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This paper employs the concept of threshold cointegration to
re-examine the arbitrage behavior and the price discovery in
Taiwan intraday stock index futures and spot market under different
levels of transaction costs. We Applying MVTAR (Multivariate
Threshold Autoregressive) model to investigate the dynamic
relationship between the Taiwan stock index futures and spot
market is the major contribution of this paper. In this paper, we find
that there exists a nonlinear relationship between futures and cash
indexes. Within the arbitrage bounds, the change in basis can affect
prices in cash markets and the change in the futures price leads the
spot price, thereby indicating notably the function of price
discovery in the futures market. While outside the arbitrage bounds
the influence of the change in basis on both futures and spot
markets is statistically insignificant. Besides. price discovery is not
evident in the furures markets. As a result, the bivariate model that
allows for dynamic interrelationship between futures and spot
prices is better than the traditional one in revealing both the price
discovery of futures and spot indexes and arbitrage behavior within
and outside the arbitrage bounds
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