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More option terminology

Moneyness
@ out-of-the-money
@ at-the-money

@ in-the-money

Intrinsic / time value

Option Value = Intrinsic Value + Time Value



LleHa onumnona. Metog MonTe-Kapno

MeTog MoHTe-Kapno - YncineHHOe WHTErpupoBaHue.

Co EQ [DTCT] = EQ max(O ST — K)

lae C; - uena call onunona Ha akTus S;.

dS = puS.dt + o SpdW2

S(t) = S(t — At)exp(rt — %a2t +oWR2)



Cnyuaii akTuBa, KOTOPbIA BbINJa4YNBaeT AVBUAEHTbI

LOXO4 OT BJIaAEHNS aKTUBOM S:

Sedt

XapakTepHsblii npumep: onunox Ha kypc santoT (FX option).

Kak HyxHO moaundnumposats?
@ Put-Call parity

@ ypaeHeHue GBM ans akTuea



Put-Call parity with g # 0

C—P=Se"97 —Ke '™



Monte Carlo with g # 0

Co=EQ[DrCr] = EQ e ""max(0, ST — K)

S(t) = S(t — At)exp((rt — gt — %a% +oW?)



"The Greeks". lngukaTtopbl pucka

V @ Tekyllasl LeHa OnuMOHa

Haseanue | OnpegenexHue
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Flavours of options

IN

Payoffs
@ BunapHeiii (Digital, One Touch/No Touch)

e Eponeiickuii

Barriers
e Digital strike / EKI / EKO

o Continues : out-of-the money / in-the-money

Expiry and fixings
o Eponelickuii
@ Awmepnkanckuii, bepmyackuii

@ A3naTckuii onuunoH ...
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3a/aum CBSA3aHHbIE C OMUMOHAMY

e Pacyert uenbr (Pricing)
e Mid price
o Bid-Ask spread

o Crparterus xempxupoBaHusi. YrnpaBiieHUe PUCKOM.

(] anIMeHeHVIe B CNEKYNATUNBHbLIX CTPAaTErnax

B Teopun HeT pasHuubl Mexay Teopuel n npakTUKON.
Ha npakTuke bbiBaeT no-pazHomy.
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Pennukauns n xamxuposaHue

@ Pennunkauus - BoCNpousBeAeHNE BbIMAAT NO NPOAYKTY Yepes
MOCTPOeHue CTpaTerny, NCNob3YOLWel Apyrue npoayKThl

@ XemXUPOBAHNE - UCKIIIOHEHNE BAUSAHNAA KAaKUX-TO PUCKOB
nyTeM gobaBNeHNs HOBbIX UHCTPYMEHTOB B napTders

CTpaTermm XEOXKNPOBAHUA N penNnKayum MoryT 6bITh
CTaTU4ECKNUMN N ANHAMWNYECKNMN.



[dunHamudeckas ctpaterus - delta hedging
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Black-Scholes-Merton model

Mybnukaumn - 1973. Hobenesckasi npemus - 1997.

[NpegnonoxeHns o pbiHKe

o No arbitrage : He cywecTByer cTpaTtermu, Kotopas Obi
haBsana npubbinb 6e3 pucka NpUHECTUN YObITKN.

@ MoxHO 3aHUMaTb nouuto ¢ HOOBIM HOMUHANOM MO BCE
BOCTynHbIM akTueam. Bkntowatro otpuuatenshbie (long / short
selling, borrow / lend) n gpobHbie HomMuHaMbI.

@ Frictionless market. Npenebperaem cTtonmocTbto
TpaHsakuuii n Bid/Ask spread.
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Black-Scholes-Merton model

B mogene Bnaka-LLlynbua npennonaraercs, 4To Ha pbIHKE eCTb
bespunckosblii akTne (Bond) n kak MuHNMYM oguH akTuB C prUcKkom

(Stock). (B, S)-pbitok.

Aktuesl ( B, S)

o Risk-free rate: r = const .

@ [lBmxeHue pbIHOYHON LeHbI S - reomeTpuyeckoe
OpOYyHOBCKOE ABUXXEHWE C NOCTOsiHHbIMK napametpamu drift
n volatility.

@ B knaccnyeckom BapuanTe no underlying aktuey Her
HauncneHus auenaeHtTos. Ho moaens nerko obobuiaercsa Ha
caydaii aKTMBa C AnBMAEHTaMKU. ITO Heobxogumo ans,
Hanpumep, ana FX options.
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Black-Scholes-Merton model

Obo3HaueHus
@ t - Tekyllee BpeMS
T - maturity time
S - ueHa basosoro akTuea
K - strike price

°
°
°
@ r - bespunckoBasi npoueHTHas cTaska (risk-free interest rate)
@ @ - NpOLEHTHAsA CTaBKa BbINJAT No 6a3oBOMy akTUBy

°

o - volatility - napameTp 6poyHOBKOro ABUXXEHUSA BbINIAT NO
bazoBomy akTuBy

2
1z -%
N(z) = ®(z) = r JZ.. e % dx dynkuus pacnpeaenesus ans
CTaHJAPTHOrO HOPMasbHOro (rayCOBCKOr0) pacnpefeneHus.

2

MnotHocTb pacnpegenerusi: N'(z) = ¢(z) = \/%e z.
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Black-Scholes-Merton model: Obuinii xon paccyxaeHunii

PaccmaTtpueaetca noptdens

1%
M=—V+4+ ==
+ 555

MoxxHo nokasaTtb, 4To B npeanonoxeHun 41o S ato GBM, All He
3aBUCUT OT C/yYaliHOl nepeMeHHol, T.e. nopTdens - 6e3puckosbiii

aKTUB.
DTOT Npuem Ans X3MKNpOoBaHUS onuuoHa Hasbieaetcs delta-hedge.

ATl = rlAt



Black-Scholes-Merton model: PDE

(ans cnyvass g =0)
VpaBHeHne B 4aCTHbIX MPOM3BOAHBIX AN LEHbI ONLMOHA

NB!: PDE, not SDE

1
§J2S2F+rSA+@—rV:O
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Black-Scholes-Merton model: dpopmyna

ans cnyyvas g = 0, gns Eeponeiickoro call-onyunona
dopmyna ans ueHbl ONUMOHa
C(S,K,t, T,r,o) = N(dy)S — N(d-)Ke™ "™

roe:
T=T-—1t
_ |Og%+(l’:|:%2)’7'

d
+ o/

d_ = +—O'\/’7>'



Black-Scholes-Merton model: dpopmyna

Llena onumoHa kak pyHKums popBapaHOIA LieHbI

C(F,K,t,T,r,o) = D(N(dy)F — N(d_)K)

2
Iog% 5T

di =
+ o/



JKOHOMUYECKUIA CMbICA Claraembix B hopmyne

dopmyna Ans UeHbl ONUMOHa

C(S,7) = SN(dy) — Ke~""N(d_)

J _Iog%—k(ri";)r
+ = O'\/F
d_:d_t,_—O'\E




Black-Scholes-Merton model

[NpeanonoxxeHuns

o Frictionless market. lNpenebperaem cToumocTbio
Tpan3akuuii n Bid/Ask spread.

@ [lBnxeHue pbIHOYHON UeHbl S - reomeTpuyeckoe
OpoyHOBCKOe ABUXeHue. o = const .

o Risk-free rate: r = const .

@ MoxHO 3aHUMaTb NouMto C IKOOLIM HOMUHAJIOM MO BCe
BOCTynHbIM akTueam. Bkatwouato otpuuyatenshbie (long / short
selling, borrow / lend) n gpobHbie HomnHanbl.

Bce 370 Henpasga
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Pacwwupenusi mogenn Black-Scholes-Merton

Kak moxHO moandunumposath
@ [0XOA OT BrafeHusi akTueom S : g = const # 0
o r=r(t), g=q(t)
e 0 =0(51)



Black-Scholes-Merton model with g # 0

ans call-onuvona n ana put-onumona:

C(S,K,7,r,q,0) = N(dy)Se ™9 — N(d_)Ke™ "™
P(S,K,7,r,q,0) = Ke"""N(—d_) — Se” 9" N(—d)

_ Iog%+(r—q:t%2)7

oT

d+



Black-Scholes-Merton model:

Ecan tekywas ueHa onuymona V.
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The Greeks

HassaHnue | Onpepenenue Ana monenu Bnaka-lLlyneua
pea (Esponeiickuii call onuvon)
Delta = % e 9 N(d;)
— 06 _ 2V —qr N'(d+)
Gamma =355 = 3=z e So/s
OV e SN(di)o
Theta 0= %—\t/ S or 2yT
+qSe "N(d;) — rKe” " N(d-)
Vega v=23Y SN'(dy)v/T
Rho p=73Y Kre ""N(d_)




Black-Scholes-Merton model

cm. BlackScholes.ipynb



Bbiuncnerne LUeHbl HNCNEHHbIM pPELUEHNEM YPaBHEHNA B
HaCTbIX NPON3BOAHbIX

@ VpasHenue B yacTbix npoussogHbix (PDE). 3apaet sug,
f=f£(t,S).

@ [ paHun4Hblie ycnosus

@ [unckpetuzaumsi no t n S. "Pewertka"

@ PasHocTHas cxema



Bbiuucnenune uexbl yncneHubim pewernnem PDE

oC 1 ,_,0°C oc
7+§Usﬁ+r5£—rC

PasHocTHbIe Cxembl Aana Npon3BoaHbIX

: L Of o fray=fi
Forward difference: 3c ~ fAsf‘ g

i O SIS
Backward difference: A ) -

; ; . Of o Tip1,—Ti—1y

Central or symmetric difference: 5z ~ e
O2f o fir1,—2f j+fi—1
052 ~ AS?



The explicit method

Cfy— i fi+1,j—fi
rfl,j_ At +r5 2AS
1 5 pfiy1j—2fij+fii1
+20 S AS2

fij = aifi-1j+1 + bifije1 + 6 + fivr



The explicit method

* fir1 g+
0 L

* fiop g+l



The implicit method

fijy1 — fij N Sfitlj—fim,

i = A ' 2AS
1 5 cofivrj —2fij+ fia
+ EO’ 5 A52

fij+1 = aifi1j + bifij + ¢i + fip1

Mfj = fi1 — k



The implicit method



The Crank-Nicolson method

1 1 fij — fij—1
Sfij-1+ 5rfij = - Atd
1 fiv1j—1—ficij—1  fix1j— fic1
T [ G T oAs
1 5[ firnjm1 —2f 1+ fimija
40 [ AS?
fiv1j—2fij+fima
AS?

Arfi1 = Aqxf;



The Crank-Nicolson method

Al =
[1-51 —m 0 0
ar  1—=0 - 0
0 a3 1—-083 —3
0 0 0 ap-—2
0 0 0 0
fij
f=|

0 0 0
0 0 0
0 0 0
1—Bm—2 —Ym—2
apm-1  1—=PBm-1




The Crank-Nicolson method

A2 =
[1+581 m 0 0o ... 0 0 0]
(6% 1+ 5o Y2 0 R 0 0 0
0 a3 14+063 73 . 0 0 0
0 0 0 oo M2 1+ 5M—2 YM—2
0 0 0 0 am_1 1+ B




The Crank-Nicolson method



Yucnenroe pewenune PDE

cm. PDE.ipynb



Monueili peiHok / Complete market
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(B, S)-pbiHok Ha3sbiBaeTcst noaHbiM (N-nonHbIM) ecan Besikoe
FN-N3MEPUMOE OrpaHNyeHHOe nmiaTexHoe nopyyenune fy = fy(w)
JOCTUXMMO. T.e. HaligeTcs camodpnHaHCMpyeMblid nopTdens m
HavanbHblli kanutan x T.4. XJ = x n X§ = fy (P-n.n.) [LLnpses]

A market in which every possible contingent claim can be
replicated is said to be complete. [Joshi]

Mpn nocTpoeHun penamkauny Mbl npeHebperaem HakaaAHbIMMU
nsgepxkamn (transaction costs, bid-ask spread)



Ewje oauH npumep pennukaunu /xegyKunposaHus

BuHapHeblii onymoH

Kak MOXHO 3axexxanpoBaTb GuHapHbIn onunoH npu nomowym call
onyuoHoB?



[laHHblii MaTepnan He ABNSETCS NPeSJsIOKEHNEM WIN NPefoCTaB/IeHNEM
Kako-nubo ycnyru. [laHHbIl MaTepran npefHa3HayYeH NCKIOYNTENLHO
ON51 MHPOPMALMOHHBIX 1 MAKOCTPATUBHBIX LIEJIEA 1 He NpeAHa3HayYeH
O151 pacnpoCTpaHeHnsi B pekiaMHbix uensix. JIoboi aHanms Tpetbux
CTOPOH He MpeAnosiiaraeT Kakoro-1mbo ofobpeHns nan peKoMeHaaLum,
MHeHMs, BbipaXkeHHbIe B AAaHHOM MaTepuane, SIBASIOTCS aKTyalbHbIMU
Ha TEKYLUi MOMEHT, MOSIBASIOTCS TOJIbKO B 3TOM MaTepuase u MoryT
ObITb N3MeHeHbl Be3 nNpegBapUTENBHOMO YBEAOMEHUS. JTa MHopMaLms
NpefoCTaBASAETCA C NOHUMMAHNEM TOrO, YTO B OTHOLUEHWM MaTepuana,
NPeAoCTaBAEHHOrO 3[€Ch, Bbl OyAeTe MPUHUMATL CAMOCTOATENBHOE
pelleHre B OTHOLIEHNI NODbIX AEACTBUN B CBA3N C HACTOSILLNM
MaTeprasoMm, 1 3TO peLLeHNEe SIBISIETCS OCHOBAHHbLIM Ha BaLUEM
COBCTBEHHOM CYXKAEHUM, N YTO Bbl CNOCODHBLI NOHATHL 1 OLEHUTH
nocneacteus 31ux gencrenii. OO0 "Horive Bank TexUenTp" He HeceT
HNKAKOM OTBETCTBEHHOCTNM 3a Jtobble yObITKM Nt0bOro poga,
OTHOCSLLUXCS K 3TOMY MaTepuany.
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