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A Multi Factor Affine Term Structure Model of Interest Rates for Pricing Treasury Bonds

ZHOU Rong- xi, WANG Xiao— guang
(School of Economics and Management, Beijing University of Chemical Technology, Beijing 100029, China)

Abstract: The threefactor affine term structure models with squareroot diffusion process are developed in

this paper, and the Kalman filter method to estimate the parameters of the model is given. So the prices of

treasury bonds are analyzed by Monte Carlo stimulation. The pricing results of Chinese treasury bonds are

compared with Longstaff-Schwartz model, V asicek model and Cox-IngersolF Ross model. Theresults show

that multrfactor models are superior to the single factor, and the two-factor affine model has the higher

precision than threefactor model. It can provide the technology support for effectively pricing the treasury
bonds in China.

Key words: multrfactor affine term structure models; Kalman filter; Monte Carlo simulation; pricing

treasury bonds



