


Input data and options: 
 

1. A blended curve having instruments of equal tenor 
(ex. 6M for EURSWAP market) 
 

2. A discount curve matching the funding levels 
appropriate to the particular deal (ex. OIS) 
 

3. Short-end and long-end extrapolation. No deposits in 
the curve. Use synthetic instruments. 
 

4. Choice of models for the discount function and 
forward rates including interpolation model. 



1) Forward curve instruments 

 Using 6M FRA blended with 
EUR 6M SWAPs is one possibilty. 

 Here the FRAs are prioritized. 

 

2) Discount (funding) curve 

 Overnight index swaps (OIS) 

 Specifically if CSA agreements 
are in use. 

 



Short-end 

 If not using deposits we need 
alternate short instruments. 

 Create synthetic deposits or 
FRAs. 

 Use a constant basis. 

 

Long-end 

 Same as with short-end. 

 Price synthetic zeros using 
constant basis. 

 



Two types of discount fit-models  
1. Exact fit such as Bootstrap which prices all instruments exactly. Here we 

have a choice of interpolation models on intermediate nodes such as: 
 Linear, Step, Spline, Hagan West, Hermite, Akima, with or without 

Hyman monotonicity filters. 
2. Best-fit models such as Maximum-Smoothness, Tension-Splines, 

Taanggard, Nelson-Siegel etc. 
 

Interpolate the discrete forward tenor curve 
Linear, Step, Spline, Hermite, Akima, with or without Hyman monotonicity 
filters. 
 

(Typical old-school fwd 
with a basic linear interpolation) 



We now want to repeat the forward curve construction for all non-
standard tenors such as the 1M, 3M, and 12M, interpolated on the 
discrete forward rates. The swap curve is now a ”swap surface”. 
In order to do so we also need the relevant basis spread curves.  



We can now extend the non-standard curves using 1M MM Swaps on 
the 1M curve, 3M Futures on the 3M curve, 12M FRAs on the 12M 
curve etc. 

Hopefully we now end up with a set of forward curves all created 
using the dual curve set-up and joint OIS discounting. 


