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 In the simplest kind of betting market for a horserace,
the goal is to guess which horse will win the race.
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« Together account for 94% of UK betting turnover.
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« The favourite is the horse considered most likely to win the
race. They have a high probability of winning and low odds.
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« This makes betting on longshots relatively unfair.
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« Why is the FLB important?
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e (1) Bettors love to take risks

— bettors prefer to bet on longshots because potential
returns are higher

Weitzman, 1965; Ali, 1977, Thaler and Ziemba, 1988.
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e (1) Transaction costs

— higher costs discourage informed betting
(which eliminates the FLB)

Hurley and McDonough, 1995.



Research questions

« Isthere FLB in exchange markets?
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Data and method

e 6,058 horseraces in the UK and Ireland,
August 2009 — August 2010.
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Results - FLLB over time
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Time until Exchange Bookmakers
race start

FLBfS  Costs B, FLB [ Costs B,
240 1.080 0.113 1.215 0.198
180 1.072  0.101 1.216 0.207
120 1.056  0.079 1.216 0.214
60 1.052  0.070 1.216 0.217
30 1.047  0.064 1.220 0.217
15 1.042  0.064 1.224 0.200
10 1.036  0.063 1.226 0.190
5 1.028  0.058 1.214 0.180
START 1.014  0.057 1.206 0.181
Corr(B,B) [0.9181* 0.3935

*: significant at the 1% level (2-tailed test).
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 Significant FLB in early stages — however, costs are higher
also.
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« Higher costs result in less competitive prices, restricting
informed betting.
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« FLB is now mainly a market (supply-side) phenomenon in
the UK.
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Thank you

e Any questions?

e d.mcdonald@soton.ac.uk
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