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efficiency
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conditional equity premium, 267
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equality of forward and futures prices, 351-2,
359-60

exchange delivery settlement price (EDSP), 401,

405, 406, 422
FT-SE 100 index, 406
futures on swaps, 422-3
long gilt contract, 346
long-term interest rate (bond) futures, 404-6
margin accounts, 341, 354
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put-call parity relationship, 515
portfolio selection, 387-90
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futures markets
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arbitrage, 363
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cornering the market, 383
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market efficiency, 379
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theories of futures prices, 378-83

trading mechanisms, 343—4

warehouse receipt, 346
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gearing, 457
General Theory, The, see Keynes, J. M.
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gilt-edged securities (British government debt), 3,
38, 308, 311, 346, 355, 404
long gilt futures contract, 404
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perfect hedge strategies, 36871
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The, 24, 64, 69, 72, 75, 79, 107, 160, 177, 178, portfolio risks, 504-7
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noise traders, 45, 65, 235-7 option markets
normal backwardation, 324, 380-3 arbitrage, role of, 449-50
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asset-or-nothing options, 448 ordinary least squares (OLS), 203, 375
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Bermudan options, 447 orthogonality condition, 230
binary options, 448 orthogonality tests, 61, 230
call options, 283, 439-41, 510 over-the-counter, (OTC), contracts, 341, 422
cash-or-nothing options, 448 overpriced asset, 152
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Sharpe-Lintner model, 143, 201
short-sales, 13, 96, 120, 126, 225, 374
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SIMEX, 412
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small firm effect, 73
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spot contract, 337
spread betting, 397-8, 496
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state prices, 173
state-preference approach (portfolio selection), 85-90
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Stiemke’s theorem, 178
stochastic discount factor, 250, 256, 264, 331, 389
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stock market, 3
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stock price indexes, 24, 150
stock splits, 25, 76, 450
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Stockholm Stock Exchange, 41
stop-loss selling and buying, 508
storage (carrying) costs, 350, 378
storage, theories of, 351
straddles, 513
strangles, 513
strips, 513
style investing, 236
subjective discount factor, 252
Sumitomo (copper manipulation), 385
survivorship bias, 27
swap agreements
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commodity swaps, 421, 431 Toronto Stock Exchange, 38
comparative advantage, 424 trading mechanism, 34
credit default swaps, 421 trading pit, 39
credit risk, 429 transaction costs, 17, 261
currency (foreign exchange) swaps, 41819, transaction price, 36

426-8 transparency, 39
forward rate swaps, 420 Travelers Property Casuality (TPC), 26
funding risks, 429, 433 treasury bills, 4, 38, 285
futures on swaps, 422-3 futures contracts on, 400
intermediary, 419 Treasury Bond Futures contract, 404
market risk (basis risk), 429 tulipmania, 238
notional principal, 418 turn-of-the-year effect, 72
plain vanilla interest rate swaps, 419, 424-6, 431

risks, 429
roller-coaster swaps, 420
side payments, 419
swaptions, 423
total return swaps, 421
valuation, 429-31
zero-coupon swaps, 420
swap futures, see swap agreements

unconditional (ex post) equity premium, 267-9
uncovered interest parity, 355

underpriced asset, 152

uninformed investors, 45

US treasury bills and bonds, 38

utility function, 86, 89

Swapnote (Euronext.liffe), 422 Value and Capital, see Hicks, Sir John R.
swaptions, see swap agreements (Author Index)
synthetic futures contracts, 499 Value Line Composite Index, 28
synthetic put options, 510-12 value at risk (VaR), 506

variance bounds, 230
tailing the hedge, 369 vertical spreads, 513

VIRT-X, 45

target wealth objective, 260
tdtonnement process, 37

taxes, neutrality of, 145

technical analysis, see security analysis
term structure of interest rates

volatility in rate of return, 468

volatility of asset prices, 228-35

von Neumann—Morgenstern utility function, 92
iso-elastic, 94, 256

arbitrage, 326-8 quadratic, 110

expectations hypothesis, 317-22, 329-30

hedging pressure theory, 325-6 Wall Street Crash, 1929, 239
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liquidity preference theory, 322-5 weather and stock markets, 73

local expectations hypothesis, 319 weather futures, 393-6

preferred habitat theory, 325-6, 333 CME degree day index, 393

return to maturity (expecations hypothesis), 319 cooling degree day (CDD) index, 394
segmented markets hypothesis, 325 heating degree day (HDD) index, 394
unbiased expectations hypothesis, 320 week-of-the-month effect, 73

yield curve, 307-13 World Bank, 282

yield to maturity (expectations hypothesis), 320
terminal wealth, 85

theorems of the alternative, 177 yield, 8, 287, 291

yield curve, see term structure of

time .
decision period, 21 interest rates
horizon, 21
role of, 20 zero-beta portfolios, 157, 205, 207, 270
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