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1) Let Si be the price of underlying asset at date i and let Do be date o

present value of dividends
.

Pricing using stochastic discount factor
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Because price cannot become negative ,
we consider only with by> o .

In this case

,
we can see from the equation that bubble solution exist

,
however

in reality , there will be a substitute product that will prevent the price

to increase infinitely .

Ic)
Because bond price must be pi. -

- di. and zero after date T ,
its price

can 't srntronnlly increase furrer
.

Thus , the bubble path is invalid .
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asset prices could not
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