Homework # 8

Due Date: April 25, 2000

Economics 437

1. Suppose you sell a call option contract on April live-cattle futures with a strike price of 70 cents per pound.  Each contract is for the delivery of 40,000 pounds.  What happens if the contract is exercised when the futures price 75 cents?

2. Consider a two-month put futures option with a strike price of 50 when the risk-free interest is 10 percent per annum.  The current futures price is 47.  What is the lower bound for the value of the futures option if it is (a) European and (b) American?

3. Consider a two-months call futures option with a strike price of 40 when the risk-free interest is 10 percent per annum.  The current futures price is 47.  What is a lower bound for the value of the futures option if it is (a) European and (b) American?

4. A futures price is currently 25, its volatility is 30 percent per annum, and the risk-free interest rate is 10 percent per annum.  What is the value of a nine-month European call on the futures with a strike price of 26?

5.  A futures price is currently 70, its volatility is 20 percent per annum, and the risk-free interest rate is 6 percent per annum.  What is the value of a five-month European call on the futures with a strike price of 65?

6. Suppose that a future is currently trading at 30.  The risk-free interest rate is 5 percent per annum.  A three-month American call futures option with a strike price of 28 is worth 4.  Calculate bounds for the price of a three-months American put futures option with a strike price of 28.

7. What is the price of a American call option on a dividend-paying stock when the stock price is $69, the strike price is $70, the risk-free interest rate is 12 percent per annum, the volatility is 30 percent per annum, and the time to maturity is six months.  The stock is due to go ex-dividend in 2 months and the expected dividend is 50 cents.

