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2 3 Binomial Tree Models
mum

repeating thebinarymodelwithmany steps yields abinomialtree

Model for stockprice development
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in this case weget an explicit formula for the optionprice
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note intermsof the periodinterestrate rp we should use r rpF
In the general case or with more complicated models e.g dividend

payments or discontinuous interestcompounding theremightnotbeclosed

form fondas better to implementbin treeby backwardinduction
note bin freemodel isvery versatile complicatedmodelscanbeimplemented

in a simpleway


