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Ozet (Abstract):

This paper considers the evaluation of spread and basket options when the underlying asset
prices are driven by Markov-modulated Lévy processes with synchronous jumps. In particular,
the asset prices may jump whenever there is a change of phase of the underlying Markov
process. We further allow for dependence between the different price dynamics. In this general
regime-switching framework, we provide lower and upper bounds to the exact option prices
based upon ideas from the literature without regime switching. These bounds are obtained via
univariate Fourier inversion under the assumption that the joint characteristic functions of the
Markov-modulated Lévy processes are known. We study these obtained spread and basket
option price approximations in different regime-switching models. Several numerical
experiments are included and these show that, especially, the lower bounds have a very high
precision.



