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Abstract v View references (29)

Volatility function technigue by using interpolation approach plays an important rele in extracting the risk-neutral density (RND) of options. The aim of

this study is to compare the performances of two interpolation approaches nameky smoothing spline and fourth arder polynomial in exiracting the RND. The

implied valatility of options with respect to strike prices/delta are interpelated fo obtain 2 well behaved density. The ststistical analysis and forscast sceurzgy

are tested using moments of distribution. The difference between the first moment of distribution and the price of underlying asset at maturity is used as
an input to znalyze forecast accuracy. RNDs are extracted from the Dow Jones Industrial Averags (D)14) index options with 2 ene menth constant maturity for

the pericd from January 2011 until December 2015. The empirical results suggest that the estimation of RND using a fourth erder polynomial is more

approprisie to be used comparsd to 2 smasthing spline in which the fourth arder polynemial gives the lowest mean square errer (MSE). The results can be

used to help market participants capture market expectations of the future developments of the underiying asset. € 2017 Author
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