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Order Persistence and Liquidity Parameter

Hisashi Hashimoto

Roll (1984) shows that the first-order autocorrelation for stock’s return is negative. And the
second-order autocorrelation for stock’s return isn’t considered in Roll (1984). I show that
the second-order autocorrelation for stock’s return isn’t necessary zero, by introducing the
probability of order persistence (i.e., a buy order following a buy order, or a sell order fol-
lowing a sell order) into Roll (1984).

Lin/Sanger/Booth (1995) found that the correlation between the probability of order persis-
tence and effective spread is negative on NASDAQ. I also found the same relation on JASDAQ
by using my model.
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