Assignment #5
Due Friday, November 6

1. We consider a market with one risky asset S and a riskless asset B

ds = (m—9)dt+odW
dB = rdt

where m, o, r are positive constants. Let C' be a European call on S, with
exercise price K and exercise time T, Evaluate numerically its price Cy,
using

m = 6,0=.1,r=3
So 7, K=6, T =1,10, 100

2. In the same market, we consider the terminal-wealth problem:

max Ep [u (XtBtﬂ
dX, = hydS, (1)
Xo==

with u () = —e™®. Compute the optimal value.



