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The Volatility Effect of Short Sale Up-tick Rule toward

Taiwan 50 Index : an Application of the GARCH Model
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ABSTRACT

There were few studies on the effect of short sale up-tick rule toward stock
market. This paper studies the impact of permitting short sale up-tick rule of
Taiwan 50 index constituents on the volatility and the determinants of the
volatility by comparing and contrasting the government policy with bullish and
bear market. The empirical results of this research with GARCH model can be
summarized as follows: (1) In the overall market, the result shows that with the
opening of the short-sales restriction below the last closing price led to less
volatile which may stabilize the stock market. (2) In the bull market, the
volatilities decrease insignificantly after deregulation policy and the most
impacts of changing effect is the margin of credit trading rate. (3) In the bear
market, the volatility of fluctuation increased higher than before, we also found
that it had no impact significantly of the volatility, in addition, offset trading and
the percentage for borrowing stock would cause a significant impact to the

change of the Taiwan 50 index with the policy opening.

Keyword: Taiwan 50 index, bull market, bear market, volatility, offset trading,
GARCH model
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