
Ad
ve

r

Journal of Futures Markets / Volume 20, Issue 2 /  pp. 167-188

Early exercise of American put options: Investor rationality on the Swedish equity

options market

First published: 21 January 2000

https://doi.org/10.1002/(SICI)1096-9934(200002)20:2<167::AID-FUT4>3.0.CO;2-5

Abstract

BIBLIOGRAPHY 

Barone-Adesi, G., & Whaley, R. (1987). E�cient analytic approximation of American option values. Journal of

Finance, 42, 301–320.

Blomeyer, E. (1986). An analytical approximation for the American put price for options on stocks with
dividends. Journal of Financial and Quantitative Analysis, 21, 229–233.

Boyle, P. (1977). Options: A Monte Carlo approach. Journal of Financial Economics, 4, 323–338.

Brennan, M., & Schwartz, E. (1977). The valuation of American put options. Journal of Finance, 32, 449–462.

Malin Engström, Lars Nordén, Anders Strömberg

Using Swedish equity option data, this study investigates how well the actual exercise behavior of
American put options corresponds to the early exercise rules. The optimal exercise strategy is
established in two ways. First, the critical exercise price, above which a put option should be
exercised early, is computed and compared to the actual exercise price. Second, the exercise value
of the option is compared to its market bid price. The results show that most early exercise
decisions conform to rational exercise behavior, even though a large number of failures to exercise
are found. Most of the faulty exercises can also be discarded after a sensitivity analysis, although
several failures to exercise are considered irrational, even after taking transaction costs into
account. © 2000 John Wiley & Sons, Inc. Jrl Fut Mark 20:167–188, 2000
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