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Abstract
We analyze a new class of exotic equity derivatives called gap options or gap risk swaps. These products are designed by major banks to sell off the risk of rapid downside moves,
called gaps, in the price of the underlying. We show that to price and manage gap options, jumps must necessarily be included into the model, and present explicit pricing and
hedging formulas in the single asset and multi-asset case. The effect of stochastic volatility is also analyzed.

Keywords: Gap risk, gap option, exponential Levy model, quadratic hedging, Levy copula

JEL Classification: G13

Suggested Citation

Show Contact Information

19 References

1. Leif B.G. Andersen (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=111031) , Jesper Andreasen
(https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=111032)
Jump-Diffusion Processes: Volatility Smile Fitting and Numerical Methods for Pricing (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=171438)
Pages: 45 Posted: 11 Aug 1999

Download PDF (https://papers.ssrn.com/sol3/Delivery.cfm/99073011.pdf?abstractid=171438)   Add Paper to My Library

2. O E Barndorff-Nielsen , N Shephard
Non-Gaussian OrnsteinUhlenbeck based models and some of their uses in financial econometrics
J. R. Statistic. Soc. B , volume 63 , p. 167 - 241 Posted: 2001

Crossref (https://doi.org/10.1111/1467-9868.00282)

3. D Bates
Jumps and stochastic volatility: the exchange rate processes implicit in Deutschemark options
Rev. Fin. Studies , volume 9 , p. 69 - 107 Posted: 1996

Crossref (https://doi.org/10.3386/w4596)

4. D Bates
Post-87 crash fears in the S&P 500 futures option market
J. Econometrics , volume 94 , p. 181 - 238 Posted: 2000

Crossref (https://doi.org/10.1016/s0304-4076(99)00021-4)

Load more





Download This Paper (Delivery.cfm/SSRN_ID1281052_code333305.pdf?abstractid=1263352&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1281052_code333305.pdf?abstractid=1263352&mirid=1&type=2)



We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.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_ID1281052_code333305.pdf?abstractid=1263352&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1281052_code333305.pdf?abstractid=1263352&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=333305
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=111031
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=111032
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=171438
https://papers.ssrn.com/sol3/Delivery.cfm/99073011.pdf?abstractid=171438
https://doi.org/10.1111/1467-9868.00282
https://doi.org/10.3386/w4596
https://doi.org/10.1016/s0304-4076(99)00021-4
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1281052_code333305.pdf?abstractid=1263352&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1281052_code333305.pdf?abstractid=1263352&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

0 Citations

Fetch Citations

Do you have a job opening that you would like to promote on SSRN?

4  Citations

19  References

Related eJournals

View more 

Recommended Papers

Post-'87 Crash Fears in S&P 500 Futures Options (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=225676&rec=1&srcabs=1263352&pos=1)
By David S. Bates (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=16896)

Transform Analysis and Asset Pricing for Affine Jump-Diffusions (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=157733&rec=1&srcabs=1263352&pos=2)
By Darrell Duffie (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15665), Jun Pan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=135049), ...

Transform Analysis and Asset Pricing for Affine Jump-Diffusions (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=227333&rec=1&srcabs=1263352&pos=3)
By Darrell Duffie (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15665), Jun Pan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=135049), ...

View more 

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 889

ABSTRACT VIEWS 3,159

RANK 51,580

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1263352)

Risk Management eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492472)

 Follow 

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

 Follow 





Feedback 

Submit a Paper  (https://hq.ssrn.com/submission.cfm)



https://papers.ssrn.com/sol3/papers.cfm?abstract_id=225676&rec=1&srcabs=1263352&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=16896
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=157733&rec=1&srcabs=1263352&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15665
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=135049
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=227333&rec=1&srcabs=1263352&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15665
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=135049
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=1263352
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492472
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400
javascript:void(0);
https://hq.ssrn.com/submission.cfm


SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

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

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

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)











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

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

To learn more, visit Cookie Settings. 

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

