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Abstract

Though Taiwan Stock Index futures (TX) and Taiwan Stock Index Option (TXO) trade
the same underlying asset, their market characteristics which are different from the assumptions
of perfect market results the different volatilities calculated from these two markets trading
data. Since the informed traders tend to trade their asset in the market which with the lower
cost, it induces the inconsistency transmission for market information between different
markets. The purposes of this paper is to explore the price discovery abilities using the proxy
of volatility for three different markets including Taiwan stock market, TX, and TXO for
providing the information of predicting the next period of volatility.
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