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Monotonicity of volatility in European option pricing under

binomial tree model

ZHANG Huiling, MA Feiyao'
(' School of Mathematics and Statistics, Ningbo University, Ningbo 315211, China )

Abstract: In this paper, we study the monotonicity of European option price and underlying asset volatility of
the binary tree model for the case of no arbitrage. Firstly, we derive two new combination formulas. Then, based

on these two combination formulas, the monotonic incrementing relation between European option pricing and

underlying asset volatility is proved.
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