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ABSTRACT

This paper considers the option pricing model under illiquidity and compares the
model to BS model. After solving the nonlinear partial differential equation by a new
numerical method, we can observe that how the call warrant prices and Greeks change
due to the illiquidity in the underlying asset market. We compare the pricing error of
call warrant and hedging strategies of Frey model to those of the standard BS model
in Taiwan’s stock market with the illiquidity problems. In order to compare the
hedging strategies between the two models, we choose three rebalance intervals. We
rebalance the replication of call warrants every day, every five days, and every ten
days and conduct nonparametric test to examine that the tracking error in Frey model
is less than the tracking error in BS model. According to our results, Frey model is

better in Taiwan warrant market with illiquidity.

Keyword: Illiquidity; Option Pricing; Nonlinear PDE; Feedback Effect; Finite
Difference; hedging error; tracking error; call warrant.
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(2000) 3 91 6 % g h (7 5 & 4o B PR R IEAL - @R B R T L LK
oo oA B E SR o® e g F OB 0 Flet R 40 BS kA 2 42 (BS PDE)
AT 5 - B 2EA (nonlinear) iRk fic A > AR 0 B FI A pc A > AR e il £

£ B dvinf oo @ - B9 PDE Sf#(ERER 2)F M entilic ppEA PR
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FI* e amE e > ek RRERROELGH RS PR RFHr Ak
NV R 2 LR X (volatility smile) % o

Schonbucher = Wilmott (2000)#& &1 4 & 3% Fl/nd 27 LR > <~ AR F
Aot b ReE g F A g BFJ to-formula ¥R T e A2 o (drift
term) £ o (volatility) " F /i # |2 7 Ip € 4oi@ it > F = K F A ¥ Eg g
WAL L RR R EIRE > K€ R IE (driftterm) &L # & (volatility ) 3 < -
B ecnw ok o fhd FEg I 2 ARFT H @GO HF RDwaes o |
REAZHEREH 2 LA > DHPEFF - KB RRZF DR E -

BHE AR L FAE BS Al g 0 BS BRI BT U X

2 47 BE B 0 Leland(1985)# 1% B 2 & &~ 4Ly
FAFERFT LN EFLE IS A A ok A E
A HRE e R R A BSHCA R 2 AR T 0 F
e N3 2 g Xvk o RGpiEd GG B HEA T F I TA 4 R IR
g 2] PR E RO FREEE LS M K MR o BT R0 B AT
Leland(1985)#-2 % = & ¥]% 4v i&pd BS 4] BK T a0 § i EALT ¥ B E
AB R Ed FRESFR @ R ABS AT ERGEGIFL € LB R
R B B OL T S B AR G 3L o Frey(2000)#- §0 |1 F] 5 de » 05 HEYS
WA AEN AR FTA DR R AR FET AR RO TP &
d R R ehm BT o F T A D BS Al ke R EITORMERTALER
4 @G g 4 0 2@ @ Frey(2000) 53] #7 A 4 chgrig 3 4p 0T BS #03 €

24 %F‘_‘ﬁﬁ] o
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= +4

S
N
s
it
o+
‘F"%
oY

‘_
9 %
N

&\

¥- 8 FrEARTESTRR

AT HLEPERFEAST N RS S AR S e E DY 4
TEFREZLATLHEER I S Gk ﬁﬁBS’fﬂtﬁ'Jﬁﬁﬁl“f%fﬁé‘l’%fﬁﬁgﬁﬁ
(S EEAF TR ST E LT MY EY ERE £ DS T
Pl o @ Ar M JRE TS I HCR] o SRR enfEE S N E > R A S E
515 (2000)3% 65 - 2 5 1 e 0FF s A i ds R 2 SN A BRI e B
H-(quote driven market) » M fFE > jE L FH AN LSEFE LI H B EFL P 9Bk
Wby RPN o pUA S AT A RE LS BE /T F R
%

,
258 o

25

%

‘«3;
i

4

N~

it & & ik JpFrey and Patie (2001)ef] » S4-pA4 737 B4 & A A oo F

ATERGTA (Pl %) FRIGET A (BIUIRR ) > - 45 2 7 %0 %

“m“‘\

A3 B = (numeraire) &4 5 A A TATRF T c BAG X HE 2 2
RFAFTAERFR/r2 BFREHR 7FERIFL 2 2ind g2 0
APRELEDHVRE P AL B R AT At B AR L - 8B
#2 0 (S 0 H 8 % 7 @ (filtered probability space) 5 (Q,F,F,P) °
BR A ARTEF - R o EFRE U REB A B EAE 20 R
A LD B FT T BLERR -

LSRR hodee b 288 o =lim < a -
S—>
2. +@§ERa (o =lim >tas)é semi-martingale °
s—>
A4 pa ’ , 1 u—
3. Rtawn TEHEAFLG Ao Ag) =0 —a,>—— > p>0-
P
4. ZABFHo>02 p20> o A RBAB R p it LR FF - - B

14



S ART >R > 8 pA(S)<p, VS20 > F- 2 AL FTA#EFR LG o 7

123 7RI & & T g Hic A 3 42 (stochastic differential

£ b B3R

equation ) » ¥ Frey and Patie (2001)% fe ernf_4& %7 3 4 » 7 /B 4558 (drift term )

nAFT FR R EY

4.1)

’

dS, = uS,_dt+oS_dW, + pA(S, )S_da,"

S & S, =15 =lim < S, » Wi # & # (Brownian motion) # f % 4

(Wiener)i§ 42 > a," % 7 i 4§ >

M) =1+(5-8,)"(a lisg, +2, g, (4.2)
Hea ~a s d T AS,)=1 -
B#z 2B bR ZRIR T AEEEER
(4.3)

dS, = rS,_dt + oS, dW; + pA(S2)S, de,*

W, % k% ¥ = #3p & (fisk neutralprobability measure ) 2. F e i@ # o

Slep B A Fd EFFFHIARD ALL 0 FHO F0e 117 R

fod R BLIHIER R RESAF AT R L LS

. 1 . . 1

Bl EREAFREL bt ———— S HIRR i RRE -
IS5, P

2 , BEE;#));IL%\?‘}%_(H%},}{"\FE iﬁ%

HFARE R g R

o
F}-
o

—————— >0 PEREAIFR IR RREHR- FRE K
PA(S.)S,. b
?"?.5_‘*52%51?%%@&3(:&5@5%%

PEART R P PEI g AR o BB KB FHRFT AT - LR § H (sell alimit
£ = W H L ,%

AEETR A frF R B R £ ik

p—>0=

ARE 0 EF p R B HEE

order)» R E % 7] K

fiiFed > REE APFRRMKAA B ARFT AL

5. S g:[0,T]xR" - R & class C*([0,T]xR") » s o F () Ff A 12
B R 1 R U (OB V2Rt 5 SEE

15



PA(S)Ses (1,5) <1 , V(1,S) e[0,T]xR" » eR -
¢ & PEF LR T Sofic (smooth function ) > % & A pF R t 27 PEILE AT Raeh

E2R I G E
Fo8 BEEEHEABET AR L%

B FRMUFSEREIHFRU-BIH 5 T it Lapp
B EAFERE L (g f) ) AR t B TR ERENREL o 0 FF
E B Bl RS A RT A EFRE G @ f TR E
BEEEG T REHR G 0 WY § RypDelta? 2 ki vk o AR
FRFPUARFT & RFS p A@E (selffinancing) - BSH-R] B3k 4o % * Delta ¥

M ERN s TR RS EREN B R AR T R E PR E -

T
Bond 2 K pF o te g W @ (paper-value) %% 7 3% % (mark-to-market)

£ 5% % @ (liquidation valug) H 3 s bod = | & b3 » Ko L EIK~
SETE D FIN RS B S o KK 0 T AR AR T B gt

vg o FR R BT AT HR E AR AR R

BB BLFAT o AEEE  BE X AT EL D H B TS

VtM =aS((p.a)+ f > A B “V P 5l *\ﬁﬁAnj R R 0 &

O-TH B ™ 9 G, = [ a,dS,(p.a) » “rrt sl sh p TR » R ERT b 85

V' =V, +G, =V, + [ 0,88, (p.a) (4.4)
FRYAARTIFEAFREGIAFUEREY & L HSFA (tracking error )

R RN R R TR
M T
=h(S; (p.) Vi =h(S: (o) - [V + [ .05, (4.5)

eke >0 RAAFHURFT L FETAMFEGE]) @ F O §ER
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WA tpage <ORZTAHUN kR TR HE A Fl@sE G g

11] o
¥ = & 2244 Black-Scholes i #cA = 4287 3 BigE-4

#3245 Frey and Patie (2001) » A #= 3 $HA)8(Fecd > se» @R e f1F o ¥
DL S e AR R A 9 (driftterm ) 224 # & (volatility) > T2 & BS iRk
A AR o RS A S AR B A1 BIGEA v BS WAl E HGERA ] -
Proposition 4.1
BRAARTARE L R @ =S P EF- L ERR S T

I1t6-formula 3 135 1§ L4 i 42

ds, =v(t,S,)S,dW, +b(t, S,)S;dt. (4.6)
(o2
B ESTSEF A% 7

b(t.S,) = PA(S)S,
Y 1= pA(S)S4,(1,S,)

22
oS,

(1- pA(S)S4 (1.S,))

1
4+ 0

(4.8)
,

1 pA)S4.(4S)

(4.7) ~ (A.8)35 3 e 1 B A2 2L \itdr o
28 R S ER T 4 (1S) >0 %L 2 RIR A R pA(S)SA(1,S) <1 -
FABAAVES) >0 0 kB RHEEH L F L F R T 4(6S)<00 kR
Bt o v(,S) <o v d T g IS R hw Aank o

BT ORT U AT B Ak B BS B chrg ok 8 B b i i
WG R TR R IEA o
B A hBS BHEA S ALE

u(t,S)+rsu(t,S) +%azszuf§‘ (t,S)=ru®(t,S) (4.9)

2P uBT,8)=h(S;) A I pERFEY @

17



dp AmRFALRR E AV, =u"(0,S,) 0 MEIM o =ul(t,S,) 1 &R &
:_112: o
PIEHGEL 5
e —h(S, )=V =h(S, )— (uBS(os )+ [ B, S)ds) 4.10)
£ 4 Ité-formula
du®(t,S,) =ud(t,S,)ds, +(uBS(tS)+ us (tS)ij (4.11)
@1 s B pEfFrv @

U (T,S,)-u(0,S,) = juBS(tS)ds +j (uBs(tS)+ u (t, S,V jd (4.12)

#-v=V(t,S,)= g (RIS
1- pA(S)S,Ug (,S,)
BS O! 2
eM j[u (tS)+ us (t, S)( —pﬂ(S)S‘uSS(t,St)] StJdt (4.13)

£ #(4.9)BS A S AR ON@ 130 2 E A por BS H0 i 7 4R 7 B 5

B

M T Bs BS 1 5ao 85 1
=| ru®@,S,) -rsu(t,S,)+—o°S’uc (t,S —1 |dt 4.14
o =], TS 1P ) 4 TS ‘)(a—pﬂu(%stuss(t,smz } 19

1
(1- pA(S)S,Us (1. 5,))*
1

F t,5)<0 - B —1<0 > Fptel >0 o Emd
e ORI s e >0

R R BT o F AR IS R R BS A ke HERE L o

4 (41487 oo Fr=00 2u(t,5,)>0 > Bl

Flet o FAE R T BS A AR s SRR A S AR

2
(o}

u, (t,S)+rSug (t, S)+2 (1= A5 (LS, S7ug (t,S)=ru(t,S) (4.15)

P\':'I:H—l? 3 :"Iléﬁ/[‘Ti %:_ .

]
e = jo ru(t,S,)—rsug (t, S, )dt (4.16)

Fr=0- A2bm 2Unded BT o % g 2L A S AR TR Bl ehgrtg k0
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BEDERE I BT FIEHGFL ST
¥r & i@ ix-3 'LL A2 (finite difference methods)

Fird

[
=

B ET d - s 3 A2 (PDE) &2 0 BIAPET F L
Ak KRR ET S R Bt IR A AR A R LA A D N R
THAC B s AR L REF S RRE SIS REFFLO
e d B St e FUL A2 P WA R A S HEG UL A% (explicit
method ) & &1+ 3 *TL ~ /% (implicit method) A f& > & 3 H & F AL A2 > 3
B r ez A 40k R & 5 B4 Crank-Nicolson = 2 §_8 £ Pk 202 M4 2 T
BE o R RPALLZEE S NIRRT KR R P T & 4R T iE i (stability
condition) » £ X & E R F ?T:%’f WE PERfRE 2 AR s e A B RAE T E
(unconditional ) % # gL A= FZEAL I A > F2 0 R d-v (volatility )
* 42 (explicit method) B ) p Bt i e 4 3 ﬁimﬂ&ﬁk? mEE % F
LA e R L MRS SRR F AR (implicit method ) 2t 4R
M e AR o

v

S B EF - SR 50 pA(S)Shs(t,S) <1, V(t,S)e[0,T]xR" » @ i

FRORE T anE R WAL 0 R x - B4 iE# (artificial condition )

2
O

v} = max< a,, a
(1-min{a,, pA(S)Sug})

B9, =002, =085 53 p 7 ¥H > PeLBAFRL I NES N ] AP

% B

T LA A E AR AR o B(4.15) 5 At

Ui -y Uit —y! . Ut —2utt 4yt

ht B B3 M+l(\,} )2 T Tyt (4.17)
At 2AS 2 (as)
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YRR - = A o £ A 522 (forward difference )

LW - X s @ L 4% (central difference )

LW = S A = fF P B £ 4% (second order central difference )

H ¥ i i PFRF e 42 8 (mesh-grid point) » A % O 23| % N 05+ 3 p » N i
PP j 5% enpeRE KFORINFTME 0 ZREE|E - MI %G &
Lo

At 5 PFERF e fR BERFBE 0 AS 5T chie R BT EE o

i_—1 IVEE N {F‘]"}/z E;I’:E.‘j\,,, :

2
o

. . 2
Ut —2u!+U! )
1-min{e,, px A(S)xSx-—1" U
- a(S)ssab o |

(V})? =max< o,

2
A(8;)=1+(5,-$,) (alxI{Sj<so}+a2xl{sj>so})
Br RN A RR A (A1)

i i-1 i-1 i-1 i-1 i1 i-1
Uj-UJ" o U -Un 12U U

i\2 +1
At Toas M) S (AS)

_ i-1
=rU i

LA E SR ’E‘J8j=j*AS,

T kB AR R R B A U T
_ 2, L 2 5 »
UJ 0.5%r* j*At— 05*( Jj * o * AL U'J 0 1+( Jj * Sk AL+ 1 * AL UJ
2 5 »
+ —0.5*(v'.j *j2FAL—0.5%r* j*At U
] j+1

20



_ *pk jk w(vi ) ox 2 %
a, =0.5%r* ] At—(O.S (vi) *] At)

= 1b, =1+ (V}) * > *At+rat

¢, =—0.5%(v)) * P *At—0.5%r* j*At

]

B¥RpEap-s e U7 =AU -p) U =[U] - Uy, I'eR"" > A
5 B =¥ & i 4eL (tridiagonal matrix ) » = ¥} & 4 (subdiagonal ) % a,...a,, , °

344 4 (diagonal) 5 b...b, , > ¥ & s (superdiagonal) % c,...c, , > H 4

b, ¢
a, b, c,
a c
_ x v 3 03 G (M-
A%3F e A= c RM-DM-D)
Ay, Dys Cyia
L aMl le

p'=[a, *U;" 00...0c, *UyJ eR" 9% = (7% € (column vector) «

Aipe wnl g p g AR B § RS EE e

U =AU -p)EU"F B2 EU° % & MATLAB © 423- 5 7 <6 ¢ 4p 4
F2pF > F]gt A+ Thomas algorithm method % 3 & #R e
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$IF FHELSH

-+l

F- & THEXRE AR

BAY P HFLALEAERNFR B FL LR AT L
¥ % 3 H-(order driven market) » 2% i 3 118 1990~2006 & 2 - LT 4o dp dc
FPHEE B 51 F R f£1990~2006 & % b B iEpr Ao e
BARITE B0 B 2000 2 2001 £ % B B OB AR G SCeRBIR A PR G AR
EFHRG T AL N7 R AR F]E S At # R T Rl R R
AT B S T i D PECRLE R R A AT v BS Al 0 g B o o
Ha & kP SGARTAR TR (TE)) 08 g S 2 § e 2 fh i £ i 2 0 £ 2
EHFFHFIRG F ORI e B E N o TS S PR T L)
Bk A S T AR G BRI NSRRGSR ARERFHAEDRI
g TR E SRR S O T ARG AERE T T ERR Y W
7 1 *g;‘r_,% A

T 5B RS 7O A R 0T B TE B E1998/12/17 145
7 02002/12/26 % 3|8 hE - B2 E N REEE > & 51 SRS T
o ¢ REES BRI CBDLEFEPY I B HH Y HH

Hd <X 31 & 2

-l,z*

WESBAE BB EF%)F TP b FEER G
02 R LETINER R AN S - o 3 HEE 02 A A
Bepy S gz #FEPRAPF A 0425062 F &b &5 5% 0piER

o

FEPE R o AR 2P FHRAL] S

—L»L
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R B () — @k
180,000
160,000 | |
- 140,000
= 120000 | A\
- 0o ——— 1
2 oo AN VA NRARTEVILY:
g OO0 WA AT v
40,000
20,000
O ! | 1 | ! | .
o o~ <+ Ne) 0 = N =
=N loN o N o = - =]
s 5 &£ E E 5 E B
e
qg\IS 1) H 9 ﬁ%ﬁ:}%&z&i%('p’ﬁ%)
3£ 2000 £ 2001 # § i S PERERLE L E D F) Tl AL IREET L
w&&’ﬂ¢§%¢&&&Wﬁm&&ﬁ& R A
[ 5-1]) iepigm s 7 7
AABE LR G HPRF L L EELL - FFHE 3EFF 022 TEA

d

’-r ,7;
7~

G HE R RTIF

% o

EE&]

=

Bt BFER RBE

BEA BRI RO LE FEPD 2P DY Y wE ) fo ¥ 7% EEONRES i3

B0521 #% 03 #2287  1999/04/01 1999/04/17 2000/04/17 1 39.20 100 0.50 0.0500
L0518 C02  FA 1998/12/17 1999/01/05 2000/01/04 1 2890 100 0.50 0.0555
L0663 P 13 &=  2001/12/14 2001/12/27 2002/12/26 1 1243 110 0.47 0.0250
L0628 # 01  RE  2001/06/18 2001/07/06 2002/07/05 1 3597 110 0.58 0.0415
B0593 # & 11 E#%  2000/03/29 2000/04/14 2001/04/13 1 37 125 0.54 0.0500
B0596 ==+ 21 Sf % 2000/05/19 2000/05/31 2001/05/30 1 203.75 125 0.42 0.0500
L0645 - 09  #xF  2001/10/17 2001/10/31 2002/10/30 1 9.90 150  0.50 0.0280
L0650 - 11 &=  2001/10/24 2001/11/08 2002/11/07 1 15.07 150  0.47 0.0280
L0638 =~ = 31  Z A  2001/09/252001/10/11 2002/03/20 0.5 14.48 150  0.60 0.0280
L0646 S3E02  Z A 2001/10/19 2001/11/01 2002/03/20 0.5 16.20 150  0.60 0.0280
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¥ ARt T e & A2 Greeks

1%

BAQ* Fe R & A8 VLA Z REFD PRI R T
i}

¥ ~ Delta ~ Gamma % Vega > M fi % b2 T mgﬁfgx% R

® s = & (hedge cost)

v

B 52 52 Pind BT (p=0~025)" " * 1 LA ZFTH =B 3
(T=0.25)sPFc S s » A B3 B A4 R B (S0)7 reh= B 7 DIHEH G
BN X=100> 21 Fr=002 kR o=04 > KH & ]ES 10 &

AEE2000 T FAEF pRA 0 TR E AR K LB RS FRRE 7

i A IR end ok $0 R 04091 3 B N B I h  E g A% % 0 B
EFit el T EREAR BT TS HEs S A SR

AR R S kS AR £ A IE(S=X=100) i Fest g o

Do ] EdciE S E et Gamma ¥ Vega (B 0 0 X AR B FL R e fdck 2 IR
PRI P APRIREL,=0~02501 9% T i SRR E R OT A St

FERAE Fr L p=0~025 kg we I o
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Value for option under illiquidity market
Implicit Method
S50=10~200; X=100; r=0.02; T=0.25; sigma=0.4
al1=0; a2=0; alpha0=0.02; alpha1=0.85

60 Rho=0
Rho=0.05
50 Rho=0.1
Rho=0.15
Rho=02 : : :
- : : : :
= : : : : :
E 3{] """"" . """"""" . """""" oo :"" P
20
10F----- """"""" """" - _'/l,:z;
1 | =" I I | I
&0 a0 100 120 140 160

Stock Price
[f5-2] 7 okl ™ 2 F A
PRIE GO A R 60~1608E 0 SR o < IR de AR R H0R) A1 Y

M EREEARREDOHEE 0 T RGBS A A T (S=X=100)"iT

)

® @it I (hedge ratio > Delta > 2§
Delta %% 3 ¥4 1 %65 Ap $150 2 Rk ) Hch®ds 200 % > 713
A F ¥ Delta ¥ = kRER & 0 FW Delta * fL@G v 5 o d B 5-3 > @
K e S<X PRI MEF pH{ e B X 6l4r S=80 p=0 PFH G F WA
015 244 p 22025 Hagrsgotdd 121 035 K2 & SSX pragg v
FISEF pH e %] > pAXS Delta B2 )ASK T o d ¥ &g 7 F0d 127

2

EpEE * BS #74) Delta ¢ = kg » & S<X ¥ ¢ #'s 7 & (under hedge) > @ %

25



S>X € B & ¥ 'k (over hedge) » 4ot — Kk ¢ 2 4 WEE L a4 o

Delta for option under illiquidity market
Implicit Method
S0=10~200; X=100; r=0.02; T=0.25; sigma=0.4
al=0; a2=0; alpha0=0.02; alpha1=0.85

—— Rho=0
09— Rho=0.05
o0&kl —— Rho=0.1

——— Rho=0.15
0.7 ——— Rho=0.2
e Flthr::u:i].2I5

delta

100 120 140 160
Stock Price

[[ﬁ 5-3]1 # B T 2 @ et 5 (Delta)
SEE pA%R L Delta BA/4%%8 T > 2 A s iR ™ & * BS i3] Delta
PEREFAEG ) ASXFEEGT > SXFEERES

o’u
e G -
amma ( Y )

Gamma ¥_Delta sn & & £ “,% AR A REEE 0 T AL 5 Delta % 1
EHWFTARRE L g B k0 % Gamma | £ 7% Delta %% e > 78R %
7 %4F Delta ¥ 2 el F e g o %&? MR ¥ A > Ak g 3 Gamma (%=
# o1 Delta #4507 2 B R 1L AT > RIZ VB FERFTEENE 2 A

Bog#x od B 5-4 7 g inde A% 2 K> Gamma g iR L F A O
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2 AR TriT 0 R & p=0 ¢ Gamma & % 0.02 & F p=025 pF > 2 Gamma
T3 0012 F 'F‘] & T T Delta *z"’ﬁ%ﬁh?é_?ﬁ RFHEZ B AR A i
Pog i SEE R AR R Delta 9% R enacR RASF o R a i hER
Fogie k0 E LW L G0 APT UG I s ik BT > Gamma (¢
iLEAEF s AL e B2t o
Gamma for option under illiquidity market
Implicit Method

S0=10~200; X=100; r=0.02; T=0.25; sigma=0.4
al1=0; a2=0; alpha0=0.02; alpha1=0.85

002f oo Eo o SN e T Roso
DO18L <o e i : : ; — Rho=0.05
y Rho=0.1
0016 — Rho=0.15
0014 Rho=0.2
Rho=0.25
g 0012} P
E : : :
E 001f i §
O : : :
0.008F oo i -
0.006- .
0.004+ -
0.002 -
| i | i i i i I

20 40 60 80 100 120 140 160 180
Stock Price

(' 5-41 7 F % § 7 2 Gamma &
¥ p B S > Gamma [0 EEBIL A D E K F AR T TR AR o
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® Vega (2—;)

Vega H 2 R F & § EREL R DT AR S FDgH > Vega shG HE
ot RARFT LW EHAG R 1 TIpF TR - F 2 F Vega ¥ ER
T RARRREP IR T LG ERAPHR] o d B SS5SAPT oy R
FoliAXZ > Vega B EARS > PR AL FT b EHA D R TRTFAR ARR AKX
B 0TI Vega ARS o g FRH G FRT L S R B e

PE LRIV o

\ega for option under illiquidity market
Implicit Method
S0=10~200; X=100; r=0.02; T=0.25; sigma=0.4
al1=0; a2=0; alpha0=0.02; alpha1=0.85

— Rho=0
— Rho=0.05
20 M — RhD:[}1 """"""""""""""""""""""
— Rho=0.15
— Rho=02 ] . . . .
151 Rho=025] --- i ANV 3eccc SR feee
(=]
k]
= : : : : :
']O__ R R -
5 ___________________________________________________________
D | | |

20 40 &0 80 100 120 140 160 180 200
Stock Price

[faﬂ 5-5] % i T 2 Vega &
Vega & ED AR A RS R

¥z &8 % BSEY BB 2 iﬁgig@xﬁ#ﬁ-g 1 3

LSOMA AAEELD FARBRE T AR EL > A s T i 2
27 A ARREHEEST Y A 4 g Sl f A E ARG g
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g T g E A R Y BS Al e R AR o ¥
# THERF p= 025 FanE Lol o B G A RRBEOGHEEL T 1 KA o
AR T AT EREEGRE ST J R ERAPHEEALT A gAe ke
ok o p= 025 0 A BRI R 2 AR AL & R0 BS 0] i R AL

fi 16%;LJ 29% » L ¥am 'F" s ¥l % f—.,& 2255%14‘? .

[% 5- 2] BS waﬂlj "t’ Frey ﬁ)—‘ ](7‘ e o ﬁ7 ri)m L'% Fy‘i
FER L SR — O
IS EE BT T P VR R

R TR FL BS Frey model
p=0 p=0.05 p=0.10 p=0.15 p=020 p=0.25
#F 03 G 2.5135 25150 2.0886 1.6930 1.3250 0.9830 0.6660
ip ¥ 21.12% 21.13%0017:55% 14.23% 11.13%  8.26%  5.60%
#F02 G 1.5960 135971 12846 7= 0.9944  0.7252 0.4747 0.2393
ip ¥ 19.11% =19.13% *15.38%: 11.91% 8.69% 5.69% 2.87%
PREI13 G 1.0644 = 1.0648 09417 0.8278 0.7211 0.6204 0.5262
0 ¥ 43.44% “43.46% 3844% /33.79% 29.43% 25.32% 21.48%
01 @ 45437 45469 42308 3.9331 3.6525 3.3886  3.142
0 ¥ 53.77% 53.81% 50.07% 46.55% 43.22% 40.10% 37.18%
#F 11 &% 3.7034 3.7051 3.3984 3.1081 2.8343 2.5773 2.3358
0 ¥ 53.67% 53.70% 49.25% 45.04% 41.08% 37.35% 33.85%
421 B 15.7050 15.7080 13.9460 12.2970 10.7590 9.3310 8.0030
0 ¥ 52.35% 52.36% 46.49% 40.99% 35.86% 31.10% 26.68%
K- 09 @ 0.5643  0.5645 0.5028 0.4432 0.3855 0.3299 0.2762
0 ¥ 56.43% 56.45% 50.28% 44.32% 38.55% 32.99% 27.62%
-1l B 1.0337 1.0338 0.9546 0.8762 0.7994 0.7263 0.6546
0 ¥ 68.91% 68.92% 63.64% 58.41% 53.29% 48.42% 43.64%
A4 31 &8¢ 1.0262 1.0263 09316 0.8396 0.7509 0.6652 0.5843
0 ¥ 64.14% 64.14% 5823% 52.47% 46.93% 41.58% 36.52%
SEE02 B 1.1088 1.1089 1.0084 0.9100 0.8137 0.7212 0.6330
0¥ 65.23% 6523% 59.32% 53.53% 47.87% 42.42% 37.24%

#FD ST R F o &K NI BGHA (tracking error) 0 H i HiGEA T & &

RS HGERL T AT H LA E R UPE B 0 LT 0
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N S R SRR U E e ST R R
e = (S, (p,a)) V)" =h(S, (p,a)) (v +f adS) 4.5)
Fhofi#* Delta® = KA FRL I PIIZA @GR L5 R REFD
B hadr i il el A A BREARARE TURTAAEE A S
EPCEFAFIE- KET o B ARG TP A BRI L o A

v

T B R FRE S A LA AN AT pAEREgE L p g

i

o X P REBE S N RAFUEREG E 0 A PR ST o REFH D
Poenif BEgE A 3 de 0t g o

EHCEL TR LTI P ERAET B R 2 A E R T BE
AAC] R AAFREOERRY BRSSP EHFL L EF A ROERER B
FHP O ES o WEDEEP IR A S3 L E P AFENMEATE I DEGRIEL
o AT RN ST > SRR a2l Ak 21 G A2 ke dE
AN FL AT FEES FAR S M EE RE ] ERERE
LS RS R A TR Rt L A4 o %0 HE 11 2
Ax 21 HAE A BGRA Y p AN E ] 0 R A @k AR 0 @
bp=025pFF S AR BRI BSEL 5 f B v As BS A (R S s > H
PHEEFLA T T e s p B BT A BRI AT RN K0k T R A TR o

4054 57 pPAFENRCATE P ATEF R gL > VAot BS 3] 4 5
R EL O ARG e AR RIEAL R B BRI - REF oA
S mEBR] 0 L p=025PFFF I RBEDEHGEL S f B0 EIEETE o

F5-5 5 P AFEMEIE P ATEI PR EFL W RIFALL FUHLF oA

a4

Ep) 0 3 E T BSHCA S A2 Al R R AL 0 - R AR

[
o

d 4T R P AR T T e R0k R T R BT ) R TR

Pk p=025 R DA FRFEEIIE G TE O EF R AEFFAEL > T
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Pt TEG Rk DR T R AR o L F D EY T T o gL
P B R K EEFAFEHGTLE D FLEBE S o AoR P AN BSHC
A gt Kok AT Bl eh T 0 HIGE A 5 0.83990 F T p 3 BN (8 D] T 10iE HGE
£ 11425 & L p 2 AR (8 BT 30 iz L 13084 p=025 pF > & p 3 AN
P T I0E BGEA 022610 F T p A FICEE B T 303 HiGE£ 0.3880 0 &
P AR T R L 057240 T de R AL R A A E P
B> A2 BT BB R R R T AL AT 0 B % 5 p=025
EET (R B enT SR iR AL o) o

(&' 7c% §7E ]

BOOEEF A HANTRAOE G L LT ] 0 Ak AR DR 0 R
oE A Pkt et T 0 > I BELE &3k w52 (Wilcoxon Signed Rank Test )
A LR PR E ST AT HCANREEGE A * T 5T ] 3 BS 5] 07
WP BGRL 4 T

{Ho:ﬂozﬂss , {Hozﬂo.oszﬂss : , H o™ Loas = Has
H, = ay < g H, 2 05 < Has H 5 < s

. EpARmEar@ o @gEi o g s ba=01 T & p=01-p=

te

015~ p=022 p=025T L 48 b & Bk » BBz L S B Fant * BS
BEA# (7 eig BigE £ ] 0 @& okt BS #0414 - @ =0.05T 5 p=0.15 p=
02 £ p=0.25 ciif Bizh £ 2 vt * BS 4| i gk 4] 0 2 a=0.01 T >
FF ep=02%2p=025T45 & & BXK o ATIF i g4 A F v BS #-1)
Sr T ehif BGE A ] 0 WG AT % BT F 0 BS WA o

2. HIPAFREPERFEL B TEF 2a=001T p=0.05p=0.1-p=
015~ p=02% p=0.25F4E5% & & B » * » % 3] 9018 5| g G 38 4 %
Bg vt BS A4 0T vk or i D e R AL k) o

3. L PAFEREAEHFL > RELEE La=017T > AP G EIHRF p=0.05
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p=01~p=0.15~ p=02%2 p=025*7{F F|eniF'G ¥ £ ¥ & ¥ +* BS #7)
ﬁ\ux m.'-fF’ tljl’f’!;—lﬁéﬁij{ﬁjd o tta:().ol T 5\‘, ﬂﬂ”ﬁ Eﬁ%?‘;p: 0.1 ~ p:
0.15+ p=02 2 p=025 T 1% F|igr'g 254 A F et BS 7] §k 9 5| e

,J‘ o

g F A B RS PRI R F R BRI S 2 R
T B TS RGERA R AR T G k] o FIRRE S E T
SR RnEg otk > TWEHGEL S f B TR R P A K KBS
BAlE A WA HFL 2 AR > T3 2T PAFSE L p ARy kanlg
¥od 4530 hp= 0250 E R EF gtk > TG A RERESE T g
REACP YR o ARE s FERBE T PAFAE L p AR A2 fd]e BS
WA P HiGF L g R AR BT IR > L T HERL I PR
FERG N GEAL < > 0 & S ARG @ Iant L b > @Rk B o
dipl LR AT o F B BAR R KR 0 A2 9T Bocht fE R kA
o2 EEFHEERED T P A ERAERE Y A2 WA R Y T T T

b BS H 2 T AR B R [ g ok o
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[ 5-3) % om0 2 BS H3] #ri@ 5 enF| 8 p 3 BiGEA VR

(% pAREE)
EE pARL R HGEL bl o BSHOAE (R0 G e i ws ok o
A HA p=025 FF S REFEEIE G 0 ) B3 e T oA e AW
‘WA BS AR A ) PR FN (X7 FEL AMFRA L fRD) -

@i

#E 03

e 3E 02

T i g
EHGFL L
o/t £

AP BT 2 WAL

BS

1.1143 1.1168
-1.7703 -1.7262
-0.3250 -0.3221
0.4890 0.4751
1.1490 1.3242
7.1003 8.1216
-0.4836 -0.4541
-0.4553 -0.4324
0.6049 0.6230
0.9757 0.9956

0.8399 0.9721
2.3842 2.6790

Frey model

p=0 p=0.05 p=0.1 p=0.15 p=0.2 p=0.25
0.9770 0.8484 0.7288  0.6143 0.5029
-2.0481 -2.3320 -2.5914 -2.8370 -3.0815
-0.5152 -0.6949 -0.8711  -1.0375 -1.1658
0.2938 0.1290 -0.0203  -0.1564 -0.2815
1.2449 1.1530 1.0517  0.9441 0.8314
8.0348 7.8905  7.6936  7.4448 7.1453
-0.5478 -0.6418 -0.7346  -0.8223 -0.9038
£0.5156 -0.5958:, -0.6740 -0.7500 -0.8271
0.4676 0.3187" =0.1767  0.0417 -0.0842
0.7999 0.6145 1 0.4392  0.2759 0.1254
0.8191 0.6690%° 0.5199** 0.3718***  (.2261***
2.7146 2.7288  2.7248  2.7034 2.6655
0.3017 0.2451  0.1908  0.1375 0.0848

0.3523 0.3629

2 %+

27 a=0.1> B L ® AT 10k | 2t BS G B4 2 AT 45

LT A a=005> Hi Bz i 2 M TIEF ) 5 BS i BigE A 2 R T 1o

sk 3

7 07001 » B HGFL# W T F ] 5 BS i HiGFA * T30

B ¥ K% 8 Daniel, W. W., 2000, Applied Nonparametric Statistics, Duxbury.
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[ 5-4] % gond 4503 & BS #04] 47 8 3] 034 p E BGF4 0t R
(I p@AFE)

EF p AR B HGEL R 0 BSHCA K G r A EEE gk 0 A
T HRIEE B p=025 FFG T AREEE DIREoTE 0 RAE P A IR B Re o
RS 0 d B il LT oA Y {AlER A BS#ERIEA ) R E M
AP AR AREEFLES (M HEFRRE LIfE2)-

LA ET R RREIEATR 2 WL

BS Frey model
L =0 ,0=0.05 p=0.1 p=0.15 =02  p=0.25

#F 03 0.1750 0.1754 0.0495  -0.0639  -0.1685 -0.2700  -0.3700

02  -1.0551-1.0230 -1.3488  -1.6575  -1.9525 -2.2371  -2.5189
F 13 -0.4008-0.4045 -0.5708  -0.7374  -0.8981  -1.0526  -1.1853
01 1.6116 1.6473 1.4400  1.2473 1.0719 09132 0.7696
#E 0.9791 1.1675 1.1018  1.0204 0.9267  0.8249 0.7167
<4021 9.2873 9.5140 9.2569 _. . 8.9825 8.6867  8.3609 7.9994
¥- 09  -0.4378-0.4043 -0.5164 -0.6233%, -0.7241 -0.8171  -0.9039
- 11 -0.6882-0.6521 -907170-1|20:7825, 1=-0.8477  -0.9123  -0.9790
A% 31 0.9155 0.9320 =0.7514 05822 0.4238  0.2750 0.1377
23E 02 1.0387 1.0634 “0.8684—0.6864 0.5164  0.3589 0.2135

T2 BGE A 1.1425 1.2016  1.0315%%%10.8654*** (.7035%** ().5444%%* (), 3880%**
EHGEA IR L 29934 3.0548 3.0292 2.9981 2.9600 2.9125 2.8542
=0 S 0.3817 0.3933 0.3405 0.2887 0.2377 0.1869 0.1359
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[ 5-5] % g i & 128031 BS #5103 #7117 D eh3 8P P i BiGF£ v R
(+pAgEE)

"EE pAE B HPCFALEBR ] 0 BSHEA KR g e piEEEE Rk 0 F A

TR b p=025 F N G e B EEFEG R o d EF R R T oA

BAlEa £t BS G A ) PR FNE > RF P AN F LR (A0

B HRFHma Lirfz2)-

HE - &L p A IR 2 G L
BS Frey model

p=0 p=0.05 p=0.1 p=0.15 L =02 L =025

#E 03 1.4581 1.4529 1.3267 1.1988 1.0680 0.9363 0.8027

HE 02 -0.9854 -0.9648 -1.2475 -1.5486 -1.8477 -2.1348 -2.4163

pE 13 -0.4589 -0.4609 -0.6266 -0.7903 -0.9475 -1.0974 -1.2289

#1501 1.6971 1.7483 1.5126 1.3050 1.1244 0.9657 0.8234

HE 0.8090 1.0960 1.0686 1.0196 0.9531 0.8740 0.7848

~ = 21 9.6551 9.8854 9.7068 9.4785 9.2013 8.8745 8.4989

- 09 -0.5074 -0.4801 -0.5846,1L016866 -0.7839 -0.8742 -0.9574

- 11 -0.7583 -0.7379 408033 #=0:8696 -0.9354 -0.9996 -1.0656

~ < 31 1.0456 1.0631 5 0.8746 20.6995 0.5364 0.3841 0.2438

302 1.1290 1.1432. 0.9345  .0:7408 0.5601 0.3930 0.2390
LTI PGE A 1.3084 1.3745 T1:2162* 1.0547**%F  0.8929 *** (.7322 ***  (.5724%**

PHGFLAEEL 30938 3.1544 3.1481 3.1302 3.0985 3.0513 2.9891

E=Ai a4 0.4229 0.4357 0.3863 0.3369 0.2882 0.2399 0.1915
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* < #* Frey(2000)£ Frey {-Patie(2001) i #5427 X 2. 7 erigt sV £ ¥ 4 2
BB F AR A ERERORE AR REERELR Ao
PIAARFTABEE G RGP U2 oPE 2 @GN0 R DR EL R
WD BB GBI E R R b~ BRGSO R ECAI L - i g
HY B FET 0 AR FERRE > P 2@ Frey fr
Patie(2001):# BS e s > 422 & & - 2L s 2 420 £ 5 UL A2 H 4
R KRS LR B S AR RIFEGERER B LA st 2R e
L LR, R B RE FR ST LR RN EEET
TFHIELX P REE 2D R T ORISR Greeks s B

BREMEIoPRL o B E

‘ﬂ\‘j,

RPE SRR et P A L R hE R ks
W SAENE - BORREEE P Y a0 P g R iR T
HP e AEAFOERNT FHFE7 F 7 e LA 4
SR AP AR R Y o R R e S A A TP S -

§ PRI LEERGET AT RS LT RS RAFHREERE >
B BN T et R B ER GUTANC - AP EY F pEg T p gy
LR PR B F RO R R P B REFERCEL TR SR
PEEED FEL R R RA AU T e s B & v 1 BS 418 A 2 34T

G R P HYBGFL A A RAFEDRF TR ARF T EIINT S

- ~ AF gond %] E& T > Frey fo Patie(2001):#- BS i fic s = 42018 & 5 — 2EAUME
WA AR B I AR L SRR EREOERE R 2
AR BRGNP BTN ELTE T T A Rt 2l i

B > AR G - BARM RS DR L I RN L A KRR ERE
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IR e 0 ¥ K19 8 0 Delta ~ Gamma £ Vega & > M % VR H 47

Frim s b2 T g o

1.

W EHEY R
FORE AR R T B N E BRI B AR E o A B A T T g
BRGHRARORAER A BED HT F AL floER TR

LA ko TR E AR B e S A AR o

ou
EERA L & Delta °
g v & (Delta S )

B TP 0 B R B Delta § Fla e fAR 7 A L o
Fopt PE O BS R R v R ¢ iE 2 s 7 & (under hedge ) R AR
B AR TP BRI E TR AR 0 ik % BS
oA e Kek € i i R W g, (over hedge) #ykim o BRE A % Delta
'EENETIED K (pARS)n AkBELd BT B i LT E T o A

AR R F N KRR g L F S 3 i A

*mi

A4k G R e

Gamma ESTF i B AR &0 H BB EBI M T F L A T HIT
Gamma & ¢ F] 5 indo Len® L @ iR wrg ] o e fp 2R gy
B2 & @ @ Gamma EH e 0 H ¢ 0w p B 9 Gamma B % # R
PR F v d Gamma & % 7 fi# Delta % £ 7 A B %1 o
Mk xR r s vk (positive feedback effect) 34 53 -
Vega & (8_u>
oo

FEED Fanh AR LPF > Vega GHEARL > AT HFT LR E
HL SRR AR TS AH S RT R EDERF R

BEH GG F T H RPN T R 8 i S el s
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Z ~ &= 4% Frey and Patie (2001)#7#& d! erfic] » 2 2k 2onds 4 Sodic p 5.0 3

\

0.25 ¥2 BS Ho3] #Tiih+ Fhit BB A T WA b o AR ER R AT 2

oA A A T A A E B A p=025FE T Ak

oo BApEEA S BS WA TR AR T R AL ROt ko0 T 3T R K

22.55%  d 2T B AN PER DTSR ER 0 A2 HAIE p=0.25 pF

KR REEG REZALT Do

SR ANRT S EERREIR AT REOE AU R T X

Ao f ¥ - BRT RS ATEGLAEERY B FETE A FHEaNe

AEHFAFEP ~FT pEELP > g AgT (self-financing) 5%

AR BRAEEE Y B > R B d i S BT D HIGEA T b 1t o

I, FIERAEAEDE S E > EHFL X SEF p R4 A Epg ] o
WP SR L p=025 B D HGEA B 0 TR A R T S
AR o

2. B opehTios iR A g A T g A Lo o B {8 ehT o gigE A ok en
o BT E P ARG IR AL D] X TR Gtk 0 T
BGEZ P F o R EAF T AR - BRD FEREEY @R R
go

3. U & Bk TG FA AT ) BSECA W REAL c B R FIRE P
W TR E VAT PEAELp TG EFEIRFT O HEETT P B
FRGINEHR SRR ZEY > APFRY A2 1] pie 005 7] 025
FEDEBCEFL Y F Y BSHA Y B BGFL ) -

FlpLE P BRI (B R AR R o R B FE A A AT R

FAROEEF A RIS AAREFT PGS P @R ) £ B L5 T

P#'eihfe U %o % AT TR S i RN > & v i

TR 2 EHGEL YR F Y BS WAl HIGERE ) 0 H ¢ X 10 p=0.25 FFIE B

FAB) o ATEEXRE Y Sdkp= 025 k@FadE T T F DR Ht
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% o

H AT RS B R

- AT HF VAL FEIHSEREG ELE G Greeks HWIRF ot B

I

I~y

Hep Sk TRV i ¢ 1k Gamma £ Vega B A 4 7 e ayfkin > ¥
AL R R p=0~025R] N0E T 5 i 5 A RHER S BT A D Hein
B s TP p=0~025 kT BEAN  BHFFA T AR A
e BT ey o % g AR EE R F ORI WL BB W
s o

Bimt A~ A p=02 BS HA|RZARR > o100 5 PUE A R SRR
T B o BT ety Bl B R T E R R A ¢
ARl A 5 00dS?) > FIMVER A e B BB A Y p=04
BS #-A#ciE = 2 v h 1 AR L T AR R e

¥ o=0FE ® 5 UL B2z BS Wfich 342 0 @ 7 & R & 2 03] hik ik
AAR S BV R A HEE) p= 08 BS AR foiE AL Rt o

~2 R g 4E’F§%‘ﬁﬁt< PEREH BRI PR LR E N LR
BEEDLL DL S 2 RN LT L Py bR EA S o ¥ b L EER
B [ i PR BTSRRI S SRR o b A~ 0A1 Y BS KA1 A% TR B
M2 THLEERE R T E e L R .
FIOREED Fy o E A R A AL Hi P

B S P HER TRk R A A AR A A ERA
17 £ 3¢ (scenario analysis) E #4 find it Slche PR LA R A Y P
B E A BRGNS E A S R g R e AR
(R PR ST Y R G L S G OF LTS ST e S SR S A i
BT L oo

AR RS AR IR Jo bR DN RSt I
Tl T BT AT M Rk e T RO
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A~ it B (illiquidity shock ) # e € $H/&4% 38 (drift term) # < B F > 2

4 R % pb-k (risk premium) > 18 FAT T F MHCAEAS I A K -
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- P (A7) (4.8)

d [to-formula ¥ ¥ :

da, = ¢(t,S,)dS, +(¢t(t,St)+%¢SS (t,St)vz(t,St)Sfjdt
o (4.1) 50

ds, = uS,dt+oS,dW, + pA(S,)S,de, (4.1)
THEEIRGY ZPFRA

i 1
dS, = rS,dt +'S,dW, + pA(S,)S.ds (1, S,)dS, + pA(S,)S, (gxﬁt(t, S+ s LSV St)Sfjdt

B AR 2 LB ERTR
(1= pA(S)Sus (,5,)) dS, = oS, AW, +[pA(S,)S, (qﬁt(t, S,) +%¢SS (t, S VA (t, st)sfj+ rs, ]t
ple 8
ds, = g s, AW,
(1 - pﬂ(St)St% (to St))

PA(S,)S, 1 : i
i oasse (t,sg)(mt’st“ Y8V S)S, j+(

rs,

]dt
1- pﬂ'(st)st¢5 (ta St))

Bk tgr (4.6) M RTE
dS, =v(t,S,)S,dW, +b(t,S,)S,dt (4.6)

O

1= PA(S)S 4, (t.S)

V(t,S,) =

o’ St2 r

b(t,S,) = PH3) ﬂﬂﬁa+%%s

1= pA(S)S4,(t.S,) (1= pAS S A LS)) ) 1= PASISAES)
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s B AR AL

Rz EY T EFo AR S 2B R f BRI B oA T
LT Xl A A I SR AR P AT el i el + A
JePe g & 0 2P S OTIEEE 0 T3k 25% S fIT £ B R R 2 A% K
B S ADIRA c AR RE > FAFEF BRI RPFRE- 2 F PR
oo BB R F SR RERET IFHENURRER > R NI
o RSP R ST NRE AT A < R B R
FiEA ALY £ 8306« PAGLEFH FARELRAN 17% > L1 g
BEAPEn R g ok 259 I £97F 0 EHEF T AP THU ORI ML N 7
Tk @ ol £ BT PLER SRR o RPN R IE R
HRE 100 ~ > 302 25 2o 0 s A F BB 20 & 0 Fre JfHL 25 Aohfi

é o

WHEFESMS LR AR I EN G > AP R4 AR
TAREFREE DR A E R GMR NEREAN L SR 24
FIRBEF FEFHIBRIAS B £ 20 BERE S T L AT k]
BT @ EXF 528 - BB- A BEESRD @0 6s B F 8.7% A i
#e 2540% 0 ip SHF S RADFTARF RA A RI A B WAm o d
IFIS A TH RS Bl 3TS% A BIP SRS G A RS A

PFE R o

AREFMARE F AR E R AR T R DI T §
2 AR AL ERRE R EE DM B2 E Y PRI F RS
FRATR JRRT SR En RF X FRFREDL WAL ERD
SHEE RSB ERY FFE (AR -
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