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		Abstract

		We study the relation between liquidity in financial markets and post-trading fees (i.e. clearing and settlement fees). The clearing and settlement agent (CSD) faces different marginal costs for different types of transactions. Costs are lower for an internalized transaction, i.e. when buyer and seller originate from the same broker. We study two fee structures that the CSD applies to cover its costs. The first is a uniform fee on all trades (internalized and non-internalized) such that the CSD breaks even on average. Traders then maximize trading rates and higher post-trading fees increase observed liquidity in the market. The second fee structure features a CSD breaking even by charging the internalized and non-internalized trades their respective marginal cost. In this case, traders face the following trade-off address all possible counter-parties at the expense of considerable post-trading fees, or enjoy lower post-trading fees by targeting own-broker counter-parties only. This difference in post-trading fees drives traders' strategies and thus liquidity. Furthermore, across the two fee structures, we find that observed liquidity may differ from cum-fee liquidity (which encompasses the post-trading fees). With trade-specific fees, the cum-fee spread depends on the interacting counter-parties. Next, regulators can improve welfare by imposing a particular fee structure. The optimal fee structure hinges on the magnitude of the post-trading costs. Noteworthy, a fee structure yielding higher social welfare may in fact reduce observed liquidity. Finally, we consider a number of extensions including market power for the CSD, anonymous trading and differences in broker size. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: transaction fees, internalization, clearing and settlement, liquidity, anonymity

	
	

	
    

    
	

	
	
		JEL Classification: G10, G15

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Degryse,  Hans and Van Achter,  Mark and Wuyts,  Gunther, Internalization, Clearing and Settlement, and Liquidity (January 11, 2012). European Banking Center Discussion Paper No. 2012-001, CentER Discussion Paper Series No. 2012-002, TILEC Discussion Paper No. 2012-001,  Available at SSRN: https://ssrn.com/abstract=1983197 or http://dx.doi.org/10.2139/ssrn.1983197 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Hans  Degryse (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				KU Leuven - Faculty of Business and Economics (FEB)  ( email )

			

			
			
				
				
				
					Naamsestraat 69
Leuven, B-3000
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Mark Van Achter

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Erasmus University Rotterdam (EUR) - Finance  ( email )

			

			
			
				
				
				
					Burgemeester Oudlaan 50
P.O. Box 1738
3000 DR Rotterdam
Netherlands
+31 10 40 82 953 (Phone)
+31 10 40 89 017 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.rsm.nl/mvanachter
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Gunther Wuyts

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				KU Leuven - University of Leuven  ( email )

			

			
			
				
				
				
					KU Leuven - Faculty of Business and Economics
Naamsestraat 69
Leuven, Vlaams-Brabant 3000
Belgium
+3216326731 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.econ.kuleuven.be/gunther.wuyts
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      189

			

		
		
		
			Abstract Views

			    4,929

		

		
		 
		
			Rank

			  102,041

		

		
	


	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Tilburg Law & Economics Center (TILEC) Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Tilburg Law & Economics Center (TILEC) Law & Economics Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            4,946

                                    

                                    
                                        PAPERS

                                              965

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        M. Konrad Borowicz at Tilburg Law and Economics Center (TILEC), Jens Prufer at Tilburg University

                                    

                                
                            

                        

                    

                
	
                    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

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Law: Law & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Law & Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,338

                                    

                                    
                                        PAPERS

                                            6,521

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Liquidity Cycles and Make/Take Fees in Electronic Markets

                        
                            By
                                
                                
                                    
                                    Thierry Foucault, 
                                    
                                
                                    
                                    Ohad Kadan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity Cycles and Make/Take Fees in Electronic Markets

                        
                            By
                                
                                
                                    
                                    Thierry Foucault, 
                                    
                                
                                    
                                    Ohad Kadan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Trading Fees and Efficiency in Limit Order Markets

                        
                            By
                                
                                
                                    
                                    Jean-edouard Colliard
                                     and 
                                
                                    
                                    Thierry Foucault
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Trading Fees and Efficiency in Limit Order Markets

                            
                                By
                                    
                                    
                                        
                                        Jean-edouard Colliard
                                         and 
                                    
                                        
                                        Thierry Foucault
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Subsidizing Liquidity: The Impact of Make/Take Fees on Market Quality

                            
                                By
                                    
                                    
                                        
                                        Katya Malinova
                                         and 
                                    
                                        
                                        Andreas Park
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Subsidizing Liquidity: The Impact of Make/Take Fees on Market Quality

                            
                                By
                                    
                                    
                                        
                                        Katya Malinova
                                         and 
                                    
                                        
                                        Andreas Park
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Subsidizing Liquidity: The Impact of Make/Take Fees on Market Quality

                            
                                By
                                    
                                    
                                        
                                        Katya Malinova
                                         and 
                                    
                                        
                                        Andreas Park
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Internalization, Clearing and Settlement, and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Hans Degryse, 
                                        
                                    
                                        
                                        Mark Van Achter, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Internalization, Clearing and Settlement, and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Hans Degryse, 
                                        
                                    
                                        
                                        Mark Van Achter, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Plumbing of Securities Markets: The Impact of Post-Trade Fees on Trading and Welfare

                            
                                By
                                    
                                    
                                        
                                        Hans Degryse, 
                                        
                                    
                                        
                                        Mark Van Achter, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
