Accepted Manuscript

Shades of Darkness: A Pecking Order of Trading Venues

Albert J. Menkveld, Bart Zhou Yueshen, Haoxiang Zhu

Pl S0304-405X(17)30041-7

DOI: 10.1016/j.jfineco.2017.03.004 .
Reference: FINEC 2747 e
To appear in: Journal of Financial Economics

Received date: 16 September 2015

Revised date: 13 June 2016

Accepted date: 22 June 2016

Please cite this article as: Albert J. Menkveld, Bart Zhou Yueshen, Haoxiang Zhu, Shades of
Darkness: A Pecking Order of Trading Venues, Journal of Financial Economics (2017), doi:
10.1016/j.jfineco.2017.03.004

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jfineco.2017.03.004
http://dx.doi.org/10.1016/j.jfineco.2017.03.004

Shades of Darkness: A Pecking Order of Trading Venues™

Albert J. Menkveld' Bart Zhou Yueshen* Haoxiang Zhu®

Abstract

We characterize the dynamic fragmentation of U.S. equity markets using a unique data set that
disaggregates dark transactions by venue types. The “pecking order” hypothesis of trading venues
states that investors “sort” various venue types, putting low-cost-low-immediacy venues on top
and high-cost-high-immediacy venues at the bottom. Hence, midpoint dark pools on top, non-
midpoint dark pools in the middle, and lit markets at the bottom:” As predicted, following VIX
shocks, macroeconomic news, and firms’ earnings surprises, changes in venue market shares be-
come progressively more positive (or less negative) down the pecking order. We further document

heterogeneity across dark venue types and stock size€ groups.
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