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54.

(i)

Assume the Black-Scholes framework. Consider two nendividend-paying stocks
whose time-f prices are denoted by S1() and Sa(f), respectively.

You are given:

@) S1(0) =10 and 52(0) = 20.

(i) Stock 1’s volatility is 0.18. =3 G:‘ 20.4%
(iii) Stock 2’s volatility is 0.25. =2 o; 20.25

(iv) The correlation between the continuously compounded returns of the two

stocks is —0.40. = 9 = -'OA’O

(v) The continuously compounded risk-free interest rate is 5%. " = Q.08

(vi) A one-year Buropean option with payoff max{min[@S1(1), S2(1)] — 17, 0} has
a current (time-0) price of 1.632.

5 ; ]
SPECIAL OPTION* o "PUT"
Consider a European option that gives its holder the right <o sell either two shares of
Stock 1 or one share of Stock 2 at a price of 17 one year from now.

T =9

Calculate the current (time-0) price of this option:

(A) 067 The Poujaﬂf Ug’ ‘\'\\a 'b@t&e.&
option, ('’ Pui‘) |

By - 112

) 149 (4"" -\mi\h (‘ZS‘(ﬂ ,Sz(’\ﬁ)_‘_ (5?)

O 518

(EB) 7.86

=X (1)
=> This », indeed , o0 puk
opfion  on X w/ ke AT

gfver wna thae puce e} tue corresponding

call” ophon ow Y. (3C)

= We

ure  pui-cal pcwcm

Ve (0) = Vgplo) = FP (Y) - P\JQ-,-(K‘)

nvi)
zgfé 22? -0.05
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Focus on F:T (%) : This is the pnee we
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D = min(29,00,9,(0)

= 30 min (25,00 =S,01), 0)

=9, (1) = max (3,00 -25,(1),0)
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