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Detecting abnormal trading activities in option markets
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8.Conclusion

We develop two statistical methods to detect option abnormal trades, i.e., unusual trades in
option contracts that generate large gains, are not used for option hedging purposes, and are
made a few days before the occurrence of a specific event. The first method uses only ex-ante
information and aims at detecting abnormal trades as soon as they take place. The second
method relies on a more stringent definition of abnormal trades and also uses ex-post option
returns. We control for false discoveries in abnormal trades using a multiple hypothesis
testing technique.

We apply the two methods to 9.6 million of daily option prices. Our empirical findings can
be summarized as follows. Detected option abnormal trades tend to cluster prior to major
corporate events, such as acquisitions or financial disruption announcements, involve often
liquid options, generate easily large gains exceeding millions, and are not contemporaneously
reflected in the underly-ing stock price.
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