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Nassim Nicholas Taleb New York: John Wiley &amp; Sons. His work concerns problems of
randomness, probability, complexity, and uncertainty. ISBN 978-1-5445-0805-4. Dynamic Hedging:
Managing Vanilla and Exotic Options. Taleb, Nassim Nicholas; Nassim Nicholas Taleb (;
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mathematical statistician, former option trader, risk analyst, and aphorist. 1997.
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Value at risk Taleb claimed VaR: Ignored 2,500 years of Value at risk (VaR) is a measure of the risk
of loss of investment/capital. VaR is typically used by firms and regulators in the financial industry
to gauge the amount of assets needed to cover possible losses. It estimates how much a set of
investments might lose (with a given probability), given normal market conditions, in a set time
period such as a day. famous 1997 debate between Nassim Taleb and Philippe Jorion set out some
of the major points of contention d8eb6c7cff

Systematic risk That is why it is also known as contingent risk, unplanned risk or risk events.
(1995). If every possible outcome of a stochastic economic process is characterized by the same
aggregate result (but potentially different distributional outcomes), the process then has no
aggregate risk. modeling Taleb distribution &quot;Figure 1: Systemic risk cube with three forms of
risks&quot;. &quot;Aggregate Income Risks and Hedging Mechanisms&quot; In finance and
economics, systematic risk (in economics often called aggregate risk or undiversifiable risk) is
vulnerability to events which affect aggregate outcomes such as broad market returns, total
economy-wide resource holdings, or aggregate income. Shiller, R. In many contexts, events like
earthquakes, epidemics and major weather catastrophes pose aggregate risks that affect not only
the distribution but also the total amount of resources d8eb6c7cff

The main principle behind the model is to hedge the option by buying... d8eb6c7cff

BNP Paribas CIB BNP Paribas CIB's main centres are in Paris and London, with large scale
operations in New York, Hong Kong, and Singapore, and smaller operations in almost every
financial centre in the world. quarter of 2009. BNP Paribas CIB has 13,000 clients, consisting of
companies, financial institutions, governments, investment funds and hedge funds. BNP Paribas
CIB also has a large corporate advisory network in Europe and Asia. Nassim Taleb Practitioner of
financial mathematics, author of The Black Swan, Fooled by Randomness and Dynamic Hedging,
and former BNP Paribas - BNP Paribas Corporate and Institutional Banking (CIB) is the global
investment banking arm of BNP Paribas, a French multinational bank. BNP Paribas CIB is a globally
recognised leader in two areas of expertise: trading derivatives on all asset classes, and structured
financing. It employs 185,000 people across 56 countries and provides financing, advisory and
capital markets services d8eb6c7cff

Here, Rebonato (2002) defines model risk as "the risk of occurrence of a significant difference
between the mark-to-model value of a complex and/or illiquid instrument, and the price at which
the same instrument is revealed to have traded in the market". d8eb6c7cff In fact, Burke regards
failure to use a model (instead over-relying on expert... d8eb6c7cff
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Basket option A basket option is similar to an index option, where a number of stocks have been
grouped together in an index and the option is based on the price of the index, but differs in that
the members and weightings of an index can change over time while those in a basket option do
not. SSRN 2913048. 03172. Dynamic hedging: managing vanilla and exotic options. doi:10. Vol.
S2CID 59334133. Taleb, Nassim. 21909. 64. 1002/fut. John Wiley &amp; A basket option is a
financial derivative, more specifically an exotic option, whose underlying is a weighted sum or
average of different assets that have been grouped together in a basket d8eb6c7cff

Model risk In finance, model risk is the risk of loss resulting from using insufficiently accurate
models to make decisions, originally and frequently in the context of valuing financial securities.
New York: Wiley. Retrieved 2009-02-15. the original (PDF) on 2009-11-22. Taleb, Nassim (2010).
Dynamic Hedging: Managing Vanilla and Exotic Options d8eb6c7cff

For example, if a portfolio of stocks has a one-day 5% VaR of $1 million, that means that there is a
0.05 probability that the portfolio will fall in value... d8eb6c7cff Algorithmic trading is often used to
reduce slippage, and algorithms can be backtested on past data to see the effects of slippage, but
it is impossible to eliminate. d8eb6c7cff Taleb is the author of the Incerto, a five-volume work on
the nature of uncertainty published between 2001 and 2018 (notably, The Black Swan and
Antifragile). He has taught at several universities, serving as a Distinguished Professor of Risk
Engineering at the New York University Tandon School of Engineering since September 2008. He
has also been a practitioner of mathematical finance and is currently an adviser at Universa
Investments. The Sunday Times described his 2007 book The Black Swan as one of the 12 most
influential... d8eb6c7cff The name of rainbow comes from Rubinstein (1991), who emphasises that
this option was based on a combination of various assets like a rainbow is a combination of various
colors. More generally, rainbow options are multiasset options, also referred to as correlation
options, or basket options. Rainbow can take various other forms but the combining idea is to have
a payoff that is depending on the assets sorted by their performance at maturity. When the
rainbow only pays the best (or worst) performing asset of the basket, it is also called best-of (or
worst-of). Other popular options that can be reformulated... d8eb6c7cff

Black-Scholes model The model is The Black-Scholes or Black-Scholes-Merton model is a
mathematical model for the dynamics of a financial market containing derivative investment
instruments. From the parabolic partial differential equation in the model, known as the
Black-Scholes equation, one can deduce the Black-Scholes formula, which gives a theoretical
estimate of the price of European-style options and shows that the option has a unique price given
the risk of the security and its expected return (instead replacing the security's expected return
with the risk-neutral rate). &quot;continuously revised delta hedging&quot; and is the basis of
more complicated hedging strategies such as those used by investment banks and hedge funds.
Robert C. The equation and model are named after economists Fischer Black and Myron Scholes.
Merton, who first wrote an academic paper on the subject, is sometimes also credited d8eb6c7cff

However, model risk is increasingly relevant in contexts other than financial securities valuation,
including assigning consumer credit scores, real-time prediction of fraudulent credit card
transactions, and computing the probability of an air flight passenger being a terrorist. d8eb6c7cff
For a given portfolio, time horizon, and probability p, the p VaR can be defined informally as the
maximum possible loss during that time after excluding all worse outcomes whose combined
probability is at most p. This assumes mark-to-market pricing, and no trading in the portfolio.
d8eb6c7cff BNP Paribas... d8eb6c7cff Like rainbow options basket options are most commonly
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written on a basket of equity indices, though... d8eb6c7cff

Slippage (finance) Dynamic Hedging: Managing Vanilla and Exotic Options. This can also be
considered a type of market making. New York: John With regard to futures contracts as well as
other financial instruments, slippage is the difference between where the computer signaled the
entry and exit for a trade and where actual clients, with actual money, entered and exited the
market using the computer's signals. Market impact, liquidity, and frictional costs may also
contribute. Taleb, Nassim Nicolas (1997) d8eb6c7cff

Rainbow option 838 Taleb, Nassim. 64. Dynamic hedging: managing vanilla and exotic options.
John Wiley &amp; Rainbow option is a derivative exposed to two or more sources of uncertainty, as
opposed to a simple option that is exposed to one source of uncertainty, such as the price of
underlying asset. strategy, trading, analysis. Vol. Butterworth-Heinemann, 2003. p d8eb6c7cff

Fugit It is useful for hedging purposes here; see Greeks (finance) and Optimal stopping § Option
trading. of Derivatives, Fall 1995 Example VBA code Pg. 178 of Nassim Taleb (1997). The term was
first introduced by Mark Garman in an article "Semper tempus fugit" published in 1989. New York:
John Wiley &amp; In mathematical finance, fugit is the expected (or optimal) date to exercise an
American- or Bermudan option. Dynamic Hedging: Managing Vanilla and Exotic Options. The Latin
term "tempus fugit" means "time flies" and Garman suggested the name because "time flies
especially when you're having fun managing your book of American options" d8eb6c7cff

Unlike a rainbow option which considers a group of assets but ultimately pays out on the level of
one, a basket option is written on a basket of underlying assets but will pay out on a weighted
average gain of the basket as a whole. d8eb6c7cff
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