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Abstract

This paper proposes a method to price convertible bonds with credit risk using
Duffie-Singleton approach to handle credit risk. As such it also provides a method to
replicate convertibles by trading common stocks and corporate bonds of the issuing
company. Empirical comparison with existing models which incorporate credit risk is
provided using Japanese convertible bond data.
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whereM, issomemartingaleunder Q
and R =1, +A,
Note: A, isthesameintensity processas(3.12)
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Recovery rate sensitivity (ATM)
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Volatility sensitivity(HV=0.4969)
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Boundarymodel 10 000000000000 Stock price 720
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HV of underlying stock  0.4969
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