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transmission mechanism of stock price
movements across national stock. On the
other hand, previous studies have examined
the linkage and interactions of stock and
future market returns and found that the
future market, in general, leads the stock
market. This paper step furthers to
investigate whether foreign futures markets
significantly affect domestic spot-future
market interaction, which might be
particularly true for smaller markets that are
more heavily dependent upon larger foreign
leading financial centers. The empirical
frameworks within foreign and domestic
future-spot relationship may significant alter
the equilibrium between these markets and
have a direct impact on the dynamic risk
adjustment that occurs between these markets
interactions. The relationship suggests that
the active traders may be more relevant to
examine the foreign future price as an
indicator how domestic stock changes in the
future. This issue is potentially important,
however, there is currently very little research
pay aftention on this possible effect.

This project provides a quadvariate
simultaneous conditional heteroskedastic
model to examine the foreign and domestic
spot-future relationship in both price changes
and underlying price volatility. In contrast to
the traditional normal assumption, we
proposed a more general parametric approach
to allow the multivariate model based on a



flexible EGB2 (Exponential Generalized
Beta two) distribution, which incorporates a
more robust treatment of distributional shape
characteristics, such as fat tails, skewness and
high peakedness. This quadvariate GJR
GARCH-EGB2 framework is applied to
examine the spot-future interaction between
U.S. and Taiwan stock index markets, which
allow the U.S. and Taiwan local spot and
future traders put the foreign spot-future
markets into considerations.

Keywords @ (G)ARCH model, volatility
clustering, leptokurtosis, skewness, fat tails,
EGB2, leverage effect, spot-future,
multivariate, stock market, GIR.
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