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CLAUS MANNI “Machines versus Men: A Microstructure Comparison between

Electronic and Intermediated Equity Index Futures Markets”

This well constructed and well organized paper explores a prominent set of questions
relevant to the trading of financial instruments. As part of his research, the author
designs an experiment that compares datasets from over the counter order matching
with comparable datasets from fully electronic order matching of stock market index
options. The pretext for this analysis is well grounded and demonstrates perceptive

skills and analytical ingenuity, two indications of originality.

The paper is structured according to analysis, methodologies, and results. After an
introductory section, the author presents a comprehensive review of recent research.
He indicates how his research methods are supported yet he perceptively discovers a
gap in the extant literature. The author devises an analytical methodology for closing
that gap related to possible temporal variation of trading behavior that would tend to
bias inter-temporal comparisons. His data includes a one month period of transactions
for four different contemporaneous datasets, two each for the S&P500 and for the
NASDAQ100 index options, where each type of contract was traded on floor markets

and on electronic markets respectively.

Data was gathered to derive or infer four types of variables, spreads, volatility,
liquidity, and information efficiency. One of the challenging aspects of this research is
that raw data for these variables is not recorded. Therefore the author employed
several methods to create synthetic variables as proxies. Spreads were calculated
based on an accepted proxy that uses price changes. The author also uses recent
methods for obtaining a proxy for volatility. Further, with existing research as his

guide, the author employs some of his own ideas in creating proxy variables for liquidity



and information efficiency. In particular, he uses a rather sophisticated approach to

infer period specific information efficiency.

The author goes on to display and discuss the results of his analysis. He connects
the relevance of this research to real world trading environments and explains why the
results lead to important conclusions. In short he finds that each market serves the
needs of market participants who employ different types of trading strategies. Further,
he presents some intriguing ideas that may serve to explain why the preponderance of
trading volumes in the Chicago Mercantile Exchange, during the period spanning the
mid 1990s through the mid 2000s, has moved from pit trading markets to electronic

markets.
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