce.g., coiling cables) or randomized delays, is necessary to synchronize information
access and neutralize the millisecond-level advantages obtained solely through physical proximity to
exchange servers. In terms of trading mechanisms, the continuous auction mechanism based on
“price priority, time priority” requires reform to curb the excessive dominance of speed. Specific
constraints are essential, including minimum order execution ratios to deter order stuffing and
minimum order holding times to reduce fleeting liquidity. Furthermore, the adoption of batch
auctions (discrete time-interval trading) is recommended during periods of high volatility to replace
continuous bidding, thereby shifting competition from speed to price discovery. Regarding
transaction costs, a differentiated fee structure is proposed over a uniform tax approach. By imposing
higher withdrawal or declaration fees on high-frequency strategies that occupy excessive system
resources without providing liquidity, regulators can internalize the negative externalities of AT and
guide traders toward strategies that contribute to long-term market stability.

Keywords: Algorithmic trading; High-frequency trading; Financial regulation; Market fairness
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