Pricing Models for Financial Engineering, IEOR 4630Fall 2006

Homework 3, due Thursday Sept. 27
Use of Excel spreadsheet or MATHLAB is recommended.

CONTINUOUS COMPOUNDING AND FORWARD RRATES :

· Using the “FORWARD CURVE ANALYSIS” sheet that was handed out in class, calculate the continuously compounded rates for 1 WK to 1 Yr (Deposit rates).

· Plot the above rates.

· Calculate the above rates starting in one month, 3 months, and 6 months. When needed, use the linear interpolation of continuously compounded rates.

· Plot the above rates.

