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Abstract

This paper proposes a new methodology of using the S&P 500 index option data to gauge the magnitudes of the potential economic disasters in the U.S. with a setup
incorporating a small-probability consumption jump and habit formation. The estimated economic disasters strike once every 36-64 years in the form of 13.5-17.6%
consumption contractions, which induce 36-56% stock market crashes. These results are much more in line with the empirical observations than those estimated with Peso
problem models in which habit formation is ignored. The setup also explains a wide variety of the observed pricing features of both options and stocks.

Keywords: economic disasters, habit formation, volatility smirk, equity premium
JEL Classification: G10, G12
Suggested Citation >

Show Contact Information >

% Download This Paper (Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1&type=2)

0 References

Fetch References

0 Citations

Fetch Citations

Do you have negative results from your research you’d like to share?

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
DOWNLOADS . - . . . .
improve, and personalize our content and your digital experience. For more informatior4ée our Cookie

Policy (https://www.elsevier.com/legal/cookienotice)

ABSTRACT VIEWS

Cookie Settings Accept all cookies

RANK


https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=892837
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1150472_code892837.pdf?abstractid=1150472&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://www.elsevier.com/legal/cookienotice

227,696

1 Citations

46  References

PlumX Metrics

https //plu mx/ssrn/a/?

Related efournals

Behavioral & Experimental Finance (Editor's Choice) eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1175282)

Follow ®

Derivatives eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400)

Follow (0)

Recommended Papers

Predictive Regressions (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=205390&rec=1&srcabs=1150472&pos=1)
By Robert F. Stambaugh (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=16921)

Consumption, Aggregate Wealth and Expected Stock Returns (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=169791&rec=1&srcabs=1150472&pos=2)
By Martin Lettau (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=58454) and Sydney C. Ludvigson (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=66250)

Risks for the Long Run: A Potential Resolution of Asset Pricing Puzzles (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=254020&rec=1&srcabs=1150472&pos=3)
By Ravi Bansal (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=51643) and Amir Yaron (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=199642)

View more >

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)

SSRN Quick Links v
SSRN Rankings v
About SSRN v

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/493409?
trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)

(http://www.elsevier.com/)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the Creative Commons licensing terms apply.


https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=205390&rec=1&srcabs=1150472&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=16921
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=169791&rec=1&srcabs=1150472&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=58454
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=66250
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=254020&rec=1&srcabs=1150472&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=51643
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=199642
https://plu.mx/ssrn/a/?ssrn_id=1150472
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1175282
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings.

(http://www.relx.com/)

https://papers.ssrn.com/sol3/updatelnformationLog.cfm?process=true
ps://pap p g p


http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true

