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Topics Covered — Futures
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Topics Covered — Futures
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TOpiCS Covered — Interest Rates
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Topics Covered — options
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Topics Covered — oOptions
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Long Mini-NDX [MNX*) Straddle
Assurme that MMNX index is at 200 in Juns, and investor buys one August 200 call at 17,
and one August 200 put at 11.

$4,000
$4,000
§2,000

%0

Profit or Loss

-$2,000

-$4,000 150 175 200 225 250

MNX Price at Expiration
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Topics Covered — oOption Pricing

This is the extraordinary story of a beautiful mathematical
formula that changed the world, the financial markets, and
indeed capitalizm itself. It could do the unthinkable - it
took the rizk out of playing the money-markets. To its
inventars it braught the Mobel Prize for econamics. Ta
those who used it, it brought great wealth. But this

glittering tale would end in tragedy.

**BBC
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TOpiCS Covered — Option Pricing

The Black Scholes formula was invented 25 years ago, by three young
mathematicians. They had been trying to solve a problem that had plagued
econamists far centuries - how to counter the randomness of market forces and the
irrationality of human behaviour that made the market: erausly turbulent.
YWhilst pondering this dilemma, they made a remarkable disc

the LII-'I1IHHH;I2|-IITHI-I: C l-'rltur-,-, Bac hl-'|ll-'r-}_l-;d ::l-'t HIJ’[ tll |_i|| /

samething no-one had ever done before - using a geries of

equations he created the first complete mathematical k

model of the markets. He had realised that stock prices

moved at random and that it was impossible to make exact predictions about
them, but Bachelier said he had also found a salution - thraugh the pricing of a
financial contract called an option.




TOpiCS Covered — Option Pricing

The risk in the stock market is that if you buy a stock

today the price can drop in the future and you could lose

maney but if you pay far an option contract thi-=- r1 es you
c the right to wait and buy the stock if it reaches

agreed price in the future, but there's no |:|hlig;1.jt||_|r|. IT the

__,..-"' stock fails to reach that price you can opt out and you
would lose only the cost of the aptian. In theary options
are a perfect way to get nid of risk, but there a problem. How much would

sameane pay far such absalute peace of mind?

Bachelier believed that if someaone could discaver a formula that would allow option
contracts to be widely used, they would be able to tame the rr|-4r|-Ht- C IlrrIFI|FTF|

but he died before he could ’rlrld it. By the end of the Bls, acade

nearar to pricing aptions than they'd ever been. But all this was -ILIIIUt tu C |'|=4r'||'1F'
when Myran Scholes and his colleague Fischer Black set out to tackle the problem
of options. ..

TOpiCS Covered — Option Pricing

warking out how to place another bet in the oppasite directic
at s _-,-HIJ l:l:lull_irlt lose. The farmula had the almost m: ability to allow
you ’[H make a fortune with the minimum of nsk. But ther one problem. In the
tlrrw it took to make th ulatian, the fast moving markets had moaoved on and
the calculation would offectively be out of date.

Howrever, unbeknown to them, thl-' problerm had already been solved Llu A T'|r|=4r|ri-4l

ying on mathems
arrowved o a scale n

BCONC Irrl_I




TOpiCS Covered — Option Greeks
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Topics Covered — volatility Surface

Time to maturity 0 o9 Strike
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Topics Covered — OTC Derivatives

(Rillizns of U $, from BIE) lNotional amounts outstanding Gross market values
2008.086 2008.12 200706 | 2007.12 | Z008.068 2n08.12 2007.08 2007.12

Grand Total a7n,178 414,848 B18 407 588 NN4 9,948 8,691 11,140 14,622
A. FX contracts 38,127 40,271 48,848 B8,238 1,138 1,28 1,348 1,807
Cutright foryards and forex swaps 19,407 19,882 24,580 28,144 436 4168 492 676
Cwrency swaps 9,698 10,792 12,813 14,347 B3b 601 619 B17
Cptions 2.024 8.607 11,804 12,748 168 1898 285 316

+Exchange—traded 181 240 303 281
B. IR contracts 262,626 281,682 347312 383,138 5,445 4,828 6,063 7177
FRA= 18,117 18,658 22,809 26,609 25 32 43 41
Swaps 207,588 220,803 272,218 309,538 4,240 4,183 5,321 6,183
Options 36,821 43,221 52,288 26,951 BE0 G31 700 Ba3

*Ezxchange—traded 78,829 62,693 86,180 71.081
C. Equity—linked contracts 8,782 7,488 8,680 8,808 B71 Ba3 1,118 1,142
Forwards and swaps 1,420 1,767 2,470 2,238 147 186 240 239
Options 5,351 B.720 6,118 6.278 623 G636 876 23

+Fxchange—traded 7,388 7.611 10,248 8,238
D. Commedity contraets 6,384 7,116 7.667 8000 718 BET 6536 763
Gold 458 G20 428 B85 7T LG 7 7n
Other 5,838 6,476 7,141 5.40% G41 G11 i) 683
E. Credit contracts 2n,862 28,680 42 680 B7.894 294 470 721 2,002

11. Introduction to Derivatives

20
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It AFE (Derivatives)

[ =4 (Nature of Derivatives)

% J|=x=H 2(underlying variables) S 2| gt0fl 2ot &S| JIX[JI Z2HE = &2

e X0 Qs ES
> 82 (Futures) / 8 & (Forward)
> A2 (Swaps)
> S4& (Options)
< TR HE 28
> & ZE I (Commodity derivatives): Gold / Silver / Iron / Crude Oil / Copper /
Corn &
> 284 (Financial derivatives): Stock / Stock index / Interest rates / Foreign
exchange S

[ Application
% g2l (Risk Management) / 3! X| (hedge)

®,

% £J|HH (speculative trading)

% Xt HeH (arbitrage trading) 2

Types of Derivatives Markets

O Hela AlE (Exchange Market)
% HeH A Z 2 A! (Transaction system)
> SIHSIHAIAE! (Open-outery system): & LHH 2H 2! (floor trader)S0| A X Z I el
A0A SHLEA HIZ
> & X eHAI A E (Electronic trading system): & AFAIAEI0 Ol ol OH 2 XH2t OH & Xt
=0l M2 Hel
% HeH ACHE Ol CHe A0l SLCH!

O &2 Al& / Over-The-Counter (OTC) Market
% Held 2 eal
» Dealer system : €4 =0| ML AFEH UERAIAE &0 Hel
> HRE dHES IIAERR
< HeH A0l CHet &1 E2IE (Counterparty default risk) Ol
> ISDA (International Swap Dealers Association) E=H A St 22 &2 ){cH
O 25 SH0I Z2QE = US

o HAEZA0] HeHa0 2ol #EE ERQIAS

26




Futures Contract

O & 2(Futures)2 &9
< Olch EE AEU AR HoH& D=0 T2t KM APAL E2E2 5l 220 20
H et
& 0lcH EZAE E29

S ALEO0I ol & Ot & =2

0 &2 vs. 82 (Spot)
cO0lcH AIE O el =

= &
» S=: M AIZ0 =5

O =2 &2 Hell4 (Exchange)
% AIFtD A& CME: Chicago Mercantile Exchange

X3

S

g™ M 28 2HH A LIFFE: London International Financial Futures Exchange
Eurex: Europe, especially for Germany
T2 aNZE8HEHH A TIFFE: Tokyo International Financial Futures Exchange

X3

S

X3

S

» =@ =2 H A 4 CFFEX: China Financial Futures Exchange
% St=23 A A A KRX: Korea Exchange

27

Futures Price

O &= JtA2 39
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<
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0:0
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>orxood od JY

Y V o

O d=t32 of
< 39 2 S 98 22| ST It 105.80
< /2o SIS 98 22 EM It KRW 1,350.90/US $1
< KOSPI 200 XI#=&2 98 22| & J+2149.10
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Forward Contract

O & % (forward)H 22| A O

o DI2H SH AE AR HHA IR0l Mo A2 AFHU BEZ 6Hs 920} 201l
3 o

CH SN TRl =2 BQIAIRA HAHEH, S5H22) 2
DI SFAIE: MK ko

AEO EBHE D12

X3

%

My

o430l S

X3

¢

X3

S

O A& vs. S
% H2IAIE (OTC market) vs. Hell & Al & (Exchange market)
% No marking to market vs. Marking to market( & & At)

O Example
% Foreign exchange forwards (US $ / GBP &)
OH 2 5 JH(Bid) 0} = & JHOffer)
Spot 1.6281 1.6285
1 month forward 1.6248 1.6253
3 months forward 1.6187 1.6192
6 months forward 1.6094 1.6100 29

Options Contract

O s&8A=2 32
< DI SHAE =2 D 0T AFRO HaH JHA 0 M2t XS AL 2 2 A= A
2t ROoE H o
< Dl SEANT: 862
S A& HoHE DA SH&
< 2|0l i IR XIZ2ste 2% 86

O s82 &
S Helo AN [HE 27
> = (Cal) SH
> = (Put) S&

» el HAFAEN OE 27
> 58 & (European) S&
> 0124 (American) S
» Bermudan S8

30




Option Price (i.e., Premium)

O s&I)A2 28 K0
¢ AXNOZE S SSHBW 20l =224 SIS0 2A5t0 2 F
< 2D OFEIIXIZ 0120120l HID A
o JZX 2428 XUd2HI5 U

Q
00
En
S
N
1o
=

X3

*
2
>~

1712401 19021 KOSPI 200 X4 2 & 98 22| X120/ 3.45

& He A

It SEH e L& CBOE: Chicago Board Option Exchange
21| Ot S H e A Philadelphia Stock Exchange

= H2s4& = Hll & LIFFE / Eurex

Al A KRX

a
4 -IH

\/

4

Wme o

0l

*,

X3

)

oo > P

7
0‘0
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Types of Derivatives Trader

O HA At =&
< & X (Hedger)
> ANEQ Dl Hat22H HUHGHH 2 8= S0 A IMHAS S Jelicte FALAL
% EJ| Xt (Speculator)
> A& H20] 0l Hat22H 01292 2| fIolM DA S 2st ZXE= 5ot
= Hel Xt
< Xt H e KH(Arbitrageur)

> S OH Ol&tel &S0l &AM X & (offsetting position)S FHECEM, 01242 & & ot
A ot= HeH A

O MM =ss&E52 SAE AL At
% HIHZ A (Barings) 28 Alddl
% LTCM (Long Term Capital Management) Af2il
Metallgesellschaft Aleil
Diamond fund (SK S& vs JP Morgan)
KIKO S3IIIMAS
2009 Financial Crisis: Lehman Brothers etc.

3
o
o
o
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Hedge Trading

O A= HSAtS | et SUXI 1 cH

X3

S

3

*

X3

S

X3

S

X3

8

R/

S

X3

€

X3

S

LsAJIgEE2 Y B =23 8

=2U=222 3 FH0l US $1BE 2JI=2 0l &

3ME /€l & HAS Soll X Ibs

3M USD/KRW & E=H2t2| D=0l KRW 1,100/US$1 ctH
HEN JIE A= X E & &= UASW?

O s&8= 0|8t s XA N
v 25 SN £ 5222 JIXIE JHXlE 4HTA FA 100FE 2R0t0 US
&2 1HE SO FItot2t0l tHel ot Xt &
ASEMTO HE 1HE D12 ZSMEILA0| TS 20HH?
> BADEA 550H2: E SHIHA 70H
> BADEA 500H2: E SE0HA 30
> BADEA 45002 F SE0HA 100
C

33

Speculative Trading

0O &2

X3

¢

X3

%

R/
0.0

= 0lE¢et I AcH
&= US dollar2| JtXIJF Q& 240[2t] Gl&ote SEIIA
&M USD/KRW & &2 10900/t JtE
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Arbitrage Trading
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