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Investor Summary

During a healthy market, the option price is determined through a number of assumptions, including of

market liquidity and is described by a diffusion equation (Black-Scholes). During a liquidity crisis, a large
number of stocks start behaving in an unusually correlated manner resulting in large financial losses and
serious disruption of the credit markets.

We propose an extension of the Black-Scholes formula to account for price variations due to the
catastrophic changes in the market. We develop a method to continuously adjust credit risk in the
unfolding market crisis. Our current research is based on our previous studies of quantum instabilities in
theoretical physics.
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