
�������� ��	
�����

Stochastic volatility vs. jump diffusions: Evidence from the Chinese convert-
ible bond market

Chenxi Fan, Xingguo Luo, Qingbiao Wu

PII: S1059-0560(16)30022-3
DOI: doi: 10.1016/j.iref.2016.04.009
Reference: REVECO 1247

To appear in: International Review of Economics and Finance

Received date: 28 October 2014
Revised date: 22 March 2016
Accepted date: 23 April 2016

Please cite this article as: Fan, C., Luo, X. & Wu, Q., Stochastic volatility vs. jump
diffusions: Evidence from the Chinese convertible bond market, International Review of
Economics and Finance (2016), doi: 10.1016/j.iref.2016.04.009

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/10.1016/j.iref.2016.04.009
http://dx.doi.org/10.1016/j.iref.2016.04.009


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Stochastic volatility vs. Jump diffusions:

Evidence from the Chinese convertible bond market

Chenxi Fana, Xingguo Luob,*, Qingbiao Wu a

aDepartment of Mathematics, Zhejiang University, 38 Zheda Road, Hangzhou 310027, China

bCollege of Economics and Academy of Financial Research, Zhejiang University, 38 Zheda Road,

Hangzhou 310027, China

Abstract

In this paper, we compare three convertible pricing models, including the constant volatility

model, the stochastic volatility model and the jump-diffusion model, by using Chinese convert-

ible bond data from 2002 to 2013. In particular, we conduct both in-sample and out-of-sample

tests to evaluate these models. We find that the stochastic volatility model performs better

than the other two in terms of in-sample fitting, with relative errors 91% (85%) smaller than

those for the constant volatility (jump-diffusion) model. Moreover, the out-of-sample forecasts

also support evidence on stochastic volatility for some bonds, with error reduction as large as

46%.
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