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PROJECT TITLE: Efficient Approaches for Pricing Swaptions on Amortizing Swaps

PROJECT GOAL
To find efficient approaches to price swaptions on amortizing swaps.
HIGH LEVEL DESCRIPTION OF PROBLEM

Pricing swaptions under various models is well understood. In many models these instruments may
be priced using analytical expressions. The goal of this project is to investigate the use of analytical
or semi-analytical approaches to price swaptions on amortizing swaps.

PROJECT OBJECTIVES
The objectives of this project are:

e To determine which interest rate modelling approaches are amenable to producing efficient non-
simulation based approximations to price swaptions on amortizing swaps.

e To theoretically derive analytical or semi-analytical pricing formula for such instruments.

e To test the efficacy of these formulae against Monte Carlo simulation based pricing.

OUTPUTS REQUIRED

Research paper(s) or (a) dissertation(s) on amortizing swaption valuation

STRATEGIC VALUE TO DIRECTED RISK RESEARCH

In the asset-liability management (ALM) context swaptions are regularly used to mitigate risk
associated with long-dated interest rate exposure. There is, however, a need to have non-constant
pay-off profiles in such instruments. Modelling may lead to improved understanding and mitigation
of the risks associated with ALM.
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