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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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Lévy % GARCH-Lévy it Vi SN =007 ¢ W IR RG2 ISR GT - 6l

TBEITIAT o PRI AR (R B 2 R i E AR RO AR RS 2 By
non-Gaussian GARCH "J[lféﬁ%lfgﬁk Ex [% (persistence) =& [“fi Jiﬁ:;ﬁ@ » TR ’Lb’fr%lﬁjfw v YT
IREB S FEMT R S S -

F Y PATIRN T BEESEEE RP R (S R P ST Levy SR
ST~ fE1¥E Merton @yﬁéﬁﬁr “NIGsNIG-VG ¥ sVG IH@ [} GARCH-Lévy IH?}“# GARCH-N -~
NGARCH-N » GARCH-NIG * NGARCH-NIG * GARCH-VG ~ NGARCH-VG = 3i#d > 5N J[15 3
Wk 4 HA o F5FEIE ] K-S test oA R ) F‘i?} £ Lévy 55l “J?%[E?ﬂ??ﬁi%ﬁlﬁjﬁﬁ%
ARSI Levy S M) [R5 S - BRI (5 ¢ Hy KRR
= Lévy 55 [l il > H EREVR] 55 il Lévy 55 F'T\ﬁ'[ﬁj ; ﬂ@?@ﬁ% Lévy 55filV CDF £% F(X) >
YEFEPR 3l CDF ') SX)& > [ IFHpRFF RIS

|

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

%3 Lévy JEL BHHREHE
ST VEZE A2YE Merton [V AU NIG - NIG i BV VG VG 3

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
F &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)
[[U™] 2003 = 2005 = A 746 {fat | Je SRR 1R AP HETLR (6 AL R S
('1fyde > =7 I'] Kolmogorov-Smirnov (K-S) test I'J & AIC A AR [y %, - LB- Q7% (q){%% Ljung-Box Q
test » AT e q AR (R U 0 GARCH 351 « 7 gl g el p i«
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%4 GARCH-Lévy jifV SE iR =mE
GARCH-N NGARCH-N GARCH-NIG NGARCH-NIG GARCH-VG NGARCH-VG

0] 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

yij 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 0.4435 0.3945 0.4286

v 0.7032 0.6738 0.6185 0.6079

BSOS 227228 227516 2291.98 2292.96 2293.72 2294.92
T vt

- 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 & = 2005 & H 746 {7 RIS R %ﬁ*ﬁﬂ REREUIER FEANGS I St 0 STl
> 1"} Kolmogorov-Smirnov (K-S) test ['] AIC T g B el ﬁ}”’" o LB-QZ*(q) ¥ %« Ljung-Box Q test » =] s
'Jt*és e q HIREYE ("R U 4y GARCH 35« 797003 ,t\ Bt p i -

EFI T o BREEE 1Y 5 n BRI ST o AR B E S yji%aj K-S test §[1_FHER - 1 3 il
iup 14 {7 7 Kolmogorov-Smirnov (K-S) test lfﬁ?‘wﬁﬁ@ﬁf T B A Jﬁ’ F:IE;% SNl
HIES P VHE Y Merton BFEEARE RS *E}‘*IL_VF VISR VAR (7 NIG ~ VG~ sNIG ¥
sVG A b # l@%ﬂ“ HI B AT > = ETEI | VG S p (st fy » e 5L Lijung-Box
Q &R 0.05 A3 19 ARCH 359 o BRI %) > Lévy SR 7 1V IARUe ety Hi i i
Al ik WiEi g K Merton }*Eéj’?ﬁ GAd o fl—= 11 GARCH type #[I non-Gaussian GARCH [

PUTESEPE TR 4 Fi o B IRPPRE B [ IV EE A% (persistence) 47 0.98 » B {1
ﬁ@@&?""i@ PO TR S - B [Mylghsk ] 252 FIEEASED 18%‘;? o K-S test &= fji™]
NGARCH-N L] ] 978+ ALK T 2 2 I £ - 71
SRR P RTRE VR ST L VG2 sVG ST NIG % sNIG 55 [l © Ljung-Box Q Afid:ist
PHE. ARCH 3% &' p I@ﬁﬁ,ﬁ? 3 AHIFIFYAE & [P~ GARCH type #{1 non-Gaussian GARCH
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I 3 IR ARCH #5707y it » 508 1) NGARCH %2 Lévy iHd: (1 V4850
PR -
4.3 EHBEFH B ehig

SHRM 2 ?%Jﬁféf“'@fﬁf{@;@ﬁﬂ% » B PR P R F”[r] W E[[WE IS
S I SR YR
(1) $H= pLEI [ H [ IS SRR -
(2) PHRIREJAL A= FUAS A A [IRUEEAE -

qu%zl%?m%@@ (moneyness) }{%’]E]@?HS[ SYERTRE PR 0950 /iRt 0.9 = 0.99 V] 7
#0.99 = 1.01 V> /i 1.01 = 1.05 V[T RAF 1,050 X F,f’ RN BB T T B
L R SR 65T -

FIt £ GARCH-N #I non-Gaussian GARCH # f—“‘@* E}ﬁ'fﬂﬁ? %FEF PR = 5 2
B E 20000 SR 2 IS (] R R © B TP
(loss function) Fi%fé}@@ﬂ E]ﬁiﬁ AUt 9t ,'{\\F:ji‘“f, == [[ﬁ‘f}‘]@(ﬂ

RMSE = |- 37(C, ~C,)* *
n

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

#1111 Coy 71 Cy 7S HISSBE TR HE - n SBEEMEFIIOHE - 0, 71100 57 HIHHEIRY
fi =% ﬁ'fﬁ%]}@li% S -

e WFHUTIQVFIHL EUGRT S R R s B S 2 A O
Fis o [IHRL RS (volatility) HBIFL » 5V TWHEV R ORI ™ I3 Wt gt
§if (2}l Christoffersen and Jacobs, 2004; Pan, 2002) - 54 It E};Htg 2006 FRE F'fh%@rﬁ
i R iﬁi‘%[’#wrﬁféwvﬂi 5

RS 2 A BT O G AR EMLT) - I 2006 5% 1 PRI - 45
FH= [[“TEH\#T]EIH SRl }?ﬁ%;[?ﬂﬁlr[ OB (112006 5 2 5] VS #ﬁgjmﬁl
thpuE R R @Tﬂfrﬁ I 2006 £ 2 7|5 RIS - BE D7 1S TRE b 7
FLEIRFES IZ"‘lFL“‘i%JT%;IJFE! 125
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#5 2006 F 7 JF[?F'EJ%J/EW&‘ SCRIEEE !~ R (AR PR

S/K E R SRS e
<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 B4 It UE“%I?WH ’
AP RLN % % B AR SR [ el N g (ERLI 53 Pl IR - WBE"I BRI E o
T VG BERIF L PRI RS ) R AR E]  fE7 9] NGARCH-N %féifr'J g
TPV IR IEPLESEIRIEE R A -

#.6  Lévy §if. RMSE ~ MAPE % log-IVMAE 7 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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# 7 GARCH-Lévy 37V RMSE ~ MAPE % log-IVMAE % 5§35

. GARCH NGARCH GARCH- NGARCH GARCH- NGARCH
e 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
# 8 TR EEEERIT R B BEE]
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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5. fham

7 Black-Scholes 57 [f1Uih Righ L b Y 1 IBF e SUIp P A SR 1 R~ 2 e At
AF R LR RS G  | H?Ftls}[aduim Lévy SEARFERE = thjrh%umﬁ:;*fﬁjﬁ ']l GARCH
PR RV TR g - A F‘H i ([ H T GARCH- LevyIH?E[r[ Ty P ;,;wmq,gm
FIRSPOTPER B 2 S ISR O TR RO ) S RS IR
HEE L] > 401 | VLRE ~ Merton BFHESHEA - GARCH-N IH*E NGARCH-N {1 Lévy
IH@A BRI AT AT GARCH-Lévy AR [y e plde e i i ”f‘ﬁ

ST AR IR > B R FEE (RMSE » MAPE » log-IVMAE) [IUFEEl > 2% i
TRk VR (FMSLEIRE I MBI RR I RN AT VG 2 IR (SR fj Eﬁf\_ﬁ*ﬁpe
[ > FURUARL Lévy SEPRHPIC F1 i) M =0 S i K i 9t E‘IJfLNGARCH—N IR (5]
TR PUERM RS QST I T2 SRR RIS, - GARCH-Lévy AR == 78 7 [flpY
ARIFSTY I TR E Mﬁﬂﬁwfﬁgﬁv i SR EAVisLE] ] 'ﬁ‘?iﬁ’?‘%%‘dt [ % fiel
ST LR e B SRR 0y YA s IR BT NGARCH-N
HEPHETRL ] B EV%F"EJ;MF%‘%’NGARCH-N AR (5L EJ%'TuIEVF‘ ol i
ROk R R R R LY %Frup [EREFS s o 1 ]‘ptfﬁl*ﬂg{fgﬁﬁpg
HrZ | -

RUE— WHSFHCRLRG R OPTerR] > T 1 (W ORIV e I'W E'fl?“@(f’
LR =R 2 SRR AT - IR IR ﬂ”#qm Sphe WP R 2Ry
FLE] > #7101 Bollerslev (1987) [ GARCH-T f#1%] » Nelson (1991) [ GARCH-GED ﬁ?ﬂj » Heston
(1993) [i4 HN GARCH f#:%] » % Dumas et al. (1998) [ Ad Hoc Black-Scholes 5175 » 3¢ { Jif

SO OB AT » 1SR 7 R O T 1

Biigg A Lévy BFERE

G M A = AT BES E X o o RS E 1) = T PP Levy S - 93~
ft [k TR ‘rETEE ’:E[L}‘F[ri By IR PO R P e ’%Jj'if”xpﬁ BT S
APERL X, — = X oo Xy = X, PIRSTAER > HIE <t <<t o 900 [RIETTRLEFRST
5 ELfB@&;ﬁiﬁaéﬁﬁj IR » TR X,y — X, 2 O o Y2 (R TR -
Hdp ot & SPEPVER L 1 0 NEPEF A i Ve > 0 1imP(\XHh—Xt\25):O BT
[CL:%)%—; E'ﬁlgj?l_{ﬂlg_%@ﬁﬁ o I'7f<~ J—F]‘I’J:T;i‘#;%; ’ '{/I:I_F,J -L'F]\:)Ed‘f {-EIITEE}E\‘_[F{ rjujj fl g‘jﬁi_ﬁ E]jj/‘gl‘d‘; ﬁ
BIF T Y152 f (Brownian motion) o ) R TEI ELIAZ ST il > JIERIUAZ3E A (Poisson
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process) o | LR TR JJFEFA[?EU)F?;’? Jiel (compound Poisson) - EJ[J%?’E?FLHEU@EE}%E o HI ﬁ?@'*ﬁ
A VIR %’?F[ HIEREF PPt (jump-diffusion model) - Ef?,ﬁﬂ Lévy 3o
(] + D= Lévy S 7) AR e s e ] B st o

FI Lévy S{EFRRLIIE 53 - P Lévy B B E[e™ V] =€ > te R poig D(2)
F ,E.E’ﬁj f’:i?ﬁ;'@r (characteristic exponent ﬁ? HHi £y Lévy exponent) > ZF- Y1

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 » A EL Lévy 3 - F=FE kT T E
Lévy-Khinchin - 3% » pliF==t’ ?’[Hﬁﬁt 287 (y, 0%,V) fib i e~ Hks Lévy 1{5}%@ [
AES 2 (y, 07, 0) A 1 Lévy SEPRRLT VIR « ¥ Lévy YEU@?Fx]ﬁiJ.‘X‘ZI|X|v(dx) <o+ J
) E R TR O B
2
O(z)=iyu —%u2 +IR e —1-jux)v(dx),ueR °
{1 Lévy S B & Levy i {X 7Y%

X, =yt+0oB, + X| +ling)ztg ’

P53 B R T, Lévy- 1t0 53 e FTE[1y fLacEL (B} o RLT) VRIS V 5520 H 56 Radon % -
i""il%*]“f‘ |X|2V(dX)<°0?f V(dx) < oo FRIIERF » Iy F7 EF 7 [0,00]x R Hoplfn ik

g 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} = |

e<|x|<1,5€[0,t]

x dXx) >
J.,sg\x\d,sqm] X(ds d )

o)z ) Levy S | I@Exﬁﬁfﬁ N(@%ﬁﬁ?‘{lﬁfﬂwm@)@%ﬁﬁfﬁ 73 CF PR
SRS LA L SEPEDAE £ o 1L IAZIEPE (X ) (X J’HGWJ“ZY) B IS o

PR S0 TR A - NCT) B R 85 AL » SRR Y, (= ) RS e £ 00 - Bl
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Jy ([t 1< A) FREER TG 2T, = BFPRIHE 7 A s O BRI Ry 57 SRR Iy RLpAs bk
W iy 2 S £ p(dxx dt) = v(dx)dt = A f (dx)dt © Lévy % V(A) fufiigrL i e ]
“!}‘*E%a*@w A ORIV E#{E €[0,1]: AX, 2 0,AX, € AY] « PIIHE A IRAZSER (X )., =

Lévy ‘AfE’ﬂn’b(wL xv(dx),o , A f(dx))

Bt &% B

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

Eh

L e e (u—i) 1 1 1Y) |,
T e L e
k= log(%}(r—Q)T,qﬁr(U) = E[e" L,N(x) = ﬁ J_Xwe_%dt ,

() + (- )T y _ln(%)+(r—q—%62)T o

d = =
1 oT ? oNT

P R R

= [ Re(e"’k ¢‘+uu))du 0y
m eiuk—%iuazT—%ozuzT
21 = LO Re[iu}ju

if}v(k—l—¢7-2T)—I—v1 iwv—Ly2
+o0 e 2 2 +oo e 2 y
= I Re| ————jdv= f Re . dv
- v — v

S 1,
In(—)+(r-gq——0o")T
1 K 2 .
V= auﬁ 6?_— w=kf-—=

15 1

HER,e,n>0 =T +T,+T,+T,+T +T, & f(z)=¢  * =e°

—7W2—l(2—iW)2
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T
1y
1
-R+wi I
- R+wi
F6l /Fh Tr4 .
-R T & ¢ T35 R .

={u+0ijlue[-R,—¢]},I", = {ee |t e[-7,0]},["; = {u+0ijue[&,R]} -
I, ={R+itfte[0,w]},[; = {~t+iw[t e[-R,—R]},[ = {~R—iufu e[-w, 0]} -

WﬁjiﬁQM=0’Wﬂl
r jz

-« f R f f f f f
[ TWyq j%)dmjrz Bz ([ Dz [ L Baz)+ [ LBz~

R | I's 1z

53 R TN R

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

@ | T@g 5 7 as 250
LRI V4

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

—tai Ly a2
(5) I Mdz:jR w(—l)dt:jR e? ei_dt FR—>©
Is iz RA(-t+iw) R w4 it

1o

. p e .t +o0 ,lwz 2
R PCARIN - PR Mdv—mj e’ ——dt=0"
- - Wit
|
e
to —hw? 2
2l=z-Re[ e S _dt
- W+ It
e _lwznz
—~w? e 2 L2 e 2
— _ 2 — _ 2 °
—z—e WIRWZ+t2dt_z e -[R1+772 dn
—r?
IE;F%F(T):_[ deﬂ Vzel0,0) * H
R1+7
1 T V4
F 0 = d :tan_l o0 —tan_l —0)=——(——)=71m7
0= [ =tan @) —tan ! (0) = T- (=)
e—m2 g nzd e,mz |
F'T = — = — eir —
(7) fRan( n)dn=—|[ e dy -[R1+;72 n

=—\/E+ F(r),V7e(0,0) °
T

|
z T L _ r 2 \/; _u?
F(r)=e (z—&jon 2e7dp) = e (1—Tj0 e du),Vr e (0,0)
T
[RF=
1 L) PN 2 (e [mpw de

|:E(7r—e 2 F(EW)):E(ﬂ—ﬂ(l—ﬁJ‘Ofe du))_\/;Le 2 v

it

w L2 T w -4
—4—=—4+——| e?2 dv=—o=(,/—+| e 2 dv
2 2 \/271"[0 \/Zit(\/; '[O )
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1 w —Evz 1 d, —%vz
o [e dv:—mj_we dv=N(d,) -

BRI Ke ™ T, = Ke " N(d,) » AR
Se " [1,=Se™ " N(d,) -

ol i o SRS R T T 53 (0 -
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