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4. PIT (FLOOR) MARKETS 

4.1 Continuous security markets 

Trading occurs during intervals (typically several 
hours long) sometimes called trading sessions. 

It is not confined to a small number of pre-set times 
(like once- or twice-a-day batching). 

Within a session, anyone can initiate a trade at any 
time; trades can occur at any time. 

Why do we need to trade continuously? 

Mechanisms for continuous trade 

► Floor market 

Traders get together in one location and strike 
bilateral deals. 

► Dealer market  

A decentralized network of traders who have 
established and maintain reputations for making 
a market in response to customer requests 

► Electronic limit order book  

Traders post bid and offers into a computer; 
these are seen by all other traders. 

Most markets rely primarily on one of these three 
mechanisms. Very few markets use one and only 
one of these mechanisms. 

We will consider these in order. 

For a pit market: we’ll consider a specific example: 
the Chicago Mercantile Exchange (“CME”, 
“Merc”) 

Although the pit is the primary mechanism, 
CME trading also utilizes an electronic limit 
order book (“Globex”) and a dealer market for 
large trades. 
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4.2 Background 

Futures contracts 

A futures contract is an agreement to buy/sell a pre-
specified quantity of the underlying at some pre-
specified time in the future (maturity) for a price 
that is set at the time of the trade. 

The CME March 2005 frozen pork belly contract 
calls for delivery of 40,000 lbs. of frozen pork 
between March 7, 2005 and March 31, 2005. 

If I “go long”/“buy” the contract at a price of 
$0.8580, I’m agreeing to take delivery of the 
pork and pay 40,000 x $0.8580 = $34,320. 

The counterparty “sold” / “shorted” / “went 
short” the pork and is agreeing to make delivery 

At the time the “trade” occurs, no money changes 
hands; both sides post a small amount of money 
with the exchange (margin) to ensure performance. 

Most contracts are not held to maturity; the original 
trade is reversed. 

If, after the trade, I subsequently sell the 
contract at a price of $0.9000, I make a profit of 
40,000 ($0.9000 -- $0.8580) = $1,680. 

What gets traded? 

The CME also trades cattle, milk, butter, lumber, 
foreign exchange, etc. 

Chicago Board of Trade (CBT): Wheat, corn, 
soybeans, US Gov’t bond contract. 

New York Mercantile Exchange (NYMEX): metals, 
petroleum, electricity. 

Regulation 
US futures trading in the US is regulated by the 
Commodities Futures Trading Commission 

All futures professionals must register with the 
CFTC. 

All futures professionals dealing with the public 
must be members of the National Futures 
Association 
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The NFA administers exams that qualify individuals 
to act as brokers, supervisors, etc. 

The individual futures exchanges also regulate their 
members. 

The individual futures exchanges 

Traditionally, they were organized as member-
owned nonprofit corporations. 

The CME is now a publicly-traded for-profit 
corporation. 

A membership is a “seat”. Seats can be purchased 
or leased. 

Exchanges determine and enforce rules of trading 
procedure 

Exchanges design and set the terms of their own 
contracts. 

4.3 Physical layout 
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After you give your broker your order, it is 
transmitted to the CME® floor [your broker’s 
booth, located on the periphery of the floor] via 
telephone or data transmission lines. 

Upon receipt, the order is time-stamped and either 
"flashed" to the broker or delivered to the trading 
area, or pit, by an order clerk or runner. 

An individual floor broker is responsible for 
executing your order.  
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 (The material in this section is from www.cme.com 
 education  getting started  basics of trading 
 trading process) 

4.4 Trading practices in the pit 
The following excerpts are from the CME Rule 
Book

Many of these rules were in place before the advent 
of government regulation. 

Rule 520: TRADING CONFINED TO 
EXCHANGE FACILITIES  

All trading … must be confined to transactions 
made on the Exchange; and … must be confined to 
the designated trading area during Regular Trading 
Hours … Any member violating this rule shall be 
guilty of a major offense. 

Rule 521: PIT TRADING 
All transactions… shall be by open outcry in the 
established pit for that transaction. 

A bid shall be made only when it is the best bid 
available in the pit.  A bid is made by stating the 
price first and quantity next (such as "38.50 on 2," 
etc.)… 

An offer shall be made only when it is the best 
available offer in the pit.  An offer is made by 
stating quantity first and price next (such as "2 at 
38.50")  
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It shall be improper to make a bid or an offer 
without indicating a quantity. 

When a trader desires to buy the going offer in the 
pit, he shall by outcry state "buy it" or "buy them" 
or "buy" followed by the quantity desired, as the 
case may be. When selling, the trader shall 
similarly, by outcry, state "sell it" or "sell them" or 
"sell" followed by the quantity desired. 

Rule 523: ACCEPTANCE OF OFFERS AND 
BIDS DURING REGULAR TRADING HOURS 

Any offer or bid may be withdrawn at any time 
before acceptance, but while outstanding, all or any 
part of any offer or bid is subject to immediate 
acceptance by any trader 

Rule 514: TRADING INFRACTIONS 
[Discussed out of sequence] 

1.     a bid or offer out of line with the market; 

2.     a bid or offer which tends to confuse the other 
traders; 

3.     a price infraction [“A sale, quotation or outcry 
which is out of line with existing bids or offers.”] 

4.     failure to confirm a transaction; 

5.     failure of buyer and seller to announce a 
change in the last sale price and failure to ascertain 
that it is properly recorded; 

… use of profane language, etc. … 

11.  failure to indicate a quantity on a bid or offer. 

12.  disseminating false, misleading or inaccurate 
quotes 

Rule 526: BLOCK TRANSACTIONS 
[A block transaction is a trade that is unusually 
large. Under certain circumstances and with certain 
safeguards, these trades may be conducted by 
members off-floor. 

 I’ll discuss this rule later.] 
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Rule 528: CHANGE IN LAST SALE PRICE 
[48]  

The buyer and seller in a pit transaction must report 
immediately to the pit observer any change in the 
last sales price or last quotation and it shall be their 
duty to make certain that such change in quotation 
is properly posted.  

In order to effectuate such a price change, at least 
three qualified traders shall be present in the pit.    

Whenever a member makes a trade with another 
member which constitutes a price infraction, he or 
she shall 1) immediately break the trade; or 2) 
satisfy all bids or offers which were adversely 
affected; or 3) adjust the price of the trade to the 
price which existed when the price infraction 
occurred.  For this third alternative, both sides must 
agree to the adjusted price, which must satisfy the 
terms of any order(s) involved in the trade.   

Frequent participation in trades that involve price 
infractions may constitute a major offense. 

Safeguards for customers represented by 
brokers 

The following rules reflect the fact that not all 
buyers and sellers will be representing themselves. 
Some will be brokers – acting as agents for 
customers who are off the floor and can’t directly 
monitor the trading process. 

Rule 530: PRIORITY OF CUSTOMERS' 
ORDERS  

During [r]egular [t]rading [h]ours a member shall 
not buy a futures contract… for his own account or 
for an account in which he has a proprietary 
interest, when he has in hand orders to buy … for 
others at the market or at the same price. 

A member shall not sell …for his own account or 
for an account in which he has a proprietary 
interest, when he has in hand orders to sell … for 
others at the market or at the same price. 
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Rule 531: TRADING AGAINST CUSTOMERS' 
ORDERS PROHIBITED 

A member having in hand a customer order shall 
not knowingly enter into a transaction on behalf of 
that customer in which:  (i) the member; (ii) an 
entity of which the member is a partner or officer; 
(iii) or any officer or partner of an entity of which 
the member is an officer or partner; or (iv) any 
person trading for an account in which the member 
has a financial interest, assumes the opposite side.   

Rule 532: DISCLOSING ORDERS 
PROHIBITED  

A member … shall not disclose another person's 
order to buy or sell …  Violation of this rule shall 
be a major offense 

Rule 533: SIMULTANEOUS BUYING AND 
SELLING ORDERS FOR DIFFERENT 
PRINCIPALS EXECUTED BY ONE TRADER 

A member of the Exchange, who shall have in hand 
at the same time both buying and selling orders 
from different customers for the same commodity 
and delivery month … may execute such orders for 
and directly between such principals pursuant to 
Rule 556 or  provided: 

In pit trading, a member executing such orders shall 
first bid and offer openly and competitively by open 
outcry at the same price, stating number of 
contracts, and if neither the bid nor the offer is 
accepted within a reasonable time, the orders may 
then be matched … 

Rule 534: SIMULTANEOUS BUYING AND 
SELLING ORDERS FOR THE SAME 
PRINCIPALS PROHIBITED [56]  

No member … shall accept a "simultaneous buying 
and selling" order from a customer for the same 
contract delivery month of the same commodity …  
Violation of this rule shall constitute a major 
offense. 
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5. DEALER MARKETS 

5.1 Introduction 

Along with floor-based and electronic-limit-book 
mechanisms, a dealer market is one way to 
organized continuous trading. 

A dealer market is sometimes called an “over 
the counter” market. 

Dealers are intermediaries who take the other side 
of customer trades.  

In terms of dollar volume, the largest financial 
markets are dealer markets. 

Examples 
► Bonds 

► Currency (“FX”) 

► Swaps 

► Trading of equity blocks and portfolios 

► Over-the-counter derivatives. 

► Historically, Nasdaq, the US over-the-counter 
market for equities was considered a dealer 
market. 

It is now a hybrid that is more similar to the 
NYSE 

5.2 What defines a dealer? 

A broker acts as an agent for a customer, 
representing customer orders in the market (e.g., a 
real estate broker) 

A dealer takes the other side of customer trades 
(e.g., a used-car dealer). 

Much of US securities regulation applies to both 
brokers and dealers. The US Securities and 
Exchange Commission (SEC) refers to such 
people as “broker-dealers”. In fact, broker and 
dealer functions are quite distinct. 
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General features of a dealer market 
► Multiple dealers, geographically dispersed, 

electronically linked. 

► No consolidation of trading: No “floor” (real or 
virtual).  

► Virtually all customer trades are with a dealer. 

The dealer is the intermediary. 

Customers rarely trade against other customers. 

► Dealers trade among themselves in an 
“interdealer market” 

► Regulation and transparency are poor relative to 
floor markets. 

► Dealers may compete among themselves, but 
have a lot of information and market power 
relative to customers. 

5.3 The (secondary) market for US Treasury 
bonds Dupont and Sack (1999) 

Securities traded 

Bills, bonds and notes, STRIPs 

There are a large number of issues outstanding, but 
trading is concentrated in the “on-the-run” 
securities. 

The on-the-run issue is the most recently issued 
within a broad maturity class (5-yr notes, 10-yr 
bonds, etc.) 

Recall: the primary market is the auction conducted 
by the Federal Reserve Bank of New York. 

US securities are traded before they are actually 
issued on a “when issued” basis. 

Secondary market 
Multiple dealers concentrated in Tokyo, London, 
New York. 

24-hour trading; most activity during NY business 
hours 

Regulated by US Treasury (not the SEC). 
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The flow of a deal 
► Historically 

A customer (pension fund, insurance company, 
etc.) would phone the multiple dealers who are 
“making a market” (providing bids and asks, 
standing ready to buy or sell, providing 
liquidity). 

Customer trades against the best bid or ask. 

► Currently 

A dealer typically has an electronic system that 
provides the dealer’s bid and ask. 

Customers can execute an order electronically 
against the posted prices. 

Note: 

The customer cannot post a limit order (his/her 
own bid or offer) 

The dealer is counterparty to all executions. 

Trades are usually not reported. 

Interdealer trade 

When a dealer accommodates a large customer 
order, the dealer will typically want to lay off the 
position. 

“I’ve just sold my customer $100 million in 
February 2031 bonds. Where can I get them?” 
or 

“I’ve just bought bonds from my customer. 
Where can I sell them?” 

A large long or short position is risky.  If interest 
rates jump suddenly, the dealer might have a large 
loss. 

To lay off positions, dealers trade with other 
dealers. 

Most dealer markets have some sort of facility for 
trading among dealers that is not accessible by 
customers. 

Although there are electronic trade execution 
linkages between dealers and customers and among 
dealers, there are no virtually no direct electronic 
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trade execution linkages between the customers and 
the interdealer market. 

Interdealer Brokers (IDBs) 

IDBs are intermediaries who negotiate trades 
between dealers. 

Key function: IDB’s provide anonymity 

If Merrill needs to lay off a position, it can’t call 
Goldman directly. 

Firms: eSpeed (Cantor Fitzgerald), Garban-
Intercapital, Liberty, BrokerTec, etc. 

With the exception of eSpeed, the IDBs participate 
in GovPX.  

GovPX is an electronic system that: 

Disseminates bids and asks in the IDB market. 

Allows dealers to execute trades against posted 
bids and asks. 

Customers can’t access GovPX to execute a trade, 
but they can see the bids, asks and last sale price 
that occurred on GovPX. 

Note about “screens”. The screen used 
to be the distinctive visual 
manifestation of a market, and would 
look essentially the same no matter 
who was accessing it. 

This is still true of GovPX, but most 
electronic markets have developed 
application program interfaces 
(API’s), that allow customized access.  

Sometimes, when the trading function 
can be completely automated, there is 
no “screen” at all, at least in the usual 
sense. 

If Merrill buys using GovPX, 
anyone with a GovPX screen 
will know the price. 

If Merrill buys from a 
customer, only Merrill and 
the customer know about the 
trade. There is no “tape”. 

A GovPX customer screen 
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Notes 

The bid and ask are the best (“inside”, “best bid and 
offer”, BBO) of the participating IDB’s. 

For bills (maturity one year or less), the bid and ask 
are yields. The bid yield is higher (and the implied 
price is lower) than the ask. 

For notes and bonds, the bid and ask are prices (% 
of par). 

The markets for the 10 and 30 year bonds are one-
sided. There is an offer, but no bid. (“Offer 
without”) 

This does not mean that no dealer would be willing 
to buy the bond, only that you’d have to contact 
them directly to negotiate a price. 

Last trade. 

Remember: a customer can’t execute a trade on this 
system. 

Work-up facility (a bargaining component) 

See Boni and Leach (2004) 
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US T-bond market: a summary 

► Strengths 

Dealers can provide liquidity (stand ready to 
buy and sell) when there are no customer 
counterparties in the market. 

To keep customers coming back, a dealer must 
establish and maintain a reputation for making a 
good market.  

► Weaknesses 

The dealer trades against the customer, and has 
an incentive to give the customer a bad price. 

Most dealer markets have poor transparency. 

The customers don’t have good price 
information. 

Customers can’t post their own bids and asks. 

Limit orders are handled poorly (if they’re 
accepted at all) 

► The dealer’s reputation rests on his / her 
willingness to answer the phone and provide 
firm quotes (make a market) whenever 
requested by a customer. 

If the dealer ever says “I’m up to here in the 
February 2013’s. I just can’t buy any more,” the 
customer will walk, taking future business. 

In this situation, a dealer might set a wide bid 
and ask / only agree to buy a small quantity. 

“I’m really doing you a favor here, because 
the market for this issue has dried up 
completely.” 

For a good customer, the dealer will provide 
more aggressive quotes, larger sizes. 

Historical background 

► GovPX was forced on the dealers by the 
Treasury Department circa 1990. 
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Treasury wanted to enhance transparency as a 
matter of public policy. 

► There is general sentiment that 

Prior to GovPX, US Gov’t bond trading desks 
were very profitable. 

Once customers could see the GovPX bids and 
offers (even though they couldn’t trade against 
them), the business became marginal. 

5.4 The market for municipal and corporate 
bonds 

Regulated by the US SEC, but: 

The political power of the bond dealers is large. 

The SEC has been less forceful in bond markets 
than in equity markets. 

The number of securities is huge. The Bond Market 
Association estimates there about 1.5 million issues 
of municipal bonds alone 

There is great diversity of features (call 
provisions, put provisions, sinking funds, etc.) 

A small number of corporate bonds trade on the NY 
and American (stock) Exchanges; the remainder 
trade in a dealer market 

No well-developed interdealer market. 

Liquidity is generally poor. 

5.5 The foreign exchange (FX) market 
FX is traded spot (for immediate delivery) and 
forward. 

Dealers are major money center banks in Tokyo, 
London, New York. 

The market is not regulated directly, but there is 
an FX working group that meets under the 
auspices of the NY Federal Reserve Bank. This 
group establishes standards for trading practices. 

Customers 

Firms that need FX for transaction purposes. 
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But the volume of FX trade is far in excess of 
what can be explained by the level of trade in 
goods and services. 

Investors/hedgers/speculators 

Prices 

The bid and ask quotes you’d see on a Bloomberg 
screen are collected by Reuters from the FX desks 
at major banks. 

They are indicative quotes; you can’t trade 
against them (they aren’t firm). 

Most dealers have screens that allow their 
customers to execute trades against the bank’s 
quotes. 

Trades are not generally reported. 

The interdealer FX market 
Voice brokers (like T-bonds) 

Formerly very important. Now squeezed out by 
electronic systems. 

Reuters D2000-1 system (and successors) 

Essentially a secure messaging system for 
negotiating bilateral trades. 

A Citibank FX dealer might send a message to a 
NatWest dealer requesting quotes. 

Not anonymous 

EBS (“Electronic Brokerage Systems)  

An anonymous electronic limit order book 

5.6 The dealer aspect of the CME 

5.7 Dealer markets: a summary
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5.8 Problems 
 

 

 

© Joel Hasbrouck, 2004, All rights reserved.  Printed 3/18/2004 4:22:00 PM 



6. References Page 78 

6. REFERENCES 
 

 

Boni, Leslie, and Chris Leach, 2004, Expandable limit order markets, Journal of Financial 
Markets 7, 145-185. 

Camerer, Colin, and Richard H. Thaler, 1995, Anomalies: ultimatums, dictators and manners, 
Journal of Economic Perspectives 9, 209-219. 

Dupont, Dominique, and Brian Sack, 1999, The treasury securities market: overview and recent 
developments, Federal Reserve Bulletin, 785-806. 

Kagel, John H., Ronald M. Harstad, and Dan Levin, 1987, Information impact and allocation 
rules in auctions with affiliated private values: a laboratory study, Econometrica 55, 
1275-1304. 

Kagel, John H., Chung Kim, and Donald Moser, 1996, Fairness in ultimatum games with 
asymmetric information and asymmetric payoffs, Games and Economic Behavior 13, 
100-110. 

Kahneman, Daniel, Jack L. Knetsch, and Richard H. Thaler, 1986, Fairness as a constraint on 
profit seeking: entitlements in the market, American Economic Review 76, 728-741. 

Klemperer, Paul, 1999, Auction theory: a guide to the literature, Journal of Economic Surveys 
13, 227-260. 

Klemperer, Paul, 2002, What really matters in auction design, Journal of Economic Perspectives 
16, 169-189. 

Radner, Roy, and Andrew Schotter, 1989, The sealed bid mechanism: an experimental study, 
Journal of Economic Theory 48, 179-220.  

Roth, Alvin E., 1995, Bargaining experiments, in John H. Kagel and Alvin E. Roth, eds., The 
Handbook of Experimental Economics, (Princeton University Press, Princeton). 

Roth, Alvin E., Keith E. Murnighan, and Francoise Shoumaker, 1988, The deadline effect in 
bargaining: some experimental evidence, American Economic Review 78, 806-823. 

Roth, Alvin E., Vesna Prasnikar, Masahiro Okuno-Fujiwara, and Shmuel Zamir, 1991, 
Barganing and market behavior in Jerusalem, Ljubljana, Pittsburgh and Tokyo: an 
experimental study, American Economic Review 81 , 1068-1095. 

Rubinstein, Ariel, 1982, Perfect equilibrium in a bargaining model, Econometrica 50, 97-110. 

Thaler, Richard H., 1988a, Anomalies: the ultimatum game, Journal of Economic Perspectives 2, 
195-206. 

Thaler, Richard H., 1988b, Anomalies: the winner's curse, Journal of Economic Perspectives 2, 
191-202. 

 

© Joel Hasbrouck, 2004, All rights reserved.  Printed 3/18/2004 4:22:00 PM 

http://dx.doi.org/10.1016/j.finmar.2003.10.001
http://dx.doi.org/10.1016/j.finmar.2003.10.001
http://links.jstor.org/sici?sici=0895-3309%28199521%299%3A2%3C209%3AAUDAM%3E2.0.CO%3B2-Q
http://links.jstor.org/sici?sici=0895-3309%28199521%299%3A2%3C209%3AAUDAM%3E2.0.CO%3B2-Q
http://www.federalreserve.gov/pubs/bulletin/1999/1299lead.pdf
http://www.federalreserve.gov/pubs/bulletin/1999/1299lead.pdf
http://links.jstor.org/sici?sici=0012-9682%28198711%2955%3A6%3C1275%3AIIAARI%3E2.0.CO%3B2-5
http://links.jstor.org/sici?sici=0012-9682%28198711%2955%3A6%3C1275%3AIIAARI%3E2.0.CO%3B2-5
http://links.jstor.org/sici?sici=0012-9682%28198711%2955%3A6%3C1275%3AIIAARI%3E2.0.CO%3B2-5
http://dx.doi.org/10.1006/game.1996.0026
http://dx.doi.org/10.1006/game.1996.0026
http://dx.doi.org/10.1006/game.1996.0026
http://links.jstor.org/sici?sici=0002-8282%28198609%2976%3A4%3C728%3AFAACOP%3E2.0.CO%3B2-I
http://links.jstor.org/sici?sici=0002-8282%28198609%2976%3A4%3C728%3AFAACOP%3E2.0.CO%3B2-I
http://dx.doi.org/10.1111/1467-6419.00083
http://dx.doi.org/10.1111/1467-6419.00083
http://www.nuff.ox.ac.uk/users/klemperer/wrm6.pdf
http://www.nuff.ox.ac.uk/users/klemperer/wrm6.pdf
http://links.jstor.org/sici?sici=0002-8282%28198809%2978%3A4%3C806%3ATDEIBS%3E2.0.CO%3B2-D
http://links.jstor.org/sici?sici=0002-8282%28198809%2978%3A4%3C806%3ATDEIBS%3E2.0.CO%3B2-D
http://links.jstor.org/sici?sici=0002-8282%28199112%2981%3A5%3C1068%3ABAMBIJ%3E2.0.CO%3B2-M
http://links.jstor.org/sici?sici=0002-8282%28199112%2981%3A5%3C1068%3ABAMBIJ%3E2.0.CO%3B2-M
http://links.jstor.org/sici?sici=0002-8282%28199112%2981%3A5%3C1068%3ABAMBIJ%3E2.0.CO%3B2-M
http://links.jstor.org/sici?sici=0012-9682%28198201%2950%3A1%3C97%3APEIABM%3E2.0.CO%3B2-4
http://links.jstor.org/sici?sici=0895-3309%28198823%292%3A4%3C195%3AATUG%3E2.0.CO%3B2-I
http://links.jstor.org/sici?sici=0895-3309%28198823%292%3A4%3C195%3AATUG%3E2.0.CO%3B2-I
http://links.jstor.org/sici?sici=0895-3309%28198824%292%3A1%3C191%3AATWC%3E2.0.CO%3B2-Y
http://links.jstor.org/sici?sici=0895-3309%28198824%292%3A1%3C191%3AATWC%3E2.0.CO%3B2-Y

	Bargaining
	Introduction
	Relevance for security markets
	Structure of the bargaining protocol
	Economic analysis

	Ultimatum game
	“Rational” strategies in the ultimatum game
	The Bergstrom & Miller ultimatum game
	Typical outcomes [Roth et al. (1991)]
	Does fairness play a role?
	Do people value the opportunity to punish?
	Fairness and Information
	Types of information

	Sequential bargaining
	Two-round game (Bergstrom and Miller)
	Sequential bargaining with an infinite number of rounds (Rub
	Sequential bargaining in Cybersettle

	Social distance effects on bargaining
	Deadlines
	Games
	Overview
	Ultimatum game form
	Asymmetric information game form.�(Random value: buyer knows
	Asymmetric information game form.�(Random value: seller know


	Bargaining problems
	Bergstrom and Miller Warm-up questions 14.1-14.9;
	Bergstrom and Miller Exercises 14.1-14.4 (See attached table
	Suppose that in the setup of the Bergstrom and Miller exerci
	In a Cybersettle negotiation, the defendant (the insurance c
	In the Kagel, Kim and Moser game, the social surplus is the 




	Auctions
	Situations
	Auction formats (types of seller’s auctions)
	“Dutch” auctions: A note on terminology

	Some key concepts in the economic analysis of auctions.
	Value
	Sources and types of value
	Values in securities markets

	Auction outcomes
	Conditional expectations:

	Substantive results for private value auctions
	Strategic equivalence of English (open outcry) and second-pr
	Strategic equivalence of Dutch and first-price sealed bid fo

	The first-price auction with uniform private values: a very 
	(Expected) revenue equivalence
	Experimental evidence
	Experimental evidence on revenue equivalence:�English vs. se
	Revenue equivalence: Dutch and first-price (sealed bid) auct

	Common value auctions: the bidder’s view
	Extended example
	The effect of increasing the number of bidders
	How should you bid with a low signal/estimate?

	Common value auctions: the seller’s view
	The winner’s surplus
	How to minimize the winner’s surplus

	Evidence on the winner’s curse
	Experimental evidence (Behavior)
	Field evidence (Thaler)

	Risk aversion
	Reserve prices
	Uses of reserve prices
	Disadvantages of reserve prices
	Reserve prices in sealed-bid auctions
	Valuing a security

	Estimates
	Should you believe them?

	Multiple unit auctions
	Discriminating and single-price auctions

	Internet Auctions
	Features of internet auctions: stopping times
	Features of internet auctions: Automatic bidding (Yahoo) or 

	Common manipulations
	What really matters in auction design? (Klemperer (2002))
	Background
	Collusion mechanisms: Signaling and punishment
	Entry Deterrence
	Other considerations
	Generalizations and Solutions

	Security Auctions
	US Treasury Securities

	Auction problems
	Bergstrom and Miller (in packet) Warm-up exercises 13.1-13.7
	I’m selling my Dali lithograph by an open-outcry English auc
	As the seller in a sealed-bid first-price auction, is there 
	Assume that the setup is an independent private-values desce
	“If this were an English auction, what’s the highest you’d b
	“If this were a second-price sealed-bid auction, what would 
	“If this were a first-price sealed-bid auction, what would y

	Buyers on eBay can use a proxy bidder.  To do so, they set a
	On the eBay web site it is stated, “We will thoroughly inves
	On the eBay web site, it is stated, “eBay originally allowed




	Batch markets
	Introduction
	Coordination

	Mechanisms
	Single-price double-sided auction
	Matching markets

	London gold market
	Procedure

	The Itayose procedure used to open the Tokyo Stock Exchange
	All market orders execute
	All limit buy orders priced above the clearing price execute
	For limit orders priced at the market clearing price, either
	All buy orders execute and at least one sell order.�or
	All sell orders execute and at least one buy order.




	Example:

	The economics of the single-price clearing
	Construction of supply and demand curves
	The traders’ surplus
	Alternative matchings

	The role of a coordinated clearing
	Other single-price clearings
	Priority matching: An alternative to the single-price cleari
	The open on Nasdaq’s SuperMontage
	Batch procedures in security markets
	How can we manipulate the market?

	“Marking the close” Baron Capital

	Pit (Floor) Markets
	Continuous security markets
	Mechanisms for continuous trade

	Background
	Futures contracts
	Regulation
	The individual futures exchanges

	Physical layout
	Trading practices in the pit
	Rule 520: TRADING CONFINED TO EXCHANGE FACILITIES
	Rule 521: PIT TRADING
	Rule 523: ACCEPTANCE OF OFFERS AND BIDS DURING REGULAR TRADI
	Rule 514: TRADING INFRACTIONS [Discussed out of sequence]
	Rule 526: BLOCK TRANSACTIONS
	Rule 528: CHANGE IN LAST SALE PRICE [48]
	Safeguards for customers represented by brokers
	Rule 530: PRIORITY OF CUSTOMERS' ORDERS
	Rule 531: TRADING AGAINST CUSTOMERS' ORDERS PROHIBITED
	Rule 532: DISCLOSING ORDERS PROHIBITED
	Rule 533: SIMULTANEOUS BUYING AND SELLING ORDERS FOR DIFFERE
	Rule 534: SIMULTANEOUS BUYING AND SELLING ORDERS FOR THE SAM


	Dealer markets
	Introduction
	Examples

	What defines a dealer?
	General features of a dealer market

	The (secondary) market for US Treasury bonds Dupont and Sack
	Securities traded
	Secondary market
	The flow of a deal
	Interdealer trade
	Interdealer Brokers (IDBs)
	US T-bond market: a summary
	Historical background

	The market for municipal and corporate bonds
	The foreign exchange (FX) market
	Customers
	Prices
	The interdealer FX market

	The dealer aspect of the CME
	Dealer markets: a summary
	Problems

	References

