Empirical Problem Set III

Order Submission Strategies

The reading list covers basic hypotheses with regards to order submission strategies.  Specifically, several articles discuss how inventory and information considerations and the nature of limit orders would affect order submission strategies of informed and uninformed traders.  Now it is your turn to try to test these hypotheses using the data for Alcatel Ahlstom and Eurotunnel.  Alcatel Ahlstom is the world’s 3rd largest telecom manufacturing firm with sales of $14 billion in 1994.  It was the most heavily traded French stock in 1994, trading on average FF308 million per day (turnover 85.4).  Eurotunnel is the joint British/French company that built the tunnel under the English Channel.  Its financing has been tumultuous and the stock is heavily arbitraged between London and in Paris.  Its trading volume of FF85 million per day (turnover 73.1%) ranked 19th among French stocks in 1994.  

Your tasks are to provide answers supported by the data to the following questions.  You can choose one stock or two as you see fit:

1. Tabulate the frequency of order types (market orders, limit orders: GTC, Day Orders, Opening Orders, etc.) broken down by the size of the order.  Does the frequency of order types vary by time of day (30 minute intervals)?


2. Construct the book using the orders file by minute of the trading day.  Then use this book to calculate the depth of the book on the bid and the ask side as well as the inside spread as dictated by the book by time of day (30 minute intervals).  Are there U-shapes in the intraday patterns of depth and the spread for your stock?  Is the limit order book convex or concave in the price-volume domain (Biais, Hillion, and Spatt (1995))?  (Hints: You can make your life simpler by only using day orders if you wish.  Note also that the Best-limits file gives the inside “quotes.”  Finally, you can calculate the book every 30 minutes instead of the continuous one to make your life simpler.)

3. Using the trade file, calculate the trading volume by time of day (30 minute intervals).  I trading volume U-shaped?

4. Cohen, Maier, Schwartz, and Whitcomb (1987) argue that limit orders and market orders should interact creating a “gravitational pull” on the market quotes.  Is it true that more market orders come in when the spread is narrow and the book is thick?  Similarly, does a wide spread seem to encourage limit order submissions?  (Note: Again you may use the Best-Limits file for the inside “quotes.”)


5. If you condition on the with of the spread as dictated by the book and the size of the orders, are there any interesting patterns in the profitability of limit order compared to market order strategies?  (c.f. Harris and Hasbrouck (1996))

