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Abstract

In this paper, we establish the model, which changed the variance equation of the GARCH model
with logarithmic transformation, to estimate the volatility of credit spread of corporate Bonds. It
can ensure the independent identical distribution of model error. Also, the volatility is not nega-
tive after the logarithmic inverse transform. Owing to the asymmetry of model error, we use
composite quantile regression, which is a more robust method, to estimate the modified GARCH
model. The empirical analysis shows that the estimation of volatility is more effective with the
modified model. Composite quantile regression is a very robust estimation method, and it is more
effective to overcome the non-normality of the model error.
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Table 1. The basic information of returns of securities
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Table 2. The estimation of model parameters and the test of residual sequences
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Table 3. The comparison of the two estimation methods based model (4) and model (7)
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