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ABSTRACT

In this study, we apply the data of TXO and estimate the probability in the low
volatility of Taiwan Stock Exchange Capitalization Weighted Stock Index through
using maximum likelihood method of Markov-Switching model. Afterward, we
exercise with 11 kinds of Option strategies to trade by employing the expected volatility
of Markov-switching. The results of the performance show that the Strangle strategy is
better than the Straddle strategy while the strategies have stop-profit and
stop-loss mechanism. We attribute the Straddle strategy is costly to the two strategies
have different strike prices. When the strategies’ profit is calculated by points, owing
to the strike price interval of the Condor strategy is greater than the Butterfly strategy, on

average, the profit of the Butterfly strategy is superior to the Condor strategy.

Keywords: Markov-Switching, Option Strategy, TXO
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