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=234 11 32 36 5 0.3607 04114 0.2416
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The Determinants of Implied Volatility :
A Test using OTC Individual Equity Option

Changsoo Hong*
Jae—-Seung Baek**
Yuen Jung Park*++

Seryoong Ahn**+++

{Abstract>

This paper investigates the determinants of implied volatility on individual equity
options traded in the Korean OTC market from 2005 to 2013. The adopted
explaining variables are composed of the suggested variables in Copeland et al.(2000)
and other firm internal variables and extrinsic variables. We include the weighted
average of cash flow maturity, inflation indexation of cash flows, leverage ratio, fixed
liability ratio, interest rate volatility and VKOSPI for the determinant variables of the
implied volatility. Our empirical results show that the weighted average of cash flow
maturity, inflation indexation, interest rate volatility and VKOSPI are the significant
explaining variables in determining the implied volatilities of the individual stock
options.
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