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L’Hápital’s rule, 88
Liability hedging, 25
LIBOR, see London Interbank Offered

Rate
Libor Market Model (LMM), 203–204,

205, 298–316
Calibrating the volatility and

correlation functions,
307–313

General expression for drift changes,
306–307

Pricing an interest rate exotic,
314–316

LIBOR-OIS spread, 401, 429, 431–432,
438, 458

Life insurance products and companies
Europe, 27–28, 83
Household financial assets, 21–22
Japan, 36–37, 38–39, 39–40
United States, 18

Lines of credit, 15 fn. 14
Liquidity management, 333
LMM, see LIBOR Market Model
Lognormal short-rate model, 278,

280–282, 282–284
London Interbank Offered Rate

(LIBOR), 72, 163, 401–403,
450

Long coupon, 491 fn. 2
Long-lived shock, 272

M
Margin for repurchase agreements, 330,

334, 336, 338
Mark-to-market, 362
Martingale property and pricing, 300,

508–513, 525–526

Mean reversion, 262–263, 268–273,
276–277, 282–284

Medium-Term Notes (MTNs), 33
Monetary Policy, 16–17, 31, 35, 42–43
Monte Carlo simulation, 302, 322–323,

581–583
Path dependence, 581–583

Mortgages, 4–5, 45, 47, 563–568
Adjustable-rate, 564
Amortization table, 565–566
Conforming, 8, 563
FICO scores, 570
Fixed rate mortgage payments,

564–567
Foreclosure, 4
Household liability, 11
Japan, 45
Jumbos, 563
Loans, 563–564, 590
Loan-to-value (LTV) ratio, 570
Prepayment option, 567–568
Recourse, 5
Subprime, 563, 564

Mortgage-backed securities, 8, 47,
568–575

Agency, 563, 568
Collateralized mortgage obligation

(CMO), 575
Companion bonds, 575
Conforming, 563
Constant maturity mortgage (CMM)

products, 575
Constant or conditional prepayment

rate (CPR), 571
Current coupon, 572
Current mortgage rate, 572
Dollar rolls, 573–574
Guarantors, 568
Hedge ratios, 584–585
Hedging risk with swaps, 445
Interest only (IO), 575, 588–589
Japan, 45
Option-adjusted spread (OAS),

585–587
Options, 575
Pass-through, 568
Planned amortization class (PAC),

575

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: TIX/XYZ P2: ABC
JWBT538-bind JWBT538-Tuckman September 15, 2011 7:51 Printer: Courier Westford

616 INDEX
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236–241, 243–245, 247–248,
259, 261, 262

Ho-Lee model, 259
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Roll-down, see Carry-Roll-Down
R-squares, see Regression hedging
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Short-lived shock, 272
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Profit and loss decomposition,
105–106, 108–110, 116

Steepening, 84, 155, 161, 162
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EUR swap curve, second quarter

2010, 69
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Interest rate risk, 441–442
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465–473
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Valuation, 437–441
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Overnight index (OIS), 401,
429–431, 438, 470–473

Two-curve pricing, 473, 480–482
Swaptions, 47, 487–490, 501, 514–515

Forward bucket ’01s of a payer
swaption, 166–167

Hedging forward bucket ’01s of a
payer swaption, 167–169

Physical vs. cash settlement, 490
Skew, 483, 490, 500–507

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



P1: TIX/XYZ P2: ABC
JWBT538-bind JWBT538-Tuckman September 15, 2011 7:51 Printer: Courier Westford

Index 619

T
Tails, 371, 386, 399, 410–411
Tangent line, 126, 136
Taylor approximations, 137–139,

222
TED spread, 401, 411–415, 432–434
Terminal distribution, 253
Terminal measure, 301
Term structure models, 201–205,

226–227
Forward and futures prices, 363–366

Term structure of interest rates, 74, 76,
89, 91–93, 102, 104, 114

Expectations, risk premium, and
volatility, 229–248

EUR, GBP, and USD swap curves,
May 28, 2010, 79–81, 82–87

Fitting models, 260–262
Gauss+ model, 294–295
Historical, 240–241
Interest rate risk, 119–120
Model 1, 255–256
Model 2, 258
Unchanged, 81–82, 107, 110,

112–113
Vasicek model, 268–270

Term structure of volatility, 169
Gauss+ model, 293–294
Ho-Lee model, 260
Model 1, 256–257
Model 2, 259
Model 3, 277
Vasicek model, 270–271, 273, 294

TIBOR, see Tokyo Interbank Offered
Rate

Tier 1Capital, 30
Time-dependent volatility, 275–277,

283
Time value of money, 47, 48, 55
Tokyo Average Overnight Rate

(TONAR), 42, 431
Tokyo Interbank Offered Rate,

407–408
TONAR, see Tokyo Average Overnight

Rate
Treasury securities, 5–8, 51–53, 58

Amounts outstanding, 4, 6
Auction cycle, 7–8, 341–347

Bills, 7, 47
Bonds, 7
Coupon payments, 7
Current issues, 341
DV01-rate curve, 132
Face amount, 51
Federal reserve bank balance sheet,

17
Flight-to-quality trade, 6
Idiosyncratic pricing, 60–62
Inflation protected securities (TIPS),

7, 8
Hedging vs. nominal bonds,

172–180
Liquidity, 5
Maturity structure, 6–7
Notes, 7
Off-the-run, 341
On-the-run, 49, 341–347
Par value, 51
Price-rate curve, 124
Principal amount, 51
Reopening, 8
Savings bonds, 7
Separate Trading of Registered

Interest and Principal of
Securities (STRIPS), 51,
58–59, 60–62, 102

Key rate exposures, 157–159
TIPS, see Treasury securities, Inflation

protected securities
Tree representation of rates and prices,

207–209, 214–219
Black-Karasinski model, 282–284
Ho-Lee Model, 260
Model 1, 252–253
Model 2, 258
Mortgage valuation, 580
Nonrecombining, 214, 264–265
Recombining, 215, 265–267,

283
Time step, 224–225
Vasicek model, 264–268

U
Unbiased estimators, 184
U.S. Treasury securities, see Treasury

securities
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V
Vanilla derivative, 201
Variation margin, 362–363
Vasicek model, 262–273, 277, 282, 284
Volatility

Basis-point, 251–252, 277–279
Lognormal model, 281–282
Multifactor exposures, 169
Portfolio, 119
Regression-hedged portfolio, 178
Short position, 137
Short-term rates, 229, 231–236
State-dependent, 214, 215

W
Wings of a butterfly trade,

190

Y
Yield, 48, 95, 99–105,

114–116
Unchanged, 111, 113–114

Yield-volatility, 278

Z
Zero coupon securities, 58, 65,

102–104
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