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Mortgate-backed securities (MBSs),
137-38

N

New York Futures Exchange (NYFE),
342

New York Mercantile Exchange (NYME),
88

New York Stock Exchange (NYSE), 3, 310,
342

Normal backwardation, 64

o

Obligation, contractual, 170
OLS regression, 55-57
One-touch all-or-nothing call (put), 405
Open interest, 22
Option(s), 611, 11-13, 174-76. See also
specific type
Asian, 403
average price, 403
barrier, 403-5
bond, 175
commodity, futures options and, 197-99
compound, 394-98
contracts, 6, 15-21, 310-41
converters, 191-92
currency, 6, 386-91
deferred-start, 405
early exercise of, 184-90
exchange, 230
exercise prices of, 19
exotic, 391-405
foreign currency, 175
interest rate, 369-74
in-the-money, 175
long-term, 288-92
lookback, 401-3



Index

lower price bounds for, 178—84
margins on, 23-24

markets, 311, 342-46, 366—69

on maximum and minimum, 398-401
on options, 394-98

orders for, 20

out-of-the-money, 175
overwriting, 275

premiums, 6

prices, 6, 174-99, 233-37
put-call parity relation for, 190-95
quality, 149, 230

series, 19

stock, 175, 311-31

stock index, 345-52

stock index futures, 345-55

time decay of, 230

timing, 150

trading procedures/strategies for, 19-22,

249-309
Treasury bond, pricing of, 375-80
valuation of, 200-38
volatility estimation for, 23437
wildcard, 357-59
writing, 274-75
Options Clearing Corporation (OCC), 23
Order(s), 20
Order Book Official (OBO), 21
Ordinary least squares (OLS) regression,
55-57
OTC markets, 14-15, 23
Out-of-the-money, 6, 175
Over-the-counter (OTC) markets, 14-15,
23

P

Pacific Stock Exchange, 310
Percentage basis, 160
Philadelphia Stock Exchange (PSE), 21,
310
Physical commodity. See
Commodity(ies)
Point of delivery, futures contracts and,
18-19
Portfolio, 108
hedged, 117-21
insurance, 359-63
management, 292309
asset allocation in, 151-52
options in, 12
riskless hedge, 202-3
unhedged, 119
Position trader, 21

417

Price(s)
cash, 31
change, optimal hedge ratio and,
57-60
change variance, 119
commodity, return distributions and,
206-13
discovery, 63
exercise, 19, 175, 225-26
forward and futures, interest rates and,
43-46
futures, 3, 48
currency, 159-61
spot price and, 6466
structure of, 30, 31, 37-38
time-series analysis of, 93—-94
information, futures and options and,
12-13
invoice, 147
law of one, 95-96
option, 6, 174-99
quotations, bank discount, 125
reporting, 22
risk, 80, 82-90
spot, 30-31, 48, 64-66
striking, 175
volatility, interest rate options and,
373-74
Price-weighted arithmetic index, 103
Probability tables, cumulative normal,
241-44
Producer, hedging by, 84—85
Professional trader, 21
Profit, 7-11, 52-53, 176-77, 284-88
Program trading, 107-12
Protected commodity position, 279-80
Protected covered call write, 280
Protected short sale, 277-78
Purchasing power parity (PPP), 16163
Put-call parity, 190-95, 311-18, 348-49
Put options, 6, 175
all-or-nothing, 405
American, 18790, 326~31
buyer/seller, 7
on calls, 396-97
European, 217-39, 325-26
lookback, 401-3
lower price bounds for, 18284
one-touch all-or-nothing, 405
puts on, 397-98
stock, 311, 313-18, 325-31
terminal profit functions of, 253-54
up-and-in/up-and-out, 405



418

Q

Quality option, 149, 230

Quantity risk, 79-80

Quantity theory of money, 164—-65
Quoted bond price, 131

R

Rate of retugn, 128, 206
Ratio call writing, 27677
Ratio spreads, 265~-69
Redundant securities, 13
Relative systematic risk coefficient, 66
Repurchase agreement, 148—49
Reverse arbitrage, 33
Reverse conversion arbitrage, 255-56
Reverse hedge, 278—-79
Reverse ratio spread, 267
Reverse repurchase agreement, 149
Rights, 331-36
Risk
allocation of, 11-12
balance sheet, 169-71
basis, 49-51
carrying cost, 51
commodity price, 51, 82-90
country, 156
credit, 156
currency, hedging, 168—71
expected return and, 292-301
futures contracts and, 5
interest rate, 13238
market, hedging, 116-21
portfolio, 292-309
price, 80
quantity, 79—-80
relative systematic coefficient for, 66
storage, 80
transactions, 169
Riskless arbitrage, 255-56
Riskless hedge portfolio, 202-3
Rollover position, 40, 44—46, 180

S

Scalper, 21

Secondary markets, 22-23
Securities, 13, 137-38

Securities and Exchange Commission

(SEC), 20
Sell put against commodity, 282—83

Index

Short butterfly spreads, 270

Short call, 7, 252-53

Short commodity, 251-52

Short hedge, 47, 82—-83, 150-51

Short position, synthetic, 176

Short put, 7, 254

Short sale, 33, 277-78

Short-sale rule, 111

Short squeeze, 16, 9697

Short straddle, 261

Short strangle, 262

Short volatility spread, 261

Simulated straddle, 27879

Specialist, 21

Speculative trading, 12

Speculator, 63-66, 69-72, 9395, 166—-68

Spot currency, 155-56

Spot price, 30-33, 48, 6466

Spot rate of interest, 140—41

Spread(s), 20, 38, 259-74, 324--25

Spreader, 38

Standardization, contract design and, 15-16

Static portfolio insurance, 359-61

Stock(s)
dividend-/non-dividend-paying, 313-20
exchanges, price reporting on, 22
margins on, 23-24
options, 175, 311-31
replacement strategy, 110-11
rights/warrants, 331-36

Stock index(es), 100-7, 112-16
options, 345-52

Stock index futures
contracts, 99-121
options, 345-55

Stop-loss order, 20

Storage, 34-37, 78, 80, 90-93

Storage cost fund, 40-41

Storer, short hedge by, 82-83

Straddle, 177, 260-61, 278-81

Strangle, 261-62

Striking price, 6, 175

Swap rate, 160

Synthetic long, 176

Synthetic long commodity, 25657

Synthetic short, 176

Synthetic short commodity, 257-58

T

Technical analysis, 93
Terminal commodity price, 206
Terminal profit, 284--88



index

Theta, 228-30

Time decay, 230, 307-9

Time to expiration, 228-30

Timing option, 150

Trader(s), 21-22.

Trading, 12, 19-22, 24-26, 107-12,
249-309

Transaction cost, 13

Transaction risk, 169

Treasury bill(s), 125, 142-43

Treasury bill substitute, 109-10

Treasury bond(s), 144, 375-80

Treasury instruments, 370-71

Triangular arbitrage, 156-58

v

Uncertainty, in futures markets, 77
Up-and-in/up-and-out put, 405

v
Value Line Index,99 101, 104, 107
Value-weighted arithmetic index, 101-3

Variable ratio call wntmg, 277
Variation margin, 24

‘Vega, 227-28

Volatility
options and, 23437, 373-74
portfolio management and, 295-301,
- 306-7
spreads and, 260-62
warrants and, 334-36

w

Warrants, 331-36
Weighted time to maturity, 133
Wildcard option, 357-59

Y

Yield, bond price as function of, 135-38

Yield curve, 138-41

Yield volatility, interest rate options and,
- 373-74

y 4

Zero-coupon bonds, 125-30
Zero-coupon yield curve, 141
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