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This paper examines the return behavior surrounding oplion introduction for a sample
of 331 firns with option listings from 1983 10 1990. Using a longer iest window and
a sample that comprises exclusively post-1980 listings, our lesis are better able to
capture the information environment effect of option trading. In contrast to prior
studies. this paper shows a significant reversal in price behavior surrounding option
introduction. In particular, our results indicate that positive cumulative excess returns
begin at least 100 days prior to the option introduction day. Starting from day -3 rela-
tive to introduction, however, the price behavior is dominated by a series of negative
cacess returns. The cumulative excess returns continue to drift downward for at least
100 days after the introduction day. In addition, the price effect is accompanied by an
increase in trading volume.

INTRODUCTION

This study reexamines the return behavior around option introduction using a differ-
ent set of option listing data and provides new evidence on the price effect associated with
option introduction. Prior studies concerning the price effect of option trading primarily
usc samples of option listings before 1980, Firms listed before 1980 are typically larger
firms with call-only options at initial introduction. Given that trading on put options
provides an even cheaper alternative of shorting stock and that large and small firms are
associated with different information environments (see, ¢.g., Atiase, 1980 and 1985),
will the price effects of option introduction documented in prior studies occur for firms
with option listings after 1980? In conirast to prior studies (e.g., Conrad, 1989; Kim and
Young, 1991), this study uses a longer window around option introduction to examine
price effects. Because prior rescarch suggests that option trading leads to an overali
improvement in the information environment and changes in the information envi-
ronment are likely to occur on a gradual basis, using a long test window may better cap-
ture the association hetween option trading and informational effects. Thus, the purpose
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of this paper is to investigate the generality of previous research regarding the price
behavior around option introduction using a longer test window and a sample of post-
1980 option listings,

Based on a sample of 331 firms with option listings between 1983 and 1990 we find
that the price performance is significantly different before and after option introduction. In
particular, positive cumulative excess returns begin at least 100 days before the introduc-
tion day, and significant excess returns are found in intervals (-23, -14) and (-13, -4) rela-
tive to introduction, Starting from day -3 relative to introduction the price behavior is
dominated by a series of negative excess returns. The cumulative excess returns continue
to drift downward for at least 100 days after the introduction day. Our results indicate that
if an investor had taken a short position in the underlying security immediately after the
introduction day, excess returns of approximately 3 percent could have been earned during
the 100 day interval after introduction. This evidence may suggest a (rading strategy that
can be created with option listing. The price effect is accompanied by an increase in trad-
ing volume after option introduction. Both retum variance and systematic risk of the
underlying stocks, however, do not appear to be affected by option introduction.

The negative price effect documented in this study is consistent with research by
Miller (1977) and Figlewski (1981). They both suggest that circumventing short sales
bartiers by option trading would enable traders with pessimistic information o incorpo-
rate their beliefs into security prices, which could drive down the prices of underlying
securities. On the other hand, the positive excess returns observed prior to option
introduction are consistent with the following scenario: Prior research (see, e.g., Black,
1975; Cox and Rubinstein, 1985) suggests that option markets may increase investors’
incentives for private information acquisition. Market participants are likely 10 know
what options will be listed before the listing day (e.g., The Wall Street Journal may
announce this information several days before options are introduced). As a result, a
greater amount of private information could be produced and revealed in the market prior
to option introduction. Although the new information itself should not cause a systematic
price effect, good news would more easily be impounded into security prices before
options are traded. Investors with bad news may not be able to trade on their negative
private information immediately due to shon selling restrictions that exist before the
trading of options. This may explain why a positive price effect is observed prior 10
option introduction.!

BACKGROUND AND MOTIVATION
THEORETICAL LITERATURE

Prior research suggests several possible effects of option listing on the price behavior
of underlying securities. First, option listing may be associated with a positive price
effect because the presence of options is likely to increase investors’ trading opportunities
beyond those available in the stock alone, Black (1975) and Cox and Rubinstein (1985)
indicate that options offer particular advantages to informed traders because of additional
leverage, smaller margin requirements, and fewer trading restrictions in option markets.

! Conrad (1989) also suggests that, under cenain conditions, a posilive price effect may be associated wilh the
new information impounded into the market.
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Research by Ross (1976), Merton ef al. (1978), and Hakansson (1978, 1982) suggests
that options may expand the returns space and allow the capital market (0 become com-
plete. Option markets also provide additional dimensions of information beyond those
provided by stock markets. Grossman (1989) argues that the option price serves as an
additional observable statistic through which uninformed traders may infer the private
information of informed traders. Jennings and Starks ( 1986), Skinner (1990), and Ho
{1993) provide empirical evidence consistent with the argument that the availability of
options increases incentives for private information acquisition. Thus, option trading may
tead 1o an overall improvement in the information environment where the welfare of pre-
viously restricted traders (especially informed traders) would be improved.

Second, there are arguments that option trading may lead to a decline in the price of
the underlying security. One set of these arguments is drawn from the short selling litera-
ture. Miller (1977) argues that asset prices are biased upward by imposing short selling
restrictions. Once short selling restrictions are imposed, less negative information is
mpouaded into prices because investors with relatively pessimistic price expectations are
constrained to trade on their information. Jarrow (1980) extends Miller’s argument and
shows that with homogeneous beliefs for the covariance matrix of future prices, short sale
constraints will increase asset prices. In related work Figlewski (1981) finds empirical
cvidence suggesting that asset prices are (oo high relative to a market with no short sell-
ing restrictions. As the availability of options results in a reduction of short sale con-
siraints in the stock market, the Miller-Jarrow-Figlewski analysis suggests that option
introduction will be associated with a price decline. After options are (raded in the market,
more pessimistic information would be impounded into the security price and, therefore,
the price would fall,

Finally, Diamond and Verrecchia (1987) predict no price effect associated with easing
short sale restrictions via option introduction. Under their rational expectations model,
although option trading may reduce short selling costs, investors would consider trading
constraints in forming their expectations and correctly estimate the relatively pessimistic
information before option introduction. Thercfore, there would be no syslematic price
effect associated with option introduction.

EMPIRICAL EVIDENCE

Previous empirical research on the price behavior around option listing has produced
mixed results. Branch and Finnerty (1981) document a positive price effect in the 47
weeks prior (o the option listing announcement and a further price increase during the first
five weeks after the announcement. Both Whiteside et al. (1981) and Conrad (1986,
1989), however, find no evidence of predictable price performance during the announce-
ment period. While finding no significant price effect associated with announcement of
option trading, Conrad (1986, 19%9) indicates that positive excess returns are observed in
the five days around introduction of option listing and that cumulative excess returns
remann for at least 30 trading days after introduction, Conrad (1989} indicates that her evi-
dence is consistent with “the net increase in demand occurring only at introduction due to
an inventory buildup on the part of (hedging) dealers and floor traders.” Kim and Young
(1991) indicate that the cumulative excess returns rise 1.4 percent in the ten days around
the introduction of call options, but find no evidence of significant price reaction to put
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trading commencement. DeTemple and Jorion (1990) also find a significant price increase
in the two weeks sarrounding the option listing date.

Prior empirical research also examines whether option trading is associated with
changes in stock price volatility and firms’ systematic tisk. Klemkosky and Maness
{(1980) find no significant changes in beta and total risk of underlying securities from the
pre- to postlisting period. Whiteside ef al. (1983) show evidence of a slight decrease in
equity beta after option listing. On the other hand, Skinner (1989), Conrad (1989), and
DeTemple and Jorion (1990), employing a larger sample from a relatively longer period,
indicate that return variance declines with option introduction but that systematic risk
(beta) is unchanged. Evidence regarding the impact of option listing on trading volume is
also mixed. Whiteside er al. (1983) find no significant change while Hayes and
Tennenbaum (1979), Bansal et af. (1989), and Skinner ( 1989) document an increase in
volume.

MOTIVATION OF CURRENT STUDY

The current study reexamines the price behavior around option introduction using a
longer test window and a different set of option listing data. The extant evidence 18
inconclusive because most prior studies use samples of option listings before 1980 and
because prior studies primarily employ a short window when testing the price effect
surrounding option introduction.? Different price effects may be observed using a longer
test period and post-1980 options, First, prior research suggests that option wrading creales
additional incentives for investors to cotlect private information, which in turn leads to an
overall improvement in the information environment. This improvement is likely to
occur on a gradual basis. For example, although we predict that firms will be followed
more closely after option trading, we do not expect the number of financial analysts
and/or institutional investors to suddenly increase at the time of announcement or
introduction. It would be more likely to see that number increasing gradually. Therefore,
we believe that a longer test window is better able to capture the association between
option trading and changes in the information environment.*

Second, firms with option listings after 1980 are relatively smaller firms. Prior
research (see, .g., Atiase, 1980 and 1985: Freeman, 1987 Collins e/ al., 1987) suggests
that large and small firms are associated with different information environments,
Consequently, the potential information effects {(either positive or negative) associated
with option trading for large firms may be different from thosc for small firms. in

2 Branch and Finnerty (1981) examine option listings from 1973 1o 1977, Whiteside e al. (1981) randomly
select 35 stocks with option listings between 1973 and 1977 Klemkosky and Maness (1980) examine 103
securities with options listed on the Chicago Board of Options Exchange (CBOE) and the American Stock
Exchange {AMEX) from 1973 to 1975. Conrad {19%6) examines the issue using a sample of 96 firms listed on
either the CBOE or the AMEX between 1974 and 1980. Although Conrad's sample includes options listed in
1980 and her results indlicate no difference in price behavior for the pre-1980 and 1980-only samples, only 15
firms are incloded in her 1980-only sample. Kim and Young (1991) use the post-1980 option listing data;
however, their results are based on a much shorter test window. (They look at a 20 day window centered on
oplion introduction.}

* Many prior studies concerning the relationship between option trading and changes in the information envi-
ronment also employ a long window test. For example, Skinner (19903 finds that the number of analysts fol-
lowing firms increases after option lisling by examining the period extending 12 months before listing to 12
months after listing. In a related study, Ho, Hassell, and Swidler (1995) look at an 11 month window sur-
rounding option introduction to examine the accuracy of analysts’ forecasts before and after option trading.



QIBE, AUTUMN 1997, VOL. 36, NO. 4 43

addition, both Stoll and Whaley (1983) and Amihud and Mendelson (1986) find that the
costs of transacting in small firm stocks are relatively higher. If short selling costs are
also negatively related to firm size, the price effect associated with option introduction
{resulting from the reduction of short sale restrictions) may be more significant for firms
listed after 1980.

Finally, the post-1980 listings have both put and call options, while the pre-1980
listings are largely call-only listings. As indicated in Conrad (1986), “it is possible that
the cost of shorting through writing calls is not significantly cheaper than shorting the
stock itself. However, it would be difficult to argue that buying a put is equally as costly
as shorting the stock, as the only margin requirement is the cost of the put.” Thus, the
costs of shorting the underlying stock would decline more significantly after option trad-
ing if both puts and calls are available. This implies that the price effect associated with
option introduction may be more pronounced for the firms with option listings after
1980

It remains an open empirical question whether the results observed in prior studies
may be extended 0 post-1980 option firms if we focus on a long window test.?

DATA, SAMPLE, AND METHODOLOGY

To examine the return behavior around option introduction, we define the introduc-
tion event period as the five day window (-3, +1) where day 0 is the option introduction
day.5 To better capture the information environment effect, we examine return behavior
up to 100 days before and after the event period. Return performance is measured using
daily raw returns, daily market-adjusted returns, and daily excess returns. Market-adjusted
returns are computed by subtracting equally weighted market returns from raw returns,
Lxcess retumns are obtained from the CRSP excess return file ¢

We construct a sample of firms that had initial listings on the CBOE, AMEX,
NYSE, Pacific Stock Exchange, and Philadeiphia Stock Exchange from 1983 to 1990,
The sample includes 679 firms initially. Several selection criteria are imposed to yield the
linal sample: (1) 226 firms are climinated due to the lack of returns information on CRSP
Jaily return files; (2) 21 firms are deleted because of no precise introduction dates; (3) 101
firms ar¢ dropped because they do not have complete daily returns available during the 205
day return cumulation period. Our final sample contains 331 firms.

We also examine whether the variance of security retums changes after option intro-
duction, whether firms’ systematic risk changes after introduction, and whether trading
volume changes after introduction. For the variance test, we first compare the mean and
median of the standard deviation of daily raw returns before and after the option introduc-
tion date. Because Skinner (1989) points out that any observed change in variance sur-

* Our option sample differs from those in prior studies in anather respect. The sample firms included in prior
studies are primarily those firms with options listed on CBOE and AMEX. Our sample, however, comprises
frrms listed on the CBOE, AMEX, NYSE, Pacific Stack Exchange, and Philadelphia Stock Exchange. There is
o a priovreason that oplion trading price effects would differ for different option exchanges.

* Because Conrad (1989) finds a positive effect during the five day mterval (-3, +1), we employ this interval
ax the mtroduction evem window to enhance comparisons with her studies,

® The excess relurns from the CRSF excess return file are residual returns from the one factor market model.
Specifically, each firm is assigned 1o a group of firms with similar market-mode! betas. The portfolio beta is
then used for all the firms in the same portfolio 1o compute the residuals.
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rounding option introduction may be explained by contemporaneous changes in market
volatility, we also compute a market-adjusted variance measure by dividing the standard
deviation of raw returns by the standard deviation of the equally weighted market returns.
For the systematic risk test, the market-model beta is estimated over each 100 day period
(before versus after the introduction event window) using daily raw returns. Finally, we
compare percentage trading volume before versus after option introduction. The percentage
trading volume is calculated as the average daily number of shares traded divided by the
average number of shares outstanding. The average number of shares outstanding is the
average across the beginning and ending option introduction year. The information regard-
ing the number of shares traded (outstanding) is obtained from the CRSP {Compustat)
tape. There are four cases in which both the beginning and ending number of shares out-
standing cannot be identified from the Compustat tape.” As a result, the sample size is
reduced to 327 firms in the trading volume test.

EMPIRICAL RESULTS

Panel A of Table 1 presents the results of return performance before and after option
introduction. The mean excess return across sample firms for the 100 day interval before
introduction is 4.1 percent versus -3.4 percent for the 100 day interval after introduction,;
the difference is statistically significant at the 0.01 level with a two tailed t-test. The dif-
ference in median excess return is also significant at the 0.01 level using a Wilcoxon test
(5.1 percent before introduction versus -1.8 percent after introduction). The results based
on market-adjusted returns portray similar patterns. The mean market-adjusted retum
declines from 4.9 percent before listing Lo -3.1 percent after listing, a difference that is
significant at the 0.01 levet. The difference in median market-adjusted return is also sig-
nificant at the 0.01 level. The test using raw returns exhibits similar results. Thus, the
results indicate that the price performance is significantly different before and after option
introduction. The price decline after option introduction is consistent with the Miller-
Jarrow argument—easing short selling constraints by introducing options on underlying
securities allows more traders with negative private information to impound their infor-
mation into (he sccurity price, which in turn causes the price t decline.

Panel B of Table 1 reports the results of the variance test. The mean (median) stan-
dard deviation of daily raw returns before listing is .0224 (.0206), and the mean (median)
standard deviation of daily raw returns after listing is .0235 (.0207). The difference in
mean is weakly significant at the 10 percent level, but the difference in median is not sig-
nificant at any conventional level. Panel B also indicates that the standard deviation of
daily excess return is the same before and after option listing (mean of 0202 versus
0207; median of .0186 versus .0191).# The mean market-adjusted variance slightly
increases from 3.708 before listing to 3.726 after listing, although the median vanance
slightly declines from 3.552 before listing o 3.344 after listing. None of these differences

7 If the beginning or ending data are missing, only one data item is used as the average.
% We also consider the residual variance from the estimated market model. The results show no decline in the
variance after option listing.
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Table t—Comparison of Return Performance, Return Variance, Be_la,
and Trading Volume for the 100 Day Interval Before and After Option
Introduction Event Window

Significance Tests

Mean Median for Difference
P-Value P-Value for
Before After Before _ After for t-test  Wilcoxon Z
Panel A: Return Performance
Lixcess Return 041 -.034 {051 -.018 0.01 0.01
Market-Adjusted Return 049 -.031 050 -.006 0.01 .01
Raw Return A03 002 095 039 0.01 0.¢1
Panel B: Return Variance
Std. of Daily Raw Return 0224 0235 0206 0207 0.08 0.50
Std. of Daily Excess Return 0202 0207 0186 0191 0.25 0.62
Market- Adjusted Variance 3708 3726 3.552 3.344 0.85 0.87
Pane{ C: Systematic Risk
Market Model Beta 1.435 1.434 [.417 1.345 0.97 075
Panet D: Trading Volome
Percentage Trading Volume 0037 0044 0029 0031 0.01 Q.01
Std. of Trading Volume 0039 0042 0026 0027 0.20 0.40

I'he introduction event window is defined as (-3, +1}, where the day 0 is the introduction day. The periods
before and after the introduction event window contain 100 trading days each. The excess return is from the
CRSP excess return file. The market-adjusted return is the daily raw return minus the daily equally weighted
market return from the CRSP daily return file. The market-adjusted variance is the standard deviation of the
raw return divided by the standard deviation of the equally weighted market return of the same period. The
heta is estimated using a one factor markel model with 100 daily returns and the equally weighted market
index from the CRSP file. The percentage trading volume is the average daily number of shares traded
divided by the average (actoss the beginning and end of the period} number of shares outstanding

1s, however, significant at any conventional level. Thus, the volatility of security returns
does not change with option listing.

Panel C of Table 1 reports sample firms’ beta coefficients for the 100 day interval
hefore and after the introduction event period. The results indicate that both the - and
Wilcoxon tests fail 10 reject the nyll hypothesis of no difference in betas before and after
option listing. The mean (median) OLS beta before listing is 1.435 (1.417), while after
listing it is 1.434 (1.345), This evidence is consistent with both Skinner (1989) and
Conrad (1989), although they employ different procedures to estimate beta ?

Panel ID of Table | reports the percentage trading volume surrounding option listing
tor the 327 sample firms with volume data available. The results indicate that the mean
daily percentage trading volume is .37 percent before listing versus .44 percent after list-
ing, an increase of 19 percent that is significant at the 0.01 level with a two tailed t-test,
The increase in median is also significant at the 0.01 level using a Wilcoxon test. This
evidence is consistent with Skinner (19589). Although trading volume increases after list-
ing, panel [ provides no evidence of a significant increase in volatility of trading volume
after listing.

¥ Conrad (1989) estimaic_s betas using the Scholes and Williams {1977) techmique, while Skinner {1989)
employs the method used in Fowler and Rorke (1983).
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Table 2—Comparison of Return Performance Before and After Option
Introduction Using Ten Day Intervals

Excess Return Cumulative Excess Return
Mean Median Mean Median
Panel A: Before Listing Period
(-103, -94) 00385 00629H# 00385 006294
(-93, -84) 00159 -00188 00545 .00621#
(-83, -74) 00602* -00108 01147+ 0112744
(-73, -64) 00370 -.00334 D151+ 0126444
(-63, -54) -.00110 -.00728 01407 00787
(-53, -44) .00358 00120 01765%+ 016971H#
(-43, -34) 00220 -.00165 05985+ 0173843
(-33, -24) 00506 -.00083 02491%* 0112644
(-23, -14) 00876** 0073384 03366%++ O3 1B7###
(-13, -4) 00702+ D06TRHE 04069+ 05 1184##H
Panel B: After Listing Period

(+2, +11) -, 00255 00686 -.00255 00686
(+12, +21) -.00130 -00432 -.00385 -.00824
(+22, +31) -.00175 -.00319 - 00560 -.01203
(+32, +41) -.00247 -00136 - 00807 -.008994#
(+42, +51) -.00295 -.00107 -,01102 -.014384##
(+52, +61) -.00647 -.00928 -01749** -016484#
(+62, +71) -.00225 00016 - 019744+ - 015853#3#
{+72, +81) -00282 -00542 - 025564+ 021394
(+82, +91) -.00630* -.00647# -(2BRTHR - O1ST794#H
(+92, +101) -.00504 -.00227 ~0339 0k - 017844

* wn mek (R ) indicate significance al the 10 percent, 5 percent, and | percent levels for a two tailed (-
test (Wilcoxomn test)

To further examine the reurn performance surrounding option introduction, ‘Table 2
reports cumuialive excess returns using ten day intervals. Because similar results are
observed for three measures of return performance (i.c., raw returns, CRSP excess retumns,
and market-adjusted returns), we only report the results using CRSP excess returns. Panel
A of Table 2 provides the results for the period before option listing. The results indicate
that nine of the ten day intervals have positive excess returns before listing for mean
excess returns. Only the two intervals close to the introduction day {(-23,-14 and -13, -4)
and the (-83, -74) interval, however, are significant. The median excess return is less con-
sistent across the ten intervals, but the positive excess returns for the (-23, -14) and {-13,
-4) intervals are also significant.!® Results of the cumulative excess rewrmn depict a pattern
of significantly positive return performance before option introduction. The mean cumula-

19 It is possible that the significant excess returns found in intervals (-23, -14) and (-13, -4) are related to the
announcement of option listing. Aceording to Conrad (1989), the median number of days between announce
ment and introduction of options is eight for the entire sample. For the firms listed in 1980 the minimum ourm-
ber of trading days between announcement and introduction is 13. We attempied to identify option
announcement dates for our sample firms using The Wall Street Journal Index. Only 83 of 331 firms (about
25 percent) have such information on The Wall Street Journal Index. For these 83 firms the mean (median)
number of days between announcement and introduction of options is five (zero). Thirty-six firms had
announcement dates preceded by introduction dates. For example, Block H&R Inc. commenced trading on
May 9, 1988 with the announcement date of June 10, 1988,

To test for the announcement effect for these 83 firms we examine the return behavior for the interval
(-23, +11) relative 1o the announcement day. No consistent pattern is observed. The mean (median} excess
teturns for the intervals (-23, -14), (13, -4), (-3, +1), and (+2, +11) are -0.203 percent (-0.306 percent).
-0.243 percent (-0.078 percent), -0.245 percent (0.494 percent), and -0.030 percent (-0.351 percent),
respectively. None of these returns is significand at any conventional level in either a t-test or Wilcoxon test
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Figure 1—Excess Returns Around Option Listing
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live excess return over the 100 day interval (-103, -4) is 4.07 percent with a t-value of
3.64. The median cumulative excess return over the same interval is 5.12 percent, which
is statistically significant at the 0.01 level under a two tailed Wilcoxon test,

The results for the (-3, +1) event window {not reported in Table 2) indicate that the
five day cumulative excess return is negative. The mean and median cumulative €XCess
returns are -.03 percent and -.14 percent, but they are not significant at any conventional
level. This result is inconsistent with Conrad (1989) who documents significant positive
excess returns from day -3 to day +1 relative to introduction.

Panei B of Table 2 presents the results of ten day intervals for the period after listing.
Izach of the ten intervals exhibit negative excess returns for mean excess returns. In addi-
tion, the mean cumulative excess return for the 100 day interval after listing is -3.39 per-
cent, which is associated with a t-value of -2.89. If an investor had taken a short posttion
in the underlying security immediately after the introduction day, excess returns of more
than 3 percent would have been eamed within the 100 days after introduction. The results
based on median excess returns exhibit similar patterns,

"The return performance over the 100 day intervals before and after introduction is fur-
ther demonstrated in Figure 1. For the period before introduction the cumulative excess
returns move upward to approximately 4 percent from day -100 to day 0. The cumitlative
excess returns, however, decline significantly from day 0 to day +100. Again, this result
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is inconsistent with Conrad (1989). She finds that positive comulative excess returns
remain for at least 30 days after introduction. The price decline after option introduction
seems (o suggest that more pessimistic information is impounded into the price after the
trading of options, as investors with bad news are less constrained to trade on such
information. The positive price performance observed before introduction may be
explained as follows (sic): The existence of options is associated with a greater amount of
private information available in the market. Prior to the trading of options, however,
investors with bad news may not be able to trade on their negative private information
immediately due to short selling constraints. Traders with good news would be more able
lo incorporate their beliefs into the security price before option introduction, which causes
the price 10 move upward,

CONCLUSIONS

This study reexamines the return behavior surrounding option introduction for a sam-
ple of 331 firms with option listings from 1983 to 1990. We find cvidence of a price
increase on the underlying securily beginning at least 100 days prior (o the option intro-
duction date. Starting from day -3 relative to introduction most of the previous positive
excess returns disappear, and the price behavior is dominated by a series of negative Cxcess
returns. ‘The negative cumulative excess returns remain for at least 100 days after the
introduction day. The price effect is accompanied by an increase in trading volume after
option introduction. No significant changes in the return variance and systematic risk of
the underlying stocks are observed around option introduction, however.

The price effect of option introduction found in this study has not been documented
in prior research. In contrast to prior studies, this paper shows a significant reversal in
pricc behavior surrounding option introduction. The negative price effect suggests that bad
news would be impounded more easily into prices after the trading of options, as traders
with negative private information are less constrained o trade on such information. ‘The
positive excess retums observed prior to introduction secm 10 indicate that option listing
is associated with an overall improvement in the information cnvironment, and the
timing of the positive effect may be explained by the asymmetrics in the process through
which good and bad news become impounded into stock prices prior to the trading of
options.
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