
Course Outline: Valuation of Derivatives

Richard C. Stapleton
University of Manchester, UK

March 3, 2009



This course covers the valuation of derivatives within a complete markets model, using
preference restrictions. It is based on several chapters from Poon and Stapleton, Asset
pricing in discrete time: a complete markets approach. Each topic will be covered in a
3-hour lecture/discussion session. This course will provide 6 ECTS credits.

The course takes place over the weeking beginning the 20th of April. Morning sessions will
be based on lectures/discussion. Afternoon sessions are based on students solving problems.
There will be a �nal 3 hour exam that takes place under normal exam conditions.

Nordic Finance Network (NFN) will provide travel grants for a limited number of Nordic and
Baltic doctoral students in �nance coming from outside of Norway in order to participate
in this course. Please apply for travel grant from the NFN webpage.

Learning outcomes:

1. To appreciate how the shape of the pricing kernel a�ects the pricing of options

2. To understand the utility theoretic determinants of the pricing kernel

3. To derive the Black model in a single-period economy

4. To appreciate the limitations of the Black model and derive extensions, including
option bounds

5. To derive the Black model in a single-period economy

6. To understand the di�erence between futures and forward prices

Lecture Outline

1. The complete markets model: Valuation of options

Reading: Poon and Stapleton, ch 3, Option Pricing in a single-period model.

Huang and Litzenberger, ch 6, Valuation of Complex Securities and Options with
Preference Restrictions

Cochrane, ch 3, Option Pricing

2. Utility theory and the pricing kernel

Poon and Stapleton, ch 2

Eekhoudt, Gollier and Schlesinger, Economic and Financial Decisions Under Risk,
Princeton UP, 2005
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3. Extensions to Black-Scholes

Poon and Stapleton, ch 4, Valuation of contingent claims: extensions

Cochrane, ch 18, Option Pricing without perfect replication

4. Conditions for the Black model and the pricing of Interest-Rate Options

Franke, Huang and Stapleton, `A two-dimensional risk-neutral valuation relationship
for the valuation of options' Review of Derivatives Research, (2007)

5. Futures prices in the multi-period model

Poon and Stapleton, ch 5, 6

Cox, Ingersoll and Ross, `The relationship between forward and futures prices', JFE
(1981)

Textbooks

1. S. H. Poon and R. C. Stapleton, `Asset pricing in discrete time: a complete markets
approach', Oxford U. P. , 2005

2. C. Huang and R. Litzenberger, `Foundations of Financial Economics', North-Holland,
1988

3. J. Cochrane, `Asset Pricing', Princeton U. P., 2001
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