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		Abstract

		This paper considers the order type decision (market vs. limit order) of retail investors. The key question addressed is the extent to which stock-specific characteristics influence the order decision. The focus is primarily empirical, being based on a sample of proprietary order data obtained from a Nasdaq market maker. A simple theoretical model of order submission is put forward to guide the empirics. The stock-specific characteristics considered are the spread, price, volatility and trading activity of the stock. These characteristics serve as explanatory variables in a multinomial logit model which predicts the probability of four discrete order types, based on the aggressiveness of the order. By comparing the results from a 1996 sample with those from a 1998 sample, the impact of the landmark Nasdaq changes of 1997 is also assessed. It was found that limit orders are more prevalent when spreads are wide, as investors attempt to mitigate against high transaction costs. It was also found that limit orders are more prevalent for stocks with high price volatility, suggesting the public investors may have a comparative advantage over professional market makers in the provision of liquidity for volatile stocks. The market reforms of 1997 tended to increase the incidence of limit orders.    

   


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Smith,  Jeffrey W., Market vs. Limit Order Submission Behavior at a NASDAQ Market Maker (July 7, 2000).  Available at SSRN: https://ssrn.com/abstract=253013 or http://dx.doi.org/10.2139/ssrn.253013 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Jeffrey W. Smith (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Association of Securities Dealers, Inc., NASD  ( email )

			

			
			
				
				
				
					1801 K Street, NW
Washington, DC  20006-1500
United States
(202) 728-8032 (Phone)
(202) 728-8906 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      642

			

		
		
		
			Abstract Views

			    4,656

		

		
		 
		
			Rank

			   76,500

		

		
	


	
		
            
            	        5 Citations
		

	

	
		
			
				        9 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Market Microstructure eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Microstructure eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,416

                                    

                                    
                                        PAPERS

                                            8,016

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Limit Order Book as a Market for Liquidity

                        
                            By
                                
                                
                                    
                                    Thierry Foucault, 
                                    
                                
                                    
                                    Ohad Kadan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Limit Order Book as a Market for Liquidity

                        
                            By
                                
                                
                                    
                                    Thierry Foucault, 
                                    
                                
                                    
                                    Ohad Kadan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Equilibrium in a Dynamic Limit Order Market

                        
                            By
                                
                                
                                    
                                    Ronald L. Goettler, 
                                    
                                
                                    
                                    Christine A. Parlour, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Empirical Analysis of Limit Order Markets

                            
                                By
                                    
                                    
                                        
                                        Burton Hollifield, 
                                        
                                    
                                        
                                        Robert A. Miller, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The 'Make or Take' Decision in an Electronic Market: Evidence on the Evolution of Liquidity

                            
                                By
                                    
                                    
                                        
                                        Robert J. Bloomfield, 
                                        
                                    
                                        
                                        Maureen O'hara, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Dynamic Model of the Limit Order Book

                            
                                By
                                    
                                    
                                        
                                        Ioanid Rosu
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Econometric Models of Limit-Order Executions

                            
                                By
                                    
                                    
                                        
                                        Andrew W. Lo, 
                                        
                                    
                                        
                                        A. Craig Mackinlay, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Limit Orders and Volatility in a Hybrid Market: The Island Ecn

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Gideon Saar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Limit Orders and Volatility in a Hybrid Market: The Island Ecn

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Gideon Saar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information and Trading on Electronic Communications Networks

                            
                                By
                                    
                                    
                                        
                                        Michael J. Barclay, 
                                        
                                    
                                        
                                        Terrence Hendershott, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
