
5.  Conclusions 

In this paper, we first examine the differences in liquidity based on Christie and Huang 

(1994) for a sample of firms that switch from a dealer market (ESM) to a pure-order driven 

market (TSE or GTSM). In addition, we use the Huang and Stoll’s (1997) three-way spread 

decomposition model, as well as the Lin et al.’s model to provide estimates of the spread 

components: inventory holding cost, adverse selection cost, and order processing cost on 

ESM, TSE and GTSM. 

ESM is a really thin market with low mean daily share volume, mean daily dollar 

volume, mean daily number of trades, and mean daily turnover, compared to TSE and 

GTSM. According to our findings, all the four liquidity measures: LP, percentage LP, dollar 

spread, and percentage spread decline significantly when firms move from ESM to TSE or 

GTSM. This result suggests that thinly traded stocks benefit improvements in liquidity 

when they switch from a dealer market (ESM) to a pure order driven market (TSE or 

GTSM). The result is in agreement with earlier studies (Christie and Huang (1994), Barclay 

(1997), and Bessembinder (1998)) which propose that firms should switch from dealer 

markets to order driven markets in order to improve liquidity, but in contradiction with 

those papers (Glosten and Milgrom (1985), Benveniste, Marcus, and Wilhelm (1992), and 

Nimalendran (2002) which propose that smaller, less liquid firms would have better 

liquidity performance on the markets with dealer or specialist intervention than on pure 
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order driven market. 

 Furthermore, we estimate the spread components using both Huang and Stoll’s (1997) 

and Lin et al.’s (1995) model. We apply Huang and Stoll’s (1997) model to estimate the 

spread components at the beginning. As evidenced by Clarke and Shastri (2000), Krishnan 

(2000), Van Ness et al. (2001), and De Winne and Platten (2003), we find that the estimates 

of Huang and Stoll’s (1997) could cause implausible empirical results. Thus, we turn to 

apply Lin et al.’s (1995) model to estimate the spread components. The main finding from 

both Huang and Stoll’s (1997) and Lin et al.’s (1995) model is that the adverse selection 

cost is lower in a thinly dealer market (ESM) than order driven markets (TSE or GTSM). 

This result could be explained by the information advantage of dealer, which is often an 

underwriter or a securities firm who hold not less than 30,000 shares of the firms traded on 

ESM. Besides, informed traders may be not easy to execute their order in quantity side due 

to the very thinly traded market, ESM. Following Huang and Stoll’s (1997) model, we have 

found that the inventory holding cost is lower on ESM than on TSE or GTSM. Although the 

estimated results of the order processing cost and the probability of trade reversal by using 

Huang and Stoll’s (1997) model are not similarly to Lin et al.’s (1995) model, the 

probability of trade reversal is lower than 50% on TSE and GTSM by using these two 

spread decomposition models. This result may be contributed to the order splitting strategic 

behavior of the traders. 

 The main limit of our research lies in the brief history of ESM. As a consequence, the 
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market microstructure of ESM has changed widely after our sample period. All these 

changes including: (i)the market makers on ESM have the responsibility to continuously 

quote for the recommended Emerging Stock through the Click System during the trading 

hours of each business day; (ii) the quote spread shall not exceed 7 percent of the ask price13. 

All these changes could lead to different liquidity performance and different estimates result 

of the spread components by using various spread decomposition models. These changes 

are worth for advanced research. 

 

 

 

 

 

 

 

 

 

 

 

 

 
13 Gretai Securities Market ROC Over-the-Counter Securities Exchange Regulations Governing 
Over-the-Counter Trading of Emerging Stocks, Article 21 


