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Solutions to practice questions – Chapter 1
1

Solution 15.1 
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Solution 15.2 
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Interpretation: a change of K∆  in the strike price causes the difference between the call and put prices to decrease
by rte K− ∆ .
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Solution 15.3 
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Solution 15.4 

We can use some of the same calculations as in Solution 15.3:
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Solution 15.5 

According to Solution 15.1 the difference is:

( ) ( )( ) 0.04
0

Solution 15.3 Solution 15.4

104.0811 100 3.92

7.71 3.79 3.92

r trtC P e S e K eδ−− −− = × − = − =

− =

⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯⎯

Solution 15.6 

The inversion method results in a simulated value as follows:
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Solution 15.7 

The simulated value of 0.50S  is:
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The present value of the call option payoff is:
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Solution 15.8 

Using results of Solution 15.7, the present value of the put option payoff is:
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Solution 15.9 

The starting value and recursion formula for the stock price path are:
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From the standard normal probability table, we have the following path of simulated stock prices:
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Solution 15.10 
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Solution 15.11 
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Solution 15.12 
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