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Wiener process (Brownian motion) 7€ 35 7 [E

Ito’s process

Ito’s integral

Ito’s lemma
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Wiener Process
(Brownian motion)
o F—EmERFHrYbEEsEtE (FB()ZEK)
— IR BN0Y AR A AR S R e AR
e Wiener Processtu & NHI[HEE:
— B(1)-B(s)~N(0,t-s)
o N(u,v)RFEH RERE R E, 1 Bu, 8 S v
— B(t)/&—1[& martingale process
« E(B)|F,)=E(B@)—B(s)|F,)+E(B(s)| F,) = B(s)

—fE w=s=t, JIB(t)-B(s)FIB(u) L
— B(t)

[T

I

Wiener ProcessHyE

* Markov process
— & AR B A IR RE AL R AR AR TR
FIRZ R A AT Ry IR E A8 T
— EEX(T)/Z Markov process
e P(X(t+5)<y|F)=P(X(t+s)<y| X))
— B —{EHE A& (B =R, 1550 e B AE 1 —
Markov process:
o BAR(ERS S 4 SR TS T AIRYEHE
» Wiener process & Markov process

— Black-Scholes 5 HHE AP E RS B ST S
Markov process. 4




Wiener Processr) e Bl 4
o SRREEEESAS ]I

dB(t)

- —a NEE
e |nfinite variation:

— variation g Z {EUELE(a, b)), YUnfii Ei:x1,x2,...xn
o limYf(0)-f ()

IPll—0
e finite variationf¥J{§|¥: y=2x, variation=2(b-a)

o M= (a,b)Z4 /)N, Wiener processiijvariation&]l & HfE A
Y A

Quadratic Variationf) € =&

n

e quadratic variation:  jim >|r@)- )

lpli—0 <

— Finite variation/?":H5& £k %4, quadratic variation=0
lim Zn] F)—flx)| < lim max|f (x,)— f (xi_l)\Zn]\f (x)— f(x_)|=0

[[P[—0 P|—0 1<i<n

lim | £ (x,) = f ()] =0

I1Pl|—0

At = 0,(fE+AD)—f()’ =0=(df ()’ =0




Wiener ProcessiQuadratic
Variation

* Wiener process has infinite variation
B(t+At)—B(t) ~ N(O,Ar)
— Wiener process 1+(a,b)Quadratic variation=b-a

At —0,B(t+At)—B(t) = evAr (¢~ N(O.]))
E|(B(+An) - B(1))|= E(eAr)= Ar
Varl(B(+ a0 - B |= E|le2ar - arf = acE[(e <1} |5 0

= (dB(t))2 =dt
o FuitPEETTIEBHEEI0’'s lemma

Ito’s Process

* HWiener processHIHAMhEKEH, A I
FEH PEt s
o fr I HYBEEARE H R
— Wiener process: 4B(1)
— 45 dX (t) = adt + bdB(t)
o E(X(1)-X(s))=a(t-s) , Var(X(t)-X(s))= b*(1—s)
e a: drift term (fURHEZA) b: @R/
— 45 dX (t) = uX (t)dt + oX (t)dB(t)

e Black-Scholes Formula {5E BRI ¥E RS e R TR
o  HALFREIBNR, O FR(EZPRE)




SR 7E martingale and Markov process

e EES(t) &2 martingale process
—Hll  u<t  ESO|E)=Sw)
— Let dX(t)=bdS(t), &H] X(t);& martingale
Process.
e [EES(1)Z Markov process
—HI] PSE+s)<y[F)=P(St+s)<y|S®)

— Let dX(t)=bdS(t),5(0)=X(0)=0, B X(t):&
Markov process.

lto’s Integral

o =% |to’s processifE sy
e 4ysimple process: Y(r):colo(r>+§c,.1(,im<t>

* FREY RIS

j Y(t)dB(t) = Z C (B(t,,)—B(1,))

— B RERY Rt
—Mean: E([Y()dB))=0

10




lto’s Integral

— Variance:

Varq Y(t)dB(t)) = E(Zl C.(B(1,,))— B, )))
i=0

= EEnX C,(B(t,,)— B(t,))X nz C.(B(1,,) - B(, ))j

- nz ZE(Cicj (B(t;,,)— B(ti))(B(th) B B(tj )))

i=0 j=0

- 2 Cl(ty —t) = [(Y (1) at

11

lto’s Integral

® 5 dX(r)=adri+bdB(t)
o Fe Y(H)dXM)HIRE>
j Y(1)dX (t) = j aY (t)dt + j bY (t)dB(t)

E[Y(1)dX (1) = [a¥ (t)dt
Var[Y(6)dX (1) = [ (bY (1)) d

— ] AR A A S (B s
[Y@ax =Y re)xw)-x.,)

Y () LS, XA
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IR A= HIto’s lemma

o EEF(X) Kz EH =S K EED ] ik
o f(O)-fG)A]H M &
f(X)—f(xo)=f'(xo)(x—xo)+%f"(xo)(x—xo)2

+ ...+ i' £ (x,)(x=x,)" + Error Term
n!

o fEX) R —hatkiats, (5 it L2
, 1 . ,
f(X(t))—f(X(O))=f(X(O))(X(t)—X(O))JrEf (X (O)(X (1) - X(0))

+..+ l' FU(XO)(X(t)— X (0))" +Error Term
n!
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Ito’s Lemma
o ZEr—0 X(1)—-X(0)=dX (1)
— df (X)) =f (X(®)dX (1) +%f (X (D)X (1))’
e [EEX(L) is finite variation( & gij i #ik)
— df(X®)=f (X@0)dX (@) (GEFEHLHL)
o [ELEX(t)EWiener process B(t)( R Al kL)
— df (B(1))= f (B(t))dB(1)+ % [ (B®)(dB(1))’

. 1.
=f(B(t))dB(t)+§f (B(1))dt
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lto’s Lemma

e [REX(t)E Ito’s process
_ 4 dX(t) = adt +bdB(t)
—H] (X @) =(adt+bdB(t))’ =b’dt

df(X(t))=f'(X(t))dX(t)+%f"(X(t))(dX(t))2

= £ (X(1))(adt +bdB(t)) +% £ X ()b

= [af' (X (1)+ %bzf (X (t))}dt o xaplasa)

15

R IR g ) B RE(E ISR
o & f=¢' dX(t)=(r—Y,07)dt+0odB(1)

* K df(X(t))
o limEg df (X (1) =rf (X (1))dt +of (X (1))dB(1)

o £5X(0)=0, X(D)=(r= Y0 +0B(®)
e Black-Scholes formulaf{E e FIFER I {ERS
PR S(Y) AR LR T, AR

S(1) = S(O)e(r—%az)HGB(t)

16




lto’s Lemma‘j4E{H

o f(t,X(1)¥Ito’s lemma FJE AT
of (X (1)) 10°f(X(1))

K | 2
A X W) =7 ik =o S dX @)+ = T X (1)
o GRESHIVIREIMERS f(S,0)= ST

— R e RS RE : dS (1) = uS (t)dt + oS (1)dB(t)
df (S,1) =—rSe’ T dt + " TdS (1) + %xO(dS(t))z

=—rf(S,0)dt +e"" " (uS (t)dt + oS (t)dB(t))
=(u—-r)f(S,0dt+0of (S,1)dB(z)
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R R 1S e H (RS B FE i A

o BTSRRI R S U R
K dS(t)=uS(t)dt+0S(t)dB(t),—> u=r
— G i e R F O RS e B (E AR Y bE B
— B s HE AR B FaaEAE Al R F @) = e
arfedE dX(t)
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/([ e EFE N AYIto’s Process
o Fe i A WA E E, Fe s iE L |

— dX,=a/(X,t)dt+b(X,,t)dB,(t)
dX, =a,(X,,t)dt+b,(X,,t)dB,(t)

— B1(t) Ba(t) R a1~ [FIRY Wiener process
EENTA R LD, HAER ) B S fa &
iz, DN ERS I B rT #&Ito’s Processiiil

— dB1(t) dB2(t)ETEAIBA(t) Ba(t) HUFHRBA{REL L
AR dB,(t)dB,(t) = pdt

cov(x,y)

— Remark: 0,, =
O'xO'y 19

A [ e EAE N Ito’s Process

1
dF (1, X, (1), X, (1)) = a]; dr+ a;f() X,(0+ a;’ (f X0
of 1 f . of
+ — dX, ()" + dX ,(t)dX,(t
X, (1) dx,(1)+ 29X (1) > (dX (1)) IX (00X, (1) (1)dX,(t)
[al o +1 af2b12+ F c12+l 82f2b22+ o ,012}
o X, 22X, X, T 29X,0) X, (X, (1)

of _of
—aX 7 )bd () + 3X.(0) ———b,dB, (1)

ZHEREHGERE i RN

n

1 2
df (t, X ,(t), X, (0),..., X(t))— dt+ZTd () + _Z}a)i (f) (dX (1))

—ZZ X (r)ax 7 )Xm.(t)dX (D)

l¢j

20




AR R g o MR & LU B SR T E
o [REINEATEE X (LIS S ), e

B 155 Ko AR/ )
- g R EWEHENF R A Y = X, X,
—BE  dX, =a,X,dt+bX,dB,(1)
dX, =a,X,dt +b,X,dB,(t)
— KEFZLE ERFERoaiE =Rz (dY)

21

B EEA

o EAETHE FinEF#eer, Hmarket is complete
— {AEME—R R OB Q (R BBEREE/\FE)
o TEEMITTEH, P HYEME nT H B ER 7 =0 LA
— (BUEE — (A e 2 H TR RSN C(T), AR r
— FERFRRE 2 s ER TS e TVE (C(T))
- D—EEOEEEX, FEI’J%F%%%S() L

- wpe= € Eo(X-S(T)Y)
. @ﬁff%ﬂlﬁﬁﬂﬁﬁﬁﬁﬁkﬁﬁ TR N Y E
R R,
— FERRZEMEAA a] KT A P B HE 2 AE - v i B RS
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YRR NEE N

o (BRERERIYIRY a8 T A R e i
— dS(t)=uS(t)dt+05(t)dB(t) oy
— Ky, T S (1) = S(0)e 2
o FE R T BT, B R
e BA =R i DL (s #=r
o 5l Em R AR R IE AR, SRR R B RS L
— T
- SRR (T )
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— — LR L
w1y ki
] W i RS
RS
R e T R
—RE TR e fiF
* HEREY P,
—E %L e fi%
o HERE F)
o FENHARREERYMERES AT BT S(O)e™™

—_ W(n):I1 +I2 +...+In

- Iizuord
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Y[ Bl ava
o (B fo BT, AR TR R B, 3

_ e TN 9~75ff*jkﬁﬁﬁﬁﬁﬁiﬁ ST
W(n) & i iR A STEAGRBLER H

o FERYIERSETZS(T) = S(0)e” S
—EW,) = (r—éa jT

2
—Var(W ) =0T

° FRRLL 1ot dy B2 YR

— Ar =

— E(I) = [r—%azjm

2
- Var(ln) =0 At

:\ﬂ~

25

U IR
* s BLITIRAL.
— P Xu+P, xXd = (r—%O'ZJAt =
—Pux(u—m)2+Pd><(d—m)2:o'2At S

— P +P =1

(o

o —{{TREHEHT
(EEN S EES TN N EIE S
— CRR model: ¢" x¢* =1
* Remark: A/ECRREEAIE: & H, 5 T /A 1L,

2 2 2
Pu><(u—m) +Pd><(d—m) — o At

Seu

d
Se

AT, TR
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{50 F o ME
CRR JCfafssy
e HH Cox, Ross, f1RubinsteinfgH}

AR E WA

_U:e :eam D I “oh >

SU

SD

FER SRR TSR -

¢ (PC +PC,)

{5 FH I CRf M E SR A

Backward Induction

* FhEMIHIHEAL (43r=0)
— JeE TR AR — B EAS, AN R A

37 (37-34.5)" =2.5
(1.5)
35 (35-34.5)"=0.5
0. 875)
(0.25) % (33-34.5)" =0

33

Li‘%’ﬁﬁﬁ’ﬂﬁ%

28




(Ed

e

B

Backward Induction

o TFEEpY], KE>(N+1)

o SRR IR payoff, A fEY ] H
2.5 0.5 0]

o FIIHES —HAEAS KRB —HAERS
2.5 0.5 0
- [E 0

15 [OESENN o
29
0 TR R A

Backward Induction

o IS IR ER R E S S E RS

1.5

0.25

0

o EEMENIER: 0.875

0
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{5 FH — O PE E EE AE
EBA W Lo
o PR IRARATT:
— 1L AR B (S) AR Y B

(Sigma), HEJE\fEF=R(r), R ERS (X)), Il R AL
(T), 30185 (n).

— 2. e ECRR _UHIHIAHR 228

— 3. REEEMEA T R —1Ypayoff

— 4. Backward Induction

- 5. B

in 2 HC++ s RET 7.2

d

31

void main() -
{ (ES STy
— . 5 % —HHfpayoff

float S, T,X,r,Sigma; doub]iz Array[500];
int n; //HAES double CurrentS=S*pow(U,n);
prlntf(llu%;ﬁﬁ]"\*%ﬁ/‘j#%'fgfg")’ Ior(mt |=0;|<=n;|=|+1)
scanf("%f",&S); Array[i]=Max(CurrentS-X,0);
printf("fi& A ZIHAH:"); }CurrentS:CurrentS*D*D;
sc_anff(" i ’8,(T()’ e /7/Backward Induction
printf(*4i AJEAIERE:"); for(i=n-1;i>=0;i=i-1)
scanf("%f",&X); {
printf("fE A E s FER:"); ‘EOf(i”t j=05j<=iij++)

scanf("%f",&r);
printf("fE ARERYYE RS EER:");

Array[jl=exp(-r*DeltaT)*(Array[j]*Pu+Array[j+1]*Pd);

scanf("%f",&Sigma); }
orintf(“6 A ) [ . _
Scanf("%d",&n), }| prlntf( 1%?%*’%%1:%— /ot ,ArraY[O]), |

IIEHECRR IR AHRA 28
double U, D, Pu,Pd,DeltaT;
DeltaT=T/n;
U=exp(Sigma*sqrt(DeltaT));
D=exp(-Sigma*sqrt(DeltaT));
Pu=(exp(r*DeltaT)-D)/(U-D);
Pd=1-Pu; %




S I

o & Bl = ME AR =
= REfpayoff: (x -s@)*

. %F@baﬁiﬁﬁﬁ@%ﬁﬁF':ﬁ%E(AX=35)ﬁ,HH
FRER>1 (p>0.5)
(35-37)" =0

< 2 (35-35)" =0
(35-33)" =2

33

T#T@EI’JTE‘T% , .
ﬁﬁuhzg'—f’j(f Backward Induction=F i A F1JEr =) 33
Remark: SE=EEEE RS U

SST\EHHERTHME
fE =

/I Backward Induction
for(i=n-1;i>=0;i=i-1)
{ CurrentS=S*pow(u,i);
for(int j=0;j<=i;j++)

{
Array[jl=Max(exp(-r*DeltaT)*(Array[j]*p+Array[j+1]*(1-p)),X-CurrentS);
CurrentS=CurrentS*d*d;

}

}

B C++ gt =iat 7-2.6

34




Homework:

L

o C++FBsfeAiaT S SR/ MRS U

35
void main() et peret e
{ AT AT
IR P
' FT LR % —HHE payoff

float S,T,X,r,Sigma; doublz Array[500];
int n; //HAE double CurrentS=S*pow(U,n);
pnntf("@ﬁﬁj\*%ﬁ/‘j#%'fgfg"), for(|nt |=0;|<=n;|=|+1)
scanf("%f",&S); Array[i]J=Max(CurrentS-X,0);
printf("fi& A ZIHAH:"); }CurrentS:CurrentS*D*D:
sc_anf(" el ’8,(T()’ . //Backward Induction
printf("# A JBAHMERE:"); for(i=n-1;i>=0;i=i-1)
scanf("%f",&X); {
printf (" AR E g F=R:"); ior(i”t FOj<=ij++)
scanf("%f",&r); p—r : x e Ty

) . . " [i]=exp(-r*DeltaT)*(Array[j]*Pu+Array[j+1]*Pd);
print( ey, | (O APurATR/ AP,
scanf("%f",&Sigma); L
prlntf("%)\%ﬁ"), //ﬁﬁﬁﬁiig%i% T ;
Scanf("%d",&n), }lprmtf( %%*’EE*@'— Yof aArfaY[O]), |
IIETHECRR TR AHRI 2 5L
double U, D, Pu,Pd,DeltaT; RS ) ST E
pettar=/n; . BT R TN
U=expiSigmasqr{Beital)); S RN (n-1)+(N-2)+ . +1
D=exp(-Sigma*sqrt(DeltaT)); ﬁiﬁ(n+1) 127
Pu=(exp(r*DeltaT)-D)/(U-D); a
Pd=1-Pu; 36




{6 A — OSSP (R SRS
ST
* n— ,_jytﬁﬁ TSR TR, FME
e B L

o SRR B R 5
o FIMAZAAE SR EN AN, 132

backward inductiontZ £

o HAGHEME= 0()

» Sk EREE R DIRE HAT ST i
{(ARER SN B/l R BVES

37

(3 AR
SR L

140
120 ;
100 | & ¢ Lattice Method

— Combinatorial
40 F Method
20
0 -

1 16 31 46 o1 76 91 106121 136 151 166

38




5 FHAH SR
Bt U FME MRE

o B[ = HHy AR AL

C;P/’

C'P’P,

C,P, P}

3

CF,

0 1 2 3

3
SEPEREERS =7 Y CIP7P/(Sutd - X)!
i=0

(Su’-X)*

(Su’d-X)*

(Sud”>-X)*

(Sd’>-X)*

39

{5 FHAH S8
Bt U R HME A
o FENEARRIRI FR SRR (E A n] R AT T

— e—rTZCinPMn—iPdi(Sun—idi _X)+

i=0

° ZZD% C'P"'P,(Su""d - X)" ] Z':E

B

TERFRIN R,

NIRRT R nT 2R O (n)
o FHZBIERINISE I+ {E R IR payoff, #

. i+1

i+1

fﬁ Cin})un_iPdiXKH_lX%]:C,n

Sun—idi Xi — Sun—i—ldi+l
u

n—i—1 pi+l
B F,

B AR [ E FRFE P SR H

40




{5 FAH o R
g B ITAS Y EME R
o JFAK R AR —HARERIAbackward
inductionfyF2 = A Mg Rk 1

double CurrentS=S*pow(U,n); 2 8-2.2
double CurrentProb=pow(Pu,n);

double OptionValue=0;

for(int i=0;i<=n;i=i+1)

{

OptionValue=OptionValue+exp(-r*T)*CurrentProb*Max(CurrentS-X,0);
CurrentS=CurrentS*D/U;
CurrentProb=CurrentProb*(n-i)/(i+1)*Pd/Pu;

}

o EEEEEBRITR A AR T T LR [
R RE R RS O(n)

41

=HH AL V2T Sk

AR YRR
o SEmet M A EER T GFME T E
N

o FIHUR A RS S RE IR E#HE?
— QOverflow / Underflow problem
— i Alog

double a=pow(0.1,1000)*pow(0.1,-1000);.
printf(“%lf’,a);
/85

double a=exp(1000*log(0.1)-1000*log(0.1));
printf(“%lf”,a);

42




Homework

e Program Exercise : B ZANch874H3

43

1ECRRg]_LFMERT e s =

o FraT et EERERYERS e S R Y E RS
iz
— WAE A R N b B R RE AR, 2K EC TR A
AT Y SRR (A
— E L8R (Reset option): I ERS Er /AR
VI E RSl S — PRI B e
) (S(T)-X)" if S()>H Vte(0,T)
(S(T)-B)" if 3Ite(0,T) S(H)<H

‘h

payolf =

44




H o RN ME

o SEFEREACIFAERS, 2 2RI YERSACRF RIS
HIE SRl iy THE (E RS Hes B — 1l B AG 5: 20 T i
AR IR RE S5

o DUNEFBI,EEH=34.5, E e 1Y A ME RS 534,01
l:lq:,f ﬁ*ﬁﬁﬂ? (37— 35) =9

(37-34)" =3
35
075 (35-35)" =0
: H=34.5
< (35-34)" =1
0.5

(33— 34) =0

45

Bt “PfE H % %I/

PMEREEE

o fEdFMEVanilla optionf2 3, H 2K E B i e 5

— I A B(EEZRAVEAIERS), HERSRR)

— Array:cit i RS Array[500][2];
Array[*][0]> R EE s H S EEREE AR
Array[*|[1]> Eae iR i EEFE R

— mr— AR ER
Array[i][0]=Max(CurrentS-X,0);
Arrayli][1]=Max(CurrentS-B,0);

— {&dkBackward induction
o TR R ETENAHERS AR NAHAEEEE (See next slide)

46




e Case 1;: S<=H
— Arrayli][0] = Useless
— Array[|][1 ]= PXV(P,I);qu(Q,l)
e Case 2: Q<=H<S
—Arl’a | O — pxV(P,0)+gxV(Q,])
y[][ ]_ pr(P,1)+Rq><V(Q,1)
— Array[i][1]= R
e (Case 3:0Otherwise
_ Array[l][0]= pxV(P,0)+gxV(Q,0)
R
— Array[|][1 ]= PXV(PJ)I:QXV(QJ)

Code &% —H

VA

double CurrentS=S*pow(u,n);
for(int i=0;i<=n;i=i+1)
{

if(IsCall)

{
Array[i][0]=Max(CurrentS-X,0);
Array[i][1]=Max(CurrentS-X1,0);

}

else

10 {

11 Array[i][0]=Max(X-CurrentS,0);
12 Array[i][1]=Max(X1-CurrentS,0);
13}

14 CurrentS=CurrentS*d*d;

15 }

©Coo~NOOTA,WN =




Code: Backward Induction

1 for(i=n-1;i>=0;i=i-1)

2 |

3  CurrentS=S*pow(u,i);

4 for(int j=0;j<=i;j++)

5

6 double LowChildS=CurrentS*d;

7 if(CurrentS<=L)

8 {

9 Array[jl[1]=exp(-r*DeltaT)*(Array[jl[1]*p+Array[j+1][1]*(1-p));
10 }

11 else if(LowChildS<=L)

12 {

13 Array[j][0]=exp(-r*DeltaT)*(Array[j][0]*p+Array[j+1][1]*(1-p));
14 Array[jl[1]=exp(-r*DeltaT)*(Array[jl[1]*p+Array[j+1][1]*(1-p));
15 }

16 else

17 {

18 Array[j][0]=exp(-r*DeltaT)*(Array[j][0]*p+Array[j+1][0]*(1-p));

19 Array[jl[1]=exp(-r*DeltaT)*(Array[jl[1]*p+Array[j+1][1]*(1-p));
20 }

21 CurrentS=CurrentS*d*d;

22 |}

23 |}

AR

BRI A R (B ) AR VAR HA H Z BIHIERS
AR 2 B R (E R -

IR R RS Al PR R (RS 111 70

— HifEREEFE (knock-out option)

— AJaEfE#E (knock-in option)

AERI VI EHR M E RS RO B (S o BEARITT 47

— Up option

— Down option

N H R RE (down-and-out option)

_((S(T)-X)"  ifSO>L Vie(0.T)
payoft ={; if 3te(0.T) S(H<L

50




Reduce Pricing of Barrier Options
to the Pricing of Reset Options

e N )\)%B%ﬁ%%%ﬁ%(dowp-gnd-iqp barrier call option) : fH&
7 Xiteen, X 107X [ T RSN o

e NAlEEE %(dowp-gnd-igbarrier put option) : fH&
FA xammo. xizsixe B ERSER TSR o

. Etﬁ)%ﬁ%ﬁgﬁ%%ﬁ'%(down:ar\\d-oul barrier call option) : #H
XX 2, X 1o HY B B SE fE AR o

. Ttﬁ)%ﬁ%ﬁ%%%ﬁ%(down:ar]d-out barrier put option) : fH
B o v TR -

51

Homework

B O T

52




(4

i S B M E e

o (R TRIEAIFME: O(n®)
o FEAMAEE A S EEIETHME O(n)

o fUAIEE N
< a+pf=n
B-a=a+b A
A B R EEEME Down-and-in

Single Barrier Option
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Homework:

* (£248-2.5 HYRE\ZKEHME Down-and out
single barrier option.
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{#i FHKamrad & Ritchken = Jrf5E
RN RER
HiKamrad and Ritchken [1991] ¥

o T EBEAEHZ2E A=) /Y = oA Se"
. B /
— e = emm S Pm \)
m 0
e =e =1
d ~ Ao At d Sed
e =ce

(r—%az)T+0'B(T)

Ry ErgEfE: S(T)=S50)e
— =B RAEEHE R P (EAS > = oy A E (E A1 L 8
RF R EAS A R 3 2 I 1 g
p,(AoAD) + p,(~AoNAL) = (r—1/20%)At
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p,(AGAN? + p,(~AoAL)? = 02 At ”




fifi HKamrad & Ritchken = 0
R A

o W E  Putpatp.a=l &4 sl
— AR e s
b 1 N a At
)
) 12/1 . 2A0 S S
m =2
1 CZ«/E Se oYM
Pd = R 5o Y

e Ritchken[1995] & iHKamrad & Ritchken = Jrfg}
IRIHZR IR I > (B =SS R
HIYHERSS(RETE TR T AL EASH [
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f§ I Rtichken TSR FHYRREHREE
AR R

o FEZUMAEAT:
— 1. T ABERL AERYMER(S), RV B =R (Sigma), fiEE
P =R (r), JEAIE RS (X)), Fr [ET R B2 (T), BAZ (n).
— 2. 3}ERitchken = TR FHRI 22 8
e Lambda : 7EfH228]
o Lindex : {EARRYYIWIFERAT T ERD 2 Pas
— 3. RECEFERA T % —1 payoft
o TR EVEAEIEREETRL(ZEn+Lindex ) B Al {F 1k
— 4. Backward Induction
o FRITFTE BE AR E TR
— 5. EOFMERS R
HBHT-4.4
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void main()  Ritchken project double pu=1/(2*lambda*lambda)+
{ YRR AE (r-Sigma*Sigma/2.0)*sqrt(dt)/(2*lambda*Sigma);
[l N &L double pd=1/(2*lambda*lambda)-
float S,T,X,r,Sigma; (r-Sigma*Sigma/2.0)*sqrt(dt)/(2*lambda*Sigma);
int n; //HA% double pm=1.0-pu-pd;
printf (" ARERIYIERS:");
scanf("%f",&S); JIEHE % — I payoff
printf("fi AZHH:"); dotblér frﬁray[?oog];y
scanf("%f",&T); double CurrentS=S*pow(U,n);
printf("fii AEAIER"); for(int i=0;i<n+Lindex;i++)
scanf("%f",&X); {
printf (" A S B A=), Array[i[=Max(CurrentS-X,0);
scanf("%f",&r); CurrentS=CurrentS*D;
printf(" ABEHIYIERS I EIR"); 1
scanf("%f",&Sigma); Array[n+Lindex]=0;
printf("fm A 18"
scanf("%d",&n); //Backward Induction
) for(int j=n-1;j>=0;j--)
IETRAHR 28 { inti=0;
double dt=T/n; for(i=0;i<Min(j+Lindex,2*j+1);i++)

double tmp = log(S/L)/(Sigma*sqrt(dt))
int Lindex = (int)floor(tmp);
double lambda=tmp/Lindex;

Array[il=(pu*Array[i][+pm*Array[i+1]+pd*Array[i+2])/R

| if(i==j+Lindex)  Arrayli] = 0; |

double R=exp(r*dt); }
double U=exp(lambda*Sigma*sqrt(dt)); /g2 e s 5 61
double D=1/U; Prlnt’r("lﬁéﬁﬁ%?%ﬁ%ﬁ%=°of",Al’raleJ); |
1
Homework

o i AN EIHN, PR AT 2 iz

o BUAERKAME — B R bEt EAE
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