Finance 534 Course Description
Financial Derivatives
Dermot Hayes

3375 Gerdin
Dhayes@iastate.edu
515-294-6185

Time: TR 2:10 – 3:55
Class Location: Gerdin 0115
Office Hours: Tuesday and Thursday 2.10 PM to 3.55 PM, and by appointment. 
Text: Fundamentals of Futures and Options by John C Hull Fifth, any recent edition
Grading: 
Midterm 40%

Homework 10%

Final, 40%

Class Projects 10%

Course Objectives

Financial derivatives are contracts whose ending value depends on the value of an asset in an underlying market. For example, the closing price on a futures or forward contract will depend on the cash price. This course will examine three types of derivatives; futures, options and insurance contracts. This course focuses on the practical applications of these derivative products. Many of the examples used will be based on agriculture. 
The course has four approximately equal sections. The first section will consist of an intuitive overview of  the three markets coupled with an introduction to position diagrams. At the end of this section you will be able to understand the concepts and the terms and be able to follow a market of your choice and suggest informed trading strategies. 

The second part of the course will consist of an introduction to financial engineering. This section of the course will be based heavily on homeworks that I will do in class and that you will repeat with minor modifications on your own. This portion of the course will be distributed throughout the semester. At the end of this section you will be able to use Monte Carlo techniques to value options and insurance products, analyze risk management alternatives,  create value at risk curves and conduct a stress test if a financial institution. The area of option pricing is currently a very active one among academics and in business. Therefore I will spend considerable time on this topic and will show you how to use Excel to value both commodity options and some exotic options. 

The third and fourth parts of the course will involve a more formal examination of futures and options markets respectively. This portion of the course will utilize the text book.

Students who successfully complete the course will be prepared to work for financial firms as traders, managers and strategists. The tools that you will learn in this course are highly valued among employers that participate in these markets. The content and pace will be adjusted to suit the class.
The class project will be team based. At the end of each class, I will ask member of each team to make a brief market presentation on a market that that team will follow all semester.  You will choose whether to join the team studying interest rates, crude oil, corn or an exchange rate. The team is expected to suggest speculative positions in this market and to convince the class to take these positions. From previous experience this is the portion of the class you will find most interesting. You will essentially teach yourself what it is like to analyze a market and make speculative decisions. We may purchase a class portfolio based on your recommendations.

