Accepted Manuscript

Journal of

BANKING
& FINANCE

Distilling Liquidity Costs from Limit Order Books Forthcoming in
Journal of Banking and Finance

Diego Amaya, Jean-Yves Filbien, Cédric Okou, Alexandre F. Roch

Pl S0378-4266(18)30135-3

DOI: 10.1016/j.jbankfin.2018.06.009 =
Reference: JBF 5369 =
To appear in: Journal of Banking and Finance

Received date: 21 September 2016

Revised date: 18 December 2017

Accepted date: 15 June 2018

Please cite this article as: Diego Amaya, Jean-Yves Filbien, Cédric Okou, Alexandre F. Roch, Distilling
Liquidity Costs from Limit Order Books Forthcoming in Journal of Banking and Finance, Journal of
Banking and Finance (2018), doi: 10.1016/j.jbankfin.2018.06.009

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


https://doi.org/10.1016/j.jbankfin.2018.06.009
https://doi.org/10.1016/j.jbankfin.2018.06.009

Distilling Liquidity Costs from Limit Order Books Forthcoming in
Journal of Banking and Finance

Diego Amaya?, Jean-Yves Filbien”, Cédric Okou®, Alexandre F. Roch?

*Wilfrid Laurier University, 75 University Avenue West, Waterloo, CANADA, N2L 3C5
b University of Lille, 104 Avenue du Peuple Belge, 59800 Lille (France)
¢ University of Quebec in Montreal, Finance Department, 315, rue Sainte-Catherine Est, Montréal,

CANADA, H2X 3X2

dCorresponding author, University of Quebec in Montreal, Finance Department, 315, suesSainte-Catherine

Est, Montréal, CANADA, H2X 3X2, roch.alexandre_f@uqgam.ca. This author’s reséareh was supported by

the Institute of Financial Mathematics of Montreal and the Natural Sciences and Engineering Research

Council of Canada.

Abstract

This paper proposes a method to compute ex-ante trading costs at the intraday level from
limit order books. Using nearly 500 of the largest traded:companies in the NYSE ArcaBook,
we show that these costs have nontrivial intraday dynamics, are negatively related to volume
and positively related to volatility. When ex-ante tvading costs are incorporated into price
impact specifications, the results show that this measure provides relevant information about
price changes of the market at a high frequengy level. Our evidence suggest that ex-ante
trading costs constitute a new source of information for the study of intraday liquidity.
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1. Introduction

Electronic limit order markets have emerged as important venues for trading, offering a
real-time glimpse oftexisting supply and demand in the equity market. During the period
of 2010 to 2014, the volume traded in NYSE ArcaBook and BATS accounted for 12% and
8% of thé total U.S. equity market, respectively.! Electronic limit order books contain very
rich and eemplex sources of information about liquidity provision and price formation at the
high frequency level. In these markets, ex-ante commitments to offer liquidity are made by
investors who submit limit orders, specifying both the price and the quantity to buy or sell.
On the other hand, liquidity is demanded by investors who place market orders.
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!Data from http://www.batstrading.com/market_data/venue/market /tapea/
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