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Abstract

Since Chicago Board Options Exchange introduced the first index option
contract in 1983, index options have played a significant role in financial markets.
Though the trading history of Taiwan Weighted Stock Index Option (TXO) is
relatively short, the option has become one of the most successful innovative
instruments over the past few years, as its high trading volume indicates. Using
various no arbitrage conditions, including call and put spreads, call and put butterfly
spreads, and box spreads, this study examines the efficiency of Taiwan index options
market. The test results indicate that the option market is rather efficient. The
arbitrage opportunities significantly diminish when transaction costs are considered.
Transaction cost seems a critical factor influencing the appearance of arbitrage
opportunities.
Keywords. Market efficiency, Taiwan weighted stock index option, Arbitrage,
Spread
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200301 21,016 506 2.4077% 21,016 0 0.0000%
200302 28,280 6 0.0212% 28,280 0 0.0000%
200303 48,900 54 0.1104% 48,900 0 0.0000%
200304 139,648 1,169 0.8371% 139,648 2 0.0014%
200305 108,179 127 0.1174% 108,179 0 0.0000%
200306 145,063 3,231 2.2273% 145,063 0 0.0000%
200307 187,439 1,327 0.7080% 187,439 0 0.0000%
200308 151,686 641 0.4226% 151,686 2 0.0013%
200309 126,382 282 0.2231% 126,382 0 0.0000%
200310 149,220 1,670 1.1192% 149,220 0 0.0000%
200311 155,809 139 0.0892% 155,809 0 0.0000%
200312 160,251 139 0.0867% 160,251 0 0.0000%
200401 117,520 1,441 1.2262% 117,520 0 0.0000%
200402 104,393 1,112 1.0652% 104,393 0 0.0000%
200403 295,049 585 0.1983% 295,049 1 0.0003%

£y 1,938,835 12,429 0.6411% 1,938,835 3 0.0002%
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200301 10,100 4 0.0396% 10,100 0 0.0000%
200302 19,813 117 0.5905% 19,813 0 0.0000%
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200308 106,285 3 0.0028% 106,285 0 0.0000%
200309 108,921 71 0.0652% 108,921 0 0.0000%
200310 133,829 25 0.0187% 133,829 0 0.0000%
200311 126,477 521 0.4119% 126,477 0 0.0000%
200312 110,358 325 0.2945% 110,358 0 0.0000%
200401 94,199 1 0.0011% 94,199 0 0.0000%
200402 137,467 18 0.0131% 137,467 0 0.0000%
200403 228,636 3,014 1.3183% 228,636 27 0.0118%

£y 1,497,658 5,214 0.3481% 1,497,658 30 0.0020%
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200301 18,946 304 1.6046% 18,946 0 0.0000%
200302 29,784 145 0.4868% 29,784 0 0.0000%
200303 60,451 348 0.5757% 60,451 0 0.0000%
200304 184,055 28,131 15.2840% 184,055 0 0.0000%
200305 165,625 357 0.2155% 165,625 0 0.0000%
200306 236,526 2,696 1.1398% 236,526 0 0.0000%
200307 281,390 2,141 0.7609% 281,390 0 0.0000%
200308 213,412 791 0.3706% 213,412 0 0.0000%
200309 165,947 588 0.3543% 165,947 0 0.0000%
200310 189,382 952 0.5027% 189,382 0 0.0000%
200311 222,321 655 0.2946% 222,321 0 0.0000%
200312 219,651 251 0.1143% 219,651 0 0.0000%
200401 176,408 995 0.5640% 176,408 0 0.0000%
200402 135,473 972 0.7175% 135,473 0 0.0000%
200403 704,005 16,616 2.3602% 704,005 0 0.0000%
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200301 6,041 13 0.2152% 6,041 0 0.0000%
200302 19,718 108 0.5477% 19,718 0 0.0000%
200303 27,257 103 0.3779% 27,257 0 0.0000%
200304 138,751 26,520 19.1134% 138,751 8 0.0058%
200305 110,742 254 0.2294% 110,742 0 0.0000%
200306 138,634 554 0.3996% 138,634 0 0.0000%
200307 199,190 557 0.2796% 199,190 0 0.0000%
200308 144,491 433 0.2997% 144,491 0 0.0000%
200309 144,808 305 0.2106% 144,808 0 0.0000%
200310 305,267 381 0.1248% 305,267 0 0.0000%
200311 170,041 483 0.2840% 170,041 0 0.0000%
200312 117,658 183 0.1555% 117,658 0 0.0000%
200401 131,838 1,006 0.7631% 131,838 0 0.0000%
200402 199,497 1,246 0.6246% 199,497 0 0.0000%
200403 479,308 18,503 3.8604% 479,308 44 0.0092%

&3 2,333,241 50,649 2.1708% 2,333,241 52 0.0022%

13



55 B g ARG AN BRI A

. PR IR s b A4
K NEESE 'S GEMIES S R CNEESEM S BRI 'S R

200301 4,816 2352 48.8372% 4,816 0 0.0000%
200302 7,358 3480 47.2955% 7,358 0 0.0000%
200303 12,370 5626 45.4810% 12,370 0 0.0000%
200304 154,831 104,320 67.3767% 154,831 506 0.3268%
200305 114,941 59441 51.7144% 114,941 0 0.0000%
200306 195,307 119,992 61.4376% 195,307 0 0.0000%
200307 229,920 152,978 66.5353% 229,920 0 0.0000%
200308 159,871 93510 58.4909% 159,871 0 0.0000%
200309 204,081 118061 57.8501% 204,081 0 0.0000%
200310 243,130 151,734 62.4086% 243,130 0 0.0000%
200311 250,262 145349 58.0787% 250,262 0 0.0000%
200312 249,948 150115 60.0585% 249,948 0 0.0000%
200401 143,946 106,140 73.7360% 143,946 0 0.0000%
200402 172,470 103,962 60.2783% 172,470 0 0.0000%
200403 264,821 139,905 52.8300% 264,821 8 0.0030%

£y 2,408,072 1,456,965 60.5034% 2,408,072 514 0.0213%
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200301 4,816 2464 51.1628% 4,816 0 0.0000%
200302 7,358 3878 52.7045% 7,358 0 0.0000%
200303 12,370 6744 54.5190% 12,370 0 0.0000%
200304 154,831 50,511 32.6233% 154,831 0 0.0000%
200305 114,941 55500 48.2856% 114,941 0 0.0000%
200306 195,307 75,315 38.5624% 195,307 0 0.0000%
200307 229,920 76,942 33.4647% 229,920 0 0.0000%
200308 159,871 66361 41.5091% 159,871 0 0.0000%
200309 204,081 86020 42.1499% 204,081 0 0.0000%
200310 243,130 91,396 37.5914% 243,130 0 0.0000%
200311 250,262 104913 41.9213% 250,262 0 0.0000%
200312 249,948 99833 39.9415% 249,948 0 0.0000%
200401 143,946 37,806 26.2640% 143,946 0 0.0000%
200402 172,470 68,508 39.7217% 172,470 0 0.0000%
200403 264,821 124,916 47.1700% 264,821 0 0.0000%

&3t 2,408,072 951,107 39.4966% 2,408,072 0 0.0000%
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