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Probability Structure for one Node

Pentinominal-Tree for  1/6<α<2/3

Xi+2∆h,t+∆t  with probability p1=(1/2)α2-(1/12)α 

Xi+∆h,t+∆t  with probability p2=-2α2+(4/3)α 

Xi,t Xi,t+∆t with probability   p3=3α2-(5/2)α+1

Xi-∆h,t+∆t  with probability  p4=p2

Xi-2∆h,t+∆t  with probability  p5=p1

Trinominal-Tree for  0<α<1/6  (low values of  σ2(X,τ,β))

Xi+∆h,t+∆t  with probability   p1=α/2 

Xi,t Xi,t+∆t with probability    p2=1-α

Xi-∆h,t+∆t  with probability   p1=α/2 

with α = σ2(X,τ,β)∆t/∆h2,
with ∆t=(2/3)∆h2/max(σ2(X,τ,β))
with ∆X: equally spaced absolute value of the underlying in DM/US exchange rate
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Figure 3b

H0: theoretical cdf of uniform (45-degree line )

bars: empirical cdf of uniform
estimated 2σ standard-deviation bounds of empirical cdf
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