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ABSTRACT

A new method is described to-price barrier options.on stock with discrete
dividend. We use continuerandom dividend yield to approximate the first-order
Taylor expansion of single discrete dividend. This thesis focuses on the up-out option
and the extension to other barrier options Tike down-out Is straight forward.
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(Ma(T —t) Wi (T —t) f 2 2 & {(mup)k<w <mi0<m<b} » 4

iad

Lt A TR

-~

e at = {(m,w)k<w <h,wiEm <b} o éw%mwv*Oai%&wimw{ ,0} °

5 (M)W A T 5 4o BF3d 5 {mw)—o<wsb,0&meh} -

Ft e L o - BAACAR A 2 N R R R RGE R W A il e

b pbopebpby .
YOS HN) J'W;e T(S'(0)exp((L+k,)ow+ow, — K)
2(2m—w) eaw—gaztl—zitlem—w)z
t\ 27t

1
2(2m, —w,) eawl—EaZ(T—m—z(T e w)?

(T -t)22(T 1)

dm,dw,dmdw (3.2.9)
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F 3.3 (My(T=t)Wa(T.—t) 4% 4 % &

)

<)

® 3.4 ML)W(EL)ft» %2
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3. FETBAA- PHRICURAN AL S N HREBEERED A G
#(3.2.9)7 B > (3.2.10)
V)= b | "eru. Mi—we“‘”‘%"‘z‘“i@"“w
([ e (S @ exp(+k)oW (k) + oW(T - 1) -K)

L roy-
2(2m, —w,) ean 2 (55 t1)( my-w;)?

" (T 22( -t

dm,dw,)dmdw (3.2.10)

d (3.2.10)7 2 5 3Rixs A d Mixp a5 % - x> B¢ T a (M(T-t)Wi(T-t)) %
oo SPOIT LA A M 28I RE Ho M B X R ME) Pk
S8 E LA A (dm,0n) BB B B - 354 A R AFA AW AT S B M TR S

W g 0 IR 0 B - SRR A M(t) BB ¥ e

e il | 2m=w)?
partone = jb jbe‘”l Z(Zrn—\/LW)eng Zat et dm dw
—0 o0 tj_ 27211
1 2 aF 2
b — I+ aw— =g ti—=—(2m-w)
-] le— . 1ehC
. aw—%aztl—%wz (sz—%zzztl—%(Zb—W)2
—j N e [e ie—p T Jdw (3.2.11)
7Z't

$ 2 2R A (VT ) Wa(T 1) e % 4o

parttwo = [ [* e (S'(0) exp((1+ k) oW+ o) — K)

2(2m, —w,) aw =3 a? (T—4)- T t)( m—w;)®
(T _tl)\/Z”(r —1)
= [ (S () exp((L+ k) oW+ ow) ~ K)

dm, dw,

1 1
1 —r(T —t1)+awl—5a2 (T—t)—————w?

. e 2(T-1,)
NIk

_e—r(T—t1)+aW1—%a2(T—t1) 20 t)(2b1 w;)?

= S'(0) exp((L+ k,)ow) 1 (1) — KI (2)
— S '(0) exp((L+k )ow) 1 (3) + KI (4) (3.2.12)

dw,
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J.bl ow -1 (Tt )+aw, — 2(Tlt) 2
i

0= 1/27z(|' t)
Q= fle"
1/271'(T—t1) k

b, ow-r (T-t)+aw,—

1
O e

b, ow-r(T-t)+aw 2 b2+ byw 1 2

Z;J- e (T-t,) (T—tl) 2(T-t) *
27 (T —t) &

by —r(T-t)+aw———(2b,-w,

—; 2(T 1)
 2x(-t) Je

2 1 )
— 1 J'bl B (T—t)bl T t1)bl Ty
J2r(T —t) &

difw A NRS BT P AT

12
2T

2(T- t)( by W
1

dw,

dwl

dw,

= 1 (W - y(T—tl))2+ PAT-4)+p

1
1 J‘bleﬂ W= 2(Tt) dw. = J’ z(Tt)
V2m(T —t) J2A(TE L
LRried 1 ﬁ(q 77-1) e%yzd

\/27[ m(k 7(T-4))

dw,

y (3.2.13)

gagy:w D RBREL  FFEA T MR AR Sk R

V(T -t)

(3.2.6)b 2 (3.2.THk#* »+

& ﬂ“z(Tt)
I dw,

1/27r(T t)

7(Tt1)+ﬂ[ (bl 7/(T t)) (k 7(T t))]
JT-t) JT-)

1 B

:e?%ﬂqu(oa”s«D_a+hﬁ””‘7U‘H%
JT-t)
S o~ (Lrk)ow) - (T )
N0 )] (3.2.14)

\/ (T _tl)
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ﬁ%@aim’ﬁ»ﬁunﬂﬁﬁ&;ﬁ=4a—m—%fﬁ—mui

y=a+o Lr'/— 2M—t)+8=0 > Fp 1(Q) 4T :

B
LB _rk)ow - (a+o)T -t
T CAREAC) )
\/(T _tl)
LK _qsk)ow-(a+o)T-1)
—N(U S'(0) )
JT-t)

(3.2, 14) 0 A R 1(2) ¢ cniadcs ,Bz—r(l'—tl)—%az(T L) ME =g

g %72(T—t1)+ﬂ=—rﬁ—t1) » L 1(2) 4T

—(Ini (L4 k)owW) <a(T -t

5(0) )
N(T—1)
Lo i)ow) —a(T -t

S
N( \/(T_tl)

1(2) =" TWIN(Z

)]

F5.3.2. 10 > f 22 1Q) # hidde s ﬁ=—r(r—t1)—% (T - 1)_(T2b111) .

y=atost (Tzi)lti) o %fcr ~t)+ =2, (a+0) > F 1(3) 4T
208 o “Lon S 'Bo — (1+k,)oW) — (a + o) (T —t,)
1(3)=e” 5(0) [N o 9 )
JT-t)
1 K 2 B
N (O_(In 510) - (1+k)ow) —;(In 5°0) —([1+k)ow)—(a+o)(T —tl))]

JT-t)

. v, 2z v 1 2 2b12 .
T4k = WA ?Penitilics f=— -t)——= -4)— !
FHRG.2 1) 4 1(@) * iitdicr f=r(T 1) 3a" T —t)= s s
— 2b1 y B 1 2 — = — — » F]pb CF oL
;/_a+(_|__tl) Lr.zzy T-t)+L=-1(T-t)+2ba > F|pt 1(4)+4
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r(To)+2 “ing 30 )—(1+k1)aw) _7(| X0 )_(1+k Dow)—a(T -t))
1(4 N
( ) i [ ( \/(T _tl) )
1 K 2 B
N (O_(In 5°0) —(1+k)ow) —;(In 5°0) —(1+k)ow)—a(T —tl))]

JT-t)

603211 @B.2.12) 2 Fitw g AN o fmENH A L S DA REE

B R- ZfFA

VO =[{ J_
- [S'(0)exp((L+k)ow)1 (1) - KI (2)
—S'(0)exp((L+k,)ow)1 (3) + KI (4)]} dw (3.2.15)

B2 (3.2, 15)- A R AU AR A o S AR 7 matlab ¢ cliciE 4 A

33 5 (3. 2. 15) ff A ¢

3

28 XA PSR NAPRP] ST 00T IPR | el F 0T A B

S SEERE DR SSIE LS L I ERE Pyt f
EH AN A A YR - PR E AR L AP RAR

EESVERE St IS I EMIG DIV o8 3 OO DRIE G EEL SIS BT i RO AP

MAH-SELPLT F - A LBI RS NRLA LR B AL
2o ¥- kLR npEaeG L DR ¥ KR EaRG L)Y T

BT Il a A PR e R EARE Y 2 B R T A

S(t) =~ S(0) exp[t, —k, —k, + L+ k)@ +k,)oW (t,)
+@1L+ky)oW (t,) —W (1,))]
+ut-t,)+oW@)-W(t,))] t,=<t<T (3.3.1)
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SRS ok BOLT B AT

S(t) = S(0)e oM OV O<t<t, (311
VST O ;) +o -

S(t) ~ S(0)e” 9 ko W (1) -W (0)) +o (W (1)-W (0)) L <t<t, (31.2)

S(t) = S(0)exp[ut, —k, —k, + 1+ k)1 +k,)oW (L))

+ 1+ kz)O'(\N (tz) -W (t1))]
+u(t—t,) + oW (t) -W (t,))] t, <t<T (3.3.1)

APRH- BAR Y 2 WFRIRPATRET PEHW, () 4T
W(t H= WX W1 <t
o RIE 2 3 MW, (t—t,) dERE T P T o
wz(t—t2)+@=vvz(t—t2) t,<t<T (3.3.2)
B9 G.L3 G Lo B3 2038 1)ES &4

S(t) ~ S"(0) exp[(1+ k) A+ k,)aW (t,)
4 (Ll )WL (G =) + oW (t—t,)] t,<t<T (3.3.3)

# ¢ S"(0)=S(0)exp(=k, —k, “Kkti(k, +1) —kyuty)-* 4 (3.1.3) ~ (3.1.7) 112
(3.3.2) » ‘G =TI 2. 3 HHBIR M > Z BOR B EIBBAEAS Bl4oT -
S(t) = S(0)e™®, 0<t<t,
S(t) ~ S'(0) exp((L+k,)oW (t,) + oW, (t —t,)) t <t<t,

S(t) ~ S "(0) exp[(L+k )L+ K,)oW (t,)
+(L+k)oWa(t, —t) + oW, (t—t,)] t,<t<T

Frd AHAPRZBEREEIURE

R RILO | F BFRILIE RILY QA A T W IE 6B ARS8 W ch

BEBFAFF I MEBF AR T L E E P L RER B
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ﬁg °

=

EA
3
&
(&}
Ed
5
i
b
A~
V=i
&=
“l
A

M2(T —-t,) :tnlng(l' -t,),

R AR 2.2 A8 % =

e

TR LTS A e SPR(2.3.9) 118

(M2 (t),Wo () 55 & 4 5 & fiede

W, <m,,m, >0 (3.34)

Wip 2L 2.3 T &% 5+

—aW2(T ~t2)+£a2 (T=t5)

Z(T -t)=e 2 , t,<t<T (3.3.5)
%’ﬁd Steven E. Shreve(2004)* &2 Lemma 5:2: 1 » 4+ £(3.3.4)¥(3.3.5) » 4 ¥
LRl P TS S A fldeT

1 1
2(2m, —w,) aw2 T ) O “w,)?

e (M) = T )

B (3.2.1) > (3.2.4) % (3.3.6)4 B chlf £ 48 5

-L),-t
"Ba
o4

1, 1 2
~ 2(2m —W aw—Ea tl—E(Zm—w)
W)=———7——¢ !

15 1 )
ff L (m W ) _ 2(2m W) aWrEa (tz—tl)—m(Zml—wl)
M1,W 10 '
1 W1 _t ) 272-(t
1 1
rs 2(2m2 - Wz) eaWZ_EaZ(T_tz)_m(zmz_WZ)z

(T —t,){27(T —t,)

W, <m,,m, 20 t,<t<T

2. WYk R F R R GS
F1#(3.2.1)~ (3.2.4) 112 (3.3.6)E &5 L Fe > 88 TS B A
WAL L R # o payoff - Wap % - % = 97k > 2 I A §ERGRE

23



BRLTFTDP IR NG @ F 3 gl amyf ¥ 38 p b § e
FANRE R L ERBATIY D A NRGF o Ew bt BIY P EE A payoff
P S 4 2 TR E R L

i A LBO<t<t o WA ] HmY 1B

5(0)e”™® < B 0<t<t,

EEBF2LG 0 LAME)<b e FRLHFEPFRE LB T5

b=— ! In— B (3.2.5)
o S(0)

£ F%B>S(0) > #1b>0 o
1, fefie ftst SUST o3 i Al Pl & aon i S B ] e 1t
B :

S'(0) exp((@ k) GW(B) + oM (T 1)) £B t<t<T

EEBAL 0 EAM(T=t)<b s HERL G DT b« @ T

B
b, =;(Inm—(l+k )O'W(tl)) (3.3.8)

GRS 2 oeh T S'(0)exp(@Fk)oW (L)) <B » #r2b >0 o
11, &% = e L1t SUST 35 il A1 AU F i B X 2 0] 30
w4 B

S"(0) exp[(L+k )1+K,)oW (t,) + (L+K,)oW1(t, —t,) + oW (t—t,)] <B  t,<t<T

SEMIE s> TEMI(T-t)<b > HERLET P EFE L G5
1 B —~ —~
b, == In——— L+ K,)Wi(t, —t,) — (L+k )L+ k,)W (t,) (3.3.9)
o S"0)

CEAED LR T S O)explL+k)(L+k,)oW (1) +(L+k,)oWa(t, ~t)]<B

i, >0 o
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v, TI8p e B X0 FHHEK (33,335 e 318 p
PR ORBERE G RM GeT

S(T) = S"(0) exp[(L+k,)(1+k,) oW (t,)
+(1+K,)oWi(t, —t,) + oW (T —t,)]> K
SEHA 2 TBEW(T—t) >k @I P F P EHW,(T-t,) 725
K

k=S WA, —t) — (k)L kW (L) (3.3.10)
o S"(0)

Flpt o F R L A PRl 2 AR EREEEELIY P O E

4T

V(T) = (S"(0) exp[(1+k, )1+ k,) oWit) + A +k) oW (t, —t,) + oW o (T —t,)] - K)
CI{WR(T —t,) >k, Mo (T —t)<b,, M1(T —t,) <b, M (t,) <b}
—f}lj’}% b4 ¢ i?;‘l’f%" AN

V() = E[eT" ™M) | E (1], 0<t<T (3.3.11)
=0 ¥ R - PRAPLATIE T TN E RRE R R D A D B
V(0)=E[e "V (T)] « o i it w 17 sedo¥k S O)exp[(rk )k, pW ¢ (k pWi (-1 )b K >
27 k<0 > B (Mo(T —t,)Wo(T —t,)) gt & T 38 5 {(mw)k<w,<m,<b} > £ 2 » 4o
3% S"(0)exp[(L+k )(L+K,)oW (t,) + (L+k,)oWi(t, —t)]<K > %7 k>0 » R
(Ma(T ) Wa(T —t,)) 4t A % 3 5 {m W)k <w,<m,0<m,<b} » B & 1 it f A %
B gyt {(mw)k<w <, wy <my<h} o Hodowy R w, 82 008 F Pedox

max{w,,0} « @ (M(t)W(t)) 2 & (Mu(t,)Wa(t,)) 5 & F 8 4 =] 5 {(mw);—~o<w<b,0<m<b}

12 2 {(m,w)i—o<w <b,0<m <h}

25



IS SRR R 2 T e U N - ﬂiﬁfﬁﬁiéﬁ%ﬁiﬁ””ﬁ% EAeT

'O u u II e T(S(T)-K) (2\/UV) - e’

. 2(2m - w,) eawl-% ()= t)(ml w)?
(t, ~t)y27(t, 1)

1 1
2(2m, —w,) awz——a HTt)- T t)(Zmz—wz)z

T2 1)

dm,dw,dm,dw,dmdw  (3.3.12)

3. FETRAASPHRIANRADF P M ERLIREER DA B R
(3.3.12) 4 w4 dm, dw,y dmy dm g A > Flt (3.3, 13407 ¢

1 . 1 2
—Mh+aw-Za? , —-—(2b-w)
2 (e 2 —e 2

vo=[ [t
) 1 e—r(tz—'i)mwl—%az(tz—&) (e‘ﬁwf & 50, _ﬁ)( brWl)z)
2z(t,-t)
-[S"(0)exp(ow(l+ k)1 +k,)+o@+K,)w)I (1) —KJI(2)
—S"(0)exp(cw(d+k )@+k,) +o@+k,)w)JI(3) + KI(4)]}dwdw (3.3.13)

St
An'S

—(a+o)(F=1,) K—(ax+o)T=t,)
J@) =[N
O=I ( \/7) )— N( ) )]
-y R (T —t,) K—a(T -t,)
J(2)=e [N(-—F—= =) ) - N(—F—= = )]

—(a+0'+—2)(T -t,) k—(a+0'+2—b2)(T—t2)
J(3) = 2(a+o)b, N 7, -N 7,
@ =6 N ) N( (r_t) )
@+ PyT o) k(a2 Tty

I = TN ) N GTE)) ]

F9E(3.2.14) » AR I1) ¢ bl s ,8=—r(T—t2)_%0!2(T—t2)u z

y=a+o > ¥t %yz(T—t2)+ﬂ=0 » FP J(@) Ao o

10) = N( (\7% t)) (k (0% t))
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ﬁﬁ(321@’ga¢§Jeyﬂﬁﬁaﬁ;ﬁ:—mr4g—%a%r4guay=a’

b'“r,”%72(T—t2)+ﬂ=_r(-r_tz)  F J(2) e

J (2) _ efr(Tftz)[N (bz _a(T _tz)

J_nkoed-t)

(T_tz) \/(T_tz) )]

2
(3.2, 14) 5 54 £ J(3) ¢ hiidies fm—r(T—t)— S a?(T —t,)——22 11 %
2 T-t)
o, 1, .
y=a+o+ A =y (T =)+ =2b,(a+0) > Flp J@) 4T
T-t) 2

J(3) = 2@\ (—b2 —(a+o)(T _tz)) _N (k —2b, —(a+o)(T _tz))]

\/(T _tz) \/(T_tz)

2b22 A
(T-1,)
Yy %72(T—t2)+,8=_r(T =)+ 20 0 FIt J(4) 40T

F45(3.2.14) > f~ 8 J(4) Lwiiedc s f=—r(T —tz)—%az(r—tz)—

k=20, — (T —t,)

\/(T_tz) )]

J(4) = e—r(T—t2)+2b2a[N (—bz —a(T —tz)) T

\/ (T _tz)

2 30(3,.3.13)3 A A SV REAA LA P matlab ¢ i @A

29 Fit (3.3, 13) gE A -
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4.1 %7 > $r=003+ =02+ K=50~ B=65+TF=1-1=05-¢=0"4#

4 9 1 S(0) ={44,46,48,50,52 > R FP 2 i 4t A amp L 4 9 5 £107° .

A~ 5 1 44 46 48 50 52
Evl B 1.00632706| 1.251835 1.459959] 1.601375 1.653843
Bl ff A~ 1.006327205 1.25184] 1.459957 1.601373 1.653842
HA -1.44794E-07 -4.6E-06) 1.61E-06{ 1.81E-06] 9.21E-07

F41 - BRAIEAT EHP R RERA

2. %A WS WAL BN PRES Y LA O 5T R
Al P R R REEREE NG 1)EAFE Y S AR EREHTZ

(2.3.11)4pk > @ A2 @& * Matlab ® ehlic@Ef A 2 4 &2 85 (3.3.13) > 4r %
4.1 %57 > $ r=003 + =02+ K=50 - B=65-T=1-1=05¢=0>#
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