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1a. Main distinctions between brokers & sellers:

According to L.Harris, the main distinction is that broker only arranges trades that their clients want to make by finding other traders who will trade with there clients, while dealer trades with the clients when they want to trade (Dealer is more passive.). In other words, dealers provide immediate liquidity while Brokers do not. The main dealer’s profit is spread, when they buy from impatient sellers at low prices and sell to impatient buyers. They trade on their own account. Brokers trade on a behalf of their clients and get commissions from them. Brokers have direct access to a market.

      1b. Both types of traders help buy-side traders trade when they want to trade. 
            Both of them match buyers and sellers. Dealer is a counterpart and intermediary (in a case of buyer & seller presence at a different time in the market), when broker finds counterpart (it takes time). 

            They both help traders to determine the relevant price, but broker gives the best ask/bid offer in the market, while dealer gives the own-best. Also they solve the problem of info-asymmetry.  
       2. Main reasons for trading.
	Trade type
	Reasons to trade 

	Investors
	To move wealth from the present to the future for themselves or for their clients

	Borrowers
	To move wealth from the future to the present

	Hedgers
	To reduce business operating risk

	Asset exchangers
	To acquire an asset that they value more than the asset that they tender

	Gamblers
	To entertain themselves

	Profit-motivated traders
	To gain profit from their trades

	Futile traders
	Expect to profit but on average they go bust


In class we considered CAPM model, where was assumption of perfect foresight and informed agents. So, that model is about holding and pricing securities according to their fundamentals. It naturally fits for investors, borrowers, hedgers. Due to absence of any asymmetry in info, there is no trading, no gamblers and futile traders. Inventory and information models: Dealer stands ready to provide immediacy to all clients by quoting prices and supplying the stocks from his inventory: profit-motivated traders, gamblers, futile traders.
3. Regulation creates the main rules that facilitate trading (e.g. provided by the government).  But there should be more precise rules providing more efficient (and informative) way to market operations, which may not be, due to poor informed government legislators. So it’s better for exchanges to impose financial reporting requirements themselves, by their own experts, than wait for rough government’s regulation. Also, excess financial reporting provides informational support for investors and protect their interests.

      As exchanges competes with each other, more precise requirements help also to subdivide market s.t.        different types of listed firms and to choose an appropriate sector for different agents.
4. In the framework of Inventory  Model: E(w)-0.5zVar(W)-dealers utility function. Amin - Bmax = zs2X - spread value. The higher z, Arrow-Pratt measure of risk aversion, the lower dealer’s expected utility and wider the spread, which causes lower activity and rarely trading and providing liquidity. ( Better for market.) So, we may assume, that best dealer is mildly risk averse, who can bear higher risk and get higher compensation.  But there is another point. Spread is the main dealer’s benefit. Inventory models: spread exists to cover the cost of risk imposed on the dealer by the demanders of immediacy. Information models the spread protects the dealer from the better informed traders. The spread covers dealer’s “cost of ignorance”. In both cases the spread may impede trading. As narrow spread is the best way for dealer (and firm) to go bankrupt, mildly risk averse dealer tend to be less cautious. These are two powers in the different directions. The truth is anywhere near, depends on market situation.
5. The main reason not to change the price is “menu costs” of reestimation in money or time equivalent. While the new price is still profitable we may not to change, comparing possible profit to possible losses. May be, in a case of asy-info traders might have different information, intentions and anticipations of future price evolution. But in Asy-Information model all agents may reestimate the price, basing on average price and own type.
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8.  Inside Spread of market is $0.5
Buyer will buy from ask $11.5 offer 5 shares. Totally: 57.5 for 5 shares.

Buyer will buy from ask $11.5 offer 10 shares, and 5 share from $12 ask offer. Totally: 57.5 for 5 shares. Thus we have: $11.5*10 + $5*12 =  $175.  He paid ($175/15) =  $11.67 per share.

Seller will sell to $11 request 5 shares and to $10.5 request 10 shares. Totally he/she will gain $11*5 + $10.5*10 = 160$. It is $10.67 per share. 

He buys them for $11.5 per share and sells them for $10.75 per share. Totally he loses $7.5 ($0.75 per share). Trader in this case is paying for immediacy. 

