
30/360 daycount convention 35�7
95% envelopes, forward curves 100�2
ABCDSs see asset-backed CDSs
Accords see Basel . . .
accrual accounting, concepts 70
accrued interest 43�58, 128�30
Act/Act daycount convention 35�7,

44�50
Actual/360 daycount convention

14�15, 24�32, 34�7, 44�5,
50�8, 82�3, 109, 111, 161�9,
174�7, 241�2, 246�7, 315�16

Actual/365 daycount convention
14�15, 35�7, 161�9, 224�31,
315�16

advisory banks, swap market evolution
8�9

American FX options
see also FX options
concepts 226�7, 231

American swaptions, concepts 245�6
amortising CDSs

see also rollercoasters
concepts 79�80, 96�7

analytical methods, gridpoint risk
management 277�8

analytical probabilities, tree differences
249

applications of swaps 3�6, 8�10,
213�14

approximation tools
see also Barone-Adesi . . . ; Bjerksund
and Stensland . . . ; Whaley . . .

concepts 227, 309, 315�21, 342�4
arbitrage arguments, concepts 17�18,

37�40, 45�6, 56�8, 77, 200�1
ARCH forecast volatility model,

concepts 193�4, 201
Argentina 141
Arrow�Debreu prices 241
Asian crisis of 1997 348
asset packaging

see also interest rate asset swaps
concepts 73�8

asset swaps (ASWs), concepts 73�8,
89�92, 146�51

asset-backed CDSs (ABCDSs),
concepts 87�8

asymmetric distortions, corporate
taxation systems 2�3, 38

asynchronous data 328�30
AT&T Corp. 223

at-the-money options (ATM) 100�2,
123, 155�8, 194�202, 210�11,
216�20, 231�3, 238�9, 253�72,
293�303, 341�4

AUD 180�2
Australia 142, 173�4, 180�2
auto-correlations 317
average-rate swaps
see also compound . . . ; mismatch . . . ;
overnight . . .

concepts 107, 108�9, 120�5, 127�30
definition 108

back-office disasters, mark-to-model
approach 70�1

back-to-back loans, concepts 2�3,
159�74

backwardation 139�40
balance guarantee swaps, concepts

259�60
balance sheets 2�11, 21�4, 51�8,

79�80, 273�4, 310
Bank of England 101
Bank for International Settlement

(BIS) 6, 72, 73, 77�8, 90�1, 95,
99, 101�2, 178�9, 310, 348,
350�1

see also Basel Accords; regulatory
capital

Bankers Trust 213
bankruptcy credit events 85�106
banks 1, 7�11, 13, 20�4, 38�58,

59�64, 69�72, 73�4, 77�8,
79�80, 99�102, 127�30, 158,
159�85, 236�72, 273�307,
309�54

see also commercial . . . ;
counterparties; intermediaries;
investment . . . ; merchant . . .

Barone-Adesi approximations 227
barrier caps, concepts 208�9
barrier options, concepts 199, 208�9,

238�9
Basel Accords 6, 72, 73, 77�8, 90�1,

95, 99, 101�2, 178�9, 310, 338,
348, 350�1

see also capital . . . ; regulatory capital
basis risk
concepts 47�50, 90�2, 139, 219�20,
286�8, 289�90, 304�5, 310

definition 47

basket CDSs
see also credit default swaps
concepts 97�9

BDT see Black�Derman�Toy
approach

Bermudan swaptions, concepts 235,
245�9, 259�60, 263�72

beta concepts 90�2, 232�3, 262,
346�7

BGM approach
see also Libor-based model;
simulation models

concepts 114, 235, 249�62, 331�3
definition 249�50

bid�ask spreads, concepts 15�16,
33�4, 63�4, 110�11, 144, 158,
162�9, 209, 311

big-step correlations, concepts 323�4
binary options see digital options
binomial trees 195, 235, 240�9, 272
BIS see Bank for International

Settlement
Bjerksund and Stensland

approximations 227
Black�Derman�Toy approach (BDT)
see also numerical methods
concepts 190, 235, 240�9, 262�72
definition 240�1, 265, 270�2

Black�Karasinski log-normal model,
concepts 270�2

Black’s models
concepts 147, 187�231, 240, 247�50,
251�7, 262�72, 275�6, 293�303,
332

critique 190, 194�7
definition 188�90
G�K variant 224�7

blended discount curves, concepts
56�8

‘‘blipping’’/‘‘bumping’’ a curve,
definition 277�8

block maxima, concepts 353�4
BNP Paribas 140
bond�swap packages 33�58, 344�6
bonds 4�8, 9�10, 28�9, 33�58, 71�2,

74�8, 79�80, 85�6, 88�92,
110�25, 132�6, 141�51, 158,
167�85, 199�201, 221�2,
224�31, 267�72, 273, 275�307,
322�7, 344�6

see also convexity . . .
bonus cultures of banks 10, 43
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bootstrapping concepts 51�8, 61,
132�5, 145�51, 167�9, 199�201,
279�82, 325�7, 334

BPI 160, 237�9
Brazil 141
breadth growth factors in derivatives

markets 7�8
Brent oil futures 323�4
brokers 8�11
bucketed forward rate sensitivities,

gridpoint risk management
280�2, 304�7

Buffett, Warren 10
bull and bear issues, concepts 136
Buys�Ballot model, definition 151

calendar spread trades, concepts
150�1

calibrations, concepts 235, 240,
258�72

call options 135�40, 154�8, 188�233,
245�72, 329�54

see also options
callable CMSs, concepts 235, 237�9,

246�9, 259
callable snowballs, concepts 235,

260�2
callable structures, concepts 235,

237�9, 246�9, 259
Canada 8, 142
Canadian dollar, statistics 8
capital
see also economic . . . ; regulatory . . .
concepts 73�8, 178�9, 310
types 73�6

capital adequacy requirements
see also Basel Accords
concepts 20�4, 72, 73�4, 77�8,
99�102, 178�9, 310�21, 338,
350�1

capital asset pricing model (CAPM),
concepts 90�2

caplets
concepts 188�90, 195�211, 251�2,
268�9, 293�303

definition 188
caps
see also barrier . . . ; chooser . . . ;
interest rate options; options;
periodic . . .

Black’s models 188�90, 201�11,
215�20, 240, 247�50, 251�2,
268�9, 275�6, 293�303

complex types 208�9
concepts 122�5, 147�51, 178�9, 187,
188�90, 195�211, 214�22, 240,
241�2, 247�50, 251�62, 268�9,
275�6, 293�303

definition 216
mid-curve caps 207�9

carry-costs see cost-of-carry issues
cash curves, interpolation techniques

16�19, 22�4, 27�32

cash hedge, definition 26�7
cash ladders, concepts 72, 274�6
cash markets, concepts 7�8, 13�32,

50�8
cash-to-first-futures rate (CTFF),

concepts 27�32
cashflows 1�11, 19�32, 33�58,

59�72, 73�8, 79�82, 85�6,
88�97, 107�25, 151, 155�6,
159�85, 212�14, 224�7, 235�72,
274�307, 324�7

see also interest payments;
securitisation

CBOT 290
CCBSs see cross-currency

(floating�floating) basis swaps
CCE see current credit exposure
CCSs see cross-currency swaps
CCVN structures 182�3
CDS swaptions, concepts 80
CDSs see credit default swaps
CDX index 97�8

see also credit indices
CEAs see credit event auctions
CET 127
CHF 5�6, 8, 306
Chicago Mercantile Exchange (CME)

21�2, 30�2
Cholesky decomposition, concepts

251�7
chooser caps, concepts 208�9
Citibank 158
clean prices, concepts 76�8, 88�92,

168�85
close-to-close pricing, concepts 191
closed-form pricing models

see also Black’s models
concepts 187�90, 317

CME see Chicago Mercantile
Exchange

CMSs see constant maturity swaps
collars

see also caps; floors
concepts 187, 208�9

collateral, concepts 24, 46�50, 51,
80�1

commercial banks
see also banks
swap market evolution 9�10

commoditisation phase, swap market
evolution 9�10

commodity derivatives, concepts 7�8,
138�40, 324�7, 346�7

comparative advantage
concepts 2�5, 33, 37�40, 47�50,
73�4

definition 47
competitive advantages, banks 9
complex securities

see also mismatch swaps; structured
products

concepts 1, 107�25, 166, 183�5,
208�9, 211, 235�72

compound swaps
see also average-rate . . .
concepts 107, 109�10

confidence levels, VaR 312�54
Conseco 85�6
constant maturity swaps (CMSs)

see also yield-curve . . .
concepts 111�12, 115, 124�5, 235,
237�9, 246�9, 259

consumer price indices (CPI) 141�51
contango 139�40
contingent sales/purchases

see also interest payments
definition 3

continuously compounded zero
coupon 52�8, 267�72, 282�3,
326�7, 332�3, 352

convertible bonds, concepts 135�6
convexity effects

see also bonds; interest rates
concepts 13, 28�32, 107, 112�25,
147�51, 246�9

definition 113�14
copula simulation modelling approach,

concepts 80
corporate taxation systems,

asymmetric distortions 2�3, 38
correlation swaps, concepts 158
correlations 141�58, 182�5, 219�20,

235, 251�62, 284�8, 305�7, 309,
317, 319�21, 322�4, 328�33,
345�6, 348�50

cost-of-carry issues, concepts 33,
45�58, 162�9, 226�7, 231, 291

Cotonou Partnership Agreement of
2000 74

counterparties
see also banks
structured products 235�72
swap market evolution 8�11

coupons
see also bonds
concepts 4�6, 28�9, 34�58, 74�8,
89�92, 143�51, 168�85, 236�72

covariance 158, 227, 305�7, 348�50
Cox�Ingersoll�Ross model (CIR),

concepts 232
CP swaps, concepts 127, 131�5, 213
CPI see consumer price indices
credit crunch 13, 43, 158, 348, 350�1

see also global recession from 2008
credit default swaps (CDSs)
concepts 7�8, 79�80, 82�106, 223
conventions 82�4
definition 82�3
documentation 85�6
hedging 79�80, 88�92
multiname CDSs 80, 97�9, 102�6
portfolio CDSs 102�6
pricing 79�80, 82�4, 87�97, 102�6,
223

settlement methods 85�6
statistics 7�8, 83�6
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credit derivatives
see also credit default swaps; total
return swaps

concepts 7�8, 79�106
credit event auctions (CEAs) 86�8
credit events
concepts 79�106
types 85

credit exposures
concepts 99�102, 159�85, 207�9
definitions 99�100

credit indices
see also CDX . . . ; iTraxx Europe . . .
concepts 97�9, 102�6

credit markets, historical background
79�80

credit ratings 4�11, 39�50, 69, 73�8,
82�106, 236

credit risk, concepts 9�10, 24, 63�4,
79�106, 273, 310, 350�1

credit spreads, concepts 9�10, 76�8,
90�2, 102�6

Credit Suisse 140
credit transfer market, concepts 1
credit value adjustment (CVA),

concepts 99�102
credit-adjusted pricing, concepts 77,

80, 99�102
cross-currency equity swaps
concepts 138�9, 159, 182�3
definition 182�3

cross-currency (floating�floating) basis
swaps (CCBSs), concepts 159�74,
177�9, 181�2

cross-currency swaps
see also dual . . . ; fixed�fixed . . . ;
fixed�floating . . .

concepts 3, 6�8, 38�40, 73, 110,
138�9, 159�85, 273

definitions 159�60, 169�70, 174�5,
179�80

examples 3, 38�40, 159�61
hedging 159�85
historical background 3
pricing 159�85
risk management 273, 274�5, 309
skew 162�9, 232�3
statistics 6�8, 169
types 159�85
valuations 159, 177�9

cross-market swaps
see also commodity . . . ; CP . . . ;
equity . . . ; inflation . . . ; interest
rate basis . . . ; overnight indexed
. . . ; volatility . . .

concepts 127�58
crude oils 139�40, 323�4
CTFF see cash-to-first-futures rate
cubic Hermite spline interpolation

function 44, 54�8, 94�6
cubic polynomial interpolation

technique, concepts 16�19

current credit exposure (CCE)
see also credit exposures
concepts 99�102

curve caps, concepts 206�9, 241�2
CVA see credit value adjustment
cylinders see collars

daycount conventions, concepts
14�15, 22�32, 34�7, 44�5, 59,
82�3, 128�30, 161�9, 174�7,
224�31, 241�2, 315�16

DCX 223
debt/equity ratios, concepts 2�3
default probabilities, concepts 92�106
defaults 78, 79�106
Delphi 85�6
delta 151�2, 157�8, 183�5, 199, 209,

227�31, 273, 274�5, 285�8,
291�303, 309, 315�24, 340�4

see also dynamic . . . ; gamma; spot . . .
delta (parametric) VaR
see also Value-at-Risk
concepts 309, 314�24, 328�46
definition 315

delta risk, concepts 274�5
delta�gamma hedging
concepts 273, 285�8, 291�303, 309,
340�4

VaR 309, 340�4
DEM 4�6, 38�40, 110, 171�2,

180�2, 306
Denmark 136
depth growth factors in derivatives

markets 7�8
deregulated financial markets growth

factor in derivatives markets 7�8
derivatives
see also credit . . . ; cross-currency . . . ;
interest rate . . . ; swap . . .

concepts 1�11, 136�7, 310
statistics 1�2, 6�8, 136�7

‘‘desktop’’ risk management
see also risk management
concepts 273�307, 309�10, 321,
347�50

diff swaps, concepts 159, 172�4
digicaps, concepts 210�11
digital options, concepts 210�11,

237�8, 248�9
dirty prices (DPs), concepts 75�8,

89�92, 142�51, 168�85, 344�6
discount bonds
see also zero-coupon . . .
concepts 324�7

discount curves 13�14, 16�19, 22�4,
27�32, 44�50, 51�8, 59, 69,
70�2, 96�7, 159�85, 220,
240�62, 276�307, 325�7, 329�54

discount factors
concepts 13�24, 25�32, 33, 41�58,
61�4, 69, 70�2, 76�8, 88�97, 102,
112, 114�25, 131�5, 144�51,
165�9, 172�7, 212�14, 216�20,

224�7, 240�51, 268�72, 276�307,
324�7

definition 15
discounting
CCBSs 166�9, 172�4
concepts 13�24, 25�32, 41�58,
61�4, 69, 70�2, 76�8, 88�97, 102,
112, 114�25, 144�51, 159�85,
187�233, 273�307, 324�7

discrete compounding, concepts 52�8
disintermediation, concepts 73�4
distributions 102�6, 190�9, 215�16,

227, 230�1, 249, 270�2, 313�21,
332, 333, 335�40, 347�50, 351�4

dividends 136�40
see also equity . . .

documentation 9�11, 69�70, 77,
81�2, 85�6

doubles see bid�ask spreads
DPs see dirty prices
drift 100�2, 190, 251�62, 265�72,

315�21
dual swaps, concepts 159, 179�82
dual-currency swaps
see also cross-currency . . .
concepts 179�82

Dupire, B. 199
duration
see also convexity . . .
concepts 123�5, 325�7

dynamic delta-hedging
see also delta
concepts 151�2, 157�8, 183�5, 199,
227�31, 273, 285�8, 291�303,
309, 315�24

critique 231

Eastern Europe, deregulated financial
markets 7

EBRD 236
economic capital
see also capital . . .
concepts 73�4

economic days, definition 192
efficient markets 2�3
EIB�TVA swap application 3�5, 10,

38�40
embedded loans/deposits, concepts 69,

78
embedded option structures, concepts

110, 148�51, 211�14, 220�2,
238�9, 244�5

embedded swaptions, concepts 220�2
end-user-driven inflation swaps,

concepts 148�51
EONIA see Euro Over Night Index

Average
EPE see expected positive exposure
Equitable Life 211
equity derivatives
see also derivatives
concepts 7�8, 135�40, 182�3
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equity indices, concepts 135�40,
324�7

equity prices, volatility correlation 152
equity swaps, concepts 135�40, 159,

182�3
equity VaR calculations 309, 346�7
equity warrants, concepts 135
equivalent portfolios, gridpoint risk

management 278�83, 303�5
errors 57, 151�2, 347
ESP 306
EU Capital Adequacy Directive 72
Euribor 182, 260�2
euro 8�10, 74�5, 127�30, 161�9, 192,

216�17, 329�54
Euro Over Night Index Average

(EONIA) 127�30
see also overnight . . .

eurobonds 324
EuroClear 77
Eurodollars futures contracts 21�2,

30�2, 138�9, 275�6
Euronext (LIFFE) 290
European banks, TRSs 79�82
European Central Bank 127
European Investment Bank (EIB) 3�5,

10, 38�40, 74, 140, 181, 236,
238�9, 258

European options
see also American . . . ; options
concepts 187�233, 247�72

European swaptions, concepts 247�72
event stress testing
see also stress . . .
concepts 348, 350�1

EVT see extreme value theory
excess returns
see also beta concepts
concepts 346�7

exchange-traded securities
see also futures . . . ; options
concepts 8, 21�4, 224�5

exotic options 223, 302�3
expected losses, concepts 101�2,

103�6
expected positive exposure (EPE),

concepts 102
exponential distributions 190�1,

192�3, 335�40, 351�4
extendible swaps, concepts 220�2
extreme value theory (EVT), concepts

309, 334�40, 351�4

failure-to-pay credit events 85�106
Far East, deregulated financial

markets 7
FAS 157 99
fat-tailed distributions 190�9, 316�17,

334�40, 351�4
see also distributions

FDPs see forward default probabilities
Fed Funds Effective rate 127
see also overnight . . .

Federal Reserve 87�8
fees 8�10
first-generation options

see also options
concepts 187�233

first-to-default basket CDSs
see also basket CDSs
concepts 97�9

fixed notional swaps, concepts 138�9
fixed rates 4�11, 19�32, 33�58, 60�4,

107�25, 214�22, 235�72,
274�307

see also forward rate agreements; par
(yield) bonds

fixed-end Bermudan swaptions,
concepts 245�9

fixed�fixed cross-currency swaps
see also cross-currency . . . ; long-term
FX forward contracts

concepts 159, 174�7
fixed�floating commodity swaps,

concepts 138�40
fixed�floating cross-currency swaps

see also cross-currency . . .
concepts 159, 161, 169�71

fixed-for-floating commodity price
swaps, concepts 138�40

fixed-for-floating inflation swaps,
concepts 141, 148�51, 303�5

fixed-length Bermudan swaptions,
concepts 245�9

floaters, concepts 235, 249�50, 258�62
floating rate notes (FRNs) 36�7,

80�1, 88�92, 96�7, 159�61,
212�14, 259�60, 275�6

floating rates 4�11, 19�32, 33�58,
60�4, 73�8, 80�1, 88�92, 96�7,
107�25, 145�51, 159�85,
212�22, 235�72, 274�307

see also forward rate agreements;
mismatch swaps

floating�floating cross-currency swaps
see cross-currency
(floating�floating) basis swaps

floating�floating swaps
see also interest rate basis . . .
concepts 71�2, 130�5, 159�74

floorlets, concepts 201�9, 263�72
floors
concepts 148�51, 187, 201�9,
212�14, 215�20, 263�72, 275�6

definition 201
Ford 83�4
Ford Motor Credit 223
foreign exchange . . . see FX . . .
forward default probabilities (FDPs),

concepts 92�7
forward inflation index curves,

concepts 144�51
forward interest rate curves 22�4,

27�32, 51�8, 59, 61�4, 69,
100�2, 112�25, 127�58, 167�77,
240�62, 276�307

see also caps

forward rate agreements (FRAs)
see also interest rate . . .
concepts 7�8, 13, 19�24, 29�32,
51�8, 59, 188�9, 207�9, 244�9,
275�6

definition 19�20
statistics 7�8

forward rates, concepts 7�8, 13,
17�24, 25�32, 51�8, 59, 61�4,
69, 100�2, 111�25, 127�58,
167�77, 187�233, 235, 238�9,
240�62, 268�9, 273, 275�307,
331�3

forward starts
see also non-generic swaps
concepts 59�64, 79�80, 96�7,
246�50

definition 59�60
forward swaps
swap futures 289�90
swaptions 124�5, 187, 214�22

forward volatilities
see also vega
concepts 30�2, 187, 199�204, 231�3,
240�1, 251�7, 296�303

forward�forward FX swaps, concepts
163�4, 253�4

forward�forward volatilities, concepts
163�4, 253�62

forward-valuing approach to pricing
swaps

asset packaging 78
concepts 31�2, 68�72, 78

forwards
see also FX . . . ; long-term . . .
statistics 7�8

FR see full restructuring
France 142�4, 306
FRAs see forward rate agreements
Fréchet distributions 337�8, 353�4
FRNs see floating rate notes
FSA 87�8
FTSE 100 136�7
full restructuring (FR) 86�7
funding costs

see also spreads
concepts 4�5, 33�58

futures contracts
see also interest rate . . .
concepts 13, 21�4, 25�32, 33, 50�8,
107, 113�25, 273, 275�6, 289�90,
323�4

definition 21�2
FX controls 1�3
FX derivatives
concepts 5�6, 7�8, 38�40, 95�6,
158, 159�85, 187, 223�31, 273�4,
309�54

statistics 7�8
FX forwards
concepts 5�6, 7�8, 95�6, 159�85
statistics 7�8
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FX options

concepts 7�8, 158, 187, 223�31,
309�54

hedging 187, 227�31
pricing 187, 223�7
statistics 7�8
VaR examples 329�54

FX risks, concepts 4�5, 172�4,
181�2, 273, 318�21

FX spot rates 1�2, 95�6, 159�85,
224�31, 237�9, 274�307

FX swaps

see also cross-currency . . .
concepts 7�8, 38�40, 159�85

G�K see Garman�Kohlhagen model
gaming concepts 85�6
gamma

see also delta

concepts 158, 228�31, 273, 285�8,
291�303, 309, 314�21, 340�4

gap analysis, concepts 273�4
GARCH forecast volatility model,

concepts 193�4, 328�30
Garman�Kohlhagen model (G�K),

concepts 224�7
GBP 8, 14, 114, 141, 148, 160�9, 194,

303�6
see also UK

general collateral repo transaction
basis (GC), concepts 47

General Motors (GM) 83�4, 93�7
generalised extreme value theory

(GEV), concepts 334�40, 353�4
generalised Pareto distributions

(GPDs) 191, 336�40, 352�3
generic fixed�floating IRSs, concepts

112

generic FX options, concepts 223�31
generic interest rate swaps

concepts 3, 6�11, 33�58, 59, 62�3,
64�6, 69, 71, 73, 100�2, 112�25,
215�20, 274�5, 278�307

definition 33�4, 50�1, 59
Germany 4�6, 38�40, 45, 110, 140�2,

169�72, 180�2, 289, 306
GEV see generalised extreme value

theory

Ghanaian cedis 74

gilts 35, 303�5, 344�6
see also bonds

global recession from 2008 1, 13, 43,
158, 348, 350�1

‘‘global’’ swap markets fallacy 10�11
GMAC 223

Goal Seek spreadsheet function 25�6,
61

GPDs see generalised Pareto
distributions

Greece 7, 142

the Greeks 158, 227�33, 273, 284�8,
290�303

see also delta . . . ; gamma; theta;
vanna; vega; volga

gridpoint risk management
see also risk management
concepts 273, 277�84, 303�7, 324�9,
343�4

definition 273, 277�8
equivalent portfolios 278�83, 303�5

gross market values, concepts 7�11
Gumbel distributions, concepts 353�4

Hagan, P. 124, 199, 232
haircuts, concepts 46�50
Harmonised Index of Consumer Prices

(HICP) 141�2
hazard events, concepts 92�6
Heath�Jarrow�Morton model (HJM),

concepts 30, 117�20, 183�5
hedge funds 82
hedge ratios 26�32, 91�2, 286�8,

322�4
hedging 9�10, 13, 21�4, 28�32,

33�58, 59�68, 74�5, 79�80,
88�92, 107, 112�25, 127�30,
147�58, 161�9, 176�7, 183�5,
187, 199, 211�14, 227�31,
273�307, 309�54

see also gridpoint . . . ; Value-at-
Risk . . . ; yield-curve . . .

cost-of-carry issues 33, 45�58,
162�9, 226�7, 231, 291

cross-currency swaps 159�85
delta�gamma hedging 273, 285�8,
291�303, 309, 340�4

dynamic delta-hedging 151�2,
157�8, 183�5, 199, 227�31, 273,
285�8, 291�303, 309, 315�24

FX options 187, 227�31
gamma hedging 158, 273, 285�8,
291�303, 309, 340�4

interest rate swaps 13, 24�32, 33�58,
59�68, 274�307

minimum variance hedging 323�4
options 187�233
robust hedges 273, 299�303
swaps 9�10, 13, 24�32, 33�58,
59�68, 152�8, 273, 274�307

VaR 277, 309�54
vega 296�303

HICP see Harmonised Index of
Consumer Prices

HICP eX-Tobacco (HICPXT) 144�51
high-frequency data 191�2
Hill estimator 353�4
histograms 312�13, 332�5
historic simulations (HS), concepts

309, 313�21, 330�44
historical information, interest rate

volatilities 192�9
historical volatilities, concepts 192�9,

317

HJM see Heath�Jarrow�Morton
model

HS see historic simulations
Hull, J. 123�4
Hull and White interest rate model

(HW), concepts 240, 262�72
hybrid securities, concepts 147�51

IBM 5�6, 151�2
Ibor discounting, mean reversion 190
idiosyncratic risk, beta concepts 347
IF see implied forward method
IMM FRAs 24
implied correlations, concepts 235,

251�62
implied discount functions, generic

interest rate swaps 33, 50�8,
62�3, 69

implied forward method (IF)
see also pricing
concepts 62�4, 66, 68�9, 71�2,
75�8, 110, 127�58, 177�9, 238�9,
241�9, 290�1

implied forward volatilities, concepts
199�204, 231�3, 240�1, 251�7

implied probabilities of credit events
79�80, 94�106

implied volatilities
see also volatility smiles
concepts 154�8, 187, 194�233,
251�72

definition 194�5
in-arrears swaps
see also mismatch . . .
concepts 107�8, 117�25

in-the-money options (ITM) 156�8,
195�9, 206�9, 211, 227�9,
295�303

incremental risk charge 310
index amortising swaps
see also rollercoasters
concepts 64�6, 79�80, 96�7, 259�60

index-linked bonds, concepts 47,
141�51, 158

inflation swaps
concepts 47, 127, 141�51, 158, 273,
303�5

definition 141�2
inflation-linked securities (linkers),

concepts 141�51, 158, 303�5
initial margins, concepts 21�4, 26�32
Innogy 84�5
instantaneous forward rates, models 58
instantaneous volatilities, concepts

118�20, 253�4
interest payments
see also cashflows; contingent sales/
purchases

concepts 1�11
interest rate asset swaps
see also asset . . .
concepts 73�8, 89�92
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interest rate basis swaps
see also floating�floating . . . ; yield-
curve . . .

concepts 130�5, 138
interest rate derivatives
see also forward rate agreements
concepts 3, 6�11, 13, 21�32, 33�58,
59, 69�72, 73�8, 84, 89�92, 96�7,
122�3, 130�5, 138, 161, 166�9,
175�7, 187�233, 273�307,
329�54

statistics 6�8
interest rate futures
concepts 13, 21�4, 25�32, 33, 50�8,
273, 275�6

definition 21�2
interest rate models 30, 114, 117�25,

183�5, 187, 190, 199, 208�9, 227,
231�3, 235, 238�72, 331�3

interest rate options
see also caps; options
concepts 7�8, 122�3, 187�233,
273�6, 291�303, 329�54

statistics 7�8
interest rate risk management
see also risk management
concepts 4�11, 72, 95�6, 112, 195�6,
214�22, 273�307, 309�54

interest rate risks, concepts 4�5,
10�11, 47�8, 231, 273�307,
318�21, 327�54

interest rate swaps
alternative pricing method 28�9,
31�2, 37, 68�72

concepts 3, 6�11, 24�32, 33�58, 59,
69�72, 84, 91�2, 96�7, 161,
166�9, 175�7, 214�22, 274�307

construction methods 13, 24�32
forward-valuing approach to pricing
swaps 31�2, 68�72, 78

hedging 13, 24�32, 33�58, 59�68,
274�307

historical background 3, 187�8
pricing 13, 24�32, 37�58, 84, 91�2,
100�2, 274�307

risk management 274�307
statistics 6�8
valuations 59, 69�72, 96�7, 177�9,
274�6

interest rate volatilities, concepts
190�9

interest rates 1�11, 13�24, 25�32,
37�58, 61�4, 69, 70�2, 76�8,
88�97, 102, 108�25, 144�51,
159�85, 187�233, 235�72,
273�307, 324�7, 329�54

see also convexity . . . ; forward . . . ;
Libor

intermediaries
see also banks
concepts 9�11, 40, 63�4

Internal Ratings Based approach
(IRB), concepts 95�6, 310

International Power 84�5

interpolation techniques
concepts 13, 16�19, 22�4, 27�32,
44�5, 52�8, 70�2, 94�6, 168�9,
187, 200�1, 276�8, 320�1, 325�7,
338�40

types 16�17, 187, 199
intraday price data, uses 191�2
investment banks

see also banks
swap market evolution 9

investors, structured products 235�72
IR . . . see interest rate . . .
IRSs see interest rate swaps
ISDA 77�8, 86, 110�11
Israel 141
issuers, structured products 235�72
Italy 45, 142
ITL 306
ITM see in-the-money options
Ito’s lemma 117, 154, 332�3
iTraxx Europe index 97�8, 102

see also credit indices

Jackel, P. 350
Japan 8�9, 10, 43, 45�6, 127, 142,

161�9, 172, 174�85, 194, 223�31,
306, 329

Japanese Mutin 127
see also overnight . . .

JP Morgan 93�4, 140�1
JPY 8�9, 10, 45�6, 161�9, 174�85,

194, 223�31, 306, 329
jump processes, concepts 228�31,

302�3

KfW 236
knock-in/out barrier options 199,

208�9, 238�9
Kupiec, P.H. 349�50

lambda 185, 252�3
leasing industry 2�3
Lehmann Brothers 10, 158
leptokurtosis 316�17

see also distributions
leverage 82
LGD see loss given default
Libor 20�4, 25�32, 34�7, 42�3,

47�50, 59�69, 71�2, 74�8,
88�92, 108�25, 129�35, 137�8,
149�51, 160�71, 174�7, 183,
191�2, 201, 208�9, 211�31,
235�49, 274�6, 284, 290�1,
303�5, 345�6

Libor-based model
see also BGM approach
concepts 114, 117�25, 235, 240

Libor�equity swaps 138�9
likelihood function, concepts 351�4
limited price index swaps (LPIs),

concepts 148�51

linear interpolation technique,
concepts 16�19, 22�4, 27�32,
52�8, 200�1, 326�7

linear programming, concepts 299�303
linkers see inflation-linked securities
liquidity risk 350�1
loan CDSs, concepts 87�8
loans 1�3, 69, 78, 79�80, 86�8,

159�74
see also mortgage portfolios

local volatilities (LVs), concepts 199
log-linear interpolation technique,

concepts 16�19
log-normal distributions 215�16, 249,

270�2, 332
Long Term Capital Management

(LTCM) 82
long-term FX forward contracts

(LTFXs)
see also fixed�fixed cross-currency
swaps

concepts 159, 174�7
longevity swaps, concepts 140�1
loss given default (LGD), concepts

103�6
lower-credit corporates 39�40
lower-credit depths, principal amounts

7�8, 39�40
LPIs see limited price index swaps
LTFXs see long-term FX forward

contracts
LVs see local volatilities

margins, concepts 21�4, 26�32,
33�58, 74�8, 171�4, 211�14,
244�9

Margrabe spread option model,
concepts 215, 260

mark-to-market adjustments, concepts
1�2, 69�72, 311�21

mark-to-model approach, concepts
70�2

market interest rates, concepts 273,
276�307, 309, 324�7, 328�30,
344�6

market risk
see also risk management
concepts 9�10, 63�4, 273�307,
310�54

market shares, statistics 8
market-making banks, swap market

evolution 9�10, 59
maturities, concepts 8, 13�32, 33�4,

50�8, 76�8, 107�25, 128,
146�51, 168�85, 195�7, 201�5,
216�20, 231�3, 284�8, 289�303,
306�7, 324�7, 344�6

maximum likelihood techniques 336,
351�4

MC see Monte Carlo simulations
mean reversion, interest rates 190, 227,

235, 262�72
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medium-term interest rate swaps
see also generic . . .
concepts 33�58

merchant banks
see also banks
swap market evolution 9

Metallgesellschaft 139
Mexico 141
mid-curve caps, concepts 207�9
minimum variance hedging, concepts

323�4
mismatch swaps

see also average-rate . . . ;
compound . . . ; in-arrears . . . ;
yield-curve . . .

concepts 107�25, 146�7, 222
definition 107

MMR see modified modified
restructuring

modified duration
see also convexity . . .
concepts 123�5, 325�7

‘‘modified following day’’ cashflow
convention 14�15

modified modified restructuring
(MMR), concepts 86�7

modified restructuring (MR), concepts
86�7

money markets
see also bonds
concepts 13�19, 24�32, 33�5, 50,
174�7

moneyness smiles
see also at . . . ; in . . . ; out . . .
concepts 194�202, 216�20

Monte Carlo simulations (MC),
concepts 309, 330�40

Moody’s 101�2
mortality indices 140�1
mortgage portfolios 79�80, 259�60

see also loans
MR see modified restructuring
multi-currency swaps, concepts 159
multi-factor VaR

see also Value-at-Risk
concepts 309, 321�4

multiname CDSs
see also credit default swaps
concepts 80, 97�9, 102�6

muni�Libor swaps, concepts 131�5

National Power (NP) 84�5
negative exponential distributions,

concepts 335�40, 351�4
negative taxes 2�3
Nelder�Mead least-squares fitting

algorithm 233
Nelson�Siegel curve, concepts 95�6,

144�5
net value of swaps equality, concepts

41�3, 52, 274�5
Netherlands 140, 306
Newton�Raphson method 261�2

Nielsen, Bo 56
Niffikeer, C. 306�7
Nikkei index 136, 179�80
NLG 306
non-generic CDSs
see also credit default swaps
concepts 96�7

non-generic swaps
see also forward starts; rollercoasters
concepts 59�72, 73, 235�72

Nordea Bank 10, 56
normal distributions 102�6, 190�9,

227, 313�21, 333, 347�50
Norwegian crude oil 323�4
notional principal amounts (NPAs)

35�7, 50�8, 62�6, 68, 71�2,
76�8, 84�6, 101�2, 166�9,
177�9, 242�9, 274�5, 301�3

see also pricing; principal amounts
numerical methods
see also Black�Derman�Toy . . . ;
tree approaches

concepts 208�9, 227, 239�49,
262�72

off-balance sheet transactions, concepts
3�11, 21�4, 310

off-market swaps, concepts 160�1
oil swaps, concepts 139�40
OISs see overnight indexed swaps
one-factor models, concepts 235�70
one-factor VaR
see also Value-at-Risk
concepts 309, 315�17

open-to-close prices 191�2
operational risks 2�3
optimisation runs, concepts 55�6,

132�5, 145�51, 200�1
options
see also Black . . . ; cap . . . ; collars;
digital . . . ; floor . . . ; FX . . . ;
implied volatilities; interest rate . . . ;
swaptions

concepts 4�5, 7�8, 96�7, 110,
135�40, 147, 148�58, 187�233,
238�9, 244�5, 273�5, 309�54

historical background 187�8
statistics 7�8

order statistics, concepts 353�4
orthogonal rate changes, concepts

279�80
OTC markets
concepts 3, 7�11, 24, 51, 70�2,
137�41, 187�233

statistics 7�8, 137�40
OTC options, concepts 187�233
out-of-the-money options (OTM)

155�8, 195�9, 208�9, 211�12,
276, 294�303

overnight indexed swaps (OISs)
see also average-rate . . . ; cross-
market . . .

concepts 127�30

overview of the OTC derivatives
market 7�11

overview of the swaps market 6�11

P&G see Procter & Gamble . . .
par maturity asset swaps
see also asset packaging
concepts 77�8

par volatilities
concepts 187, 199�201
definition 199

par (yield) bonds
see also fixed rates
concepts 33, 43�58, 123�5

Parallel Loan market, historical
background 1�2

parallel pricing, CDSs 86�7
parallel shifts, yield-curve risk

management 273, 284�8
Pareto distributions 191, 336�40,

352�3
participations, concepts 112, 209
path-dependency, concepts 148�51,

249�50
payer swaptions
see also swaptions
concepts 214�22

PCA see principal components analysis
peak over threshold approach (POT),

concepts 334�40, 351�4
penalty functions 300�4
pensions 140�1, 143, 148, 211�12
PERCENTILE spreadsheet command

312�13, 331
perceptions, pricing factors 37�42,

45�6
period date approach, concepts 64,

191�2
period of time, definition 191�2
periodic caps, concepts 208�9
periodic exchange of interest

payments, concepts 3�11
perpetual swaps 161
perturbation uses 277�8, 297�303
Pfandbriefe bonds 289
PFE see potential future exposure
Philadelphia exchange 225
piecewise constant function, concepts

199
portfolio CDSs
see also credit default swaps
concepts 97�9, 102�6, 181�2

portfolios 1�2, 33, 45�58, 69�72,
79�80, 102�6, 151�8, 162�9,
183�5, 199, 205�9, 226�31,
274�307, 309�54

Portugal 7
potential future exposure (PFE)
see also credit exposures
concepts 20�4, 99�102

power reverse dual-currency structures
(PRDCs), concepts 159, 181�2
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premiums, CDSs 82�4, 87�97, 102�6,
223

present value of a basis point (PVBP),
concepts 277�8, 285�8, 297�303,
311, 314�21, 330

present values, concepts 15�19,
25�32, 52�8, 63�4, 76�8,
88�92, 105�6, 112�25, 179�82,
241�9, 276, 277�8, 282�4,
285�8, 297�303, 311, 314�27,
330

pricing 13, 19�32, 37�40, 45�6,
47�50, 59�64, 68�72, 74�8,
79�80, 82�4, 87�97, 99�106,
152�8, 159�85, 187, 188�90,
201�14, 215�20, 223�7, 235,
239�72, 275�6

see also Black’s models; implied
forward . . . ; notional principal . . .

generic interest rate swaps 33, 37�58,
100�2, 278�307

inflation swaps 141�51, 303
interest rate swaps 13, 24�32, 37�58,
84, 91�2, 100�2, 274�307

non-generic swaps 59�72
options 187�233, 274, 317
perceptions 37�42, 45�6
relative pricing 33, 37, 40�3
rollercoasters 64�8, 79�80, 96�7
structured products 239�72
swaps 11, 13, 24�32, 37�58, 77, 80,
84, 91�2, 100�2, 152�8, 220�2,
274�307

swaptions 187, 215�22, 246�9,
259�60, 263�72, 275�6

principal amounts, concepts 1�11,
19�24, 33�58, 61�72, 76�8,
84�6, 101�2, 107�25, 127�30,
159�74, 177�9, 242�9, 274�5,
301�3

principal components analysis (PCA),
concepts 284, 305�7

Procter & Gamble (P&G) swap 214
property swaps, concepts 140
pseudo-random numbers 339�40
Pugachevsky, D. 124�5
purchasing power parity 227
put options 154�8, 188�233, 329�54
see also options

put�call parity 205�9, 226�7
PVBP see present value of a basis

point
PVBP VaR see delta (parametric) VaR
pyramiding see reverse bootstrapping

quanto adjustments, concepts 113, 159,
183�5

quanto�diff swaps
concepts 159, 166, 172�4
definition 172�3

quasi-random numbers, concepts
339�40

Rand Overnight Deposit (ROD) 127
see also overnight . . .

random number generators 339�40
range accruals, concepts 235�9
ratchet options 208, 259�60

see also periodic caps
re-exchanged principal amounts,

concepts 3�11
real-for-nominal interest rates,

concepts 141, 149�51
realised volatility forward contracts

see also volatility swaps
concepts 151�8

Rebonato, R. 190, 250�7, 350
receiver swaptions

see also swaptions
concepts 214�22

recessions 1, 13, 43, 158, 348, 350�1
recovery rate, concepts 103�6
reference entities 80�106
reference rate method
concepts 59, 64, 74�8, 124�5, 130�5,
159�74

definition 64
regulations 20�4, 69�72, 73�4, 77�8,

99�102, 178�9, 310�21, 338,
350�1

regulatory capital
see also Basel Accords; capital . . .
concepts 73�4, 77�8, 178�9,
310�21, 338, 350�1

relative pricing, generic interest rate
swaps 33, 37, 40�3

repos
see also sale-and-buy-back market
concepts 46�50, 129�30

restructuring credit events 85�106
retail demand, wholesale transactions 7
Retail Prices Index (RPI) 142�51
retractable swaps, concepts 220�2
returns 1, 74�5, 179�82, 190�9,

311�21, 346�7
see also distributions

reverse bootstrapping, concepts 281�3
reverse repos, concepts 46�50
reverse stress testing

see also stress . . .
concepts 350�1

risk
see also credit . . . ; FX . . . ; interest
rate . . . ; market . . .

concepts 1, 4�11, 74�5, 179�82,
235�6, 274�307, 309�54

definition 274�5
risk management 4�11, 72, 95�6, 112,

124�5, 151�2, 157�8, 183�5,
187, 195�6, 199, 214�22, 223,
227�31, 273�307, 309�54

see also gridpoint . . . ; Value-at-
Risk . . . ; yield-curve . . .

delta (parametric) VaR 309, 314�24,
328�46

dynamic delta-hedging 151�2,

157�8, 183�5, 199, 227�31, 273,
285�8, 291�303, 309, 315�24

gamma hedging 158, 273, 285�8,
291�303, 309

historical background 273�4,
309�10

theta risk 273, 290�2
VaR 277, 309�54
vega 296�303

risk-free cashflows 79�81, 85�6,
88�97, 155�6, 224�7

risk-neutral probabilities 118�20,
152�4

robust hedges 273, 299�303
ROD see Rand Overnight Deposit
rollercoasters

see also index amortising swaps; non-
generic swaps

concepts 64�72, 79�80, 96�7,
259�60

rotations, yield-curve risk management
273, 288

RPI see Retail Prices Index
Russian crisis of 1998 82, 348

S&L crisis 43
S&P 500 index 137, 158, 346�7
SABR model, concepts 187, 199,

231�3, 238�9
sale-and-buy-back market

see also repos
concepts 46�7

Salomon Brothers 5�6, 33
‘‘same day’’ transactions 14�15
sampling strategies, concepts 309
Sears Acceptance 223
seasonally adjusted inflation forecasts

150�1
seasoned (old) swaps, mark-to-model

approach 70�2
secondary market 74�8, 79�80
securitisation, concepts 73�8, 79�80
seeds, random number generators

339�40
sensitivity analysis 277�83, 321�4,

325�7
see also Greeks settlement methods
85�6, 162�9, 220

shock testing, concepts 309, 347�50
short-term interest rate swaps
concepts 3, 6�11, 13, 24�32, 68�72,
78

definition 24�5
simulation models

see also Libor-based . . .
concepts 249�62, 273, 309, 313�21,
330�54

single-name credit derivatives
see also credit default swaps
concepts 79�80, 102�3

skew concepts 162�9, 232�3
‘‘sneer’’ effect 195
snowballs, concepts 235, 260�2
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Solver spreadsheet function 25�6, 61
SONIA see Sterling Over Night Index

Average
South African rands 10, 44�5, 127�9,

162, 169�71, 317�21
special purpose vehicles (SPVs) 80�1
speculation 110, 122�3
spot rates 1�2, 17�19, 21�4, 27�32,

95�6, 139�40, 159�85, 224�31,
284�8, 329�54

spread option models, concepts 215,
260

spread risk, concepts 344�6
spread VaR calculations 309, 328�30,

344�6
spreadlock swaps, concepts 48�50
spreads

see also funding costs
concepts 4�5, 15�16, 33�4, 38�40,
44�50, 76�8, 109�25, 159�85,
223, 286�8

spreadsheet functions, pricing 25�6, 61
SPVs see special purpose vehicles
square-root rule, concepts 191, 317
stack concepts 298
stand-alone caps, concepts 147�51
Stein’s algorithm 340
step-up/step-down structures see

rollercoasters
Sterling Over Night Index Average

(SONIA) 127
see also overnight . . .

sticky floaters, concepts 235, 249�50,
258�62

stochastic interest rates 226�7, 239�49
stochastic processes 125, 190, 192, 199,

215�16, 227, 231�3, 238�49,
331�3

stochastic volatilities 187, 199, 227,
231�3, 238�9

see also SABR . . .
stock market crashes, stress testing

350�1
stress testing
see also Value-at-Risk
concepts 309, 317, 348�51
stressed VaR, concepts 351
strike prices

see also volatility smiles
options 151�8, 187�233, 262�72,
329�54

strips, concepts 13, 30�2, 33, 57�8,
155�8, 245�62, 298

structured products
BDT 190, 235, 240�9, 262�72
concepts 235�72
examples 236�9
Hull and White interest rate model
240, 262�72

numerical methods 239�49, 262�72
one-factor models 235�70
parties 235�6
pricing 239�72
simulation models 249�62, 273

two-factor models 235, 270�2
types 235�9

Student-t distributions 190�1, 317
super portfolios 299�303
Sw Kr, statistics 8
swap curves, concepts 289�90, 305�7
swap futures, concepts 273, 289�90
swap market evolution 8�11
swaplets, concepts 205�9
swaps
see also credit default . . . ; cross-
currency . . . ; cross-market . . . ;
FX . . . ; interest rate . . . ;
mismatch . . . ; swaptions

complex types 107�25, 235�72
concepts 1�11, 13�32, 33�58,
68�72, 78, 79�106, 107�25,
127�58, 159�85, 187, 205�9,
211�22, 235�72, 273�307, 344�6

convexity effects 13, 28�32, 107,
112�25, 246�9

critique 10�11
future prospects 10�11
hedging 9�10, 13, 24�32, 33�58,
59�68, 152�8, 274�307

historical background 1�11, 187�8
mark-to-market adjustments 1�2,
69�72

overview of the swaps market 6�11
pricing 11, 13, 24�32, 37�58, 77, 80,
84, 91�2, 100�2, 152�8, 220�2,
274�307

risk management 124�5, 187,
214�22, 273�307

statistics 6�8, 136�40, 169
swaptions
see also Bermudan . . .
concepts 124�5, 187, 214�22,
245�72, 275�6

definition 214�15
terminology 214�15

Sweden 142
Swiss Re 140
synthetic bonds 43�58
see also bonds

T-bonds 35, 286�8
see also bonds

Taleb, N. 191
tangential contracts, concepts 30
Target Accrual Redemption Notes

(TARNs), concepts 235, 239,
249�50, 259

taxation systems 2�3, 9, 38
Taylor’s expansion 157�8, 284�8,

315�16, 341
Tennessee Valley Authority (TVA)

3�5, 10, 38�40
term repos, concepts 47�50
termination events, credit derivatives

80�106
terrorist attacks 350
theta, concepts 228�31, 273, 290�2

time value of money, concepts 13�19
topping-up clauses, Parallel Loan

market 1�2
total replacement costs, concepts 7�8
total return indices, concepts 136
total return swaps (TRSs), concepts

79�82, 96�7
‘‘toxic waste’’ 10
tracking errors, dynamic delta-hedging

151�2
trading books, mark-to-market

adjustments 1�2, 69�72
‘‘trading’’ swaps fallacy, banks 10
‘‘trading volatility’’ fallacy 151
traditional risk management
see also risk management
concepts 273�307, 309�10, 321, 325,
347�50

transaction costs 231
tree approaches 190, 195�6, 235,

240�9, 262�72
see also Black�Derman�Toy
approach; numerical methods

triggers, PRDCs 181�2
trinomial trees, concepts 235, 265�72
TRSs see total return swaps
turbo (power) swaps, concepts 122�5
two-factor models, concepts 235,

270�2
two-factor VaR
see also Value-at-Risk
concepts 309, 319�21

Tyco 223

UK 8, 14, 114, 141�51, 160�9, 194,
303�6

uncertainty, risk 274�5
upfront fees 8�10
USD 1�6, 8�9, 10, 14, 34�7, 38�40,

43, 47, 52, 60�4, 79�80, 110�14,
137�8, 142�4, 160�79, 180�5,
190�201, 213, 223�31, 260�2,
274�307, 310�24, 329�54

valuations 1�2, 59, 69�72, 96�7, 159,
177�9, 220, 274�6, 311�21

value of receipts/payments equality,
concepts 41�3, 52, 274�5

Value-at-Risk (VaR)
cashflow mapping 324�7
complex examples 317�21
concepts 277, 309�54
correlation estimates 309, 328�30
critique 317�21
delta (parametric) VaR 309, 314�24,
328�46

delta�gamma hedging 309, 340�4
equity VaR calculations 309, 346�7
examples 310�21, 329�33
FX options example 329�54
historic simulations 309, 313�21,
330�44
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imperfect hedging 277, 309, 323�4,
348

Monte Carlo simulations 309,
330�40

multi-factor VaR 309, 321�4
one-factor VaR 309, 315�17
risk factor selections 309, 324�44
shock testing 309, 347�50
simulation models 309, 313�21,
330�54

spread VaR calculations 309,
328�30, 344�6

stress testing 309, 317, 348�51
two-factor VaR 309, 319�21
volatility estimates 309, 328�35

vanilla interest rate swaps see generic
interest rate swaps

vanna 232�3
VaR see Value-at-Risk
VaR�delta uses 344
variable maturity structures (VM),

concepts 111�12
variance swaps
see also volatility . . .
concepts 151�8

variation margins, concepts 21�4,
26�32

Vasicek interest rate model, concepts
240

VBA 242, 247
VCV
see also delta (parametric) VaR
concepts 319�24

vega
see also forward volatilities

concepts 296�303
VM see variable maturity structures
volatilities 30�2, 90�2, 100�2,

118�20, 147�58, 185, 187�233,
251�62, 291�303, 309, 328�30

see also forward . . . ; historic . . . ;
implied . . . ; instantaneous . . . ;
stochastic . . . ; vega

concepts 151�8, 187�233, 309,
328�35

volatility cones, concepts 201
volatility risk, concepts 291�303
volatility smiles

see also implied volatilities; strike
prices

concepts 154�8, 187, 194�202,
216�20, 231�3, 235, 238�9,
262�72

volatility surfaces, concepts 195�7,
201�5, 216�20, 231�3

volatility swaps
see also variance . . .
concepts 127, 151�8

volga 232�3

WB see World Bank
weather derivatives, concepts 139�40
Weibull distributions 106, 353�4
weighted historic simulations, concepts

309, 313�21, 338�40
Whaley approximations 227
wholesale transactions, retail demand 7
Wiener processes 118�20
withholding taxes 9
World Bank 5�6, 9, 236�9

WorldCom 223

WTI crude oils 139�40

Xpect 140

year-on-year inflation swaps (YoY),
concepts 147�51, 303�5

Yen see JPY

yield curves, concepts 13�14, 44�50,
107, 110�25, 273, 277, 284�307,
329�54

yield to maturity (YTM) 76�8
yield-curve risk management

see also risk management

concepts 273, 277, 284�8, 305�7,
309�10, 325�7, 345�6

yield-curve swaps

see also constant maturity . . . ;
interest rate basis . . .

concepts 107, 110�12, 115, 123�5
YoY see year-on-year inflation swaps

YTM see yield to maturity

Z-spreads, concepts 89�90
ZAR 10, 44�5, 127�9, 162, 169�71,

317�21
zero-cost collars

see also collars

concepts 209
zero-coupon bonds 28�9, 51�8, 71�2,

89�92, 114�15, 132�5, 145�51,
167�9, 174�7, 199�201, 224�31,
267�72, 273, 276�307, 324�7
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