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26Black ScholesFomign

Recall theexact formulaforthepriceof Europeancalloptions
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Now applyingthe CLT gives us aftersomemore computation

C S Olx ke rt O lx G F theBlackScholes formula

with cumulativenormal distribution Out I glyldy fte dy
no
dualGaussian

and x
hit f rt EIT

Grt

let'scheck AI hl's r Elt f
ul Elt tr Elt

GFT GVE

K ort

Then Ke'tEabljm.pl sKe rtIcelyldy KerIIa elldy
KertItelydy
KeTOH off
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2FConvergenceRatese

Consider some sequence Cn t C
e.g Cutoptionpricefor ustep

binomialtreeand

C pricefromBlack Scholes

It is very important toknowhowfasttheconvergenceis
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Remarks differentB can make ahugedifference e.g linearvs quadratic

if limit C is unknown one coulde.g lookat Ns
n andthen

ICn Cnl or EntCut Cu

How can we readoff f from a plot
Ey

so easytoreadoffA
n

better InEn L An LA Bhun



luteal
mA

ftp.gstraightlinenithstopeh

Note treadoffslope onemightwanttodiscard
i

uh thefirstfewdatapoints

python loglogIn En produces suchplots


