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Overview

This paper examines the relation between order flow
volatility (OFV) and daily effective spreads in the option
market

Main findings:

Strong positive relation for both SPX options and individual
stock options

Not explained by volume/volatility controls and market-maker
inventory variables

Impact of OFV is greater for short maturity options

Multi-exchange trading: indirect costs are larger
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High-frequency order imbalance volatility

“Bad volume” vs “good volume”

Why high-frequency measure?
Increase in buy imbalances in the morning followed by
increase in sell imbalances in the afternoon
Daily imbalance is unchanged, whereas OFV captures
increased inventory volatility for LP
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Strong positive association with spreads for stocks
Bogousslavsky and Collin-Dufresne (2023)

log si,t = αi + βτ log τi,t + βσ log σi,t + βHFOIV logHFOIVi,t + ctrls + ϵi,t

Note the strong relation with (realized) volatility

3 / 9



Comments

Paper is clear and well executed, with many robustness
checks

My comments will focus on getting more economic intuition

1 Comparison to other measures of inventory costs and
takeaways for the literature

2 Leveraging the individual stock options results
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Comparison to other measures of inventory costs
Volatility is associated with higher trading costs under both
adverse selection and inventory frameworks

VIX measures implied volatility over next 30 days
May not be appropriate for short-term options (and seems
confirmed in the data)
The concern is that it “explains” the option maturity result

Volatility increases option price (denominator of spread)
Use realized volatility (or a forecast of intraday volatility)?
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Comparison to other measures of inventory costs (2)

Strikingly (at least to an outsider), none of the literature’s
inventory variables works!

Are they subsumed by order flow volatility (log(SD))?

This seems important to clarify for the literature
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Leveraging the individual stock option results

Currently, the individual stock option results are presented like
a robustness check for the SPX results

⇒ exploit cross-sectional variation across securities

1 Order imbalance persistence is likely to vary across
securities

This has implications for the importance of OFV over
absolute order imbalance

They convey the same information with highly persistent
order flow

2 Stoikov and Saglam (2009) suggest different implications
for spread-inventory dynamics based on the liquidity of the
underlying stock

Role of delta hedging? Control for stock liquidity variables?
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Additional suggestions

Report simple correlations
Inventory risk of SPX options with different maturities

Behavior of the measure intraday, closer to expiration, and
around news announcement?

Pricing implications?
Christoffersen et al. (2018) find that effective spreads
strongly predict option returns
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In summary

Nice paper that shows convincing evidence of a positive
relation between order imbalance volatility and spreads in
the options market

More results to build economic intuition would strengthen
the paper

To get broader takeaways for the literature, it might be
important to explain the effect (or lack of effect) for all
considered variables (such as volatility)
Does it change our perspective on existing results?

Good luck!
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