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A Valuation of Callable and Putable Bonds
under the Two—Factor Generalized Ho—Lee model
for Interest Rate and Credit Risks
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1 IEC®IC

ATBOEIE, £V Y LERY A EERUT, EEEEEELT 2RHF VAT« T ORBIE ST
BET> T L THS. —HC, TEAY R Lix, BEMFOREORLDEERFERE L T2 LHFBITIC
£oT, BETREEOTADHEPENTEEESYRY, KDENERTE, —EORERZOMEE
B2k > T, BROBEIRNTEREL LD Y RS THS. 207 ELGOHANERMAL, F IEOR
B LTYRZEE BRIFNEEDEVSRMBIIC L > TOY XY - X VUAY FOBENDE, ERVAY
RERTSC LOBERIBE > TS, 2T T, AT, BEHEOSFOMMMEE 7L Th3 Rt
Ho-Lee £V ([6]) ZEH Y X2 EFAAL IR LIHATFIL (7)) 2E-T, RV AT LERYRI%
Bk L 1= S5 IR T2 EFIUET 5.

AETHSRE T BERTUNT 4 T3, BEORTE L FEEOWECHL, + 73> L UTHBLETO
A— VR, Ty FEEETNENERS K5 EME WbS, F—L ATV a ETHE. AT T
EOBE, —, SROTEPBEORTEROERNIUBETNE, LOEVFIEY LE20T, EEOR
FEEA T a Vv RFHLT, BORARTIHRELD. —h, Ty 2T VEOHE, M ERTE,
LD EVFIE D TOMANTTREL 5 2DT, HEDREERATY 3 VAFHELT, MOREBE~ED B
BESHMELS, Tk, RETIESOERANELTNE, BETETO) XY ZERL, EEOREE
BEMIICA T g VREELT, MEORGECERLEERT 5LV 3BRELED. TOLSiE, MEHH
Bxnpa—L4IE - Ty MR, SRLERYAYEETEA Ty s EEABN, ThEDY RS EE
B U7 SR E e S N5,

ATATIX, @FIUZY LERYAYRMKLES 2T, ¥'—L - A7 3 VEOMETHEREE, VAsH
VHESRIE T CORT FOMR— L LTERMET 5. BIEHEEOREEOREIC LA > T, E5OH
HID BNy 77— RICRER RS, 7—L 47 3 VEOBREMGII 2T — Lo LTR» B,
BBEDORITHE L IREE O SET RETTEEN & BT EREIE 7 — L OB lEs L LTl ns T
BRT. Efe, BUESHEI KX -T, RFESLEMY XY EHCEET 5 S MERERND Y 27 BFHET 5 7
Blo, F—+L—k-Fal—vay, JLYyk-F—: L—h:Fal—aVGeRe, BEOY—K
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VE a-FTNVE, Ty 2T VEEDOHEBRTD

2 27793 — « —h%{t Ho-Lee €ETIV

AEITIE, RV RYLERYRAIERE L, 277 75—« —B{t Ho-Lee £ 7 )VOBMERFHAT 3.
TDETFIVIZ, SFIEINT 5L Ho-Lee EFIVOHERTH 5. —#{t Ho-Lee TV, EHUERM
Rz T BHBFRROSFIHRBEE TV THS. 2L - ATV THET =0,1,2,...,N (Fz/ZL, N Ii3f#&
HOMPRLD L9258, —MiC, SFIOHMBEIARY b A—IVF - =T r(T) ZFE->TH5HbEN,

#5138 P(T) & BLITF OBk
P(T) = exp(—r(T)T) (1)

KXo TSI bNE. 2T T, BHROBRYVAIZHLDT DI, BEORITHRN T HHEEFET 5H
R LTHEFHE S(T) 22X %. ok, LEHEE S(T) LHEIRE P(T) 1, ki,

e T=0T10DME%ZLS
o BRIET T AN IRMEDEL E, 2DOMKIE TICEAL THARDT S

YOSHEOHEEED. ThED, SNEFVOFERERY A7 EFVAMETNE, Bl T £ 058
LTV BEEDFT 4L FBESHEDTNF— K « #—T h(T) i,

5(T) = exp(—h(T)T) (2)

L& THEBEND. CORDNF—F + H—T h(T) i (1) ROA—IV K - H—T r(T) IcHIEL, EED
BRY AV OMMEERH 5 hT.
277U 82— —f{t Ho-Lee EF/VTIX, BRIV AT L&V X/ DHEREEE, ThFhE 177
JR—EBTFINELT, 2HEHBTRBEERF>TREINS. &/ —FETO1HERS T4 VT2-T7 7
22—, .
(n,i;1) = exp<—20’°(n) min(h(n,;1), H)AtS/z) 3)

0" (n,j;1) = exp(—,?a'r(n) min(r(n, j; 1),R)At3/2) )

TEHEIND. TTT, £BOHAETS. EFERAFR L&, ThLUE, ZhTu—FRL—Lte&
FIDZ77 7 2—THETERRTEDLT S, 6/ (n,i;1) &, B%ln, NY—FL—bDREICBIT5 14
MRS F 4 UT 4, 67(n,j;1) &, BZln, SFIORE jIcHT 3 1EERS T2 VT4, oh(n) & o™(n) i,
NWF—=RL—b RIT74UT 2 LRARF T4 UT« DMMEERZSL S DT, h(n,i1) & r(n,j;1) i,
&/ —FLETO 1N~ FL—b & 1HEEF, H & RIX, "—FL—FLE&ROMMER, Atid 18
fifREzH b LTV 3.

&/ —FLETOTHEORS T+ UT 1« T7 o2k, ZhFh

1+6"(n—|—1,i+1;T——1)>
1+68h(n+1,5T 1)

(n,;T) = 6"(n,i;1)0"(n+1,4T — 1) ( (5)

T > . —
5™ (n, i T) = 67 (n, j; )8 (m+ 1,3; T — 1) (”6 (nt1j+1;iT 1))

156 (nt 1,57 =1)
ELTEREIN, LREF277 78— —{t Ho-Lee ETF VDM ESRLEREX 5.



(3)-(6) Ric ko T, RIF 4 VT4 T7 HZ—HRHEINB L, &/— K LETO | FIREEEK S(n,51)
v 1RSI IR P(n, j;1) I3, ZhEh

n i hik — n—
S(n,i1) = —2(0:0in) I]( 1+0%(k—1,0; )]Iawn—1k1) (7)

S$(0,0;n—1) P} 1+5h(k—1,0,n—k+1
.. P(0,0;n+1) 1467k —1,0;n
P(n,j;1) = "(n—1,k1)
(5D = —p5.0;m) II(1+5T-—Lmn—k+U)I15 ®)

THABNG. TTT, (7) KOM 1 goagondy &, FITHD n— LHIME TEFEL TV S L0 5 %D
BLT, DED LM [n—1,n] ICEET BT LOBINNAHREEHODL TS

Thb (3)-(8) REBRIICAHET 3T LIck>T, £TD/— K ETO 1 ML L S5 IBENES
n%. Llb&b, &/ —FETOEMELERY RV ERA LR 127 7 22— - —f#ft Ho-Lee €7V

X, 2201770 %—« ETFVRESEH,
d(n,i,j;1) = S(n,i;1) x P(n,j;1)  n=0,1,...,N, i,j=0,1,...,n (9)

ELTEALNS.

3 WERT—L
31 H—L-ATavm

—figlc, a—STIVE L, FEORTHEICNL T, MM FHED SN (2—/IVEg) TEFZE
WRIENZSX26DTHS. & LRETENZOEMNETETNE, HOIEHFEOREEN S I—I)VERET
U EEPBEVET LM TE, BEOREERETEUOERICSU2BBERD. —F4, Ty X7 IVEL
X, EHOBEZICH LT, BEORTEICTHED LN (7Y M) TRFATNCERHOEVWRLZE
R ZHEFELEZ BEEHTHS. b LESOREEMENETET UL, BITEMZZOERITIS U 5 8KZ
FODT, v MERTYUZKESRZHEVRET ZFhid a5z,

BT, BEOFREELRTEORMBICNL, BPTHICETIREANMIEENLBEHZ2EZXS. TOfF
Bk =L ATV a BEMRRT LT 5.

YUHERICED BRI E, 2L ATy T8 n=0,12,... NXo>THobHF. TTT,n=010
ELEOMIRL, n=1,2,...,N — 1 3E%SD 7 — R ALNVEL], n = N ZESFOFHRZI L 5. HEHFORK
EELRITER, HARALED 7 — RV n e {n*,n* +1,...,N — 1} THRITETEZS LRET
5. IZEL, n* BTHEDONIRAIDOEFTHEIRERLITHS. b L, BFEORTELREEDNLLLN—
7, & ULLEED, HAMERITHATHERSA] n THEAZITETNE, BEROBREZERIDED I — RV
n+ LICRITED LRI T 2B 22T 5.

EHIIHEMREDEDX S ICERT . I— ViR C(n,i,5) 1&, Bl n, NF— FL— FDREE 4, BF]
DIREE § D/ — BT, BEORTEMIHLUIBAI, ROIENMREAICLSMETHS. —7, T Mi
# P(n,i,5) &, /=R (n,4,j) CEEOBREEMTHELZBEIC, RITEMBEBISH S WK THS. —it
IZ, P(n,i,7) < C(n,i,j) BROILD. 5T, BROMEHELRITED, /—F (n,i,j) THARICITE LS
B, FAEH DN B MEE o(n,i,j) £ T 5. 2L

P(n,i,5) < ¢n,i,j) < C(n,i,j) n=n*n*+1,...,.N-1, ,j=0,1,...,n (10)
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ZRET 5.

32 RBEHF-LICKBA77O0-F

AETE, FROF—L - AT 3 VEOMASTERES, BEOREELRFERS—LDOT LAY —E
T3, 2 ACPORHEEY— Lt L < IE Markov F— L& LTERIET 3 ([2), [11)).

HERITIEATRER / — K (nyi, j) (n € {n*,n*+1,..., N—1}) BT, BSOMEEIS ML (178)
%o e S, RITENIS MLMIE (T8) %y € S, 1L S = (MEREITHT 3 (B), BREFHELEYV (N)}
LFB. /=¥ (ni,j) THEBIROM (z,y) BIENS b %, EORTED & REBEZIDN T3
B85 Az, yin,i,j) L35, & UHRITHATEER / — K (n,4,j) L CHRGES h-80, BEOREEE, 2
ADF LAY —DFIC s L TR E 3D ¥ ORI

C(n,i,j) + ¢, FITEDALHENITHE,
A(z,y;n,1,7) = { P(n,i,j) +c, REBDHRHRERIITH;
o(n,i,j) + ¢, BEDRRFICHERITHE

B, DEDI—RUEL 0+ 1 I EEORTENSZIINE. TTT, cESD (BE) y—RVEET (-
L, /=K (n,i,j) KT BEB I —RY c(n,i,j) £ LTH, LIEOHH - 3HEE A52LIAidA
W) LB L, WEND T LAY — B HERITE L s, F— A DOEORK n+ 1 NEEITT B, &FILER
YR 0 1 ARHEBEGREE p T HE, VAIPIHERHIEOL LT, B n+1 TIE, LITD 4 DDIREE:

( 1
(n+1,4,5), R ___1—;0;
1-—
(n+1,i+1,3), TR T 2,
(n+1»In+laJn+l): < ]__p

(n+1,4,5 +1), HBE —;

\(n+l,i+l,j+l), R 1—43

NEHEBT D, JeIEL, Ly & Joyp1 BOEDRGIn +1 TOS VX LIRERY) AT DIRE L SFIDIKER
Ho5HT. —FA, L 1HME [n,n+ 1) OMICRITEDT 74V b RET LIRS, BFOREEICIITAD
—HNE->TLBHEDELT 5.

Th&b, BHOBREBELRITER, /—F (n,4,j)(nen*,n*+1,...,N - 1}) LT, ZOFIE L IKREHE
BOBED, 2R LRITEDERYRY, B2 ADTLAY—DMEE (1T8) IcikFET 3, 2 At
MOAT—Y « F—LICHEBLTWR L EXbNS. COL ¥ EFTHETERE/ — R TEBINEX7—
Ve F=LRCBWT, BREOREEINBERAL, BHORITEIRBER/MET S XS IKTHEERL,
N5 OFHEROBAIZ, ThTNDOT LAY —DORENITHEEEE Z KT 5.

T, RIS, FIBTHI A € R™" (myn € N:={1,2,--}) TEREI N3 2 AT —L ([THF— L)
NEZoNbL & F—-LOMEE,

+

val[A] := qrgzisr}l JInax p Aq= Inax qrgg}’ p' Aq (11)

IK&oTEETS. XD 2 HEHOEEIX, von Neumann D3I - Ry 7 RAEHICEB. TCT,pl3T7
LAY —DREEREH ST m-RTT M, q BFIT LAY —DEGERREH S5 DT n-KT 7 b,
A™ AT, TNEFNOT LAY —DETOREBBOESZHHHT.



COLE J—F (n,i,j) KB BF—h - AT 3 VEDMER V(n,i,j) LT 5B, TOHRRY—LOMRIE,
BIWEEEOREEOEEIC LA > T, D¥OBENLENE, BEICEL Ty 77— R C Ltk
DRDBHTEHTES.

B 5.
V(N,i,j) =F-S(N,i;1)+ F {1 — S(N,i;1)} R,
n=N, i,7=01,...,n; (12)
S L p(n,i,7) P(n,i,j)
V(nazvj) - d(TL, %, 73 1){”0[ {C(n,z,]) EQ[V(TL+ 1,In+1,Jn+1)|(n,i,j)]] +C}
+F{1-S(n,41)}R, (13)

n=N-1,N-2,....,n% i,j=0,1,...,n;
V(n,i,9) = d(n,i, 3 D{EOV (0 + 1, Lgs, Jus)l(n, 4, 9)] + ¢} + F {1 = S(n, 1)} R,
n=n*"-1n"-2,...,0, 4,7=0,1,...,n. (14)

ZTT, F 3E%0ORA, R B3EHOEINE, S(n,i;l) ZEHEORITEN 1 M [n,n+ 1] IKEET BHE
#, d(n,i,§;1) &/ =K (n,i,5) TOEMY X7 LERY A7 2HFE L 1 HEEEIRT, QRETIVICE
F %Y RYRIIHERREE, EQ|(n,i,5)] ) A 7HIIHEERETRT/ —F (n,i,j) 2&F LT 20RERE
FrEHLDT.

Tn&kb, HHITERIRELR  — R (n,4,5) TD 2 ADT LAY —0FEHEROMEIL, (13) XAIKENS 2
ANty —L (1797 —1L):

<P(Tl,i‘,j') P(n,i,j) o (15)
C(n,i,5) EQV(n+1,Iny1, Jnt1)l(n,4,5)]
ZRFBBEINS. T, BEOREBERNEBRALETI OTIT T LAY —, BHRORTEINEG
BMEEITSOTH LAY —L T35,

kDS, =1« 7Y 3 YEOMEKEMO - HOHRS — L, R n=N S8 n=0
ET, B% n KB LTy 77— Rig, BEMARER (12)-(14) KENZ R 7= « F'— L (15) ZEHEMIC
LT EeNTENL, 2T —LEML LA TE, RICEIERLITOY — L - 27 3 VEOBEEME
&, BHOREHE L RITEORBETHEEIB 2 FFICE TN TE 5.

DE, EATHARERS /— FETORT—Y « F— LI B 2 HEEEIE T 0 7 7 VxR Y. —iIRIC, 2
ANEORT — LOBME (2= - v 7 ) &, MREEZ STCREEROFICEET 2T /LN
TW3. LML, UTOEEZ, T OERY — LA EICHEEIE DR MM Z DBRIIEIFET AT 2R
V3.

BB, HENTHTEER/—F (n,4,5) (n € {n*,n* +1,...,N - 1}) BT, P(n,i,j) < C(n,i,5) ZIRE
T%. CDEE CTO/—RTTLAENBITHIRT— « F—LI3, MEREIRORIcES 2 LD, Tihbb,

maxmin A(z, y;n,?, ) = min max Az, y;n,1, 7).
max min (z,y;7m,14,5) min max (z,y;n,1, )

E5IC, TDIFFAT—Y « F—LC B 2 HEEIR T 7 7 A (z,y) &
(E,N), EQ[V(n+ 191n+17‘]n+1)|(n77:7j)] < P(naiaj) < C(”aLj)
(Na N)a P(’I’L, Z7.7) < EQ[V(n+ 17In+1»Jn+l)|(nviaj)] < C(naivj);
(Na E)7 P(’ﬂ, Z?J) < C(Tl,i,j) S EQ[V(n+ l’In+17Jn+1)l(n7iaj)]7

1
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THEXBN%. TTT,EL N, ENEh, #EAITHET 5 (Exercise), HFTE L2\ (Not Exercise) &\
S ORI 2 R Y. O

LOEETIE, Pn,i,§) < C(n,i,) BIRELEM, P(n,i,§) = Cln,i,5) DBEI, 7 LA v —HFEEI
IETACEPBRBERDEBS. LizhoT, TOBREW, HEEIE 0T 7 AV (z,y) = (B, E) L& 3H]
HEMA D B .

VTR &, ThEDRBRN S, B NEHBY — LT, MBOIEEX TBIE+HTHET LN
DB,

4 #ER

AE T, LROBRICE LDES—L - ATV 3 VEOMKFEETY, ZOREHERZRT.

RTA—BREEL LT, BHEOEE 10 4, 5 FEUBICHEFITENTTEE, BEOTEAE F=1, 7—K
Y% =006, A7v 7T YA X% At =0.25, 774V FEOEHFOEINRE R=04 £ 95, A—)VE -
A—T& r(n) =0.05, £FRT T2 YT 11d 0™(n) =0.05, NY'—F » h—T& h(n) =0.01, NPF—F-
L=k +RSF 1L UF 113 oM(n) =01 &L, BE{LDK®, £F]) X T LERY AT (p=0) LIKE
T5. E5l, a—)Uli#RIE C(n,i,j) = 1.01, 7 Mililgix P(n,i,j) =0.99 T5X 3.

114
112 .
1.1
108
1.06
1.04
102

EHHEEE

098
086..

094
4

K1 %=L 473 RS

B 1k, A=K =T NS~ R« h—TEERE R L ED, HF—L - + 7 3 VEEEETL T
3. CORTR, A—VE - H—TR 4% 15 6% £T, NF—F-h—TB 0% n5 2% FTHF7
FEgf. TORMNSE, A=K H—TENF—F « H—TDLRE, LEIF—L - 4T3 VfffsE
BEFEEZTLHINE. SO LRPERY 27 MIAT UERSERIMETE 5 L0 BRIE, BLOH
REBANTHS.

DEIC, A—IVE A=T ENT— K« A—TOE(LIC b LD EEOMHRES Y A/ REZ S, AT
L=V« H=TUNF—F « h—TORERE L OMINEICH LT, EEOMBESEEHNT 5120,
Fe oL b Fal—va LYy b F— L=k Fal—va ERVS ([§8]). F—-L—t&



&, H3EFOVARLIN S MR E TOERMD > S, A=)V R - H—TELLRBNTF—F - H—T DIk
KOWVWT, FICEB LIEWERDORED 2&9. F—-L—F+ - FTalb—2arysLl{@EsLIv b F—-
L=t 7Fal—vayid, ENEFhOF— - L— YT hERILED, BHROMBRICEZRET 5.

FTNThoF—-Lb—brFTal—yay JLVybr-F—-L—F-Fal—¥3r) OME, Tal—

arv (ULVw ke Fal—vay) ii—RT5 ABTIE,3M,H,1,2,3,5,7, 10 ED 7T DDF— L—
FEEZ, FNFN01% 27 MERE MDD, F—KUE, a-STVE, Ty ETIVE, YL
FTaMED 4 BOBEANDEERITH 2.

Key Year
0.25 1 2 3 5 7 10 Fal—¥yzrv
J—RUME 0.013 0.055 0.110 0.253 0.458 0.730 5.839 7.458
-5 7& 0.013 0.056 0.111 0.256 2.118 1.149 2.930 6.633
Ty 2T VA 0.013 0.055 0.110 0.253 0.887 0.869 4.092 6.279
=L -ATvavE 0013 0.055 0.111 0.256 2.564 1.265 1.193 5.457

#£1 F—-L—F--Fal—vav

Key Year AL AN
0.25 1 2 3 5 7 10 Fal—yav
D—RAME 0.160 0.034 0.068 0.156 0.281 0.448 3.459 4.605
-7 1& 0.159 0.03¢ 0.068 0.151 1.405 0.439 1.561 3.818
Ty 2T IAE 0.160 0.034 0.067 0.157 0.561 0.506 2.569 4.056
F—L XT3 @E 0160 0034 0.068 0.153 1.694 0.487 0.682 3.278

£2 JLYybF—-Lb—b+- -Fal—varv

R1eRE2EENTFN, F— L=t Fal—varveiLVvheF— L=+ Fal—3za>D4
BOBBICHTI/RERL TS, 2 DDRKD, JLYv b Fal—yayEIXTOBHICOVT,
Tal—varyiba/hEinfErLs. chuk, FAYX70ENE, TEAO—HBORBERICDORIS T
», TARLFIEOEIEIEMEH LTI/ LIy b« Fal—rvavik, NEL AL EEILNS. 2
DOERDF— + L— rDEICEET 2 &, HEIHTHEAERLILEITEZNENOF— - L—MNIELALE
iy, Z20—7, HEFTERTRER 5 EELUETRERICX > TENThELZIHEEZTS. &L,
A—STIWEE S —L - F T2 a METE, A—IVR - hH—=TEeNPF—R . h—TD 5 EOELITHL, K&
FESEEY A0 2L DT EHTh 5.

5 HbWic

AFRTIE, EFVRIEERYRIERELIZ2 7772 — « —f{t Ho-Lee E7 V2> T, 7—L - %
Tva VEEETF L TOMRY L UTERLL, ZoSBEMETEETof. 5k, F—-L—Fh-
FTal—yayRILYVybheF— L=t Fal—YaYOREERHVT, A=K - A=TLNY—FK.
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H—TDEF— + L— DL X BEHOMEERY X VICALT, WOrDHEZBRL.. &I,
TN DOBIEEORERERL, FhEHokN\Y I\DIHZEDTINEINIRETHS.
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