Pricing Models for Financial Engineering, IEOR 4630Fall 2006

Homework 4, due Thursday Oct. 4
Use of Excel spreadsheet or MATHLAB is recommended.

Term Structure of Interest Rates and Zero Coupon Yields:

· Use the “FORWARD CURVE ANALYSIS” sheet that was handed out in class with ‘Curve Dated” 9/19/07 for the following calculations:

· Using linear interpolation calculate 6 month forward rates for the next ten years. Plot the forward rates.

· Calculate the price of zero coupon bond for 6 Months, 12 Months up to  ten years. Plot these prices.
· Calculate the yield of zero coupon bonds with semi-annual compounding for 6 Months, 12 Months up to ten years. Plot these yields.

· Repeat the above exercise using 3 Month rates.
