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An option valuation model based on an asset
pricing model incorporating investors’ beliefs
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Preceding researches for an option valuation model based on an asset pricing
model incorporating investors * beliefs on a drift of dividend process adopt an
approach to derive the partial differential equation that the option price should
satisfy. Though the approach is mathematically elegant, it is quite difficult for
us to intuitively capture how parameters related to the beliefs affect to the op-
tion pricing and also to evaluate complex options. In this research, we propose
the option valuation model based on a simulation approach and discuss the
mechanism that the parameters generate volatility smile based on numerical
experiments.
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