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Static simulations, 240

Statistical analysis, 97

distributions, 98–112

probabilistic approaches, 112–118

Steady state distribution function, 30

Stocks, 4, 12, 55

prices, 158

Stop-loss order, 303

Strategic risks, 344

Stress testing, 206–207

Strike, 131

Strong-form version of theory, 26

Structural models, 262 (see also Reduced-form models)

CreditMetrics™ model, 269–271

first passage models, 266–268

KMV-Merton approach, 262–266

Student-t factor model, 492

Student’s t-copula, 391–392

Stylized facts, 93–95

Subadditivity, 409, 420

Subprime mortgages, 461

Sum of square deviation from mean, 64

Super cycles, 287

Survival function, 253

of Pareto variable, 98

Survival probability, 272

Swaps, 294–298

cash flows, 140

payments, 453

Swaptions, 144–147

Synthetic CDO, 464

System integration, 351–352

Systematic risk, 10, 52

Tail, 98

dependence of copulas, 395

index, 433

Tangency point, 49

Temporary impact, 315

Term structure of interest rates, 226–229

Tether, 538

Theoretical models, 314–318

Theory of markets, 22–33

Three-factor model, 61

Threshold, 486

Tick frequencies, 430

“Tick” loss target function, 413

Tightness, 309

Time horizon, 179, 514

Time series, 81

analysis, 85

ARCH/GARCH models, 85–89

autocorrelation of financial returns, 89–93

stylized facts, 93–95

Time Until First Failure test (TUFF test), 204, 407

Top-down approach, 360

Total cost of trading, 316

Total portfolio VaR, 197

Traceable models, 318–322

Traders in market, 128–131

Trading

path, 318

strategy, 315

Trans-European Automated Real-time Gross Settlement Express Transfer System, 445

Transaction cost calculations, 318

Transaction risk, 367

Transfer risk, 22

Transition matrix, 269

Transition periods, 508

Transition thresholds, 271

Translation risk, 367

Transparency, 305, 545

Transparent financial reporting, 21

Trial and error approach, 215

Twice differentiable payoff function, 381

Twist shift, 221

12-point Gauss–Hermite integration, 512

Uncertainty, 2–5, 339

Utility functions

common forms of, 14–15

of investor, 4

Value at Risk (VaR), 12, 195, 256, 314, 406, 419, 507, 554

advances, 507–514

analysis, 173, 176–179

analytic approximations, 201–203

backtesting, 406–408

calculation methods, 184–189

choice of parameters for, 183

conditional VaR, 411–413

decomposition, 196–199

expected shortfall, 409–411

features, 195–203

historical simulation approach, 184–185

limitations, 199–201

Monte Carlo simulation, 187–189

parametric method, 185–187

for portfolios of derivatives, 416–417

rationale and definition, 180–182

testing, 203–207

Value tokens, 538

Variable trigger, 518

Variance decomposition of returns, 59

Variance of portfolio, 43

Variance swaps, 380–383

Vasicek model, 230, 232

Vector of optimal weights, 47

Vega hedging, 147, 165–167, 478–480

Vigilance, 21

Volatility, 40, 63–73

strategy with strangles, 138

surface, 376

types, 63–66

Volatility risk, 11, 357, 375

callable bonds, 377–380

implied volatility, 375–377

variance swaps, 380–383

Volume, velocity, variability or veracity, 529–530

Weak-form efficiency, 25

Weekend effects, 95

Weibull distribution, 401

Weighted spread, 322

Weighting factor, 185

Worst-case scenario (WCS), 514

Yield curve, 223, 226

risk, 200, 237

Yield shifts, 220–226

Yield to call, 377–378

Yield to maturity (YTM), 214

Yield to worst, 377

Yields, 212–217

Zero-coupon bond price, 235

Zero-coupon rate, 495

Zero-volatility spread, 454

Zipf’s law, 437

