

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Uncertain Market Making

	
    
        
            
            







    
    










    
    
    
    











			
                    Finance Down Under 2016 Building on the Best from the Cellars of Finance
 
        

    
	

	
	
		
		
			48 Pages
		
		

		Posted: 1 Oct 2015
		
			Last revised: 3 May 2017
		
		
	

	
		
			
			




	See all articles by Bart Zhou YueshenBart Zhou Yueshen
Singapore Management University - Lee Kong Chian School of Business


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: May 2, 2017

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper argues that market makers' presence is uncertain over any short time interval, as their operations are subject to constraints of, e.g., capital, technology, and attention. Such uncertain market making implies a random pricing equilibrium with new implications on market quality. A structural model captures the predicted price dispersion in the U.S. equity trading. In 2014, the estimated short-run dispersion is around 10 times of the long-run price impact, compared to only 2 times in the early 2000s. The theory and the structural model of uncertain market making contribute to the understanding of price dynamics. 
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