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The expected best offer when the number
of non-preferenced dealers is varying from 1 to 2

102
—— 1 non-preferenced dealer
fffff 2 non-preferenced dealers
101
100
99
T T T T T T T
0 5000 10000 15000 20000 25000 30000
Preferenced order flow k
=<=>7?2)( 0
, Lt & 5&
3
Y "347?)$%
# $ ) 3 n
& Y "347)%

L "347)$ %
! "3442%
%

3?



%

$QH "

34

$$

%



(

T n

%

$QU"

UQ3

P $PH"

n $$ n

F

P $p 3 U

A+

"8

A S

"%

"AS



%

M N
"%
"A+++$
6 1
! %
U
$ &

"=H8.$" 5

E %
%
M N
QM P
$
%
"$
0
=H& " <
"A+++$$
#
- H$
3 & $
U Q3
$

%

A3

"3 40)$ |

%
N 1

"3%

7 &

%

"A$$

@ "AHKES

F

"3444% 1
AT S

A 1



Uw v g Un $$Q+ 9
#3$ & +#
$%
!
Un v ogp
U+ v g%
U v g9
U v g3
$ %& -
2
( Q
&
(
H
(
T $ T
T T
* (
Q P $A
H
I AHASS

"$ Q

"$ Q

AA

"3P

e

A" o

n*$



$ /

All

All

An illustration of quotes at equilibrium

asup

100.0 7

99.5 7

a\nl ]

99.0 7

98.5

9804

"K$ "B

+* $ 3"

0 &

T T T T T
a 98.5 99.0 a" 99.5
‘Reservation’ price

"& % 4

. sup oS
cag aP Aty



$6

3"

G QA" $

102.0

101.5

101.0

100.5

100.0

99.5 7

99.0 7

=<=>7? B0

T
10 000

T
20 000
Inventory

%

T
30 000

T
40 000



2 10 A B $ * 3% (
Unr v g5 3
U v gg $Q T :$
J (
o P $P P S o - s
A
#
"3 2 -
5 "34.4) 1
3% !
( P % Q P $P P $ Q3A
P $% #
(
b s O P $P P S
A
P $5 Q P $A P $ N
(
P $3Q M™ P $ " P $ " P $ " P $ +N
& %
I "3 4)8%  (
& |
#
"3



3% 6

Ex ante relative surplus - Dealer D1

1.0 1 —
8 7
@ -
T 0.9 e
8 //
' // ——— Fragmented
,ﬁ Zd —— Centralized
so84 /S | Competitive
1]
£ Vi
2 /
® 077
o
a
e
2
% 0.6 7
8
S
a
0.5
T T T
0 10000 20000 30000

=<=>7? *(H

6 ++

Preferenced order flow, k

Q+:B Q+

Q+:4

A

0.04

——— Fragmented

— Centralized

——————— Fragmented & Competitive
0.03 Centralized & Competitive -

///
-
-
-
-
0.02 7 7
-
///
-
////
—

001 e

///

-
0.00 T T T
0 10000 20000 30000

Preferenced order flow, k

B+++

Q B++ Q+7?)




Q AB++' + A

0.5
N
a
ko]
© 047
a
' —— Fragmented
3 \\ —— Centralized
:c} 0.3 N Competitive
7] A\
£ N
® \
£t
‘g 0.2 7
2 N
° N
z ~
3 014 N
o ~-
S ~~
a T —
0.0 e
T T T
0 10000 20000 30000

Preferenced order flow, k

=<=>72 7

%

"A +H+$ #

%

+4++ "

0.005

0.004 -

0.003

0.002

Ex ante relative surplus - Dealer D2

0.001 -

0.000

%

\
\
NS
\
\
\
\\ ——— Fragmented
N —— Centralized
\\ Fragmented & Competitive
\\ -~ Centralized & Competitive
\
\.
N
N
T T T
10000 20000 30000

Preferenced order flow, k

=<=>7? 4




"$Q

$Q

%

$ A" o

E %

-
-
-
103 - —— the competitive benchmark i
——— preferencing in centralized market i
——————— preferencing in fragmented market il
” 102
3
S
?
)
@ 1017
100
99 7
T T T T T
0 10000 20000 30000 40000
Preferenced order flow k
c 7 ) ( ) 1 +
! nn $ 3 B C

A?



=<=>77 3+(0

#
@ G "A++A$
6, + /Iy T
#S$
( &
"T $Q
$ A"
G
#
A" $"1 A$
H AB
( "TS$ T
" $< A A$
0 / ) 1

)

T $

o



Preferenced Order Flow
k kQ).K'(Q

Fragmented Market

Centralized Marke

Higher expected profit in a

v o Higher expected profit is undpreferencing.
" Competitive situation”

!

Q=(lu-1a)/6 Q=(lu-la)/3

Unpreferenced Order Flow

=<=>7? 33( %
#$
& / A
" $ ( " P $/
G
" " $ _ $
(" 6& "

)+



"A++)$$

A comparison of Dealer D2's profits

7000

5000

3000

1000 -

— —— Centralized market
/// ——— Fragmented market
-1000 | \// T T T T
0 5000 10000 15000 20000
Dealer D2's Inventory
=<=>7? 3A(!
' - > " 3444%
< /10 # <
n < I
$ A" o
1 |
n n
P $ $
IIT $ IIT $ Q +
A
n
$ %
! IIT $ T , n

)3



' $Q

%

" $Q

%

#
%
$ " $ 3
P $$¢ " P $
(
+
R $
P $$¢ " P $ 8
#
#

%

)A



G 1
% H
R (
r " 347)$%
H
" $
aN5 | 1 G ' "3444$7 &
# 8 3 4 ) K )V :3
MAN 5 5 "344)$ 7H #
8 3 4 K?"3$ 3B:V3?B
MN5 | 2 %' "3447$ 7! C 8 3 4

5 B+ V)

)



MKN 1 0 "A+++$ 7 % 8
, 1 = 9 $

MBN 1 G H/ #"344K$7G -

cs 3 4 K4  323)V3?K+
MK 1 @ 1 1 1,1 "A++A$ 72
- # % 9

MIN! H &, "344$71 8

3 4 BA  AKBVA:*
MING6 W < |,/ "34$7 H

> 6 8 © 6 7 3K K3BVK))
MAN' 2 - -. [ > "3447$ 7!

c8 3 4 B)  3*A)V3*B*
M3+N' 2 - -. [ > "3444% TH #
c8 3 4 BK  3:44V3?7A?
M33N '] "3473$ 72
8 3 4 5 A*  :3V4B

M3AN ' Y] "347)$ 7 8

3 4 )2"K$  3+B)V3+K
M3N ' | '/ "344*$ 7! ( &

-&N&L -./08 3 4 5 K3

)3)V)B:

M3KN @ O <, "344:$7- 8 3
4 5 KB  *3V?74

M3BN @ O <, "3444$ 7H - 8 3

4 BK'3$ )BV**

)K



M3*N@ , ! ,1 "A++A$7

( - 8 4
). K+)VKA+
M3:N < 5 "3444% 7= - 8
5 6 K+"3% 3ABV3KA
M3?N - 0 | "A++3% 7 # -
( /018
M34N , W , 200" "344:% 7 8
4 & * 3?7?VAA)
MA+N , 0O WI "A+++$ 7& 8 6 5 8
K3)VK)?
MA3N H 1 9 1J "A++AS$ 7H 8 G H 1
, 9
MAAN | -&/1' 5 6 "3443% 7 8
MA)N | @ , "A++K$ 7H 8 w
5
MAKN / [ "34?7*$ TH " $ 8 WO
| # " # ) 8
# A*BVA4+ | (1 &
MABN / 0 1 "A+++$ 71 8
MA*N / ''"34:?7% 7 ( & -
8 3 4 )"K$  33B)V33A
MA:N / ' "A++3%$ 7, 8 4 ) 6 9
- ++33

)B



"$/

"8/

%

)*



| 2B 3(

| 2B35 (

$Q

' $Q

| 2B A(

_Q Q A
P $$
(
$
3 P
3
AF A" $
3
A $
PA
$ !



H $Q3 H" $Q
| 2BA5 ( |
0 H
3
QA s -
" $  — P- $pA
Q A" $
) *
5
/ $
488 6, $
( Q
o P
QA
(G
3 Q
Q
P $$ " P $3
l$ P
Q. Q-

)?

All



I 2B 3( & $ | % $ " $
5 (_Q $
< Q
$ Q Q U"s o P Urs
P " $
Q ——P— 3 5 3
P P 3
A
I ?BA( & $ | % $ $& )
&
| H
_Q $
A P
_ Q )
I 2B)( & $ ! % - &
G $
. P A P
_$Q A _ Q )
G $ $ ( $Q "_$ _
&
$
$ Q - ) 3 s 3P
Qe 3 3 $
$QA" $3 $



) &
| ?B3(#$

G

$ "+ "+$ Q+
$ - "+$ Q+
n $ + $
*
! %
$
T $Q Q
g
"T$ P
Q A
$
T" $QH
"$
"%
' U
T $Q $ U g
T" $Q "%
N 3
T$ Q A %
$
P
Q - - n

K+

>l w




| 2BA(#$ | %

3
/ (
T Q $ Q" P
3% (
T Q H P $
PH g
U -
Q P $P—
< 3
"%
T Q Y v P $P —
P $
Q P A
3 $ (
$ P $ .
T$Q P A $ P i
P $ " $
P
° A )" $
P $ $
T P 3
® e A ) $
Py" P S 3
I 28) ( & $ 3 &
% (
T QT Q- P $



/| 2B)3( & !

" )" $ " P $
TS$ T +
Q X 3 A
| 2B)A( & !
G $
$ 3
TS$ T Q . $PA $P'_A\ *
G $
3
"T$ T Q 3 4 3P—
< (
3 $
$Q - - $P),, $P) 3
p3g 3 3P= 3
w503 ) s s 502 B ? 5Q3
$ 3 A $
Q- g 7 $P) 3 P— 3
— TS$ T
< — "T$ T s TS T




' 8Q

R N T
Ts T
"8 Q — A3 K
$ Q=% 55
" $3 P " $3
P 3
3 P 3
3 P 3 3
Q 1 Q
|
$ I P
Q $
Q




$ 5" $ A
3 0 3 $
g P P
P" $") PA
* $
3 0 3 : $P" 3 A
' $ p 3 P P
. o 3 $pl 8 A
" $ P" $
$
_$Q n 3 5 — 3 5
P A P 3 P A 3
$ $ $
o' 89 PA S
) $
)
/ ?B3( & $ % 3"
6 #
T $QU" "ss v $
"= 21%
T %Q+ U» "ggp "g U" "gg " $Q+
& Tt $Q S " $ =21
(
Ur mggp g Ur "sg3 " "3$5Q+ "3+$



Q" %
T
T Q U "s% $
p3 U "g$
P— P $
(
T
Q+ U "g$"3Pp $P "%
(
U »ggr@ gp s U "
"3+$  "33$
Ur " $$ 3
llll " $$ $ Q n
Ur g3 3P
U g ¥Q
2BA( ! 3" "&
U g0 — Urngo—
! " "3P
$ Q I
)
$ Q $
) 6 "345: $
#
"$ -
$ $Q $Q
" $ Q Q
) ) + +

$$

" 88 Q+

Q+

"33%

34

"3)$



T n

$ Q H'

%

P A
$ $
$
$
$ Q +
$ Q +
P
A
Q——Q

$ G



) . ( '

| ?B3(#$% $& )
3
$ 3
$Q QA A
3 3
$Q A A % Q3 s A
A $
6 H $Q U " $3Q0——— &
$Q
3
H $Q — " $ Q,_q
I ?2BA(#$ $ A" $
3
$Q
$Q — 3 "$ Q—— 3
I$Q+
A |
"T $Q P+ P> " g
"T $Q" P " P $$A 1
(
. . A " $
T $Q $ Q n
) |/ 0 (1



