SEG7570 Computational Finance (Year 07)

Assignment 1 Solution

Q3.
Let
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 to denote the price of the stock one year later.
Portfolio 1 : buy 100shares, short 100 calls, buy 100puts

The relationship between 
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Portfolio 2 : buy 100shares, short 200 calls, buy 200puts

The relationship between 
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 and the profit/loss of the portfolio 2, 
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Q4. Consider a portfolio that long one option with strike price 
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, and long one option with strike price 
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, and short 2 options with strike 
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Let 
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be the price of the underlying asset of those options at maturity, 
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 be the payoffs of the portfolio at maturity.

When
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When 
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When 
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Therefore 
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. To avoid arbitrage opportunity, The cost of this portfolio must be non-negative, i.e. 
[image: image26.wmf]0

2

2

3

1

³

-

+

c

c

c

, or 
[image: image27.wmf]2

3

1

2

/

)

(

c

c

c

³

+

.
_1233059989.unknown

_1233060834.unknown

_1234339615.unknown

_1234339768.unknown

_1233061057.unknown

_1233061106.unknown

_1233061141.unknown

_1233061239.unknown

_1233061442.unknown

_1233061160.unknown

_1233061120.unknown

_1233061079.unknown

_1233060999.unknown

_1233061024.unknown

_1233060896.unknown

_1233060622.unknown

_1233060776.unknown

_1233060802.unknown

_1233060644.unknown

_1233060122.unknown

_1233060012.unknown

_1233060078.unknown

_1233059951.unknown

