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A	course	in	financial	calculus	solution	manual

Stuvia	does	not	receive	any	backing	or	endorsement	from	colleges	or	universities.	This	website	uses	cookies	to	enhance	your	experience	while	browsing	through	it.	Necessary	cookies,	categorized	as	such,	are	stored	on	your	browser	as	they	are	essential	for	the	basic	functionality	of	the	site.	We	also	use	third-party	cookies	that	help	us	analyze	and
understand	how	you	interact	with	this	website.	These	cookies	will	be	stored	in	your	browser	only	after	obtaining	your	consent.	You	have	the	option	to	opt-out	of	these	cookies,	but	doing	so	may	affect	your	browsing	experience.	25992	students	have	been	helped	in	math.	Numerade	aims	to	increase	global	educational	levels	by	providing	video	tutorials
that	can	be	used	for	years	to	come.	Dr.	Mei	Lin	Chen,	a	PhD	in	Math,	emphasizes	that	educators	do	not	complete	personal	homework	tasks	and	that	their	goal	is	to	provide	valuable	content.	A	summarized	version	of	the	book	"A	Course	in	Financial	Calculus"	is	available	on	this	platform.	The	book	has	264	pages	and	was	written	between	2023-2024.
Reviews	for	the	book	include:	*	william7b:	This	review	states	that	the	content	is	AI-generated	and	not	useful.	*	SolutionsWizard:	Responds	to	the	previous	review	by	stating	that	it's	an	official	answers	book,	not	generated	by	AI.	*	shrutsanghvi:	Rates	the	book	5	stars	and	mentions	a	price	of	$9.99.	A	section	from	"A	Course	in	Financial	Calculus"	is
provided	below:	A	course	in	financial	calculus	answers	to	exercises	by	Alison	Etheridge	University	of	Oxford	1.	Single	period	models	01.	Each	strategy	mentioned	reflects	different	views	about	the	market	based	on	the	expected	price	movement	of	the	underlying	asset.	Let's	break	down	the	market	views	associated	with	each	strategy:	(a)	Bullish	vertical
spread:	An	investor	expects	a	moderate	rise	in	the	underlying	asset's	price	by	buying	one	European	call	option	and	selling	another	call	option	with	a	higher	strike	price.	(b)	Bearish	vertical	spread:	An	investor	anticipates	a	moderate	decline	in	the	underlying	asset's	price	by	purchasing	one	European	call	option	and	selling	another	call	option	with	a
lower	strike	price.	(c)	Strip:	The	strip	strategy	involves	buying	one	European	call	option	and	two	European	put	options,	anticipating	a	significant	downward	movement	in	the	underlying	asset's	price.	(d)	Strap:	This	strategy	is	not	clearly	explained	in	this	snippet.	Options	trading	involves	various	strategies	to	manage	risks	and	maximize	profits.	One
such	strategy	is	buying	two	European	call	options	and	one	European	put	option	with	the	same	exercise	date	and	strike	price,	used	by	highly	bullish	investors	expecting	significant	upward	movement	in	the	asset's	price.	The	strangle	strategy,	on	the	other	hand,	combines	a	call	and	a	put	option	with	different	strike	prices	but	the	same	expiry	date,	suited
for	investors	anticipating	large	price	movements	without	specifying	direction.	A	strangle	can	have	three	possible	cases:	long	call,	short	put;	long	call,	long	put;	or	short	call,	long	put,	each	reflecting	a	distinct	assessment	of	potential	price	movements	and	volatility.	Options	trading	is	complex	and	involves	risks,	requiring	a	solid	understanding	of	market
dynamics	and	potential	outcomes	before	implementation.	A	butterfly	spread	is	a	complementary	strategy	to	a	straddle,	involving	three	options	with	the	same	expiration	date	but	different	strike	prices	to	create	a	specific	payoff	pattern.	The	portfolio	replicating	this	spread	consists	of	buying	one	European	call	option	with	the	lower	strike	price,	selling
two	call	options	with	the	middle	strike	price,	and	buying	one	call	option	with	the	higher	strike	price.	This	combination	matches	the	butterfly	spread's	payoff	by	considering	three	scenarios:	when	the	asset	price	is	above	the	lower	strike	price;	between	the	middle	and	upper	strike	prices;	or	below	the	highest	strike	price.	Understanding	these	strategies
requires	a	grasp	of	market	dynamics	and	the	potential	outcomes	before	implementing	them	in	options	trading.	A	random	variable	S_T	has	distribution	P,	not	assuming	a	binary	model.	A	call	option	written	on	this	stock	has	payoff	C	at	time	T.	We	consider	a	portfolio	consisting	of	phi	units	of	the	underlying	and	psi	units	of	bond	held	until	time	T,
denoting	its	value	at	time	zero	as	V_0.	Assuming	zero	interest	rates,	we	find	that	the	extra	cash	required	by	the	holder	to	meet	the	claim	C	at	time	T	is	given	by	$$\Psi	=	C	-	V_0	-	\phi(S_T	-	S_0)$$.	We	seek	expressions	for	V_0	and	phi	in	terms	of	E[S_T],	E[C],	var[S_T],	and	cov(S_T,	C)	that	minimize	E[\Psi^2].	Assuming	a	binary	model,	we	prove	that
any	claim	C	depends	linearly	on	S_T	-	S_0.	This	allows	us	to	find	V_0	and	phi	such	that	\Psi	=	0.	In	the	general	case,	minimizing	E[\Psi^2]	corresponds	to	finding	the	best	linear	approximation	to	C	based	on	S_T	-	S_0,	with	the	expectation	being	a	measure	of	intrinsic	risk	in	the	option.
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