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Abstract

This paper investigates factors underlying a decrease in trading values in KOSPI 200
futures/options market on the basis of the current state of the markets. Among the factors that
could affect trading values in KOSPI 200 derivatives market, we focus on the market activity
of underlying assets as it has an impact on the trading of financial derivatives. Trading value
and volatility are designated as market activity and the empirical results confirm that the
market activity of the underlying assets is significant in explaining the decrease in trading
values in KOSPI 200 futures/options market. To figure out fundamental reasons of the
decrease in trading values in this market, we examine mitigation of home bias and decrease in
leverage incentives as they are presumed to have influence on KOSPI 200 index market. As
the global and local financial environment is time-varying, the degree of home bias and the
leverage demand also changes. It implies that institutional change and/or policy effort to
promote the trading of KOSPI 200 financial derivatives should be made taking into account
the fact that considerable portion of the change in trading values in financial derivatives
market depends on the state of the market.
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Table 1. Summary Statistics: Monthly Trading Value (Trillion Won)

K?ii:eioo Kooigcl)nZSOO Futures (total) ETF (total) KOSPI 200
Average 5725 20.8 6.4 124 79.9
Std. dev 230.5 9.4 41 5.6 23.1
Max 1258.4 55.9 21.8 227 163.6
Min 235.5 71 14 18 53.7

Table 2. Average of Monthly Trading Value (Trillion Won)

year K(?Stzlreioo K%Sp:(l)nzsoo Futures (total) ETF (total) KOSPI 200
2010 828.9 26.5 1.8 23 95.7
2011 938.3 36.4 29 10.1 119.2
2012 662.0 254 5.0 11.2 76.8
2013 535.1 219 52 16.3 65.0
2014 406.6 14.9 55 14.1 62.1
2015 408.2 15.4 8.6 14.4 76.2
2016 348.7 10.5 10.2 16.2 66.0
2017.1-2017.6 3325 10.1 16.8 17.1 76.8
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Table 3. Historical Volatility (%, Annualized)

20171

Year 2010 2011 2012 2013 2014 2015 2016 20176
Average 15.4 24.5 16.6 13.0 10.9 124 12.6 9.3
Max 214 43.7 234 19.6 13.6 19.3 19.3 12.3
Min 10.9 9.2 10.7 9.2 8.6 9.0 89 7.8

Table 4. Arbitrage Opportunities and Transactions
Year 2010 2011 2012 2013 2014 2015 2016 2017
Arbitrage opportunity(%) 0.25 0.28 0.20 0.19 0.16 0.19 0.11 0.1

Arbitrage 572 959 579 172 09 08 078 207
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Fig. 1. Trading Values of Futures/Options and Market Activity
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Table 5. Correlation Structure among Log Trading Values and Volatility
Futures Options KOSPI 200 Volatility
Futures 1.00
Options 0.95 1.00
KOSPI 200 0.73 0.66 1.00
Volatility 0.66 0.68 0.39 1.00
Table 6. OLS Results
KOSPI 200 futures KOSPI 200 options
0.84 0.81
coefficient KOSPI 200 (5.85) (4.38)
(t-value) . 0.51 0.67
volatility (4.32) (5.08)
Adjusted R2 0.69 0.63
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Fig. 2. Time-Series of Leverage Ratios on KOSPI 200 Futures and Options
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