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Pricing Power-function Options Under the Ornstein-Uhlenbeck Process

LIU Zhaopeng ZHANG Zeng-in
(School of Mathematics and Statistics Suzhou College Suzhou 234000 China)

Abstract: In order to make the stock market model closer to the actual situation ~we assume that stock-price process is
driven by O-U process which can reflect fluctuation in the appreciation rate of the stock. Exponential O-U process model
can overcome some defects of traditional exponential Brownian motion model and stains some more graceful properties. The
unique equivalent martingale measure of this model is found by using the Girsanov theorem. Under the stochastic model of
exponential O-U process the pricing formulas of power-function options with continuous dividend are obtained by martingale
method.

Key words: O-U process; martingale method; powerHfunction options; continuous dividend



