Smoothing methodology for creating forward forward curve from implied volatility curve

1. An original implied volatility curve is sorted out into 12 forward, each corresponding to certain month. 
2. Each of 12 curves is fitted with a function:
, where 0 <  < 0.5.
3. Bootstrapping routine is applied to each of 12 fitted curves.
4. The final forward forward volatility curve is reconstructed from 12 bootstrapped curves.


This procedure is similar to what presently happens in VAR code. The difference is that instead of applying bootstrapping to each of 12 curves we fit them first with a “good” function, which allows us to do bootstrapping without having a negative expression under squire root.



 
