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Whichi distribution is preferable for fitting option model price
to its market price and forecasting the future equity price?

KENTARO TANAKA t . KOICHI MIYAZAKI t and MASAKI OKAMOTO!

Cross-sectional market prices of options are thought to have some information on the in-
vestors’ forecasts on risk-neutral density of underlying asset. Assuming lognormal, lognormal
mixture, jump-diffusion model and generalized beta, we estimate it from the cross-sectional
data and examine its forecasting ability based on standard likelihood criterion. In analysis
of the forecasting ability, we compare the ability of the risk-neutral density with those of
the densities estimated from historical data or risk-averseness parameters. The data in our
analysis covers the period from June 2003 to April 2008, that is to say 59 kinds of contract
months. We also attempt above analysis splitting the data period into the one before the

occurrence of the sub-prime problem and the one after the problem.
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