



































































































































StochasticModelingandFinancialMathematics Week 7

Prof SorenPetrat ConstratorUniversity

lecturenotes fromFall2025

ConvergenceRates

Consider some sequence Cu P C eg Cu optionpricefor ustep
binomialtreeand

C pricefromBlack Scholes

It is very important toknowhowfasttheconvergenceis

Often theconvergencegoeslike a powerlaw En Cu C An β forlargen

βiscalledrateofconvergence

Remarks differentβ can make ahugedifference e.g linearvs quadratic

if limit C is unknown one coulde g lookat Noon
andthen

Ku Cal or EntCut Cu

How can we readoff β from a plot

so easytoreadoff β
n






































































































































better WE InAn MA Blun

a

t.hntraightlinewithstopet
Note toreadoffslope onemightwanttodiscard

Lulu thefirstfewdatapoints

python loglog n En produces suchplots


