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The Effect of Decimalization of U.S. Stock Market
on the Pricing Error.of Index Futures
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ABSTRACT

This paper examines the impact of the decimalization policy of stock market on January 29,
2001 on the mispricing of E-mini S&P 500 index futures and E-mini Nasdaqg 100 index
futures. It also probes into the factor influencing the mispricing of index futures. Observations
obtained from intraday S&P 500 and Nasdag 100 E-mini futures transactions and index value
data is divided into the following four groups of time series: (1) S&P 500 index stock and
E-mini S&P 500 index futures; (2) SPDRs:and E-mini-S&P 500 index futures; (3) Nasdag
100 index stock and E-mini Nasdag 100 index futures;«(4) QQQ and E-mini Nasdaqg 100
index futures. This paper considering the 'selected variables of Kurov and Lasser (2002),
involving decimalization, the volatility of steck index, futures traded numbers, and the days
leave expiration day. The results are as follows: (1) the groups that calculate the future theory
price by using stock index price, decimalization has significant negative effect on index future
mispricing. It support hypothesis one and hypothesis three of this paper; (2) the groups that
calculate the future theory price by using ETFs price, decimalization has significant negative
effect on the mispricing of E-mini S&P 500 index futures. It support the hypothesis two; but
the mispricing of E-mini Nasdaq 100 index futures increases apparently instead after the

decimalization, it doesn’ t accord with expectation. (3) Overall, the higher volatility of stock

index and the more days leave expiration day, then the index futures mispricing is apparent
larger, and the more futures traded numbers, the index futures mispricing is significant
smaller. However, there are some exceptions in the groups that calculate the future theory
price by using ETFs price.
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B B2 (s> AT SR
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FOEHRTIE G
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ETFs7 &-cnf &4 - mQQQ5 T 455 p 2 3 £ % + hETFs » SPDRsE = o

Fow £ A RE R L B A R B E A R AR KA

16



24 HEOLESAE LR KD

B i B T
e %> fhtdpich R i Pk #eb i 1 -

i£ gk i b A ¥ ¥ At | -
Fiegd= 4 | AMEX = 5% | AMEX | = i % TSR E RIS
PR SPDRs iIShares Select iShares

iShares | HOLDRS
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|Xt| =B, + Dy + B.Dy +B,CV, + B,FT, + BET, + z(pi |Xt—i | + & (3-2)
i1

He oo PRUHF LR FL28HE D L5 - Bam¥sk Da=021-0
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# 5.1 E-mini S&P 500 45 #cty i L F it At R AL A
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- FEp Mg AER
_ Ft_F*t °

t T St

24550 SHREA -
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