David Youngberg

Econ 310 

Homework 3
Please answer all the following on a typed, stapled separate sheet of paper. Make sure that you justify your answers and use your own words.
1. Briefly describe the four combinations of options we discussed in class. Be sure to explain how each position makes money and what the investor taking that position predicts about the state of the asset in the future.
2. Using the information below, illustrate a short strip. Be sure to indicate the break even point(s) and the profit (or loss) ceiling (or floor).
	5,000 Troy Ounces of Gold

	Strike Price
	Call (June)
	Put (June)

	950.00
	20.40
	15.12


3. Suppose Irwin the Investor checks on the price of options one day and notices the information below. For half a moment he’s very excited and then suddenly realizes something and calls in his son, Herbert the Hacker. He then has a long talk with him at the end of which Herbert admits he hacked his way onto Irwin’s computer and put false information on. How did Irwin know the data were faked?
	1,000 Barrels of Light Sweet Crude (Oil)

	Strike Price
	Call (June)

	120
	5.25

	130
	10.40

	140
	15.55


4. What is noise (as described by Black, 1986)? Describe an incident where you acted based on some noise you received. What is it about noise that makes it understandable that you acted this way when you got the noise?
5. Suppose the government decided to fund the recent economic stimulus package by printing money. Assuming economic growth remains the same, what would happen? Describe an advantage and a disadvantage of this consequence.
