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Share trading

Less information,
please

NEW YORK
Big shareholders are seeking more
opaque markets

FTER centuries of experimentation, the
business of trading shares is still
evolving. The latest mutation appeared on
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Deve opment of the market economy and /
economic theory

market

dandard economic modd of rationa utili
| | /////

maximizing economic agents (Honmo ¢
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The market modd istriumphant
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Caveals:

society’ s goals could change away from

production //  /

economic incentives of the standar e
modd, combined with new -..// 0 i
to subverson of the market i
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Enron as prototype:

Enron trader A: “...al the money you guys stole from
those poor grandmothers of California”

Enron trader B: “Yeah, Grandma Millie, man. But
she' s the one who couldn’t figure out how to
(expletive) vote on the butterfly balot.”

Enron trader A: “Yeah, now she Wants
(expletive) money back for al the oW
charged right up _ jammed right

for (expletive) 250 dollars a ?//
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Enron as prototype (cont'd):

Colluson: extremely hard to sop in onlin
markets (consder spectrum auctions)

In general, hard to stop people from doing

Whatisintheirselfinter&st _

Challenge: create languagues\
expressive power
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Another attack on the market modd:

Intensification of price discrimination could
eliminate the market

[Alexander Graham| Bdll should have antici o// 1 E
[Gates] and |et someone ese put in the phe //
mfrastructurewhllehecollectedbythe ///
distance (and even importance of the / / / 7

have figured await to mon|tor |t / p
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Price discrimination;

generd benefits in maximizing production wel

known

Incentives to practiceit arein

privacy
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ability to engagein it isgrowing

University of Minnesota



English lighthouse fees:.

13" century: 2p per ship
16" century: 6p for 2-masted ship
4p for 1-masted ship

2p for other vessals

17t century: on //
1900: 4 I[2) // //
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18" Century. Beverley Beck Navigation

Cargo Toll per Ton

Sand
Timber, sone, salt
|ron and lead

Thereis extensve evidence tha

I : v
society’ swelfare, in accorde
doctrine.

University of Minnesota



Railroad practices, followed by first degree price
discrimination and popular revolt

Catsis‘dogs and
rabbitsis‘dogs
and so's Parrats,
but this‘ere
‘Tortis isa
Insect, and there
ain't no charge
for It.

Punch, 1869
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Versoning is mativated by incentivesto price
discriminate:

It isnot because of the few thousand francs which haveto be spent to put a
roof over thethird-class carriages or to upholster the third-class seats that
some company or other has open carriages with wooden benches. What
the company istrying to do isto prevent the passenger s who pay the

second classfarefrom travding third class; it hitsthe poor, not because!
wantsto hurt them, but to frighten therich.

And it isagain for the samereason that the companies, having // /////
cruel to thethird-class passengers and mean to the second- /
lavish in dealing with first-class passengers. Havingre sed the

I

necessary, they givetherich what is superfluous.
—Jules Dupuit, 1849

Explicit price discrimination would eim ast

atethe wast
“ damaged goods,” ec. /
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Clear example of dominant influence of price
discrimination: Fares offered at www.continental.com o /

February 27,2002: ////

Minneapolisto Newark, NJ on Wednesday, March 20, returnir

Friday, March 22: $772.50
Minneapolisto Newark, NJon March 20,
returning March 27: $226.50

Newark, NJto Minneapolis on March 22
returning March 27: $246.50
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Politics makes for strange bedféellows, but so does
ECONOMICS,

On average, for each dollar American consumers pay for
prescription drugs, the Germans are paying 71 cents, the Swedes
68 cents,; the British, 65 cents; the French, 57 cents, and the
Italians, 51 cents. Unfortunately, U.S. policy alows

pharmaceutical industry to maintain that disparity. . .. ///
moral outrage that Congress continues to allow milli ///
elderly and chronicaly ill Americansto suffer and dieb

they cannot afford the inflated prices charged f /
pharmacedtticals /

Congressman Be
letter ta ///////
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Limitations on price discrimination:

y

| ntense negative popular reaction, rooted in behavioral
factors, especialy concerns about fairness
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Railroadsin the 19" century: extremely important, /

widely hated =

The dramawas over. Thefight of Ranch and Railroad had been

wrought out to itsdreadful close. . . . Yes, the Railroad ///////

prevailed. The ranchers had been seized in the tentacles of
W . T
octopus, the iniquitous burden of extortionate freight |

been imposed like ayoke of iron. ///

Fr [ 1K
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Business opposition to price discrimination:

But the fact that the charges are so low does not make differencesi

charge bear any less severely upon business. A difference of five
cents per bushel in the charge for transporting wheat athousand
milesisasmall matter, taken by itsdlf. It would be weeks /v///

) [T //

would make a difference of one cent to the individua con Aie
bread. But If arallroad makes this reduction for one mi // 7 Nd |
another, it will be enough to drive the latter out of b Sness.

Arthur T. Hadl ///

Railroad Tran:

#
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Busg ness demands for fairness:

When the rate went down to ten cents a hundred from Chicago to New Y ork, or fifteen
centsfrom S. Louisto New Y ork, the rate was to some few fifteen, to some few others
ten, but the main body of the commercia community were compelled to pay twenty-five
and thirty cents ahundred, and the standard rate was forty and forty-five; thus
Inaugurating awide-spread system of uncertainty, chicanery, fraud and personal
favoritism, demoralizing trade and commerce even worse than the demoralizations 2
an uncertain currency, because the freight charge fluctuated more frequently, .//// /
hour to hour and day to day. Conseguently, the combination which brought // /

////
saeventy cents ahundred, and maintainsit there, is considered a God-send a / // / 2
compared with the fifteen or ten cent fluctuating rates before, si rrply he

centsis an equaly distributed and ca culable e ement. //
//
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| ntersate Commerce Act of 1887: first serious federal /
regulation

Provisons,
Ratesto be “just and reasonable”
Persona discrimination forbidden

“Undue or unreasonable preference” fo ol /

Charging more for short than long he
forbidden

Pooling forbidden
« Ratesto be published

University of Minnesota




Regulation and the “ Robber Barons’

4

By 1903, it had because gpparent that the law relating to -///
discrimination and rebating needed strengthening. The Z // /
themsalves sponsored legidation of thissort becaus / //

losing revenue as aresult of the widespread discrin / / L )
departure from published rates. Y et they were L

practice without the aid of the govern

Locklin, Economics
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Fundamental problems:

el

How to reconcile incentives to price discrimi
|oathing of such practices

Warning: better data collection and ar

becoming available to custom s
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Conclusons

Theidea of amarket (and of auctions, ...).

very powerful
may not dominate
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