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Study on Option Price Forecasting with Neural Network Algorithm

Based on Principal Component Analysis
LUO Hua» LIU Xing
(School of Sciences, Zhejiang Sci-Tech University, Hangzhou 310018, China)

Abstract: Neural network algorithm based on principal component analysis was applied to forecast the
option price of Chinese Shanghai 50 ETF, and the option data were used to verify the effectiveness of the
proposed method. Besides, we compared prediction accuracy among traditional Black-Scholes option
pricing, single BP neural network algorithm and the BP neural network algorithm based on principal
component analysis. The results show that the BP neural network algorithm based on principal component
analysis has the highest prediction accuracy, and traditional Black-Scholes option pricing method has the
lowest prediction accuracy.

Key words: option price; Black-Scholes option pricing; principal component analysis; BP neural

network
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