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Abstract

The study analyzes the relationship between the open interest of major institutional investors (i.e. Foreign
Institutional Investors, Investment Trusts, and Dealers) respectively with the volatility and basis of the Taiwan
stock index futures. Volatility is measured using both intraday and inter-day returns, where the intraday volatility
is calculated in three ways: realized volatility approach (RV), high-low prices approach (RHL), and
open-high-close-low price approach (RH). The basis is applied to measure the price efficiency of stock index
Futures.

The empirical results for all three intraday volatility measures indicate that index futures’ volatility increase
with the market participation of Foreign Institutional Investors, particularly when increasing participation in long
positions. Although the intraday volatility increases with the market participation of Foreign Institutional
Investors, the inter-day volatility results show that volatility decreases with the market participation of Foreign
Institutional Investors. As for the basis (in absolute value) results, a higher market participation by Investment
Trusts leads to a decrease in price efficiency, especially when increasing participation in short positions. Overall,
the market participation by Foreign Institutional Investors increases the intraday but reduces the inter-day
volatility of index futures’ prices. However, the market participation of Dealers increases index futures’
volatility, irrespective of intraday or inter-day volatility being applied. Finally, the market participation by
Investment Trusts has a negative effect on price efficiency. There is no evidence showing that the participation of

Foreign Institution Investors and Dealers reduces price efficiency.
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