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Pricing Model of Convertible Bonds in China
by Total Least-Squares Quasi-Monte Carlo Method

Zhang Weiguo,Shi Qingsheng, Xu Wenkun
School of Business Administration, South China University of Technology, Guangzhou 510640, China

Abstract ; Based on the Least-Squares Monte Carlo method, the Total Least-Squares Quasi-Monte Carlo method for convertible
bond pricing was proposed and the details of its algorithm were given. First, Faure sequences as well as variance reduction tech-
nique were used to effectively reduce the variance of the estimation results. Second, the Total Least-Squares (Quasi-Monte Carlo
method which took into account the errors of both the explanatory variables and explained variable was used to substitute the ordi-
nary least squares regression method. At last, an empirical analysis of Yanjing Convertible bond issued on October 16, 2002 was
given to make a comparison between TLSQM method and LSM method, in aspects of the theoretical value, calculation errors and
the running time. The results show that the theoretical value by TLSQM method is more reasonable, and TLSQM method has
smaller estimation error and shorter computing time than LSM method, which proves TLSQM method is more effective for the pri-
cing of convertible bonds in China.

Keywords ; convertible bonds pricing;total Least-Square ; quasi-Monte Carlo; Faure sequence ; antithetic variate method
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