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Analysis on the Credit Risks of Local Treasury

Bonds Based on the Improved KMV Model
ZHOU Haiyun'*, WANG Xiaofang'

(1. School of Economics and Finance, Xi’ an Jiaotong University, Xi’ an 710061, China;
2. Department of Public Security, Nanjing Institute of Forestry Police, Nanjing 210023, China)

Abstract ;. Based on the improved KMV model , this paper studies the factors which affect credit spread of Local Treasury Bonds
by establishing the model of factors on credit spread. The study found that the bond issuance, the remaining period of bonds,
the slope of the term structure of interest rates and year — on — year GDP growth showed a significant influence on the credit
risk of Local Treasury Bonds. Then, this paper figured out the safety bond issuance based on the reformed model of KMV and
proposed controlling the issuance of Local Treasury Bonds in order to guard against the credit risks involved.
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