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MAY 16, 2013 

Alert Memo 

Germany Adopts New Prudential Rules 

for High-Frequency Trading 

On May 15, 2013, the German Act on the Prevention of Risks Related to, and the 

Abuse of, High-Frequency Trading (Gesetz zur Vermeidung von Gefahren und Missbräu-

chen im Hochfrequenzhandel, the „Act“) entered into force. The Act preempts in part a 

regulation of algorithmic trading that has been proposed on the European Union level in 

connection with the revision of the European Markets in Financial Instruments Directive 

(“MiFID II”). In particular, the Act introduces new prudential requirements for proprietary 

trading firms engaging directly or indirectly in high-frequency trading (“HFT Firms”) on 

organized markets or multilateral trading facilities in Germany. Subject to certain transition 

periods, such HFT Firms must obtain a license for financial trading institutions (Finanz-

dienstleistungsinstitute) and comply with the minimum capital and organizational 

requirements for financial trading institutions set forth in the German Banking Act 

(Kreditwesengesetz). The Act also requires exchanges and other trading venues in Germany 

to implement prudential limitations on high-frequency trading, and to comply with certain 

organizational requirements. 

In this Memorandum, we provide an overview of the high-frequency trading 

activities subject to regulation (under A.) and the licensing requirements for HFT Firms 

under the Act (under B.). 

A. Forms of High-Frequency Trading Subject to Regulation 

1. Statutory Definition 

High-frequency trading within the meaning of the Act comprises proprietary trading 

in financial instruments (regardless of whether or not such trades constitute a service for 

third parties) by using a “high-frequency algorithmic trading technique”. Pursuant to the 

Act, a high-frequency algorithmic trading technique is characterized by: 

 the use of infrastructure intending to minimize latency times, 

 automated decisions on the initiation, generation, routing and execution of orders 

without human intervention regarding individual trades or orders, and  

 high intraday message rates in the form of orders, quotes and/or cancellations. 



 

 

The elements of this definition correspond largely with the MiFID II proposals that 

are currently being discussed on the European Union level. However, neither the legislative 

materials related to the Act nor the current MiFID II proposals provide more specific 

guidance on the interpretation of the various indefinite legal terms used in the definition. 

Market participants engaging in algorithmic trading thus face uncertainty as to whether they 

are subject to the new prudential requirements for high-frequency trading. 

2. Initial BaFin Guidance 

To a large extent, the regulatory framework for HFT Firms will be shaped by the 

practice of the Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienst-

leistungsaufsicht, “BaFin”), which is the competent authority for the licensing and 

supervision of HFT Firms under the Act. The BaFin has published initial guidance on its 

interpretation of the Act.
1
 With regard to the definition of “high-frequency algorithmic 

trading technique”, it is the current position of the BaFin that: 

 “infrastructure intending to minimize latency times” comprises, for example, the use 

of co-location or proximity hosting services, high-speed electronic access and the use 

of a data connection to the matching machine of the market with the largest 

bandwidth offered (currently 10 Gbit/s), and 

 a “high intraday message rate” equals an annual average of 75,000 messages per 

trading day. 

The BaFin has not yet completed its review of the Act, and it continues to explore the 

technical details of high-frequency trading, taking into account the feedback that it receives 

from market participants. It is therefore conceivable that the BaFin may change its current 

position based on such feedback, or apply additional criteria to further specify the elements 

of a “high-frequency algorithmic trading technique”. 

B. Licensing Requirements for HFT Firms 

1. German HFT Firms 

Under the Act, high-frequency trading on organized markets or multilateral trading 

facilities in Germany constitutes a regulated activity. Therefore, German HFT Firms that are 

not yet licensed as a bank or financial trading institution and engage in high-frequency 

trading activities as described above will generally be required to obtain a license as 

financial trading institutions under the German Banking Act. This licensing requirement 

applies not only to HFT Firms that are members of a German trading venue, but also to HFT 

                                                 
1  http://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Meldung/2013/meldung_130322_hft-gesetz_en.html 

with links to further BaFin publications on the Act. 



 

 

Firms that get direct electronic access to a German trading venue through a direct or indirect 

member of such venue. HFT Firms that apply for a license within six months after 

publication of the Act (i.e., until November 14, 2013) are deemed to be provisionally 

licensed until the BaFin issues the license or denies such application. 

2. HFT Firms Domiciled in the European Economic Area 

In principle, foreign HFT Firms are also required to obtain a German license for 

financial trading institutions if they engage in high-frequency trading on a German trading 

venue through a German branch or on a cross-border basis. 

A German license is not required, however, if another member state of the European 

Economic Area (“EEA”) has licensed the HFT Firm to engage in proprietary trading, and 

the HFT Firm notifies the BaFin through its home state regulator that it intends to engage in 

high-frequency trading under the foreign license (i) on a cross-border basis, or (ii) through a 

German branch office (so-called “European passport”). In this context, the BaFin has stated 

that a computer server may be considered a branch for the purposes of the Act, without 

specifying further what regulatory implications such qualification as a branch may have for 

the HFT Firm concerned (e.g., whether such branch would have to maintain personnel in 

Germany which may in turn trigger adverse tax consequences). HFT Firms domiciled in 

another EEA country that submit the notification to their home state regulator within six 

months after publication of the Act (i.e., until November 14, 2013) are deemed to be 

provisionally licensed until the completion of the notification procedure. 

The BaFin has also indicated that HFT Firms domiciled in the EEA may obtain an 

exemption from the licensing requirement if the BaFin concludes that the respective HFT 

Firms “do not require supervision, given the particular nature of their business” and certain 

additional requirements are met.
2
 However, such an exemption would only be granted on a 

case-by-case basis, and only if, under the particular circumstances of the individual case, a 

cross-border activity of an HFT Firm in Germany would not raise any concerns as to proper 

supervision. 

3. HFT Firms Domiciled outside the European Economic Area 

Neither the “European passport” nor the exemption described under B.2. are 

available to HFT Firms domiciled outside the EEA. In order to continue their high-

frequency trading activities on German trading venues, such HFT Firms will generally have 

to (i) establish a subsidiary or branch office in Germany and obtain a German license, or (ii) 

establish a subsidiary or branch office in another member state of the EEA, obtain a license 

from the competent regulator of such EEA state, and use this license to “passport” their 

                                                 
2  http://www.bafin.de/SharedDocs/Downloads/EN/Veranstaltung/dl_130430_hft_top2.pdf?__blob=publicationFile, 

page 17 et seq. with reference to Section 2(4) of the German Banking Act. For guidance on this exemption see 

also http://www.bafin.de/SharedDocs/Veroeffentlichungen/EN/Merkblatt/mb_050400_crossborder_en.html. 



 

 

high-frequency trading activities into Germany. HFT Firms domiciled outside the EEA are 

deemed to be provisionally licensed until the issuance or denial of the license (in case they 

apply for a German license), or until the completion of the notification procedure (in case 

they submit the “passport” notification), as the case may be, provided that the license 

application or submission of the passport notification is made within nine months after 

publication of the Act (i.e., until February 14, 2014). 

* * * 

If you have any questions in regard to the issues addressed herein or the Act in 

general, please do not hesitate to contact Dr. Gabriele Apfelbacher, Dr. Peter Polke, or 

Dr. Alexander Rahn at the Frankfurt office of Cleary Gottlieb or any of our partners and 

counsel listed under “Germany”, “Lawyers in this Practice”, under the “Practices” section of 

our website at http://www.clearygottlieb.com.   

CLEARY GOTTLIEB STEEN & HAMILTON LLP 

http://www.cgsh.com/gapfelbacher
http://www.cgsh.com/ppolke
http://www.cgsh.com/arahn
http://www.clearygottlieb.com/


 

 

 

Office Locations 

www.clearygottlieb.com 

NEW YORK 

One Liberty Plaza 
New York, NY 10006-1470 
T: +1 212 225 2000 
F: +1 212 225 3999 

WASHINGTON 

2000 Pennsylvania Avenue, NW 
Washington, DC 20006-1801 
T: +1 202 974 1500 
F: +1 202 974 1999 

PARIS 

12, rue de Tilsitt 
75008 Paris, France 
T: +33 1 40 74 68 00 
F: +33 1 40 74 68 88 

BRUSSELS 

Rue de la Loi 57 
1040 Brussels, Belgium 
T: +32 2 287 2000 
F: +32 2 231 1661 

LONDON 

City Place House 
55 Basinghall Street 
London EC2V 5EH, England 
T: +44 20 7614 2200 
F: +44 20 7600 1698 

MOSCOW 

Cleary Gottlieb Steen & Hamilton LLC 
Paveletskaya Square 2/3 
Moscow, Russia 115054 
T: +7 495 660 8500 
F: +7 495 660 8505 

FRANKFURT 

Main Tower 
Neue Mainzer Strasse 52 
60311 Frankfurt am Main, Germany 
T: +49 69 97103 0 
F: +49 69 97103 199 

COLOGNE 

Theodor-Heuss-Ring 9 
50688 Cologne, Germany 
T: +49 221 80040 0 
F: +49 221 80040 199 

ROME 

Piazza di Spagna 15 
00187 Rome, Italy 
T: +39 06 69 52 21 
F: +39 06 69 20 06 65 

MILAN 

Via San Paolo 7 
20121 Milan, Italy 
T: +39 02 72 60 81 
F: +39 02 86 98 44 40 

HONG KONG 

Cleary Gottlieb Steen & Hamilton (Hong Kong) 
Bank of China Tower, 39

th
 Floor 

One Garden Road  
Hong Kong 
T: +852 2521 4122 
F: +852 2845 9026 

BEIJING 

Twin Towers – West (23
rd

 Floor) 
12 B Jianguomen Wai Da Jie 
Chaoyang District 
Beijing 100022, China 
T: +86 10 5920 1000 
F: +86 10 5879 3902 

BUENOS AIRES 

CGSH International Legal Services, LLP- 
Sucursal Argentina 
Avda. Quintana 529, 4to piso  
1129 Ciudad Autonoma de Buenos Aires 
Argentina 
T: +54 11 5556 8900  
F: +54 11 5556 8999 

SÃO PAULO 

Cleary Gottlieb Steen & Hamilton 
Consultores em Direito Estrangeiro 
Rua Funchal, 418, 13 Andar 
São Paulo, SP Brazil 04551-060 
T: +55 11 2196 7200 
F: +55 11 2196 7299 

ABU DHABI 

Al Sila Tower, 27
th

 Floor 
Sowwah Square, PO Box 29920 
Abu Dhabi, United Arab Emirates 
T: +971 2 412 1700 
F: +971 2 412 1899 

SEOUL 

Cleary Gottlieb Steen & Hamilton LLP 
Foreign Legal Consultant Office 
19F, Ferrum Tower 
19, Eulji-ro 5-gil, Jung-gu 
Seoul 100-210, Korea 
T:+82 2 6353 8000 
F:+82 2 6353 8099 

 


