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Application of interest rate models for interest-rate-risk management
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Interest rate modeling for risk management - Market price of interest rate

This project studies real-world simulation of interest rates, which will be
applied for the risk management at the financial institution.
As a result, a theoretical framework is successfully develoEed to explain the property of real-world
simulation in the Gaussian HIM model. For practical use, this study is applied for the Hull-White
model, which is the most simple interest rate model. These results are published in two papers in
peer-reviewed journals, and summarized as an English book “ Interest rate modeling for ris
management - Market price of interest rate risk” published abroad.
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Period A: 2 Apr 2007 to 16 Jun 2008.

Eigenvalue | Contribution | Accumulated Market Market price of
? rate contribution | price of risk | risk (LMM)
rate C @ @
Ist | 7.61E-04 0.9305 0.9305 -0.256 0.038
2nd | 4.53E-05 0.0554 0.9859 0.532 0.758
3rd 5.44E-06 0.0067 0.9926 0.598 0.746
4th 3.29E-06 0.0040 0.9966 0.495 0.114
5th 1.22E-06 0.0015 0.9981 0.896 0.205
6th 5.86E-07 0.0007 0.9988 -1.049 1.226

Period B: 16 Jun 2008 to 31 Aug 2009.

Eigenvalue | Contribution | Accumulated Market | Market price of
2

p rate contribution | price of risk | risk (LMM)
rate C ) )
1st 4.77E-04 0.8082 0.8082 -0.884 -1.094
2nd 8.35E-05 0.1413 0.9495 -1.886 -1.718
3rd | 2.38E-05 0.0402 0.9897 -0.816 0.213
4th 3.14E-06 0.0053 0.9950 1.113 2.570
5th 1.31E-06 0.0022 0.9972 2.445 2.089
6th 5.57E-07 0.0009 0.9982 -0.557 0.550
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