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Abstract:
Asian option pricing is one of the most intriguing problems in finance. Aside from its
practical use in currency and energy derivatives trading, its academic investigation has
been ongoing for more than half a century. To this date, there are satisfactory methods in
pricing the options. However, they are based on numerical techniques. Whilst analytic
approximation formulas are available, they are no substitute for an exact closed-form
solution. One reason is the difficulty of identifying the exact distribution of the sum of
lognormal random variables. In this talk, we explore the possibility of developing an
exact closed-form pricing formula for the fixed-strike arithmetic Asian options. Our
intuition is built upon the Hull and White (1993) binomial tree pricing algorithm but now
is re-written in an analytic formulation to unravel the underlying distribution of the
arithmetic average random variable.
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