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Abstract

The study of the prediction ability of warrant price estimation models had the
following two objectives: 1. To study warrant price estimation using Black and Scholes
model under several changing conditions such as the methods used to caleulate volatility,
the choice of the previous time period used to calculate volatility, and the metheds used to
adjust the model. 2. To measure the prediction ability of the Black and Scholes medel by
using the mean ervor and the mean absolute error as the basis for comparing the prediction
ability of the model under differing conditions. This study used the information from
watrants registered for trade in the Stock Exchange of Thailand by using daily warrant
price data of 32 companies from June 1993 to December 1995.

The result of the study in the aspect of wamant price estimation found that most
models gave the predicted warrant prices lower than the actual market prices, meaning
that the number of overvalued warmrants was larger than the number of undervalued
warrants. An exception to this was found dunng the use of the original Black and Scholes
model and the use of the model which was adjusted for changes in capital structure for
calculating volatility during certain previous time periods. Using these mentions, the
models showed that the number of undervalued warrants was larger than the number of
overvalued warrants. |

Regarding the models’ prediction ability, the study found that the method for

calculating volatility which used closing market prices gave the ‘models greater level of



prediction ability than the method of calculating volatility which used daily high and low
prices. The study also found that the calculation of volatility should use a previous time
period of at least 360 days or more, and that the adjustment of the model should consider
the effects of changes in capital structure in order to give the model the greatest prédiction
ability. In addition, it was also found that if the warrants had higher levels of the

cheracteristic “in-the-money”, the models’ prediction ability would be greater.



