Assumptions-Project 2
· Past history cannot be used to predict the future price of a stock. (If this could be done all investors will move their money to the stock with the best predicted return) 

·  The past history of prices for a given stock can be used to predict the amount of future variation in the price of that stock.  

Historical Data

(Rnorm was calculated using a ratio(R))  -------------------(    
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The past history of the stock can be used to estimate volatility of the stock during the period of the option.
 
In particular, the ratio of successive closing stock prices carry information about the volatility of the stock
     Our interest is only in a simulation of the stock’s volatility. This independent of the stock’s actual growth rate, so we remove the unknown growth factor by normalizing the weekly ratios. 

     Our apparent assumption that the stock will grow at the risk free rate is, in fact, simply a convenience to estimate volatility
· All investments, whose values can be predicted probabilistically, are assumed to give the same rate of return.(or else All will buy the stock with highest predicted return->will cause a capital movement(arbitrage))  

· We will assume that the common growth rate for all investments whose future values can be predicted is the rate of return on a United States Treasury Bill. Since the rate for this investment is guaranteed by the federal government, it is called the risk free rate.
The   class project the risk free rate is 4%. This rate, which is beyond our control, is usually taken as the Treasury bill rate for the period of the option. 

· All investments with the same expected rate of growth are considered to be of equal value to investors-risk neutral assumption(Although some people will prefer one type of investment over another///we will ignore that fact for the project)
To find the present value of the option
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