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Market Model
.

· riskless asset: the corfir r

· risky asset : non-dividendpaying stock
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Halfa Proof .

Say , to the contrary, that erhdu

Propose . Long the stock.

Venty · Profit = Payoff - Fo,i (Initial cost)
= S(h) - Slo)erh
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Indeed
,
this is an arbitrage portfolio.
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Forward Binomial Tree.

"Defin
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The volatility o is the

standard deviation of realized
returns on a continuously compounded
scale and annualized.

Realized Returns.
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