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The Volatility Smile

The Black-Scholes-Merton option model was the greatest innovation of 20th century finance, and remains
the most widely applied theory in all of finance. Despite this success, the model is fundamentally at odds
with the observed behavior of option markets: a graph of implied volatilities against strike will typically
display a curve or skew, which practitioners refer to as the smile, and which the model cannot explain.
Option valuation is not a solved problem, and the past forty years have witnessed an abundance of new
models that try to reconcile theory with markets.

The Volatility Smile presents a unified treatment of the Black-Scholes-Merton model and the more advanced
models that have replaced it. It is also a book about the principles of financial valuation and how to apply
them. Celebrated author and quant Emanuel Derman and Michael B. Miller explain not just the mathematics
but the ideas behind the models. By examining the foundations, the implementation, and the pros and cons of
various models, and by carefully exploring their derivations and their assumptions, readers will learn not
only how to handle the volatility smile but how to evaluate and build their own financial models.

Topics covered include:

The principles of valuation●

Static and dynamic replication●

The Black-Scholes-Merton model●

Hedging strategies●

Transaction costs●

The behavior of the volatility smile●

Implied distributions●

Local volatility models●

Stochastic volatility models●

Jump-diffusion models●

The first half of the book, Chapters 1 through 13, can serve as a standalone textbook for a course on option
valuation and the Black-Scholes-Merton model, presenting the principles of financial modeling, several
derivations of the model, and a detailed discussion of how it is used in practice. The second half focuses on
the behavior of the volatility smile, and, in conjunction with the first half, can be used for as the basis for a
more advanced course.
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From reader reviews:

Carolyn Baird:

Do you one among people who can't read gratifying if the sentence chained in the straightway, hold on guys
this kind of aren't like that. This The Volatility Smile (Wiley Finance) book is readable through you who
hate the perfect word style. You will find the facts here are arrange for enjoyable examining experience
without leaving also decrease the knowledge that want to offer to you. The writer connected with The
Volatility Smile (Wiley Finance) content conveys the idea easily to understand by lots of people. The printed
and e-book are not different in the content but it just different by means of it. So , do you nevertheless
thinking The Volatility Smile (Wiley Finance) is not loveable to be your top listing reading book?

Rhonda Yowell:

Exactly why? Because this The Volatility Smile (Wiley Finance) is an unordinary book that the inside of the
e-book waiting for you to snap this but latter it will zap you with the secret the idea inside. Reading this book
next to it was fantastic author who write the book in such remarkable way makes the content on the inside
easier to understand, entertaining method 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 amazing book will give you a lot of
advantages than the other book have got such as help improving your ability and your critical thinking
method. So , still want to postpone having that book? If I were being you I will go to the publication store
hurriedly.

Thomas Garrett:

Many people spending their time period by playing outside along with friends, fun activity using family or
just watching TV the whole day. You can have new activity to invest your whole day by reading a book.
Ugh, do you think reading a book really can hard because you have to bring the book everywhere? It fine
you can have the e-book, bringing everywhere you want in your Cell phone. Like The Volatility Smile
(Wiley Finance) which is finding the e-book version. So , why not try out this book? Let's observe.

Manuel Pina:

A lot of publication has printed but it is unique. You can get it by world wide web on social media. You can
choose the best book for you, science, comedian, novel, or whatever through searching from it. It is
identified as of book The Volatility Smile (Wiley Finance). Contain your knowledge by it. Without causing
the printed book, it may add your knowledge and make you actually happier to read. It is most significant
that, you must aware about reserve. It can bring you from one destination to other place.
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