Chapter 5
Short selling
	Selling an asset that is not owned
Broker carries out the shorting by borrowing the asset from another client and selling it in the market the usual way
Eventually client has to close out the position by buying the asset
Investor takes a profit if stock price has declined and a loss if it has risen
Margin account
Cash or marketable securities deposited by the investor with the broker to guarantee that the investor will not walk away from the short position if the share price increases
Forward price for a security that provides a known cash income

								where	I = PV of coupon payment												  = PMT × e–RT
Forward price for a security that provides a known dividend yield

								where	q = average yield per annum.
											   = m × ln(1 + Rm/m)
Value of forward contracts

								where	K = delivery price
											f = value of forward contract
Storage cost (U)
	Present value of all the storage costs, net of income, during the life of a forward contract
U = (Cost/unit to store the asset) × e–rT
If the storage costs (net of income) incurred at any time are proportional to the price of the commodity, they can be treated as negative yield as u denotes the storage costs per annum.
Consumption commodities
	Usually provide no income, but can be subject to significant storage costs


Convenience yield (y)
	Benefits from holding the physical asset
	The greater the possibility that shortages will occur, the higher the convenience yield
Cost of carry
	Storage cost + Interest that is paid to finance the asset – Income earned on the asset
Keynes and Hicks
	If hedgers are net short, 
Speculators are net long
Futures prices have to be below the expected future spot price in order for speculators to be compensated for their risk taking
Called normal backwardation
	If hedgers are net long, 
Speculators are net short 
Futures price has to be above the expected future spot price in order for speculators to be compensated for their risk taking
Called normal contango
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