CHAPTER 11
Trading Strategies Involving Options
Practice Questions

Problem 11.1.
What is meant by a protective put? What position in call options is equivalent to a protective put? 

Problem 11.2.
Explain two ways in which a bear spread can be created. 


Problem 11.7.
A call option with a strike price of $50 costs $2. A put option with a strike price of $45 costs $3. Explain how a strangle can be created from these two options. What is the pattern of profits from the strangle? 


Problem 11.10.

Suppose that put options on a stock with strike prices $30 and $35 cost $4 and $7, respectively. How can the options be used to create (a) a bull spread and (b) a bear spread? Construct a table that shows the profit and payoff for both spreads. 


Problem 11.16.

“A box spread comprises four options. Two can be combined to create a long forward position and two can be combined to create a short forward position.” Explain this statement. 



Problem 11.22.
Draw a diagram showing the variation of an investor’s profit and loss with the terminal stock price for a portfolio consisting of 
a. One share and a short position in one call option 
b. Two shares and a short position in one call option 
c. One share and a short position in two call options 
d. One share and a short position in four call options 
In each case, assume that the call option has an exercise price equal to the current stock price. 


