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The Pricing of Structured Notes:
Interest Rate-Linked Product

Cheng-Ju Lee

Abstract

Interest rate model has developed from former short rate model and forward rate
model to the market model nowadays. The concepts of these models have changed
from instantly continuous interest rate that does not exist in reality to the piecewise
continuous forward rate which can be observed in the market.With the improvement
of the pricing method, there are various of interest rate derivatives emerging from the
market, in which, callable bonds are common ones. In order to attract investors,
callable bonds are usually accompanied with high interest.In this article, we choose
“12 Years Non-call 3 Month Callable Range Accrual Note” and “10 Year Accrual Cap
Reverse-Floater Note™ for our case study. We price these callable bonds under the

assumption of the market model.

Key words : Libor Market Model ~ LIBOR -~ Interest Rate Structured Note ~ Callable

Bond
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