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Abstract

We discuss simulation of sensitivities or Greeks of multi-asset European style options
under a special Lévy process model: that is, the subordinated Brownian motion model.
The Malliavin calculus method combined with Monte Carlo and quasi-Monte Carlo
methods is used in the simulations. Greeks are expressed in terms of the expectations
of the option payoff functions multiplied by the weights involving Malliavin derivatives
for multi-asset options. Numerical results show that the Malliavin calculus method
is usually more efficient than the finite difference method for options with nonsmooth
payofts. The superiority of the former method over the latter is even more significant
when both are combined with quasi-Monte Carlo methods.
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1. Introduction

1.1. Subordinated Brownian motions Empirical studies using real financial data
from German, Brazilian, North American and Chinese markets [10, 11, 33] show that
the Lévy processes based on generalized hyperbolic (GH) distributions can fit real data
much better than the well-known Gaussian process for the rate of returns of financial
asset prices. Among the GH processes, the normal inverse Gaussian (NIG) and the
variance gamma (VG) processes are becoming more and more popular in practice,
because they can fit real data better than the Gaussian process. Moreover, their sample
paths are easier to obtain than more complex Lévy processes, since both of these
processes can be expressed as subordinated (or time changed) Brownian motions.

A positive and increasing almost surely Lévy process {Y;};»9 is called a
subordinator [6]. If {W,};>¢ is a Brownian motion and {Y;};>¢ is a subordinator such
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that {W;};>0 and {Y;};> are independent of each other, then the process {L;};»¢ given by
L, =0Y, + oWy, (1.1)

is a subordinated Brownian motion (SBM), where 6 and o are constants. If {Y;},5¢ is
the inverse Gaussian (IG) process or gamma process, then {L;},», given by equation
(1.1), is the NIG process or VG process, respectively. Let ¢y, (1) = E(e™") be the
characteristic function of a subordinator (with i = \/—_1), and let Yy, (u) = log[E(e™1)].
Then the characteristic function of the SBM L, given by (1.1) is

‘PL,(”) — E(eiuL,) — E[eiu((JY,+chyr)] — E{E[eiu((ﬂﬁo'Wyr)IYt — y]}
— E[eiué}Y,E(eiO'uWlet — y)] — E[eiueyleiz(rimyﬂlyt — y]

— E[ei(u0+i0'2u2/2)Y,] 1

= @y, (ub + Eia'zuz).

A random variable X has the IG distribution with parameters ¢ > 0 and y >0
(denoted by X ~ IG(6, y)), if its probability density function (PDF) is given by

(x— o
fio:6.9) = 3y exp| - L5520 | e (0,

where R is the set of all real numbers, the indicator function of the set {x € R : x > 0} is
defined by 1{yer:x>0;(x) = 1 if x > 0, and 1{,eg.x>0)(x) = 0, otherwise. The characteristic
function of X ~ IG(d, y) is given by

ox(u) = exp[—é( Y2+ 2iu— y)]

At time ¢, the value of an IG process {Y;};>0 with parameters 6 > 0 and y > 0 has
distribution IG(6t, y). Thus, its characteristic function is

oy, (u) = exp[—ét( NP2+ 2iu— y)]

A random variable X has the gamma distribution with parameters a > 0 and b > 0
(denoted by X ~ I'(a, b)), if its PDF is

b 1 ik
fr(x;a,b) = @Xﬂ L™ 1 eris0)-

The characteristic function of X ~ I'(a, b) is given by

extw =(1-2)"

At time ¢, the value of a gamma process {Y;};»9 with parameters a > 0 and b > 0 has
distribution I'(at, b). Therefore, its characteristic function is

enw=(1-")"
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The density of the one-dimensional NIG distribution is given by

] _ad Ki(@ 6 + (x — p)?) E—
fNIG(x’ (I,ﬂ, 6’ /'t) - ? m GXP[(S aZ _ﬁZ +B(~x - :u):l’

for x € R, where K;(x) is the modified Bessel function of the second kind with
parameter one [1] and @, B,  and u are model parameters for the NIG distribution.
These four parameters in the model can be estimated by a maximum likelihood method
or by matching the theoretical and sample moments. More details about definitions,
properties and some applications in finance of subordinated Brownian motions can be
found in the literature (see, for example, [6, 10, 29]).

1.2. Methods of option sensitivity estimation Consider a European option whose
payoff f depends on p asset prices S (TD, ce S (T”) at maturity time 7. Define Sy =

S (TU, oS (Tp)) as the asset price vector at maturity. Under some risk-neutral measure,
the option price or value can be expressed as (see, for example, [6] or [14])

V=V(©SoKZnrT) =Ele"f(S)],

where Sy = (S E)l), .8 g))) is the initial asset price vector, K is the strike price,
2 = (07ij)pxp 1s the covariance matrix of the asset price returns (assumed to be constant
in this paper), r is the risk-free interest rate (also constant) and f(S7) = f(S 7, K) is the
option payoff function. A risk-neutral measure, such as the one in the above, is unique
under the Black—Scholes—Merton model for the underlying asset prices, but it usually
is not unique under a model with jumps for the asset prices.

The option sensitivities or Greeks, such as

ov A% A% ov
IZTa FIIZT’ FIZZW’ (VH:—,
a8, a(Sy")? 88 ,°8S do 1y
ov ov ov
(Vu:% pzﬁ and 9=6—T,andsoon,

are important in financial trading, hedging and risk management, where the indices i
and j in I';; refer to the sensitivity of the option price with respect to the initial asset
prices Sg) and S f)j), respectively, and, in V;;, the indices i and j refer to the sensitivity
of the option price with respect to ;. The values of Greeks are even harder to obtain
than values of options themselves.

Conventionally, the central finite difference method is used to estimate the Greeks,
since it is more efficient than the forward or backward finite difference method. For
example, with the central finite difference method, A; and I'j; are approximated to be
(see, for example, [14, p. 379] for the case of a single asset)

OV V(So1) = V(So2)
T e T )
sy 24S |

y (1.2)
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where So = (S(,....S7), Sog = (Sgss ..., ST for g = 1,2,

S(()I)I:S(()j)erS(()j) for/=j and S(()l)leg) for [ # j,

Sy=8y —dsy’ fori=j and S3, =S forl#j,

where dS éj ) is the increment in S (()j ). Other Greeks can be approximated similarly.
The plain or crude Monte Carlo simulation method is used to estimate option values
appearing in the above expressions of Greeks. The choice of dS E)’ ) is critical for

applying the finite difference method. The value of dS f)j ) cannot be too small or too
large. One criterion is that small changes in dS (()]) will not lead to large changes in

the Greeks. In many situations, the choice of dS éj '~ S (()j)/ 1000 will be good enough.
Another very important consideration is the method for choosing the pseudorandom
numbers needed for simulating expectations so as to obtain option values for each
Greek by the finite difference method (see, for example, (1.2)). To obtain the best
possible convergence in the simulation of the Greeks, it has been shown that one should
use common pseudorandom numbers for all expectations appearing in each Greek (see
the article by L’Ecuyer and Perron [22] for more details on this issue). However, the
central finite difference method is difficult to apply when obtaining Greek values for
options with nonsmooth payoff functions. The likelihood ratio method is useful if the
density functions exist [14].

A third approach, the Malliavin calculus method, was proposed about fifteen
years ago and shows advantages over the other two methods for exotic options, as
demonstrated in the literature [12, 13, 24, 34]. The main idea of this method is to
express the Greeks in terms of option payoff functions multiplied by weight functions
that depend on Malliavin derivatives.

1.3. Elements of Malliavin calculus Here we give a very brief introduction to
some basic facts on Malliavin calculus. For details, readers are referred to the book by
Nualart [26]. Bally [3] and @ksendal [27] provide two other sources for an elementary
introduction to Malliavin calculus. Nunno et al. introduced Malliavin calculus for
Lévy processes with some applications in finance in a recent book [9].

Fix T>0, peN, geN and let {W, =(W", ..., W?)}50 be a p-dimensional
standard Brownian motion in R”. For any ¢ € [0, T], let F;, = o(Y,, : u € [0, ¢]) and
Gi=ocWy, :uel0,1]). Let F=(Fy,...,F,;) be arandom column vector in RY,
measurable with respect to Gr = o(Wy, : t € [0, T]). Denote the Malliavin derivative
on the Gaussian space with respect to the kth component of the underlying Brownian
motion by D® and define

D,F;=(D\"Fy,....,DFY, k=1,....q,

where the symbol s refers to the time variable for the Malliavin derivative {DFy : s >
0}, which is also a stochastic process (see [12] or [26]).
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Furthermore, denote the Skorohod integral [26] over (0, Y7] with respect to the kth
component of the underlying Brownian motion by &;: that is, for a suitable smooth
stochastic process {G;};>o in RY,

Yr
o(G.) = f G oW®,
0

where the multivariate Skorohod integral is taken componentwise. The two operators
D and ¢ are linked by the equations

Yr
Si(F,G.) = (6,(G.), F) — f (D®F,G,)dt
0

and y
E[ f (DY F)G, dt] = E[F5,(G.)]
0

for Fe D'2,GeDom(6)andk=1,...,q.

So far in the literature, application of Malliavin calculus to Greek estimations
has been mainly used for asset prices under (geometric) Brownian motions. Davis
and Johansson [7] discuss simulation of Greeks of options under jump-diffusion
processes for asset prices, while Kawai and Kohatsu-Higa [18] address simulation
of option Greeks under subordinated Brownian motion for up to two assets, as well
as density estimation in multiple dimensions. There are almost no results on option
Greek simulations with Malliavin calculus combined with quasi-Monte Carlo methods
reported in the literature. In this paper, our contributions are twofold. We (1) derive
Greek formulas for multi-asset options under subordinated Brownian motions for
European style options and (2) apply the derived formulas, combined with Monte
Carlo and quasi-Monte Carlo methods, to simulate the Greeks.

The rest of this paper is organized as follows. Formulas of Greeks for multi-asset
options are given in Section 2. Numerical test examples are given in Section 3 with a
concluding summary in Section 4.

2. Formulas of option Greeks

Under a Lévy process model for asset prices, the market is usually no longer
complete, and the equivalent martingale measure is not unique. However, such an
equivalent martingale measure can be found by methods such as Esscher transform,
mean-correcting martingale measure, and so on. Assume that there are p (> 1) risky
assets. Let {¥;};>0 be a subordinator process, and ¢y, Yry,, F; and G, be the same as in
Section 1. Using the mean-correcting martingale measure, one can derive equations
for the underlying asset prices: that is,

- 4 . ] p p
SE]) _ SE)D exp[rt _ ll/Y,{—l(’Yj + 3 Z C?,)} +n;Y + E Cjzwg)], @D
— =1 .

So=8, j=1....p,
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where r is the risk-free interest rate, n;, j = 1,..., p are constants, C = (cjx)pxp 1S a
matrix such that ¥ = (0 %) )x, = CC’ is the covariance matrix of asset price returns (that
is, C can be taken as the Cholesky decomposition of X [15]), {¥;};>¢ is a subordinator
process, {W, = (W,(l), e Wt(p ))}tZO is a p-dimensional standard Brownian motion
(that is, {W,(D}ZZO, cees {W,(’7 )}ZZO are independent one-dimensional standard Brownian
motions), and

<oo, te[0,T], j=1,2,....p

o5 23]

Denote o-? = oj;. Then o‘? =0 =2, c?l. If ¥; has an IG or a VG distribution

with parameters a > 0 and b > 0, then equation (2.1) becomes

)4
sV =59 exp(rjt RS cﬂW;?) with SV =59, j=1.....p. (22
=1

Here,
rp=r+ a[\/b2 -2, + a2/ -b withbh > [max [2n; + o} 2| if Y, ~ IG(at, b),
J 1<j<p
or

rj=r+alog[l - (n; + 07/2)/b] withb>1r£1?<xp(n,-+a§/z) if ¥, ~ [(at, b).

We concentrate on simulation of Greeks under NIG and VG models in this paper.
Simulation of option Greeks under other GH models can be treated similarly, but with
more effort.

Let 6;; = 1 for i = j and zero otherwise, and define e; to be the ith row of the p X p
identity matrix. If matrix C = (c], . .. ,c;,)' and its inverse C! =Bij)pxp = B1,....8p)
are partitioned into row and column vectors, respectively, then ¢;3; = 6;; for i, j =
1,2,..., p. We consider the following European style option whose payoff f depends

(1)

on asset prices at maturity or terminal S7 =(S;",...,$ (Tp)) given by

V =E[e"" f(ST)].

THEOREM 2.1. Assume that the asset prices are given by equation (2.1) and f : RP - R
is a measurable function such that B[ f>(S 1)] is locally uniformly bounded in S .

(1) If E[Y;?] < oo, then for j=1,2,...,p,

oV et

i~ 558j) S(;)

B(rsmy- Zﬂz,W“) for j=1.2....p. (23

https://doi.org/10.1017/51446181115000292 Published online by Cambridge University Press


https://doi.org/10.1017/S1446181115000292

286 Y. Lai and H. Yao [7]

) IfE[Y;“] < oo, then for jk=1,2,...,p,

e—rT

Cj = S(’) [f( T){ (j) ZﬁUWU)

Yr o
S(k) v ((ZBIJW( >)(Z ﬁpkwgf) Yy zp] ﬂ,j,glp)}]. 2.4)
p=1 =1

(3) If E[Y;?] < oo, then for jk=1,2,...,p,

(k) p

e 2 ) )| 2.5)

Proor. The proof of this theorem requires the order of differentiation and expectation
to be exchanged. The validity of such an exchange can be verified by a similar
method to that of Kawai and Kohatsu-Higa [18], and, therefore, it is omitted here.
We concentrate on the derivation of formulas (2.3)—(2.5) below. By definition,

~ ov
jk =

—rT
E
6clk [

N T
_ ov _  —rT af(ST) —rT e (@)
Aj=—G=¢ E[ o |~ E[Z af(s T) (1)] g0 <~ 20 f (SIS 7],
S s Sy

since S g) is independent of S (()j) when [ # j, where 0;f is the partial derivative of f
with respect to the Ith variable. Conditioning on F7 yields A; = (e™7/S f)’))E
{E[8;£(S7)SY |51} and, given F7, we have DS = §Y¢ 1 1,<y, and

1 d , , . .
DuS W) = (D( )S(]) ey DE )S 5])) = (S ;j)le l{usY,}, ey S;j)del{usyr}) = SSJ)I{MSY,}C]

Moreover, for any p-variate differentiable function f,

C h_ N\ I
D.f(S) = afSIDS = > 0if(S)S lusryer foru,t [0, T1.

=1 I=1

In particular, D, f(S7) = X7, 31 (S 1)S P 1 ueryyc1, which yields

Yr J4 . Yr
f Duf(S1)B)du= Y 9f(ST)SY(ciB)) f Lusyy) du
0 = 0

p Yr .
= > 0SS, f du=0;f(S7)S Vr.
=1 0

Hence

/3/

;f(ST)SY = fo Duf(S1)%" 2.6)
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and, therefore,

—rT -rT

A= SRR £SHSP V= S—E|E b snPia
TS50 [E{0;f(S7) T|¢T}]—S(j) [ { | uf(S7)3, - du
0 0

:‘;:T [E{f(ST)(S('B 1) }]—e_r [f(ST)d(ﬂj)]

Now, for given ¥,

@)L L e o

o

A= E[E{ f(Sr)é(ﬁ )

o
i rTE[E{f(ST)_Zﬁl/ }]_ 5 (f( T)— Zﬁzzww)

which proves (2.3). To prove (2.4), notice that (1/Yr) Zle ﬂ,jW)(g is independent of
S® so
0 9

OV 0A;
asas® — asl

k=

e ol €T _[0fST) 1 o
=—(Séj))2Ef(ST)—Zﬂ,,W | ) 59 [ a5 Yr Z'B Wy ]
e—rTé, 1 -rT
=-— L8 f(ST)—Z,Bz, W+ <o [{akﬂST)skT—Zﬂ,, N
S 5P
7rT6_ .
) _e(SU))JzkE f(ST)_ ZﬁlJW(l)
C |
+iE[E{ " DSt )——Z W du | }]
Séj)S(k) N u ﬁl] Ul
e_rT(Sjk

:—(Séj))z [f( T)—Zﬂlz (l)] ng):(k) [{f(ST)(?('BTk Zﬁ’f (1))

o

2.7)
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For given 77,
155 Zﬂﬁwlyf)] - é[(éﬁuw,yr)a(ﬁk) - fo ! Du(g B Wi, o
Yi%[(gﬁl,wm)(iﬁpkwm)
fow {p(> ﬁz,-wlyr), s Dg;b(g Wi ) B
- y1§[ Zd;ﬁ W’”)(Zﬁpkwpn)
OYT%IMT By B du

-7l

A
z

~1~E>| —

(Zd: ﬁuwzyr)(gﬁpkwpyr) - OYT BBl usry) du]
(iﬁ WIYT)(Z,BPkWpYT) Tiﬁ[jﬁ[p]. (2.8)
=1

=1

When equation (2.8) is substituted into (2.7), we obtain the required expression for I j;
in (2.4). For equation (2.5), since S(Tl) = Sg) exp(uYr + ZZ:I cqu;qT)), for given ¥,
we obtain 45 (Tl) [Ocjp =S g) Wg;)él ;. Thus,

(l)

] = TEE,ASHSYWE . 29)

Similarly to equation (2.6), for given ¥,

(k)
YT ]

0,5 ISYWY = f Duf(S1)
0

and hence,

514l

E[ajf(ST>S¥)W(y?]=E[ fo D.f(S7) )] (2.10)
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and
o W, =< —5(W(")ﬁ/)— [W(")é(ﬂ,) f (DWyY)B; du

Yr
U [ I k k
= — W<YT>Z/3,,W‘YT>— fo (DL”W(T),...,Df,”)W(YT)),Bjdu]
) =1

1T 4 Yr
=—»W§’§?ZBI,W;’3— fo (6|k1{ugyr},...,5pk1{u5yr})ﬁ,du]

Yr
1
= Y_ W(k) Zﬁ W(l) (f {u<sYr} du)e;(ﬁj]
Tl
1 (k) p

- — W‘y’?ZﬁUW‘YQ - Yrﬁkj] Zﬁ, ~By. @11
) I=1

Thus equation (2.5) follows from the equations (2.9)—(2.11), which completes the

proof of the theorem. O

Remark 2.1. In the rest of the paper, we assume that X has the Cholesky
decomposition, X = CC’, where C = (¢;j)pxp is a lower triangular matrix, and

01 .
ci = Noi, ¢l = , 2<i<p;
VOo11
o1 — Yhl) cici
k=1 CikC; . . . .
Cii = C,‘jzf, 23]3p,]+1§l§p,
113
Ct'j:O,i<j.

Thus, from the above expressions, Vi, of the option is given by

v _ v acjoko _ar. L acjoko
- - Joko :
60—.70/60 66‘joko C()O-kao 80-]'0160

Vioky =

3. Numerical tests

In this section, we simulate the Greeks by both a finite difference method and the
Malliavin calculus method combined with the Monte Carlo and the quasi-Monte Carlo
methods, and compare their performances.

The Monte Carlo (MC) simulation method has been widely used in financial
applications since Boyle [4] first proposed it in 1977. It is the main method used
to handle problems with high dimensions (>3). Its main drawback is that computation
is slow, sometimes even after using variance reduction techniques. To overcome
this, people have applied the quasi-Monte Carlo (QMC) methods (also called low-
discrepancy sequence (LDS) methods), where deterministic or quasirandom sequences
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are used, instead of pseudorandom ones. There are, basically, has two classes of
LDS [8, 21, 25]: digital net sequences, such as Halton’s sequence, Sobol’s sequence,
Faure’s sequence, Niederreiter’s (¢, m, s)-nets and (¢, s)-sequences; and integration
lattice sequences, such as good lattice points (GLP).

The asymptotic convergence rate of the error of a p-dimensional integration is
O((log N)?/N) when a digital net LDS is applied, whereas it is O(1/ VN) when
a pseudorandom number sequence is used, where N is the number of points or
sample size or replications, and p is the dimension of the problem. The asymptotic
convergence rate of the error is even better when a GLP is applied to estimate an
integral with smooth and periodic integrand: that is, it is O((log N)*?/N?), where
a (> 1) is a parameter related to the smoothness of the integrand. Niederreiter’s
book [25] is an excellent reference for QMC methods. Dick and Pillichshammer [8]
provide more updated information on QMC methods, whereas Hua and Wang [16] and
Sloan and Joe [30] discuss GLP and lattice rules with rank r (> 1). Applications of
GLP and lattice rules with rank » (> 1) to option pricing and sensitivity can be found
in the work of Boyle et al. [5] and Lai [19].

To compare the efficiencies of different methods, we need a benchmark for fair
comparisons. If the exact value of the quantity to be estimated is known, then we could
use the absolute error or relative error for comparison. Otherwise, we use 0'12V =
N(SfV - t for comparison, where 012\, is the unbiased sample variance, oy = oy/ VN is
the standard error and ¢ is the simulation time.

For a given LDS sequence, following Tufflin [31], a randomized LDS sequence
produced by introducing random shift (probably the simplest randomized QMC
(RQMC) method), can be defined as follows. Assume that we estimate u = E[f(X)],
where X is a p-dimensional random vector. Let {X;}Z [0, 1]” be a finite LDS
sequence and {R j}7: , € [0, 1] be a finite sequence of random vectors. For each
fixed j, we form a sequence {Y;;}7", with ¥; ; = X; + R; (mod 1) componentwise. The
operation of x =y (mod 1) is to take the fractional part of the number y > 0, so that
x € [0, 1]. When such a randomized LDS is applied, the integration error still has the
same asymptotic convergence rate as the error does when the original LDS is applied
(see [31]). Define

1 < _ 1Y
ﬂj:EZ;f(Yi,j) and #=;Z‘H/-
= =
Then the unbiased sample variance is

— Zl]‘:l(ﬂj -’ _ nz?zlﬂ? - (Z?:].Uj)z
n-1 B (n—1n

and the standard error of the randomized LDS is defined by § = &/ v/n. The variance
of the MC method is calculated as usual with mn points. When two methods are used
to simulate the same quantity with the same sample size, one way to measure the
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efficiency of the second method over the first one is defined as in [28] to be

0'2'l1

efficiency = >
o 153

where 0'% and #; are the variance and time used for the first method, respectively, and,

similarly, for o5 and #, of the second method. Other definitions of efficiencies can be
found in the literature [2], and the efficiency here is the ratio of the efficiencies, based
on other definitions. The variance reduction ratio (VRR) is o-%/ o-%. If the efficiency is
greater than one, then the second method is regarded as more efficient than the first. If
the times used by the two methods are close, then the efficiency is close to the variance
reduction ratio.

In this paper, all the programs are run under Windows XP using MATLAB (version
7.0.4), the computer is a TOSHIBA Satellite Pro laptop with Intel Core 2 Duo CPU @
2.10 GHz, 2.00 GB of RAM. The pseudorandom number generator used is the built-in
generator (that is, rand) provided by MATLAB. Inverse Gaussian random variates can
be generated by the method proposed by Michael et al. [23] (denote this as the MSH
method). For low-discrepancy sequences, Sobol’s sequence is used, since it usually
gives the best performance out of the available digital net low-discrepancy sequences
that can be implemented. We use the direction numbers of Joe and Kuo [17], so that
our implementation of Sobol’s sequence can generate points of dimension as high as
1111. We use the approximation method of Wichurat [32] to generate the standard
normal random variate. This method achieves 16-digit accuracy, as claimed.

Note that we do not simulate Greeks by a finite difference (FD) method combined
with low-discrepancy sequences in order to save time. A fairer comparison would
be between two different methods combined with the same type of sequence with
the same number of points or sample size. We conjecture that, although the FD
method combined with an LDS will be more efficient than the central finite difference
method combined with MC, it is still less efficient than the Malliavin calculus method
combined with the same type of LDS.

We consider two examples: basket type down-and-out (DNO) and corridor options
under multivariate NIG and VG models. That is, the asset prices are given by (2.2),

where
rj=r+a\/b2—2(17j+0'§/2)—b with b > /lrr<1j§l<)§l(|2nj+0'§|) if Y, ~ IG(at, b),
or

rj=r+alog[l - (; + 07/2)/b] withb>ln<1]a<>§(n,+cr§/2) if ¥, ~ [(at, b).

We have taken the parameter values as follows: »r =0.1, T =1,d =6, S =50 + 5 x
(j—1),dSjp=0.003xSjpforl <j<d;o;j=02for j<3ando;=03for4<j<d,
pik=006"for 1 <jk<3ord4<jk<d py=-04, otherwise, oj = pxo oy for
1 < j, k < d; the number of random shifts n = 10. The choice of n = 10 may be a little
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FiGure 1. Comparison of simulations of A; of a 6-dim. basket type DNO option under NIG model with
K =min(S) and 9 = 0.3.

TaBLE 1. Comparison of simulation efficiencies and VRRs of A; and I'j; for a basket type DNO option
with 6 assets under NIG model by finite difference and Malliavin calculus combined with MC and QMC.
Notice that to shorten the width of the table, the following notations are used: FD for FDMC, MC for
MVMC and SB for MVSB. The same comment applies to Table 2.

Efficiencies VRR
A I'n A I'n
FD/MC FD/SB FD/MC FD/SB FD/MC FD/SB FD/MC FD/SB

K =min(S )

11.7 16.2 79722  5006.5 2.8 17.6 1810.8  5721.1
K = mean(S)

16.1 13.9 16732.6  7661.2 3.7 15.0 4100.1 92014
K =max(Sy)

22.7 15.5 231545 114313 52 17.2 5882.4 14830.8

noisy for other cases, but replacing larger values of n will not change the conclusion
that the RQMC method outperforms the MC method, in general, when both methods
are applied to derivative pricing and Greek estimations. In our simulations, the sample
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Figure 2. Comparison of simulations of I'j; of a 6-dim. basket type DNO option under NIG model with
K =min(S() and 9 = 0.3.

sizes for the MC method are 2560, 5120, 10240, 20480, 40960, 81920, 163 840,
327680, 655360, 1310720, 2621 440, and 5242 880; and those for Sobol’s sequence
are 256, 512, 1024, 2048, 4096, 8192, 16384, 32768, 65536, 131072, 262 144, and
524288, each with 10 random shifts. Values of other parameters are specified in
the examples. Symbols used in the following tables are explained as follows. The
central finite difference method with pseudorandom sequence is denoted by FDMC,
the Malliavin calculus method with plain MC is denoted by MVMC and the Malliavin
calculus method with Sobol’s sequence is denoted by MVSB, using the formulas given
in Theorem 2.1. Due to limited space, only some of the numerical results for a basket
type DNO option under both NIG and VG models are presented below. Results for a
basket type corridor option under NIG and VG are totally omitted here for the same
reason. The detailed numerical results are available on request.

ExampLe 3.1. Simulation of Greeks of a basket type DNO option under the
multivariate NIG model. The option has payoft

f(ST, K) = 1{57127:1 a/-S.,-TzK}(ST)'
The asset prices follow (2.2), where Y; ~ IG(at, b). Some parameter values are taken

as follows: a@;=1/d, a=1, b =maxj<j<(|/12n; + 0'§|), n; =no + 0.005(j — 1),
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Ficure 3. Comparison of simulations of I'j, of a 6-dim. basket type DNO option under NIG model with
K =min(Sy) and 19 = 0.3.

TasLE 2. Comparison of simulation efficiencies and VRRs of A; and I'y; for a basket type DNO option
with 6 assets under VG model by finite difference and Malliavin calculus combined with MC and QMC.

Efficiencies VRR
A I'y A I'ny

FD/MC FD/SB FD/MC FD/SB FD/MC FD/SB FD/MC FD/SB
K = min(S )

1.9 4.2 711.6 488.0 0.4 4.6 156.9 596.1
K = mean(S)

9.2 49 45489 2311.8 2.0 5.7 1082.5 2852.7
K =max(Sy)

14.1 5.6 10432.1 3826.0 3.0 6.2 2279.2 4667.1

1o € {—0.2,0,0.3}, K € {min(S), mean(S (), max(S()}, where min(S (), mean(S ) and
max(S o) are the minimum, mean and maximum of the coordinates of S, respectively.
Comparisons of simulations for A, I'; and I'j; with gy = 0.3 are displayed in Figures
1-3 and Table 1. Each efficiency (or VRR) in Table 1 is the average of efficiencies
(or VRRs) over 12 sample sizes listed above (the same comment applies to Table 2).
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A of a 6-asset DNO Option under VG model STD Errors for A ! of a 6-asset DNO Option
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Ficure 4. Comparison of simulations of A; of a 6-dim. basket type DNO option under VG model with
K =mean(S) and py = 0.3.

Figures with K = mean(S() and max(Sy), o = —0.2 and O are quite similar, and so
they are omitted here to save space.

When simulating A;, from Figure 1 and Table 1, we observe that the Malliavin
calculus (MVC) method, no matter what kind of sequence is used, is more efficient
than the FDMC method. The MVSB method is the most efficient out of these three
methods if we only compare variances or standard errors without considering CPU
times, whereas the MVMC method is more efficient than the MVSB method most
of the time if CPU times are also considered. This is because MVMC is faster
than MVSB. Notice that this may change depending on how the Sobol’s sequence
is implemented. The efficiencies or VRRs are no more than 20 in this case. When
simulating I';; and 'y, for this option under the multivariate NIG model, from
Figures 2, 3 and Table 1, we obtain very similar conclusions as in the case of simulation
of Aj, except that the efficiencies or VRRs are larger (both up to more than ten

thousand).

ExampLe 3.2. Simulation of Greeks of a basket type DNO option under the
multivariate VG model. The option has the same payoff as in Example 3.1. The
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I}, of a 6-asset DNO Option under VG model STD Errors for ', | of a 6-asset DNO Option
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Ficure 5. Comparison of simulations of I';; of a 6-dim. basket type DNO option under VG model with
K =min(S) and py = 0.3.

asset prices follow the multivariate VG model (2.2), where Y, ~ I'(at, b) with a, b > 0.
Some parameters are taken as follows: a; = 1/d,rj=r - w;, wj=—(1/v)In(1 —n;v -
O’?V/Z), n;=mno+0.01 « j, no € {—0.2,0,0.3}, v = 0.3. Comparisons of simulations for
Ay and I'y; are displayed in Figures 4, 5, and Table 2, from which we reach a similar
conclusion to that of Example 3.1, except that the efficiencies or VRRs are smaller.

4. Summary

We have derived Greek formulas of multi-asset European style options under
subordinated Brownian motions. The numerical results show that the Malliavin
calculus method is more efficient than the finite difference method for exotic options
with nonsmooth payoffs. The superiority of the first method over the second is even
more significant when the quasi-Monte Carlo method based on the Sobol’s sequence
is used. The efficiencies reach up to more than ten thousand times in six-asset option
cases when simulating the I'. Further improvements in efficiency would be expected, if
variance reduction methods, localization techniques (see for example, [12]) and GPU
(graphical processing unit) computational skills were to be used. These ideas may
motivate some research topics in near future. It would also be interesting to compare
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the results obtained by the Malliavin calculus method with the method proposed by I’
Ecuyer [20], if the latter is applicable to the problems discussed in this paper.
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