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Pricing of forward starting options using the mixed-exponential
Jump diffusion model

LIN Hanbin', SU Xiaonan™’, WANG Wei"”
( 1.School of Mathematics and Statistics, Ningbo University, Ningbo 315211, China;
2.School of Statistics and Mathematics, Nanjing Audit University, Nanjing 211815, China;
3.Jiangsu Key Laboratory of Financial Engineering, Nanjing 211815, China )

Abstract: The pricing of forward starting options using the mixed-exponential jump diffusion model is studied
with the market interest rate being constant and stochastic respectively. Based on the assumption that the risk
asset price dynamic follows the mixed-exponential jump diffusion process, and by using the measure of change,
the inverse Laplace transform, and the non-arbitrage pricing principle, the pricing formulas of the forward
starting call option are obtained. Furthermore, the price of forward starting put options is obtained by applying
the call-put parity relationship.

Key words: jump diffusion model; Laplace transform; parity relationship
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