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Using a unique data from the Taiwan Futures Exchange (TAIFEX), we directly
investigate the price impacts of index futures trading by different trader types to test
both information hypothesis and liquidity hypothesis of Schlag and Stoll (2005). We
find that the price impact of index futures trading of foreign institutions tend to be
permanent, which is supportive to the information hypothesis. In other words,
foreign institutions appear to have information advantage on the TAIFEX while the
source of informed trading in the index futures market is more likely to be the
market-wide nature. For domestic institutional traders, we show that the price impact
of their trading volume is temporary, suggesting a support to liquidity hypothesis.
Although the trading volume of individual traders tends to be supportive to liquidity
hypothesis, the results are less consistent in different sub-periods. We therefore
conclude that the information content of individual trading is mixed and noisy.
During our sample period, the TAIFEX cuts transaction taxes, which is a natural
experiment to allow us to further investigate the information role of each trader type
in the low-transaction-tax period. We show that the information hypothesis still
holds for foreign institutional traders, whereas domestic institutional traders become
much informative during the low-transaction-tax period.
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