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Chapter 10. Binomial Option Pricing: Basic
Concepts
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At each node we use the following formula to compute the price:

P(S,K , t) = max
(

K − S, e−rh [P(uS,K , t + h)p∗ + P(dS,K , t + h)(1− p∗)]
)

p∗ =
e(r−δ)h − d

u − d

Or simply

P(S,K , t) = max (K − S,∆S + B)
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