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E(R)=) P-r,
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Stock Returns
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Volatility Strategy Returns
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Comparison of Normal, Negatively Skewed, and Fat-Tailed Distributions

== Normal Distribution (Skewness = 0)
—— Negatively Skewed Distribution (Skewness is negative)
— Fat-Tailed Distribution (Kurtosis is greater than normal)
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The Empirical Distribution of Annual Returns for U.S. Large stocks (S&P 500), Small Stocks,
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Settlement of the contract

Mr. Smith enters the
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Payoff of the forward at maturity

Payoff profile of a long forward on the SMI

Forward info:
Purchase date:
April 6
Maturity date:
June 17t
Forward price
on purchase

2 8 8 8 872 8 8 8 8 8date
e I e o B

Value of the SMI at maturity of the forward

SMI spot price
on purchase
date:

CHF 7650
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Payoff profile of a short forward on the SMI )
Forward info:

800.00 Purchase date:
April 6
Maturity date:
June 17t
Forward price
on purchase
date:

CHF 7546
SMI spot price
on purchase
date:

Value of the SMI at maturity of the forward CHF 7650

Payoff of the forward at maturity

(SMI) gy gl Ggusd! yiia e EY RV & (Short Position) aw 38,4 wiladl gemie iled! IS Jiey

wdall Sloglas

g8

https://manara.edu.sy/



https://manara.edu.sy/

iz

6)liaJl

Oluts 6 Jo¥l uaall el d myls o

Olps> 17 Glaind| )i @

(CHF 7546) Syusguo 2liyd 7,546 o1, a0l dic Jo¥1 yaudl o
Adall § dde 3asll jaudl galda o

(CHF 7650) (§ysugso 13,8 7,650 & 1,81 i Gyungandl Goaadl 125k 5r9all yaudl o
il ader aie J2¥1 yaudl (e el 0 o9l audl ol o

bed! o I ks

NEFEE IR P SN ERTPR (V) RESOMVON e TOM | [F0-T V% DUE Y LONRIET: | SYPS U
3550 & pedadl 6 13) Limg 0550 s ¢ Blazmiea) oyl ie Jo¥) wiall wile o gogandl soll o
Byl S5 13) Ll im_) (&a>9 (Short Position) aw
L) S50 e ilally lamiadl die , 8301 2agd o Audas A8Me ey Jaw W GO Ll o
Loy il 3azey (CHF 7546) Jo¥ jaudl e a3l (aassl 13) o
Syl petlud) 1Sy (CHF 7546) Jo¥1 yaudl Bgd a5kl aasyl 13] o

s 8lamiud| wic dloioel| Slagsylivud! Jloes

CHF 7,546 (p 31yl o€13] ]
dile B! @3 Lo ST a3l o il o Loy Bamiss iy 3550 § 50 o) jetiall o
il § L e gaall de¥1 audl dassg
1055 )l 18 7,500 Blazmiadl wic jaudl o 13) (JULl Jowe de @
7546 — 7500 = 46 CHF

CHF 7,546 gsluy a5l o€ 13] .
e 3aill Ua¥1 paudl solun Sl sandl (¥ 8yl Y Loy yotlall Gamy ¥ Wl odn § o

CHF 7,546 ;o el y&5ll o€ 13) >

63

https://manara.edu.sy/



https://manara.edu.sy/

—y

6)liaJl

8T yan
10555 85l (518 (7,700 Blamiwdl e paudl 813 (JUL Jiww de @

7546 — 7700 = —154 CHF

SMI e e JT dae (§ (Short Position) au 38 Jiai 3yguall oda o
) paiyl 13] Gsaoes §ylused Loy ¢ paadl adsesl 13] 3azn awdl 3L dma)ll o
S @ Ll B Ul 05S) s Al sgaall Lwludl Zaglall WSas 2uasdl 25Mall sia o

531 o Il uSlas

S oYl udall Jf 7l 15U-2-6
oldas Jbles ws (Hedging) gl ‘:u\'ale Adle gl & (Futures Contracts) 4% s43all

Lol @b LiSay « Bled! lda § Andgall e Gondl iy (e Aamrlidl sl (o el | Bylazd (T ¢ 5lasd]
ydogaslal Sloes 4 Leilul Aadoe iy g (JUL Jetw (de Thomas sead| s Jeloes IS (0 221 393a])
Byl @ Azmyall Lyngund) AT ST elol (uSay 150 909 « (SMI) Gyt goaad| B9

ordedl I [adsss JBSMI 4yl Goadl 5o Aasd of (0 alsThomas weud! O (oludi6 (3
Al $250SMI 3ad § (olazil o ol « ,a5ll elol e datad Lyletld] dilaizs ¢ Lasg coslal] cavailly
ohls 4wl el sda § adbixe §5,dln yilus

Boudl polassl bl dlexs Gay los cdilasmay Llazsdlg sl gb alidll pie 1

Al Sladall (e diladoes Lylood) Al agdall plisinl 2
U s G L) Ll 8uS slas GSMI (o lass! sy 08 Co> Adle 3)blee (e gshaty Jo¥1 5Ll

Bgadl (olazily K3l oF G9o dilaims Aaid e Dolaml) Lo 5106 AWl sgaall alusiul

https://manara.edu.sy/

=06


https://manara.edu.sy/

iz

0jliiaJl
L L]
Payoff profile of a perfect hedge of the SMI
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Initiation of
the hedge:
April 6
Maturity
date:

June 17t
Forward
Price:

CHF 7650
SMI value af
Initiation:
CHF 7650

S b gomill AW sgdall aliseiv! (Say <i48-1-2-6

cliyd 7650 yau LicSMI de U2 sac auThomas aewll als o (Perfect Hedge) JUll Lgxtll guaxil

s s e drzmsl el s clin Logmetll 4yl e (8301 (Saiun (i 329 « (CHF) (g yuat s

Of G2y Les 3l elol e ezl Alades clliay 4 T SMI § (Long Position) Sbisk 13Spe clliay o

Sl a5 duslaseily cailadzma dasd (o 5SMI & a3y

sl (nassl 13) Tyl gam 451 gay Lee SMI e ST uie § (Short Position) Taad (3S dsly

225l 3] g

Qle 0 @2 Lo (Gl @yl § s Lasdl) a8T 7 LT G Ly il o3 SHL crada O pardl e

iluws! La).u A2y «JThomas ! ol ‘2;1 Bgadl Ay e Sl (any dgall wie (b (Slaslly Cl_pi’l

£La5)) T oo dig of WAL § STy Bgadl (o lassl

¢ (Perfect Hedge) JU! bog=ill s Lo-2-2-6

16

https://manara.edu.sy/



https://manara.edu.sy/

iz

8)Li_al
il e 8ylslly zll Glo iy o« Byl 3 il e Lobe ol gnoms Bumailiuel 9o JULI gl
e ¢ el maadl § A uasS sl g S dag . Bodl olonsl e Ladll jaiy ¢ 3lamau¥l dic
oo Aadsll 2 LG lucdl sl (asgad i Sy cAlaiell dad (aasiln SMI bge sadksl 13 e

Byl 101 (panmms Sl § L8] 7 Lyl aizes 251800 Lyl ey S0 (s Lyl JUL) Logmtll 05, ( JlL,

1 Yoleo Ulia

Ca> « DAXGUYI Ggudl iigo (de JoT uzad (Long Position) ¢l 5850 3 Jsall yadiun 5,3 (3luai0 @
Gosall yaudl O (gl ells 3 udall § dule 3atll yaudl sag c9550 15,800 ¢lyidl wie Ja¥l jaudl o
Oly33>20 @ Bmiug J2¥ aaall ol dsll (e Slumg 5 Jed dae S ol ceale 1318 ¢ 9595 15,950 ,a5.al)
1Baadl GDAX jaud Anizma Slags)liaw LM Alia il il 1da wicg

93216,100 Bla=iudl ieDAX S Jo¥l lxll o

.955415,800 Glaizia¥l LieDAX o gl sl o

.955415,700 Glazi¥! LieDAX o adll sl o
imgllall

AN Slagsliuad! (o IS (8 45lus 9l seiad) gy ol 1

die Tpeolsg o padl glasy) wie lasatus (Long Position) ¢l d 35, G iladl 0oSG B il 2

s lass!
S (8 )luacs ¥y Loy 3y ¥) Jolaty yetieed! Jazey @il Blamiadd) dic yaull Go¥l izl gale 3

$o3Las] ey ! Juotdl sl g Lad e paadl (alasmsl Jolis wus bgmall yatiadlshils) 4

"6

https://manara.edu.sy/



https://manara.edu.sy/

—y

6)liaJl

3._,)Lz.5_w Js‘:? BJLa«.é:J‘ji &')." <lus.1
AWolall 399w SN Ldall e uslall

Bylusell of o dl = (Blamiwd) wic Goudl yauw — Jo¥l jaudl) X clusgllsue

938 16,100 ic: DAX Jo¥1 Wl

(16100 — 15800) x 5 =300 x5 = 1,500
SR 1500 joiiudl @5_@‘5‘

9592 15,800 uis: DAX aslid| Ul

(15800 — 15800) X 5 = 0 (5,us ¥z ¥)

9592 15,700 puie: DAX Al L)

(15700 — 15800) x 5 = (—100) x 5 = =500
992 500 yuisn yoiludl 01 4
dolisesl e Byl g « paaad | g Lty | e Lomsy il | ey 13U ppsnds .2
& ke 3atll jaudl e Blamiudl die g )9all yaud) pas, Ledic myn (Long Position) el 5,0 3 et
s audl (aasil 13) Lol aasy ) Goaed) yay dagy @3 (U2¥) jadl) JBT 12 uaDAX olyds pulating 45¥ caiall
Syl I 6552 Lo gl yaio o (el 52 uaDAX el dile (any
Joladdl geasedt 3l wic paudd oYl usdl Glus .3
52 1da. 95515800 (&f (¥ yaull Lgluce Blamiadl wic yaudl 055 O com Bylus ¥y oy ¥ Gades)

Lt ey Yo it i) e ¥ G o Joladl dlass

adl ooligl as bzl A0S 4

~EG

https://manara.edu.sy/



https://manara.edu.sy/

iz

6)liaJl

Jdac ‘_j (ShOI‘t Position) o )s).n Sl say DAX yaw uolass! )]a\_za s L}.‘aﬂ‘ oy )Aﬂ—b«l‘ oS bl

slyidl 3800 @ Aaime yilus ol (g Lo yaadl (olasil Al 3 oLyl 3oz coom 31 U2 T

2 Uoleo Ul

7650 wie JolutsSMI (5 «5Luatib 39 (SMI) gyl Ggaad| 550 £loT (Sl 2ullo Arima yadine clliag
2 3550 3l et 5,8 (Al copedd! M 3Ll (alasil (e BLAN g (CHF) gragu cliyd
7650 yaudl wiaisSMI e JT aae 3(Short Position)
10 g2 a>lsll ddall @z oof (ol A8ls . Glaziwd] die (CHF) Guagw 2,87200 JISMI (hos c0lya5>17 &
A¥ sgaall alusiwl dlaasl JoI ol ald ailudl ofg « p23ll (o olusg
iallall

SMI a8 yolases] &gl Ayladlead| dadoel) 7oy of Byluas el .1

¥ el aedl 3S5e Byl of oy | 2

dogoeill iy atianeld 401 B lusedl of oyl Glo sl 3

i) (0ol it ae Y o1 Ll bogmall 08 13) Lazyisl 4
eS|
Lot | Wadmell 8ylus olus.1
Al iy Aadoell dad e oS a5l (§ (alasil g old SMI (Sl dasll o Ly

w9 Blus = (Blamiwdl dic Goudl yauw — Ja¥ j2udl) X Slasgllsae

= (7200 — 7650) X 10 = —4500 5Lt Gperga cliyd

Jo¥ adall Q t-y-”).SJA = wlus.2

b6

https://manara.edu.sy/



https://manara.edu.sy/

iz

6)liaJl

aiall o1y Sale) diSasg ¢ Flimiudl uie7650 wie (Short Position) aw 3Sme yeiiudl sl (Jo¥ aaall §
Loy 40 g Les <7200 jau
Jo¥ aaall ) = (el jawe — il aw) X clusgllsue = (7650 — 7200) X 10
= (7650 — 7200) = 4500

o gomtll iy ASIN 8yLuucell ol sl Slio oluw .3

Byluzell of oyl Glo = dlaall §ylus + Ja¥l Uzl )

= (—4500) + 4500 = 0 (z Y95,z ¥)

¢ Jlie Dogmill Ja smdid! s -4

J5lus éi & @ Idag(Perfect Hedge). Wi o Log=ill (18 aT).é.p S9lun ByLucel! of =l Qbe o L,.Ia_.

Byl (aLassl 60 (o yetiul gnms Los c ¥ aiadl ) Aaalgy Tales Lsiasgas o3 Alaael

:0ptions &Ll -7

:&lylesdl sgde Cauyai-1-7

2 9 ehd @ p A s (3l atilad| mied Aaidie 3ulle wlgol (& (Options Contracts) olyLll ssace
e gl Badsms 858 M5 Strike Price duaiddl yau g (i cue dule @4 yauq (Underlying Asset) cnas Jle Juo!
bl asde (0 Olestdy Olegd dzgag . Care s

[ ]

Jearad !l § duaiall paun g\—ol.u}a" ¥ sy 3 &=l gAall ms (Call Options) ¢l yad! 5Ls s9ic

Jeaad! @ el yauy gl La¥l a @ 31 g LaL zies (Put Options) audl sLs s9dc

3\.;5.:4;49‘ Jolase 3.33)39‘ :ol)ltl sgde t‘yi -2-7

~G6

https://manara.edu.sy/



https://manara.edu.sy/

&)Li_all
Szl Glamiad fsls i V) diall ais o Say ¥ (European Options) &g sodl &ilylekl o

ey Los (Blamiad o)ls G oy 61 (§ uiall dyais (Sey (American Options) 46081 fylexdl o

ST gy

@ 4o a¥lg Asg 0¥! sl Jgluas (Say 3] eJgloald 31yl adslly LI A8Me ¥ dpaud) slin: don daglas

OTC gl 3 slEurex e g Lol ol (,Say (JUL) Jpws (he Gous S

13yl sgae Jolus o Ski-3-7
(Bl (yo (e s § bl sgde Jols oy
¢ Eurex s (CBOE) ol yLgell 92184 44099 Jio (Exchange-Traded Markets) dlaid| &sloygudl .1
B> g4 laas .)3.5.«.” dj‘..\.'i o

oy L (BLLYI oy Bydilie wlaasall @15 o> (OTC - Over The Counter) dyo)4.d! b Gedl 2

Asle¥! Hblel) gy S ST g0

bl sgie U3 8 Ley clinaldl Gs o S o 520l s (OTC) amppll 55 Gyl @

(Premium)aodlall : Lt ude 4155 -4-7

) iy ddall dudis @ 3l e Jgsmnel AaKE (29 ¢ (Premium)igdle ads com 5l ude ¢l 4]
dd) s ol d e gAall Lada, (Call Premium): ¢l p & 3)le @
2l 5l elyi e ALl Lady (Put Premium): ap 3sdle o

Jray a8 Sl waall Ldasy I ol Ll o lu>gll sue gag (Contract Size): wiall ez Ll i

Aias A8, 4 (10 e 5000 w9 e

ALY sgdally olybell sgde o pidl-5-7

96

https://manara.edu.sy/



https://manara.edu.sy/

h"'\.
Z4Y
6)liall
Ol (Jo¥1 daall g Lo casdlio @ oS0 o 18] siadl dudis aue Ll Grdell oSos 5Ll die @

A b § (oSG Ul 3gaally iyt sgde (ry uai I 3y

(Obligation)al7J¥! (Right) 3= Jdall

poe ol dgasl! Gl wd b cgladl de alill umga ¥ | 3> Gldel] (ad (Options Ll uae

duasd| Juaid Contract)

oady Blamtadl wie daall dasly Al cedplall e | auay Sl uzge Y| (Forward (¥ udall

Byl B9,Ls e (Laill Juasadl Contract)

: In The Money, At The Money, Out of The Moneyo|)Leied! 3 9dc dasd Jidxi-6-7

ladll Lo (550l paudly Leadlad ladg ol lsell sgde Cagims o2y

(Call Options):elyid! 5 gdad dcuddls

sae (o el agndd (Spot Price) (s 59all yaudl 05S; Losic (In The Money - ITM) JUI Gllas 51 o

(Strike Price)dyasl!
el el bols 58]l yaudl 5sSs Lasie (At The Money - ATM) dadill e
2 C 24

gaial) e oo BT o) 655801 2l 05S; Lasic (Out of The Money - OTM) JWI las z5ls o

(Put Options):tu.ll dedat Lewls

https://manara.edu.sy/

/6


https://manara.edu.sy/

6)liall
.M‘Hw&ipﬁﬂéjﬁﬁ‘ saudl (685 e (In The Money - ITM) JWI Glkas Jsls o

il yaad Uglus ] (g59801 yaudl 195 Losic (At The Money - ATM) dbaadll de o

duaid) yaw e u‘.&i (“V"“'U ‘5)5.5_” saudl O6SG e (Out of The Money - OTM) JUI Blhss @L‘:-

55 Jle
1aid e ;M)Lp.\j.:’-\.e.\.‘j c$503.m ‘3‘9__‘_.” XYZ f“'@"“"‘)""‘“ui sl

sl ya ope el Go9all yaudl o¥In The Money .aaliStrike Price = 45$

eainll yaw Golug o9all yaudl (¥AL The Money LaaliStrike Price = 50$

Al ya pe JBT Go9all yaudl 0¥Out of The Money .aallStrike Price = 55$

Loles (uSall 058 el 35l Audlly
Al a1l Gl gadl iyl 9de Bye-7-7
Tells a8 A sgaall WSe e Adas e Wilge pailuad] 1895 )Ll 3gdc

Slade it J) @35 Le¥) s 3 asd S of 6« das JSCay Dyt yilacdly L1 AN sgdall

[ ]
Byluell ol 7]l
aSd camdlial yadl s Wl §Baguzma pt Iobyl Baom o (San peliadl L8 cslluiedl 39de GLT @
i (0
28sill olms¥l § ol climty @113) Lads 301 5dall jlida badd yuusy EO
icdas Jlie

https://manara.edu.sy/



https://manara.edu.sy/

iz

6)liaJl

BDle $5 Lilan « XYZ s (e $100 o5 yauy (Call Option) ¢y jls ude Gy yolivn @

$15 5,5 Ly, ladme $120 2w 53 dapng $100 2wy el ¢l 4Say $120 J) 2l pasyl 13 o

(35dLe $5 — =, $20)

e g8kl Bl l iy Baums jilacdl cnhlill 3 Loy Bagima ad (955 8 slacdl (ALYl sgaall §

Aylally bgseild 2l da 8lal Llazs Las

201

15

Profit or Loss ($)

10}

(Call Option) - ¢1,4d1 jLes 24 o8, Jlin

Call Option Buyer: Profit and Loss Analysis
I

Call Option Buyer Profit
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Mexico 83% 17%  Mexico | 42% -~ 58%
Germany 89% 1%  Germany 38% - 62%
South Korea 82% 18%  South Korea 27% - 13%
Japan 94% 6% Japan 31% 69%

The dominant risk in foreign stock A large fraction of the risk of
markets is local asset return foreign bonds is due to exchange
volatility. rate variability!
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