AvtieTaOUIon TOL KIvouvov emttokiov ue FRAS
plain vanilla swaps, Forwards kot Futures




Interest rate changes: US T-Bill
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[Hopaywyo TpoiovTa 1OV OIKPATOVY Ol TPOTECES

TABLE 16—3 Derivartive Securities Held Off the Balance Sheert of Fls

Forward contract An agreement between a buyer and a seller at time O to exchange a nonstandardized asset for
cash at some future date. The details of the asset and the price to be paid at the forward contract expiration date
are set at time 0. The price of the forward contract is fixed over the life of the contract.

Futures contract An agreement between a buyer and a seller at time O to exchange a standardized asset for cash
at some future date. Each contract has a standardized expiration and transactions occur in a centralized market.
The price of the futures contract changes daily as the market value of the asset underlying the futures fluctuates.

Option A contract that gives the holder the right, but not the obligation, to buy or sell the underlying asset at a
specified price within a specified period of time.

Swap An agreement between two parties to exchange assets or a series of cash flows for a specific period of

time at a specified interval.




Nontd mocd cvpPoraimv 6 Tapdywyo TPOTOVTO T OTOIN
OLOKPOTOVV Ol TPOTTE

TABLE 16—5 Derivartive Conrtracts Held by Commercial Banks, by Conrtract Type (in billions of dollars)

Source: OCC Quarterly Report on Bank Trading and Derivatives Activities (www.occ.gov).

Notional Amount of

Derivatives 1992 1996 2000 2004 2008 2012 2016 2018*

Futures and Forwards  $4,780 $ 8,041 $ 9,877 $11373 $ 22512 $ 43,443 $ 34,193 $45,497
Swaps 2417 7.601 21,949 56,411 131,706 134,938 96,384 105,084
Options 1,566 4 393 8,292 17,750 30,267 31,583 29 329 48.814
Credit Derivatives — — 426 2,347 15,897 13,190 5,293 4,345

Total Notional Amount
of Derivatives 8,763 20,035 40,543 87,881 200,382 223,153 165,199 203,751

* First quarter.



H Evvola tng AvioAloync

»H avtoAdloyn (swap) eivor o sopu@ovio ovToAloyng
YPNUATIKOV (YPOVIKOV) POOV GE TPOYPUUUOATICUEVEC
LEAAOVTIKEG MUEpOUNVIEC Ue Paom €101KOVEC OPOVG.




Avtoirayn emrokiov (plain vanilla)

» H ocvppovia tov avticopufoilousvov A kou B pe Bdon v omoia n
A (moAng) kataPdier otnv B kopouvopeveg ypnuotikég poéc ,
E0TM Y100 3 ¥pOvia 6€ eCaunviaio Pdon, ol omoieg kabopilovtal pe
KOO0 KUUOLVOUEVO EMITOKIO avapopas, €6t 10 LIBOR 6 unvov,

MC TPOG £VO. VONTO 0G0, £ot® 100 gkat. evpw



Avtailoyn emttoxiov plain vanilla

» 1 avTiovuPaiiopevn B (ayopaotic) mAnpavel ue faon to id10
voNTO TOcO 6TadePEC eCaunviaieg 00GeIC 6TV A ne 6tabepod
EMITOK10, £6TM 5% (€11610).

» H xouovouevn d6om kabopiletar amd tnv Tponyoduevn mepiodo
TANPOUNG Kol Ol TANPOUES ekKabapiovTal, MGTE 1N Hio €K TV 00O

Oa elompdacel Eva Toco (av 1 OLPOPA TV OOGEMV OEV E1VOL UNOEV)



[TAnpopuec plain vanilla

» Tnv 1" Moaiov 2011, n A TAnpovet:
> 0.5 X 0,042 X100=2,1 ekar.

> (ayvomvtog akpin vTOAOYIGUO TOV UEPDV)

» H cvvaldayn tme 1" Moaiov 201 1(mpmtn amd T1c 6 ) 1c0dvvauel pe
cLVOALOYT] OWEMG (Spot), OAEC 01 VITOAOUTES €ivan TPODeTOKES (
16000vaueg e S FRAs )



Xpnuotikee Poéc mpoc tnv B

LIBOR FLOATING FIXED Net
Date Rate Cash Flow Cash Flow Cash Flow
Nov.1, 2010 4.2%

\
May. 1, 2011 4.8%\+2.1O —2.50 —-0.40
Nov.1, 2011 5.3%\+2.40 —2.50 —-0.10
May. 1, 2012 5.5%\+2.65 —2.50 +0.15
Nov.1, 2012 5.6% \+2.75 —2.50 +0.25
May. 1, 2013 5.9%\+2.80 —2.50 +0.30

Nov.1, 2013 6.4% +2.95 —2.50 +0.45




Me 11 1coovvapuet n avtarrayy PLAIN VANILA;

» [IpocO&tovtac To vontd Tocd 0TV TEAELTAIN GLVOALAYT OEV
aArdCel n a&la Tov swap (102,95-102,5=+0,45)

» H B “éye16éon’ ayopaot (long) oe oporoyio Kopovougvo
EMTOKIOV Kot TNty (short) o€ ouoroyia otabepov emitoxiov

» H A ‘€ye1 0éon’ ayopaotn (long) ce oporoyia otabepov enttokiov

KOl TawAnty (short) oe ouoloyio KOUOIVOUEVOD ETITOKIOD



XPNOEIC TN AVTOAAOYTG ETITOKIOD

» Metotpénel po vToypPEMOoN » Metatpénet po emévovon

amo: aTo:
1. 2ta0epov emrokiov o€ 1. Xta0epov emtokiov o€
KUULOLVOLLEVOD KUUOVOLLEVOL
2. Kvuouvouevov emttokiov o€ 2. Kvpouvouevov emttokiov o€

otafepov otafepov



Metatpon) vToypE®OoNC Ue 1-rate swap

> Eotm ot dovelotnkate 100 oto LIBOR +80 bps

» AyopdleTe TO SWap TOV TPOTYOVLEVOD TTOPUOELYLOTOC
— [TAnpwvete LIBOR+0,8%
+ Ewonpartete LIBOR pecw tov swap

- [TAnpavete 5% yia T0 swap



A xon B petatpémovv Yrnoypewon: n A LETETPEYE VIOYPEDMGT 6TaBEPOD GE
Kopoatvouevo kot 1 B kopouvopevov og otabepo

i

LIBOR+0.8%




Metatponn vTtoypE®oNc Le swap

» H B &iye vnoypémwon oe ko emrokio (LIBOR+0,8%) kot tnv
LETETPEYE GE LIOYPEWOT otabepov emttokiov (5,8%)

» H A &iye vmoypémwon oe ota0epd emtokio (5,2%) ko tnv petéTpeye
o€ voypEmon kKovu. emttokiov (LIBOR+0,2%)




1-rate swaps

» 2Xuvoyilovtog, OTav vITapyEl Kivouvoc amd dvooo ETITOKIOD
oYOPACOVUE QVTOALOYT] KOl OTOV DTAPYEL KIVOLVOG OO TNV
TTMOGT] TOL ETITOKIOV TOAOVUE OVTOAAQYN




A Kol B petatpemovv emevouon

LIBOR-0.25%




MetoTponn ETEVOVGTC 6TOOEPOV EMITOKIOV GE KU UAIVOUEVO

» YnoBéoate 0T1 Katéyete oporoyiec atiag 100 exat. ue omddoo
4.7% xon oldpkela 3 €1.
» Ayopdlete 10 “yvmotO’ swap:
— Ewonpartete 4,7% amd tnv emévovon
— Eionpdttete LIBOR and to long swap
— ITAnpovete 5% and to long swap

» 'Eyete amoddoon yoaptopuiakiov: LIBOR — 30bps



Avtaiioyn ue Swap Dealer

» O dwampaypatevtng (dealer) kdvel Eeympiotd couoraio pe
emeEVOVTEC A ko B.

» 01000 Béoeig Tov ue A kot B elvon avtifeteg kot
aAANAOOVOLPOVVTOL

» Kepoiler 3-4 bps yopic kivovvo emtokiov
» Mépog tov spread KaAOTTEL TOTOTIKO KiVOLVO
» H B telikd oaveiletan pe 5,815%

OR +21,5 bps

» H A tedxd daveileton e L




Swap ne Dealer

4.985% 5.015%

5.2% - .

- A F.I. B e
— » LIBOR+0.8%

LIBOR LIBOR



Metatponn) emEvovonc ue swap dealer

4.985% 5.015%

<= T @
» A «
LIBOR-0.25% » £l » B

LIBOR LIBOR



Metatponn) emEvovonc e swap dealer

» Metd 1o swap n B €yl am66oon LIBOR 31,5 bps

» Metd to swap 1 A €yel amoddoon 4,735%




Swap dealing

» O enduevog wivakac mapovotaletl ta otabepd emrokia (bid — offer
rates) mov onAmvel o olampaypatevtnc (dealer) yio va ayopdoet (bid)
N vo mwovAncel (offer) uio avtaiioyn

» Ta otafepd emtoOkio Tov Tivaka avtiotoryovyv o€ LIBOR tov
TOANTN



Swap bid-ask spreads

Aidpkeia: €Tn Bid: otaBepd mou | Offer: ataBepo mou | Tpéxov
TTAnpwvel o dealer | eloTTpAaTTEl O dealer TN —rate (%)
2 2-yr TN+17 bps | 2-yr TN+20 bps | 5,86
3 3-yr TN+19 bps | 3-yr TN+22 bps | 6,02
4 4-yr TN+22 bps | 4-yr TN+26 bps | 6,13
5 o-yr TN+23 bps | 5-yr TN+27 bps | 6,24
7 7-yr TN+30 bps | 7-yr TN+33 bps | 6,35
10 10-yr TN+32 bps | 10-yr TN+36 bps | 6,51

1




ITivakoac TipoAoynong

ovouaceton swap rate

» O péoog 6pog TV otabepmv emttokiov bid ko ask

» H dwapopd tov swap rate omd to avtioToryo ]
ovouacetonr swap spread

'N-rate



Macrohedging pe swaps

YnoBétovpe mw¢ ko ta OV0 opodroya €£xovv TinwoAoyndel oto dptio. ‘Etot,

Ar
Pstae. = F = Pxym., kot APy = —Dyppg. - F'——
1+7
Ar
APKYM. = _DKYM. Fl—
+7T
Ar

Yvvenmg, AS = (DZTA®. - DKYM.). Fm



Macrohedging pe swaps

Amo6 tov tomo ¢ petafornc g kabopnc BEonc, AE, g mapovcac atiog g
avtodaymg, AS, kar amd ) oyéon AE + AS=0, cuumepaivoope 01t

Ar Ar D.., A
D.., -A—=(D -D F—=F= GAP
GAP 1+r ( YTAQG. KYM.) 1+r DZTA@ _DKYM.




Interest Rate Swaps

» Arnotiunon evo¢ Interest Rate Swap otnv exkkivnon:
— YTOAOYIGLOG TOL swap rate, TOV €ival T0 6TafEPO EMITOKIO Y10, TO
OTO10 M TOPOVGH, A&l TV 6TAOEPOV TANPOUOVY Elvor 10T HE TNV
TOPOVGH OCI0 TV KUUOLVOUEV®V.
— O vmoAoyiouog yivetar vtoETovTac 0Tl 01 6TaDEPEC TANPOUES

1GOOLVOLOVV UE OLOAOYIN GTAOEPOD TOKOUEPLOIOV KL O1
KUUOVOUEVEG UE OLLOAOYIOL KULLOUVOLLEVOU TOKOLEPLOLOV.

— EvoAdaxtikd to swap rate vmoAoyileton cav to par yield



I. R. Swaps — Pricing at the Onset

» H etaipeio AAA ayopdlet Eva swap pe vonto moco 20 exat. pe Bdon
10 omoio elompdrtel LIBOR 6 unvav kabopiopévo 6 unveg mpuv.

» I1owo Ba eivon To otadepd emtokio mov Oo TAnpwoel 1 AAA ®dote 1
ToPOVoA Ao TNG AVTOAAQYTC Vo, Evart UNoEV;

» Eoto 1 term structure tov LIBOR onuepa

> 61 (9%), 121 (9,75%), 18u (10,20%), 241 (10,50%)
» Effective compound rate:

> ((1+ 0,09/2)*-1)=9,20% etc.

>




I. R. Swaps — Pricing at the Onset

» H o&ia g oporoyiog kopovouevov exttokiov givan €€ vwobécemwg 20.000.000 kdbe ypovikn
oTryun mwov Kafopiletal To ETTOKIO

> C(1,092) 05+C(1,099) - + C(1,1046) -5+ (C+20.000.000) (1,1078) 2=20.000.000

C=1.045.000
2(1.045.000)/20.000.000=10,45%



/.ero Rates

A zero rate (or spot rate), for maturity 7, 1s the rate of
interest earned on an investment that provides a
payoff only at time T




11111

/.ero Rates

Maturity Zero Rate
(years) (% cont comp)

0.5 5.0
1.0 5.8
1.5 6.4

2.0 6.8




Pricing a Bond

» To calculate the cash price of a bond we discount each cash flow at
the appropriate zero rate

» In our example, the theoretical price of a two-year bond providing a
6% coupon semiannually 1s

3 005%05 ~0.058x1.0 —0.064x1.5

+ 3e + 3e

+103e™ "% = 9839



Yield to maturity

» Suppose that the market price of the bond in our example
equals 1ts theoretical price of 98.39

» The bond yield is to get y=0.0676 or 6.76%, given by
solving

3770 1370 1 3070 110374 = 9839



Par yield

» The par yield for a certain maturity i1s the coupon rate that causes the
bond price to equal its face value.

» In our example we solve

C C C
—0.05x%<0.5 —0.058%1.0
e = —+ 5 e ~ + —

4 (1 00 + g] e 0-068<2.0 _ 10(

to get ¢c=6.87

—0.064x<1.5
e



I. R. Swaps — Pricing during its Life

» 100 TOV ayopoioT) EVOC Swap Lol Avodo¢ TMV EMITOKIwV Oa
AmTOPEPEL KEPOT. Ot TANPOUES TOV Elval oTaOEPEC EVMD O1
elompacelc Ba avénbovv.

> [1oca kepdilel kKAOE YPOVIKT OTIYUN OTN OAPKELD LEYPL TN
AIQN;



I. R. Swaps — Pricing during its life

» Anotiunon tov Interest Rate Swap katd tnv dtdpKelo TPy
AIaN:

— Me v KaumOAN oTt0d0GEMY TOL 1GYVEL GTO YPOVIKO CTIUELO TNG
amotiunong kadopiCovue To TPOECOPANTIKA EMITOKIO. AKOAOVOMG
VTOAOYILOVUE TN TOPOVGO OCia Y10 TIC OTAOEPES KOl KUUOIVOUEVEG
TANPOUEC TOV ATOUEVOVV, DTOOETOVTOC TS TPOKELTUL Y10 OLOAOYIES
oTafEPOV KOl KLUOVOUEVOL TOKOUEPLOTOL avTicTolya. Emeion ta
tokopepiowa tng Floatie mpocapudlovtal 6Tic LETAPOAEC TOV ETLTOKIOV
OTO ¥POVIKA GNUEiD TANPOU®V, DTOOETOVUE OTL N &iol TNC OLOAOYIOC
KUUOVOULEVOV ETMITOKIOV, TPOGAPUOLETUL GTO APTLO GTO ¥POVIKA CTLUELN

QVTA.




I. R. Swaps — Pricing during its life

» Eoto etaipioa GRI wov mAnpovet 10,67% otabepd kon etonpdrtert LIBOR
ue vonto moco 20 m. O mAnpouec etval eCaunviaies kot to eaunva, 180
NUEPOV, O1ApKELD 2 £TN.

» Eyovv mepdoet 1,25 £t and tv ekkivnon Kol 6TNV ¥POVIKN GTIYUN TNG
televtaiog TAnpounc to LIBOR Nrav 9,42%

» H enopuevn kopavopevn tAnpoun ivon 20m.(0.0942/2)=942.000 xoin
otabepn: 20.000.000 (0,1067/2)=1.067.000

Néa emtokio amd TNV KOUTOAN amoddcemV yioo .25 £tn ko . 75ét: 9.12%
Kot 9.23% avtioctoyo.



I. R. Swaps — Pricing during its life

» O1 TANpoUES TOL AYOPOoTN EIVOL GOV LU0, OLLOAOYI
otafepov emtokiov, n onota amantel amwo tnv GRI va
tAnpwacel 1,067 exat. oe 0,25 €t ko 21,067 exart. o 0,75
£T).

» Ocov apopd 11¢ etonpatelc e GRI, og 3 unveg Ha
elompacel 0.942 exart. kol o€ 9 uUNveES AYvmOGTO TOGO.

» AL vtoBETovuEe OTL 1] OLOAOYIO, LE TO KLUOVOULEVO
EMITOKLO TTPOCOPUOCETOL GTO APTIO GTNV EMOUEVT

nuepounvia TAnpounc (kabe 6 unvec).



I. R. Swaps — Pricing during its life

1,067exar 21,06
+0,942 7

+20 gkato




Interest Rate Swaps

* PV ¢ oporoyiag otafepol tokopeptoiov =
$1,067,000(1.0912)%> + $21,067,000(1.0923)~7> =
$20,761,216.

* PV ¢ oporoyioc KopouvOpeEVOL EMITOKIOL =
$942,000(1.0912)2° + $20,000,000(1.0912)2> = $20,490,005.

* H dwopopa givar: -$271,211.



Forward Rate Agreements

» Opiopoc: éva mpobeoutakod cupforato Tov omoiov 1 a&ia (k€pdog) kabopiletar amd tnv
OL0LPOPA OVO EMTOKIMV, TOVL EMLTOKIOV TOL GLUPOANIOV KO EVOG ETTOKIOV OVOPOPEC TT.),
LIBOR 1y EURIBOR.

» H minpoun yivetar otn AMEn, ue faon to eXtOKIo ovapopas Kot TNV NUEPOUNVI TNG
AMEne, mévo og Eva vontd moco ( notional principal) Tpocopurocuévo: x nuépes/360 dmov
NUEpPeS umopel va tvat o akpifng aptduoc nuepav oto cvuPoraio 1 pe Baon tov punva 30
nuepwv, tpiunvo 90 nuepmv, e€aunvo 180 nuepmv kKAn. To k€pOOG TOL ayopacTN Elval:

— (Nonto Kepdhaio)(EURIBOR- emtokio FRA) (Huépec/360)




Forward Rate Agreements

» To képooc 1N (nuia Tov cvuPforaiov FRA Bacileton otn Tiun
OV TOLPVEL 1] LETOPANTN ETLTOKIO KL OYL TNV TIUN EVOC
aEL0YPAPOV.

> Eto1 évag emevouTtng mov Bélel va avtiotaduicel Tnv avodo

T0V emTokiov Ba ayopdcel Eva FRA eve Oa movAovoe Eva
forward n) futures o€ ouoAoyia.



Forward Rate Agreements

» 'Eoto o etoupio mpokertal va davelotel oe 30 nuépeg Kot OEAEL VoL KAEIOMOEL TO KOGTOC
oavelsuov tnc. To davero Ba etval odpkelag 90 nuepwv pe emttoxio LIBOR+1point
spread (oto t+30) pe amomAnpoun lump sum pmt cto t+120.

» 2vvdmntel oto t+0 FRA (ayopd) mAnpdvovtag 10% ko etompartoviag LIBOR-90 pe
principal 20m xou AnEn oto t+30.

» Avto emrtokio LIBOR (oto t+30) givan 12% to FRA payoff ivou:

— (20.000.000) (0,12-0,10)(90/360)=100.000 (¢5t® OTL TANPp®VETOUL 6TO t+120 EVD GTN
TPAEN N TANp®UN Yiveton 6to t+30)

— O 16x0¢ 10V Oaveiov gtvar: 20.000.000 (0,13)(90/360)=650.000
— To xb6c710g T0V daveiov pe 10 FRA kAgdomvel oto:
— [(kepdraio + tokol - FRA payoff)/kepdhaio]36>/days - ]




Forward Rate Agreements

LIBOR (30,120)

Adprela

FRA 30

TEPES / f
t+0 t+30 t+120

v

Aidpxera oaveiov 90
MHEPES



Forward Rate Agreements

365

20.000.000 + 550.000. 4,

(T TN 90 12,1163
20.000.000



O¢con ayopoot o€ FRA (k€pomn ko (nuieg)

|"-'I'ABLE 12.2 HEDGING AN ANTICIPATED LOAN WITH A FORWARD RATE AGREEMENT |

plus 100 basis points. The loan will be paid back with
rates, the firm would like to lock in the rate it
percent. Interest on the loan and the FRA is

EFFECTIVE
LIBOR PAYOFF FRA PAYOFF DUE ON AMOUNT EFFECTIVE RATE
ON ON COMPOUNDED LOAN ON PAID ON RATE ON WITHOUT
DAY 30 (%) DAY 30 (%) TO DAY 120 ($) DAY 120 ($) DAY 120 ($) LOAN (%) FRA (%)




FRAS

» H amotiunon tov FRA yivetou pe tov kabopiopnd tov otafepon
EMITOKIOV TO OTO10 €ivon TO TPOOBEGULNKO ETITOKIO TOV “Otvel’ M
KOUTUAN amooocewv. Etot, n aéia tov cuuforaiov 6to t+0 (ekkivnon)
etval unoév. Ipayuatt umopovue va 00VEIGOVE 1) VOL OOVEIGTOVUE GTO
wpofecuiako emToKlo 6 KAOE ypovikd onueio ympic kKOGTOC, T.Y.
oaveICm Yo Tpial £ Ko oaveiCopon Yo 000 €11 UE OITOO0GCT) TO
npobecpiaxo F 5, avtictoyyo oaveilm yia 600 £1n kat oaveilopon yio
Tpio £IN pE KOOTOG davelouoL 10 F 5,

» To FRA amotiudror pe tnv vedBeom 011 10 mpobecnokod enttoxio a
TPOY LA TOTOINOEL




>
>
>

AvtietdOuion tov Kivouvou emttokiov pe IpoBeopioka

2vupoiona n Futures

[IPOGEIMIAKA 2YMBOAAIA(Forward, Futures)
A.1. Forward(lpoBsouiakéc INpoaéeic)

2.TIC ECWXPNMATIOTNPIOKEC TTPOBETUIOKEC TTPACEIC (forward) 0 XprjoTNG UTTOOXETAI O€
EVA OUYKEKPIMEVO aVTIOUNBAAAOMEVO va ayopdoel N va TTWANCEI Eva OToIXEio, TT.X. € O€
Ui opiopévn Tiun, .X. $1,35, kal o€ pia opiopévn nuepopnvia, 1.x. 22/2/2011.

Agv yivetal avtaAAayr) xpnMaTikou TTOO0U KATA TNV UTTOYpa®n TS cuugwviag. O
Sdiakavoviouog yivetal ot AREN. Av n TiunA Tou eupw oTi¢ 22/2/2011¢givan $1,37, 16T€ O
ayopaoTn¢ (0€on long o€ cupw) «kePdilel» Kal 0 TTWANTAS (0€on short og eupw)
«xaver» $0,02 yia Ka0g eupw TTOU TTPOCUPPWVRONKE. Av n TIPA gival $1,33, 16T¢
ouupaivel To avTioTPOPO.

i) AvTioTaduioTnC ayopaoTric (TTwANTAC) gival o XproTng, o o1roio¢ Adyw TNS eUONS TWV
EPYACIWY Tou, OTIC 22/2/2011€x€l 0TV KATOXH TOU OOAAPIa (EUPW) KAl €XEI AVAYKN
eupw (doAapiwv).

i) Kepdookonog ayopacTAc (TTWANTAC) €ival 0 XpoTng, 0 oTToiog oTIC 22/2/2011d¢ev £Xel
oTnVv Katoxn Tou diaBéaiua doAdpia (Eupw)kal avaykaleTal va Byel aTnv ayopd Kail va
T AyopAOoEl




Avtiotaduion tov Kivouvoou emttokiov pe Ipobeopiaxka

2vupoiona n Futures

> Futures(2uuBoAaia MeAAovrikng EKTAnpwaong)

» Ta oupBoAaia peAAovTIKAC ekTTARpwonNC (futures), ival avTikeiyeva
dIATTPAYMATEUONG O€ XpNUaTIoTAPIa TTapaywywv. O xpnoTtng ayopadel n
TTWAEI Eva apIBuo TUTTOTTOINMEVWY CUMBOAaiwy, TT.X. «AekaeTéC T-bond pe

C/F = 6%, unvoc louviouy, €otw otnv TiyA 111-26, TTOU Ava@EpETal OTN

MEAAOVTIKA TIMN OIOKAVOVIOUOU Kal dlaPEPEI ATTO TNV TIUN TS AUECNC ayOopPACg

(spot market) opoAOywv onuepa (€otw 31/03, 3 PVEC TIPIV TO

dlakavoviouo), Tou gival 112-02. MeTd 10 KAEIOIMO TNG CUMPWVIAC,

QVTIOUMBAAAGUEVOCG YiVETAI TO XPNMATIOTAPIO.



» O xpnoTtnc katabETel oTov Xpnuartopeaitn pia TpokataBoAn (Initial Margin) avaloya e Tov

AvtietdOuion tov Kivouvou emttokiov pe IpoBeopioka

2vupoiona n Futures

apIBuO TwWV cupBoAaiwy TTou ayopace N TTwANoe. O Aoyaplacuog ToU XProTn JE TOV
XPNMATOUEDITN AUEOPEIWVETAI KOBNUEPIVA avaAloya he Tn dlakupavon TNG TIUAC TOU
ouuBoAaiou oTo KAcioiyo (marking to market). [Ttwon TNG TINAG CUVETTAYETAI PJEIWON
(augnon) Tou Aoyaplacpou Tou ayopaaoTn (TTwANTA) Kal avTIoTPOPwG. Av TO UYOG TOU
Aoyapiaopou pelwBei kal graoel Eva diatnpntéo etitredo (Maintainance Margin), 161€ 0
XPNOTNG UTTOXPEOUTAI VO KATABETEI ETTITTAEOV XPrMaTA() KATTOIO TITAO)WOTE O AOYAPIAOUOG
TOU va eTTavEABEI OTO ApXIKO TTOOO ao@aAciag (initial margin).

O xpRoTnG KAgivel Tn B€on Tou OTTOTE BEANCEL, EKTEAWVTAC TNV AVTIOTPOPN TTPAEN (TT.X.
TTWAWVTAG TOV id10 apIBuo cuuBoAaiwy av ATav apxIKA ayopacTrig), Kal £xel oTn 01ABeon Tou
TO UTTOAOITTO TOU Aoyaplaoou Tou.

O ayopaoT¢ (TTWANTAG) KEPDICEI AV N TIMA TOU TUTTOTTOINMEVOU OUNBOAQIOU OTO KAEIOIUO TNG
BEonc £xel augnBei (uEIWBEi)



O Loyapracuog meptbmpiov (the margin account)

" Table 2.1 Operation of margins for a long position in two gold futures
contracts. The initial margin is $2,000 per contract, or $4,000 in total, and
the maintenance margin is $1,500 per contract, or $3,000 in total. The
contract is entered into om June 5 at $600 and closéd out on June 26 at
$£592.30. The numbers in the second column, except the first and the last,

represent the futures prices at the close of trading.

Futures  Daily gain Cuwmulative  Margin account Margin

price (loss) gain (loss) - balance call
Day ' (%) ($) ' ®- (5 (3)
600.00 - 4,000
June 5 597.00 (600) (600) 3,400
June 6 596.10 (180) (780) 3,220
June 9 598.20 420 (360) 3,640
June 10 597.10 (220) (580) 3,420
June 11 596.70 (80) (660) 3,340
June 12 595.40 (260) ©(920) 3,080
~ June 13 = 593.30 (420) (1,340) 2,660 1,340
June 16 593.60 60 (1,280) 4,060
June 17 591.80 (360) (1,640) 3,700
June 18 592.70 180 (1,460) 3,880
June 19 587.00 (1,140) - (2,600) . 2,740 1,260
June 20 587.00 0 (2,600) 4,000
June 23 588.10 220 (2,380) 4,220
June 24 588.70 . 120 (2,260) 4,340
June 25 591.00 460 (1,800) 4,800

June 26 592.30 260 (1,540) 5,060




Dgap hedging (macrohedging)

» Ta Xl dev emBupouv va BEoouv 1o Avolypa 21abuiopévng AiIdpKeIag oTo
undcv, DGAP=0, etreidr) Toug KoaTilel, XAVOUuV TOUG TTEAATEC TOUC.

» 2UVETTWG, TTPAYMATOTTOIOUV OUVOAAAYEG EKTOC ICOAOYIOUOU Yia va
LEILDOOUV TOV KiVOUVO ETTITOKIOU, ATTOPEUYOVTAG TV avadidpBpwaon Tou
IOOAOYIOOU TOUG.

» Ta TTapaywya TTPOoIoVTa £XOUV HIKPO OUVOAAOKTIKO KOOTOG Kal epgavidovTal
OTOUG Aoyapiaopoug Tacewc (off-balance sheet).

> A. 2uuBoéAaia MeAlovTikic EkTTARpwong (Futures Contracts)

> B. AvtaAhayéc EmTokiwyv (Interest Rate Swaps)



[vo

» AE = -

» [Hapaderypo tov Macrohedging

Macrohedging pe Futures

» O 100A0y1on6¢ evog TI Eyer g e€Nc :
Evepyntiko : A =% 100 exat. ka1 DA =5 ypovia
Ynoypewoelg : L =9 90 exat. kou DL = 3 ypovia
Kabapn 0éon : E =35 10 exat. ko = 10%

piCovpue 0T 1 petafoAn T kaboapnc BEonc etvon :

i Ar , .
D, -kDy ] Al—wonouk—L/A.



>ME & DGAP

> TTapddeiypa:
Av 10 eTTITOKIO aucnBei o€ r=11% =AE =;
» ATavTnon:
= AE=-[5-(0,9)x3]x$100x0,01/1,10 =-$2,09.
> EpwTtnon: (i) Ayopddel | TwAei ZME o€ opdAoya 1o Xl; (ii) Kai réoa; (iii) Ti
OUMBOAaIa TTIAEYEL;
» Amtavtnon: (i) MwAei. Av ayopdoel, peyebuvel Tov Kivouvo

> (iii) To XI ytropei va €1mIAECEl TO oUPBOAQIO, TOU OTToiou N duration gival o
Kovta oto Dgap tou xaptopuAakiou (iIcoAoyiouou) Tou Xi.



Macrohedging pe Futures

» Epotnon : [16ca copforoia futures mpénel va movAncet to I, kou 1 €idovg ;

»2to ypnuotiotnpio tov H.ILA. vadpyovv moAdd OtopopeTikd couPoioto pe
LEYOAN eumopevoiuotnTa . ['o mopddstypa :
1. Treasury Bonds, FV =$100.000 - ¢=8% - M =20 ypoévia
2. Treasury Notes, FV =$100.000 - M =215 ypovia.
3. Treasury Bills, FV =$1.000.000 - M = 3 unvec.
4. Federal Funds, FV = $5.000.000 - M = 30 nuépsc,



Macrohedging pe Futures

» Ac vmoBéocovpe 0tT1 emA&yovue to T-Bond futures, ko 6mwov
AF : aAlayn oty acia tc 0¢ong o€ T-Bond futures.
F :aéla Oconc oe T-Bond futures.

D¢ : Duration tov T-Bond futures.
>Téte, AF/F=-D, —
1+r
»Ouwmc, F=Ng x P, 0mov N : ap1Buog svopforaiov kot P
TIUN TOL cvuPoAraiov.

»AF = —DF x F x—

1+7r



Macrohedging pe Futures

I'vpvovtoc otnv epdTNon, TOca cuuPoraia Oo mTpEmel va ToLANO0VV

( Ne=3;) via va armro@evyOei o kKivouvog tov emitokiov ; Oa Tpénet:

AE = AF.

AE= —(D, —k-D,) A2
A £ 1+ 7»

Ar
AF = — D, (N .xP.)- T,

) Ar Ar
v

1+ 7

(D, —k-D;) A4
D, - P,

= (D, —k-D,) A= Dy (NpxP,) == Nr=




Macrohedging pe Futures

> T va Bpovpe Aoov to Ny yperdleton va yvopilovpe to Dy kot to Pr.

Edv yia 1o ocvykekpiuévo T-Bond givon : P = $97.000 ko D=9,5 ypodvia, toTE

[5-(0,9)-31$100ex.  $230.000.000
(9,5-$97.000  $921.500

» Eav 1o I1I oyedalel va mpookouicet Ti¢ 18-ypovec oporoyieg pe ¢ =10%, tote :

F= =249.,59 cvuPoraa.

P.=97 x 1,19 =$115,43 yia k60e oporoyia ovopactikng aciag $100.
Tote Np= 209,74 copporaio.

» Ac voBéoovpue 6Tt avti to Il va ypnoporomoet ta T-Bonds, ypnoiponoinoce ta. T-
Bill futures.

D =0,25 xou P =$970.000 => N = 948,45 couPoroia ovopaotikng  aéiog
$1 exar.



Microhedging with Futures

B. M£0o0ooc ne Baon tnv Tpéyovea Avoirktny ®@fon

» Ilpocdropilovue av 1 0o pag oty Tpéyovoa ayopd eivar long 1 short

1. Ilaipvouue tnv avtiBetn Béon otnv npobecuiokn

I'. M£0oooc IlpoBiswnc tnc Meirlovrikne Spot @fonc

vV V V

[IpocdiopiCovpe v Guvarrayn mov B KAvove 6TO TELOG TNG TEPLOJOV AVTIGTAOUIONG, 0ryopd 1) TOANON

1. Mg degdopévn v amdvinon omv 1 mpénel va kdvoope tnv avtifetn ocvvailayn kAeivovtog tnv
npoBeciokn pog 0¢on

2. Me dedopévn v amdvinon oty 2 avoiyovpe v npobecuiakn 0Eon kdvovtag Ty avtifetn cuvailoyn

amo TV 2.



Hedging 1-rate risk

» Avuiecrabuietinos Aoyog yia tqv Eovdetépwaen Metafolmv ota Emitokia
> A&ia avtiotabuiopévng 0éonc:
> V=S+VIN;
»  Oftovue TV emidpaocn TOV emtokiov ent ¢ Béomng, ion pe 10 uNdév (TpdT mopdywmyos g V ¢ Tpog 1 ion e
TO UNOEV):
» 0V /or=10
»  Abdvoope og tpog Ny ( ta 0 &xovv avtikataotadel pe A):

> Ny=-(AS/AD (Ay,/ Ay,)

> Ni=-(D,/Dp (S/1) (I+yp / (1+yy)



Example

[,TA.BLE 10.7 HEDGING A LONG POSITION IN A GOVERNMENT BEOND \I
b

=
Scenario: On February 25, a portfolio manager holds $§1 million face value of a government bond. the 11 7/8s, which mature in

about 25 years. The bond is currently priced at 101 and has a modified duration of 7.83. The manager will sell the bond on March
28 to generate cash to meet an obligation.

SPOT MARKET FUTURES MARKET

February 25 The current price of the bonds i1s 101. June T-bond futures is at 70 16/32.

WValue of position: $1,010,000. Price per contract: $70,500.

The short end of the term structure is flat, so this is the The futures price and the characteristics of the deliv-
forward price of the bonds in March. erable bond imply a modified duration of 7.20.

Appropriate number of contracts:
7.83 101 0,000
Ne = (?.20) ( 70,500
= —15.6

Sell 16 contracts

March 28 The bonds are sold at the current price of 95 22/32, June T-bond futures is at 66 23/32.
This is a price of $956.875 per bond. Price per contract: $66,718.75.
Value of position: $956,875. Buy 16 contracts

Amnalysis: When the $1 million face value bonds are sold on March 28, they are worth $956,875, a loss in value of
£1.010,000 956,875 = $53,125.
The profit on the futures transaction is
16(570,500) (sale price of futures)
—16(%66,718.75) (purchase price of futures)
$60,500 (profit on futures)

Thus, the hedge eliminated the entire loss in value and resulted in an overall gain in value of $60,500 — $53,125 — 87,375
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