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5. Conclusion 

In this study, I have examined the interaction of volume and volatility in the Taipei 

foreign exchange market over January 2004 to December 2007 Consistent with 

empirical results of previous research, I find a positive relation between total trading 

volume and volatility. Volume is important in explaining the volatility and volume can 

be a proxy of information flow in the Taipei foreign exchange market. 

I also decompose total volume into expected and unexpected components. I find 

a positive relation between unexpected volume and volatility. This result is consistent 

with MDH, which supposes that volume and volatility are both driven by a common 

and unobservable factor that reflects the arrival of new public information. Regarding 

the expected volume, the result is negative but not significant. Therefore, there is no 

evidence about the efficiency of Taipei foreign exchange market. 

There are three topics for further research. First, I use daily data in this study. 

Luu and Martens (2003) show that using realized volatility (aggregate intraday 

volatility) to test MDH rather than absolute returns should lead to more precise 

inferences. The further research can use intraday data (transaction in the Taipei 

foreign exchange market runs every 15 minutes) to examine the volume-volatility 

relation if it is available. Second, in order to have a better understanding of the foreign 

exchange market microstructure, others variables, such as proxy for the arrival of new 

information, agents’ behavior, order flow and bid-ask spreads could be included in the 

analysis. Finally, due to the managed floating regime in the Taipei foreign exchange 

market, when the market is disrupted by seasonal or irregular factors, our central bank 

will intervene in this market. The relation between central bank intervention, volume, 

and volatility would be a very interesting topic. However, the information related to 

such intervention is not publicly observable. 


