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Abstract

ABFRTE, RLWNAF U —F Ty 3 v RRENGE L, TRERDSRTF 2 UF ¢
ZERKT 2ITEIC OV T ORREZRET 3. /S, RS T ¢ U T« BTG (ZERER ©
HIKTFT BHERE X, I OWRIEERL DIV SN TV BB LOFEEANT
MHT—=2DoRTT 1 U T ¢ HEHRT 32 FEEERL, BV DD OKIEGIZ 52 3.

1 Introduction
R EDY R EE X, DfifRIE, RDEK S BHEREHS ABRRTEIIUMEEIATVS.
X(] =, dXt = O‘(t, Xt)Xtth + (7‘ — 5)Xtdt

T CTT, BREE {(Wihicp,00) & Wo =0 2T TSI VEBITH D, o(t, Xy) WRTT 2 U
T4 L XENBFEEEORERERTHRIMTHS. £/7,r £ 61X, EADERTH Y ZhEh
BEOSFRUELYERLTVS. TOLE TS5y 7 - va—)LX 1|1k, VRVEELEEL
LT BHA T a VEGIOMERED, LTFOABRZEUEEEDO T TR LItk >THEA

BT LZRLTNS.
ou 1 , ,8% Ou _
5 + 39 % 53 +,uz5:£ —ru=90 (t,z) € [0,T] x (0,00) (1.1)

TCT,ond3INTEHRTHS.

T 7 AT AOEEROEBKENHE T~ D—2IC, (1.1) DHERRDEHTH BRI T ¢
U741 o DEEMRENRDS. RSTsUTF 1, LAMIAIL « RSF o UF oAV TS
AR RIT4UT4D2EEHD, L ANV AL - RST 4 UT 4 1 BEDOKMEDOLEEIRD
T—2EAVTHEIN, EAVTI5A R  RSIF 20U T 11, SEROKBEOEELTH D,
BEOAT Y a MM SHEEND. TSS90 - a—IV DTS4 FTHERICBOTIE,
(11) OFBROBEBICACSNTVERS T4V T 113, 7V a VOWHET—EL VSR
ERDHB. LHL, TIRTRITEEBICK > TRIT 4 UTF « DENRLRD, ZREHICHRES
EICBEGRENE E NS, Tabb, [THEMBHAHBMREELIEBZ TV R H - x—
D OMNNTENBIEERST U T HELAZESA LIELEEHIENTV3. COk>
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Figure 1: volatility smile

KBS, HETRESTF 4 UF 4« ARV EXENTED, EEOFHBEHN TSI -3 —
WAHEELIZLDLIXREZ 15THB (K1), o THBEISGEOOENZA VTSI -
RITF4 VT2, TORREERT ILENDS.

T DIRSRIBHRT B 18I, Dupire [5] 13, BUEVHARGO T TROFBRAZMM T &I
ko Ta—IATy aronigmge, mHE T LiEHE TOFEME K ORe LTRLE.

?_a; - %U(T, KY*K oty — (r = 9K 5 — 6u, (T,K) € (£,00) x (0,00)

COHECE-T, FEOF Ty a Vil @RIT—2) UN(T, K)o T,KICETBRT T«
V7 4 0(T,K) ZRDFETRDB T EMNTES.

252 0%u Ou

Ouy Ou.
B L L8
K255

LALENS, COBEEZRAVTRSI T4 U T« DFERETSBIC, 2 DOMERNETFOH
3, —DiE, ETOK,TICHT 34T a VEBOER BHI7T—2) 2185 LAEMZ
TETHY. £5—D1RA TV a VERD 2B DEMESNICCVEVIRTH S, £C
G, Bouchouev and Isakov [3] &, BT —X & L T3H% T* %R (single maturity), Z DR
TOX T3 MERERWT, RITA VT B HETET 74+ ADMERERNEL .
TTTITAFVADHMEL L, A t* TOXA T a v OFBEE u(t,z) PORFT 1V
T4 o BHETHHETHS.
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ARFEFERTIX, Bouchouev and Isakov [B]| TREENIA T 3 VIcEET B0REY, K
NAFV—F T2 a v ERONRE LTEXZCLICTS. T, RS5F VT 1R K (1F
EES) DRIMKETBLEX, o(K) DR L L, BICEUAE, Thbb 6 = 0 BRET 2.
CDLE RANEZZMERIROETHS.

ou 10 22 OU u

= -—(o(K) GK)_TKﬁ

57 =33 —ru, (T,K) € (t,00) x (0,00)

(1.2)
wT,K)|r=: = H(z — K), K € (0,00)

CCT H()INEY A FRITHS. TDXSIC, MHIH T TOIRRE RIERME) ALY A
REBTRL, 75997y a— L XABREML T LICk>TBLNE A S s Mg 7%, i
BNAFV—=FT a3 Ml E XATWS. BT, ROBHER

= log %’ T=T—t,
a(y) = U(K)1 U(Tv y) = ’U.(T, K)a
E1F5 &, (1.2) RROBEICED S,

U 18 U

5 = 23y P Gy} + {500 150~ (r4) € 0m) xR

(1.3)
Uln,y)l-=o=H(-y) y€eR

CCT, " =T—-t"THB. HRPEAZNAFV—F T 3 > OWRIEIL, (1.3) DRIEOR
LB T —%

Unylr=r. =U.(y) yeQCR (1.4)

BT, AISHDOFET o(y) BRET BT L THS. 270, QR R OB EXETH 2.

2 Linearization and Inverse problem of Option Pricing
COFITIE, AHEFRTHOENBEZ LICDOVTHERS.

(1.3) & (1.4) 15 a(y) ZHE T ZRTEI, WREEE L CRIFBONEL %3. 20T, T
CTRYMEDHELEEZL B LicT 3.

RBIC, (13) DU %
U=Uy+V (2.1)

DIETEZ, B, RS7 10U F 1 IcBILTIE,
50’ = a3 + f(v) (22)
LEVTER . CTT f(y) RRERTF & 5% small perturbation L3, |
F=0 on R\O
(2.1) & (2.2) % (1.3) OFERITRAT S &,

o =g { a4 10 2B

e+ 1) -} LB 4w
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rich, TTTU I (13)HBVT, la@y)? & ad KLU TOMBEDETHS.

2
o =a§2%q+(a§—r)————7"Uo (y)€(0,m) xR
or oy (24)

Uo(7,y)|r=0 = H(-y), yER

HIC, (2.4) % (23) ICRAL, FICELT 2 ROBEERET S L, BEMIC (1.3) DERRV
ROMEDRE LTHRONS.

2
8_V=a026_‘£+(a02'T)QK—TV+F0(T’y), (T,y)E(O,T,.)XR
or Oy? Oy (25)

V(r,y)|+=0 =0, y€R
TCTT, Fo(r,y) BRDETHS.

Rr)) = 5 (%U;< y)f(y)) + I

CorE BRAHEZIIHBEIRDEDA T 3 v OFHETH S,
7 a VoA
ST RA—ZR 1,002, 7 BMBTENTEB LTS, TOLEV.(y) =Us(y) —UVo(m,y) (W€Q)
Mo, ROMBERET f(yv) ZAET 2MBEEZS.
oV L0V

ov
— — 2 — — — .
5y = % o + (a0 — 1) 5y rV + Fo(r,y), (7,9) € (0,n) xR, (26)

V(r,9)l=0=0, y€R (2.7)

3 Reconstruction of volatility

Z DT, MM TER LA T 3 VORIEORELMERE X, BT -2 U(m*,y) &
5ERTTF 4 VUT 1aly) BEERT ZHEBCOVTOERZEXS.

3.1 Algorithm for reconstruction
W(r,y) @ROI——RIEDORET S.
{ oW  ,0W oW

_— = 2 — ———
5. = a0 o + (ap® — 1) 5y rW + Go(r,y) (1,y) € (0,7.) xR 3.1)

W(Tay)l‘I':O =0 ye R

22T, Golry) = %9(7, 0f(y) TH. Eic, BEZHEICED,

ol 1
-ay_(Ty y) -

1 2
exp{——5 Y+ (@@ ~r)7)" —r7
s g -’ )

BRET T EDTEBDT, Go(r,y) RO L KB,

1 2

GO(Tay) = _2W6_#e—ay—ﬁ’rf(y)




TDEE ROLH

w=e¥HATY

ZEZB L, (3.1) BROMEICE S,

ow  ,0% 1 -
E = Qg "a—yf - We 0 f(y)a (Ta y) € (O’T*) xR (3 2)
'UJ(T, y)ITZO = 07 ye R

—7, ROEH

v =AY

REZBL, (13) BROMEICERENS,

o _ 0% a-1 1 9, -2,
87' = ag 6y2 +2\/7W6 0 f(y) 2W&y(e 0 f(y)) 33)
(,9) € (0,m) x R 3.
(7, Y)|r=0 =0, yER

CCT,(33) DfEvIE, (3.2) DR w EHVTROETREENTVA T LICHEET 3.

ow
v—(a—l)w+a—y

CDELE, (3.2) D w(r,y) BROBHTERINS.

1 e —t2
w(r,y) = —W/n (/yz—af)*f e dt) f(€)d¢

(see Lemma 2.1 in Bouchouev, Isakov, and Valdvia [4]).

LIehoT, 72 a Vv ORRERXROBS B ERETHEE LR NEICREE x5,
Ly = / k() F(E)dE, yeQ (3.4)
Q
TTT, I*(y) EROBOBHIT— 2 TH 5.
L(y) = e"V*57 (U, (3) - Up(ra, 1)}

BT, k(& y) &, ROBTEREINZ BN HER (3.4) OBHETHS.

a—-1 *© 2 1 _Uu=elten?
= —— —td drua — £). 3.5
k(& v) 2/mag? /y—e et © b+ 4./7Tra03 ¢ o sign(y =) (35)
ag\/Tx

CCT, BHARHBEICEDRERT T LN TE S,

—aVTo—d— 2
Uo(T,y)=\/§e"”/ T ——em T de.

—00 27T

3.2 Discreat of Integral Equation
F T 3 v DYRGEIR, (3.4) OBHAEROMEICRBEE . H5T, T DE—FE Fredholm

BOHERERIE, BHF—2 I(y) h5 f(y) BRHBTENTES. 2CTUTTIEC
DS ZBHIL L TBRIT— % I"(y) 15 f(y) B BERT 5 HEEBRS.
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DI, O k(E,y) ZRDE S ICHERILT 5.

oy~ el tlasl), 1 -Gmsteet
i = k(G5 ye) = 2f ST e ( vagvr ) Afrrasd o signlnt)

(3.6)
TTT,errfe(-) RROEDLT—KHTHS.

errfe(z \/_/

i, H—iE Fredholm WY HBRSKOBBILEE X 5. EHIGEQEIC &K > THERL
T2, BUESEENZ LA SRS, EBETESYIaL—YavATERY. £TT(10]
ICRES T, YD RE L AHBEDOE S ZHER L7 AT MVBREIC K 3B ZERT
%. kXD Chebyshev BHR# Ti(z) = cos (karccos(z)) & LD EEK k(€,y) f(€) 21KIC
Chebyshev #if%#HT % &,

N
k(& 1) F(E) = 3 G Tk(€) (3.7)

k=0

ata.zeu,§=aw%(ogjgNy;m

N
k(&5,9) (&) =2 Y gr(¥)Tr(€5) (3.8)
k=0
&ixh,
5 XN
~ Nex Z (&5, 1) (€5) T (&) (3.9)
=0
b~ & SR rel el OB
2 (J=07N)
G = (3.10)

THB. £oT k(€ y)f(€) DELUL,

211
k(,y) f(£) Zaza’“ &,9)F(€)Te(€5)Te(v) (3.11)
k=0 3=0
LB
P& D, ROBBILEES.
1 a1 1
I = ) —szockfj,yk)f(sj)mj) | T (312)
$iabB,
A Y
;, Jk(s,,yk _;wa"‘”ﬁrﬁf@f) (3.13)

TH%.
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4 Numerical results

COEITE, BOAEX (34) ZBAWT, BRIF— 2D BRSF 2 U T 1« 2 EERT 2 EORE
ZHED DTz

BRDICRS T4 VT ¢ % 1 REHL, 3abb
1 2 __]:
S =5 +y (41)

L LIBAOIBRIE (1.4) ORIERERD 5. RICF DMERVTE- BT —2h 5 5
FER (3.4) ZRVT 1 KRB TR 7 4 U7 1 HNERRE N DD EHND B

Figure2 &, MBI TEXORMERBL LT, 10 =0, 0.7, 1.1, 14 #EX, K Q = (-1,1)
DETT Y w K% 81 fMELY, Crank-Nicholson Method Z AW TEIES ER T 1R TH B,

Figure 2: JHRIED & #Ef#E

RS, RIT4VT 1% La(y)? = L +y L LIFEIE DN EREORERE AL
T, BiER (34) DEERYEE (3.13) L L, HICEYLAEANLETV, BHIF—% L(y) =
e VAT {U, (y) — Uo(7a, )} 25 f(y) DEMEEITo 2. 7L, r=0%L, Q= (-0.3,0.3),
and U.(y) = U(r*,y) ELTW3. Figure3 ZR2 &, RHC 7 = 1A DEAIC, 7w k¥ =
F—HET, DEDEVHIET 1 REBORS T+ U T+ ABRENTVE T LHADN S,

5 Concluding Remarks

AFEFTRTIE, THE TIC Bouchouev and Isakov [3] THREE N, &< OBIZEEIC & > TH
ENTVBZTY 3 Y ORRPEICDOWTOFEE/NA FY—F T a Ve DWW TER Lib O
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Figure 3: WRIEDOKIER (KT T« VT 1 DERBK)

T#H%. Figure3 DIERERBED, 7 MY RX—BETORT T 4 7« OBRVENZOR
VWOTIREVAEEZ D, Skt BF—228HIF—2L L, COBRIABRXERVTH
BORSTFAVF 2 OREBRT AL RBELTS. —F, KEBERARTHOIRBERETA,
BOBREROMBICELTHE NS C LN TERD > . 511, BEC Ota and Kaji [11]
TELNTVARRERD L2 FHELZAWVT, KD RENCBETEORE2HIFS L 2B
ELTVER. B2, N FY—F TV a OOk LIEA TV 3 v, FHCEMERDOZRIT
RICHISE LTWANRT Y b4 7Y a VORBEICELT, ZBREBRTHW X S HifELoF
EEAWTRS T2 U T DERRETOCLEELTS.
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