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Solutions to Problem Set 11
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be the cumulative distribution function of the standard normal. The
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Therefore, if P is the put and C is the call,

C(t)� P (t)
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which establishes put-call parity.

2. Recall S(t) = e
t+�W , where W is a standard Wiener process and
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�
. Since � is a constant, � = �[�r;��] is a

state price process. The martingale value process is given by
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