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Market Models: A Guide to Financial Data Analysis

Market Models provides an authoritative and up-to-date treatment of the use of market
data to develop models for financial analysis. Written by a leading figure in the field of
financial data analysis, this book is the first of its kind to address the vital techniques
required for model selection and development. Model developers are faced with many
decisions, about the pricing, the data, the statistical methodology and the calibration and
testing of the model prior to implementation. It is important to make the right choices and
Carol Alexander's clear exposition provides valuable insights at every stage. In each of
the 13 Chapters, Market Models presents real world illustrations to motivate theoretical
developments. The accompanying CD contains spreadsheets with data and programs;
this enables you to implement and adapt many of the examples. The pricing of options
using normal mixture density functions to model returns; the use of Monte Carlo
simulation to calculate the VaR of an options portfolio; modifying the covariance VaR to
allow for fat-tailed P&L distributions; the calculation of implied, EWMA and 'historic'
volatilities; GARCH volatility term structure forecasting; principal components analysis;
and many more are all included. Carol Alexander brings many new insights to the pricing
and hedging of options with her understanding of volatility and correlation, and the
uncertainty which surrounds these key determinants of option portfolio risk. Modelling the
market risk of portfolios is covered where the main focus is on a linear algebraic
approach; the covariance matrix and principal component analysis are developed as key
tools for the analysis of financial systems. The traditional time series econometric
approach is also explained with coverage ranging from the application cointegration to
long-short equity hedge funds, to high-frequency data prediction using neural networks
and nearest neighbour algorithms. Throughout this text the emphasis is on
understanding concepts and implementing solutions. It has been designed to be
accessible to a very wide audience: the coverage is comprehensive and complete and
the technical appendix makes the book largely self-contained. Market Models: A Guide to
Financial Data Analysis is the ideal reference for all those involved in market risk
measurement, quantitative trading and investment analysis.

In den modernen Finanzmarkten spielen Modelle eine entscheidende Rolle. Sie werden
in allen mdglichen Bereichen eingesetzt, angefangen beim Kredit- und Marktrisiko tber
das Betriebsrisiko und Extremereignisse. Die Finanz- und Wirtschaftstheorie kann zwar
bei der Modellbestimmung sehr hilfreich sein, aber der Modellentwickler steht vor dem
Problem, welche Variablen er aus einer Vielzahl von méglichen auswahlt und welche
Daten er mit ihnen verbindet. Die Modellentwicklung ist eine Kunst und Wissenschaft
zugleich - ihre Anwendung aber ebenso, denn grolRe Verluste sind entweder auf den
ungeschickten Einsatz von Modellen oder auf die falsche Modellwahl zuriickzufiihren. Es
gibt z.B. verschiedene Standardsoftware Algorithmen, die beim Black-Scholes
Optionspreismodell angewendet werden kdnnen. Diese Methoden liefern zwar den
gleichen Wert, doch kénnen sie einen sehr unterschiedlichen Wert fur langerfristige
Optionen ermitteln. "Market Models" ist ein umfassender und anwendungsorientierter
Leitfaden zur Analyse von Finanzdaten und Marktmodellen: Ein Buch fiur die tagliche
Praxis.

Market Models provides an authoritative and up-to-date treatment of the use of market
data to develop models for financial analysis. Written by a leading figure in the field of
financial data analysis, this book is the first of its kind to address the vital techniques
required for model selection and development. Model developers are faced with many
decisions, about the pricing, the data, the statistical methodology and the calibration and
testing of the model prior to implementation. It is important to make the right choices and
Carol Alexander's clear exposition provides valuable insights at every stage. In each of
the 13 Chapters, Market Models presents real world illustrations to motivate theoretical
developments. The accompanying CD contains spreadsheets with data and programs;
this enables the reader to implement and adapt many of the examples. The pricing of
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