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1. Aims and objectives of the course

The course aims at providing a thorough understanding of the markets for derivative instruments: forwards and futures¸ options, swaps, equity linked structured bonds. The course explains how traders price and use derivatives in order to carry speculative and arbitrage activities and how firms and individuals may us derivatives for hedging purposes.

2. Structure of the course and topic sequence:

The core material of the course is as follows:

Forwards and futures. 

The relationship between spot and forward prices. Stock index futures: characteristics, pricing and their use for hedging purposes.

Forward rate agreements and swaps 

Forward rate agreements. Interest rate swaps and their applications. 

Options. 

Main option contracts and a brief survey of different kinds of markets. The key factors influencing option prices. Valuation of options through the binomial model and the Black-Scholes model. Risk neutral valuation. Options’ Greeks and their role in option trading strategies. Hedging with options.. The main types of exotic options and their use for hedging and for structuring equity-linked bonds. 

8. Textbooks and other material

The main textbook is 

J. Hull, Options, futures and other derivatives, Prentice Hall Intl.-Il Sole 24 Ore, fifth edition
(or the equivalent Italian version J. Hull, Opzioni, futures e altri derivati, Prentice Hall Intl.-Il Sole 24 Ore, quinta edizione)
Materiale didattico - Corso di Economia del mercato mobiliare (strumenti derivati), dispensa EGEA, 2004

Although a large number of  exercises will be proposed and solved in class, students wishing to check results to other textbook exercises might consider using:

J. Hull “Solution manual to: Options, futures and other derivatives -Fifth Edition”, Prentice Hall 2002 

There is also the possibility to buy an optional booklet with exercises and solutions to exercises. The booklet is Esercizi svolti di strumenti derivati, dispensa EGEA, 2004.

  DETAILED TENTATIVE PROGRAMME 

	Sess.
	Hours
	Content

	1
	2
	Course description. OTC and exchange-traded derivatives: market data.

	2
	4
	Forward rate agreements

	3
	6
	Interest rate swaps  : definition and uses

	4
	8
	Currency swaps: definition and uses

	5
	10
	Pricing and evaluation of interest rate and currency swaps

	6
	12
	Forward contracts: definition and uses 

	7
	14
	Futures contracts: Stock index futures and interest rate futures. Hedge ratio

	8
	16
	Options markets and options contracts. Intrinsic value and time value 

	9
	18
	Factors affecting the option price. Bounds for options prices

	10
	20
	The put-call parity. American and European options

	11
	22
	Options pricing: the binomial model. Risk-neutral valuation

	12
	24
	The Black-Scholes model

	13
	26
	Option sensitivities

	14
	28
	Building trading strategies with options

	15
	30
	Interest rate risk management: simulation 1: Adecco and Archimede Case study 

	16
	32
	Exotic options. 

	17
	34
	The use of exotic options in structured securities

	18
	36
	Hedging risk with options: simulation 2 :    Vega  simulation 


Grading

The grading of the course will be based on evaluation of:

1) Two homework assignment based on PC simulations which will constitute 40% of the final grade (20% each)

2)  In-class final exam (session 15) which wil constitute 60% of the final grade. The exam will be compsed both by theoretical questions and numerical exercises.

