
The Black–Scholes model was first published by Fischer Black and

Robert C. Merton was the first to publish a paper expanding the

The model has had a huge influence on the way that traders price



infinity.
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Let us first compute
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movements on the tree, the final stock price is
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The option is in the money when the final stock price is greater than



For convenience, we define

We now let the number of time steps tend to infinity and use the

distribution as the number of trials approaches infinity.

Specifically, when there are
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tends to infinity,

tends to infinity, we finally obtain Define



tends to infinity,


