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Measurement and Summary Statistics

« Summary Statistics (Client-Day Level)
« Client Connections as Proxy for Private Information

Alternative Explanations
« Connections as a Proxy for Large Demand Shocks
* Informed Dealers and Uninformed Clients

Applications
« Information Leakages
« The Nature of Private Information: Future Fundamentals or Future

Orderflow

Robustness
« The baseline is not driven by daily average percentage returns weighted
by the size of each transaction, surprise component of macroeconomic
news release, and data at the client-day level
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Abstract

We propose a new measure of private information in decentralized
markets— connections—which exploits the time variation in the number
of dealers with whom a client trades in a time period.

Using trade-level data for the U.K. government bond market, we show
that clients perform better when having more connections as their trades
predict future price movements.

Time variation In market-wide connections also helps explain vield
dynamics.

Given our novel measure, we present two applications suggesting that (i)
dealers pass on information, acquired from their informed clients, to their
affiliates, and (i) informed clients better predict the orderflow
Intermediated by their dealers.
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Background & Motivation
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HYPOTHESIS 1: Periods with more connections for a client should be
associated with higher trading profit.

HYPOTHESIS 2: More connections for a client who buys (sells) on a given
date should be associated with a larger subsequent price increase (decrease).

HYPOTHESIS 3: These effects should be stronger for more sophisticated
traders. (more sophisticated traders: hedge funds and asset managers; less
sophisticated traders: insurance companies, pension funds, commercial banks,
and government organizations)

HYPOTHESIS 4. Periods with more aggregate connections should be
associated with larger absolute innovations in yields.
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Client-Dealer Connections

Summary Statistics—Client-Day Level

Panel A. All Clients

Mean Median plo P90 SD N

(1) (2) (3) (4) (5) (6)
First-Order Connection 3.28 3.00 1.00 6.00 2.33 100,696
Transaction Number 10.14 6.00 3.00 20.00 12.92 100,696
Volume (£millions) 73.31 12.36 0.11 214.66 158.69 100,696
Number of Bonds Traded 6.45 4.00 2.00 13.00 6.27 100,696

Panel B. High-Connection versus Low-Connection Days

High-Connection Days Low-Connection Days
Mean Median Mean Median

Two-day Performance 0.54 0.27 -0.22 0.09
Four-day Performance 0.69 0.31 -0.27 0.18
First-Order Connection 5.04 4.00 2.38 2.00
Transaction Number 14.70 10.00 7.80 5.00
Volume (£millions) 114.29 27.80 52.30 8.04
Number of Bonds Traded 855 6.00 537 4.00

Panel A: it REF, X—RayFHEPF HEARH A LR, HFHRMNETT RHLLELS.
Rin, BT AEFIOE MMt F 108 Nz 0] 69EE69-FH £ F A5, BRAEERENHFAE R,

Panel B: A% REF, FHEP AR HELEK S E FHMRI. 285, HAEAWTY
B FARE, FHAEDE P RELETFPANEH LR,
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Client-Dealer Connections

Cross-client and within-client variation in connections

Connections in the Cross-Section Connections in the Time Series
Mean = 2.4; Median=2.29; 90-10 range=2.42; sd= 1.12 90-10 range= 3.45; sd= 147
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Trading Performance Measurement




Client-Dealer Connections

Trading Performance

> Baseline Measure

ZIKI X FIMaggio et al. (2019 57E, THHEE P IEREAS 5 T H AR

_IZIIL.

Performance’; = [In (P*) —In (P})] x 1gs.
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» Decomposing Trading Performance
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In (P7) —In (P}) = Iln (P") -1 (P)] + [ln (P)-m (7))
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Client Connections as Proxy for Private Information




Client Connections and Trading Performance: Baseline Results

T . .
Performance;, = B x ClientConnections; ; + X ; + @i year + ¢ + i,

Panel A. Trading Performance over One to Five Days

One-Day Two-Day Three-Day Four-Day Five-Day
(1) (2) (3) (4) (5)
Client 0.190%* 0.268*%# 0.4065%* 0.535%%* 0.569%%
Connections (2.12) (2.46) (2.91) (3.04) (2.94)
Volume 0.206% 0.281# 0.306% 0.269 0.282
(1.65) (1.93) (1.71) (1.38) (1.28)
Tran. —0.801%=# —1.229%%% —1.620%=# —1.552%%% —1.965%%#
(—2.95) (—3.19) (—3.86) (—3.36) (—3.98)
N 100,414 100,414 100,414 100,414 100,414
R? 0.057 0.056 0.057 0.057 0.058
Day FE Yes Yes Yes Yes Yes
Client*Year FE Yes Yes Yes Yes Yes

Panel B. Decomposing Four-Day Performance: Transaction versus Anticipation Effect

Baseline Transaction Anticipation
(1) (2) (3)

Client 0.535%%= 0.098%* 0.430%
Connections (3.04) (2.43) (2.39)
Volume 0.269 =0.075 0.338%

(1.38) (=1.21) (1.75)
Tran. —1.552%%% —0.240% —1.313%%=

(=3.36) (=1.84) (=2.82)

N 100,414 100,348 100,348
R? 0.057 0.095 0.055
Day FE Yes Yes Yes
Client*Year FE Yes Yes Yes

WREF, EP kAT
Py b A Z 18] B AR B AR K K
7, BAwEARITEE
P R RR R AR B 38 e

P L5 EBENE P GRRAT
A R A AR, (st 2
B, AATET LA ST Hu TR
ARILB ML) ™

IR R (P
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Connections and performance

Performanceft = B x ClientConnections;; + X; ; + @ year + 1t + iz,

over 1- to 20-day horizons: more

over 1 to 20 day horizons versus less sophisticated clients
More Sophisticated Investors Less Sophisticated Investors
) TN R BAIOREAF - o
\n I I \V\JA
' -6 s : TRADlrJJIg DAYS g 2 1 A
HRET, BPEEAGRNMAXMEE HRIET, R#MAARBE P R Z ] HEK
AR AT R 691 69 R BOA BPEAE, AR TF AN, REHAZREAE T RANE
NARFFIE, 12283 M8, FIRFh Y . p—
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Illustrating the Economic Significance of Connections

Average Daily
Average Daily Volume Four-Day Decomposition of
(in £000s) Performance Gross Performance
Mean Median Mean Median Mean Median
Low Connection Days 50,000 6,900 —0.381 0.136 —33% 9%
High Connection Days 109,000 24,900 0.704 0.393 133% 91%

100% 100%

SR —ZE S, IKEER, KDV EXDHGHHAEPAEZEIER, LI, BE L
BEP L, N HEHL4P2 S5 (SAZ=EE=—H) ,
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Client Connections as Proxy for Private Information
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Aggregate Connections and Portfolio Returns

Long-short portfolio returns—sorted by daily orderflows of high/low connection clients

High-Connection Portfolio Low-Connection Portfolio

0 5 10 15 20 0 5 10 15 20
Days After Portfolio Formation Days After Portfolio Formation

BRI T, SEZEPHSTRTALSSATENILE, 20K 5L 2 %45bps.

m%zT % %éFﬁyiamﬁAﬁ %%%ﬁim?i%%
=X ‘\Q"A. : = H
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Client Connections as Proxy for Private Information

Aggregate Connections and the Yield Curve

Explaining Daily Changes in 10-Year Yields with Aggregate Connections

More Sophisticated Investors Less Sophisticated Investors
(1) (2) (3) (4) (5) (6)
A log(Connections; ) 0.028%** 0.0347%%* 0.0271%** 0.001
(6.22) 3.57) (5.88) (0.07)
Alog(NumO fClients;) —0.0167 0.0247* %4
—1.70) (2.87)
Aleetions_) 0011+ ~0.003
(2.93) (—0.79)
N 1,450 1,450 1,450 1,450 1,450 1,450
R? 0.032 0.035 0.029 0.027 0.034 0.019

R R, AEAE (R#FTRH) B P oG L 2005 0 T A0S KT8y 4 05Hm £ Z 18]
Bhas T EEEMmEHE (2.8 bps#22.1 bps) .

ST ERANEF, BNEPIIEZENOIHBAELKNOTH (MARZEPFHET) BT
FAKBZOTH; M TARIPLARBGEP, REPHK TR TICE,
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Alternative Explanations
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Alternative Explanations
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Connections as a Proxy for Large Demand Shocks?

The Role of Trading Volume

Panel A. Economic Significance of Connections 2 %_JE?_,_—,—J': , j{—_ﬂ/gz; F éﬁ

Average Daily Volume  Average Daily 4-day Decomposition of 3& % '_%‘ ;E’E F;T':J Jﬁx‘a{ﬂ& y la—a:J

(in £000s) Performance Gross Performance J%;J‘% EI ﬁ\?'ﬁ&éj% E] l{]/] ?D‘*‘:

Volume Connections Mean Median Mean Median Mean Median ,;izg; 7@»,__ kﬁ;’:a ]’3‘] , _B_rg'TJ
Cow  [itigh T —— —— R SO R A A
’ ’ HEH, Ak, XFH

B e s mes anowm o owm o m RS

TESEER,

Panel B. Connection and Performance on Low- and High-Volume Days

One-Day Two-Day Three-Day Four-Day Five-Day

Client Connections * 0.353%%* 0.488%%* 0.668%%* 0.760%** 0.784%%* . oA
Low Volume Days (3.46) (3.85) (4.05) (3.62) (3.37) BREY, BRI HE
Client Connections * 0.136 0.195 0319+ 0.46T 0498 BIFENT, HAER Y R
High Volume Days (1.53) (1.80) (2.34) (2.66) (2.64)
Volume 0.36 1% 0.491%** 0.555%* 0.482%* 0.487%* g§ °
(2.64) (3.18) (2.89) (2.21) (2.01)

Tran. —0.744%%%  —1.144%%*  —1528%F  —1473%%F  —1.889%*

(—2.74) (—2.98) (—3.64) (—3.18) (—3.83)
p-value, equality of 0.00004 0.00005 0.00007 0.0109 0.0162

connection coefficients

N 100,414 100,414 100,414 100,414 100,414
R2 0.057 0.056 0.057 0.057 0.058
Day FE Yes Yes Yes Yes Yes
Client*Year FE Yes Yes Yes Yes Yes
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Alternative Explanations

Decomposing Four-Day Performance: Controlling for the Average
Characteristics of Clients’ Dealers

Transaction Component

Anticipation Component

(1) (2) (3) (4) (5) (6)
Client 0.098%* 0.117%%* 0.082*"1/ 0.467%* 0.456™%* 0.468**
Connections (2.43) (2.69) (2.16) (2.34) (2.27) (2.34)
Mean Connections of 0.034%%** —0.005 —0.031 —-0.014
Client’s Dealers (2.95) (-0.41) (—0.58) (—0.25)
Dealers’ Mean 0.384%%** —0.162
Volume (4.43) (=0.49)
N 100,348 100,348 100,348 100,348 100,348 100,348
R? 0.095 0.095 0.096 0.056 0.056 0.056
Day FE Yes Yes Yes Yes Yes Yes
Client*Year FE Yes Yes Yes Yes Yes Yes

2 X 27, 3 -FTransaction Componentim N & P #Ffii=z4E = (BF X H A 6I-FHEER
X BRFHRLE) B, EPEEZAHB . I—HEIZRAEP AL H 2 PTIR
g, XEAEIEZEURFREINEEZNEZORE PR T EREZHIMEOAAEZLSHH

HT Do

%t F Anticipation Component, 3 % @ 4F4E3f K & iE 3248 RILA Foh,
0935 77 e TN T MG B I AE A Y, miX R P 3 5 T 6 A AR
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Applications

Information Leakages
Dealers’ Informed Clientele and the Performance of Dealers’ Affiliates

Vol
InfShare;, = &y AffilPerformance;,” = p x InfShare; , + X;1 + @i year + 1t + i,
%3)2%[] 257 (dealer) it SZ
B R rER 5 Pt AL
L HCH) FUE(L) K% BT

J(clients) (52 5) &

(1)

(2)

(3)

(4)

(5)

Zero-Day One-Day Two-Day One-Day Two-Day
InfShare 0.278 1.690** 1.889* 1.657%* 1.812%
(0.59) (2.26) (2.03) (2.29) (1.95)
DealerVolume —0.005 —0.377** —0.328 —0.384* —0.338
(—0.04) (—2.10) (-1.19) (—2.08) (—1.23)
DealerConnections —0.003 0.016 —0.028 0.016 —0.027
(=0.11) (0.31) (—=0.32) (0.31) (—-0.31)
AtfilConnections 0.024 0.016
(0.14) (0.07)
InfShare of —0.548 —1.567
OtherDealers (—0.44) (—0.73)
N 20,898 20,898 20,898 20,880 20,880
R? 0.081 0.082 0.079 0.082 0.079
Day FE Yes Yes Yes Yes Yes
Affil. #Year FE Yes Yes Yes Yes Yes

LR R IR @ AEA G I A AL, S AR R 7 Ko
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Applications 2

The Nature of Private Information: Future Fundamentals

Connections and performance over 1- to 20-day horizons:
Before macroeconomic surprises

Before Big Macro-Shocks Before Small Macro-Shocks

s~ A

w
pi
o -
w wr
.? T T T T T ? T T T T T
5 10 15 20 0 5 10 15 20
TRADING DAYS TRADING DAYS
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Applications 2

The Nature of Private Information: Future Fundamentals or Future Orderflow

Trading Performance on Days with High Covariance with Future Orderflow

Panel A. Covariance with the Total Market Orderflow

One-Day Covariance Five-Day Covariance
K K
One-Day Perf. Three-Day Perf. Five-Day Perf. Seven-Day Perf. Tj'g _ Z k= Il{ Z . £+Tk % Z W£+Tk
(1) ) 3) (4) — —~ prt
Qf}mf =1 2.186%%* 3.211%%= 2.439%%% 2.571%%%
(5.66) (5.26) (3.07) (2.73)
Volume 0.223% 0.346% 0.347 0.333 T Tg
(1.80) (1.96) (L57) (1.30) Performance;,” =y x D;° + o; + ps + &it,
Tran. —0.526%% =1.033%%* —1.133%%% —1.312%%%
(—2.09) (—3.01) (—3.06) (—2.69)
N 100,311 100,311 100,040 100,039
R? 0.058 0.058 0.058 0.056
Day FE Yes Yes Yes Yes
Client-Day FE Yes Yes Yes Yes D;ig = ¢ x ClientConnections;; + X + a; + jis + i s,
Panel B. Covariance with the Market Orderflow Intermediated by Own Dealers
One-Day Covariance Five-Day Covariance
One-Day Perf. Three-Day Perf. Five-Day Perf. Seven-Day Perf.
(1) (2) (3) (4) 4__]: %i_]'_ /E = f >~ ¥ =
mthr 280, &
Qﬂ"”" =1 0.607%% 1.096%% 1.532%%% 2.023%%%
|
(2.37) (2.58) (2.86) (3.47) F éjj 2 % N )<>I( =], EP B ’m 'rﬁ %
Volume 0.211% 0.344* 0.349 0.338 ET R
(1.70) (1.94) (1.60) (1.34) a9 ‘LT‘? A BANY
Tran. —0.516%% —1.039%%= —1.155%%% —1.334%%%
(—2.04) (—3.03) (—3.11) (—2.76)
N 100,407 100,407 100,407 100,406
R? 0.057 0.057 0.058 0.056
Day FE Yes Yes Yes Yes
Client*Year FE Yes Yes Yes Yes
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Applications 2

Orderflow Client Connectivity and Covariance with the Orderflow

Regular Connections Nonregular Connections

One-Day Five-Day One-Day Five-Day
Covariance Covariance Covariance Covariance
(1) (2) (3) (4)
Client 0.0045%% 0.0037%# -0.0007 -0.0023
Connections (2.55) (2.57) (-0.42) (-1.43)
Volume 0.0011 0.0027 0.0046%% 0.0044%%
(0.60) (1.57) (2.11) (2.19)
Tran. 0.0061 0.0013 0.0011 0.0033
(1.36) (0.26) (0.22) (0.75)
N 100,407 100,407 100,407 100407
R2 0.051 0.054 0.038 0.040
Day FE Yes Yes Yes Yes
Client*Year FE Yes Yes Yes Yes

R X P AL TS UBRAMAREL TN I AHRITSY, FAVAAEZF-K
B R Z a0y iEERINYE (regular) 89,
BRI, BEPFPWEREEMEYRESME TS AITERON T £,

~

XY BEA TS X RIWKAGE PR —ERH1E 8,
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