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Abstract

Weather derivatives (WD) are end-products of a process known as securitization that

transforms non-tradable risk factors (weather) into tradable financial assets. For pricing

and hedging non-tradable assets, one essentially needs to incorporate the market price

of risk (MPR), which is an important parameter of the associated equivalent martingale

measure (EMM). The majority of papers so far has priced non-tradable assets assuming

zero or constant MPR, but this assumption yields biased prices and has never been

quantified earlier under the EMM framework. Given that liquid-derivative contracts

based on daily temperature are traded on the Chicago Mercantile Exchange (CME), we

infer the MPR from traded futures-type contracts (CAT, CDD, HDD and AAT). The results

show how the MPR significantly differs from 0, how it varies in time and changes in

sign. It can be parameterized, given its dependencies on time and temperature

seasonal variation. We establish connections between the market risk premium (RP)

and the MPR.

 Key Words: CAR process CME HDD seasonal volatitity risk premium



 

We Care About Your Privacy

We and our 878 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting I Accept enables tracking technologies to support

the purposes shown under we and our partners process data

to provide. Selecting Reject All or withdrawing your consent

will disable them. If trackers are disabled, some content and

ads you see may not be as relevant to you. You can

resurface this menu to change your choices or withdraw

consent at any time by clicking the Show Purposes link on

the bottom of the webpage .Your choices will have effect

within our Website. For more details, refer to our Privacy

Policy. Here

We and our partners process data to provide:

Use precise geolocation data. Actively scan device

h t i ti f id tifi ti St d/

I Accept

Reject All

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/mathematics-and-statistics
https://www.tandfonline.com/ramf20
https://www.tandfonline.com/loi/ramf20
https://www.tandfonline.com/toc/ramf20/19/1
https://www.tandfonline.com/toc/ramf20/19/1
https://www.tandfonline.com/journals/ramf20
https://www.tandfonline.com/author/H%C3%A4rdle%2C+Wolfgang+Karl
https://www.tandfonline.com/author/Cabrera%2C+Brenda+L%C3%B3pez
https://doi.org/10.1080/1350486X.2011.591170
https://www.tandfonline.com/action/clickThrough?id=5943&url=%2Fr%2Fsubjectsample-mathstats&loc=%2Fdoi%2Fabs%2F10.1080%2F1350486X.2011.591170&pubId=44939603&placeholderId=1074&productId=1843
https://www.tandfonline.com/doi/full/10.1080/1350486X.2011.591170?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/1350486X.2011.591170?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/1350486X.2011.591170?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/1350486X.2011.591170?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/1350486X.2011.591170?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/1350486X.2011.591170?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/1350486X.2011.591170
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F1350486X.2011.591170&title=The%20Implied%20Market%20Price%20of%20Weather%20Risk%3A%20Applied%20Mathematical%20Finance%3A%20Vol%2019%2C%20No%201
https://www.tandfonline.com/keyword/CAR+process
https://www.tandfonline.com/keyword/CME
https://www.tandfonline.com/keyword/HDD
https://www.tandfonline.com/keyword/seasonal+volatitity
https://www.tandfonline.com/keyword/risk+premium
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


Related Research Data

Localising temperature risk

Source: Taylor & Francis: SSH Journals

Modeling temperature behaviors: Application to weather derivative valuation

Source: Wiley

Pricing temperature derivatives with a filtered historical simulation approach

Source: Informa UK Limited

 

Linking provided by  

Acknowledgement

We thank Fred Espen Benth and two anonymous referees for several constructive and

insightful suggestions on how to improve the article.

Related research 

Recommended articles Cited by 

51

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01621459.2016.1180985&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1002%252Ffut.21923&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F1351847x.2019.1602068&type=Scholix
https://scholexplorer.openaire.eu/


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

