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The study on the characteristics of the price discovery
role in the KOSPI 200 index futures
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Abstract

This paper examines the price discovery role of the KOSPI 200 futures index for its
cash index. It was used the intraday data for KOSPI 200 and futures index from July
1998 to June 2001. The existing preceding study for KOSPI 200 futures index was used
the data of early market installation, but this study is distinguished to use a recent data
accompanied with the great volume of transaction and various investors.
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We established three hypothesis to examine whether there is the price discovery role in
the KOPSI 200 futures index and the characteristics of that.

First, to examine whether the lead-lag relation is induced by the infrequent trading of
component stocks, observations are sorted by the size of the trading volume of cash
index. In a low trading volume, the long lead time is reported and the short lead time in
a high volume. It is explained that the infrequent trading effect have an influence on the
price discovery role.

Second, to examine whether the lead-lag relation is different under bad news and good
news, observations are sorted by the sign and size of cash index returns. In a bad news
the long lead time is reported and the short lead time in a good news. This is explained
by the restriction of “short selling” of the cash index.

Third, we compared estimates of the lead and lag relationships on the expiration day
with those on days prior to expiration using a minute-to-minute data. The futures-to-spot
lead time on the expiration day was at least as long as other days prior to expiration,
suggesting that “expiration day effects” did not demonstrate a temporal character
substantially different form earlier days. Thus, while arbitrage activity may be presumed
to be the greatest at expiration, such arbitrage transactions were not sufficiently strong
or pervasive to alter the empirical price relationship for the entire day.
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