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Abstract

A methodology to calibrate multifactor interest rate model for transition
countries is proposed. The usual methodology of calibration with implied
volatility cannot be used as there are no markets for regularly traded deriva-
tives. The existence of such a markets is essential for this calibration. The
paradigm used is the Brace-Gatarek-Musiela model of interest rates (Brace,
Gatarek and Musiela (1997)), which models the evolution of LIBOR, (London
InterBank Offered Rate) market interest rates, together with the Orthogo-
nal GARCH model proposed by Alexander (2002), and further generalized
by van der Weide (2002). The estimated model is used for the analysis of
interest rate markets with shorter-end maturities in the 4 Visegrad countries
(Slovak Republic, Czech Republic, Poland and Hungary).

V tomto ¢ldnku je navrhnutd metodolégia vhodna na kalibraciu viacfak-
torovych modelov tirokovej miery pre tranzitivne krajiny. Metodoldgia kalibra-
cie pouzitim implikovanej volatility, ktord sa becne pouziva, v tomto pripade
je nevhodné, kedze v tychto krajindch nie je rozvinuty trh s derivdtmi. Ex-
istencia takéhoto trhu je nevyhnutna pre taktito kalibraciu. Pouzity model
urokovych mier je model Brace-Gatarek-Musiela (Brace et al. (1997)), ktory
popisuje vyvoj LIBOR trokovych mier, spolu s Ortogondlnym GARCH mod-
elom, navrhnutym v Alexander (2002) a zovSseobecnenym v van der Weide
(2002). Této metodoldgia je pouzitd na analyzu trhov s irokovou mierou v
krajinach Visegradskej stvorky.
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