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Pricing barrier options under CEV process

XIE Cht

College ol Business Management of Hunan University, Changsha 111152, China

Abstract: This paper examines the pricing of barrier options when the underlying asset follows the con-
stant elasticity of variance (CEV ) process. We construct a trinomial method to approximate the CEV pro-
cess and use it to price harrier options. and demonstrate the accuracy of our approach lor different parame-
ter values of the CEV prcess. We find that the prices of barrier options for the CEV process deviate sig-
nificantly Trom those for lognormal process. For standard options. the corresponding differences between
the CEV and Black-Scholes models are relatively small. The result madel specification for options depends
an extrema than for standard option.

Key words: the constant elasticity of variance (CEV) process; barrier options; pricing options: trinomial

methad: standard options
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