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B.23 To exploit the normality of log stock price we will rewrite S, as an expo-

nential:
E?[S]] = E? [e7!n57].

If In St <N (m, %), then from the moment generating function of normal dis-
tribution we have

1
E? [e757] = exp (’ym + 57252) .

Substituting m = In Sy + (r — "72> T and s? = 02T we obtain the no-arbitrage

price of the power contract:

2
o~ TEQ [S%] Sy exp <(7 — 1T+ %T (72 _ 7))

- oo (617 (4 22)).



