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lNtroauction

* Growing body of literature examine the magnitude
of the impact of foreign investor trading on host-
country returns

Nvest

on op’

'his study represents the first of its kind to
nvestl

gate the relationship between foreign
ments flow and host-country returns
lon market

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



lNtroauction

 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 Iinitiated by buyers to open new
positions as information variable.

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



Data

* [he options transections records providing:
1. ldentification 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

* [ndividuals Investors are the main participants

o AEIET

57 Indi In : Insti In = 3:1

Trading volume (contracts) Open Close

Buy Sell Buy Sell

Pul Call Put Call Put Call Pul Call
Average (no.) 9424 11,981 7827 10,277 7000 9406 8450 10,885
Domestic institutional investors (%) 6.04 3.19 8.52 8.69 8.93 8.78 5.67 3.37
Foreign institutional investors (%) 839 385 1.85 2.88 149 1.95 455 267
Individual investars (%) 50.10 67.72 48.82 39.42 43.96 35.79 40 .88 66.15
Market makers (X) 3547 25.23 40.82 49.01 45,62 5347 39,91 27.80




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
avallable 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



 Panel A: Categories of Moneyness
* Panel B:Categories of times to expiration

* Foreign Investor trade most activate in OTM option

Data

Table 2
Open-buy positions, by different option types and different classes of investors.
Variables Domestic institutional investors Foreign institutional investors Individual investors Markel makers

Call Put Call Put call Put Call Put
Panel A: Maneyness
Above 10% OTM 2.96 231 2.04 7.34 240 270 353 339
3-10% OTM 32.47 3533 39.63 45.23 28.91 30.55 32.88 3436
Near-the-money 61.19 59.47 56.96 46.29 66.87 65.63 58.15 58.82
3-10% ITM 3.18 2.70 1.24 0.98 1.79 1.09 5.08 3.24
Above 10% ITM 0.21 0.19 0.14 0.15 0.04 0.03 0.35 0.18
Panel B: Time to expiration
Under 30 days L&li4.48 75.71 53.11 55.77 84.02 87.28 79.01 77.79
30-59 days 4.74 23.59 36.24 32.98 15.34 12.23 18.85 1941
60-89 days 0.48 043 6.76 7.05 D.44 0.28 77 1.79
90-179 days 0.26 0D.22 2.28 231 D16 0.12 057 057
Above 179 days 0.03 0.05 1.62 1.90 0.04 0.09 034 044




Empirical Specitication

* Using the following regression :

Ritrr = a; + Bi Xyt +viControlyy + €44+
where
R represent TAIEX returns.

X represent the Information variable
Control represent the control variable

* |nformation variable (put call ratio combines
information of put and call volume):
=7

X, =
: Pii + Cy




Empirical Specitication

 Decomposing privative information

(which group of traders posses superior information )
DIs~ DI Fls~ FI Is I Ms M
Rip1 = o + 07 " Xy " + 0 "Xy "+ 67 Xy + 67 " X T+ €

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

M ~FIs&M
Rijv1 =a; + 8,7 X, °° + €it+1



Table 3

Predictability of the overall option volume.

Result

Rityr = o + B Xiy +viControly, + €it4+

+ 7 Days ahead

Open-buy put-call ratio

Open-interest put-call ratio

Slope coefficient

t-Statistic

Slope coefficient

t-Statistic

O ~d WU B WK =

36.30
—7.33
24.50
31.90
-23.10
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5.14,
50.90
~35.20
~16.20
1.20
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~37.40
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077
—-0.17
0.58
0.77
-0.70
—-0.68
—2.81
1.67
—2.58
-2.09
0.17
1.81
-132
—0.64
0.05
0.80
—0.67
—-0.67
—-0.40
—1.80

5.90
—-29.00
6.13
28.40
—-28.60
—-29.90

~84.90_
69.00_,

-108.20
—40.40
25.70
38.50
—-14.00
232
5.85
11.90
10.00

»

_87.20

-29.90
-19.30

0.14
-0.70
0.15
0.68
-0.6Y
-0.72
—2.05
1.66
—2.62
—0.97
0.62
0.93
-0.34
(.06
0.14
0.29
0.24
-2.11
—0.73
—-0.47

In aggregate case

* No predictability within
one week

 Leading 7,9,18 days
has predictability



Result

Foreign Institutional Investors provide strong
oredictive power

Table 4 Ripr1 = o + B X" + B XE " + B XS + B X5 + i

Predictability from plain regressions.

Intercept Domestic Foreign Individual Market R’
institutional institutional investors makers
investors investors

—0.93 24.60 - - 0.16

(—0.84) . (1.24) »

28.90 - 35.50 - - 0.71
(2.70) (2.31)
10.70 - - 3590 - 0.07

(—0.60) (0.81) ;

-21.60 - - - 47.00 0.35

(=1.54) - (1.86)

—-49.70 11.10 -36.20 111.30 58.40 0.87

(-1.22) (0.45) (-2.29) (1.53) (1.80)




Result

" Table 5
¢ Ad C CO n t rO | Va r | a b | e Predictability from foreign institutional investor regressions with contral variables.
. . Intercept Put-call  Dummy x near Volume R [ R?
tO fl.; rther IﬂVGStlgate ratio maturity put-call 1 l
. . ratio
fO re g N INvestors. 3430 | -50.100 | 46.00 - - - 1.68
(3.13) (=3.12) | (1.28]
31.80 -50.20 46.00 0.17 - - 1.68
(0.16) | (=3.11) | (1.28] (0.01)
. . . 34.90 -50.70 44,00 - -102.50 - 1.73
¢ FOrlegn | nStItUtlonal (3.16) (=3.15) | (1.22] (—0.54)
| . | | h 1.87 50.90 44.00 2.20 111.30 - 1.73
- (0.01) (-3.15), | (1.21] (0.17) (- 0.57)
nveStor Stl aS Str 49.80 35.50 - 1.38 - - 0.71
. (0.26) ., |(-2.31), (=0.11)
O n g p re d | Ct pOW@ r 29.20L —35.80 - - -6160 - 0.73
(2.72) (—2.32), (—0.34)
32.10 -35.80 - -0.19 -6080 - 0.73
(0.16),, (=2.32), (=0.01) (-0.32)
26.40 -31.70 - - - 539.00 0.94
e These control have  Gi |20 1.32)
. 31.20 —45.30 46.40 - - 619.00 1.95
(2.78) (-276) | (1.29] (1.35)
n O I m p aCt O n n eXt 58.10 -45.10 46.40 -1.79 - 626.20 1.96
(0.30),, |(-2.73), | (1.29] (-0.14) (1.36)
d ay ret U r n . 31.801“ —45.80 44,10 - —-121.50 640.00 2.01
(2.82) (-2.78) ) (1.22) (—0.64) (1.39)
25.60 —45.90 44,10 0.41 —123.10 638.60 2.01
(0.13) (-227) | (.22 (003) (-0.62) (1.38)
54.60 - 44,80 —3.38 —-83.30 919.00 D.88

(0.27) (1.23) (-0.25) (-0.42) (2.03)




Result

e The strongest information comes from NTM option.

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

Table 6
Preditamhzy with varyirg option leverage, by different investar classes

CONMEACT Type Damesric insrirrional invesers Forsign ‘nerinmionzl inwesrors Individia invesrare Marker makars
Intercept DPut-cell  Avz no. of Intercep:  TFut-call Avz 0o, of  Intercept  Put-call  Avg.no.of  Imtercept  Put-call Ave o, of
14liv (RTTRFTEE 1L wonlials 1eliv wwnlacts 1aliv conliacls
Panel A: Mcreyness
Adove 10% OTM 562 214 154 14.10 -1190 823 -1.28 7.94 1291 4.73 -2.54 48
(N58) (017), (C84)  (-NA2) (-0.15) (C.69) (061)  (-024d)
3105 OTM -13.9C 3200 1308 1€.10 ~1830 3053 0.20 £.85 14,752 -41.30 4320 LS
{~148) (2.18) (1.54), (-1.33),, 10.02) (C.35) (~1.93) (242)
Near-the-money 953 -15.20 2251 27.40 -36.10 3670 -20.90 €4.90 33207 -2.16 992 14474
(108)  (—o82) (3.14)  (-2.74) (-1.35) (1.63) (-0.18) (LAay)
3-10¥ ITM -051 16.80 133 -7.21 1760 171 —-2.57 12.70 768 4.86 —407 1023
{(-007) (1.43) [ -0.67) 1.01) (-0.39) (1.26) (0.69) (-033)
Adove 10X I'T™M 434 ~358 24 -£73 4120 32 6.54 052 5 242 1280 .12
(047) ( 0.20) [ (.62) 1.51) (1.14) (C.04) {0.39) (1.16)
Panel B: Tire o expirutiun - .
Under 30U days -5y <£1.00 3136 1%.90 — 2050 423> -11.59 3%.70 45,102 -16.30 339U 2J54%
{-055) (1.07) (2.02) (-147) (-0.55) (C91) (-1.24) (1.65),
30-59 cays 11.50 -1540 m 30.40 -39.10 2957 8.54 -2620 3044 -21.50 4190 5363
(130)  (-1.08) (293)  (-274) 032) (-1.03) (~1.88) (222)
60 89 days 367 1080 33 23,90 3360 92) 9.08 2C.70 265 BT 517 §3¢
(1¢8) (-0.79) (1.93) (=2.12) (1.19)  (-1.10], (0.63),  (-035)
Q0-179c3ys 143 - 1200 i4q 1.25% 195 i82 -11.30 i< %0 un 210 —-3960 202
(020) (-053) (C.11) (—-0.52) (-1.53) (2.43) (3.12),, (-309)
A>ove 179 days 10.1C 1430 18 4.94 —1440 352 3.2 C.26 46 25.50 -31.70 175
(DES) (0.56) (C34)  (-075) [0.38) (c.02) (2.63) (-231)




Conclusion

* Only foreign institutional investor has significant
oredict power in TAIEX option market

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



