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Theorem 6.9. Let d <1+ 1 <wu, and Vy be an Fn measurable random variable. Consider urity tha tp Ys VN at maturity

time N. For any n < N, the arbitrage free price of this security is given by
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Remark 6.10. The replicating strategy can be found by backward induction. Let w = (w’,wp41,w”). Then
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Proof of Theoreart 1. Suppose X, is the wealth of a self-financing portfolio. Need to show D, X,, is a martingale under P.
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Proof of Theorem 6.5 part 2. Mmm to show)Xn 13@
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