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A look-back option is a contract entitling the holder to buy or sell a designated
security at the lowest price or the highest price within a certain period of time. We
consider the valuation problem of look-back option by assuming the underlying stock
price obeys a discrete time bhinomial process. We obtain the pricing formula under
some conditions on security market. Furthermore, we show that when the time period
tends to zero, the result converges to the option price in the case that the stock price
obeys continuous time geometric Brownian motion.
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