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Goals and Objectives
(1) Describe the nature and sources of “balance sheet risks” risks and define and explain long and short exposure to price, asset value or interest rate, and exchange rate changes

(2) Define and compare options, futures and forward contracts in terms of their payoffs and other characteristics and how they can be used to hedge specific price or rate risks

(3) Describe how hedges against price and other risks work, explaining in detail the relation between long or short exposure and the price variation in derivative contracts used in hedging strategies

(4) Discuss, analyze, and contrast the use of various derivative contracts (options, futures and forwards) in the management of price, exchange rate, and interest-rate risks

Readings for next Week

Text, Chapter 25, §4-7

Two New York Times articles on Long Term Capital Management (in HTML format)

Important Vocabulary List from Class 

ASSET-LIABILITY RISK, BALANCE SHEET RISK, CASH-FLOW RISK

RISK EXPOSURE, LONG EXPOSURE, SHORT EXPORUSE

MACRO- VERSUS MICRO-RISKS

RISK MEASUREMENT, DURATION, FACTOR RISK MEASURES

HEDGING RISK, BALANCE SHEET HEDGES, OFF-BALANCE SHEET HEDGES

DERIVATIVE CONTRACTS

FUTURES VERSUS FORWARD CONTRACTS

OPTIONS

CAPS, FLOORS, COLLARS

SWAPS

Suggested Wall Street Journal (WSJ) or other Articles

Continuing Stories (Multiple articles) 

Carl Icahn’s involvement in Time-Warner (several stories this week)

General Motors restructuring and pressure from Kerkorian (e.g. Wedneday’s major story A1)

Mittal’s effort to 
acquire Arcelor Steel

Stories last week

February 4-5, 2006
“Dissecting Hedge-Fund Secrets” (B5) – Good discussion of hedge-fund reporting and registration requirements and what you can learn about their activities (not much)

February 7, 2006
“Tech Titans Turn To Debt for Deals” (C1) – Considerations relevant for Continental Carriers case applicable in this story

February 8, 2006
“Pfizer May Sell Consumer-Products Division” (A3) – Example of spin-off as discussed two weeks ago

February 9, 2006
“Korean Investors Fight Back” (C5) – Great example of fight for corporate control and another example of Icahn’s activity around the globe

