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Abstract

Convertible bonds are bonds issued by a company where the holders
have the option to exchange the bonds for the company’s stock by certain
conversion ratio. It is like a bond plus an option. However, we cannot
simply value convertible bonds by vanilla option formulas because
convertible bonds are almost always callable.

Chambers and Lu proposed a method pricing convertible bonds
using binomial tree model in 2007. Their model was a two-factor model
where the stock price and the interest rate were the two factors. In
addition, they added default risk and included risky interest rates in their
model. The purpose of my.thesis'is to compare the results of their model
with the empirical data of;Taiwan’s convertible bonds market and other

model. =
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