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CMS555: Optional (FMAIS): FINANCIAL DERIVATIVE MARKETS

Work load: 3 hours lecture and 2 hours tutorial per week: total 4 credits
Learning Objectives:

The objective of this course is to provide students with knowledge of hedging investments.

Course Outcomes:

. Acquaints with the nature of derivatives markets and familiarizes the derivatives process and
strategies.

Unit-1: Introduction:

Meaning of Derivatives, forwards and futures contract, option, traders in futures and option
markets, functions of derivatives market, world derivatives market and evolution of
derivatives market inlndia.

Unit-2:

Forwards and Futures Contract: Valuation of forwards and futures, stock index futures,
valuation of stock index futures, hedging using futures contract and stock index futures
contract, adjusting the beta of portfolio using stock index futures.

Unit-3:
Options Contracts: Characteristics of option contracts, buyer and seller attitudes, option
pricing, risk and return on equity option, Pay-off-on options, option trading strategies.

Unit-4:

Valuation of Options: A graphic analysis of call and put values, characteristics of option
values, models of valuation of option, Binomial Option Pricing Model, applicability of Black
and Scholes Model.

Unit-5:
Trading Risks and Regulations: Trading mechanism, types of orders, risks in derivatives
trading, regulations on derivatives, and recent trends in derivatives market in India.
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