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Abstract

Stock index futures market is usualy more sensitive to new information than spot
market theoretically and empirically, and may even speed up the response effect of new
information in spot market. In other words, there is a significant lead-lag relationship
between futures market and spot market. The purpose of this paper is to examine the
causality relationship between futures and spot market. By testing the daily closing price
and every-five- minute interval data during 1998/07/21 ~ 2002/01/18 with Unit Root test,
Cointegration test, Granger causaity and GARCH moddl, the lead-lag relationships
between futures and spot market of TAIFEX SIMEX Mi-TAIFEX and Electronic futures
relaively are tested. The results of empirica researches are asfollows:

1. Both futures and spot price are nongtationary time series.

2. Thereisalong-run equilibrium between futures and spot under Cointegration test.

3. We conclude from Granger causality examination that futures market leads spot market
by 5~15 minutes.

4. TAIFEX respondsto new information 5~10 minutes faster than SIMEX.

5. Electronic futures has sooner response to new information than TAIFEX with aleading
time of 5~10 minutes.

6. The empirica test with high frequency data can more precisely display the causality
relationship between futures and spot market.

7. Thereis a significant discrepancy between the conclusions from Granger causality and
GARCH modd.

Keywords Stock Index Futures, Unit Root test, Cointegration test, Granger causality,
GARCH model
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