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Abstract:

The continuous change in the financial and investment
environment has given rise to new financial tools and products which
could be characterized by low cost, little risk, and higher return.

Options’ contracts are considered to be the most important
financial developments that have emerged in the financial markets.
Many models are used to evaluate them and to determine the value of
the premium that should be obtained by counterparty, and hence, the
Binomial Model (BM) as proposed by Cox, Ross and Rubinstein
(CRR) in 1979, is still the most commonly used.

The binomial model is widely used, mainly in finance for options
valuation since it is a flexible and popular approach to option pricing.
In the work in hand, we have applied the BM in the pricing of the
banking sector options in the Kuwait Stock Exchange during the
period (2012/2013). Results show that the attractive property of Cox,
Ross and Rubinstein model is that the binomial tree for geometric
Brownian motion (multi-period binomial) is consistent with the
standard Black-Scholes formula for European options. The advantage
of this model is that the user can visualize the changes in asset price
from period to period and evaluate the option based on making
decisions at different points in time.

Keywords: Options contracts, Binomial Model, Brownian motion,
Binomial tree
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