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On Pricing of Convertible Bond
with Default Risk and Interest Rate Risk

PAN Jian"?, XIAO Qing-xian'

1. Business School, University of Shanghai for Science and Technology . Shanghai 200093, China ;
2. College of Mathematics and Computer Science , Gannan Normal University , Ganzhou Jiangxi 341000 , China

Abstract: In this paper, it is supposed that the stock price is obeyed by the geometric Brown motion, and
that the stochastic interest rate and the default intensity are governed and correlated by the Hull-White
model. We set up a pricing model of convertible bond with default risk and interest rate risk by the risk-
neutral pricing principal. The closed-form solutions are also derived by means of Feynman-Kac theory and
partial differential equation (PDE) methods. Finally, the effects of some main parameters on the value of
convertible bond and the risk factor (Delta) are considered.

Key words: convertible bond; stochastic default risk; interest rate risk; reduced-form model; risk-neutral

pricing principal; PDE methods
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