Problem 12.3. Consider a non-dividend paying stock whose current price i per share. You model

the evolution of this stock price over the following year using a one-period binomial tree under the

assumption that the stock price can be either $120, or $75 in one year.
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The continuously compounded, risk-free rate i

A Etraddle consists of a long call and a long otherwise identical put. Consider a $100-strike, one-year
European straddle on the above stock. What is the straddle’s price consistent with the above stock-price

model?

a. About $10

b. About $10.83
c. About $15.45
d. About $20.84
e

(e

V(0)= A-S(e) +B =- %- 954+24.392 = 20.9%

. None of the above.
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