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The fool John Kerry as SecState has been a perfect compliment to his boss. Throw in 
Hagel as SecDef and we have a hat trick of ignorance. The Pollard gambit was too 
much and is receiving the world's opprobrium. It was kinda like a foreign policy 
"stinkburger."  Jonathan Tobin starts our look at Kerry. 
It was just a couple of months ago that Secretary of State John Kerry was being lauded as, in the 
words of CNN, “a surprise success.” He was hailed by the chattering classes as having exceeded 
Hillary Clinton’s record by showing daring instead of her instinctive caution. After all, hadn’t he 
managed to preside over a nuclear deal with Iran, saved President Obama’s face by negotiating a 
good deal with Russia about Syrian chemical weapons, and made progress on a withdrawal 
agreement in Afghanistan? Most of all, his audacious decision to restart Middle East peace talks 
when everyone was warning him it was a fool’s errand was seen as having great promise. As the 
Atlantic gushed, “It’s looking more and more possible that when the history of early-21st-century 
diplomacy gets written, it will be Kerry who is credited with making the State Department relevant 
again.” 

But that was then. Today, Kerry is being rightly lambasted by the left, right, and center for his idiotic 
decision to introduce the issue of convicted spy Jonathan Pollard’s release into the Middle East 
peace negotiations. ... 

  
  
Tobin also posts on what he calls "the disturbing Pollard debate."  
... Anyone listening to the debate about Pollard being conducted in the last week must understand 
that his name is synonymous with charges of dual loyalty against American Jews who serve in 
both the U.S. government and its armed forces. As I detailed in my 2011 article, the damage that 
the cynical decision to employ a foolish and unstable person as a spy has done to American Jews 
and to the vital alliance between the U.S. and Israel is incalculable. 

While after serving so much time in prison he is deserving of clemency, I stand by my previous 
conclusion about what should be the final word about this subject: 

Long after his release or death, Pollard’s behavior will still be used to bolster the slurs of those who 
wish to promote the pernicious myth that there is a contradiction between American patriotism and 
deep concern for the safety of the State of Israel. It is this damning epitaph, and not the claims of 
martyrdom that have been put forward to stir sympathy for his plight, that will be Jonathan Pollard’s 
true legacy. 

  
  
Which brings us to Krauthammer's column for the week - "Kerry's Folly - Chapter 3."  
When has a secretary of state been involved in so many disastrous, self-initiated negotiations? 
First, John Kerry convenes — against all advice and holding no cards — Geneva negotiations to 
resolve the Syria conflict and supposedly remove Bashar al-Assad from power. The talks collapse 
in acrimony and confusion. 

Kerry’s response? A second Geneva conference that — surprise! — breaks up in acrimony and 
confusion.  



Then, even as Russian special forces are taking over Crimea, Kerry goes chasing after Russian 
Foreign Minister Sergei Lavrov — first to Paris, then Rome, then London — offering a diplomatic 
“offramp.” Lavrov shrugs him off. Russia annexes Crimea.  

The crowning piece of diplomatic futility, however, is Kerry’s frantic effort to salvage the Arab-
Israeli negotiations he launched, also against all odds and sentient advice. He’s made 12 trips to 
the region, aiming to produce a final Middle East peace within nine months.  

It is month nine. The talks have gone nowhere. But this has been a fool’s errand from Day One. 
There never was any chance of Palestinian leader Mahmoud Abbas concluding a final peace. ... 

... To keep stringing along the Israelis, some genius decided to dangle Jonathan Pollard. What’s 
he got to do with anything? Why is he being offered as an incentive for Israel to accept otherwise 
unacceptable conditions?  

Normally, the United States facilitates agreements by offering Israel compensation for the security 
risks it takes upon giving up territory, because the Arabs either cannot or will not offer security 
guarantees of their own. Thus the United States might try to re-establish the military balance with 
advanced weaponry or access to timely intelligence. 

But Pollard? He is an American traitor who is up for parole next year anyway. It has long been a 
mistake for Israel to agitate for his release. He disgracefully betrayed his country. What kind of 
corrupt and cynical quid pro quo is this? ... 

  
  
We have been treated to the breathless accounts by Michael Lewis about the Wall 
Street skullduggery in High Frequency Trading. Lewis's claims that we're all cheated 
have been repeated for the week since he was interviewed on 60 Minutes. It is time for 
some grownups to consider these claims. Craig Pirrong of Streetwise Professor is first.  
Michael Lewis’s new book on HFT, Flash Boys, has been released, and has unleashed a huge 
controversy. Or put more accurately, it has added fuel to a controversy that has been burning for 
some time. 

I have bought the book, but haven’t had time to read it. But I read a variety of accounts of what is 
in the book, so I can make a few comments based on that. 

First, as many have pointed out, although this has been framed as evil computer geniuses taking 
money from small investors, this isn’t at all the case. If anyone benefits from the tightening of 
spreads, especially for small trade sizes, it is small investors. Many of them (most, in fact) trade at 
the bid-ask midpoint via internalization programs with their brokers or through payment-for-order-
flow arrangements. (Those raise other issues for another day, but have been around for years and 
don’t relate directly to HFT.) 

Instead, the battle is mainly part of the struggle between large institutional investors and HFT. 
Large traders want to conceal their trading intentions to avoid price impact. Other traders from time 
immemorial have attempted to determine those trading intentions, and profit by trading before and 
against the institutional traders.  Nowadays, some HFT traders attempt to sniff out institutional 



orders, and profit from that information.  Information about order flow is the lifeblood of those who 
make markets. 

This relates to the second issue. This has been characterized as “front running.” This terminology 
is problematic in this context. Front running is usually used to describe a broker in an agency 
relationship with a customer trading in advance of the customer’s order, or disclosing the order to 
another trader who then trades on that information. This is a violation of the agency relationship 
between the client and the broker. 

In contrast, HFT firms use a variety of means-pinging dark pools, accessing trading and quoting 
information that is more extensive and obtained more quickly than via the public data feeds-to 
detect the presence of institutional orders. They are not in an agency relationship with the 
institution, and have no legal obligation to it. ... 

  
  
  
Joe Nocera is next.   
There is always something just a little frustrating about reading a Michael Lewis book. On the one 
hand, Lewis’s core point — whether it is that left tackle has become the second most important 
position in football (“The Blind Side”), or that the stock market has become rigged by high-
frequency traders, as his new book, “Flash Boys,” claims — is almost always dead-on. His ability to 
find compelling characters and tell a great story through their eyes is unparalleled. He can 
untangle complex subjects like few others. His prose sparkles. 

On the other hand, there usually comes a point in a Michael Lewis narrative when it all starts to 
feel just a little too perfect. “Flash Boys,” which is excerpted in The New York Times Magazine, is 
no exception. The book’s hero, Brad Katsuyama, is a young executive at the Royal Bank of 
Canada who realizes that something has gone awry with the stock market.  

As he digs deeper, he realizes that secretive high-frequency trading firms, taking advantage of 
lightning-fast computers, willing accomplices in the stock exchanges and some poorly thought-out 
federal regulation, have effectively hijacked the equity markets. Roused to action by what he has 
discovered, Katsuyama quits his job and starts up a new exchange, IEX, which includes a clever 
“speed bump” that levels the playing field for investors. 

So far, so good. But Lewis doesn’t stop there. To make his hero appear even more heroic, he 
casts Katsuyama as the only person on Wall Street to figure out the high-frequency trading scam, 
and the only person with the courage to do something about it. That’s not quite the case. 

Nearly two years ago, Scott Patterson of The Wall Street Journal wrote a book titled “Dark Pools: 
The Rise of the Machine Traders and the Rigging of the U.S. Stock Market,” which also exposed 
the scam. The book is structured remarkably like Lewis’s — Patterson’s got a heroic central 
character who learns the tactics of the high-frequency bunch and then acts on it by going to the 
Securities and Exchange Commission. Except Patterson’s hero isn’t Brad Katsuyama; he is Haim 
Bodek. When I caught up with Bodek, he groused about how Katsuyama had only part of the 
picture, and how there were other elements of high-frequency trading that needed as much if not 
more exposure. ... 



  
 
 
 

  
Contentions 
Kerry’s Hubris Leads to a Great Fall 
by Jonathan S. Tobin 

It was just a couple of months ago that Secretary of State John Kerry was being lauded as, in the 
words of CNN, “a surprise success.” He was hailed by the chattering classes as having exceeded 
Hillary Clinton’s record by showing daring instead of her instinctive caution. After all, hadn’t he 
managed to preside over a nuclear deal with Iran, saved President Obama’s face by negotiating a 
good deal with Russia about Syrian chemical weapons, and made progress on a withdrawal 
agreement in Afghanistan? Most of all, his audacious decision to restart Middle East peace talks 
when everyone was warning him it was a fool’s errand was seen as having great promise. As the 
Atlantic gushed, “It’s looking more and more possible that when the history of early-21st-century 
diplomacy gets written, it will be Kerry who is credited with making the State Department relevant 
again.” 

But that was then. Today, Kerry is being rightly lambasted by the left, right, and center for his idiotic 
decision to introduce the issue of convicted spy Jonathan Pollard’s release into the Middle East 
peace negotiations. The collapse of those talks and Kerry’s frantic and desperate Hail Mary pass 
merely to keep the sides talking after Palestinian Authority leader Mahmoud Abbas’s decision to 
scuttle the effort illustrates the secretary’s flawed strategy and lack of a coherent backup plan. But 
the Middle East is not the only place where Kerry’s supposedly inspired leadership has failed. 
Kerry ignored and then mishandled unrest in Egypt and alienated allies across the Middle East. 
The special relationship that Kerry had cultivated with Russian Foreign Minister Sergei Lavrov 
(according to the Times the two had bonded over their love of ice hockey) has also not only proved 
useless in getting the Russians to do what they promised in Syria but has led to further 
humiliations for the U.S. as the Putin regime overran Crimea and threatened the rest of the 
Ukraine. Kerry’s dependence on the Russians is also likely to lead to more failure on the Iranian 
nuclear front since Moscow is even less inclined than it already was to pressure Tehran to sign an 
agreement that can be represented as a victory for U.S. diplomacy. 

A generous evaluation of Kerry’s actions might merely ascribe this to a string of bad luck. But luck 
has nothing to do with it. The common thread between these various diplomatic dead-ends isn’t 
that small-minded and recalcitrant foreign leaders thwarted Kerry’s bold initiatives. It’s that in all 
these situations, Kerry believed the force of his personality and his tenacity was equal to the task 
of solving problems that had flummoxed all of his predecessors. Aaron David Miller perceptively 
wrote last fall at a moment when Kerry’s fortunes seemed to be on the rise, “Rarely have I 
encountered anyone — let alone a secretary of state — who seemed more self-confident about his 
own point of view and not all that interested in somebody else’s.” It was this hubris that has led to 
his current humiliation. 

In a rare example of agreement between the editorial boards of the New York Times and the Wall 
Street Journal, both ridiculed Kerry’s use of Pollard as a pathetic Hail Mary pass to revive the 
peace negotiations that had been scuttled by Abbas. Though the two papers came at the issue 
from different perspectives—the Journal correctly thought it was wrong to trade a spy for the 



terrorist murderers Abbas wanted Israel to free while the Times thought that the gesture would 
advance the negotiations—they spoke for just about everybody inside and outside the U.S. 
foreign-policy establishment in declaring the Pollard gambit to be a sign of desperation on the part 
of the secretary. 

The problem here isn’t just that including Pollard in the talks was wrong-headed and unlikely to 
yield positive results. It’s that Kerry is so invested in trying to prop up a process that never had a 
chance of success that he’s willing to gamble with America’s credibility. While he proved able to 
pressure Israel to make concessions to the Palestinians, Kerry’s naïve miscalculation about Abbas 
being willing or able to make peace has led to the current stalemate. Even worse, Kerry’s 
desperation has emboldened Abbas to keep asking for more and more with no sign that he will 
ever risk signing a deal that will end the conflict. The talk about Pollard is significant not just 
because it’s a bad idea but because it reflects American weakness rather than boldness. 

But while Kerry’s self-image is sufficiently grandiose to insulate him against criticisms, those who 
will pay the price for his failures will not be so fortunate. The Ukrainians know they cannot count on 
the U.S., and by raising expectations that were inevitably dashed the secretary has increased the 
chances of violence in the wake of his Middle East fiasco. Nor will those who may eventually be 
faced with the reality of an Iranian bomb remember him kindly. Not long ago liberal pundits were 
singing his praises. Now he should consider himself lucky if he is not soon considered a 
consensus choice for the title of the worst secretary of state in recent memory. 

  
  
  
Contentions 
The Disturbing Pollard Debate 
by Jonathan S. Tobn 

The decision of Secretary of State John Kerry to inject the question of Jonathan Pollard into his 
quest to keep Middle East peace negotiations alive was a complete and total fiasco. As I noted 
earlier today, not only was it a futile “Hail Mary” pass that was contemptuously torpedoed by 
Palestinian Authority leader Mahmoud Abbas, even if both the PA and Israel had agreed to the 
terms of the proposed deal—which would have required Israel to free another batch of terrorist 
murderers and several hundred other security prisoners—it would have only meant continued 
negotiations with little hope that they will lead to an actual agreement. 

The collapse of this effort is a great disappointment to those who have worked for Pollard’s release 
and a relief to those who want him to rot in jail. But the most disturbing element of this incident is 
not so much the latest proof of Kerry’s foolishness as it is the way that the discussion over Pollard 
has brought back to the surface the myths and misinformation about the case that come to the fore 
every time his name is in the news. Though advocates for his release are right to view Pollard’s 
sentence as excessive, much of what we have been hearing about him this week demonstrates 
anew the extent of the damage that he and his handlers did to the U.S.-Israel relationship. 

At its heart, the debate about Pollard is about two competing themes. As I wrote in a 
comprehensive summary of the case three years ago, both Pollard’s defenders and his critics 
exaggerate their arguments. Though the information Pollard passed to the Israelis was, no doubt, 



useful to them, the assumption that it was a game-changer in terms of its security is unfounded. 
So, too, is the notion that the Israelis had a “right” to the information. 

By the same token, the comparisons made between Pollard and various Soviet agents are absurd. 
Pollard was not spying for a hostile power and there is no evidence, nor even a reasonable 
argument to be made on behalf of the notion that he was in any way responsible for the deaths of 
U.S. agents in the field. Nor was what he did was in any way comparable to the revelations of 
Edward Snowden who deliberately sought to undermine U.S. intelligence operations and then fled 
to the safety of a hostile nation where he continues to thumb his nose at the United States. What 
he did was bad enough and deserving of severe punishment, but the manner with which the 
intelligence establishment has demonized him and made his release even after decades in prison 
and long after any information he might have possessed was relevant is as excessive as it is 
illogical. 

The fact remains no one who ever spied for an ally—something that the U.S. has no scruples 
about doing itself with regard to Israel or other friendly nations like Germany—has ever received 
such a harsh sentence. Most such incidents are quickly covered up and forgotten. While Pollard’s 
espionage was particularly egregious, the life sentence he received violated the plea bargain 
negotiated with him by the government. The main reason he is still in jail is not so much the desire 
of the government to keep him locked up but the result of legal errors by his original attorneys that 
prevented appeals that would have almost certainly been successful in reducing his sentence. 
After 28 years, many of them in solitary, it cannot be asserted that he has not been punished or 
that defense of the rule of law depends on his continued incarceration. Since he will be eligible for 
parole in the fall of 2015, the talk about keeping him in prison forever is just hot air. 

Nevertheless, this is an apt moment for both Israelis and Americans who are campaigning for his 
release to recognize that efforts to portray him as a hero are as damaging as they are misguided. It 
is legitimate for the Israeli government to seek the release of someone who is being punished for 
acts committed in the name of their country. But those who succumb to the temptation to treat his 
actions as anything other than a profoundly misguided operation are dead wrong. 

Anyone listening to the debate about Pollard being conducted in the last week must understand 
that his name is synonymous with charges of dual loyalty against American Jews who serve in 
both the U.S. government and its armed forces. As I detailed in my 2011 article, the damage that 
the cynical decision to employ a foolish and unstable person as a spy has done to American Jews 
and to the vital alliance between the U.S. and Israel is incalculable. 

While after serving so much time in prison he is deserving of clemency, I stand by my previous 
conclusion about what should be the final word about this subject: 

Long after his release or death, Pollard’s behavior will still be used to bolster the slurs of those who 
wish to promote the pernicious myth that there is a contradiction between American patriotism and 
deep concern for the safety of the State of Israel. It is this damning epitaph, and not the claims of 
martyrdom that have been put forward to stir sympathy for his plight, that will be Jonathan Pollard’s 
true legacy. 

  
  
  



Washington Post 
Kerry’s folly, Chapter 3 
by Charles Krauthammer 

When has a secretary of state been involved in so many disastrous, self-initiated negotiations? 
First, John Kerry convenes — against all advice and holding no cards — Geneva negotiations to 
resolve the Syria conflict and supposedly remove Bashar al-Assad from power. The talks collapse 
in acrimony and confusion. 

Kerry’s response? A second Geneva conference that — surprise! — breaks up in acrimony and 
confusion.  

Then, even as Russian special forces are taking over Crimea, Kerry goes chasing after Russian 
Foreign Minister Sergei Lavrov — first to Paris, then Rome, then London — offering a diplomatic 
“offramp.” Lavrov shrugs him off. Russia annexes Crimea.  

The crowning piece of diplomatic futility, however, is Kerry’s frantic effort to salvage the Arab-
Israeli negotiations he launched, also against all odds and sentient advice. He’s made 12 trips to 
the region, aiming to produce a final Middle East peace within nine months.  

It is month nine. The talks have gone nowhere. But this has been a fool’s errand from Day One. 
There never was any chance of Palestinian leader Mahmoud Abbas concluding a final peace. 

Now in the 10th year of a four-year term (there never was a reelection — he just stayed in office), 
Abbas doesn’t have the legitimacy. With half of Palestine (namely Gaza) controlled by his 
rejectionist mortal enemy Hamas, he doesn’t have the authority. 

And he doesn’t have the intention. Abbas openly refuses to (a) recognize Israel as a Jewish state, 
(b) yield the so-called right of return (which would flood Israel with millions of Palestinians, 
destroying the state demographically) and (c) ever sign any agreement that ends the conflict once 
and for all. 

Any one of these refusals makes a final peace impossible. All three make the entire process 
ridiculous. Kerry has given up trying to get a final agreement. He’s given up on even getting a 
“framework agreement.” He’s reduced to simply trying to keep the moribund talks going.  

At a price, of course. For Israel. It is supposed to keep releasing imprisoned terrorists simply to 
keep the Palestinians at negotiations that they themselves say have achieved nothing. 

Abbas wants to call off the farce so he can go to U.N. agencies for recognition — a strategy of 
achieving statehood without negotiations with Israel that contradicts every agreement the 
Palestinians have signed since the 1993 Oslo Accord.  

For their part, the Israelis are tired of the diplomatic Ponzi scheme in which they are required to 
release terrorists to keep Abbas at the table. Until when? Until every murderer has been freed — 
at which point Abbas will go to the U.N. anyway? 



To keep stringing along the Israelis, some genius decided to dangle Jonathan Pollard. What’s he 
got to do with anything? Why is he being offered as an incentive for Israel to accept otherwise 
unacceptable conditions?  

Normally, the United States facilitates agreements by offering Israel compensation for the security 
risks it takes upon giving up territory, because the Arabs either cannot or will not offer security 
guarantees of their own. Thus the United States might try to re-establish the military balance with 
advanced weaponry or access to timely intelligence. 

But Pollard? He is an American traitor who is up for parole next year anyway. It has long been a 
mistake for Israel to agitate for his release. He disgracefully betrayed his country. What kind of 
corrupt and cynical quid pro quo is this? 

One that Abbas is trying to make irrelevant. On Tuesday, he essentially turned over the negotiating 
table by signing on to 15 U.N. and international conventions as the “State of Palestine,” thus 
publicly undermining the essence of the U.S. peace process and humiliating the hapless secretary 
of state. Kerry will likely ignore the insult and carry on regardless. Uselessly.  

Instead of trying to stave off the U.N. bid with the release of Palestinian terrorists and an American 
spy, perhaps the administration could simply stop fighting Congress, which developed a far more 
effective method. Under law, any U.N. agency that recognizes “Palestine” has its U.S. funds cut 
off.  

The Obama administration keeps trying to restore funding for UNESCO, which in 2011 defied the 
U.S. by recognizing Palestine. What kind of signal is this to the rest of the world? Financial 
sanctions are precisely the kind of pressure that can support diplomacy. Yet this administration 
seems intent on removing sanctions that might thwart Palestinian moves toward unilateral 
statehood, the latest Palestinian strategy for getting land without offering peace. 

After all, that would be diplomacy with teeth. So 19th century. 

  
  
  
Streetwise Professor 
Michael Lewis’s HFT Book: More of a Dark Market Than a Lit One 
by Craig Pirrong 
  
Michael Lewis’s new book on HFT, Flash Boys, has been released, and has unleashed a huge 
controversy. Or put more accurately, it has added fuel to a controversy that has been burning for 
some time. 

I have bought the book, but haven’t had time to read it. But I read a variety of accounts of what is 
in the book, so I can make a few comments based on that. 

First, as many have pointed out, although this has been framed as evil computer geniuses taking 
money from small investors, this isn’t at all the case. If anyone benefits from the tightening of 
spreads, especially for small trade sizes, it is small investors. Many of them (most, in fact) trade at 
the bid-ask midpoint via internalization programs with their brokers or through payment-for-order-



flow arrangements. (Those raise other issues for another day, but have been around for years and 
don’t relate directly to HFT.) 

Instead, the battle is mainly part of the struggle between large institutional investors and HFT. 
Large traders want to conceal their trading intentions to avoid price impact. Other traders from time 
immemorial have attempted to determine those trading intentions, and profit by trading before and 
against the institutional traders.  Nowadays, some HFT traders attempt to sniff out institutional 
orders, and profit from that information.  Information about order flow is the lifeblood of those who 
make markets. 

This relates to the second issue. This has been characterized as “front running.” This terminology 
is problematic in this context. Front running is usually used to describe a broker in an agency 
relationship with a customer trading in advance of the customer’s order, or disclosing the order to 
another trader who then trades on that information. This is a violation of the agency relationship 
between the client and the broker. 

In contrast, HFT firms use a variety of means-pinging dark pools, accessing trading and quoting 
information that is more extensive and obtained more quickly than via the public data feeds-to 
detect the presence of institutional orders. They are not in an agency relationship with the 
institution, and have no legal obligation to it. 

And this is nothing new. Traders on the floor were always trying to figure out when big orders were 
coming, and who was submitting them. Sometimes they obtained this information when they 
shouldn’t have, because a broker violated his obligation. But usually it was from watching what 
brokers were trading, knowing what brokers served what customers, looking at how anxious the 
broker appeared, etc.  To throw the floor of the track, big traders would use many brokers. Indeed, 
one argument for dual trading was that it made it harder for the floor to know the origin of an order 
if the executing broker dual traded, and might be active because he was trading on his own 
account rather than for a customer. 

This relates too to the third issue: reports that the FBI is investigating for possible criminal 
violations. Seriously? I remember how the FBI covered itself in glory during the sting on the floors 
in Chicago in ’89. Not really. The press reports say that the the FBI is investigating whether HFT 
trades on “non-public information.”  Well, “non-public information” is not necessarily “inside 
information” which is illegal to trade on:  inside information typically relates to that obtained from 
someone with a fiduciary duty to shareholders. Indeed, ferreting out non-public information 
contributes to price discovery: raising the risk of prosecution for trading on information obtained 
through research or other means, but which is not obtained from someone with a fiduciary 
relationship to a company, is a dangerous slippery slope that could severely interfere with the 
operation of the market. 

Moreover, it’s not so clear that order flow information is “non-public”.  No, not everyone has it: HFT 
has to expend resources to get it, but anybody could in theory do that. Anybody can make the 
investment necessary to ping a dark pool. Anybody can pay to get a faster data feed that allows 
them to get information that everyone has access to more quickly. Anybody can pay to get quicker 
access to the data, either through co-location, or the purchase of a private data feed. There is no 
theft or misappropriation involved. If firms trade on the basis of such information that can be 
obtained for a price that not everyone is willing to pay, and that is deemed illegal, how would 
trading on the basis of what’s on a Bloomberg terminal be any different? 



Fourth, one reason for the development of dark pools, and the rules that dark pools establish, are 
to protect order flow information, or to make it less profitable to trade on that information. The 
heroes of Lewis’s book, the IEX team, specifically designed their system (which is now a dark pool, 
but which will transition to an ECN and then an exchange in the future) to protect institutional 
traders against opportunistic HFT. (Note: not all HFT is opportunistic, even if some is.) 

That’s great. An example of how technological and institutional innovation can address an 
economic problem. I would emphasize again that this is not a new issue: just a new institutional 
response. Once upon a time institutional investors relied on block trading in the upstairs market to 
prevent information leakage and mitigate price impact. Now they use dark pools. And dark pools 
are competing to find technologies and rules and protocols that help institutional investors do the 
same thing. 

I also find it very, very ironic that a dark pool is now the big hero in a trading morality tale. Just 
weeks ago, dark pools were criticized heavily in a Congressional hearing.  They are routinely 
demonized, especially by the exchanges. The Europeans have slapped very restrictive rules on 
them in an attempt to constrain the share of trading done in the dark. Which almost certainly will 
increase institutional trading costs: if institutions could trade more cheaply in the light, they would 
do so. It will also almost certainly make them more vulnerable to predatory HFT because they will 
be deprived of the (imperfect) protections that dark pools provide. 

Fifth, and perhaps most importantly from a policy perspective, as I’ve written often, much of the 
problem with HFT in equities is directly the result of the fragmented market structure, which in turn 
is directly the result of RegNMS. For instance, latency arbitrage based on the slowness of the SIP 
results from the fact that there is a SIP, and there is a SIP because it is necessary to connect the 
multiple execution venues. The ability to use trades or quotes on one market to make inferences 
about institutional trades that might be directed to other markets is also a consequence of 
fragmentation. As I’ve discussed before, much of the proliferation of order types that Lewis (and 
others) argue advantage HFT is directly attributable to fragmentation, and rules relating to locked 
and crossed markets that are also a consequence of RegNMS-driven fragmentation. 

Though HFT has spurred some controversy in futures markets, these controversies are quite 
different, and much less intense. This is due to the fact that many of the problematic features of 
HFT in equities are the direct consequence of RegNMS and the SEC’s decision (and Congress’s 
before that) to encourage competition between multiple execution venues. 

And as I’ve also said repeatedly, these problems inhere in the nature of financial trading. You have 
to pick your poison. The old way of doing business, in which order flow was not socialized as in the 
aftermath of RegNMS, resulted in the domination of a single major execution venue (e.g., the 
NYSE). And for those with a limited historical memory, please know that these execution venues 
were owned by their members who adopted rules-rigged the game if you will-that benefited them. 
They profited accordingly. 

Other news from today brings this point home. Goldman is about to sell its NYSE specialist unit, 
the former Spear, Leeds, which it bought for $6.5 billion (with a B) only 14 years ago.  It is selling it 
for $30 million (with an M).  That’s a 99.5 decline in market value, folks. Why was the price so high 
back in 2000? Because under the rules of the time, a monopoly specialist franchise on a near 
monopoly exchange generated substantial economic rents. Rents that came out of the pockets of 
investors, including small investors.  Electronic trading, and the socialization of order flow and the 
resultant competition between execution venues, ruthlessly destroyed those rents. 



So it’s not like the markets have moved from a pre-electronic golden age into a technological 
dystopia where investors are the prey of computerized super-raptors. And although sorting out 
cause and effect is complicated, the decline in trading costs strongly suggests that the new 
system, for all its flaws, has been a boon for investors. Until regulators or legislators find the 
Goldilocks “just right” set of regulations that facilitates competition without the pernicious effects of 
fragmentation (and in many ways, “fragmentation” is just a synonym for “competition”), we have to 
choose one or the other. My view is that messy competition is usually preferable to tidy monopoly. 

The catch phrase from Lewis’s book is that the markets are rigged. As I tweeted after the 60 
Minutes segment on the book, by his definition of rigging, all markets have always been rigged. A 
group of specialized intermediaries has always exercised substantial influence over the rules and 
practices of the markets, and has earned rents at the expense of investors. And I daresay it would 
be foolish to believe this will ever change. My view is that the competition that prevails in current 
markets has dissipated a lot of those rents (although some of that dissipation has been inefficient, 
due to arms race effects). 

In sum, there doesn’t appear to be a lot new in Lewis’s book. Moreover, the morality tale doesn’t 
capture the true complexity of the markets generally, or HFT specifically. It has certainly resulted in 
the release of a lot of heat, but I don’t see a lot of light. Which is kind of fitting for a book in which a 
dark pool is the hero. 

  
  
  
NY Times 
Michael Lewis’s Crusade 
by Joe Nocera 

There is always something just a little frustrating about reading a Michael Lewis book. On the one 
hand, Lewis’s core point — whether it is that left tackle has become the second most important 
position in football (“The Blind Side”), or that the stock market has become rigged by high-
frequency traders, as his new book, “Flash Boys,” claims — is almost always dead-on. His ability to 
find compelling characters and tell a great story through their eyes is unparalleled. He can 
untangle complex subjects like few others. His prose sparkles. 

On the other hand, there usually comes a point in a Michael Lewis narrative when it all starts to 
feel just a little too perfect. “Flash Boys,” which is excerpted in The New York Times Magazine, is 
no exception. The book’s hero, Brad Katsuyama, is a young executive at the Royal Bank of 
Canada who realizes that something has gone awry with the stock market.  

As he digs deeper, he realizes that secretive high-frequency trading firms, taking advantage of 
lightning-fast computers, willing accomplices in the stock exchanges and some poorly thought-out 
federal regulation, have effectively hijacked the equity markets. Roused to action by what he has 
discovered, Katsuyama quits his job and starts up a new exchange, IEX, which includes a clever 
“speed bump” that levels the playing field for investors. 

So far, so good. But Lewis doesn’t stop there. To make his hero appear even more heroic, he 
casts Katsuyama as the only person on Wall Street to figure out the high-frequency trading scam, 
and the only person with the courage to do something about it. That’s not quite the case. 



Nearly two years ago, Scott Patterson of The Wall Street Journal wrote a book titled “Dark Pools: 
The Rise of the Machine Traders and the Rigging of the U.S. Stock Market,” which also exposed 
the scam. The book is structured remarkably like Lewis’s — Patterson’s got a heroic central 
character who learns the tactics of the high-frequency bunch and then acts on it by going to the 
Securities and Exchange Commission. Except Patterson’s hero isn’t Brad Katsuyama; he is Haim 
Bodek. When I caught up with Bodek, he groused about how Katsuyama had only part of the 
picture, and how there were other elements of high-frequency trading that needed as much if not 
more exposure.  

Another critic of high-frequency trading who appears in “Dark Pools,” Dan Mathisson of Credit 
Suisse, actually thought up an electronic exchange in 2011 — long before Katsuyama — aimed at 
keeping high-frequency traders at bay. There are other companies that also make it possible for 
institutional investors to trade blocks of stock without being subjected to the abuses of high-
frequency traders. 

What are those abuses? The one Lewis absolutely nails is a highly sophisticated version of front-
running — that is, knowing how someone is going to trade and profiting by getting in front of that 
trade. This is illegal — except, apparently, when high-frequency traders do it. But even if high-
frequency traders aren’t violating the law, the tactic smells to high heaven, creating an unlevel 
playing field that costs investors money. 

Bodek points to other scams — the way, for instance, high-frequency traders have their own 
special order types, a kind of secret handshake (approved, sadly, by the Securities and Exchange 
Commission) that moves them to the front of the queue. High-frequency traders are allowed to “co-
locate” their computers inside the exchange, the better to ensure their speed advantage over other 
investors. The Wall Street Journal reported last summer that high-frequency traders can pay to get 
early peeks at business news releases, information they can trade on before anyone else. 

From where I’m sitting, it is a blessing that Lewis chose to write about high-frequency traders. 
Others may have come before, but nobody else could have created the firestorm that Lewis did by 
going on “60 Minutes” on Sunday and announcing that high-frequency traders had rigged the 
market. The F.B.I., the Justice Department and New York’s attorney general, Eric Schneiderman, 
are now investigating high-frequency trading. The Securities and Exchange Commission, whose 
regulations unwittingly helped create the problem, is also said to be investigating.  

Always before, discussions around high-frequency traders took place after events like the “Flash 
Crash” of 2010. Then the question was whether the computer technology used by high-frequency 
traders was destabilizing the market.  

The arrival of “Flash Boys” has put a more important question on the table: whether high-frequency 
traders have been given an unfair advantage that needs to be dealt with. Lewis’s answer is clearly 
yes, and “Flash Boys” is both clear enough and persuasive enough that Lewis’s millions of readers 
are likely to agree with him. 

A little literary license is a small price to pay.  

  
  



 
  
  

 



  
  
  

 
  
  
  
 


