
UNIVERSITY OF SOUTHERN CALIFORNIA 



Marshall School of Business Spring 2010 

FBE 599 
   Hedge Funds 
Hours: T/TH: 2:00-3:20pm  JKP 212 

Instructor: Mick Swartz

ACC 301b 

Ph: 740-6527 

 Email: mick.swartz@marshall.usc.edu 

Class Hours: Tuesdays/Thursdays  2:00-3:20; 
Office Hours: after class, or 

by appointment (NOTE: this schedule is up to 4/22; 

after that, only by appointment). 

Course Objective: This course intends to be an introduction to 

Hedge funds. The goal is to provide a complete overview 

of the main characteristics of hedge funds including their economic function, strategies employed, due diligence issues, abnormal return characteristics, risk profiles and types of risks managed. The perspective will be from a financial institution’s perspective (i.e. pension funds, insurance companies, etc) and from the viewpoint of wealthy domestic and foreign investors. The 

emphasis of the course will be on conceptual issues 

as opposed to the institutional aspects (although the 

basic institutional aspects will be covered). It is assumed students have a basic understanding of statistics and calculus.  

Grading: The grade will be based on class participation, two  

midterm exams, a project/presentation. 

 Midterm One: 33% 

 Midterm Two: 33% 

 Written Group Project: 23%

 Group Presentation: 11%

  Problems will be assigned on a regular basis and 

discussed in class (at least the most representative) 

but not collected. However, class participation will 

also include solving problems and involvement of class discussions. Exams will include readings provided that may not necessarily be covered in class. It is assumed students (on their own) can read some chapters and retain knowledge such as definitions, basic concepts, major differences between funds and ideas, etc. 
Exam Dates:

Midterm One: February 25th 

Midterm Two: April 22nd
Project Due: April 27th

Presentations: April 27th or April 29th, depending on group signup.

The Project is a 10 page paper discussing the profitability of a specific type of hedge fund. The paper should be very detailed and describe the risks, returns (if available) for a class of funds, opportunities available in the specific type fund that are not available in other investments, other opportunities available and where the fund fits into the risk/reward profile of investments. The student should try to interview a hedge fund manager for their project. 
Grade Announcements: One week after the midterm is returned, grades will be posted. Three working days (72 hours) after the 

grades are posted, the posted grades become final 

and no claims on them will be considered. 

Supplementary Text: Hull, Options, Futures and Other Derivatives, 7th or most recent edition, 

Prentice Hall. 

Recommended Readings: Wall Street Journal. 

http://www.cboe.com 

Additional Books: Cox and Rubinstein, Options Markets, Prentice 

Hall. 

Jarrow and Turnbull, Derivative Securities, 2e, 

South-Western. 

McDonald, Derivatives Markets, Addison-Wesley. 

Siegel and Siegel, The Futures Markets: Arbitrage, 

Risk Management and Portfolio Strategies, Probus 

Each lecture represents half a class period. 

COURSE OUTLINE (TENTATIVE) 

INTRODUCTION 
N represents notes 
Week One

Lecture 1 and 2: Introduction. 

 · Course overview. 

 · Traditional Investment Theory and Practice


Stocks, bonds, mutual funds, ETFs 

 · Alternative Investments – Hedge Funds, Private Equity, Distressed. 

 . Characteristics of Traditional versus Alternative Investments.
 . Graph of risk/reward profiles and market niche for hedge funds. 
 ·N: Chapter 1. 

Week Two

Lecture 3-4: Markets, Inefficiency and Abnormal Returns. 

 · Economic Function and Risk and Return. 

 · Size of the Inefficiency and size of funds. 

 · Price boundaries. 

 · N: 2. 

Week Three

Lecture 5-6: Trading Strategies. 

 · Option Strategies. 

 · Spreads. 

 · Combinations.
 . Futures Strategies

 . Speculation and Hedging 

 · H: 3 and 4. 

Week Four

Lecture 7-8: Binomial Pricing Model and Black-Scholes Model. 

 · Single-period. 

 · Multi-period. 

 · Pricing of American options. 

 · N: 5, 6. 

Week Five

Lecture 9-10: Relative Value Funds. 

 · Merger Arbitrage Funds. 

 · Convertible Arbitrage Funds. 

 · Fixed Income Funds. 
 . Market Neutral Funds.

 . Competitive Advantages. 

 . Compare and contrast with Long Only Funds. 
 · N: 7-10. 

Week Six

Lecture 11-12: Long/Short Funds. 

 · Futures strategies. 

 · Managed Futures Funds. 

 · Commodity Pools.
 . Competitive Advantages and how to maintain advantages. 

 · N: 11-13. 

Week Seven

Lecture 13: Fund of Funds – Risk/Reward profiles. 

 · Diversification 

 · Fees 

 · Opportunities and commitments.

 . Competitive Advantages.  

 · N: 14. 

Week Eight

Lecture 14: Midterm October 12
Week Nine

Lecture 15: Global/Macro Funds. 

 · Markets - Geographic.
 · Size of funds and need to look for many markets. 

 · Strategies and forecasting. 
 . Competitive Advantages. 
 · H: 15, 18. 

Lecture 16: Short Only Funds. 

 · Estimating volatilities 

 · Numerical valuation methods 

 · Quasi-analytic valuations 

 · H: 16-17, 19. 

Week Ten

Lecture 17-18: Options on dividend-paying underlying. 

 · Dividend-paying stock 

 · Options on Stock Indices 

 · Currency options 

 · H: 14. 

Week Eleven 

Lecture 19: Exotic Options. 

 · Compound options 

 · Barrier options 

 · Lookback options 

 · H: 22. 

Week Twelve

Lecture 20-21: Interest Rate Derivatives. 

 · Bond options 

 · Interest rate models 

 · Valuation issues 

 · H: 26, 28-29. 

II. SWAPS 

Week Twelve, continued

Lecture 22-23: Interest Rate Swaps. 

 · “Plain vanilla” swaps 

 · Empirical issues 

 · Swap valuation 

 · H: 7, 30. 

III. FUTURES 

Week Thirteen

Lecture 24-25: Introduction. Pricing of Futures and Hedging with Futures.

 · Forward and future contracts 

 · Marking to market 

 · Institutional aspects

· Determination of forward price 

 · Normal backwardation and contango 

 · Index arbitrage 

 · Crosshedging and hedging ratios 

 · H: 2,3,5 and 14. 

Week Fourteen

Lecture 26: Midterm Two November 23 

Lecture 27: Pricing of Futures, Hedging with Futures. Lessons in Derivatives.

· Some futures contracts 

 · Options on futures 

 · H: 3,5,14, 32. 

Week Fifteen 

Last Week of Class (Lectures 28,29): Projects Due and Group Presentations (powerpoint slides due also).  

Academic Dishonesty: The use of unauthorized material, communication 

with fellow students during an examination, 

attempting to benefit from the work of another 

student, and similar behavior that defeats the intent 

of an examination, or other class work is 

unacceptable to the University. It is often difficult 

to distinguish between a culpable act and 

inadvertent behavior resulting from the nervous 

tensions accompanying examinations. Where a clear 

violation has occurred, however, the instructor may 

disqualify the student’s work as unacceptable and 

assign a failing mark on the paper. 

Disability: Any student requesting academic accommodations 

based on a disability is required to register with 

Disability Services and Programs (DSP) each 

semester. A letter of verification for approved 

accommodations can be obtained from DSP. Please 

be sure the letter is delivered to me (or my TA) as 

early in the semester as possible. DSP is located in 

STU 301 and is open 8:30 a.m. – 5:00 p.m., 

Monday through Friday. The phone number for 

DSP is (213) 740-0776. 

