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To provide an outlet for the increasing flow of scholarly research concerning
financial institutions and the money and capital markets within which they
function.

ferpa] DI B - RERATARBRS S Rl LU & AT 5B AH BRI FE AR
EERARELE I o BB TR EATISN IR » ATLIRKSE] Journal
of Banking and Finance 7etHE # & °

57 FFg BB E AT L4 b fll £ 4w 2 2 W4 o Ll Journal of
Banking and Finance M5 * JAER) E#RE Tke Mathur > {0355 T2 E
FEEE » (H/ZRIEHR Y Robert Engle ~ Shane Johnson /¢ Stephen Taylor %
N o HR W TRl BRI RN 5 > S (B FI R B A T ROAH BRI 52
A ©

=~ T E S (AT Bl =5 P A am SRR S8 1 e A AH -
ISR E (L = v A i — R A ARRE A S - IRAERE T K
A REFE S FAIISE o B4l > Financial Management 3T — -8 B A7 — R &l
85 TR B2 SO - 5a 2 I R e B AU R il e 3 2R 8 B B (corporate
finance) HY AH B & SC > IR I A0 A 55 RS AN SC =5 & 0% 1 B R e o S 4l
Mathematical Finance ¥ffi> B E2ae AN s i S A HE RS BOR Ll &7 - Al 38 sk
SRR AN S g 1 V55 TR S - AR AT RE & W E A ELEER AR - A A

SH0Y ~ Fodr R ET Al gERYRE & BE LU S (18 3 FIEAE B R AR K
J& o B » Quantitative Finance 111 ~ 7N Hili& FH & A HIIA TR B2l 1) -
FH S8 M FIR E RL AN - G2 HE ARSIV Tl 222 > JoPIa (s 1]
FERY e AR i sz B B 5 B - P ARRAE /S AR BT ie B CE#RAEE
{IEHATH] L -

F1 > PARAHE =AU TR R R B TR - CHGE AR B CRI X
HEEARE - (HERIELERA - RS 17 BT g -

+H@ER 47



ARRIE S H R

(BT i g )

T PR R O PRS0 5 IR B B V) (A REASRI » LAA N RUFAR
M5 » EHERRENE — R B E AR » a0 RAEPUE H DA - (AFRE(E
HATIR R BRAE PP A B A o LUGAIEYEM S » [ LB TR AT (B2 Hery
Betat8hs ) » 855 Journal of Finance, Review of Financial Studies, Journal of
Financial and Quantitative Analysis, Journal of Futures Market, Journal of Banking
and Finance, Mathematical Finance . Applied Economic Letter ¥ o (.2 »
N RIE G ENE R — R B R AR S — DL S (I AL
FPEAERE T o FERILHGZE Journal of International Money and Finance >
SR PRRE PP IR H 12 - H B ER [H1 3 FH E-mail ©

W% BEE SIS (submission fee) HYZHE LUK IS S AT /LAY
EEREEERRE - AR (B0 : Journal of Derivatives, Journal of

Futures Market, Quantitative Finance, Management Science J Mathematical

Finance %) » 3 A] LITERERS I EEEARAVES 2 LU ARRY

ECBER  AXXEBEBGREABERE

TSR RS AR TR R (/7 1 - B B R H R E R A S H]—
FEABOR o Bl CERE B RMER 5 S SOE SOGB4 1
FEE s TR R AR E ARG A 5 FHBRSURRAY T 3 BOdAS 5 SCERAIAME K
HRRNE P 5 E s o 8 el EER TR B

HR > FoF i 2 R EREICAEERFE /T (introduction) Kl &
(conclusion) b o 4 SCEMZH—FAGHLT [FEE E Y S0 » SUR IRz R —
Bk 0 BB — IR~ BANF I - WAMR rTRERk & S (E4a R B 5 [FIER -
— AV E A E o AERT T o e Ty B SE IR 1% 0 AEREAS
e 1538 {18 S Ry E B i o BRI A - R AN & R B HE SCR AR 5¢ - (KT
TREER SCIAR AT REMF B TERE o Filiam R ERIE B B - fifiam o] DUUER SCE
F R — IR H 2K

=0 ERT R SRR » BEEORE S B R > B4 > “The deficiency
of Adam Smith's approach is...” (REE S22 HHZE T IERTERER RS- ) OB
WO RS RET R 2 i s B sl g A ~ FIARRIEE » IRAY SCE MR
FRIAZ /DT o HUHEFIY IE I 5515 ERZ 0 “We extend Adam Smith's approach
by considering -7 (HAMFR& 1 -+ DAEAEfHhrm & SR B W92 7535 ) » @ il
[HET % & Adam Smith » FHE| T EZERE R » KRR A B

48 +% = HA



ARRIE it B MR

(B SMMT o RAMERERERSF : LHB T RELR A ]

Jiiki e

S0 - AT LI A H — R aTRE R R IR U EHAFHZ B (potential referees)
W E > RH R E IRERE — B & B n e & S BURAYER SCHYGS - /]
LLZ 51 A SCEE » 6 AT ORE G BN AR BRI o 1R 2 I E R #R
IR E R (reference) =R EH GEIFERE » 51 A ATEE
RIS ER R EZR S - BIErh @M IR I RREES o fHEH > 400
R BT R B nTREEHRI TS Tk sGR R A E R - HIF RS I
(HENP &

Btk o ESCRERY L RS T T > 2R T U AU — (R - SR
AEHE A - IR 71 HE2AC > SRR PR BT — (B AN (Al 98 55 Bk o DIAS ARURYE
Bam s - RIS 77 2 E RO R R B EOR, ~ SRR 2 R B P SRR
o KA E 0 2 =T RIIFRIESE R SR - (HEEE wehar 28 - A58
NERBEFEE LE R - AR S R AR AR A I DL S
{EAERES - RARATERY » REEIE G L —2F DL RIS Ry 585 S

D~ BRIER W THEERRFFITRE

SRR WRE FEENELIRE G - IR BRI o DUE ARy
BRI S - AURE AR ERIES - SCE GRS AT RetE sz £/ - 1EE
ST > ERIRE R AR R DU EfRA R R -l HARR LS R
Bl ~F i — 0 ARSI - WRLLTE R AR IR By » AIRZEHT# - SR &
PEEFFREIEOR » WIAIA A\ $5ehe Management Science I » H b —{EFFEE
RREIERRHY

The paper may want to explore the theoretical proof of the convergence of the
proposed method for the barrier option case. If this is doable and well presented, I
think the paper will be much more appealing to the readers than otherwise.

B EIERE &SR - HEE L - AUREGR LR/ LS
HERBUEE » LA EREE VMR —IHkRE (GCRR model) fEFTEPRTEE
TUEFENRE (barrier option) IFHYMUEUHEL B3] » At LAERR AR BB L RIS Tk
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Thanks for this suggestion. In the revised version we show that the rate of
convergence of the GCRR model with two stretch parameters (denoted as the

GCRR-TSP model for clarity) for pricing barrier options is of order O(1/n) .
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More interestingly, it seems to me that the standard CRR may be applied in
the interior, and the new one applied on the barrier. Will the outcome convergence?
Have better convergence rate than using solely CRR or solely the new method?
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We tried to follow your suggestion. However, it seems difficult to obtain a
re-combining tree where the standard CRR is applied in the interior and the GCRR
is applied on the barrier. Moreover, since the GCRR-TSP model itself has a
convergence rate of O(1/n), it seems unnecessary to introduce a complex lattice
structure to combine the CRR and the GCRR models.
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My main problem with the empirical analysis is that the regression models in
section 4.B are very ad-hoc and not well motivated.
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We thank the referee for this constructive comment. To make the models in
our empirical study well motivated, we have derived some analytical properties of
the bounds under the Gaussian framework and presented them in Section 2.2.
According to the analytical properties, there are some particular relationships
between the market implied and the bounds.
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In the attached revised manuscript we have made two main changes in
accordance to the referee’s comments. First of all, we strengthen the discussions of
literature and cite three important papers suggested by the referee. Secondly, we
compare the accuracy of the proposed method with that of two best accurate/
efficient methods in the literature, i.e. Ju (1998) and Ibanez (2003). To do so, we
add two tables (Tables 3 and 4 in the revised manuscript) and derive new formulae
of option pricing bounds and two approximations for American put options. For
brevity, these formulae are not shown in the revised paper but are attached for your
reference.
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