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Positive Feedback Trading, Risk Spillover and Cascade

Effect

—— An Empirical Analysis of the Interactive Effects Between CSI 300
Stock Index and Futures Index

TIAN Shu-xi, QI Xiao-yuan, WU D1

(School of Business Administration, Northeastern University, Shenyang 110819, China)

Abstract: The VAR model and a series of ARCH models were used to test the
interactive effects between CSI 300 stock index and futures index in 2015. The
results showed that under the positive feedback trading quotation, the risk spillover
and fluctuating accumulation are formed between Shanghai and Shenzhen 300 index
spot market and index futures market, which recycle and intensify under the
constraint of liquidity, ultimately leading to the violent falling of stock indexes (i.
e. » cascade effect). The further analysis revealed that the important reasons for
forming the cascade effect are structural imbalance of market traders, imperfect
trading system., “herd behavior” of noise traders and delayed reaction of regulatory
measures.
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