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We model demand-pressure effects on option prices. The model shows

that demand pressure in one option contract increases its price by an

amount proportional to the variance of the unhedgeable part of the

option. Similarly, the demand pressure increases the price of any other

option by an amount proportional to the covariance of the unhedgeable

parts of the two options. Empirically, we identify aggregate positions of

dealers and end-users using a unique dataset, and show that demand-

pressure effects make a contribution to well-known option-pricing

puzzles. Indeed, time-series tests show that demand helps explain the

overall expensiveness and skew patterns of index options, and cross-

sectional tests show that demand impacts the expensiveness of single-

stock options as well.

https://doi.org/10.1093/rfs/hhp005
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/sfs


Add your ORCID iD

Sign in  Register

Sign in with username/password

Recommend to your librarian

Institutional account
management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic

Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Demand-Based Option Pricing - 24 Hours access

EUR €53.00 GBP £44.00 USD $58.00

Rental

This article is also available for rental through DeepDyve.

https://www.deepdyve.com/lp/ou-press/demand-based-option-pricing-JrARvag0mx?key=OUP
https://academic.oup.com/my-account/register?siteId=5511&returnUrl=http%3a%2f%2facademic.oup.com%2frfs%2farticle-abstract%2f22%2f10%2f4259%2f1590158%3flogin%3dfalse
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=rfs
javascript:
https://academic.oup.com/rfs/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5511&returnUrl=https://academic.oup.com%2frfs%2farticle-abstract%2f22%2f10%2f4259%2f1590158

