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Doctoral dissertation deals with two important issues: (a) how market participants exploit and 

access privileged information on financial markets, and (b) how participants of betting exchange 

behave under risk and uncertainty. These topics are highly relevant for a broad range of studies 

in financial economics. The results of the dissertation can be applied to understand the behavior 

of various market participants and identify potentially harmful behavioral patterns. The 

dissertation consists of three papers, covers 90 pages and includes 10 figures 16 tables. The list 

of references includes 68 items. Results of the dissertation, best of my knowledge, are new and 

significant. The first paper of the dissertation has been already published in a peer reviewed 

journal.     

 

The first paper of the dissertation “Detecting Information-driven Trading in a Dealers Market” is 

a joint work with Jan Hanousek. The paper deals with detecting differences in the information 

content of trades of particular market makers on the Prague Stock Exchange (PSE). The main 

hypothesis is that the market makers with large investors have a significant source of private 

information on the PSE. The paper relies of private information measure (PIN), proposed in 

Easley et al. (1996), in order to detect whether some market makers possess private information 

about a large block orders, and thus behave differently than the remaining market makers. The 

PIN represents a private information measure because it is a function of abnormal order flow. 

The underlying assumption is that public information is directly incorporated into prices without 

the need of trading activity, whereas private information is reflected in excess buying or excess 

selling pressure (abnormal order flow). In other words, order flow captures information that is 
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not common knowledge. Based on the intra-day data from the Prague Stock Exchange, authors 

detect suspicious trading behavior of particular Czech market makers.   

 

The second paper of the dissertation “In Broker We Trust: Investment Recommendations and 

Stock Prices Movements” is also a joint work with Jan Hanousek. The paper deals with the 

potential conflict of interest which can arise because of integration of brokerage and analytical 

services on financial markets. This integration may cause Brokers to possess informational 

advantage because they may have access to the investment recommendation before the 

recommendation is released to the public. Based on high-frequency data from the Prague Stock 

Exchange, the authors analyze the behavior of brokers prior to and after the investment 

recommendations are issued. The main hypothesis to test is whether trading  behavior  of  the  

associated  brokers differs  before  and  after  a  particular investment  recommendation  is  

released.  The main conclusion of the paper is that the above mentioned conflict of interest exists 

and is quite severe.  

 

The third paper of the dissertation “Constant Bet Size? Don't Bet on It! Testing Expected Utility 

Theory on Betfair Data” is authors solo work. The paper deals with testing expected utility 

theory using data from the world largest betting exchange Betfair. Differently from the existing 

studies, the paper allows the bet size to be variable. Using the extensive dataset from the largest 

betting exchange Betfair, the author demonstrates that bettors bet different amounts on different 

odds. Under the assumption of variable bet size, the author provides the estimates of the risk 

preferences of bettors, which in magnitude differ from the previous studies. However, similarly 

with existing results, the author presents the evidence that when  facing  a  number  of  outcomes  

with  different  winning  probabilities,  bettors tend  to  overweight  small  and  underweight  

large  differences  in  probabilities. This finding contradicts the expected utility theory which 

advocates the linear probability weighting function.   
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The questions for discussion/defense: 

 

1) How results of paper 1 change if you change 90-day rolling window? Afternoon trading? 

2) How bid-ask spread is related to the probability of informed trading in theory and in you 

data? When you observe certain suspicious trading behavior of particular market makers 

do you also observe widening of bid-ask spread?   

3) What is the role of market maker’s inventory? Easley et al. (1996) do not account for 

inventory. If market maker has access to private information about large institutional 

orders then what should be optimal trading strategy of market makers? 

4) Can market maker’s behavior differ from the rest of market makers because market 

makers have different risk aversion and different inventories? 

 

After carefully reading and studying the dissertation, I am fully convinced that it represents a 

significant and original contribution in the field. In my view, the dissertation fulfills all 

requirements for obtaining the academic degree of Doctor of Philosophy (Ph.D.) and I fully 

recommend the thesis for defense. 

 


