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Designing and Pricing Structured Financing Products
in order to Avoiding Inflation Risk

Cui Hairong'? ,He Jianmin' ,Hu Xiaoping'
1 School of Economics and Management, Southeast University, Nanjing 211189, China
2 School of Economics and Management, Nanjing University of Information Science & Technology, Nanjing 210044, China

Abstract ; Under the background of increasing assets’ inflation risk, how to design and price structured financial products accord-
ing to the current financial market conditions becomes the current indispensable problem to be solved. In this article, firstly port-
folio decomposition of financial engineering is used in constructing an innovative powered double-barrier knock-out option that can
be seen as the option embedded in structured financial products. Then with risk-neutral pricing theory, contour integration on the
complex plane is applied in inverse Laplace transform to obtain pricing model of this option. So an innovative powered double-
barrier financial product is obtained. Secondly, taking HJB0903v issued by Bank of China as an example, an empirical analysis
is made and pricing gold-linked financial products with double barrier that can avoid the inflation risk is studied. Furthermore,
sensitivity analysis of volatility about hitting probability and theoretical value is made. The results show that the product’s issuing
price with 0.81% implied premium rate is slightly more than its theoretical value; when volatility increase, hitting probability
will increase, but theoretical value firstly slightly increases, and then significantly decreases and finally tends to a constant val-
ue.

Keywords ; structured financial products ; powered double-barrier knock-out option; portfolio decomposition technique ; risk-neutral

pricing ; inflation risk
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