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Abstract

This paper explores stock repurchase effect on market liquidity in Taiwan. Results indicate

that bid-ask spreads narrow during the stock repurchase period. Results remain the same

after controlling for price, volume, and volatility. Thus, stock repurchase improves market

liquidity. This paper finds that, in regard to stock repurchase timing, corporations do not use

information advantage to buy back stocks toward cost minimization. Investors also do not

withdraw from the market when firms actively buy back their stocks. Therefore, the

competing market hypothesis  powerfully explains liquidity impact of open market

repurchase. 
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2000 2005 378 

1,278 

3.38 

0.32%

0.24%

( Stephens & Weisbach, 1998; Ikenberry, Lakonishok, &

Vermaelen, 2000; Grullon & Michaely, 2002; McNally, 1999; Brav, Graham, Harvey, &

Michaely, 2005; Lee, Liu, Roll, & Subrahmanyam, 2006; 2002; 

2003)

Barclay

Smith (1988) 

(Competing Market-maker Hypothesis) 

(Information Asymmetry Hypothesis) 
��������������������

(

) 

Barclay Smith

(1988) 

Singh Zaman Krishnamurti (1994) Barclay Smith (1988) 

Wiggins (1994)

Miller McConnell (1995) Franz Rao Tripathy (1995) 
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(Timing) 

Barclay Smith (1988) 

(Bid-ask Spreads) 

(Informed Traders) 

(Ask Price) (Bid Price) 

1970 1978 (New York

Stock Exchange NYSE) 153 

( ) 

Singh et al. (1994) Barclay Smith (1988) 

1983 1990 181 NMS (National Market System) 
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2 2 

2 2 (

3 4 ) 

( t 

t ) Pearson 

VIF (Variance Inflation) 

White (1980) 

(Heteroskedasticity) 

2000 8 7

( ) 2005 

1,278 2 

100%
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(Boehmer et al., 2005)
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Singh et al. (1994) Miller McConnell (1995) Brockman Chung (2001)

Franz et al. (1995) 

( 2)

(1) 

Spreadsi 1 SRi 2 Pricei .3 Volumei 4 Volatilityi i        (1)

Spreadsi (

2 Harris (2003) 

Harris (2003) Franz et

al. (1995) 
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Brockman Chung (2001) 

Brockman Chung (2001) Cook et al. (2004) 

4 ( ) 17.6254

(13.3800) ( ) 16.3140 (12.9171)

312

Spreadsi 1 SRi 2 Pricei .3

Volumei 4 Volatilityi i Spreadsi i

- ( ) ( ) / 2

( ) / 2

( ) / 2 ( ) / 2 SRi  i

1 0 Pricei i 

Volumei  i ( ) Volatilityi  i 

t White (1980) 
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19 1

1.3114 (0.4629)

4 

Pearson 

0

(2) 

xi i i 1...N

yi i i 1...N

4 (yi 0) 

( ) 

( ) 

313
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Spreadsi 1 Turnoveri 2 Pricei .3 Volumei 4 

Volatilityi i       

Spreadsi i

(

) 

Turnoveri i 1

0

Pricei i

Volumei i

Volatilityi i

(3) Turnoveri 

Turnoveri 

5 t 

315

(3)

4 Boehmer et al. (2005) (3)
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10% 1 10%
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1 10% 0
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Brockman Chung (2001) 
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7 Brockman Chung (2001) (5)
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