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Summary 

• 8 ETFs to track crude oil prices using crude oil 
futures contracts, involves “rolling” positions 

• Puzzle: huge discount of ETF compared to the 
price of oil futures, on October 18, 2012, price 
of USO: $34.04, November/2012 crude oil 
futures: $90.99 

• Conventional explanation on the Wall Street – 
predatory trading 

• Break the convention – “sunshine trading”! 



Summary 
• The oil futures markets are resilient 
• Limit order book is refilled frequently: on roll days an average of 

850 front-month contracts trade each minute 
• over 99% of the temporary price impact due to an order imbalance 

is reversed within ten minutes, implying that the limit order book 
refills rapidly 

• Also there is a reduction in the permanent price impact of order 
imbalances on ETF roll days 

• Because the market is resilient, the most profitable strategy is 
trading in the same direction as the upcoming ETF trades prior to 
the roll and trading opposite the ETF in the period after the ETF roll 

• Strategic traders become liquidity providers 
• Sunshine Trading!  



Comments - 1 
• Who is the marginal trader in the futures markets on roll days: 

hedgers vs speculators 
• Acharya, Lochstoer and Ramadorai (2012) – hedging demand vs 

speculative activity, if speculators are capital constrained – they 
cannot absorb liquidity 

• Time period - March 1, 2008 to February 28, 2009 – middle of the 
crush, S&P500 was plunging – Chen, Kirilenko, and Xiong (2012) – 
speculators reduced long positions.  It means that market resiliency 
results reported in the paper are quite strong. But who re-fills limit 
order book?  
 

• – funding liquidity dried up – may be it is worth to look at whether 
margin requirements changed during that time and by how much 
compared to normal times (especially in the second month 
contracts) for hedgers vs speculators  



 

1000 barrels, $92,260 at the current price, 
13:1, and 18:1 leverage 



 



Comments - 2 

• Table 5 – permanent price impact, lambda, is higher on the 
roll days then non-roll days for the second-month contracts: 
can the strategic trader be intra-commodity spread trader and 
use the second-month contract?  

• Margins are lower for intra-commodity spread trading 
 

• Table 2 – Second Month contracts, intra-commodity spread, 
55.5% - indicates a significant presence of speculators. May be 
that’s why the permanent price impact is higher for roll days 



Crack spread  

 



Comments - 3 

• Market resiliency, Table 5, is computed for 5-
second interval “to increase the effective 
sample size”  

• For the second-month contracts the sample 
size is bigger overall. May be, as a robustness, 
estimate it for 1-minute intervals?  

• For 5-sec intervals the markets are not very 
resilient – is there any evidence of “flash” 
trading? 
 



Comments - 4 

• Strategic trading surrounding the ETFs rolls: the results show 
that strategy ST3, trading with-before, against-during and 
against-after ETF roll is the most profitable. Is it possible to 
have event-time accounts strategies percentage distributions? 
For example, out of all accounts, how many follow ST3 
strategy –  would it tell you the type of the marginal trader? 
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Comments – 5  

• Why the crude oil futures price and the price 
of USO differ so much? 

• Cost of rolling – acknowledged very well in the 
paper  

• This costs might be time-varying, and there is 
a regime switch after February 2009  

• May be price pressure in the stock market – 
short/long positions in USO 



Intercept MKT SMB HML UMD R2 
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Data: May 2006 to June 2012, White (1980) std errors  
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Data: May 2006 to June 2012, White (1980) std errors  



Intercept MKT SMB HML UMD R2 
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Intercept MKT(t-1) SMB (t-1) HML (t-1) UMD (t-1) R2 
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Data: January 2009 to June 2012, White (1980) std errors  
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