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Abstract

First, the Monte Carlo method is given to simulate the generation of the stock price path, and then
the logarithmic likelihood function is established for the generated path. Assuming that there is a
Gauss error between the stock market price and the model price, we construct the weight function
and maximize the weighted maximum likelihood function using the linear search method, thus the
calibration of volatility is obtained. At last, the numerical simulation experiments are given, the
experimental results show the feasibility of the algorithm.
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Figure 1. Curve: Simulation of one sample path
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Table 1. The mean and root mean square error of volatility calibration under Merton jump-diffusion model with different n

F 1. AR n T, Merton Bk - 7 B EUR B RBREHE R FIRIRE

$=10"5
10 50 100 200
Mean 03125 0.2967 03027 0.2980
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RMSE 0.0787 0.0342 0.0238 0.0161

Table 2. The mean and root mean square error of volatility calibration under Merton jump-diffusion model with different ¢
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Table 3. The mean and root mean square error of volatility calibration under Kou jump-diffusion model with different n
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Table 4. The mean and root mean square error of volatility calibration under Kou jump-diffusion model with different ¢
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Table 5. The comparison of volatility calibration between Merton jump-diffusion model and Kou jump-diffusion model
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