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Monte Carlo method is a widely used tool in modern finance which has been shown to be powerful and flexible. In the
problem of pricing Mortgage-Backed Securities (MBS), the Monte Carlo method is considered the best approach so far to
apply, because of the special structures of MBS. In classical methods, the Option Adjusted Spread (OAS) is obtained first
before estimating the associated Greeks. This convergence is usually very slow and desired accuracy can only be reached
by thousands of paths. In this paper, we investigate the convergence speeds of the OAS and the Greeks using the Monte
Carlo simulation in pricing mortgage-backed securities. Based on our numerical results, a new approach is proposed to
price the Greeks of the MBS. In our approach, only hundreds of paths are needed to obtain the desired accuracy of the
Greeks, although the OAS may not reach its desired accuracies. (Received February 11, 2008)



