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HKUST SCHOLARS STUDY STOCK MARKET VOLATILITY 

Financial economists at HKUST are studying the Hong Kong stock market in order to 
understand how market structure affects price volatility. 

Dr Wilson Tong and Professor KC. Chan of the Department of Finance have recently 
finished the first stage of the study, in which they used minute-by-minute data from the Hang 
Seng Index to examine the structural factors affecting market price volatility. 

Recent research in the U.S. suggests that both volatility and trading costs are affected 
by market structure. Volatility is typically higher at the market opening than at its close. 
Nevertheless, the situation at the Hong Kong stock market seems rather different. Preliminary 
study has found that there is no significant volatility difference between the market opening and 
its close. 

Dr Tong says that three factors have been proposed as causes for interday volatility, 
namely the specialist system (individuals who serve as brokers and market-makers), the call 
auction opening structure and halts of trading. 

However, the study has found that these three factors are not applicable in Hong Kong. 
“For the Hong Kong stock market, there is neither a specialist system nor a particular market- 
opening procedure like the call auction in the U.S. Moreover, most of the Hang Seng Index 
component stocks are cross-trading in London when the Hong Kong market closes. Thus, we 
do not see a particularly high price disparity at the market opening,” says Dr Tong. 

The team has now begun the second phase of its research, involving the bid ask and 
transaction price as well as the trading volume of the HSI’s 33 component stocks. “By 
examining and comparing the Hong Kong stock market with other world markets, we hope to 
explain how its structure affects its volatility. The ultimate aim is to understand what type of 
market structure will have less volatility,” Dr Tong says. 

“As Hong Kong is a liquid market with a high volume of daily trading, results from 
this study will have general applicability as well as special relevance to newly emerging 
markets such as those in China and South East Asia where volatility is typically excessive.” 
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