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Abstract: Finite volume methods are developed for pricing
American options under Kou jump-diffusion model. Based on a
linear finite element space, both backward Euler and Crank-
Nicolson full discrete finite volume schemes are constructed.
For the approximation of the integral term in the partial
integro-differential equation (PIDE), an easy-to-implement
recursion formula is employed. Then we propose the modulus-
based successive overrelaxation (MSOR) method for the
resulting linear complementarity problems (LCPs). The Hy
matrix property of the system matrix which guarantees the
convergence of the MSOR method is analyzed. Numerical
experiments confirm the efficiency and robustness of the

proposed methods.
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A S Kou BT Bk O A FRIK
K. BETLMWARTEE, HXWE T H 5L
F1 Crank-Nicolson B2 € B & B BUkE . HK,
R SCHR L9 ] 5 19 26 P 4 B £ R XF PIDE (partial
integro-differential equation) # BT ¥EF7 8 i,
X RS B4 B AP R, SR A MSOR J7 ¥ i
FIoRIG  JTaE— ST H SR MR R T S ik
St BUESLERIT, SO r A R AR Y.

1 PRy B AR A

BBARIIBE =M 2 15 2 AT BENU S 7 72 -

N
LD, — pdi+odW D +d(X V) (D
x(t—) =

K de (@ /2 (=) R BRER /N5 BRER BT — 1 %]
AT B ELAB 5 0 A 0 230 D0 S P A B0 A A B R

B 30 BRI AR R A B 538 W () A HE R AR BIIE 305
N@NEER A IR E; (V; ) BRI 7 [F
SRR BRI S I E IR BN I8 $08%
vagiil
Q2 y <1,
S = {Paly_al_l sy =1, @

Hrh o >1,0,p,q BRIEFE, H pt+qg=1.

I SCERL 9 1RT %0, Kou AT BR = Bk 4 #HI AL
{8 v W2 U0 F PIDE:

v, —%azxzvﬂ — =2 v, + (r+

m—aﬁv(xy)f(y)dy —0 (3
ﬁ;q:': (7_',.23)6 (O,T:IXI:O,OO) ’T:T_Z',If ﬂf]%’[ﬁﬁﬂtj‘
. T BB H L BRI, R g=L

)RR DR
'U(‘[',O) - Ke—”, limv(r,.r) - Oa'[' 6 (OaT](4)

CUNIER GO
v(0,2) = g(x) = max{K —z,0} )

X TE I, HHR AR

v(z,0) =0 (6a)
lim[v(zs2) —(x—Ke™)] =0,z € (0,T]
(6b)

WHESM R
v(0,2) = g(a) = max{x—K,0} )
Horp K ARE frds.
734, Kou BEAIT LBy BUHAL AT LU 3 5R
fEE AN FL AR REAR B -

L‘U 209
v—g =0, (8

Ly« (v—g) =0.
Hr.

Lv=wv, — %szzvm — (r—2ADxv, +

(r—l—/\)v—/lj:ov(xy)f(y)dy

HEEAFYIIN EFMEAXG), HFE
Hh
v(r,0) = K

(9a)
limv(z.z) =0, ¢ € (0, 7] (9b)

AR EBOTE, Bl TR ELN
TR RIS
dv a

dvu dv
a—l_—ZC(P(I) Ir) +q(x) Ix—’_



1460 3% k% %2WMERB 2R LWV 3
o—i(| v fdy =0 Ao e
1 Ay = qazx?%J ML TR () +
Hrp p(x)z—ozxz (D)= —r+ADzx,c=r+Aa,
L AR R BIA FL4 o))z de an
A F B R LR BNV R I A BRAA TR LR TEE.
A B DL ROALSRARALL. Ar, = (aquﬁ LGt = G Fah)ap o) +
2 MHoIEEKAREFREFE (2™ — (@, — @) vz ]y § =12, 1
(18)
SRR A ) A S A OB A X0, 00) X A = _3__1(9”1)@ [0(0) + ap0()] a9
(0.1 ks T RFH BB, 46501 P —
e — A TR B 0. XX [0, T | ot X 5, XS QT HULATIEIL, BIAT
LK. Q ~AF = ZA” (20)
2.1 FR4HTHIES
A4 IE R oo,

ANTh, FERACELO PRI LM EE R
A HE A 2 R (10) R 10
—Aj o(ay) F(»dy

PHATIEIL , IFC B HUG I3 A AERE R R, 9 B
0, B EATX E= [0, X 14E a0 350 W% 7 4
Th:O=xo<x1<xz<"'<xm71<xm X ;H:EP 'E_IJ

ﬂ}{;/(h:x, %9Ei:|:xiflaxi:|9i:1’"'am

— X1

/\:

» A .
Q= [utay) fpdy = | LDLED g,
0 0 X
(1D
)I%‘ Q ﬁ)ﬁ;%%ﬁﬁ?}”Q:Q_ +Q+ ’ ;H\:EP
Q= J: 71)(2”;(2/1) dz = quyx ™ J:v(z)z“z*l dz
a2
Q' = JW vl2) flz/x) I(z/x) dz = palxﬂljwv(z)z*"fl dz
13
TR, BAZIEQ WREE. BTN x
(i_1929 Y/ 1)&9 ﬁ:
- i1
Q =@ | oD e = D Q; (D
=
Hs,
Q. = Qtzzxi_azrjﬂv(z)z"fldz (15

EIZ"ETJI:I] s Lji+1 :IJ:X‘T v(2) ﬁﬁ?éﬁ‘&ﬁﬁﬁﬁ’ EI

&y

i—1
Q ~ A7 = D A; (16D
j=0

Al =~ paian J vz e, =i, ,m—2

2D
Al &~ palxﬁljw vz dz, j=m—1 (22)
T E AL B I R4y

m—1

EIZIEH [xj ’IjJrl:I_tX‘T 71(2)5&
M= COF LIRS K

Al — (a1 —ah) a7 v(x;) +

= m[(%ﬂ

(xf™ — (z; +ah) ) vxpn) 1y j =iy sm—2
(23)
HF Al FELAEXE (2, 00) ERTMB, BRi%k
X ez, B, BEBER o) =v(x,) teclaz—a.)
WAL, X FEYIIBE : v(x,)=0,c=0; XFFEX

BEIWIIRE : v(x,) =z,—Ke 7 ,c=1; MixFER

BIRINE : v(x)=x,—K,c=1. &
Az m—1 %}J[(Iligl (Im —alh)x;‘_"ll) .
(X ) + (2% — 27 ) v(x,,) + b he ] 24
£ bEaps
(Rv), =—AAT +AD), i=1,,m—1 (25)

H v=_Cvi 0,0, 0, 1) ARAA &,

EE 1Y SERAEM €O, T], B vic,
DRF €[ 0, X [THELAT R WY 0;>>0, oy >1
i, BT SR

|Qr — AT =00, [QF —AT|=0mD).

B 20 A R BR—AHERX A SR
Z%EIZZE’ EI]

SIRA+AD,;; =0, R,; <0,

VjiEii=1,

ym— 1.



Eo#

TN % A R RR L E B B AU R 1461

T T 8 BRI R T O S TR A 3 T
. /R A, A8 B

Ainy = (@A, j=0,1,0,i—1. (26)

T i1
ZE6(16), AIARBIEARAT .
Aqy = ()2 A7 + Ay, i = 0,1, ,m— 1.
T i1

27
[, X A" &

Ti—1 .
AL = (—; Yu A+ A, i =2, m—1,
i

(28)
,ﬁ\ililii A::—l :A;rt—l,m—l Hﬂiﬁ(zﬁl)éﬁﬂj
2.2 HRERER
BORHReR B W]V, BT T M2k FRIT
Z2Ma), BV, Al R T 0 S5 0 pR S on RS Do
€CE) v, (X)=0;Qu BN E, LRKLM A,
Boe e H TR P i A EME— B E. YRR
JLE R PR, SRRt E BA .

Up — ‘Zi%z'vi—l -+ z _hxi_l"Ui @29
do _ Ui — Ui
. A (30

MR E) 7> T VEXHEE > T : 0=20<ag <<
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ta=EE e LB R Y i=s ,
HEES
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FIFEN; P e (i=1,
A

1 ——

;m—2). X4 i=1H},

1 3 1 3
762(7)2 +7(O‘Z —r+A0 5=
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B0 >AG—r TR ¢, <0, ERHIY i>2 By,
A

fERAL. B 6<<0G=1,++,m—2).
BEXT P b, =1, m—D. Hi=1F
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It P—AL JE—ANT %0 F8 AU AERE, B
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HAER 3. 2 AEH 3. 3 Al a0 F HEL.
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BToRME T B G HNEB A RIERER.
X0, T]f’ﬁi’J’jl_J%“'J% 0=ry<r1<-<r,=T,H
RETEI MRS Ac=—. NMIRMEFEGOHEE
A REFUE R . R vi(]z vo,n) €V, 15
<"’a—“‘f,m> Fa (o) =0, Yo € Vi
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avz v — "

s =0+ (1= ", 2 0=1
i A6 E R (B AR s 24 0=, 1458
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f, ] = 1,,n
mERS 1 AT, FHEER 2 8RR AGL.

Hit 2 MBAOSEH r>o,/1>o,%az>
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At Fito a8 —r i, FLEHESK Ac 5640/
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v > g,
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HAEATRI. . . . ly—v" |
N *HX?‘I‘-I%% E‘J‘V{‘%:/L\\itﬁ : Error = * ’ ﬁ\:
RE A 4 ACROURE A HF, H A vl

=M—N EA —/ H HENSE, <AaA>=
<M>—|N]|. R Q E— N IEXAERL. mES

G QT2 2> diag (M), TR ERE RO B 261

fikxo € R, EARFI ()15 CRY ST LCP(g. A)
R * ERY.

BT, 23z MSOR 73R A% Kou Bk 0
BUE BRI

RIS 4 SHB=1+65 551 REANIM
(B B HUR 1 B B O R R . IS
BOS RO

00> 000 > r—a s >

BB QR Q=1 diag (WD, WX FAEREHY

iR, MSOR 777K %X Kou B BOREUE
BB T E—f%.

WERR MRS 2, 2EEER B E— TN A
JUER N IE B AR IS A i 0 MORERE T iy Skl 22 187
WA B E—1~H %%, M H B=D—L—U &%

B B f9—HIGAYEL W 4 T, A o> -

diag(MD , JUXF T4 & 8990 4R 1 &, MSOR 75 i L
ST

3 HEXE

FREE 5250 SR ik SO s A R M. Kou 1
ISR .
c=0.15, r=10.05, T = 0. 25,
K=100, A=0.1, a1 = 3.046 5,
az = 3.0775, p=10,344 5, g = 0. 655 5(42)
HI X HR[0,300]X[0,0. 25]. ix B HHAIZ:
#05 3CERL 8- 10 1 BB AH ).

HERBBE SR UD R r>0.1>0, 3 >r

W

—Afsg o AL SR TR B T 5

FRUET MSOR B35 0] LA s 3 o —#%. MSOR J5 ik
W (K S B REFIRA S R F 51 B Q=D Fla=1. 2.
F4Hhs PSOR FEHF MR IEAE TR o=1. 2. HAF
Eb%%, PSOR 1 MSOR Fé 1Az SACAE U [ B .

| min(Az +¢q,2) |, <<e, e = 1075,

Bl o |, FonmE 2 EEG v v R (=0(c=
DR 2 BB S B TA TR/
CPU 24 3.4 GHz fIAT 8 GB WyHLas BiafT, S
T21E T N Matlab R2014a, L8 m Ml n 43 5 B
M 1) RN 8] 77 18] P RS B 24

B, R LGN T HBONE M MR 8, CN
A BRI FUE R A Kou BT S 0E BRIPAUIE 1
TR RAL R EIRUE , JF 53009 MRS iEm
SRS 5 ] B A A% B, n oA 2 [ 1) 8 P A 4
MERPAYER i, BEAFREE A% 5 2 i 1 R AR
AR

&1 == Kou Bty BUEBRENEBMRE (CNEX)
Tab.1 Option values of American put options under

Kou's jump-diffusion model {(CN scheme)

(m,n) 2(0,90) 2(0,100) 2(0,110)
(300, 200) 10, 000 827 2. 800 474 0. 560 394
(600,400) 10, 004 765 2. 805 993 0. 561 488

(1 200,800) 10. 004 973 2. 807 398 0.561 774
(2 400,1 600) 10, 005 034 2. 807 755 0.561 848
(4 800,3 200) 10, 005 061 2. 807 846 0. 561 868

SCHERL9] 10. 005 071 2. 807 879 0. 561 876

HWK, AT HABER R AXTRE, R CN
RS ZRAE RIS Gm ) = (4 800,3 200) FREEREFE L
BB IARAE D S8 . BRI A% T AN 1a B
7. B T Y =0 I 2R IALUE \ Delta B F1
Gamma {H. MEBAMER ), BUELE R 2T,

5 » X PSOR Jig il MSOR J5 ¥k B R i ]
], PR B ROR NG L.

F 2 M3, 455 T BE R CN 4T
PSOR Fl MSOR -3 26 A2 8 1r, CPU B[]
HXRE B, HXMWARITLIE W, FrA Y
REE 1o s T o 50 B0 38 O R A 7 A B JORS B
PSOR #1 MSOR 775 Hy3H B 48 KB . AR
PSORF- 3 3 A2 #ig /> T MSOR, (H 2 H & 1

K2 WHTENRE, ERSBMAE
CPU B8 (BE #&x)
Tab.2 Comparison of two methods on iteration number,
CPU time and E... ( BE scheme)

PSOR MSOR
) T OPU Em/10 % I CPU  Ean/10 °
(50,25) 8.9 0.04 357 9.6 0.0l 357

(100,500 8.9 0.18 154 9.7  0.06 154

(200,100) 9.9  0.77 59.9 14.8 0.31 59.9
(400,200) 16.8 6,23 22.9 27.5  3.64 22.9
(800,400) 31.9 102.27 9.51 53.6 64.08 9.51
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CPU Bf[H[ETEL MSOR 24, 535h, XTLLPIARAME  CPU B Al FiE 22 A1 7 [0 B R M K m (784K il 28,

A& N, CN I ERERE 55 F BE = MW LLE . PSOR H MSOR FFEE £ /) CPU
EE 2, MEE T MSOR fil PSOR F¥:89  BfE.
_________________________________ 100
_____ 90
""""""""""""" 80
,,,,,,,,,,,,,,,,,,,,,,, 70
""" =N
e 6or—~. 3% 60
ol T g 50
BYOL e
______________ & 40
30
i ~’ 20
0 i )
50 100 0.1 10
10200250 300 0t A
B x 0 50 100 150 200 250 300
a BT A% i 1 B
b BAAE
0r 0.06
-0.1F
_oak 0.051
—03r 0.04}F
m-04f &
S-05F £ 0.03|
5 g
A -06k &
_oql 0.021
-0.8F 0.01}F
-09f
_10 1 1 1 1 1 ] 1 1 1 1 1 1
0 50 100 150 200 250 300 0 50 100 150 200 250 300
BrE x B x
¢ Delta d Gamma
1 E=XEFBIEN
Fig.1 American put option
200 120
1s0L o PSOR,BE L —o— PSOR,CN #& =
-#-MSOR,BE #= JooL ~® MSOR.CN 5N
160}
) 140} _s0f
E ]20‘ E
E 100} E o}
D D
S sor o
col 40t
40} sl
20+ ,
"'-_‘. L == I I I |
0 100 200 300 400 500 600 700 800 900 0 100 200 300 400 500 600 700 800 900
7% T P 3% /m 7 5] P9 3% /m
a BE #% =2, b CN #%3

2 X m=n#, PSOR 51 MSOR #y CPU it g Lk &
Fig.2 The CPU time of PSOR and MSOR with m=n
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Tab.3 Comparison of two methods on iteration number,
CPU time and E... (CN scheme)

PSOR MSOR
) T TTPU Ew10 5 I CPU Error/10-¢
(50,25) 9.6 0.03 289 9.6 0.0l 289
(100,50> 9.6 0.13 113 9.7 005 113
(200,100 9.7 0.66  36.1  10.0 0.17  36.1
(400,200) 10.6 3.64  10.0  16.3 197  10.0
(800,400) 18.8 62.31  2.45  30.5 36.21 2,45
4w
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