Enmopro ko 'EAeyyog TV
AnoOgnatik®v
Hasbrouck, keg. 10



O1 EA kepdilovv 10 evpog (bid/ask spread).
[Towa m@eMun Asttovpyio TITEAOVV,

* 2VVTOVICOVV TO YPOVIGUO TOV GUVOAALYDV,
dpa copParrovy otnv:
——> ECOUAADYVOY OVIGOPPOTIHV OTH PO
EVIOAWV

T1 k6c6T0C eMPapOvovTot Yo va, ETTEAEGOVV
TN Ag1Tovpyio AVTN;

n——> pioko ATTOOEUATIKWV



Ytroosiypa Garman (1976)



Exponential/Poisson Arrival Model
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Opopdc: toyaieg petafantés I4(t), Ng(t), Ng(t), omov:

|o(t): amoBepartikd (Inventory stock) tov
EA (oc netoyéc) oto ypdvo t

Ng(t): mAn0oc cmpevtikav (wg To Ypdvo t)
cVVOALAYOV (ToANGEIC TELETT)

N;(t): mAn00og cwpevtikav (og To ¥pdvo t)
cuvorlayoVv (ayopéc meldn)
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Toyaia Stadpoun (Random Walk)
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Fisure 1: ALAN-1O0-2002: Top 10 irmventory time-seriaes (1rmonth tnme-tfrairme ).



Eutreipikn MeAeTn Reiss & Werner
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Panel A

Inventory in Thoosand Shares
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Figure 1. 1991 Begler Inveulory in Abbey Mational ple. The fipure displays the actnal
1991 intrzday inwentory series for four of the fourteen dealers registered as market mzkers in
Abkey National. We labsl the dealars A, B €, and I} for confidentiality reasens. Bach frade for
the dealer's own acequnt 15 cumulated starting from zerp to ereate an inventory series. Inven-
tories are then demeansd by subtracting each dealers 1921 average daily closing inventory
from each ckaervation. The veaulfing inventory series ie vrepresented by & aolid line. The inver-
tary prior ta an IDE trade iz marked with a eivele, and the inventory prioe to an [MM trade is
maried with a atar,
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* Avadvoua, nAEKTPOVIKA:
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Table VIH

Median Revenue for Dealers in Inventory Cycles

We caleulate revenues by netting pounds received (in stork aales) againat pounds paid (in stack
nurchases) by & dealer during a cycla. We ealculate basiz point ravennes by dividing the pound
vevepue of ezch cyele by the value of shares bought and so0ld during the evele and multiplying
the rvesult by 10,090, The number of cycles studisd heve s smaller than (n previous tables
because we eliminafe cycles that have sipnificant over-the-counter optiona trades, We do this
necauss over-the-counter options prices differ from the prices for ordinary shares. We define
anficipated inventory cycles 25 cycles where interdesler trading precedes customer trades and
wnnnbicipated eyeles as ones whare intardealer trading follows enstomer trades.

Estimated Medizn Bavenues

Cyele Typa Numbar of Cyelas in Pounds in Hasis Pointa
FTSE stocks
Unanticipated custamer 5,430 1,098,561 114
Antiecipated customer 2,895 1,418.92 15.4
Unanticipated broker &0 1,081.91 12.5
Anticipated broker 41 H1.43 7.6
Cragres 382 1,254.14 17.6
Nan-FTSE stacks
Unanficipated enstomer 3,398 AhY 4R 18.4
Anticipated costamer 1,737 940.70 198
Unanticipated broker 57 755 18.49
Anticipated broker 45 33151 2].2

Crosses 573 6005 19.3
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Figure 3. Unanticipated and anticipated cycles. The figure dizplays a hypothetical dealer
inventary series. Bach frade for the dealsr’s own aseount 1s represented by the salid ling, The
first Inventary spike starts with a larpe customer sall grder {vertical line) followed by a se-
gquence of interdezler, customer, and broker frades that reducs the nventory back to the £1
NMS regwon. We call this type of cycle an vnanticipabad customer trade-relatad cycle becausa
the large customer order was likely a surprise. By contrast, an anticipated cycle has a large
enstamer buy arder (verfieal line) that is preceded by a sequance of interdealer, customer, and
broker trades In this case, the dealsr g lkely to have known about the arrival of the large

Time

enstomer order in advance, and thus “warked” the srder
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Tentory in Thowsand Underlying Shares

gure BRI, EHamrsernn ple.—armn AR exvasnmpesrle. The DOagure displayrs the actual 19910 intcaedage
ramtory series for one dealer registered s a market malker both in Fensen's underlying s tock
d in ifts Tvondon-traded ATMR. Each trade for the dealer’s own account is cumulataed starcrting
Il Zers o create an nverntory sseries represernted by a solid lims, The ADR inveniory saeries is
jumsted to underlying sharve vRniakbs.



