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Course Information 

We are aware some course exclusions on the Handbook may be different to the School website. 

We are in the process of updating this information. Meanwhile, students should be following the 

Handbook course information with the School website information as a supplement. 

Course Aims 

The course provides an overview of the most important classes of financial contracts that are 

traded either on exchanges or over the counter between financial institutions and their clients. In 

particular, options of European and American style, futures contracts and forward contracts are 

discussed. We introduce the basic ideas of arbitrage pricing within the set-up of a one-period 

model. In the next step, we analyse the valuation and hedging of European and American options 

and general contingent claims in the framework of the classic Cox-Ross-Rubinstein binomial 

model of the stock price. Finally, a general theory of arbitrage free discrete time models of spot 

and futures markets is presented. 

We prove the so-called Fundamental Theorems of Asset Pricing (FTAP) for a finite model of 

security markets. The first FTAP establishes the equivalence between the no-arbitrage property of 

a security market model and the existence of a martingale probability measure. The second FTAP 

shows that the model completeness can be characterised in terms of the uniqueness of a 

martingale probability measure. 

Course Description 

The course provides an overview of the most important classes of financial contracts that are 

traded either on exchanges of over-the counter between financial institutions and their clients. We 

discuss option of European and American style, futures contracts and forward contracts. The 

basic ideas of arbitrage pricing are studied in the framework of the classical Cox-Ross-Rubinstein 

binominal model of stock price. 

Subsequently, we analyse the valuation and hedging of European and American options and 

general contingent claims. We also prove the so-called fundamental theorems of asset pricing for 

finite models of security markets which furnish a theoretical underpinning of the modern theory of 

derivatives pricing in stochastic models of security markets. 

Assessment and Deadlines 

Assessment Week Weighting 

% 

Course Learning 

Outcome (CLO) 

Assignment 1: 
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Late Submission of Assessment Tasks 

A late penalty of 5% of the awarded mark will be applied per day or part day any assessment task 

is submitted more than 1 hour late. (Where "late" in this context means after any extensions 

granted for Special Consideration or Equitable Learning Provisions.) For example, an assessment 

task that was awarded 75% would be given 65% if it was 1-2 days late. Any assessment task 

submitted 7 or more days late will be given zero. 

Note that the penalty does not apply to 
¶ Assessment tasks worth less than 5% of the total course mark, e.g. weekly quizzes,

weekly class participation, or weekly homework tasks.

¶ Examinations and examination-style class tests

¶ Pass/Fail Assessments

Course Learning Outcomes (CLO) 

¶ Recognise which analysis procedure is appropriate for a given research problem.

¶ Apply probability theory and stochastic analysis to practical problems.

¶ Understand the usefulness of probability and stochastic analysis in 
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Suggested Textbooks 

¶ Steven E. Shreve: Stochastic Calculus for Finance I. The Binomial Asset
Pricing Model. Springer, 2004.

¶ Stanley R. Pliska: Introduction to 

https://moodle.telt.unsw.edu.au/
http://www.maths.unsw.edu.au/currentstudents/assessment-policies
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Academic Integrity and Plagiarism 

UNSW has an ongoing commitment to fostering a culture of learning informed by academic 

integrity. All UNSW 

https://student.unsw.edu.au/plagiarism
https://student.unsw.edu.au/aim
https://student.unsw.edu.au/aim
https://student.unsw.edu.au/plagiarism
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▪ better manage your time

▪ understand your rights and responsibilities as a student at UNSW

▪ be aware of plagiarism, copyright, UNSW Student Code of Conduct and Acceptable Use of

UNSW ICT Resources Policy

▪ be aware of the standards of behaviour expected of everyone in the UNSW community

▪ locate services and information about UNSW and UNSW Library

Some of these areas will be familiar to you, others will be new. Gaining a solid understanding of all 

the related aspects of ELISE will help you make the most of your studies at UNSW. 

The ELISE training webpages: 

https://subjectguides.library.unsw.edu.au/elise/aboutelise 

Equitable Learning Services (ELS) 

If you suffer from a chronic or ongoing illness that has, or is likely to, put you at a serious 

disadvantage, then you should contact the Equitable Learning Services (previously known as 

SEADU) who provide confidential support and advice. 

They assist students: 

¶ living with disabilities
¶ with long- or short-term health concerns and/or mental health issues
¶ who are primary carers
¶ from low SES backgrounds
¶ of diverse genders, sexes and sexualities
¶ from refugee and refugee-like backgrounds
¶ from rural and remote backgrounds
¶ who are the first in their family to undertake a bachelor-level degree.

Their web site is: https://student.unsw.edu.au/els/services 

https://subjectguides.library.unsw.edu.au/elise/aboutelise
https://student.unsw.edu.au/els/services
http://www.lc.unsw.edu.au/services-programs
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Applications for Special Consideration for Missed Assessment 

Please

https://student.unsw.edu.au/special-consideration
https://student.unsw.edu.au/exam-dates
mailto:specialconsideration@unsw.edu.au

