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Abstract. This paper presents an efficient numerical technique for solving the time-fractional Black-
Scholes equation, which models the pricing of European options. The proposed method is based on a
fractional order generalized Chelyshkov wavelets (FOGCW), a generalized form of classical wavelets.
The computation of the Riemann-Liouville fractional integral operator (RLFIO) is a key point of this
method. An exact formulation of RLFIO corresponding to FOGCW is obtained. The RLFIO of the tra-
ditional Chelyshkov wavelet has been previously obtained through Laplace transform techniques; how-
ever, due to the complex structure of the scaling and modulation parameters of generalized fractional
order, this technique does not work. In this work, we have utilized the regularized beta function to derive
an exact formula for the RLFIO of FOGCW. Several numerical examples are presented to confirm the
accuracy and efficiency of the proposed method. Error analysis is also conducted.
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1 Introduction

An option is a contractual instrument that provides its holder the right, but not an obligation, to buy or sell
an underlying asset at a fixed strike price on or before a certain date. European options are a fundamental
type of option that can be exercised only at the time of their expiration. Black-Scholes equation (BSE)
is a mathematical model introduced in 1973 by Black, Scholes, and Merton, to determine the price of an
European options [1]. The BSE is a parabolic partial differential equation and plays an important role in
modern option pricing theory. Traditional BSE is based on integer-order derivatives that fail to accurately
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capture the non-local and complex behavior of stock prices observed in practice. It is built on the assump-
tions of market efficiency, short memory, and Markovian price dynamics. These assumptions imply that
the asset returns follow a memoryless stochastic process driven by standard Brownian motion. However,
extensive studies on financial markets have consistently reported the deviations from these assumptions,
including the presence of long-range dependence, persistence behavior, and volatility in asset return and
associated financial variables. Such empirical evidence shows the influence of historical information on
the dynamics of financial markets. Fractional calculus has emerged as an important mathematical tool
that deals with systems that exhibit non-local behavior and memory-dependent dynamics. Its application
can be seen in various domains of science and engineering [2, 3]. Their wide applicability has made
fractional differential equations a subject of growing interest in recent years [4,39,40]. In contrast to the
classical integer-order derivatives, fractional derivatives remember past information of the system, mak-
ing them suitable for modeling financial markets where long-memory effects are present. Motivated by
these aspects, this paper presents a fractional-order Black-Scholes model to capture asset price dynam-
ics [5,6] more accurately. Wyss et al. [7] proposed the time fractional Black-Scholes equation (TFBSE)
for European options. Cartea and Del Castillo-Negretta [8] studied a one-dimensional space fractional
model. Liang et al. [9] presented a time-fractional Black-Scholes Merton equation, which was improved
by Chen et al. [10]. The exact solution of TFBSE may not be possible in many cases. Therefore, numer-
ical schemes were used to find solutions of various kinds of TFBSE. She et al. [11] applied the Adomian
decomposition method to find the solution of TFBSE. The generalized Laplace homotopy perturbation
method is used by Ampun and Sawangtong [12] to solve TFBSE. Kazami [13] presented a second-order
numerical scheme to solve TFBSE for European option pricing. Roul and Goura [14] applied a finite
difference scheme for the TFBSE. [15] used Jacobi polynomials to solve TFBSE.

Recently, wavelet-based methods have been employed to solve various types of fractional partial dif-
ferential equations (FPDE). A wavelet is a function that is obtained by scaling and translation of a basis
function called a mother wavelet. Wavelet has several inherent properties like excellent localization,
multi-resolution characteristics, and compactly supported basis, which provide accuracy and stability
to the numerical scheme. Furthermore, wavelets can capture the singularities in fractional models very
effectively. Haar wavelet [16], Bernoulli wavelet [17], Chebyshev wavelet [ 18], Legendre wavelet [19]
are some commonly known wavelets that are used to solve time fractional partial differential equations
(TFPDE). Later, fractional order wavelets [20] are introduced to increase the accuracy of the method. In
these methods, fractional derivatives and integrals are approximated using operational matrices. How-
ever, since the approximation techniques are used in the construction of these matrices, the computed
fractional derivatives and integrals include errors, which may increase the total computational error. To
tackle this situation, authors in [21,22] used the Laplace transform to compute an exact formulation of
the Riemann-Liouville fractional integral operator (RLFIO), which eliminates the need for operational
matrices. But due to the complex structure involved in fractional order wavelets, this method cannot be
directly extended.

The novelties of the proposed work are given as follows:

1. The statistical justification for the fractional framework by examining the memory properties of finan-
cial time series is discussed.

2. A novel fractional-order generalized Chelyshkov wavelets (FOGCW) for solving the fractional Black-
Scholes model is introduced.

3. The concept of the regularized beta function (a special type of hypergeometric function) is used to
find an exact formula for the RLFIO of FOGCW, which removes the error obtained by using several
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approximation techniques during the calculation of RLFIO.

4. A detailed analysis of the error bound is presented.

5. Several numerical examples are taken to show the effectiveness of the proposed method. A detailed
comparison of proposed method with the other existing methods [23—33] is done.

The rest of the article is organized as follows: Section 1 presents the introduction part. Section 2 presents
the memory property analysis of the financial market. Section 3 presents the model description. Section 4
presents mathematical preliminaries and the development of the fractional order generalized Chelyshkov
wavelets. Error analysis is done in Section 5. Numerical examples are provided in Section 6. The
conclusion of the article is presented in Section 7.

2 Memory property analysis of financial market

Classical Black Scholes model, given by Fischer Black and Myron Scholes, assumes that the asset returns
follow a Markov process with independent increments. However, empirical evidence shows that the
financial time series exhibit long-range dependence and volatility persistence, indicating the presence of
memory effects. To show the presence of memory in financial markets, we have taken daily closing price
data for two major United States equity market indices, the S&P 500 and the NASDAQ composite. A
broad segment of the United States financial market is represented by these two indices, with the S&P
500 reflecting large capitalization stocks and the NASDAQ composite being dominated by technology
oriented firms. The sample period spans from Jan 2016 to Dec 2025, and covers different market regimes,
including pre-crisis, crisis, and post-crisis period. To evaluate the memory properties of the financial
markets, we use the Rescaled range analysis, a widely used method for estimating the Hurst exponent
(H). The quantitative value of the Hurst exponent helps to examine long memory. First, we transform
the daily closing prices into logarithmic returns to ensure stationarity and comparability across time. The
return series is obtained as the first difference of the natural logarithm of consecutive prices. Rescaled
range analysis, which estimates the Hurst exponent by examining the scaling behavior of cumulative
deviations from the mean across multiple time scales. Specifically, first, we divide the return series
into non-overlapping subseries, and the rescaled range is obtained by taking the ratio of the range of
cumulative deviations to the corresponding standard deviation. Then, we obtain a log-log regression
between the average rescaled range and the time scale; the slope of this regression provides the estimate
of the Hurst exponent. The H can be classified into distinct cases. When H=0.5, the series behaves as
a purely random. If 0 < H < 0.5, the series exhibits mean-reverting behavior. If 0.5 < H < 1, it shows
the presence of long memory, implying a clear trend structure in which an increase or decrease in the
subsequent period depends on the increase or decrease in the previous period. Table 2 shows the long
memory estimates for the return series of the S&P 500 and NASDAQ composite indices over the full
sample period. The results show that the long memory is present in the returns of both indices. Table 3
presents the long memory estimates for the pre-crisis, crisis, and post-crisis period. In all three periods,
long memory is present in both indices. Table 4 presents the long memory estimate of individual years
for S&P 500 and NASDAQ. The estimated Hurst exponents for both indices consistently exceed 0.5
across each year except one year, which is 2017, in which NASDAQ shows the absence of memory.
The empirical analysis done in this section confirms the presence of long-range dependence in the
financial return series. The estimated Hurst exponent exceeding 0.5 indicates persistent memory effects
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Table 1: Data description

Index No. of observations | Period cover
S&P 500 2607 20162025
NASDAQ 2607 20162025

Table 2: Hurst exponent for full period

Period Index Hurst Exponent Memory property
S&P 500 0.5531 Long memory is present
2016-2025 NASDAQ 0.5536 Long memory is present
Table 3: Pre-Crisis, Crisis and Post-Crisis
Period Index Hurst Exponent Memory property
2016-2019 S&P 500 0.5794 Long memory is present
NASDAQ 0.5487 Long memory is present
S&P 500 0.5322 Long memory is present
2020-2021 NASDAQ 0.5659 Long memory is present
S&P 500 0.5719 Long memory is present
2022-2025 NASDAQ 0.5690 Long memory is present
Table 4: Hurst exponent for each year
Period Index Hurst Exponent Memory property
2016 S&P 500 0.6242 Long memory is present
NASDAQ 0.6481 Long memory is present
2017 S&P 500 0.5242 Long memory is present
NASDAQ 0.4897 Long memory is absent
2018 S&P 500 0.6119 Long memory is present
NASDAQ 0.6186 Long memory is present
2019 S&P 500 0.5879 Long memory is present
NASDAQ 0.5801 Long memory is present
2020 S&P 500 0.6273 Long memory is present
NASDAQ 0.5415 Long memory is present
021 S&P 500 0.5105 Long memory is present
NASDAQ 0.5921 Long memory is present
2002 S&P 500 0.5953 Long memory is present
NASDAQ 0.5637 Long memory is present
2023 S&P 500 0.6324 Long memory is present
NASDAQ 0.6596 Long memory is present
2004 S&P 500 0.575 Long memory is present
NASDAQ 0.5821 Long memory is present
2005 S&P 500 0.5221 Long memory is present
NASDAQ 0.5317 Long memory is present
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in market dynamics. Such behavior contradicts the assumptions of the classical Black-Scholes model,
which involves a local first-order time derivative and cannot capture the historical information of the
pricing mechanism. While fractional derivatives are non-local operators that contain the entire past
history information of the process. Therefore, the adoption of a time-fractional Black-Scholes model
which contain memory effects provides a consistent mathematical framework for modeling financial
markets.

3 Time fractional Black-Scholes model

Motivated by the analysis of Section 2, in this section, we consider the TFBSE with initial and boundary
conditions as follows from [34]:

22 2%u(x,7) N du(x,T)

1
CD?u(x, T)+ 30 92 o

—ru(x,7) =0, (x,7)€RT x(0,T], ()
with I.C and B.Cs
ulx,0)=x(x),  u(0,7)=p(1),  ule,1)=q(1), )

where 0 < B < 1, r denotes the risk-free interest rate, x is the stock price, 7 is the maturity time, o is the
volatility of the returns, u is the price of a European option, and

1 d Tu(x,é)—u(x,T)d
N g, 0<B<1,
CDEM()C,T): r(l_ﬁ)d’f/t (g_f)ﬁ (3)
du(x, 1) B_1
ot ' -

Substituting T = T — ¢, Equation (3) converts into

CDgu(x, T) =

1 d (Tu(x,&)—u(xT)
U A i e

1 d T u(x,&) —u(x,T)
e dé |,
I'(1-p)adt </T: (E—(T—1))P é)
_ 1 dfruxT—t)—u(x,T)
- T(-p)dt </o (r—m)P dn)'
Let x = Ins. Then model (1) can be written as
( 2
CD?%(S,I):;GZW+(;’—;GZ)&%8(;J)—raZ/(s,t),

(5,0) = p(s),
U (s,

where
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B B 1 d ("% (s,m)—%s,0)
CD’%(S’I)_F(I—B)dt/o (—m)p dn. 4)

To find the approximate solution, we truncate the domain R™ x (0, 7] to the finite domain 5 = § X G,
where S = (L,R) and G = (0,T]. We consider the following problem:

2
pPw(s,t) = 32’8 qgs(zs’t) +£Za%a(ss’t) — RU (s,t) + F(s,1), (s,1) € H,
(s,0)=p(s), sES, 3)

U (L,t) = p(t), U (R,t) =q(1), t €G,

where
P=02/2(>0), 2=r—2P, R=r(>0),

and .7 (s,t) denotes the source term.

4 Mathematical preliminaries and development of the fractional order
generalized Chelyshkov wavelets

This section presents the mathematical foundation and the construction of the proposed fractional order
generalized Chelyshkov wavelets method. We first discuss the essential concept of fractional calculus
required for the formulation of the proposed problem. Subsequently, the fractional order generalized
Chelyshkov wavelet basis is introduced, and the approximation properties of functions are discussed. The
motivation behind adopting the FOGCW lies in its orthogonality, compact support, and computational
efficiency, which make it suitable for handling FPDE. By using the concept of exact formulation of
RLFIO of FOGCW, the proposed fractional problem is transformed into a system of algebraic equations,
which significantly reduces computational complexity.

Definition 1 ([35]). A real function u(s), s > 0, is said to be in the space C¢, § € R, if there is a real
number n (N > §) such that u(s) = s"ug(s), where uy(s) € C[0,00) and u(s) € Crifu'(s) € Ce, eN.

Definition 2 ([35]). The Riemann-Liouville integral I® for a function u(s) € Cy, where A > —1 is given

by
Lo s
Prts) — F(B)/o (s—w)P Lu(w)dw, B >0,
M(s>7 ﬁ =0,

where I'(.) denotes the Gamma function.

Definition 3 ([35]). The Caputo fractional derivative CDE for a function u(s) € C} is given by

Lop e

u'(s), B=neN.

The properties of the fractional derivative operator are defined below:
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Dl 1Pu(s) = <>
« DIPu(s) = 1P Tu(s), B >y,

PEDP u(s) = u(s) — i uk (01) 5, n—1 < B <n,

=

. Cpbom , m € Ny, m < 3,
! L(m+1) "B otherwise.

I'(m+1— [3 ’
Definition 4 ([36]). The regularized beta function is defined as

I'(p+q)
I'(p)I'(q)

The next lemma deals with the formulation of RLFIO of s*p,(s) which is used in the exact formula of
RLFIO for FOGCW.

I (sip,q) = /OS wP7H (1 —w)T 1w, (©6)

Lemma 1 ([36]). Letd > 0. For a > —1

got+B
P u6) = o gy |1 (i1 B ) o) 0

where

1, s>d,
ﬂd(s):{

0, otherwise.

4.1 Fractional order generalized Chelyshkov wavelets and function approximation

Fractional order Chelyshkov wavelets are a class of wavelet functions constructed from Chelyshkov poly-
nomials and extended through fractional order calculus. These wavelets are particularly suited in signal
processing, finance, and approximation theory by offering an efficient tool for the representation and
analysis of functions and signals. The primary motivation for introducing fractional order generalized
Chelyshkov wavelets lies in the need for a flexible, accurate, and computationally efficient numerical
framework for solving fractional-order problems. The FOGCW enhance numerical stability because of
the orthogonal basis set. It exhibits a high rate of convergence, requiring fewer basis functions to achieve
high accuracy in numerical solutions for fractional order problems.

The Chelyshkov wavelets on [0, 1) are given as

L os 7 k-1 —1
’ 0, otherwise.
Putting # = (7)% in Equation (8), FOGCW on [0, 1) are given as [30]:
Ve W (A A T <s<h(st)E
Wrﬁﬁ(s): m+ m,M ho —n—+ y (zk l)a s < ( )aa 9)

0, otherwise,
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where hand @ € R*, kand M € Z* ,n=1,...,25"1  and 2, 1(s) denotes the Chelyshkov polynomials

given as
M—-m—1

Pum(S) Z cims" I m=0,1,..M—1, (10)
j=0

where ¢, = (=1)7 ("7 7") (3 710).

In two dimensions, FOGCW can be defined as

(2% 2% \2m 12y 1
‘@mlle <2kl : s _n] +1) L@mLMZ (% _n2+ 1)7
)aT

A1 h
a0 _
ll/ﬂllmfnz,mz(s’t) - g ( ) Seg (
1

hz(;,fz 1) <t<h (2kz 1)72,

0, otherwise,

1

\
where ny,my,na,my, ki, ko, hy, hy have their usual meaning, &, m,, #’m, m, are Chelyshkov polynomials
defined in Equation (10) and ;.2 1, i, (5,¢) forms a basis for L ([0, A1) x [0, /2)).

The orthonormality of Chelyshkov wavelets forms the theoretical basis of the proposed method, as it
provides independence of the basis functions. The next lemma presents the orthonormality property
proved in [36], and used in the subsequent development of the proposed method.

Lemma 2. The FOGCW are orthonormal on [0,h) with respect to weight function Wy (t) = aﬁj;l .

Proof. The proof follows from [36]. O

The next lemma deals with the orthonormality property of FOGCW in two dimensions, case. The result
of Lemma 2 is used to prove this lemma. It enables efficient computation of the expansion coefficient.

Lemma 3. In two dimensions, Wy, ,2‘12 mymy (s,1) are orthonormal on [0,h;) x [0,hy) with respect to the

oy ops®1 112

weight function Wy, o, (s,t) = P
|

Proof. Using orthonormal property of FOGCW, we have

[ W W8 (00 = 5 an

Now
: hZW e 1)y t)dsdt
0 0 (Xl-,az(sa )Wnl MmN, mz(s )Wn’ iy mly (S ) S

hy rhy
= [ v vEm OV s @dsdr

0
= [ s ss [ Hunvieovs o
= 0,1 Ot Ot O,

nlnl m]ml ngn2 m2m2
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We can express a function % (s,t) € L*([0,h1) x [0,4)) in terms of FOGCW as

2k1712k271 oo

Us)=Y, Y Y X fummm Wl () W22 (1), (12)

n=1ny=1m=0my=0
where 1y, n, m; .m, € R. Taking My — 1 order in s and M, — 1 order in ¢, we have

2ki=1oka=1pr 1 Mr—1

Y~ Y Y Y Y Fumsmms VI ()Y 1),

n]:l n2:1 mi =0 m2:0

~ o,00 _ hi,00 T hy, 00
%(s,t) ~ %17k27M1,M2 - lPkuMl (S) 'R'lpkzaMz(t)’ (13)
where
h T
0 , o N0 N0 ,Q N0
lijMl - |:W{’10 ]7"'7 1711\/[,117%710 la"'a 2’111/[7117"'7%1:—17|M_1 ’ (14)

and R is a matrix of 2~ 1M, x 22~ 1M, order composed of FOGCW coefficients
s = (U 5.0 VA OWEED ) (s)
_ il A Y hi,00 2,8 (1) dsd
- 0 0 alon(S?t) (S7Z)Wn17m1 (S) np,mp (t) S [7

1<m <2571 o<m <M —1,1<n, <2271 0<m <M — 1.

We have considered the following collocation points:

1
20— 1\ & | _
Si:hl<m> 7121727"‘72kl 1M17

1
2j—1\= 1
tj:h2<2k2[\42> ,]:1,2,...,22 Mz.

(16)

Next theorem deals with the derivation of an exact formula for the RLFIO of FOGCW. It removes ap-
proximation error at the integral stage and improves the overall accuracy of the proposed method.

O; s < ai,
Theorem 1. /8 uff,';,ff(s): < (s), a; <s <ay,
o (s)—B(s), s> an,

where

o (s) =Mj__;mo_1 mﬁ‘(—w(M_ ! _’”) (M+’"+f> ij (’“ﬂ') (—1ymi-g

j M—1—m =0 q

24(k=1) viie D(ga+1) a
_1\mt+i—q B+qa |1 _ a1,
o (n—1) F(ﬁ+qa+1)s [1 f(s,qoc—i-l,ﬁ)],
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M1 M—1—m\ (M+m+j\"& (m+j :
SRCT ( J. ><M_T_,i> y (’”q’)(—nmﬂ-q
q=0
zq(k h . T(qga+1) a
1 m+j—q ~\4¥ T 1) B4qa 1— “2, 1
) R e ) [ j(s’q“ ﬁ)]

with ay = hy (51 1)é, ar = ha (5 1)é

Proof. We can rewrite FOGCW in (9) as

k—1 .o

Vin(s) =27 Vam+ 1 %M<ha—”“)(ual(s)—uaz(s))
Mm 1 _1_ M+m—|—] 2k71s06 m+j
V2m+1 — 1
g () WSS G )
(:u’a] (S) — Ha, (S))
Applying Binomial theorem, we have

h,a _ 2
Yo (8) =27 V2m+1 Z < . ><M_m_1>q;)< ) (17)

J q

k—1) 8™ ' '
2q(k— )W(_l)mﬂ_q(n— 1)m+j_q(.lla1 (8) = Uay ().

Taking RLFIO on both sides of Equation (17) gives
M m—1 N\ m+j .
—1—m\ /M+m+j m+ j
Pyld(s) =27 vVam+1
Vi) =2 =T b < j )(M—m—l)?%( g )

2q(k—1)

s (D" = 1P (5% g, (5)) = 1P (5% gy (5))).

Using Lemma 1, we have

Iﬁw,’:,’n%(s):z"zlmMZm1(—1>1(M‘1. )(MWH)’:*J(m J>

=0 J M—-—m—1 y

_|_
q
AR Y IR ACl VIR SRR LI D P
hod " (/3 +qa+1) 3 , o

Let us assume

o (s) =M__m_1 \/mz"zl(—nf(M_ ! _m> (M+’"+f> Wij (mﬂ') (—1ymi=g

M—-1—m o\ 4
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q(k—1) )
SR (LA )sl”q“ [1 _f<”sl;qa+17ﬁ>],

hoq L(B+qgo+1
Mii 1\/ﬁ2 “ )( M—1—m ><M—|—m+j>"§:j<m+j)( 1ymtiza
m : -
zq(k 1) . T(qga+1) az
—ymtime 2T Bga ) g 22, 1
hoq (n—=1) F(ﬁ+qa+l)s [ (S 2N ﬁ)]’
we get
0, SSala
Iﬁ%m()— o (s), a; <s<ay,

A (s) = H(s), s>a,

5 Error analysis

Here, we present the error analysis of the proposed method. Following the approach of [37], we have
proved an error bound. First, let us define some notations:

A = span<y/,;g;g; (@l <n <25 h0<m <M;—1,i= 1,2),
/0y 1
ki ny—1 ny /o
Ini = [hl (37r) om () ) ,
S\ /e 1/t
b n—1 no 53
jn; - [h2 < 2](2—1 ) I h2 (2](2—1) ) )

k k
Q= U2 UL s Ay 0 Ay, = 0 for (n1,m) #

nr=1

Q= ([0,i1) X [0,2)), Apym, = Il X T2

ny

) gici+io 0617062 Jictin 0o, 0‘2 j =
(n1,1), | Sz g | < far vty O0 Daionss | Sas7as | < P, 00 Q for i =0,1,...,My,j=0,1,.... M,

and CDtﬁ@/(s,t) = %.

The next lemma quantifies the approximation error between the exact solution and its wavelet projection
in the L2-norm.

Lemma 4. Let ¥ (s,t) be the best approximation out of linear space 2,>:%, . . Also let O uls)
et ¥ (s,t) be the best approxim p b Ko My M =TT 170

C(Q) fori=0,1,....,My,j=0,1,...,M,, then the error bound by using FOGCW is given as

/al 00 hM] 061+2hM2062+2
MM,

< .
@ TMaon+ 1D)D(Myoy +1)y/(2My0 +1)(2M 0 + 1)

H%(s,t)—“//(s,t)
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Proof. We define

o M —1M—1 spaltlaz aPaH‘l(Xz
s (8,1 . (18)
iy (5:1) = p; l; L(poi + 1) (lop +1) dsp®0t!® | ¢
From generalized Taylor’s formula, we have
% @al SM[OQ thOtz b 052
1) )| < : 19

Since the domain  is the union of non-overlapping subdomains A, »,, and using the properties of
L*-norm, we have

2 2k =1 9kp~1 2
H%(s,t)—”//(s,t) =Y Y |\|# Y (s,1)
L2( ni=1ny=1 Lz(Anl,nz)
Zkl 12k2 2
< Z Z @A,zll%(s r)
ny= 1]12 1 Lz(Anl.n2>
2k1 1oky—1 SM' oy thaz .o 2
L L /h/kz( T o + )My +1)7M M2> dsd
ni= 1]12 1 "1 1 22

hy hy lealthaz .t Zd d
< t
_/0 /0 (F(Mmq + 1)F(M2cx2+ 1) /M17M2> s
s e b

2
_[F(Mzaﬁ—I)F(Mlocl+1)\/(2M2052+1)(2M1a1+1)} '

Thus

/al 0 hM10!1+2hM2062+2
M ,.M>

< .
12(9Q) 4 F(Mgaz + I)F(Ml o+ 1>\/(2M2(X2 =+ 1)(2M1 o + 1)

H?/(s,t)”//(s,t)

Lemma 5. We have

01,00 hMl 06|+2th062 B+1
M M,

2@ TMa+1)I(Map+1—B)y/ Moy +1)2Myon +1-2p)
Proof. Applying Caputo derivative with respect to ¢ on both sides of Equation (19) and using it’s prop-
erties, we have

OB (5,1 PL
‘ e <

H&B%(s,t) B (s1)
oth oth

SMlalthazfﬁF(Mz(Xz + 1)
F(Ml o + I)F(M2a2 + 1>F(M2062 +1 —B)

Since the domain € is the union of non-overlapping subdomains A, ,,, and using the properties of
L*-norm, we have

PU (s,1) P (s,1)
dtB dtB

S, 20)

k=1 9ky—1

PU (s,1) 9B (s,1)
dth dth

LZ(Q) }’ll:l n2:]

L2(Any ny)
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B o L W L)
=T I otP L2(Any ny)

From Equation (20), we have

21<| 1 oky—1 MlocltMoaz Bfal [2%)

1,Ms
dsdt
n= lnz 1 /kl/k2( M|(X1+1F(M2(x2+1—ﬁ))

Haﬁ%(s,t) s ||
oth oth

P s
M1a1+1 (M2a2+1—/3)
00 Mo+ Myon—B+3
g T L r,
T LT(My o+ DT(Myon + 1= B)y/ Moy +1)(2Ma0p +1—28)

o, athI(X1+2hM2062 B+
M, .M,

Haﬁ%(m) By (s,1)

af P ) T(Mioy+ )My +1—B)\/(2Myoy + 1) (2Macy +1—2B)
O
Lemma 6. We have
I VA 1
‘ DU (s,1) 3V (s) Rl
ds ds 12(Q) - F(Mz(Xz—l—1)1—‘(1‘41061)\/(21‘42062-i—1)(2M1061—1)7
‘ PU(s1) P (s,1) e et
ds2 ds? 2@ TMyon+1)I(Moq — l)\/(ZMz(Xz +1)2M a; —3) '
Proof. The proof follows from Lemma 5. Ul

To justify the accuracy of the proposed FOGCW, we present the next theorem. It provides an explicit
upper bound for the L?>-norm of the error under the assumption of Lemmas 4—6 and demonstrates how
the truncation parameters M; and M, influence the accuracy of the proposed numerical approach.

Theorem 2. The error bound (&, 2]%2) is given as

| |
hllVll 061+§h12V12062*l3+§

<F(Ml o + )D(Mya +1—B)\/ M0y +1)(2Maon + 1 —2f)
Dglhllwlal—%hg’fzaﬁ-%

+ ;
C(Myon +1)T(My oy — 1)\/(2M2a2 +1)(2M 04 —3)

M. ,
| lzze) < Lo,

. ,,g/ﬂzh[l‘llal thOCQ"rz
F(M2a2 + I)F(Ml OC])\/(ZMzaQ + 1)(2M1 o — 1)

+ L5 )
I(Myon + 1)I(My 04 + 1)/ (2Mac, + 1) (2My 04 + 1)

where | 2 || < A, | 2| < &, and | Z|| < L.
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Proof. We have

Y (s,t

[Eseve 1) +RU (5,1) = F (5,1)||.

mi M] ”L

Py (s,;t) 3V (s,1)
H 7 T R S §

Using Equation (5), we get

IV (s,1)

Py (s,1) 827/(s 1)
my M 3
It e =] g P10 9700 (s
BU(s.t) U (1) W (sit)
B + 7 952 +2 P — RU (s,1)
[P w6y an PU(s,1)
otP otP ds?
dY (s,t) 8% s,t
+ll| |27 - 22 )'+H%|!H”f/(s,r)—%(s,t)!

From Lemmas 4, 5 and 6, we have

0,00 Mioy+%, Mo —B+1
u 17Mzh hy

<
T T(Myoq+ )T (Moo +1—B)y/(2Myoq + 1) 2Ma0 +1—23)
) gljall /?/;22 1061—%hg42062+%
F(Mzaz + I)F(Ml o — 1)\/(2M2(X2 + 1)(2M1061 — 3) ’
) jzjall ;;zthww ZhM2a2+2
T(Myon + 1)L(My0y)\/(2Mao + 1) (2My 04 — 1)
,,%/all /?/Clzthl (X]+2hM2062+2

+ .
[(Myop + 1)T(Myoy + 1)/ QMoo + 1) (2My 04 + 1)

M
1€ 3 120

Thus

Mo+, Maor—B+3
A, A B+3

<F(M1 o+ D)O(Myan +1—B)\/ Moy +1)(2Maon + 1 —2f)
glhfl‘/ll al*%h;/lzaz+%

7M )
16 iz ) < A,

+ ;
I(Maon + 1)T(Myoy — 1)/ (Moo + 1) 2M o —3)
. Zzhfl"llalf%hiz\/fzaﬁ%
C(Myan + 1)T(Myon)\/ (Moo + 1) (2M oy — 1)
D%hMla1+2hM2az+2
+ .
F(M2a2 =+ 1)F(M1(X1 =+ 1)\/(2M2(X2 + 1)(2M1(X1 + 1)>
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It follows that as M,M, — o
M-
6 mea lz2@) = O

Also if k1, kp — oo then

1 1
ni o n—1\«
n(5it)" = (51)

This implies

1 1
ny @ ny —1\ =
0, )hz <2k21> —hy <.2k2_1 )

M
6 mia’ lz2@) = O-

6 Numerical examples

Here we have taken six numerical examples to test the correctness of the proposed method. The following
formula is used to measure the absolute error and maximum absolute error:

Absolute error = | ¥/ (s,1) — % (s,1)], boo = max| ¥ (si,t;) — U (si,t})|. (21)
The convergence rate (CR) in space and time is obtained by using the formulas:

_ log(error(M, ) /error(2M)) cre log(error(M,) /error(2M;))
log(2) ’ log(2) ’

where errors are taken by the &, norm with respect to M| and M.

CR

Example 1. Consider the following homogeneous time fractional BSE [23]:

PU(s.1) 1 U (s.1) 62 O (s,1) _
T—EG T+(Y—7)T_r%(s,t)+</(s,t), (22)

with I.C and B.Cs

U =s>(1—s) on Q,=1{(s,0)0<s<1},
% =0 on Q ={(0,)]0<r<1},
U =0 on Q ={(1,10<r<1}.

The source function .% (s,7) is chosen so that the exact solution of the given problem is % (s,t) = (r +
1)25s%(1 — 5). We have solved the above example by using FOGCW. Table 5 compared the absolute error
of our method with the method in [23] for different values of . It can be clearly observed from the table
that our method gives better results. The absolute error for different values of (¢, o) are reported in
Table 6. From the table, it can be seen that (¢, 0)=(0.5,0.5) is the best case among all considered cases.
Table 7 shows the maximum absolute errors, CR, and CPU time at k1 =2, k = 1, and a; = ap = 0.5.
Figure 1 shows the plots of numerical and absolute errors for (o, @)=(0.5,0.5) and 8 = 0.5.
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Table 5: Absolute error of Example | with k| =k, = 1,M; =4,M, =8, 01 =p = 1

(s,1) Proposed method(FOGCW) Method in [23]
B=04 B=0.6 B=0.8 B=04 B=06 B=0.8
(0.1,0.1) [ 1.95-10° 390-107" 2.16-107%° [ 1.63-10°® 7.36-10° % 8.23.-10° "

(0.3,0.3) 0 2.77-107% 2.08-10718 | 2.28-107'7 1.80-10°17 3.37-107"
(0.5,0.5) 0 832-10°1%® 2771072 | 7.89-10°Y 3.60-10"'7 6.18-10°1
(0.7,0.7) | 5.55-10°"7 1.66-10"" 0 7.58-10717 1.51-10°1¢ 3.47.107"

(0.9,09) | 5.55-10°'7 1.66-10°"7 1.38-107"7 | 1.79-10°1¢ 581-10°!'¢ 1.15-10°1°

Table 6: Maximum absolute error of Example 1 with ky =2,k = 1,M; =M, =4, =0.5

oa\op | 025 0.5 0.75 1 1.25 15

0.25 | 881-100* 6.60-10° 7.59-10° 6.60-107° 7.42-107° 1.67-107*
0.5 |843-100* 2.88-1071 3.12-10° 3.16-10°15 493.10° 1.67-107*
075 |849-107* 7.73-10°°® 3.07-10° 7.73-107° 4.68-10° 1.67-107*
1.0 |849-107* 6.29-1075 3.13-10 6.41-100 4.93.10° 1.67-107%
125 |846-100* 191-107° 3.95-102> 191-10° 6.85-10° 1.68-107*
1.5 |840-10* 4.49.-10° 6.18-10° 4.60-107° 9.21-10° 1.91-107*

(@) (b)

Figure 1: (a) Plot of numerical solution using FOGCW with k1 =2, k, =1, M| =M, =4, oy = ap = 0.5, and
B = 0.5, (b) plot of absolute errors using FOGCW with k; =2,k = 1,M| =M, =4, 2 = 0 = 0.5, and § = 0.5
for Example 1

Example 2. Consider the following non homogeneous time fractional BSE [28]:

Pu (s,;t) 1 ,3*U (s,1) o2 U (s,t) o~
5B =20 g tUm )y~ s+ F (s, (23)
with I.C and B.Cs

U =sin(ms)+1 on Q= {(5,0)|0 <s <1},
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Table 7: Maximum absolute errors, CR, and CPU time at k; = 2, k, = 1, and @] = 0 = 0.5 for Example |

My =2 M> =4 M> =38 M, = 16
B=05M =4 696-107'% 288.107° 5.10-107'® 4.72.10"!8
CR - 4.59 2.49 6.75
CPU(s) 5.12 26.40 28.18 36.10
B=07,M =4 252-107'*% 3.16-107" 8.33-107'® 4.16-10"18
CR - 2.99 1.92 7.64
CPU(s) 6.95 27.92 25.98 37.02

U =1>+1on Q =1{(0,)]0<t <1},

U=r+1on Q ={(1,0)0<r<1},

where

r(4—p) 2

The exact solution of this problem is % (s,t) = (¢> + 1)(sin(ss) + 1). Following [23], we have taken
B =0.5,0.7. We have applied the proposed method to solve Example 2. Table 8 shows the comparison of
maximum absolute errors for different values of (¢, ). The cases (o, ap)=(1,0.5) and (1,1) give better
solutions among all considered cases. Table 9 compared the maximum absolute errors of the proposed
method with those of methods in [28] for (a, 02)=(1,0.5) and k; = k, = 1. From this table, it is clear that
the proposed method performs well. We have taken the step sizes dx = ﬁ and 0t = %, i, %, and ﬁ
for SCFD and ECFD. Table 10 shows the maximum absolute errors, CR, and CPU time at ky =k = 1
and oy = o = 1. Figure 2 shows the plots of numerical and absolute errors of o = 1, = 0.5, =0.5.

F(s,) = (6z3—ﬁ ot} —|—r> (sin(7s) + 1)+ %n%ﬁ(ﬁ 1) sin(72s) — (r— ~62) (83 4 1) cos(7s).

Table 8: Comparison of maximum absolute errors of Example 2 with ky = ky = I,M; =M, =8, =0.5

o\ o 0.25 0.5 0.75 1 1.25 1.5
0.25 Method in [23]  6.23-1073 6.21-1073 6.20-1073 6.21-1073 6.24-1073 6.25-103
Proposed method -~ 1.23-107> ~ 3.16-10% 1.78-10> 3.16-10° 3.16-107° 3.16-1073
0.5 Method in [23] ~ 3.91-107* 6.03-10° 6.32-10° 6.03-10° 3.43-10° 1.10-10*
) Proposed method ~ 1.54-107> 2.72-107> 2.68-107> 2.72-107> 2.67-107> 5.64-107°
0.75 Method in [23] ~ 3.89-10~* 9.22-1077 1.82-10° 1.05-107°® 3.43-.10° 1.10-10*
Proposed Method 2.12-107>  2.12-1077  4.10-1077 2.12-1077 1.30-107° 5.64-1073
. Method in [23]  3.90-10~* 1.71-1077 1.50-107® 1.81-107® 3.43.10° 1.10-107*
Proposed method  2.11-107> 4.12-107% 2.81-1077 4.12-107% 1.30-10 5.64-107>
25 Method in [23]  2.69-10~* 2.80-10~* 2.84-10~* 2.80-10~* 2.59-10~* 1.10-10~*
Proposed method  2.22-107> 9.97-1077 1.32-10® 9.97-1077 1.29-107> 5.63-107°
Ls Method in [23]  1.69-102 1.80-10~> 1.81-10° 1.80-103 1.77-1073 1.75-1073
' Proposed method 2.27-107> 1.66-107® 1.90-10® 1.66-10® 1.24.107> 5.59.107°
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Table 9: Comparison of maximum absolute errors with k; =k, = 1, (a1, 05)=(1,0.5)

(M, M) Proposed method SCFD scheme [28] ECFD scheme [28]
B=05 B =07 B=05 B=0.7 B =05 B=0.7
(5, 8) 526-1008% 524-107% [ 1.81-10°97 1.82-10°97 | 8.24-10> 2.32-10~*%
(5,9) |6.69-107'2 6.54-10712 [ 322-107%° 321-107%° | 1.47-107> 4.74-107°
(5,10) | 1.01-1072 1.00-107'2 | 1.85-107%° 1.85-107%° |2.63-107® 9.65-107°
(5,11) [ 3.71-1078 38210718 | 2.35-107"" 233x 1071 | 4.68-1077 1.96-10°°

Table 10: Maximum absolute errors, CR, and CPU time at k; =k, = 1, and &y = o = 1 for Example 2

My =2 M, =4 M, =8 M, =16
B=05M =5 414-107" 1.46-1072 143-107 2.04-1073

CR - 4.82 9.99 9.45
CPU(s) 6.92 29.40 29.18 38.10
B=07,M =5 201-107" 3.31-10° 1.39-10° 2.13-10°8
CR - 5.92 7.89 9.35
CPU(s) 5.85 28.92 26.76 36.13

(a) (b)

Figure 2: (a) Plot of numerical solution using FOGCW with ky =k, =1, M| =M, =8, o =1, op = 1, and
B = 0.5, (b) plot of absolute errors using FOGCW withk; =k; =1, M =M, =8, 01 =1, =1,and f = 0.5
for Example 2

Example 3. Consider the following non homogeneous time fractional BSE [29]:

P (s,1) B 10_2 *U (s,1)
dth 2 0s?
with I.C and B.Cs

2
= PTG sty ), @4

U=s>+5"+1 on Q,={(5,00<s5<1},
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U = (14+1)* on ©={(0,1)|0<t<1},
U =3(1+1)* on Q,={(1,1)[0 <t <1},

where

F(s,1) =

212-P 2t1-B
<F(3—ﬁ) "Te=p)

<62(2+6s)+(r— O:)(2s+3s2) —r(s3+sz+1)>.

>(53—|—s2—|—1)—(t+1)2

2

Here r = 0.5,0 = /2. The exact solution of this problem is (1 +7)?(s> + s>+ 1). We have compared
the maximum absolute error obtained by the proposed method with that of methods in [30] for f = 0.1,
0.5, and 0.7. From Table 11, it can be observed that the proposed method uses a small number of basis
functions and provides better results. From Table 12, we can see that the proposed method performs
better than the methods presented in [24-27,31]. Table 14 compared the proposed method with the
method in [29] for different values of o with M| = 5,M, = 3. Table 13 shows the maximum absolute
errors, CR, and CPU time at k; = 1, k, = 1, @; = 1, and o = . In Figure 3, we have shown the plots of
numerical and absolute errors fork; =k, =1, My =4, M, =3, a1 =1,01 =1,0p = 1,and B =0.5.

Table 11: Comparison of maximum absolute errors for different values of 3

p=0.1 B=0.5 B=0.7
Method in [30] Proposed method Method in [30] Proposed method Method in [30] Proposed method
M; =100, M, =8192 M, =5, M, =3 M; =100, M, =4096 M, =4, M, =3 M; =100, M, =4096 M, =4, M, =3
3.15-107° 3.55-1071 2.97-1077 3.55-1071 1.62-1073 1.77-1071

Table 12: Comparison of maximum absolute errors using different methods

B =07 B=0.7 B=0.7
Method in [25] Method in [26] Method in [24] Method in [31] Method in [27]  Proposed method
T=5, A =100 7= 55, & =100 T=14, A =100 T= 5, A =100 A =5, .4 =320 M, =4, M, =3
9.64-107° 8.24-107° 1.00-1074 9.96-1073 6.15-1073 1.77-1071

Table 13: Maximum absolute errors, CR, and CPU time at k; =k, = 1, &y = 1, and o = 8 for Example 3

My =2 M, =4 M, =38 M, =16
B=02,M =2 4.07-1072 4.72-1073 2.16-1077 2.64-107'2

CR - 3.11 12.29 16.32
CPU(s) 5.92 30.40 29.18 37.10

B=0.6,M;=2 6.74-1072 1.03-1073 4.24-10> 3.03-107°
CR - 6.01 4.61 3.80

CPU(s) 5.95 29.92 26.98 36.02
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Table 14: Comparison of absolute error for Example 3 withky =k, = 1, M| =5M =3, 01 =0p =1

(s,1) Proposed method Method in [29]
B=02 B =06 B=02 B =06
(0.1,0.1) | 2.22-1071¢ 0 5.10-1075  6.66-10 16
(0.2,0.2) 0 0 599.-1075 1.11-1071
(0.3,0.3) | 4.44-10710 4.44.10716 [ 9.32.10° 2.66-10"13
(0.4,04) | 4.44.-10716 8.88-1071° | 2.66-107 1% 2.22.10!
(0.5,0.5) | 4.44-1071% 4.44.10716 | 2.66-10°13 1.15-10714
(0.6,0.6) | 8.88-10716 0 1.03-10-% 1.06-10"'

(a) (b)

Figure 3: (a) Plot of numerical solution using FOGCW with ky =k, =1, M| =4, M, =3, ot = 1,0p = 1, and
B =0.5, (b) plot of absolute errors using FOGCW withk; =k =1,M; =4, My =3, 01 =1, =1,and B =0.5
for Example 3

Example 4. Consider the following non homogeneous time fractional BSE [23]:

BU(5,1) 1, U (st)  OU(s,1)
B 29 T oa T4

—rU (s,t)+.F (s,t), (25)
with I.C and B.Cs

U =e"+s+2 on Qp={(5,0)[0<s<1},
U =1P+2 on @ ={(0,0)0<r<1},
U =tP+e+3 on Q. ={(1,1)0<r<1}.

Here r = 0.06, o = 0.1. The source function .% (s,1) is to be chosen in such a way that the exact solution
of the given problem is £ 4 ¢* 4+ s+ 2. The considered example is obtained from Equation 1 by applying
the transformation 7 =7 —¢. The comparison of maximum absolute errors for different values of (¢, o)
is reported in Table 15. From the table, it can be seen that (a;,0p)=(1.5, 1.25) is the best case among
all considered cases. Table 16 presents the maximum absolute errors of the proposed method by using



Solution of time fractional ...

21

k1 = kp =2 and M| = M, = 3. In this table, we have compared the proposed method with the methods

in [

] and [32], which shows the accuracy of the proposed method. Table 17 shows the maximum

absolute errors, CR, and CPU time at k; =2, ko =2, oy = 1, and ap = 0.5. Figure 4 shows the plots of
numerical and absolute error for (a;, a)=(1.5,1.25) and B = 0.5.

Table 15: Comparison of maximum absolute error for Example 4 with k; =k, =2, M1 =M, =3, =0.5

a\on 0.25 0.5 0.75 1 1.25 15
0.25 Method in [23] 851-1073  8.06-10°° 7.13.107* 8.60-10°'> 986-107'2 6.78-107 !
Proposed method ~ 2.34-10"  1.36-10°5  1.61-107  1.77-10°5 1.57.107 5.58.10"13
0.5 Method in [23] 1.06-10712  2.26-107> 5.47-107'2 2.08.10° 201-1073 3.09-10°13
' Proposed method ~ 8.34-10"17  1.87-107'7  4.07-107'7  4.95.10°7 320-1077  3.96-107"7
075 Method in [23] 1.17-1072  221-107*  6.48.1071° 246-107'®¢ 246-1071© 4.35.10°1°
Proposed method ~ 1.01-107'®  4.62.107"7  459.107'7 4.77-10"7 = 2.87-10""7 5.00-10""7
| Method in [23] 1.38-107  1.86-107'¢ 7.52.107 2.06-1071¢ 1.83.-107' 325.10°1°
Proposed method ~ 4.61-10"'7  2.25-10""7 6.23-107"7 2.12-10°"7  2.58.10""7  3.09-10""7
125 Method in [23]  2.07-107%  1.01-107% = 5.41-107% 156-107'® 1.46-1071¢ 1.99.10°16
Proposed method ~ 3.73-10717  3.10-10717  4.69-10717 1.57-1077 323-1077 3.63-107"
15 Method in [23] 3.52-1072 1.40-107'°  6.61-1073  2.40.107' 438.107'® 3.24.10716
' Proposed method ~ 2.13-10"'7  3.99.10"'7  330-107'7 2.10-10°7 1.15-10""7  3.16-107"7

B ‘ Proposed method | Method in [23] ‘ Method in [32]

0.1
0.3
0.5
0.7
0.9

1.48-1017
4.71-107V
1.57-1077
2.10-107V
1.19-107"7

2.92.10716
2.61-10716
1.40-10°16
1.48-10716
1.58-10716

1.51-
2.95-
3.28-
3.26-
3.10-

1073
1073
1073
1073
1073

Example 5. Consider the following non homogeneous time fractional BSE [23]:

B 2
PU(s.) 1 500U (st) | IU(st)

dth

with I.C and B.Cs

2

0s?

ds

r (s,t) =0,

u=e 5" on Q,={(s5,1)[0.1 <5 < 10},
u=0 on Q;={(0,1)[0<r <1},
u=0 on Q, ={(1,1)0<r<1}.

Table 16: Maximum absolute errors of Example 4 with k; =k, =2, M| =M, =3

(26)

Here r =0.05,06 =0.15. % (s,1) = e~ =9 is a smooth payoff function. Following [23], we have taken
B = 0.7. The exact solution of the above problem is unknown; therefore, to calculate the error, we use
the following formula of residual error given as

Ko (s,1) =

PU (s,0) 1 5,92 (s,1)

dth

2

O (s,1)

ds?

+rs

ds

A

—r (s,1)],
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Table 17: Maximum absolute errors, CR, and CPU time at k; =k, =2, oy = 1, and ap = 0.5 for Example 4

My =2 M> =4 M> =38 My =16

B=05M =2 1.14-107"7 4.17-107'% 3.12-107"? 5.12-10"20
CR - 1.450 3.74 2.60
CPU(s) 5.55 24.20 26.18 34.10

B=07,M =2 216-107"7 562-107'% 4.13-1071° 6.61-1072°
CR - 1.94 3.76 2.64
CPU(s) 5.66 25.82 24.66 37.22

(a) (b)

Figure 4: (a) Plot of numerical solution using FOGCW with ky =k, =2, M =M, =3, oy = 1.5, = 1.25,
and 8 = 0.5, (b) plot of absolute errors using FOGCW with ky =k, =2, My =M, =3, oy = 1.5, = 1.25, and
B = 0.5 for Example 4

where % (s,¢) denotes the numerical solution. Table 18 shows the comparison of residual errors for
different values of (o, ) with ky =k, = M; = M, =3 and B = 0.7. From this table, we observe that
(a1,0) = (1,1) is the best case among all considered cases. Table 19 shows the residual errors, CR,
and CPU time at k| = 3, kp = 3, and oy = op = 1. Figure 5 shows the plot of numerical solution for
(a1,00)=(1,1), B =0.7 and k; = k; = 3, M| = M, = 4. This figure confirms that the proposed method
is accurate and highly effective in dealing with TFBSE with a smooth payoff function.

Example 6. Consider the following European type call option [32]:

PU (s,t) 1 5 ,0°% (s,1) OU (s,t)
o 295 o2 T, +r (s,t) =0, (s,t) € (L,R) x (0,T], (26)

with I.C and B.Cs

U (s,0) = max(s—E,0), s€ (L,R),
U(L,t)=0, % (R,t)=R—Ee ", te(0,T],
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Table 18: Comparison of residual errors at k; = ky = M} = M, = 3, and B = 0.7 for Example 5

(o, az)\(s, ) (1.0,0.1) (3.0,0.3) (5.0,0.5) (7.0,0.7) (9.0,0.9)
05.0.5) Method in [23]  1.09-1073 1.86-1072 1.56-10"' 9.73.-1072 5.84.1073
o Proposed method 1.45-107% 3.60-107 6.12-1072 1.14-1072 5.94-1076
(L0.1.0) Method in [23]  2.12-1073 3.85-1073 1.19-1072 9.63-1072 2.93-1073
o Proposed method  5.57-107° 3.33-1073 5.92-107* 1.00-103 5.94-10°¢
(15.15) Method in [23]  1.09-1073 1.86-1072 1.56-10"' 9.73-107% 5.84-1073
o Proposed method  1.45-107* 3.60-1073  6.12-1072 1.14-1072 5.94-107%
05.1.0) Method in [23]  1.09-1073 1.86-1072 1.56-10"" 9.73.107%2 5.84-1073
o Proposed method 1.45-107% 3.60-1073 6.12-1072 1.14-1072 5.94.107°
(10.0.5) Method in [23]  1.09-1073 1.86-1072 1.56-10"' 9.73-107> 5.84-1073
o Proposed method  1.45-107% 3.60-1073 6.12-1072 1.14-1072 5.94-107°
(15.1.0) Method in [23]  1.09-1073 1.86-1072 1.56-107' 9.73-1072 5.84.1073
o Proposed method 1.45-107% 3.60-103 6.12-1072 1.14-1072 5.94-1076
(10.15) Method in [23]  3.53-1073 7.08-1073 8.24-1072 9.76-1072 2.94.1073
T Proposed method  1.27-107* 3.63-1073 1.90-1072 1.23-1072 1.24-1073

Table 19: Residual errors, CR, and CPU time at k| = 3, k» = 3, a; = o = 1 for Example 5

My, =2 M, =4 M, =38 M, =16
B=05M =4 323-100% 2.67-100* 1.66-107 1.32-107°

CR v 3.59 2.77 3.65
CPU(s) 7.09 23.16 35.28 49.10

B=07,M =4 1231073 266-107* 6.23-10° 1.12-107
CR - 2.20 2.09 5.79
CPU(s) 7.66 24.12 35.66 41.22

with parameters 6 = 0.3, r =0.04, E = 10,7 =1, L =0, R = 40, and E denotes the exercise price. The
considered example is obtained from Equation 1 by applying the transformation 7 =7 —¢.

The exact solution of this problem is not known. Therefore, the double mesh principle is used to esti-
mate the errors. Clearly, the given problem has a non-smooth payoff. To solve the above problem by the
proposed method, we first transform the non-smooth payoff with a smooth payoff % (s,T) = &(s — E),
where & (s) [38] is a function given by

s, s> —E,

E(s)=Raptais+aps®+---+aops’, —e<s<Eg,

0, s<E,

35¢ 1 35 ~35 7 -5
whereaozm, apr =3, a2 = &> a3:O,a4:m,a5:0, as = gg3> a7:O,a8:W, ag =0
for € > 0. Table 20 compares the maximum absolute errors and convergence rate in space with the
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Figure 5: Plot of numerical solution using FOGCW with ky =k, =3, M| =M, =4, 01 =0 =1, and § = 0.7
for Example 5

method in [33] for different values of B with € = 10, 6 = 0.25, r = 0.05, E =50, and T = 1. From the
table, we can see that by taking lower values of M, the proposed wavelet-based method achieves good
convergence and maintains acceptable accuracy. Table 21 compares the maximum absolute errors and
convergence rate in time with the method in [32] for different values of S with € =5, 6 = 0.3, r =0.04,
E =10, and T = 1. Clearly, a smaller error and high convergence rate are achieved in our case by using
small values of M;. Figure 6 shows the approximate plot and error plot for ky =k, = 1, M| = M, = 2,
o =0 = 1, and /3 =0.99.

Table 20: Comparison of maximum absolute errors, CR at k; =k, = 1, oy = o = 1 for Example 6

Proposed method (M, = 2) | Method in [33] (M2 = 100)
B M, & CR M, &.byL-12 CR  &.byl2-1, CR
089 2 342-1072 - 32 1.90-10°2 — 1.91-1072 —
4 1511072 1.17 64 1.38-1072 047 1.38-107%2 047
8 1.01-1073 390 | 128 9.45-10* 3.86 945-107* 3.87
16 851-100° 629 |256 5.81-107°  4.02 5.80-107°  4.03
094 | 2 2.06-102 - 32 1.99.10°7 - 1.99.10°72 -
4 843.1073 1.28 64 1.51-1002 047 1.51-107%2  0.40
8 1.22-107*% 423 128 1.00-1073  3.86 1.00-1073 3.92
16 136-10° 648 |256 6.50-107° 402 6.50-10° 3.94
099 | 2 6.54-107° - 32 2.07-1072 — 2.07-1072 —
4 144-1073 1.17 64 1.66-1002 0.32 1.65-107%2 032
8 1.08-10* 390 | 128 1.04-103 3.99 1.04-1073  3.99
16 3.12-100° 629 |256 7.65-107°  3.76 7.65-107  3.76
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Table 21: Comparison of maximum absolute errors, CR at kj =k, = 1, oy = ap = 1 for Example 6

Proposed method (M; =2) | Method in [32] (M; = 1024)
M, & CR M, & CR
0.1] 2 1.96-107" - 64 2.03-107" -
4 1.06-107" 088 |[128 1.24-107! 0.70
8 260-1072 202 |25 7.35-1072 0.76
16 423-100% 728 |512 4.21-1002  0.80
03] 2 1.78-107! — 64 2.15-107! -
4 993.1072 084 | 128 1.17-107! 0.87
8 4.38-1002 1.18 |256 6.26-1072  0.90
16 423-100%  6.69 |512 329-1072 092
05] 2 1.01-107" - 64 1.93.107" -
4 555.1002 0.86 |128 1.00-10°'  0.95
8 1.28-1072 211 |256 5.11-1072  0.96
16 581-103 494 |512 2591-1072  0.97
07| 2 5.13-10°2 — 64 1.83-107! -
4 244.1072  1.07 | 128 944-1072 0.95
8 7.72-107° 166 |256 4.83-1072  0.96
16 7.38-107° 10.03 | 512 244-1002 098
09] 2 1.96-107" I 64 2.10-107" -
4 1.06-107' 088 |[128 1.06-107" 0.97
8 2.60-1002 202 |25 538-1002 098
16 423-100% 728 |512 270-107%  0.99

(a)

0005

0.004

0.0z

7 7
n.oo0 AL 7T

(b)

25

Figure 6: (a) Plot of numerical solution using FOGCW withk; =k, =1,M; =M, =2, a1 = = 1, and § = 0.99,
(b) plot of absolute errors using FOGCW withky =k, =1, M; =M, =2, oy = ap = 1, and § = 0.99 for Example

6
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7 Conclusion

This study successfully presented a novel numerical method for solving the time-fractional Black-Scholes
equation (TFBSE) using a fractional-order generalized Chelyshkov wavelet (FOGCW) coupled with the
collocation technique. Several inherent properties of the FOGCW provide a robust mathematical founda-
tion; specifically, deriving an exact formula for the Riemann-Liouville fractional integral operator using
the regularized beta function is the key point of the present method. To test the computational efficacy
and accuracy of the proposed method, several numerical examples are demonstrated. For Examples 1-6,
we have compared the proposed method with the other existing methods, showing the robustness of the
proposed method. In Example 5, we have taken TFBSE, whose exact solution is not known, so we have
used the concept of residual error to calculate the absolute error. We have considered European call
option with a non-smooth payoff as Example 6, which reflects realistic market conditions. The proposed
method successfully solved the European option with a smooth payoff as well as a non-smooth payoff
function, which validates the method’s practicability. The proposed framework is highly adaptable and
well suited for solving fractional option pricing problems arising in real financial markets. Future di-
rection is to extend the proposed framework to solve higher-dimensional and distributed order fractional
BSE.
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