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TANATORN INTARAPANYA : THE CONVERGENCE OF TRINOMIAL MODEL AND
MULTINOMIAL MODEL TO BLACK-SCHOLES MODEL FOR OPTION PRICING.

ADVISOR : PROF. KRITSANA NEAMMANEE, Ph.D., 43 pp.

Well-known models for computing an option price are the Black-Scholes model
and the Binomial model that is divided into n periods. It is known that for large n, the
option price from the Binomial model converges to the option price from the Black-
Scholes model. In 1986, Boyle presented the Trinomial model for computing an option
price and in 2007, Ahn and Song improved the Trinomial model when the movement
rates of stock price are based on the model of Cox, Ross and Rubinstein (1979).

In this project, we show that the option price computed by the Trinomial model
of Ahn and Song converges to the option price from the Black-Scholes model with
errors that are less than the Binomial model 2 times. In addition, we use the idea of
Ahn and Song to create the Multinomial model that stock price moves in k directions
each period and we show that the option price computed by this model converges to
the option price from the Black-Scholes model with errors that are less than the

Binomial model k — 1 times.
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