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Abstract | The boom of ‘Taiwan Index Option’ (TXO) transactions has heeded us the research

deficiency especial on the topic of volatility index. We observed TXO and open market
with aims of first, to compare the predictability among volatility indices to real volatility
(RV); second, to verify the relationship between volatility indices and contemporaneous
market return; third, and to verify the relationship between volatility indices and future
market return. The yields of analyses from 977 transactions in period of April 1st, 2002 to
March 31st, 2006 tell that first, ‘VXO’ outperforms the ‘EGARCH’, ‘GARCH’, ‘VIX’ and
‘HV’ in predicting RV; second, a negative relationship between volatility indices and
contemporaneous market return was proved; and third, a negative relationship between
volatility indices and future market return was proved. We also found that first, the
transaction volume can heave the predictability of VXO and VIX on RV but worthless to
GARCH and EGARCH; second, an asymmetric relation was exhibited between VXO and
contemporaneous return; third, the transaction volume can heave the predictability of VXO
and VIX on future market return but of no avail to GARCH and EGARCH; and fourth,
VXO behaves as an ‘fear gauge’. These findings are valuable for investors’ reference.
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