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The Differential Scheme of Pricing for American Put Options

LI Yu-li, JIN Chao — song
(College of Mathematics and Physics, Chongqing University, Chongging 400044, P.R. China)

Abstract : Based on the differential scheme, presents a numernical method of pricing for American put options. Firstly,
the partial differential equation satisfied by the option price is transformed into a series of differential equations.
Then, these differential equations are solved by the iterative method. The numerical method includes the implicit fi-
nite difference method and the explicit finite difference method and these two methods are compared. Finally, a nu-
merical example is given and the validity of the algorithm is checked by a series of experiments. Some useful results
are obtained for its application in the option markets.
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3 HEXBEER

ER—ANAFTAMBREOSAABEXBBRE, BRNER S0 5T, hITHHE R 50 E5T, XK
RF R AHEE 10% , BENRIEE 0%, AFTER $=50,X=50,r=0.10, =0.40, T =0.4167,
GAANEREREZELSEMIMEMNERESEX A HTHMETAE. B M=2,N=10,45=5,
At =0.041 67, 3B Spe = 100, RWHIBFHITHE, BHMERNEFR 1 XEK 2 Fix
1 HNENFREFENITHER

BRH EBEHE(A)

H(ET) 5 4.5 4 3.5 3 2.5 2 1.5 1 0.5 0
100 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
95 0.02 0.02 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00
%0 0.05 0.04 0.03 0.02 0.01 0.00 0.00 0.00 0.00 0.00 0.00
85 0.09 0.07 0.05 0.03 0.02 0.01 0.01 0.00 0.00 0.00 0.00
80 0.16 0.12 0.09 0.07 0.04 0.03 0.02 0.01 0.00 0.00 0.00
75 0.27 0.2 0.17 0.13 0.09 0.06 0.03 0.02 0.01 0.00 0.00
70 0.47 0.39 0.32 0.25 0.18 0.13 0.08 0.04 0.02 0.00 0.00
65 0.82 0.7 0.60 0.49 0.38 0.28 0.19 0.11 0.05 0.02 0.00
60 1.42 1.27 1.11 0.95 0.78 0.62 0.45 0.30 0.16 0.05 0.00
55 2.43 2.4 2.05 1.83 1.61 1.36 1.09 0.81 0.51 0.2 0.00
50 4.07 3.88 3.67 3.45 3.19 2.91 2.57 2.17 1.66 0.99 0.00
45 6.58 6.4 6.29 6.13 5.96 5.77 5.57 5.36 5.17 5.02 5.00
40 10.15 10.10 10.05 10.01 10.00 10.00 10.00 10.00 10.00 10.00 10.00
35 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00
30 20.00 20,00 2000 2000 20.00 20.00 20.00 20.00 20.00 20.00  20.00
25 25.00  25.00 2500 25.00 25.00  25.00 25.00 25.00 25.00 25.00  25.00
20 30.00  30.00 30.00 30.00 30.00 30.00 30.00  30.00 30.00 30.00  30.00
15 35.00 35.00 35.00 35.00 35.00 3500 35.00 35.00 35.00 35.00  35.00
10 40.00  40.00  40.00  40.00  40.00  40.00  40.00  40.00  40.00  40.00  40.00
5 45.00  45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00  45.00

0 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50. 00 50.00 50.00
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& FE BB H setiE (B )

B (FET) 5 4,5 4 3.5 3 2.5 2 1.5 1 0.5 0
100 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
95 0.06 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
90 -0.11 0.05 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
85 0.28 -0.05 0.05 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
80 -0.13 0.20 0.00 0.05 0.00 0.00 0.00 0.00 0.00 0.00 0.00
75 0.46 0.06 0.20 0.04 0.06 0.00 0.00 0.00 0.00 0.00 0.00

70 0.32 0.46 0.23 0.25 0.10 0.09 0.00 0.00 0.00 0.00 0.00
65 0.91 0.68 0.63 0.44 0.37 0.21 0.14 0.00 0.00 0.00 0.00
60 1.48 1.37 1.17 1.02 0.81 0.65 0.42 0.27 0.00 0.00 0.00
55 2.59 2.39 2.21 1.99 1.77 1.50 1.24 0.90 0.59 0.00 0.00
50 4.26 4.08 3.89 3.68 3.44 3.18 2.87 2.53 2.07 1.56 0.00
45 6.76 6.61 6.47 6.31 6.15 5.9 5.75 5.50 5.4 5.00 5.00

40 10.28 10.20 10.13 10.06 10.01 10.00 10.00 10.00 10.00 10.00 10.00
35 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00
30 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00
25 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00
20 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00
15 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00
10 40.00 40.00 40,00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00
5 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00

50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00

MR R, F2BEFEASTEREBOPRNEEESR 4.07 £ 6, KM EESH BN B REER
4.26 £J0, X FERARM A IAEEA R LB, bl ANRPEDIHME
HTERFZEENAERE, URE#HEENSENRERE, 3 ERRFMETHORETXR,
1) BASEMIEEE L AR B - S ARE L AR MM ARIEH . B M =20,
AS =5, 8RR &K, ITHEZRNE 3,
B N=10,:=0.041 67, CERMF K, ITESE R 0% 4.
%3 HEHESKHNERENES B- S AXWERILR
B-SAaXHM NEEREEH ZE$735F in) ShERE A SHEL SR

N at BB BB MR 2 B B AT 6 xR
150 0.002 78(1 d) 4.08 3.98 0.025 0.10 0.975
75 0.005 56(2 d) 4.08 3.97 0.027 0.21 0.949
50 0.008 33(3 d) 4.08 3.97 0.027 0.31 0.924
30 0.013 89(5 d) 4,08 3.96 0.029 0.52 0.873
15 0.027 718(10d) 4.08 3.93 0.037 1.04 0.745
10 0.041 67(15 d) 4.08 3.91 0.042 1.56 0.618
6 0.069 44(20 4) 4.08 3.87 0.051 2.59 0.365
5 0.083 33(30 d) 4.08 3.84 0.059 3.10 0.240
F4 RTEROASKHERESES B- S ARNTHELE
v s B-SAREE  WAREHE  AARSEN  SMERESN  SERGEEN
BB BB xR 2 Bk A4 45 HaxHR 2

100 1 4,08 4.01 0.017 8.20 1.010
50 2 4.08 4.00 0.020 4.05 0.007
40 2.5 4.08 3.99 0.02 3.2 0.211
25 4 4.08 4.85 0.189 2.80 0.314
20 5 4,08 3.91 0.042 1.56 0.618
10 10 4.08 3.55 0.130 0.73 0.821
8 12. § 4,08 3.27 0.199 0.56 0.863
5 20 4,08 9.79 1.400 9.97 1.444

MEITUBL, VI 150 B, A S HHELERS B- S ARBEVEE, M REL 0.025, W5
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2) Rr=0.1,M=20,AS=5,N=10,At =0.041 67, X =50, T ZNFE s A 0.2 F 0.5 &%, BIKE 0.
02, HELERMEK S, :

ULBERE EHE o HEH RN EEEBRANE R, 25 WE 0=0.2,0=0.3,0=0.4
Mo=0.58f,8 B-S EMAREH OB ANH, 3518 1.63,2.84,4.08,5.31, AT LAFH , BR o
FRERHEZ0. L, BREHAMNMEE 1~ 2 T EM, o R K4 H 3T R e Eoate Y
RS RER R AG T gh ., THEAE—F5 R TA A S BRI ESRNAR,

RS o WERERMNEOTL

HEER LN AEERHN B-SAXRNHH EWERE SMEERR T

’ AP RN BB 5 B AN it EABAN R
0.20 1.55 1.36 1.63 1.82 1.66
0.22 1.81 1.62 1.87 2.06 1.93
0.24 . 2.06 1.89 2.11 2.29 2.18
0.26 2.3 2.15 2.36 2.51 2.43
0.28 2.56 2.40 2.60 2.75 2.60
0.30 2.81 2.66 2.84 3.00 2.9
0.32 3.07 2.91 3.9 3.25 3.3
0.34 3.32 3.16 3.4 3.50 3.49
0.36 3.57 3.41 3.58 3.74 3.75
0.38 3.8 3.66 3.83 3.9 4.00
0.40 4.07 3.91 4.08 4.23 4.26
0.42 4.31 4.16 4.32 4.48 4.50
0.44 4.56 4.41 4.57 4.72 4.71
0.46 4.81 4.66 4.82 4.97 : 4.76
0.48 5.06 4.9 5.06 5.2 4.2
0.50 5.31 5.15 5.31 5.47 1.65
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