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Best-of-two, spread option parity

Thijs van den Berg

Payoff relation:
(S1,899)t =51 + (S2 — S1,0)F

Option price relation:
C(bo2(51> 52) = 516Y1T + Ospread(sh 52)

The option on the best of two assets has a value which is the sum of one asset plus the value of an option
on the spread between the assets.

Symbol list:

S The first asset

Sy The second asset

(a.b)" The maximum ofaandb

Y Yield of the first asset

Cwz  Best-of-two call

Coread( 2660 Strike spread call (also known as Magrabe's exchange option)
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