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Stability analysis for pricing options via time fractional Heston model

Hassen Arfaoui?, Mohamed Kharrat?

*Department of Mathematics, College of Science, Jouf University, Saudi Arabia

Abstract. In this work, we have studied the time fractional-order derivative of the pricing European
options under Heston model. We found some positivity conditions for the solution obtained relative to
the numerical methods used. Also, thanks to the properties of the Mittag-Leffler function, we were able

to establish a stability result of the solution. Some numerical experiments are carried out to confirm the
theoretical results obtained.

1. Introduction and Preliminaries

Pricing options stands for one of the most popular problems in mathematical financial literature. Ba-
sically, European options considered among the most in the worldwide financial markets. Over the last
few decades, numerous papers addressed the problem of pricing options tackled by different models using
multiple methods, for instance [3], [5], [9] and [16]. The most outstanding one is the Black and Scholes
model [5], which rests upon the concept that the stock price of the underlying asset is log-normally dis-
tributed conditional on the current stock price with constant volatility. Compared to the case of the Black
and Scholes model, where the volatility is constant, the Heston model [9] proves to be more important since
the volatility is stochastic, owing to the fact that the dynamics of the volatility is fundamental to elaborate
strategies for hedging and arbitrage. Indeed, a model based on constant volatility cannot explain the reality

of the financial markets. Therefore, pricing option under stochastic volatility model is then extremely
significant and highly needed.

The fractional calculus is applied in various fields [1], [4], [6], [7], [15], [19], [21] and [23]. For instance,
fractional derivation models have displayed an ability to characterize shape-memory materials better than
full derivation models. When a material is purely elastic, it is indicated by an integer derivation of order
zero. However, when itis purely viscous it is denoted by an integer derivation of order one. We can therefore
immediately describe a viscous-elastic material by a derivation between zero and one. This accounts for
the use of fractional derivation for this kind of material. From this perspective, driven by mathematical
curiosity and in order to get closer to the reality of the financial market, it is crucial to use models based on
fractional derivatives. Recently, they have been integrated in the mathematical finance field [13], [14], [22]
and [23]. They have been particularly designed to resolve the pricing option problem, for instance [8],[11],
[12], [16] and [24] which are basically devoted for the evaluation of the European option.
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For this reason, using the splitting method, we attempt to elaborate a new resolution for the pricing
European option under the fractional Heston model. The aforementioned method allows to solve a mixed
problem Parabolic/Hyperbolic by decoupling the parabolic and hyperbolic operators, (for more details see
[2]). A nonlinear mixed problem generated by two completely different operators, (Parabolic/Hyperbolic),
can generate difficulties in in terms of the numerical simulations. During discretization, the splitting method
makes it possible to handle each operator whether Parabolic and Hyperbolic by an adequate numerical
scheme. This method preserves the numerical properties (stability, consistency, - --) of each used scheme
for each operator. Additionally, this new method allows to provide relevant numerical results. It is worth
noting that the state of arts works reported that the coefficient of correlation p, (see equation (1)), lies always
between —0.7 and 0.7. With our new numerical method, we can extend the previously stated coefficient
ranging between —0.9 and 0.9.

In summary, the novelties of this work are as follows:

o Theoretical and numerical study of the time fractional-order derivative of the pricing European
options under Heston model.

¢ Obtain a positivity result of the solution relative to the numerical methods used, (see Theorem 5.4
and Lemma 5.6),

o Establish a stability result for the solution to the time fractional-order derivative of the pricing Euro-
pean options under Heston model, (see Theorem 5.7),

o Prove the effectiveness of the numerical methods used and this by showing the consistency between
the theoretical results and the numerical experiments,

o Extending the coefficient of correlation between —0.9 and 0.9,

o Compered the numerical results between the time fractional-order derivative of the pricing European
options under Heston model versus the time integer-order derivative of the pricing European options
under Heston model.

In the following definition, we exhibit the modified right Riemann-Liouville derivative and the Caputo
time-fractional derivative.
Definition 1.1. ([10]).

1. The modified right Riemann-Liouville derivative for 0 < y < 1 is defined by:

87f(x/]//t) — 1 ifo(x/y/S)_f(x/]/,T)
ot L(1-y)dt J, (s — 1)
where x,y € Rand t € [0, T].
2. The Caputo time fractional derivative of order y € (0,1), a,t € R can be indicated as follows:

ds,

1 ' d
cryy — — 1)V —
D, f(t) -y fa‘ t-n) de(T)dT,
where I'(:) is the Gamma function.

Definition 1.2. ([25]) The Mittag-Leffler function of one parameter is determined as:

(e8] Gn
E](O‘)—;)m, RE(])>0, oeC.

The Mittag-Leffler function of two parameters is defined as:

E]/Q((U) = ; m, RE(]) >0, >0, o€ C,

where I'() is the gamma function.
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2. Time-fractional model

In the following section, we introduce the European put option problem under the fractional Heston
model:

W 1 2, *W W 1 52 PW ow oW
50 + s o2 + po. svas&v+ 082 +TSW+K(9 )——r‘W 0, (1)
for all (s,v,7) € QL = (0,00) X (0,00) X (0,T) and where a;Tq;y is the modified right Riemann-Liouville

derivative for 0 < y < 1 defined in Definition 1.1, p € (=1,1) is the instantaneous correlation, ¢ is the
volatility of the variance, 0 is the long-run variance, x is the mean reversion rate and r is the interest rate.
Moreover, we consider the following boundary conditions:

W(s,v,T) = max(K —s,0), )
lirr01 W(s,v,7) =K, lim W(s,v,1) =0, (3)
1irr(} W(s,v,1) = lim W(s,v, 1) = max(K —s,0), 4)
v— v—00

Now, let us reformulate the above problem (1)-(4), (as in [24]), with the new variable in time ¢ defined as
follows:
t=T-1, for O0<y<L

We can deduce, as in [24], that:

I W, 0,1) 1 d [T W,0,8)-WoT) ie
v I(1-y)dr J. E-oy ’
_ 1 —_d T We(s,v, &) —W(s,v, T)dé
T-))dt Jry  GE-T-D) ’
1 d (" WsoT-n)- W(SUT)
- _F(l—y)ﬁf (=)
By denoting C(s,v,t) = W(s,v, T —t), we deduce form equation (5) that:
IW(s,v,1) s,
otr o’
where the fractional derivative ‘% is given by:
sty 1 d (TUsvn-Us, 0)
g Ta-pdtdy G- "
So, the system (1) can be rewritten as:

T 1 ,0%C rC 1 . *C aC aC
5 = 3% 82+p vsﬁ+— a2+1’56’—+1<(9—v)——r(; (6)
with the following new boundary conditions:

C(S/ o, 0) = maX(K -5 O)/ (7)

1ir% C(s,v,t) =K, lim C(s,v,t) =0, (8)
1irro1 C(s,v,t) = lim (s, v,t) = max(K — s, 0), 9)
v— v—00

0<y<l,

O<y<l

If we suppose that C € C! about the variable ¢, (0 < y < 1). Then, we can prove, as in [24], that:

Ty o L d[Uson-Usn0)
o Y T Ta—yydt J, =)

1 " di(s,v, &) -
= t— &)V dE,
ra-y fo dé (E=&y7de

DI'L(s,v,t), (10)

dn,
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where D] C is the Caputo fractional derivative of order 0 < y < 1, (see Definition 1.1). In this case, equation
(6) can be rewritten as:
9*C PC 1 o2 9*C 8C aC
az‘l'p()'USm'l‘ (92"‘ + x(0 — )(90
In the rest of this article, we will study equation (11) numerically. In fact, we will give some conditions
for the stability and the positivity of the numerical solution of equation (11).

CD)’C — 10 - VC. (11)

3. Splitting method

Equation (11) corresponds to a time-dependent two-dimensional nonlinear Diffusion/Advection equa-
tion that includes five types of spatial derivatives. Handling finite-difference methods, the existence of these
derivatives together in the same equation can distort the quality of the numerical solution. Furthermore, an
implicit finite difference scheme in the presence of five spatial derivatives generates numerous unknowns in
the numerical scheme producing considerable difficulties for the numerical implementation and entailing
rounding accumulation errors.

In what follows, we suggest using a splitting method [2]. Within the process of discretization, the splitting
method allows to handle separately each operator Diffusion and Advection by an adequate numerical
scheme. This method keeps the numerical properties (stability, consistency, quality, ---) of each used
scheme for each operator.

We divide the time interval [0, T] into (N; + 1) equidistant points as follows:
T k
At = N where t*=kAt, forall k=0,---,N
t

Consequently, we have:

Ni-1
[0,71= ]I, #+1].
k=0
Consider the approximation exhibited:
s 0,8 ~ C'Gs, 0),

forallk=0,---,N;and (s,v) € (0, 0) X (0, ).

The splitting method rests on solving the equation (11) on each interval [t5, 1] forallk = 0,--- ,N, — 1,
based upon the three steps:

(i) We solve the equation:

d2C
cy)
D C= povsa 20

with initial condition at t*:  ~.

on [, tk+%], (12)

Therefore, we obtain a solution at time step #*3 denoted by {**3.

(ii) Hence, we solve the equation:

‘D]C= rsg—C +x(0 — v)% —1, on [t73,#+3] (13)

with initial condition at #*5 : 3,

The solution at time step t+3 is denoted by k3,
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(iii) We solve the equation:

1 ,0? 1, 0°
CD?C = EUSZ&_SZZ; + 50’208—;2;, on [tk+%,fk], (14)
with initial condition at £*3 : C,k+%.

We proceed in the same way until reaching the final time T = #' and we solve simultaneously equations
(12), (13) and (14).

Remark 3.1. It’s well known [20] that the mixed derivative term % in equation (11) is unstable. Moreover, we
know that the diffusion equation (14) is more stable than the equation (12). As a matter of fact, we begin the splitting
method by solving equation (12) in the first step and we finish by solving equation (14) to calm the unstable solution
arising from the first step. This method allows to obtain relevant numerical results.

4. Discretization of the Model

To solve the numerical problem (11), we need to select a numerical bounded domain where we can solve
(11) by approximations with finite differences. Hence, we consider the following numerical domain:

D= {(s, v):s€ls,s], si#0, velv,v], v+ O}. (15)

We define a uniform grid on the domain D as follows: let As = *z* and Av = “Z. Now, we can build the

sequences (s;); , (v});:

si=s;+iAs forall i=0,---,N;,
vij=v+jAv forall j=0,---,N,. (16)

Consider the approximations presented below:
U(si, vj, 1) ~ Cﬁj,
foralli=0,---,N;,j=0,--- ,Nyandk=0,--- ,N,.

e Discretization of the Caputo fractional time derivative term (“D!'C): we know from equation (10) that the
Caputo fractional time derivative term (°D) () is defined by:

1 (s, v,
CDtVC(s,v,t)zr(l_y)j; C(Sdg - 5y dc.

As identified in [24], at the point (s, v}, #*1), we get the following approximation:

, (At ok
D (si,vj, 1)~ Y (@ — by,

Q

k=1
k— 0 k+1
(e%] Z(bm+1 - bm)ci,jm - a‘OCi,]'bk + aOCi;}- ’

m=0

where ag = % and b, = (m + 1)1V —m!.
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e Discretization of the problem (12): At the point (s;, v;, t+1), we have:

(At)_} k+1-m k—m _
1—.(2 _ 7/) Z(C - Ci,]' )bm -

pO'Siv]' Ck+l CkJrl Ck+1 +Ck+1
ASAD i+1,j+1 i,j+1 i+1,] ij )

e Discretization of the problem (13): At the point (s;, v;, 1), we have:

(At)—)/ . k+1-m k—m _
r(z _ 7/) mzzo(Ci'j - C,',]‘ )bm -

Si k+1 k+1 k+1
( (Cz+1 J+1 C 1,j- 1) C,] )+

K(Q U]) k41 k+1 k
(Cz ]++1 - Ci; ) - ”Ci,j-

e Discretization of the problem (14): At the point (s;, v;, t*1), we have:

k
AL~
(At) Z(Cf;l—m _ Cﬁ;m)bm:

I2-y) &~
2 k+1 k+1 1 k+1 k+1
2( As)2 (C1+1,j =26+ 5 G
k+1 k 1 k+1
Z(A )2 (C1;+1 - zci,+ Cz-]'— l)

2690

(17)

(18)

(19)

Remark 4.1. 1) For the discretization of equations (12), (13) and (14) we have used an implicit time finite
difference schemes. The basic merit of these schemes resides in the fact that they are unconditionally stable.

2) Notice that in the first step of the splitting method, in equation (17), only four unknowns are identified: C

k+1 k+1 k+1
Cz ,j+1 C1+1] C

unknowns: Ck” gk C’.‘}fl. In the third step, in equation (19), we have five unknowns: C*

i,j+17 Zi+l,j/

Ck+1

Advection) is ensured.

5. Study of the stability

The total spatial discretization of equation (11) is expressed as follows: for alli = 1,---,

j=1,,Ny—1
y 579 1
‘D, G 2(0s)? (Cz+1] 20 + E(Cr’—l,]’ﬂ + Ci—l,j—l)) +
o0
08;v

ZASA] (Cz+1 j+1 = Gi L+l T Cz+1] + Cz]) Z(A ) (Cz j+1 — 2Ci,j + Ci,j—l) +
7S; k(0 —v))

As ( (Cir1j+1 + Civ1,jo1) — Cz]) T](Ci,jﬂ - Ci,j) —1Gij,

k+1
i+1,j+17

. In addition, in the second step of the splitting method, in equation (18), we have three

k+1
1 1]//

Y C’.‘}fl. Thus, in each step, the numerical implementation is quite simple and the solution qualzty( Diffusion,

. —1and
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where we mean by (;; = (;(t) for all t € [0,T]. Therefore, we obtain the following expression: for all
i=1---,Ny—landj=1,---,N, -1

‘DyCj = TGy —€ijCij + @i jCiotjn + @i jCinyjon +
0i,jCi+1,j41 + 01Civr j-1 + (@ + f)Cij1 +a;Cij1, (20)
where the coefficients a;, 7; ;, Bi j, fi, Vi, 0ij, aij and €; j are real numbers and are determined by:
2 2
g = SU ol SY e Py MOTm) s @1
! 2(Av)2" T 2(As)2" YT 4AsAv” Av T TAsT
1 1
(5,‘,]‘ = E% + ﬁj/]‘, i = ETi'j + ‘8,‘,]‘, €ij = 2’(1',]' + 2ﬂj +yi+ f] + 7,

whereifg=x+y € R, thenj=x-yecR

Remark 5.1. Remark that the coefficients aj, t; ;, yi, are strictly positive real numbers. On the other side, the sign of
each coefficient B; j, 6;j, a j, € and f; depends on the signs of p € (=1, 1) and the parameter 0.

Let Ny, = (N5 — 1) X (N, — 1). We define the vector Q € RN« by: ¥t € [0, T]
Q) =1[Ci1, G2 N1, 821, Con o, ConNg=t, s CNm11,+*+ 5 CNe1N,—1] € RN=.

Hence, the system (20) can be expressed as follows:

‘D] Q(t) = BQ(t) + M(t), (22)
with initial condition:
Q(0) = Q. (23)

Remark 5.2. 1) The matrix B = (a; j);j € RN=*N« has eight diagonals and is defined in terms of:
oThe diagonal elements of B:
ai,ie{_ek,fl k:1,"‘,N5—1, €:]-/IN7J_1}
oThe non-diagonal elements of B for i # j:
aij € {Te, Oke, Okes de, ac+ fo, ke, e, k=1,--+ ,Ny—1,£=1,--- N, — 1}.

2) The vector function M(t) € RN~ and is defined only by the trace of the solution C(s, v, t) at the boundary I'p of
the domain D identified in (15) as well as the coefficients T, j, 6;, 0;, aj, fj, i, &; j. The vector function M(t)
is indicated by:

M(t) = [qb(l) + 611000 +a0C10,0(2), -+, @(j), -+, Ny — 2), p(N, — 1) +
01.N,-1CoN, + IN,-1CN,, P(2), -+, (D), -+, P(Ns — 2), A(1) +
ON1TN 20 + B0lN 10, A2), -+ A AN = 2), AN, = 1) +

AN,~1CN,—2N, + ng—1CN5—1,Nv] e RN~,
where g; = a; + f;, the functions ¢, A and the vector function € RN-=3*No=D) gre computed by:
> ¢(j) = a1,jCoj+1 + 1,;Coj-1, j=1,---,No—1,
> A(j) = Tn-1,jCn, j + ON—1,jCN, j+1 + ON,jCN, 1, j=1,-++ ,No—1,
> (i) = [ai,1Ci—1,o +6i1Ci1,0 + @G0, 0, -+ ,0,
ain,~1Ci-1N, + 0in,-1Cisv1 N, + gNU—1Ci,Nv] eRN, i=2,-.. Ny-2.

Remark that Cn,,j, Coj, Cin, and Cio represent the discrete boundary conditions of the problem given by
C(S/ o, t)|rD-
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Definition 5.3. ([26]) A matrix M = (m;);; € R™" is called Metzler, if its off-diagonal elements are positive, i.e.:
m;; 20, forall1 <i#j<n.

Theorem 5.4. If p = 0, then the matrix B is Metzler.
Let p € (=1, 1)\{0} and d = s, — ;. If O and the ratio £ of the spatial steps satisfy the identities:
1 . s 2rd

As
g > d —<— ’ s
>0, an Ao = ol mm{o oI

(24)
then the matrix B is Metzler.

Proof. 1t’s clear, from Remark 5.1, that we need to study the signs of the coefficients 6 j, 51‘,]‘, @;j, &;j, fj with
respect to the values of p, 0. From this perspective, it is useful to distinguish the following two cases:

e When 0 > v,, the coefficients f; are positive. Indeed, from relations (15) and (16) we have v; € [v;, ;]
for all j. Consequently, we have 6 > v, > v;. Hence, the coefficients f;, (see relation (21)), are positive
for all j.

e When p € (0,1): since 6;, @, are positive, then the terms 51-,]-, &;j must be positive to make sure the
matrix B is Metzler:
- 1 rs; posiv;
O::i==y: —fB;: = — — Z/
i = 5V~ i = 555 T ShAsAv

o1 570 posivj
Qij = 5T~ Pij= gaas =
2 4(As)>  4AsAv

Hence, we obtain:

As 2B i N,
Av pov;
A .
2 o 5 yi=o,...,N.
Av po
Or
As 2rd
— < , hered =s, -5,
Ao S poul, whered =5, — g
As S
Av po

Thus, we deduce:

As 1 . 2rd g
— < —min{ -

e e v (25)

e When p € (-1,0): since 5,-,]-, @; j are positive, then the terms 6; ;, a; ; must be positive to make sure the
matrix B is Metzler:
rsi | POSiv)
Oii=zVit+tPij=7—+ >0,
i = 3Vt P = 555 dAsho

2
1 5;0j posiv;j
= o B s + >0.
4 = 5T % Bii = giaer T dAshAo -
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Therefore, proceeding in the same way as above, we obtain:

E < —lmin{ 2rd o
Av ™ p ouiN;" ¢

(26)

Departing from estimations (25) and (26) we deduce the identity (24).
O

Remark 5.5. Referring to (7)-(9), we deduce that C(s,v,t)lr, and C(S,v,t)li=0 are positive. Further more, the
coefficients T; j, 0; j, 0ij, aj, aj + fj, ai j, & j (in the expression of M(t)), are positive under condition (24). Consequently,
M(t) and Q, are positive.

Based upon [17, 18], we deduce that the system (22)-(23) has an analytic solution defined as follows:

Q(t) = Eya(B)Qy + xion(F 'y (B)) * x4 M(2), (27)

where o is the characteristic function of [0, t], and E, 1(-), E, ,(*) are the Mittag-Leffler functions and the
symbol (*) means the convolution product.

Lemma 5.6. For p = 0 or for p € (=1,1)\{0} and under the condition (24), the numerical solution of the system
(22)-(23) displayed by the proposed scheme is positive.

Proof. For p = 0 or for p € (-1,1)\{0} and under the condition (24), the matrix B is Metzler, (see Theorem
5.4). Consequently, we have:
E,.(Bt")>0, E,,(Bt)>0.

Knowing from Remark 5.5 that Q, > 0 and M(t) > 0, we infer that the solution Q(t) is positive. [

Theorem 5.7. For any Q, € RN such that ||Qqlle < g, (0 > 0), the solution Q(t) to the problem (22)-(23) is stable
and satisfies the stability identity:

1Q(lleo < 0E,1(ME") + EYE,,,(MF), V¥t €]0,T], (28)
where ||Blle < M, & = E(2z, 25) and o are constants independent of t. Moreover, we have:

QM. <K, Vtel0,T], (29)
where K = K(x, =) is a constant independent of t.
Proof. Grounded on the expression of the analytic solution Q(t) exhibited in (27), we deduce that:

1w < 1QollelIEy 1 Blko + lxton(F " Eyp (BE)) * x10 /M (D),
Oy 1 (B o + 1Ey,» (Bl llxion (£ ") * Xt sM(B)leo,

IA

IA

A

t
< OllEy 1 (BE)leo + 1Ey (BE Moo IV oo f s ds),
0

where x[o is the characteristic function of [0, {]. It follows that:

e
1Rl < OlIE;,1(Bt)leo + ;||Ey,y(Bty)||oo||M(t)”oo- (30)
We know that:

Bk

E,1(Bt") = , (31)
kZ;‘ I'(yk+1)

Bk
E, (Bt') = _— . 32
(B Z‘F(ykw) 2
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Thus, we deduce that:

I, 1 (Bl < zr(ykﬂ)n I (33)
Ey, (B lw < ————I|BIL%.. 34
IEy, (Bl < ér()/kﬂ/)” I (34)

Recall that: N
IBlk = max{ Y lal}
=1

Departing from the definition of the matrix B given in Remark 5.2 and under the condition (24), all the
non-diagonal elements of the matrix B are positive and the diagonal elements are negative. Additionally,
the maximum number of non-zero elements at all the rows of B is equal to eight elements. These elements
are expressed as follows: 7;j, 0;, 51-,]', aj, aj + fi, a;j, &;; and —e;;, (Where €;; > 0). Hence, we can establish
that:

[1Bllo

€+ (Ti,j + 5,',]' + 61',]‘ + aj + aj + f] + Qi j + 5[1‘,]‘)#],,

4Ti,j+2]/,'+4aj+2f]’+1’, Vi=0,-",Ns,j=0,"',Nv.

Referring to the definition of the coefficients 7;;, i, a;, f;, we can prove easily that there exists a constant
M > 0 such that:

IBlles < M. (35)
Consequently, using the identities (33), (34) and (35), we get:
IEy 1 (Bl < Ey1(M#') and  |E,,, (B )|l < E,, (ME)). (36)

Based on the definition of the vector function M(t) as well as Remark 5.2, there exists a constant & = S(é, ﬁ
that is independent of ¢ such that:

IM(Hlle <&, Vte]0,TI (37)

In fact, the constant & = S(E/ E) comes from the estimates made on each coefficient 7; j, 6; , & i@, aj + fj,
Qi j, Qij where each one depends on A and L A5 (see Remark 5.2). Finally, the identity (28) can be obtained
from (30), (36) and (37). Since the Mittag-Leffler functions E,, 1 (Mt"), E, ,(Mt”) are bounded forall ¢ € [0, T],

then we can establish the identity (29). O

6. Numerical simulations and interpretations

In this section, we consider the time fractional-order derivative Heston model of order y € (0, 1) and the
time integer-order derivative Heston model of order 1 indicated by:

1_,0%C PC 1, 9C I
cry - _2_ = _
D/C= vs 53 TPOUSI -+ 50T 0SS hrs o+ x(0 — v) rC, (38)
% _1 32C+ £+12&2C+ %L, ®(0 — )—C—C (39)
5 vs(92 povs 3 == 52 T8 v r

We consider the same boundary conditions as presented in (7)-(9).
Example:1- The parameters considered in this example are determined as:

T =025, I[s,s]=1[02540], [v,v,]=[0.002,12], N;=N,=230, N;=100
y=08 K=10, =02, p=0001, r=01 «x=5.
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In this example, we investigate the numerical solution with respect to the stability condition (24) given
in Theorem 5.4 and verify the positivity of the solution given in Lemma 5.6. Remark that the numerical
solutions are in coherence with the theoretical results. Indeed, when the condition (24) is not verified
0 = 0.1 < v, = 1.2 the solution is not positive and unstable see Figure 2. On the other hand, when (24) is
verified 0 = 2 > v, = 1.2 the solution is positive and stable see Figure 1.

(@ (b)
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Figure 1: Solution with fractional derivative figure (2) versus solution with classical derivative figure (b): 0 =2 > v, = 1.2

(@ (b)

Figure 2: Solution with fractional derivative figure (1) versus solution with classical derivative figure (b): 6 = 0.1 < v, =
1.2

Example:2— Notice that when |p| is close to zero, the spatial mixed derivative term ;j—;ﬂ of equation (11) has
a very weak influence on the numerical solution, (stable solution), see Figure 1 in Example:1. In fact, the
problem arises for large values of |p|, (when |p| is close to 1), which we do not find in literature [20], where
the maximum value of p was equal to 0.7. In this paper, thanks to our numerical method, we managed to
reach the value of p = 0.9, 0.9, see Figure 3.

T =025 [s,s]=1[025,40], [v,v]=1[0.00212], N;=N,=18 N;=100
K=10, ¢=09, p=-0909, 6=20, r=01 «x=5.
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Figure 3: Solution withy = 0.9: (a): p = 0.9, (b): p = -0.9.

Example:3- In this example, we examine the properties of the numerical solution by exploring the behavior
of the first order partial derivatives A = % and v = %.

T=0.25 I[s,s]=102540], [v,v,]=1]0.002,12], N;=N,=30, N;=100

y=08, K=10, ¢=02, p=01 6=2 r=01 «x=5.
Notice that when S tends to zero, A is decreasing fast up to —1. On the other side, when S = K, A is
increasing fast up to 0, see Figure 4. As expected, the put option price tends to zero for large asset price.

1 (@ (b)

Figure 4: A = % of the option (2) and v = % of the option (b).

7. Conclusion

In this research paper, we have studied the time fractional-order derivative of the pricing European
options under Heston model. We found some positivity conditions for the solution obtained relative to
the numerical methods used. Also, we were able to establish a stability result of the solution. Moreover,
we elaborate a new resolution for the pricing European option under the fractional Heston model based
on the splitting method. we have invested implicit time finite difference schemes. The intrinsic merit of
these schemes lies in the fact that they are unconditionally stable. This new method allowed us to provide
relevant numerical results in addition to what we found in literature confirming that the coefficient of
correlation lies always between -0.7 and 0.7. With our new numerical method, we are able to extend the
absolute value of the aforementioned coefficient to 0.9.

To corroborate the reliability of our results, we compared obtained results related to the fractional time
derivative Heston model to the classical Hesston model and we deduced that all results are correlated with
the options theory.
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