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Abstract

In this paper, we introduce the concept of Exponential Variance Gamma
(EVG) model to the valuation of convertible bond (CB). Rather than eval-
uating derivatives with standard Black-Scholes approach, we describe the
dynamic underlying asset log price with VG process, which is one of classi-
cal Lévy process with non-normal distribution but skewness and leptokur-
tosis. For numerical purpose, we develop a discrete scheme with stabil-
ity and convergence, which combines so-called multi-stage compound-option
model (MCO) and explicit-implicit difference method (EXIM) to discretize
the partial integro-differential equation (PIDE). By comparing our results
with Black-Scholes approach, we can show that because of the ability to cap-
ture skewness and leptokurtosis features, the new approach does provide a
lower price for the valuation of CB.

Keywords:
Convertible bond; Exponential Variance Gamma model; Geometric
Brownian Motion; Partial integro-differential equation

∗Corresponding author at: Department of Economics and Management, Hangzhou
Normal University, Hangzhou, Zhejiang Province, 311121, China.
E-mail addresses: gatty6879@163.com (X.Yang), yujinping@yeah.net (J.Yu), xu-
mena@163.com (M.Xu), fannyfwj@163.com (W.Fan).
Competing interests statement: The authors declare that they have no competing financial
interests.

Preprint submitted to Mathematics and Computers in Simulation January 21, 2018

Manuscript
Click here to view linked References



Download English Version:

https://daneshyari.com/en/article/7543115

Download Persian Version:

https://daneshyari.com/article/7543115

Daneshyari.com

https://daneshyari.com/en/article/7543115
https://daneshyari.com/article/7543115
https://daneshyari.com

