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Do Fleeting Orders Improve Liquidity?
LIN Cang-xiang', ZHENG Zhen-long?>, QIAO Shuai’*, XIE Wei-shan'
(1. Tamkang University, Xinbei 025137; 2. Xiamen University, Xiamen 361005, China)

Abstract: Taiwan stock market is organized as a call auction system and the majority participants
are retail investors, which is different from European and American stock markets characterized by
continuous auction and institutional legal persons. Fleeting orders are defined as those cancelled or
updated within 60 seconds. The empirical results show that an increase in fleeting order ratios of the
overall market, retail investors, foreign institutions and other domestic institutions will contribute to
narrowing the spread, thus increasing market liquidity. However, the proprietary traders’ fleeting orders
have no significant effect on the spread, and this may results from aggressive pricing of their fleeting
orders. In addition, the liquidity of small cap stocks is more sensitive to fleeting orders. Further study
finds that the narrowed spread is the net effect of more aggressive selling (purchasing) orders on the
ask side and less aggressive purchasing (selling) orders when all types of investors observe a
purchasing fleeting order, thus increasing market liquidity.

Key words: fleeting order; liquidity; aggressive index; call auction; retail investors
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