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Interest rate traders have been using the SABR model to price vanilla products for more than a

decade. However this model suffers however from a severe limitation: its inability to value exotic

products. A term structure model ÃƒÂ  la LIBOR Market Model (LMM) is often employed to value

these more complex derivatives, however the LMM is unable to capture the volatility smile. A joint

SABR LIBOR Market Model is the natural evolution towards a consistent pricing of vanilla and exotic

products. Knowledge of these models is essential to all aspiring interest rate quants, traders and

risk managers, as well an understanding of their failings and alternatives. SABR and SABR Libor

Market Models in Practice is an accessible guide to modern interest rate modelling. Rather than

covering an array of models which are seldom used in practice, it focuses on the SABR model, the

market standard for vanilla products, the LIBOR Market Model, the most commonly used model for

exotic products and the extended SABR LIBOR Market Model. The book takes a hands-on

approach, demonstrating simply how to implement and work with these models in a market setting.

It bridges the gap between the understanding of the models from a conceptual and mathematical

perspective and the actual implementation by supplementing the interest rate theory with modelling

specific, practical code examples written in Python. Ã‚Â  Ã‚Â 
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A hands on book where the code and the technical tips can help speed up a lot the understanding

of the model(s) treated. Both if you are still studying or just started on the desk.

The code is not so clear.

Rating 2.5 stars.I found this book's utility limited to the *only* useful piece of actual code - the

simulation of Sabr LMM. If you really want to learn Sabr LMM, I strongly recommendÃ‚Â The

SABR/LIBOR Market Model: Pricing, Calibration and Hedging for Complex Interest-Rate

Derivatives.A lot of python code seems superfluous. For somebody trying to learn Sabr LMM, do we

really need code to -1. calculate first derivative (essentially (a-b)/h)2. calculate second derivative

(essentially (a-2*b+c)/(h*h))3. draw 2 correlated random numbers (essentially X and rho*X +

sqrt(1-rho*rho)*Y). Then there is a separate snippet to calculate more than 2 correlated random

numbers (run of the mill cholesky decomposition, can effectively be done in two lines)!4. calculate

(a+b*t)*exp(-c*t)+d (yes, this one liner is a separate python function in the book and mentioned as

such in the book and all the marketing material).and so on, I hope you get the idea.The authors will

say this code is used elsewhere in the book but then effectively the count of *examples

implemented in python* (included in the book title as well) is down to two or three. Plus you will have

to manually type the code from book, but hey at least no body can steal their code without paying

for it! Another way to put it would be - no body can use their code even after paying for it!This being



said, the book does have bits of useful information here and there. I suggest a buy recommendation

if price goes down to 25 GBP/ 40 USD , its way too expensive otherwise. You are better off

spending your money on Rebonato's book.

I needed a hands-on approach to LMM-SABR because I am going to implement one for work. This

book definitely serves the purpose. Recommend it !!
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