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The following strategies constitute

an equilibrium in the interdealer SEF. In the double auction at time t, each dealer i submits

the demand schedule
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λ
r
zi t ,

where

a
r
λ

n

n 2e− r ∆

1− e− r ∆

√
n 2 4e− r ∆

(1− e− r ∆ )2

.

The equilibrium price is

pt v
λ
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These strategies are ex post optimal, in that they remain an equilibrium even if the traders

receive some information about each other’s inventories.



Moreover, the continuation value of each trader i conditional on Z0 is
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A1, dependent on y but observed by all dealers in RFQ
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Suppose that the customer selects k dealers in the RFQ and the customer’s

supply of the asset is y > in notional amount. There exists a unique threshold inventory

level z∗ such that dealer i responds to the RFQ if and only if zi < z∗, where z∗ is implic-

itly given by equation . Moreover, conditional on responding to the RFQ, dealer i ’s

responding price (per unit notional) is given by equation .

k



Suppose that the interdealer market is open continuously ( ).17 All

else equal, conditional on receiving an RFQ, a dealer’s probability of responding to the RFQ:

decreases in k, the number of dealers included in the RFQ;

increases in n, the number of active dealers in the market;

decreases in λ, the cost of holding inventory; and

increases in v p , the gain from trade between the customer and dealers.18

I f, in addition, ∂ / ∂y > (i.e., the customer’s reservation price decreases faster in

quantity than dealers’ values do), then all else equal, a dealer’s response probability to the

RFQ and the quoted spread both increase in notional size.

Proof.
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