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Option Spread Strategies with Relative Strength Indicator
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ABSTRACT

The purpose of this study was to identify the perfect timing
to enter and exit the Taiwan stock market by examining the daily
fluctuations in the market through the Relative Strength
Indicator (RSI), which is a technical indicator. This study also
employed four option strategies: bul/l call spread, bull put
spread, bear call spread and bear put spread, according to the
changes in an option s strike or exercise price, in order to
obtain reasonable returns in the options market. The research
data included the closing prices for the call and put options
on Taiwan stock index options (TX0), as well as the closing prices
for large-cap index between January 1, 2002 and December 31, 2009,

totaling 1990 days.
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The findings are as follows:

1. When the three-day RSI hit 50 and continued to rise after
exceeding the five-day RSI, the returns remained positive no
matter the bull call spread or bull put spread strategy was
adopted.

2. When the three-day RSI dropped below 50, and continued to
decline after sliding below the five-day RSI, the returns
remained positive no matter the bull call spread or bull put
spread strategy was adopted.

3. With the exception of transfer of a bull call spread option
position or bull put spread position ar 200 points,
post-position transfer strategies were Dbetter than
pre-position transfer strategies in general.

The empirical results of this study revealed that a balance
1S necessary between call/put buyers and sellers to stabilize
stock prices. Performing a RSI calculation by taking advantage
of the aforementioned characteristic along with option spread
strategies and position transfer strategy thus make 1t

practicable to conduct transactions in the options market.

Keywords : RSI ~ Taiwan stock-index options ~ Option Spread

Strategies
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