3ey Flf28 WIR Al ALY
z M H

o] =8 Longstaff & Schwartz(1992)9] 23 & &3¢ oz fGHflFEe] Ty
FfE A A8 842 Frletdn. o] B¥L 7]&9 A 84 ¥y v|zg o F
7R WA "A3] FREC. A, P Zan| g i A& Cox-Ingersoll-
Rosse] @3 BEo| of3 ST B4, HE Al 24 Alold HRMRIT &3
v Ag AL EE BEHEER £ BHEILERD AT 23 2ol ##(closed form
solution) & =&% 4 Uth. ol AN B4 tiF PP olA o] ¥
Litterman & Scheinkman(1991), —1¥] 3 Balduzzi, Das, & Foresi(1993) S¢] A7) 4
£ 71t7 2 B4 E TBE 4 .

X,

1 %= A

o] ol 4 8.4 Longstaff & Schwartz 28-S FXgch o} #ATF FArye

#E5T F e FUEFsd i A F e FAF 2e AL AN ¢ de
Z b3 ZAHAFER WIPA I Hold

BAE GEFX (Q F, P)2 YA o] o) F={J o<, crolvh. A [RIGHRERE

(pricing kemnel) M(r, 7)ol ta 32| el

(1.1) S() = EP[M(t, T)S(T)IF)

ola, AA71A S(ne A 7HE & VYR S, w): [0, 00) X 2 — R*o] T},

SEETHS 7183 Harrison & Kreps(1979) 7} S8 % ule} o] zhzhe] Ao RZEMH
Q1 478 % (representative agent) 7} £A1gc}, o] HEHQ FApt 228835 2 FEF
TEFGEA AL E 223 Jdotn 7AFsHA ol e MR HREAES B &

dq(?)

(1.2) _q(—t)~ = (6,/1(1) + 8, £2(t) + 83 f3(1))dt

(1) o =2& Agaittn Adns A7 BT Q4 Lol o Foizrt
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+0,4/ fi()dw, (1) + Gy L) dw, (1) + 03 (D) dws (1)
A7 {f;(0},i=1,2,3& AA e YA FgFE T= A 249 F o]t}
Al 8AEL Cox, Ingersoll, & Ross(1985b) | X 9} 7o) Ztzb A FAR;EFE (square-root
process) & WETIIL 713 3t

(1.3) &, (t)=(v; +@,f, ())dt +5; /f, (Ddz; (1) Vi=1,2,3.

w=(wi () wa(®) w7, z=(23(0) z3(2) z3() Tol2k RBAISt 1 AHREREfRE o
=3 2o

1 0 0 p 0 O
01 0 0 p, 0
0 0 1 0 0 ps
(1.4) Corrdw.dd=| o o6 1 o o
0 pp 0 0 1 0
0 0 p3 0 0 1

el 7P stel $2le ERsIERE (pricing keme) & #2238 & Uch.

M@t T)= ¢exp[—JtT[O'1 NF1(8)dw, (s) + 0, 4 fo (5)dw, () + 05/ f2(s)dw; (s)]]

= exp[—jf{a,fl (8)+ 8,15 () + 8315 (s) - %[affl (8)+ 03 f5(5) + 63 f3(5)] }ds:!

°|E9] FBhE (Ito’s lemma) 2R E] el (BEEUEES (pricing kemel) 2] FEERMSF
23 (Stochastic Differential Equation) & o}2f 2} o] veld 4 it}

(1.5) dM(0,1)
dM(0,1)

=[(6] -8 fi()+(0F =8,) f> (1) +(03 =8;) f5 (D))dt

—O 1 fi(Ddw, (1) =0Ty | fr (1)dw, (1) =03 4/ f5()dw; (1)
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ERWHS HEEE #9292 ALY E= o7F EAstY A9 = Po FYF F

FEe TR AZE FESE Q3N TAAAIA di¥] 2t 7HA L rRALE

50 _ po SO _ ol do 5D
B(1) B(T) dP B(T)

A7)A FANBAAL otfet 2ot

B(t) = exp(—fé r(s)ds)

¥
Yot
rlo
@
by
5|
<t

roye 244 BH80AES eI jft Radon Nikodym %3

WEHE SBFE (risk neutral density process)2 VER™ ol 9} o] FHeldAT)

Yu,7)= —z%

= cxp(— J/ sy dwio) - 3 [ " n(s)ds)

A 71M nes)e EIEHREER (pricing kemel) o] $Y Z2|v|Y& YEhlle 3x1) HEH.

a3¥ e 4 (1.5)F otdfig 2o ¥y¥E - ot

S() = E,Q[exp(— LTr(s)ds)S(T)]
EF [exp(— I’ r(s)ds)‘f’(t, T)S(T)]

Ef [exp(—ffn(tfdm 5w+ gne n(s))ds)S(T)] .

SAN G 74 Shol| (EMERE HiB (pricing kemel) & ¥E=A] fdafof gt (o]= EA0t

gud

&) Al o 2 & (equivalent martingale measure) 2] F-dAJol| ol&) AFAt.)

o
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M(.T) = exp(—I,’ n(sYT dwi(s) - J,T(r(s) N %n(s)Tn(s))ds]

o|E2| FHBIERE (Io’s lemma) ol wa} ThA] HERM HERE Ao ofdg 2ot

Mo,y
(1.6) MO0 r(t)dt - n(t)" dw(r)

2 (1.5)¢h 4] (1.6)e2RE fe& ol #A4L AL + Ut

(1.7) r() = (8, — 61 Fi() + (8, — 01 f,(8) + (85 — 63) f5(1)

(1.8) N0 = (0 6, ® 63yHD)

Longstaff & Schwartz9} v}Z X 2 olefloiM eSS ikiRg (diffusion parameter)
7} 1o] HEE E#pIdd. BESE 7] A& 4 FepdEFEES AAe R
(diffusion parameter) 2 V57 @},

x=fl(t) =f2(t) =f3(t)

y 4
s? 53 s32

YA EEHE BAAFEL ot 2L BB HEAT 7R

dx(t)= (8, —K  x(1))dt +[x(t)dz, (t)
dy(t)=(6, —x,y(1)dt+ ./ y(t)dz, (1)
dz(t) =(0, ~x,z())dt + / 2()dz;5 (1)

7 89 9ULNIAE ol 2o] FelaiA

¢,(0) = A x(t), ¢, (6) = A, 3(t), ¢,(1) = A,z(2).

ol i,
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A = P01, Ay = P20, A, = ps0;
olel, Mt AUFUZE oot 2459 YEBEAL eI 2ok,

dx(t) = [0, — (x, + A )x(D]dt + | x(2)dZ, ()
dy(t) =[8, — (x, + A,)y(®)}dt + |/ y(t)dz, (2)

dz(t) = [0, — (x, + A,)z()]dt + \ 2()dz;(¢)

714 il(t)=zl(t)+j(;lxvx(s)ds011 L} LT nAANE FYF 3 Q). o}
? Aol s FelE 9

O, =K, +4,, (py=xy+/1y, 0, =K, +4,

oli, 7| ke P 23 FHnlEE BHEE (mean-reversion parameter)©] ™ @+¥ Q
ZxetoAe] HA3H Bt T olge R4Ed tia FE WAk

232 2vy.2 2yo2
ax = (51 —0'1 )sl . ay = (62 _0'2)5'2, az = (53 "‘0-3 )S3.

T71do] ¢+ A AR 7HH P, 1+ D) BEREFEHRB (pricing kemel) M(,, T)e] =A%
71t gkel™ o] 2R E olulel {RiHsr 523 (partial differential equation) S 2 & 4 It}

1
o (Poc +¥Py + 3P) + (6, = 9. 00P, +(6, — 9,))P, +(8, ~ .00, ~ 1P+ F =0

e 3 wwog olge] MEEHE (Ito's lemma)o] &t $2le ©rlolz&e] FEn|
B4 S ol e} o] Yehd 4 Utk

dr(t)= (H—@)dt+\/ﬁDx—{(azKy —o,K, () +(x, -K, W) -(a, -a, )O(t)}dz,

+\/o%{(01x1<Z —a K Ir()+(k, -k, )V() - (o, —a,)O(1)}dZ,
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+\/%{((1ny —axrcy )r(t)+(K}r _KX)V(I)_(aY 0 )@(t)}d23

M=a.6,+a,6,+a,0,

D=(a, -a, K, +(o, —o )k, +(a, -0, )k,

A71M e Al Ao 84E olefs}t o] HolaTh.

r(f) = o, x(1) + oty y(1) + @, 2(8)
V() =alx(n)+ af,y(t) +alz(r)

o) = o,k x(t)+ ok, y(t) + ok, z(1)

Mgl MEACl VOIS TES 39S & Utk meA £k B3 Wb ¥4
£ 10, Y0, 208 ¥F 5T FL LAY A b MSER WRAGoA, 7

Al B@e Bo1AEY ZIdAg-E A st 24t o] 84E ojx&9 7y
shEAH 22 o) QL nXE= FL3 848= Ho|AM Balduzzi, Das, & Foresi(1993),
Chen(1995)9] A7 FolA&, 2] Balduzzi, Das, & Foresi(1994)2] s, M| (central
tendency) @} &AElTE 28y o] 84 Av|HFRT HF3FAd dAET. wd 0@
7} OBt 2o o)zgo] 0F A& dFT § AAY 2 wdjelo).

wEtr o] 8i4e AAAE AN BRA T FHHA olA&d o 2T Ve 2
A Aolth, a2 ¥ Wne FIFEe #EEx Bgr(diffusion parameter) o]t thrle s &
Aol g olAE9] = g HrEoloh

ooz AAFTAES VIAFEEFAM A AN REBES] ohi} T ) jRes
el EAZUE 499 F 94e e ¢ 845 Y 4 v uRE 2
A & ) AT 2ARAE A ) 2A2ELS AR §RE § Uk ole vUFd 8
& AFE AEF UM AFEA =75 AFdch

Fe REMY A 82F9] FHI/ AR &S ATEA LolE ¢ gt ole
$2] Zdo] Balduzzi, Das, & Foresi(1993)2] =& H]&ld 7}xl1 Y& EHI 723 o)},
@), Vi, @ 00« ¥4 22X BFE (joint Markov Process) S W&t}

FAZolAEL 078 RIS #E M £ Jdew Al AN EESH
(stationary distribution) & 7}A|™ 1 T3} S5k o33 2o},
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a6
By =20 B &8y - ARy
o K, K, 2K‘x 21(y 2K,

olA-gel ol EHEE (stationary density) = A2 EYUY A A 2ok (Gamma
distribution) & TH2E W4ES] MFAPe] Wsh AAF Rolth,

& B4E B $UE VO 00 299 F9 FE MTE AT 2 F 9
o o] SASE AZ 59 A ) PUREE Bt ¥5Ed 1YARY = o
A BAYEE 71Xt Longstaff & Schwartzell 4] @)= r(e Vne A3 hd
o] =BIN BT delel FAAFTol Fel &g Ak e 2dE WEAIE d]
¥ @ S YT VO 00t Te% e FHER HHES M

2 30, 2 4 a49 4
Evy= 28 O 26y G0 DY | %6,
x ¥ K, K2 2Ky 2k;

2
ale, Lo o, . ol

272

2 2 2

E®)=0a,0, +a,0,+0a.0, Var(®)=
2. REER

EHER D RO HEAS En 2289 ENZ EEAW ol 4 2
% ik,

Pl + 1) = A,(D % 4,(1)*% 4,(1)%: explB(1)T — C(0)r(?) - F(V(1) - G(T)OW)]

2
A (1) = ,Y);
(@, +7 )™ —D+27,
2y
Ay(m)= y,yr
(p, +y,)(e” —1)+2y,
A, (1) = 27,

(@, +y )" =D +2y,

B(1)=0,(p, +7,)+6,(@, +7,)+6.(p, +7.)
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a.xK, -a.K, —
C(1) = A (r)(e"F —1)=2-i 2 4 4 (g)(e"" 1) 2l Z Ak,
=D vyD
oK, -a.K
+A (D) (" -
v.D
K, —K K, —K K, —K
F(m)=A, (1)(e"" - 1)—L—2+44, ()" - D244, (2)(e"F - D—T
x yD y.D
o, -0 o, - o, —o
G(1)=A, (1)(e"" —1)——L 4+ A ()" —D=—2+A, (1)(e¥" - 1)L —=
(1)=A, (7)(e ) D y (X ) D (T)e ) v.D

Y. =05 +2a,
Yy =1 (p)z, +2a,

Y= (p12 +2a,

o] TS Longstaff & Schwartz®t §AFeHA Aud 4 glov g AHASo] T3
A Stk 84 W P+ D] Hu[EL ¥ 3¢S VM £E YT 9 #g vk
F= 3tk o] HoAM 8] 23L& FHel o A3 Aolt), IkEEE ol e} Zol &
o &tAtt.

28, 20, 28,
yld(t,t+71)= —;—logAx (r)+TlogAy (D)+ . logA, (T)+ B(7)

) r(r)—%ﬂvm—ﬂ})@u),

T
o] FA2RY ol & T =2 £ U

lim y#(t,t + 1) = r(t)
70

}i_Icht(t’t +17)= ex()’x - (Px) + 9y(7y - ‘Py) + eg(Yz - ‘PZ)

et RATLE LML B (term structure curve) & HA]H 9] o z}&dllA Edhslo]
(r=0) XA olA-&3 F-RAY BEHTH(T=c0)o] =T},

o] ZZA A Jfe] e4EL HAFAYEY] VTR M2 g2 S48
vt} O S EC] alA Balduzzi, Das, & Foresi(1994) 9] =F-of 4 o]u] Aw3lglt},
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A Wzt FAEFL vAE %S AuEd ohgd 2ok A HA ¥
A& FYEFAY KiE(leve) & AR AT, F HA H5Q AFHL FYEYY
(curvature)oll &g m R}, Balduzzi & Foresi G A] o] 2] g HEA] o] ko )
A2}, viAvte e 9 RFHO Ot Balduzzi & Foresi®] E Hi7F¥)(long-term mean) A
H 717 2FA9] 7187 (steepness) & A A sHe FH[HEFIH (mean-reversion term) ©] T}, o]
2§ JEE<L Litterman & Scheinkman(1991)9] =4 o]n] H¥s o] glon 0852 o
M BEEC HAAWSY & 96%E TAY T US S B FAT 58 ZFMY
A 24Ex Hel Qe 542 & F¥sn itk © JolrtA Balduzz, Das, &
Foresi(1993) % Chen(1995)¢] =853 @ e 84F Alold FHBAME: (nontrivial
correlation) ©] &gtk 7HF st M= AA7H ] gt 23 & FHE 3o

AP 7]t ZEnjgdL thEe Hos Y 4 U

QA @

2

£ L 4
et

LA
tlo

A(t) = A, r(t) + Ay V() + AgO(D)

o714
oK, —0,K, _
Ar=—A~XAX(T)(€’Y"T—1)-—})2———1—}_,1yAv(1-)(ey>‘1_l)aZKX oK,
Y<D | 7,D
oK, —0 K
—1,A vt _py—2 X%
z z(r)(e ) '}’ZD
Ky—K - K, —K,
Ay ==L A, (D) (e"T )= DZ—2»,,/4}.(1)(61“—1)"z Kx 2,4, (1) 1) at
x y z
@, —ay - o, -,
Ap ==hA (D) ~D—EL A, (DT -DTEZE -2 A, (o) D=
x y Y,

= 2PAIE 71 ZVge A A 8289 AFRFE vEd + 3o 4dHy
oz 71z ZvFY] ¥ & FAA IR ¥k FEe BRE AJF A 49 & 22

29 ke 71 Al ¥EE BYe & 5 AT} Lonsaft & Schwarze] 2L % 7)
o A8 FFE & USFE 4 & dAT A9 sAE e LHsd vE WwE
Abolo] M2 T REES TEo] ¥ & gt} olAL 159 RYAMY F ¥y 84
7b A gl ol o] ki H(diffusion term)& Bo} FA| 7] Wi AR Ze
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ulde] 3 A 84 RFr e Fo] EHEHIUY] W ol
nplgto 2 (B4 EREe] #ante] HMEEE A HEA. o] AF & Schaefer &

Schwartz(1987) 7} =3} uig}l Zo] £33 AR LA 7144 o $ & 4L v|id. &
2| REo e FEY FIbTaE ofels Zo] 4EE & Ut

Vol(t,t + t) = Ir(t) + I'yV(¢t) + T gO(r)

o714
o.x, -0 K [24% X
o=a, A (2 (e -2 2220 g 4 ()2 (77 1) _szau
xD ’ y)'D
oK, —0.K
+a A (1) (e7F -1 22
y:D
Ay =a. A, (D)2 -1 22— ta A, (1) (e -1 ==
%4 xx ) ( ) fD yy YSD
XK, K,
+a A, (1) (e -1 =2
y:D
Olz—a T za ‘a
Ap =a A (1) (e —1)? S . W€ R CACHES eSS
e xx }’?D Yoy Y§D

o, —a
+a A (1) (" -1 5—

Z

e A 8480 &g ¥y o AEY W= oE&dTt. AAstHe] ¥F
A & Longstaff and Schwartze] 233 uvlzrzixl=2 979 EFAEINE S (monotonic

increasing function) T}, $#EHES QoA HE Al&Fsle] (1=1) FEHIKEE Ek(steady state point)
o =ggct,

lim Vol(t,t + 1) =0
-0

2 2 2
20
limVol(t,t+T)=( 20, ) +( y ]+( 2, )
T K, +7y K, +7, K, +7,
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rlu

I ¥

dutz o 2 FFHEL il ik (intermediate-maturity) @ o] BEAto) 7%
ARt 1 gy AvkH oz AX| Y}, GHAFTEe] #ahite] gkl B ¢ Ay
F2 MY 7Tz £E& I Avide AHEE o) Bl 43S w3

)

=

pze] g gl RS 2 Aot
3. RESUER

& FEAM AN el S wet o] FedAE EHIA BES =&t
gt 28HoE 2L EAAAFAMEEY i A 84 2Folth o FeA £
€ BaEA o] AFAHY ZtFF F8¥ TS Ak A da g
#BEpte S-S 2Fske 712AY 2 8elolr] Wi FHEEe Br|3¥EsH
np7tA 2 AASAHEE AAske AP AL 8a0look & o]& Lo & Wang(1995)
o d79E dfe] drh. APRFHS A 7|2t MEAdo] diF o] vHE A
A 71t F&e] A drth 0@ cIAEY 88X UFFTE HdYste o
2, 9A] AEE F AAFAY 712A T o JEFE n Ao

K2 gAAAE 7|2tz sty /¥ 2849 drkE e Uil 1= $43
AR 2l 7171E, nE ¥4 AN ERE AARIA7A Y zteldt & o, fiHSA
o] gL obllgl Ztt.

Ct.t+71.7,) = EP M@t + T, )Pt + Tt +T+7,)— K)']
- EQ[exp(j:H r(s)ds)(P(t +TEHTHT,) - K)*]
21A3E AAstE olgie] ARAIAVIE Y HE 4A "o

Clt,1+7,7,)=P(L,1+T+T,) Q0] 05,87 ; 46,,46,.,40,,w; ,w;,w3)

—KP(1,1+T)Q2(8,8,,05; 46,,40,,46,,w,,wy,w3)
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o714
o = Ayl
1= T
o, (e =1 ~1A (DA, (1,)
4y}
Y, = 7,7 y.T
a, (" =1 —DA, (DA, (1))
_ 4y}
Vs = i
o, (e"" ~1)(e" " A, (1A (1)
O =0, +2¢
By =1, +2¢
¥ =0, +2¢
4y A (D" T [(a K, — o,k )r(t) + (K, — K,)V(O) + (@, ~ &, )O)]
W, =
: o (e"" —1)D
4y A, (*L')e”-"r[(ocxicZ — o,k () + (K, —k )V() + (o, ~ @, )O(D)]
Why =
’ a, " -1)D
4y, A, (D" [(a K, — 0K )r() + (K, — K IV() + (0, - 0, )O(1)]
Wa =
’ a, (e —1)D
. 8YAA(D" (e K, — a k() +(k, —K IV + (@, ~ 0, )OD)]
wy =

o, (e = D2y2 +a (" — 1)’ 1A (DA, (z,)1D

. 8YIA (e (K, — ak r(t) + (k, — K )V() + (, - @,)O)]
Wy =
T @ - DRyl +ay e — 1"~ DA (DA, (z,)ID

L BrA@e ok, - ek )r(e) + (2, — KV + (@, — 0,)00)]
} o, (e"" = D[2y? + e (" — 1)’ — DA(D)A,(T,)ID

{=20,logA, (1) +26,logA, (1) +20,log A, (T) - log K.

Q0,85 49x»49y’49z’W1*’W;W;)T‘E' A ¥4 e TLol Al 34945 (noncentral chi-
square distribution) KgE ebdt).
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u U

Oy 0,21y 9 -2 _t2y
) [T Ty 1,40, (2, 48, ) 1 13,46, wa )y du iy

AN ¥ -, p @ AHFETF pela JEHULBRB(noncentral parameter) 7} g1 FEH.FLo]
A &% (noncentral chi-square density) & }JeEFA T}, Longstaff and Schwartz(1992)2] =&-of A
9} mRIR 2 H|SAFPAFEEE B2 HFEEY u,unund 2Eo §& 159 B
A9 (joint density) o] B] o] A WFEo] HA Hirelr] WEeltt. HEL (0,0,0), (4,
0,0), (0,9,0) 2 (0,0, 8%) Ul HEo <&l A" AAAY HANA #E& 7o}
Q(), O, Oy 46,40, 46, wi, wy, w3) & H|Z3HA A elEQitt. o] AWLAEL Chen &
Scott(1992) 2] o|HELRAR o 2RE A =2 4 U}, Longstaff & Schwartzel v} 371A)
2 ABRANE ] g B HEcEHE (comparative statics) B 231X ¥& Ao
Usith o] A3e AAgoz AW shEdth. S A 8a 8o AAEE A4 dE§E
FE BAld & 84, o8 &9, #5/%#(discount function), R EFYH A FA7HA S
2R3 ot

4. F5

E

£ d3E @flFEe] FHERE I3t 384 ojAE TS AHEst AAsHE
2 o2& 772G o|AE S M 2 23S fxdth o] 23 71EY
384 233 vwdtd 845 7o) MAKFHS sl4dte FUAM H& fdg ¥
HE 3 &etA =n, BF3A JAR 7] o)A 7v) W37} Longstaff & Schwartz
o A 2AL FFANE & Uk @A o] P LS olxEe /T ERE dHste H
oA 71Ee RYPES 2% FEIWUA 237 FHo A 4 S s Ha, ok
2 HF3A o] MFE #EpEo] HHEEY F83 dFE HAe AL AP
oz ¥4 71 RS 4= F dvte FHE e A

A RBE KOEER RlER

151-742 A-E5HA A7 AHF 4 56-1
738}k (02)880-5684

=~ (02)886-4231

E-mail: ahnd@snu.ac kr



— 70— & E W E H45% H19%

2 % B

Ahn, D., and B. Gao(1995): “Endogenous Exchange Rate and Currency Option: Arbitrage
Approach,” unpublished manuscript, NYU.

Balduzzi, P., S. R. Das, and S. Foresi(1993): “Understanding the Yield Curve: Evidence from a Three
Factor Model of Interest Rate,” Working Paper, NYU.

(1994): “The Central Tendency: A Second Factor in the Short-Term Rate,” Working Paper,
NYU.

Chen, L.(1995): “Stochastic Mean and Stochastic Volatility: A Three-Factor Model of Interest Rates

and Its Application to Pricing of Interest Rate Derivatives,” Working Paper, Board of Governors of
the Federal Reserve System.

Chen, R. R., and L. Scott(1992): “Pricing Interest Options in a Two- Factor Cox-Ingersoll-Ross
Model of the Term Structure,” Review of Financial Studies, 5, 613-636.

Chung, K. L., and R. J. Williams(1990): Introduction to Stochastic Integration, Birkhauser, Boston.

Constantinides, G.(1992): “A Theory of the Nominal Structure of Interest Rates,” Review of Financial
Studies, 5, 531-552.

Cox, J. C,, and C. Huang(1991): “Optimal Consumptions and Portfolio Policies When Asset Prices
Follow Diffusion Process,” Journal of Economic Theory, 49, 33-83.

Cox, J. C, J. E. Ingersoll, and S. A. Ross(1979): “A Reexamination of Traditional Hypothesis about
the Term Structure of Interest Rates,” Journal of Finance, 36, 769-799.

___(1985a): “An Intertemporal General Equilibrium Model of Asset Prices,” Econometrica, 53,
363-384.

(1985b): “A Theory of the Term Structure of Interest Rates,” Econometrica, 53, 385-406.

Duffie, D.(1992): Dynamic Asset Pricing Theory, Princeton University Press.

Duffie, D., and R. Kan(1993): “A Yield-Factor Model of Interest Rates,” Working Paper, Stanford
University.

Elliot, R.(1982): Stochastic Calculus and Application, Berlin, Springer-Verlag,

Harrison, M., and D. Kreps(1979): “Martingale and Arbitrage in Multiperiod Security Markets,”
Journal of Economic Theory, 20, 381-408.

Harrison, M., and S. Pliska(1981): “Martingale and Stochastic Integral in the Theory of Continuous



3 AT IR s R — 71—

Trading,” Stochastic Processes and Their Application, 11, 215-260.

Litterman, R., and J. Scheinkman(1991): “Common Factors Affecting Bond Returns,” Journal of
Fixed Income, 1, 54-61.

Lo, A., and J. Wang(1995): “Implementing Option Pricing Models When Asset Returns Are
Predictable,” Journal of Finance, 50, 1, 87-129.

Longstaff, F. A, and E. S. Schwartz(1992): “Interest Rate Volatility and the Term Structure: A Two-
Factor General Equilibrium Model,” Journal of Finance, 47, 1259-1282.

Pearson, N. D., and T. S. Sun(1994): “Exploiting the Conditional Density in Estimation the Term
Structure: An Application to the Cox, Ingersoll, and Ross Model,” Journal of Finance, 49, 1279-
1304.

Revuz D, and M. Yor(1990): Continuous Martingales and Brownian Motion, Springer-Verlag, New
York.

Saa-Requejo(1993): “The Dynamics and the Term Structure of Risk Premia in Foreign Exchange
Markets,” INSEAD Working Paper.

Schaefer, S. M., and E. S. Schwartz(1987): “Time Dependent Variance and the Pricing of Bond
Options,” Journal of Finance, 42, 5, 1113-1128.

Singleton, K.(1994): “Persistence of International Interest Rate Correlation,” Working Paper, Stanford
University.

Stroock, D., and S. Varadhan(1979): Multidimensional Diffusion Processes, Springer-Verlag, New
York.

Sundaresan, Mahadevan(1984): “Consumption and Equilibrium Interest Rates in Stochastic
Production Economies,” The Journal of Finance, 39, 1, 77-92.

Vasicek, 0.(1977): “An Equilibrium Characterization of the Term Structure,” Journal of Financial
Economics. 5. 177-188.



