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Review on Evolution of Cat Bond Pricing Model

Tian Ling, Zhang Yue
(School of Economics and Management. Wuhan University » Wuhan 430072, Hubei. China)

Abstract: Cat bonds is a new type of financial instrument, of which the pricing has made great
progress in both theoretical and empirical research areas , but the pricing has been not form a unified
model. The parameters of uncertainty, the description of catastrophe losses, random interest rate,
exchange rate and bond rating are the main issues to be resolved in theory pricing level. The pricing
model based on the evidence has great guiding significance to investors, but it is not appropriate for
the initial pricing. From another perspective, cash flows copying method become a way of catastrophic
bonds pricing, but it is poor in solving incomplete market problem.

Key words: cat bonds pricing; distribution of loss; random interest rate; cash flows copying method



