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0000000000000000000000000
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D000D000D0000D00O00 (00 (1990, pp37-39; 00 2.21. 000D000O0DO
D00 Lévy000D)0

¢(u) = exp(tp(u)) (2.1)

02 2 . > UT ;
Y(u) = U + ibu +/ (e —-1- zuxlﬂxél}) v(dx)

— 00
D0000000000000 (o2,v(de),b) 000 000000000000 OOO
goobogo
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e 20 b000000%(>0),beRODOO
e v(dx)O

v({0}) =0, / min(z?, 1) v(dz) < oo

|z|>0

OO000 ROOODOOOO

(6%, v(de),b) 0 0000000000000 OOO00 (6%,v(dz),b) 0000000
000000000000000000 (o?,v(de),b) 0000D000D0O00DODOOO (2.1)
D000 ROODOODODOOOOODODODOOOOOOOODODOODOO
{Z,}0 p0DDO0ODDOO (6%,v(de),b) 000000 {£} 000000000000
O00vy 0 Lévy exponent 00000y 0000 OO0OOOOOO

¢(u) O
/| - |z| v(dx) < 0o

goobooooooo

2 %)
¢(U) — exp (—%u2+zb1u+/ (e“m—l—wx) V(dx)) , b1 :b+/ J/’V(dflf)
|z|>1

0D0000000000000000000000000000000 (02, v(dx),b1); O
Oo000oooooDn 0 42, 0000000000000O0C000O0OO

/ |z| v(dx) < 0o
|z|<1

ggd

googoooo
o2 <
é(u) = exp <—7u2+@'b0u+/ (e —1) V(dx)), bozb—/ zv(dx)
—00 |z|<1
gooooooooobobooooooooo (az,y(daz),bo)oDDDDDDDDDDbODD
D000 (diift) 00000000
0000000000000 0000 Lévy-Khinchine 00000
o2 <
¢(u) = exp (—?uz + ibu) exp (/ <e““c —1- iux1{|w|§1}> l/(de‘))
—0o0

goboboooobobboooobobooooboobooooobboooobbboooon
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00 2.3 (00 (19900 ppl52-1530 00 6.1.2. Lévy-Its 0 0 ))
{Z,}, {W:}ON,(dtdz) 00000000000 WienerUOOPoisson0 00000000
gboboobogobobodnogd

Zy =ocW,+ bt +/ / »(dudx) + / / N, (dudz) (2.2)
0+ |m\<1 0+ |ac|>1

000 Ny(dudz) = N,(dudz)—N,(dudz) 0 0 0 ON,(dudz) O Ny(dudz) O compensator
0 Ny(dudz) = duv(dz) 0000

ggoobbboogoobbodbooogoobbooboooobbbobboooboboo
gobobooooobuoooooouooooboboodgn

00 2.4 (00 (19900p153000 6.1.30000000 Lévy-Ité 00))
00000 {Z)} O

/ |z|v(dzr) < oo
lz|<1

gooobooogn

// »(dudx) // N, (dudzx) — / zxv(dr)
0+ |w\<1 0+ \m|<1 |z|<1

0000z, 0000000000004
'
Zt:aWt+b0t+/ /pr(dudx)
o+ JR

gobobooooboobbooooobobooooobooo
00 2.5 (Protter(19900 p710 Theorem 32 O It6’s formula))
ROOODOO {X,;} O semimartingale 0 0000000000000 f:R—RO C?-
000000000000 {f(Xy)} 000 semimartingale0 0000000000000

googd
f(Xe) = f(Xo) = O+f'( ~)dXs + f”( -)d[X, X
+ Z {f(Xs)_ s—)_f( s—)AXs}
0<s<t

0000([X,X]°0 2000000000

000000 semimartingale 0000000000000 CO0O0O 250000000
goo
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00 2.6 (Ito’s formula for Lévy process)
RODOOOOO {Z} OO c’-0oon fPR—-ROODDODOODOODOOOOODOODO
dooooooooooooooood

f(Zt)—f(Zo)z/ af’(Zs_)dWer/ bf’(zs_)ds+1/0 o2 f"(Zs_)ds

0+ 0+ 2 +

+/0: /xglwf’(Zs_)Np(dudx)
! /0: /R {10t 0) = $20) = (2 )t gy | Ny (dud)

00000o0o0oooo g(t,z) DOOO

/O:/Rg(s,x) Ny(dudz) = Y g(s, AX,).

0<s<t

23 O00O00O0OOOoOoOoOd

goboboogoboobbooooboobooooboboooobboooooboobooon
gobobobooobbboooobobtboooobbboooobbboooUbDbboogo
goobooooboboboooooobboooobbbuoooobboooubLDbbooOon
gobobbooooboboooooobboooobbbouoooooboooubooboboogn
goobboooobbboooobbbooobbbooobbboooubbbooOoo
ooobooooobobobooooobobboooo 20b0b0bbboooobDbDbbOOoO
agoo

gooboooobboooobbboooobboooob bbb bboooo
gooboooon

00 2.7 (Sato (1999, pp218-219; Theorem 33.1, 33.2))

(i) (Q,FP)00 {z}0 (Q,FP)00 {2} 000000000 (o2, v(dz),b) O
(32,7(dz),b) DODOO0DO0OOO0DOOOD0O0O0OOO0O0O0OO0O0OO0OOO
goooo

1. 0% =52

2.00000v»,70000000000000¢(z):=log(%)0000

/(e“’(‘”“’)/2 - 1)2u(dac) < 00
R
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gooooooo
3.b—b— [, 17 —v)(dr) € R(c?), R(o?):={o%x:z R}
000000000000000000000000000 t(e(0,00))00000
P|]:th’|ftDDDDDDDDDDDDD
(1'1') 000000 0000000 00o00oooao

3.b—b— [, @ —v)(dr) =0, neR.
ogooood

1
Uy =noWy — 577202 t +/ / »(dudz) / / ego("”) dul/(dx)

1
=noW; — 577202 t +/ / »(dudz) / / e‘p(z) —1—¢(z)) duv(dz)
0+

0000000000000U, 00000000000 (o62,vy(dz),by) 0000
000000 (Q,FP)00ROOOOOOOO000000

o =n’o
v =" |ayqo
1
bu = —5m°o” - /R(ey = 1= ylocpyz () (ve ™) (dy)-

00000000 t(€(0,00)) 0000

EP [e7] =EF [e V] =1
goood
ap|
Pl = P-a.s. (2.3)
Ft
good

D0 Y, :=e"00000(23)0000000000Y 0

dP
dP

t
=1+ / noYs— dws + / / eW) - 1) Np(dsdz) P-as.  (2.4)
0+

t

0 0 0 density transformation 000000 POODODOD0O00 {Z},., 000000
0000000000000000 {e"S;},<7 0 P-martingale 100000000

y o)

P(—i) = - +b+ /OO <e$ —1-— $1{|x|§1}> v(de) =r (2.5)

2 .
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00020

000000000000000000000000000 2700000000000
000250000000 (00 270000,0,0" 00000000DOO0D)00000O
00000 00000000000000000000
000D00000000000D00000

0 minimal martingale measure ( MMM )
0 mean-correcting martingale measure ( MCMM )
O Esscher transformed martingale measure ( ESMM )

0 minimal entropy martingale measure ( MEMM )

goooog
O00000000o00o0o0ooooUoU0o0oooono|GLP & MEMM) OOOO

[GLP & ESMM]| 0000000000000 00000O00O0000O00O00O00O00OO

O0000 MEMMOESMM 000000000000 00O000O0OO0OO0OOOOO0O0O
goboboooobobobooooobooooooo

00 [GLP & MMM|OODO0ODO0OOD0OO0O Chan (1999) 000000000000 0O0
ggodooooooobbbooooooogoooooooobobooooooa

000000 martingale O O P O minimal martingale measure 0 0 0 0 O O
{e7"Si} i< O martingale 00 M OO00DO00< M,L >=000000000000
P—martingalLDDf’—martingaleDDDDDDDDDDD

(Follmer and Schweizer (1990, p398; definition 3.2))0

00000 martingale 10 P O

dP

t t
— =1 +/ Ys0Ys_ dW —I—/ / %Ys,xﬁp(dsdm)
dp 0 o Jr

Fi

00000000000000 P O minimal martingale measure 0 0 0 0O 0O O
(Chan (1999, p517))00 00 0 {y},<r O {e7"Si} ;<7 O martingale 00000000
00000000z, 0000000D000D000DO0O0DOOO0DOOO0DOODOOODOO0OO
DDDD(2.4)DDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDDS)D
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MMM 0000000 ({Z},P)00 ({Z},P)0000000000 (62, v(dx),b)0
(62,7(dz),b)) 000 ROODODOODOOOOOOOOOOOOOOOOOOOOOOO

5% =02,

v(dx) = (nx + 1)v(dx),

b=b+n <02 -+ / mQV(dx)>
{lz|=1}

()
o2+ [% z(e* — 1)v(dx)

D00000000000P O minimal martingale measure 0 0 0 O

O0O0ODMCMMOOODOOOODDOD POODDOOODDODODODODDOODDOOOOO
000000000 0oDo0ooooooooooooMCMMOODODOODOOOODO
OO00O0O0O POOODOODOOOOOODODOO

MCMM 0000000 ({£),P)0OO ({£},P)0000000000 (o2, v(dx),b)
0 (62,9(de),) 000 ROODODOOOODOO00O0O0000000000O0P O mean-

correcting measure 1 0 00 O00O0OODODOO

goobboooobbboooobbbodnuuoooo

r—b—o%/2— fR\{O} (em -1- x1{|x‘§1}> v(dz)

o

O0000000POO0OO0OO0ODOOO0OOOOOOOOOOPO mean-correcting mar-
tingale measure (MCMM) OO0 0DODOO0O0000OPOOO0ODOOOOOOOOOOOO
{e_”St}téTD P-OOOO0O0O0O0OO0O0O0OOOOOO

(0%, v(dz),b), 0> 00000 [GLP & MCMM] 0000 Merton (1976) 000000
D0000D00000000%0

ESMM 00000 Schoutens (2003) D0 D 0000000 OOOOOO
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ESMM 000{Z},P)0 ({£},P)0000000000 (02, v(de),b) 0 (62, (dx),b)
000 RODODO0O0O0O0000000000000000000000

h* e {h € L|Y(—i(1+h)) —(—ih) =1}; (2.6)

b="b+o%h*
000000000000 PO ESMMOOOOOOO
L= {hER‘/ (ehx/Q—l)QV(dm)<oo}.

0000000000000 000000000000000000000000®00
O0AR*0000D0000DOO0OODOOODOOOD® O
D00OPO0DOODOOOODOOOO POOODOOOOOOOOOOOOODOOOO

HRERERE
- ¢(u —ih”)
) = (27)
Gerber and Shiu (1994, pp175-177) O O O O OEsscher transformed martingale measure
0000000000000 000O000O0Oooooo?g

[GLP & MEMM] 0 000 Miyahara (2001) 00000000000 OGLP & MEMM]
00000000000000000000

MEMM (Fujiwara and Miyahara (2003)) OO (C) 000000000 O0OOO
O¢00Dooo

(€1 Jsyy eme?” (< Dy (dr) < oo

(Ca) b+ (53+06%)0%+ f{|x|>1} (e® —1)e? ("~ Dy(d)
00000000 + [z (€7 =10 —2) y(de) = r

00 (C)0D000000oO00oo0ooooooo
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1. (MEMMOOD)O MEMMP* 000000

2.(00000)0 Z0P 000000000DO0O0O0OOOD0O (A% v b*)0
A — 52
v*(da) = e " "Dy (dx)
b*:b+9*+02+f{|w|§1}xd(y*—1/)

goooogd

[GLP & MEMM] D000 O000O00O0OO0OD0OO0OO0OO0OO0O000O0O0OOOODOOO
000 (2003) 00000MO0D00000000000000000000000000
0000000000000000000000000000000

ODODOMEMMOODOOOOOOOOOODOOOOOOOOOODOOO0OO00000O
080

24 O00000O0O0ODODOOOOOOOOO

2.4.1 Stable Process
[I[I[I[I[I[I[I[I[IDDDDDDDDDDDDDDDDDDDDDDF&ma(1963)D
Mandelbrot (1963) 0000000000000 00O00O0O0OO0O0O0O0OO v(de)DOOO
gogogooog

c1liz<oy + c2l(z>0) s

v(dz) = [T+

,0<a<2, c,c9>0,c14+cy>0.
0000000000000000 ¢(u) =exp(v(uv) 0000000000

I'(—a) (cos %) clul* (1 —iftan %sgn(u)) + iTu, for a # 1

Y(u) = 2 (2.8)
—gc|u| (1 + i—sgn(u) log |u|> + iTu, fora =1
0
ooo
c=c1+ co,
. Cy — Cq
et
7% ifo<a<1
1—«
T=1< b+ coc, ifa=1
C1 —C2

+ b, fl<a<?2
11—«
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0000¢ = [, r2(sinr —r)dr+ [ r2sinrdr 0000

[G-Stable & MEMM] 0 O O
ooooooooooobobo MEMMOOOOOOOOOOOOOOOooOooooooDOo

00 1e¢,0>000000000000 (¢)00O00O M O00000000060*<0DO
goo

O0100000000b0oo0bOoooobo MEMMOOOOODOODODOOODO
gobboooobbboooooobboooobbbuoooobobooooboboboogn
goobooooooo

OO0bOO0obOO0o0o0O0ooO0oboooobooo MEMMOODOODOODOOOODODO
000000000000 00D000000DoOo0O0o0o0 MMMOMCMMO ESMM OO
gooboooobobooooboo

2.4.2 scaled t-distribution

scaled t-0 000000 O0O0O0ODODOOO0ODODODOOODOOOODDODOODODOOOOD
Praetz (1972), Blattberg and Gonedes (1974) 00D 000000000 D0O0OOOOOO
0000 Z0O00O000 (n,by,y) O scaled t-0 00000000000 Y::@DD
OO0 0O ¢t00000000O00n>0,v>00

000+0000000000000000000 Grosswald (1976)Mscaled t-0 0 0 O
0000000000000 0O0OTakano (1989) 0000 t-0000000OO0DOOOOO
O0000D00000O00scaledt-000000000000000000000O%0

1 —|z|v2v
v(de) = — c

|| /0 v [JZ/Q(\/QvnWQ)+Yi/2(\/20nfy2)]

O00t+0000000000Hurst (1995) 00 0000000000000 0O0O0O0OO

dv | dzx.

OOscaled t-0 000000 ¢(u) 00000000

o Ko (Vi lul) (vl

n/2
T(n/2)20/2 1 '

¢(u) = e

-99 .



2.4.3 NIG Process
Barndorff-Nielsen (1995) O 0 O Normal Inverse Gaussian (NIG) 000000000

goobooogooo

bac exp(Bx) K (olz])

dx) = dx.
v(dx) - 2] x
Oo000K,OOO ANODODQOOODODOOoOoDOoooooo
NIGOODOODO ¢(u) O
o(u) = exp [ib0u+5<\/a2 — a2 — (B +iu) )]

O00000O00ONIGODODOOOOOoOO

f(@;a, 5,6, bo) ——exp (6var =52+ Bla )KI%(SQ j;bO)Z)- (2.9)
- O

ugooboooobobooan

[G-NIG & MEMM] 0 0 O
0O (2003, ps8; OO 7.2, 0 (7.12) )00OOP* 0000 {Z}<y DOOOD
(A%, v*(dx), b)), O

0" {9 eR by +/ (e® —1) e " Vy(da) = 'r} ;
R\{0}
AT =0
) - el 0 - DIl
b = bo

googd

[G-NIG & ESMM] 0 O O
(Z, PESMMY OO0 O (62, 0(dx), bo)o O

h*E{hEE‘b1+6(\/a2 (B4 h)2 — /a2 — 5+h—|—1)2):r};
5% =0
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_ daexp [(8 + h*)a] K (ala])

m |z]

dx

v(dx)

60:T+5<\/a2—(5+h*—|—1)2—\/a2_(ﬁ+h*)2>

000000000O0ONIGODO0D0000 (Z,PESMMYOoo NIGODDODODOO

2.4.4 Variance Gamma Process
Madan and Seneta (1990)0 Madan et al. (1998) O O O Variance Gamma (VG) 00O
000000 v(de) DODOODOOOOO

e‘cl|$|l{m<o} +e”
]

cz|a:|[
v(de) =C {z>0} dx, C,cq,co > 0.

vGoOoooooo

/1 |z|v(dr) < oo

-1
000D00000000000 (6%,v(dr),by)y 0000000000000
VCODOOOOOO ¢(uv) 00000000000

1 C
14 du/ci)(1— iu/Cz)) '

0D0OvVGOoOOoO0O0000 (0,v(de),by); 0000000000000000b, by, by

d(u) = ™" ( (

gobobooooobod

a1 e 1
b:b0+0(6 - )

C1 C2

1 1
w=n-c(L-1),
C1 Co

[G-VG & MEMM] O OO
OO0 VGUOOOOOO MEMMOOUOOOOODOOOODOOOODOOOOOO (see
Fujiwara and Miyahara (2003) or Miyahara and Novikov (2002))0

00 2 (1)00 <10000000000000000O (C)OOOoOe 0ODOOOO
Ooooe*<00000
(2) 00 co>100000 f(0O)>r0000000000O000O0ODOO (C)D0ODOOM*O

94 -



Oooooogoe<on0ood
(3) 00 e >100000 f(0)<r0OO000O0O0,00 (C)ODOO0DA OUDODOOO

aono

f(0) :=b+ <1 + 9*> o? —|—/ (e® —1)e? ¢~V p(dx)
2 {J2|>1}

+/ ((e’” —1)ef" (") x) v(dx)
{lz[<1}

godgd

00 VGOOOOOO MEMMOOOOOOOOOODOOOOOO ({Z:}, PMEMM) OO
00000 (A%, v*(dz), b)), 000000000

A*:O'2

Y

*

v*(dz) = e (¢ Dy (dx),

by = bo + 0% >,
000 60

0 0o
1 @ 1 x
bp + C (/ —emalrl(g® —1)ef "Dy +/ —eezlzl (g7 — 1) fle _l)da;) =r
oo || o |l
(2.10)
goobooooooo

[G-VG & ESMM] 0 0 O
00 VGOOOOOO(2.6)0

Cl+h+1 C2_h_1
=by—C|1 _ 1 _ 2.11
e (e () e ((05)) e
00000 (211)0 AhO0OD0ODOOOO

(07m7€ — 1) 2+ [(ea 1)+ {ler + 1) = (o = el =0/
+cpep — eV C ey 1) (eg — 1) =0

O000AO0OO0O0DOOOODODOOODDOO0ODDOOODODOOODOOO DO
2
D= (c1 +c2)? (e(’"*bo)/C_1> +4e(r=b0)/C 5
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0000000000 00000000 O0bO00000oAOOOOODODODOOOOO
gdoooooooon (2.11)D hOOOODOOO
b —{(ea — 1) + (e1 — c2 + 2)elr=20)/C}

o Z(Q(T*bo)/c—l)

\/(Cl + 62)2(6(7’—170)/0 _ 1)2 + 4e(r—b0)/C
2 (e("“—bo)/c _ 1)

+

(2.12)

ooogo

@ZDDDDDDDDDDhD ca+h>000c—-hA>100000000000000
0000000000000000 h*(e £)000000Esscher transformed martingale
measure POOO0OO0O0O0000 ({Z},PPMM)ygoo vGoOoooO

C(ESMM) —C

SEOD _ gy g

ESMM
cg ) = ¢y — h*,

(ESMM) (ESMM)
(ESMM) (c1 +1)(cy —1)
bo =7+ Clog < (ESMM)_(ESMM)
1 2

DO00W 00000A O +h>0,c—h>00000000000000A* 0 (2.12)
000000000

2.45 Merton Jump-Diffusion Model
00000000000 OMerton (1976) 00000000000 0OD0O0OOOOOOO
00 S;=exp(Z,) 000000000000

Zt :bot+O'Wt+Jt. (213)

0000w, 0000000000000J, 0000000 v(dz)=Mp(dz), A\>0000
gooooooooo

p000 mOO0 000000000 0D0O0O00OO00OO0O MertonOODOGODOODOODO
OOobo0obo0ob00 Zzz000000b0o0ooooooo

)2
exp{—%} de, A>0,v>0.

1
v(dz) = )\m
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0000000 ¢(u) =exp(yp(u)) O
Y(u) = iuby — o*u?/2 + A {exp(ium — vu®/2) — 1}
goodgd
ZtDDDDDDDMerton(bo,JZ,c,m,v;t)DDDDDDDDDDDDDDDDDDD
000 bot+cmt
000 0% +c(m? 4+ o)t

em(m? + 3v)

00O ;
Vit (o2 +c(m? +v))?
4 2 2
100 3+c(m + 6mv + 3v°)
t(o? + c(m? +v))?
gooo

00000000 80 dynamics0 0000000000000

g_st = pdt + o dW, + dJ,
t—

=pdt+odWy+ (Y —1)dN, (2.14)
gooo

N:O intensity ¢ 0 Poisson 00 O
J,0 00 Poisson 000 fe. Jy =Y (V;—1),0000N,=00000 J,=0.
000y, i=1,2,..0000000000000000000000

YV,—-10 0000000O000O00O0DO000O0O0bOoobOoooboboooog

m:n—lﬂ ie.O0 5, =95,_xY;

Uroboooodoububouodl ——

y;0 log stock price 000000 (ie. y; :=logY; =logS,, —logS, )0 00O
y, 0000 p(de) DODOOOO

00000000 S, 000000000120

Ny
Sy = Spexp [(,u — 02/2) t+ O'Wt} HYi
i=1
= Soexp(Zy), Zy =bot+ oW+ J;.
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aono

Merton O O O O [Merton & MCMM]| OO 0O
Merton (1976) 00000000000 O0OO0ODOOOOOOOOOOOOOOOOOO
gbobodbuobobbobodobooboboobooboobobodobgodoba

O0000000000000000000000000000ooooooooooon
00000000 00OoOoooooooot®

gobobboooobbboooobbbooooboboodon

> A\T)?
C= €_TT E eATgernTCBS(‘Sn K7 T7 Tnva-TL)v
n.
n=0

n(m +v/2)
T )
g :0‘2_’_@
n T7
! K 2/2)T
Cps(S, K, T,r,0) = SN(d) + Ke ""N(d — oVT), d = og(S/ )+\/(;+a /2) .
g

ro = i+ fi =1 — Aexp(m +v/2) — 1},

[Merton & MEMM] 0O OO
({Z,},PMEMMY o OO0 (A%, v*(dw),bl), O

m+(%+9)£

> x 1 (x — m)2
T 0(e”—1) s — .
—I—c/ (e —1)e mexp( % ) dx r},

O*G{HER
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[Merton & ESMM| O OO
({Z,},PESMMY 00000 (62, 0(dx), bo)o O

~2 20,2
* * _ )7 2
5 (de) = cexpl(m +oh* /2] [_{x (m + vh*)} ]
2mv 2v
B() = bo + 02h*

OO000D0OO000A*D

bo + o (h+%) +C<exp [hm+§h2]> (exp [m+v<h+%>] —1) —

goooooooon
00000000000 00000000000000Merton(by, 52, cexp[(m +
vh*/2)h*],m +vh*,v;t) 00000000

[Merton & MMM] O OO
{Z}, PMMMY 00000 (62, 0(dx), by) O

52 _ 2
c(nz +1) { (I—m)2}

U(dr) = ————exp — dx,

(dz) o OXP 50

BoZbo+7702

googd
r—by—o0?/2 —c{exp(m+v/2) -1}

’r]:

o2 +c{(m+v)exp(m+v/2) —m}

25 OUOO0OOO0OOO0OO0OOOOO

000000000000 Carr and Madan (1998) 0000000000000 OOO
O0000000O0oooooo
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CT(K) =50 {— /OO e~ IOgKCT(U> dv + (1 — elogK—rT)"‘} . (2.15)

000 |
G_TTQZ)T(’U _ Z) _ ezvrT

Crlv) = (v + 1)iv

000000000 Cont and Tankov (2002, appendix A) 00000000000 OOO
(2.15) 0000

Cr(K) = {lRe ( /0 ™ =ik (o) dv) Lo ek_TT)+}

™

ooooidg

0000000000000000O00® g

N
1 o
Cr(ky) = So{ —Re | Y e FUD@Ng | (1 — by § - 4y =1,2,--- N
T -
71=1
o0oQ
wbv 21
zj =€ (r(vy), Ay =N
OooQ
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[]

D f(z) = e 000000000000000000000

t t

1 t -
Ut =14 noye’s= dw, + (bU + *7720211) eVs— ds -I—/ / yeUS—NéU)(dsdy)
o+ 0+ 2 o+ JyI<t

t
Ug_ Us_ Us_ U
+A+A(eye s— —e —e y1{|y\§1}) N}(D )(dsdy)

t

t ~
=1+ L nove Ys— qw, + (bU+ =N oU> Ye— ds+/ /yeUs—N,gU)(dsdy)
o+ JR

0+
Ug_ Ug_ 1 )
+ ye dsvy (dy) + 1 y) Np 7 (dsdy)
o+ Jiy|>1 0+
t -
=1+ [ noyeYs— dw, + / / yeUS*NI(DU)(dsdy)
0+ 0+ JR

t t
+ / / eYs— (¥ —1—y) NI(DU) (dsdy) — / / eVs— (e¥ = 1 —y) duvy (dy)
0+ JR 0+ JR

t

t ~
=1+ noeYs— dw, +/ / Lp(x)eUS*Np(dsdz)
0+ o+

+/O+/ Vor (e5®) — 1 — () Np(dsda) — /M/eUS* (7 — 1~ p(2)) v(da)

t

=1+ noeVs— dw, Jr/ / o(z)es— Np(dsdz) Jr/ / eVs— (e“’;(z) -1- np(:c)) Np(dsdz)
0+ o+ Jr o+ Jr

t

t ~
=1+ noeVs— dw, +/ / eVs— (ew(m) — 1) Np(dsdzx)
0+ o+ Jr

V=T -—t000000

Els [eir(Tit)ST | F ]

E” [e777 Sy exp(Zr — 20) |7 |
= ¢ " SE [exp(Zr — Zi)] = e "7 SLEF [exp {i(—1)Z,}] = e~ "7 Sy exp[rep(—1)]
= Sy exp[(P(—i) — r)7]
0000000{e "7Sr} 0 P-martingale 10000
P(—i) =r
goooooooooa

3)

dP t t _
— =1+ / YsoYs_ dWy —i—/ /sts_pr(dsda:)
dP P 0 o JR

t

ap

t ~
| =14 [ nov._ dw, + / / Y,_ *”‘z ) Np(dsdz)
P | ot ot

goooood
Yt ="
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gooboooo
nx:ew(m)—l

gooooooooooooooboooooooo
o(z) = log(nz + 1)

gooog
v(dz) = (nz + 1)v(dz)

oooooooooooooo

b=c?n+b+ z(0 — v)(dz)
lz|<1

=b+ <02 + x2u(d:r)> n

{lz|=1}

gooooooonO

. 52 oo
b=r— —/ (ex—l—xl{lxlgl}) v(dx)

2 /o
gooboboooooooog
1)
E15 |:677‘T (ST 7 K)+] — C(Merton)(K’ T, ST,T) (*)

S
C(Merton) (K, T, ST, T) = Z Pn (T)E [C(BS)(VTL’ T? K7 ‘727 T)]

n=0

00000000DDDO000000000P O mean-correcting martingale measure J0O0OP 0000 Z; O
oood f’[l[l[l[;l Z; 0oooooooooooDOoooooooooD0oooD0o0ooD0o0oDDoDoooDooDODOoOooODO
EF[v: —1]=E¥[y; —1]000O

P [E—T(T—t) (Sr — K)*‘ Ft] _ —r(T—t)gP |:(S()€ZT B K)+

|

— ¢ (T-1EP [(SoezteZT_Zt — K)Jr’ ft:|
S, = Spe?t 0 F-00000000000?T—%t0 £, 0000000000

g [(s.etr k)']
_ P [(StezT _ K)+]
= e TEP [(Seexp {bor + oWr + J-} — K) ]
= e [ (Svewp (Bor + W, Yoo (532, 15) ~ &) ]
DoODOoo

2 oo
l_)():r—%—c/ (e” — 1) p(dw)
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gob0oooddb0pOd yy OOOO0OOOO0OOOOOOODOOOOOOO
oo
/ (e” — 1) p(dz) = E [e¥! — 1] = E[Y1 — 1]
— oo

goooooooo

— 02
b():’l“—?—CE[Yl—l]

gooooooooo

+
_ _ NT
EP [e_T(T_t) (Sr — K)* ‘ Ft] = "EP || Sy exp {(»r —02/2 — cE[vy — 17 + UWT} [Iy, - &
Jj=1
_ Nr +
=e "TEF Spe BT HYjexp{(r—Uz/Z)T—FUWT} - K
Jj=1

P(N; =n)= <0 nopnoooooono

n!

|
n=0 j=1 n:

o P ey, 1] T~ 2 ' e " (en)"”
:efm—ZE Spe°El 17]THYjexp{(r—a/2)T—|—UWT}—KD _
goobooooo
c®9 (7, 5,) = EF [e*” (St — K)+’ ft}
— E—TTEIE' [(Ste(r—02/2)7—+ow7— _ K)+i|

goooo

P[ —r(T—t) + o~ P | ~(BS) —cE[Y] —1] e "7 (eT)"
E [e (St — K) ‘Ft]:ZE C 7, S EM T [Ty | | &=
n=0

00D0(+) 0000000

5)
00 2700000000(de) =v(de) 0000000000000 ¢(z)=hz000000000000000000O

1 t t
= exp {haWt — —h?c%t —|—/ /ha:Np(dudm) — / /(ehz -1 dul/(da:)]
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logz c¢=1000

gooooo
u/(m) —gc
goooo
T E[n(ST){mST} ‘]
V(o) = E[(mSz)—°]
_ 7 Elm(57) 577 (2.16)
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0 1 Normality Test for the distribution of log returns on Nikkei 225 index. To

test the normality, we performs a Kolmogorov-Smirnov test, Lilliefors test, and

Jarque-Bera test (1 :

reject the normality, O :

cannot reject).

sample period KS test  Lilliefors test JB test | skewness kurtosis
1992/12/21 O 1994/12/30 1 1 1 0.4819  7.4483
1993/01/21 O 1995/01/31 1 1 1 0.3107 7.8267
1993/02/19 O 1995/02/28 1 1 1 0.2536 7.7351
1993/03/23 O 1995/03/31 1 1 1 0.1765 7.1107
1993/04/20 O 1995/04/28 1 1 1 0.0138 7.2462
1993/05/24 O 1995/05/31 1 1 1 —0.0053 7.2043
1993/06/24 O 1995/06/30 1 1 1 0.0019 6.9975
1993/07/23 O 1995/07/31 1 1 1 0.1815 7.1279
1993/08/25 O 1995/08/31 1 1 1 0.2096 6.8516
1993/09/24 O 1995/09/29 1 1 1 0.2314 6.5675
1993/10/26 O 1995/10/31 0 1 1 0.2321 6.3609
1993/11/25 0O 1995/11/30 1 1 1 0.2462 6.6172
1993/12/27 O 1995/12/29 1 1 1 0.3361 7.3037
1994/01/25 O 1996/01/31 1 1 1 0.5115  7.5868
1994/02/23 O 1996/02/29 0 1 1 0.1352 6.0519
1994/03/24 O 1996/03/29 0 1 1 0.1128 6.1506
1994/04/22 O 1996/04/30 0 1 1 0.1022 6.3781
1994/05/27 O 1996/05/31 0 1 1 0.1568 6.2726
1994/06/24 O 1996/06/28 0 1 1 0.1532 6.4655
1994/07/27 O 1996/07/31 0 1 1 0.1480 6.3782
1994/08/26 O 1996/08/30 0 1 1 0.1449 6.2526
1994/09/26 O 1996/09/30 0 1 1 0.1291 6.1462
1994/10/27 O 1996/10/31 0 1 1 0.1510 6.0602
1994/11/28 O 1996/11/29 0 1 1 0.1281 5.9448
1994/12/27 0 1996/12/30 0 1 1 0.0992  5.6523
1995/01/26 O 1997/01/31 0 1 1 0.2492 4.9105
1995/02/22 O 1997/02/28 0 1 1 0.2060 4.8106
1995/03/23 O 1997/03/31 0 1 1 0.2375 4.9342
1995/04/21 O 1997/04/30 0 1 1 0.3301 4.8450
1995/05/25 O 1997/05/30 0 1 1 0.3369 4.8124
1995/06/23 O 1997/06/30 0 1 1 0.3699 4.9959
1995/07/25 O 1997/07/31 0 1 1 0.1629 4.3021
1995/08/23 O 1997/08/29 0 1 1 0.0183 4.3138
1995/09/21 O 1997/09/30 0 0 1 —0.0042 4.2437
1995/10/24 O 1997/10/31 0 1 1 —0.0844 4.3025
1995/11/20 O 1997/11/28 0 1 1 0.0345 6.4432
1995/12/20 O 1997/12/30 0 1 1 —0.0206 5.9512
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sample period KS test  Lilliefors test JB test | skewness kurtosis
1996/01/22 O 1998/01/30 0 1 1 0.0796 5.9488
1996/02/19 O 1998/02/27 0 1 1 0.0720 5.8266
1996/03/21 O 1998/03/31 0 1 1 0.0871 5.6047
1996/04/19 O 1998/04/30 0 1 1 0.0976 5.3588
1996/05/21 O 1998/05/29 0 1 1 0.0735 5.3757
1996,/06/20 O 1998/06/30 0 1 1 0.1226 5.1885
1996/07/22 O 1998/07/31 0 1 1 0.1036 5.0076
1996/08/20 O 1998/08/31 0 1 1 0.1194 4.9098
1996/09/18 O 1998/09/30 0 1 1 0.1039 4.7819
1996/10/22 O 1998/10/30 0 1 1 0.1553 4.7683
1996/11/19 O 1998/11/30 0 1 1 0.1554 4.5662
1996/12/18 O 1998/12/30 0 1 1 0.1662 4.5536
1997/01/22 O 1999/01/29 0 1 1 0.1474 4.6769
1997/02/19 O 1999/02/26 0 1 1 0.1408 4.9087
1997/03/24 O 1999/03/31 0 1 1 0.1676 4.6852
1997/04/22 O 1999/04/30 0 1 1 0.1671 4.7477
1997/05/20 O 1999/05/31 0 1 1 0.1953 4.7470
1997/06/19 O 1999/06/30 0 1 1 0.1778 4.7369
1997/07/18 O 1999/07/30 0 1 1 0.1669 4.6868
1997/08/20 O 1999/08/31 0 1 1 0.1766 4.6738
1997/09/18 O 1999/09/30 0 1 1 0.1458 4.6251
1997/10/20 O 1999/10/29 0 1 1 0.1465 4.6445
1997/11/18 O 1999/11/30 0 1 1 0.0223 4.3702
1997/12/18 O 1999/12/30 0 1 1 0.1169 4.5677
1998/01/21 O 2000/01/31 0 1 1 0.1316 4.3746
1998/02/19 O 2000/02/29 0 1 1 0.1348 4.4606
1998/03/23 O 2000/03/31 0 1 1 0.1189 4.5870
1998,/04/20 O 2000/04/28 0 1 1 —0.0848 5.4380
1998/05/21 O 2000/05/31 0 1 1 —0.1038 5.2755
1998/06/22 O 2000/06/30 0 1 1 —0.1517 5.2679
1998/07/21 O 2000/07/31 0 1 1 —0.1319 5.2853
1998/08/21 O 2000/08/31 0 1 1 —0.1571 5.2567
1998/09/21 O 2000/09/29 0 1 1 —0.1508 5.2706
1998/10/21 O 2000/10/31 0 0 1 —0.2315 4.8044
1998/11/19 O 2000/11/30 0 1 1 —0.2478 4.9154
1998/12/21 O 2000/12/29 0 1 1 —0.2483 4.8749
1999/01/21 O 2001/01/31 0 0 1 —0.2454 4.9463
1999/02/18 O 2001/02/28 0 0 1 —0.2185 4.8552
1999/03/19 O 2001/03/30 0 1 1 —0.0288 5.7451
1999/04/19 O 2001/04/27 0 1 1 —0.0196 5.8310
1999/05/24 O 2001/05/31 0 1 1 —0.0139 5.7626
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sample period KS test  Lilliefors test JB test | skewness kurtosis
1999/06/22 O 2001/06/29 0 1 1 0.0006 5.7164
1999/07/22 O 2001/07/31 0 1 1 0.0396 5.4964
1999/08/24 O 2001/08/31 0 1 1 0.0979 5.3095
1999/09/21 O 2001/09/28 0 1 1 —0.0697 5.4590
1999/10/25 O 2001/10/31 0 1 1 —0.0314 5.3087
1999/11/25 O 2001/11/30 0 1 1 —0.0087  5.1425
1999/12/22 0O 2001/12/28 0 1 1 —0.0192 4.8736
2000/01/24 O 2002/01/31 0 1 1 —0.0098 4.8987
2000/02/21 O 2002/02/28 0 1 1 0.0466 4.7639
2000/03/21 O 2002/03/29 0 1 1 0.1144 4.6622
2000/04/19 O 2002/04/30 0 1 1 0.2460 4.3222
2000/05/23 O 2002/05/31 0 1 1 0.2720 4.4231
2000/06/20 O 2002/06/28 0 1 1 0.2529 4.3022
2000/07/24 O 2002/07/31 0 1 1 0.2492 4.1463
2000/08/23 O 2002/08/30 0 1 1 0.2591 4.1423
2000/09/20 O 2002/09/30 0 1 1 0.2586 3.9918
2000/10/23 O 2002/10/31 0 1 1 0.2551 3.9782
2000/11/21 O 2002/11/29 0 0 1 0.2270 3.8811
2000/12/20 O 2002/12/30 0 1 1 0.2385 3.9368
2001/01/22 O 2003/01/31 0 1 1 0.2475 3.9748
2001/02/19 O 2003/02/28 0 1 1 0.2294 3.9567
2001/03/19 O 2003/03/31 0 0 1 0.2244 3.9184
2001/04/18 O 2003/04/30 0 0 0 0.1137 3.4501
2001/05/22 O 2003/05/30 0 0 0 0.0728 3.4744
2001/06/20 O 2003/06/30 0 0 0 0.0271 3.4535
2001/07/23 O 2003/07/31 0 0 0 —0.0059 3.4576
2001/08/21 O 2003/08/29 0 0 1 —0.0653 3.5632
2001/09/18 O 2003/09/30 0 0 0 0.0666 3.0674
2001/10/22 O 2003/10/31 0 0 0 —0.0177 3.2761
2001/11/15 0 2003/11/28 0 0 0 —0.0454 3.2361
2001/12/17 O 2003/12/30 0 0 0 —0.0651 3.2493
2002/01/21 O 2004/01/30 0 0 0 —0.0864 3.3078
2002/02/18 O 2004/02/27 0 0 0 —0.0933 3.3504
2002/03/22 O 2004/03/31 0 0 1 —0.2668 3.1171
2002/04/22 O 2004/04/30 0 0 1 —0.2755 3.1552
2002/05/21 O 2004/05/31 0 1 1 —0.3258 3.2056
2002/06/20 O 2004/06/30 0 0 1 —0.3402 3.2475
2002/07/19 O 2004/07/30 0 0 1 —0.3159 3.2838
2002/08/20 O 2004/08/31 0 0 1 —0.3633 3.4036
2002/09/18 O 2004/09/30 0 0 1 —0.3722 3.5163
2002/10/18 O 2004/10/29 0 0 1 —0.3884 3.6164
2002/11/18 O 2004/11/30 0 1 1 —0.3977  3.7071
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02 0O00O0Oooooooo A

AIC
gooooo J-B
BS Merton VG NIG
1992/01/06 O 1994/01/12 1 —2704.22 | —2731.51 x | —2732.88 * | —2730.93 %
1992/02/03 O 1994/02/08 1 —2690.15 | —2727.51 % | —2729.38 * | —2729.7 =«
1992/03/02 O 1994/03/08 1 —2687.08 | —2724.03 x | —2725.84 % | —2725.9 =
1992/04/01 O 1994/04/07 1 —2690.8 —2729.55 % | —2731.06 * | —2731.26 *
1992/05/01 O 1994/05/12 1 —2748.05 | —2783.08 x | —2784.67 x | —2785.77 *
1992/06/01 O 1994/06/08 1 —2773.79 | —2816.78 x | —2817.26 x | —2819.42 x
1992/07/01 O 1994/07/08 1 —2793.07 | —2840.86 * | —2840.27 * | —2843.31 %
1992/08/03 O 1994/08/10 1 —2834.42 | —2893.26 x | —2889.33 x | —2894.1 =«
1992/09/01 O 1994/09/08 1 —2909.48 | —2958 x| —2955.71 % | —2959.56 *
1992/10/01 O 1994/10/11 1 —2954.91 —3005.24 * | —3003.59 * | —3007.72 *
1992/11/02 O 1994/11/11 | 1 | —2968.36 | —3025.84 % | —3026.05 * | —3030.17 *
1992/12/01 O 1994/12/09 1 —2988.76 | —3042.77 x | —3045.45 x | —3047.84 x
1993/01/04 O 1995/01/12 1 —3000.24 | —3060.49 x | —3062.9 =* | —3066.28 *
1993/02/01 O 1995/02/09 1 —2976.95 | —3048.6 * | —3048.47 x | —3053.08 *
1993/03/01 O 1995/03/08 1 —2955.14 | —3021.61 = | —3024.55 * | —3026.53 =
1993/04/01 O 1995/04/11 1 —2935.48 | —2994.71 x | —2998.06 * | —2999.43 x
1993/05/06 O 1995/05/15 1 —2956.1 —3015.11 % | —3017.74 * | —3020.22 x*
1993/06/01 O 1995/06/08 1 —2947.13 | —3001.69 * | —3002.89 * | —3006.84 *
1993/07/01 O 1995/07/07 1 —2914.54 | —2966.06 * | —2977.33 x | —2981.23 x
1993/08/02 O 1995/08/08 1 —2907.32 | —2961.86 * | —2966.43 x | —2968.23 *
1993/09/01 O 1995/09/07 1 —2888.54 | —2940.37 x | —2945.24 x | —2946.16 *
1993/10/01 O 1995/10/06 1 —2870.39 | —2917.01 * | —2919.28 * | —2921.55 %
1993/11/01 O 1995/11/07 1 —2862.45 | —2906.67 x | —2911.37 * | —2911.52 *
1993/12/01 O 1995/12/06 | 1 | —2894.18 | —2945.85 % | —2949.55 % | —2048.81
1994/01/04 O 1996/01/09 1 —20928.59 | —2984.07 x | —2988.5 x | —2986.93 %
1994/02/01 O 1996/02/07 1 —3001.53 | —3036.86 « | —3043.1 = | —3040.44 %
1994/03/01 O 1996/03/06 1 —3017.01 —3056.8 * | —3062.99 x | —3059.5 =
1994/04/01 O 1996/04/08 1 —3024.08 | —3065.6 * | —3068.49 * | —3066.81 *
1994/05/02 O 1996/05/09 1 —3030.62 | —3074.63 « | —3077.86 * | —3075.58 %
1994/06/01 O 1996/06/05 1 —3020.64 | —3064.94 x | —3068.4 = | —3065.77 %
1994/07/01 O 1996/07/05 1 —3038.93 | —3092.47 x | —3098.52 x | —3094.73 x
1994/08/01 O 1996/08/05 1 —3025.81 —3073.92 x | —3079.34 x | —3076.43 x
1994/09/01 O 1996/09/05 1 —3019.66 | —3063.73 x | —3066.97 * | —3065.07 *
1994/10/03 O 1996/10/07 1 —3016.27 | —3059.2 * | —3061.95 % | —3060.06 *
1994/11/01 O 1996/11/06 1 —3008.27 | —3047.38 x | —3049.86 * | —3047.77 %
1994/12/01 O 1996/12/04 1 —3003.93 | —3041.24 = | —3043.78 * | —3041.94 x
g

0 J-B : Jarque-Bera Test (1 :

0oo0o00oo,0: 000000 )

gobooooooobobooobooobooooboobo0oobo =0oOoboo
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03 00D000OO0ooooo B

AIC
poooon J-B BS Moerton va NiG
2000,/01,/04 0 2002,/01/11 1 —2682.43 —2697.83 = —2698.46 = —2700.31 =
2000/02/01 O 2002/02/08 1 —2685.99 —2700.35 % ~2700.39 * —2702.24 *
2000/03/01 0 2002/03/11 1 —2655.42 —2671.86 * —2676.12 * —2674.21 *
2000/04/03 0 2002/04/11 1 _2647.66 —2660.83 * —2663.35 * —2662.42 *
2000,/05/01 0 2002/05/14 1 —2666.31 —2673.45 * —2679.26 * —2675.33 *
2000/06,/01 0 2002/06/11 1 _2683.2 —2692.77 % —2699.61 * —2695.27 *
2000/07,/03 O 2002/07/11 1 —2663.48 —2668.62 % —2670.53 * —2671.32 %
2000/08/01 O 2002,/08/08 1 _2647.76 —2653.74 * —2653.79 * —2654.17 *
2000,/09/01 O 2002/09/10 1 _2644.6 —2649.08 * —2648.85 * ~2649.31 *
2000/10/02 O 2002/10/10 1 —2632.22 _2632.44 —2633.81 * —2634.19 *
2000/11/01 [m] 2002/11/12 1 —2625.7 —2626.01 —2627.75 * —2628.01 =*
2000/12/01 [m] 2002/12/10 1 —2624.73 —2625.06 —2630.26 * —2626.68 *
2001/01/04 O 2003/01/16 1 —2635.08 —2636.78 * —2638.01 * —2638.32 *
2001/02/01 O 2003/02/13 1 _2631.36 —2632.4 —2633.4 —2633.72 *
2001/03/01 O 2003/03/12 1 —2620.44 —2630.16 —2631.27 % —2631.55 *
2001/04/02 0 2003/04/11 0 _2667.85 —2663.04 —2664.77 —2664.41
2001/05/01 O 2003/05/13 0 ~2681.63 ~2676.85 _2677.4 _2677.33
2001/06/01 0 2003/06/11 0 —2689.44 — 2686 —2686.26 —2686.49
2001/07/02 O 2003/07/10 0 _2684.42 —2679.98 —2681.87 —2681.92
2001/08/01 0 2003/08/11 0 —2691.69 —2689.33 —2689.82 —2689.98
2001/09/03 0 2003/09/11 1 _2703.86 _2702.5 _2703 _2703.12
2001/10/01 O 2003/10/10 0 _2742.25 _2736.39 _2738.56 _2738.35
2001/11/01 O 2003/11/13 0 _2744.32 _2739.46 _2741.62 —2741.37
2001/12/03 0 2003/12/15 0 —2739.45 _2734.32 —2736.64 —2736.12
2002/01/04 O 2004/01/16 0 _2753.13 _2748.44 —2750.96 —2750.09
2002/02/01 O 2004/02/13 0 —2763.39 —2759.31 —2762.01 —2761.88
2002/03/01 0 2004/03/11 0 —2779.93 —2775.76 —2779.64 —2779.48
2002/04/01 0 2004,/04/08 1 —2810.49 —2804.98 —2808.93 —2812.27 *
2002/05/01 O 2004/05/13 1 _2794.11 _2789.48 —2791.09 —2791.13
2002/06/03 0 2004/06/11 1 _2783.7 _2778.65 _2787.95 * _2786.7
2002/07/01 0 2004/07/09 1 —2809.08 _2804.34 —2812.8 =« —2812.35 x
2002/08/01 O 2004/08/12 1 _2832.52 _2828.33 —2835.97 * —2835.83 %
2002/09/02 O 2004/09/13 1 —2846.98 _2843.76 —2852.98 % —2848.81
2002/10/01 O 2004/10/13 1 —2870.57 —2868.92 _2877.84 —2878.35 %
2002/11/01 O 2004/11/15 1 _2892.3 _2891.41 _2898.97 —2803.57 *
2002/12/02 O 2004/12/14 1 —2915.73 —2916.43 —2923.75 * —2924.29 *

0J-B :

Jarque-Bera Test (1 :

0oooooo, 0: DOODOO0 )
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F(Tp) = Ster(TF_t), Fi(TF) : futures price expiring in T at time t.
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Pricing Errors trading day base calendar day base
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0 5 Out-of-Sample Pricing Errors : Term A

moneyness M

Model (Measure)

Pricing Errors

K/S ARPE RMSE MER
M < 0.90 Back-Scholes 0.03286 128.0522 0.03108
Merton (MEMM) 0.03273 127.7976 0.03089
VG (MEMM) 0.03308 128.4971 0.03149
NIG (MEMM) 0.03275 127.7548 0.03093
sample size {732}
0.90 < M < 0.95 Back-Scholes 0.05237 107.9721 0.01778
Merton (MEMM) 0.05194 107.3411 0.01764
VG (MEMM) 0.05218 108.3608 0.02288
NIG (MEMM) 0.05205 107.5908 0.01835
sample size {1702}
0.95 < M < 1.00 Back-Scholes 0.13738 125.9779 —0.05782
Merton (MEMM) 0.13422 124.4152 —0.05236
VG (MEMM) 0.12774 120.8360 —0.03558
NIG (MEMM) 0.13361 124.2452 —0.05010
sample size {3486}
1.00 < M < 1.05 Back-Scholes 0.50047 127.6511 —0.37742
Merton (MEMM) 0.48791 125.5763 —0.36856
VG (MEMM) 0.45669 119.2297 —0.32200
NIG (MEMM) 0.48284 124.6844 —0.36137
sample size {4396}
1.05 < M < 1.10 Back-Scholes 1.13510 88.8093 —0.86245
Merton (MEMM) 1.12390 87.9220 —0.87094
VG (MEMM) 1.04720 84.0649 —0.76660
NIG (MEMM) 1.10790 87.0836 —0.85361
sample size {2483}
1.10< M Back-Scholes 0.84951 41.9785 0.05944
Merton (MEMM) 0.84311 42.2937 0.03544
VG (MEMM) 0.81236 42.3479 0.11928
NIG (MEMM) 0.82924 41.7820 0.04651
sample size {717}
ALL Back-Scholes 0.46018 115.2889 —0.28903
Merton (MEMM) 0.45282 113.8933 —0.28760
VG (MEMM) 0.42532 110.2531 —0.24382
NIG (MEMM) 0.44734 113.4245 —0.28082
sample size {13516}
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O 6 Out-of-Sample Pricing Errors : Term B

moneyness M

Model (Measure)

Pricing Errors

K/S ARPE RMSE MER

M < 0.90 BS 0.04641 162.9266 0.03246
Merton (MEMM) 0.04635 162.7176 0.03225
VG (MEMM) 0.04647 163.3379 0.03266
NIG (MEMM) 0.04644 162.9752 0.03247

sample size {3645}

0.90 < M <0.95 BS 0.07496 131.2571 —0.000383
Merton (MEMM) 0.07502 131.1705 —0.000749
VG (MEMM) 0.07523 132.0135 —0.000477
NIG (MEMM) 0.07497 131.2762 —0.000473

sample size {2002}

0.95 < M < 1.00 BS 0.11039 103.0554 —0.04725
Merton (MEMM) 0.10991 102.8789 —0.04620
VG (MEMM) 0.11088 103.6471 —0.04774
NIG (MEMM) 0.11002 103.0867 —0.04616

sample size {2832}

1.00 < M < 1.05 BS 0.22931 79.6829 —0.15556
Merton (MEMM) 0.22754 79.5466 —0.15503
VG (MEMM) 0.22641 80.2318 —0.15395
NIG (MEMM) 0.22459 79.5350 —0.15130

sample size {3547}

1.05 < M < 1.10 BS 0.39543 68.7162 —0.25597
Merton (MEMM) 0.39199 68.6788 —0.26120
VG (MEMM) 0.38741 69.5143 —0.25337
NIG (MEMM) 0.38569 68.6164 —0.25391

sample size {3857}

1.10< M BS 0.77903 48.9294 —0.51087
Merton (MEMM) 0.78244 49.0493 —0.52420
VG (MEMM) 0.76649 49.5847 —0.50591
NIG (MEMM) 0.78449 49.1335 —0.54532

sample size {13260}

ALL BS 0.45638 89.5693 —0.28581
Merton (MEMM) 0.45721 89.5046 —0.29246
VG (MEMM) 0.44934 90.1092 —0.28305
NIG (MEMM) 0.45697 89.6105 —0.30060

sample size {29143}
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moneyness

1995

1996

1997

1998

1999

M < 0.90
0.90 < M < 0.95
0.95 < M < 1.05
1.05 < M < 1.10
M >1.10

1.52324 (269)
0.50255 (526)
0.15192 (2025)
0.15795 (788)
0.42513 (457)

1.63655 (182)
0.40596 (480)
0.03969 (2414)
0.09933 (616)
0.32262 (90)

1.48710 (194)
0.51337 (523)
0.14584 (2084)
0.14810 (834)
0.29870 (752)

0.806789 (421)
0.288589 (655)
0.027019 (1968)
0.012777 (920)
0.140863 (994)

0.84310 (659)
0.20291 (970)
—0.04190 (2352)
—0.06547 (904)
—0.04854 (381)
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moneyness
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M < 0.90
0.90 < M < 0.95
0.95 < M < 1.05
1.05 < M < 1.10
M >1.10

1.04436 (432)
0.38857 (853)
0.10152 (2373)
0.07129 (985)
0.15789 (1347)

1.34008 (1540)
0.39518 (769)
0.12434 (1653)
0.08932 (875)
0.17185 (3003)

1.45125 (1217)
0.18590 (495)
0.02434 (1304)
0.02417 (705)
0.08297 (2361)

2.27720 (504)
0.21543 (378)
0.05494 (1189)
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M < 0.90

0.90 < M < 0.95
0.95< M < 1.05
1.05 < M < 1.10

—0.28068 (2)

—0.04024 (21)
0.00939 (289)
0.02713 (171)

NA (0)
—0.06016 (10)
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moneyness 2000 2001 2002 2003 2004
M < 0.90 0.12223 (239) 0.23829 (1880) 0.25070 (1233) 0.26764 (157) 0.23112 (69)

0.90 < M < 0.95
0.95 < M < 1.05
1.05 < M < 1.10
M > 1.10

0.08071 (448)
0.04511 (1172)
0.01543 (539)
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O 10

Calibration Results

moneyness M

Model (Measure)

Fitting Errors

K/S RMSE ARPE MER

0.80 < M < 0.90 BS 222.4643 0.07516 0.05262
Merton (MMM) 207.8630 0.07219 0.03232
Merton (MCMM) 192.3287 0.06776 0.01725
Merton (ESMM) 192.3472 0.06787 0.01644
Merton (MEMM) 192.4219 0.06757 0.01697

sample size {2351}

0.90 < M <0.95 BS 176.6221 0.09148 0.03197
Merton (MMM) 170.6549 0.09122 0.00999
Merton (MCMM) 166.2486 0.08819 0.00125
Merton (ESMM) 166.6995 0.08929 0.00029
Merton (MEMM) 166.2065 0.08877 0.00070

sample size {1715}

0.95 < M < 1.00 BS 147.1463 0.11271 0.00016
Merton (MMM) 144.4296 0.11050 —0.00291
Merton (MCMM) 145.1105 0.11099 0.00273
Merton (ESMM) 146.2791 0.11329 0.00409
Merton (MEMM) 145.5985 0.11271 0.00398

sample size {1745}

1.00 < M < 1.05 BS 110.4048 0.14228 —0.050055
Merton (MMM) 107.5974 0.12864 —0.010649
Merton (MCMM) 110.8786 0.14575 0.037696
Merton (ESMM) 110.9169 0.14345 0.036871
Merton (MEMM) 110.9470 0.14664 0.042057

sample size {1850}

1.056 < M < 1.10 BS 93.0555 0.21972 —0.11943
Merton (MMM) 87.3083 0.18595 0.01634
Merton (MCMM) 89.0010 0.21426 0.10770
Merton (ESMM) 88.3433 0.21047 0.10783
Merton (MEMM) 88.9693 0.21146 0.10884

sample size {1896}

1.10< M < 1.2 BS 81.1689 0.39977 —0.23057
Merton (MMM) 73.4062 0.45002 0.19620
Merton (MCMM) 69.3510 0.35363 0.17153
Merton (ESMM) 68.6999 0.37437 0.24909
Merton (MEMM) 69.1783 0.33691 0.14870

sample size {3625}

ALL BS 143.2457 0.20173 —0.07404
Merton (MMM) 135.8649 0.20792 0.06149
Merton (MCMM) 131.0261 0.18677 0.07155
Merton (ESMM) 131.1236 0.19207 0.09270
Merton (MEMM) 131.0951 0.18216 0.06609

sample size {13182}
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O 11

Calibration Results

moneyness M

Model (Measure)

Fitting Errors

K/S RMSE ARPE MER

0.80 < M < 0.90 BS 222.4643 0.07516 0.05262
VG (ESMM) 198.6133 0.06941 0.02546
VG (MEMM) 200.2100 0.06898 0.02613
NIG (ESMM) 195.1200 0.06884 0.01680
NIG (MEMM) 193.4451 0.06784 0.01769

sample size {2351}

0.90 < M <0.95 BS 176.6221 0.09148 0.03197
VG (ESMM) 168.9767 0.09181 —0.00102
VG (MEMM) 168.6756 0.09031 0.00052
NIG (ESMM) 166.1658 0.08864 —0.00035
NIG (MEMM) 165.9670 0.08883 —0.00389

sample size {1715}

0.95 < M < 1.00 BS 147.1463 0.11271 0.00016
VG (ESMM) 146.1750 0.11446 —0.00766
VG (MEMM) 146.6616 0.11594 —0.01188
NIG (ESMM) 144.7869 0.11210 —0.00294
NIG (MEMM) 145.3299 0.15020 —0.00189

sample size {1745}

1.00 < M < 1.05 BS 110.4048 0.14228 —0.050055
VG (ESMM) 113.4038 0.15892 0.041321
VG (MEMM) 111.8871 0.16392 0.040759
NIG (ESMM) 107.8982 0.13323 0.000331
NIG (MEMM) 113.3559 0.16204 0.059731

sample size {1850}

1.056 < M < 1.10 BS 93.0555 0.21972 —0.11943
VG (ESMM) 89.6834 0.20770 0.06236
VG (MEMM) 89.4716 0.23660 0.11357
NIG (ESMM) 83.6774 0.17393 —0.04993
NIG (MEMM) 90.0033 0.21308 —0.09338

sample size {1896}

1.10< M < 1.2 BS 81.1689 0.39977 —0.23057
VG (ESMM) 71.1094 0.32633 0.00628
VG (MEMM) 71.1659 0.36043 0.13422
NIG (ESMM) 66.9772 0.47972 0.13375
NIG (MEMM) 69.6403 0.36483 0.00802

sample size {3625}

ALL BS 143.2457 0.20173 —0.07404
VG (ESMM) 133.9066 0.18139 0.01989
VG (MEMM) 134.1603 0.19555 0.06212
NIG (ESMM) 130.5066 0.21428 0.03221
NIG (MEMM) 131.7411 0.26920 0.02692

sample size {13182}
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014 00000000000

Model

Measure

1999/1/4 O 2000,/12/29

2003/1/6 O 2004/12/30

RMSE ARPE RMSE ARPE
Black-Scholes 49.810 0.1229 20.640 0.1804
FMLS 45.469 0.1212 20.430 0.1578
VG Process ESMM 49.528 0.1238 20.528 0.1602
NIG Process ESMM 48.676 0.1864 19.931 0.3202
Merton Model MCMM 44.764 0.1243 19.811 0.1782
Stable Process MEMM 45.169 0.1267 20.002 0.2284

015 000000000000 000000019990 104000 20000 120 290

Model Measure Averages of Model Parameter Estimates (Std. dev.)
Black-Scholes o = 0.2262
(0.0229)
FMLS o = 1.8776, o =0.1613
(0.0714) (0.0170)
VG Process ESMM bop = —0.0004, C =104.18, c1 = 60.510, co2 = 60.634
(0.0030) (78.889) (17.633) (16.741)
NIG Process ESMM bop = —0.0061, o = 58.063, B = 0.4464, 6 = 3.3203
(0.0399) (62.292) (1.8049) (3.7446)
Merton Model MCMM 0?2 =0.0326, X =11.881, = —3.0608, v = 0.0879
(0.0164) (28.978) (8.0050) (0.3257)
Stable Process MEMM b=0.0195, o = 1.8985, c1 = 0.0055, c2 = 9.80E-06
(0.0372) (0.0630) (0.0039) (3.64E-05)

016 000000000000 0O0O0000O020030 106000 20040 120 300

Model Measure Averages of Model Parameter Estimates (Std. dev.)
Black-Scholes o =0.2148
(0.0277)
FMLS o = 1.9585, o =0.1521
(0.0456) (0.0197)
VG Process ESMM bp = 0.0115, C = 258.37, c1 = 97.540, co = 98.652
(0.1140) (222.58) (36.180) (38.079)
NIG Process ESMM bo = —0.0052, « = 46.376, B =0.7577, 4 = 2.2670
(0.0256) (45.542) (1.9083) (3.1451)
Merton Model MCMM 02 =0.0342, A =11.758, m = —3.0473, v = 0.0355
(0.0151) (17.409) (8.6496) (0.3028)
Stable Process MEMM b=0.0006, o =1.9710, c1 = 0.0009, c¢2 = 0.0005
(0.0225) (0.0388) (0.0014) (0.0012)
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BS FMLS VG NIG  Merton
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(1.9716)  (1.9716)
NIG 0.0184  2.6102  0.0961

(1.9715)  (1.9716)  (1.9716)

Merton ~ 2.9596  0.3273  2.8797  2.9365
(1.9716)  (1.9715) (1.9716) (1.9716)
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(1.9716)  (1.9715) (1.9716) (1.9716) (1.9715)
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OOosMMeOdOoOooOeMOD 5000000 2000000000000D0ODOOOODO
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PUT 10A = Straddle 0A + Strangle 10A — 0.5 Risk Reversal (Call) 10A
PUT 25A = Straddle 0A + Strangle 25A — 0.5 Risk Reversal (Call) 25A
CALL 10A = Straddle 0A + Strangle 10A + 0.5 Risk Reversal (Call) 10A
CALL 25A = Straddle 0A + Strangle 25A + 0.5 Risk Reversal (Call) 25A
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Straddle Strangle Risk Reversal (Call)
Date Time to Maturity

Delta 0 | Delta 10 | Delta 25 | Delta 10 | Delta 25

2005/9/5 1 Week 8.500 0.750 0.225 —0.850 —0.500
1 Month 8.450 0.600 0.200 —1.275 —0.750

2 Month 8.450 0.650 0.200 —1.360 —0.800

3 Month 8.375 0.700 0.200 —1.555 —0.900

6 Month 8.325 0.900 0.200 —1.750 —1.000
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Call 90 Call 75 Call 50 Call 25 Call 10
1W | 2.1101 (0.2332) | 1.2312 (0.1477) | 0.5650 (0.0658) | 0.2093 (0.0225) | 0.0688 (0.0069)
1M | 4.2370 (0.3727) | 2.4586 (0.2038) | 1.1326 (0.0866) | 0.4186 (0.0281) | 0.1360 (0.0085)
2M | 5.9479 (0.4524) | 3.4389 (0.2452) | 1.5830 (0.1014) | 0.5853 (0.0316) | 0.1905 (0.0096)
3M | 7.2588 (0.4951) | 4.1730 (0.2665) | 1.9191 (0.1085) | 0.7098 (0.0336) | 0.2308 (0.0107)
6M | 10.173 (0.5845) | 5.7583 (0.3066) | 2.6552 (0.1208) | 0.9889 (0.0380) | 0.3239 (0.0106)
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1 |pm 7:(Oy)|
ARPE = — — :
Zt:l n(t) ; zzl
N n(t)
RMSE := ZZ [Pt = 0i(©4)|2.

tfl t17,1
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Z pe(K;, T)
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SSE(© — (0, K;,T})]* — min (6.2)
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Pricing Error
ARPE RMSE

Model Measure

one parameter models

Black-Scholes 0.0628  0.0798
two parameter models

FMLS 0.0575  0.0467
three parameter models

scaled t-distribution ESMM 0.0779  0.0584
four parameter models

Variance Gamma Process ESMM 0.0562  0.0480
Normal Inverse Gaussian Process ESMM 0.0540  0.0570
Merton Model MCMM 0.0661  0.0440
Stable Process MEMM 0.0435  0.0432
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In-sample Out-of-sample
Model Measure
ARPE RMSE ARPE RMSE
FMLS 0.0544  0.0648 0.0596  0.0678
VG Process ESMM 0.0513  0.0599 0.0561  0.0632
Merton Model MCMM 0.0527 0.0612 0.0580 0.0645
Stable Process MEMM 0.0349  0.0485 0.0428  0.0525
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Model Measure Averages of Model Parameter Estimates (Std. dev.)
FMLS a = 1.9593, o = 0.0622
(0.0164) (0.0048)
VG Process ESMM by = 0.4583, C =165.82, ¢ = 290.47, o = 230.08
(0.3743) (78.774) (148.46) (104.31)
Merton Model MCMM o2 = 0.0056, A=11.386, m = —0.0226, v = 0.0003
(0.0019) (21.524) (0.0199) (0.0004)
Stable Process MEMM b= —0.0389, a = 1.9698, c1 = 0.0002, co = 7.78E-06
(0.0012) (0.0192) (0.0001) (3.03BE-05)
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