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Volatility modelling and simulation-based estimation have attracted a great deal of 

research in econometrics and finance in recent years. Models for volatility arise 

in e.g. option pricing and risk management. Simulation-based estimation arises in 

cases where the likelihood function of a statistical model does not have an 

analytically tractable expression. These two research topics blend together in the 

analysis of stochastic volatility models. A promising simulation-based estimation 

technique for stochastic volatility models is the Efficient Method of Moments (EMM). 

In this book we evaluate the performance of EMM in the estimation of various 

stochastic volatility models through Monte Carlo experiments and empirical 

applications with promising results. We also develop, analyze and apply EMM-based 

specification tests for structural stability in the context of stochastic volatility models. 

Furthermore we analyze option pricing under stochastic volatility and volatility 

forecasting. We find that allowing for (asymmetric) stochastic volatility reduces 

option pricing errors and explains the implied volatility smile, and that allowing 

for correlation between the volatilities in multivariate stochastic volatility models 

improves volatility forecasting. 
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