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abstract

This paper compares long term equilibrium relation of KOSPI 200 which is underling stock
and its futures by using general method fractional cointegration instead of existing integer
cointegration. Existence of integer cointegration between two price time series gives much
wider information about long term equilibrium relation. These details grasp long term equi—
librium relation of two price time series as well as reverting velocity to equilibrium by obser—
ving difference coefficient of error term when it renounces from equilibrium relation. The
result of this study reveals existence of long term equilibrium relation between KOSPI200 and
futures which follow fractional cointegration. Difference coefficient, d, of ‘two price time series
error term’ satisfies 0 <d <1/2 beside bandwidth parameter, m(173). It means two price time
series follow stationary long memory process. This also means impulse effects to balance
price of two price time series decrease gently within hyperbolic rate decay. It indicates rever—
ting speed of error term is very low when it bolts from equilibrium. It implies to market
maker, who is willing to make excess return with arbitrage trading and hedging risk using
underling stock, how invest strategy should be changed. It also insinuates that information
transition between KOSPI 200 Index market and futures market does not working efficiently.
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