

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Fragmentation and Stability of Markets

	
    
        
            
            







    
    










    
    
    
    











			
                    Norwegian School of Economics (NHH), Department of Finance Working Paper No. 2013-7
 
        

    
	

	
	
		
		
			41 Pages
		
		

		Posted: 3 Aug 2013
		
			Last revised: 15 Oct 2015
		
		
	

	
		
			
			




	See all articles by Daniel LadleyDaniel Ladley
University of Leicester - School of Business
Terje Lensberg
Norwegian School of Economics (NHH) - Department of Finance
Jan Palczewski
University of Leeds
Klaus Reiner Schenk-Hoppé
The University of Manchester - Department of Economics


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: September 10, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Trading skills are highly rewarded in practice but largely ignored in theoretical models of financial markets. This paper demonstrates the importance of skills by examining their interaction with market fragmentation and market stability. We consider a computational model where traders' abilities to accurately price assets are endogenous. In contrast to models that do not consider skills, we find that centralising markets can lead to higher price volatility and less resilience to shocks because it increases the equilibrium proportion of unskilled traders. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Skills, market fragmentation, volatility, market resilience

	
	

	
    

    
	

	
	
		JEL Classification: D47, D83, G11

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Ladley,  Daniel and Lensberg,  Terje and Palczewski,  Jan and Schenk-Hoppé,  Klaus Reiner, Fragmentation and Stability of Markets (September 10, 2015). Norwegian School of Economics (NHH), Department of Finance Working Paper No. 2013-7,  Available at SSRN: https://ssrn.com/abstract=2304450 or http://dx.doi.org/10.2139/ssrn.2304450 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Daniel Ladley

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Leicester - School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Leicester - School of Business  ( email )

			

			
			
				
				
				
					University Road
Leicester, LE1 7RH
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Terje Lensberg

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Norwegian School of Economics (NHH) - Department of Finance  ( email )

			

			
			
				
				
				
					Helleveien 30
Bergen, N-5045
Norway
+47 5595 9206 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jan Palczewski

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Leeds  ( email )

			

			
			
				
				
				
					Leeds, LS2 9JT
United Kingdom

				

				
			

			
				
				
					HOME PAGE: http://eps.leeds.ac.uk/staff/4069/dr-jan-palczewski
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Klaus Reiner Schenk-Hoppé (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				The University of Manchester - Department of Economics  ( email )

			

			
			
				
				
				
					Arthur Lewis Building
Oxford Road
Manchester, M13 9PL
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      125

			

		
		
		
			Abstract Views

			    2,547

		

		
		 
		
			Rank

			  409,259

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       31 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,707

                                    

                                    
                                        PAPERS

                                           16,904

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    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

                                            8,015

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,782

                                    

                                    
                                        PAPERS

                                           31,802

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Financial Crises eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Crises eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,714

                                    

                                    
                                        PAPERS

                                            7,270

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Risk Management & Analysis in Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management & Analysis in Financial Institutions eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,624

                                    

                                    
                                        PAPERS

                                            9,476

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,226

                                    

                                    
                                        PAPERS

                                           11,045

                                    

                                

                                
                            

                        

                    

                
	
                    Labor: Human Capital eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Human Capital eJournal

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

                                
                                    
                                        FOLLOWERS

                                              852

                                    

                                    
                                        PAPERS

                                           19,661

                                    

                                

                                
                            

                        

                    

                
	
                    Econometric Modeling: Capital Markets - Asset Pricing eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometric Modeling: Capital Markets - Asset Pricing eJournal

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

                                
                                    
                                        FOLLOWERS

                                              637

                                    

                                    
                                        PAPERS

                                           10,147

                                    

                                

                                
                            

                        

                    

                
	
                    Norwegian School of Economics, Department of Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Norwegian School of Economics, Department of Economics Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                                2

                                    

                                    
                                        PAPERS

                                              415

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Adaptive Markets Hypothesis: Market Efficiency from an Evolutionary Perspective

                        
                            By
                                
                                
                                    
                                    Andrew W. Lo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        On the Survival of Overconfident Traders in a Competitive Securities Market

                        
                            By
                                
                                
                                    
                                    Guo Ying Luo
                                     and 
                                
                                    
                                    David A. Hirshleifer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Reconciling Efficient Markets with Behavioral Finance: The Adaptive Markets Hypothesis

                        
                            By
                                
                                
                                    
                                    Andrew W. Lo
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Reconciling Efficient Markets with Behavioral Finance: The Adaptive Markets Hypothesis

                            
                                By
                                    
                                    
                                        
                                        Andrew W. Lo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Evolution and Market Competition

                            
                                By
                                    
                                    
                                        
                                        Guo Ying Luo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Natural Selection and Market Efficiency in a Futures Market with Random Shocks

                            
                                By
                                    
                                    
                                        
                                        Guo Ying Luo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Evolution of Money as a Medium of Exchange

                            
                                By
                                    
                                    
                                        
                                        Guo Ying Luo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Origin of Behavior

                            
                                By
                                    
                                    
                                        
                                        Thomas J. Brennan
                                         and 
                                    
                                        
                                        Andrew W. Lo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Warning: Physics Envy May be Hazardous to Your Wealth!

                            
                                By
                                    
                                    
                                        
                                        Andrew W. Lo
                                         and 
                                    
                                        
                                        Mark T. Mueller
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Efficient Markets Hypothesis

                            
                                By
                                    
                                    
                                        
                                        Andrew W. Lo
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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 © 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   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
