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Abstract: This paper selects two representative steel products, rebar and hot-rolled coils, to empirically examine the impact of
the steel futures market on spot price volatility and its underlying mechanisms. The findings are summarized as follows. (1) The
impact of the steel futures market on spot price volatility is influenced by market state factors such as the price discovery function
and tail risk. Specifically, the suppressing effect originates from the information transmission role of the price discovery function
during normal market operations, while the amplifying effect stems from the accumulation and contagion of tail risks in the futures
market. (2) In an environment of overcapacity, the tail risks in the steel futures market are closely related to product demand.
When demand surges, overly optimistic expectations from futures investors may lead to right-tail risks and the rapid rise in futures
prices induces increased spot price volatility transmitted through the price discovery function. (3) Due to the steady growth in
demand for rebar and its strong market liquidity, the rebar futures market exhibits a strong ability to mitigate tail risks, resulting in
a suppressing effect on spot price volatility. In contrast, the hot-rolled coil market faces greater demand uncertainty, a more diverse
range of products, and higher hedging difficulties, leading to a weaker ability to mitigate tail risks and an amplifying effect on spot
price volatility. It is recommended to emphasize the regulation of tail risks in the futures market, pay more attention to downstream
demand information, actively promote the establishment and improvement of coordinated regulatory mechanisms between the
futures and spot markets, and strengthen the inherent stability of the futures market.

Key words: volatility spillover between futures and spot markets, state dependence, price discovery, tail risk, product demand
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