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Algorithm 2.40. Simulate b independent paths of the Markov chain X,, . . . , X,, start-

ing from Xo = x. We denote the simulated values by Xgﬁ, i=1,..., mj=1,..., b. Set
Vmj == f,,,(X,&,’]) and proceedfori=m—1,..., 0 (backwards in time):

(i) Compute matrices My and Myy by
1 & 1 &
My = 5 ; W XM(XD), My = - ; WX P)Visr .

(i) Set the regression coefficient B; = M,' Myy.
(iii)} Obtain the new option price estimates by

(2.24) V., = max (£i(X"), BT p(x{")).
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