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Finite Volume Schemes for Pricing Merton
Jump-Diffusion Option Model

GAN Xiao-ting, XU Deng-guo

School of Mathematics and Statistics , Chuxiong Normal University , Chuxiong Yunnan 675000 , China

Abstract: A finite volume method has been developed for European option pricing under the Merton jump-

diffusion model. Based on a linear finite element space, both backward Euler and Crank-Nicolson full dis-

crete finite volume schemes are constructed, and the discretizarion matrices are M-matrices. For the ap-

proximation of the integral term, an efficient linear interpolation technique has been employed. Numerical

experiments demonstrate that the methods proposed in this paper are effective and robust.

Key words: Merton jump-diffusion option; finite volume method; full discrete scheme; numerical experi-

ment
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