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A Study of Arbitrage Issues for Applying
ETFs to Taiwan Stock Index Futures

YeEN-SeEn NI, CHau-Jiel CHI™

ABSTRACT

This research is to analyze if there are any arbitrage opportunities by trading Taiwan Stock Index Futures
and Exchange Trade Fund (ETF). The period of this research is from August 1, 2003 to December 17, 2003,
including five nearby futures contracts and 26190 materials intraday data. In spot stock, we adopt the ETF
which started to trade on June 30, 2003 —Taiwan Top 50 Tracker Fund (TTT).

This study try to probe into arbitrage chance, verify the performance of arbitrage, analyze the span of price
of arbitrage further with the view afterwards and try to work out the best arbitrage opportunities. The important
results are obtained as follows :

1.Without considering the transaction cost, the price basis of arbitrage is concentrating between 0 and 40.
After considering the transaction cost, it’s harder for the private investors to make a profit by price basis
between 0 and 40, but the corporations can still maintain good performance with little influence.

2.Within the studying period, no matter private investors or corporations have more opportunity and less risk
to invest and make a profit when positive price basis between 30 and 40. However, when there is a negative
price basis between 0 and 10, its more risky and probable for all to lose most money.

3.When transferring the transaction cost of the arbitrage into Taiwan stock Index Futures point, we
discovered that the transaction cost of the private investors is about 4 times of the corporations’. It is
difficult for private investors to beat the corporations on the performance.

4.Within the studying period, positive price basis is more probable to show up than negative ones. No matter
we consider the transaction cost or not, the price basis almost all fall between 0 and 40. However the bigger

the basis is, the less probable the price basis shows up. But when investors are over-optimistic or there is a

artificially interference to expand the positive price basis to more than 40, arbitrager can “Long arbitrage”.

As for December in this research, its can have good performance.

Keywords: arbitrage, transaction cost, exchange trade fund
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