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An empirical study of price discovery at the market opening
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The purpose of this study is to investigate whether an upgrade of the execution
system of securities exchanges affects the price discovery at the market opening. It is possible that
informed traders submit their orders just before the opening under the low-latency system, which can make
opening prices less informationally efficient. We investigate effects of the upgrade of the Tokyo Stock
Exchange in January, 2010.

After 1ts system upgrade, orders were split into smaller sizes, the number of order cancellations
increased, and more orders were submitted just before the opening. Judging from the estimated results of
unbiasedness regression, the informational efficiency became lower before its upgrade and returned to the
pre-upgrade level after half a year of its upgrade. Thus, the effect on informational efficiency was
temporary, suggesting that a low-latency execution system does not necessarily disturb the price
discovery at the market opening.
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