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Abstract

Taiwan warrant issuance has developed almost seven years since 1997. In those years,
the stock market has experienced up and down. This research mainly studies that the effects of
Taiwan warrant issuance and listing on underlying stock during bull and bear markets. We
apply market model with OLS and GARCH methods to estimate abnormal returns. In
volatility, we use the GARCH model to estimate it. Finally we discuss the lead-lag
relationship of warrant and underlying stock by Granger Causality test.

The results in the research are as followed:

1. In bull market, we found that average abnormal returns have significant negative price effect
before the listing date. The cumulative average abnormal returns also have significant
negative impact. The results form Granger causality test show that forty-two single
warrants have causalities on underlying stock prices to warrant prices. Forty-eight single
warrants have causalities on warrant prices to underlying stock prices. Thirty-four warrants
have reciprocal causation.

2. In bear market, we found that average abnormal returns are significant negative price effect
before the listing date and behind. The cumulative average abnormal returns are significant
negative impact. The results form Granger causality test show that twenty-one single
warrants have causalities on underlying stock prices to warrant prices. Twenty single
warrants have causalities on warrant prices to underlying stock prices. Thirteen warrants
have reciprocal causation.

Key word: bull and bear markets, warrant, abnormal return, volatility,
Granger causality
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