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Abstract

We examine the impact of iceberg orders on the price and order flow dynamics in
limit order books. Iceberg orders allow traders to simultaneously hide a large
portion of their order size and signal their interest in trading to the market. We
show that when market participants detect iceberg orders they tend to strongly
respond by submitting matching market orders consistent with iceberg orders
facilitating the search for latent liquidity. The greater the fraction of an iceberg
order that is executed, the smaller is its price impact consistent with liquidity
rather than informed trading. The presence of iceberg orders is associated with
increased trading consistent with a positive liquidity externality, but the reduced
order book transparency associated with iceberg orders also creates an adverse

selection cost for limit orders that may partly offset any gains.

Keywords: Hidden liquidity = iceberg orders = limit order markets = transparency

JEL: G10, G14

\\Eq" World Scientific

Connecting Great Minds

Privacy policy

© 2025 World Scientific Publishing Co Pte Ltd
Powered by Atypon® Literatum


https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/
https://www.facebook.com/worldscientific
https://twitter.com/worldscientific
https://www.linkedin.com/company/world-scientific-publishing/
https://www.youtube.com/channel/UCDw6b_X0ccpwcc78iMjsI_Q
https://www.worldscientific.com/page/newsletter/subscribe
https://china.worldscientific.com/wechat-qr-code/
https://www.worldscientific.com/doi/10.1142/S2010139217500069
https://www.worldscientific.com/doi/10.1142/S2010139217500082
https://www.worldscientific.com/worldscinet/qjf
https://www.worldscientific.com/toc/qjf/07/03
https://www.worldscientific.com/keyword/Hidden+Liquidity
https://www.worldscientific.com/keyword/Iceberg+Orders
https://www.worldscientific.com/keyword/Limit+Order+Markets
https://www.worldscientific.com/keyword/Transparency
https://doi.org/10.1142/S2010139217500070
https://www.worldscientific.com/page/connect
https://www.worldscientific.com/action/showCart?FlowID=1
https://www.worldscientific.com/action/ssostart?redirectUri=%2F
https://www.worldscientific.com/page/wsjournals
https://www.worldscientific.com/page/open
https://www.worldscientific.com/page/help/privacy-policy
https://www.worldscientific.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1142%2FS2010139217500070
https://www.worldscientific.com/action/showPublications?PubType=all
https://www.worldscientific.com/page/worldscibooks

