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European option pricing with stochastic interest rates

under the double Heston jump-diffusion model

DU Wenxuan
(School o f Statistics and Data Science ,

Lanzhou University of Finance and Economics, Lanzhou 730020, China)

Abstract: Given the volatility and jump phenomena of financial asset prices, this paper proposes a
stochastic interest rate with a double Heston jump diffusion model. Firstly, the price of a zero-coupon
bond is given under the risk-neutral measure; Secondly. by utilizing the forward measure transformation,
the Fourier inverse transform, and the Feynman-Kac theorem, a series form of the European option
pricing formula is presented, and it is proved that the series solution converges under certain conditions;
Finally, the effectiveness of this method is verified through numerical simulations.

Keywords: option pricing; jump diffusion; double Heston random volatility; stochastic interest

rates; principle of risk neutrality
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