Securities & Exchange Organization, Research, Development & Islamic Studies (RDIS)
Journal of Securities and Exchange, Special Issue of the First National Capital Market
Conference, Winter 2024, pp. 317-336

Application of Options in the Financial Market Using
the Neural Networks Method*

Maryam Rezaei?

Received: 2023/11/17
Accepted: 2024/05/18

Research Paper

Abstract

In Iran's capital market, only European-style options are bought and sold. In
the case of global markets, other trading options such as Ametican option, Asian
option, bartier option, look back option, etc. are bought and sold. Since warrants
are a suitable and widely used tool for hedging risk and have leverage properties,
diversity in the warrants market warms up the financial market and attracts many
interested patties. There are many models for option pricing, the most important
of which is the classic Black-Scholes model. But this model is far from the real
market models due to its weaknesses. Therefore, it needs developed models. For
example, the study of time series shows that the price of the underlying asset has
an inverse relationship with its volatility. The constant elasticity of variance model
is a suitable model to show this inverse relationship. In this research, the constant
elasticity of variance model is considered for the valuation of American options,
whose volatility is a function of two parameters of volatility elasticity and the scale
parameter fixing the initial instantaneous volatility. Studies show that non-
parametric methods such as neural network and machine learning are better
suited for economic modeling than other methods. Therefore, in this research,
the neural network method will be used for numerical valuation of Ametican
options.
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