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Abstract

Some European exchanges (e.g. Euronext, Frankfurt and Madrid) make use of a

mechanism to moderate price volatility that was proposed by Madhavan (1992) as

preferable to a trading halt in times of market stress. It consists of a temporary switch

from continuous to call auction trading in an individual security whenever its price

moves beyond predetermined limits. This article studies whether this mechanism

sharpens the information content of prices, dampens volatility and normalizes trading

volume and intensity. Taking intraday data for the Madrid order driven continuous

market, I find post switch improvements in the information content of prices and

reductions in volatility, especially for thinly traded stocks. Trading volume and intensity

peaked around auctions, but soon returned to preevent levels.

 Log in  |  Register



About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://www.tandfonline.com/action/showCart?FlowID=1
https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/raec20
https://www.tandfonline.com/loi/raec20
https://www.tandfonline.com/toc/raec20/44/8
https://www.tandfonline.com/toc/raec20/44/8
https://www.tandfonline.com/journals/raec20
https://www.tandfonline.com/author/Reboredo%2C+Juan+C
https://doi.org/10.1080/00036846.2010.526584
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F00036846.2010.526584&pubId=44732440&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/00036846.2010.526584?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/00036846.2010.526584?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/00036846.2010.526584?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/00036846.2010.526584?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/00036846.2010.526584?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/00036846.2010.526584?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/00036846.2010.526584
https://www.tandfonline.com/
https://www.tandfonline.com/action/showLogin?uri=%2Fdoi%2Fabs%2F10.1080%2F00036846.2010.526584
https://www.tandfonline.com/action/registration?redirectUri=%2F
https://www.informa.com/privacy-policy/


Acknowledgements

I am especially indebted to Ian-Charles Coleman for his constructive criticism and

corrections. I also thank Lluís Brú, José M. Ortiz Repiso, José A. Pérez, Roberto Pascual,

Mikel Tapia and seminar participants at the Universidad Carlos III (Madrid), the Bolsa de

Madrid, the Simposio de Análisis Económico 2004 and the Foro de Finanzas 2004 for

their constructive comments on previous versions of this article, circulated under the

title ‘The Switch from Continuous to Periodic trading as a circuit breaker. Evidence from

the Spanish Stock Market’. I thank the Spanish Stock Exchange for providing the

database and Rafael Villar for research assistance. I am very grateful for partial

financial support from the Spanish Stock Exchange in the form of the Best Research

Paper on Stock Markets Prize (2004). I am also grateful for financial support from the

Center for Economic and Financial Research (CIEF) of the Caixa Galicia Foundation, from

the Xunta de Galicia (under contract PGIDIT06PXIB201002PR and INCITE09201042PR),

and from research grant MTM2008-03010.

Notes

 See Galper (1999).

 For reviews of the trading halt literature, see Kyle (1988), France et al. (1994), Harris

(1998) and Kim and Yang (2004).

 For a more detailed account of the SSE trading system and trading rules, visit

http://www.sbolsas.es.

 The official rules provide for resolution of possible ties between different prices.

 The static and dynamic price collars are also used to control opening and closing

auctions. When the final virtual resolution price of the auction lies outside one of the

collars (the static collar in the case of opening auctions, and either the static or the

dynamic collar in that of closing auctions), the auction is extended for 2 min. However,

no such extension of volatility auctions is possible.

 Parallel analyses were also carried out for subsamples defined by whether the auction-

resolving price was higher or lower than the price in the last transaction before the

auction. No asymmetry was found between these two subsamples as regards the
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behaviour of price discovery, price volatility, bid-ask spread or trading volume and

intensity (results available on request).

 Unfortunately, it has not been possible to gain access to data allowing analysis of the

progress of learning during volatility auctions.
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