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Abstract

The statistical equivalence of the GARCH models and their corresponding continuous time models has been proved in Brown et al. (2003). This means that the likelihood functions with discrete observations from the continuous time stochastic volatility models can be approximated via simulated GARCH sequences conditional on observations.
Thus likelihood inference including pricing options for the type of continuous time models can be made. Moreover, pricing options would proceed based on the observed paths of the asset prices only and no volatilities should be filtered from asset prices. This also leads to the correspondence between the option price and the risk premium of volatility.
Keywords: diffusion processes, discrete time observations, latent process, EM algorithm, Metropolis-Hasting algorithm.










PAGE  
1

