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INTERNATIONAL UNIVERSITY OF JAPAN 

Graduate School of International Management 
Academic Year: 2016/2017 

Term: Fall 

 

Course  
Course code 

FIN 4250 

Course title 

Derivatives Markets 

Name of Instructor Haruyoshi Ito Credits:  

Instructor’s contact 

Information 

Office# 

# 488 

Office Hours 

By appointment 

E-mail: 

haru0416@iuj.ac.jp 

Class Schedule  

Day / Time 

Thursday / 10:30-12:00, 13:00-14:30 

 

  
COURSE DESCRIPTION 

 
Course Description and Learning Objectives: 
 
         The main purpose of this course is to understand concepts, principles, and tools for the 
analysis and valuation of derivative securities such as Forwards, Futures, Swaps, and Options, 
which are being applied in modern corporate finance, investments, and risk management for 
financial institutions and enterprises. Students also will learn the application of these derivatives 
for financial and enterprise risk management and decision making. 
  
Career relevance: 
  
         The basic knowledge of derivatives is necessary to understand modern finance and 
corporate management in both financial and non-financial institutions. The knowledge would be 
useful for managers of financial product development, fund managers, and analysts in financial 
institutions. The knowledge would also be useful for financial officers and risk management 
officers in various enterprises. Application of derivatives such as real options is also useful for 
managers who are decision makers. You will find how the tools and concepts are useful more 
broadly in finance and corporate management. 
   
Course Context or Rationalization: 
                
         Knowledge and skills related to derivative securities would allow you to pursue many 
goals, which cannot be achieved only through the study of traditional securities, in investments, 
risk management, and management of corporations. In other words, you will extend your 
knowledge of corporate finance, investments, and portfolio management into the advanced 
stage. This course requires basic knowledge of traditional securities such as stocks and bonds, 
and corporate finance, although there is no specific prerequisite course. Additionally, the 
derivatives market aims to provide the basic knowledge and skills in order to understand Debt 
Security Market (FIN4300) and Risk Management (FIN4200). Securitization, which will be taught 
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in Debt Security Market, is a sophisticated type of derivatives. Also derivatives are widely used 
in order to achieve both financial and enterprise risk management. Understanding the pricing of 
derivatives also helps to understand the insurance pricing.  
 
Delivery methods: 
          
         Course materials consist of cases, book chapters, various articles, exercise problem sets 
homework assignments, and a final examination at the end of the term. The final is a take-home 
examination. Most course works are quantitative. The level of students understanding will be 
checked by means of case analysis, assignments, and scheduled presentations throughout the 
term. Full preparation and attendance are both required for all of the scheduled sessions in this 
course. All students are expected to be actively involved in class discussion, especially, in case 
discussion. 
 
Assessment: 
 
1. Case Analysis/ Write-ups (Team/Group)    25% 
2. Short Case Presentations (Team/Group)    25% 
3. Participation/ Active Involvement in Discussion (Individual) 25% 
4. Final Examination (Case, Take-home, Individual)   25% 
 
         Students are asked to form teams which have 2-3 students. Each team will be asked to 
present two cases and turn in a write-up for the cases they present. You have to choose one 
case from Case 1, 3, 5, 7, and 9 and another one from Case 2, 4, 6, 8, and 10. You can choose 
any one of the cases you do not present. All teams must fully solve and be ready to discuss 
each case. I will call on and ask questions to teams not presenting a particular case and the 
response given will affect that individual’s “Participation/ Active Involvement in Discussion” 
grade, which is 25% of the total grade. 
 
Prerequisite: NA 
 
Textbook(s) Required:  

Hull, John. C., Options, Futures, and Other Derivatives, 8th Global Edition, 
Pearson (Prentice Hall), 2011. ISBN 9780273759072 

 
Reference books/Journal Articles:  
McDonald, Robert L., Derivatives Markets, 3rd edition, Pearson (Addison 
Wesley), 2012. ISBN 978-0321543080.   
 

Class Outline Session Theme/Case Readings/Study questions 
1 Course 

Overview 
Introduction to 
derivatives 
markets 

1) Introduction 
(To understand the types and concepts of 

derivatives) 

Hull (Chapter 1) 

 

2 Futures Markets 2) Mechanics of Futures Markets 
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I 
 

Hull (Chapter 2) 
Assignment: Analyze Case 1  

3 Case 1: Foreign 
Exchange 
Markets and 
Transactions 
(Tentative)  

Learning Objective: 
To understand 
1. the basics of exchange rate transactions 
2. how forwards/futures contracts work and why 
firms are motivated to use them 
3. how exchange rates are determined 
following economic theory 

4 Futures Markets 
II 

3) Hedging Strategies Using Futures 
Hull (Chapter 3) 
4) Determination of Forward and Futures 
Prices 
Hull (Chapter 5) 
Assignment: Analyze Case 2 

5 Case 2: Betting 
on Gold Using a 
Future-Based 
Gold ETF 
(Darden) 
(Tentative) 

Learning Objective: 
To understand 
1. technical terms for typical futures contracts 
2. common uses of financial futures 
3. futures pricing mechanisms 
4. issues related to implementing futures for 
speculation and arbitrage trades 

6 Interest Rate I 
 
 
 
 
Swaps 

5) Interest Rates (Types of rate: spot rates, 
forward rates) 
Hull (Chapter 4) 
6) Interest Rate Futures 
Hull (Chapter 6) 
7) Swaps 
Hull (Chapter 7) 
Assignment: Analyze Case 3 

7 Case 3: 
Carrefour S.A.  
(Tentative) 

Learning Objective:  
To Understand 
1. interest-rate parity 
2. cost of bond alternatives depending on the 
currency issued  
3. how to use forward rate to evaluate the cost 
of borrowing in Swiss francs 

8 Interest Rate II 8) Interest Rate Derivatives (swaps, bond 
options, caps, floors, collars, and 
swaptions) 
Hull (Chapter 7, 28) 
Assignment: Analyze Case 4 
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9 Case 4: Interest 
Rate Derivatives 
(HBS Case)  
(Tentative) 

Learning Objective: 
To understand 
1. there are variety of interest rate derivatives 
2. how to evaluate the various debt financing 
strategies 
3. how to earn arbitrate profit using various 
financial derivatives. 

10 Options I: 
Basics of 
Options 

9) Mechanics of Options Markets 
Hull (Chapter 9) 
10) Properties of Stock Options 
Hull (Chapter 10) 
11) Trading Strategies Involving Options 
Hull (Chapter 11) 
Assignment: Analyze Case 5 

11 Case 5: Ito’s 
Delight (Darden 
Case) (Tentative) 

Learning Objective: 
To understand 
1. call and put option contracts 
2. the key factors determining option prices 
3. the intrinsic and time value of options 
4. the pricing concept of options using data 
from Wall Street Journal 

12 Options II: 
Pricing 
Practices of 
Options 

12) Binomial Trees 
Hull (Chapter 12) 
13) The Black-Sholes-Merton Model (BSM 
model) 
Hull (Chapter 14) 
Assignment: Analyze Case 6 

13 Case 6: Note on 
Option Pricing 
(HBS Case) 
(Tentative) 

Learning Objective: 
To understand 
1. how to capture the arbitrage opportunity via 
binomial option pricing model 
2. the assumption underlying BSM model 
3. the difference between pricing stock options 
and debt options. 

14 Options III: 
Advanced 
Topics in 
Options 

14) Employee Stock Options 
Hull (Chapter 15) 
15) Options on Stock indices and 
Currencies 
Hull (Chapter 16) 
*Excluding “Real Options” from derivatives 
class 
Assignment: Analyze Case 7 
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15 Case 7: Ito’s 
Dilemma (Darden 
Case) (Tentative) 

Learning Objective: 
To understand 
1. how to price call and put options using BSM 
model 
2. input parameters of BSM model and the 
impact on pricing 
3. to estimate the historical and implied 
volatility. 

16 Basic Numerical 
Procedures 
 
 
 
 
Measure 
Transformation 
(Esscher and 
Wang 
Transforms) 

16) Basic Numerical Procedures (basics of 
Monte Carlo Simulation and its programming by 
R) 
(Please bring your laptop computer for this 
class) 
Hull (Chapter 20) 
17) Valuation under incompleteness 
Optional Reading: 
Wang, Shaun S., 2000, A Class of Distortion 

Operators Pricing Financial and Insurance 

Risks, Journal of Risk and Insurance, Vol. 67, 

No. 1, 15-36. 

Gerber, Hans U. and Elias S.W. Shiu, 1994, 
Option pricing by Esscher transforms, 
Transactions of the Society of Actuaries, 46, 
99-191. 
Assignment: Analyze Case 8 

17 Case 8: Saizeriya 
and the Use of 
Foreign Currency 
Coupon Swaps: 
Was This For 
Hedging or 
Speculation?   

Learning Objective: 
To understand 
1. critical thinking skills that managers should 
possess in order to make important decision 
regarding to hedging using derivatives 
2. sensitivity analysis in order to examine the 
risk exposure of the firm to foreign currency 
3. risks of hedging contracts 
Optional question 
4. evaluate the swap contract in the case using 
Monte Carlo Simulation 

18 Advanced 
Topics in 
Derivatives 
Markets 

18) Application of Derivatives (Securitization, 
energy and commodity derivatives, weather 
derivatives, credit derivatives, exotic options, 
lessons from the previous experiences, and 
derivatives in developing countries) 
Required Reading: 
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Hull (Chapter 8, 33, 35, and 36) 
Optional Reading:  
Hull (Chapter 23, 24, 25) 
Assignment Analyze Case 9 & 10 

19 Case 9: Enron 
Corporation’s 
Weather 
Derivatives (A) & 
(B) (Darden 
Case) (Tentative) 

Learning Objective: 
To understand 
1. how to use weather derivatives to mitigate 
the risks 
2. how to evaluate derivatives when BSM 
model cannot be applied 
3. how to use simulation to evaluate the 
derivatives 
4. the perspectives of managers in risk 
management practices 

20 Case 10: Nodal 
Logistics and 
Custo Brazil 
(Tentative) 
 
 
 
 
 
 
Leeway 

Learning Objective: 
To understand 
1. factors of concern when doing business with 
companies in developing countries 
2. basics of securitization, real estate 
investment trusts (REITs) 
3. how to choose the best hedging practices 
from several alternatives such as forwards, 
options, and swaps by quantitative analysis. 
  
1. contents not covered in previous classes 
2. topics students are interested in 

Others (if any) Case 11: Hedging Currency Risks at AIFS (HBS Case) (Tentative) 
To understand  
1. how to identify the source of exposure 
2. how to use forwards/options in hedging foreign exchange exposure 
3. how to evaluate hedging strategy 

 


