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Table 1 Information of Sample Bonds Unit; Yuan
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Table 2 Comparison of Trading Mechanism Efficiency of Exchange and Inter-bank Bonk Market
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Table 3 Monte Carlo Simulation on Effect of Discreteness
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Empirical Study on Efficiency of Trading Mechanism
in Exchange and Inter-bank Bond Markets

Wu Lei,Zhou Aimin, Yang Xiaodong
School of Economics, Nankai University, Tianjin 300071, China

Abstract ; This paper proposed a Transaction Price Decomposition Model and constructed a composite indicator to measure the ef-
ficiency of trading mechanism. Considering the participants and liquidity difference between markets, this indicator measured the
true bias between transaction price and efficient price by excluding the impact of adverse selection, and decomposed price volatil-
ity into the part from innovation and the part from mechanism friction. Based on the bonds traded both in exchange and inter-bank
bond markets and using transaction price high frequency data, we have the conclusion that trading mechanism in exchange is
more efficient than that in inter-bank bond market and the big spread quoted by market makers in inter-bank market is due to the
risk aversion of adverse selection. Comparing with the trading mechanism in exchange, the market maker mechanism is more
suitable for block trading in which the transaction cost caused by the mechanism can be omitted.

Keywords: exchange bond market; inter-bank bond market; efficiency of trading mechanism; transaction price decomposition
model
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