SSEN Product Submit
& Subscribe  a Browse  Rankings Blog 2  Contact

(https://www.ssrn.com/)ser_viCes paper

% Download This Paper (Delivery.cfm/SSRN_ID954174_code917445.pdf?abstractid=954174&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID954174_code917445.pdf?abstractid=954174&mirid=1&type=2)

* Add Paper to My Library
Share: ¥ ¥ = &

Quantity-Adjusting Options and Forward Contracts
Journal of Financial Engineering., Vol. 2, No. 2, pp. 89-126, 1993

20 Pages
Posted: 2 Jan 2007

David F. Babbel (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=67110)

University of Pennsylvania - The Wharton School - Finance and Insurance Departments; CRA International

Larry Eisenberg (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=177612)
New Jersey Institute of Technology

Abstract

Q

1=]

(https://papers.ssrn.com/sol3/ShoppingCar

Quantity-adjusting option and forward contracts deliver a payoff on a variable quantity of underlying. This article explains the use, pricing, and hedging of such contracts. The
pricing of product options is also derived. Product options include quantity-adjusting options as a special case and pay off as a function of the prices of four risky assets. The

pricing formula for these options is reduced to an expression in a two-dimensional density from a four-dimensional one. Closed form solutions in terms of the bivariate normal are

obtained. Similar formulae in terms of the univariate normal are obtained for quantity-adjusting options. The normal distribution is absent from the expression for quantity-
adjusting forwards. Product options also include sequential switching, or guru options. These are options which guarantee optimal asset selection at present dates among a fixed

set of traded assets.
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