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ANOVA for jump-diffusion processes
Realistic models for financial asset prices used in portfolio choice, option pricing or risk management include both a continuous Brownian part and a jump component.  The early use of jumps in finance has focused exclusively on Poisson jumps, i.e. a jump-diffusion model as in Merton(1976). In this talk, we are concerned with the nonparametric regression relationship between two such jump-diffusion processes. We are interested in the quadratic variation of the residual in the regression, over a unit of time (such as a day). The proposed methodology, “ANOVA for jump-diffusion processes” can be used to measure the statistical quality of a parametric model and, nonparametrically, the appropriateness of a one-regressor model in general. On the other hand, it also helps quantify and characterize the trading (hedging) error in the case of financial applications. 
