Index

A benchmark price, 125
best execution, 139-144

adaptive industry, 163-177 boutique research, 143-144

;OSt of l;;)rrtovlvézg,lé?—l% unbundled research, 141-143
e Eallonaes 171 bid-offer spread, 17, 32, 43, 47, 68,
economic challenges, 9697, 109-110, 162

investor behavior, 174

location data, 169 bid-to-offer ratio, 60

machine theory, 174-177 bid volume, 60 .
black-box community, 48—-50
market structure, 173 black-box firms. 2
search data, 169-171 desi !
esign, 8

search for sign.als:, 166-171 black-box funds
short-sell restrictions, 172
weather data, 167-168
algorithmic trading engines (algos),
10, 99
era of, 99-100
Amazon.com, 24
American Airlines, 58, 147-148
AMM, See automated market
making (AMM)
Applied Quantitative Research

assets under mianiagement of, 51
growth of, 51
black-box riieriomenon, 8-11
black-box ehilosophy, 37-52
black-;0x community, 48-50
coruing of age, 50-52
cultural divide, 44—-48
manage, 47
measure, 47

(AQR), 5, 11, 77-78, 86, model, 47 . .
163 SClenCGE and economics, marrlage
. of, 40—44
A%i’eiiiﬁ pplied Quaniitative econometrics, 42

execution, 43-44

arbitrage, 16, 54—56 .
microstructure research,

arms race, 89-1032

. ! 42-43
arrival price, 10, See also optimization. 43—44
implementation shortfall black—‘tl::ox strateg}; 9
August 2007 erisis, 1, 3 Black Mesa Capitai 11
Australian Stock Exchange, 12 Black Monday, 1 ’

autocorrelation, 55

automated market making (AMM), block transactions, 61, 91, 101

book-to-market ratio, 82

10, 33,109 boom-bubble-bust-regulate cycle,
B 160
boom-bust cycles, 132

balance-sheet, 13 Borsa Italiana, 90, 95, 158
Banana Republic, 171 boutique research, 143-144
Barclays Global Investors (BGI), brokerage commissions, 66

121 broker-dealers, 27, 30, 109, 143
bear-market environment, 133 bundled structure, 142
behavioral economics, 80, 175 buy-and-hold investors, 21

191

&



192

Index

C

capital asset pricing model (CAPM),
78-79
CAPM, See capital asset pricing
model
cash business, 133-136
cash desk, 134
cash flow-to-price ratio, 82
Chicago Mercantile Exchange
(CME), 34, 167
China Petroleum & Chemical
Corporation, 92, See also Sinopec
Corp
Citadel, 11, 69
closing price, 99, 119-120, 122,
128-129, 180
CLSA, See Credit Lyonnais
Securities Asia
CME, See Chicago Mercantile
Exchange
co-location hosting, 63—-64
commissions, 134
“Commission for Africa”’, 37
company’s trading volume, 89-19%
algos, era of, 99-100
demanders of liquidity, 92-4
fragmentation of liquicity,
100-101
market impact, Jeng-cail of,
102-102
market structure, significance of,
95-97
suppliers of liquidity, 92-94
transaction costs, significance of,
97-99
computer-to-computer interface
(CTCI), 31
computer-to-computer trading,
27-29
contrarian signal, 15
contrarian strategy, 7, 134, 164-166,
See also mean reversion
decay of, 165
contrarian trading, 165
Costs, 94

of borrowing, 172

of trading, 157-158

volatility, influence to, 105
Credit Lyonnais Securities Asia

(CLSA), 37-39, 50
cross-autocorrelation, 164
cross-sectional variance, 87
crowded Trade, 6-8
crowded trade effect, 6—-8
CTCI, See Computer-to-computer

interface

D

D.E. Shaw, 7, 11, 48..50. 86, 168
dark pools, 116-117
day of the weel: exfects, 13
DB, See Deu’sche Boerse
decay effect, 154-166
de-leveiaging, 2, 6-7
derivatives, 168, 182
temperature index derivatives,
167-168
weather derivatives, 168
Deutsche Boerse (DB), 2,118, 173
direct market access (DMA), 27, 33,
63, 66,101, 156
dispersion, 4, 15, 85, See also
cross-sectional variance
definition, 85
disciples of, 71-88
effect, 86—88
signals, 16
distribution of volume, 89-91,
95-96
dividend yield, 82
DMA, See Direct market access
DoCoMo Man, 22, 109-110
downtick, 32, 62-63

E

earnings momentum, 82, 83
eBay, 85
spread trade, 85
ECNs, See Electronic commerce
networks



Index

193

ecology, 175
of marketplace, 131-146
econometric research, 72-76
econometrics, 42, 72
effective spread, 60
efficient market hypothesis, 12, 19,
53,67,69,174-175
electronic communications network
(ECNs), 2, 10,29-30, 113-115, 117,
140
market share of, 115
electronic trading commission rates,
66
electronic trading technology, 8, 27
equity market microstructure
research, 42
equity markets, globalization of,
147-162
diversity, 156-160
global landscape, 152-156
regulatory risk, 160-162
execution costs, 157

F

Fama, Eugene, 12, 54, 78-79
Farmer, Doyle, 131
Federal Reserve Departmient (FED),
179
fidelity, 38
financial crisis, fitz1 signal of
black-box phenomenon, 8-11
algorithmic trading, 10-11
automated market making, 10
market-neutral strategies, 10
statistical arbitrage, 9
trend following, 9
crowded trade effect, 6—8
imbalance, signal of, 3—6
quants, evolution of, 11-12
same signals, 18—19
financial engineering, 13, 65
Financial Information Exchange
(FIX) protocol, 28-30
financial tsunami, 1
five-minute windows, 68

FIX, See Financial information
exchange

French, Kenneth, 79

full-service commissions, 139

fund managers, 37-39

fundamental research, 71-88
dispersion effect, 86—88
econometric research, 72-76
importance of, 71
leverage effect, 84—86
losers, 78-81
market-neutral strategies, 7677
risk factor models, 82—-84
winners, 78—-81

fundamental stock enalysis, 71

fundamental vaiues, 1

fuzzy logic, 12. 43, 48

G

Game of milliseconds, 63-65
Geaima-neutral, 10
vseldof, Bob, 37-38, 48
Generalized models, 18, 58
Getco, 108, 112
Glantz, Morton, 67, 94
Global Electronic Trading Co.
(Getco), 108
global financial system, 8
global landscape, 152-156
Asian Markets, 155-156
European Markets, 155
globalization, 149
of equity market, 147-162
Google-nomics, 169, 171
Greenwich Associates, 44, 156
guaranteed close trade, 124
guaranteed trade, 124-125

H

heating degree day, 168

hedge funds, 2

Heisenberg Uncertainty Principle,
67

heuristics, 31

&



194

Index

HFT, See high-frequency trading

Highbridge Capital, 11, 69

high-frequency trading (HFT),
10-11, 55-56, 58, 67, 112-116, See
also Automated market making
(AMM)

high-touch order, 138

HKEX, See Hong Kong Stock
Exchange

HKMA, See Hong Kong Monetary
Authority

Hong Kong Monetary Authority
(HKMA), 96

Hong Kong Stock Exchange (HKEX),
92

hot news response, 65

hybrid strategy, 46

I

imbalances, 54-56, 61
signal of, 3-8
implementation shortfall, 159
index constituent, 21, 73, 125, 127
index rebalancing, 121
index reconstitution, 121-122
index-tracking, 126, 128
informed investors, 54—-53
initial P/E predicator, 5
institutional investurs; bl
institutional orc>ors, 61
Interactive Brokers, 31
interval volatility, 16-17
intraday variance, 54
inventory effects, 61-62
inverse autocorrelation, 55, See also
Contrarian
investment banks, 72, 117
investors, 112-115
Island Inc., 29-30

J

January effect, 65
J. Crew, 170
Jones, Alfred, 77

K
Kissell, Robert, 67, 94

L

Labor Day holiday, 179

large-capitalization stock, 38, 72, 89

latency, 64

leverage effect, 84—86

Limit Order Display Rule, 30, 110,
177

linear regression, 56

liquidity
competition for, 115-118
demanders, 93-<4,98, 114
evolution, 144- 146
fragmentatior;, 100-101
providers, 55, 65-69, 96, 114
suppliers, 92-94
windew, 94

Liveaoor Shock, 151-152

Lo, Andrew, 65, 164, 174

location data, 169, 182

London Stock Exchange (LSE), 2

low-touch order, 138

LSE, See London Stock Exchange

M

MacKinley, Craig, 65
macroeconomic data, 13
market access, 159-160
market data, 13
market efficiency, 65-69
market-neutral equity, 76
market-neutral investing, 11, 77, 81,
84,86-87,149
market-neutral strategies, 10, 76-77
marketplace, ecology of, 131-146
best-execution mandates, 139-144
cash business, 133-136
evolution of liquidity, 144-146
order segmentation, trends in,
137-139
market structure, 173
significance of, 95-97



Index

195

Markets in Financial Instruments
Directive (MiFID), 117
mean reversion, 7, 9, 54, 56-57
Microcap firms, 71
microstructure effort, 14
microstructure research, 42-43,
59-63
equity market, 42
midpoint, 58, 60, 62
MiFID, See Markets in Financial
Instruments Directive
mobile phone, 169
momentum effects, 78
momentum signals, 14
momentum-neutral strategy, 75
money flow indicator, 62
money-flow momentum, 62
Morgan Stanley’s Proprietary
Trading, 5, 11
moving averages, 19, 78, 108
MSCI Barra, 13, 87, 128
Muller, Peter, 48

N

Nasdaq 100 index, 21, 64

national best bid and offer (N B30),
110

National Stock Exchange of India
(NSE), 120

NBBO, See Naticnial best bid and
offer

neural networks, 43, 56

New York Stock Exchange (NYSE),
29

Nippon Telegraph and
Telecommunications Corp (NTT),
22

noncompete clause, 49

normalize, 18, 126

NSE, See National Stock Exchange of
India

NTT, See Nippon Telegraph and
Telecommunications Corp

NTT DoCoMo, 22
intraday price chart, 24

NYSE, See New York Stock
Exchange

0)

OECD, See Organization for
Economic Co-operation and
Development

offer volume, 60

Operations Research, 43

order book, 59-63

inside the, 59-63

order protection rule, 110

order segmentation, 137-139

Organization for Eccnemic
Co-operation and Development
(OECD), 13

overnight viriance, 54

P

Per1c Bourse, 106

naitern recognition, 43, 56

paying the spread, 98

PDT, See Process driven trading

pension funds, 21

pinging the book, 113

portfolio managers, 5, 134-135

predators, 112-115

price anomaly, 12, 15, 78, 164—165

price discrepancies, 8, 164, 176

price gap, 56, 62

price-to-book (P/B) ratio, 13

price-to-earning (P/E) ratio, 13, 42,
82,183
anomaly, 80

principal risk trade, 126, See also
Guaranteed trade

principal trades, 124

Process driven trading (PDT), 11

Public Company Accounting
Reform and Investor Protection
Act 2002, 140

Q

QFII, See Qualified foreign investor

&



196

Index

Qualified Foreign Investors (QFII),
156
Quant
evolutions of, 11-12
funds, 5
models, 8
quantitative fund losses, 6
quantitative investors, 13-14, 40
queueing strategy, 99

R

Random Walk Down Wall Street, A,
65

Rebate structure, 114

Reg ATS, See Regulation of
Alternative Trading Systems

Reg NMS, See Regulation of
National Market Systems

Regulation of Alternative Trading
Systems (Reg ATS), 30, 34, 110,
115

Regulation of National Market
Systems (Reg NMS), 110

regulatory risk, 160-162

relative value strategies, 79, 81, 24,
168

Renaissance Technologies, 5, 11, 40,
48

reversal effects, 78

reverse auto-co:relation, 131

risk factors, 13
models, 82-84

risk trade, 124, 126, See also
Guaranteed trade

Robot Reports, 65

rocket scientists, 7, 48

Roll, Richard, 67

run for the exits phenomena, 7

Russell 2000 index, 123

Russell Effect, 125-128

Russell Investment Group, 121-122,
126-127

Russell Rebalance, 119-129
closing price, 128-129
guaranteed trade, 124-125

tracking risk, impact of,
122-124
volume expansion on, 123
Russell Reconstitution, 121-122
Russell Trade, 125

S

S&P 500, 3, 179

S&P index, 2, 4

S&P index dispersion, 4, 87

SAC Capital, 11, 68, 86

Sarbanes-Oxley Act 2002, 140

SEC, See Securities and Exchange
Commission

sector-neutral, 10, 35

Securities and Exchange
Commission (SEC), 2

sell-side zesearch, 41
pitfails, 44

semoi-debt ratio, 82

sevizl correlation, 54
analysis of, 55
decay of, 68
five-minute windows, 68
history of, 175

Shanghai Stock Exchange (SSE),
92

Sharpe ratio, 50

Shaw, David E., 48

short-sell rules, 159
restrictions, 172

Simons, James, 40

Singapore Airlines, 147-148

Sinopec Corp., 92

size effects, 79

Small Order Execution System
(SOES), 29

small-capitalization stock, 18, 65,
74

smart order routing technology
(SORT), 99

SOES, See Small order execution
system

SORT, See smart order routing
technology



Index

197

special trading days, 119
speculators, 112-115
spread, 16, 110-112
bid-offer, 17
paying the, 98
transaction costs influence,
111
SQ date, 120
SSE, See Shanghai Stock Exchange
SSE, See Swiss Stock Exchange
Statistical arbitrage (statarb), 9,
55
statistics, definition, 56
stock alpha, 76
stock beta, 76
stock price movements, 63
Stoll, Hans, 61
subprime mortgages, 1
Surbrahmanyan, Avanidhar, 67
Swiss Stock Exchange (SSE),
118
synchronous portfolio, 2

T

technical analysis, 57

technical indicators, 57

technology, 43

technology gap, 150-152

Thaler, Richard, 65, &2

The Prediction oaipany, 11,
131

Theory of Investment Value, 80

Thomson Reuters, 13, 64—65

tick size rule, 106

time series analysis, 58

Tokyo Stock Exchange (TSE), 2

top-10 institutional holders, 22

TOPS, See Trade Optimized
Portfolio System

TowerGroup, 173

tracking risk, 122

Trade Optimized Portfolio System
(TOPS), 45-46

trader tax, 162

trader’s dilemma, 94

trading, automation of, 21-35
computer-to-computer trading,
27-29
DoCoMo man, legend of, 22-27
systematic industry, 34—-35
technology, impact of, 31-34
U.S. equity markets, liberalization
of, 29-31
trading engines, 99, See also
Algorithmic trading engines
(algos)
trading range, 14, 25, 35
trading strategies, globalization of,
149-152
technology gap, 160-152
traditional muti21 tunds, 23
transaction costs
fund perforraance vs., 98
significance of, 97-99
volatiiity, influence to, 105
tren rollowing, 9, 58, 132
Tiium Trading, 64
iriple witching, 120
Trout Trading Management, 11
TSE, See Tokyo Stock Exchange
two Sigma, 11

U

unbundled research, 141-144

uptick, 32, 62-63, 159

uptick trades, 62

U.S. equity markets, liberalization
of, 29

\%

value
premium, 79
stock, 79

velocity of trading, 32
marketplace, 148
turnover, 148

volatility, 15, 105-106, 180
interval, 17

volume weight average price
(vwap), 10, 43, 99, 138



198

Index

W

Wace, Marshall, 11, 45-47, 86

weather data, 167-168

weather derivatives, 168

weighted bid price, 60

WFEFE, See World Federation of
Exchanges

window of liquidity, 94
World Federation of Exchanges
(WFE), 101, 148, 153-154

Y

Yahoo!, 85
spread trade, 85



