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ABSTRACT

We estimate conditional quantile curves of implied stock option volatilities using machine learn-
ing. We employ a new leveraged optimal quantization algorithm to quantify volatility mispricing
in put options written on the constituents of the S&P 100. We find that a zero-cost trading strategy
that is long (short) in the portfolio with low (high) implied volatility conditional on the options’
moneyness and historical volatility produces an economically and statistically significant average
monthly return. Using conditional quantile curves not only helps in distinguishing volatility mis-
pricing from other effects, it also leads to returns that are higher than those reported in previous
work on similar volatility strategies.
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