Q_e“”&

;f Kobe University Repository : Kernel

R
S
4oge

PDF issue: 2024-06-06

An Empirical Analysis of Market Microstructure
in Gold and Platinum Futures

w3

(Degree)
Bt (BEF)

(Date of Degree)
2018-03-25

(Date of Publication)
2020-03-25

(Resource Type)
doctoral thesis

(Report Number)
FRE70975

(URL)
https://hdl. handle. net/20.500. 14094/D1007097

X YAVTFUVIIHRRZOEMBRTY, BEH - FEFEASE2RELCET, ZEEETROLNTVWREEANT. BUNICTFALCLEIW,

\j].\i\'l:lihl'['\'
AN



BXPAEOEE

B 4 % #
B K EHEFEEKR

i 2 B
An Empirical Analysis of Market Microstructure in Gold and
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For decades, a surge of investors have considered commodities as a
potential investment tool, especially precious metals. Gold and platinum
are traded on worldwide organized exchanges and platforms, and many of
them have extended their trading hours to include night sessions,
overlapping with each other. It is now common for different exchanges to
trade futures based on the same underlying commodity at the same time.
Using intraday prices data of gold and platinum, we calculate each
measures of microstructure characteristics (such as price discovery and
market liquidity), to investigate the contributions to price discovery
among three main markets of gold (COMEX, LBMA and TOCOM), also FX
futures contracts between U.S. and Japan; to examine the intraday
seasonality of informational efficiency, return volatility, trading volume
and market ligquidity in the platinum and gold futures markets on
exchanges in "i‘okyo and New York; and to analysis intraday relationships
between liquidity and arbitrage, and liquidity and price discovery in the

markets for platinum futures in Tokyo and New York.

In Chapter 2, we examine a multivariate VECM (vector error correction
model) to investigate the contributions to price discovery in gold futures
from the New York, London and Tokyo markets, also FX futures contracts
between U.S. and Japan. Two conclusions are implied by our results. First,
although pricing transmissions for gold futures contracts are rapid across
the three major gold markets, price discovery is still dominated by LBMA
among the three markets, and UK information appears to play a leading
role to the U.S. and Japanese markets during the sample period, because
of the dominance of London market as majo‘r trading center of gold with
largest volume. Second, for the gold futures and FX markets between U.S.
and Japan, both measures show that the COMEX dominate other two

markets in price discovery.

In Chapter 3, we investigate intraday seasonality in, and relationships
between, informational efficiency, volatility, volume and liquidity.
Platinum and gold, both traded in overlapping sessions in Tokyo and New
York, provide an interesting comparison because Tokyo 1is an
internationally important trading venue for platinum but not for gold.
Our analysis indicates 'that both platinum and gold markets in Tok);o are
dominated by uninformed trading, while there is evidence supporting
both uninformed and informed trading in New York. Separating global
trading hours into Tokyo, London and New York day sessions, we also find
that uninformed trading is more prevalent during the Tokyo day session
while informed trading dominates the New York day session for both
metals in both locations. This evidence suggests that futures markets for

the same underlying commodity on different exchanges have different

" microstructure characteristics, while both informed and uninformed

traders choose when to trade depending on market characteristies in

different time zones.



In Chapter 4, we use a SEM (simultaneous equation model) with the 3SLS
(three-stage least squares) to estimate intraday relationships between
liquidity and arbitrage, and liquidity and price discovery in the markets
for platinum futures in Tokyo and New York. Two conclusions are implied
by our results. First, an increase in arbitrage activity is associated with
a reduction in market liquidity imbalance between Tokyo and New York,
while an improvement in liquidity difference leads to increased arbitrage
profit. This finding provides support for the view that arbitrageurs tend
to ‘trade against temporary demand shocks and thus enhance market
integration and liquidity. Second, an increase in liquidity in one market
relative to another increase the contribution of that market to price
discovery, which implies that the market which provides better liquidity
will become more important in terms of price discovery. This impact
occurs within the same day session intervals. Conversely, an increase in
price discovery leads to improved liquidity, indicating that the market

which leads in terms of price discovery attracts more liquidity.
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