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1. Lecturers

The course will be held in two separate classes

Class 31
(in Italian) 
Francesco Saita – Giovanna Zanotti

Class 32
(in English)


The English class on Derivatives is not intended only for exchange students, but welcomes also all Italian speaking students that would consider the excellent opportunity they are given to be exposed to this material in English. 

The topics taught in both classes are almost identical. The small differences concerning the material that is adopted in the two classes are clearly explained in Sections 5, 6 and 8.

The course is open to students from the three-year program (cod. 5161) and from the four-year program (cod. 4195). The material is the same for all the students, however, and the only differences will derive from the class which is going to be attended.

2. 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.

We assume students already have some knowledge about the functioning of derivatives markets (e.g. the difference between exchange traded and over the counter derivative instruments, the role of the clearing house for exchange traded derivatives) and about the characteristic and valuation of the underlying assets such as stocks and bonds.

3. 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 role of volatility skew and volatility smile. The main types of exotic options and their use for hedging and for structuring equity-linked bonds. An introduction to the evaluation of exotic options through Monte Carlo method.

4. Classes

Lectures will be scheduled as follows

	Day
	Time
	Classroom for class 31 
	Classroom for class 32



	Monday
	16.15-17.45
	13 (*)
	14

	Tuesday
	14.30-16.00
	13 (*)
	14


(*) For the first week only, classes will be held in classroom P02 (Pensionato). 

5. Evaluation process.

(a) Evaluation process in the Italian class (class 31 – Saita –Zanotti)

The course grade in the Italian class will be based entirely on the final exam. There are no midterm exams, and the final written exam does not allow any further oral integrative exam.

In the first three examination dates (June 14th, June 30th, July 13th) the student may choose between a final written exam (at 8.30 a.m.) or a final oral exam (starting at 10.30 a.m.). The two solutions are mutually exclusive, so any student enrolled for the written exam would not be able to have the oral exam on the same date, even if he/she voluntarily withdraws from the written exam. 

Starting from September 2004, the opportunity to take a written exam will disappear and the exam will be in oral form only.

The written exam will be based on the material covered in class and the material in the textbooks (see Section 8, parts A and B1). 

The written exam will comprise both exercises and theoretical questions. There are no multiple questions or true and false question on the exam. The written exam is a closed book exam and only the use of a common unsophisticated calculator is allowed.

(b) Evaluation process in the English class (class 32 )
The course grade in the English class will be based on the final exam (with a weight equal to 80% on the final grade), and on the average score in the (4 to possibly 8) homework assignments (with a weight equal to 20%). There are no midterm exams, and the final written exam does not allow any further oral integrative exam.

In the first three dates (June 14th, June 30th, July 13th) the final exam will be a written exam, starting at 10.30 a.m. 

From September 2004, the exam will be an oral exam (with the same examiners as for the Italian class).

The written exam will be based on the material covered in class and the material in the textbooks (see Section 8, parts A and B2) and the material covered in the homework assignments. 

The written exam will comprise both exercises and theoretical questions. There are no multiple questions or true and false question on the exam. The written exam is a closed book exam and only the use of a common unsophisticated calculator is allowed.

6. Final grade registration. 

As it is prescribed by Bocconi University, in a written exam the student enrolled to codes 4195 or 5161 who does not want the written exam to be graded must consign the exam sheet clearly writing on the first sheet the word “withdrawn” (“ritirato”). Otherwise, surrendering the exam sheet implies the acceptance of the grade that will be assigned to the written exam. Grade registration will follow automatically.

Remember that older students with the 818 code follow different rules (see section 7).

7. Evaluation process for students with the old 818 code. Exam registration. 

Older students who enrolled in the Derivatives course with the 818 code must attend the Italian class and refer to the lecturers of the Italian class concerning the evaluation process and grade registration.

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)
For the Italian class only, there will also be a booklet (dispensa) with some additional readings in Italian. The booklet is

Materiale didattico - Corso di Economia del mercato mobiliare (strumenti derivati), dispensa EGEA, 2004

The parts of the Hull textbook that the student is required to study  can be divided into two parts: the first is common to the two classes, while the second differs between the two (also due to the reason that some parts of the program are dealt with in the “dispensa” in Italian).

(A) Parts of the Hull textbook common to both classes
	Chapter 1 
	All the chapter

	Chapter 2
	Required: 2.1 to 2.5, 2.7, 2.8, 2.11

	Chapter 3
	Required:  3.1 to 3.13

	Chapter 4
	All the chapter.

	Chapter 5
	Required: 5.1 to 5.3

	Chapter 6
	Required:  6.1, 6.2 

	Chapter 7
	Required: 7.1 to 7.4, 7.7

	Chapter 8
	Required: 8.1 to 8.7

	Chapter 12
	Required: 12.1 to 12.9, 12.11

	Chapter. 13
	Required: 13.1 to 13.3; 13.5, 13.7, 13.8

	Chapter 14
	Required: 14.1 to 14.10, 14.12

	Chapter 15
	Required: 15.1 to 15.4


(B1) Further material that students in class 31 (Italian class) have to study

On the Hull textbook:

	Chapter 10
	Entire chapter

	Chapter 11
	Entire chapter

	Chapter 12
	Also required 12.12

	Chapter 18
	18.1, 18.6


On the dispensa Materiale didattico - Corso di Economia del mercato mobiliare (strumenti derivati), EGEA, 2004:

· I forward rate agreement

· Introduzione al pricing degli interest rate swap

· Le strategie di trading con le opzioni

· Le opzioni esotiche: tipologie e modalità di utilizzo

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

Students may freely decide whether they want to use the “Eserciziario” or not, while it must be clear that the other booklet (Materiale didattico) is compulsory for all students of the Italian class.

(B2) Further material that students in class 32 (English class) have to study

On the Hull textbook:

	Chapter 5 
	Also required 5.4 to 5.6

	Chapter 6
	Also required 6.3 and 6.4

	Chapter 9
	Entire chapter

	Chapter 12
	Also required 12.13

	Chapter 19
	19.1 to 19.12


9. Weblearning site

For both classes, additional material may be posted on the weblearning site

http://www.uni-bocconi.it/asit/weblearning/corsi0304II.htm (then follow the link for courses 4195 or 5161)

