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Abstract

This paper derives the pricing
formulafor a standard cap, under different
term structure models and using different
interest rates as the underlying asset.
The term structure models employed
include Hull and White (1990), Heath,
Jarow and Morton (1992), Brace,
Gatarek and Musiela (1997). In separate
cases, the underlying asset is assumed to
pay the short rate, the spot rate, and the
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LIBOR rate. A unique pricing formula
appropriate for each case is derived here
and a numerical example is applied to

demonstrate their differences. The
following  empirical studies  are
conducted (1) Computation of

premiums of standard caps with various
underlying assets and maturities; (2)
Impact of interest rate volatility structure
on the premium of a standard cap; (3)
Relationship between cap premium and

maturity.
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31 32

31 32

T-t

0.00 0.0500  0.0500  0.0500 0.0500 0.0500 0.1650  0.1650  0.1650 0.1650 0.1650
025 0.0500 0.0520  0.0480 0.0464 0.0557 0.1650  0.1656  0.1644 0.1644 0.1674
050 0.0500  0.0540  0.0460 0.0430 0.0602 0.1650  0.1663  0.1638 0.1638 0.1696
0.75 0.0500  0.0560  0.0440 0.0399 0.0639 0.1650  0.1669  0.1631 0.1632 0.1716
100 0.0500 0.0580  0.0420 0.0370 0.0667 0.1650  0.1675  0.1625 0.1625 0.1733
125 0.0500  0.0600  0.0400 0.0344 0.0687 0.1650 0.1681  0.1619 0.1619 0.1749
150 0.0500  0.0620  0.0380 0.0319 0.0701 0.1650  0.1688  0.1613 0.1613 0.1762
175 0.0500 0.0640  0.0360 0.0296 0.0710 0.1650  0.1694  0.1606 0.1607 0.1774
200 0.0500 0.0660  0.0340 0.0274 0.0713 0.1650  0.1700  0.1600 0.1601 0.1783
225 0.0500 0.0680  0.0320 0.0255 0.0713 0.1650  0.1706  0.1594 0.1595 0.1791
250 0.0500  0.0700  0.0300 0.0236 0.0709 0.1650  0.1713  0.1588 0.1589 0.1798
275 0.0500 0.0720  0.0280 0.0219 0.0701 0.1650  0.1719  0.1581 0.1583 0.1803
300 00500 0.0740  0.0260 0.0203 0.0691 0.1650  0.1725  0.1575 0.1577 0.1806
325 0.0500 00760  0.0240 0.0189 0.0679 01650 01731  0.1569 0.1571 0.1808
350 0.0500 0.0780  0.0220 0.0175 0.0665 0.1650  0.1738  0.1563 0.1566 0.1809
375 0.0500 0.0800  0.0200 0.0162 0.0649 0.1650  0.1744  0.1556 0.1560 0.1809
400 0.0500 0.0820  0.0180 0.0151 0.0633 0.1650  0.1750  0.1550 0.1554 0.1807
425 0.0500 0.0840  0.0160 0.0140 0.0615 0.1650  0.1756  0.1544 0.1548 0.1804
450 0.0500 0.0860  0.0140 0.0130 0.0596 0.1650  0.1763  0.1538 0.1542 0.1800
475 0.0500 0.0880  0.0120 0.0120 0.0577 0.1650  0.1769  0.1531 0.1537 0.1795
500 0.0500  0.0900  0.0100 0.0112 0.0558 0.1650  0.1775  0.1525 0.1531 0.1789
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