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Abstract

Thailand Futures Exchange (TFEX) launched two new foreign exchange futures
on EUR/USD and USD/JPY on October 31, 2022, allowing investors to better manage
risk and speculate on exchange rate movements. Therefore, this study aims to examine
and compare liquidity measures between two new foreign exchange futures, namely
EUR/USD Futures and USD/JPY Futures, and to analyze the effect of new foreign
exchange futures on volatility in corresponding underlying asset spot markets and USD
Futures market. The analysis also includes the trading volume relationships among

foreign exchange futures.

Using the independent samples t-test to assess liquidity difference between
EUR/USD Futures market and USD/JPY Futures market, the overall results show that
liquidity is indifferent in market tightness and market resiliency. However, compared
with the EUR/USD Futures market, the USD/JPY Futures market is characterized by
higher persistency in market depth and market breadth but lower market immediacy
because of the availability of a large amount of orders and a vast number of traders
as well as the ability of the market to smooth trading. Moreover, this research uses
GARCH family models, including the GARCH (1,1) TARCH (1,1), and EGARCH (1,1) models,
to analyze the effect of the launch of new foreign exchange futures on volatility in
corresponding underlying asset spot markets and USD Futures market. The introduction
of new foreign exchange futures decreases volatility in spot exchange rates for
EUR/USD and USD/JPY by increasing the rate at which new information is incorporated
into underlying spot prices and decreasing the persistence of information. However,
there is no evidence of the effect on USD Futures market volatility. The use of Vector
Autoregression model of order 2 to examine the simultaneous relationships among
trading volumes of foreign exchange futures shows that their trading volumes are
positively dependent on own lagged values, especially in case of EUR/USD Futures.
However, there is a decrease in future trading volumes of USD Futures due to an
increase in current trading of USD/JPY Futures as a substitute product. In addition,
three foreign exchange futures are considered as substitute products by USD/JPY
Futures investors. The Granger causality test results also show that there is a bi-

directional causality between trading volumes of USD/JPY Futures and USD Futures.



Due to fewer number of transactions and market participants trading EUR/USD
Futures, TFEX should lower its trading fees and conduct public relations activities to
bring additional liquidity in the market. Moreover, TFEX should provide a complete
guide to using foreign exchange futures bundle strategies involving bundling together
multiple futures contracts to create a diversified portfolio that can help investors
mitigate foreign exchange risk and potentially enhance returns since investors currently
trade foreign exchange futures as substitute products. TFEX should also add new
foreign exchange futures so that investors can select a mix of foreign exchange futures
that align with their investment objectives and risk tolerance. In addition, the
introduction of new foreign exchange futures can improve the efficiency in

corresponding underlying asset spot markets.



