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Editorial Review

Review

In the seventies, Arbitrage Pricing Theory (APT) was invented for equity derivatives. Now the arena of
interest rate derivatives has its own APT: the Andersen-Piterbarg Textbook. --Peter Carr, Global Head of
Market Modeling, Morgan Stanley

Thisis amost comprehensive book on interest rate modeling and derivatives valuation. | recommend it
highly to al students and researchers. --Farshid Jamshidian, Professor of Applied Mathematics, Twente
University

Andersen and Piterbarg are to be congratulated on moving our understanding of valuation of interest rate
derivatives to anew level. --John Hull, Professor of Derivatives and Risk Management, University of
Toronto

From the Author
From Preface

For quantitative researchers working in an investment bank, the process of writing a fixed income model
usually hastwo stages. First, atheoretical framework for yield curve dynamicsis specified, using the
language of mathematics (especially stochastic calculus) to ensure that the underlying model is well-
specified and internally consistent. Second, in order to use the model in practice, the equations arising from
the first step need to be turned into a working implementation on a computer. While specification of the
theoretical model may be seen as the difficult part, in quantitative finance applications the second step is
technically and intellectually often more challenging than the first. In the implementation phase, not only
does one need to trand ate abstract ideas into computer code, one aso needs to ensure that the resulting
numbers being produced are meaningful to atrading desk, are stable and robust, are in line with market
observations, and are produced in atimely manner. Many of these requirements are, asit turns out, extremely
challenging, and not only demand a strong knowledge of actual market practices (which tend to deviatein
significant ways from "“textbook" theory), but also require application of alarge arsenal of techniques from
applied mathematics, chiefly approximation methods and numerical techniques. While there are many good
introductory books on fixed income derivatives on the market, when we hire people who have read them we
find that they still require significant training before they become productive members of our quantitative
research teams. For one, while existing literature covers some aspects of the first step above, advanced
approaches to specifying yield curve dynamics are typically not covered in sufficient detail. More
importantly, thereis simply too little said in the literature about the process of getting the theory to work in
the real world of trading and risk management. An important goal of our book seriesisto close these gapsin
the literature.

The three volumes of I nterest Rate Modeling are aimed primarily at practitioners working in the area of
interest rate derivatives, but much of the material is quite general and, we believe, will also hold significant
appeal to researchers working in other asset classes. Students and academics interested in financial
engineering and applied work will find the material particularly useful for its description of real-life model
usage and for its expansive discussion of model calibration, approximation theory, and numerical methods.
In preparing the books we have drawn on nearly 30 years of combined industry experience, and much of the
material has never been exposed in book form before.



We owe agreat debt of gratitude to our families for their support and patience, even when our initial plans
for abrief book on tips and tricks for working quants ballooned into something more ambitious that
consumed many evenings and weekends over the last six years.

From the Inside Flap

"In the seventies, Arbitrage Pricing Theory (APT) was invented for equity derivatives. Now, more than 30
years later, the arena of interest rate derivatives has its own APT: the Andersen-Piterbarg Textbook. In the
complex and highly liquid interest rate derivatives market, the requirements for model accuracy and realism
are inordinately demanding, so it isfortunate for practitioners and academics alike that two of the industry's
leading practitioners have decided to share their model building experiences. Their unusual collaboration is
the culmination of decades of toil, tears, sweat, and work in the trenches. | highly recommend this book for
anybody interested in how interest rate models really work."

Peter Carr, Globa Head of Market Modeling, Morgan Stanley and Executive Director of Mastersin Math
Finance Program, Courant Institute, NYU

"Thisisamost comprehensive book on interest rate modeling and derivatives valuation. It treats in great
detail topics of interest to both academicians and practitioners, from theoretical foundations and option
pricing fundamentals, to specific models and instruments and their numerical implementation. | recommend
it highly to all students and researchers."

Farshid Jamshidian, Part-time Professor of Applied Mathematics, Twente University

Users Review
From reader reviews:
Lisa Auyeung:

Reading a guide can be one of alot of pastime that everyone in the world really likes. Do you like reading
book thus. There are alot of reasons why people love it. First reading a book will give you alot of new info.
When you read a publication you will get new information mainly because book is one of many ways to
share the information or perhaps their idea. Second, studying a book will make an individual more
imaginative. When you reading a book especially tale fantasy book the author will bring you to definitely
imagine the story how the people do it anything. Third, it is possible to share your knowledge to some others.
When you read this Interest Rate Modeling. Volume 2: Term Structure Models, it is possible to tells your
family, friends and also soon about yours reserve. Y our knowledge can inspire different ones, make them
reading a guide.

Corrine Switzer:

The reason why? Because this Interest Rate Modeling. Volume 2: Term Structure Models is an unordinary
book that the inside of the book waiting for you to snap it but latter it will shock you with the secret the item
inside. Reading this book adjacent to it was fantastic author who else write the book in such awesome way
makes the content within easier to understand, entertaining technique but still convey the meaning fully. So ,
it is good for you because of not hesitating having this nowadays or you going to regret it. This excellent
book will give you alot of rewards than the other book have got such as help improving your proficiency
and your critical thinking approach. So , still want to hesitate having that book? If | have been you | will go
to the e-book store hurriedly.



Virginia Glass:

This Interest Rate Modeling. Volume 2: Term Structure Modelsis great book for you because the content
that isfull of information for you who all always deal with world and still have to make decision every
minute. This specific book reveal it details accurately using great arrange word or we can declare no
rambling sentences included. So if you are read the item hurriedly you can have whole information in it.
Doesn't mean it only gives you straight forward sentences but tricky core information with wonderful
delivering sentences. Having Interest Rate Modeling. Volume 2: Term Structure Models in your hand like
having the world in your arm, detailsin it is not ridiculous one particular. We can say that no book that offer
you world in ten or fifteen minute right but this book already do that. So , it is good reading book. Hi Mr. and
Mrs. hectic do you still doubt that will?

Margaret Thompson:

That e-book can make you to feel relax. Thiskind of book Interest Rate Modeling. Volume 2: Term
Structure Models was bright colored and of course has pictures on the website. Aswe know that book
Interest Rate Modeling. Volume 2: Term Structure Models has many kinds or variety. Start from kids until
youngsters. For example Naruto or Private investigator Conan you can read and think that you are the
character on there. Therefore not at all of book are generally make you bored, any it can make you feel
happy, fun and chill out. Try to choose the best book for you and try to like reading in which.
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