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Numerical methods for the solution of financial instrument pricing equations are fast becoming essential for
practitioners of modern quantitative finance. Among the most promising of these new computational finance
techniques is the finite difference method-yet, to date, no single resource has presented a quality,
comprehensive overview of this revolutionary quantitative approach to risk management.

Pricing Financial Instruments, researched and written by Domingo Tavellaand Curt Randall, two of the chief
proponents of the finite difference method, presents alogical framework for applying the method of finite
difference to the pricing of financial derivatives. Detailing the algorithmic and numerical procedures that are
the foundation of both modern mathematical finance and the creation of financial products-while purposely
keeping mathematical complexity to a minimum-this long-awaited book demonstrates how the techniques
described can be used to accurately price simple and complex derivative structures.

From asummary of stochastic pricing processes and arbitrage pricing arguments, through the analysis of
numerical schemes and the implications of discretization-and ending with case studies that are simple yet
detailed enough to demonstrate the capabilities of the methodology- Pricing Financial Instruments explores
areas that include:

* Pricing equations and the relationship be-tween European and American derivatives

* Detailed analyses of different stability analysis approaches

* Continuous and discrete sampling models for path dependent options

* One-dimensional and multi-dimensional coordinate transformations

* Numerical examples of barrier options, Asian options, forward swaps, and more

With an emphasis on how numerical solutions work and how the approximations involved affect the
accuracy of the solutions, Pricing Financial Instruments takes us through doors opened wide by Black,
Scholes, and Merton-and the arbitrage pricing principles they introduced in the early 1970s-to provide a
step-by-step outline for sensibly interpreting the output of standard numerical schemes. It coversthe
understanding and application of today's finite difference method, and takes the reader to the next level of
pricing financial instruments and managing financial risk.

Praise for Pricing Financia Instruments

"Pricing Financial Instrumentsis the first broad and accessible treatment of finite difference methods for
pricing derivative securities. The authors have taken great care to clearly explain both the origins of the
pricing problemsin afinancial setting, aswell as many practical aspects of their numerical methods. The
book covers awide variety of applications, such as American options and credit derivatives. Both financial
analysts and academic asset-pricing specialists will want to own acopy."-Darrell Duffie, Professor of
Finance Stanford University

"In my experience, finite difference methods have proven to be asimple yet powerful tool for numerically
solving the evolutionary PDEs that arise in modern mathematical finance. This book should finally dispel the



widely held notion that these methods are somehow difficult or abstract. | highly recommend it to anyone
interested in the implementation of these methods in the financial arena.”-Peter Carr, Principal Bank of
America Securities

"A very comprehensive treatment of the application of finite difference techniques to derivatives finance.
Practitioners will find the many extensive examples very valuable and students will appreciate the rigorous

attention paid to the many subtleties of finite difference techniques."-Francis L ongstaff, Professor The
Anderson School at UCLA

"The finite difference approach is central to the numerical pricing of financial securities. This book gi
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From reader reviews:
GinaMdton:

Have you spare time to get a day? What do you do when you have considerably more or little spare time?

Y es, you can choose the suitable activity regarding spend your time. Any person spent their own spare time
to take awalk, shopping, or went to the Mall. How about open or perhaps read a book eligible Pricing
Financia Instruments: The Finite Difference Method (Wiley Seriesin Financial Engineering)? Maybeitisto
get best activity for you. You know beside you can spend your time using your favorite's book, you can
smarter than before. Do you agree with it has the opinion or you have various other opinion?

Mary Partee:

This Pricing Financial Instruments: The Finite Difference Method (Wiley Seriesin Financial Engineering) is
great guide for you because the content that is full of information for you who all always deal with world and
get to make decision every minute. This book reveal it facts accurately using great arrange word or we can
claim no rambling sentencesin it. So if you are read it hurriedly you can have whole details in it. Doesn't
mean it only provides you with straight forward sentences but challenging core information with lovely
delivering sentences. Having Pricing Financial Instruments: The Finite Difference Method (Wiley Seriesin
Financial Engineering) in your hand like getting the world in your arm, information in it is not ridiculous just
one. We can say that no guide that offer you world inside ten or fifteen tiny right but this book already do
that. So , this can be good reading book. Hey Mr. and Mrs. hectic do you still doubt that?

Randall James:

Don't be worry if you are afraid that this book will filled the space in your house, you might have it in e-book
method, more simple and reachable. This specific Pricing Financial Instruments: The Finite Difference
Method (Wiley Seriesin Financial Engineering) can give you alot of friends because by you investigating
this one book you have thing that they don't and make a person more like an interesting person. Thiskind of
book can be one of astep for you to get success. This reserve offer you information that probably your friend
doesn't recognize, by knowing more than additional make you to be great individuals. So , why hesitate? We
should have Pricing Financial Instruments: The Finite Difference Method (Wiley Seriesin Financial
Engineering).

Earl Wright:

Guide is one of source of understanding. We can add our understanding from it. Not only for students but
native or citizen require book to know the up-date information of year to be able to year. As we know those
books have many advantages. Beside we al add our knowledge, also can bring us to around the world. By
the book Pricing Financia Instruments: The Finite Difference Method (Wiley Seriesin Financial
Engineering) we can have more advantage. Don't someone to be creative people? Being creative person must
love to read abook. Simply choose the best book that appropriate with your aim. Don't always be doubt to



change your life at this book Pricing Financial Instruments: The Finite Difference Method (Wiley Seriesin
Financial Engineering). Y ou can more pleasing than now.
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