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Abstract

There are tremendous papers to construct models for valuing barrier options. Recently,
Boyle and Tian (1999) used change variable technique to succeed in building a model, which is
able to value barrier options under constant elasticity variance process. The contribution of this
paper is to extend the Hilliard and Schwartz’s (1995) plain vanilla option pricing model with
stochastic volatility to the case of barrier options. We also show that both the Hilliard and
Schwartz’s model and Boyle and Tian’s model are special cases of our model under some
specifications of parameters. From the simulation results, we find that the stochastic volatility
effects for barrier options are much larger than those of plain vanilla options
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B, Bs X 0=1 6 =0 0 =0.5 0=1 6 =0 0 =0.5 0=1 (%) (%) (%)
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+oo 0 100 9.5822 9.5885 9.5818 9.5798 9.5902 9.5833 9.5786 0.0063 0.0094 0.0125
+oo 0 105 7.0996 6.9413 7.0186 7.1018 6.9386 7.0154 7.1000 0.0547 0.0556 0.0253
ﬁ%t L AL B-SHLE ~ £ P 481 H[b=0.000001 " (Boyle-Tainf8t &) ~ =4 ¥ L E[b=0.1" 53 jfjfof 111 ] @{élﬂi“‘lﬁ @E’W‘ T st

JHI TN ZSOEFJ ﬁg“E?S_lOO R @S r=10% > ZWEEL S F 0 0 FICEVRLE Y 2Erirlr lﬁﬁ ’ig“ﬁﬂaﬁlﬁﬁ”%f

Iijuﬂ fil - 2 R AL AR FARTEE 0 gg=025 > riT [IfYCEV&2E™ F%}EZ”F[ PR s ek J?FE'J 43 g = g ps*S?) s
Yp=Al e A IR E’rF IRBEADYEZ T (it - ’i?z“l%?t*‘”ﬁ@@ﬁﬁ 'Jﬁ'ﬁ}v&ﬁ%Fst*O B E il Pf‘ﬁr'ﬁ%{%ﬁ’ﬁ‘ Bd {Hj\ﬁfr'ﬁ%{,%?ﬁ‘
Ba*OPJB *OOEJJE ﬁﬁ'ﬁfﬁ%’@ﬁ'ﬁ ORRYEE R L X EVERS  DEVRE BB A B (V) R R H S Jlﬁij;%t $0.000001
0.1 » bIVY[IF=| RLEL " [fifdh! PopoA@ g hco « pivt(8) ~ (9) ~ (10) = ffi 73 BfIER(2)==(5) = ~ (3)2%(6) 1~ ~ (4)15’( )i A
@IFM‘? VR R 155 B o



Ao AT ALELY T [ A% H(down-and-out) & = EIARHY [FHS

S=100,r=0.1, T=0.5, 0 =0.25,N=250, p =0

Merton 7+ VAR (b=0.000001) BEEE$ L i
F AR (b=0.1) . :
ﬁﬁf]ﬁé (Boyle-Tianf#i %) Flrriﬁ‘?i} VEHFII P
(D (2) (3) (4) (5) ©) (7 (8) ()] (10)

B, By X 6 =1 0=0 6 =0.5 0=1 6 =0 0 =0.5 0 =1 (%) (%) (%)
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to 0 95 3.2337
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+to 0 105  7.8779
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e =2 IET [f' ﬁ’jﬂj 2 [H 72 [H(down-and-out) S =V &y [y ]%Wf?

S=100,r=0.1, T=0.5, ¢ =0.25,N=250, p =0

# Y BLE[(b=0.000001) k=0, BEpp$ L i
(Boyle-Tianf8: %) ’:’I’?},ﬁ’?‘}' VAP

(D 2 (3) 4) (5) (6) @) (3) ©)
B, By X 0=0 6 =0.5 0= 0= 6 =0.5 0= (%) (%) (%)
+oo 90 95 2.0771 2.1061 2.2003 2.0324 1.9825 2.1803 2.1520 5.8687 0.9090
+oo 90 100 4.7319 4.7936 4.8911 4.7124 4.7317 4.8791 0.4121 1.2913 0.2453
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S=100, X=100, B4=90,r=0.1, T=0.5, g =0.25, N=250

CEV[?TETTQ ,Osv:'o-5 /Osv:'o‘25 /Osv:() 105\1:025 /Osv:o-5

Panel A : b=5%

0 =0 8.4153 8.4214 8.4266 8.4274 8.4310
0 =0.5 8.4309 8.4684 8.4685 8.4664 8.4807
0 =1 8.4406 8.4770 8.5156 8.5572 8.6030

Panel B : b=15%

0 =0 8.3955 8.3971 8.4034 8.4115 8.4282
0 =0.5 8.4402 8.4425 8.4514 8.4719 8.4763
0 =1 8.4654 8.4889 8.5147 8.5435 8.5763

Panel C : b=25%

6 =0 8.3703 8.3822 8.3993 8.4039 8.4073
0 =0.5 8.3870 8.4724 8.4604 8.4668 8.5063
0 =1 8.4830 8.4951 8.5106 8.5300 8.5518
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X=100,r=0.05,T=0.5,N=250,b=0.0001, p =0

Delta Vega Gamma(x100)

S/X B-S H-S VAR B-S H-S T+ B-S H-S R
Panel A @ i FIEFHL OEER 0 ps=15%

0.8 0.035 0.035 0.035 0.044 0.044 0.044 0.905 0911 0.907

0.9 0.241 0.241 0.241 0.198 0.198 0.198 3.261 3.261 3.261

1.0 0.614 0.614 0.614 0.271 0.272 0.271 3.608 3.604 3.606

1.1 0.883 0.882 0.882 0.153 0.155 0.154 1.690 1.691 1.691

1.2 0.978 0.978 0.978 0.045 0.047 0.046 0.418 0.420 0.419
Panel B : fi ¥/ g3 0 ps=20%

0.8 0.092 0.092 0.092 0.093 0.093 0.093 1.455 1.460 1.458

0.9 0.309 0.309 0.309 0.224 0.225 0.225 2.770 2.768 2.768

1.0 0.598 0.598 0.598 0.274 0.274 0.274 2.736 2.733 2.734

1.1 0.822 0.821 0.821 0.203 0.206 0.204 1.677 1.676 1.677

1.2 0.938 0.938 0.938 0.104 0.105 0.105 0.722 0.723 0.723
Panel C : ﬁ’?@?f?}‘ﬂi\éﬁ@ L2 0ps=25%

0.8 0.151 0.151 0.151 0.132 0.133 0.133 1.655 1.656 1.656

0.9 0.357 0.357 0.357 0.237 0.238 0.238 2.345 2.341 2.343

1.0 0.591 0.591 0.591 0.275 0.277 0.276 2.198 2.196 2.196

1.1 0.779 0.779 0.779 0.231 0.234 0.232 1.527 1.524 1.526

1.2 0.896 0.896 0.896 0.153 0.154 0.154 0.849 0.850 0.850
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FeJe o Pk f‘fgj AlSLE] ™ I ™ 33 1H(down-and-out) i = | &Y Deltaffi

X=100, Bd=90, r=0.05, T=0.5, N=250, psv=0

Merton # ¥ R]|(b=0.000001) o Eps I v
i (Boyle-Tiant§. %)) FAREIOG=0.1) ﬁfriﬁ'?‘;j/;}gﬁf{ Sy
(1) (2) (3) 4) 5) (6) 7 (8) C) (10
S/X =1 0 =0 6 =0.5 =1 0 =0 6 =05 =1 (%) (%) (%)
Panel A : ﬁ?ﬂ&fﬁi@gﬂ%‘;ﬁ% oBS=15%
0.95 0.521 0.501 0.511 0.521 0.490 0.501 0.510 22,1956 -1.9569  -2.1113
1.00 0.642 0.630 0.636 0.643 0.625 0.632 0.639 -0.7937  -0.6289  -0.6221
1.05 0.781 0.765 0.772 0.780 0.763 0.771 0.779 -0.2614  -0.1295  -0.1282
1.10 0.884 0.865 0.874 0.884 0.864 0.874 0.884 -0.1156 0 0
Panel B : ﬁ?ﬁ&[’%ﬁﬁigﬂﬁ“f?} o BS=20%
0.95 0.628 0.604 0.616 0.629 0.589 0.601 0.614 2.4834  -2.4351  -2.3847
1.00 0.679 0.667 0.673 0.679 0.656 0.667 0.670 -1.6492  -0.8915  -1.3255
1.05 0.759 0.746 0.752 0.759 0.740 0.747 0.754 -0.8043  -0.6649  -0.6588
1.10 0.836 0.819 0.827 0.836 0.815 0.824 0.834 -0.4884  -0.3628  -0.2392
Panel C - & F/EFHVENRYEZ 0 BS=25%
0.95 0.706 0.679 0.693 0.707 0.661 0.675 0.691 -2.6510 -2.5974 -2.2631
1.00 0.725 0.711 0.718 0.726 0.696 0.704 0.713 -2.1097 -1.9499 -1.7906
1.05 0.769 0.759 0.764 0.769 0.747 0.754 0.760 -1.5810 -1.3089 -1.1704
1.10 0.820 0.808 0.814 0.820 0.800 0.807 0.815 -0.9901 -0. 8600 -0.6098
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#A T E{ET |J7F§lﬂ:r'rK N2 [Fljj\ 7% 1H(down-and-out)fi] =t IFJ%EI?JGamma['ZEI

X=100, Bd=90, r=0.05, T=0.5, N=250, psv=0

Merton + ¥ 1 7#](b=0.000001) o ek
ity (Boyle-Tian{i %)) FAEEI6=02) m@@y%%pﬁ%
(1) (2) (3) 4) (%) (6) 7 (3) ) (10)

S/X 0 =1 0=0 0=05 0O=1 0 =0 0 =05 0=1 (%) (%) (%)
Panel A : ﬁ@ﬁ&@wg&@?%ﬁ oBS=15%
0.95 1.624 1.605 1.608 1.615 1.792 1.756 1.775 11.6511 9.2040 9.9071
1.00 2.866 2.796 2.830 2.862 2.898 2.913 2.956 3.6481 2.9329 3.2844
1.05 2.496 2.528 2.515 2.495 2.574 2.550 2.527 1.8196 1.3917 1.2826
1.10 1.637 1.795 1.720 1.638 1.814 1.731 1.646 1.0585 0.6395 0.4884
Panel B : E‘z?ﬁ&‘[’%ﬁ‘ EL;I*J?{‘E‘(‘* 0 BS=20%
0.95 0.411 0.420 0.411 0.404 0.503 0.548 0.451 19.7619 333333 11.6337
1.00 1.446 1.365 1.403 1.442 1.489 1.474 1.556 9.0842 5.0606 7.9057
1.05 1.647 1.570 1.608 1.643 1.657 1.683 1.714 5.5414 4.6642 43214
1.10 1.410 1.408 1.413 1.409 1.464 1.458 1.445 3.9773 3.1847 2.5550
Panel C : fit FH L EIEE 2 0 BS=25%
0.95 -0.031 -0.010 -0.023 -0.035 0.154 0.311 0.351 1640.0000 1452.1739 1102.8571
1.00 0.698 0.644 0.668 0.695 0.757 0.768 0.787 17.5466  14.9701  13.2374
1.05 0.997 0.909 0.950 0.993 1.006 1.037 1.076 10.6711 9.1579 8.3585
1.10 1.014 0.944 0.980 1.013 1.018 1.043 1.068 7.8390 6.4286 5.4294
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*A - [FL'“ [ij [ﬂ ﬁ&[?j/ﬁm (e mw 7% 1H(down-and-out)[] = hrF A ’%F W h[a&

X=100, B4=285,r=0.05, T=0.5, N=250,b=0.1, 0 =0.25

0 «w=-0.5 0sw=0 0«w=0.5
S/X 0 =0 0 =0.5 0=1 6 =0 6 =0.5 0=1 6=0 6 =05 0=1
1.12 0.1905 0.1960 0.2016 0.1888 0.1943 0.2001 0.1871 0.1927 0.1985
1.09 0.1927 0.1969 0.2013 0.1914 0.1957 0.2000 0.1900 0.1944 0.1988
1.06 0.1949 0.1979 0.2010 0.1940 0.1970 0.2002 0.1930 0.1961 0.1993
1.03 0.1972 0.1989 0.2007 0.1966 0.1984 0.2002 0.1961 0.1979 0.1998
1.00 0.1995 0.2000 0.2003 0.1993 0.1999 0.2003 0.1992 0.1998 0.2003
0.97 0.2018 0.2010 0.2003 0.2021 0.2014 0.2008 0.2025 0.2018 0.2013
0.94 0.2045 0.2025 0.2004 0.2052 0.2034 0.2016 0.2061 0.2043 0.2029
0.91 0.2077 0.2052 0.2010 0.2095 0.2064 0.2035 0.2110 0.2080 0.2063
0.88 0.2194 0.2125 0.2045 0.2183 0.2146 0.2101 0.2221 0.2179 0.2168
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