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Abstract

Personal loans can be secured as financial instruments with embedded options, and potential
risks in the embedded options of the interest rate products can not be ignored. Effective duration
and effective convexity based on the option adjustment are the main technical indicators to meas-
ure the interest rate risk in the embedded options of personal loans. The paper shows that empir-
ical results and tiny fluctuations in interest rates would have an enormous impact on the value of
the personal mortgage loans consisting of embedded options. Thus it is recommended that com-
mercial banks should establish the rate pricing mechanism based on the Option-Adjusted-Spread
model and other ways, to achieve the purpose of the overall control of interest rate risk.
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