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Sochagtic Innovation Power Options Pricing Based on
the Measure Trand ormation Methods

ZHAO Wei' , HE Jian-min?
(1 School of Business, Huaihai Institute of Technology, Lianyungang 222001, China;
2 School of Economics and Management , Southeast University , Nanjing 210096 , China)

Abgtract : Stochastic Innovation Power Options are popular to investorsfor their smple structure and con-
trollable risk. Faced to the difficulty of stochastic options, a new method named measure thansformis used
to solve the pricing model s of stochastic innovation power options. Insired by the essence of martingale
pricing, the equivalent measure is gotten by the extending numeraire, and the measure transormation e
quation with general payment functionsis derived under the stochastic rate. Then by choosng long-term
bond as the numeraire and cons dering the correlation between bond price and stock price, the pricing mod-
els of stochastic power options can be given conveniently. By the numerical smulation analysison the risk
characteristics of our model , the advantages of the power options can be showed Theissuersand investors
of financial derivaties can learn more from our conclusons

Key words: equivalent martingale; stochastic interest rate; measure thansformation; innovation power op-
tions



