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Abstract

According to thetheory of no arbitragetwo traded or synthesized instruments
with the same future cash flows should trade at the same price. Once the price become
different, the arbitrage opportunity arises, driving the price to normal if the market is
efficient. That is to say, investor senént has no influence on the market price and
the phenomenon of mispricing cannot be lasting in an efficient market. However,
many researchers have found phenomenon contrary toathigonal financiakheory,
such as the lasting deviation of prices frameir noarbitrage valuesthe effect of
small companies and the equity premium puzzles. So schadmnger assume that
investors are all rational, and combine psychology and beh#wemry with the
traditional financial theoryThey argue thgd e o pimvessnént decisions are affected
by their psychological and behavioral biases and they are not entirely rationafs What
more, they think that when an asset has been widely mispriced, the strategy to correct
this erroneous may be risky, so thaicls irrationalinvestor behavior could be a
systemic riskwhich influences assets price significardlyd cannot be eliminated by
arbitragers fully.

Financialfutures market has an important role of risk transfer, price discovery
and enhancing the markéquidity, which based on theorrectpricing of futures. It is
about three years since the foundation of our CSI 300 index futures market, and it
makes great sense to explore the operational efficiency of the naatte¢search
factors affecting theorrect pricing and thdikely ways they workAs we all know
having a better understandinghadw well financial marketvorkshelps in appropriate
designing and conducting of market mechanism rfarket managers which is
important to healthy development of rket; and it also helps investors to make right
investmentdecisiors so as to improve the effectiveness of the market.

This paper looks into the pricing bias of CSI 300 index futures during May 4
2010 and December™ 2012 By doing researchabout the statistical analysis of

pricing bias itself, and the regression and VAR model analysis of the relation between



pricing bias and market liquidity and investor sentimerg, found that there are
significant positive pricing errors in the future mket, which show some lasting
pattern. Explore the influence factors behind it, we found out that it is the investor
sentiment which plays most important role. Since there is selling restriction in stock
market in China, so the pricing bias of future markenfluenced by buying behavior

of noise traderamore especially during high investor sentiment pesio@hese
conclusions are still stand after several robustness testeans that the financial
market in our country is not efficient enougdiereare more noise traders than mature
investors in the market, artde arbitragers cannot reduce the impact on the market of
noise traders effectivelyvhich all meanghe market pricing efficiency needs to be

improved.

Key Words: Pricing Bias; InvestoBentiment; Market Liquidity;
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