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5 Conclusions  

In this paper, we confirm that the return volatility dwindles significantly after the 

implementation of tick size reduction on the Taiwan Stock Exchange on March 1, 

2005. Compared to three more volatility measures-- absolute residuals, GARCH(1,1) 

process and EWMA, realized volatility is a superior measure capturing intraday return 

changes, hence is applied in our study. Further, since a U-shaped pattern of intraday 

realized volatility is illustrated, we continuously inspect the impact on the two volatile 

trading sessions of 9:00 A.M. to 10:00 A.M. and 12:30 P.M. to 13:30 P.M.  

Our empirical results present the following evidence attributable to the tick size 

reduction. First, we document significant decreases in realized volatility following the 

tick size reduction in different firm-size quintiles and during the trading sessions at 

opening and the closing of each trading day as well. More interesting, realized 

volatility declines to a higher degree for larger firms as well as the closer to the 

opening and the ending of each trading day. Second, the U-shaped curve of realized 

volatility becomes smoother and lower than the pre-reduction one, indicating the tick 

size reduction influences return volatility. Our findings also show number of trades 

substantially explains realized volatility with both daily and intraday data. Third, we 

discover that trading volume increases as the firm-size becomes larger along with 

higher return volatility. 
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To sum up, our outcomes based on the trading sessions during the first hour after 

the opening and the last hour before the closing are consistent with the mixture of 

distribution model which asserts trade frequency as a measure of information arrivals. 

In addition, number of trades is the foremost factors on realized volatility shown in 

our study. When investors are willing to trade more, number of trades raise 

simultaneously and leads to higher realized volatility. Overall, our empirical 

evidences are favor of the arguments for tick size reduction intended by policymakers 

since such reduction decreases the return volatility to a large degree especially for the 

most concentrated trading circumstances. 

  


