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Call Auctions, Limit Order Book
Information and Order Aggressiveness

Yi-Heng Tseng

College of Management, Yuan Ze University

The paper investigates how the investors of the Taiwan stock exchange
interpret and respond to the multiple aspects of information extracted from the
disclosed state of the limit order book (LOB). During the 20-second call
auctions, our empirical results support a negative relation between order
aggressiveness and the bid-ask spread. In addition, the institutional investors
tend to submit more patient orders when price volatility increases. Order depths
are found to be meaningful to the investors. Consistent with the ‘crowding out
effect’ predicted by Parlour (1998), at the best quotes of the LOB, our finding
suggests a positive connection between order aggressiveness and the ratio of the
same-side depth to the sum of the both-side depths. On the same-side of the LOB,
we also document a slightly positive relation between order aggressiveness and
the ratio of the depth at the best quote to the sum of the depths on the top five
quotes, thereby supporting the ‘signaling effect’ predicted by Goettler, Parlour,
and Rajan (2005).

During the closing call auctions, it can be found that orders submitted within
the first minute (13:25-13:26) of the 5-minute call tend to be more impatient.
After the implementation of the new information disclosure mechanism on
February 20, 2012, our empirical results show that the institutional investors
(symbolizing the informed traders) slightly increase their order aggressiveness,
thus providing evidence for the prediction of ‘rat race effect’ in the literature.
Nevertheless, the institutional investors make somewhat smaller orders with

increasing transparency. As for the individual investors (symbolizing the
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uninformed traders), the transparency reinforces the negative relation between
their order aggressiveness and the bid-ask spread. This finding implies that the
disclosure of the simulated best quotes of the LOB contributes to the uninformed
traders’ prediction accuracy of this kind of market quality indicator. Interestingly,
the new mechanism also triggers the ‘spill-over effect’, therefore causing the
individual investors to slightly lower their order aggressiveness even during the
20-second calls. With respect to the further reinforcement (which is implemented
on June 29, 2015) of the market transparency applied to opening and closing
calls, it is noteworthy to observe whether the reform produces adverse impacts on

market liquidity and the quality of the disclosed LOB information.

Key Words: Call Auction, Limit Order Book Information, Order Depth, Taiwan

Stock Exchange, Order Aggressiveness.
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