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European call option pricing with default risk based on

fractional stochastic interest rate model

WANG Wei, HU Junjuan
(School of Sciences, Zhejiang University of Science and Technology. Hangzhou 310023, Zhejiang, China)

Abstract: It is assumed that company asset value and underlying asset price both satisfy the stochastic
differential equation under the circumstance of fractional Brownian motion and the interest rate is a
stochastic process obeying fractional Vasicek model. The pricing model for European call option with
default risk is established on the basis of fractional Vasicek stochastic interest rate models. In addition,
under the assumption of company liability being a constant, the fractional Vasicek vulnerable European
call option pricing formula is obtained by applying the theory and approach in stochastic differential
equation of fractional Brownian motion and actuarial option pricing.
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