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1. Risk (definition and propoerties)

2. Options

3. Options strategies

4. Put-call parity

5. Options pricing
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Option is a contract between two parties, with
a maturity T,

an underlying asset/stock,

a contract function (simple derivative)

At time T the buyer of the option may exercise
it depending on the value of
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Most known ones are puts and call options:

Call option:

Put option:

- in a call option the buyer of the option has the option to buy

the underlying stock, paying a smaller price

- in a put option the buyer of the option has the option to sell
the underlying stock buy a larger price then the market price
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Payoff Diagrams
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Profits and Payoff
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Options Strategies

1. the market of options is quite big. There are more contract options then stocks.
In case all the persons owning na option would exercise at the same time, we
could have a “liquid” problem, meaning that we would not have enought
stocks.

2. The risk of buying options is usually lower then the risk of buyin stocks.
Exemple: imagine that you buy a call option paying C and that at the maturity
the price of the stock is lower then K (the strike price) – so the market went
down.

Investing in a stock we would loose

Investing in na option we would loose

In the other way around, the buyer of na option has a smaller expected profit
then the buyer of a stock, in case the market goes up.
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Options Strategies

3. the price of options is smaller (some times considerably) tan the price of the
stock. So there are more persons that are abble to invest in options.

4. All investors are allowed to invest in diferent products, like bonds, sotcks and
options. But they may also invest in combination os options.

Strategies involving options (portfolio of options)
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Options Strategies

Bull and Spreads: strategies that involve options of the same type

(it means that they are either puts or calls, written on the same underlying
asset and same maturity; the only diference is the strike price)

Case 1: 

2 calls, with strike prices K1 < K2; you buy the option with K1; 

you sell the option with K2; Payoff of this strategy?
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Case 2: 

2 puts, with strike prices K1 < K2; you buy the option with K2; 

you sell the option with K1; Payoff of this strategy?
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Options Strategies

Straddle and Strangle: combination of call and puts

Case 1: you buy a call and a put, with the same strike price

Case 2: you buy a call with strike price K2 and a put with the
strike price K1

Butterfly: it involves 3 options, where you buy and sell, and with

different strike prices.

. Buy 1 call option with strike price k1

. Sell 2 options with strike price k2

. Buy 1 call option with strike price k3
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