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Abstract

This paper develops a general-equilibrium model in which investors with high and low ini-
tial stock endowments endogenously choose between brokers offering proportional and quadratic
transaction-cost schedules. Because the quadratic schedule has a lower marginal cost for small
trades whereas the proportional schedule becomes more attractive for large trades, broker choice
is determined by investors’ portfolio-rebalancing needs. We show that, when stock-rich in-
vestors are a minority, a larger endowment gap, higher payoff risk, or greater efficiency of the
proportional-cost broker induces a regime shift that lowers the stock price. Our analysis iden-
tifies endogenous broker choice as a novel mechanism through which investor heterogeneity and
commission structures affect stock prices.
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