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The Volatility Smile: An Introduction for Students and Practitioners

The Black-Scholes-Merton options 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●
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From reader reviews:

Robert Qualls:

Do you have favorite book? In case you have, what is your favorite's book? Publication is very important
thing for us to understand everything in the world. Each reserve has different aim or even goal; it means that
guide has different type. Some people really feel enjoy to spend their time and energy to read a book. They
are reading whatever they have because their hobby is usually reading a book. Consider the person who don't
like looking at a book? Sometime, individual feel need book once they found difficult problem or perhaps
exercise. Well, probably you'll have this The Volatility Smile (Wiley Finance).

Raymond Striegel:

In this 21st century, people become competitive in most way. By being competitive currently, people have
do something to make them survives, being in the middle of typically the crowded place and notice by
surrounding. One thing that at times many people have underestimated this for a while is reading. That's
why, by reading a publication your ability to survive increase then having chance to stay than other is high.
In your case who want to start reading a new book, we give you this kind of The Volatility Smile (Wiley
Finance) book as beginning and daily reading book. Why, because this book is usually more than just a book.

Clifford Caldwell:

Reading can called thoughts hangout, why? Because when you are reading a book especially book entitled
The Volatility Smile (Wiley Finance) your mind will drift away trough every dimension, wandering in each
aspect that maybe mysterious for but surely will become your mind friends. Imaging each word written in a
reserve then become one application form conclusion and explanation that will maybe you never get just
before. The The Volatility Smile (Wiley Finance) giving you one more experience more than blown away
your thoughts but also giving you useful details for your better life in this particular era. So now let us
present to you the relaxing pattern this is your body and mind will probably be pleased when you are finished
reading through it, like winning a casino game. Do you want to try this extraordinary wasting spare time
activity?

Roberta Anglin:

Reading a e-book make you to get more knowledge from that. You can take knowledge and information
from a book. Book is prepared or printed or highlighted from each source that filled update of news. In this
modern era like now, many ways to get information are available for you. From media social just like
newspaper, magazines, science book, encyclopedia, reference book, book and comic. You can add your
knowledge by that book. Isn't it time to spend your spare time to spread out your book? Or just in search of
the The Volatility Smile (Wiley Finance) when you required it?
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