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This article investigates the optimal order submission strategies and the expected bid-ask

spread in the equilibrium of limit order markets. In submitting orders to limit order markets,

traders can choose market orders or limit orders. If a market order is more advantageous than a

limit order, a trader submits a market order, and vice versa. As a result, in an equilibrium, the

bid-ask spread is formed by marginal traders for whom a limit order and a market order are

indifferent. In our analysis, limit orders are assumed to expire one period after their submission

to simplify the states of the limit order book. The model predicts that the bid-ask spread is

narrower if incoming orders are more plentiful, if a larger number of traders are patient, and if

the transaction fee of market orders is larger. The bid-ask spread is more volatile when there are

fewer hours before the close of the market. In addition, the small tick size can make the bid-ask

spread wide.
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