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Michael Lewis, the ex-Salomon Brothers trader turned investigative author, has always had a particular sweet spot
for the world of finance. His knack for shining a bright light into the obscure, murky corners of Wall Street was on
display again this week with the publication of Flash Boys. In the crosshairs of Lewis’s investigative storytelling this
time was the little known, but very influential, world of high frequency trading (HFT).

The Evolution of Modern Markets

Critics of HFT point to its existence as a proxy for all that has gone wrong in securities markets — from being the oil
which greases the wheels of productive investment to a giant casino where the house enjoys even better odds
than in Las Vegas. There is more than a kernel of truth to this view. On the other hand, HFT is a logical outcome of
the two forces that, more than any others, have shaped the fabric of modern markets: the steady pace of
deregulation and the explosion of technology. These two forces collided in the early 1970s. The financial world was
beginning to comprehend the power of Moore’s law (the inverse relationship between cost and capacity in data
storage). Meanwhile the Bretton Woods framework for stable exchange rates was collapsing, the regulation-lite
Euromarkets were taking off, and the era of fixed commissions was ending on the New York Stock Exchange.

The Value of a Microsecond

A frenzy of innovation ensued in all manner of financial products. As markets globalized, traders increasingly saw
speed as one of their most important sources of competitive advantage. Getting an order from a trading floor to
an exchange and back faster than your competitors got you a slightly better price at execution. For any given trade
the advantage could amount to mere pennies or even less. But those pennies turn into millions of dollars when
tens of thousands of trades are at play every day. As the technology improved, it became no longer a game of
seconds, but of milliseconds (a thousandth of a second) and microseconds (a millionth of a second).

No More Men in Funny Colored Jackets

What happens when you place a trade? The image most people have is of an order being routed to the floor of a
stock exchange, where burly men in brightly colored jackets and badges holler and wave their arms in strange
ways to make the trade. That is an outdated image. Human floor traders have largely been replaced by black boxes
in climate-controlled data centers strategically located near the world’s major financial centers. High frequency
trading accounts for more than 65% of the daily trade orders whizzing in and out of these black boxes along glass
fiber optic lines at light speed. Now, the revelations in Lewis’s latest book may spur action to rein in some of the
most egregious byproducts of HFT. But it is not hard to imagine that somewhere, well outside of the public eye,
some group of extremely smart, tech-savvy individuals is busy developing and testing the next big thing.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management,
Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal
any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove
successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be
reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management,
Inc. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to his/her
individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital
Management, Inc. is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should
be construed as legal or accounting advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement
discussing our advisory services and fees is available for review upon request.
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