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RESEARCH PAPERS 
 
“Explaining the Intraday Dynamics of Foreign Exchange Interdealer Spreads” (with Carol Osler). 
Spreads in the interdealer foreign exchange market behave very differently from spreads in most other markets. 
These spreads have multiple intraday peaks rather than the familiar asymmetric U-shape and they are inversely, 
rather than positively, related to trading activity and volatility. To explain these differences we identify and 
examine the adverse-selection and inventory risk components of spreads. We find that spreads move inversely 
with trading activity and volatility due to the dominant adverse-selection component. It appears that when 
trading is thinnest, as in the brief overnight period before Asian trading, informed traders are relatively 
dominant, while uninformed trading is dominant during heavy trading hours. We also find that foreign 
exchange dealer inventory risk generally declines towards the end of the day, rather than rising as it does in 
other markets, and more broadly it tends to move in parallel with trading volume and volatility. We infer that 
the main determinant of foreign exchange dealer inventory risk is not the potential inability to trade overnight, 
as in other markets, but instead the volatility of inventory value. 
 
 
 
 
 

“Mutual Funds’ Herding Pattern in Currency Trading”  
This paper tests whether asset managers exhibit herding behavior in currency trading. The data 
comprise the complete foreign exchange trading record of a major international custody bank during 2006 .I 
applied Lakonishok Shleifer and Vishny (1992) measure of herding previously used for equity trading analysis 
to foreign exchange data. I find clear evidence of herding in most currencies. This standard measure identifies 
herding as a tendency of investors to trade in the same direction. However there is concern that investors trade 
in the similar direction not due to herding but rather as a response to publicly available information. I create a 
new measure of herding that extracts asset managers’ tendency to engage in feedback trading. After applying 
this new measure I still find evidence of herding among asset managers. Also the results indicate that herding is 
more intense in least liquid currencies. 
 
 


