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Abstract : The present paper provides empirical studies to estimate defaultable bonds in the South African financial market.
The main goal is to estimate the unobservable factors affecting bond yields for South African major banks. The maximum
likelihood approach is adopted for the estimation methodology. Extended Kalman filtering techniques are employed in order to
tackle the situation that the factors cannot be observed directly. Multi-dimensional Cox-Ingersoll-Ross (CIR)-type factor models
are considered. Results show that default risk increased sharply in the South African financial market during COVID-19 and the
CIR model with jumps exhibits a better performance.
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