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THE BINOMIAL ASSET PRICING MODEL.

Problem 11.1. In the setting of the one-period binomial model, denote b
per period. Let u denote the “up factor” and let d denote the “down factor” in the stock-price model. If

d<fu<14i (-’P,o‘,og an oulaivrooe
then there certainly is no possibility for arbitrage. True orffalse? Why?
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Problem 11.2.In our usual notation, does this parameter choice create a binomial model with an arbitrage
opportunity?
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RANDOM  VARIABLES.
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forweed Binomizd Trees [revisifed].
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