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Figure 1 Agents’ Decision Process
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Impact of Tick Size on Market Liquidity
by Agent-based Modeling Approach

Li Yuelei,Zhang Wei, Xiong Xiong
College of Management and Economics, Tianjin University, Tianjin 300072, China

Abstract : This research focuses the impact on the market liquidity with different tick size levels, based on the method of agent-
based computational finance. Using LZ’X continuous double auction artificial stock market computational platform, which is sim-
ilar to China's stock market, we designed 9 different controllable experiments with different tick size setting to investigate the im-
pact of size tick on market liquidity. Results of data analysis indicats that the bid-ask spread and market depth would be de-
creased by smaller the tick size, which coincides with the empirical results. Furthermore, the Martin index and the fitted parame-
ters in the Glosten-Harris model would change in the same way with the tick size adjusting. So it concludes that, decrease the
tick size can improve the market liquidity significantly, and even in the range of [0.01,0.30] this pattern keeps steady.

Keywords : tick size; market liquidity ; agent-based computational finance ; continuous double auction
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