




•



•

•

•

•



•

⚬

⚬

⚬





•

⚬



•

⚬

•

⚬
⚬
⚬





•



•

•



•

•



•



•



•





•

•

⚬



•

•

⚬



•

•

• A risk premium that varies with systematic risk.

Expected return 
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The equation for the expected return on an investment (Eq. 6.1):
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E[Ri] = rf+ βi(E[RMkt] – rf)

• If the stock underperforms the CAPM, it is overvalued. 
• If the stock outperforms the CAPM, it is undervalued
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If one believes that the stock price of XYZ will experience a significant appreciation from 
today to three months, two alternatives are presented:

1.Buying the stock today for 45 euros.
2.Purchasing a futures contract on the said stock with a three-month maturity, for 
which they will have to pay 45.28 euros on the maturity date.





XYZ price on 
expiration day

Futures contract
price Gain/loss

41,28 45,28 -4
42,28 45,28 -3
43,28 45,28 -2
44,28 45,28 -1
45,28 45,28 0
46,28 45,28 1
47,28 45,28 2
48,28 45,28 3
49,28 45,28 4





Conceptually, an option is similar to the operation of paying a travel agency for a deposit or 
reservation for a cruise that you want to take next summer. With the down payment, you 
reserve the right to purchase the cruise at a certain price, at a future date. On that date, the 
travel agency has the obligation to sell you the cruise at the agreed price. But if you change your 
mind, you do not have the obligation to pay the rest of the amount; you just lose the signal
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Quote of 
XYZ at the 
expiration 
date

Exercise of the
option

Operation
result

3,5 No -0,5
4 No -0,5

4,5 No -0,5
5 No -0,5

5,5 Indifferent -0,5
6 Yes 0

6,5 Yes 0,5
7 Yes 1

7,5 Yes 1,5
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Option-Dojo - Options Basics and Trading Lessons (C) 2015

http://www.option-dojo.com/en/


In a put or put option, the buyer has the right, but not the obligation, to sell the 
underlying at a fixed price on the expiration date. The put seller assumes that 
obligation. The purchase of a put option is justified when the investor has bearish 
expectations.

If the price of the underlying decreases, you will want to exercise the option and sell at 
the strike price, which is higher. Otherwise, he will not exercise it and will lose the 
premium.
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Quote of XYZ 
at the 
expiration 
date

Exercise of the 
option

Operation 
result

3,5 Yes 1
4 Yes 0,5

4,5 Yes 0
5 Indifferent -0,5

5,5 No -0,5
6 No -0,5

6,5 No -0,5
7 No -0,5

7,5 No -0,5



Option-Dojo - Options Basics and Trading Lessons (C) 2015

http://www.option-dojo.com/en/


There are two types of options: European and American.
In a European option, the right (to buy or sell) can only be exercised on the 
expiration date. (For the purposes of our class exercises, we will assume they 
are European options).
In an American option, the right (to buy or sell) can be exercised at any time 
from the purchase of the option until the expiration date.



Futures and options are organized financial products traded on stock exchanges. 
This means that transactions occur according to the rules and procedures established 
by a stock exchange.
These derivatives are traded on the Spanish Official Futures and Options Market 
(MEFF). This entity is responsible for regulating, controlling, and supervising these 
financial assets.

MEFF is part of the Bolsas y Mercados Españoles (BME) group, which operates all stock 
markets and financial systems in Spain.

Similar markets exist in other countries as well.





Additionally, there are over-the-counter (OTC) markets where financial assets are 
traded directly between two parties, outside the regulation of a centralized stock 
market.
These OTC financial transactions are carried out by specialized brokers and 
investment banks (hedge funds).
Some OTC derivatives include CFDs (Contracts for Difference), forwards, Forex, 
swaps, and cryptocurrencies.
CFDs (Contracts for Difference) involve the investor not owning the underlying 
asset (stock, index, commodities, etc.), and what is exchanged is the price 
difference between the quoted price of the underlying asset and the derivative. 
For example, if one buys an OTC future (called forward) on a stock, the buyer will 
receive the difference between the stock's quoted price and the value of the 
future, but not the stock itself.



Swaps:
Swaps are contracts between two parties agreeing to exchange an agreed-upon amount of money. 
They typically reference interest rates and are set for a future date. Interest rate swaps are among the 
most popular, involving exchanges of fixed-rate interest payments for variable-rate interest payments.

Forwards:
Forwards are contracts between two parties to buy or sell specific financial derivatives, underlying 
assets, at a specific price on a future date. Similar to a futures contract.

FOREX:
The foreign exchange market (also known as Forex or FX) is a global and decentralized market where 
currencies are traded. This market was created to facilitate the monetary flow resulting from 
international trade. The daily trading volume moves around five trillion dollars, trading in one day 
what Wall Street can move in a month. (Source: Eleconomista)
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Short Selling:

Short selling, also known as "going short" or simply "shorting," is an investment 
strategy in which an investor sells a financial asset (such as stocks) that they do 
not own at the moment, with the intention of buying it back later at a lower 
price. In other words, the investor is betting that the price of the asset will 
decrease in the future.



Short Selling:

The process generally works as follows:
1.The investor borrows the financial asset they plan to sell short, typically through 
an intermediary such as a broker.
2.The investor immediately sells the asset in the market, obtaining the proceeds 
from the sale.
3.At a later date, the investor buys the same asset in the market at a (hopefully) 
lower price.
4.Finally, the investor returns the borrowed asset to the original lender.



Short Selling:
The investor's profit or loss is determined by the difference between the initial 
selling price and the subsequent buying price, after accounting for any costs 
associated with the transaction. Short selling is a risky strategy because, in 
theory, losses can be unlimited if the price of the asset rises significantly instead 
of decreasing.
This practice is commonly used in financial markets to take advantage of bearish 
opportunities or to hedge risks in a portfolio. However, it is important to note 
that short selling can be complicated and is subject to regulations and restrictions 
in many markets.


