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Estimation of CDS-adjusted risk-free rates
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A new methodology for estimating risk-free rates is proposed, and applied to
the Japanese, German, and U.S. markets to obtain the risk-free rates in JPY, EUR, and USD.
Government bonds yields are not linear combinations of the risk-free rates and CDS premium.
Sovereign CDS premiums and government bond yields are multi-variate non-linear function of the
risk-free rates and default probability of the reference country. This estimation method is free
from bias even if the risk-free rates and default intensity are correlated.
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