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B4 Understanding Swaps

Seminar outline (4 days)

DAY ONE

Morning:

Introductory review:

1. Swap pricing recap.

2. Marking to market.

3. Traditional swap variations:

a) forward start swaps;

b) amortising and accreting swaps (and roller coasters);

c) currency swaps without exchange of principal (sometimes called constant rate forward foreign exchange contracts).

Afternoon:

Other swap products:

1. Short-date swaps.

2. Asset swap packages.

3. Exercises.
DAY TWO

Morning:

Advanced swap constructions:

1. Construction, management, processing and accounting issues related to:

a) constant maturity swaps;

b) quanto (differential) swaps;

c) total return swaps;

d) other exotic swaps.

2. Their uses for the client.

Afternoon:

Caps, floors, collars and swaptions:

1. Option pricing concepts applied to the long term yield curve and thus to swaps.

2. The function of caps, floors and collars and their relationship to swaps.

3. The use of these products for clients.

4. Construction and use of both long and short term swaptions for clients.

5. Comparison of swaptions to caps, floors and collars.

DAY THREE

Morning:

Credit (counterparty) risk and market risk:

1. The factors that comprise credit risk, including spread risk and “contamination”.

2. Modelling techniques projecting potential credit risk.

3. Methods of offsetting risk: netting, collateralising, etc.

4. Documentation issues.
5. Market risk:

a) hedge techniques;

b) interrelationship of products;

c) dynamics of swaps price volatility.

6. Basis risk:

a) nature;

b) management through dynamic hedging.

Afternoon:

Price risk in swaps:

1. Duration and convexity in swaps.

2. The zero-coupon curve:
a) construction;

b) use in swap pricing and analysis.

3. “Omega” analysis:

a) risks of non-uniform yield curve changes and the resultant exposure to curve shape changes;

b) key-rate duration and the validity of yield curve analysis in swaps pricing and trading, given statistical evidence.

DAY FOUR

Morning:

Value-at-Risk (“VAR”):

1. Explaining VAR calculations.

2. What standard deviation means to volatility.

3. Deciding the confidence level and unwind period.

4. BIS recommendations for VAR measurement.

5. Simple examples of VAR calculation and interpretation in a portfolio of swaps.

6. Correlation and covariance.

7. Reduce volatility risk through diversifying the portfolio.

8. Correlation and its importance in reducing risk.

9. Building the correlation matrix.

10. Covariance and VAR in a portfolio.
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