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Abstract

The paper presents an incomplete market pricing methodology
generating asset price bounds conditional on the absence of attractive
investment opportunities in equilibrium. The paper extends and
generalises the seminal article of Cochrane and Sad-Requejo who
pioneered option pricing based on the absence of arbitrage and high
Sharpe Ratios. Our contribution is threefold:

We base the equilibrium restrictions on an arbitrary utility function,
obtaining the Cochrane and Sad-Requejo analysis as a special case with
truncated quadratic utility. We extend the definition of Sharpe Ratio from
quadratic utility to the entire family of CRRA utility functions and restate
the equilibrium restrictions in terms of Generalised Sharpe Ratios which,
unlike the standard Sharpe Ratio, provide a consistent ranking of
investment opportunities even when asset returns are highly non-
normal. Last but not least, we demonstrate that for Ito6 processes the
Cochrane and Saa-Requejo price bounds are invariant to the choice of the
utility function, and that in the limit they tend to a unique price
determined by the minimal martingale measure. JEL classification codes:
Gl2, D40, C61

This content is only available as a PDF.

© Kluwer Academic Publishers

Subject: Risk Management, Theoretical Asset Pricing

You do not currently have access to this article.



https://doi.org/10.1023/A:1024568429527
javascript:;
https://academic.oup.com/rof/search-results?page=1&tax=ReviewofFinance/30
https://academic.oup.com/rof/search-results?page=1&tax=ReviewofFinance/37

Sign in O Get help with access

Personal account Institutional access

¢ Signin with email/username &
password by

~ Signinthrough your
institution

e Getemail alerts

* Save searches ~ Signin through your
A institution

e Purchase content

* Activate your purchase/trial code

e Addyour ORCIDiD
Sign in with username/password

Register Recommend to your librarian

Institutional account
management

Sign in with a library card

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

Generalised Sharpe Ratios and Asset Pricing in Incomplete Markets - 24 Hours access

EUR€39.00 GBP £33.00 USD $43.00

Rental

Q Geepiie’

This article is also available for rental through DeepDyve.


https://www.deepdyve.com/lp/ou-press/generalised-sharpe-ratios-and-asset-pricing-in-incomplete-markets-h7ypAsDD8D?key=OUP
javascript:;
https://academic.oup.com/my-account/register?siteId=5510&returnUrl=http%3a%2f%2facademic.oup.com%2frof%2farticle-abstract%2f7%2f2%2f191%2f1609503%3flogin%3dfalse
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=rof
javascript:
https://academic.oup.com/rof/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5510&returnUrl=https://academic.oup.com%2frof%2farticle-abstract%2f7%2f2%2f191%2f1609503%3fredirectedFrom%3dfulltext
javascript:;

