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accruals accounting, 155 auctions
ADRs see American depository receipts Google IPOs, 139-40
AER see annual equivalent yield US notes/bonds, 63
AIG Inc., 120 average price options; 229-90
ALM see asset-liability management average strike options, 289-90
alpha values, 181-2
American depository receipts (ADRs), 145 balance sheet'C1)Os, 126
American-style options, 278-9 balance sh=ct 2qaation, 152-4
CBOE stock options, 285-6 Bank of rngland, 19-21
CME S&P 500 options, 2867 Barn of Japan, 20
early exercise, 286, 2967 banki/banking,
put-call parity, 296-7 vankers’ acceptances, 26
annual equivalent rate (AER) commercial banks, 2
bond yields, 73-4, 100-1 ESCB, 18
compounding periods, 100-1 FX market, 37-8
futures strips, 210 investment, 2, 6-11
APT see arbitrage pricing theory see also individual banks
arbitrage barrier options, 290
collateralized debt obligations, 1249 the basis,
convertible bonds, 364—-6 basis numbers, 269-70
forward interest rate, 199-200 index futures, 265, 268-70
index futures, 269-7! theoretical/actual, 268—70
pricing theory, 182-3 basis points, 16, 87-8
running a desk, 270-1 basis risk, 264-5
arbitrage pricing theory (APT), 182-3 bond futures, 223-4
Armstrong World Industries, 26 equity swaps, 274-5
Asian options, 289-90 index futures, 264-5, 271
asset-liability management (ALM), 231 basket default swaps, 122-3
assets basket trading, 148
ALM, 231 bear spreads, 332-4
asset allocation, 225-6 Bermudan options, 278, 290
assets beta cash flow method, 189-90 beta values, 177-8
balance sheet equation, 152—-4 assets beta method, 189—-90
return on assets, 187-8 CAPM and portfolio theory, 181-2
ROTA, 160-1 levered/unlevered, 190—1
swaps, 114, 230-1 WACC, 185
turnover, 161 bid-ask spreads, 7
see also Capital Asset Pricing Model bid/offer spreads, 201

at-the-money (ATM), 279, 317-18, 328 binary credit default swaps, 119
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binary options, 290
binomial trees, 297-302
call value formula, 299-300, 301-4
call value tree, 301-2
delta-neutral position, 298
expanding the tree, 300-2
hedge ratio, 298
volatility, 300-1
Black model, 355-7
caplet valuation, 355-6
floor valuation, 3567
model problems, 357
swaption valuation, 358-9
Black—Scholes model, 302-5
assumptions, 305
with dividends, 304-5
option pricing, 309-12, 320, 322
see also Greeks
blended swaps, 274
Bombay Stock Exchange (BSE), 143, 145
bond futures, 213-26
basis risk, 223-4
carry price, 218
conversion factors, 214—16
CTD bonds, 219-26
definitions, 213
Euro-bund, 216-17
forward bond price, 217-18
hedging, 222-5
implied repo rate, 218-19
invoice amount, 214—16
long gilt, 216-17
non-CTD bonds, 224
portfolio management, 225-9
thirty-year US Treasury, 213-14
US Treasury, 213-15
bonds
convertible bonds, 3807
credit spreads, 113-28
exchangeable bonds, 360
futures, 213-26
interest rate swaps, 237
performance, 208
see also bond futures; government bonds;
individual bonds;, notes and bonds;
price sensitivity of bonds; Treasury
bonds; yield from bonds,
bootstrapping, 106—7
Bowie bonds, 126
break-even, 280, 328
BRICs nations, 62
brokers, 38-9, 64
BSE see Bombay Stock Exchange
bubbles, market, 134-5
bull spreads, 332-4
buy-write strategy, 329

calendar spreads, 335
calls, 278-82, 293-306
American-style options, 296—7
binomial trees, 297-302
call value formula, 299-300, 301-4
CME S&P 500 options, 287
covered call writing, 329-30
embedded calls, 363
European-style options, 293-6, 300-5
Greeks, 312, 320-1
international bonds, 114
long calls, 278-81, 312, 321
put-call parity, 293-7
short calls, 281-2, 312, 321
short straddles, 339-41
standard options, 313
synthetic calls, 295-6, 328
Capital Asset Pricing Model (CAPM), 172,
176-8
arbitrage pricing ‘heory, 182-3
assets beta metod, 189-90
market risik premium, 178
portfoliv ikeory, 180-3
WACC 185
capiial/vapital market history, 1-4
CATM see Capital Asset Pricing Model
caps/caplets, 3527
carry cost, 218
cash flow,
immunization, 95
valuing IRS, 254-5
cash flow models, 169-91
assets beta method, 189-90
beta values, 177-8, 189-90
CAPM, 172, 176-8, 180-3
company value/leverage, 190-1
constant dividend growth, 170-2
dividend discount models, 169-70,
179-80
dividend yield/growth, 172-3
equity risk premium, 178-80
free cash flows, 183-5
implied return on share, 172
market risk premium, 177-8
perpetuity formula, 171
price/earnings ratio, 173-5
reinvestment rates, 174-5
residual value, 186-7
stage dividend discount, 175-6
WACC, 185-8
cash settlement, 259
cash-and-carry pricing method, 217, 266—7
CBOE see Chicago Board Options Exchange
CBOT see Chicago Board of Trade
CBs see convertible bonds
CDOs see collateralized debt obligations
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CDs see certificates of deposit; credit default

swaps
central banks, 18, 38
certificates of deposit (CDs), 30—1
cheapest to deliver (CTD) bond, 219-26
behaviour, 221
determination, 220
hedging, 222-3
non-CTD vs CTD, 224
portfolio management, 225-6
seller’s options, 220—1
Chicago Board Options Exchange
(CBOE), 277, 285-6, 338
Chicago Board of Trade (CBOT), 201-2,
213-15
Chicago Mercantile Exchange (CME)
currency options, 345
Eurodollar options, 350-2
futures, 201-3, 259-60
index futures, 259-60
interest rate options, 350-2
performance bonds, 208
S&P 500 index options, 286—7
Chinese Walls, 133
chooser options, 290
clean price, 65-6, 68, 70, 217-18
clearing houses, 260, 271
cliquet options, 291
CLN see credit-linked notes
close-ended funds, 10—-11
CME see Chicago Mercantile Exchange
collars, 330-2, 352-3
collateral, 146-7

collateralized debt obligations (CDQs), 1248

arbitrage, 126
balance sheet, 126
single tranche, 127
synthetic, 126-8
commercial banks, 2
commercial paper
ECP, 31-2
UsS, 24-6
commodity futures, 201-2
common stock, 148-9
dividends, 131
features, 130-1
IPOs, 138-40
issuance methods, 138
primary markets, 138-40
rights issues, 140-1
share capital, 131
shareholder choices, 141
stock splits, 142
valuation, 151-2
see also shares
compound options, 291

constant dividend growth cash flow
models, 170-2

convertible bonds (CBs), 131, 360-7

arbitrage, 364-6

bond floor, 363

conversion premiums, 362-4

embedded calls, 363

investor advantages, 360

issuer advantages, 361

parity value, 360, 362—4

valuation issues, 361-2
convexity, 88-91

behaviour, 90-1

duration hedges, 97-8

estimation from yield, 89-90

gamma, 314

hedging interest rate risk, 257

measurement, 88—9

modified duration, 52, 2

price sensitivity of honds, 88-91
corporate debt, 129-50
corporate equity, 129-30
corruption, soveieign risk, 61
cost of ¢quity, 172
counteipa vy risk, 121, 197-8
corpa-vonds

cvele, 66

dedication, 92-3

pricing, 68-9

zero, 85-6, 92-3, 104-6
coupon payments, 64

see also dividends
coupon stripping, 104-5
covered call writing, 329-30
credit crisis

investment banking, 5

UK bank rescues, 21

credit default swaps (CDS), 62, 113, 118-22

applications, 120

definition, 118

index CDS, 121-2

premiums, 120-1

spreads on cash bonds, 120-1
credit-linked notes (CLN), 123-4
credit ratings, 115-17
credit risk, 1

convertible bonds, 366

equity swaps, 274

interest rate swaps, 236—7

US commercial paper, 25-6
credit spreads, 113-28

basket default swaps, 122-3

comparative advantage, 236

credit default swaps, 113, 118-22

credit-linked notes, 123-4

default probability, 114, 117-18
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credit spreads (continued) dirty price, 65-6, 68, 21718
ratings agencies, 115-17 discount factors (DFs)
cross-currency rates IRS, 248, 253-4
case study, 239-41 yield curves, 110-11
FX market, 49-50 discount windows, 17-88
revaluation, 241-2 disintermediation, 2—-3
swaps, 228, 239-42 distressed debt, 117
CTD see cheapest to deliver bond diversifiable risk, 181
currency diversification
cross-currency rates, 49—50 index futures, 271
cross-currency swaps, 228, 239-42 portfolios, 135-7
options, 345-9 dividend discount cash flow models, 169-70,
single European, 3 175-6, 179-80
see also foreign exchange (FX) market dividend growth cash flow models, 170-2
currency options, 345-9 dividends
exchange-traded, 345-6 Black—Scholes model, 304-5
hedging FX exposures, 346—8 cash flow models, 169-72, 175-6, 179-80
over-the-counter, 345-6 common stock, 131
pricing, 348-9 government bonds; 7S
current ratio, 159 manufactured, 147
curve risk, 98, 108-9 option valua‘ioy; 304-5
per share~157-8
DAX 30 index, 2724 rho, 326
day-count, Eurocurrency, 29 ylddg 162-3, 172-3, 270-1
deal blotters, 45-6 §¢2 50 coupon payments
dealers div dends per share (DPS), 157-8
dealer’s spread, 40 donestic markets, 15-18
FX market, 38—40, 56 credit spreads, 114
GEMMS, 74, 79 market participants, 15-16
spot deals, 40 money markets, 15-18
US notes/bonds, 64 United States, 16—18
debt downside risk protection, 325
corporate, 129-30 DPS see dividends per share
distressed, 117 DRs see depository receipts
sovereign risk, 60—2 duration-based hedges, 96—8
dedication, bonds, 92-4
defined benefit pension ccheiies, 8—9 earnings
defined contribution peusion schemes, 8—9 companies without earnings, 164-5
delta, 31218, 322—-4 earnings per share, 1567
behaviour, 313-14 EBIT, 155-6
delta-gamma adjustment, 323 EBITDA, 151, 156, 165, 167, 186
gamma, 314-18, 323 price/earnings ratio, 162—4
hedge ratio, 313-14 Earnings before Interest, Tax, Depreciation and
hedging, 313-16, 322-4 Amortization (EBITDA), 151, 156, 165,
large price movement, 322 167, 186
readjusting hedge, 315-16 Earnings before Interest and Tax
sensitivity of hedge, 315 (EBIT), 155-6
slope of price curve, 313 earnings per share (EPS), 156-7
see also Greeks EBIT see Earnings before Interest and Tax
depository receipts (DRs), 145-6 EBITDA see Earnings before Interest, Tax,
deposits Depreciation and Amortization
certificates of deposit, 30—1 ECB see European Central Bank
Eurocurrency market, 27-9 ECP see Euro-commercial paper
Deutsche Borse Group, 143—-4 EDSP see exchange delivery settlement price
DFs see discount factors efficiency of markets, 133-5

digital options, 290 endowment funds, 9
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enterprise value, 165-6, 184 LIBOR, 27-9
EPS see earnings per share loans/deposits, 27-9
equity Eurodollars, 4-5
forwards pricing, 2667 certificates of deposit, 30
fundamental analysis, 151-67 futures, 203-4, 209-10, 252
index futures, 259-72 options, 350-2
investment, 129-49 pricing swaps, 252
markets, 129-49 Euromarkets, 4-5, 15, 26-30
risk premium, 178-80 Euronext, 143-4
swaps, 272-5 see also LIFFE
valuation, 169-91, 184 European Central Bank (ECB), 18—19
equity index futures, 259-72 European single currency, 3
arbitrage trade, 269-71 European System of Central Banks
asset allocation, 265—6 (ESCB), 18
the basis, 265, 268—9 European-style options, 278, 293-305
fair value, 267-8 currency options, 346
features, 271-2 option pricing, 311, 321
final settlement, 2623 probability of exercise, 311
forwards pricing, 266—7 Eurosystem, 18-19
FT-SE 100 futures, 260—2, 265-9 exchange delivery scitiement price
hedging, 263-5 (EDSP), 262
margining procedures, 260-2 exchange optiens, 291
spread trades, 262-3 Exchange Rai< Mechanism (ERM), 38
equity investment, 129-49 exchang=-uaded currency options, 345-6
corporate equity, 129-30 exchanpe- raded funds (ETFs), 11
depository receipts, 145-6 exchaige-traded interest rate options, 350-2
hybrid securities, 131 exchzngeable bonds, 360
modern portfolio theory, 135-8 exotic options, 289-92
stock lending, 146-8 cxpectations theory, markets, 103, 110
styles, 132-3
see also common stock fair forward rate, 200—1
equity markets, 129-49 fair value, 267—-8
efficient markets, 133-5 Federal funds, US, 17-18
secondary markets, 142-5 Federal Open Market Committee
stock markets, 142-5 (FOMC), 16-17
equity swaps, 272-5 Federal Reserve System, US, 16
applications, 275 firm value, 151, 165-6, 184
benefits, 275 firm value/EBITDA multiple, 151
customization, 275 first-to-default (FTD) swaps, 122
funding risk, 274 floating notional equity swaps, 273
managing risks, 273-4 floating rate note (FRN), 245-50
market access, 275 floating strike ladder options, 292
structuring, 274-5 floors/floorlets, 352-3, 355-7
ERM see Exchange Rate Mechanism FOMC see Federal Open Market Committee
ESCB see European System of Central foreign exchange (FX) market, 37-57
Banks cross-currency rates, 49-50
ETFs see exchange-traded funds dealers/brokers, 38—40
Eurex, 202, 205-8, 216—17 euro quotations, 40—1
EURIBOR, 205-8, 273-4, 352 forward formula, 52-3
euro, 40-1 forward rates, 50—6
Eurobonds, 5 FX/forward swaps, 53-6
Euro-bund futures, 216-17 hedging with forwards, 51-2
Euro-commercial paper (ECP), 31-2 options, 345-9
Eurocurrency market, 15, 26-30 outright forward rates, 50-2
certificates of deposit, 30 risk control, 47-9

interest, 29 spot deals, 39-40
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foreign exchange (FX) market (continued)
spot position keeping, 45-7
spot rates, 41-4
spot trading, 44-5
sterling, 40—-1
structure, 37-8
two-way quotations, 55—-6
see also currency. . .
forward rate agreements (FRAs), 193-201,
211
bid/offer spreads, 201
borrowing costs with hedge, 196—7
caps, 352
case study, 194-6
futures hedge, 349
interest rates, 199-201
market quotations, 197-9
settlements, 195-6
forward rate valuation method, 249-51
case study, 249-50
direct observation, 252
revaluation of swaps, 250-1
on spreadsheet, 251
valuing IRS, 249-51
forward rates, 50—6
agreements, 193-201, 211, 349, 352
discount factors, 111
valuation, 249-51
yield curves, 104, 109-10
forward start options, 291
forward swaps, 53—-4
forwards,
bond prices, 217-18
equity forwards pricing, 2667
interest rate, 193-201
options, 291, 295-6
synthetic, 295-6
see also forward ratc.. .
France, 78
FRAs see forward rate agreements
free cash flow, 183-5
debt/equity streams, 183—4
forecasting, 184-5
valuation, 183—-4
FRN see floating rate note
FT-SE 100 index
index futures, 260-2, 265-9
options, 288-9
straddles/strangles, 338
FTD see first-to-default swaps
fundamental analysis, 134, 151-67
balance sheet equation, 152—4
common stock valuation, 151-2
dividends per share, 157-8
earnings per share, 156—7
income statements, 154—6

ratio analysis, 158-66
valuation, 151-2, 162-6
Wal-Mart Stores Inc., 154-6, 158
futures
bonds, 213-26
currency options, 345
equity index, 259-72
forward rate agreements, 349
hedge, 325-6, 349
interest rate futures, 201-10
options, 295-6, 325-6
pricing swaps, 252-6
single stock, 271-2
synthetic, 295-6
FX see foreign exchange market

G10 nations, 62
gamma, 314-18, 3224
behaviour, 316-1¢
change in delti, 314
convexity, 314
delta, 314-.18, 323
delta-ganina adjustment, 323
expiry, . 317-18
kedgng, 322-4
wrge price movement, 322
position gamma, 316, 341
risk, 314, 324
see also Greeks
GDRs see global depository receipts
gearing see leverage
GEMMS see gilt-edged market makers
Germany, government bonds, 77-8

gilt-edged market makers (GEMMS), 74, 79

gilt-edged securities (gilts), 74—-6
conventional quotation, 76
ex-dividend dates, 75-7
types of gilts, 75

Glass—Steagall Act 1933, US, 2

global depository receipts (GDRs), 145

glossary, 369-414

Google, 139-40

government bonds, 59-79
dealers/brokers, 64
eurozone, 77-8
Japan, 77
pricing, 67-70
primary markets, 59-60, 63
reinvestment assumptions, 72-3
secondary market, 59-60, 64
sovereign risk, 60—2
Treasury quotations, 64—6
Treasury STRIPS, 66-—7
United Kingdom, 74-7
US notes/bonds, 62-6, 69-70
valuation, 69-70
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yield, 71-4 index swaps, overnight, 234
see also coupon bonds, inflation rates, 99—100
Greeks, 312-24 initial margin, 205, 260
delta, 312-18, 322-4 initial net present value (INPV), 247
gamma, 314-18, 322-4, 341 initial public offerings (IPOs), 8, 138—40
options, 312-24 elements of, 138-9
rho, 319-20 equity investment, 138-40
signs table, 321 private limited companies, 140
theta, 318-19 reversing the process, 140
vega, 319 INPV see initial net present value
greenshoe options, IPOs, 139 insider dealing, 134
grey markets, 139 insurance, 9-10
interest, Eurocurrency, 29
haircuts, 34, 262 interest rate forwards, 193-201
Hammersmith & Fulham local authority, 238 see also forward rate agreements
hedge ratio, 208 interest rate futures, 201-10
binomial trees, 298 Eurodollar futures, 203-4, 209-10
bond futures, 223, 225 financial futures, 201-3
delta, 313—-14 hedging case study, 202—9
index futures, 263—4 margining, 204-5
hedges/hedging strips, 209-10
bond futures, 222-5 interest rate opiions, 349-57
duration-based hedges, 96-8 Black meacy;355-7
forward rates, 51-2, 196-7 caps, \35%=7
FRAs, 196-7 collars, 353
funds, 3-4 eveiange-traded, 350-2
FX exposures using options, 346—8 Jdoors, 352-3, 355-7
Greeks, 313-16, 322-4 «nterest rate risk, 256-7
index futures, 263-5 interest rate strategies, 359
interest rate interest rate swaps (IRS), 227-43
futures, 208-9 asset swaps, 230-1
options, 349-50 asset-liability management, 231
swaps, 2567 case study, 231-3
non-CTD bonds, 224 characteristics, 233-4
put options, 325-9 comparative advantage, 234—6
strip hedge, 209 cross-currency swaps, 228, 239-42
see also hedge ratio definitions, 227-8
Herstatt risk, 48 documentation, 229-30
Hong Kong Stock Exchange (HKEx), 143, fixed/floating payment legs, 228-9, 234,
145 247, 254-5
horizon return, 72-3 fixing borrowing rate, 230
hybrid securities, 131 hedging with Treasuries, 238—9
modified following rule, 233
immunization, 94-5 overnight index swaps, 234
implied forward rates, 104 quotations/spreads, 2367
implied repo rate, 218-19 structure, 229
implied volatility swap spreads, 237-8
Black—Scholes model, 305 swap variants, 242-3
convertible bonds, 364 switching to fixed return, 231
option pricing, 311-12 terminology, 229-30
option strategies, 336—7 Treasury bonds, 238-9
in-the-money (ITM), 279, 310, 316-17 typical applications, 230—1
income statements, 154—-6 valuation, 245-57
index credit default swaps, 121-2 fixed/floating legs, 247, 254-5
index futures see equity index futures forward rate method, 249-51

index points, 286 hedging risk, 256-7
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interest rate swaps (IRS) (continued)
at inception, 245-6
initial net present value, 247
LIBOR rates, 249, 251-2
par swaps, 247
revaluation, 247-51
swap components, 246—7
swaps from futures, 252-6
vanilla/standard, 231-3
interest rates
bond price sensitivity, 81-3, 95
forward rate agreements, 199-201
FX swaps, 55-6
immunization, 95
interest cover, 162
pricing swaps from futures, 253
real/nominal, 99-100
shading, 198-9
spot rates, 43
volatility, 100
see also interest rate. . .
internal rate of return, 100
international bonds, 114
International Swaps and Derivatives
Association (ISDA), 230
intrinsic value, 279-80, 284-5, 309-11
investment
banks, 5-11
companies, 10
equity, 129-49
FX swaps, 56
trusts, 11
investment banks, 5-11
business areas, 5-6
clients, 811
list of activities, 5
market context, 2, 5—%1
investor ratios, 162-3
IPOs see initial public otferings
IRS see interest rate swaps
ISDA see International Swaps and Derivatives
Association
Italy, 78
ITM see in-the-money

Japanese government bonds (JGBs), 77
kappa see vega

ladder options, 291-2
Lehman Brothers, 8, 21
leverage
company value, 190-1
equity swaps, 275
index futures, 271
ratios, 161-2

WACC, 187-8
liabilities, 152—4
LIBOR rates
caps, 353-4
Eurocurrency market, 27-9
Eurodollars, 203-4, 351-2
forward rate agreements, 194-7
forward rate valuation method, 249, 251
interest rate options, 351-4
interest rate swaps, 227, 229, 231, 234, 242,
249, 251-2
OIS Spread, 234
life insurance, 9-10
LIFFE
EURIBOR options, 352
futures trading, 202
index futures, 260, 262
long gilt bond futures, 216
stock options, 287-¢
limited liability, 120
liquidity
index futures, 271
preference taeory, 103—4
ratios, 159
ricks 265
locie
Zurocurrency market, 27-9
stock lending, 146-8
London Interbank Offered Rate see LIBOR
rates
London International Financial Futures and
Options Exchange see LIFFE
London Stock Exchange (LSE), 143-4
long call option strategy, 278-81
break-even point, 280
cash position comparison, 281
downside/upside, 280
long calls, 278-81, 312, 321
long gilt bond futures, 216-17
long puts, 282-3, 312, 321
long-short funds, 3
long straddles, 343
long volatility, 342
lookback options, 292
LSE see London Stock Exchange

Macaulay’s duration, 83-7

calculation, 84-5

definition, 84

duration of a zero, 85-6

immunization, 94

interpretation, 84-5

modified duration, 86—8, 90

money market investments, 86
maintenance margin system, 262
management of equity investment, 132-3
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manufactured dividends, 147
margin
Eurex, 205-8
EURIBOR futures, 205-8
futures, 204-8, 260-2, 271
index futures, 260-2, 271
initial margin, 205
maintenance system, 262
mark-to-market, 205
mark-to-market, 46, 205
market bubbles, 134-5
market context, 1-13
capital, 1-4
Euromarkets, 4-5
investment banks, 5-11
market efficiency, 133-5
market expectations theory, 103, 110
market-makers, 7-8
market risk, 197-8
FX market, 47-8
premiums, 177-8
yield curves, 102
markets
common stock, 138-40
equity, 129-49
Euromarkets, 4-5, 15, 26-30
government bonds, 59-79
grey, 139
when-issued, 64
see also domestic markets; equity markets;
foreign exchange (FX) market;
market. . .; money markets
Markowitz, Harry, 135-7
merchant banks, 2
modern portfolio theory (MPT), ‘1558
developments, 137-8
diversification effect, 135 -7
efficient portfolios, 13
Markowitz, 135-7
modified duration, Macaulay, 86-8, 90
modified following rule, IRS, 233
money markets, 15-35
Bank of Japan, 20
bankers’ acceptances, 26
certificates of deposit, 30—1
commercial paper, 24-6, 31-2
domestic markets, 15-18
Euro-commercial paper, 31-2
Eurocurrency, 15, 26-30
European Central Bank, 18—19
Macaulay’s duration, 86
moral hazards, 20-1
repos and reverses, 32—4
sterling, 19-20
systemic risks, 20—1
Treasury bills, 21-4

US commercial paper, 24—6
Moody’s Investor Services, 115
moral hazard, 20-1
MPT see modern portfolio theory
multi-asset options, 292

naked short calls, 281
naked short selling, 147-8
NASDAQ, 143
national central banks (NCBs), 18
New York Stock Exchange (NYSE), 142-4
Nokia, 336
nominal interest rates, 99—-100
non-life insurance companies, 10
Nostro accounts, 49
notes
credit-linked, 123-4
floating rate, 245-50
us, 62-6, 69-70
notes and bonds, US, £2-6, 69-70
accrued interes’, 65
auction/issuance, 63
clean price; G5-6
couper cycie, 66
dirty pr ce, 65-6
rriziary market, 63
quotations, 64—6
secondary market, 64
TIPS, 62-3
when-issued market, 64
see also Treasury bills
NYSE see New York Stock Exchange

open-ended funds, 10-11

options, 277-367
applications, 345-67
bear spreads, 332-4
bull spreads, 332—4
calls, 278-82
caps, 352-7
CBOE stock, 285-6
collars, 330-2, 352-3
convertible bonds, 360-6
covered call writing, 329-30
currency options, 345-9
current payoft, 339-41
definitions, 277-8
delta hedging, 322-4
downside risk protection, 325
exotics, 289-92
expiry payoff, 279-84
floors, 352-3, 355-7
FT-SE 100 index, 288-9
fundamentals, 277-92
FX exposures, 346—8
gamma hedging, 322-4
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options (continued)
Greeks, 312-24
hedging, 322-9, 346-8
interest rates, 349-57, 359
intrinsic value, 279-80, 284-5,
309-11
LIFFE stock, 287-8
long strategies, 278-83
payoff, 279-84, 339-41
pricing, 309-24
put options, 282-4, 325-9
risk, 309-24
S&P 500 index, 286-7
short strategies, 281-2, 284
spreads, 332-6
straddles, 341-3
strangles, 342
strategies, 325-44
swaptions, 357-9
time value, 279, 284-5, 309-11
trading strategies, 278-85
types, 278
valuation, 293-308
American-style options, 296—7
binomial trees, 297-302
Black—Scholes model, 302-5
European-style options, 293-305
fundamental principles, 293-5
historic volatility, 306—8
synthetic forwards/futures, 295-6
volatility, 306-8, 311-12, 336-9
see also individual options
OTC see over-the-counter trading
out-of-the-money (OTM), 279, 51831617,
328
outright forward rates, 50-7
outright risk, 108, 108-¢
outright swap rates, 2597
over-the-counter (OTC) trading, 7
currency options, 345-6
derivatives, 12, 211-12
government bonds, 60, 64
overnight index swaps, 234

p/e ratio see price/earnings ratio
par swaps, 247, 255-6
par yield curve, 104, 108
parity value, CBs, 360, 362—4
payer swaptions, 357
pension schemes, 8-9
performance bonds, CME, 208
Philadelphia exchange (PHLX),
346

plain vanilla bonds, 59
policy

dividends, 158

spot rates, 43
portfolios
bonds, 91-2
CAPM, 180-3
duration, 91-2
management, 225-6, 265
MPT, 135-8, 180-3
trading, 148
preference options, 290
preference theory, 103
preferred habitat theory, 104
preferred stock, 131
premiums
CME S&P 500 options, 2867
convertible bonds, 362-4
market risk, 177-8
options, 277, 286-7
present value (PV), 247, 254-5
price sensitivity of bonds, 81-98
convexity, 88--51,97-8
dedication, 724
duration-besea hedges, 96—8
immurizagon, 94-5
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