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RESUMEN 

This research paper provides a review of the development of the Brace, Gatarek and Musiela model 
for LIBOR rate dynamics. The Heath, Jarrow and Morton (HJM) model for instantaneous forward 
rates is presented as a framework for the LIBOR market model. The no arbitrage condition in HJM 
model is established based on the existence of the equivalent martingale measure. LIBOR rates are 
simulated via terminal measures and used to value bonds with particular coupons similar to ratchet 
options. Analytic pricing solutions are obtained for swaps and also for interest rate caps and floors 
using the forward measure approach. 
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