

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	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
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Skewed Generalized Error Distribution of Financial Assets and Option Pricing

	
    
        
            
            







    
    










    
    
    
    











			
                    Multinational Finance Journal, 2015, vol. 19, no. 4, pp. 223-266
 
        

    
	

	
	
		
		
			50 Pages
		
		

		Posted: 13 May 2000
		
			Last revised: 26 Aug 2019
		
		
	

	
		
			
			




	See all articles by Panayiotis TheodossiouPanayiotis Theodossiou
Ball State University


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: November 1, 2000

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This article investigates the empirical distributions of log-returns of several financial assets at the daily, weekly, monthly, bimonthly, and quarterly frequencies. The results indicate that the distributions possess significant skewness and leptokurtosis. These findings are attributed to strong higher-order moment dependencies which exist mainly in daily and weekly log-returns and prevent monthly, bimonthly, and quarterly log-returns from obeying the normality lawimplied by the central limit theorem. As a consequence, price changes do not follow the geometric Brownian motion often assumed in pricing options and other derivative assets. This article formally derives a skewed version of the Generalized Error Distribution (SGED) to model the empirical distribution of log-returns of financial assets and to price their call options. Under the assumptions of risk neutrality, normality of log-returns, and absence of arbitrage opportunities the SGED option-pricing model yields as special cases several well-known models for pricing options on stocks, stock indices, currencies, and currency futures. 
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