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Overview
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Option Positions

O S& 04 (Long a Call / Long a Put)
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Option Positions

0 S& 0l S (Short a Call / Short a Put)
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Types of Option Contracts

O F=AZH& (Stock Option)
% J|ZXHA (Underlying assets) 0| JH & =4

o IBM FASH, AEFT FASH S
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O Z=JtX 484 (Stock Index Option)
o J|ZXHARO| =R FIHK] ==
< KOSPI 200 Nl===&, S&P 500 A== &, Nikkei 225 X ==&

O £35S A& (Currency Option)
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O =22IS A (Interest Rate Option)
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Maturity Date & Exercise Price

O 2tJ| (Maturity Date; Expiration Date)
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Intrinsic Value vs. Time Value

0 S4& JtX2Q ol 2 (Component of Option Premium)
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Dividend / Margins / O.1.
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Special Cases of Stock Options
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1. Properties of Stock Options



Factors affecting Option Prices

European American
Call Put Call Put
Underly_l ng N ) . ]
asset price
Exercise price - + - +
Time to
. + ? + +
maturity
Volatility + + + +
_ Risk free + i N ]
interest rate
Dividend - + - +
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Assumptions & Notation
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Principles of Option Pricing

O X2 Hell =2 (No Arbitrage Argument)
% BW= 8CH (No free lunch)
% 80| 810l =2 T (No risk, no return )

% “There can never be any bills or coins to be found on the street!”
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Participants in Options Markets

O O A EAIE (Derivatives Markets)
% Zero sum game (0l & E X| & (Long position) + Ol 4= & X| & (Short position) = 0)

O S| Xt (Speculators)
S DRSS Foll D S Hod
> I Z=AHeH Vs, =&

» AT (Scalpers), HI0IE Y0l (Day traders), Position traders

¢ SEANZ 24 (liquidity) 22!

09!

O &N (Hedgers)
< JIZ=THAM0l Cist ZXI &S s XIGH DAt &
A 3l X (Static hedging) Vs. & &l X| (Dynamic hedging)
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O X2 HeH X+ (Arbitrageurs)
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Option Bounds (With No Dividend)
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Option Bounds (With No Dividend)
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Put — Call Parity (With No Dividend)
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Put — Call Parity (With No Dividend)
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Early Exercise
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Early Exercise
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