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11.1 Use the It6 formula to move from levels to log levels:
dInS; = (u — 0%/2)dt + odB;.
Integrate the log returns from 0 to ¢:

InS; —InSy = (u—0?/2)t+0(B;— By)
InS;—InSy ~ N ((p—0o?/2)t,0%t).

Using the moment generating function (11.30) with X =1InS; —InSp and A =1
we find Eg {g—;] =e#t. The corresponding yield is:

ln EO [St/So] _
t
On the other hand, the expected yield is

EO |:1I1(Stt/30):| _ EO [hlstt— IHSQ] 1 1 2

Hence the answer is (a).



