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The strong Law of Large Numbers (SUN) .
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Monte Carlo
.

Recipe : • Draw simulated values of a random variable

from a particular distribution .

• Apply a function to the simulated values .
• calculate the arithmetic average of the obtained
quantities .

We get a value which is "

close to
"

the theoretical

expected value .
About precision :

var ( Xn -1×21
- - - t Xu ] = Iz Var [Xntxzt . . - t Xu] independence

= # IfYar the] - ta - n - varEx.]



SD ] = SDEx.]
rn

To increase precision by a factor of n , we must
increase the number of variates by a factor of 22 .

Risk- Neutral Pricing .
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Monte Carlo Pricing .

Recipe : • From the risk- neutral probability dist're ,
simulate the stock- price paths .

• Apply the payoff function to the simulatedstock - price paths .
Get : The simulated values of the payoff .

Call them :
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• Calculate the arithmetic average
:
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Note :
"

close to
" the expected risk - neutral payoff .
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. o is the Monte Carlo price .


