S - FIRESHTTE SR
B on (Interest Rate and Credit
Derivative Products)

BERE STEMBERE R




F|ZR A (Interest Rate Model)

« ZREEFEEFMEFTINELTE - L B(0,T) sdAER
Er% > 2NN EHAH A T @438 1 Jt 0 HAEZIHRRTASZ
{5 o] FI] &, EfEﬁH Ty, Ty, ..., Ty 27 EF &
C1,Cy, .., G > HH ﬁ—ﬁﬂiﬁﬂgmzﬁﬁ Ci » HVEZFE
f& CB(o T) BIE=ARN:OE \ﬁfp

cB(0,T;) = Z €. B(0,Ty)

- R IR L S B R
II:H/\A °




JEFZR (yield)

« EEFTGTERKEILE S EFNES - EIESRE

InB(OT)

yield(T) = — -

« HENTCZEEESFMHENEEHNR - (15 B(0,T) =
exp(—yield(T) X T) - HAEZEIHEAH T FrEtERYEF 2T
e —{EHAFREERE (term structure) - T8 2 B iEAlERHH 4R

(yield curve)
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S HAFIZRMERT (Short Rate Model)

T
B(t, T)=E" [exp(— f 1, du)| Tt]

» AEEEL > EeRtRTELHY yield(T) HEREK—FEREEIEL o B
MBS RLHAAR e IVBIRETT Ryflatie — 2840 MY RuE R ke
Wi e > REHES B -

e Vasicek (¢ Ornstein-Uhlenbeck) FfAZY:
dry = a(m —ry)dt + fdW;
e CIR (3 square-root) fAAY
dry = a(m —rp)dt + B/redW;



15 5 BRE (affine function)

FalteyEEE A - (B EMR BRI B S 075
(affine) BY4EHRE » TE R {H B RAEL (affine function)
P(t,r)=AT—t)exp(—=C(T —t)r) » HHH
Bl A B C e —lir s oy 24 -




L BB Z7HJHE PDE

e Vasicek 2RI~ » PDE A
0P (t1) + 1 _0%P
5t 3B 5

* 1ECIREAIT » PDE

dP 1 0%P dP
—(t r) + = ,821"6 =(t,r) +a(m —r)—(t,r) —rP(t,r) =0

- FIAHEBEE PRI HAVESE t=T—t SEEER > IEL
EZES B R A P(T—1r) = A(T) exp(=C(7)r) >
HrrA(0)=1H €(0) =

(t, r)+a(m—r)—P(t r)—rP(t,r)=0




IHET

2FE (Bond Option Pricing)

B EEME o] H & — & &5 5% 1E fE

(compound option)

LR R %
£ 55—1[E7%EZEFE [ (option on option) -



(B BRI H AR

To
Q(t,x) = E* [e—ft s (P(Ty, rr; T1)) e = x]

« KA Feymann- Kac AT A[H > pHEIQL, x) &ome DA N S

Q+ ,Bza—Q+a(m x)——xQ—O

o TN 5

Q(Ty, x) = A(P(To, rr,; T1))

2
— A (6 —(R(T1—To)—(R—x)C(T—To)+f—aC(T—To)2 )

F1C(T —Ty) = (1 —e Ty /a H R =m — %/(2a?)

\
/



Forward/LIBOR Rate Fl[3f5 7Y

» H—RAZIEME BT =M H Z A
% (forward rate) » A {EE]EH Heath-Jarrow-

Morton FERUER LIBOR fEH o



Heath-Jarrow-Morton FE 7

o JENFE] t fEERIK THYZEHEAAZR (forward rate) /5y
_ log B(t,T+6)—log B(t,T)
f&,T)= —lim .
= —ElogB(t, T)
o —EEEAAER £ (¢, T ) BIEAERE THVbEE A2 - [Ha] DIAE
R -SR] t JIDASHE -

« ELE

T
B(t,T) = exp(—f f(t,v)dv),0<t<T



HEEKI[{&{4E (No Arbitrage Condition)

AR R R R AEERHIE P 2T > EEHT
df (t,T) = o(t,T)o*(t, T)dt + o(t, T)dW,
i HZE S B ERERE
dB(t,T) = R(t)B(t, T)dt — o*(t, T)B(t, T)dW,

HATEZAET - W, SRR - 17 H &R S AV

. t
B(0,T) exp {_j o(u, T)dAW,, — %J (c*(u, T))Zdu}
) 0

B(t,T) = 5
t

HIM &8I B —f%M: » —[RFHY Vasicek » Hull-White > CIRZ &
BB HIM BYERBT - 2800 HIM BRI 2B 0 )RR Bt R
BB RMEREE T -




LIBOR T7iZpERY

e LIBOR &2k [E]=EHrz K> (London interbank offered rate,
LIBOR) Y4555 ©
YEZ% 1.2 © 7HA LIBOR * (forward LIBOR rate) L(t, T) I EFHz =
B(t,T)— B(t,T + 6)
SB(t, T + 6)
o il FAVAATER “1 + I EF4EHAR] (duration of investment)
e L7 HH LIBORFIZ e FE i i B
B(t,T)

B(t, T + 9§)
(1 + duration of investment X interest rate = repayment.)

L(t,T) =

1+ 06L(t, T) =



PRT

u {112

RorEEtEs ] H

(Black Caplet Formula) & & — R ESZIERE T + & BYEREN f

(L(T, T) — K)* Hrf K Z2IEEAVELIE » 6 > 0 K= (tenor) -
{Beascitd LIBOR 5= L(¢, T) Aiefie 7

dL(tT) =yt TLETdAW S, 0<t<T

y(6T) s bR ELR R G - HINERSRE O Y — (BRI IR
BHIIERS
B0, T + OILO,TIN(A) ~ KN(d-)]

H b
N\

d

T
L = 1 [lOgL(O, T) i%f )/Z(t, T)dt]
e ;



EH

111
=)

JETEAY (Credit Risk Models)

[EHEFNES - DARZES AN - ¥HE R
HY T ARER — H e PR EEAVERE o B ARG T B
W R 4ERE=UREAY (structural-form model) - Ei 4Rk =52
(reduced-form model) » EME BN N . (bottom up) HYFE
ZT:E o




aFETUREY (Structural Form Model)

Black and Scholes (1973) E: Merton (1974) & DIAFEREIHAH T
7 B AFEEEEE St (BRINER K I RELY © ElEE
HNEFEHES {0 Sr(w) <K} KERE - #A  NEEEE

(Ll

YL E A ez (R B H BRI ERS T /R 2KE S > Black

and Cox (1976) ¥&H T DI & 2% (first passage time) {E fyiE

SIFE] T HYERR S tEEsk t=inf{t=0: S, =K} -

/N

NG

wE S LM T RMBEYINERTESES

{(T<T}= {Ogtlsz Si < K} 0



B ZEERE: (Distance to default)

* 1F Black-Scholes f&HY | » I35 —ZF NEIFEF- THHEINEE S
D> HIEEERKE

2

S, =Sye (u+%)T+a\/TZ

o HIFZ/NEIE THFHVEL IS (probability of default) &
DP = P(S; < D)
D 02
_p (Z < ln(%)—(u+7)T>
— — =
o —N%EFELFERE (distance to default) EF Ay In(D/Sy) /o
DIFfFEsaEBEEAERE » o DI s E5 R HAREE M aVE
LR -

» Z~N(0,1)




S BT

(Y (Reduced Form Model)

e EF 2.1 (BEE (Survival Function))
A T 20— (HERGHYELINGE (default time) - BERYFER
TTBCeRER E(@) 0 Rl S:(6) = P(r > t) = 1 — F(t) T RE
INFTE] T BV SRR -

¢ EF: 2.2 (&l (Hazard Rate Function))

fRasc 2 &IRFE © IR TR BUE fr(0) > BTGB
S:(8) > RIEZIE IR R e 2R e B E 55




BEIER

BRI E > AL BRI

( t
E()=P(r<t)=1—exp{— j h.(s)ds
. O

\

~"

/



Gt vt R L e

T
P(t>T) = E{e‘ Jo hsdsm}
o HAEEIEEE LA R R S S AR - TERE
E—{BEETEARE > TS E— ({51 s (affine function)




BRI 732 ¢ SRR S
(Copula Method: Joint Distribution of Multi Assets)

o REHERANEYL (Copula Function) —f[E N 4EEHVREHRNE C B —
EE=R IV > B E I EERE - Hf 1 =[01] - B
J
1. Cu) BTl E up, k=1,-,n & —{EENpE -
LM E R En-increasing

2. HEM—@E uwuel” » FHEM—E w=0 - H
Cw)=0: 5T k PDIVMEY w=1i+k » Hl
C(u) = Uj °

3. ¥{EE a<b - H|—{& n-box EFEKF B =[ay,bi] X
[az, by] X -+ [an, by] EiRiEV,(B) =0 HH V, K n-
volume ©

 BEWtRREL C RS BT A AR R — (8 2 B B o Ok > 1
HERVEIR 0 E R S ek gL -




Sklar &

« ©F 2 n EENZEETMERE > HERD MR
F1 (), By () AEAE—(E n $EFERYRBARE AL C (5
C(Fi(x1), -+, Fy(xn)) = F(xq, - xp)
o LN HEERITHINE FC), - B () BemEEny o/ C
SyME—HY -



{5 b T I R AR A
T EHWERT NS — A EWEENR (elliptical class) B ER
o B—4E Bl Bk E (Archimedean class) o 55 —JEAVEE
EERE TS A ~ B4 —t Bl e g - P EOR TR H
SHEERIEREME L BRIV -

117
yai




e HUT B R BRI B

CE(Uyg, ooy uy) = PR(D1(uy), ..., 2 1 (uy))

o —{ETR B AL I 1= e M nR B AR SR A B R L

teE BEAWEBNRm MR - BiA U EHIE
= .



Pe] K T o ot ER B

e H#E T Gumbel ~ Clayton ~ Frank ~ DL fz—f&{L Clayton [l
BT o [OR T2 i B S L M B R R R T T B Y
G- PR YL (copula generating function) ¢ (u) @ EFEN
[0,1] EA{HIEAE [0,00] AVE'E LNEY o BLRAYE B e8] DA
N EIVIE AR E 7=

CQuy, wrttn) = ¢7H(Pp(ug) + -+ + P (uy))




& BRI

* Clayton N EE

_1o
¢9—5(u —-1)

* Gumbel [FEl A ACPRBUEZAN T

do(u) = (—Inu)?, 0 € [0,0)

* Frank BeHifeasEcan ~

3 exp(—60u) — 1
$o(u) = —In oxp(—0) — 1 ,0 %0




E R IR 157 (Copula Factor Model)

o T REEEE I VENEFE > F0),0St<o0 BT
Y AR o R
T, = F (U

o HrhEHE U; B REE) T AmbEis sty
Ui = ®;(Z;)




T A [BR kR R

(Gaussian factor copula function)

Zi = pWo + |1 —piW,

* :/E;‘Ej WO %;&IEJﬁ% ’ Wl %% %:27'?% ° ﬁ WO;.”;Wd [:Elb%

— 4 i..d. YRR AR IR o




f_l‘:l-:‘ ~ 'f/]éE.nnﬁi'/Al' CDS 2 CDO

MULIOREE - B PREE T (protection buyer) ZRER > AfL/41)
HEMS A —F2 R EH » —EFFE T EEHEAEE
YK /IR IS EENER ' RE I

(protection leg) ;  [Allf > LLAIART TSR/ T A > BAHOREE
E 7 (protection seller) » & {E S /7 A R &IPTZ VIR >
BRI ARy | Bl (default leg) , - FHE LR

NS R ETEE A FERS ©




1121 gk /51
e BT 9%

n GNP EEN RS ERH -

T BLEZEATEIHAE -

R, * SRHE & EEAYEIUTES ©

M; & S (RS A

Ayt AFREFRETERM - 15 ERVIER R —2= -
h, * SFEiE & E TGRS

T ¢ S HE Y LI ]

B(0, T) © exp(— [, r(w)du) FHAH & T YT
r() RofmEpa A -

B

Day




ERTTEM SRR mEY A HERS

o RHEREEE TR Y SEHELREE E TR SRR R A
ZAEME] « < () FtatZiy - E&mr ol gEE AR &
JFIEEBEN Ay

L=E{(1-R)XMxB(0,7)xXI(t<T)} (5-1)

Hrp B By fa\ b R IOHIE NEVEAEAE - 55— 7 » BN IRE
B HAEIREmRE A

PL=E{XY_1Aj_1; x M xprep x B(0,t;) X I(7 > t;)} (5-2)

& (5-1) B (5-2) tHEERE - T AT EE A& 2R (premuim
iR AL 7K)




CDS k4 CDO

E{(1—-R)XMxB(0,7) xI(t<T)}
YN Aji—y; X M x B(0,t;) x I(7 > t;)

prep =

{5 F7E4JZCHR (Credit Default Swap - CDS) HYE]{EHENIE
PP EGEERH n=1> —f&ELR "H—%
T (single name) - JEHEEE 75 BOHE A R (R 1 & ES
(Collateralized Debt Obligation - CDO) 5y && F ]

NEEBHEEELER - R "ZEXRT (multi

names) °




'l:i,

FERNTAERE LTI N E TRIEN AT - 2Bk RKIIE
BE/ANEIELTE T Standard & Poor (fEAEIREY ) » Fitch (2
22 ) - LUK Moody’s KMV (27 KMV ) -

ja'e ]

LNV (rating agency)
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CDS{EH

o —(EFS A THTIEL CDS (index) BRI FARIKAT T
LA AT L

s¢(T)
1—R

« $oif 5,(T) 2 CDS 1F ¢ BEEIMIF T (988K - R EIEfER
(recovery rate) » [f] A; & t BFAYZELJHEE (default intensity) °
M DUREZ T T FARYESIREER DP(T) =~ 1 —
exp(—A:(T) X T) o

A(T) =

b




Shg T

« DIAEAELLE] BB FHRMHIE G - —FWNEEINIERE
1.1% > AFENEEGIERE 2.2% > NI 2 AFAVEL
PR 1.1% » (E55 — T bRt MEELBEE S AAF

PHIGRAERARLTE 1.1%/(1 — 1.1%) = 1.1% > EEEIE

e FACT 285/ A (T) X T > T =4 <

Z% 5.1: P B FEE 4R (Average cumulative default rate) (%)

S&P/Moody AAA/Aaa AA/Aa A/A BBB/Baa BB/Ba B/B CCC

s Rating

S&P Y1 : : : : 1.1 4.8
Moody’s Y1 0.0 0.0 0.0 0.2 1.8 8.1

S&P Y5 0.0 0.1 0.1 0.4 2.2 4.0 7.0
Moody’s Y5 0.0 0.1 0.1 0.4 2.0 4.9

16.4

EillAE - www.efalken.com
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