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Abstract

In this paper, we study the calibration to market call prices $Cˆ{{mkt}}(t,K)$ of a local volatility

model enhanced with jumps. Instead of giving an exact calibration condition on the local volatility, we in-

troduce an approximate process $S tˆ{ε}$satisfyingawell−definednonlinearMcKeanSDEdrivenbyaCoxprocess, suchthat${E}[(Ŝ{ε} t−K) +]$convergesto$Ĉ{{mkt}}(t,K)$as$ε$goesto$0$forall$(t,K)$.Thisimpliesthattheparticlemethod, appliedtotheprocess$S t̂{ε}$, whichisusedforthecalibrationofthelocalvolatility, convergesnumerically.Weillustratetheaccuracyofourcalibrationalgorithmwithvariousnumericalexperiments.F inally, weextendthismodelbyallowingjumpinthelocalvolatility.
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