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ABSTRACT

This study focuses on binomial and trinomial option pricing models and compares the predictability between the binomial option

pricing model (BOPM) and trinomial option pricing model (TOPM) empirically. After the establishment of the BOTM and the

TOPM, the data of Taiwan Stock Exchange Electronic Sector Index (TEO) and Taiwan Stock Exchange Finance Sector Index

(TFO) issued by Taiwan Futures Exchange (TAIFEX) is put into the models. According to simulated prices from the models, this

study examines the analysis of investment decisions and then finds out the better buy-or-sale decision for investors. This study put

TEO and TFO, expired at June, 2007, into simulation empirically. In the estimated theoretical price of TEO, the investment

decisions made by BOPM are as the same as TOPM. Both BOPM and TOPM offer correct investment suggestions for investors. In

the estimated theoretical price of TFO, the investment decisions made by BOPM are better than TOPM. BOPM offers better

investment suggestions for investors.
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