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Stock Price Model — The Effect of Arbitrage on Spot and Futures Prices —
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Abstract

This paper examined the effect of the arbitrage on the movement of the spot and futures stock
prices through some simulations that vary on the assumptions about the expectation of the
investor and about the amount of the arbitrage.

The results of the simulations indicate that the decline of the price is inevitable as long as the
expectations of the investors depend heavily on the price change information and they expect
decline of price when the price is beyond the certain level. In such situation, it will be important
to case the decline of the price and recover the price staying low level. In such sense, the
function of arbitrage of controlling the pace of increase or decrease in the price and of
recovering the price in low level can play an important part in the market. Therefore, it will be
desirable that enough arbitrage transactions is carried out rather than that the arbitrage is

restricted for reasons of avoiding the sharp decline of the price.
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X-AX1S=>TIME

Y-AXIS=>FP:F

Xmax= 15.0002
Xmin= Q

Ymax= 3.17549
Yoin= .323353

X-AXIS=>TIME

Y-AX1S=>BASIS:B
ZERO:0

Xmax= 15.0002

Xoin= 0

Ymax= 194402

Yoin=-3.65236E-02
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X-AXIS=>TIME
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Xmax= 15.0002
X¥nin= 0

Ynax= 2.14538
Ymin= ,311088

X-AXIS=>TIME
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X-AXIS=>TIME

Y-AXIS=>BASIS:B
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