How large to be on a market? On (in)ecective

price dispersed arbitrage opportunities

Bertrand Gobillard*

First verion, June 2005 - This version, 18 juillet 2006.

Résumé

In this paper we explore the market game with multiple trading posts
per commodity type, in order to explain on what principles hinges the
failure of the law of one price and clarify the role of liquidity constraints.
The market game that precludes wash-sales is used as a tool, so as to stress
the key role of agents’ relative weights on diserent posts (when being too
large on a given trading-post, an agent may rather enter an other post
with a less interesting price), and the critical infuence of wash-sales. Then,
we show the absence of liquidity considerations in not critical and extend
to these situations the convergence to price uniformity and the impact of
the market structure on equilibrium allocations.

JEL Classi..cation : D43, D50, C72

Key words : Market game, Multiple trading-posts, Arbitrage, Law of
one price, Wash-sales

*PSE (Paris Jourdan Sciences Economiques) et Université Paris X Nanterre - Economix.
Address : Bureau K126 - Maison Max Weber - 200 Avenue de la République - 92001 Nanterre
Cedex. Email : bertrand.gobillard @ens.fr



