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Abstract: Past empirical results show that the increase of trading volume of
futures contract will result in the increase of its leading position. This study



170 Impact of Spot Trading Activity orz the
Futures-Spot Relatioriship

investigates whether the change in the spot trades will have a reverse effect on the
price discovery capability of futures. The study period is from 2002/8 to 2003/3,
in which the relative changes in trading activities of three Taiwanese index spot
and futures systems provide the necessary five-minute intraday price data to test
the hypothesis. By employing ECM and EGARCH to explore the price discovery
and the volatility spillover for three spot-futures systems, this article finds that,
during the second study period, the leading capability of TAIEX index futures is
decreased, while those of electronic index futures and financial index futures are
increased. These results are coincident with the anticipations of the research
hypothesis. The empirical finding supports the hypothesis that the trading acti vity
of spot has impact on the price discovery capability of futures contracts.
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