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An Introduction to Capital Economics (II)

Koichi MIYAZAKI

Abstract

The originality of this article lies in (1) the analysis of initial dynamic
reaction of the price vector whose elements are the prices of the future,
the call option, and the put option of the same underlying commodity. It is
concerned with the change of the vector just after parity equations which
hold among the three prices in equilibrium are disturbed. (2) The
comparative statics concerning displacement (movement) of the equilibrium
price vector after the initial equilibrium is disturbed, and (3) the analysis of
the feedback mechanism from a change in the market price of the call
option and/or a change in that of the put option back to the market price (or
the cash price) of the underlying commodity.

It has recently been pointed out in many empirical studies in the
literature written in English that the stock price is influenced by the prices
of its options. The analyses in the present paper can be useful in explaining
the feedback phenomena.

The price of the underlying commodity is one of the variables of the
Black-Scholes formulae for pricing options. The price of the underlying
commodity can be influenced by changes in the option prices which are
governed by the demand and supply curves of the options. Behind the
demand an supply curves there are many demanders and suppliers of the
options, and they evaluate and price the options by use of the Black-
Scholes pricing formulae. It is a feedback from the option market to the
stock market.

This paper refers to the history and the present state of the option

markets in the United States. It also indicates the developing state of the
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transaction in the futures markets and option markets in Japan, as well as

the developing state of the Japanese institution of these markets.



