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“A model of stock index security trading: information, volume and pricing,”

(Job market paper), 2000

“After-hour index trading and stock market movements,” 2000
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Hsieh, 2000
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Abstracts:

“A Model of Stock Index Security Trading: Information, Volume and Pricing”

This paper develops a model of trading in stock and stock index security markets in the
presence of transaction costs. With transaction costs, the trading decisions of informed
traders are endogenously determined by information endowment and security payoff
structure. We show that the price of the stock index security conveys more systematic
information than the price of the stock portfolio. In this model, arbitrage opportunities arise
because traders with different information trade strategically in different markets. Thus,
arbitrage activity not only is a mechanism of achieving market integration but also provides
information on the fundamental security value not reflected in the current security price. We
further demonstrate that the lead-lag relation between the index and the stock markets is bi-
directional. The direction of the lead-lag relation depends on the relative strength of
systematic and security specific information. The model generates rich implications on the
informativeness of index price, the causes and consequences of index arbitrage, and the
lead-lag relation between the index and the stock market. Consistent with the prediction of
the model, we present empirical evidence that index trading is more informative about stock

price changes than stock trading.

“After-hour Index Trading and Stock Market Movement”

This paper investigates the trading process and information content in the after-hour
index futures market. Using S&P 500 index trading data, we find that after-hour trades are
associated with significant price discovery. After-hour trading volumes are small, but they
are more informative than trades during the regular hours. We show that stock market
incorporates after-hour index price information very quickly and that the arbitrage
opportunities at the stock market open are short lived. More surprisingly, after-hour index
futures returns have strong predicting power on the subsequent regular hour index futures
returns and stock returns even after controlling the “stale” price problem. These findings
provide support on the efficient information transmission during trading sessions and
perfect integration of security markets. However, the question of why informed traders

trade in the after-hours when liquidity trading is low remains a puzzle.
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