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Abstract
In this talk we shall present a penalty method for the numerical solution of a complementarity problem arising from American option pricing. We will first formulate the problem as a variational inequality (VI) involving Black-Scholes operator. We will then introduce a power penalty method which transforms the VI into a non-linear PDE. We shall prove that the solution to the PDE converges to that of the VI. Numerical examples will be presented to demonstrate the usefulness of the method.
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