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b. For the S&P 500 Index call option for December 1997 at a strike price of 950. 
SOURCE: Bloomberg ~nformation service. 

Althougl~ the stoclc mztrliet has risen 
sharply o\.er the litst three years, :I 

casual esamin:ttion inclic;~tes :t 

Ixln~pier p:tt11 since the ~niclcllc of 
'1996. A Inore structcirecl approach 
loolcs :It the st;lncl:trcl cleb-i:ttion of 
the incles. xvhich she\\-s a clsa111atic 
L I ~ ~ L I S I I  st:t~Iing in niicl-1996 :tricl co11- 
tinuing t h r o ~ ~ g h  1997. '['he st:ind:trcl 
clcvi:ltion, ;t Ineasure of the size of 
rn:trket fluctc~ations, h;~s incrcasccl 
by :I ktctor of 10 since M:ty 1095. 

A 111or-e tol-\\-arcl-lool<i[~g itp- 
pro;~cli t o  ;~~~; t lyz i~ig  marlcet \.ol:itil- 

ity uses tr:tcled options. Call options. 
\vliich give their owner the right 
( l ~ t  not the ol~ligation) to 1 ~ 1 y  ~tocli  
;ti a ~7recletern1inecl price. :ire ~;lrtic- 
ul;lrl~. sensitive to volatility hecause 
it  affects the lilielihood that tile op- 
tion \\.ill expire "in the money": that 
is. \vith the stock price :tl,o\.e the 
strilce price (tlie price at \vliich the 
o\\.ner 1n;ty IILIY the stocli). For. any 
given option. there is a volatility t l u t t  
\\.ill make the observeel option price 
c~orrect. termccl the impliecl \.olaiil- 
ity. I t  too h:~s generally been incre:ts- 
ing in 1997. confirming the more 

I,:tcli\\-;ucl-lo01ii11g historical pattern. 
Another ilsef~il measure o f  volatil- 

it\- is stocli market liurtosis. A high 
k~lriosis level means :t greater pro1,- 
ilhility of estreme mo\~ements- 
both j~111lps :incl crashes. This is 
clc;~rly reflecteel in the large price 
movelnents of early 1997. hut the 
m:ulcet seel-ns to ha\-e settlecl do\v11 
since ihcn. Coc~plecl \vith the in- 
c~.c:tsecl st;tncl:~rcl cle\'.iatio~~, lowel. 
Ic~lrtosis implies a more v;trial,le 
ln~trkei. l ,c~t  one less liliely to esperi- 
ence big s\vings. 
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