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Abstract

The predictability of the information content contained in option trading usually interests
investors, especially the information content of option trading during the periods prior to the
open and after the close of the stock market. By following Hu’s (2014) method, this research
investigates whether the order imbalance of TAIEX options traded during the pre-open
session and after-close session of the stock market possesses predictive power on subsequent
TAIEX returns. According to the empirical results, both the order imbalances of options
traded during the pre-open session and after-close session of the stock market positively
predict the future TAIEX return. Particularly, the marginal influence of option order
imbalance on TAIEX returns during the pre-open session are bigger than after-close session.
We also explore the predictability of order imbalances constructed by options with varying
moneyness and time-to-maturity. The empirical evidence supports that informed traders in the
TAIEX option market prefer to exploit their private information by trading high-leverage

options during the pre-open session of the stock market.

Key Words . Pre-open Session, Post-close Session, Option Order Imbalance, Price Discovery
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