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Positive Feedback Trading across Taiwan Index Option and Cash Markets: An Analysis
of Implied Volatility Index and Open Interest
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Abstract

The article investigates the time-series and cross-correlation between the Taiwan index
option and the cash markets, and it uses the implied volatility index and open interest to
measure the price pressure in the options market. This paper finds evidence of a negative
1-5 days return on cash index are associated with an increasing in the open interest spread, i.e.
the difference between open interest of puts and calls, and the implied volatility of puts. This
suggests that it exists the positive feedback trading behavior across cash and options markets,
and the open interest spread and implied volatility of puts have some incremental information
regarding the price change in cash index market.
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1 VAR a
5 5 i
’ ’ 1
VAR: = = : o} IV, 1V, AV
R™=C"+Y afo,;+> BIR™ +v
i=1 j=1
Dependent jcx Dependent idx Dependent idx
Independen Ve R Independent Ve R Independent AlV R

Intercept -0.33*" 0.01* Intercept -0.26* -0.01 Intercept 0.53* -0.02
IVei1 -0.15* -0.00 Vo, s -0.14* 0.00 AV, 0.15* 0.03*
Ve -0.09* -0.00 Vo -0.21* 0.00 AlV,_, -0.00 -0.01
VAR -0.04 0.00 Vo, -0.10* -0.01 AV, 0.11* -0.03*
Vet g 0.00 -0.01* VA -0.06 0.01 AlV,_, 0.06 0.04*
Ve s -1.03* 0.05 IV s 0.69* 0.03 AV, g 0.39* 0.03
o -0.09 0.00 - -0.15 0.01 - 0.03 0.03

R% -0.16 0.03 R -0.39 0.04 R -0.09 0.03
R% 0.31 -0.05 R -0.12 -0.08* R -0.07 -0.08*
R 0.19 0.01 RI% -0.21 0.04 RI% -0.12 0.03

o -0.00 -0.00 i -0.00 -0.00 i 0.00* -0.00
R-square 0.127 0.028 R-square 0.111 0.019 R-square 0.57 0.027

a 1 5 2003/1~2004/12
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2 VAR a
5 5 .
AVol, =D'+ ) y/AVol,; + > 7/R% +« .
VAR: i=1 j=1 , AVol AOQI c AOI p AOI
: 5 5
id " " rpid
R*=D +Z7iAVOIH +277J R'fj‘ +v
i=1 j=1
Dependent id Dependent i Dependent i
AOI o
Independen ¢ R Independen AOT, R Independen AOI R
Intercept -0.10%° -0.00 Intercept -0.10* -0.00 Intercept 0.53* -0.03*
AOl¢, -0.08* -0.00 AOlc, 4 -0.14* -0.00 AOl, , 0.09* 0.05*
AOl¢, , -0.11* -0.00 AOl¢,, -0.14* -0.00 AOl, , 0.11* -0.02
AOl¢, 4 -0.10* -0.00 AOl¢, 5 -0.09* -0.00 AOl, , 0.04 -0.02
AOl¢, 4 -0.05 0.00 AOl¢, 4 -0.05 0.00 AOl, , 0.08* 0.03*
AOl ¢, s -0.84 0.04 AOl¢; 5 0.53 0.04 AOl, 0.33* 0.03
% 0.55 -0.01 % 1.45* -0.00 o 0.25% 0.03
' -1.02 0.05 ' -0.24 0.04 iox 0.01 0.03
R% -0.23 -0.06 R% 0.71 -0.06 R% 0.07 -0.07*
R% -1.90* 0.01 R% -2.11* 0.01 R -0.09 0.03
R% 0.01 0.00 R% 0.01 -0.00 R% 0.00* 0.00
R-square 0.041 0.018 R-square 0.061 0.012 R-square 0.546 0.026
a 2 5 2003/1~2004/12
b: AOI. =logQl,)-logOl.,,) AOl, =log(Ol,,)-logl,, ) AOI=0l, -Ol,, c*

5%

G002



=1 if 1V, >y +2std(o,)
R. =a+n min(D,0)c, +7*" max(D,,0)c, + & where k=12,...5 b o Ve IV, AV Dpi=-1 if IV, <g —std(o,)
=0, elsewhere
Dependent | intercept R, R, R, R, R, r?() | Dependent | intercept R R, R, R, R, r? (%)
| 00024 -001 - 00042 | o001
IVe (-013)  (:0.17) 0.24 Ve (105) | (053) 0.32
0.0001 0,03 0.0010 0.01
(0.00) (-0.26) 0.58 (0.17) (0.42) 0.20
0.0150 -0.09 -0.0044 004
(0.64) (-0.96) .09 (-0.72) (-1.07) L2
0.0170 012 -0.0050 -0.04
(0.50) (-0.89) 541 (-0.69) (-1.11) 1.36
-0.0061 002 | 010 -0.0093 -0.06 238
(-0.16) (0.11) (-1.18) (-1.46)
| 0002 -005 - 00039 | -0.00
Ve (-0.15)  (-143) 17.08 Ve 082 | (-0.10) 0.01
-0.0034 0,07 0.0030 0,01
(-0.15) (-1.36) 1560 (0.48) (-0.29) 0.1
-0.0018 0.07 0.0097 0.03
(-0.06) (-1.06) 1004 (1.34) (0.82) 0.84
0.0045 -0.09 0.0072 0.03
(0.16) (-1.42) 16.70 (0.89) (0.64) 0.52
015 (103 | 942 o1n (oay | 0
. | 0003 -0+ | 0003 | -0o01
AlV (-035)  (-2.26) 3169 | AlV (230) | (-0.45) 0.17
-0.0041 -0.15% 0.0036 -0.04
(-0.35) (-2.54) 37.02 (1.70) (-1.16) 110
0.0017 012 0.0016 -0.08
(0.11) (-1.67) 20.21 (0.56) (-1.92) 291
-0.0030 012 -0.0010 011
(-0.15) (-1.20) 11.52 (-0.28) (-2.19) 3.82
0.0022 013 | 1137 -0.0012 015 | 501
(0.10) (-1.19) (-0.31) (-2.76)
S ) 5 G 00312004712

5%




2005

4

(up)

1 =0+ KAOI™ +ov

AOI,"" = max(0, D;) x AOI,, where, D, ={

where k=12,...5

b

LifAOl, >= p,q + std(AQI)

0,elsewise
Dependent intercept R, R R, R R, r? (%)
variable 2 *
AOI ™ ('_01'9203 (_?6.0207‘; 031
oo 7 oo
(0692;)87) _(?'2922) 20.25
o o | s
M0l | Goe  (as 4006
c()f.zzsé) _(?'29;1;) 2590
(01'98127) _(?fgé) 1821
ooz o -
o | oo
E%%Z) ('_01'%627) 335
o o
o o
099 ooy | 0%
a4 (Rq,
Ry R 2003/1~2004/12 b:
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