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State of the Literature

Baltussen et al. (2021):
option dealer “gamma” predicts intraday equity price momentum

known mechanism:

(1) to earn spreads, dealers sell more options than they buy

(2) dealers delta-hedge the resulting short option position via stocks

(3) short option position is “short gamma”,
i.e. stock price ↑⇒ dealers’ option delta ↓⇒ dealers buy stocks

(4) such uninformed trades can have price impact
and create time series momentum in stock prices
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Inelastic Hedging Demand and Intraday Momentum

this paper clarifies the mechanism

new findings:

(1) dealer gamma creates stock price momentum
when the stock price breaks the GTBR

(2) no such effect otherwise

(3) dealer gamma creates more stock price momentum,
when active option traders are also short gamma

2



The GTBR Range
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Comment 1: Motivation

paper motivation:
Why are financial markets inelastic? (Gabaix and Koijen, 2021)

problems I see with this:

• option dealer flows: high-frequency price pressure

• IMH: low demand elasticity at the quarterly frequency

• that option dealers have inelastic stock demand
does not explain why noone with perfectly elastic demand
takes the other side of these trades.

Why not motivate this more directly?
We clarify an increasingly important source of price pressure.
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Comment 2: Why does the GTBR range matter?

paper:

• derives the return point at which hedging should start

• argues that GTBR is the proxy that traders would use

• Do you have any evidence for this?
Why not use the gamma hedge triggering level directly?

• Is it reasonable to model hedging as a binary choice?
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Comment 3: Main Regression Specification

• t-stat around 18?!

• Why make dealer gamma a dummy?

• Interact dealer gamma and GTBR?
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Comment 4: Option Trade Data

• I suspect some “professional traders” are market makers,
which could explain this finding.
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Conclusion

This paper studies
the impact of option dealer gamma on stock price momentum,
accounting for theta and trade costs.

Very relevant work for the derivatives literature!

I have some comments on the empirics, but all of these can be addressed.
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Additional Comments

• add captions to all figures and tables

• explain dealer gamma in more detail in intro paragraph 2?

• finding 2 from page 3 is not in the abstract?

• odd sentence end under 2.2 sentence 2

• Do you need behavioral references for your mechanism (p.8)?
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