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The effects of option listing on the underlying stocks’ volatility and market risk
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Abstract

This study investigates the effects of option listing on the underlying stocks’ volatility and
market risk for the 5 firms, NAN YA Plastics corporation, CHINA STEEL, TSMC, UMC, and
Fubon Financial Holding in Taiwan stock market. For the market risk, our test results reveal
that TSMC ‘market risk did not change significantly, the market risk of Fubon Financial
Holding increased significantly. For the rest of other three stocks, our tests did not show
consistent results. Our tests showed that the volatility of all the 5 firms decreased significantly
after the option listing. Our empirical results support the market efficiency hypothesis and the

price discovery function of derivatives.

Keywords: stock; option; volatility; market risk
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