DERIVATIVES HOMEWORK ASSIGNMENT

Make believe there is a house you like and that the price today is $100,000 but you do not want to buy it today, you want to wait one year. However, you want to hedge your decision.

ASSUME: The price of both a call and a put is $10,000

ASSUME: the put or the call will each expire in 1-year

Scenario 1: the price of the house goes down to $50,000 in one year

Scenario 2: the price of the house goes up to $150,000 in one year
What happens?

	EVENT
	Price of the house goes to $50,000
	Price of the house goes to $150,000
	How much could you 
make or lose?

	Buy a call
	What do you do?
	What do you do?
	Actual $

	Buy a put
	What do you do?
	What do you do?
	Actual $

	Sell a call
	What do you do?
	What do you do?
	Actual $

	Sell a put
	What do you do?
	What do you do?
	Actual $


