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Goals and Objectives


(1)  Define interest rate risk in terms of exposure of a balance sheet to changes in the components of interest rates


(2) Describe and discuss the implementation of the use of hedging interest rate risk on the balance sheet


(3) Describe and illustrate how interest-rate swaps change the duration of financial assets or liabilities and can be used to hedge interest-rate risk


(4) Define and illustrate long and short exposure to interest rate risk and other risks, such as commodity price risk


(5) Contrast futures and forward markets and exchange-traded versus over-the-counter trading in futures, forwards, and options contracts


(6) Define the terms used and be able to  interpret entries in the Wall Street Journal financial futures tables and apply the terms quoted in the tables to a financial hedging situation


(7) Define the terms used and interpret entries in Wall Street Journal financial futures options tables and apply these concepts to a financial hedging situation and compare and contrast the use of options to the use of futures or forwards in hedging

Important Vocabulary List from Class 

BALANCE SHEET RISK, ON- AND OFF-BALANCE RISK MANAGEMENT TECHNIQUES

SWAP COUNTERPARTIES, RECEIVE FIXED, RECEIVE VARIABLE

FUTURES AND FORWARD CONTRACTS

CONTRACT SPECIFICATIONS

PUT AND CALL OPTIONS

STRIKE PRICE, CONVERSION VALUE, IN-THE-MONEY, OUT-OF-THE-MONEY

FLOORS, CAPS, COLLARS

Suggested Wall Street Journal or other Articles

TO BE DISTRIBUTED NEXT WEEK.

