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Understanding Black-Scholes Option Pricing Model

Eun-kyung Lee") and Yoon Dong Lee?

Abstract

Theories related to financial market has received big attention from the statis-
tics community. However, not many courses on the topic are provided in statistics
departments. Because the financial theories are entangled with many complicated
mathematical and physical theories as well as ambiguously stated financial termi-
nologies.

Based on our experience on the topic, we try to explain the rather complicated
terminologies and theories with easy-to-understand words. This paper will briefly

cover the topics of basic terminologies of derivatives, Black-Scholes pricing idea,
and related basic mathematical terminologies.

Keywords: Options; no arbitrage principle; Brownian motion; Ito calculus; stochastic
differential equation; martingale.
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2.1. olxts} ol A&

A2 AFRo] thE v&, 713 (MAR) A4S $3 718 ¥]-§ (opportunity cost) 52
MIoz A== o] A (interest) = AHEAI Q] 7HE 23 711 Mdolth Aol A
o] o)z} A4 YA AR Aoz dHE ALste FLE AYne S
(compound interest)o] 7] o|th. E3] G AH Aol £ 59.1% Z 999 ¢ F5-E
AIZF 744 o whet JFE WA He FEAFY A BEE AT A5
(continuous compound interest)oll T3t 127} BaF o) 1d 549 oJA-&& rojgt
o, 2ol oA 27 A4 MyZb nd Fol M, = (1+r)"My7t Bt} A455 ¢
Aol = Ba) AAie] g A7+ E D7} ol oA A Al Zho] A d o] Foff zL4ke]
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7 Ak Segel hateds A2 (DM, = Moy — M,) & T8I &S elof 3]
t ulee YEE BANY, DM, = rM,olT dM, = rM,dee] Bk

FEAAY B BA 245 290 @ A¥el =2F o] Utk WA F
§ A £ A4 ALgel TS £ AW EH FEHoT FFFE AP
(risk)9) FoFE WETh P2 0] Yk AFNA o TR FEANE B
of 2AS] A B2 YEhh®, S5 7PY Be & 92

rl

DSp = (u+0€n41)Sn, €ns1 ~¢ N(0,1)

o} o] REY 4 Atk ol W APLAL oeuprol AFHTE WHAAA B9, APL
Ae ZE A BEAAS WHE A e ol SAs W) Yejz EAH)
= dohd, Bege] 99 FAEA

dSt = (/,Ldt + UG:)St

T2 HPEE R Aolgte AL A& 4 ok 2o NG AE 3P A
SN EERA & s o2 ofRA Fosof =] FAlol £HI A At o
e NI L selF oz A3 233l dsleld d%5-A7 FE34 (continuous
time random process)ol] T3l 7|2 A Q] ol& 7} Hedlug A3 B I FYP =
o+ 34 o3 2 nFV|=R AL

old Apate] HuA FAEo py T o, o]E ALKELYHY FHE FHHH
E[S,] = Soett7} Gt} 9w o g P o] Q& Ao thE Fate 3 IHE FFol
Joevz ik Z|E=AdE pe &5 713 8ol A F3He o AHE roll, AP E A0 &
(risk premium)o] HaZ g& ZHA 2 Aot &, AFRAZNEL ot T W, oW F
§ A 715 E (expected yield)Z p =1+ a2 FEE HolA & Aol

Agalo) gl Aol vk b, 228 A4k £ A E poll= HFEINE
a7t AYHA G, &5 AF ARgol s 718802 A9 o)x}-& rito] HYE
Uehd Aot Aol AF gl Al st £4F r& FAETAE F2 FHE
Argolet Sty &, d My = rMydt + 03k Zo] )HaAE THEA A= A4be) 98
r& FHEFIET sivh 4 one FHFA AT S 5 oy, EAH e
E 793 7ot HotE e wl=9 @7 A (U.S. Treasury bills)9} Zo] 93
off 747k At 2 A E FHILE HFE oo tidt =AES FAHAETY
2t 2o} dut FHAFANAE dd 287 O E o]A& (LIBOR)S F4 349
7+E3ke A 7F gk

ojH 2pske] WE LR Sp= AZHFoz MBS "ot ol # % Y E VLA WA
AZA7LA 9 HE-& 37| fAE, A A w2 H AT 71F b 8o 3
ZFet= R Polx& o EFE Al AT Bdstoiol )l o] & YEA ke B E L
A5 7N1E ANH t =004 AANRNZE ABS= YHOR, ST = e S5, 9 2ol £
Q3 & A7 = gt
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2.2. #3442

oA AA A A2HE dE L7 ] AL (the law of one price) 7 A] & o A
29 E2749 71AL Fujatel] F3B81A (indifferently) 3hite] 7Aoo 2 A= 9
glojt). o] A= EAA dejetr] Robe Aol A AR Jeloln FH L S E A
¢ko] gtk A 59 o)A AR AFE MRS ALY ol 4A dF o)t

FEA Al g o] Ak FE ALY IR 717 AREol tist v]E, & 1A 9o
£ Zth 28BE FEAFAE AR Y =87t 488 4 ok 28y FEA
ake] o)A-E AR E FUES EF AFANA Eut2 2AS & Mdol ol A
o2 4R 717k AFAE 7= Moty B opgt FFA2 £ EolEE &
A olgo] fE ol SAT B Rt 74 fEAL FEH 54 #+:
Aoz ot & dEL (——F) S EEF A4EAF ARA T
] g o] Qe F8AT FEAI R AL W =2l o] da3tt o] &
Z A3 =27t FAR D olth. 15 AR L] E ‘No free lunch’ FL2 ‘% W &

d.gzx PRAE 1 NS GARY FARAAY & Fein & 5 ok FARY
28 23| AYHY, BE FEALNA 2 Aato] ZE AWLAS AFY AAH
ol Wk Brstel AARA Y 2 £8L FIYSAEH G4 Arhehe Fo|
th o714 4ol B AR AR2AL AAR wl, AR AA R A5 G} A
Agths Holth 233 WSS F o B A $9% RAYS o] §3e] 4

AWLAL ZE FEAL (S)T FAYA (My)o] Ak 52 F§AHako) 3
FEAA AP AL AARE PPoE AWAE Aske WAl AgATt 3,
87 J¥2de THSHE Sol /NS Asked ol ESJele 28R A
of A= ol QA Shek mF, TARAMNE LR FEH AY2dol 9
2 RE e [0,7) Bl M, = E[M,]Q FA7 4P Bh @AMARE t = 00]2
w,  Apakel wel AA TAR RSl BSi]/S > EMr]/MeQ BA 9
oo @tk (1714 E[Mr]/Mo = T olch). BreF 1 whth7k sof 9@ Ao it 4
Ago] RHFAA Hlste] WehE, Aol ABAAL e FAE 29 FHE 2
ol glolAl @A) e Ad7t ol H) e Aol WMotk AP AL
We Age) A5 AFE AYAL] U AN RA BANA € Reltk 5, A
oAt AP Asstede AAP 7150 AT o) Yulshe FEEE Qo7 YolA
E%[S7]/So < E[Sr]/$92) $4¢ thehd Rolth =8, A¥ael Be 80 3% 5
2 zEstel, G@A 3 AAB A AFAA ANZ o] R} A Rold, JBY
7o) 2ol g atal, 5192 Qo] A AR B[Sy)/Sy- B @A %) B[My)/MoH
Lotok ek &, EL[Sy]/Sy = EX[My]/My = &'T o) ch. T, o]} & HA AL Ap4te]
F5ol BAgel Yok ATk F AF e BE Ap4bo] thske] £[Sr)/S = T
4Ag BE3 s FEEE Q7 EAsoF BTk

AXpgL AAE FT BAE A EA AR T AR xolo] e A%
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2] 7tAB 7t 71EE vElE Adelth BEF 13293 24 24 "]74-4 A1Zk
Aol & FAlol aLejste o] & vtz gE AR F1A R ) 71 F0] QI o] & 9wt 3—5}
E5E Q7 ot AL Qe AT 8 U0l wet £ ES vlEE 75T A A4
T AR ApolofA 2= X]"‘}-’] E7HX Y] Aol & Hi2 e 4L FA duzg
EC[Mr)/My = 1, & E9[My] = Mo 2HE FA 2 Aolx, BE AE st
EC[Sr] =S AR L wE3HA % 5‘10151'- FYs Y EAQAEE t =002} 7}
oA A dWbH o2 BRI, BE Aatel] dfdto] EQ[Sr|S] = 59l wpEALIA
S AEH}EFE ot LS FESE Q7 EA%UDEY REE 5 Atk = AR
FAEIAE r& BAIHOE B3 o] 7M5drhd EAH BEHA 5L o] &3
o, BE Aol E[SLIST] = 57 ARAL BEdE 598 8525 Q7 X%}
T 5 At o] RS FAIARYE (no arbitrage principle) £-& x}A7L A B 7} A|17)
272 (the first fundamental theorem of asset pricing)o)et1 3t}

Aol A kol Zhe A ZHAE Abel9l P8 Aol 1BEt AF7E S u)
71e 9488 3= 7M1E37 FEEE QF 985 ¥ (visk-neutral) &5 & 5
Aot Al Y (equivalent martingale) 3E&5 21 RET) A7 EFE 7 A7) EA
7H AN Y 77 A4S et BEESE QY EAAL Tk AoEkd A
A7y A 7F A271 8 A 8] (the second fundamental theorem of asset pricing)= 82
T QY FEAE Lot dE YL YA E AlFA MR o) sty AY AL
27 A7 A271 2R el e FFAZANA S5 71E LS wjrlE AFe 3
S HEEEE REHT 2R FYstT B Aol AFe] RE Al et
o E9[Sr — S|S] = 0°] HE FESE Q7 YA A= E ALE AlFo] 9
(complete) =] T4l Tr) &, A1) AL FAFYe|H} 3 2 A0, &

HlE Ao A 2t ste 71AE 7 FEEE Qv F43ith &) o% As /‘]x“’ﬂ*ﬂ“
Az e 78 EEEE L (portfolio, FAHEAMAE) Y A 7= L3 &, &7
AP AL thste] dEY7LY H Ao JFdted AFe] SnA A0 st §
5 ArA 8t +=9] = Harrison3} Kreps (1979), Harrison#} Pliska (1981) S| A 2+& 4= ¢l
t}.
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2.3. F43 714

wlefe) B4l 7HR B8 A;; £ 0182 £/14 £e2 442 4 90
JFsAe] LdE 2§ NS vl (gambling) 3} 8 o] TEEHE olf= F
D} AE ] AL FH A olagt= ?si/‘;_,_]ﬁ_o_i Fo8 deAe Zta ui= Aot} A
(hedging) ] & F§AHite] 24T vl 7HA A 2+ AHE 24E FHE P
< Ak 26 ¥AE TG A Eﬁﬁ’ﬂ?l o] BAGEY Aot £8 A
BE AN AR 2313 2 0 F9, F 712 A 7AX Y HES o83 F
2L 578 st BYAEL ARFIE BT 54 FALE Ade 522
B 74 HEe 34 WS oRRE o el 4L YAY BL o)F o] 8H T
3) PFR A Lol tstedE 3o A W AT}
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Zto)t}.

S0 EAL 71 4A olsiste WHL ‘54 AHFol e BP9 Ader F4
SAE olal et Aott o & Eo] FFEFI A g AAF F-AStA 2007d 124 7]
Zzog AN FAL 19 F BREuA} e A AP o] Atk skt 74 AF 5E
A BA (2007d 8¥)oll& NG FAS vidE AF A o] flent 2007d 12490 7 A
#9lol A8 gemz 2007d 1290 A 3 ALY Frp7h 7 AE EA gevid Z
2 AN FA 19 FE YT F S Aolnh i) vheF 20079 129 AAMY] F7}
b7 98 | B g2 9%k BHEY FAL 7Y+ QA gk old B¢ 2
oF =377t QoA 2007 128 AALS) 153Y 719} 7k 4] AoS AN T2 3
o, 7He AALS] 71 WS AA Qo] 2007 129 AALY] 4] 19 & WYste R
o] 7ba Atk & ¥ 2 AA} 4] 19 FE A AR ‘270] 91, ofF o7t Slof
20073 114717 24L& Bgsof 3t 2007d 1290 22 F4)-2 o] &3] H4 79 o
olAte] =L uld dof & o7t JAvhd, -2 20073 1222 F4] 710 74 A v
07 gojxE Ao w7t 1 AYe BAH & AES 288

ghek ule) EFA A A ojH FA9 AJF7LA 0] vl A FH oo R S7}HS
o 2 AL BRAH T BFAAEC) iy, 4L A3 d BREAAEE T At
& Aotk 4 7149 ANg RAS BAS FE HEgo 482 vjHe 53 AR
A A F41e AEAAFe BAIQel 2 F48 vlE] A FHof| A (call) AIA of
Ud & AR E 2AE 5 9l A=A (options, $4)E F& AF 2o} 01T =
& A (call option)& 7} AFL F7171 nlg] A& A 7HA R YolAtid 1 A 3
AHS 2718 Aolx, 717 A A 7HA R wolA i 1 A E o] A AlE7E
Bl o njg] AR 7Aoo FAE A 5 A7) wFel 25 A 7HF ol
2 Z77 22 S 2 AYE BN B Rolth AR E 99 ooA dF
3 29) Ao, v ERAIA vl FH A 7tFe AL F (put) AAA T A
AAE ZAAT 4 Y= A& 2z & Fo|th o8 £3F 4 (put option)E ¥
B ERAANFANA F419 AF7tF o) v AR 7HF o|Frt HUS of I Ade H
A e HIAERN S5 EHE FA Dok olAE F4 A#Y dd 5H L A4S
9] 7}x] MBA 2= TS Fo]7] Y3 HY (AA)9 ez nHFH AT A
L o] g A FAL AAY B o A F ok & nlE] A FAE FAIM A ol g Tk

72 2007d 129 715 AAY F4] 19k Fofl oig PAZME 79 9 FgAS
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9 (long)st, €& 543 279 TZAL Mo HPASFS 9= AH 22
EHE A Bk &, EIAL F EAME oA E EHS W I xS B
L HES 23, FZAL F7 EAE oF2 URHS of I RS HANE BY
I} z2eh BE Aekair) glokd w2 B3PS g HPA7) dojof stk T 4
] g3l st e AR EONA, REALY dFo] Ho] FAE Bujste AL SHS WE
(short) 3tct do} AP FE AL 24T ZgHolgts BEASF FES Adst

A 2 48 Pk
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o] 7+ Sretal JEZ @ o, F34E B8 Aol A HA A=
L 57} BEHE ALA S, FAHA Sb BAKE Ko (2] AN
78 9) We AoE ARHE ASE A SHOE Ak +90] FUE GTk 5, B
g2 798 Agel BANG LA HE 298 (5 - Kyt eha magsh. o714
x+.4 2] ]+ max(z,0)°]t}.

4O} EFAL AARAY T AFES BANHIHS S T2E 1}
iy}zlz WANEY 27 Spoh WAEE K9 42 Uehbey) o9 22 w149
+F2E Froby $9, §4 Fro Yot FSHoIE EG Mol E L B4l
oje} 7] o2 FEl 2 Yehdo E54E eSS Aee Fr=—(Sr - K)tola, ¥
S48 WY, ES AIE 242 Fr = (K—Sr)* 9 Pr = —(K - 5r)* 9 3918 2%
o} 29 2.1 ol#A FAE Ve Aok

0.

I

Fr=(S¢ - K)'
ST ST
Sy Sr
Fr = —{Sp — K)* Fr= —(K — Sp)*

(( ) short call () short put

a3 2.1 FF4F XF4Y x (long)et "< (short)ol] w8 7] 7=

SAe T AN A7l we 8P $4% vFY Mo FRAY FP
o AL A A BAAE TZ BHH o] Y ukdte], v] 2 24
S AN HYAEAA BN Al o F ANHANE G4 BRA)
o wet AN Fbs STk vy SAL BANE S BEA ] net 49T 5 9
she 34 WEe] 3 w) 9] §YY $ARG 2 Yehin. 99 33 21004 &
L AAL N2 $4 By £972E Uehd Zolth A A= 49 o)
wpe vy §H0I0h Teu 9139 §49 ~8A 4AE AN A, &

1o o n}o
o L
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o aé 23 o]&9 tdle] A& AR A|7F (optional stopping time) ©]
d AgEC BLdnE B ERoAE ARAoR 497 84
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\}7]/\17‘501 T°] FA7FA o] KA AAL A0 st FFAL 1
A& 129 =Ptk 342 oluf) o] RAAHAA A He &
1°ﬂ/\1 (2)% (d)& ST 2 Yebd Aotk & Fr = (Sr—K) 9|
A°’:IL =, AALe] 2412wl e A A Tl A A&7} Sl BA glol A3
K% 2718 U]"f] AkE R Aol A 5 £Jd32 8 53} =, vk
°ﬂ EFAE M= TS ) AE T8 B} ojuje] vy £
=K - STE velA E Aoth o2& FEje v AT R Fr=Sr— K4y

—SrE Ze Ads, vlE TARY A& (v AR z’“)o nlg] FH R 7
of A7 2 A et FFol gt olet 22 A%L HNE Aol I
EZFAT EFHE 8 AEAGH] T2 EHREE 5 %D}% e X-F &
7] (put call parity)etal 3},

& GE AddA 713 E FAe IFBEEY 1A E ojgA F4F Ao
/‘]"Mﬂfq A GEY 7HAE ARA A A7) 3= Holth &, oA AgF
9} Zol EF Mol AL Aeldte 32 YA A (long position) S 3= AL
= A (ShOl"t position)& 3= Abgell vl st G4 -2l stet. oA A3t o)
FdF2E HA WXl Q& AR ©IA =9o] FA0 o] ol ,“H—‘-:--?']i]q]
A= "]‘%9— W71l 9l o] 40 o) Ftolth 2# A S W Y3t A} 3= AR )
=5tz e AFROl A, A ¢ FAAL BEE vt A Z 3 HAE dlojof 7‘]\3“
7HEHE & & Aot o] d BHAdde] FH9 7HFot)h AL By Adez
olal gt AF, F4 WAL BPF) A Fey, 49 HEL RPA LA} B
B3 Aol A Fotedol & HP 5ot 5T Mdolnt A7A g 4R FodoF & HL,
A F Y] 7t Srot &AL AT K9 AF 71E ARL vAAE QA TA) 6ka)
o, F49 714 & AR 71E AR FAY ATt o) FoAX = HAAAE ¢t (92 o
ANA = 20073 84) olth. A7 7I& AlH ol MZ thE FdY v E A e oA
o o3k Elo] dadirt FF Ao e, A AL F71 S,7b A7MAE KHTh 3
A=Y, & S > Keold WA (in-the-money) AE]ol iz &1, S, = Kold 57}
7 (at-the-money) A}, W2 S, < Kol® 27} (out-of-the-money) Arefol] gt}
ot X3 tdted s, S > Kold 9713 Adejety 313 S, < Ko|d W73 A
2t 1 3t}

F49 AT 71AS dvtE #of st Aol thste] M A g2 AAF A o)
1973 d o)) ¥ F E3d-&= (Black-Scholes) F4] o]t} oA, AEL £ F &R 7)) u}
A EFATG E549 AR Ao shedta o nr FH9 71E AR o)
7hsotthd, 489 713 AR E 7Le A X549 714 Aoy E349 714 4
Folut I Aol & Aol7t gleug AEFS oFdrid tE IEE o))} 53
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. IHEE ool EHHE F =3
A Aol tate] 4EA Dok ke AAAE WA BA-E= FHE o35
W 2% B eES FHOE ¢ I4-AT HERAH 1 0 AR tste] 7T
43u7g Bt

A7NM & Bt 2F, WS 52 A5 A FEFA A e 7| 2A A AT o
E ARG #EE AFES AFEA 2 Aot ntBAYH o= 28 F EH-&
Z 49 AYd BeAd YE&S U2z FesiA Aot

FAEANN TR FARY FAA M dedty 7S RE L, EEAFEER
FE FEREFC) o]JFE= R ~ 2,

A71A iide] YnE FER-T ¢, 50l AR 50l LT EEE =

ojd), Wo =Y n_, €2 BAH = W, & FEE Y (random walk) FA ]2} L2t} B35
BADY W, & BRo] 0011 Ao nel AFEE N(0,n) TF2 3, Cov(Wa, W)
min(n, k)¢ AL USsich o2 FERIPAAY W, & AE5A oA & DW, =
W1 =Wy, n=0,1,...2, #d% EAE 221 BZ ¢, = DW,,n=1,2,...9 #A47} Q)
S AHE gae7 At}

BetEEE2 Wiener 57 olgtnx v Mdd o2 FERYAHNA R
Yol 23 A A DE % FA P& w o= FEFAHoI). 28 &
EHPNAL IF3AAH RN HepL2F5 S st Bl sF oz ofyE Wy
A "t} o) E H3staal, A Yyes, dRF Gl

o

o
o fr
—~
a
£
=
=
[
<
Hr &
)
o]
]
=)
@
=
=
A
[y

(independent increment)& Zt= A&-A17F HEAA F
EE) e FEAH L 2ol Atk WL E Bepeeselet & ), Ey
E A5l gt Wy =09 Zo] 7HA "t Hep @5 ANAEAHE 2tk &, 8
EAR WY AR (1Y FFEANAHARE W ), BE L e
AW REAHEE EEte[0,00)0A W& E7F58 S4S Z
ok Wi N(0,6)Q BEE& sl1, Cov(Wy, W,) = min(t,s)9 EA 0] 9l
SRl e ABAEA 2L 38t dojA & Lévy FEAAF L, YT R
BAEFEY AAE 7HAEM FEFANTAEAE S UEE FERFoE FgAr)h o
FERY L7t t — sQ o], P(IL: — Ls| > ) —» 00 21& ©F3E Lis FEFA
AL D5t St Lévy BEHA L Hele25 S804, o)Xy BXE 2
Zopg BFENAH & £33}

o h-AIZE R Aol Ao Az g 1olley, dGEEPodA Y 22
AL AT EY A Y A2 AfAE DAL E DE o] &3},

DWn=W(n+1)D_WnD; TL=1,2,...
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9} Zo| AR L AoF /2 AL FHYZ BT EPZHo AL, HLLE FEAA
€ AT AT E DE AEE o oA = FEWHSFE DW,,, n=1,2,...9] md
olg Wi 740]1:]— AHTE 22 DW,LE° 4T 28 WEd= Avlo|x

HEE 272 DW,E°] A& - olgte dvlolth DA Z D7} vl 2—}0}1]‘
459 AEd -.gﬁr’é DW,& "E F4& 9o dW, 2t 2HATh dW,E HF W
A 7}-g (white noise) FEFA olhal 31, ¢, ~4 N(0,1), u=1,2,...A (RERTE
F)SEEE BY0 A5 ANPo 2 837 FEFFOE Hr} C}“} WALe BE

24 aw,ol telel s AFEEE WETE A 20| 8A gduE, 3433 R
of gt} 2 AEYPoE AojAe W, = [LdW, 7} AFEE N(0,)T G2k AL
¢4 Qo 2% 31e HERER, HERY, He L LF, WAL Aold] BAE R
st £ A3k Ao},

e MWN(01) == W, ~ N(O,n)

¢, = AW, Random Walk

! Independent increment & Stationary increment i

e W=
dW, G A0, dl) = W, ~ N(0,t)
dW,

White Noise Brownian Motion

EEEIRELEES S R

A 21 ol A PR Ao) e A4 A% B e o) G} ARSIz Sl 2 B
AN AL YU dS, = (udt +0e)S,9 2ol BRE Fol Ak 21Uk 0|8 5214
o2 REaA BAGW iAol WALS dW,E X125}

dSt = /,LStdt + O'Stth (31)

9} Zro] Yetojof st} ol ¥ A FojH FERA St‘“‘ 7188 2225 (Geometric

Brownian Motion; GBM)o]g} gt} 713l el 5S A3 4708 22 Samuelson
(1965)°) AP, 2 01F EH-&= TYPAME 543 o] AHEH AT

gutdo g, -"F"ﬂ‘é‘—’?— pe = p(Se) St A3 0y = 0(Sy)E o1 E2A B =t W

2 B8 23R4

dSt = tht + G'tth (32)
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o P2 FAH = FEAA S u¢ 2 AZE Yerdoh e = 88 + vl
o, = o W2] S;& Ornstein-Uhlenback (OU) &3} 7 olg} 3111, o] & S8 EolAE=
Vasicek 28, 8] &A= Langevin A 4] 59 o]Fo2 HETh &, u, = 35, +v°]
I oy =0y/5 Y W E Fellerd] Alg &34 ol gt 3k, F8-F okl Al = Cox-Ingresoll-
Ross (CIR) 28 o2 Rz 3}

. Ol nl A2 YA

2

AT F5AAANA oE FEUSLE X0l S 7A5H YL X E T A4
2 m¢ AF JeA "ot wek o)A AL A4 AL HEARY FASE G
RE A B2 44 AP 8o Y& AR RHAMEE AR FHE w5
DS, = (u+06,41)S, 9 20 B& BT} ola] @ o] 42 SN e, (D 5,) 2 @
& AAbs|of Bk a Ak =, Bl A4 A G A7 D7F uf¢ grobA A 09 7t
A o A FEL %A 2 AQAE A7 A AT FFoM, AE- AT Y
Q7|3 5o BERA2 g AEFUE AYH = [ e 5,dS, S Al
of 3tth S E A} ol st PERe) A& AN FEJHY REAZE )8 FEES F
Hu, A4 A7 FEAARY 7 ded FHA Beds W REAZE o] 88
Ay (1 p(W)dW, & 1B A R H ok & Ao that AE7} Bt

BT REFRE o] &85 AR Aol 2 &2z Ito (1915-8 )9 A9
%) o] 2 Alo}e] 42382} Stratonovich (1930-1997)7F A 2] 3k ¥by o] Utk o] &L TA A
Bale AL oo AENY ov|E tuldoz 4WE £ Yt F PYolnh o9
7 toll e N FEH T4 w7b QTHE 843, o] of) th 3 Rieman-Stieltjes 224 & o
) 7] 4w 8|2 3ha} Stratonovich AEWE 33| [ f(W,) o dW, 2k E @3}
of oje] AEYL ojulst: [7 f(W,)dW, 9 FH372 3= ztzhe] Hoj+ vkt
2t oz HARYPNME T2 [t,t+ DAl E HESE f(ORE, T FZNA Y
% f(W,)E |43}, Stratonovich HEHol & 7742 F2HAAM 3k f(Wiyp2) S
olg3tt}. v B A 845 t}EE Rieman-Stieltjes A2 Y | N w9} f(w,)7} BEAL
o] 57 & F7HU Y9 A ceft,t+ D& A3 F o] 753t

T
[ a2 fim 5 A0V Wern = W),
T
/O f(Wt) o dW; :Lz é}ino z f(Wt+D/2)(Wt+D — Wt),

T
A f(wt)d,wt = $1§0 Z f(wc)(wt+D - ’U)t), (S [t, t+ D]

0ol 19 3.2 HeleeE BRAR A AHE o] A2 9| B 2)9} Stratonovich
HEo) Ao Aol HiED . FARLE f(z) =2 ASE o2 So] 4R

)
T



470 Eun-kyung Lee and Yoon Dong Lee

3% 3.2 &E HEY Hlu

W, wo =002 B wl, [T wdw, = (1/2w2 oL [ W, 0dW, = (1/2)WZ SNt ¥t3}ed,

[T/ D]

o WedW, = limp_o > Wi—1yp(Wjp — W(;_1yp)
=1
(/D]

= limp_o Y (1/2){(W2 — WZ_1yp) = (Wip = Wi—1y0)?]

j=1
- (3) Wi -1
oltt. &, AR ARV UFER T E FAXE Aol A AR A2 [t +
DI &4 3t ()8 HE A7) 7] S8t A8t f(w)E 2AZ W, ce [t,t+D]E
oA EA Fstibol whet 1 gho]l BEAIA] AW, AE AR} HepReEsH 2ol &
A2 ARE Afoe 2 Ao Xolrt ot
I8 g olEe PN FHEY RS VELE FEHE FANAEZT o7} o]H
HAEWE 188 7HEL, 354 4o g Aladd g £33 AojE AHH e
2 £3te A | A7t djU=AE GotR e 2a3 AR ol A4
A dolth AE Sof <AL A2 AAE A LA HE ASE A2 2
A3 ) BER AR W7k 28 o] Aokd AAAIE Al 20] B Y B
W) & AWRSHD AIE A B Aotk T HH A A28 AR o Weyp— W
2o Wssh Yol H e, chAl wB A= Aol Mol BRAR L o) AW w2 A
g d%Hoz +qNe ul 2 F2H A2 Yohry T o olEe AR
Astol Bas T
T ARPe e ALVED hRANZ v Ak T FL 4LE, A4S B
ARG 2704 59 F& 48e 2T 1E O FRYE o v]sho] o]
B0l 2 B FAYN T ARA L o|E AR b AL HA
% Stk SR AY (martingale) o) A4 oo § SR WY Fel )
Fol A MR & Fete folth 2y FEEANA vEALY B, oF

¢

x)

o

8 xR

.
R
&

JE U
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FEAR V7t S o, BET > tol] v, E[Vp V] =V, A 42L& &8 o, V= o}
BALeltieta et vpRIRA R, E[Vr|V)] > Vol @utE Al Y (submartingale) ©]
2t 33, E[Vr|Vi] < Vol $-ul" Al Y (supermartingale) o] 2t3 2} dulgd AL
HAAA A PHA RS DS u) 2 7]HAGe] ARG A Aoz == 3¢
o], Ul AIY-E 1 7|AZte] EAET} o) ALR AR E FRolth vy AL
2 1 7|Hgke] RS} 2ot A Aoz AAE = Aotk FERY(A Y B
52 AP A upg ALY oot

ol HEW Mg & 5X T st o|E HE FEE o] &3 HT I, =
Jy fW)dW, = 84 wihAdo) Aot Fojoh =8, do2 od #EAA V71 vt
gAYt Vit o]E HEL o] 83l XA 4 glojof ke Holth &, V, =
Vo + foo(W.)dW, & BE3HE o(W,)7h 4 EATTHE Aotk ¥ Sof 2AY,
Vi7t vk A Dol ek, dV, = o(W,)dW, %l o(W,) 7} 34 EA3te) o & v AlY 28
A 2] (martingale representation theorem)2} 3t} vl Al Y & A o) ol 3}4, (3.1) 3}
Zol AoH 7ltEete2F St vtEAGe] 57 3 YR FERAL FARS wit
0 olth (F, p=0) o u]ojt}. o] & o] &3, o] AR RH YL FA3E Ao 7}
53t} V7t v A ol 2t dV; = o(Wy)dW, 01 BE C, = [ b(V.)dV, 2 2ol V,9] %
EE et AL P2 RS A A5 ol AE Yol Y3t |4 o] 7b53int &, o
o gE3H 7t vt ALY Vi &4, & C = C(Vy) Bt FA) olw ek G, % viH
Aol A, dC, = b(V,)dV; Q) b(Vi)7} B4 A8 T, C, = G + [ b(V)dVi, ol th.

o] ml A& (It6 calculus)oll A 7} # o] H& AL (dW,)? = dtE BEEHE T
Alelth. olo] i3t FEe BHL

/OT(th)2 = /OTdt =T

A BAE BT olFF BAS A E AL, V(T,D) = L Dw,)ea &
@, [ (dW;)? =L limp_o V(T, D)o]7] & olt}. &, limp_o E[V(T,D) — T]* = 0
o (A7 [z]E 28 2384 GE Ao F5E B}, olo] BT FHEL

3 Aol 2 Ut ot ol v FBoMe) £ I Hibert T4 33
of £99 Mdoz sRuzg BAoz 2592 7)ge] AsAt £
g0l (dWh)? = dt7} S= BAE S o 94 T & Y WH2E, D -0
AT - 0 39 TesiRA HeteeEe) S44, (DW;) ~* N(0,D)olB g,
(DW;)? ~¥ Dx2(1)Q BA7t Utk &, (DW;)>L Ho| Dol 1 BAbo] 2D%Q 2%
% 19 FolAF BEE merh olu), T7} Dol ws) W$ AX [1/D]7} $83) ag
o, s g Hol gste, [1/D]7 VP (DW;)? ~wpt Do} 2o B Zolth. wrebA]
S DW;)? =## 1 [T/D]D = T BAE £ 4 Utk Zel5w H o) o & o] &3t 3
M2, limp_o V(T,D) =% T7 H+ 4A3 =2 ASHAFAL A, e &4
A 2 gol T74 2 S3tol gl ol F8 AT £ YA Btk Z12, [ (dW,)? = To)
A, [y dWP) = Wi FRES7 TR ARE7H1 Aol AFEE TX3(1)E G2
£ B8R4 Sk Be FEsA 498 987} 9o

&)
;

\

-~
o>,

L%
2 2

> ol > 4 ©

d
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T4

4-gz A B ojxe) vFEY) A AEHE AL o]
(formula)2tx X thg @A 40 Aotk (aWy)? = digh wha7bA] W
(dt)(dWy) = 0°] 2L (dt)* = 092 AT £ glrh. o]& o] 434, 4 (3.2)° 3
A== ZEHA Seoll st

o Of
z M

rE Hd
o

ﬂd
K3
oX U

(dS;)? = (uSydt + 08, dW;)? = o2(dW,)? = o2dt

AL & 5 Atk A7IA Spofl thst ol T4 f(t,5,)d wEA df(t,S)= thedt 2o
d(t,5,) = fudt + fodS, + (%) foo(dS,)?
ft + /J/tfs ( ) fss]dt + thdet (33)

?ﬂﬂ’ﬁuf't = fult, ) = (B/0)f(t,8)l.s. 910, fo = fo(t,S) = (8/05)f(t,3)|e,s,°1 2L
fss = Fss(t, Si) = (0%/05) f(t, 8)|e,5, ©1 T} A& £, dY; = pdt+odW,B}3L 3L, f(t,Y;) =
eYigbi 3zt oW, Y, = ut + oW, o] L

de¥t = df(t,Y;) = (u+ 02/2)eVedt + oe¥ dW,

o A7} Itk ol 8 HIBEH T4y o) Aol de = e dy, 3 BAA HHHE A
3 sl e BRs ATk &, dS, = uSydt + 05, dWi0l T, f(1,Y;) = log S, eFsked o=
zgeE A4,

1 1/1 2
d log(S;) = (E) s, — 5 (gg) (dS,)? = (u - —) dt + odW,
t

$AY AL 2A) A BA-L 2 PP AR E 2 FHE T
o 8 412 B FHAS W) £ARE B (ST— )+o1u}. WA, o

£ A7 FEHH) AL $2H ol g QA o
ot} MBI, o1& A%-A7 FEA S
& asrsz .

41. 0| B-A7 =Y

W4 7 ANBRE DY WS g A HE oA B
A oW 7|22 3 Apate] T 2ol Slk ShAk WA AR
2 % A2A, w7 T = NDI 249 aAEL 22
(nD,5,)°Ich ol @ AL At AP 7123 B A PEFY A2

>

il Q
i N
(g S

I
m S 3

&l

o},

ok

Il
S
i~ U
N,
'11 fN
Io

N
L
Ly
3
i
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< FABZIR ok, 2 U &S AGE R 0E VIE2R S0, P = Fo+ 05,7 HES
8712 stgch BYA DDA DBE 9 717ke) At =nD + D7t H QAL W 7|24
9 74 Spa e i) 7hA B4 5t 2AsE AP dsel FFL wol
547 2 Aolth AA7A Y WBHE Al A% FARSL Ao 4R TEZe)
27} e YA Aol £ EHA TS (3L oS HoRow 2Y 5 A=)
& =A3t= Aolth

A7}t AR FAZ wf D7|Z & AHike] FE DP, = Py — P Fr®l 5% DF, =
Fo1—F, 3% 5,8 & DSy, = Spy1~ S0l W2k, DP, = DF,+6DS, 7} 8 Z ot} o],
289 AAHAE RE B4 F(t,5)e F 85 1959 F5olth Ft=nDo| 1
s=5,94 W, & F(t,5)9 kol AT xS EA7HE F, = F(nD,Sy)0l 5= R
ok l$ sE 5,02 98T, W5t nDAMN nD+DE AZ3E F$ F(t,s)9 A5
= DiFy, = [F(nD+D, S,)— F(nD, S,)|9} 2ol 8 Zlo|1,t =nDx At M4 s
SaoNA S 2 WBSHE S F(t,5)2] W3 DoF, = [F(nD, Sp1) — F(nD, S,)]9
2ol 2 Zojth A nDAA (n+1)DARAAAM L 2549 7443} DF, =
F(nD + D, Su11) = F(nD, 8,)2 D Fu? DiF, 9 22 2A4H £ g€ Aotk &,
DF, & DiF, +D,F, 0|t} (o] @A 4 D7} ¢42 2 2A8 ). o8 Fejs
W, DP, ~ DyFp+DsFp+0DS, 8 20 & 5= Atk olal, As & 254 7H4 F,9) 7124
A 744 Spol & SA Mol ek 343 F As = [F(nD, Sp41) — F(nD, 5,)]/ DSy )
g At 28 ™ D,F, = Ag DS, otk 9714 Ag9] ghol tf$ A3 A2 Ag =
[F(nD,Sn) — F(nD, Sy-1)]/DSn-1 2 2AHRATHT 312} 2818 D,F,=AsDS, 7} At
°|& A&3te, DP,& thA A8,

DP, ~ D,F, + AsDS, + 6DS,,

o} el Uehdth. oluf, § = ~Ageh 32k 1HW DP, ~ D,F,9 2o] "tk 7]
X DiF, = [F(nD + D,S,) — F(nD,Sp)|l< Sn™ 7HS)o] H, ESAYS £33
E Sppi2 MYHO AA AEe FEL 87} °‘D} 5,0 =-Ag 39E, nDAI A
N nD + DAR Abeloll 24t P,o) 58 DP, e o o4 #8492 S42 24 gt @&
D,F,o% 2/H8 % 9tk

olw of® AHg BE & A7t $AT 2 P, = F, - As5, & 58 rdl 19
bl EASATIL 2k 7 @Ak o3 $012 DP, = rP, % BAZ 493
BE DP, =7[F, - AgS,]o] At o714 FAF A E A83d F A2 A% B7} &
P72 54 PHYOE $U £AL (2AH0R) FYsF Tk 5

T[Fn —Assn] %DtFn

A e BEE BAA LSO PUES

3}
)
2
12
>
o
2l
ok
i)
lo
R/
k
it
do
=)
2
e
Jl'>
>
>
to

Gl K] £8-&¢= Hn

r{m
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WAANE Fele Bl oheF 2o
r[F, — FySy] = [Ft + %UQSEFSS] . (4.1)

4714 A tel A Az 7HE Sk 4 (31)e BEFHE LS BE
B4 olgh2 AR, §48) AL F = Ft,5)°1, &#49) 271713014 747
e, FRAE MFHER, Fr = (Sr - K)otk 8% F(t,5)9) 8584 8¢ F =
(O/O)F(t,5)lt,5,, O3 Ey = (8/05)F(t,5)ls,5,% Fus = (02/05%)F(t,5)l5,2 2 2]
ik,

o1 4-A\Z B A9} vl WY, o) 4h-A1 2k B Y MY BA W As9} D,F, ol
A%-A7 BYNAE A7 9 FE tAs o] L, o3 vRF 1/20252F,,0) M2
| AYF ol A2 L4 Utk oA 1) £F 1/20257F,, 2, 0| A-A|Z BHO)A D, F, =
AsDS,Q BAE AE3E A 2AHOE D,F,=AsDS, 2 7HI A& 9%
AZH BEHRANA o) wHEYE AEshe] A 2oz e FAoNN ek}
A 95 HEAAE A4 g4 498 UEE 34AT Ron dated B0

# 448 AYAEIZ 2 A% B AR P, = F(1,5,) + 05,017, A% T34
Qo o8 F2E dP, = dF(t,S:) + 0dS, °]ch. wm ol EEelo] o3,

dF(t,S;) = [Ft+ Zo?S2F ] dt + F,dS,

olB 2 dRolAN S} BAH Ut TS AHAFEE § = —F 00} Atk F 6 =
—F, 9 ), dP, = dF(t,S;) — FsdS;= S: % F&3H

dP; = [ + chSsts] dt

o} 7o) vebdth A o]AkAIZE BY ] F 29} vt =g 2, FH A4t T3}
& B £92 dP, =P, =r[F, - F,5]°) Ht ©|#2 A%t B FAA L 5712 ¥
o} flo} 22 E-&= Hu|RYA (4.1)& A doh

A9 gu= FA NHAHSFE Ag = FE ANS TEZ M 1999 ¥4
G AsTH2Y N EALES HESHE A st ol 2L Yo AL A5
= S Feb3l A (delta hedging) ol 2} 3t} olul, Ag = Fi(t,Sy) 2 32 vl £}
WA Hoy. Fr)Hez n) ¢ detg A 22 AR AFS HEIE IS 53
A A (dynamic hedging) o] g} gt} o]of) thu]dted, AHAA L 7)o +53 A A&
S AZA}A G= e Beoh Fuz Y BHAY LA = EE k(A2
33 F, 8 HENO), E F.. & #vHD)en BErt

4.3. B¥-&= Anj2 ¢ 9 s} 2n)

ge-gx B02PR4 (1) HE FoE HEHA Py, AR I
WA AHAE AEsel AAROR T HE TE PPLS T 5 U5, IA 2204
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T AEFHY (risk-neutral) FEEZEE 0|43t PHE & 5+ Ak AR Y
dutA YL ol ot PHE, TAT AFAEANA YEHE FejdA R 1 44
o thd ol & Eo Tal%ﬂwolur A A Gl g Eg0l E & ke FFL
AL}, ofReE BAE AFA JFANME HEEFH %%%E% o] &3 Wy o] o]
H37] 41& B ohet, 2 A FEAZANA EY-&= FA Ao 7= A
A ulg ME F71 ol AR o2 oS upg 3 s A2 Py olety ddH. A
A (2004)3} HBAF 42§ (2003)2 Hu 2R AAe ditA HPE o] &3 EH-&
Z AR Yol thdte] F OhF I Ytk B =R = HEFH FESEE o8
St e FAHLE WES AR

AA 7122448 744 8,7 A (3.2)9) 2Fte] ReE e FERA olgta st} olu
ol RHYAE r2 AN FEAA S =S, 0 o TEHE FH L3

dS;‘ = d[e_TtSt] = e‘”(ut - ’I"St)dt + e_rtotth

o] 8L E F Utk d7A W, ~ N(0,t)9 EZ7} 7HAF P oEE gAY 7| 2R
2] _,]'o‘]-‘_, pr — Sy = 07} oh 2t Sr2 v AGol olUBE E(SHSi] =S/ Y 4
ok 28U A7 A H o 712 A 2o e, FHE A EE EA" v A4 71X
Spell, A2 AL HASEE AT ZhHE HAsA, FAD AAA ;o T
FEE UEE BEEE Q7 AT & S7o] e A Yo] Ho] E[SL|Sr] = Srel
BAE DI} FESE Qo7 EASY. FESE Qo AL B¢

dS} = e ", — rSy)dt + e o dWy = e "o dW)

J BAE UFEE Bt Wik A% B8 g Wi 7hdehA 2k}
—(pe —7rSy)/o0let Z wl, W, ~ N(0,t)°]3 W} ~ N(—my,t)o] A%, A3
= QoE ok Wy ~ N(0,t)0]L W, ~% N(mg,t)7t HEE & 4 itk

o] mj o},

olFE FEEST Qe Fott €9tA vyl &8 A7}t Girsanov A olth
Girsanov F el 2= £9-42 LA #Hd 712 F83 83 Jegz & +
At ohFg FE O Glrsanov A7t Jed, 2 F 3 FALE 3] I S
I 2t} ojd FEEFE P} QoA o] FESE Y3ty W7t BEleeF FEH4F
o), Y, 8} & = eVt~ (/D] 7} npg) A P o] FT}H, o] 2 R &= N2 FEAH
Wy 2L 385X Q=

L @ 3
| ||
o v

n2§
2
N

Wi =W, —[Y, W] ol dQ(wy) = &dP(wy)

Nl 5'1:]'74]5—‘?—"—1 Ao, ol Wre FESE QoA Behges &7 ] "t
714, [Y]; = fo (dY, 20]_:_ Y,W], = fo (dY)(dWy,) fot tsds = m; o)t} Girsanov &
27t 4 %3}7] 93 AAZAQ EelVl < 00 Nov1kov 2 Aol sl

247 A 7 718 A 2ol o sted, Sre] vlEAIde] HA = FEEE 0]] o
sted FAe (ZeR) AANE Ff = e "FRXE EAo] ulg A do] Ak ;s -
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EQ[Ff|FT]olofof stk ThA] T3l A, 49 dA7E F72 vl @71A%9 717
Fi=e (S — K)tol & AR A ] 225 7IHAZ 78 4 ke Koltk
A clw 7| A E FHote FAHANA AL FESEE, 49 714 Fyol #e E2
AL 71zApde] w4 Spol e EFAA 71Uste AoBE, S{e wEAY
o] H7 st= HESE Qo8 T LA AHE It of At Kot o] & TA] AFEH,
=49 849 7 Fyoll o= X B E HEI Y, dF] = deT'F]olBR

dFtT = C_Tt |:—T‘Ft + Ft + uth + ‘Z]ZG?FSS] dt + C_TtO'thth (42)
= e_" |:—T'Ft + Ft + ‘2‘0'?Fss + ’f’StFS:| dt + e_rtO'thth* (43)

_°.

Ak AEFH FESE QoA Wys Hetees REAH ] HE=2 vpEAd

E@’eﬂﬂ"ﬂ wet —rF+ Fy + (1/2)07 Fys + 7S, Fy = 0010 oF 3t} 7|2 2p4ke] 744 S, &
Aost A (3.2)NA py = S, B 3L 0y = 05, 2F L 3t ©o] & 4] (3.1)3F T Y 3HA 3
712 3, o] 2RE A BH.£=7 A2 HulB WA (4.1)F SA3] 54 23
£ dEeth A7 £ AE e A2 4 (4.2)F 4] (4.3)0dA 9] FATE] ALo] o]
t}. (4.2)] FAFSolE S0 FAF w7t WY o, (43)dl= 28 A gt
A58 FEEE QY 92 2F (4.2)9 FALFE (43)9 FAFFE v = Ao
o}.

dutd o ®, 4 (3.2) 8 Wa e of® HEAA 5,9 A2 HH = oW T f(4,5),
t€[0,T17F A& W, f(T,57) = fr& BA A 2ALE Z< Ao 2444

ft +/"'tf.s + (1/2)Ut2fss =0

2 93 9] Fokker-Planck WA 4 == Env2 & Z3A 4 (Kolmogorov’s Backward
Eq ation)2] 3t UiEH7]— = o} Feynma,n_Ka,c ZTEYE: ZRusm T3 &2
PU22 AL T4 J(15) T TEUS ALIW 4 03)3 Lo A4S

rlo s

So SYAY mAREd detel, BEUEE FWPHAL 4,5 FATS
7} 0ol Atk A& dmstER 3 f(t,5)7F vRA Lol = v]olth. |25 H
Feynman(1918-1988) 3} Kac-> # ]HBL@/“J 7 f(t,S:) = E[fr|S:)2+ 2ol E_Zﬂ—‘:r'—
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