
Do informed option investors 
predict stock return?Evidence from 

TWSE



Outline
• Introduction 

• Data 

• Empirical  specification 

• Result 

• Conclusion



Introduction
• Growing body of literature examine the magnitude 

of the impact of foreign investor trading on host-
country returns 

• This study represents the first of its kind to 
investigate the relationship between foreign 
investments flow and host-country returns  
on option market 

• In complete market, option trading should convey 
no additional information.



Introduction
• Barber et al.(2006) use TWSE transection data to 

demonstrate that individual investors were the main 
losers, foreign institutional invesotrs were the main 
winners. 

• Use option trades initiated by buyers to open new 
positions as information variable. 

• Investigate whether informed traders will choose 
OTM option,short-horizon option(for high leverage)



Data
• The options transections records providing:  

1. Identification of investors  
2. Strike price ,Time to Expiration  
3. Trading direction (B/S) 

• Data period covers 2001/12/21 ~ 2005/12/24



Data
• Open Buy Call is the highest 

• Individuals Investors are the main participants 

• 不算造市商 Indi In : Insti In = 3:1



Data
• Open buy Volume is the key variable in our 

examination of the information content of trading 
volume 

• Open-buy volume are calculated by.summing all 
available put and call 

• Then examine whether these four types investors 
tend to open-buy position, and if so ,which type of 
option they tend to use



Data
• Panel A: Categories of Moneyness 

• Panel B:Categories of times to expiration 

• Foreign Investor trade most activate in  OTM option



Empirical Specification
• Using the following regression :  
 
 
where  
R represent TAIEX returns.  
X represent the Information variable  
Control represent the control variable 

• Information variable (put call ratio combines 
information of put and call volume):  

Rit+⌧ = ↵i + �iXit + �iControlit + ✏it+⌧

Xit =
Pit

Pit + Cit



Empirical Specification
• Decomposing privative information  

(which group of traders posses superior information ) 

• Decompose various investor class into group of 
moneyless, time to expiration.
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Result

• In aggregate case 

• No predictability within  
one week 

• Leading 7,9,18 days  
has predictability

Rit+⌧ = ↵i + �iXit + �iControlit + ✏it+⌧



Result
• Foreign Institutional Investors provide strong 

predictive power 
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Result
• Add control variable 

to further investigate  
foreign investors. 

• Foriegn Institutional  
Investor still has str-  
ong predict power. 

• These control have  
no impact on next  
day return.



Result
• The strongest information comes from NTM option. 

• Domestic Institutional Investors also trade actively in 
NTM option,but their trade contain insignificant 
information



Conclusion

• Only foreign institutional investor has significant 
predict power in TAIEX option market 

• Informed trader provide the largest predictability in 
NTM option, middle horizon option.


