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This document is intended for general circulation and does not constitute an offer or solicitation to buy 

or sell any investment product(s). It does not take into account the specific investment objectives, 

financial situation or particular needs of any person. Investors should seek advice from a financial 

adviser before investing in any investment products or adopting any investment strategies. In the 

event that the investor chooses not to seek advice from a financial adviser, he/she should consider 

whether the product in question is suitable for him/her. The investment product(s) discussed herein 

are subject to significant investment risks, including the possible loss of the principal amount invested. 

Any examples provided are for illustrative purposes only. Past performance of investment products is 

not necessarily a guide to future performance. SGX and its affiliates may deal in investment products 

in the usual course of their business, and may at any given time be on the opposite side of trades by 

investors and market participants. 

 

Any statements or information expressed by other organisations are of the respective authors. SGX 

and its affiliates make no warranty as to the accuracy, completeness, merchantability or fitness for 

any purpose, of the information contained in this document or as to the results obtained by any 

person from the use of any information or investment product(s) mentioned in this document. SGX 

reserves the right to make changes to this document from time to time. In no event shall this 

document, its contents, or any change, omission or error in this document form the basis for any 

claim, demand or cause of action against SGX and/or any of its affiliates and SGX and/or its affiliates 

expressly disclaim liability for the same. 

 

In the event that the circulation of this document constitutes provision of financial advisory services, 

please note that SGX is an exempt financial adviser under the Singapore Financial Advisers Act 

(“FAA”) and is exempt from certain provisions of the FAA, when providing financial advisory services 

or making recommendations to accredited and/or expert investors, and overseas investors, as 

provided for under Regulation 34, 35 and 36 of the Singapore Financial Advisers (Amendment) 

Regulations 2005. 
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An Analysis of the Trading Opportunities between SGX MSCI Taiwan Index Futures and 

TAIFEX TAIEX Futures 

 

This paper aims to examine if there are arbitrage trading opportunities present between the SGX 

MSCI Taiwan Index futures (MSCI TW) and the TAIFEX TAIEX futures (TX). For arbitrage 

opportunities to exist, a mean reverting relationship between respective index futures prices have to 

be found.
1
 In this case, the one year correlation (September’08 – September’09) between MSCI TW 

and TX is found to be at 0.9951. This analysis draws on intraday data of both index futures obtained 

from Bloomberg for the period 17
th

 June 2009 to 15
th

 September 2009.  

 

This paper investigates the movements of intraday minute-by-minute closing prices of both index 

futures. It is observed that both index futures prices are found to be deviating from each other during 

different trading days. Thus, this suggests that there are potential trading opportunities to profit from 

the intraday movements of the respective index futures prices. As a result, a trading day (28/08/09) is 

chosen to demonstrate on how an investor might be able to profit from the intraday movements of the 

TX and MSCI TW index futures prices. Diagram 1 below, illustrates the movements of the prices for 

their respective index futures on 28/08/09.
2
 

 

         

 

 

 

                                                             
1
 For further details, please see Elliott, R.J., Van Der Hoek, J. & Malcolm, W.P., ‘Pairs Trading’ Quantative 

Finance,  5, 271-276. 
2
 Please see the Appendix for a detailed description on how both index futures prices are being calculated.  



 4 

An investor can adopt a profitable trading strategy through selling the higher valued contract and 

buying the lower valued contract when the gap between the futures prices are found to be large while 

buying back the higher valued contract and selling the lower valued contract when the futures price 

gap is found to be small.
3
 From diagram 1, it is found that the smallest and largest price gaps are 

found at 08:48am and 13:30pm respectively. Table 1 below, explains how the investor is able to 

implement the strategy.
4
  

 

Table 1: Description of the Trading Strategy Taken 

Time TX Price MSCI TW Price Actions Taken Costs Profits 

08:48am (Entry) 
US$203.19 
(NT$6,676) 

US$244.90 Sell 3 TX and Buy 5 MSCI TW -US$614.94 

13:30pm (Exit) 
US$205.41 
(NT$6,749) 

US$250.10 Buy 3 TX and Sell 5 MSCI TW US$634.27 
US$19.33 

 

At 08:48am, the investor will firstly sell three TX contract at NT$6,676 and buy five MSCI TW contract 

at US$244.90 Subsequently, at 13:30pm, the investor will then close out all positions when the price 

gap is found to have widen. Thus, he will then buy three TX contract at NT$6,749 and sell five MSCI 

TW contract at US$250.10. As a result, it can be observed that the investor is able to make a profit of 

US$19.33 if he was to execute the trading strategy as describe above.  

 

Alternatively, investors can also adopt this simple strategy at different periods within a trading day 

instead of profiting from the largest and smallest price gaps. From diagram 2, it can be observed that 

the index futures prices deviate from each other at certain periods in a trading day. Thus, this 

suggests that profitable trading opportunities might also exist. Diagram 2 and Table 2 illustrates the 

potential points of entries and exits that can lead to profits as a result of the deviating index futures 

prices within a trading day.
5
  

 

Table 2 : Description of Multiple Trading Opportunities on 08/07/09 

Time  TX Price  MSCI TW Price Actions Taken Costs  Profits 

9:01am (Entry) US$201.28 US$237.50 Buy 3 TX and Sell 5 MSCI TW US$583.66 

9:34am (Exit) US$200.37 US$236.00 Sell 3 TX and Buy 5 MSCI TW -US$578.90 
US$4.76 

9:37am (Entry) US$200.28 US$235.80 Sell 3 TX and Buy 5 MSCI TW -US$578.17 

9:57am (Exit) US$200.61 US$236.80 Buy 3 TX and Sell 5 MSCI TW US$582.17 
US$4.00 

10:28am (Entry) US$200.82 US$236.70 Sell 3 TX and Buy 5 MSCI TW -US$581.03 

1:33pm (Exit) US$201.22 US$237.90 Buy 3 TX and Sell 5 MSCI TW US$585.84 
US$4.81 

 

                                                             
3
 Elliott, R.J., Van Der Hoek, J. & Malcolm, W.P., ‘Pairs Trading’ Quantative Finance,  5, 271-276. 

4
 Please note that it is assumed that the trades are able to be executed at the best prices in that moment in 

time. In addition, the costs of transacting are not being factored in this analysis. The NT$/US$ monthly 

exchange rate is fixed at $32.86 for the month of August 2009. 
5
 Please note that these illustrations only show that the price gaps between TX and MSCI TW index futures 

deviate sufficiently for profitable trading. Investors should determine their own entry and exit strategies. The 

NT$/US$ monthly exchange rate is fixed at $32.87 for the month of July 2009. 
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In general, this paper investigates the movements of the SGX MSCI Taiwan Index futures prices and 

TAIEX futures prices across three months of intraday trading data. Subsequently, it is discovered that 

the spread between both index futures prices or price gaps are found to narrow and widen throughout 

different trading days. As a result, this paper shows that there are sufficient deviations between both 

index futures prices for potential trading opportunities in the intraday SGX MSCI Taiwan Index futures 

and TAIEX futures markets.   
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Appendix 

 

Calculation of the Standardized MSCI TW Prices 

 

 

 

Where  is the MSCI TW price standardized at interval i on 

trading day t. US$100 is the contract size multiplier as determined by SGX and  

is the traded MSCI TW price at interval i on trading day t. 1.7 is used as a factor to standardize the 

prices which is in accordance with the industry.   

 

 

Calculation of the Standardized TX Prices 

 

 

 

Where  is the TX price standardized at interval i on trading day t. 

NT$200 is the contract size multiplier as determined by the TAIFEX and  is the traded TX 

price at interval i on trading day t. The US$/NT$  represents the US$/NT$ 

exchange rate at trading day t and is sourced from the US federal reserve.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


