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Abstract

This study is an empirical investigation of the pricing efficiency of Malaysia's interest

rate futures contract, the 3-month Kuala Lumpur Interbank Offered Rates (KLIBOR)

futures contract. This article also examines several issues related to pricing efficiency.

The study spans the contract's entire 10-year history, June 1996 to June 2006. In line

with findings in other markets, we find a pre-ponderance of overpricing. Almost 80% of

the mispricing constituted overpricing of the futures contract. Mean overpricing was 8

basis points. Our results lend support to the hypothesis that there may be a ‘Futures

Habitat Premium’. Underpricing, though less frequent was of a larger magnitude and

had higher volatility. Even after adjusting for brokerage costs, most of the price

deviations were arbitrageable. We find the extent of mispricing to be dependent on the

trend and volatility of the underlying rate. Analysis of the impact of switch in Central

Bank target policy rate, away from the underlying asset of the futures contract, showed

higher pricing deviation post switch. Our examination of the interest rate

announcement effect showed the spot market to be more responsive and faster in
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reaction than the futures market. The magnitude of reaction to rate cuts appears to be

different at different interest rate levels.

Acknowledgement

The authors gratefully acknowledge Todi Kurniawan for his assistance.

Notes

 Futures Industry Association; www.futuresindustry.org

 See Cornell (1981).

 Malaysian Goverment Securities (MGS) future contracts of 3, 5 and 10 years maturity

were introduced in 2003.

 Taufiq et al. (2006), 17th AFA Conference Proceedings.

 Poskitt (1998) states that there is one limitation in this analysis, i.e. futures contract is

treated as a forward contract with daily settlement-to-market feature of a futures

contract being ignored. He argued that the limitation is justified since the expected

path of futures yield is unknown and the present value of the daily settlement-to-

market cash flows could not be determined. Thus, it is impossible to know if the futures

contract should trade at a discount or premium to an equivalent forward contract.

 Overpricing occurs when quoted futures price exceeds theoretical price and its

matching arbitrage strategy is cash and carry arbitrage strategy. Underpricing occurs

when theoretical price exceeds quoted futures price and its matching arbitrage strategy

is reverse cash and carry arbitrage strategy.

 For Rendlemen and Carabini (1979), quasi-arbitrage opportunity involves selling of

securities from an existing portfolio and the extent of mispricing allows trader to earn a

profit in excess of low-transaction cost. In contrast, pure arbitrage opportunity involves

short selling in the spot market and the extent of mispricing allows trader to earn a

profit in excess of all transaction cost. Elton et al. (1984) argued that unlike closing
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prices, high-frequency data could capture profit from intraday trades. Since

simultaneous transactions could not occur at the same time, intraday prices enable to

provide a realistic assumption at what price the trade is taken place. Thus, they found

the market is not perfectly efficient for pure arbitrage strategy.

 The rate cuts undertaken by the Fed following the September 11 attacks helped to

narrow the otherwise negative spreads.

 The announcement of 3 September 1998 which was made during trading hours (3.00

p.m.), this was necessitated by the capital controls imposed the prior day.

 Capital controls were in place, but exporters were delaying remitting funds back

home in order to take advantage of higher rates in US.

 The three increases were in the OPR rate.

 Note that in , overpricing is shown as plots below the zero mispricing line

whereas underpricing would have plots above the line.

 Cash and carry would be to reduce the 3-month KLIBOR futures and long the 6-

month KLIBOR spot. A reserve cash and carry would be the opposite.

 The 30-month period spans the period from the breakout of the crisis and imposition

of capital controls/moratorium on capitals outflows (September 1998) until the lifting of

the moratorium a year later.

 Since July 1998, BNM has publicly announced its interest rate policy.

 The exception was Thursday, 3 September 1998 when the announcement came

during trading hours, the announcement a week from the previous announcement.

 Chow and Brophy (1982) cited in Hegde and Branch (1985).

 See , overpricing on 2063 days, underpricing on 472 days.

8

9

10

11

12
Fig. 3

13

14

15

16

17

18
Table 2

Related research 

Recommended articles Cited by 

1

People also read

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://www.addtoany.com/share
https://www.informa.com/privacy-policy/


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/?utm_source=website&utm_medium=banner&utm_campaign=B004808_em1_10p_5ec_d713_footeradspot
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/
https://www.informa.com/privacy-policy/

