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Efficient Willow Tree Algorithm for Credit
Valuation Adjustment of Stock Options
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(School of Mathematical Sciences, Tongji University, Shanghai
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Abstract: An efficient willow tree algorithm is proposed to
price CVA (credit valuation adjustment) with WWR (wrong
way risk) , which can also calibrate the default probability by
credit swap spreads. Besides, some numerical experiments
are presented to illustrate the accuracy and efficiency of the
proposed method.
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Tab.1 Results of willow tree method and Monte Carlo method at different values of S° and @ in

GBM without WWR
BRI EEvN 4
. CVA/IC BHiE] /s CVA/7G By 6] /s
6
MC .
WT B-S WT BS WT s> WT MC
0.041 7
0. 05 0.184 5 0.184 8 0. 00 0. 00 0.041 7 (1.18X10-3%) 0.13 2.50
0.082 8
95 0. 10 0.3542  0.35438 0. 00 0. 00 0.081 9 1. 38X 10-5) 0.13 2.81
0.121 4
0.15 0.510 4 0.511 3 0. 00 0. 00 0.120 9 (3.23X10-3) 0. 14 3. 14
0.051 4
0. 05 0.092 2 0.092 5 0. 00 0. 00 0.0510 (4. 49X104) 0.13 2. 64
0.099 5
100 0. 10 0.177 1 0.177 6 0. 00 0. 00 0.099 7 (9. 75X104) 0.17 2.89
0.145 9
0.15 0.2551  0.2559 0. 00 0. 00 0.146 1 (6. 80X 10— 0.13 2. 44
0.029 4
0. 05 0.040 8 0.040 8 0. 00 0. 00 0.029 7 (1. 74X 10-4) 0.13 1. 88
0.057 4
105 0.10 0.078 4 0.078 4 0. 00 0. 00 0.057 8 (2. 74X10~4) 0.13 2.17
0.084 4
0.15 0.112 9 0.112 9 0. 00 0. 00 0.084 3 (1. 23X 104 0.13 2.61

x2 ARE S0 T, WiREINFKIFFi87E GBM TEMRRXMEREXHANTE WWRE CVARIER
Tab.2 Results of willow tree method and Monte Carlo method at different values of S° and 6 in

GBM with WWR
IR BRI

© , CVA/5T BE] /s CVA/7E i TE] /s
WT (sdd(?) WT MC WT (:/Id(?) WT MC
0. 05 0.317 1 a. (;.ggigl(?ﬂ) 0.03 0. 30 0.041 3 . 0(;50;?1(5)73) 0.13 3.41
95 0.10 0. 607 1 a. (())'5(13810173) 0.03 0. 30 0.082 5 a. (;'405210373) 0.13 3.28
0.15 0.872 3 . (;'58;‘;)573) 0.03 0.31 0.123 7 . (;‘81;31(?*3) 0.13 3.03
0. 05 0.179 6 a. (;'41;(10773) 0.03 0. 30 0.052 1 . (,)7'20;21(;774) 0.13 3.23
100 0.10 0.343 8 . (;.83;4;(?*3) 0. 03 0. 30 0.104 2 . (,)7'312‘1(;774) 0.13 2.97
0.15 0.493 9 a. (A)L.Stii()lﬂ) 0.03 0.31 0.156 3 (. (;'31;(;0173) 0.13 3. 00
0. 05 0. 090 2 . (,)7'9(12(10574) 0.03 0.31 0.030 8 . (,)7'405(;:74) 0.13 2.75
105 0.10 0.172 6 (. (,)7'01;21(?73) 0.03 0. 34 0.061 5 . (,)7'30;‘110374) 0.13 2.53
0.15 0.247 9 0249 2 0.03 0.31 0.092 2 0. 091 6 0.13 2.94

(2.41X107%) (1. 24X107%)
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Tab.3 Results of willow tree method and Monte Carlo method at different values of S° and 0 in jump-diffusion model

without WWR
BR=HAAY HH R

& 9 CVA/3t AR /s CVA/Jt A IE] /s
WT MJ WT MJ WT X e ) WT MC
0.05 01874 0.1872  0.13 0.02  0.0453 (1‘%'7();5102,4) 0. 89 3. 84
95 0.10  0.3597  0.3595 0,16 0.02  0.0890 (1‘%405?07,3) 0.87 3.56
0.15  0.5183 0.5179 0,13 0.01  0.1313 (2‘%'51511(?,3) 0.73 3.84
0.05  0.0950  0.0049 0,08 0.02  0.0529 ) 4‘(;'50201,4) 0.87 4.27
100 0.10 01823 0.1821 0,13 0.0l  0.1033 (1.(31'41>23io7*3> 0.83 3.52
0.15  0.2627  0.2624 0,06 0.0l  0.1550 (1.(;'3120573) 0. 80 3.56
0.05  0.0428  0.0427 0,08 0.02  0.040 4 (5‘%'70;25,4) 0.73 3. 66
105 0.10  0.0822  0.0820 0,06 0.02  0.0607 o 03,4) 0. 86 3.38
0.15 01184 0.1182 0,13 0.02  0.0885 (1.%'505715,3) 0.78 3.47

®4 FE S 0T, IRENRFFEERT BRATENKRKXMERERBANTE WWR B CVARIER

Tab.4 Results of willow tree method and Monte Carlo method at different values of S° and 0 in jump-diffusion model
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