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Financial Innovation and Pricing of Options with Rational Beliefs.
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Abstract

The purpose of this research is to study

financia innovation of options when
participants in the financial markets have
heterogenous beliefs. The traditiona models
of uncertainty usually assume complete
markets with as many assets as uncertain

contingencies. Such a framework of analysis
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ignores many important phenomena and
financial innovation is one of them. Since
risk sharing is clearly less than complete in
practice, the most recent research in finance
theory has turned its focus to incomplete
asset markets and financia innovation. In
this research project we study how financial
innovation and pricing of options are
influenced by participants
beliefs.

heterogenous

Keywords: Financial Innovation, Incomplete
Asset Markets, Heterogenous
Beliefs, Options

P hgd BE

PRDF AT FE ¥ i3 'B‘E“‘
hA B {ripffen? = > g (40
Arrow(1953) - Radner(1972) 4r
(1997)) = A+ 3 U3 2 2 F AT H 5 %
5l Kurz and Wu(1996) % & 4 el &
® iz 4 (rational beliefs) MPTE
7 &R H 2 A (heterogenous beliefs)
K2 B EEHEATL R G DT FE T
Mo TRV IR O P ko PR AIATA K o

Kurz



TEam A AERAETEG TRHER
oz | (structural knowledge) @ ¥ it o ELE
Pl F RS o ot £
# o g T34 5 | (rational expectations)
{rém ez TILPEIFH | 2 - #Ho)5
3w -i»;ég)%—i Kurz (1996) > Kurz and
Wu (1996) > Huang and Wu(1999) - % »* p4
#4137 & > Allen and Gale(1994) 2 Duffie
and Rahi(1995) % 4% i
ﬁ,{gmﬁipﬂééo

e = 2>F A7 H ¢ » Detemple
and Selden(1991)% R:E & 7 ¢ & 7
Behom ¥ 2 R RO REREREDIE
EEXFERIFME LM 2 §RED
WP Henf e o o E R R
MR R - RBEFEEY KR E

A% & e

R T

—

A e B EBFRF Y RNLEG AD
AR EHEBEI F IS RPALE &
IAFHAFEFT ORI AP o
AFEABFHERRL LA R 2F A
B g e BRE R PAIATE T

o
=~ BEHH
2 = g 03] (binomial model)
SRR SHRTH ARG L G ®
%‘sﬁa‘%ﬁ mﬁp | KT o
HEETE F R E RS A
?%ﬁﬂ’ﬁﬁiiﬁﬁiﬁﬁwﬂﬁé
B L THROEFHAT 2T 2L L
FILFTHREFTEF g N“‘"‘](ln house
models)m j€F ¢ 5 hliin o Kb g 0 HFIR
BADEBEITRLEE AL X2 o T

T oo ARSEEE RN e e i RUE B R
PREE R FREBEDLFT ERE

I

S

¥Hfo b K indl
APFREF F IH A AR
BRAEFLORFFRECLER  ERHED
SIEE Sk 2 ERFEB T A
s RFRT F el
B ERTEHRERRL A0
RustTiaigh di RASLERE SR
51384 3 H_F Ao APE IR AR 2 (D)
T A 5 s

ao<d;<Ux<U; D

s H P THL N LR Iéﬁ%’i;ﬁ‘ﬁf‘f”’%/z{ °

LFEEOTRFEE PR G LS
SHERETE AR ORT H BT H T
2RI ERE o FREDL L B
HEEFRLEGFEDT e X
g1 % A B A PEPG - is

EELE R R K
LHEBEREIRRE A OE R K
MEAERTHEEAE Y - B AR

BRDE A Uy~ dF
ERERR TS K u~d Moo
P2 w2 b W E R R H S
P TR AT RO RALY R
RFF ihiz A9 o 0 m i o ¥
E U~ 0 R A
Pui~ Pai> & F F Fehgid o gthahl &
RREE N R A
R TEmEm iV E BA R
#c(skewness coefficient)q * % 7+ o & #f
TR AHIM Vi f ik o i 2
qgpErk o ERATEERY &
W T A Py Pai HIE B R0 PR

L)g f%’ = ”ﬁ d2<d1<U2<LI1

SR A

%—ﬁp\'—'nbﬁy’f"



A 12

P e 42

EipH O A% ]&—r A g g
o R R EFE R R ES LT A Fx
PR A o d TR E T A4
%’—’r%{ux o

Ht o AP G B AP H
S B, N AT iR 0 EF T R R
L - BN hddice FREfrF 5
RN S R 3 AR
Wl PlaHEERE > w85l >
[ ”Hiﬁ“‘l‘irﬂk;‘.ﬁrl%ﬁ_ﬁ%&
dopt A i E At R R T o G i
I REEE S SR - mT U RR
REE TS ol oo

¥ 1\.Feq‘z,_%~\&ﬂj:§— ;5,1{”_
SBHRET S BFA R SHKT

E’\Z’EI—- o

17\7

&Tﬁjﬂ%j%ogﬁﬁﬁﬁ%&i%}%&g{ﬁq
Sk NMBRE T HY B A R
FARRpRAM T Y RIS
BEA I - LSBT A Al
¥ONIEE T R OB 6 £ AT K I ATanis

fro E P e Nl BF AR - H
2 BRFTADTED ,—%’K—E\%?iﬁ’ﬂ
e o

,a"l’éfuﬂg%ﬁlin‘v?;&’f“%%?*\
AYF DB AR > AP A ERE A
BPHFE AL > T U ER M AT s
BAMGET P HIEE LFAT K
IR e BERE LBET O F - W
FAHS R iikeanz 47 2 ,“ger
s ( tatlonary)np AP djk A ® o &8
EHT o APHRES PR A

0y

E\.

:-t\:;:u
ﬁ“?ﬁ%iv R ESMFEIR O A
'Eﬁ}’rﬁ—;l?gb ME'J.,'E!kE‘l’:f“} o

Fooh b R R AR E
N X
FE R T
= 5B A
AP e dgA22 A RPN AT

 AB R o

FHR - BERERE 9\“”1“*“7%51‘#
LR SN B T A
TodPg % BLFjrhH2 T

REFREERTRFERELE Y

L SN
[1]. F. Allen and D. Gale, 1994, Financial
Innovation and Risk Sharing, MIT Press.

[2]. K. J. Arrow, 1953, “Therole of securities
in the optimal alocation of risk-bearing,”
Review of Economic Sudies, 1964, 31,
91-96, Reprinted and trandlated from
Econometrica, 1953.

[3]. G. Chichilnisky, G. M. Heal, and D. P.
Tsomocos, 1994, “Option values and
endogenous uncertainty in ESOPs, MBOs,
and asset-backed securities,” Economics
Letters.

[4]. J. Detemple and L. Selden, 1991, “A
General Equilibrium Analysis of Option
and Stock Market Innovations,”
International Economic Review 32.

[5]. D. Duffie and R. Rahi, 1995, “Financid
Market Innovation and Security Design,”



Journal of Economic Theory 65, 1-42.

[6]. M. Garmaise, 1998, Diversify of Béliefs,
Informed  Investors and  Financial
Contracting, Ph. D. Dissertation,
Stanford University.

[7]. P. H. Huang and H. M. Wu, 1999,
“Market Equilibrium with Endogenous
Price  Uncertainty and Options,“ in
Market, Information and Uncertainty:
Essays in honor of Kenneth J. Arrow,
97-119, Cambridge University Press.

[8]. A. Kraus and M. Smith, 1996,
“Heterogeneous Beliefs and the Effect of
Replicatable Options on Asset Prices,”
Review of Financial Sudies9, 723-756.

[9]. M. Kurz, 1974, “The Kesten-Stigum
model and treatment of uncertainty in
equilibrium theory,” In Essays on
Economic Behavior Under Uncertainty,
ed. by M. S. Balch, D. L. McFadden and
S. Y. Wu, North-Holland, Amsterdam,
389-99.

[10]. M. Kurz, 1996, “Rationa Beliefs and
Endogenous Uncertainty,” Economic
Theory.

[11]. M. Kurz, 1997, Endogenous Economic
Fluctuations: Qudies in the Theory of
Rational Beliefs, Springer - Verlag.

[12]. M. Kurz and H. M. Wu, 1996,
“Endogenous uncertainty in a genera
equilibrium model with price-contingent
contracts,* Economic Theory.

[13]. S. Myers and N. Maluf, 1984,
“Corporate Financing and Investment
When  Firms Have Information

Shareholders Do Not Have,” Journal of
Financial Economics13, 187-221.

[14]. R. Radner, 1972, “Existence of
equilibrium of plans, prices and price
expectations in a sequence  of
markets,“ Econometrica 40, 289-303.

[15]. L. E. O. Svensson, 1981, “Efficiency

and speculation in a mode with
price-contingent

contracts," Econometrica, 49, 131-51.

[16]. Specia Issue on Financial Innovation,
Journal of Economic Theory, 1995.

[17]. Specia Issue on Rational Beliefs and
Endogenous  Uncertainty, = Economic
Theory, 1996.



	page1
	page2
	page3
	page4
	page5

