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A journey through the history of futures
and derivative markets regulation

Algo Bots and the Law discusses the implications for market oversight of algo-driven execution technology

in sophistication since the Great Financial

Crisis, thanks toalgorithms and electronicex-
ecution. The futures open outcry market is becom-
ing a distant memory, but whether we have a regu-
latory environment that can effectively deal with an
algo-driven execution world is not clear.

Enhancements in technology are increasingly af-
fecting trading behaviour, yet the pandemic market
crisis of March 2020 generated a wake-up call on is-
sues of liquidity and market plumbing and the set
of regulations that traders navigate to take and
provide liquidity.

Ina crisis, the nexus of technology, rules, and reg-
ulations might fail investors who need liquidity to
minimise their cost of dealing with an adverse mar-
ket environment.

In Algo Bots and the Law, Gregory Scopino, a Geor-
getown University adjunct law professor and spe-
cial counsel with the Market Participants Division of
the Commodity Futures Trading Commission, at-
tempts to make sense of this importantintersection
between regulation and execution technology.

Artificial intelligence (Al) has advanced auto-
mated trading systems, or “algo bots,” to the point
where programs canreact more quickly thanany hu-
man trader and find relationships that the floor
trader or market maker can only imagine. Algo Bots
and the Lawreviews and discusses the implications
for market oversight of this rapid electronic execu-
tion environment.

For those not familiar with the history and con-
text of many issues of futures and derivative regula-
tion, the first half of this book is a good primer and
addresses the key questions of what a futures mar-
ket is and how it should be regulated.

Futures regulation is distinct from securities reg-
ulation, having different objectives and emphasis.
Algo Bots and the Law clearly explains a regulatory
system that is filled with arcane thinking that can be
in conflictacross regulatory agencies and global jur-
isdictions.

Derivative regulation of swaps markets is even
newer, so rules and case law are limited, somewhat
murky, and contradictory.Regulatory clarity is espe-
cially needed in the case of fintech developments,
such as cryptocurrencies.

Scopino's descriptions serve as a foundation for
more complex algo trading and regulatory over-
sight topics addressed in the second half of the
book. Regulation today cannot be separated from
past rulemaking and precedents. Technology might
advance markets yet be constrained by the legal en-
vironment. Nonetheless, the regulatory environ-
ment needs to adapt to the changing technology
that facilitates transactions in our largest market-
places.
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Algo Bots and the Law clearly explains a regulatory
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Critical legal topics such as fraud, manipulation,
“spoofing,” and market integrity in the context of ad-
vanced execution technology are described in de-
tail. These issues have broad public interest when
associated with “flash crashes” (that is, extreme,
short-term price declines resulting from disappear-
ing liquidity).

Traders perform price discovery and obtain li-
quidity information from market microstructure.
The order book provides importantinformation re-
garding the intentions of market agents, yetby post-
ing and then cancelling orders, an automated trad-
ing system can create the appearance of liquidity
and market demand that do not exist. The fast addi-
tion and subtraction of orders can be viewed as
both fraud and manipulation and can destroy the in-
tegrity of core market functions.

Seemingly simple issues can generate regulatory
complexity. Fraud and manipulation are based on
traders’ intent, but can an algo bot that might pull or-
ders during a market decline, based on an Al reac-
tion function or feedback loop, have harmful legal

intent? The author offers some answers and a solu-
tion that involves regulating the algo bots as a mar-
ket participant category no different from floor
traders. He also suggests a need for market disrup-
tion funds and insurance-like solutions for flash
crashes.

Algo Bots and the Law provides a deeply detailed
journey through the history of futures and derivat-
ive markets regulation, from market definitions to
how legal precedent influences current thinking on
regulating electronic markets.

However, finance professionals who are focused
on market mechanics and how regulation affects
their execution bottom line might be disappointed
with the highly technical writing reminiscent of a
law review article. Scopino does a fine job of making
this work accessible via clear prose and good ex-
amples, yet he clearly has a legal audience in mind
for his book. This is to the detriment of practition-
ers who want to understand how execution services
could adapt to the regulatory environment and po-
tentially enhance liquidity.

At more than 470 pages, this work could have
been condensed and focused on the future of regula-
tion to create a more compelling story for a wider
audience. Algo Bots and the Law would be more ef-
fective if it attempted to link the legal issues with
the growing research on market microstructure and
focused on the intersection of law and economics.
Although Scopino touches on many important is-
sues, asset managers would likely prefer more vis-
ion on how regulation can shape the future of execu-
tion and prevent market meltdowns.

Execution technology is an arms race, with those
trying to create a market-making edge competing
against those who are trying to minimise the cost of
execution. The actions of one group that achieve a
technological advantage invite a response from the
other group. This conflict over different trading ob-
jectives drives trends in liquidity and transaction
costs. The resulting benefits cannot be realised if
market integrity is questioned or market melt-
downs occur.

Markets are public goods, places where price dis-
covery occurs through the conveyance of order in-
formation. Regulation therefore needs to look bey-
ond competition and ensure the integrity of pricein-
formation and adequate liquidity in a crisis.

From my vantage point as a market practitioner
and economist, Scopino’s legal focus, while well
presented, misses an opportunity to advance views
on market structure and to potentially influence
readers and regulatory thinking in a direction that
will anticipate and address possible execution prob-
lems in a world of fragile liquidity.
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