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Abstract : This paper explore the price

discovery process of the NTD/USD market.
We find that Taipei Forex Inc. play a more
important role than Cosmos Forex Inc. in
processing information of the NTD/USD
we find that this

market. Moreover,

phenomenon is more prominent when

NTD/USD market was intervened by the
Central bank of China. We conclude that the
price discovery process of NTD/USD rates is
bank

affected by liquidity and central

intervention.

Key words: Price discovery, NTD/USD rates
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This paper examines the price discovery
process in the NTD/USD market. There are
two brokerage houses for NTD/USD rates in
Taiwan, i.e. Taipei Forex, Inc. and Cosmos
NTD/USD rates are quoted

It is the

Forex, Inc.
simultaneously in both market.
purpose of this paper to explore whether
prices quoted in Taipei Forex Inc. is useful in
forecasting prices quoted in Cosmos Frorex
Inc.. or vice versa. We also try to examine
the reasons behind the price discovery process

of NTD/USD market.
= R

Price discovery is the process by which
heterogeneous private information or different
interpretation of public information is
incorporated into equilibrium asset prices
through trading in the markets. As such, an
asset’s unobservable effective value or

full-information value is reflected in the

transaction prices in the markets. Because
the observable prices could be distinct from
the full-information value, it is of our interest

to examine how the prices in different



markets contribute to the price discovery
The that

different markets have different information

process. literature  suggests
processing ability, although they are governed
by the same set of information. If the same
financial assets are traded in more than one
market, each market may have its unique role
All the

likely to contribute

in the price discovery process.
related markets are
differently to the price discovery process
because of their distinct liquidity, transaction
costs, leverage effects, restrictions, and
trade-off pattern between risk and returns.
Theoretically, market participants are more
likely to access and assimilate information in
markets where exhibit better liquidity, lower
trading  costs, less

greater  leverage,

restrictions, and more desirable risk and

returns trade-off pattern.

TR

To analyze the information role of the
three markets in the price discovery process,
we conduct the Granger causality test and
information share analysis (Hasbrouck, 1995).
The Granger causality test is a technique for
determining whether prices quoted in Taipei
Forex Inc. is useful in forecasting prices
quoted in Cosmos Frorex Inc.. The
information share analysis estimates the

information share of a market according to

that market’s contribution to the total variance
of the common random-walk component.
The information flow analysis is able to show
the portion of price discovery from different
markets and identifies the venue giving the

most informative trades. We find that Taipei

Forex, Inc. play a more important role in the
price discovery process in the NTD/USD

market.
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