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Subject Index

Barrier options, 579-581, 591-593, 615-618,
798
inner barrier, 615-616
outer barrier, 615-616
valuing, using adaptive mesh model,
617-618
Base correlation, 567, 798
Basel 1, II, I1I, 190191
Basel Committee, 472, 798
Basis, 5250, 798
Basis point, 90, 798
Basis risk, 798
hedging and, 52-56
Basis swap, 734, 798
Basket credit default swap, 558, 798
add-up basket credit default swap, 558
first-to-default basket credit default swap,
558
kth-to-default basket credit default swap,
558
role of correlation, 561-562
valuation, 566
Basket option, 587, 798
Bear spread, 240-241, 798
Bearish calendar spread, 245
Bermudan option, 575, 798
Bermudan swap option, 727-728
Beta, 62—65, 346-347, 798
changing, 64-65
BGM model, see Brace—Gatarek—Musiela
model.
Bid, 3, 203
Bid—ask spread, 798
Bid—offer spread, 153, 203, 203, 798
Bid price, 798
Binary credit default swap, 554, 798
Binary option, 581-582, 798
Binomial correlation measure, 537
Binomial model, 253-273, 427-428, 799
Binomial tree, 253-273, 427-446, 799
alternative procedures for constructing,
442-445
Anmerican options, 263-264, 430—433
control variate technique, 440—-442
defined, 253-254
delta and, 264-265
deriving the Black—Scholes—Merton
formula from, 276279
dividend-paying stocks, 437-440
employee stock options, 338
European options examples, 253-257
futures option, 367-369
matching volatility, 265-267
no-arbitrage argument, 253—257
non-dividend-paying stock, 427-434
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one-step, 253257
options on index, currency, and futures,
269-272, 435-437
risk-neutral valuation and, 257-259
stock paying a known dividend yield,
269-27G, 437
time-dependent interest rates and, 445—446
two-step, 259-264
Bivariate normal distribution, 578, 799
Black Monday, 114. See also October 19,
1987.
Black—Karasinski model, 693-694
using Hull-White tree-building procedure
for, 704-705
Black’s approximation, 799
American call option, 322-323
Black—Derman—Toy model, 693
Black’s model, 370-372, 641, 663, 799
bond options and, 649-652
caps and floors and, 654—658
forward risk-neutral valuation and, 641
generalization of, 663
pricing European options on spot, 371372,
641
swaptions and, 659-661
Black—Scholes—Merton and volatility smile,
equity option, 414-415 ‘
foreign currency options, 411-413
jump in asset price anticipated, 419-420
Black—Scholes—Merton model, 299-324, 799
and Monte Carlo simulation, 448—-449
cumulative normal distribution function, 315
delta and, 381-382
deriving from binomial trees, 276--279
deriving using risk-neutral valuation,
329-331
differential equation, 307-311
dividend, 320-323 ~
European option on non-dividend-paying
stock, 313-316
expected return, 302-303
implied volatility, 318—320. See also
Volatility smile.
known dividend yield, 350-352
pricing formulas, 313
risk-neutral valuation and, 311-313, 314
volatility, 303-307, 409-421
BM&F Bovespa, 21
Board order, 37
Bond option, 648-652, 799
embedded, 648--649
European, 649-652
forward risk-neutral valuation and Black’s
model, 641
on coupon-bearing bonds, 695
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bounds of option prices, 229
effect on option price, 217-218
European option valuation, using Black—
Scholes—Merton model, 320—321
stock option and, 201-202, 217-218,
320-323
stock prices and, 201-202, 217
stock splits and, 201-202
Dividend yield, 803
binomial tree and, 265270, 437
implied, 354-355
Dollar duration, 92, 803
Double ¢ copula, 569
Dow Jones Industrial Average (DJX), 61, 199
options, 345
Down-and-in call, 579
Down-and-in option, 803
Down-and-in put, 580
Down-and-out call, 579
Down-and-out option, 804
Down-and-out put, 580
Downgrade trigger, 536, 537, 804
Drift rate, 284, 804
Duration, 86-92, 804
bond, 89
bond portfolio, 92
modified, 91
Vasicek and CIR models, 686--687
Duration matching, 143, 804
Duration-based hedge ratio, 142
Duration-based hedging strategies, 142—144
DVO01, 804
Dynamic hedging, 381, 383-386, 396, 804
Dynamic models, credit derivatives, 570

Early exercise, 196, 225-227, 333, 804
Efficient market hypothesis, 804
Electricity derivatives, 1, 751-752
Electronic trading, 2, 203, 804
Embedded option, 742744, 804
Empirical research, 804
Employee stock option, 209, 316-317,
332-342, 804

accounting for, 335-336

agency costs, 334, 797

backdating, 341-342, 798

binomial tree, 338

contractual arrangements, 332-333

early exercise of, 333

exercise multiple, 339-340

expected life, 337

repricing, 334

valuation of, 337-340

vesting, 333

Zions Bancorp, 340

835

Energy derivatives, 750—752
hedge risks, 761
modeling energy prices, 752757
Enron’s bankruptcy, 537, 780
Equilibrium model, interest rates, 683—689,
804
application, 688-689
Equity swap, 174, 740-741, 804
Equity tranche, 181-184, 560, 804
Equivalent martingale measure result, 630,
635-636
Eurex, 22
Eurocurrency, 76, 804
Eurodollar, 137, 804
Eurodoliar futures, 137-142, 159, 804
and LIBOR zero curve, 141-142
convexity adjustment, 140—141
vs. forward, 139141
Eurodollar futures options, 363
Eurodollar interest rate, 137, 804
Euronext, 22, 199
European option, 7, 194, 804
binomial trees, 253257
Black—Scholes~Merton model, on a non-
dividend-paying stock, 313-316
Black—Scholes—Merton model, on a stock
paying a known dividend yield, 350352
delta, 382383
dividend-paying stock, 229, 320—-321
futures option compared to spot option,
361, 364-365
non-dividend-paying stock, 313-316
pricing using Black’s model, 371-372, 641
put—call parity, 221-224, 230, 236, 351,
409-410
risk-neutral valuation, 311-313
stock paying a known dividend yield, 350—

352 s
EWMA, see Exponentially weighted moving
average.

Excess cost layer, reinsurance, 759
Excess-of-loss reinsurance contract, 759
Exchange option, 586587, 642—643, 804
Exchange rates
Black—Scholes—~Merton and, 355-356
empirical data, 412-413
Exchange-traded market, 2
difference between over-the-counter market
and, 2-4
for options, 203
Ex-dividend date, 229, 320, 804
Executive stock option, see Employee stock
option
Exercise boundary parameterization approach,
624-625
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Weather Risk Management Association
(WRMA), 758

Wiener process, 282284, 817

Wild card play, 135, 817

Writing a covered call, 236

Writing an option, 9, 817

Wrong-way risk, 534

Yield, 817
Yield curve, 817

Orange County and, 87
Yield volatilities, 652

847

Zero curve, 82—-84, 817
buckets and, 144
expectations theory, 93
liquidity preference theory, 94-95
market segmentation theory, 93-94
shape of zero curve, theories, 93-96
Zero rate, 80, 817
Zero-cost collar, 575
Zero-coupon bond, 817
Zero-coupon interest rate, 80, 817
Zero-coupon yield curve, see Zero curve.
Zions Bancorp, 340





