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Abstract

Heston model is a stochastic volatility (SV) model widely used in asset management. In this paper, a
dynamic mean reversion power function is set to replace the Heston model which used the mean
reversion square root to describe the volatility process. An improved Heston model is proposed and
the specific form of power function is determined according to the actual situation. Using the
A-hedging principle, we construct a risk-free asset portfolio, get the PDE of option price satisfying
the model, and use the inversion theorem to find the closed form solution of option price. Empirical
analysis shows that the improved Heston model can effectively improve the accuracy of pricing.
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1. 5|8

HHRLE Y 7] R B2 77 B M I R B T N R 2 — o 2015 4 FAIE SOETF MARUE R, frEERES
RRAT AR i T ik 1« AU AR S BN IIBUE Mo 58 38 A1 R 3 B 6 BT AR T 39 o S L) S
B o

N T AR IIBGE S, FRRIBT> HE RV EE . 1900 4 Bachelier [117EH A% 1830 E X
Pt FHBEALE B0 EARZS B R P2 A IS AT RN . 1965 4 Smuelson [21XiZAE A HEAT sk, R 52
IR A LA Bz 3, AT 8 e 1 IBEER A A% AT RE DN T EL I T o 1973 4 Black A1 Scholes [3]#E{B M
SEUATOAE . IR UEZR AR B FE AN TE KU R T A AR B H S R E i A GRS T, MR

BEE 51 )[Rl — AN LA XU R 28 43 B8 [l 4 2 1 XU R PR T 5 4], FRER H 2 44 1) B-S @A A = SR,
Fama [5]55 48 T I AMEAR GO 8 38, 5577 IR 70 A IR ) “ B R” MR, X 5% =
T8 J LT A0 BIS S A A AT EVF 2 X Black-Soles 81 “ ¥ sh 2 7 #AT gk 75k, W2 R A
H [ V= 554 57 J7 25 (GARCH) 15 A BB AL 2 Z (S V)RR Y 27 B 7 UL e U8 30) 2 1 I AR ME AN 3 SRR I R 5%
Ferh B B AR (S V)R AN 3 28 BAT S AT R AR U5 2 I DA SRR AR S T30 §E 71 (6]

H.4, Johnson I Shanno [7], Scott [8], Wiggins [9)iEid #A I 7k KRG M T SV B, EAKRT
%, Johnson. Shanno 1 Scott KA SR P B, M Wiggins F2& i A PR 22 7312 SR b AT 7= i (19 BIAL
EAHNI) PDE. HJ2 BT Z 3 TR MR, XA 7 AR e bRt B R B 2 AR B K B I [, £E
FJ5 HAZAE R BR P . 1990 4 Hull 1 White [ 10142 H Hull-White 881, 7R BT MBI 28 5 9% 3 % 238 5h
FIT AT ¥ A B IS ) IR 5% R B F W 2EA B4 S H RGEURBGE M A2 1991 4F Stein F1 Stein [11]42 H9%
3384 Ornstein-Uhlenbeck 7%, 5 W IARLN 4% 35 TR IR, (RSB Re By 1B B8 = i e 3 7
ZEHILE . 1993 4 Heston [12]5 FH A B 52~ 05 ARG R IR ik s 22 07 220 12, 4 tH 3l 28 e JE Fu ik
FUEME R T, R Y 477 59 45 R R e i 5 B 7 v H AR e h B PR AU A, X fRE T iHE
RS FE, B B R FHBUE 7 AR R iR 22, HAE S EAh o8 J7 T 35 A AR m DAY 48 K 8 (R I B) FORS 7 Li [13]
WHFT T timer M5 Heston AL D1 ZE /R IR K I BUF AT 5%, BT timer RS RE %, 153
T AR AS ()24 PR SR i - AR 6 [14) 5558 T 2 SV AU 72 1 BR R 4 FH AUV A 11 [v]
TERSHAR LB b, R 7 S B RORTERS B I L A RN . REB (6] T SV B
X} FUE SOETF SARUET, @SZpibidkiint @ MR S5, 2t 77k 2 T390, 5 5 A R B
AT, BAERE PG TIRE . H Hong [1514F SV BRI H T-1EA S840 SeBrdicdl, w9t 17 BA 4L
FHER SV BAEIABUE N 2 m, 45 3R SR BEAE IR H 3N, XM 2245 5 hn 3% . it
FER[16] 550 78 7 2T Heston A5 F AR fh df 40 A1 1) B 7 SR e B, S FHBEATLAZ H 57, #9331 1 %10
M 7 N B TS T e B 2Rk SORH A BB bR BRI A BT % - Soleymani AT Barfeie [17]45 H T BEATL 3 2 BkEk
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FE MR R AR B B ORI I S0 A, R IR SRS s S SRR IR ) 1 202 v 1), (L 2
TR B 7 v: ) 2 P R RN B 10 A2 A R SR 78 4 21

Heston F781 25 IR PIRUE O PR IR, A 208 5 S U T 7 i 2800y o A5 iy TSR A R 5
FOEE ISP T iR e sh R A2, SECH IR TR GRS SEhR A BRI 2 . 9 T 5 Heston #27
IO A, AR SO B )y 1 340 [ 2 o SR dpc Bl A A A, AR L A 1 S o A 0Ll 2 e R ) L A4
o B e AR () B I T SRS L
2. Heston R &R piidk

SV BRI BEELT B s RS A HEAE A FBERLIEE 7 B NS TN A BERLI 1],
HBEHLI bR HE AT 8 50 o LA R 25 R BE 7 M L7 22 I s 3 A0 R B LI 72 ) Stein-stein #2712 5 Heston.
2.1. Stein-Stein [11]#%&

TEVE TN (Q, F,(Ft),,, . P) L STHR[UJESL T stein-stein 571, LBk S, 5B Bl 3 v, 5
Sl TR SV B

ds,

S—t: (r—q)dt—i—vtthl
t

dv, :k(f—vt)dt+0'th2
Horbo ! FOw? 3 MR IR BE PRI B 2R BENLME P, AR RECH p MbsHEAm BIZs), dw!-dW;? = pdt,
r RN, g RAMEK, o2y, KBS, ERBMEREKT, kEifEhEEE,

SV BRI b dr BB NERL T, & dw, WUABEHLIL, B0, stein-stein 158 v I 95 5 4 A% 10
Nk(E-v,)dr, BEHLIUN odW?, OB T IS ZAEZIN Z 56 3EAT — N ] A% TR AT — € I BEHL AL 5) .
2.2. Heston [ 12485

Heston [12]502F | stein-stein &AL I FEHLIT, £ H 40N BEALE B) Z AR

ds’ =(r—q)dt+\/ZdW,l

t

dv, =k(&—v,)dt +o\fv,dw}

HA S v w's W g oy ke ERIEXA L

PA_E = ANBEBL S S Z A T AR e R I e s 2 v, B R X E M e, HR SRR A, iT
Stein-stein A5 71X 1 i) 55 7 (A% kI e s 2 07 ZZR R R T 0, T DAASRERE S e sl At BB OIS 0L . AR
Heston J32 F A 81 2P 5 iR FE 5e Ak 1 s & LG feL,  (EAR R BEATLITH XT v, $R BB € i H KL, A
SECEM SR S ELE A BORER . Ak, ASCAECRE Heston FBAYFEERL TRl & b, K BEHLITH
v, IR B A ESHRR, JERE LR IG OLA E S B BUE, A RER m B AL i AR R 1 -

2.3. B#AY Heston 1R EY

TEIE T2 (Q, F,(Fr),,,, P) o BRIk S, SWHIT B0 E v, 352 00 FOHTi SV LAY

ds,

120

=(r—gq)de+vdw;

t

dv, =k(&E—v,)dt +ov/dw;? (2-1)
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HRE)

Hhw!'s wPorogv o ke EWMBEXFLL, o, RRESH szﬁa+ﬂ_1(a>o B=0).

B, Ha=1,4=0K, BAQ2-1)EIA Stein-stein AL ‘é’laza,ﬂzalﬁ, BEiA(2-1)BI A Heston
R,
3. BU# Heston =8 TERNFEiHKHATLE PDE

TR FH A R B 1814 A AL (2-1) N I BRAE TR IHAL ) PDEA T 58, 44 S, « v, 7370 24 Ss

v, BREBHE T AL Z IRV, AL B S A o B AR G 4ak, 8 7k aE
IR ST LRy 00 B P24 T I EAR 10N

dIT = dV + AdS + pdG (3-1)
MRIERA(2-1), HPEESI 19175
2 2 2
dG:a_Gd oG dS+a—Gd 1 2"Sza dt +o-v"+ﬂpSa—Gdt+lO'2v2ﬂa—§dt (3-2)
ot oS ov 2 os? 0Sov 2 ov
2 2 2
dv :a_th a_VdS a_Vd 1VZ“SZa—gdt+0v“+ﬂpSa—th+lO'2v2ﬂ6—lz/dt (3-3)
ot oS ov 2 oS 0Sov 2 ov

F2-1)s (3-2)5B-3)RNAG-1)BEHAL & 15

2 2
dI1 = |:6V 1vZ”’SZa—V+0'v””ﬂpSaV 102 2 O }dt
v

o 2 0S? oSov 2
2 2
+¢ aG 1 Zas2 a G +ov a*ﬂpS 6 G IGZVZpg dt (3-4)
ot 2 oS asav 2 ov
+[6V+A+ aG}dSJ{@_Vwﬁ}dv
oS oS ov ov
AR B P2 B, G- AR R R EO N, B
6_V+A+¢6_G= 0
oS oS
oV oG
—+9p—=0
ov ov
e
ov oG
~a s
(3-5)
__ o joG
ov/ ov

WRIETEFER[1916 dl = r(V +AS+G)dt , TRHG-4)H

{a_V 2 2"SzaV+av"”” 562V +Lon o }

o 2 oS’ oSov 2 o’
2 2 2
+o %+lv2“S2gﬂw‘”ﬂpSﬁJrlaszg dr (3-6)
o 2 oS oSov 2 ov
=r(V+AS+9G)dt

5 (3-5) PN (3-6) B HEAL /i 153
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2 2 2
6—V+lv2“S26—Z+0'v“+ﬂpS o +10'2v2'ga—2/ —rV+rSa—V
o 2 oS oSov 2 ov oS

v
ov

2 2 2
{6G Ly %+ova+ﬂpsﬁ+lozv2ﬁ 8G—rG+rSZ§j|

(3-7)

o 2 as aSov 2 o’
G
ov
AILAEH, B-7)EA BN 50 T BN VA G g%, HIEAME, 4 Heston [12] 5 FE 4
A P LA A — A B BB A0 g (S, v,0) KFor, )

2 2 2
a—G+lvz"’S2 0 (2;+0'v‘”/’pS oG +l0'2v2ﬁ 0 ?—rG+rSa—G
ot 2 oS oSov 2 ov oS
g(S.v,t)= 3C
o

H g(S,v,1) Wi
g(S,v,t) :—k(f—v)—i-}/(v)
Ay (v) RBEE AR NS, RIS MEERE, By (v)=pv, y NEE HHANG-8)H
g(S.v.t)=—ké+(k+y)v
g(S,v,0) WRT v KR, N7 EMERE, idg(Sve)=-A(v)=—(4+4y), Hib 1=k,
2y =—(k+y) F HARN-8) BB AL {7753 21 5k Heston BN IEU 44 1) PDE Jy

2 2
oG |1 2y 0 ?+rSa—G+ﬁ,(v)a—G—rG+a—G:0 (3-9)
oSov 2 ov oS ov ot

1 2a Q2 azG a+p
—veST—+ov S
2 0 e P

I H.(3-9)i 2 L N i S5
G(S,v,T)=max(0,S-K),

Fob TNEIIE, K AT
MR, MBI 4P B delta BT 1 SuEEhARNAT, SO
%%ﬁﬁ%%,%ﬁ%ﬁwﬁGmwmw,%g@MQﬂ,ﬂGw@jkso
ix=InS, fRAQG-9)EHIFES

2 2 2
lvz'z %—lvza ﬁ-i-dv‘”ﬂpﬁ—i-lojvzﬁ g+r§+/1(v)§—rG+§ =0 (3-10)
2 ox~ 2 ox oxov 2 ov 0x ov ot

TAR(3-10)5(3-9) M1
4. U Heston ER TR EHRHAEMN AR
HRAE SCRR[18]40(3-10) RN

C(K)=S,B(S,v,t)-Ke " P,(S,v,1) (4-1)
B(S,v,0) M1 P, (S, v,1) 73 3 2o W 2R B SR 42 {52 4 1 AT L FR AR 3 A0 7 XU, mh PR BB AT AL
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NHHE@ DT R(S,v,0) M P (S,v.1)
B x=InS FRAN@4-1)E

C(K)=e"R(x,v,t)~Ke P, (x,v,1) (4-2)
(4-2)=0 5 =R PA N e 5 4045

o e” %—Ke”" rP, +6ﬁ )
Ot Ot ot

L PO I
Oox ox

2 P 0°P ’p
ac:e{ﬁ+2%+a '}—Ke”—a 2
X

ox?

0C_ R _ . OB )
ov ov ov
o’c 0P
=e* —Ke'* ,
6\/2 6\)2 a 2
2 ) )
aC: ex%-kﬂ _Ke—rral)z .
Ox0v ov  OxOv Oxov
4 (4-3)Y PN (3-10) B FR AL 1 73

X

2 2 2
1 2“—;+ava+ﬂpﬂ+lazv2ﬂ8—123'+(r+lv2“j%+(av‘“ﬂp+ﬂ)%+%
2 ox oxov 2 ox 2 0 ov ot
P, P P P, P, 0P,
_Kerr|:%v2a8622+ava+ﬂp2 2+lo.2v2ﬁa 2+Er_lv2ajaz /I 62 62 :0
X

20 o o A

Jj-1
ﬁwztzj,Q:pdzqy(pmn,whﬁﬁﬁﬁﬂ%%

o*P, o*P, P, oP,
1o —FL v p—L LY 2‘/ +(r+u,v2”‘)—’
2 ax 6x5v 2 ax / 8x (4_4)
OP. OP,
+HA(W)+b P ) —L+—L=0
( ( ) / ) ov ot

(@A) P (j=1,2) W RO 7 A2, F T HEHLAS R x R B 5
HEAR R S TR, ATl v OREE B P

SIB 1 (20] (RIGEIDE £, (x,v.0:0) BB R x (ORE AR )

11 o W KT; (xvi9)
B(Sm)=5+], R{-— @

y @-5)
i = V-1 ABEORRL, ¢ NS
BIE, 5T P (vont) s FEASHESRHER S S, (xrv.r:6) B 58 (j=1,2) .
MRIESCHR18], FEHLASEE x FIRFAE R BN I R X HOE X
£, (xavtsg) = (&%) = 01 2o (4-6)
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H C (7;0) 5 D, (z;0) RMILT x My FIREL 0 MFESHL ¢ WS
HR¥E Feynman-Kac (191, £, (x,v,t:¢) 5 P, AMFK PDE, B £ #2@4-4). Ze=T Bz =01,
=InS, T, T NHEL B RICA S, RILF AT £, (x,v.0) =7, BLI C,(0:4) =0, D, (0;¢) =
XF(4-6) 273 70 3K LA i 5 2
% (22,

ot ot ot
0
f —l¢f 9 DV s
6v
o f,
zj :_i¢2fj ’
azfj 0-2 212, 20-1
% =9(¢9—1)v Djfj +6 Dyv fj,
62f
_ 9D -1
axoy PPV

BN £ 52 (4-4), BT LUK iR I S ERN (4-4) UM 45

. a . a+p+0- 1 +0—
[—5# +mj¢}v2 +[ipop+b, |OD v 1+50'20(9—1)Djv2ﬂ 02

1 oD, oc, ) )
+—0292va2/”29 LV —L+irg +¢9D]ﬂ(v)vg =0
2 ot ot
THCRIEM 0=2a  a+p=1, LURIHEC,(1:4) 5 D, (r;¢) BIiHHEAK.
) WA% =01 D, =0, FIUA@-AHLA
gt Zj 2 4 +£ +6Dj ’=0 (4-8)
O I

1B 6 # 20 » BT (4-8)RHERE v 1HIRL, #Ov« M REONE, B iu,¢—%¢2 =0 TR g=08kg=20u, .
1M ¢ RIRAEAE, Wp=2iu,, WP, X5 NEHTE. HLo=2a.
2) ¥ 0 =2a,A(v)=4 + ALy IRNE-8)1F

Ly
2

} +2a[1p0' ¢+b, } yerh

ac (4-9)
+aoc’ (2a- l)Djvzﬁ”"”2 + 20‘2052Dj2.v2ﬁ”4"’2 +[ 6tj } + 20:Djﬂ1vz“’1 =0
) =, WA
1
{—— }/+[po' P+0, ]Djvm?
(4-10)

I 5. 28 6Cj .
+—o' DV" +| —+irg+D A |=
2 ot P+ D4
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1?5(&,8:&%5?‘, B F@-10)FHEE v BRGT, #v 50 10 B AE, ii@-10)TT LR
[ip0'2¢+bj}Djvﬂ+5 +%asz.v2ﬁ =0

. 2[1',00'2(/5+bj]\;ﬂ+§ L . 1
f#1 D, =08 D, =~ 5 » X5 D, (r:¢) 5 HRMFE. FrLl, Moo= B, A

o

B :% , M SV R EE Heston A7,

i) %ai%o B A=1, N@-9kH

oD,
{—%gbz +iup+ 8tj +ao’ (2a-1)D, +2aDjﬂ,2}v2“ +2a[ipo-2¢+bj]Djv3“
(4-11)
26202 D2 aCj . 2aD 2a-1 _ ()
+20°a’D;v +7+1r¢+ajﬂjv =

T @-TDXER v IEROL, #0259 IRECENE, @-1D)afh
2a [ipo'z¢ +bj]Djv3“ +20°a’ DV +2aD AV =0

[ipazgé + b]}v_“ + Ay

2
oo

W#1D, =05 D, = - L X5 D, (r;9) 5T HXATIE . BIH f1.

% B2l-a H B=1-2a A f#1-3a ﬁﬁa>0ﬂa¢%ﬂﬁ¢1, W 3a+f—1, 28+2a-2,

2B +4a-2, 20 -1 HARET 0 HAZET 20 « T @-9)HEE v HOL, MO 5 FRBECNE, (4-9)
A

2a[ipa’p+b, Dy +ac® (2a-1) D’ +26°a* DIV 4 2a D, 4y =0

[ip02¢+bj]v"“'ﬁ +0° (2(1 —;j Y R
O'ZC(

Fie, 1Ep#1-a, Brl-2a, B#1-3a hEDHE AR,

¥ p=1-2a, KIHARNGE-9)E

fff$ D, =08 D, =~

VX5 D, (1) 5 7 A AT

oD.
[—%W +iu -+ 8tj +2aDj/12}v2“ +2a[ipo-2¢+bJDjv”’ +ao’ (2a-1)Dy>"

(4-12)
ac.
+ 20'2a2D_/2. +|: at" + ir¢} + 2aDi/11v2“_] =0

BT @120 v RO, W02 50 M RBENE, 4-12)08

2alipa’p+b; | Dy +ac® (2a~1)Dy>" +2aD, 4y =0 (4-13)
Ha :% I, (4-13)a/fk N

1 1

%[ip02¢+ijDij +%Dj(211—0'2>v7 =0 (4-14)
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L b,
T (4-14) 0= v TERAL, v 5y 2 FIREEAE, i %[ipazwbj]D,- =0, D; =05k g= ” S
LpO
-b.
D, =05D, 57 HXKFE, ¢=,p6’25¢x‘%iéﬂz%fﬁo
l

i—'.ai% i, BF@-13)RHEE v BRGT, #o [ASE, @-13)fk
2a[ip0'2¢+bj +/11v‘HJDj =0

813 D, =08 Ay =—(ipo’p+b,), D, =05 D, 5t HRFE, M 4" =—(ipo’p+b,) 5 4y
Rk, p#1-2a.
#i f=1-3a, HIHAANG-E

D

oD,
8t‘/ +2aDj/lz}v2“ +2a [ip0'2¢+b/}Dj +ac’ (2a-1)Dy™*

[—%yﬁz +iup+

o (4-15)
+20%a’ Div7e + {a—thr ird +2aD Ay =0
BT (4-14)%HER v THRROL, #0050 REFAE, 4-14)rN
ac’ (2a-1)Dyv™* +25°a’Djv>" +2aD, 4y " =0
2 1 “2a ~l+4a
o (20:—2}/ + AV
fffF D, =08 D, =~ > » X5 D (1) 5t HRMF)E
gi bk p=1-a AMAL, B f+a=1.
BRRWE C, (7:0) 5 D, (1:9) KT H K.
¥ =1-a fRNER(2-1), Q2-D)ATFAL NI R
ﬂ:(r—q)dt+vt"’dI/Vt1
Sl
dv, =k(&-v,)dt+ov “dW;? (4-16)

Ha :% i, (4-16)E[°H Heston #5244, BRIUEFKIABGE 1 A R A Heston #A T ERE FRIASUE
YNV

o % i, ¥ B = 1—a fON(4-9)f

oD.
|:_%¢2 N iuj¢ +a—tj+ 20 (ip0'2¢ i bj )D_,' + 20(20-2D_12. + 20!D_/-}»2 :|v2a
4-17)

oC,
{ 8tj +ir¢+azoz(2a—1)DJ}+20¢DJ%1VZ"‘1 =0

BT @-17)WHER v B, v IIRECN 0, Bl 4 =00 v 1 R BN H BO0ECA %, BT B (4-17)

&
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BD 1 2 . . 2 2_ 2712
L=—¢’ —iu,p-2a(ipc’p+b;) D, -2a’c”D; —2aD, 2,
or 2 ‘ ‘ (4-18)
i o irp-ota(2a-1)D
Pl irg—o a g
MR SCHR[18]3R Af(4-18) ) Riccati JTREAFE] C, (2;¢) 5 D, (z:0)
Cj(r;¢)=ri¢r+(2j_1)hj (r.¢) .
d; =2a(b; + 4, +igpo) 1-e""
D,;(r:¢)= (4A 2 2 ) ed-r ’
a‘ o 1-ge”’
1-e'"
H = .= . ] - 4
Ko, hy(z.9)=[d, ~2a(b, + 4, +igpo) |z 211{ s }
d = Za\/(bj + 2, +igpo) o (2uig—¢)
2a(b,+ 4, +igpo)-d,
&= 2a(b, + 4, +igpo)+d,
i LA B S AT 435 SV OB T RREUE BRI 4 5 P A
C(K)=¢e"P(x,v,t)-Ke " P, (x,v,1) (4-19)
Hor
x=InS,
—i(banfj(x,v,t;(b)
p-1i1 wReI:e—:|d¢’
J 2 T 0 l¢

£, (12t ) = AT

20 -1
C, (1;¢)=ri¢r+ Za h; (z.0) -
d.—Za(b.+A,2+i¢pa) 1—e?”
D. N = / / . )
J (T ¢) 4a202 1_gedjz'

d - 2a\/(bj + 4, +igpo) —o* (2uig—4)
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Figure 1. Implied volatility chart of Shanghai SOETF European call options
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