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Abstract 

In this paper, we use three methods that are Historical Volatility model(HV 

model), Implied Volatility model(IV model) and Generalized Auto Regression 

Conditional Heteroskedasticity (GARCH model) to estimate volatility of covered 

warrants and the estimated values are incorporated into the B-S option pricing model 

to calculate warrants theoretical prices. Pricing biases related to warrant strike price, 

time to maturity, volatility, and risk-free interest rate are also considered. Moreover, 

we compare performance of single trading strategy and multiple trading strategy.  

Empirical results indicate that IV model is superior to either HV model or 

GARCH model in predicting the warrant prices, and HV model is the worst. In 

addition, the pricing errors are systematically related to the degree to which the 

warrants are in-the-money, and the volatility of the underlying assets.  

Finally, we find that the performance of buy and hold strategy is better than 

single trading strategy, and multiple trading strategy is better than buy and hold 

strategy . 
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