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Abstract

In this paper we investigate the static and dynamic structure of the order book
generated by the double auction artificial market modeled in Consiglio et al. 2004.
When the limit order book is thin, even small trades can induce large price movements.
Thus, timel lvariation in the liquidity of the order book affects trading costs, returns,
and volatility. Conversely, the volatility of traded securities is an important determinant
of trading activity, and of investors' choice in terms of order submission strategy (i.e.
the choice between market or limit orders and the selection of limit prices). We examine
the relation between order placement behavior and market liquidity, and the dynamic
interaction between liquidity, trading activity and volatility. We show that the agents'’
behavior in terms of order placement affects significantly the market dynamics.
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