Pure Mathematics EEib¥{%%, 2023, 13(9), 2666-2677 Hans Xl
Published Online September 2023 in Hans. https://www.hanspub.org/journal/pm
https://doi.org/10.12677/pm.2023.139273

S BSHEPEHHAFNBIETH

lfk ﬁq5 %:‘J"ﬁ:

FA IS AR K A B, 1095 Rt

Woks H . 202348 H11H: FHEM: 20234F9H12H; & A HI: 20234F9H19H

R

AR I — R B R AIBUE R BB H . 68T 2B Browniz 3 S5 5 1 H R KUK 3
PR T B AR SRMEAHHRCAZ M, ASTREBT ST i 70 B Browni2 s 218 2 AU R AR Y, B2 B
Black-Scholes /72, BT RAMMT LIRBIHAT, SRR KU A KA HE 0B M Z T 2K E B
WAE R, B EI 5 A R 2 AR7E T 75 ZE R B SR AR B AT 14 57 B 20 BB BS 75 RR ) B AL »
PR A SCHE S AR 67 X8 A 0-Z 0 i A PR BB AR, A I 57 2% A K Taylor A AR IEA i
ST RBUEMRA B BIL R .

X 5in
SEERA, BB ERE, BETE, 0-EaHEN

Numerical Calculation of Free Boundaries in
the Fractional BS Equations

Yue Qian, Xiaotao Huang

College of Mathematics, Nanjing University of Aeronautics & Astronautics, Nanjing Jiangsu

Received: Aug. llth, 2023; accepted: Sep. 12th, 2023; published: Sep. 19”’, 2023

Abstract

This paper studies the numerical computation of a class of fractional-order American option
pricing models. Since the fractional-order Brownian motion can better reflect the autocorrela-
tion and long-term memory of risky asset prices, this paper will study the option price model
derived from the fractional-order Brownian motion, i.e., the fractional-order Black-Scholes equ-
ation. And since American options can be executed in advance, the boundary conditions of this
model can be reduced to the free boundary problem of the fractional order parabolic equation.
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The difficulty of the free boundary problem is that the optimal execution boundary of the option
and the numerical solution of the fractional-order BS equation need to be found simultaneously,
so in this paper, the numerical solution is predicted in the holding region of the American option
using the #-difference formats, and then the converged numerical solution of the equation and
the free boundary are obtained by using the boundary conditions and the correction of Taylor’s
formula.
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Black-Scholes (BS)MASUE M BAL AR E AN R 2R DL K A AT A 4 il i e 34t 7 — AN
FLISERIAE S . 1900 4F, Louis Bachelier [f] (FBHLEEIE) [1]13R 0¥ &aER A= B A B —i&, 2
HH M AT B IE 3h 21 0 SR AR AL O BENURC R . Sprekle [2145 Hi 1 B S2 H MEAG Xo B 1k 25 0 A IRIEGBE, AR
KHHER Louis Bachelier [1]FEAY, 4 | R EEMA& N AEITE IR . 1963 4F, Boness [3J#£ HIXHE A
KU iT, FAE Sprekle iR Al 2 s in T XK 2. 1964 4, Paul Samnelson [4]9% & B LL J A
B8 7 ELAT B i XU S5 e S 1 B8 HL S VR ) B U Tk SRR . Black 1 Scholes (1973)7EA 2T
S A SN A LT A BRI 3 55— R AR T, #ETH T F AR BS IBUEMRAL5]. (Hi2H
TR A FURFEARSE R N1, 544 BS WEGE MM KRR IFA T2 &, RN
GRS RS T 3 LB AR R R I, 2 € 5 S bR T S 0 A6 25 ORI 2253« Bojdecki [6]A1 Tudor
(715658 TAE IEJS B9k 53 41 Brown 183)], $&H T 2T X534 Brown 122 1) BS 75 T2 A& 05 5 7 b 1 i) J5
HEFRI R PR A S . FEBE) 7 R 0020 T 45 MO 7 S R ARk P e e B, K382 WF 98 N T HB 560 E
G Rl AT 00 23 BN AT IS By, X PR B B L sz B 4 R T 3 AR AE A IE AL R AN AR TE 2 43 A REAIE o
Wyss [8] (2000) 5 715 Hi B 7] 7044 BS 778, 2006 4F, Cartea Z[9]45 H7r B BRER Y HOH AL E 145 2L A0 45
N A IBCE MY, 2008 45, Jumarie [10]12E T2 Taylor A 30PA LN BS R A Sl 2,
75 th ek (R [A) 23 BB BS 7 AR

LRI, 32 B A N BT DAE IR 2 BTAT ) B AT A0 AR, DR BAAU R A A%
AR AT RO P 0 25 2000 2 S Ak S 5 A7 30 ST B St o R SIS F) P9 7 A R R T 2 5 T S 30
B o, 58 sHABGE M 73 AN X380, 4R SR DX SR 28 135 X0, AT 2 TR R A8 S T FR Ay e A 5
JiA . ERAIART, HHBFE—ADNEERME, BT LA B s FI5E S SR .

AR 53 Kb 25 ASAAUE N J7 12 B A 0 R, FIE R B I ST - IR . XM
P EEAR B X7, ZEA RIS B 7 R A 8 BRIl S R AR, IRV TE B B AR
R ERTE, W32 E BTt SIS, 285 MRS AT R — 171 . 5IUE MEUE T EM L,
KITNERPAMR A — SRR X PR e E 3 L, ATk 7o R AR SR TBUE 1) R i

ik

DOI: 10.12677/pm.2023.139273 2667 PRS2


https://doi.org/10.12677/pm.2023.139273
http://creativecommons.org/licenses/by/4.0/

BRI, BNE

R T AT -
2. BHE)ST BB A E 4R B

FARUE A H2 i 5 Black il Scholes $i&Hy, TEAR IR AE B k& BN T LT Brown 1230, JETFBEHLK
SRS T BN HBCE M ETY[5]:

2
oc +lo—2S2 oc +rSZ—§—rC:0.

o 2 oS>

oy B A WIZ s AT DA A T BE AR st 0 A g B AR R AR SR AR, Bz, KA

RMEFAERT IR RS, JOAE A TR N TSt 5t b e A3 BN A% Bl 2 1 BR IR A Y, RIS (]
ST BN ER S BS HFE[11][12]:

v (8,6)+((r-D)SV; —rV)r(tzl_ja) N r(12+a)

0’8V =0.

HrAH G ARF 58 X T (e84 220 )
S: AR ZE = A (LA T, AR SCERIA A2 B E2 AN %)
D IRUER FOH N AR B (200 (B R 4R 2
t: AR, Hr>0;
e PRI KRS 2
o: ARIIBE I RS R Bh
Ve BRE BRI %
y (S.1): V(S,t) X} ¢ [f) Riemann-Liouville 7330 S4, Ho<a <1,
& B (I 5] 43 % Fr Black-Scholes 75 #2) B 5 I S k% S (13I8 B #2 1 e 75 T 14 73 B0 A BRIz 31, 10«

dS = rSde + oSw(1)(de)”*. (1)
Kb, r HERBAR S BENIEER = r UETIHH), o BRI, w(r) 555
AGWIEH (B, (1) = B(1,a/2),0 < <1} MK Guassian FIMEFS . 1V (S,) X F RIS S FINIA] ¢ (01
REWIBAEE, BV (S0)%F (5 a HEM, KF SUG. WA

Y A 1“(1+a) e
A )(S’t)+((r_D)SVS_FV)F(z—a)JF T SV =0.
kA
V(S.0) fEZBRIF, #
1 0V, « OV 10V, . a
dV_mata (dt) +gds+5625’(ds) +0((dt) dS) (2)

X,

(a5’ =(rSae+ ow(r) (@) ")

(3)
=152 (dt)2 + 21’(752w(t)(d7,‘)1+a/2 + 028 w? (t)(dt)(Z .
Mde -0, 2SR LM T de 9, BIE
(dS) = S2w? (r)(dr)". (4)
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1 oV « OV af 1 Pl )
:—F(l+a)w( t) +g(}’Sdt+O-SW(t)(dt) 2)+EO-2S2W2(I) azS(d[) ' (5)
X EHUSME, 153
a 2
dV:[ 1 ar +lo'252 62VJ(dt)a +I’Sa—th. (6)
F(1+a) or* 2 o°S P

A FH AT o 2 AR L PR HABURE 0 E AR A 2 T B 3K
Apkransdiley
M=V -AS
HRHNA, 45 TT7E (2,0 +de) PR TR 1
WAER %) ¢ A% e 4L, FRAER B (£, +dr ) WABUE B AIA. B4 BT TT R LR, KL 7ER %)
t+de, BEAER BRI

Ht+dt _Ht = rdt
t

HFHERSARE, F,,, =V, —AS,Ddt-AS,,, » RAER, &
dV, —A,dS, = rI1,ds + A, S, Ddt
FIFPREAR, FREA, :g_g, A3

de(rV—O—LUSQij+§KdS (7)
oS oS
RAZ(6)FH(7)RES I A3 % LR LLRNE L T, B[R] 4> 2B Black-Scholes 153 77 2+
Vz(a) +@6252VS5 +((r—D)SVS —I’V)ﬁ

3 SUHITBLE M ) 838 ) B A ) — R mT VA 285 D A B 5 72 1 e e e [ ER o 5 1) R 1 3T FE B 7
T2 SR e DX 3l PR 1 i ot R SR P (B 2 B I (A1 AR A 1), 7R BN 7 R KA 35 [ 7€ - Holmes [14]0
Yang [15]#2 A RIT 7%, FIA Front-fixing 484, ¥4 H A SRR, BB —MERRME, HitbEt
B AH— BLAS S o L AN %, e sulis S, i s B S T LN AR IS DL, PR
THHEZ . Janson I Tyske [16]H2 HAZ M 2878, X FhJ7 ik @& BTV AP I 48 AR 25 G, TSR LEI- L
NIRRT A 2 bR tS LI 45 5 . Muthuraman [17]52 RS B0I0 ALk, RESRE—ANEF L
PEWIAAE N, FFT e R e A a5y, HEE BIRDIRRIRIR H A i S fR e R . gkek
FRFHE[ 18142 AR XA 72 43 D7 ¥, 1 5B 2 — N B A ST 2 (R D7 A, TR FH 28 DX A 5 AR SR i Lt )
Khaliq, Voss Al Kazm [19] [20]#2 HH &S s ¥k, HIXF 7RSS 2R B iR ANEH FEE
KPR IR, BEESFHIE22] [2315 5 £ Fik[24]-[29],

BN A5 500 BS  FEAUE M IR TT A2, SongLina Z5[30] (2013)45 & KA BRHABUR H i 8] 43
B BS JREMIBRE 5k, 2017 4, TRENSE(31HE BT ] 2 206 BS TR HIA R B E S S AR
et 200 S B K I FAT 2 2 1 T

v i 3 & AR FR VR, 7R IBCE SO A LRI SAT . ey, SUE B IR 73 2 BS 58 A

=0,0<S5<8"(¢),0<t<T.
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(l+a) i

AR S0 SV +((r=D) SV —rV)r(z_a) =0,0<S5<5"(r),0<t<T. (®)
AL RAEAFN:
V(S,T)=max(S-E,0),0<S<5(T), ©9)
V(0,6)=0,0<t<T, (10)
V(S (6).t)=S" ()= E, V(5 (t),t) =1,0<¢<T, (11)
V(S,t)=S—E, S8 (t)<S <+ (12)

Ho 7 ONIRCEE, E VBT %, ST () RIIBURBTAT I B B R, ERRIITHE
s'(T) :max(E %EJ .

73 B S SIYIBUL T2 A BV ER R SCARDLE BB F AL BN I R AT T 32 44 55 5 T A8t AT LR
SREERFAT MO IR IR, SR 1 3B X IR E AN T S 1 DRI T, X T IIROE r Anfe B8 ok S LA L 2

FhrE. N TETHIEEUETE, B BT A, B KRR R EOT RO BB, KR
I 1A [ A g A ] I TR e R, 5] A e AR ik

z’=%0'2(T—t),

x=1n[%j+kr, xf(r)=ln[S*E(t)J+kz', k=2(r-D)/o” -1,

V(S,t)zEu(x,r)+S—E.

FENCAR R, E I 5 A R(8)~(12) ) R[] T4 i it

ul +W(t)u, —h(z)u, + f(c)u=g(x7),0<r<T, -0 <x<x,(7), (13)
u(x,0) = max(1-¢",0), —o0 < x<x,(0), (14)
Xlirgou(x,‘r)zl—ex’k’,0<r£Tl, (15)
u(x, (7),7)=0,u,(x,(z),7)=0,0<7<T,, (16)
u(x,7)=0,x, (7)< x <+, (17)
Horfr,
(1+a 2t R 2(r-D)r'™

h(z)= [ jla’ 21"2 )’ (T)Zh(f)_m,

[2r+(2r—4D—o Jert ]‘rl’“ ,Tl o

glxr)= oT(2-a) 2

Wit x, () MBI E 5, 3 H x, (0)=max(In(/D),0) « A4b, ATFHEHSLEARAZ). 14k
M2 DR x =L
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3. HMEIREN HFENBIER X
3.1. HREMEE SN
1T B-S 7 RRAER [a] b 4 H0 SR 5 1 5 ] MR % 76 b 7 B PR D R S A

3.1.1. BB 5EEE ERESIERL
TTRR(13~17) BB SR AR ) R XEAE T 00 200 [ I A 78 5 DX R B80ME DL K B FRIA SR AL, T R AR
PSR I2 F26 A B 23 B S B s o3 7 A R DUE e 3 24 1 B IO R AR AR, El U5 R 20 O i)
Tt T AR BUE AR . FINE, BT BS JFRER T —4E, AMRITMZE RSN 20Tk RE
ok 22 7 A BBl v 0t 7 R DA AR ) R AL o S ST S e R DT R AR R 22 0 T R 2 AT L R
fE i)y AT A AR — R B AZEM A, RS REL B, @ EZieFERBemE;: 5H—

M fa i, SRR L AtE S — MU R4 A BeAF B B HIME[32].
AFTRGE, W y=f(x) 7850608, M f/(x) R f(x) aT AR BL R 2 i R R (33
f(xywéizj(x+Aﬂ—ij—Aﬂ NAafzj(x+Aﬂ—2fgj+f(x—Ao

Ax 2Ax Ax Ax

S (x)

TORET-B5F 18] 23 BT AR GE A B A, Hod 73 50 S 20 A Riemann-Liouville 5 X [33], W [H] 43 23
O B s XN [34] [35]:
8u(xl.,z'm+l) B (dr)

7" _r(z—a)i[”(xf’%—f)—“("fﬁfmﬂ—fﬂ[fl_a‘(j‘l)la]+0(k)’

J=1

BWGIRZEE, W] AR

ou(x,,7,,1) ~ (df)fa

m-1
307 = l_(z_a)(u(xl.,rmﬂ)—;diu(xi,rmﬂj)—lmu(xl.,rl )]

S 4= =) d =2 =) = ()
ot SRARIX Ik 93 F R ST A, K R X TRD [0, 7, ] il 4 B M AN IRIBGAR S5 40 /N X 1], i
Tmz(m—l)dr, m=1,2,-- M,M+1.
A5 K1) [ ~L,x, (0) | 050 N MBI HISE R X ) 2
X, =—L+(i-1)dx, i=12, N, N+l
Agidu =u(x,z,), BIRFEHHELA:

0 :max(l—e_“(i_l)dx, 0), ul! :1_exp(_L—k(m—l)dr),ux =0.

785 1] R(6)~(10) A oy i =0 =R (LI 1)

au(xi’rmﬂ) __ Uy — U iy —2u +u m ., om
e = W(z'm) T +h(2'm) (dx)2 f(z'm)u,. +g.
LR A O E 2):
au xi9Tn1+ irzﬂ _ ;11+1 irz+l_2 ;n+l + i’i” e e
%z_w(rmﬂ)%juh(rm)ul (Zx)z Hia — (T )u™ + g
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Figure 1. Fractional order explicit differ-
ence scheme
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Figure 2. Fractional order implicit differ-
ence scheme

2. PHHBRAETENX

3.1.2. -EHEN
M T BR 227 B 2 AR E MR R A2 20 I A X AR 1k, 72 EBUINARL ZZ 73 5[ 36

r(éffa)le[u(xl )=t ) | 7= ()]

u —u" —2u" +u”
— _ _W i+] i—1 h z+| -1 m m
(1 0)[ (Tm) 2dx + (T”’) (dx) f(Tm)ul +gl ]
m+1 m+l m+1 m+1 m+1
u —u ' —2u" +u” il
i+ i h i _
+0[ W(Tmﬂ) 2dx + (Terl) (dx) f(T’”H) +g’ ]

Horo<o<l, Ho=12m, EXEINEE BS 7 C-N kg, BH4G.
[=0(B,. = A4,) Julli +[0(2B,, +C,y )+ 1w = 0( 4, + B, )u"}'
~(1-0)(B, A) —(1-0)(2B, +C, )u! +(1-0)(4, + B, )u?",

l+1

+ORg""! +Zd w7 +1u; +(1-0)Rg",

Jj=1
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B
m+l m+l1
Cm+1u,+1 +a,, 0 b,
rom room m+l—j 1 m m+l1
=clu, +au” +bu +Zdju,. +u,l, +(1—9)Rg,. +0Rg"".
J=1
FUHERE T AU B Ris
m+1 ! ! m
bm+l cm+l U2 bm Cm (]2
m+1 ! ! . m
A1 bm+l U3 a, bm . (_]3
. . _ . , .
. Coutl - Con .
m+1 ’ ! ! m
am+1 bm+1 cm+1 UNfl am bm cm UNfl
+1 ’ '
am+l bm+1 U;\}/? am bm U]r\r;
a,u"-a, U™ U, g
1 m+1
0 Ul
: : m+l—j
+ : +L | |+ Z du +R(1-0) ,
1 J=1 m+1
0 Uy, g N-1 &N
rrrm m+1 1 m+1
CuUna = CnnUn Uy
U2m+l J U;n U;nfl Um 2
m+l—j m m-1 m-2 2
m-1 U3 U3 U3 U3 U3
dj : =d1 : +d2 : +d3 : +--~+dnH :
J=1 m+l-j m m-1 m-2 2
UNfl UN*I UN*I UN*I UN*I
m+l—j m m—1 m-=2 2
ur U ur ur U
N EI:I ’
RW(z,) Rh(z,)

’ Bm = 2
2dx (dx)

+B,,),b,.,=0(C,, +2B,,,)+1.

> “m+l m+1

R=T(2-a)(dr)", 4, = C,=Rf(7,).&" =g(x.7,).

c _H(Bmﬂ _Am+l)’a

1-6)(B,-4,).a, =(1-6)(4, +B,).b, =—(1-6)(C, +2B,).
L= =) =2 () (=)
3.2. BERAFHETILN

H 12 5 1 8 v DUE AR 2 20 B0 IIAUE M AL 7 1 ﬁ%#?%ﬁ%%m@“ TE5r B I 1Y 7
TR, B AR e R BB ASAE L E R . @I SR AR o BN A YRR, BT DAAS B AL
WA AEAS RIS [ AN R A R BB M, TR e B . 0T B B S EUE kg =4 7 2 50
Ik, AFEIETTIR(E. L. Albasiny, 1956), BOWSE E%, AR5, Crank, 1957)FIA8 pf# 4%, A0 F
BT ATITE ERVE, oL TR, R AR K, Sl HIEE AR 2=, 75 H b S
2D A HATELE, DUENAY SR B R AR . E—"% 0 7 HIBCE I 5 FRE R XK
ER BB, AT s - R IE” M5 R RN B I S B i S B 1 pR AR

3.2.1. Fifh
i T R BUE A B H SR A B AR N, PUAIE o 78 7 I 20 & BB SRR 8 B b S AL E

x, (7).

m+1 mil = _Q(Anwl

’
C =

3
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B m AT, WEBLR X, (7,) OECH, WHE m+ 1 ATREE LA BRI E. 8%
P x, (0,,) =x, (0, ) HI T 0-28 508 Ao 5 - K22 5 s AT BISR BT Bk O K, e
Tttt x, (o) BtE. B x,, <x,(7) RABE x, () AW AL Bx, (1) =x,, +qdx, Hdde Ry

R, BATERE x, (0) O, RRERE g, BEBAR,
0 1 2 0° 3
Uy = —qu(a—zl +E(qu) [8_;;] +O((qu) )
%

*r

MRARFEAEG), B EEH T O((dx) ), HELEL
Uy, —%(qabc)2 (2;:) =0.

S

FRRFIFH (16)7045 2
&) 18] 48) 3-8,
dr ), or). \ox) dr or ),
T 1 1 ’
TR (13)1%
_h(r)(uxx)xf g(x/ ‘[)
RNA8)XH
1 28(%7)
uN71+—(qu) h(r) =0.

LT 45 g BT 2 AR 2T 7S,

2 2 _ _ 2\ Jxnogtgde—kT _E o

q (dx) [2r+(2r 4D-o )e J(T O_2j L
20°T(1+a)T(2-a)

FETTRR(19) T fi#E g AF7EME— I EERL b, JRATAR H A-BRETHE ¢

Uyt

H(q,)
qm+ = qm - >
l Hl (qm)
H(qm) ”X?L 2qmr+(2r—4D—0'2)qmex’v’”’ﬁq"’dﬁh

H(q,) H(4,) 4r+ (4r-8D-20" +2qdx—4Dq,dx - ,0 dx)e™

Hrp,
q* (dx)’ [2r+(2r_4p_az)e,wl+qhk,J(T_Zjla
H(q)=uy, + 20°T (1+a)T(2-a) ;
#,(q)= ()= g(dx)’| 4r+(4r-8D-20" + 2qdx — 4Dgdx - Z,le et
202r(1+a)r(2_a)(T_ZJ

BT X ey, =0, BIARBEAR AT BLER AR (19) R i ¢, BISRH X, (2, )

(18)

(19)
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U'=0,i>N,,m=0,1,---,M.
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Figure 3. Grid expansion diagram

E 3. Mg R REE

3.2.2. ®&IE

UIEE m o+ AT X (c) IR, BB X (2, ) =x, (2,) T TR AR A 4
xi- (Tm+l) =xy, 4 +qdx .

REFH B x) (7, ) EE UG, R (3 (2, )}k ez SEHREDY 1 d A R A
WML 20 2|0k (1,0) - xb (r0 )| <& M BRIRTSL, LU (7, ) FRi . B AR RN T8
PUT DX b2 5B BS 77 RSB AR 2% 1 et
4. D&

I BEA T3 A FURFAE AR S #S R BN B (1, 51640 BS WIBUE MR MERIFA e =Y &
3T 734 Brown 1231 BS J7 & A% 5047 3 2 J5 AL AR 1) B3 7 A Ak 10 AR e, R B IR A1 B
IBENRENS 2 H AR RINCIZPE A A OV E S AR PR, R 2845 I 18] 0 BE BS J5# .

ARSI TE T — P35 70 BB e 0 T3 R (K S SBOE i 5 A 12458 78 B3 ] Sk P e Rl T 370 R AT 5
TRMAIBUE MR . Ao TR R DR B/ 0-22 704650, o B BICPG RS 2 A AR R P T
DA 326 45538 R A% RN R Z2 4 I T ok iR o A, HRHE ks A2 7 70 8 BS Gy 7 iR AE
RS

B E B A A AN ARZ R L, FIAEE O AR S AR B ARIEA . AR
& B AL ST 2 A, Sl R SR AR S SCHIBUE fr B e IAE 1R R LAY - BRIE IR 2200 T ik, A
SR IR B R AT I 57 e 73 B BS 5 A% (¥ AL A

HEEmE
E X B3R FAE G LU H 2R NSFC12071215.
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