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Abstract

A new and easily applicable method for estimating risk neutral distributions (RND)
implied by American futures options is proposed. It amounts to inverting the Barone-
Adesi and Whaley method (1987) (BAW method) to get the BAW implied volatility smile.
Extensive empirical tests show that the BAW smile is equivalent to the volatility smile
implied by corresponding European options. Therefore, the procedure leads to a legitimate
RND estimation method. Further, the investigation of the currency options traded on the
Chicago Mercantile Exchange and OTC markets in parallel provides us with insights on the
structure and interaction of the two markets. Unequally distributed liquidity in the OTC
market seems to lead to price distortions and an ensuing interesting ‘ghost-like’ shape of
the RND density implied by CME options. Finally, using the empirical results, we propose
a parsimonious generalisation of the existing methods for estimating volatility smiles from
OTC options. A single free parameter signi..cantly improves the ..t.
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Abstrakt

Je navrzena nova a snadno aplikovatelna metoda odhadu rizikové neutralnich rozdéleni implikovanych cenami
Americkych opci na ménova futures. Metoda je zaloZena na inverzi analytické aproximace podle Barone-Adesi and
Whaley (1987), ktera vede k vypoctu implikované BAW volatility. Na zékladé empirickych testi se ukazuje, ze
BAW volatility jsou ekvivalentni volatilitim implikovanym odpovidajicimi Evropskymi opcemi. Proto tato
procedura predstavuje zaklad pro legitimni odhad implikovanych rozdéleni. Kromé toho paralelni studium
meénovych opci z trhu OTC a opci na ménova futures na Chicago Mercantile Exchange poskytuje zajimavy nahled
na interakci mezi témito dvéma trhy. Zda se, ze nechomogenné rozlozena likvidita na trhu OTC podle excercise
prices vede k cenovym distorzim na trhu CME, které se projevuji zajimavym trimodalnim tvarem implikovaného
rozdéleni, které tak pripomina strasidlo (ghost). Zavérem na zakladé empirickych vysledkl navrhujeme zobecnéni
metod k odhadu distribuci z cen OTC. Ukazuje se, Zze dodani jednoho volného parametru vyrazné zlepsuje fit
metody.



