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ABSTRACT

High-frequency trading (HFT) has revolutionized financial markets, leveraging advancements in auto-
mation, machine learning (ML), and high-speed data transmission to achieve rapid and adaptive trading
strategies. ML techniques like reinforcement learning (RL), anomaly detection, and natural language
processing (NLP) have transformed HFT, enabling dynamic decision-making, real-time anomaly detec-
tion, and sentiment-based analysis with models like BERT and GPT. Emerging technologies, including
quantum computing and blockchain, promise further enhancements, offering unparalleled optimization
speed, transparency, and fraud reduction. Despite these advancements, challenges such as model inter-
pretability, overfitting, and regulatory requirements persist. This chapter explores how cutting-edge ML
and emerging technologies are reshaping HFT, providing insights into their potential to drive innovation,
improve risk management, and redefine the financial markets for a competitive future.
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1. INTRODUCTION
1.1. Overview of High-Frequency Trading (HFT)

The financial sector has undergone significant transformation in recent years due to advancements in
automation and technologies like high-frequency trading (HFT). HFT has emerged from rapid progress
in algorithmic trading and high-speed data transmission. Unlike traditional trading, HFT operates at
millisecond or microsecond speeds, enabling spontaneous execution of multiple trades.

Key developments driving HFT include easy trading access, direct market access (DMA), and low
transaction latency. DMA allows HFT to bypass brokers, directly connecting to exchanges and minimizing
delays (Boutros et al., 2017). Additionally, ultrafast fiber optic networks reduce operational delays by
shortening the physical distance between servers and exchange centers, giving HFT a significant edge
over traditional trading. Figure 1 illustrates the time-sensitive impact of these advancements.

Figure 1. Market impact and time risk
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HFT has significantly impacted market dynamics by increasing liquidity, tightening bid-ask spreads,
and enhancing market performance. However, it has also raised concerns about contributing to market
volatility, as exemplified by events like the 2010 “Flash Crash.” In an ever-evolving financial landscape,
HFT continues to dominate markets, particularly in equities, options, and forex, as traders leverage
cutting-edge technologies to maintain a competitive edge.

1.2 Role of Machine Learning in HFT
High-frequency trading (HFT) addresses the limitations of traditional algorithmic models in fast-
moving financial markets by leveraging the dynamic nature of machine learning (ML). ML enables the

handling of big data, adapts to changes in market volatility, and improves decision-making processes
by reducing human bias. Advanced techniques such as reinforcement learning (RL), deep learning, and
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