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Abstract: In this paper, we present the solution of Black-Scholes fractional partial differential equation with two assets in the Caputo
fractional derivative sense by the Aboodh decomposition method. This method is a mixture between new transform called Aboodh
transform and the Adomian decomposition method.
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1 Introduction, motivation and preliminaries

Partial differential equations of fractional order arise in many fields of applied sciences such as applied mathematics,
biology, physics, electrical circuits, industrial,etc. Therefore several authors have turned their attentions to solve such
equations. In literature, several numerical methods used to solve linear and nonlinear fractional partial differential
equations such as Variation iteration method (VIM) [1, 2], Homotopy perturbation method (HPM) [3, 4], Adomian
decomposition method (ADM) [5, 6], reduce differential iteration method (RDIM) [7], Natural decomposition method
(NDM) [8, 9], Laplace decomposition method (LDM) [10], Aboodh decomposition method (ADM) [11] and, so on.
Laplace, Natural, Ezaki, Sumudu, Aboodh, Shehu, and many others [12—17], are different types of integral transforms
that are used to solve linear ordinary differential equations, partial differential equation of integer and fractional order.
Nonlinear differential equations cannot be solved these integral transforms. Therefore, researchers are combining these
transformations with many other methods [1, 3], among them, the Adomian decomposition method (ADM). The idea of
this approach is to solve differential equation by expressing the solution in terms of an infinite series, moreover separate
the linear and nonlinear terms. The nonlinear parts can be expressed in terms of Adomian polynomials, and the initial
approximation solution can be obtained from the initial condition and the terms of independent variables, then by a
recurrence relation, we can find other terms of the series. Now we feel compelled to combine the Adomian
decomposition method with a relatively new integral transform called Aboodh transform, in what is known the Aboodh
decomposition method (ADM). The Black-Scholes partial differential equation was firstly proposed by F. Black and M.
Scholes, this model was used to explain the financial derivative and applied to investigate and describe the conductance
to option pricing in market, for more about Black-Scholes models see [18-20]. In recent years, many researchers have
been discussing and studying the Black-Scholes model of fractional order with one and two assets. For example, in [21]
the author studied and used the Black-Scholes equation of fractional order to call option price for bank foreign exchange
in China. In [22] the authors used an arithmetic Brownian motion to propose an option pricing equation. However, there
are so many different methods developed to obtain the exact and approximate solutions of the Black-Scholes model. For
example finite difference method [23], Homotopy perturbation method [24], Mellin transform [25], the Quantic B-spline
function [26]. In [27, 28] the authors used the Laplace- homotopy perturbation method and the Laplace- decomposition
method (LDM) which are a combination of Laplace transform and homotopy perturbation method, Adomian
decomposition method respectively.
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The classical Black-Scholes differential equation with one asset, which describes the price of the option over time
[18,29] is defined as follows:

af 2202 f af
G+ 058525 +rSSe—rf =0,

Se%’*,r €10,77],
with terminal condition:
F(8,T)=max{0,S — k},

and the classical two assets Black-Scholes PDE for European-style option has been defined as follows:

NE

—f+12 25 iiSiS i ——— + Si( af (1)
L L avmssge s st 3h =11

i=1j=1
SI;SQ €%+7T € [OvT]a

with terminal condition:
£ (81,82, T) =max{0,C;S| + C,S, — k}, and boundary conditions:

f(81,8,,7) =0, S; and S, — 0,
f(ShSZaT) :CISI‘f'CZSZ_keir(]!r)7 S1 or Sy — oo,

where f = f (51,52, 7) denotes the call option which depends on the underlying stock prices Sy, 5> at time ,
for more about the model 1 and the definitions of the parameters, see [30].
The two dimensional pricing problem based on the Black-Scholes equation (1) is presenting which is defined as follows:

o Lgg 2t | Lg?) 2 of | ¢ of

Fra asz 5252352+p615251S285185 JS, +52852

+r [51 }—VfZO 2

with terminal condition:
f(Sl,Sz, T) = max{O,ClSl + 8, — k},
and boundary conditions:

f(S],SQ,‘L'):O, S] and Sz*)(),
F(851,82,7) =C181 +C28y —ke "T=7) §; or Sy — oo,

following the steps given in [30], we get the fractional Black -Scholes model of two assets which can be written as:

02 u 02 u 0%u
Diu= —62 52 016 ——— 3
u= laz 282 1628)(8)17 ()
with initial condition :
u(x,y,0) = max{0,cie* +cre¥ —k}, 4)

and boundary conditions:

u=>0,
| X371 + 563
u=cie*+ 50, t4 2% —k x —> o0 or y— oo,
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where DP. is the time fractional derivative in the Caputo sense, with o € (0,1] and
152 152
Cq :Cle(riiél)r, CZ:CQQ(rif%)T_

In the present article, we apply the Aboodh decomposition method (ADM) to calculate the explicit solutions of the

Black-Scholes model of fractional order with two assets given in (2), this method is an efficient and easy to implement to
solve such problems. This approach constructs an approximate solutions in term of an infinite series.
The article is formed as indicated below: In Section 1, we present the mathematical model of the standard Black-Scholes
PDE. In Section 2, the definitions of Caputo derivative and the Riemann-Liouville fractional integral and some basic
properties are given. In Section 3, we present basic definitions of Aboodh transform, and Aboodh transform of some
functions and derivatives. In Section 4, the basic idea of the Aboodh decomposition method is presented. In Section 5,
numerical examples are given . This paper ends in Section 6 with conclusions.

2 Preliminaries

Herein, basic definitions and some of the main properties of the Caputo derivative and the Riemann-Liouville fractional
integral are presented.

Definition 2.1 [31, 32] A real valued function g(¢),z > 0, belongs to the space Cq, 0 € R if there exists a real number
q>astg(t)=1g(r), where g|(t) € C[0,).

Definition 2.2 [12] A real valued function g(¢),7 > 0 is in Cif,m € U{0}, if g" € Cq.

Definition 2.3 [31] Let g(x,7) € Cq, (0t > —1) be a continuous function. Then the Riemann-Liouville integral can be
defined by

t
1 "
[ot :_/ _oya—1
g(x,1) Ta). (t—p)" g(x,p)dp,
0
where,

I'(a)= /e*’t“*'dt,Va >0,
0

is the Euler Gamma function.
Definition 2.4 The Caputo derivative of order o > 0 of f(x,7) can be defined as:

_r—o—1 _(n) .
fé%d& n—1<a<n,

D% (g(x,t) =
(o) {g(")(x,t), o eN.

Depending on the previous definitions the well known properties are :

1.D*IPg=g, a>0,

n—1
2I%D%g =g — ng(x,O);(—k,, oa>0, o€ (n—1,n ,neN,
k=0 :

3.0%V1 = %(t)”“", a>0, v>0 >0,

4.D%V! :%(r)““”, a>0 v>0,t>0.
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3 Aboodh transform

In this section, we present the definition of the Aboodh transform, and we give same fundamental properties of this
transform.
Let B be a set of functions defined by:

B={g(t):3C,r1,rs >0,[g(t)] <Ce™™},

where, C is a finite constant, and ry, r, are finite or infinite. Then, the Aboodh integral transform [15] is defined by:

oo

1
Alg)= . [ge dt,v > 0. (5)
0

By simple calculation, one can obtain the following results:
3.1 The Aboodh transform of some elementary functions:

1

v2’
rp+1)
A[IM]ZW7 0§u7
1

A —at —

[e } vZtay’
4
v(v2+a?)

Alsin(at)] =
Furthermore, the Aboodh transform is linear, i.e.

Alaf 4+ bg] = aAf + bAg.

3.2 Aboodh transform of some partial derivatives of g(x,y,t):

[dg] g(x,5,0)

A E] _VA(g)_fa
_azg .2 1ag(xay50)

A _W:| =V A(g)f;T*g(x,y,O),
[0"¢] 09"

A _8xn} o 8x”A(g)'

3.3 Aboodh transform of fractional order of g(x,y,t) :
(1) For Riemann-Liouville derivative:

" D* *g(x,y,0)

A[D,"‘g]v“lA(g) ],1<n1§a<n.

= Vk+2
(ii) For Caputo derivative:
n—1 no—k
D 0
A[Dtag] = Ag)— Z %] nm—1l<o<n.
k=0 v
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4 Analysis of (ABDM)

In this part, we explain how the (ABDM) works, thus, we consider the nonlinear fractional differential equation in the
form:

Diu(x,y,1) = L (u(x,y,1)) + N (u(x,3,1)) + g (x, 1) (6)
with initial conditions D’gu (x,59,0) = fr,k=0,....n— 1,, where D*u (x,y,t) is the Caputo fractional operator, g is
known function, L represents the linear differential operator, and N is the nonlinear differential operator.
First, by taking the Aboodh transform for both side of equation (6), we get:
A[D}u] = A[L(u)] +A[N ()] + Alg (x,y,1)], ©)

depending on the properties of Aboodh transform given in section(3) and the initial conditions, we get:

m—1
Alu] =v AL ()] +v AN )]+ Y v (x,,0)+ v *A[(g (x,3,0))], ®)
k=0

now, by applying the inverse Aboodh transform for both side of equation (8), we obtain:

u=G+A"" W *A[L(u)]+v AN ()], )

where, G(x,y,) represents the terms arising from the non-homogeneous term and the initial conditions. Now, assume
that the solution of (3) can be expressed by the following infinite series:

W=y n, (10)
n=0
and, Nu(x,y,t) is replaced by the series of the Adomian polynomials [6] given by:

=)

Nu (x,y,t) = ZAm(uo,ul,uz,...), (11)

m=0

where,

1 ar >
Ap=—— IN Y Ay, m=0,1,2,...,
A=0

m=0

equation (12) is the coupling of Aboodh transform and (ABDM).
Comparing both sides of equation (12) we obtain the following general recursive relations:

substituting equations (10),(11) we obtain:

=)

Z Uy = G+A™!
n=0

+V70‘A lZAn(MO;M17u25"')‘|‘| ) (12)
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4.1 Applying Aboodh decomposition method on fractional Black-Scholes model

Herein, we apply Aboodh decomposition method to Black -Scholes model given in (3) with respect to the condition(4).

Taking the Aboodh transform, we get:

9?2 u %u 9%u
o 2 ; A
A(Dl u(x,y,t)) ( 6] dx 2 52 dy 2 P516zaxay) 7

(13)

by substituting Aboodh transform of the Caputo fractional derivative with respect to ¢, then using the inverse Aboodh

transform equation,(13) becomes,

8u %u %u
_ —-1|,—«a 2
) =t 0) 447 v (307 554 38358 paie g2 ) .

applying the (ADM), we represent the approximated solution as:

U= Z Up,
n=0
next, we substitute equation (15) in equation (14) to obtain:

QZZM,, 82§un 82§un

ZM”:”0+A71 v oA _61 az +5 62 82 +p 16278))

n=0

from equation (16) we have:

up = u(x,y,O)
Uppg =A"! [V*aA(lslzaa;n +3 62233'42'1 +p6162§x3;)} ;n >0,

then, we can write u,u,...,U, in the general form as:

up = u(x,y,0) = max{ce* + c,¢’ — k,0},

2%y | 1 5 0%uy 9%ug

Ml(X,y,t):A71 |:vaA( 6] Ox .2 +3 52 a b P&&m)}

RS 1 ' 1
=A"! [v ¢ (Eﬁfmax{c]ex,O}qLES%max{cle),O}) W]

tOC

1 1
= m <§5]2max{clex,0}+ 5522max{c|ey,0,}> y

" 1 1 ,
u,,(x,y,t) = m (5612”1'113.)( {bleX,O} + 5622”1'113.)( {ble),O}) s

finally, the solution of equation (3) and (4) is given by the following series:
tnOt

ufmax{cle +C2€y k0}+2m

<2n62”max{c1e 0}+ max{c]ey,O})

(14)

as)

(16)

A7)

(18)
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choosing the initial condition in the form:

u(x,y,0) = {0,cre* 4 cre” — k} + et (19)
the solution of equation (3) will be:
u=max{0,c1e* + cr¢’ —k} (20)
" e l o | ,
+€x )t +Zm ESIHmaX{C]EX,O}+ﬁSZHmaX{CIE},O}
o0 n+l al—v(lJra) 62 52 n
X4y [ St e ST S
te Z I'(1+a+na) <2 TP '52)
"r(l+a) (8 8 el
x+y -2 S .
Z T(1+na) ( 2 T TPak

5 Application

In this part, we present a numerical example of the solutions to illustrate the explicit solutions, we use the following
parameters given in table (1), to compute the solution of the European call option.

Table 1: Financial parameters.

parameters value
k(dollars) 50

r 0.03
T 2

O] 0.10
o) 0.15
p 0.50
C 3

6 2

Depending on the values in Table 1, we get ¢; = 3.15 and ¢, = 2.07, for @ = 1, the solution of equation (3) subject to
initial conditions (4) ,(19) will be equal, and given by:

u(x,y,t) = max {3.15¢" +2.07¢” — 50,0} 4+ max {3.15¢%,0} {eO-OOOOSZ ~ 1} +max {2.07¢",0} [*' — 1], 1)
Figure 1, shows the surface plot of equation (21) with# = 1 and 0 < x,y < 100.

Note that the solution (21) is the solution of the classical Black-Scholes partial differential equation given in (2), if we
choose o # 1, say 0.9, then the solution of equation (3) with respect to condition (4) can be calculated as :

= (0.005¢
u=max{3.15¢"+2.07¢" — 50,0} + max {3.15¢* O}Z(()T—i—)l) (22)
= (0.0112)"
2.07¢”,0 —_
+max {20770} ) R 5001 1)
Figure 2, shows 3D plot of equation (21) with # =1 and 0 < x,y < 100.
and, the solution of equation (3) subject to initial condition (19) can be calculated by:
u(x,y,r) = max {3.15¢* +2.07¢” — 50,0} + ¢* 1% 4 max {3.15¢",0} i _(00050)" (23)
e : : ) : 3 (0 9” + ])
= (0.011z)" = (0. 024;09)
2.07¢%,0} )e< 109
+max{2.07 ; [09n+1) Zl 09+ 1)
( sy 0.9 i 0 024t0 9)
) 024 roosn+1)
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Fig. 1: The explicit solution # with 0 <x,y <100 and ¢ =1 .

Fig. 2: The explicit solution u with 0 < x,y <100 and r = 1

Figure 3, shows 3D plot of equation (5) with# = 1 and 0 < x,y < 100.

6 Conclusion

In this study, the mixture of the Aboodh transform and the Adomian decomposition method is applied to solve fractional
Black-Scholes differential Equation with two Assets, to test the efficiency of the method, we apply this method on
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Fig. 3: The explicit solution # with 0 < x,y < 100 and 7 = 1

numerical examples, by using the initial condition only this combination of two methods is successfully implemented,
this method is simple and accurate to find the approximate and analytical solutions of initial value fraction partial
differential equations, the obtained solution is coincide with the solutions obtained by published papers, thus we strongly
recommend this approach for solving linear and nonlinear fractional differential equations.
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