
An Intuition-Based Options Primer for Financial Engineering and Options Trading 

Model-independent Relationships vs. Black-Scholes Model  

1. European Options
1.1. Options payoffs; prices vs. values; speculation vs hedging
1.2. Put-Call parity; Put-Call parity and forward contracts

IQs: Put-Call parity-based synthetic positions
1.3. No-arbitrage bounds for option prices
1.4. Put-Call parity arbitrage
1.5. Put-Call parity arbitrage with bid-ask spreads
1.6. Convexity of option prices and convexity arbitrage

IQs: Convexity arbitrage 

2. Options Trading Strategies
2.1. Bull spreads, bear spreads, butterfly spreads

IQs: Bull spreads, bear spreads, butterfly spreads 
2.2. Straddles, strangles 

IQs: Straddles, strangles 
2.3. Return enhancement strategies 

IQs: Return enhancement strategies 
2.4. Implementing market views using options strategies 

IQs: Implementing market views using options strategies 

3. Black-Scholes Framework
3.1. The lognormal model for the evolution of asset prices
3.2. Risk-neutral pricing. Black-Scholes formulas
3.3. Put-Call parity, option bounds, asymptotic values in the Black-Scholes framework
3.4. The three variables underlying the Black-Scholes formulas: log moneyness. total standard

deviation, present value of the forward price 

4. Greeks and Hedging
4.1. Greeks and model-independent relationships

IQs: Greeks and model-independent relationships
4.2. The magic of Black-Scholes Greeks computations
4.3. No-arbitrage option bounds revisited. The time value of options

IQs: Time value 
4.4. Delta- and Gamma-hedging. Dynamic hedging 

IQs: Greeks hedging 
4.5. Greeks dependence on spot price, volatility, maturity: Black-Scholes framework and intuition 

IQs: Greeks dependence 

5. Implied Volatility
5.1. Implied volatility and a pitfall of the Black-Scholes model

IQs: Implied volatility 



 

 

5.2. A model-independent relationship for the implied volatility of call and put options 
IQs: Implied volatility for options trading strategies 

5.3. Newton’s method for implied volatility computations 
5.4. Numerical computation of implied volatility from market data: dividend yield OLS estimation 
5.5. An explicit implied volatility formula and bounds for implied volatility 
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