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Abstract

As a relatively new financial product in the Chinese market, index options can effectively hedge
against market volatility. Traditional option evaluation methods, based on the assumption of con-
stant volatility, have limitations and cannot explain market anomalies such as leptokurtosis and
volatility smiles. The Constant Elasticity of Variance (CEV) model extends this assumption to accom-
modate changing volatility, making it more aligned with actual market conditions. This paper uses
the SSE 50 as an example to explore the application and effectiveness of the CEV model in evaluating
the value of SSE 50 index options. It conducts a multi-level analysis of CEV option pricing results
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under different parameter combinations. Through single-factor and multi-factor sensitivity anal-
yses, the study identifies the values of uncertain factors and theoretical option values that minimize
errors. The CEV option pricing results closely align with market prices, offering more accurate pre-
dictive capabilities. This can serve as a theoretical basis for investors in option pricing and risk man-
agement decisions.
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Table 2. Descriptive statistics of parameters for domestic financial options
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Figure 1. Theoretical values of four call options under different « parameters
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Figure 2. Theoretical values of four put options under different a parameters
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Figure 3. Single-factor sensitivity analysis for volatility
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Figure 4. Single-factor sensitivity analysis for interest rates
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Table 3. Error levels of option pricing under optimal uncertain factors
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