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(Updates with background on inquiries starting in the fourth paragraph.)

By Keri Geiger and Patricia Hurtado

March 31 (Bloomberg) -- Federal agents are investigating whether high-
frequency trading firms violate U.S. laws by acting on nonpublic information to
gain an edge over competitors, according to a person with knowledge with the
probe.

The Federal Bureau of Investigation’s inquiry stems from a multiyear
crackdown on insider trading, which has led to at least 79 convictions of
hedge-fund traders and others. Agents are examining whether traders abuse
information to act ahead of orders by institutional investors, according to the
person, who asked not to be identified because the probe is confidential.
Even trades based on computer algorithms could amount to wire fraud,
securities fraud or insider trading.

The FBI joins a roster of authorities examining high- frequency trading, in
which firms typically use super-fast computers to post and cancel orders at
rates measured in thousandths or even millionths of a second to capture price
discrepancies. New York Attorney General Eric Schneiderman opened a
broad investigation into whether U.S. stock exchanges and alternative venues
give such traders improper advantages.

Regulators have focused for years on whether high-speed trading hurts
market stability. More recent law enforcement investigations are shifting the
focus to unfair practices and possible criminal activity.

Services Scrutinized

Critics including some investors and regulators have said such trading,
which captured the spotlight in the May 2010 flash crash that shook U.S.
equities, serves little purpose, may distort the market and may leave individual
shareholders at a disadvantage.

Schneiderman is examining the sale of products and services that offer
faster access to data and richer information on trades than what’s typically
available to the public. Wall Street banks and rapid-fire trading firms pay
thousands of dollars a month for these services from firms including Nasdaq
OMX Group Inc. and IntercontinentalExchange Group Inc.’s New York Stock
Exchange.

Robert Madden, a spokesman for Nasdaq, and Eric Ryan at the NYSE,
declined to comment on the FBI's inquiry.

The FBI began focusing on high-frequency traders last year, before
Schneiderman disclosed his inquiry this month, the person said. Federal
prosecutors have scored dozens of insider trading convictions in recent years,
including several linked to SAC Capital Advisors LP, the hedge-fund firm run
by Steven A. Cohen that is changing its name to Point72.

SAC agreed in November to pay a record $1.8 billion and plead guilty to
securities fraud to settle allegations of insider trading. As part of the
settlement, Cohen agreed to close SAC’s investment advisory business.



For Related News and Information:

High-Frequency Traders Ripping Off Investors, Michael Lewis Says NXTW
NSN N39XXM6VDKHU <GO> High-Speed Trading Faces New York Inquiry
Into Fairness NXTW NSN N2NEY16S972M <GO> U.S. Robots Make Speedy
Trades With Speedy Mistakes: QuickTake NXTW NSN MX96RU1ANZL1
<GO> News on market structure: NI MKST <GO> Top Stories: TOP <GO>

--With assistance from Greg Farrell and Sam Mamudi in New York.

To contact the reporters on this story:

Keri Geiger in New York at +1-212-617-5571 or kgeiger4@bloomberg.net;
Patricia Hurtado in Federal Court in Manhattan at
+1-212-732-9245 or

pathurtado@bloomberg.net

To contact the editors responsible for this story:
Sara Forden at +1-202-624-1915 or
sforden@bloomberg.net;

Michael Hytha at +1-415-617-7137 or
mhytha@bloomberg.net

David Scheer




