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Abstract: The distribution of stock log-returns shows empirically some stylized facts, such as excess
kurtosis, skewness, heavy tails and volatility clustering. The assumptions of traditional Black-Scholes
model fail to capture the above phenomena well. Lévy processes can deal with the former three
phenomena and GARCH type models can handle the final phenomena. In this research, we propose
GARCH-Lévy processes combining both Lévy processes and GARCH processes, and then price
European call option in risk-neutral world via Monte Carlo simulations. The empirical results show
that the GARCH-Lévy processes fit well in samples. For out-of-sample performance, however,
variance gamma option pricing model is the best at the money, but NGARCH-Normal option pricing

model is best in the money or out of the money.
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B ATER N IRESEE S SR A R ) Levy 3R]
S AEYE Merton BFFEMEHYNIG~sNIG~ VG » sVG A - [if GARCH-Lévy i i GARCH-N »
NGARCH-N » GARCH-NIG * NGARCH-NIG » GARCH-VG » NGARCH-VG =5 » D% 3
Kok 4 FA- o ZH{MEIH ] K-S test fpm e R o) El?‘i?\, B Lévy sy [iel » 4 ?ﬁ:lﬂi?mﬁ%ﬁiﬂ fsR
TPl Lévy 53l » A =] il e vofe] 55 el By o BTk e S5t TE;I% D Hy BB 55 fiel
= Lévy 73 [l ﬂ H, ERerR] 55 el Levy 55 i [ ﬂ ; IF_@F%%F]M Lévy 55filV CDF £% F(X) >
R DI CDF I'] S(X)#A- » | FFEAFF R -

i

D =max|F(X)-S(X)[, ¥, D> D » FII[FEIR¢ Ho

F3 Lévy ALY SHHREmE
A7 i VR 0 Merton U S NIG - NIG Y/ SPIUVG VG 3B

SO A A
m 0.1446 0.1726 0.1285 0.1450 0.0895 0.1440
o 0.1987 0.1916 0.2000 0.2000 0.1973 0.1972
v 1.4727 1.4828 0.9237 0.9266
0 0.0471 0.1258
A 0.0652
o 2.6351
& NSRS 2206.48 2212.80 2258.27 2258.30 2259.71 2259.71
P&t
K-S test 0.4804 0.0829 0.0495 0.0488 0.0284 0.028
(4.0e-151) (0.00014) (0.0530) (0.3332) (0.59) (0.6077)
AIC -690.958 -686.82 -688.949 -686.886 -688.86 -686.44
LB-Q ZX(1) 5.8664 6.1216 5.8022 5.6825 5.6514 5.373

(0.0154) (0.0134) (0.0160) (0.0171) (0.0174) (0.0205)
f[U™] 2003 ¥ = 2005 = H. 746 {fat | 1A R 1R CARET] (HETE (6 AL R S
('1fye > =7 I'] Kolmogorov-Smirnov (K-S) test I') & AIC A EAS Rl %, - LB- Q7% (q) % Ljung-Box Q
test » # [T % q WIS [R5 7 49 GARCH $5§1 - B2 0SS KSR p i -
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%4 GARCH-Lévy §ifV SEfiFI=mE

GARCH-N NGARCH-N GARCH-NIG NGARCH-NIG GARCH-VG NGARCH-VG

@ 1.37e-06  1.88e-06 1.13e-06 1.42¢-06 1.14e-06 1.50e-06

a 0.0524 0.0583 0.0368 0.0392 0.0389 0.0423

y/j 0.9379 0.9173 0.9542 0.9437 0.9523 0.9394

A 0.0675 0.0523 0.0520 0.0471 0.0404 0.0354

% 0.4435 0.3945 0.4286

v 0.7032 0.6738 0.6185 0.6079

BRI 227228 2275.16 2291.98 2292.96 2293.72 2294.92
U1 Fr et

- 0.9903 0.9871 0.9910 0.9890 0.9913 0.9894
(persistence)

F I 0.1890 0.1918 0.1778 0.1804 0.1812 0.1888

K-S test 0.0966 0.0497 0.0591 0.0658 0.0604 0.0322

(0.0019)  (0.3171) (0.1487) (0.0797) (0.1320) (0.8342)

AIC  -686.47487 -682.4530941 -684.7574 -680.453  -683.138455 -680.8816401
LB-QZ(1)  1.2215 2.333 0.4629 1.3678 0.8259 1.2188
(0.2691)  (0.1267) (0.4962) (0.2422) (0.3635) (0.2696)

2003 2 % 2005 1 51 746 (7 1 RIS -] (A U LD G A
#71'] Kolmogorov-Smirnov (K-S) test I'] & AIC g ARl © LB- Q7% (q) 4%« Ljung-Box Q test » ©'| {4
% q B s (R iy 1Y GARCH #5] - ?ﬁ?@ﬁﬂﬁ? ELghEEd p fifl -

EFI T o BREEE 1Y 5 n BRI SR o AR B E S »Ji%aj K-S test §[1_FHFR - 1 3 il
iﬂ[l » 14 {37 7 Kolmogorov-Smirnov (K-S) test lfﬁ?‘wﬁﬁ@ﬁf T B A ﬁ F:IE;% ) iR
RIES I iE EIEY K Merton ”}“E?é??ﬁ *ET“@_F | IEETE F'f"‘ | AREEE [T NIG ~ VG ~ sNIG &
SVG R Vs R - ISR AT SN VG Y p sl - e REIRY Ljung-Box
Q &R 0.05 A3 19 ARCH 359 o BRI %) > Lévy SR T { VIR el Hi i i
0 1 VY~ Merton BFPEPEEVEA - pi- T[*1 > GARCH type 71! non-Gaussian GARCH [f%

PURESEPRE TR 4 Fir o B IRPPRE RS [ IV EE A% (persistence) 47 0.98 » B 11
TP A PR HE (MR 252 FIFFAYEL 18% 7 ) o K-S test & M)
NGARCH-N #2]7 Fi7#] 'ﬁ“l@%’ lﬁiﬁ‘“ TIPSR T S PR 1 TR - B
I REE PR VST L VG2 sVG ST NIG % sNIG 55l © Ljung-Box Q Afid:ist
PHES. ARCH 3% &' p I@ﬁﬁ,ﬁ? 3 AHIFIFYAE & [P~ GARCH type #{1 non-Gaussian GARCH
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s 3 MM ARCH $5ff - 5 fj_Fi% - BOE[)1 | NGARCH ¥ Lévy Siai 5 o
Pty -
4.3 E R B A 3 o

SHRA 2 ﬁL ?b BB AR BT H%Ew[ﬂﬁéﬁli”’@ffﬂﬂrj W E[[WE IS
ﬁ%.m$m¢gmh%@aﬂ
(1) $H=D phEI AT [ IS SRR -

(2) PHRIREAL P A= FUAS A A [IRUEEAE -

Tfij%?f%?[‘ﬂf%g@ (moneyness) }{ﬁ']ﬁiﬂ@?}’ﬂ SYERTRE PR 0950 /iRt 0.9 = 0.99 V] 7
#0.99 = 1.01 V> fi%> 1.01 = 1.05 V[T RAF 1,050 X F,}J' RN BB TR B
Bl )R SEEE IR 5T -

FlH*4 ¥ GARCH-N #I non-Gaussian GARCH f—“‘@* IFJ‘EW'Ji‘J% ﬁﬂﬁﬁ’ PUL"“TEIE'J%??H
R ARIR20000 VIR fifr o 2T 2R S W 5] '*ﬁ%ﬂ} ELVR P A o AR (RHEHR PR
(loss function) Fi%f{#’ﬂ@ﬂ |§]¢§L§'Jﬁxjﬁ7_{: It ,'{\\Fiji‘“f, == [[ﬁ‘ﬁf@(ﬂ

RMSE = /12(Cm—co)2 ’
n

MAPE_—Z\(C -C,)/C,| "
log— IVMAE = %Z‘log(am)—log(ao)‘ ’

HC AIC, 53 ISR dEE - n SLERBREIHUEE o 0, A 06 77 HIIEULEF]
s ﬂ@@u%]w@@

V- IR 8 ORI RS PR R © R SHE L A
EIfE o ) HELE PLEYE  (volatility) P O R R HLJ'EVJ@ MBI ATt
it (3}l Christoffersen and Jacobs, 2004; Pan, 2002) - % 9} E}*‘ltu 2006 FRE F,?ﬂ&%@fﬁ
A RS i’ii‘%[”#‘ RO RIS -

[ 2 A BT OB U S T (LT FEY 2006 5 1 ELERIEES - 46
W= TR Pl 7 aﬁwﬁw-ﬁ%yﬁﬁﬂwﬁﬁ-wm%#ZJ”H:#ﬁ@ﬁ
R R @*ﬁﬁ% T 2006 7 2 PRI - SR 0TS R R
HLEIRFES I?*L%J%;I?z 125
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# 5 2006 F 7 JF[?’F'EJ?IEMVEW\[" SCHEEE ! I EER (A R PV

S/K AT AR HE

<0.95 116 29.89 0.20714
0.95-0.99 134 89.22 0.23929
0.99-1.01 46 165.96 0.08214
1.01-1.05 106 283.96 0.18929
>1.05 158 741.60 0.28214
All 560 321.56 1.00000

1) O3 MR B4 GARCH 3P NIG 9 VG 3ot > 74 c'L (EX AN Uf‘ﬁ[?ﬁd ’
PR % 5 B AESRT SR [N g (ERLI 553 Tl IR - B“dﬁ‘é'l BRI E o
T VG BERIF L PIEIRE ) R RAEREE] - fE7 9] NGARCH-N mﬂ |
TPV IR IR ESEIRIEE IR A -

#.6  Lévy jif. RMSE ~ MAPE % log-IVMAE £ 9t i

I A BS Merton sNIG NIG sVG VG

RMSE

S/K<0.95 10.8725 22.2701 21.2313 21.3523 21.2382 21.1626
0.95<S/K<0.99 22.9631 12.3221 12.9481 12.5537 12.1597 21.4573
0.99<S/K<1.01 23.8622 10.0524 9.7195 10.0919 10.1203 9.0832
1.01<S/K<1.05 31.8080 22.8111 19.6022 20.4401 20.4920 20.2798
1.05<S/K 32.7007 33.8148 32.3898 32.3990 32.4503 32.3353
ALL 26.5755 22.2401 21.2313 21.3523 21.2382 21.1626
MAPE

S/K<0.95 0.1644 0.1119 0.1912 0.1979 0.1443 0.1456
0.95<S/K<0.99 0.2057 0.1279 0.1641 0.1709 0.1490 0.1493
0.99<S/K<1.01 0.1305 0.0523 0.0500 0.0511 0.0537 0.0470
1.01<S/K<1.05 0.0938 0.0609 0.0508 0.0528 0.0539 0.0523
1.05<S/K 0.0385 0.0381 0.0357 0.0359 0.0365 0.0360
ALL 0.1644 0.1119 0.1912 0.1979 0.1443 0.1456
log-IVMAE

S/K<0.95 0.1270 0.0496 0.0844 0.0896 0.0656 0.0671
0.95<S/K<0.99 0.1298 0.0562 0.0655 0.0665 0.0603 0.0611
0.99<S/K<1.01 0.1465 0.0540 0.0505 0.0513 0.0532 0.0471
1.01<S/K<1.05 0.2178 0.1387 0.1125 0.1185 0.1201 0.1181
1.05<S/K 6.9140 13.9812 12.7988 14.0857 12.5353 15.5394

ALL 2.2454 4.3774 4.0154 4.4159 3.6371 4.8596
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I/%? 9 GARCH NGARCH GARCH- NGARCH GARCH- NGARCH
NIG -NIG VG -VG
RMSE
S/K<0.95 4.5920 5.1709 6.2258 6.8215 5.0381 47183
0.95<S/K<0.99 11.0936 10.9036 16.3243 15.4666 13.7984 11.3837
0.99<S/K<1.01 16.8083 16.6385 22.8038 20.8166 20.1001 17.3289
1.01<S/K<1.05 19.8347 17.7534 25.8142 22.3366 22.9564 18.3920
1.05<S/K 30.8240 30.3156 30.7113 30.0395 30.7988 29.9769
ALL 20.5336 19.9616 22.9554 21.7174 21.7524 20.0000
MAPE
S/K<0.95 0.3203 0.2938 0.3262 0.3354 0.2848 0.3063
0.95<S/K<0.99 0.1246 0.1153 0.1572 0.1490 0.1385 0.1225
0.99<S/K<1.01 0.0605 0.0593 0.1023 0.0863 0.0838 0.0648
1.01<S/K<1.05 0.0534 0.0501 0.0740 0.0629 0.0646 0.0516
1.05<S/K 0.0332 0.0321 0.0341 0.0328 0.0338 0.0322
ALL 0.1155 0.1073 0.1319 0.3354 0.1161 0.1121
log-IVMAE
S/K<0.95 0.0517 0.0573 0.0623 0.0687 0.0523 0.0524
0.95<S/K<0.99 0.0527 0.0497 0.0858 0.0800 0.0717 0.0570
0.99<S/K<1.01 0.0612 0.0591 0.1232 0.1042 0.1008 0.0769
1.01<S/K<1.05 0.1165 0.1100 0.1694 0.1433 0.1507 0.1192
1.05<S/K 10.1067 9.7203 7.9377 8.5301 9.2959 8.6665
ALL 3.1751 3.0546 2.5288 2.7056 2.9384 2.7325
28 P RHEREEE R IS B M
1 A RMSE MAPE log-IVMAE
<0.95 GARCH-N Merton Merton
0.95-0.99 NGARCH-N NGARCH-VG NGARCH-N
0.99-1.01 VG VG VG
1.01-1.05 NGARCH-N NGARCH-N NGARCH-N
>1.05 NGARCH-VG NGARCH-N GARCH-NIG
ALL NGARCH-N NGARCH-N GARCH-NIG
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f45% Black-Scholes FL 1B RLE 2 PR 1 14T U S BBP A f 2R0 1 S ~ 5 T ok
fl’ﬁ@'“i@’éﬁ%«%{%&'% ’ E‘Iﬁ‘%ﬁi" BAT) Lévy SR R =" ﬁj'['%blrﬁ:?&ﬂfc{ I'] GARCH
MR P RV R e o A Fh,:*a A T Z R H LT GARCH-Lévy IH@B Ty P g;wmq,gm
FRIWP TP B T 2 TSR [ﬁlﬁfﬂﬁﬁ IRV > 0y ?{H‘*‘F’ %ﬁ‘ﬁ FRH
?F@];T %}E’fj B ” k12| fj;{ﬁ Merton “‘}kﬁéj’?ﬁr@?@ GARCH-N IH%E NGARCH-N IH%? [l Lévy
MR ETRCH R T AT SN GARCH-Lévy S A4 [ FIJ’ Iﬁ{}‘f%rg ik [ Uflﬁ

S AR I B R RE (RMSE ~ MAPE & log-IVMAE) fi JFIFE" - W
TS TU?—“ (A SidEs pumfczze ?g@lﬂ?ﬁ‘  BRAGN B HT VG fé?&d@* [ S Eﬁf\_ﬁ*ﬁpe
o H ?1 [RL Levy sl Iﬂb&'%ﬂ SR ELAL A [ 9 RIDRL NGARCH-N i““@]? (s
IR > [NELIVEERCH Qi B 91 F“?@I%W‘ S » GARCH-Lévy 8UR 7 M 785 [l
WFJ;@E['H' » TARE PR AR R e J;jj“sr» B 2 Y0 2AusE]f lﬁ{]ﬁg&,ﬁj: ™ 3 P
ﬁ}ﬁﬁ JE (ETRL =1kl FIFYI? IEFRRS ) 2 Y *l?ﬁ'f} TR RN TR F, NGARCH-N
AR RLT E%F[ﬁWEﬁBF”EJ{ﬁﬁ?'%&’NGARCH-N ?&J@H L] EJ%'T'JIEJF‘ Bl *I%"f
FEAEE FIEJW T R %Fpuﬁ [EELHOST P B2 H I‘PFEI*%T%*T?FJF
B P o

RUE- WPVPRCRLR R F e > A [ 0T (W EW"E‘?HV [ fok st~ I'W E'fl?'@(f’
fﬁ[’fﬂﬂ B SRR UwFJ&H Iﬁ[ I HF@TUEI% wh’ﬁu e TR U 2o
?FQ:F' {711 Bollerslev (1987) iy GARCH-T ?FE'JFJ » Nelson (1991) ¥ GARCH-GED ?FE'JF'J » Heston
(1993) [ HN GARCH 5] » » Dumas et al. (1998) fiV Ad Hoc Black-Scholes 51 %] » a:f A
?ﬁ%@f%&:?@@lﬁ%yw M5 RT R R Uféﬁ@*l?f, B

Biig® A Lévy BFERH

f@%* f[ﬁ" rEAE S A I B s A Xy o YN s PPN = [RERT - PR Lévy A BY-
HEaE TRt w ’wg. o TR O T T RS [ mﬁ S [~
SIHERL X, - = Xy e Xy = Xy PARZAPRE B <t <<ty @ BT (RIS ERRLERENT
U Etfﬁfﬁwﬁé@l“? HIFIRRIERE - I BRE X, — X2 R = 20 R ERLBER A -
Bt & PEPVESR L 1 00 NEPEF A i Ve > 0 1imP(‘XHh—Xt‘25)=O AR
REX = E'g‘lﬂ,’?ﬁi_lg_qgjﬁl [Afh J—F]JJkJL;ﬂ Y R ‘rggi_ﬁ 21 j‘jti_ﬁ FOAS F S
Elfhpy milfjﬁ]gw(Browman motion) o F| TR HTEN FRIAR S il > FIfI G jlill?f"lH%E (Poisson
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process) © & EFEE HTENE F'Eiﬁi&lﬁf?ﬁ fiel (compound Poisson) - EJ[J?EJF'EJFL}MX%?EE}%E o HI ﬁ?@'*ﬁ
A= LE—F_'E*JF”J%V?F 10 PR EFEE ﬁ?&l’r_ﬁﬁ (jump-diffusion model) :“;Ef ﬁﬁﬂ Lévy @%E‘J’ﬁ
(] > PRI Lévy SEPRSE O S f ] Lo Pl g -

FIOFE Lévy kL I 53 U IJ’[-KILF“Levaﬁfﬁf]r]%ﬁ“ E[e*V]=e*? t e R =g ©(2)
PEEVH) Brdf ke (characteristic exponent FY H7Ei £} Lévy exponent) » A J[I™

2

@(Z):i7u—%U2+L(eiux—l—iuxl w(dx),ueR o°20,yeR >

/<1

RNV Fr 80T - v({03) =0 > j (|x| ADV(dX) <oo » HEL Lévy 3 o F=FE T |
Lévy-Khinchin F- 15 » FIF i A £ S (y, 07 V) BT - TR Levy SEFH -
A 287 (y,0°,0) A 1= Lévy SEFRRLT HZEY - 3 Levy % L j‘ X‘Zl|x|v(dx) <o o
TV EIR R R B p s
2
- O- iUX - °
d(2)=iyu —7u2 +IR(e —1—iux)v(dx),ueR
[ Lévy SR BRI G Levy S (X}, 73 740

X, =yt+0oB, + X| +lin(})2f ’

F=55 et PR T, Lévy- 160 53 % L E[1 y RIacl {By b 2LT) VHEEY - V 57150 8 Radon Y% -
DT ﬁif‘ |X|2V(dX) < w?fx v(dx) < oo Ry > Iy Fe 3T [0,00]x R i ks
i o E g g v(dx)dt o iy X2 X R R g

£ -[\x\21 sef0,t] xJy (dsxdx), Iy (B)=#{(t, X, = X,_) e B} >

X =

t

{3 (dsxdx) —v(dxyds} = |

£<|x|<1,5€[0,t]

X ax)
Lg\x\d,sqm] X(ds dx)

ol R Levy i it Ezﬁbﬁfﬁ 53 (e fy RSP ) (P A
S 1P A LEPEDRR £ - RIS (X e (X, ytww@y)tfm Rl

PR S0 TR A - NCT) BRI 85 AL SRR Y, (= ) RS e £ 00 - Bl



3y ([t 1% A) SRAERFRIE ]t & SFPRIFS 7 A O I > 77 SRR 3, Lo s

W = SR EE pu(dxx dt) = v(dx)dt = 2 (dx)dt = Lévy % V(A) o aRLE o k]
SFPRETEL A ORI ET# {t € [0,1]: AX, % 0,AX, € AT « PIIHE AR X g,y =

Lévy 2Hth(y + J:l xv(dx),o , AT (dx)) °

Bfi£% B

C(S,K,T)=Se™ [T, —Ke ™ [T, = C(S,K,T)=Se " N(d,)— Ke "N(d,) -

Eh
2 rdo

iuk H iuk
H1=l+l wRe{M}dUaH2=l+ere[e @(U)}du ,
u 2 7m0 1u

k= log(%}(r—Q)T,@(U) = E[e" L,N(X) = ﬁ [Cedt

:ln(i)+(r—q+;az)T y zln(§)+(r—q—;02)T D

d
1 G\/? 2 O'\/-T

CaURE S AT

B =J.:Re(ei“k ¢’+uu))du |
- eiuk—]iiuazT—%ozuzT
w5,

if}v(k—l—n-zT)—I—v1 iwv—Ly2
+o0 e 2 2 +o0 e 2 P
PR T v [TRe| S v
- v - v

S 1 2
In(—)+(r-gq——0o°)T
1 1 K 2
V=oUJT,0=—— "> w=kf-——= o
o~NT 20 oNT

15 1

&R, £,7>0 - [=0+0,+0,+T, +T,+T, & f(z)=¢ 2 =e?2 2

——w? l(z—iw)2
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L S
1y
1
-R+wi I
- R+wi
F6l /Fh Tr4 .
-R T & ¢ T3 R .

={u+0ijlue[-R,—¢]},I", = {ee |t [-7,0]},["; = {u+0i|ue[&,R]} -
I, ={R+itfte[0,w]},['; = {~t+iw[t e[-R,—R]},[; = {~R—iufu e [-w, 0]} -

s | RGP
r jz

e f R f f f f f
[ TWyq j%)dmjrz oz ([ Pz [ L Par)+ [ 1Bz~

R | I's 1z

53 R TN R

0 (J~ f(V)d L f|(\>/)dv) _[; f(V)dv ¥ Rowo&e—>0" >

@ [ 1PDq 7 a5 c0
LT V4

3) f(2) , SIW T(R+_it) _ w\f(R+|t)\ 50 i% R0 -
Ty iz o1 1(R+1t) 0 R2 +12
w - — w f R t e
@ |[ 10| < [ LERZID iy g | RO o 4R -
Ts 1z ol i(-R—1t) 0 JR? +12




,ltz
2

. -
6 [ 1Dy [t LEHEM) g [P 8T gt # R
Ts iz ROj(—t+1iw) R w+it
e
IV, o f(v e?
TR adiiN [“i%.[ Wy - e? dt=0 -
' - W+ it
5
e
+o —Ly? 2
2l=z-Re[ e St
i W+ It
_;tz _%Wznz
W e —wooe
— _ 2 — _ 2 o
=r—e WIRW2+t2dt T—e -[R1+772 dn

—r?

BEF(@)=[ ——dp Vrel0,0) [
Rl+n

1 - . T Vs
F(O):J.R1+772 d7 = tan' (c0) — tan 1(—oo):E—(—E)zﬁ ’
F' 3 e—r772 , d B 7r'72d efr;]z d
(f)—fRHﬂ2 (-n")dn = - fRe 77_le+;72 n

=—\/E+ F(7),V7e(0,00) >
T

|
z T L _ - 2 \/; _u?
F(r)=e (z—x[ n *e"dn)=re (1—Tj0 e™"du),Vr e (0,0) °
T
[RF=
1 L) PR 2 (e [mpw e

|:E(7r—e2 F(EW)):E(ﬂ—ﬂ(l—ﬁJ‘Ofe du))_\/;_[oez dv

it

11 1

1w e 1 \/; w v
—t—=—4—| e2 dv=——=(,[=+]| e 2 dv
2 1 2 Jznjo Jzn( 2 IO )
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1 w —Evz 1 d, —%vz
o [ e dv:—mjme dv=N(d,) -

BRI Ke ™™ T1, = Ke " N(d,) » AHIRIFY 4 st
Se [1,=Se™ " N(d,) -

=
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