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Abstract

This paper formulates the limit order market model with double auction and describes
its empirical properties. It focuses on trader-bounded rational behavior, theoretically
and empirically. Using Nikkei 225 futures market data, this paper shows that

1. The trading volume is proportional to the difference in reservation price between
sellers and buyers, theoretically and empirically.
2. The volatility distribution in the model is consistent with classical market
microstructure results.

In some cases, traders did not choose their strategy rationally.

4. The execution price and the Walras equilibrium price are cointegration
relationships. The latter has a price discovery role, compared to the former. If new
information is first aggregated in the Walras equilibrium, then, ceteris paribus,
the Walras equilibrium dynamics drives the basic dynamics.
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