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SUMMARY

 This paper studies the determinants of the dealers’ strategies (market-making vs match-making) 
and the determinants of the spreads on the 19th century London Stock Exchange (LSE) 

 This market is characterized for having low-entry cost and no restrictions in market-making activities

 Data on which securities were dealer-supported is not directly available

 They derive a likelihood function that combines the decision to support a security with a model for 
misclassification of the dependent variable

 By doing that they jointly estimate the association between dealer support for a security and the 

spread on that security

 The authors show that

 Dealers preferred to support large issues, equities, sovereign issuers and securities with lower spread 

 The estimated bid-ask spreads decrease in the size of the issue and the nominal price of the security; 

They are smaller for domestic securities and for sovereign bonds

 Very interesting paper that overcome important empirical issues
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CONSTRUCTION OF THE DATASET I

 The authors employ: 

 Testimony to the 1877 Royal Commission on the London Stock Exchange

 The London Daily Stock & Share List for October 19th, 1877 

What is the sample span of the data? Do you have information for one day (19th October) or a period 
of time? How many dates?
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CONSTRUCTION OF THE DATASET II

Clarify process to construct the dataset 

What is the proportion of cases in which the information is gathered form Branch reports? And from 
other dealers? 

Provide more analytical information

Provide information w/o normalized, 
number of firms, avg. number of 
observations per firm… 

Provide more information on the closing 
quotation 
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ADDRESSING DATA ISSUES 

 The authors make an important effort to overcome the fact that dealer-support is not directly 
available

 According to the data, only a 2.5% of securities were definitely dealer supported… 

 “Business Done”, which informs about the actual transactions, has problems as censoring (by size 
and trading hours), bias (towards bad bargains)

 Discuss the potential impact of these problems on the estimates

 … according to the model estimates, there are 20% of 
misclassifications for the “true 1”

 Subsampling using the firms with the higher 
probability of dealer support

 Stress the results on the characteristics that hamper 
the dealer support  
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MODEL SPECIFICATION

 Market microstructure literature studies different markets separately

 Closer papers as Acheson et al. (2018) and Chavaz and Flandreu (2017) also study one market

 On the contrary, this paper jointly models bond and equity markets

 By nature these two assets are different and potential investors could be different as well

 Thus, I would recommend to study these markets individually…

 … or just focus on the market with the higher proportion of “True 1”

 The authors include the following set of covariates: Dummy Domestic, Dummy Empire, Dummy 
Equity, Dummy Non-corporate, Amount Issue, Price, Group Size

 Price volatility is an important aspect to determine both, dealer behavior and spreads and I would 
recommend to include in the model specification 

 In addition, I suggest to control for the security sub-market

 Due to the existence of “physical” restrictions I guess that dealers’ decisions on market-making on a 
security strongly relies not only on the security itself but on the dynamics on the other securities in the 
same sub-market
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MISCELLANEOUS

 Additional analyses

 A nice contribution to the literature would be to show what happen with the commovements of those 
securities that have dealers support 

 Can you say something about the number of dealers market-making a security?

 Additional discussions 

 Provide policy implications

 At the sight of the results, the existence of the “liquidity bifurcation” is not a new phenomenon…

 … what can we learn from the experience of the LSE in the 19th century?

 Potential endogeneity problems

 Do dealers select securities with low spreads? Do securities have low spreads because of the 
dealer support? 

 The evaluation of the model’s accuracy in predicting the spread on the “True 1”

shows that the estimated spreads are systematically larger that the observed

 Why is it the case? What is the implication for the model?



Thank you very much for your attention


