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Abstract
In the following paper we analyze the strategic competition between fast and slow traders. A fast or High Frequency Trader (HFT) is defned as a trader that has the ability to react to information faster than other informed traders and as a consequence can trade more than other traders. This trader benefits from low latency compared to slower trader. In such a setting, we prove the existence and the unicity of an equilibrium with fast and slow traders. We and that the speed advantage of HFTs has a beneficial effect on market liquidity as well as price effciency. The positive effect on liquidity is present only if there are 2 or more HFTs. However, despite those effects slower traders are at a disadvantage as they are not able to trade on their private information as many times as their HFTs counterpart. Once they can, most of their private information has been incorporated into prices due to the lower latency of HFTs. This implies that slower traders are worse off when HFTs are present. The speed differential benefits HFTs as they earn higher expected profits than their slower counterparts and also benefits liquidity traders. We find the existence of an optimal level of speed for HFT.
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