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Abstract

This paper explores the application of Physics-Informed Neural Networks(PINNs) to the valuation of American put
options. Traditional methods such as the finite difference method and binomial trees are commonly used but face
challenges related to computational efficiency. PINNs offer a promising alternative by incorporating the Black-Scholes
partial differential equation(PDE) and its boundary conditions directly into the neural network training process. Our
PINN model uses advanced techniques, including the Softplus function for smoothing and targeted data sampling, to
enhance performance. We benchmarked our model against finite difference methods and binomial methods,
demonstrating comparable accuracy. Additionally, an ablation study highlights the importance of smoothness of loss
functions and targeted data near shock regions. The results underscore the potential of combining traditional numerical

methods with modern machine learning approaches for complex financial modeling tasks.

Keywords
american options, PINN, option pricing, black-scholes equation, financial modeling

1.0 51

* olujsta F4Eete AAEA
- ORCID: https://orcid.org/0009-0003-0741-9437
o ol 3§33 WATAA)

- ORCID: https://orcid.org/0000-0001-8792-5214

* Received: May 30, 2024, Revised: Jun. 14, 2024, Accepted: Jun. 17, 2024
+ Corresponding Author: Chanho Min
Dept. of Financial Engineering, School of Business, Ajou University, Korea
Tel: 82+31-219-3668, Email: chanhomin@ajou.ac.kr


https://crossmark.crossref.org/dialog/?doi=10.14801/jkiit.2024.22.6.189&domain=https://ki-it.com/&uri_scheme=http:&cm_version=v1.5

190 2R E AQTe 288 v=d 54 7H 2%

=

@

53] ml=d £ A9 B &A
oA wf¢ Fosith FHE AR 2

7] Aol AAEA A F A
F7HQ B0l Hefizitt. Ade2<l
3t A (Finite difference method)
= o] #AE sidste d g AR

ol i

oo o
[ge?
1

o
S E g

Ny HEox
o
[Red

o
122

i of
ol
o 2 o

4

eI
s o,
)

oo yg il e
e
x4

gy M

{0 g
r:]_‘
N,
R
o
o>
N
Wy —Ho

@,
oy

AYs sfdshe o & 7
. o] EE9], H. S. Lee and S. H. Oh[1]

55 & 7Y AEEE s
© & LSTM(Long Short Term Memory)E
. 53] M. Raissi et al[2]¢] 39H3H

t

o o
2 by

A

(5

N

].

EPAE AAYPNN 99 AEs A%
ARl 2] W Au4¥ e AEd ==
w23 QIth PINNS #A|E Aujshs 7|18 E¢
HAS HuEgAg A os Jeste] HulEdA 4]
slE A4 grFdt) olyd A P2 I5E &
FAo] 224 4 EFES st Huh Fg
st AT 4 Qe 2dS AlFdith

2 =52 9538 £ 349 714 ZAe PINN
< A8k WS grdt fge E9-E2
PDE 9 #d AA 243 T2 20$ A4 g
5 340 A F¢sle b - T Y &
do BA4HS APsta E48E vE hest
Al FEF Sofiplus FTE ARS8, =HQl A
A Age stge BAS] 98] 2EH HolE
ANZF Ags F83it)

T3k, BTCS 3k AHEH 2 ol Wiy 22
ezl Wz 9] PINN ZEe Hlwsle] A
A3 AN B84 ZHA 1 558 4F3
YE = 29 4ol digk 24 219 vE
7FsdE g 54 A lolH AMEYY S =
A7) SEl AA AFE St

HHEZA 7]o o= 9219 PINN 229 ¢
A3 4 7beA s Azt AEEQ WY 2

ALK, oA 5
8% & Ak §Sol,
& W3 g4 VA A%

g lo

—D]l —lO
¥R
Wt
rr 1m0

o 1o
£ w
ojN ol
_>|~1_ B oX,
I Q

236 A3 =77} ",
Ko

(ot
o
oo e
i
ot
<
wo
%
>
rir
=
Hl
ot
fo
2
K7
2
=2

)
Y
re
—
o=
X,
>

o). iAoz

e 2y vEg AL v o) A

25 PAT gl ole A B 4
FAL 715 ARl o dthe A, S

& A|(Optimal stop problem)E A 713t} A< 7}
& 7122 7HA Azt tigk R Ao
o, 7]zAHke] 7EA0] U)7HA(In-The-Money)¥ 7
- wA4E SA NS Ha YA
(Out-of-The-Money)¥ 78-- A3o] frejsid wj7tA]
wAE BASHA Hed old wet HA] 3 3
A 1A tigk A A Al(Free boundary)7b EAY S}
A #oh w1y F A 788 F 49 5¢
Els 7
A

RERL

xo M
nw



Journal of KIIT. Vol. 22, No. 6, pp. 189-199, Jun. 30, 2024. pISSN 1598-8619, eISSN 2093-7571 191

B. F. Nielsen et al[4]< Front-fixing method$}
Penalty methodE | A g|=H Frong-fixing method<
Eo.-&= WA 72 HEs F4 7HA W
TE A FE oLl ﬁﬁé’\]ﬂoi’yﬂ AE
A A T3tk
Penalty Method| A= E3-&2 ‘%} 4]0l penalty

terme F7FE & FIARE

S AKS
t}. K. Muthuraman(5] A W3 2718 F35&
Heo s 7H4 s 7 $ olE B gHE
o|27MA AAY 7HE e WHEF R 3}

| <
Moving Boundary Approach® A|AIFIL o]F A
Chockalingam and K. Muthuraman[6]2} & ©|& 7l
&3k Approximate Moving BoundaryS X 5T},

. ol FASHAA WHE 9o g uhy
% AANENAEE S, P Zhy[7]=  Homotopy
analysisE ©]-&3l Faaa FE Y 23 sE AA
I W1 A S T FEE 54
o e 2] 2Egew B 0 B @

=
SRS A%E 92 5 ee WM
S
=

ol
e
offl
it

T}, F. Gatta et al.[8]2> PINNS ©]&3+ n|=g
o] 1A AL A dig AFE %Ef;‘i

(Discretization)”} E Q34| 3L 7]Z2AH4ko] o 7
A Aol tigk A= JPS 5 ke AFlol
ATh Gatta ©] Aol Wl Ffpel w2t
parametric, non-parametric, semi-parametric Al 7}4]
23& AN =9, Gattad] ATolAe EH-&
gae A% 2dd Af AA s

2 RFe| § 5)
AR 93 md, T 74 mdS Akt
2 =8 =T PINNS 2838t v5d E{Al
o ANsk= Aol AT WHENA Gattad] AT}
2 Zol7h ek GattaA A7 AL uZy
49 YA AR5 AAste A AA 2Hol
A T Gatta«l AFNME= 25 AAZ AH
3b7] A% Ry E9.ex s 27 A%
7d T 7l 2dg #48% olFd F /A

zdlo) 88L& Af AAE A¥aA 2T 4
AT, e ol BHAY TAAoE B4

AN

o] oAt 92 EEolx
o A% %7
A4 G Mg

o1 =

+ Gatta®] A9}
aHEA et thal, skt

NF §Ae WA RE AT
G o) HE WAL 5 I fu9l AL A

s AT % gl

ol gt

mlm

(
-

22 Olojef ME2 o7

Foixl HolH7t vlud AL T Eoplie
dolg AEH 2 A7t F83th M Kim et
al[91 7N AE H7F RS ffejA ol F7
7S A&std Bde A5 FHAAT nizvt
Z|2 PINNS TH3l2d 3101514 Axe 2 A
go] FQ3lt}. Z. Mao and X. Meng[10]2 Z2k2}
71€718 7IWOE S ASM(Adaptive Sampling
Method)S  AIAGITE.  Mao®t MengS  Burgers
equation?} Euler equation®] ©] H4& 83191
A} 71871744 e ASMe] Zapike uH
ASMET} A5o] $-43lths A& B

Z. Gao et a1[11]° AR A 7VsA7HA 1
¢+ FI-PINN(Failure-Informed PINN)S #|A|gich. A
¥ gE& —%—00}7] A AEH PHOE EHIL
= ST ol AAESIoY
SAo|AY At Bag FExF
TE ¢ F e 9ol Atk Gaoe °lE EY

3}7] 913k SAIS(Self-Adaptive Importance Sampling)E

IHEOS u]

AA T Gaos Eola|E zt= Hm|EHEA2lal A
7ol o E3e Hu| RN AA SAIST} THE S
g PsR o 488 dZ9se By

NS Improved PINN(IPINN)% JQHITE IPINNY]
= 4 39 g3l e 39 dgHe] dde
TEE A =4 A8 A8 4t &9
3}t Bait PINNF Wl w3S w IPINNo| U wuh
g 78 £59 PH Aee EdeS Tt



192 2R E AQS 248 v=d 54 7H 2%

X. Wang et al.[13] 7]Z&Ak4ko] 271%1 vlo]d g
wAT Fokx FA9 M-S AFESH] 918 PINN
S AT R U Seydel[14]°] EHI7IEE W
£ ol&s) 7 Holdy] I FFLALNOE
T Fokx FAY MR Hude W AY A
o7} ;U

A. Dhiman and Y. Hu[15]& PINNS AL A%
HolHE FHANA Hlwshks o A4 ¥ AA
b AR HolE ok Mo 7129 sjAF ol
U A4 B EG PINNO| o A HolEl9
AAes BY

. O|2A H{H

A 40l
= AUE 94 920 ded 2o) BeE B
2 olo)g A2 # o

#(S,¢) := max(K—S,0) )

N
D
ro
U
o
>,
N
|
i
o
= r
rr
i
e
1
il
s

r
ok

vEe gAe del WA o Rl tehy $ol
5 goom yr 4 g ojd ¥

tlo

TES= AR AAE Bl Ee g4 &
d=dl Ss7F B(H) Bk ATH AE A
dolx HHAE S7} B(r)Ht} Ackd A4

FHolt}, ol FAOE A o

dlo o o gt of
ok IR
12

_VLIHII‘IF

ml Jo o2 >

o ={(St)erst.S< B(t)) 3)

Q,={(St)eQs.t.S> B(t))

OP | 1 , ,9°P oP

Tt oty S —rP=

5 T30S e rSogTrP=0 (5)
(S5t) € 2,

r& B8 ojAE, o= 71ZAME WEAolth
2 (6= A F83b] sl o Z2o] po of
gk HE AR A5 Ao

&

P 1 550 0P _
AP: 8z‘+2 5852-1-7585 rP (6)
AABR Bl S e Aoz A (43
4 ©F FHE e 2ol & 4 Ut
max(AP,¢—P) =0, (St) € Q. (7)

A71A (S)7F ¢(St)—P(St) =0=
(S¢t) € @08, W2 AP(St) =0 T
(St) € 2,0t}

] AAERD TellMY FA THAE &8st Tt

A @45 pel 32 249 24T % oo



Journal of KIIT. Vol. 22, No. 6, pp. 189-199, Jun. 30, 2024. pISSN 1598-8619, eISSN 2093-7571 193

P(S,T)=¢(57T) (8) 1) AL Tloly x,,..c 89 @ AAl| dLsHA
28 A dolHE APt o] HelH AMEE

T3 b g 44 242 geg 2 2B37] 0] HolE & agdl MW=L A3}
2) A% A ol .. FAE K9 9]
grg.}P(S,t> =0, P(0t) =K 0=<t=<T (9 T ZAAA Bt F4E FgstA ZdPs]

Asl, o] I HFH 2709 dolHE A8

A, @), O gJalA dle) AL guge) T FIolEel FHS S 2ol A gk

HAd. 0.994,1.01K] x [0.99 7, 7]. ©] H]o|E] EZ& PINN

o] £FMo] §A s Holx I HFH

32 PINN o2 FIFolA BALHYo|A o] JIAS &
3.

3) A e HolH 2,0 2 HWAE AWSe

128 x 128 53 AAH oz FAH HolHE A

[

<

A
A = WHE vED &4 ol A
EaaL walos FHREAAs gase 4z AR o FEsE agse skl oo
& A2 PAE ANBTL PNS| Fae Qumo  HOIFE e el RS HAE,
2 g2 AAgos TAHY, gz A g A Al 7HA dHolHE FibstoA o 2
N7HA BEE Seeta, 282S o|yet FEA Hu| B 218 93t Hlo|HE AASHATH
Holgae) 88 AFAT PINNG 25T 5
Ao Azue] &£Ado] HWujEagae] 2z} XppE= Xyana Y Xaoor Y Xgria (10)
(Residual) S EHA 71 402 B8 HA& A3
E3si= Aotk o= A% HES ALt 9 ojgte WA= 42 5 A =de 97 Holy
9 amel o EYD 2o R Agge  FT LI PN Hd R AA 242 2
2R o BolAE, FHEBWAY A o] Hu= A SAd, oHE BAHOE 42t 2ue] A
SRtk A 203 2] 2% S5 2 /1 R HOIHE HEst 2o) AR
el AR B, ol mdlel A o
A3 Aok 24 5o ES 24U, Frerm © 10 S I (T3,
B =i AHEE PINN RP& 03y £ & tpa < {0} [0, 71,
R 744 AR meolx Ba.&2 PDES} 1o Tuat © (S % 10,71 (1)
€ A 4o AR FEEH. £ =wolMe
Tanh 78 BHF P2 Bg3e] g4 M = e 24 % AA 2a9 Heldt FEpe
Wo| $743 BALHL AR, 2 g2 242 AN o ASE
V. Skt 42 BT =g A
4.1 &t oole MA $2)9) PINN REE W3 F g4e| AL
AR d Qo) BRAe ERdon AsES
$g 2o FHAE PINNo| Epzoz &  AAFEI o AW 4L, 4T, 19T
23 4 gu2 odd o YA A 7k S8 b ) 743} E-Z(Residual block)o-2 FAHL 72+ &
o[EE AHEIITE 2 EE53 fES, 295 U9 2 Fde 1507



194 2R E AQTS 2848 v=d 54 /M 24

B2E A Tanh 5 S 42 AE3)
Atk Tanhe= $9] o]zt m|E 7hsAdo] Q3
PINN @A ReLURT 43 A5S HHTH
ReLUE A4 ml& B7}s3siH o]& PINNY
Ao HAHol ks mzit)

$g+= ©] PINN E%lg u(0;S,1) 2 AT Zo]

2 2AHE Aol

A
Algt

4.3

e
ok

EA%E PINNY St HA9) T2 74
o, Al 7k B-Eo2 vty AvEgE Y
T Lppp BA 21 E48F L, 183
&4 L, 0 E4gl /\Pl% Hlo]

ofN o

A
A

=
T UM ¢

o

A5€ Xppp Xwas Xud> xfermoll:]—‘
Lo® A A (0% 2834 T3t 2ol A
SJake Aol Ankdold,

Lppe=

#Z

| XPDE| (S:t) € xppp

(maX<AM<S7t>7 (QS*M)(SJ))Z

et ol T max] A ERol BA4HE
SuBT, SUE o BALNEL B el
7129 max o tiAlell mE s tedt 2
g4 Aol
xe™ + ye™
“x,y) = 13
max®(x,y) T (13)

rir

A71A ¢E max’d FEHE AEE YR
ATZ a@tol AAXHE max’s maxZ TAF @
oE Moz Best Ro| AE £AREE B3l

?51— /‘ 1;].

o

Lppe=

#Z

| XPDE| (S:t) € xppp

(max”(Au(S,t), (¢*u)(5,l‘>>2-

(14)

olg} AR L, A% 4 ) #he
oz

Ly " Y, (st —¢(St)*  (15)

‘me| (Sit) € Xioym

m

2 A7} He Ao gk ot}
SHAIRE ¢(S¢) :==max(K—S,0) 22 HE 27}
5% 4ol Taf— ojlye ¢ & ¢sIA o
] ¢

3} o] ¢*E Softplus TS 7|WoZ Aot}
6°(S,1) = log (1+¢%) (16)
ol HIEOE 4 (15 T BYstH Thadt

2o

Ly = Y (S —¢(Sh)? (17)

‘xterm| (S:t) € Zpopm

A 239 EATTE H T A Ao B
A= olu] P& 7hssith. 4 (100 Z-8steix 4
o5t ot Aok

1
Ly, =+ Z

%] (5.4) € T

LY (s

|Xubd‘ (S.t) € Xpa

(u(S,t) — K)* (18)

S5 QN ALEE 2 EARF 1,2

23} o] Hojg,
Ltmin = APDELPDE+ Ate; rm*~term + Adebd (19)

g AdANME A,p=1, 28 1 99 4
G Ay = 0.1 2 AT
1345 S4TSR Thsste
e W3S A 20e EFetaARE
Zl?‘*oi HHolA w=y X FA 7HH mEd
B 7IAE B §3#0 = 3

A
o2l
1o
ol
o)
B



Journal of KIIT. Vol. 22, No. 6, pp. 189-199, Jun. 30, 2024. pISSN 1598-8619, eISSN 2093-7571 195

}a3)
_rn] bas oﬂgﬂ ok _‘?_E tolH

l AEEA. T
o2 1A

243t

o1

T

2= PINN Ase WA niasty] 98
BTCS(Backward Time Central Space) 3t 223}
ojgt Wiog A& FAH M4 Ade} vladth
ok AEH A= 1000x1000 L2 =5 AR, o]
& AT N=10000 GAE AHEATE BE A
AN FAZE k=100, 27] F7F S=100, 7]
=192 AR

28 ZEe oA Adud RE oy AEY

WS S, BE S43FE ulstel v )
S CUTER ASAT. GUD ¥EY o9 o
Ag oy AR U Pls0) A vla Aske
£ 19] A7) 9T PINNE 23 458 HoiF
glom, v Auve oo A8E ke 905
AAY W B4 A PN A AT}
AEAQ W BES0, 7o) WAk g 7}
53

2 r=019 7%, PINN2
AlFste], BTCS A¥el
8169 wl¢- AT ZAAE

st 1 718700 rﬂ% wd Y72 BoZEn 13
o RE PINN ®ue| AT vE 7P5HS
HoEg 9 25 Efﬂ WATVA K A OA &
Db ARAT 24 Fe AL o) @ % Yok

8 8
Option Price (v)

IS
o

N
°

50

100
150
Stogy,

e () 250

0.0

O 1. u(St) 2 3x dej=
Fig. 1. 3D graph of «(S.¢)

gl 2, ﬁ(StPI 3R Jef=

Fig. 2. 3D graph of —(St)

E 1. WSy olxt=20l wWE @

Table 1. Output respect to ¢ and »

o r FDM Binomial PINN
02 0.1 4.852 4816 4824
04 0.1 11.990 11.958 11.901
02 0.05 6.091 6.091 6.095
04 0.05 13.703 13.668 13.646

a9 33 19 4= 47 %a—.‘—%‘%& 49
A Aut ¢—u®] 33
= 854 Auyg—u <09] é%—a‘y_i, T
B kY] gho] YEhA & A

o o [k HU =L

3% 19 4olHE BT 0 Fe %4 ol Uee
% 4 gt



196 2] E AT 288 v=d 54 7H 24

BSM equation

J8 3. =3 &
Fig. 3. Residual of Black-Scholes equation

=y Bt

Early Exercise

100
Sto, k g,

150

Tice (s, 250

a8 4 ¢g—uol 2=
Fig. 4. Graph of ¢ —u

A7) 19 394 Au=022 EHH
< 9oA AYE @, o|H RIVIAE 2E *%‘Oi
AR 9L Au<0Ql FeE @ olt} oS
oo 79 4= YA s7b AR wet
J] = 09 :./\].3]_71011 a9 34,]. o]
‘6‘}741 FAHA Sk
I8 59N E max(Au(St).¢—u)d FOE ¢
Y7t Lyppe oA ShEsteal g 2AE Ui
o 4 (14)9lA Eol% max(Au(St),¢—u)2] &
o] 002 35S Mgt AAE 17 soAE
HAZ 0o 77k FE HATh (K7) Wl
A &37h BAXARE o] g FH dHo]H
ko g &30l 7|7} 1S dA Let)

>~
-
12

Fl

Jﬂ: _|_, OR

i)

03

Option Price (v)

a2 5 max(Au(St),¢—u)el J2=
Fig. 5. Graph of max (Au(S,¢),¢ —u)

b2 S Eof oist MAH A7

2 Zdo] gokg 74 849 VoEE o &
olgfsty] {l3ll, gl HE HsEH 54 ¥ 2
A9 dolg] A9 TS THOZ AA AFE
TR} o] A 4 WHE AAHSE AA}

1 B A% ¥zE B

¢gE BE AAHAM K=100, S=100, T=1,
6=02, r=0139F AAS}T #(50)2 #E A

it

r

zﬂﬂ 01%%— T2 2de] 7+ 4 949 FaA
S HAFEY, SH3GE 712y vE B &
T2 A3 A 7140] 47807 HolA | o]
PDE &AM v 7FsAY FaA4e =3t
o AR, 4 99 2A 9 vlolEE Al9etd
7FA0] 4764 F¥Aste], g4 7HA ks A g st
o] B3 ilOlEi AMEHY T84

¢

l‘

B2 HMAH A7 Zo
Table 2. Ablation study result

Loss function Data Result
smooth X ppE 4824
smooth Xrand 4764

non-smooth X ppE 4.789

non-smooth Xrand 5193

N/A FDM 4852
N/A Binomial 4816




Journal of KIIT. Vol. 22, No. 6, pp. 189-199, Jun. 30, 2024. pISSN 1598-8619, eISSN 2093-7571 197

29 ATE )R P5y% AR AEY el HOIES 40008 |ZAF A8 Gatad)

9 HolEt MEY E 4 M AFlA AR QTHT ANl grh IYE BT, e

W52 243k W BAFS Holzn 2Re 108 Fbhel e £U%E 7SS o
= Selo) wdo] A4 982 AN

53 AA A2k

ool Z+ e A NS =
°F 191227} £8513, BICS B ATAE PINNE VIEE F 84 Wbl
490127} o3t $ge PINN 2do o

AR Agshe e BT ok dolE AET

o GTX 3090 GPUZS AHE3he] Sh5adls o) 488 S ALgske] melS shssla, oHA AT A EHA

59%27F 48530t 28y 3 W S<5H ¥, PINN < =07] 93l PDE ¥ F2 24 SAFTE v

Tdo] 32 A7 FA kA 0002925 4285 2 7Fsd 3E $A9Y. 292 BTCS 3t A

At ol sk ©AVF $h5H F PINN Zdo] A 2 g oold Wy 2 AFHQ 3 W

AL Ago g EEHYS HAFE Hlwale] TRk Ay oA s A 43
S 7HE AIE RAFT

2R 9t Ao s xS, w4 7H40
PINNS 283 v=d w4 714 24 d79lA WAt PO e A Ao IS Ho
Gatta®] =EC 249 A} oJBE TLHFE= 24 =t AA dTe E4TeY nE e 34
AA B()e AR FHE& F1 it wekA 9 =AY Fx tﬂOlEi AEFo] R HA A
Gata®) ATANME &4 7V W7k Ak ofd 3 Al Jlodske Fa4e 2t
% £AgS 71202 PINN 2d9] A= E At =3, 89 PINN 2d2 &4 7hsAdo] At
Atk 2R vnE et og mdd e 24 F7F S9} AR Bk opyel WA o, A} K,
7S Hlwdt o ZE r5Y AYE FEIEE FHE + Yo
8 2l g &4%e £ 34 AP o] 4L RES O¥Y & BEY Aue
Gatta®] A} AR L9 & Lyt L, of AatA wheth 3 o] REE thAbd A,

B} 2T U e AR HFHOoE &AL dg 5o v At M= A4S AES 4
0.0110]th. o]= Gattad] =FojH Hu¥ I3 A A B4 F ol 58 38 Zokllre A8 7t

=
7k 0.001189K Tt Zo} Holxmk 9gle mde S4< Yl
108 =& gzke ALgdes mEs|ol 3tk Mea AEAoE 79 AF= PINNY A-gAH &
Squared Error?] EAS 18 u), $g)9 £4 g,\% &40l A A Yol nis) HlsAT
0.00011 2 2A3to] vlwsh= Ao| ebdsi. A AT B = ATIH FF A7 o] HHE
929 & ok 80000709 ElolEIE Abgatyl o FVF B S&S "ste O AEsial <

o, FHo| A3 oEF FE 10,0003 2, 30,000 HAel nElS AFe BRI g}
# 3 HESAHL o|RlE0l wa 27t
Table 3. Loss value respect to ¢ and »

o r Lppg Ly, Ly, Liyin

02 0.1 0.00180 001329 0.00009 0.00314

04 0.1 0.01389 0.06430 0.00045 0.02036

02 0.05 0.00587 0.01731 0.00029 0.00763

04 005 0.00677 0.06458 0.00026 001326
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