

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Illiquidity Premia in the Equity Options Market

	
    
        
            
            







    
    










    
    
    
    











			
                    Review of Financial Studies
 
        

    
	

	
	
		
		
			72 Pages
		
		

		Posted: 15 Mar 2011
		
			Last revised: 22 Sep 2017
		
		
	

	
		
			
			




	See all articles by Peter ChristoffersenPeter Christoffersen
University of Toronto - Rotman School of Management; Copenhagen Business School; Aarhus University - CREATES
Ruslan Goyenko
McGill University - Desautels Faculty of Management
Kris Jacobs
University of Houston - C.T. Bauer College of Business
Mehdi Karoui
OMERS


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: September 21, 2017

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Standard option valuation models leave no room for option illiquidity premia. Yet we find the risk-adjusted return spread for illiquid over liquid equity options is 3.4 percent per day for at-the-money calls and 2.5 percent for at-the-money puts. These premia are computed using option illiquidity measures constructed from intraday effective spreads for a large panel of US equities, and they are robust to different empirical implementations. Our findings are consistent with evidence that market makers in the equity options market hold large and risky net long positions on average. We show that the positive illiquidity premium compensates market makers for the risks and costs of these long positions. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Illiquidity; equity options; cross-section; delta-hedged option returns

	
	

	
    

    
	

	
	
		JEL Classification: G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Christoffersen,  Peter and Goyenko,  Ruslan and Jacobs,  Kris and Karoui,  Mehdi, Illiquidity Premia in the Equity Options Market (September 21, 2017). Review of Financial Studies,  Available at SSRN: https://ssrn.com/abstract=1784868 or http://dx.doi.org/10.2139/ssrn.1784868 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Peter Christoffersen

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Toronto - Rotman School of Management]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Toronto - Rotman School of Management  ( email )

			

			
			
				
				
				
					105 St. George Street
Toronto, Ontario M5S 3E6 M5P 3C4
Canada
416-946-5511 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Copenhagen Business School 

			

			
			
				
				
				
					Solbjerg Plads 3
Frederiksberg C, DK - 2000
Denmark

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Aarhus University - CREATES 

			

			
			
				
				
				
					School of Economics and Management
Building 1322, Bartholins Alle 10
DK-8000 Aarhus C
Denmark

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ruslan Goyenko (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				McGill University - Desautels Faculty of Management  ( email )

			

			
			
				
				
				
					1001 Sherbrooke St. West
Montreal, Quebec H3A1G5 H3A 2M1
Canada

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Kris Jacobs

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Houston - C.T. Bauer College of Business  ( email )

			

			
			
				
				
				
					Houston, TX  77204-6021
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Mehdi Karoui

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				OMERS  ( email )

			

			
			
				
				
				
					200 Bay Street, Suite 2300
Toronto, Ontario M5J2J2
Canada

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,521

			

		
		
		
			Abstract Views

			    7,252

		

		
		 
		
			Rank

			   22,973

		

		
	


	
		
            
            	       29 Citations
		

	

	
		
			
				      106 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Post-'87 Crash Fears in S&P 500 Futures Options

                        
                            By
                                
                                
                                    
                                    David S. Bates
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Transform Analysis and Asset Pricing for Affine Jump-Diffusions

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Jun Pan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Transform Analysis and Asset Pricing for Affine Jump-Diffusions

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Jun Pan, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Impact of Jumps in Volatility and Returns

                            
                                By
                                    
                                    
                                        
                                        Michael S. Johannes, 
                                        
                                    
                                        
                                        Bjorn Eraker, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Implied Volatility Functions: Empirical Tests

                            
                                By
                                    
                                    
                                        
                                        Bernard Dumas, 
                                        
                                    
                                        
                                        Jeff Fleming, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Recovering Risk Aversion from Option Prices and Realized Returns

                            
                                By
                                    
                                    
                                        
                                        Jens Carsten Jackwerth
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Recovering Probabilities and Risk Aversion from Option Prices and Realized Returns

                            
                                By
                                    
                                    
                                        
                                        Mark Rubinstein
                                         and 
                                    
                                        
                                        Jens Carsten Jackwerth
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Return Characteristics, Skew Laws, and the Differential Pricing of Individual Equity Options

                            
                                By
                                    
                                    
                                        
                                        Gurdip Bakshi, 
                                        
                                    
                                        
                                        Nikunj Kapadia, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Return Characteristics, Skew Laws, and the Differential
Pricing of Individual Equity Options

                            
                                By
                                    
                                    
                                        
                                        Nikunj Kapadia, 
                                        
                                    
                                        
                                        Gurdip Bakshi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Nonparametric Estimation of State-Price Densities Implicit in Financial Asset Prices

                            
                                By
                                    
                                    
                                        
                                        Yacine Ait-sahalia
                                         and 
                                    
                                        
                                        Andrew W. Lo
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 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.
					
						
							
							This page was processed by aws-apollo-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
