
arXiv.org > q-fin > arXiv:1204.4631  

Quantitative Finance > Computational Finance 

Yield to maturity modelling and a Monte 
Carlo Technique for pricing Derivatives on 
Constant Maturity Treasury (CMT) and 
Derivatives on forward Bonds 

Didier Kouokap Youmbi 

(Submitted on 20 Apr 2012) 

This paper proposes a Monte Carlo technique for pricing the forward yield to 
maturity, when the volatility of the zero-coupon bond is known. We make the 
assumption of deterministic default intensity (Hazard Rate Function). We 
make no assumption on the volatility of the yield. We actually calculate the 
initial value of the forward yield, we calculate the volatility of the yield, and we 
write the diffusion of the yield. As direct application we price options on 
Constant Maturity Treasury (CMT) in the Hull and White Model for the short 
interest rate. Tests results with Caps and Floors on 10 years constant 
maturity treasury (CMT10) are satisfactory. This work can also be used for 
pricing options on bonds or forward bonds.  
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