Ella Gozali

ECN 510
Homework #7  


       March 24, 2003
1. Determine the value of a European option at time t=0, with 
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 and K = 90.  Determine also the replicating portfolio.
[Solution]
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Note that a derivative Ft = max {St – K, 0} and K=90
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The value of the replicating portfolio is 
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Then:
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   (this is the hedge ratio)
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Now, solving for the present value of the European option, Vo:
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      = 16.98
So the replicating portfolio is:
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