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A Study on Basket Warrants Pricing Model

Chung-Chu Chuang”

Wan-Ju Huang

ABSTRACT

Using Basket warrants transaction data on TSEC from September 4, 1997 to June 25, 2001, the combination
of four volatility models (classical history volatility; Parkinson’s(1980) high, low history volatility model;
Garman and Klass’s(1980) high, low, opening, closing history volatility model; Trippi’s(1977) equal weights
implied volatility model) with two pricing models (Black and Sholes option pricing model(1973), henceforth BS
pricing model; Chen and Cheng basket option pricing model(2000), henceforth CC pricing model) are discussed
on valuation performance to obtain superior basket warrant pricing model.

The results show that the combination implied volatility model with BS pricing model is the best pricing
model, and the combination of implied volatility model and CC pricing model is the next. Parkinson’s(1980)
high, low history volatility model is the best one in all history volatility models. Moreover, the combinations of
three history volatility models and CC pricing model outperform the combinations of three history volatility
models and BS pricing model on the valuation performance, but the combination of implied volatility model and
CC pricing model is not consistent in valuation performance. Whether the distribution of underlying stock is

log-normal or not is one reason of pricing error of the BS pricing model to price the basket warrant.

Keyword : BS pricing model - Basket option pricing model ~ History volatility ~ Implied
volatility
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