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Since option contracts are not redundant and some financial puzzles have
been found to be related to asset return skewness, lottery-like characteristic of
options calls for the necessity of investigating the options returns. This study
employs nonlinear market models and investor sentiments to explain the intraday
behavior of Taiwan Stock Exchange Capitalization Weighted Stock Index (TAIEX)
options returns. The empirical results reveal that the nonlinear market model
cannot explain the intraday behavior of TAIEX option returns. Using the method
proposed by Bakshi, Kapadia, and Madan (2003), we calculate risk-neutral
volatility, skewness, and kurtosis as the proxy variables for investor sentiment. We
find that when investors are more panicked, the TAIEX option returns increase; by
contrast, when investors are more optimistic or the market soar atmosphere
increases, the returns on calls (puts) increase (decrease); when the market crash
fear increases, the returns of calls (puts) decrease (increase). In addition, during
the 2008 financial crisis, the influence of market panic dwindles but that of market
optimism rises. Meanwhile, the influence of the market soar atmosphere and the

market crash fear both increase sharply.
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