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ABSTRACT

Most of the literature focuses only on how to extract the information from spot
options market. However, for the S&P500 index, for example, investors can process
volatility information by trading S&P500 index options and VIX options, or both.
Therefore, this article follows Holowczakm, Hu, and Wu (2014) to aggregate
information in option transactions and implements a regression model to test the proxy
of volatility information generated from S&P500 index options and VIX options. The
result shows there is a lack of sufficient evidence to indicate the volatility information
from the S&P500 index option has a significant predictive ability. Yet the volatility
information from the VIX option is meaningful.

The reason for the different results is possibly the type of informed traders in the
market. If there are much more price informed traders than volatility informed traders in
the market, to extract volatility information may face the potential interference. The
volatility information in S&P500 index option market may be interfered, but the
volatility information about S&P500 index realized volatility is extracted from the price
information of VIX options market. This is why information content of the S&P500
index option does not have the predictive ability, but at the same time information

content extracted from VIX option is significant.

Keywords : order imbalance ~ information content ~ volatility information
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£ | RAF R | THoLu | P rdk | BEL | KB | RXE
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