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Abstract 
 

We introduce Indirect Robust Generalized Method of Moments (IRGMM), a new 
simulation-based estimation methodology, to model short-term interest rate processes. The 
primary advantage of IRGMM relative to classical estimators of the continuous-time short-
rate diffusion processes is that it corrects both errors due to discretization and the errors 
due to model misspecification. We apply this new approach to various monthly and weekly 
Eurocurrency interest rate series. 
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The FAME Research Paper Series 
 

The International Center for Financial Asset Management and Engineering (FAME) is a private foundation created 
in 1996 on the initiative of 21 leading partners of the finance and technology community, together with three 
Universities of the Lake Geneva Region (Switzerland). FAME is about Research, Doctoral Training, and Executive 
Education with “interfacing” activities such as the FAME lectures, the Research Day/Annual Meeting, and the 
Research Paper Series. 
 

The FAME Research Paper Series includes three types of contributions: First, it reports on the research carried out 
at FAME by students and research fellows; second, it includes research work contributed by Swiss academics and 
practitioners interested in a wider dissemination of their ideas, in practitioners' circles in particular; finally, 
prominent international contributions of particular interest to our constituency are included on a regular basis. 
Papers with strong practical implications are preceded by an Executive Summary, explaining in non-technical terms 
the question asked, discussing its relevance and outlining the answer provided.  
 

Martin Hoesli is acting Head of the Research Paper Series. Please email any comments or queries to the following 
address: Martin.Hoesli@hec.unige.ch. 
 

The following is a list of the 10 most recent FAME Research Papers. For a complete list, please visit our website at 
www.fame.ch under the heading ‘Faculty and Research, Research Paper Series, Complete List’. 

 

 

  
 

 
 

 

N°134 Do Major Financial Crises Provide Information on Sovereign Risk to the Rest of the World? A Look at Credit 
Default Swap Markets 

 Didier COSSIN, IMD International and FAME, Gero JUNG, Graduate Institute of International Studies. 
  
N°133 Are European Corporate Bond and Default Swap Markets Segmented?  
 Didier COSSIN, IMD International, Hongze LU, IMD International, HEC, University of Lausanne. 
  
N°132 Conditional Asset Allocation Under Non-Normality: How Costly is the Mean-Variance Criterion? 
 Eric JONDEAU, HEC Lausanne and FAME, Michael ROCKINGER, HEC Lausanne and FAME. 
  
N°131 Capital Gains Taxes, Irreversible Investment, and Capital Structure 
 Norman SCHURHOFF, HEC, University of Lausanne and FAME. 
  
N°130  Financial Intermediation and the Costs of Trading in an Opaque Market 
 Richard C. GREEN, Tepper School of Business, Carnegie Mellon University, Burton HOLLIFIELD, Tepper School 

of Business, Carnegie Mellon University, Norman SCHURHOFF, HEC, University of Lausanne and FAME. 
  
N°129 House Prices, Fundamentals and Inflation 
 Angela BLACK, University of Aberdeen Business School, Patricia FRASER, University of Aberdeen Business 

School, Martin HOESLI, University of Geneva, HEC, FAME, University of Aberdeen Business School. 
  
N°128 A Kolmogorov-Smirnov Type Test for Positive Quadrant Dependence 

Olivier SCAILLET, HEC, University of Geneva and FAME, January 2005 
 

N°127 Optimal Changes of Gaussian Measures with Applications to Finance 
Henry SCHELLHORN, HEC-University of Lausanne and FAME,  May 2002 
 

N°126 The Dynamics of Mergers and Acquisitions  
Erwan MORELLEC, HEC-University of Lausanne and FAME, Alexei ZHDANOV, University of Rochester, 
October 2004 
 

N°125 Capital Structure, Credit Risk, and Macroeconomic Conditions  
Dirk HACKBARTH, Finance Department, Kelley School of Business, Indiana University, Jianjun MIAO, 
Department of Economics, University of Boston, Erwan MORELLEC, HEC-University of Lausanne and FAME, 
May 2004 
 



 

 

  
 

 

International Center FAME - Partner Institutions 
 

 

The University of Geneva 
The University of Geneva, originally known as the Academy of Geneva, was founded in 1559 by Jean 
Calvin and Theodore de Beze.  In 1873, The Academy of Geneva became the University of Geneva with the 
creation of a medical school.  The Faculty of Economic and Social Sciences was created in 1915.  The 
university is now composed of seven faculties of science; medicine; arts; law; economic and social sciences; 
psychology; education, and theology.  It also includes a school of translation and interpretation; an institute 
of architecture; seven interdisciplinary centers and six associated institutes. 

 
More than 13’000 students, the majority being foreigners, are enrolled in the various programs from the 
licence to high-level doctorates. A staff of more than 2’500 persons (professors, lecturers and assistants) is 
dedicated to the transmission and advancement of scientific knowledge through teaching as well as 
fundamental and applied research. The University of Geneva has been able to preserve the ancient European 
tradition of an academic community located in the heart of the city. This favors not only interaction between 
students, but also their integration in the population and in their participation of the particularly rich artistic 
and cultural life. http://www.unige.ch 
 
The University of Lausanne 
Founded as an academy in 1537, the University of Lausanne (UNIL) is a modern institution of higher 
education and advanced research.  Together with the neighboring Federal Polytechnic Institute of Lausanne, 
it comprises vast facilities and extends its influence beyond the city and the canton into regional, national, 
and international spheres. 
 
Lausanne is a comprehensive university composed of seven Schools and Faculties: religious studies; law; 
arts; social and political sciences; business; science and medicine. With its 9’000 students, it is a medium-
sized institution able to foster contact between students and professors as well as to encourage 
interdisciplinary work. The five humanities faculties and the science faculty are situated on the shores of 
Lake Leman in the Dorigny plains, a magnificent area of forest and fields that may have inspired the 
landscape depicted in Brueghel the Elder's masterpiece, the Harvesters.  The institutes and various centers of 
the School of Medicine are grouped around the hospitals in the center of Lausanne. The Institute of 
Biochemistry is located in Epalinges, in the northern hills overlooking the city. http://www.unil.ch 
 
The Graduate Institute of International Studies 
The Graduate Institute of International Studies is a teaching and research institution devoted to the study of 
international relations at the graduate level. It was founded in 1927 by Professor William Rappard to 
contribute through scholarships to the experience of international co-operation which the establishment of 
the League of Nations in Geneva represented at that time. The Institute is a self-governing foundation 
closely connected with, but independent of, the University of Geneva. 
 
The Institute attempts to be both international and pluridisciplinary. The subjects in its curriculum, the 
composition of its teaching staff and the diversity of origin of its student body, confer upon it its 
international character.  Professors teaching at the Institute come from all regions of the world, and the 
approximately 650 students arrive from some 60 different countries. Its international character is further 
emphasized by the use of both English and French as working languages. Its pluralistic approach - which 
draws upon the methods of  economics, history, law, and political science - reflects its aim to provide a 
broad approach and in-depth understanding of international relations in general. http://heiwww.unige.ch 
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