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Research on option pricing model with dynamic drift parameter

OU-YANG An', CHEN Ling-bing’
(1. School of Science, Northwest A&F University, Yangling 712100,

Shaanxi, China; 2. School of Mathematics and Computational Science,

Shenzhen University, Shenzhen 581060, Guangdong, China)

Abstract: In this paper, the authors introduce a modified option pricing model with dynamic drift

parameter and damping process was obtained after improving the deduction of Black-Scholes option pri-

cing formula. It firstly shows how the actual financial products can be translated into the modified option

pricing model with damping process based on reasonable assumptions. Secondly, it offers the modified

model under no-arbitrage balanced option prices by improving the mathematical model with damping

process. Thirdly, it provides the integration formula of this modified option pricing model with dynamic

drift parameter. Finally, the authors discuss the meaning and design idea of the dynamic parameter and

the value of c.
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