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Abstract

USD Futures have been trading on Thailand Futures Exchange (TFEX) since
June 5th, 2012. The regular trading hours of USD Futures starts from 9:45 am — 4:55
pm. With the outbreak of the COVID-19 pandemic, USD Futures have shown significant
growth over the past two years due to exchange rate fluctuations. Since September
27, 2021 onwards, TFEX has added a night session for trading USD Futures, starting
from 6:50 pm — 11:55 pm. The launch of night session enables investors to manage
their foreign exchange risk more efficiently and to combine USD Futures and foreign
assets trading together. Therefore, this study aims to make a comparison of liquidity
and volatility between day session trading and night session trading and to analyze the

effect of extended trading hours on liquidity and volatility in USD Futures market.

This study conducts the dependent samples t-test to assess liquidity
difference between day session trading and night session trading using daily data from
September 27, 2021 to December 30, 2022. The results show the presence of lower
tichtness indicating higher transaction costs in day session trading than in night session
trading. However, market breadth and depth are stronger in day session trading than
in night session trading because of the ability of the market to smooth trading and the
availability of a large amount of orders in day session trading than in night session
trading. Due to high trading volume in day session, market is more volatile in day
session than in night session as measured by percentage change in high price and low

price.

This study develops Vector Autoregression model of order 5 (VAR (5)) to
examine the simultaneous relationships among five liquidity dimensions, namely
tightness, depth, breadth, immediacy, and resiliency. By adding dummy variable into
VAR (5) to capture the effect of night session introduction on market liquidity, the
empirical results show that market depth and breadth even stronger after a longer
trading session. Further, it is evident that current values of all liquidity measures are
positively dependent on one or two days of own lagged values. All liquidity measures
also respond quickly to their own lagged changes. Using Granger causality test, market

tightness and market breadth are interdependent. While market breadth and market



resiliency are both statistically useful in forecasting market immediacy, market
immediacy shows only the impact on market resiliency. Market depth is not useful in
forecasting other liquidity dimensions. It is also not significantly dependent on any of
the liquidity measures. Moreover, this research uses GARCH family models augmented
with dummy variable to analyze the effect of night session trading on the USD Futures
volatility. The GARCH (1,1) TARCH (1,1), and EGARCH (1,1) models are not radically
different from each other in their outputs. The empirical results indicate that the
launch of night session reduces the volatility of USD Futures. The TARCH (1,1) and
EGARCH (1,1) models do not show the existence of leverage effect. Therefore, GARCH
(1,1) model with the lowest AIC and SC values is chosen as the most appropriate

model in describing volatility.

Due to the positive effect of extended trading hours on market depth and
breadth, TFEX should consider a longer night session in line with other global futures
markets. Introducing night session increases the volatility of USD Futures so USD
Futures investors should adjust their hedge ratio more appropriately to manage risk.
TFEX should also increase its margin requirement. Due to low night session trading
volume, night traders should be aware of liquidity risk. TFEX should therefore lower
its night trading fees and conduct public relations activities to bring additional liquidity

in the night session.



