Pricing Models for Financial Engineering, IEOR 4630Fall 2006

Homework 5, due Thursday Oct. 11
Use of Excel spreadsheet or MATHLAB is recommended.

Building Trees using Zero Coupon Yields:

Use the interest rates on page 1 and volatilities on page 2 of the hand out in class on Thursday Oct. 4th and use linear interpolation when needed for the following quesions:

1- Let Δt = 3 months and use the 5 year volatility to build the tree with final maturity of 5 years.  

2- Let Δt = 6 months and use the 10 year volatility to build the tree with final maturity of 10 years.  

