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The course links the practical issues and theoretical ideas, and provides a
basis for understanding and analyzing the price movements of bonds and
interest rate securities, and their futures and option—type derivatives. In
order to demonstrate the practical uses of theoretical concepts in pricing,
speculation, hedging and arbitrage, introduced are case studies and practical
examples regarding problems and issues found in the real world, The course
also covers the risk management model of Value at risk (VaR) with an
example of calculating the VaR for a bond portfolio.
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2 Introduction to government bond futures and options
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3 Price movements of traded assets — GBM vs, those
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of interest rates—mean reversion,
102/10/07~ ) . . «
4 102/10/13 Dynamics of equity prices & Case Study I The Story
of Polaris Futures Co— FMC Champion,
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5 [to's lemma, the Black—-Sholes PDE & Analysis of
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Guaranteed Funds,
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6 Numerical approach — Binomial tree & trinomial
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7 Numerical approach — Monte Carlo simulation,
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81 Lo2/11/10 Value at risk (1)— fundamental,
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N vo2/11/17 Value at risk (2)—bond portfolio,
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10 102/11/94 Mid-term Exam.
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11 The cost of carry model and its futures fair price.
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12 Basis risks & hedging with futures contracts.
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13 Short-term interest rate futures and bond futures
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16 103/01/05 Interest rate options—caps, floors and swaption,
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