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An empirical analysis on diffusion and jump-diffusion

models based on estimation error distributions

Hirosur KoBavasur 1 Korcur Mrvazak: !
and KENTARO TaNAKA 1

In preceding research related to diffusion and jump-diffusion models implicit
in options market prices, estimation error is not incorporated. In this research,
we discuss these two models based on the probability that the estimation error
falls on the bid-offer spread of options trades. Our empirical results suggest
that the jump part makes an important role in the equity model to precisely
capture the option market prices though CLT (Central Limit Theorem) works
in the equity return distribution. From the view point of market condition, the
importance of the jump part becomes much more significant in the turbulent
market condition after the occurrence of sub-prime debt crisis.
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Fig.1 Estimation-error distributions Fig.2 Estimation-error distributions

with and without bias with two kinds of variance sizes
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Table 1 A result of regression analysis on indicatorl and indicator2

FEAE 1 Fizt
FAFIA 17 H 247 H 35 H 17 H 2% H 37 H
A 0.01 % * 0.02% *  0.03% * 0.02 % * 0.04 % * 0.06 % *
Jé] -16.86 % *  -6.65 % * -4.67 % * -31.94 % *  -13.38 % * -9.77 % *
oy 6.50 % * 3.67 % * 255 % * 16.08 % * 7.86 % * 5.83 % *
R? 0.65 0.65 0.66 0.73 0.68 0.70

* 1 %HEKIE
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