Dynamic Hedging: Managing Vanilla and
Exotic Options

]_IEI]GING By Nassim Nicholas Taleb
MANAGING
EXOTIC OPTIONS
Read Online ©

Dynamic Hedging: Managing Vanilla and Exotic Options By Nassim
Nicholas Taleb

Dynamic Hedging is the definitive source on derivativesrisk. It provides areal -
world methodology for managing portfolios containing any nonlinear security. It
presents risks from the vantage point of the option market maker and arbitrage
operator. The only book about derivatives risk written by an experienced trader
with theoretical training, it remolds option theory to fit the practitioner's
environment. As alarger share of market exposure cannot be properly captured
by mathematical models, noted option arbitrageur Nassim Taleb uniquely covers
both on-model and off-model derivatives risks.

The author discusses, in plain English, vital issues, including:

e The generalized option, which encompasses all instruments with convex
payoff, including atrader's potential bonus.

¢ Thetechniques for trading exotic options, including binary, barrier,
multiasset, and Asian options, as well as methods to take into account the
wrinkles of actual, non-bellshaped distributions.

o Market dynamics viewed from the practitioner's vantage point, including
liquidity holes, portfolio insurance, squeezes, fat tails, volatility surface,
GARCH, curve evolution, static option replication, correlation instability,
Pareto-L evy, regime shifts, autocorrelation of price changes, and the
severe flawsin the value at risk method.

¢ New tools to detect risks, such as higher moment analysis, topography
exposure, and nonparametric techniques.

¢ The path dependence of al options hedged dynamically.

Dynamic Hedging is replete with helpful tools, market anecdotes, at-a-glance risk
management rules distilling years of market lore, and important definitions. The
book contains modules in which the fundamental mathematics of derivatives,
such as the Brownian motion, Ito's lemma, the numeraire paradox, the Girsanov
change of measure, and the Feynman-Kac solution are presented in intuitive
practitioner's language.

Dynamic Hedging is an indispensable and definitive reference for market
makers, academics, finance students, risk managers, and regulators.

The definitive book on options trading and risk management
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"If pricing is ascience and hedging is an art, Taleb isavirtuoso." -Bruno Dupire,
Head of Swaps and Options Research, Paribas Capital Markets

"Thisis not merely the best book on how options trade, it is the only book." -Stan
Jonas, Managing Director, FIMAT-Society GARCH

"Dynamic Hedging bridges the gap between what the best traders know and
what the best scholars can prove." -William Margrabe, President, The William
Margrabe Group, Inc.

"The most comprehensive, insightful, intuitive work on the subject. It is
instrumental for both beginning and experienced traders."-

"A tour deforce. That rare find, abook of great practical and theoretical value.
Taleb successfully bridges the gap between the academic and the real world.
Interesting, provocative, well written. Each chapter worth a fortune to any current
or prospective derivatives trader."-Victor Niederhoffer, Chairman, Niederhoffer
Investments
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distilling years of market lore, and important definitions. The book contains modules in which the
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the Girsanov change of measure, and the Feynman-Kac solution are presented in intuitive practitioner's
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"If pricing is a science and hedging isan art, Taleb isavirtuoso." -Bruno Dupire, Head of Swaps and
Options Research, Paribas Capital Markets

"Thisis not merely the best book on how optionstrade, it is the only book." -Stan Jonas, Managing Director,
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Editorial Review

From the Publisher

Written by aleading options trader and derivatives risk advisor to global banks and exchanges, this book
provides a practical, real-world methodology for monitoring and managing all the risks associated with
portfolio management. Fills abig gap in investment literature--the only book to share complex options
trading strategies and advanced risk management methods with trading professionals.

From the Back Cover

Dynamic Hedging is the definitive source on derivatives risk. It provides a real-world methodology for
managing portfolios containing any nonlinear security. It presents risks from the vantage point of the option
market maker and arbitrage operator. The only book about derivatives risk written by an experienced trader
with theoretical training, it remolds option theory to fit the practitioner's environment. As alarger share of
market exposure cannot be properly captured by mathematical models, noted option arbitrageur Nassim
Taleb uniquely covers both on-model and off-model derivatives risks.

The author discusses, in plain English, vital issues, including:

¢ The generalized option, which encompasses all instruments with convex payoff, including atrader's
potential bonus.

¢ Thetechniques for trading exotic options, including binary, barrier, multiasset, and Asian options, as
well as methods to take into account the wrinkles of actual, non-bellshaped distributions.

o Market dynamics viewed from the practitioner's vantage point, including liquidity holes, portfolio
insurance, squeezes, fat tails, volatility surface, GARCH, curve evolution, static option replication,
correlation instability, Pareto-Levy, regime shifts, autocorrelation of price changes, and the severe
flawsin the value at risk method.

¢ New tools to detect risks, such as higher moment analysis, topography exposure, and nonparametric
techniques.

¢ The path dependence of al options hedged dynamically

Dynamic Hedging is replete with helpful tools, market anecdotes, at-a-glance risk management rules
distilling years of market lore, and important definitions. The book contains modules in which the
fundamental mathematics of derivatives, such as the Brownian motion, 1to's lemma, the numeraire paradox,
the Girsanov change of measure, and the Feynman-Kac solution are presented in intuitive practitioner's
language.

Dynamic Hedging is an indispensable and definitive reference for market makers, academics, finance
students, risk managers, and regulators.

The definitive book on options trading and risk management

"If pricing is a science and hedging isan art, Taleb isavirtuoso." —Bruno Dupire, Head of Swaps and
Options Research, Paribas Capital Markets

"Thisis not merely the best book on how optionstrade, it is the only book." —Stan Jonas, Managing
Director, FIMAT-Société Générale

"Dynamic Hedging bridges the gap between what the best traders know and what the best scholars can
prove." —William Margrabe, President, The William Margrabe Group, Inc.



"The most comprehensive, insightful, intuitive work on the subject. It isinstrumental for both beginning and
experienced traders."—

"A tour deforce. That rare find, abook of great practical and theoretical value. Taleb successfully bridges
the gap between the academic and the real world. Interesting, provocative, well written. Each chapter worth a
fortune to any current or prospective derivatives trader."—Victor Niederhoffer, Chairman, Niederhoffer
Investments

About the Author

Nassim Nicholas Taleb is the founder of Empirica Capital LLC, a hedge fund operator, and afellow at the
Courant Ingtitute of Mathematical Sciences of New Y ork University. He has held avariety of senior
derivative trading positionsin New Y ork and London and worked as an independent floor trader in Chicago.
Dr. Taleb was inducted in February 2001 in the Derivatives Strategy Hall of Fame. He received an MBA
from the Wharton School and a Ph.D. from University Paris-Dauphine.

Users Review
From reader reviews:
Alan Torrez;

Book isto be different for each and every grade. Book for children until adult are different content. We all
know that that book is very important normally. The book Dynamic Hedging: Managing Vanillaand Exotic
Options had been making you to know about other understanding and of course you can take more
information. It is extremely advantages for you. The book Dynamic Hedging: Managing Vanillaand Exotic
Optionsis not only giving you far more new information but also to become your friend when you
experience bored. Y ou can spend your spend time to read your guide. Try to make relationship with all the
book Dynamic Hedging: Managing Vanillaand Exotic Options. Y ou never truly feel lose out for everything
in the event you read some books.

Paul Jones:

The e-book untitled Dynamic Hedging: Managing Vanillaand Exotic Options is the reserve that
recommended to you to see. Y ou can see the quality of the book content that will be shown to anyone. The
language that author use to explained their ideas are easily to understand. The article author was did alot of
research when write the book, therefore the information that they share to your account is absolutely
accurate. Y ou also could get the e-book of Dynamic Hedging: Managing Vanilla and Exatic Options from
the publisher to make you far more enjoy freetime.

Hubert Macarthur:

Dynamic Hedging: Managing Vanilla and Exatic Options can be one of your starter books that are good
idea. Many of us recommend that straight away because this guide has good vocabulary that can increase
your knowledge in vocab, easy to understand, bit entertaining but nevertheless delivering the information.
The copy writer giving his’her effort to set every word into pleasure arrangement in writing Dynamic
Hedging: Managing Vanillaand Exotic Options yet doesn't forget the main position, giving the reader the
hottest in addition to based confirm resource facts that maybe you can be considered one of it. This great
information may drawn you into completely new stage of crucia imagining.



Belinda Hamilton:

Do you like reading a publication? Confuse to looking for your selected book? Or your book seemed to be
rare? Why so many question for the book? But just about any people feel that they enjoy for reading. Some
people likes studying, not only science book but additionally novel and Dynamic Hedging: Managing
Vanillaand Exotic Options or others sources were given understanding for you. After you know how the
truly great abook, you feel need to read more and more. Science book was created for teacher or maybe
students especially. Those guides are helping them to include their knowledge. In other case, beside science
guide, any other book likes Dynamic Hedging: Managing Vanilla and Exotic Options to make your spare
time alot more colorful. Many types of book like this.
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