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Abstract

We consider the classical Black and Scholes model, with
only one risky asset whose price S; evolves according to
the following linear Stochastic Differential Equation
(SDE) [3]:

dS; = S;(rdt + adW,), t = 0,
where (W) =0 is a standard Brownian motion, ¢ = 0
the constant volatility and r > 0 the constant risk-free
rate.
We propose a simple and explicit formula for pricing
discretely averaged arithmetic Asian options [1].
The proposed approach relies on direct computation

based on an approximation of the sum of log-normal
variables [2] [5]. The accuracy and performance of the
proposed formula are assessed through numerical
experiments and benchmarked against Monte Carlo
simulation results [4].
Besides the implementation ease of our formula, the
numerical experiments provide strong and consistent
evidence supporting the robustness of the proposed
approximation.
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