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We consider the problem of numerical approximation for forward-
backward stochastic differential equations with drivers of quadratic 
growth (qgFBSDE). To illustrate the significance of qgFBSDE, we 
discuss a problem of cross hedging of an insurance related financial 
derivative using correlated assets. For the convergence of numerical 
approximation schemes for such systems of stochastic equations, path 
regularity of the solution processes is instrumental. We present a 
method based on the truncation of the driver, and explicitly exhibit error 
estimates as functions of the truncation height. We discuss a reduction 
method to FBSDE with globally Lipschitz continuous drivers, by using 
the Cole-Hopf exponential transformation. We finally illustrate our 
numerical approximation methods by giving simulations for prices and 
optimal hedges of simple insurance derivatives. 

Submission history
From: Gonçalo Jose Nunes dos Reis [view email] 

[v1] Tue, 13 Apr 2010 19:14:35 GMT (39kb)

Which authors of this paper are endorsers?

Link back to: arXiv, form interface, contact. 

Download:
● PDF 
● PostScript 
● Other formats 

Current browse context:
q-fin.CP 
< prev | next > 
new | recent | 1004

Change to browse by:

math
math.PR 

q-fin  

References & Citations
● NASA ADS 

Bookmark(what is this?) 

         

Comments: 19 pages, 5 figures

Subjects: Computational Finance (q-fin.CP); Probability (math.PR)

Cite as: arXiv:1004.2248v1 [q-fin.CP]

(Help | Advanced search)

    

Search or Article-id

All papers Go!


