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ABSTRACT

This study estimates the implied volatilities of Taiwan stock index options and tests
for the presence of a smile pattern, or U-shape, pattern across the moneyness levels of
those options. The analysis also considers whether the smile patterns differ between stable
financial markets and those that are in crisis. Using multiple implied volatility functions,
this study examines which model captures the smile pattern and offers the best goodness of
fit with the model specifications. With this evidence, the authors determine whether
implied volatility can predict future volatility.

The empirical results do not reveal a smile pattern in implied volatilities; however,
the shape becomes more evident during the European sovereign debt crisis, relative to the
U.S. subprime mortgage financial crisis. Nor do the patterns vary according to financial
market conditions. The implied volatility functions can improve option valuation, and the
best performance results from a quadratic function of the options’ standardized moneyness
with the level of implied at-the-money volatility. However, no single model performs well
for options across all moneyness levels. Finally, the implied volatility includes other
volatility indicators that can predict future market volatility, and provide an early warning
signal of extreme volatility, as was experienced during the U.S. subprime mortgage
financial crisis.

Keywords: Implied Volatility, Volatility Smile, Implied Volatility Model
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7-35 28.41 20.34 17.58 16.78 21.99 25.76 19.60
36-90 17.37 16.60 16.90 16.71 16.78 20.64 16.80
91-154 15.30 15.77 16.28 16.49 17.91 19.19 16.27
155-272 16.54 16.04 16.42 16.39 15.13 N/A 16.25
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91-154 29.53 26.35 22.41 26.23 29.16 35.97 28.28
155-272 28.61 28.24 24.94 26.65 29.87 34.74 28.84
E PN 30.92 26.51 25.63 26.61 29.28 38.28 29.54
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7-35 41.32 38.10 35.70 36.06 35.53 56.67 40.56
36-90 32.20 26.03 26.62 26.42 30.15 40.38 30.30
91-154 38.18 27.90 27.53 26.96 30.82 35.05 31.07
155-272 35.31 30.22 30.13 30.02 30.81 32.69 31.53
RN 36.75 30.56 30.00 29.87 31.83 41.20 33.37
SEEER (%) HREEMIET

FEEIHA H R # X/5<0.9 09<X/S<0.98 098<X/S<1.02 1.02<X/S<1.10 1.10<X/S<1.20 X/S>1.20 2§
7-35 51.96 35.29 33.43 35.35 46.41 88.24 48.44
36-90 42.04 34.53 33.43 33.28 37.48 68.41 41.53
91-154 40.55 35.73 34.52 34.23 36.57 40.49 37.02
155-272 39.82 35.96 34.85 34.56 36.85 41.43 37.25
E PN 4421 35.09 33.78 34.12 39.48 67.09 42.29
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X/5<0.9 0.9<X/S<0.98 0.98<X/S<1.02 1.02<X/S<1.10 1.10<X/S<1.20 X/S>1.20
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/ 36-90

- / 91-154

\ / = 155-272

T e M

X158<0.9 0.9<X/S<0.98 0.98<X/S<1.02 1.02<X/S<1.10 1.10<X/S<120 X/S>1.20

[E 3.2 2009 £ GtE E H ERE TR S EhR Z Hh 4R

(EABIRAE EPIAT - RAEEEIRMEEHIIIRE - ARy DIt 218 H e 2 R B R =

Besh - (BRI

Rl E IR SR B R R R 20 8 | HORERR & RN TSR BRI E) -
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= KEREARR R R

P APREHE S A EEIEAL - 1] DU RS &8 EhR A R E MR EE > 3
FRIEE(2) £ (6)3E NV IR » i (0] & B AR S IVREE ) - E5uiEEk 3.1 1Yt
TRERRHARE] - SRR HIE L%YEIE KA T - TURERAINREEE HE S R ToRATE RN
BN SR ERI SN E - SIEE TS - EEEEE E R SRR A AR
s SRy — AR IER - A5 i SRR R B R M E AR L [ _EAYREE P
R B EB R BB RAE - EFEAARRRERE SR 25% o A= EEREE]
HIRE s 8 » BUEMEISEIVEE A - HRlR B EHE M IER - FIEIREEEMEE
HIAR A AF ARy &l - ZRMEA R fRREse (e e fdes ( R2H1 0.25 5] 0.28) - HZK » 54
VU R i Ry Bas 55 BT RO N BRI AR IR B AERERIERNEE  RET
5 LREE - BB AWVEEREIE - ARG B © [FIREH - B NERES - SRRV
BIRERIE = IO - &% - FEEASEE R bRV EMAERE - BEDEEME R IER H =X
AR MIRE » E4ERBEL T AHE - [EAERERE T 25%F2 5 2 50% - Kt » bhig Bl
AR R BN EhARAVARRERE ) DU BN Ryl s (ERAE e e SRS SO B ny YR
12 2B Rosenberg (2000) fH[E] »

E5 R F A R R R - FIRRE L% /KT RIS HE R REE - H
BARMAIHERERE T = N B - 1 T R =R R E MR TR - WS ERE
HIEEHFE AR B LS T IRE SR AR B R dh 4R R R BIRE - Bbh - AERAAL DU
Frp MBI BERERVEER - HE(E BTSRRI S By TR IR EOK - A
BRANS RIS EPRA IR A E - BRRRRET IR R s o

FEZE3 20NBR B IR - (SRR EAY s HE B e BB AR & AT - (EERIAY AR
RESHES - miE A IR =S - ERENCRAE TS /- i MO Eho dh AR Ry PSS HY AU R
RE VIR AREIT RIER - (HEREEE EFERARRE I RRE - A1 > SR ER
BT RS E N ERREE - aS R EEE G - B BT R R E i LA
FAERE TR S REL BIRVIETE - 5/ NP RG] - BURRE AB TS #HI S E - A
EFCHII BRERAERRN © ik - 3.3 F2009F ARV EERAE R - MHEIN K EREH%
SR - 1S EIHALA R RERE i o [FIRHE VRIS ARRE FE RS 2 B Ry PSS A AR > H
{ER8_EFTE T S ERAT B R — 2 - [ - BRI SAE IS — (ESHEH AR RERE 139 B
aefE > HAREEEHEIRRFa T - SRE RN =(Ef AR » rIEEHE S EFER > DU
RIZSHIBERRRE SIS » B AR SR B e pAY BRSSO HIE] - [FIHF 20094 510 e By ke



%3 AFEIEENERIERA RS R
3.1 2008 FEpRl i

X X
& ST et MV N G S Ry G L S
S S S Oarm VT —t Oamm VT —t
[ —  -3.66 11.07" 0.25
fEE = -2.68" 10.99 -0.036" 0.0003" -0.031" 0.28
ARy -10.86" 6.20" 0.31
TR -0.038" 0.0003" -11.10° 6.13" 0.33
TERLTS -1.65" 11.57 0.50
2008 <Rl e IR B 1
LR 1.62" 12.04" 0.38
A= 3.08 12.33" -0.036" 0.0003" -0.035" 0.42
AR -0.606" 15.47" 0.37
BT 1 -0.018" 0.0003" -0.577" 15.63" 0.39

* *

[z 2.06 8.88 0.58
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%32 2010FEFHEIH

X X
In— (|n§)2 (T-t)  (T-t) Ini(T—t) U D2 s _ sy R2
S S S Oamm VT —t Oamm VT —t
R~ 0.291" 3573 0.31
A= 0.953" 3.389" -0.026" 0.0003" -0.022" 0.42
AP -0.807" 4.05" 0.29
TR -0.029" 0.0003" -0.989" 3.94" 0.39
RS -0.154" 7.89" 0.80
2010 ERE eI B i
R~ 045 415 0.35
= 147" 405" -0.026" 0.0003" 0.033" 0.50
FEARIPY -2.25 3.95 0.38
TR -0.031" 0.0003" -2.15 4.14" 0.49
IS 0.047" 7.28" 0.72

6¢1
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X, X In¥ In¥ )
In— (In—) (T-1) (T-t)>  In—(T-t) U D? e — ) R2
S S S Camm VT -t Cam VT —1
R — -1.22" 7.438" 053
A= -0.663" 7.38" -0.033" 0.0004™ -0.022" 0.59
FEAIPY -4.21" 557 0.52
TR -0.039" 0.0004™ -4.42" 5.45" 0.57
FERITS -0.129" 6.64" 0.64
20094F 1173545 & HAM & 1

R~ 0.22 4.02" 0.58
BRI= 144 3.95" -0.023" 0.0003" 0.041" 0.72
FEARI Y -2.10° 3.95 0.55
TR A -0.029" 0.0003" -2.05" 411" 0.64
TN 0.410" 751" 0.80
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REIEE o AV IR R RSO B Ry tSCr R I - SCRHE T I BIERE N - (85
KENR 5 2 IR CEHIRIRE -

= RERERETRRIRE ]

Fo 1t EHl (SRR 2O BPRATTRMIAE J) AL (# H]120064-8 H 22008412 H Y
B ER ARG EERH R ESEHE - 14K 2009421 H £ 2011412 F BHEEER ER > i
SRR AR OIS o SCrP oy BIRE A DA T R D7 A2 i 8 AR C A

155755 5%E (Root Mean Squared Error - RMSE )

T+h (¢, — 2
RMSE = Z(yt yi)

t=T+1 h

2.4 R 7= (Mean Absolute Error » MAE )

MAE = Tih |yt_yt|

t=T+1 h

Hrp 9 BSSURRTINE - y BSSHAREIR(E -

RARy A FEDEPRIE R NIER 2 - SRR 2 B s - A — A TEIRE 1T i
- RN AR A E P RIR 2 EhR R A - T E PR TEBNERENENEE
(B8 SRR AR  thah - BEEURHYHUAGR 2 RUE - H BRI — Y72 B R
KBNS S B R N B AE ) Ry e OGS SRARTE]

PR > SO ERSHEAA FIAVE MR R R H - SRR E S AR - ik
BAETYREA > BN BRI H AR (EAT A 5 5 B i Ry - NI E SR E BRI &
o 7% 5.1 Bk 5.2 MR » AamEHMESCE R > A RINVEEREEHH KRBT - FEEFHFLL
TR —RIR I - AR EARAYE SRR T > RICUERISHURIAREE - Frhl e B
YMTERIRR AR ° o PRI ER AR S (E R b SR B i OIS » ARRRAE A Sl

Y~ FRE BRI TRHIRE 0 SN SR A A

ik o AP SR BRI SN EPR N E R EPRATIRE ) » Dt eRlE
PRI IR e S RETR L Y INRE - SCh oy BILUE & — RIS & EhR R B P Bl
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T4 AFEDEEFRER T AT

HE AL — R A= ALY ERTL LYY
RMSE 10.46 14.60 14.23 37.72 40.56 10.62
MAE 5.64 9.07 8.86 24.57 25.77 5.98
TifE R — A A= ALY BRA L25LVAY
RMSE 22.43 26.53 24.62 26.57 26.88 24.18
MAE 11.78 17.64 15.11 16.33 16.95 15.41

i 1 ASCHER 2006 4 8 F 2 2008 4 12 HEFEEERER » AR EIBEA R (R EhEHE - &
2009 £ 1 H % 2011 4F 12 A&k > AR U5R (RMSE) FIPEEEEEEE (MAE)
BB AR -

o 2
SPTE v L (e DSV ol T I
=T+ h =1 h

5.1 2009 % 2011 EJf EAE(E RS 2 AU RCEE

FPHE  (EMEEE fA— AN A= BRI BRI BN
X/$<0.9 25.83 23.61 22.50 27.57 26.08 25.17
0.9<X/S<0.98 14.47 14.05 15.69 37.22 35.74 14.23

sg5  098<X/S<1.02 5.83 8.64 19.13 52.59 49.76 5.85
1.02<X/5<1.10 757 12.41 17.44 28.02 27.33 757
1.10<X/S<1.20 4.38 8.52 9.49 4.97 4.25 4.17
X18>1.20 1.15 3.47 3.92 0.91 0.98 0.64
X/$<0.9 15.56 20.33 21.41 20.16 23.39 16.18
0.9<X/S<0.98 14.37 16.81 16.44 48.11 55.35 15.21

3690 0-98<X/S<1.02 6.05 11.22 11.15 77.68 87.95 6.15
1.02<X/5<1.10 10.69 18.76 10.69 51.97 58.16 10.47
1.10<X/S<1.20 10.54 20.47 9.99 12.47 14.07 9.78
X1S>1.20 4.63 14.53 5.97 4.29 4.17 3.39

o URBEFRER S ENARVPERE - KERETHERLERR - B 4 BSSKEReE
SN BRI AIHREREE TSI - nE AL 2007 i1 2008 LEHAR] - Rk A HEER
HIZEFHIEY - BASRGHRSE 2 A SEGE -SRI EEEC S B CRERMETEE
Al o 5 LA Fung (2007) Fr(sE FROERIACHIE - HH7R 6 HYE RG4S R ATl -5 a2 8
8 FTAEGRBISEHE AT - R NFPRNEIRNIIREAERZE - R
FEENZSEAEAARPE B8 EHVBRRE IS » (24920 £ 30% - R &
Hje _TEEE > SRIEAAVERRRE DEAES - alEE] 45%LL - [EICRE SR
P EAERE - PIFERENERN BN ER > MEFREMEE  MESNIRED
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BT (AV
; |'k HEN IR (AV)
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V\M = TSR (o)
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4 FEAHRERERER (o) BEEEER (AV) Z8(E
5.2 2009 % 2011 I B A (E S AR RO A L
FIH AV R — AT RI= R BERTH AN
X/S5<0.9 7.16 8.49 10.23 12.10 12.28 4.90
0.9<X/S<0.98 10.81 15.74 22.79 15.94 23.29 12.75
a5 0.98<X/S<1.02 5.30 18.84 30.04 7.58 26.29 18.47
1.02<X/S<1.10 23.59 23.08 24.83 22.40 25.55 23.48
1.10<X/S<1.20 42.19 40.34 39.93 40.66 39.72 39.37
X 15>1.20 35.29 34.02 33.77 34.02 34.25 3291
X/S5<0.9 15.60 25.10 1331 32.02 20.41 11.93
09<X/S<0.98 15.63 32.72 15.55 33.85 19.27 25.19
s.00 0-98<X/S<1.02 6.54 29.84 11.03 11.34 22.60 29.12
1.02<X/S<1.10 25.85 29.02 26.24 24.20 34.42 31.24
1.10< X/S<1.20 47.63 44.58 45.72 44.76 48.36 44.13
X /5>1.20 48.78 47.02 52.43 48.40 47.25 46.81

it (#2006 £F 8 H 2 2008 4F 12 HBREEM R - ARG EIFHAEIAEEEHE - £Er 2009 4F 1
HZ 2011 £ 12 AEVER - FIFERESTTR (RMSE) telatHRlny B - W52 FERIEHH
EMEAERE -

FIMARFPERENK S E > AR FHARBUSSTERERE - 1AL BB REFTAHIERE
S EAERNRESROGEGHE HEE > EREMRRRE T hike > HHEARER
ol

PR > U DGR R R ACHTE R 2 3R B S B A BRI > Bk E By
FHERERER o BEREMGEIEEHE 6 MBI AIFREETTER > W EALE AP I E -
IR (ERE fy LR IR Fung (2007 ) HYEE - HEE T Ry & B2 AR — (B2 DL E
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* 6 B ERAYTENGE

%o logo,,  logAV,, logOl_, logVOL,,  F-stat R? RMSE
?07184) (207(1)0) 4598 041 0.36
_(%.ﬁ)* (267.3;)* 63.18"" 0.49 0.33
(302;5) ?05121) 26.73"" 0.29 0.40
(3152%; ((())51%; 16.54" 0.19 0.42
-(%jls) (8@2)* %ﬁ)l) 37977 053 0.32
((1):32) (2'0574113*)* ('3 12;1) 27.237 0.45 0.35
(i:ig) (266.(1)1) ('8_ 1223) 2552 0.43 035
(fgs?) (gﬁ) (26%24) ((;)116?) (8:13) 1866™ 052 0.32

ik o B 0 oy RE R IIRVEREER SN ENR 0 AV Rigik —ITEERETEIROLER

Ol fiI VOL, 53 B RS % (e — A E B RIS & 7 TR 23 5IFRAE 10% -

59711 1%{SHE/KAE T Rt iR

FORASH AR ER R SRR BIE SRS 52 BEECS BEREENER
S > ] I RFE R AR R KR © 2 EERGE RSN RT > EOREN IR B R (R B4R A
GERVIFNZRS - HRTGEIE AR SN ERUNBEHEERONBIRIVEZR - HIMEET T —
SHE R B HERRERE TS N B4l (E AR 2 B s IR g - [FF y, (Y EHE R IE
m HEE - FORERRINEIRNEIRANR &R R - EE g m LB LSRR
BRENFRAROIE - BEERFGEASCHITEI - RBBURAESS(E A VBTN - o 81 6, FRLS
iz = HEP I E I E RS A 400 - A EE S 1R 35%LL L HY Ry 2L H
R « AR R8T F SRS S L ATAT-FEA RS VEIRERIR - e EaiRIZ£2009
IR ~ 201044 L2011 JERHY EORERITH S - 11 B2 KU R 7 I AIE 53 i fE2007 - S ~
20084E7H ~ 20084F9H ~ 200943 H ~ 20104F2H ~ 20114E8H ~ 201149 H f12011412 -
A LUE HIE20084E9 H ATHY RV S 47T > BIOLERC AR KT - FREAHE
AYERE - 1E2010FAYBK (R iS4 AL R RIE A IR —(E R E) - BERIMS » SStIE
BRAZUR SR EERE RS F S HEEA R EERE - mEEE IR
BRI 855
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T T RERBENEIERDEERGE R
Yo logo, logAV,; logAV,, —logo,, F-stat R? RMSE
'(%ils) (2'073 . 4598 05497 0.29
('g'fg) %539) 63.18™  0.3378 0.36
-0.21 077" 0.13
013) 008) 010) 26.73 0.55 0.29
oo BB —HINE A NEIE 0 AV BISG—HINEREREIE -y, BEREE TR 4R

FTORAE SR 1%(SH/KAE | Rt B -

%8 EURENIRBR(E N FhRAVEE R

HE  0,(%) AV,(%) Ino,—InG, /{MSE HE o,(%) AV,(%) Ino, —Iné, /{MSE
200609 24.41 19.16 1.5265 201002 22.39 35.35 1.3102
200611 15.16 15.81 1.2954 201003 22.36 22.81 1.2504
200612 20.22 17.66 1.8664 201004 18.81 26.66 1.0798
200701 19.85 23.62 1.3187 201005 23.42 33.64 1.6172
200702 17.73 20.7 1.2412 201006 24.81 29.88 1.2715
200703 16.73 29.56 1.3894 201008 17.67 24.69 1.2485
200704 18.94 20.93 1.6193 201009 17.48 20.93 1.4392
200705 14.79 19.66 1.1451 201010 17.32 23.03 1.4498
200706 78.04 22.05 3.2615 201011 2159 20.75 1.6876
200711 32.26 37.89 1.2062 201012 18.78 17.81 1.1426
200712 35.24 35.95 1.0349 201101 15.14 21.54 1.1833
200805 27.23 27.52 1.3409 201102 18.22 28.99 1.7653
200806 27.04 33.31 1.0816 201103 20.99 26.94 1.5655
200807 34.09 46.56 1.3256 201104 18.17 24.19 1.1617
200809 55.21 54.83 1.3115 201105 19.11 20.55 1.4773
200903 63.35 36.73 1.1271 201106 18,51 24.38 1.3516
200908 27.45 29.78 1.2852 201107 18.22 24.52 1.3845
200909 30.19 26.14 1.2069 201108 29.61 43.15 1.9321
200911 25.12 26.82 1.2329 201109 35.27 41.13 1.1932
201001 21.69 29.71 1.3419 201112 38.74 35.86 1.3354

i o PR AR ENR 0 AV REBEERE - 6 BREETIVE S EE - MSE LEMFTE

B RURER ST IR 2 ST T -
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AL 2007 £ 8 H & 2011 £ 12 Ry G TR RUTFTE 52 F ISR 2 S [
BERAHEERS IR (AR EPRAEE VR - A B Rl - LRSS
[EVETEAA I H SRS S ERAARRERE T - AN S iRt 2 i BRI BN EhR
AITEOAIRE ST - DARAE R FE R BIRIVE REM - AXHEEE/ERAT ¢

LB ERART EHH R - HORgiE e ot - SRt O -
2 [FENEPRILIE Ry EEAIISE R 4R -

3AE B RERHIHHE AR 2 BER A LM EIMEEHIIPRR - A B E I A B0
K s E IR > FOREEGHA YL S 5 S ReRE -

A HE BRI ERR A TR > DU R MR I A T (P8 2 R AN 2] H 2R AR
REALHIIEAY > A R A AIEC S - (E AR B Ve Rk e B R R 2 a2
b -

SAEENSRIR AR G BURH G B SR E A THEGNSE > oREEE T
A Gy EEN - BRI S B R 5e % -

AL RE BB TG B AE R R IERERTR AL - ASCEREEE R AT AL - Ba gl
BRI R H B ERR G LT S HhaRATIR A FII9ARE - 41E] Engstrom (2002) f5H1
R N ERAVHITE - SEE PATR ] H ENE - ST B (H Ry > AR
RS EAEMERE - BAERERIMIZEENR & E A - HINEE AR B
T SETRENEN > IRRF AR EN RN - 15 EEEEREHRHIEH
& B AR OERIMIEA - REREPRIEEMAE R IR 2009 I RS - BENE
BEAAE BRSPS AR AR SR Et - INIE - ASCERA FIRVBIRE L B A A b b
REREIVARE > DU RS B R S e THE IR - BEREEIIEANT
S IRE N B R VB REIB AR R A R A RERE T) - DURIREE N — R R et Ay
SENIE - JRRETR L E AL o ARIMAEAL P AFE R G ER R RN > UGER
BB EHYER] - RNEEARARBTFE RS RIS E -
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AT 2008 LEAYEBREREH AL, 2007 4 8 HIDEIRITIN TR 5 S R &S B #h
PERTRERECES - BRI 2010 48 1 F BRAAHYAR IR 075 HH PR 22 4 Jal e (50 S tE 38t - Hh
% 2009 2 GRS RS B H BRI s R IR A58 - SC i LA E 28 R P
IR - B = (ARSI A S B IR £5 e H 2 53 151 5-0.17% ~ 0.24%71-0.02% > BE/RAE 2009
FERAR - TR R b HIEE ARES LBHIRE -

SRR ERIERERE R I H 2 A > & N SRS FE S B D mE A EEnR S ki
SETEIA YA G4FE > A N — (T H BT B AR HY A AR R AR HY &4 - T
FCBR 2 R S R B - AR (2003) f5 I EH AR BEHEAEEHAH & H ke 2 Al
Y A B EHSOE -

# 5 DS TIR (RMSE) (R 750E - (P PHIMEERE (MAE) HVSEHHAR - #02
A -

ASL(ER] Fung (2007) HYRARIZCPRRTBERMERY S H SN > Fung (2007) $5HH S INH)
ERITRHIER - ACEZRE 4 ZT5EEREENES - SFEREIARY 35% » HK
IMEEERATHEABN RE - 8EE R 35% -

SHE R

— ~ Y

FRTH$1](2003) - EERLEIEBORE - IHE RSB R EIE BOHE S IIRIE 2 198 - &
DR ERAR S E HHERT ST AT R R - 3

AEZRR ~ SREERR ~ T =(2003) - Y ENARIERIFAIRE I HIEEE — DI R RG> &
BRI T > 4(2) > 41-63

AP ~ $EREE(2009) - SRR ERS S B MR ATE G — B B S EE
WS EERREEAT] - 2(1) » 33-59
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