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Value Function Approach for American Double Exercise

Put Option on Geometric Random Walk
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1. BEAISVILIA—=DEDFAVAY « Tyb - ATFTVaYy
Heffi D EEHER S, #,

Sp 1= SoAatTFen (1)

9%, T, Pl=1) =P(pi=b) = p,Ple,=-1) = P(py=a) = ¢ THH, A > l,a =
I/ A-1,b=A-1ThH3. £/, 5 € E:={ N k=0,£1,---} £T3L, S, € Ein>1ThH3%. C
DRMEEIHERE S, 13 E LORMAF v I LT 4= THS. COLE BBEPOEMTHY, VA
BB P BEET S I LBSHONTE Y, UMT L %2 (8% [4]).

b—r

Ple=1)=P(pi=b)=——=p, Pla=-1)=P(pi=1)=3—=¢ 2
r - )\_1_1 1+ ~)‘—1 —1__)‘—1
p: ( — ) :( 7') — :a - (3)
X101 Ao P
A-—1-7 A—(1+7r) A—a7l

(4)

I=3X"1T-01-1) " aA-xrT xat
lEL,a=1+r)"1TH3.
JFEEMESRMA TV T LT 4—7 S, I TAVAY - Ty b - A7y a v OBREREILIEY:
25, T THERGHE o tg MBIk tRz e T3, Vi) kA 7y 3 v o wsHER
N £ TORVEM n T, ZORATOREEMIEN ¢ THZ L EORKAFNGL TS, T4bb,

Vil(z)= sup E,[a" (K -8,)"], n=N,N-1,---,0. (5)
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EEL,0<a<1, K>0RENTHERTHS. 2ot %, UTOREARBRIMRD I-.

V,gl](x):ma,x{(K x)* ,oE, [Vm (Sn- 1)]}

-

= max{(K —2)", apv¥ (Az) + aqvﬂl(,\-lx)}, n=N,N-1,---,1.  (6)
Vil(e) = (K - z)*. (7)
- ™~
EE 1.1 Bl IR U g,
7 .= inf{n € {0,1,--- , N} : S, < z[ll*}. (8)
22t o =inf{z e B Vil(z) = (K —2)T} TH Y, K=o > > >0
J
4y 2 AT =2t Ltz cors,
o<y <<y =k (9)
Bolifg L DI iz kThHh K1k Hicks.
DW= {(n,y) € {0,1,--- ,N} x E:y < ylt}. (10)

Thbb, FEEMEHSERS LR DY MIcf)o TEIE L 7R RES LR L 7% 5

(1]
N

X 1. gi#fEs g DM

EH 11 2TET 2720, BEEEE v (@) onE2H~3.

e 1.1
(i) z+— V, 1](x) (3EHE, FEIEIN, convex.
(i) n— V1 (ac) T, V, 1](av) > 0.

(BEBB) (i) n N T BRI L > TRT.

(@n=00t% V@)= (K-z)" &, P52 2 12D\ T, JEM, convex TH 5.




B)n—10 %, VI (2) 13 2 lco 0 TEEE, FEBIM, convex TH 2 LRET 3.
REHBEXLD,

V() = max{(K — z)*,apVH, Az) + aqVH, (A~12)}. (11)

(K —z)t & (a) & b, JEBM, convex TH D, aergl_]l()\m) + aqVﬂ[l_]l(/\”lx) BRE & D ERE,
JERNN, convex TH 2. 2 D DEHBIK D max 3B, FFHM, convex TH 3729, Vi (z) iz iz
VL, FRIEMN, convex.

(@), (0) £ b Vil(z) & @ to DV TilhE, JEBIAN, convex.
() (MREY, V@) >0 £, 65)RED,

vil(z) = sup E, [0 (K-8)"]< sup E;[e"(K-S,)%] = Vrgﬂl(w) (12)
0<7<n 0<7<n+1
Yo7, V@) nizowTEmTH 5. 0

fE 1.2 fSn=NN-1,---,0lcRLT,

Iifg vill(z) = K. (13)

(REBR) n iC2\TORRNEIC & 5 TR T, limgyo Vil (z) = Vi(0+) 7 5.
@n=00t% K>0225, VH(0+) = (K —0+)" = K.
Bn-10r2VH (04)=K LRETZ. BEHBRLY,

V(@) = max{(K — 04", (pV2(0+) + qV21(0+) )}

n—

=max{K,a(p+ q)K} = max{K,aK} = K. (14)

(a),(®) & b vio+) = K. O
P EOwEZHWT, EH 1.1 Z23HT 3.

(BB 1.1 OHH) 79, n > 0%2EET3. BREAERLD, V@) > (K-2)*. Hic, #iE
L1(1), M 12 &0 o EEL (M2 2, ~ REEEERSA L 25, £/, @8 113G) &,
Viliz) > VU () DT, ot > ot L3 (RI3BH).

a

2. BEASVTL - IA—Y LD 2 EHEFITETRBZXYAY - Ty k- ATvay
BRI S v 5 27 1 — 2126, B E T 2 EERTHELSAEA T X YAy - 7y b -
A7y a v OREEIEREEE 2 5. VP () 2N 00BN T, BEEMES 2, B
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(K —a)*

X 2: BRfE "

(K —2)*

X 3: maE o, 200

EHTHERBED 2RITH S L ZORAKAFANE LTS, T4bb,
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V@)= sup Ep[e" (K-S,)t+a?(K-8,)T],n=N,N-1,---,0. (15)

0<1n1<m2<n

7KL, 0<a<1,K>07T, ~EEOEFTERAZ r, “EEOBRATHERAZ £ T5. 20

LE, BEAERR, V(@) = (K-2)7 THY, n=N, ,1LHLTRLTTHS.

V,{z] (x) = max{(K — ar:)Jr + apVil_]l()\x) + aqVﬂl()\'lz), apV,Ez_ll(/\x) + aqu_}l(A—lm)}. (16)

o

REEET S,
AVP@) = VP(2) - V(2), f2(@) = ofa [AVP(Sa-0)] (17)
s ~
TR 2.1 &b 2 EMERITHETES & & ORER IR 212,
7B .= inf{n € {0,1,--- ,N}: S, < z&*}. (18)
22t i —inflz e B V@) = (K —2)*} ThY, K =2 > > ... > >0 )
AVFy s ARANEAT, Y =] L33 zors,
0<y << =K (19)



B 2 BRI & & OREIS L4 D12 i3,
D& ={(n,y) €{0,1,--- ,N} x E : y < g3}, (20)

TH5 (K4BH). Thbd, FEEMSHRERILFER DR IcHo TEREL 2B 1 BE O
HIFIERZ L 25,

By

Yy

S ,
. Aﬂqﬂr/
2w [2]x, 2%, [2)x, [2]*
0__Yi / :
/ 4 5 .
T T T T T

X 4: Bosfe ke D

Bl IR R AR 7o, BBEEE VP (2) L 2025 AV (2) olE 2~ 3.

s 2.1
(i) z+— AV,?](x) (FIEKT, FERN, convex.
(i) AV () > 0.

(GEHH) (i) nic DWW TORMIEIC L > TRT.
(@) n=0Dt &,

AV@) = V(@) - V(@) = (K —2)* = (K = 2)" =o0. (21)

TER 0 1EEKETIEREM, convex B E WZ 3.
) n—-10L %, AV (z) 12, z 100V T, MM, convex ERET 3.

DL E,
AV (z) = Vil(z) - vl (z)
= max{(K — z)* + apV, (Az) + agV™, (A" 12), apV?, (Az) + agV P (A 12}

n

— max{(K — x)+ ,apV,iljl(Am) + aqV,EI_]l()\“lx)}. (22)
ZIT EEL,

A=(K-z)t, B:= aan[Hl()\x) + aqVil_]l()\_lx), C:= apV,EZ_]l(/\z) + aqVEl()\"lx), (23)
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L5 L, (22) R,

AV (z) = max{A + B,C} — max{A, B} (24)

n
(

(?)A+B-A =B= apV,El_]l()\w) + aqV,El_]l()\_lx),

(4)A+B-B =A=(K-z)",
= (7) C'_-Aa
(Z)C-B = ap (V%1 (02) - ViU, (0)) + ag (V2,010 - v o)

= apAVZ (Az) + agAVH, (A 12),
(25)

YhB. (7)), (4 ) BHRE L13) & bEEE, JEEMN, convex TH Y, (1) IHRE X D ERE, FEBM,
convex TH5. TIT, (7)) LRBBEBHFEL LRI L2RT.

A>BEr¥3. COLE,
A+B=(K-2)" +apVlV,(Az) + aqV!, (A 12) > 2 (apVTEI_]l(/\x) + aqV,P_ll()\_lx)) (26)
7B, LIAT, Ve eRIZNLT,
oVl (z) =2 sup E,[a" (K —5)*]

0<r<n—-1

= sup  E;[a™ (K ~S,)" +a™ (K —Sy,)7]

0<m <m2<n—-1
> sup  E;[a™ (K~ S:)" +a™ (K - 8,)] = Vrgz_]l(x) (27)
0<T1 < <n—-1
THBD, (26) R,
A+ B> 2(opV (0a) + gV, (3710)) 2 eV (0a) + gV 0Ty =0 (29)

i3 k5T, A>BOEEA+B>C ERBLD, (V) LABBEREEL LV,

(a), (b) & H AV (z) ta8#E, FERIM, convex.
i) n=00r¥ Q)REDAVP@) =0. 7, n>00L %, 25K (7),(1),(T)2TD

BaBLT AV (z) > 0. 0
~ ~
#EE 2.2
lim Vi (z) = K, (29)
z]0
1iﬁ)1v,£21(x)=(1+a)1{, n=NN-1,---,1 (30)
x
J

(BEBH) n iz 2T ORI X > TR T.



@n=00t% V0+) = (K-0+)" =K.
B)n=1DLE (o) BIUHEL2LD,

7 (0+) = max{(K — 0+)" + apVg(0+) + agVy " (04), opV? + aqV?)
= max{(K — 0+)* + apK + agK, apK + agK}
= max{(1 + aK),aK}
=(14+a)K. (31)
@n-10%Elim,,, VA (z) = 1+ a)K LRETS. COL % () BXUBEL2 LD,
VI2(0+) = max{(K — 04+)* + apV, !, (0+) + aqVM(04), apV?, (0+) + gV, (0+)}
= max{(K — 0+)" + apK + agK, ap(1 + a)K + ag(1 + a)K}
=max{(l + a)K,a(l + a)K}

= (1+a)K. | (32)
(@), (b), (c) KW FE Nz, | -
[ﬁﬁ 23 n— AV}?I (z) 1X3MM. )
(EH) AV (2) 1SS 2 M5 | BHEMEER OB N T v 7 — L L5 2 LSBT 5. 0

M EomEx AT, €8 2.1 23T 3.
(BE 2.1 0HM) 3, n 2EET 3. ZHLY, f(2) 12,

I2(@) 1= o, [AVE, (Sa-1)] = oV 00) - VL 02) + 0V, (0 1) - VI, (0T,
CDLE, fHE224&D,
lim £i71(z) = o{p((1+ 0)K - K) + (1 + 0)K ~ K)} = o’K. (33)

WE2.1(1), (33) Rk b o2 BEEL (M52, A2 ZEEEEBAL L2, Bic, BE23 LD,
£TDn 20T < (M6 BE). m

HIEA D 1 EEFTHERRER 7 XV Ay - Fy b - X 7> a v oREEEER DU & D@ izowT,

KDL Y 3.

EE 2.2 B#EEEESR DU, DR 3T 275,

pl ¢ pil, (34)

Tbb, 1 EHORER LRI IR M SR8 13 D Ic o CTERZ L 2Bl Th b, 2
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X 5: B 22

(K —a)*

rE(x)

Lot
Tpt1Ty, T

® 6: B P & 20 DB
[ 5 o BEE IR 213 2 otk DU Ricgld CERZ L R L 2 2 (M7 2R).

[2]* [2]*
YN-1 le K

mg R En
2] 2> s ;

v

X 7. Bo#Ees s DU pl
() n=1,--- ,NIZDWT

18(@) = oy [AVE, (Sp1)] = os [V (Sa-1) = Vi1 (Snn)] -
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2Rk b,

£2(@) < ok, [2V(Sn-1) = Vi1 (Sae)
= OtIEx I:Viljl(sn—]_)]

< max{(K — 2)*, o, [V, (Sn-1)]} = V(2. (36)
Hiz, 2 < g2 xp DUl C DA TH B (RISBH).
(K - ':8)+ for fixed n

/

V()
r2(x)

Lt d ron
it
DTy Ty x
D

[ 8: Rifs kg DI, D2

3. &OHLHIC
SHERERITHETRE 2 A 77 3 v OREF ERES ARO 7 70 —F TR 2L TES LED
ns.

283X

[1] 7AKZEHI, (2000), 7% 4 = v F O EFE —HlE -RIE, AENE.

(2] FOKEHN, (2014), "EE/ — b BOE7 7 A F VA7 BHTEREREGRE TEHAR > R T 4
HTEER BOER AR,

[3] N. Meinshausen and B. M. Hambly, (2004), ”Monte Carlo Methods for the Valuation of

Multiple-Exercise Options”, Mathematical Finance, Vol. 14, No. 4, 557-583.

[4] G. Peskir and A. N. Shiryaev, (2006), Optimal Stopping and Free-Boundary Problems,
Birkhauser.

[5] A. N. Shiryaev, (1978), Optimal Stopping Rules, Springer.

[6] A. N. Shiryaev, (1999), Essentials of Stochastic Finance: Facts, Models, Theory, World Scien-
tific Publishing.

103



