We gratefully acknowledge supy

j’% Cornell UﬂiVEI'Sify the Simons Fo

and member ins

Library

Search or Article-id

arXiv.org > g-fin > arXiv:1204.5698

Quantitative Finance > Pricing of Securities Download:
. . . . . . PDF
Libor model with expiry-wise stochastic . Other formats
volatility and displacement Current browse cont
g-fin.PR

< prev | next >

Marcel Ladkau, John G. M. Schoenmakers, Jianing Zhang new | recent | 1204

Submitted on 25 Apr 2012
( P ) Change to browse b
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forward Libor is driven by its own square-root stochastic volatility process. The main advantage of

this approach is that, maturity-wise, each square-root process can be calibrated to the S
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corresponding cap(let)vola-strike panel at the market. However, since even after freezing the Libors

in the drift of this model, the Libor dynamics are not affine, new affine approximations have to be - NASAADS
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swaptions. As a result, we end up with a Libor modeling package that allows for efficient calibration to BeYREDL,E
a complete system of cap/swaption market quotes that performs well even in crises times, where mv '

structural breaks in vola-strike-maturity panels are typically observed.
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