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Abstract

This paper primarily studies the pricing problem of lookback options under the time-
fractional CIR (Cox-Ingersoll-Ross) model. The traditional CIR model, due to its
neglect of long-term memory effects, can no longer fully describe some complex phe-
nomena in financial markets. Therefore, this paper introduces the time-fractional
derivative to capture more complex dynamic characteristics in financial markets. In
the research process, this paper first uses Ito’s lemma and the Delta-hedging principle
to mathematically derive the time-fractional CIR model, establishing the theoretical
framework for lookback option pricing. Then, the paper uses the finite difference
method in both the time and space directions to numerically discretize the pricing
formula. Finally, numerical experiments are conducted, and the results of these ex-

periments validate the effectiveness of the proposed method.
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fEE PR i b, SRATAEM MERTRRE, BEATELSZE LT, o5& 25
BTSRG0T R T A w2 — Pk T2k it TR &G 2, HOMERo T —Fhek
ZRNSERE G BR L AR RAUEE S, I, sl () AR SRRy &l
AR —Fh, AT P B 3R s, AR XU JIBUR 7 45 & — A BUR] (MR 5%), fERE H
B 1T DATE] 52 0 A% 0 S B 5 A LR B8 77 o ST B 2390 I A [R) AT 2 D R UIAR. (R 7T RAAE 3]
W H A7) ASe IR (B0 H AT R AT A7) . IBUE fr el — DA TR R AL (Hih
TREMBBAT B, HCBUE R BUE W 1) St B Ao T .

WIBUE W B A IE T 1A E B 2% K Bachelier [1] 78 1900 R £ (FRHLERY, Mgt H
MBI AR RS, B HE S HIHPCE M A (2, BEEANI& I L A0 B2 3 7] A5 5L
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IS A, X ARG PR, Samuelson [2] T 1965 EXF T TIEIE, (BIZBEM IR IL
A BiE3. 1973 4 Black F1 Scholes [3] F&T— RFER I H AT B-S A, ZULZEE 7N
SENT ] R Rt . (R BT RS TR, B, VP28 eSS A R R SR A, FRH T
WA, R AN R, AR SR, B EOR A, B, AN E BB AR

faray
SFo

Y. d’'Halluin(2004) [4] #&H T —MiaNE AR N ik RAIERIELS & Pud i Bt
ot AT BB WO SRR A I, 45 T B U M T 7 AR AN [0 A RS 7 4 S 1
Khabir Hl Patidar(2012) [5] #i& | — I #2553 HUE 77 6 R SR g 53 5 7 BR SR E i) st
[FHEZ M, Black-Scholes 7y 77 #E. I A B HCRH A MUK BR T, R EHCRAH B FEAI
R SEREW, ZTIERTLFMFRER.

H 1973 4F Black 1 Scholes #&H & #1[1) B-S ALK, ZAXNCOH) ZNHTE&MT. N
THETIE, B-S HEREIHR T I7 a2 5 TR 238 055, (FRIESERME&m T t, W%
SR GFIFRIAGE — AN, KA VR 2 58 6 0 R R AR R 1 3RS W i) AT T B 7
W LR R AT CIR #57L [6], Vasicek #7% [7], CEV i [8] %%,

Park & (2020) [9] KM 7 FE Al 537 4 # e 12 K He A O 2 A A IE B B80T 3045 31 1 BRER Y B
CIR L2 N EPHIIAE fr F AT 2 2o 1% B0 AN 75 ZEREAT 1 LI s 28 i sl 38 o 7 AR 4 il
JRFFIE PR H . Carr 55 (2020) [10] AT RE R FGENT SO AR gt 2] D1 ZE /R AR, il ad %
TR SRR S5 — L% Volterra 7213 3N AE CEV M CIR B8N BT IARU 4% 1 3 PR . 1
AR, 2O R AT Ia A IRZ AR S A BRZ A 2. Ly 4 (2023) [11] F T AHENE
HRgE T AWE CIR FIZBER A ok, FIHA#E CIR FIZER, 133 15 AL
M AR wla, Wit THUEEE, JRRAE 1 RRRA R

1976 4, Goldman %5 [12] X E (I B WIBGE M iH BUREAT 70T 5L, 133 1 BA TR % )
i BB HAA A A%, BEE T (R EE HIAUE O In) REAE FE R it 22 AL [13]) X6 B B8 BARH 2 11
Iy JTREBEAT R AR, 433 I B A A REEMATHE [14] FE T2 5 AR IBUE I 45
REFEME, BEFE 7B -9 SOs A T W] 2 AR e A 1)@, 493 5 IR R R G TR . 5K
HERCFIAL 4R [15] D718 T BENLA 2N B I B IBCE T A, fEH Gisanov e BRI E AL, #ES
H R ) [l B BUE i 3 S48 [16] M 1 20 5 BIE 3 1 [l BB e i, ot 70 HieAi
BIE B HEAT BT A I Monte Carlo 772K H IR BUE M . SR m AN 250X [17) A de /s —3fe
SR RIS EIIERTIE T AR B IR AN -3 HiO R B S 2 R B IRLE f il i, BEAT T AUE SR, 15
B 7 HIBOAR BB . U (18] B RE T AR B A% H IR S X oA Mis sh Ak, HAIAL
A G I RESCAT LA RO NE O, A B e 2 XA 380 1] B2 SR s 2 ) D Bl 20 T A, SR A I 5 2% A A
AR B B4 (TR AT SR, A4S T IRl TR IIBUE A 2 2

SEN FHEEAEPHMIEA: Riemann-Liouville F# [19] A Caputo ‘F% [20]. 7EFATHITF
e, FATEZRE Caputo = LT 73 Hbr S 4.

AT R 2 B i o3 77 REER Z AT AR, DRI G R T R AR I TR A 2 A BB . B E Caputo I
6] 53 BB S 50 H U594 Griinwald-Letnikov (GL) A30R L1 A3, e, BHULER GL 2
AAES 87 1) b BAA — ks B2, T L1 AXAER 877 ERA (2-0) BHRE. 5, Gao % [21]
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SINT BA (3-a) ks R L1-2 AR, Alikhanov [22] #&£H T A (3-o) BHEEM L2-1, AR,
Cao 5 [23] % Caputo ‘FEM BB =21 T (3-) Mo EHRITMBFFTH, Cao 55 [24] LA
J Mokhtari fl Mostajeran [25] - #ERf IR = E] (4-) Br. (EEERNZ, REEERSREY &KE
Caputo FHUWARSS X R BOHEAT =B Al fE, A0 AN ] (0 4 1 R K5 mT LAAS 30AS 5] (RO RS 2

SN SRR A IR R AL R U S AR AMUZ B ZBRNRAS RN, 82
B % — Bonf 1) Y PRS2, 2R S AT S IR . BT RL, I TE) S B A Y IR E
i 1) BB AFER I 1) 6

Wyss [26] T~ 2000 45 K73 T 1 AR IS F 3 6 R AUk, 550 J5L A 55 773 2 43 5o A B2 5
$2 7B IE] 23 B0 Black-Scholes MABCE AN LAY FH A% bR Bk HOR A 5145 T RO BUI 4% 1) P =X
fiff.. Jumaire(2008) [27] 7EZ HLB [A] 70 Z M Black-Scholes 1584 f#E T 244l b, {FH Taylor 2
X, 537 A5 B Black-Scholes #%, Zhang % (2016) [28] 1918 7 Wk 2 WIA A 18] 43 H b
Black-Scholes #%! (TFBSM) HIEUER. #3& 1 HA 8 ks BEAIIS 18] 2—a kg 2 1 B e
HEEM A Nourian 55 (2022) [29] it 5] N —2H 38 17N R EOR SR AR 7] 73 30F) Black- Scholes
TR, PRI T IREMG TR FER 4 T BUE S5 . Taghipour Al Aminikhah(2022) [30] $2H T —Fb
F T8l Pell BN mBOENCE 7%, H T SRR ] 73 8B Black-Scholes 772, £ Pell 2 T
AL BTG NG B Pell B3, JF FHRIX LL s BN AL & ROBALAR, 25t T BUETT
1ELE Sobolev 7% [8] A (R SICE: 43 #7

ESCIE MR, ) 53 HeB Black-Scholes #E4 H 22 S ) Black-Scholes T 45 R E A, 13
) (R RN b TN SR

ARSCHEFE T Ta) 3 20 CIR AR [m] B AR e A 1), A58 T I 8] 20 BB CIR Y [ 22
WIBLR M R, A Tto 5 ERAN A b B, R — RS A BRI E N A, B
S STERT 5 23 ) 7 [ L1 A ORI BRZE 23 7 vE R A R T BB, B e AT S R A, BB &S
BOAE 7 TR O VE R A RO

2. FEZ#M CIR fRE T EZ2HAEN AN
AHIGE Y 1IN E 2> Her CIR AR IS IR A E 3, BRI - e
dr = a(b—r)dt + o\/rdW;, (1)

Horbr o PMEIRVEIERE, b NKIIEAKT, oy/r ARIFREEBIE, LU W) A EE).

2.1. CIR R TEEEMGFEMRE

FHRRAT G AR B, FEEGIFAMEMENHER TEENEM. &
BRI RASMNMERGTR, EHE AR HIGmESA S G N BIERMTE R HEF R
SFFREN 2K, & P(rt,T) &on CIR AT ¢ 1210 %F B2 657, B Kolmogorov
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dS = rSdt + o1 SAW,
(6) T UL 5 2 BE AL I A
dr = a(b—r)dt + oo\/rdW],

Hrp Wo R W o RAIES), H Cov(dWe, dW]) = pdt , p € (—1,1), a,b NHEEL

(2)

(3)

(4)

[ B2 SR Oy 5k B AR AR AU AL, Holle 2 5 AR A %, B R AR 0N T, 4t Rl B2 IR
V(S, J,rt) s R EN T . FE—MREAS I, Kb @& — M ATAIESR V(S, J,r,t),A 135

RBEr= S(t) Al Ay i EEFEMSF P(r,t), W ¢ BZETHAHE T NEN

M=V —-A;§—-AyP.

H1 1to 5128, AT LAfS 2

dll = dV — A1dS — AydP
L(OV VAT 1, PV 1, &PV 02V
= (81& Tosar a0 g T g% g HInonrgay | di
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_(OV OV 1LV 1, BV o2V
dll = ((925+&]8t 50'15 w‘f’ 5 a5r or a7 +S(710-2\[/0858 dt
oV Jor opP
~ 9Pjor [r —alb—r )37“ dt. (6)
1 oA JE B ]
E(d1l) = r1ldt,

To&, B EIE CIR AL [m] B2 IR 2 Wk ok 73 5 R

oV aVaJ 1 , ,0°V 2V 1, PV
ot a7 ot 5”15 a5z TSNP Gen 50 Gy
GOV OV
TR J X ¢ ARk S, BRI ERA T Ha AT &, @ X
¢ 1
70 = [ (s.)rarl ®)
Jn(t) X ¢ TR, WAL dJ, () = LI ()Srdt. 2 n — oo B J = Jim (1) = max, S.,
T B SUTALS, < J = max S, % S < J W, lim LIS = lim %(Ji) = 0; B F
{S=J,0<J<00,0<t<T} REMXIBIHIDGE, %‘ﬁ‘%bn)\*/\m%,«ﬁ:
av
5715=7 =0, (9)

"B R <R R SO U A SR A B 7 O s B A R AL AR 7K el A KA AR R A 2 ANURR R
ik, BAMSET CIR BEAT Bl 8 BIPIBLH) A .

&+ 10752 gSZ + Salagﬁp—gggr + %agr%i‘; +alb—r)2¥ +r52% —rV =0,
(S,J,T,T)—J*S, (10>

%LS‘:J =0.

B b i ) () BE RO SR T B OB )R B0 S8, 2 SO 22X, Hodr, o€ (0,1), WA

0*V 32 1 32 (3V oV

v 1
ate 2

HA o Hor S5 8(;}1/ E X NAHEIER Riemann-Liouville $%54

0%5’2

', 0<a<l.

v 19 /T V(S,t) —V(S,T)
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EXMESH t=T—7, V(t)=U(T —71), X Caputo FH D2V HifH /3 HH FH TV 1
KEA

1 d TV
I'l—a«)dt ), — 15)’JZ
1 —d [T V@

DV (t) =

'l -—a) dr Ty df
1 d TV(T n) )
(1 —«) dT/O 17)0‘ i
-1 d TU U(O)d
(1 —«)dr J, —n)e K
B 1 d U(n) 1 d [T U0
[ - a)dr Jy e ]
1 U17 e
[ I'1-—«) dT/O a —vo (1_04)]
T U/(/r]
'i—a)J, (t—n)
D (12)

AR B T3 RE (11) e eIy LA i 1 i 1) 23 b fh ik 23 5 e

1 o*U 32 1 02U
aU oUu

3. BFE B CIR 1R NEIEBHARMN IR BB E R

/N TR B E A A TR — A I A T m L o T RE, AT A, K B A o)
TR G AE, RIEEIRATTE 0 S A Bk AT R, DR A AT RE TGV SRR, BT DAFEARTT, Al
XA A RAER R 7 A L1 A, RS R J7 [ A B 22 70 5 i b AT B B, SR 5 45 31 1) B9
HREER Matlab SRf#.

P = YR LA INA% S O o il RIS r Sy oy B, BETE) ¢ O 2 b, [RDEE SR DX 5
QO={0<S<J0<r<RO<t<T}H#ITWKAN: XFXIE [0,] AT M 5, XIE [0R]
HEAT NS5y, DARHIXIE [0 T) AT K %845, B AS = &, Ar = £At = L, X UL A
S; = iAS,r; = jAr, ty, = kAt BRI .

T, X IR R (13) 76 WA LA 2 o ks AT S, Bk, TERTIE T S Ll
AL

AT~ =
sDU(T%) = T oo Z(bk 11— b )U (T — b U(7°)] + O(AT279),
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UL, Uk — Uk, 02Uk Ul — 20k 4+ UL,
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oSor AASAr ’
BB B I 2 & AN (13), B 2080 A w75 F2 1 2 BOE 30

k-1 202 JTk k k
0282 Uk, , — 2UF, + Uk,
bOUi’fj— Z(bk—l—l — bk—l)Uil,j — bk—lUgj — p ; +1,j AS,; 1,5
=1
+ pagrj Uv:’fj+1 - QUfj + Uﬁj_l + pa(b— 1) Ufﬁl - Uffj_l
2 Ar? J 2Ar
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—l—peri ’;AS - —prjUfj
g Ufir o = Uf o = U U 14
+ pSio102/Tjp IASAL . (14)
Hep=ArT(2 - ).
g EE B J5 ] LA1S 3
k-1
(br—1 — br—1—1)U;} ; — b1 U,
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_ pSialgzﬁpUk L (prSf B perZ-) P PSi0109.\/T;p -
AASAr i—Lj—l IAS2  2AS 7 imLi AASAr i—1,j+1
2 2 Q2 2
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Qa2 ~aay Wi~ (g + 80 ter DU
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IASAr  Urritn (15)
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B AASAr [2AS2 QAS]’
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k _ 77k k k k k k T
Hp U* = [Ul,l?""Ul,NflﬁUQ,l’"'UZ,N717"'?UMfl,l?UMfl,Nfl] .

ar b

ca az by

bM72

CM—1 OGpm-—1

a; =

6 1
di,l di,l
1 6 1
_di,2 di,2 di,2
1
di,N—Q
1 6
_di,N—l di7N—1
2 1
di,l _di,l
1 2 1
di,2 di,2 _dz 2
C; = -

1
_di,N—Z

1 2
di,N—l di,N—l

F= [¢p(1)+diUro —dj Uz, d(2),..., p(N — 2),
(N = 1) +dy_ Ui n +di y_1Ua N, 9(2), o (M —2),
0(1) + djyy 1 1 Uni—2,0 + d3Un1-1,0,0(2), ..., (N — 2),
O(N —1) —dy_y yUnr—2n +dy_ U1 n]"

¢(j) = di ;Uoj-1 + di ;Uo; — di ;U j1, 0(5) = —diy ;Unij—1 + iy ;Unij + diyg jUnsjrs (i) =
[} Ui—10+ diUi o0 — d} 1Uit10,0,...,0,—dj y_ Uiy v +dX_Uin +d} y Uiy n]"

Hk, TR AT ARG 5% AT B L

igha&tE: r=00F, U, =J-8;,i=0,1,...,M, j=0,1,...,N;

S=0mf, Uf =J j=01,...N, K=01,..K;

A .
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FREIBEN A XA E ARG, BT MER] Matlab BEATSRAE, mWIER 2 DLLGL SR, 5
PRNLAENZ] 7 = T W EBESE, X R BEAT LI EE, SRR So FIFI ro
RIS o

4. BUELW

K= AT b — /N5 B B HUS BAAUE & T Matlab K, @3 B HI5E Lk
FERIA RN FEBIEEEE PR, BBhs 1% = MwIaE A& 85, 90, 95, 100, FIEEFIZEH 0.02,
PEE IR B H N 1 F (T=1),[5min, Smaz) = [0, 140], [Fmin, Tmaz] = [0,0.25], M = 100, N = 100,
PAK HoAh B 800 R BUN o = [0.9,0.7,0.5,0.3 0.1],a = 0.3,b = 0.7,01 = 0y = 0.15, p = 0.5.

il Fid S, DAHERIREZ K (K=100,200,500,1000) Hit 5PN M R KGAE %05 5104
Btk KRB SR Matlab JEATSRAR, 13 BB K (0 BB AR -

Table 1. The option prices under different time steps when o = 0.9
F 1. a=0.9 BARRR DT RN

VUG K =100 K =200 K =500 K = 1000
85 24.4501 24.4449 24.4419 24.4409
90 22.0929 22.0882 22.0854 22.0845
95 19.7356 19.7314 19.7289 19.7281
100 17.3784 17.3746 17.3725 17.3717

Table 2. The option prices under different time steps when o = 0.7
F 2. a=0.7 BRI T RN &

VUG K =100 K =200 K =500 K = 1000
85 26.5401 26.5329 26.5287 26.5274
90 23.9936 23.9871 23.9833 23.9821
95 21.4472 21.4413 21.4379 21.4368
100 18.9007 18.8955 18.8925 18.8915

Table 3. The option prices under different time steps when o = 0.5
#F 3. a = 0.5 BRI RN &

VUG K =100 K =200 K =500 K = 1000
85 28.1772 28.1710 28.1672 28.1660
90 25.4831 25.4774 25.4740 25.4729
95 22.7890 22.7838 22.7808 22.7798
100 20.0948 20.0903 20.0876 20.0867

R-E SR B T AFE SR o0 ARFIBEZENAE S W RZPR T RN . WEED], b
HBCEM R ETE, RIEE BB RS N B BRI R AR, I AOBOR BN, IR R
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Table 4. The option prices under different time steps when a = 0.3
R 4. a=0.3 AR AN

VIGEIAG K =100 K =200 K =500 K = 1000
85 29.4652 29.4609 29.4583 29.4575
90 26.6551 26.6512 26.6489 26.6481
95 23.8451 23.8415 23.8394 23.8387
100 21.0350 21.0319 21.0300 21.0294

Table 5. The option prices under different time steps when a = 0.1

F 5. a=0.1 IR BN

YIGEIAG K =100 K =200 K =500 K = 1000
85 30.4729 30.4713 30.4704 30.4701
90 27.5722 27.5707 27.5698 27.5696
95 24.6714 24.6701 24.6693 24.6691
100 21.7707 21.7695 21.7688 21.7686

ZEETREE, WM ViZ kA k. teah, X2 DREATLUE W, 528 o BIEX Y
B B2 R0, BB o M0, SR A% IZHTHE K

5. 518

FEASCH, AT T I 18] 73 Kb CIR BT [al SR AR 52 i ).l — R HES:, 15
H I 1R) 23> B IR AR T (o] B2 B s /2 IR A A 3o 35 2 sUAE I [R) 5 2 [ 77 e 14T B 1
fJE ] Matlab BEATEUESRAR, BEFC 7R AR ASRE S EOHIBAN M 52T, BUEEREAIE 1 %07
R R

EEUH

B X HARHFHEETH (No. 12071479).
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