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Profitability of Intra-day Short Volatility Strategy Using
Volatility Risk Premium

Sun Woong Kim* - THeung Sik Choi* - Min Geun Bae*

m Abstract =

A lot of researches find negative volatility risk premium in options market. We can make a trading profit by exploiting
the negative volatility premium. This study proposes negative volatility risk premium hypotheses in the KOSPI 200
stock price index options market and empirically test the proposed hypotheses with intra-day short straddle strategy.
This strategy sells both at-the-money call option and at-the-money put option at market open and exits the position
at market close. Using MySQL 5.1, we create our database with 1 minute option price data of the KOSPI 200 index
options from 2004 to 2009. Empirical results show that negative volatility risk premium exists in the KOSPI 200 stock
price index options market. Furthermore, intra-day short straddle strategy consistently produces annual profits except
one year.

Keywords : Volatility Risk Premium, VKOSPI, KOSPI 200 Stock Price Index Options, Intra-day
Short Straddle Strategy, Volatility Trading
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