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Option pricing under the market with jump

based on prospect theory
Guo Wenjing, Lu Tianyu
(School of Finance,Nanjing University of Finance & Economics,Nanjing 210023, China)

Abstract : Given the market in which the price of underlying asset follows jump-diffusion process, while risk attitude,

loss aversion and subjective probability of investors are described by value function and weighting function, we derive the pri-

cing equations and numerical simulation solutions of European options.

Keywords : European option; continuous cumulative prospect theory; value function; weighting function; jump-diffusion

process
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