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Abstract

This thesis proposes the innovative method of constructing the joint probabilities of
forwards rates based on the trees for LIBOR market model. Ho (2008 ) builds
recombined interest trees for simulating the evolution of forwards rates. We suggest
that the joint probabilities of forward rates can be constructed by calibrating the
correlations with Cholesky decomposition and Andricopoulos et al. (2003 ) quadrature
method. The Monte Carlo simulation is given to verify the correctness of our method

in pricing the interest rate derivatives.
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SE K RFPFHABT S E P AT B IS A ML 54 R LR E

Bod b S0 2 e g kot T LR ST R 2 N E AR
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Hull and White #-3]) & Epe B8 f]5 g8 48 (4o D HIM) 2 o B* it
PREGI VA R FLEE R SRR RREE e g I @ A 5
TR AT HE R L R cade iFo F g @0 1997 £ 0 4 Brace, Gatarek,
and Musiela (BGM) #t#& .67 LIBOR » #-#-3). (LIBOR Market Model ) » #* #-3]
S-HIM A AP ETi > 2 g B9 3 v e 52 LIBOR 1 & enig #5842 0 F] b

T il A F W OOR FA S e T U E et B |32 LIBOR 4R §
Ho ARG 0 3 R e iR g a e TG B IS AR R B LA RE

gy i Bt ]S R

LIBOR # 3-#-7| 3k & #p LIBOR 43 RS 4#c¥ &~ fe > o > LIBOR # 3~
¥ P e F g B AR 255 7 4 i 42 (Non-Markov process) > #7174 fsd =
Bhik S HPF o FIRLITAR R S E Y SRR E L # T E RS

3 MGE decd o 4k B FIELR -

0 L PRE BRI R (2008) & * &2 LIBOR # #3040 I B3k —Ho,
Stapleton, and Subrahmanyam (1995) #7#% &} cuE = 2 - & = e Py 5§ 15
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¥-F% éﬁ#ﬁ

AR A RIS R w2 F e RRCEUE & LIBOR B BHCA g Y > £ 538
B P PR R E ) A A T cn LIBOR B H-H03) eiE 538 0 3P Ho,

Stapleton, and Subrahmanyam £ & -k & 8E& & 38 % T g8 ) 5 cndieie > 2 o

FISF AR eI 2 IS LT SO H 2 6 FRFRER DL >
FIFHAF R B R TS PR L o2 Y p nfI SRR TS
B2 ApM Gl fI5 - & 5 3943 (EquilibriumModels) fo&

2 F1#-3] (No Arbitrage Models)t e

(=) =il

ESFREA]  hd T A Heng ol g Bk Rt - ]l R g
g F A 5 N 4 #3) (Exogeneous Models) o & A 2 53] 40T
1. Vasicek (1977)

Vasicek & ‘@& FIFHA - f > &l & ¥ 2 R T > B IF r R
Ornstein-Uhlenbeck (0-U) e %g48:iE 42 :
dr(t) = a(f—r(t))dt +odW (t)

Bl a~Frod sl das@ERpiFad ik fLey s ok
Lyl r@t)F @S~ o F@PIF ks R o dW(t) 5 Wiener
process * dW(t) ~ N(O,dt) -

Foho SR Tnl ok R, g rugang Ry I Tk R
Boom Fa O-UNEBAR R Y A Afe  J1F G Ve s f i P2 B EE
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9 B 4 R BRI F DR R
2. CIR (1985)

Cox, Ingersoll, and Ross(CIR) % :x & Vasicek #A1F15 ¥ & & § 5
SR AW () P e E AT R o fr(t) » T e YIS B RE LR 0 B
EERHER P ARREFNS A A R A > @ R FIE R & Vasicek #-3
KEApR o Gh'g? 2 DBEKT - AP iEiedeT

dr(t) = a(B-r©)dt+o\r(t) dw ()

CIR #2825 PR Y £F FR &2 £f7 F g A A a7

F.

FaE N F A > w FICIR $2A] R385 4 ™ chop 2 77> &2 2 S A
) SR T B UGRS3 R Sl
(=) & & FI83]

d R P B P FHR RS A - K05 0 RS AR I b
ERBCAY R 5 1 P B{IS R Sngdico B9 (drift term) P13
R S g R A R LIV MR B PA RIS T oRE
OFS STEEF S S S AE S AT S LR = RS R & il

4o T
1. HoandLee (1986)
Ho and Lee #-3] # & & 4% & chm & 83 » B A28 {5 g i A2 &
dr(t) =6(t) dt+o dW(t)

B oimPaedflsadd R 5 ¥k Ot) - PRGOS 2 F ¢

E a8 B AR 0 B2 Ho-Lee 031+ § 3000l & p % 9 3915
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7 - Renak BE o L F] 5 AR L SR e 0 2 IS T

foo Bl EE RS R @
Hull and White (1990)

Hull-White #-3) 5 Vasicek #cA)at ® 40 &k enficd)] » L3037 0 3 & 8

P R R ARG 2 T AT S

dr(t) =[0(t) —ar ()] dt+ o dW (t)

&
dr() = [29 _r(0)] dt + o dW (1)
a
B9 a0t e 0 e A R R S
#ooom pt 03 & Vasicek #0310 ARG PR R t B g o T R W
'—-H@_‘I‘ S, o 7 - 2w A1 o m 4o
§FE . Bk o agt) v HAFIFHEFSHEED

0t)=F@O )+« F(O,t)+o-—2(1—e‘2‘“)
2c

o hfs- BIFIEE ] Aok BT LA R FFARFRE R

RO +a[FO.0) -1« %7 % 50 3 > f1% s s 8 059 4 B T 20 115

£
e,

L5 F U R W A g o s B v BT 09 5K .
HIM (1992)

HIM #-4]d Heath, Jarrow and Morton #73& & e geff gy 13 5 A&
A hEEIEET CRENRIER T NS SN NS LB

R S L T

df (4, T) = a(t,T) dt + o(t, T) dW (©)

ERd

2 f(,T): AR t TR T g 8 41 3
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a(t,T) ZG(LT)LT oft,s) ds éicri(t,T) ds & iZif9E
ot,T)=(o,(t,T),--, o, A, T)) 2 k&R 5 R » £

W(t) = W, (1), Wy (1)) & 7 aR e 988

? T A EAR S 25 ¥ 2 (non-Markov)iE 4z > ® 15 G pRiF iR Ep
Tla - mix B0 S LR T] Tl R e T RO AR o A 2 R AR

B RBEAE L BRAEHFIF AP SR P E RGN
*RDR SRR .
BGM (1997)

d 3t HIM BEA] #7458 cPpe B R AP fIh e i 0 %5 o B2 B B E R
Bl Fl G v - HE S N R F R AT R B R
ZEI P FARY o E I LIBOR #3563 ¢

WAy o RpApIRIF A BB 4 S AN B - s
d Brace, Gatarek, and Musiela. (BGM) #7# 1 er¥tdc# i & ¥ LIBOR 41

FHA > A BGM #7315 % = #gR| 5 Jamshidian #73 B &) et e ¥ fL g 4P
TEAIF A

HP BGM 23] 4 S 4cT
FQUEMFLFEERRPETL) BN E ek G 2 RIR

FAT. T, » FFEt T RT BESRH IS APF g f X )

B I )5 2 BB 2 L

M=1+é}f(tv-‘—ilTi+l) 5' :THl_Ti

P(t'THl)
sopd R EE] T, T.)= 5(PP(EtT)) ~1) > # ¢ PP(EtT))
+1 +1
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Q' —martingale > 1345 Ito's Lemma - f(t;T,,T,,) ™ P(t,T,,,) 53 8 &>

f(t;T,.T,,) & Q" —martingale » ¥ &= f (t;T,,T, ;) &Q" & = cf {5 iE 42 5
df (6T, To) = FET T)o OAWD)  1=12,0-n

B o) s momlic W(t) 2 QR R T eh# & d o v 2 LIBOR & 8

i S g A A S AR S
f(t;T,T.) = FOT, +1)exp[—§_[ (s)ds+Ia(s)dW(s)] (1)

¥ Fti=no B PRT,,) A3 E = (6T, T, 5 Q" —martingale -
T F(T, T, QU RIR L« AR A S AR e

=125 ER| B g 5 QU BT e T e s S A2 T OB S

df (t;T,,T,.,) = o, OV, () —v,,O1F T, T )dt +o () F ;T T, )dW, ) (2)

Heov(t) s bt FFRAEE B RPET)ZRA® R v, () 5 &t FFED

5P, 2 kR

¥e:3 %‘?‘4 e e R iF Vi (t) ~Voa (t) :

R M :1+5i f (t,T| lTi+l) ’
P(t.T..)
=Pt T)=-InPET,,)=I[1+5f(t;T,T.,)] <

BBSREY BT FLR SRR ERS

dP(t,T,) =r(t)P(t, T )dt +v, (t)P(t, T, )dW (t)

1 * Ito's Lemma > E (3) N E 55 FendW AP E > 7 (8 3



5i f (t;Ti'THl)O_i (t)
1+6, (6T, T,

Vi (t)_Vi+1(t) = (4)

£ (3)5 7 #ar

PILT) _j, POT) POTL) PO vy, LT

In = = kS
P(t7Tn+1) P(t1Ti+1) P(t1Ti+2) P(t1Tn+1) k=i P(t’Tk+l)

= Y InfL+ 6, f (6T, T )] (5)

k=i

pld (4)50 2 (5) 5

WO Yy )= 34 (0 v,y () = 3 2 L e )Y

1+, f(t;T,, T, 1)

R (2) 5% 0 Bl k<n > BGM oA QR A ™ g8 iE AR 5 ¢

df (t ;Tn7Tn+1) _ C 6| f (t’TI ’Ti+1)6i (t)
T ) B e Ty, s o, O, 0 (6)

¥ - & LIBOR %# + Bfiggaig®
d 3 f (0T, ) PRI BCF i~ fe > 538 t0's Lemma & & #
Lo FETT,)o;(t)

din f(t;T,T,)= (Z e fGTT ) © (t) —%giz(t)]dtJrai (t)dW, (t)

i=k

fl* £ 3 & K 2232 (Euler and Milstein Schemes) i {7 %74 i*

(Discretization) -’ i®

L0 T T Do (t
In f(t+AGT, T, =Inf(t;T,T,,)+ zpm (tT,.T,,.)0,(0)
i 1+ (T T L)

ai (t)—%aﬁ(t)]mwi (AW, (1)

H P AW, (t) ~ N(0, pAt) -

A B pEEL2 RIS T AR &



a0 F(GT T (t
ft+AGT,T,,)=f(t;T,T.,)exp an j ( J. J+1)UJ()
j=k 1+§jf(t’Tj'Tj+1)

o, (t) —%af (t)jm +o,(t) AW, (t)}

H o AW, (t) ~ N(0, pAt)

PR F R F P RN R L G REORA R E R R R ISR RT o

=% I T2Z LIBOR® ¥#AH Y E
P A PP Poon ¥ Stapleton(2005)4& % ) LIBOR # #7357 » —
B4k 4 5k 91 5 4% % (Forward Rate Agreement ; FRA) » £ £ % B> &

TTFRAF I E T 2 F oI E 2 JlendpigpF B ™ 2 LIBOR # 8318 % & -
(- ) & ¥ 41 & 2 2 (Forward Rate Agreements; FRAS)

Bt O RT DT, PR OHEEA K AT FEF Kk 3 T FIT,, 2 &

BAIF YT, T, o LT, R L GRS Y

A(y(Tn’ +1) k)5
£ Froem

Ao S=T T Aidrs  ARETHEST Wit 2 a i w5 o A

=R

K¢ 5575 Fend )5 FET,T,,) > 7 @ - Bt R g 8 105 f 2

FRA(t,T,) i &

(=) 34 2. LIBOR # 34418 % &

IR A A 4 42 Poon £2 Stapleton(2005)4a E end & 2 %
. Ah'e? 2 THhELGFEHES
B(t,T,)=B(,T)EI[B(T,T,)]
ERER R SRR
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B(t,T,)

E BT, T))= g3 = F(LT,T)
0. I KW R
ELF (LT, T F (LT, ) = 0 ) CoulF(T T, T,), B, T)

3. U Ry I F e g AT B F Y I EBER

Et[f (Tl ;Tn’Tn+1)]_ f (t;Tn’Tm—l) =

_ECOVI (5 f (Tl 7Tn ’Tn+1)' 1 1 """ 1 )
o 1+0y(T,T,)1+0 f(T,;T,,T,) 1+6 F(T;;T,,T, 1)

x(1+of (t;leTz)) “@A+of(t ;T2'T3)) """ L+of(t ;Tn'Tn+1))

£ # ¥ Stein's Lemma for lognormal variables % i* ¥ 14 4s b i 3¢ 3 i o=

ELf(T,;T,. T, )1-f(@:T,.T,.,)=

of(t;T,T,)

f (t;Tn’Tn-¢—1)><
1+01(t;T,T,)

x Cov (I (T T, To), In F (T, T,,T,)]

4.
O (T To)

+ f (t;Tn’TnJrl)><
1+0F(t;T,,T, )

xCov[In T (15T, T ), In F(T ST, T )]

2 Cov[in f(T;T, T, ), In f(Tu T, Tl 5 i F Aeag I FET HEF A ¢

SRR F 2 L BB 20 VAL A MR UoindT 0 THKE
Cov,[In f(T,; T, Ti,0), In £(T; T, Tou)] = o iI=12,---,n

Zd #7852 v 2 17 3] Poon £2 Stapleton(2005)4& # erdgp s pF & 2. LIBOR # 3
B g 508 o
Et[f (Tl;Tn’Tn+1)]_ f(t;Tn’Tn+1) —

f(t;Tn’Tn+1)

5f(t,T11T2) X O + 5f(t,T2,T3) X O g é‘f(t;-l-n;rn-%—l) %
1+0f T T,) o 1+of (T, T 1+ (6T, T..)

Onn (7)

S & AR ESRE LT IF LIBOR 7 3503

d % LIBOR # 3041 ¢ enf| S sg 842 ft 288 7 2 4% - Ft Ho,

Stapleton, and Subrahmanyam (1995) #% & - B 2 > 23 S K E 2 RS
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BRE fihs A P RGBT Y RE OMEY LAz o ¥ LIBOR B Hc3l ¢+ & HSS
IR R (FA S Hicd B AR ) &% %0 s 288 LIBOR 155 33 -

Ape @R T B ERY IS i aE s
f(l ;Tn’Tn+1) = f(O;Tn’TnJrl)uiNi_rdir ’ I =T17T2!"'TN (8)

H o

U = 2E(F (5T, T, )/ £ (05T, T —d

1
d _ Z[E(f (I ;Tn1Tn+1)/ f(();-I-n1-|-n-¢—l)):|'\li
| 1+exp(2o; /(T =Tiy)/n)
N, =N, ,+m,

roapmT A & FiadcsrBae, r=012,--N,

1A £(0;2,3) 2 ¥ &y — I ] Fps Mo HAaT g5 m+1k a3

=012, m &T, PFRE AT ek n B & & Sedbo™ BlorT

f12.3)

2.4 11 £(0;2,3) 2 ® A g IS ML 6> RIAT, €5 m+m,+1k &

B0 =002 mem, T, AL LT HCH L BB % AT B
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£(2,2,3)

f(0,2,3)

TIME o m+m =4 o
|

3.0 122> 7 @4 f(0;2,3) 4 @13 8 g B 5 HpF > 2 15 8 U %

CAATHEF m+1iE & =012, m wT,BF it AT B &8

F_k
o
S

Fg”ﬁ m, +m, +1 1% a8k > r, :0'1,2,...,m1+m2 I{"’—TQF&F&&ZQ AT B r, B

STy

f(0,2,3)u,™™

f(0;2,3)u,™
f(0;2,3) f (0:2,3)u,™"d," f(0,2,3)u,™™"d,%
f(0;2,3)d,™
f(0,2,3)d,™
TME 0 oo 1 o 2
| | |
f(0;2,3) f(@,;2,3) f(2;2,3)
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HERK B I F P BRI B peT o B PIF (T, T, 1=T,
Ty T, ¥ 0% 2 gg o feig > f1% F3tehuy ~ d o RELI-1IFRF T % r
G BE TR Rk aiE G

Ei.(%)-(Ni,-r)Inu;-rind;  Ind,
n.(Inu; -Ind.) Inu, -Ind.

a0 [ Xy =Xy,) = vi,r (9)

I f(G;T,T.)
! f(0;T,T.)

d X PRAE 35 A fe o
X =F+rX,+& , Eylg)=0

2
t,0%i1

_\/tio-zo,i - _ti-l)o-zi-l,i
Vi=
B =E(X)-7E(X2)

PR
1B

BFFEETX,T o 2 FRgE
E.(x)=4 +7iXar = E()(i)'ViE(Xi-l)+7iXi-1,r

g £ (i5T,T,,) RS B A4

E(f(i;Tn1Tn+1))]_lo.201i (10)

E04) =Inl F(O:T. T 2

ET REP AR %gﬁ FEEL(X) » k3 E a0 ]x,) ¢
A d (7))L T 5N

Et[f(Tl;Tn,TnH)]:lJr ST(t;T,T,) o St(;T,T,) y
(T, T, 1+6F(4T,T,) 1+8f(4;T,,T,)
STT,T.,) y

1+0F(t;T,,T,,,)

Onn (11)

(6T, T

#(ll)f =+ FF %
PRS2t 2R Rt 1)

vET 51];(\1—3- :
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LT T f(t:Tn,TM)X(1+ oTTT)
f(O;T,,T.,) f(O;T,,T.,) 1+5f(t;T,T,)
of(t;T,,T,) 8 of (T, T, )

O2n+ +
1+01F(t;T,,T,) 1+0F(;T,,T,,,)

L AL (12) A~ (10) SN RIFE(X) 18 0 £FFE E () TP RiFL T

O1,n

X Onn) (12)

Xy » X 2o ¥ FRIE I q(X [ Xy) °
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2% mpi

A MFD I FHE T T 536 Ho, Stapleton, and Subrahmanyam (1995) # !

HquE > 2 ¥ % & Cholesky 4 f# 32 4 - §1* Andricopoulos et al.(2003)
Foom friz o RETHF L g ] 5 fd2 i =45 e a3 3% LIBOR
T £ A A e o

P # : 4 Ho, Stapleton, and Subrahmanyam (1995) # 4> 2 i 2 5 f(0;T,,T,,,)
2 fT,T,) 0 =12 nen@ % - e QY JIHEFE L tHPF > 1Y
Pl 0 o 5 A o Bol ki § t=1pF > APTIE(9) & &4 F(0L2) 2
fFLL2) ~ £(0:23) 3 F(1:2,3) ~ £(0:34) % f(1:34) ~ -~ f(O;T,,T..) %

FOT,T) 973 7 aedbz f s 5 > frim a2 £(0,4,2) 2 f(LL2) % A
BE R F(LL2) T f(L23)% (2§ mE i gl % o Tt A v B 0 3 tp
FEbasdimip > @ pn BRI FHYD S 2 F'“rs A0 B MR T s s AR

By el £ 6 % A e o

4 4 % Cholesky 4 f& 732

B a=(a,a,a) 7 N BIEREY LGP R TS g T3 B

Fofra; e i p, o Ble B a ~% > Fd nFh ¥ LSS

At £ b= (0,b,, b)) S r g=Bb 4 HEE o B¢ > LB 5 d Cholesky
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