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ITepiindn

H mopodoo Simhopotin epydotor avapepeTon 0TV Y101 AN xon TNV TWOAOYNo
TV ouUBolainv avtadlay e ToTwToD xvolvou. Apyxd mapouotdletor 1 Booixn
opoloyla, N Aettovpyla aAo xou 1 UEVOBOC TYOAOGYNONG TOUG YPTOYLOTOLOVTAS TO
novtéro twv Cox-Ingersoll-Ross yio v dnuiovpyio twv evidocwy adétnong ol onoleg
elvon amopalTnTES YLt TNV TOAOYNOT).

Oa dwiel Eva mopddetyua, xdvovtag yeron akyoplduou oe mpdypoupa Matlab, yia
VoL BOUPE TEOXTIXG TNV TYWOAOYNoN evog TéTolou cupfolaiou xou Yo eletdotel TOGO
xou oy EMNEEGCETOL 1) TWT TV CUUBOAOY avTOANXY S TOTWTIXOU XWVOUVOU amo TNV
oaANoyY| TV ToEoETEGY 0To ovteho Twv Cox-Ingersoll-Ross. Xtn cuvéyewa xdvo-
VTog Yenor Tou mpoyeduuatog Matlab yivetan n xataoxeur tou ahyopriuou yior Ty
THOAOYNOT TV GUUBOAU®Y oavTOAAAY S T TWTIXOU XWVOLYOU Tou Yenoylomotfinxe,
e Bdom to YewpenTind XOoUUdTL To 0Tolo TUPOVCLELETOL GTA TEWTO HEPHALAL.



Abstract

The topic of the present MSc thesis is the issues on pricing and use of the Credit De-
fault Swaps. Initially all necessary theoretical terminology, use and pricing method
are presented using the Cox-Ingersoll-Ross model to produce defaults intensities w-
hich are necessary for the valuation. Then a simulation example will be given, by
using a code in Matlab, in order to examine the evaluation of this particular co-
ntract. In addition we will test the effectiveness of each of the model’s parameters,
to the results of the contracts’ price. Finally we will describe our contracts’ pricing
algorithm step by step process of development by using Matlab. Every step is the
application of the theory which has been described in the initial chapters.
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Kegpdhawo 1

Boaowxr opoloyia

210 xe@dAoto Tou axohov¥EL avahbovTal xdmoleg BacInEG EVVOLES, Ol OTOIEC TPOERY O-
viot omto o [4], doTe va ebvor BUVOTH 1) XATAVONOT TOV ETGUEVKV XEQURUWY.

1.1 The single-name Credit Default Swap (CDS)

ITpbxerton yior cuBoAota PETAPORES TOU TG TWTXOV XWOLVOU, 0 oTolog Teogpyetal elte
omd évay exd6tn (reference credit) dmoe yror etanpior ue dnudoto ypéoc X pa xuBépvnon,
elte and xdmoto opdroyo (reference security), and tov oyopooti tpoctoucioc A otov
TwAnTy| tpoctactiog B. Ta cupBohata avtoahhay g To T TXo0 xvoUvou (credit default
swap ) AELToupyoly »g AGQAALOT) YLl TOV oYORIO T TNG Teoo Tactag evavtt adetnong,
0 0TOl0G TTANPMVEL KOS AVTEAAAY O EVOL TEOCUUPWVNUEVO ao@dhnoTeo (premium) puéow
o etrotog 1 eCounviaiog pdvtag éwg 6tou enéldel 1 weluavon (AAEN Tou cuyBolaiou
) 1) oupBel To moTHTXS YEYOVHS, OToldATOTE GUUPEL TEWTO. XNy TEpinTwon Tou dev
ouufel To Mo TWTING YEYOVAS, TO onofo xadopiletar 6To GUUBOAAO, TOTE OTNY WElUV-
om o TwANTE Teoctactag B 8ev €yel dhhn unoypcwon. Kotd tny nepintwon oumg mou
ouuPel 10 IO TWTIXG YEYOVOS, TRV QUOLXA TNY WElHAVGT), TOTE 0 TWANTAS TpocTactaug B
ogeliet va emioTeéet lte TV ovouoo Tixn a&io Tou uToxeluevou TITAOL WS aVTEAAY U
Tou untoxe{gevou tithou mou adethHdnxe (physical settlement) eite éva ypnuatixd nocd
70 omofo ebvor 1 SLapopd TNG ovopac T adlug Tou uToxeluevou TiThou xaL TG ayopa-
otxhc o&lag Yetd Ty adétnon (cash settlement). Xtny dedtepn neplntwon unopel to
1oc6 vo elvon otadepd xon va cupovniel xotd tnv cOvan tou cupPolaiou (digital
or binary default swap). Ytnv npdtn nepintwon o nwAntrc npoctasciog ot Tepintwon
adétnone unopel vo emAEEel aviueca Ge BLdpopa OUOLOYA TOU EXOOTN Tou adéTnoE.

1.2 Basket default swap xau First m-of-n-to-Default
Swaps

211 TEPIMTWOT TOU TO YAPTOPUAGXLO UG ATOTEAE(TE amd €va GOVOAO TITAWY XdmOoLKY
exB0TOV 1) Evar GUVOAO OUOAOY WY TOTE avTi Vo acpaiicouue xdie titho ywpeloTd, €you-
HE TNV BLVATOHTNTA VoL ACPUACOUUE ORO TO YUETOPUAAXIO YL TNV TEMOTY WETNOT TOU

Yo ouuPel. H dradicactio auth) ovoudletar “first to default” ¥ “ basket default”xou €yel
TEOPAVAS YUUNAOTERO AOOTOG, OUWE XANOTTEL £VOL UEQOC TOU YURTOPUAXIOU X Oyt

7
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ohoxineo. o yopTo@uida Tou TepEyouy PEYdho aptiud TTAwy 1) Topandve Yédo-
00¢ OeV elval ETUEXNAC XAl YL AUTO TO AOYW UTEEYEL 1) DUVATOTNTA VO AGPAAGTOVY OL
TeKTEC M adeTHOELC amd Eval GUVoAo n TiTAwY, dladacia 1 omolo ovoudleton “first m
of n” default swaps. Télog undpyet 1 duvatdTTa OF €var Tagvounuévo UVoAo TITAGY
VoL AoQUMO TEL EVaL XOUPETL QUTWY, Yior ToEddELYUo ot €val 6Ovoho 30 Tithwy va acpo-
Mo ToOv amd To TéTapTo PéYet To 6Ydoo. ‘Etol to basket default swap ypnowwonoteiton
0¢ oupPérato stop-loss xon Bupiler “otpmpa” (layer) utog ¥ AooXAC oVTUGHIALONG, X0
¢ TNy omolo acaiilelc excivo uévo to pépoc mou av aletrioel Yo cou xooTioeL TNV
Teptoootepn {nuid. Etvar onuovtind ©»ot600 10 %01d 1660 0 %ivBUVOS TwV TITAWY Olo-
TEUYUATEVOVTOL GTNV ayopd, dNAadr) To xutd Toc0o Unopolv va Beedoly ta cuuBolota
YL TNV TUEATAVe SLadtxacio acpiAonc.

1.3 Collateralized Debt

>.70 TopddELya TOU oaxOhoLIEl TEPLYRAPETOL Uiar ATAOTXT| TERIMTMOT OYEBIACUOU EVOS
asset backed security péow tng dadactag Tunuatonoinone. Eotw éva odvoho and 50
opohoya undevixol toxopepdiov! (zero-coupon) pe wpeipavor éva ypévo. Trodétouue
OTL 1 ovopoao Tir adlor Toug elvor 1 xan 6Tl €youv UNBEVIXG TOCOGTO AVAXTNONG OF Te-
elntwon adétnone. "Eyouue enlong xa tpla ypedypapa (securities) : To equity tranche
7o junior tranche xou to senior tranche pe ovopaoctixéc allec 5, 35 xou 10 avtictotya.
To senior tranche Yo mpénel vor AdPel ohdxAnpo v ovouaot| adio Twv 10 oc éva
Ypovo av Oev umdpyouv Teplocdtepeg and 40 adetroelc. Av UTdPYOUV TEQIOCOTERES
a6 40 adetrioelg oe Evay ypdvo ToTe To senior tranche Yo Adfel dAeg Tng yernUoTopdES
(ot omolec Va elvor uxpdtepeg amd 10 agol adethtnxay tdvew ard 40 d&veta) and to
oUVOAO TwV davelwy xar Tor dhha duo Turato 6ev Yo mépouy Timota. Av cupfolv
Myotepec and 40 adetrioeic 6T T0 junior tranche Vo anomhnpwiel ue Yeyioto dpto
35 agol ouwe menTa anotAnewidel to senior tranche. Téhog 1o equity tranche Vo
amomAnewiel pbOoOV TEPLOGENOLY YEAUATA ATd TNV ATOTANEOUY TV GAADY BUO %ot
Yo Adfer 5 oe mepintworn mou 6ev cupfel adétnon 1 tinota av cuyPolv 5 1 meplo-
o6tepeg adethoele (Stott av oupPoly teploobtepes amd b adethoelc oL yenuatopoés Vu
eCovtAntoly ota BUo TEOMYOUUEVYL tranches).

Fevixd ta Collateralized Debt Obligations (CDOs ) eivon mo nepimhoxa ahhd
HEOL TOU TOEAOELYUUTOC UTOPOUUE VO TEQOUME Uio LOEX TOU TL ONUAEVEL XATOVOUT-
TUNUoTononon Twv TThwy evog yaptogulaxiou Bdor TEOTEPUOTNTUC XAl UE XELTHRLO
v iovotnTo adETnong 1 YeVIXOTERY TUOTWTIXOL yeyovoTog. Tmdpyouv duo €ldn
CDOs, ta CLOs (collateralized loans obligations) xou T CBOs (collateralized bond
obligations) ex twv omolwy to Yev mp®To avapépovton ot Tpomelixd SAVELL EVE Ta
oeltepa o oporoya. To CLOs elvon mohd yperiowa yio Tic Tedneleg SLOTL TLTAOTOL-
OVTOG TA UTOPOLY VO HELWCOLY TOV TUOTWTIXO {VOUVO TOU TROERYETAL AT oUTY, Vo
Adfouv pEUGTO amd TNV TITAOTOINOT) XAl CUVETIKS VoL UEWWCOLY TIC XEPUACLAXES AT~
™oe. H tithomnoinon twv CLOs yiveton péow pag, aveldptntng and v tednela,
eTanpelag B0y oxomol Tou cUCTAVEL 1) Tednela Xal 1) oTola LOVadIxd oxOTd EYEL TNV
Tunuatonoinon twv Tithwy oe securities xaw TNy TwANCT ToUg o€ eMeVOUTES. To Bdvela

LOubroya pndevixol Toxopepdiou eivor oubroya mou dev divouy Toxouepidlo, A 1 Tyh éxdoorc
Toug elvor oD YaunAotepn and TNy ovouoaoTtixy ofla Touc.
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owTd TAéov Bev avixouy atny tedmelo (AAd Tor SroryetpileTon 1) (BLor) xon we ex ToUTOU
1 tedmeo Aopfdver Tor 0QEAT TNS TITAOTOINONE TTOU avaPERUNUOY OTO THUEATAVE To-
pdderypa. 20000 Yo TNY amo@uYY| ToL NIl xvoUvou 1) TedmeCa XPUTAEL TO XOUUdTL
Tunuotonoinong twv Wiwv xegaloinv (equity tranche) to onoio eivon 10 mEKTO TOUL
amopeo@d {NUES, ToR OAoL AUTE OUWE XATHPERE VoL AVTIXUTAC THOEL BAVELL GUVONXTC
ovopao g o&iog 50 ye 5 UewdVovTog €ToL TIC Xe@ohatoxés TN amouthoelg xotd 10%
aAAd eniong pelwoe oe peydho Badud xar 10 TMOTWTIXG XVOLVO Aol o xfvBuvog Tou
equity tranche oe oyéon e autdv ToU GUVOAXOU yapToQuUAaXiou elvon TOAD UXEOC.
‘Oha owtd BéBanar epdoov BeV ouPBOLY TEPLOGOTEPES amd & AETHOELG (yeyovée bunc
ue oA pxen) mdavotnTa).

1.4 Credit Linked Notes

Yo default swaps undpyet miovotnTo oE TERIMTOON TOTWTIXOL YEYOVOTOS O TWAT-
¢ mpooTaolug vor adeTACEL XaL AUTOC, UE UMOTEAECHUN O OYORUCTHC TEOGTUCINC Vo
unv AdBet v anolnuinon mou dixatolTon, a@ol xatd TNV cuvadn Tou cuyfolaiou o
TOANTAC TEOCTAGIAG OEV TATPWYVEL TIMOTH GUVETKS PTopel Vo cuVApeL To cupfoloto
ywelc va €yer ta xepdhona. Xto credit linked notes (CLNs), ovudétwe o nwintrc
mpoctactag B ayopdletl éva opdhoyo, to CLN, and tov ayopaoty| mpootaciag A Tou
omolou ot YENUATOPOES Elvol GUVOEDEUEVES UE TNV amddocT) Tou utoxeluevou tithou C.
‘Etol av a¥étnoe o C 10TE 1) TANPWUES OTOV TOANTH TEOCTAGING ot XETOYO TOU OUO-
Aoyou pewwvovton. Luvenag e ta CLNsomogelyete o xivduvog adétnong Tou TwAnTA
Te0GToolog (PO TANEMVEL XOTE TNV AyOpd TOU OUORGYOU ) OuwS elvon extedeluévog
%o 6oV xvouvo aéTnong Tou exBOTN Tou uToxeluevou Tithou C' aAAd xou TOL Ay opEo-
o1 mpootactac A. Avtidétwe o ayopaotrc mpooTuctag A €yel UETAPEREL TAHOWS TOV
TOTOTIXO xiVOuvo.

1.5 To ocuvidetixd CDO

Yo ouvietind CDO 1 Omop€n tne etouplog €81x00 oxomo0 (EEX)? 8ev anooxonet ot
HETOPORE. TEQLOUGLAXWY GTOYEWY 0AAL OTNY Tapoy 1| TEOCTAClug 0To dNUoVEYd TG,
uéoo credit default swaps. O dnuiovpydc g EEX ayopdlet CDS ar authy xan n EEX
ue tnv oetpd tne douel CLNs twv onolov oL TAnpwuéc elvol GUVOEDEUEVES UE TOV EXDOTY
Tou unoxeluevou tithou tou CDS. Ta €6000 and To OpOAOYH ENEVOVOVTAL OE XQOTIX
opdhoya. Xty mepintwon xatd TNy onola cUYPEl TIGTOTIXG YEYOVOC XUl T CUCOW-
PEUMEVA ACQPAINOTOU-XOUTOVIAL BEV ETOEX0VV TOTE Ta XEATIXY OUOAOY A YPNUATODOTOVY
Vv amolnuinon xou o ayopaothc Twv CLNs Aoufdvel yewwuéva xoutdvia.

1.6 AvoilbwvToc to CDS

Me oxond va avtiotaduicouue CDS xon v xatoddBouue Tov pdAo Toug ota cuVIETIXG
CDOs Yo npoonod\coude var avalOGOUNE %aTd Tpocéyylon To credit swap péoo omod

2H Etoupeto Edixol Sxomot ebvo wior etoupeior mou dpleton eldxd he oxond tny mporypotonolnon
OCUYXEXPIIEVWY xau Beoyunpdlecuwy oToYwWY, OTWS Vo OMOUOVOCEL TO YENUITOOLXOVOULXO XIVOUVO
Lo entyelpnong
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e Véom TNt oe éva ywplc-xivouvo floating-rate xou 9éomn ayopaoth (short) oe éva
floating-rate pe otadepd spread (c-FRN). Enlong to CDS avogépete oe évav ubvov
ex606tn unoxelévou tithou. To ywpic-xivouvo floating rate elvon o oporoyio 1 omola
TANE®OVEL €va short rate tnv oty ¢+ 1 péypl v welyavon T 6mou 1 TANewun
etvar 1+ rp_13. Devixd ulae téTota ogoloyio efvar cav va emevovelg 1ty otiypn 0 ue
wplpoavorn 1, xou va ouveyilelg vo enavenevdlelg oe xdie mepiodo U€ypl TNy emduunT)
oplpovon. ¢ ex tolTou N TWY Wwoag Tétog odoloyiog ebvar 1 oe xdde mANpwun
xourmovioV. ‘Eva floating-rate ye wplpavon T xow otadepd spread (c-FRN) eivar o
opohoyla exdotelon amd Tov EXOOTN AVUPORAS XAl UE EVOL XOUTIOVL TO OTOl0 TATPMOVEL
TO XUPAVOUEVO ETITOXIO oLV évar atadepd spread ¢(T') to onolo elvon apxetd ueydho
(OOTE VAL XAVEL TNV OUOAOY(al Vo BLAmEory LU TEDETOL GTNY OVOUAGTIXY) TOU adlar apytxdL.
Trovétoupe OTL TR avdxTnong TNV Nuépa TG ad€Tnong Yo xde Lovdda xepaiatou
elvon §(7).

ivaxag 1.1: Ou ypnuatopoés o nepintwon Wi adétnong.

Time t=0 t=1 | ... t=T-1 t=T
Long ¢-FRN | -1 | ro+¢(T) || ..... rr_o + ¢(T) 14+ rp_y
Short floater | 1 —rg | ..... —rr_o —(1+rr_q)
Total 0 c(T) | ..... c(T) c(T)

Autd mou cuumepaivouue etvon OTL oL yenuatopoéc evog CDS elvon {oec e long
Véon* o éva c-FRN ot cuvduaopé pe short 9éon® oe éva default-free floating-rate
note. I'to va Solue méco xovtd eivon Yo e€eTdoOUUE TIC TANPWUES O €val GEVARLO
ue adétnomn mewv TNV weluavor xar éva ywplc adétnon. Oa xdvouve k¥oTtéco TIg eENC
TORUOOYEG: OL YPOVIXES OTIYHES TANPOUNS TWV XOUTOVLKOY TOU OHOAGYOU GUUTITTOUY
ue autég Tou CDS, eniong oe meplntwon adétnone 1 dievdétnon yiveton Ty apéowe
ETOUEVT Ypovixt| oTtyur| Tou Yo xatoBoAAOTaY XOUTOVL Ywelc Vo eTadénom emttoxiou.
Biénovtag toug mivaxeg 1.1 xan 1.2 mopatnpolue OTL oL YENUATOPOES EVOL TUPOUOLES
o€ peydho Badud ue autég tou default swap o onolo mAnpwvel acpdhicTeo xou amantel
TAnewun anolnuiwong oe tepintwon adéTnong xon auTd GUUBALVEL Xou GTT) TEOTYOVUEVY
OTEUTNYIXN UE [iol xeT| Topadoy . Autd mou Ty dlaywpeilel and to CDS eivon 1) pixen
TANPOUT TOXWY and TNy exxoddplon tou floater v otiyur| tne adétnonc.

Eivan Zexddapo ot tor aopdhotea tou CDS unopolue vo 1o dolue cav credit
spread. Emiong ou Swagopéc avdpesa oto spread towv ogordywy xo Twv default sw-
ap umopoLy va avaydolv oTic utodéoeic Tou mapadeiyuatoc. [No Topdderyua, av éva
YENUATOTO TWTIXO (Bpuua €yel TouArioetl Evar CDS Yo urnopoloe va avtiotaduiost tov
xivduvo maipvovtag Véon ayopaoth (short) oe éva c-FRN xou ayopdlovtac évar oniv-

3H ovopaotixd el oV To ywpelc-xivduvo floating rate tnv otiyps| ¢ + 1.

10¢om ayopdc (long position) etvon 1 Véom tnv omola éxer ndper évag enevdutic ayopdloviag éva
XEEOYPAUPO, EVOL VOULOUD, €Vl GUUBOAMO 1) €VOL EUTOREVUN UE OXOTO TNV ETEVOUGT] 1} TNV XEpdooxoTia.

® Avowth tanon (short selling) etvon plo Teyvind xato v omola oL emevdutée davellovton nepou-
olaxd oToLyelo Tou Bev XATEYOUY, amd GAAOUG ETEVOUTES, TO TOUAAVE X0 OF UETAYEVECTEQRY YPOVIXT|
otiypn Yo oavoryxoo Tody VoL ToL Ay OpdoouY TIAAL YLaL VoL o ETLO TEEPOLY 0TO BAVELS TH.
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Hivoxag 1.2: O yernuotopoéc oe nepintwon adétnone oe ypdvo t < T', 6mou 1 ¥éon
oto default-free floater etvar mpog e€dpAno.

Time t=0 t=1 | ... t=T t>T
Long ¢-FRN | -1 || ro+¢(T) || ..... o(7) 0
Short floater | 1 —ro | e —(14rp_q) 0
Total c(T) c(T) | ... (0(1) = 1)—rs—1 0

duvo floater®. To short oe emyepnuaTnd opdhoya yivetor TUTIXG amoXTOVTAC Evar
security ue avtiotpogn repo cuvolhayy| (mpdxetton yior ptor GuvaAAay) xatd TV omola
éva ypnuatix6 mocd expiotoveTon xou To security divetaw wg eyyvnom) xo oTNY ou-
VEYEWL TO TOVAGS. §26TOG0 TO Vo THPELC TO OMOAOYO ATtd TNV oy opd repo’ {owe EYEL
HEYSEAO xOGTOC %o To x60T0¢ NG avTio Tdduiong tou CDS xdvel to (8o To CDS axpt-
Botepo. Trdpyet duwe 1 duvatdTnTa Yo évay twint CDS va npootateudel and tny
adétnon Y€ow TNE TITAOTOMONC TEPLOUGLAXWY O TOLYEIWY (asset securitization).

Mo gAAT avdAuon: cuvdudloude TNV ayopd evog fixed-rate emyeipnuatixod ouo-
Aoyou pe €va CDS pe physical settlement. Me tnv mp@tn potid mapatneolue 6Tt elvor
€VoL OUONOYO YWElC xiVOBUVo. 3TN Tep(nTeworn mou dev undpdel aétnon, To oudAoyo Vo
TAneaoel 1 otny wplpavon xar o €youpe pa por) amd To oTadepd TEPLIMELO XOUTOVL
{oo Ye TNV Slaopd Tou xoLUTOVIOY TOU OPOAGYOUL xaL Tou ao@aiicTeou Tou CDS. Ye
TEpInTOOoT Ypeoxoriog Aopfdvouue TNy ovouas Tt alio Tou OUOAGYOU GE AVTEAAXY U
TOU ETNUEVOU OUOAGYOU oL Jog Olvel 1 v oTiyun tng adétnong. )¢ ex tolTou
eluooTe x0ovTd ot €va yweic xivduvo fixed-rate opdroyo av napafrédouue to yeyOvdC
OTL AaBdvoupe TNy ovouao x| alla oe Tuyaka Yépa.

Ac emiyelpricoupe wa tepontépn enclepyasia. TEvoc cuvbuaoude otaldepol xouno-
viol xou Mg 1 o€ Tuyaior otiyur dev yag divel Eva eLBLAXELTO oxXiVOUVO ETLTOXLO, AARS
av oavTLWIETOS TO EMTOXIO HTAY XUUOVOUEVO, O GUVOUNCHUOS XUPALVOUEVOU ETLTOXIOU %o
¢ Mne 1 oe Tuyaio yedvo eivon ToAD xovid o éva oxtvouvo floater. Topa Vo mo-
EOUGLACOLUE Tar GUUBOAALL SWap ToL OTIoloL YL UOVO EIVAL AXURMGIIA OAAS 0XUEMYVOVTOL
aUTOUOTOC OF TEpiTTwoT adéTnone Tou unoxewévou security. Ayopdlouue To oudro-
YO, TNV npoctacio and TNy adETNoT xaL UTAUVOUUE OE £VOL 0XLEMOLIO GUUSOANO swap
TOL TOEAYEL oxEBWS TIC (Bleg pogg pe To floating-rate xou ue mThnpwun 1 oe o Tuyala
uépa (to oupPorawo Va éyer offa 1). H avayxootins oxdpwon eivon teyvnty| oe ow-
T6 10 TOEAOELYUO. AV AQHCOUNE TNV AXVEWOOTNTO EXTOS, OBNYOUUAGTE GTO TEAXO
TOEAOELY U0 UETAPORUC TOU T TOTIXOL xvd0OVOoU, To asset swap.

1.7 To Asset Swap

To c-FRN pog napriyayov 1o Tt 9o anoxtioouue ayopdlovTtag Ve ETLYELONUATING O-
HOAOYO UE OTAdEPS ETUTOXIO XAl OTNV GUVEYELX TO OVTUAAIEOUE YE XUUAUVOUEVO UECO
evoc ouvniopévou IRS . H poévn dudgopa etvar 611 1o IRS Yo e€oxorovdvioet var mhn-

SEtvon évar ypnuotooxovouxd Teoléy Ue xUuvOpPeEVo xoutdvt. ‘Exel xoundvt nou xupaiveton oly-
puvo e xdmolo xadoplouévo emtéxio avoagopds (reference rate). Ou Tyéc Tou TOL BloopPHVOVTIL
oy ayopd telvouv va elvon aotodelc eved 1) Bidpxeta elvon xatd xovdver ToAD LPNAA

"Yupguviee enavaryopdc (repos) efvon cuupevies PeTafl eVAC BAVELGTH xou EVOS OPELNETT VoL TTOU-
AioouY ol PETE VoL ETAVAY 0pdooUY XATOL0 YPESYRAPO Uxeol XWVBUVOoU.
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PWVEL axdun xou YeTd TNy adétnon tou ogordyou. O cuvduaouds g ayopds Evog
OpOoAOYOUL xan TNG aAAayNg amd oTadepd ETTONIO OF XUUMVOUEVO EiVOL YVWOTO ¢
asset-swap Tox€T0 xou OQeileTe 0TO OTL xdmotol eMEVOUTEG YEwEOoUY OTL TO XOUTOVL
(otodepol emtoxiov) ye peydAn mioavotnta odétnone evéc odohbyou ebvat LTOTIUN-
HEVO oAAd Bev elvon dratedeluévol var avahdBouy TeplocdTepo emtoxtoxd xivouvo. Ilo-
paxdte Vo VewpHoouUE TEELC TWES wpdVoenY UE e€apTnuéves THuéc (xou ot Tpelg elvor
eCapTNUEVES oMo TNV wplpovar).

o C(T) N amhé C: 1 T XOUTOVIOU EVOC ETULYELRNUATIXOY OHOAGYOU.
o o(T) Ay amhd o asset-swap rate 1 amhd: swap rate.
o C*(T)Y anhd C*®: swap rate.

Ocwpolue éva oTatepol emtoxiov oudloyo Tou omoiou 1 xOplar adior TANEOVETOL Win
popd xotd TNV Nuepounvia wpluaveong T, oe avtideon ye v andofBeon Tou oyordyou
xotd T Sdpxela Lwhe tou (bullet bond) mou mhnedver C avd neplodo. O ayopo-
oTh¢ Tou asset-swap AauBAveL, U€ypL TNV WEUUVOY) TOU TOXETOU, TIG YENUUTOROESC TOU
UTIOXEWEVOL OUONGYOU (cuunepthopBavopévou e Tng avdxtnone o€ Tepintwon o-
Vétnone) xo mhnpwver C 610 swap xOUUdTL €V AdUBAvEL XUPOVOUEVO EmLTOXIO (o
TIc poéc Tou TapdyEL To swap rate) ouv éva otalepd spread a (asset-swap spread).
To Coev etvan (oo pe to swap rate yio wplpavorn T. To swap elvon Eva mapdderyua evog
EXTOC ay0pdg swap OTou To o Talepd XOUTOVL BlapEpeEL amd To swap rate Tng ayopdq.
O mAnpwyég ot mepintwon adétnong xou un ad€Tnong Quivovton GTov TEOTYOUUEVO X0l
TOV ETOUEVO VXL

Mivaxag 1.3: Xpnuatopoég and éva asset swap oe meplntworn adétnone tn oTyurn 7.
To swap cuveyiCeton xan Yetd TV adétnon.

Time t=0 t=1 | ... T T<t<T
Long bond -1 c .. o(7) 0
Swap/pay fixed | 1 ||rm+a—C| .. rr—1+a—C rr—14+a
Total -1 rot+a | ... sr)+rra+a—-Clr+a-C

To asset swap spread o op{Ceton €0l WOTE N AEyLxr] TWH ToU TaxéTou va elvor 1,
ave&dptnTo and TNV ayopas Tt akio Tou opordyou. T'a va Bpolue Tnv dixoun Tyur Tou
o EpYalOUAOTE GUUPWVOL UE TA TOROUXAT.

o U(0,t): n okla pe wpluavon t evog zero-coupon ouohdyou amd tov (Blo exdot
UE TO asset swap.

e UY(0,1): n o&io Tou bullet opordyou pe wplpavon t xou xoutdw C(t).
e p(0,t): n oic evég ogorbyoL ywpic xivduvo.

AyvooUye Tov ToTWTIXG %(VBUVO %ot TV BUO UERKDY TOU asset swap Xl GUYXEVTRMVOU-
UE TO eVOLPEPOV pog oToV xivduvo aétnong tou unoxeipevou tithou. Koabopiloupe
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v oo g axivouvng pdvtog TAneeuey Tou 1 ot xdie meplodo xan Wi TapopoLIS
EAVTOC o EXOIDETAL OO TOV EXOOTY TOu asset swap:

T

> p(0,1), AYT) =Y " U(0,1). (1.1)

t=0 t=0
Hpogavang, 1 a&io TV TANPOUOY GTO EMYENUATIXG 0UOhoYO tivon (1) uE
CA(T) +U(0,T).

H tiun twv minpwuoy tou interest rate Vélel AMyo nepioodtepn npocoyn. O ayopaotrc
Tou asset-swap mAnpwver C' — a yior vou AGBEL TO XUPAVOUEVO ETITOXIO. AV TO swap
rate Tng oyopdc etvar dlaopixd amd TNV TOcOHTNTA AUTY|, TOTE TO SWap PEcH GTo asset
swap 0ev €yet oy alior undév. ‘Eyer wo Vet ol av o ayopacthc Tou asset
swap TANPOVEL €Val YUUNAOTERO GTodERd ETTOXIO ON6 TO VoL TANPWVEL TO Swap rate
e ayopds. H dagpopd etvan Cs — (C — a) o n ala autic TN YenuoTopohc ebvat
(C%+a—C)A(T), apol to swap Tévta pTéver oTny weipovon. Eluaote thpa ot 9éon
va Bpolue 1o asset-swap spread : yua va €youue apyixn allo 1, meémel vor €youpe:

U0, T) +(C° —a— CYA(T) =1

oMo,

c
a:—l_U (0.7) +C—-C%

A(T)
‘Otav 10 unoxelyevo oudroyo €yel tyworoyniel oto péco 6po, TOTE UEWDVETOL OTO
a = C — % xou etvor t61€ évar spread petafl tTou oTadepol XOUTOVIOD XaL TOu Swap
rate. Ye auth T TepinTwon To o ebvan xodapd €va credit spread.

‘Otav 10 umoxeipevo oudAoyo Bev elvan 0To UEco 6po, To asset-swap spread meEnel

VoL TO avTavaAd oauTto. Av oxe@Tolue To utoxelpevo oudloyo cav Eva bullet oudhoyo
mou TAnenveL C' ot xdle meplodo uéyel Ty weluavon xou 1 + C' oty weluavon , t6te
exppdLoue TNV TYH Tou EnLyElpNUaTXol opoldyou wg UC(0,T) = CAY(T)+U(0,T)
xou Boloxouye tehxd 6T

1 c s

a= m[l U ,T7)+C(A(T) - A~ (T))] - C
Topa, av avapwtnlolye, yioo Ty Bla TmoTtwTx? todtnta, T Yo oupPel oto asset-
swap spread 6Tav PEWOOUUE TO XOUTOVL Tou uToxeiuevou opohdyou. H peiworn tou
xoutoviol dev €yel enintwon otny Ty Tou xegaraiou U (0, T') epboov unotdécoupe bt
N ToTWTL TowdTTe Topapével otadeph, oAld epbooy A(T) > AC(T), pewdvovtog
TO XOUTIOVL XPATWVTOC GTAERY) TNV TOTWTIXY ToldTnTa Yar tpox el Eva yaunidtepo
asset-swap spread.

1.8 Twohoywvtog €va Default Swap

Auth| n Baow avdiuon, Bactouévn oto Bukio [4], éyet oxond vo xatahdBoupe ta CDS
(KOTOGO YENOWOTOLEl TEOLOVTA TOU TUTIXY OEV EUTOPEDOVTAL. X AUTH T1) ToRdypupo Vu
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Tdpe Ttiow ot W o YePeAwo | TeocEyyion xot Yo TpooTadicOuUE VoL TWWOAOYHOOUUE
T CDS and Tic PBaowéc yenuoatopoéc: Beloxovtac tnv TANemur| xoutovio) 1 omola
xdver To CDS va €yer undevur| adio otnv apyh. H alla ebvar utoloyiouévn xdvovrtog
YPNoN TANROPOELOY ATtd TNV EVIAOT] AJETNOTE XA TO TOCOOTO AVIXTNOT| OE TERIMTLON
yeeoxoniog.

Hapapepilovtog Tic utodéoelc Tng avdxTnong, 1 Taeodon alio TV TANPWUMY TV
xoumoviwy ebvon eixoha dlayepiown. Ag urtodécouue 6TL To uToxeiuevo opdloyo Eyel
nuépec xouroviwy 1...7T" xou wplyavon v wépa T A¢ unodéooupe OTL 1 avdxtnon
07O OUOAOYO avd Lovada ovouao Tixig adlag ebvan 6 oe mepintwon adétnong €Tol Kote
0 TWANTAC TpooTactac Vo TAnewoel 1 — ¢ oe mepintwon adétnone.  Ov unodéoeic
AVOXTHCELS UTOROVY Vo AAAGEOUY OE XAACUOTIXY OVAXTNOT 1| OVAXTNOT) ToElou, oh-
A& For BLELXEWVICOUUE YENOOTOLOVTAS AUTES TIg uTtoveoelg xon Vo avapeptolue oTny
TeonyoUUeVn cL{ATNON TV Blapdpwy LTOVECEWY avixTNnong. O€houue vo Beolue To
dixowo swap premium C%(T') péyer v wplpavon T’ xon unodétouue 6Tl uTopolue Vo
Hovtelomotooude Ty évtaon adétnong Tou utoxeyévou security pe tn pédodo Cox-
Ingersol-Ross pe évtaon A. Egbécov o ayopuotic npoctaciag mhnpnvel éva otadepd
premium, eivar ebxolo va feolue TNV Tr auTo) Tou OXENOUS TOU SwWap:

T _ T
b _ p Z e I TSdSI{7—>Z‘}CdS( Cds E Z —fO (rs+As)d Cds ) Z UO(O, Z)
i=1 1=0

‘Omou pe u®(0,1) oupBorillovue éva, pe xivduvo, zero-coupon oubAOYO PeE UndeVXY
avaxtnon. H olioa 77° 1wy mAnpouoy mou yivovto and tov mwinty| tpoctactag, qv
yivovtan auécng xatd Ty yeewmxorio Ty oTiyun T, Yenotwonownviag Ty uédodo Cox
Eavd, etvait:

AP = Ele o T (1 - 6)] =

T
_ (1 _ 5)E/ )\te fo (rs+As )dsdt
0
T T
—(1- ) / B[ I 002085 g
0

OewpwvTac yio anlornoinoy, aveloptnoio avdusoa otny éviaon adétnone As xou To
emtéoxio (short rate) ry té1e naipvouye:

:(1-5)/0 E[efg"sds]E[—%efg“]dt):
= | 0.0 0.0 -
—(1-9) / C (050, )p(0, )t

‘Ontou ) eivor o hazard rate e xoTavoung emBimong.

S(0,t) = Ele™Jo o] = ¢~ Jo s
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Efiodvovtac Tic efiomoeic m° xon mps TalpVouyE :

Zz 1 UD( 72)

8) fo A(®)S(0,t)p(0,t)dt

lemwsw>
To omolo woylel yio dievdétnon axpPoc v nuépa adétnong, dnhadr oe mepintwon
adétnone n mAnpour Yo Yivel TNy auéows ETOUEVY NUEEA XOUTIOVIOU, X GUUBOAICOUUE
NV Odgopa Tou hazard rate:

Qr=i)=Q(r € li—1,i] = 5(0,i — 1) — S(0,%)

Téte nafpvoupe o swap premium o€ o Lop@y| Tou tepthopBdvel povo éva TETEpa-
ouévo ddpoloua:

3211 2(0,)s(0,7)
‘Etol péow tng xoumOin default swap nou npoximtel Yewpnviag 0 mEONYOUUEVO WG
ouvdptnom tou T unopolue va avtArcouvue Ty mavotnTo adétnone mou xpufeto
MECO O OUTAV.

1.8.1 Aagpopég avdpeoa ota CDS spreads »xou to spreads
OULOANOY WV

‘Evag Baocixd epyareio mou pag tapeyetl 1 oryopd CDS elvar 611 unopolue vo avtAficoupe
TANEOPOpleg Yo TNV XoPTOAY TOU TUOTWTLIXOU Xtvd0vou, Tou xdle exdotn. H €xdoon
evoc CDS ond wo emyeipnon dev ennpedler v xepolawoxr tne ddpdpewan (Snhady
TOV TPOTO UE TOV omolo YenuatodoTel TNy Aettovpyia TNE xou TNV avdmTuln TG YEow
OLUPOPETINWY PECWY Xpnpmo@émcng) xou emmAéov elvon hoyixd vo unotécouue 6T
N Ty Tou Yo CUUTEPLPEPETOL YRUUUIXE GE OYECT UE TO ACPUAIOUEVO T0G6. AuTo
ornuodvel 6TL 1) ToEadoctont LodnuaTr Sour|, Xatd TNV oTolol THOAOYOUUE TO XOUTOVL
EVOC OUOAGYOU TEOGVETOVTAC TIC G&lEC TWV OYETIXDY ZEro-coupon ouoAOYwY, UTOREL
va eqapuociel Yo ouufBdrona default swap. Erniong, o wpwdvoeg twv CDS unopet
VoL OLOPEPOLY ATIO TIG WEIIAVOELS TTOU EYOUV TOL UTOAOLTAL YRET.

Qo600 avipeoa ota CDS xon otar opudhoyo LThEYOLY BLUPORES ToL Elvar TaVMY
VoL OV TOVOXAGVTOL 0T spreads xot o cuyxexptuéva, to spreads twv CDS da npénel
VoL ebvar UEYOADTERO A6 AUTE TWV OPOAGY MY BLOTL UTHOYEL OTUAVTLIXT Blapopd avauesal
0Tl 6V0 BN GUUBOANWY CYETIXG PE TO TUOTWTIXG YEYOVOS XAl UE TOV TPOTO Topddo-
omng ool 660 aPopd To TEAELTAO 0 TWANTAC TeocTactog dev YVwpilel Tolo oudhoyo
mopad{deTon X efvan mavy vo To Tioloyoel ecpaipéva. Eniong o ayopacthc CDS
OEV €yEL aVIUIEN OTNV CUUPWVIL UE TOV EXOOTT] TOU UTOXEWWEVOL TITAOU (to omoio eivon
OpOLOYO) xou oxdpn To xboTog NS Véone short oto opdloyo Yéow reverse repo odn-
yel oe axdpa peyorvtepo CDS spread. dotéco n emhoyy| Tng avtioTdiUong xo Tng
«oo@dhongy and T eToupieg var Toukdve cupforoo CDS wote va emwpehobvTon omd
Vv €xdeon oto moTwTnd xivouvo, Yo uropovoe vo peiwoel Ta CDS spreads.
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1.8.2 ’"Evoag unohoylowdg yia TN TewTn adETNo

‘Eotw 11, ..., Tn aveddptnteg exletinéc YetaBAnTéc Ye mopopéToous Ay, ..., Ay Tote 7
Ol OUTO 81(’)711:7

N .

P(t* >1t)=P(m,....,7n > t) = HP(TZ' >t) = e Tini Xt = oA

i=1
Arné 1o véuo tou Bayes mofpvouue tnv xatoavour tng éviaong tng mewtng adétnong
mou Yo oupBel N omtola etvan ave&dptnTn amd TV ypovixh oty tne adétnong: P(7* =
nlTt =1t) = AT Y ouvéyeto Yo e€etdooupe Ty mepintwaon tng aveloptnotiog (und
6POUC) TWY YPOVIXDY OTLYUWY odéTnomne Twy exdotdv (Yéow dtadixaciog Cox) Eotw
G, = 0X,:0<5<t 6nou X elvon por ave€dptntn YEToBANTY xon 7; = inf{t >
0: fot N(Xs)ds > E;} yio N ouvoptioeic adétnone A(+)" xou aveldptnrec extdetinéc
uetoBAntéc By, .., En ye péon Ty 1.
Ynuelwon: Arno to 7 6nwe to neprypddaue mely, Talpvouye:

N .

P(7* > t) = E[P(7" > )|Gy] = B[[[ e o ¥Xd) = ple o X (Xds)(1.9)

1=1

omou N (+) = LI, X().

LUVETOC, 1) EVTAOT) XoTd TNV YEOVIXY GTIYHT TNG TewTNne adétnong elvon amhd o ddpol-
OUOL TWV ETLIEPOUG EVTACEMY AXOUY XU OE AUTY| TNV TEPITTMWON TV TUY ALY EVIUACEWY.
duod BaolouaoTe 0TV UTOVEST TWV UNFTAUTOYPOVLY dAUdTWY dNAadY xde exde-
T PeTBANTH aopd plo adEtnom, dlapopeTind 1 Evtaon Ty mpwtng adétnong Vo
TEENEL Vo lvor uxedTeEn omd TO GUEOLOUN TWV ETUYELOUS EVIUOEWY.

Auto onuatvel 6Tt 1) odlor TV TANPWUGY TV premiums, oand ToV ayopos T TEOGC To-
olag, umopel va Tiwohoyniel oxpBne oe éva CDS, wotdéco dev eivan autd apxetod. Ta
va Beolpe to Uog TNE TANEWUTE TwV premiums, To onola 0dNYoLY GE UNdEVIXT| apytxN
oo, TEETEL Vol XOITAEOUUE TNV a&lal TV TANPOUMY TOU TOANTH Teoctaolug. Eyovtog
oUTH TN TANPWUT aveldpTnTn and To Tolog exBOTNG Yo aleTHOEL TEMTOC, UTOEOUUE
Cavd var yernolponoticoude To anoteréopata amd to default swap. 2ot6c0 Vo mpénet
VoL TPOGELOUNE TO TOGOGTO avdxTnoTg, av uttdpyetl. I'V autd 1o Adyo emnpdbodeta 61N
yeovxh) oTtyur| Tne adétnong 7, YewpoLue K tny tautdtnTa dnotou aldeThoel TpTou,
nofpvovtag tyée 1,2,3,. N (¥ 0 av dev undpet adétnon). Eyouue hotrdy :

P(rredt, K =1i) =
:P(TZ Gdt,Tj >t,j7é2):
_ )\i(Xt)e— Jo N(Xs)ds H o= Jo N (Xo)ds)dt _
i
_ )\i(Xt)e(f Jo X" (Xs)ds)dt
‘Etol nadpvoupe v mdavétnta va adetrioel o 1 6edopévou 6Tl 1) TenTr adéTno
oudPatvel TNV ypovixr| oty t:
E(}\i(Xt)e(_fOt X" (Xa)ds)
EO*(X;)el—Jo A (Xo)ds)
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‘Eotw enione (i, t, X;)1i<r) T0 onolo Snhdver Ty TAnpwwy| anolnuiwong Ty yeovix)
oTiyun t oTov ayopaoTh npootaciog , av 7F =t xaw 1 adétnomn Eyive amd Tov i.Tote 7
a&lo NG uToyEEéwone Tou TWANTY TpocTuciag lvo:

7_*/\T
P — E[e(_fo rsds)h(K’ 7'*, XT*)l{r*gT}] =
* AT

= E[E[e(_ o TSds)h(K, T, XT*)l{{T*gT}} |GT] =

N T
= E[Z/ e(_fo Tsds)h@'?t? Xt))\i(Xt)e(_fo )\*(Xs)ds))dt] _
i=1 70
N T .
=30 [ Bl e 1 X (X
i=1 70

1.8.3 TYroloyiwopol yia Ty m ano Tic n a¥eToslg EVOg
default swap

To cuyxexpyiéva cupforota amolNUIOYOLY TOV AYORICTH YId TIC TEWTEC M OTO N O-
TOlNUAOELS amd Lo MoTo N €XBOTWY, XATw omd TV UTOUEST TV N TAUTOYEOVOY
owdethoewy. Av U™™(t) Snhdver Ty Ty Ty Ypovixh oTiyuh t, evéc m and n ouy-
Bohowo mou adéTtnoe xan Ugm—bn=t avtioTotya Ty Ty evoc m-1 and n-1 cuyPorona
ot omolot 0 exd6tne K dev elvan avdueoo oo utoxelueva securities, tote natpvouyue
™ oyéon:
n
Um™M(t) = ——= (D U7 (E) = (n = m)U™ " (1))
K=1
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Kegdhaio 2

I'vwpetllovtag ta Credit Default
Swaps

YTIC MapordiTe moparyedpoug YEVETOL Lol ETIOXOTNOT TV Pacix®y orueiwy Tou Sou
xe@ohaiou, oyeTd Ue TV TWoroynon twy Credit Default Swaps (CDS), tou Bi3iiou
[1].

Exwvevtog ag teptypddoupe ta CDS. Tlpdxerton yior cupgBdator avtodAaryrig motew-
TIx00 xWOVUVOL GTaL oTolal TaPVOUY UEEOC O aYORUCTAC TEOCTACIIS A X0t 0 TWANTAC
mpoctactag B. O A ayopdlet and tov B éva credit swap ue oxomd vo Yetagépet Tov
TOTWTIXO %xiVouvo amd évay utoxeiuevo titho C otov B xou avohauSdver tny unoypéw-
O] VO TANPVEL XATOLO T0GO, GUUPWVOL UE Lol 08VTa, To oTtolo ovoudleton premium A
credit spread (ouvﬁm‘)mg elvor 1) BLdpopa TNG ovouacTXAG a&lag XaL TNG oyopas TIXT|S
offog ). Ou mhnpwpés autée unopolv vor Yewendoly xow cov ao@EMCTEO, Xal TO cre-
dit swap w¢ ao@diion EvavTl evoc TOTOTXOU YEYOVOTOC To omolo xardoptletan xotd
Vv olvadrn Tou cuufolatou xon cuvhtng elvon 1 cléTnon Tou EXBOTY) TOU UTOXEWEVOL
tithou C,ylor autd T0 AéYOo TOMAEC opéc ta credit swaps ovoudlovton credit default
swaps (CDS). Ta cuuBolaior autd éyouv auyxexpévn Sidpxeta T xotd tny omola o A
elvoll UTOYPEMUEVOS VoL TANPOVEL ToL aoPdAG TEa PEYEL TNV welpavorn T 1 1o o TnTnd
Yeyovoe (6motol cuufel TpmTo) xou 0 B va amolnuidoet tov A oe nepintwon adétnone.

‘Eva dAlo moTtwTtind mopdywyo, o onoto €yel xa autd popery cupfBohaiou, eivou
to Total-Return Swap 4 TROR (total rate of return). ¥toa TROR naipvouv pépoc
0U0 AVTIOLPPAAAOUEVOL Ol OToloL AVTUAABGGOUY TIC GUYOAXEC OTOOOCELS TEQLOUGLO-
%WV oToLyElwY Tou xaTéyouv. MuvAlwe o Aoyoc Tou xdmolog VEAEL Vo cuVApEL Evay
TROR eivon ytor var petapeper Tov moTmTind x{vOuvo Tou EVEYETOL GTNY UETAUB0AT TNG
TOTOTIXNAS OLBAUULOTC TOU TERPLOUGLAXOU G TOLYEIOL TOU XATEYEL, ETOL AVTUAALCGCEL TIC
GUVOMXEC TOU OTOBOCELS UE TIC ATODOCELS EVOC JAAOU TEPLOUGLAXOU GTOLYEIOU, GANOU
exd61n mou Yewpel Aydtepo emxivouvo. H avtodhoryt| auth twv anoddoewy Poactleton
OTIC HETUPBOAES TNG oy 0RO TIXAC OEIUC TWV TV TV TEQLOUCLAXWDY O TOLYEIWY Xl TOV
XOUTIOVI®Y TOUG. M€ HLal OmAT) Lop@Y| evog TEToWL eldoug cupfohaiou, duo avTiouu-
Bakhbuevol ot xde NUEPA TANEWUNS XOUTOVIOU UVTUAAIGGOLY EVA TEOCUUPWVNUEVO
TGO ALENUEVO UE TNV BLopopd TS ayopuo TiXG amodooNne UETHEY TwV BUO TEPLOU-
oLy oTotyelwy Yeyer TNV AEN Tou cupfolaiou aveldpTnTog oy UTHPEEL TG TOTIXO
yeyovoc. Oewpnuixd 1 alio evog tétolou cupforaiou eivan undév otny évapdn Tou xou
ECKG UETE amd xdE MUERa TANPWUAG XOUTIOVLOY ool Xatd TNy €vapdr To BUO G TOL-
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yeta €youv ayopaoctixr alio fon xou enlong petd and xdde Nuépa TANPOURAC 1) didpopa
e aglac Toug yiveton Covd undév. I'a mopdderypo oy Buo oToLyeio £YouY oyopao TIXN
akior 50 xon xatd TV Nuépa TAnewUnc To éva avéfnxe 60 xou To dAho éncoe 40 toTe
Yo TEEMEL TO TEMTO VA TANPWOEL TO CUPPOVNUEVO TToc6 xai emmAcov 10 yuo vor €p-
Youv Lavd oe wwoppotia. PuoIX 1 GTEATAYIXY TOU aVOPERAUE BEV Loy UEL OTNY TEAEN
0LoTL pmopel var umdpyouv xon emmAéov TANEWUES spreadr] SuxonmuaTo and Tov Evay
avTioudBarrdpevo otov dAhov. [evixd o TRORS npoc@épouy dyL uovo mpoctacia
amO YEYOVOTU OTWG 1) UElWOoT TNG ToTOTAS dlBdiuong (aveZapThtwe ov ouuPet m-
OTOTXS YEYOVOC) OANG Xau TNV BUVATOTNTA OE UXPOTEQOUG ENEVOUTES VoL ATOXTHOOLY
HEYSAN Exdeorn e Ay ypruorto.

Ac avagépoupe téhoc xon ta spread options To omoio 6ivouv GTOV oryopaoTH TNV
OLYVATOTNTO AAAGL OYL TNV UTIOYREWGT] VoL AYORAOEL VAl OUOAOYO OE GUYXEXPLIEVT UTO-
dotxy| Bidpopa (spread). ‘Omwe xow T TROR €tol xou o spread options napéyouv
wGhudn ahhd xan TNV duvatéTnTa Exdeong o adhayég TG ToTWTIXAS SwBdduong 7
omola OV CUVETAYETAL ATAUPALTNTA TUOTWTIXO YEYOVOC.

2.1 Baowd otowyeia twv CDS

pbxerton yioo cupgBoiona e TuTonolnuévoug 6poug amd v ISDA (international swaps
and derivatives association) ota onola Tadpvouy Pépog Buo aVTICUUBOANOUEVOL XAl
eyel oy pEypet v eméAUEL TO TUOTWTIXG YEYOVOS 1) 1) weluavor tou cupPBohaiou. To
TLOTWTIXG YEYOVOS BV ebvon amapalTnTo Vo efvan YEEmXOTN TOU EXBOTY] TOU UTOXEWEVOU
Tithou (umopel yior Topdderypa vor €xel oploVel we TOTWTUG YEYOVOS 1] TUOTOANTTXY
unoBdduion) wotéco Yo meénel vo unootneileTon YE amodEXTIXE oTotyEl OTWS Yl
TopdderyUa 1 dnuoaoievon e eidnone ota péoo palixhc evnuépnone (MME).

H minpwpr| tne anolnuinong and tov B otov A, oe mepintwon evepyomoinong tou
CDS, pmoget va €yel v pop@n yenuatxic anolnuiwone (cash settlement) n anAd v
EMOTEOPYH Tou UToXEWEVOL TitAou C (ouclaoTixd TV emotpody| Tithou Biog a&iug)
(physical settlement). And v dhhn peptd o A minever tov B, péypt va Mget 1) g
otou evepyornowndel To CDS, yéow pag pdvrtog 1 onola ovoudeton credit-swap spread,
CDS rate 1 credit swap premium.

Y10 mapamdve oyfuo e U cuuBoiiCovtar ol TAnpwués Tng pdvTag omd tov A otov
B, eve pe 100-Y (1) n minpwpr| tg anolnuiwong ot mepintwon motwtixol) YEYovoTog
o€ ypovixh) oTiyuh) T mpv v weluavon T, émou 100 eivor 1 ovopaotxt| o&ior xou Y (1)
1 oyopaoT o&lo TNV oTiypr T. Ty el QUOIXE Xou 1) BUVATOTNTO AV TIXATACTACTC UE
gAho ypeéoc Tou (Blou exdotn (physical settlement). Ye toAléc nepintdoelc N TAnpoUN
¢ anolnuiwong cuvdudletar ye Interest Rate Swaps (IRS) 6uwe o cuvbuaouog CDS
ue IRS ennpedler to credit-swap spread diot éva IRST pe MAZn W ypovixd| otryph
ey TNV weluavon dev Exel ayopaoTixy alio Unoév.

‘Onwe avépepa xon oTny apy | UTopolue va oxe@tolue o CDS xou cov cupfoiona
ACPYALONG EVAVTL EVOS CUYAEXPLIEVOU TUCTWTIXOU YEYOVOTOS XUTd To OTOlo O Ay 0o
OTAC TNG AOPANOTG TANPMVEL TEPLOOLXS ACQPAALCTEA XL OF TEPIMTWoT evepyornoinong
Tou cuuPolaiou AauBdver Ty anolnuiwon and Tov acgaiioth B. Trdpyouv BéBoua duo

'Elvor 1 oupgovio petad d0o pepdv var avtahdZouy oelpd TAnpwp®y otadepol emtoxiou pe
TANPOUESC XUUAVOUEVOL GTO (Blo Voploua entl evdg BoUEVTOC TOGOU X0l EVTIOE GUYXEXPHIEVOL YEOVIXOD
dlaoTAATOC.
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100 — Y (7)

IR '

Lyfue 2.1: O yernuotopoée Tou CDS

TOAD GNUAVTIXG TEOBAAATA GTNY TWHOAGYNOT ALTOY TV cupBoiaiwy. To tpwTo elvor
OTL 1 ayopao Ty a&lar Toug xatd TNy Evapdn eltvon undevixr| agol dev TEoBAETOLY o-
VTOAAAYEC YENUATOROMY XoTd TNV cUVAh” Toug ot To BelTEPO elvorn OTL UETA TNV EVopdn
TOUC X0 [E TNY TEEOB0 TOU YEOVOU Tol ETLTOXLA OAAG Xou 1) Lo TwTXY dlof3diulon Tou
urmoxetpévou tithou C aArdlouv emnpedlovtag €tol TNy ayopas Ty alio Tou CDS.

H neplntowon tng guowrc dievdétnoncg (physical settlement) anotehel Lol TIEPLO-
06TEPO «Un damavnehy Aoor xatd Ty amolnulwor agol undpyet ocuvilwe AloTo e
mIavEC ETAOYES AVTIXATACTAONC (G AVTIAROYUO TNG OVOUXO TiXAG a€la TOU UTOXEL-
uévou tithou.

2.2 To anid Credit-Swap spread

YNV TopaxdTe Topdyeopo uTodEToupe OTL oL avTioufuridpevol A xar B Bev €youv
xtvouvo aétnong Omwg emlong xou 6TL 1 TANEwUY| o TepinTwor anolnuinong eivor
OTWG AVUPEQUUE TIOLY 100-Y (7). Enfong o umoxelyevog tithog and tov exddtn C elvon
éva opdhoyo pe xupouvouevo emtoxio (floating-rate note). H tyohdynon Yo e&nyniet
oTodLXE LEXVOVTOS Amt6 TNV OmAT) UTOUEST, XAVOVTUC TIC TURUXATE THUEUDOYEC:

e O vunoxeipevoc tithoc (floating-rate note) éyer opyixh ayopaotxh oo ion ue
NV ovopaoTixy, ag movue 100, tou CDS.

o H Véon nwintr (short sell) otov unoxeipevo titho tou exdotn C elvon avéZodn,.

o Acv undpyouv £€£oda GUVOLKAAXYAS OTKG BLIPORES GTNY THT TEOCPORUS Yo
{Amone (bid-ask spread) oty ayopd yia 10 ywelc xivBuvo # Tov unoxeiuevo
titho.

o Av pe ouuPoiiloupe 10 xouTOVL TNV YeovXh o TiyUY| t EVOC OUONGYOU UE XUl
VOUEVO ETULTOXIO, TOTE 1) TANPWUT| Tou xouroviol Va etvar R + 5, émou S elvon pia
otadept| SLapopd (ouvf]ﬂwg oUTY| 1) BLaPOES GTA OUOAOY A XUUAVOUEVOL ETLTOXIOU
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elvon cuvapTAoEL Tou Libor? 1) X4moLoU GAAOU BEiXTN) AVAPORUS XUHOUVOUEVWY E-
mtoxiov) xot dev onutovpyel TEOBANUN GTNY ToEUXATL vEAUGT oY TO YwElg
%{VOUVO XUPOUVOUEVO ETUTOXIO XL TO XUUOVOUEVO ETUTOXLO UVAPORAS DLUPEPOLY
xatd pio otodepd.

o H minpwun oe nepintwon evepyonoinone tou CDS yivetan xatd tnv opéows e-
TOUEVY] TROYPUUUAUTIOUEVY] XATAUBOAY| TOU XOUTIOVIOU WOTE Vo amo@evy Vel 1 me-
PITTWoT AUENUEVWY TOXOV.

e To CDS dewpelte dieudetnuévo, av evepyononlel and ToTWTIXG YEYOVOS Xal
UTdEEEL PuOXT| SlELDETNOT TOoU UToXELPEVOU TITAOU GE aVTIAAAYHOL YENUATLIXO0
Tocol 6To Uog TNE ovouaoTIX S Tou a&iog.

o AyvooUUe TNV ETEEOT TV POPWY.

Mrnopotue xdte and autéc Tic utoéoelg vo utohoyicouue Ty Tiwr Tou CDS xatd Ty
Onutovpyio Tou. Trohoyilouye tny T tou credit-swap spread U (tou nponyoluevou
oxf]parog) UE TNV ToEaxdTe dlodixaoto arbitrage?, méve otnVv oOvieoT TV YENUATO-
cowv tou B. Tlaipvoupe 9éon nwinth (short) otov unoxeiyevo titho xon AauPBdvouue
yenuotxd mocd (tnv ovouastixy tou ofla) 100, to omoio emevblouue oe Eva ywpelc
xtv8uvo oudhoyo xupavouevou emitoxiou (to onolo Eyel amddoaor ion ue to xoundVLY,
Onhadr) 100) xon dtatneolue To YoETOPUREXLO UEYEL TNV WplUaveY| Tou i To ToTWTIXG
Yeyovog (6molo ouufel TedTo). Ev 1w petadd mhnpdvouyue ta xounévior Tou OPOAGYOoU
%o hNoUBAVOUUE T XOUTIOVIAL OO TO OUONOYO XUHOVOUEVOU ETLTOXIOU GTO OTolo ETEV-
dVooue ta 100. H Brapopd v 800 powv eivor 1 dapopd (spread) S mdve oto ywelc
*(VOUVO XUUOIVOUEVO ETITOXIO TNG OVOUAOC TIXNC a&loig TOU UTOXEUEVOU TiTAOUL.

Av cupfel moTOTNG YEYOVOS TIEWY TNV WElUavoT) TOTE PEUGTOTOUUE TO YAPTOPU-
AEXLO TNV AUECWS ETOUEVT) TOOYRUUUATIOUEVT] TUEEN TANPWUHC XOUTOVIOU X0l TTaloVOUUE
o 100 and Ty mAnpwur Tou xounoviol xot ydvoupe Y(1) and to oubdloyo 6To omolo
Thpope VEom TOANTY xou TEETeL Var emoTEEDOUUE, dpa Eyouue Ty diapopd 100-T(T).
Yuvdudlovtag TIg Yenuatopoés autés e exciveg amd to CDS malpvoupe cav amotéhe-
opo pa otadepn pdvta ue yenuatopoéc U-S. Av dev umdpyet arbitrage xan dhho é€oda
t61€ €youpe U=S .

2.3 Repos xou €£00a CUVAAAAY NS

Mo onuavtind| xowr tapdfoact Twv utolécswy tou avagepdnxay ey elvon 6Tl uto-
poVue va madpvoupe Béomn nwinty (short sell) otov unoxeluevo titho ywplc xdcTOC.
H ¥¢on nwinth otov unoxeiyevo titho npoypatonoteitar péoo twyv repos (repurchase
agreements). XTtnv oA ex6oy TV repos moipvoude VEon TwANTH otov TiTho Xt
Aopfdvouye yenuoatixd nocd L, xotd tnv cuggpuvnuévn welpavern T emotpepouue o
1006 pe evay toxo RT xou pag emotpegpeton o titiog.

2To LIBOR civar to emitonio Tpocopdc oto omofo ol peydhec diedveic tpdnelec oto Aovdivo
davellovton xe@dhara uetald Toug. Xernowwonolelton enlong ooV EMTOXLO avapopds Yio Tov xardoploud
TOAGDY GAADY XUHOLVOUEVWY ETUTOX(WY GE TOAAEC AYOPEC TOU XOGHOL.

SECoopponntixt xepdooxonia (arbitrage) ebvor 1 tautdypovn ayopd xou ndInon tne Broc (A mo-
pbuotag) enévduong oe U0 BlPOPETIXES oy 0pEs UE BVO BlaPopETIXES TUES, oTpuTN YN 1) omtolol uropel
var 001 yHoeL o %€pdn ywelc TRV avdndn xwvddvou.
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OvotlaoTind mpdxelton yiar £var 0AVELD AT TO 0Tolo 0 BAVELOAHTTNG UTOUNXEDEL Evat
otoyelo w¢ eyyimon. Trdpyet Béfora xou N mepinTtwon xotd TNV onolo 0 dAVEIGTAHS
nodpver xou oautdg Véon TNty (reserve repo), yiveton dnhodr davetoAmTng, xotd Ty
wpluavorn k¥oTtoco Vo TeENEL va ayopdoet Lavd Tov Titho xou vo Tov emoTeédel. BéPona
UTEPYOUY TERLTTWOELS ToU Xdmotog TitAog elvon B0ox0A0 Vo amoxtnUel wg eYyYLNoT,
€101 0TNY TEPITTWOT TOL 0 BAVELTTAG EYEL TdPEL Xou auTOS VEOT TWANTA (owe XxaTd TNV
oplpovon vo et pxpdtepo emitoxio R amd ott elvon to yevind emtdxio, audvovtog
€101 T0 x607T0¢ TN V€ong TwANTY (ocq)O\') Yo TAnp®oel Tapamdve 6ty EpUel 1) Hpa Vol
T0 ayopdoel and Ty ayopa). H mepintwon auth, n omola avagpépeton we repo spe-
cial, quEdveEL TNV TYY| TOU UTOXEWWEVOU TITAOU X0l GUVETMS TROGPEREL TNV DUVATOTNTA
eC00QANOPEVOL PTNVOL BUVEIGUOU.

Kotd v obvieon evog CDS, ta repo specials avédvouy to default swap spread
xou midovoToTa vo TeEmel var 80900y yeruata Yo Ty oOvaupn Toug dmwe enione uTdpyet
xou 1) TiovOTNTAL VoL UTIEEYEL BLapORd TNV TUUT| TEOCPORAS Xou LATNONE Yiol To OUOAOY X
XUpoVOPEVOL ETiToXiou UE LPNAG %ivBUVO.

Av unodécoupe 611 €youue dlevdeTrioel €va reserve repo e0CQUANOUEVO OO TOV
umoxelyevo titho ue wpipavon B e tou CDS xou cupfolicouue pe Z tnv dlagopd
TOU YEVIXOU emiToXiov €LuGPUAONG %ot TOU EMTOX(OU ECUCPANLONEC TOU UTOXEWEVOU
tithou toTE AV xdmolog VEReL va el V€on TwANnTY 6Tov uToxeiuevo titho VYo meénel
VoL TATPOOEL ETUTALOV Lot p&vTa Z xon To cuvietixd credit swap spread Yo etvon S+Z.
Edv undpyelr x6cT0¢ cuvalhayfic 0Ty ayopd yio Tov utoxeluevo Titho téTE auTdg
mou eunopeleTon To credit swap {owg ugloTaton xvouvo amd To x60TOG GUVIAAXYNS N
axdhuntng Yéone oto credit swap xan {owe yeetaoTel Vo ypeaeL £va emTAéoY T0G6 GTO
credit swap premium. 'Evog éunopog unoget va ndpet Tnyv 9éom tou avTioupfariouevou
A og éva default swap minpdvovitag éva premium S+7 xou ye Sopopd K avdueoa ot
T TPOCPORAS X TNV Ty {ATnone.

AvaxepolonmvovTog :
e S: Eivou 1 amodotiny| Stapopd: (spread)tou emttoxiov tou unoxetuévou tithou xo
Tou delxtn avoopdc (LIBOR).

o 7: Avagépetan oe repo special xou efvon 1) 61dpopa aVAUEGH GTO YEVIXO ETULTOXLO
eC0OQPIAMONC XOL OTO ETUTOXLO TOU UTOXEWEVOL TITAOU 1) oTtola Efval XUUOVOUEVN
XU TANPOVETOL UE TANEWHES (BLIG LOPPNG HE TOV OUOAGYWY XUUUVOUEVOL ETILTO-
xlou( ue ombédoom atn MEN {on pe tor xoumdvia) 1 odAide etvon ot Ty (1 omola
TANPOVETE PECW PAVTOC) Tou Vo Slatnenoels Y€om TwANTH 6Tov UToXelpevo TitAo
uéyet Tov teppatiopd tou CDS.

o K: Avtixatontpiletl omolodnnote x66T0¢ GUVOAAAYHC (to omoio TANPWVETUL UECH
EAVTOC) YLot AVTIO TEMULOT), OTIOLBHTOTE premium undpyet AoYo xOUVKY oL oTo-
fol Bev €youv avtioToduoTel xon Tepridpta xEEBoUC.

2.4 IlIknpwuéc enavinuévoyv Credit Swap Pre-
mium

Ye opiopéva cupfohoa credit swap avopépete OTL 0 ayopaoThC TpocTactag Vo TeETEL
oe mepintwon evepyomoinone tou CDS va mhnpdoel To enauénuévo xouTévL and TNV
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teheutata nuépa TANEoUNS xoutovioU. T uixpéc mdavotntee adétnong xou teptddoug
AVIPESH OTIC TANPWUES XOUTOVIWY, 1) OVOUEVOUEVY] OLAPORa OVAUESA GTNV YPOVIXT)
OTYU#} TOU CUUBAIVEL TO TOTWTIXG YEYOVOS XU TNV AUECWS TEONYOUUEVY TANEWUN
xouToviol efvar eAdyloTa UixpOTERT amtd TO WCH TNG LG TEPLOBOU (avdpeoo oe 800
TANEWUES XOUTOVIOL). LUVETKE umopolpe vo Yewpriooupe to CDS cav (6o e v
TAnewun anolnuinong mou etvan 1 ovouaotixy alla yelov 1o 006 avdxtnong ueiov to
Ulo6 Tou premium.

Ye neplntwon yiog otadepric, oudETepnc oTov xIVOLVO, EVTacT) aéTnong (constant
risk-neutral default intensity) \*, Yo nopatnpotooue o peiworn oto enavénuévo pre-
mium nepinov xatd A*S/2n, émou n elvan o aptdude xouroviwy avd €toc. Do éva amhod
default swap o S eivon uixpdTeEpo amd To A* e€outlag TNG UEPIXNE avVEXTNOTG, ETOL OUTH
1 Si6pdwon ebvon uxpdtepn and (A*)2S/2n, n omolo efvor opehntéa yior pixpd A*.

2.5 To Enauénuévo emitoxio tou unoxeipevou
TitAou

o o ouvdetind credit swap undpyet xou Yéuor emauEnuévng TANEOUAC TOXOL Yla
T0 ywpelc xvouvo oudroyo xupavouevou emitoxiou (070 omolo 6T TepLypdoue TV
enevdlouye o 100 and v Véon nwinth -shortsell- tou mipoue oTov LToXElUEVO TiTAO).
Avtiveta to anid CDS €yel mhnpwur| 1 omolo eivon 1) SLopopd AVAEGH GTNV OVOUAOTIXN
oo, ywelc emavgnuévo toxo, xar TNy ayopaotixy a&la Tou utoxeiuevou tithou. To
yapTopuAaxiou pe to cuvietind CDS duwe, 6mwe to teptypddope nponyouuévee (Yéon
ayopaoTh oE ywelc xivduvo oudAoYo xupavouevou emitoxiou xou VEor TwANTA oTov
unoxe{yevo titho), éyet alia {on ue ™y ovouaotixh aio oLV Tov enaENUEVo TOX0 (Tou
yweic xtvduvo ouohbyov) uelov To T0cd avéxTNONG Tou LToXELUEVOL TiTAOU.

Ac unovécoupe yia napdderypo éva CDS ye 6-unviono xouméviar xon weluavor evog
¢touc. Erniong ac unodéooupe 6t to LIBOR ebvor 8% xon 6t 1 évtoon odétnong dev
elvon UMY xon Bev PETOBAIAAETOL ONUAVTIXG AVAPESH OTIC TEPLOBOUS TANPOUAC XOU-
moviwy. Ilepyiévoupe toTe epinou To wod amd To (OUTOVL Vo Elvor ETAUENUEVO XoTd
TNV OLEXELN LG TIERLODOU TANEWUNG XOUTIOVIO) %aTd TNV onola cupfaivel o TOTIXG
YEYOVOS Ay VOWVTAS O TOG0 TO VOUVO aETNONG TOU TEQLEYETOL OTIC TATPWHES XOU-
moviwv. H ovauevouevn Ty tou enavinuévou emtoxiou ot mepintwmon oadétnong tou
Yweic xivduvo ogohbyou oTo Topdderypo g etvon 2% tng ovopao tixrc Tou a&lag xou 1
oudétepn ooV xivduvo évtaon adétnong eivar 4%. Téte n ayopaotixnf el Tou CDS
elvon HELWPEYT YLl TOV oy Opao TH PO Tactag xaTd TERITOU 8 UOVADES TNS OVOUC TIXNG
Tou o&lag xat €Tol PELOVETE xat To credit swap spread xatd {oeg Lovddec.

Fevixdtepa, ag unodécoupe éva CDS pe oyetind mxpés xou otadepés miavotnreg
adétnong xou emtdxna ywelc xivouvo ue otadepr| dour|. Tote 1 yelwon tou credit swap
spread an6 v en{dpoon tou emowinuévou emttoxiou eivar tepimou xotd A*r/2n e r
var oUUBoAICEL To ywplc xivduvo emToNLO.
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2.6 Av o unoxelpevog tithog slvon opoloyo ue
otalepd EMLTOXLO

Av o vnoxeipevog tithog elvar opdroyo ctotepol emtoxiou TOTE PUTOPOVUE Vo TEO-
o@UYouue Cavd oty UTEUEoT 6TL TO TOGO AVIXTNONG TNG OVOUUC TXAC a&lag Tou o€
nepintwon adétnone eivan o (Blo Ye €va ouOAOYO xUPNVOUEVOL ETLTOX{OL UE TNV (Blar
TpoTepaudTNTA. X auThY TN tepintwon Ya €youue Cavd éva default swap spread S+4-7
omou To S xan Z meptypddope T ouuBoiiCouy ot mponyoUuevn Tapdypopo. Eiva yve-
616 6Tl 7o credit spread ce oudAoyYO GTdEPOY OARG O HLUOLVOUEVOL ETLTOXIOL TIC
{Blag moTwTrc dtaBdduong etvar tepinou ioa. Etol av to spread etvar évor otordepd
spread F t6te ypnowonowlue to F avti yw S otov unoloyioud tou default swap
spread. Xe PEPIXEC TEQITTWOELS av O uToxelpevog tithog elvar oudroyo otaldepol e-
mtoxtou t6te To par floating-rate spread unopel va avtixatactadel e 1o asset swap
spread, o omofo efvar 1 Blapopd NG AmdBOONE TOU OUOAOYOL X0l TNG XUUTOANG TOU
LIBOR.

2.7 Movtého yvia TNV TipoAOyYnon CDS

Yy mapdypago autr Yo 8o0UE Toe UmopolUe va Toloyriooue éva CDS yenotuo-
TOLOVTG €val HovTéLo Bootlopévo atny évtaon adétnong, olugwva e to [1].

2.7.1 TYmnoU€tovrag ctadepn Eviaor wdETNONG

Zexwvovtoag unodétoude 6Tl 1 adétnon cupfolvel pe o oTadept], oUBETERT XVOUVOU,
évtoon A*. Me o;(A*) oupPorilouvue tnv napoloa adlo plag Lovddag Tou i -atou
xoumoviol v yeovixry oty T(i) ot nepintwon mou n adétnon ouuBel petd and
authv TNV uepa. Tote eyouye:

a;(\*) = e~ WHIOITE)
‘Orov ue T(i) ouuPoriCouyue Ty weitavon Tov i -aTou xoUTOVIOD ot PE Y(i) TO CUVEYXKOS
avaTox{OUEVO ETULTOXIO YLOL TNV 1 00T TANEwUY xouTovioL. ‘Etol yia vo unoloyicoupe

TNV ToEOVUG0 oo TWV OVUUEVOUEVOY ATWAELWY (TNG Lol HOVASOC) TNV Yeovixt| oTtyun
() av n od¥étnon oupPel oto didotnua [T(i-1), T(i)] umohoyilouye To :

52<>\*) — efy(i)T(i)(ef/\*T(ifl) . ef)\*T(i))
Av 9éhouue va unoloyicouue TV TWH TG edvTaC (nknpwpd)v NG WLOG povd&xg) yio

x&e TAnpwur xoutoviol €ng v weipoven T' = T'(n) ¥ v adétnon, onolo cupPet
TEMTO, aExel Vo utoloyicouue To

AN, T) = a1 (X)) + (A + oo + an ()

Luven®e N oo TOV ATWAELOV TV AUECKHS ETOUEVT NUEPN TANPWUAC XOUTOVIOU UETY
v oadétnon (Sedopévou ot 1 adétnon Hede ety TNV wpluavon) etvou:

B<)‘*7T) = Bl()‘*) + 62(/\*> +..t ﬁn()‘*)
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Av pe L oupPolicouvpe tnv avopevouevn {nuia tne ovopaotixhc o&iag Tou UToXEEVOU
titAou oe meplntwon ypcoxoniag, ToTE dedOYEVOL TNg weluavone T, Tou xounoviod U
xaL TNE Ywelg xtvouvo xoumOANG EMTOXIWY UTOPOVUE VoL UTOAOYICOUUE TNV oy 0pAOTIXT)
a&lo

VX, L, T,U) = B\, T)L — A(\*, T)U

To default swap spread tng ayopdc U(N*,T, L) Beioxeton hovovtag tnyv e&iowon
VO, T,L,U) = 0 xou tedhxd UN,T, L) = % o wxpn €vtoom omf)smcng N
OLPOEEL AVAPESH GTO TUOTWTIXG YEYOVOS Xou TNV axohovdn nuépa xoumoviol etval e-
Ao ta peyahOTepn and To HUtou Wiog teptodou tou CDS, urnodétovtag BéBota OTL ot
THAVOTNTES YPEMXOTIOC OEV CUYXEVTPWVOVTOL OTIC NUERPES TANPWUAC xOUTOVLGY. Alo-
(POPETIXG, Wlal UTAT} XUTS TEOCEYYLON TEOCUPUOY T UTOREL VoL YIVEL TOQUTNEMVTAS OTL
1 enidpaom elvor 100BUVOUT UE TNV ETBPACT) Tou emaLENUévou EmITOXioU TNG aEYIXNC
oo (ovopaotinic ofioc) tou floating-rate spread oe éva credit swap spread. ‘O-
TS 0L TEONYOUUEVKS Elmoe, €youue w¢ amotéheoua wa avénon tou default swap
spread tng té&ng Tou A*#. Extrosic tov L xou umopolue vor x8vouue UEow TwV
OHOAOY®VY XL TV Yeauuatiov (notes), to onola €yl exdwoet évag exdotne C, eniong
amo ywelc xvOuvo ETITOXLAL, XA OO BEBOPEVA AVEXTNONG OUMOROYWY 1 YouuuaTio (Blog
TEOTEQULOTNTAS.

Mo opdderyyo, €0tw 6Tt xdmoto ypauudtio xuuovépevou emtoxiou (floating rate
note), 10 onoio €yet EXBNOOEL XEmoL0C exd6tne C, mouléton o upn P eyeL wpluavon T
spread S xou OVUUEVOUEVY) ATWOAELXL TNG ovopac‘mﬂqg Tou o&ioc L. Avyopdlovtac hotndv
éva ywplc xivduvo oudhoyo xuporvouevou emttoxiou xat tafpvovtag Yéomn twinty (shor-
tsell) oe éva opdroyo xupouvéuevou emtoxiou (Uéow repo special omwe meprypddoue
npw) €Y OUUE EVaL YOPTOPUAGXIO UE oo

~

1—P =B\, T)L— AW\ T)S

Advovtag Ty napandve e&iowon urnopolue va feolue Ty évtaon avétnong A*. Ilpo-
Umo¥€TovTog 6Tt Ol THIES AVAPORAS TKV OHOAGY®Y, TIOL YENOULOTOLOUVTAL OTO THEAdELY-
oL, €lvon XxovTd oTNY ovouao Tixr Toug o&ia, UTdpyet po evpwotio 1) omtola oyetiletan ye
NV ofefoudTnTol OYETING UE TNV AVAXTNOT), ApoL el avodixy| Tdor 6to L €xel we ano-
TEAEopA Wi xododixt| Tédon oTo A*. 20T000 auTd Tol GQAAUATY, Yo Uxed ¥, oYEBOY
eCahelpouy to €va o Ao 6Ttay umohoyiloupe v mark-to-market o&io V(A*, L, T, U)
Tou CDS. 't TNV amo@uY T TWV TUEATEVE UTOROUUE Vo YENOWOTO|COUUE OUOAOY X To
omola va €youv TV Blo weluyavorn e to CDS.

Av 10 oubdlroyo, To onolo éyel exdolel and Tov C, xou €yel emAeyel yior Ty avopo-
odc ebvan otordepol emtoxiou téte pe P, L, T dmwc avapEpinxay TeLy, C' o emténi0
t0u xoutovio xau 8(0,T) TNV aAVEXTNOT), TOTE UTOPOUUE VA YENOWOTOLACOUUE TNV
oyEon

P =AW\, T)C + B\, T)(1—L)+60,T)e™

‘Qlote va uTohoylcoule TNY 0LUBETERT OTOV XIVOLVO evTaoT adétnong A* . Mtny nepintw-
O™ TOANATAGY OHONOY WV avapopdc Ue wetudvoelg (Bieg pe tou CDS, téte unopolue va
YENOWOTOLAGOUUE TOV PEGO 0RO TV EVIZoE®Y aétnong, A va Boolue Tov p.o. agod
TeoTo anopplPouue TIC axpolec TWES 1) Un YEUUUIXY TEOCUpUOYT) ehayioTwY TETEO-
YOVOV 1 TEN0G xdmota die€orywyt| Teaypatixig Tpocouolwong. 2oTtoco éva mpdBhnua
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elvon ot BlaopeTinég Veounés dLdpopes aviueca oo (BT UTOYPEMOEWY, Ta omola €-
Tneedlouy TNV avdxTno).

To default swap efvar €vog delxtng yior TNV TYWOAGYNON TOU TUCTWTIXOU XVOOVOU,
Yoo Topddetypo av efvon Sladéoto otny ayopd éva default swap tote umopolue va
umohoyicoupue TNy, oudETEEN XWVOLVOU, EVTuoT adETNoNG ToU TEPEYEL AUVOVTUC TNV
UN,T,L) = U* ¢ npogc A* . 'Onwe avapépinxe Tpornyoudévee, To oamoTeENEaUOTo
TOU UOVTEROU eEaPTMOVTAL AlYo 1 TOAD Yoouuxd amd Thy UTOVECT, TOU HOVTEAOL YLoL TNV
AVOUEVOUEVY] XAACHATIXT) amWAELa o TEpinTwon yeeoxomiac. H avdiuon evoncinoiog
elvon o xoA?) Moo av 0 6ThY0g Elval VoL EQUPUOCOUUE TOV UTOAOYLOUS TG EVINOTG O-
VEtnomng Kote va Toloyicoupe Eva TiTAo UE BLUPORETINES YENUATIXEC POEC UEANOVTIXG
am6 to default swap mou avagpépae.

2.8 H oopr evog Forward Default Rates

Ye mepintworn mou TANEOQoRlEg TOU €YOUUE YIa TNV TIHOAGYNOY TOU TUCTWTIXOU XLV-
oUvou ebvar Yoo weluavorn dagopetind| and autr Tou credit swap, Yo HToy 0pdd va
utohoyiooude Ty Btoplwon twv YeEAhoVTIXGDY TocooTdy aétnone (forward default
rates) ta omofo efvon oudétepa oto xivouvo. Ta oudétepa 010 %iVBUVO PEANOVTIXG TTO-
000 Td AETNOTNG CUUTETTOUY UE TIC OUBETERES XWVOLYOU EVIYOELS ETNONG OTAY QUTEG
elvon VIETEPUIVIO TIXEC.

[ moipdideryua, oy ToL OUBETERA XVOUVOU UEANOVTIXE TOGOG Td aETNoNG UETAEL TRV
xouToVIWY TS Ypovixés atiyuée T'(i — 1) xou T'(i) oupPoriletan pe f*(i), enlong umo-
Vétovtag avelaptnola avaueoa 6ToV XIvoUvo aéTNoNg X0k TOUS UTOAOLTOUE XtVOUVOUQ
xou 6o¥évtoc tne Sopdwone f* = (f*(1), f*(2), ..., f*(n)) TV YEMOVTIXGY TOGOCTOVY
adétnong, nalpvouue TOTE TNV

ai(f?) = e HOHEOITE)

ue

() + et £(0)

H(i) =

XAl
ﬁz(f*) — efy(i)T(i) (efH(ifl)T(ifl) o 6H(z)T(z))

1 ToEoLoH ool TWV AVUUEVOUEVLY TANEWUGY TN ottyur| i. Me autéc Tic ahhayég Oha ta
AmOTEAEGUATO TIC TIEOTYOUUEVNG Toparyedpou yia otardepr) éviaon adétnong toybouy.
Egdbcov undpyel e€dptnon twyv credit spreads and v wpluavor, eivon hoyixd va tnv
ABoupe oY ag 6Tay 1) SLIEXELX TKV TITAWY TOL YENOWOTOWOUUE Yol TNV TYOAGY O
oev etvon (Bta pe owtr Tou credit swap. Mo xahOtepn npocéyyion Yo Aoy vo @TidEoupe
EvoL HOVTELO BLdpUpmoTNg Yo Uiol GTOYUO TG HETUBANTY, OUBETERT xtVO0VOL, BladLxacla
évtaong adétnong A .

Av ol tithol mou yenowonoolue Yoo TNV TYoAdynon eivan “special” otnv ayopd
oV repos (etvor dnhadr dvoxolo va Peedolv), évac UTOROYIOHOS TOU «XEUUUEVOLY Z
Yol TEETEL VoL TEPLEYETAL GTOUG TTPOTYOUUEVOUS UTOAOYLOUOUGS, GOV ETTPOCUETO 0TO XU-
pouvouevo emitoxtaxd spread S1) 1o xounévl cTadepol emtoxiou, 6tav unoloyiCouue
TO OUBETEPO XVOUVOU UEAOVTIXG Toc00TO adétnone f*. Trolétovtac, yia amionoln-
or, 6Tt o€ TeplnTwon adéTnone N TAnewuy| amolnuiwone yiveton exelvn T oTLYUr xou
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OYL TNV AUECKS EMOUEVN NUEPX TANEWUNSC XOUTOVIOU OTKS UTOVEGOUE TEWV, TOTE TO

Bi(f*) avrxadiotatou and to

Bi(f*) = e*[y(i*1)+H(i71)]T(ifl)ki(f* (4))
OToU 0
i O e
ki(f5(1)) = —2—2—— (1 — ¢ " @OFOIIT@O-TG—1)]
= Fi+ o )

etvon 1 T o amodtnong ™y T'(¢ — 1) n omola mAnpdVeL Yot povdda Ty oTypr Tne
owdétnong, av n adétnon yiver mowv v T(4) %o (i) o otypodo , yweic xivouvo,
Tpoveoytoxd emtdxio to onofo ebvor otadepd petald T'(i — 1) xou T'(i).

2.9 O pdhrog Twv Asset Swaps

To asset swaps evar mopdywya securities To onola umopolv vo Teplypdpouy, o L
amAr} Ex00Y1) TOUS, WS YUETOPUASXLOL amOTENOVUEVY amtd opoLoYa oTadepo) emitoxiou
xou interest rate swap, {dloag Too6TNTAC, TO OTOlO TANEWVEL GTOUERSH ETUTOXLO Xou Ao~
Béver xuparvopevo (m.y. Libor) xou éyel v Bio wpluavon pe to opdroyo. To otodepd
emtoxio tou IRS emhéyetan xatddinia kote 1 ayopaotixy allo Tou asset swap vo €-
tvou fom ye Ty ovouao Tt o&iot Tou UTOXEUEVOU OUORGYOU. Oo UToEoUGUUE Vo SOUUE
t0 IRS cav xdmotov o omolog mhnpwvel otadepd xoundvia o éva T060GT6 {00 UE TO
xourtovt C' 610 opdhoyo ctodepol emitoxiou, xon AAUBAVEL XOUTOVIA UE XUUOVOUEVO
EMTOXIO OF €vo T0000T6 (60 pe To Libor+S, émou S elvar éva otadepd spread xou
ovoudleton asset swap spread.

‘Eva asset swap unopel enlong va neprypdepet xan cav éva par-value floating rate
note. Ta xadapd xoundvia Tou IRS aviarldooovtar €m¢ TNV weluavor axdurn xou oe
nepintwon adétnong Tou utoxelwévou Tithou (xou dpa SLXOTAC TNS TANPWUNAE XOUTO-
VIOV).

‘Etot pe tov xivduvo adétnong eva asset swap 0ev elvot LloodUvouo e Eva par-value
floating rate note 6167t oe nepintwon adétnong ot TAnpwpés tou IRS cuveyiCouv. E-
ToL, To asset swap spread S mpénel va unyv etvor {(dlo ue to par floating rate spread
Ti¢ Blag moTwTinig mowdtnTag. To asset swap spreads cuyvd yenoylonoolvTaL ¢
OElXTNG avapopdc yior TNV ToAdynon twv CDS ( eneldn ebva GTEVA GUVOEDEUEVA UE
ovtd). ECoutiag twv IRS ta onoio tepthapufdvovton ota asset swap, petd v odétnon,
7o asset swap spread Oev eivou axpi3ric évoeiln yia to CDS rate. {dotéc0 1) didpdpw-
on TV, Ywelc xivouvo, emitoxiwy xau To asset swap spread, umopolv amd xowoL va
repr opfdvouy €va utovooluevo par floating rate spread, and o onolo umopolue va
umohoyicoupe to default swap spread.



Kegdiowo 3

To unodelypa Twv
Cox-Ingersoll-Ross

3.1  Melétn Tou anAoL LOVTEAOL YWElS AAUXATA.

To povtého v Cox-Ingersoll-Ross ougpovo ye to [1] ebvar éva mopapetpnd poviého
EVTAoEWY GUUPLVA PE TO oTolo ot evtdoelg adéTtnong meptypdpovTal amd TNV GToYo-
ot elowon;:

d e = k(0 — \)dt + o/ \dBy (3.1)
onou By eivou pio xtvnorn Brown.

H »ivnorn Brown eivan plo otoyaotn dwdixacio B, n onolo madpver Tipég otov R
xou €YEL TIC oxOhoLVES IBLOTNTES

o Aviy <t <..<t, t6Tc oL Tuyaleg YeToBANTéC By, By, — By, ..., By, — By,
elvor ave&dpTnTeC.

e Av s, t >0, tote

1 w|?

omouv A xdmoto cOvoho Borel, dnhadr ov petofforéc tng xivnone Brown eivou
HOUTAVEUNUEVES UE TNV XAVOVIXT] XUTOVOUN.

e Ot tpoyiec tne xivnone Brown eivan cuveyelc pe mioavotnta 1, dnhadn nt — By
elvon ouveyfc ouvdptnon.

Ou ouvtekeoTtég Tou povtéhou (Ghot Vetxol) k, € xou o eivow:

e 0: 0 yécog twv evidoeny k. Av 10 t elvar otadepd thTe T0 Ei( ) ouyxAivel 6To
6 xadd¢ To s Tnyalvel 6To dmelpo.

o x: elvon 1 Ty OTNTA EMOTEOPHC OTO €GO 0.
® 0 7 TUTXN AmOXALGT TOU TUY oL TaEAYOVTAL.

29
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[o Ty mpocgyyioY| e Blaxpttd yeovo :

/\t+At - )\ték(ﬁ - )\t)At + U\/)\_tEt

e

)\H_AtEk(Q - /\t)At + o/ )\tEt + >\t (32)
omou At elvan To didoTnua plag e TepLddou xou By o ave&dptntn Tuyako uETUBANTA
OO TNV XOVOVIXT) XUTAVOUT| UE UEGO Undév xan dtaxuavorn At.

[ TV Twoh6ynom evég ogordyou yeewlouaote Tic mdavotnTeg emBinong:
pl(0,1) = Ble™ 2% (3.3)
X0 Y10l TOV UTIOAOYLOUO TV TARATAVe TOVOTATWY UTEEYEL O XAEIGTOS TUTOC!

(0, £) = eXOHBOAD (3.4)

6mou oL cuvopthoelc at) xou B(t) olugwva e to BiBAo [1] etvar ot oxdroudec:

pt) = - (3.5)

alt) = —6 (t ! _;_kt> (3.6)

Y1 ouveyela Yo 0oVl Eva Tapdderypa TIOAGYNOTE OpoAGYOU Xon Yo uTtohoY{coUUE
auTéC TIC TAVOTNTEG YE TOuG Topamdvey TUToug, pe opoiopota Riemann odhd xou
aprdunTIXd WOTE Vol eCUXEIBMCOUUE oV UTHEYEL amOXALoT oTo amote éopata. Enlong
Yo e€etdooupe Twe emneedleTon N xoUTOAN TV THAVOTATWY QUTGY omd TNV oAloyY
TWV TOPUUETOMY.

EEXWVOVTOG TOEAYOUUE TIg EVTAoEL adETnong amd Tov TUTO (3.2). Xtic napopétpoug
divoupe apyd tic Twée (x=0.7, 9=1(0)=0.4, 6=0.09). To opdroyo mol Va yernot-
HOTOLoOVUE cav Topdderypa el dudpxeta T= 8 ypovia. Xwpllovtag ta 8 ypdvio oe
N=240 xoyudtia Yo pudoupe to draotiata At dnhadry At = T/N. 'Etor howndy
UTOPOUUE Vo O1utoueyoouUE Tic TenTeS 240 evtdoeic pla yio xdde ddotnuo At. Xtny
ouvéyela emavahauBdvouue TNy dadixacta dhkeg 100 @opég xon maipvouue Yo xdlde At
T pé€on TWn TV avtioToywy evidoewy tng. Etol xdvovtag mpocouoiworn Monte Car-
lo dnulovpyolue Tig TEAMXES eVTdoEL oL omoleg palvovTon yeapixd oto XyAua 3.1, oTo
omofo PETUBIANOVUE X TO K X0l OTWE TAUPATNEOVUPE EYOLY TNV TACT) VoL ETLC TEEPOLY
o710 poxpoypeoévio Yéco 6 ( Mean reverting process).

Yt ouvéyelo Yo unolroylooupe Tic TiavoTnTES emPBiwong yia xde At yenouyonol-
6vtag To xhewté tmo (3.3) xadde eniong dpolopa Riemann ahhd xou apriuntind
UTOAOYLOUO.

Av 10 oudhoyo éyetl apyxry o&io 100 yov., xounoévt 5 pov., 8 TANPwUES TO YEOVOo
xou o emitonto etvar 0.01 t6Te N Topoloo a&lal TWY AVIUEVOUEVWY TANEWUMY YENOYLOo-
TOLWVTAS TOV XAl T T0mo ebvan 35.1147 povdoec.
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mean default intensities

N
o

N=00O
mioN

0.3006 -

lambda(t)

Yyfuo 3.1: O evtdoeic adétnone Ay (0=0.09)

3.1.1 TYmnolhoyiouog tng napovoag aglog e Yerorn adpo-
lopatog Riemann

o tov unohoyloud péow adpooudtewy Riemann dwuepilouue xdlde éva and ta N
XOUUATIOL OF ETWEQOUC N DLUC THUOTAL, XAUE Evar amd aUTE TaL OLOG TAUATY EYEL YOG
dx = At/n. Yrohoyiloviac o euPaddy xde opdoywviou Tmou oynuotiCeton xou Tpo-
oVétovTag T TWES BploXoude TNV TWH TOU OAOXATEMUATOG fg A(u)du, otn cuvéyela
unoloyilouye Tic mbavotnta emPlwone. H nopoloa a&io TV avaeVOUEV®DY TANRWUOY
Y10 TO TEOTYOUMEVO TaEddery o lvon 35.2060.

Mo tov apriuntind unohoyloud apxel vo utohoyicoupe yio xde ypovix oTiyun T
Tic mioavotntee aétnone and tov tno (3.3).

‘Etol v Ty ypovix oTiypr ¢ €Y0oupE :

p(0,t1) = e~ Jot Madu _ o=Mats

yioo T ot
p(()’ t2) = e fotQ(/\l-i-)\Q)du _ 6_(/\1+)‘2)t2

xou €totl urohoyilouue xau Tic utdhoineg mavotnree. H napoloa alla tov avouevoue-
VOV TANPWUOY YLl TO Toedderyud pag etvon 34.1179.

Y10 oyfua 3.2 qafvovton oL YRuPixég TUpacTAoEIS TwV TiavoTATwy adéTnong xal e
TIc TeElC pevddouc.

Téhoc oTov enduevo mivaxa TapoucldleTte N pEor amoxAlor xdde uedddou cuyxeLTixd
HE TIC GAAES DVoO.
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’ comparison of methods
T T T T T

closed form
— ——— Riemann sum
Numerical estimation

09

0.8 AN 4

0.6 - S —
0.5+ AN |
0.4 r S -

03} . i

0.2 I I I I I I 1

Yyuo 3.2: X0yxplon TV TeLOv UEVOdmY

Kieotog t0moc-Aprdu. unoA. | Riemann-Kieiotoc timog | Aprdu. unol.- Riemann

0.0025 0.0004 0.0022

3.2 Ilocg ennpealer xdVe TOUPAUETEOS TNV Xol-
UTTOAN TV TUaVOTHTWY EMLBlwong.

¥ authy TV Tapdypapo Yo eEETACOUNE TS CUUTERLPEPETOL 1) XouTOAY TwV Tidavo-
T TV emPlwong oTny aAloyh Twv TapauéTeny 6, Kk xou o. T tnv cbyxplon Yo yen-
OWIOTIOOOUUE TOV aptdunTixd UTOROYLIONO, AAWGTE OTWS eldape xat ot Teelg uédodot
€Y 0LV aUEANTEN AOXALON.

3.2.1 MetaBorf Tou pEcou Twv evidoewy (V)

‘Onwe gaiveton 0t0 Uyfua 3.3 600 YEYUADVEL O PECOG TWV EVIACEWY, 1) TAVOTNTA
emPlwong uxpalvel xot, 6Twe PAEmouUe oTo TopaxdTte Tivaxa, N mapodoo alio TeV
OVOUEVOUEVWY TATRWUMY ULXEAULVEL.
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surv prob(t)

Eynuo 3.3: H xopunidn twv mdavotitwy petafdirovag to 9(x,0)

08

0.7 |-

0.6 |-

0.5

0.4 -

03

0.2

01

\\ . ™~
0.9F)\
\

Hapdyetpoc | ILLA.

¥=0.05 89.220
¥=0.1 64.2867
¥=0.2 34.9299
¥=0.3 21.0960
9¥=0.4 13.1264
¥=0.5 9.9265
¥=0.6 6.5056
9=0.7 5.1432
¥=0.8 4.1444
¥=0.9 3.4129
=2 0.7745
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3.2.2 MetafBolf tTng TaLTNTAC ETLCTEOPAHS GTO UESO (%)

survibal probability via numerical estimation
T T T T T

surv probit)

0.9 -

0.8 |-

0.7 |-

0.6 |-

0.5

0.4 -

03

0.2

0.1

-
[y}
= 00D
SIENT N

Yyfua 3.4: H xopmihn v mdavothtwy petofdihoviag to %(V,0)

Y10 Uyfua 3.4 mopatneolue 0Tl 1) aAAoyY| 6TO X OEV UETAUBHAEL GNUOVTIXG TNV X0-
UTOAN XoU ETOUEVKC OUTE XOl TIC TYWES TV TOUEOUCKY o&LMV.

Hoapdpetpog | ILA.

%x=0.05 64.6654
x=0.1 64.8469
x=0.2 64.7517
x=0.3 64.6076
x=0.4 64.7116
x=0.5 64.9347
x=0.6 64.6869
x=0.7 64.6800
x=0.8 64.9062
x=0.9 64.6957
x=1.2 64.7264
®=3 64.5691
x=4 64.5188
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3.2.3 Metaforf tng TunmixAc andxiong (o)

survibal probability via numerical estimation
T T : T T

0=0.05
0=0.8

0.9 \
08k |\
0.6

05

surv probit)

0.4 -

0.3 -

0.2 -

0.1 -

Yy 3.5 H xopmiin wwy mdavothtwy petodihoviag to o(x,0)

A0Znom oty uetafintotnTa odnyel ot peiwon tne miavotntag adétnone. H adin-
o1 oUTH OTNY UETAPANTOTNTA TWV EVIUCEWY A OeV PETOPBAAEL TOV UECO TV eXVETOVY
f(f —A(s)ds, ahh& avZdver TNV BlaoTopd TwY eVIEoEwY A YOpw omd and auTéV TOV
u€oco, Omwe palvete 6To oy 3.5, To onolo Ue TN OElpd Tou odnyel oe adinon Tne
mdavotnToag emBloong.

Hopdpetpoc | ILA.

0=0.5 20.4343
o=1.5 20.7616
o=2.5 21.1460
0=3.5 21.6766

3.3 TI'evixeuvomn Tou povtéhou Cox-Ingersoll-Ross

To mponyoluevo undderyua pmopel vo yevixeutel Bdlovtag xan Tuyaio dAUaTo oe OLo-
xpttolg ypeovous. ‘Etou 1 e€iowon yivetow:

A\, = k(0 — \)dt + o/ Nd B, + dJ, (3.7)

omou J; ebvor 1) dtadxacior Tou PETEA TO ATOTEAEGHUA TWV AAUATOY TOU £Y0LY YIVEL UEYEL

™V oTiyun t.
H npocéyyion oe dloxpité ypdvo yiveton o e€hg:

Arar 2 k(0 = A)AL+ o/ N = B+ N+ (Joae — ) (3.8)
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/ ’ / ’ 7’ Ve
O xhewoTo¢ TOUTOC Yior TOV UTOAOYLOUS TV TavoThtwy emiBinong eivon

p(O,Yf) _ ea(t)-&-ﬁ(t)A(t)

émou ot cuvapthoels at)xon B(t) obupwva e to BiBAio [1] elvon ot Tapoxdte.

1— e—kt

k

1 —eHt c 1 —e W
a(t)_—e(t— - >—J+k{Jt—ln<1+TJ>]

HE ¢ va ebvan M yeovixr) cuYVOTNTA TV odApdTwy xou J o pécog Tou peyédoug Twv
oaApdTwy Tor omolar axoroudoly Ty exdeTiny xotovour. Mt Lyruota 3.60 xou 3.603"
Brémoupe T evTdoelg aETNoNG UE TNV TEOCHTXN TWV OAIATODY XL VLol OLUPORETINES
TUES TIC TOQUUETEOU K.

Bt) =

mean default intensities o055 mean default intensities

(o) Or evtdoec adétnone yia k=0.7 (B") Ot evtdoeic adétnone v k=2.7

Yyfuo 3.6: O evtdoeig odétnong pe dhpato xan Yol Yo SLaQORETIXES TYIES TNG
TOUEUUETEOU K.

Or téc v 600 VEwv mapapétewy ¢ xou j etvon 0.02 xon 0.0001 avtictorya. T
TOV LTOAOYIOUS ToV TiavothTwy aetnong Yo yenoylomotioouue Teelg uedodoug, to
xhewo 16 TOTO, T0 d¥potopa Riemann xou tov apuduntixd UTOROYLOUO, TIC OTOlEG TEQL-
Yedpowe oty TeonyoLuevn mapdypapo. H andxhion twv uedodwy @aiveton ypoupixd
oto Yyfua 3.7. Emlong otov nivaxo mou axoloudel galveton 1 uéomn andxhorn tov
VSIIWE

KXewotoc tomoc-Aprdy. vnok. | Riemann-Kieiotoc tonog | Aprdu. unok.- Riemann

0.0278 0.011 0.0267

‘Etol 1 mapodoo alio TV avaueEVOUEVGY TANEWUMY TOU OUOAOYOU TOU TYOAOYNOOUE
TEONYOLPEVWLS Ywpelc dAuaTo elvon

Khewotog tomog | ‘Adpoiopa Riemann | ‘Aprduntixde unoroyiopog
35.1145 34.9700 29.7085
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comparison of methods
T T T

closed form
\ — —— — Riemann sum
09 ‘\ Numerical estimation | -

ol N\
o N

0.6 ~

0.5+ AN

0.4+ ™~

0.3

0.2

0.1

Lo 3.7: Xhyxplon Twv TeLdv Uedodwy.

3.4 TYrnoloyilovTag to Credit Swap Spread

‘Eotw ooy ot €youue éva CDS 1o omolo avagépeton 6T0 TEONYOUUEVO OUOAOYO

ToU TaROBELYPATOC oG o €xel TocooTd avixtnone g = 20%, tote oluPmVo ue Toug

TUTOUS TNG ToEAYEAPOU 2.7', 1o Credit Swap Spread etvou n Ao g e€lowong:
VNT, L) =0= P\, T)L—D\T)U=0=

P\T)L

D(\T)

omou émeg etdoue tplv Yo T = T'(7): nuépec TANEWUNAC XOUTOVIOY X A;: Wi-otadepéc

evtdoelg adétnorng, €youus:

P\ T) =pi(M) +p2(A2) + oo 4 pu(An)

= UW\T,L) =

ME
pl()\l) _ efy(i)T(i)<ef)\iT(i71) . efAiT(i))
pdei]
DT = di(A) + do(Xa) + . + di(An)
ME

d;(\) = e~ Nitv@TO

Telxd o utohoyloude tou Credit Default Swap mpoxintel ano tov nopoxdte TOTO UE
L=1—-g
S e VOTE) (e AT _ o= AT()

Sl e Quty()T ()

U=(1-g) (3.9)

Kévovtag yeron tou nopandve tomou 1 Tiwr Tou U yio T0 TapdOeryua Tou UEAETAUE
givaw: U(N, T, L) = 0,3998.

lue edlhayf 670 oupBoioud Twv egilodoewy Tou B ue P xou tou A pe D xaddc enlone B; we pi
ol o e dj.
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3.5 Expoucdovrac tnv petafintotnta (Implied
volatility)

H petofAntotnra eivon éva Vépa TepdoTiog onuaciag yia 6YEdOV 0TOLOVOTOTE EUTAEXE-
TOL OTIC YENUATOTUO TWTIXEG ayopEc. O dpog Tng €lvol GUVMVUPOS TOU XVOOVOU XaL Ot
vlmAée Tpég TN elva CUUTTOUA SLUTOEAY S TNS oYORdS xou pavepmvel ot To C'DS
oev €yel Tyoroyniel dlxoua.

To 1973 ov Black xo Scholes anédwoay oty UETUBANTOTNTA XEVTEXO PORO YiX
™V Oixoun TioAGYNOT €VOC option. Av xou anoteel uio and Tig 5 Pooixég mapauéTeoug
070 povtéro twv Cox — Ingersoll — Ross, 1 yetoSAntotnTa €lvor 1 povn 1 omolo 6ev
elvon dueco mopatneron. T'a mapdderyua o éva option 1 T TG UETOYNS, 1) THN
efdoxnong, N nuepounvior ARENC %ot To emTOXIO bval YVWoTd 1) unopolue €0xoAd Vo
aVTAoOUPE TANEOYOpleg YU auTd amd TNV ayopd, 1 UETUBANTOTNTH OUWE TEETEL Vo
exTyunUel xou av xou ebvon GOVNIES VoL YENOLOTOOVUVTAL TYIES TIEOTYOUUEVLY TEQLOBLY
oo 10TORPIXA GTOLYEl, 1) TYLY) EVOS TPy WYou e€apTdTtal amd TNV HETUBANTOTNTA TOU
Yo fudoel oto uéhhov xod’ 6hn 1 Sudipxeta Lwhc Tou.

Xpnowonotwvtog To woviého twv Cox-Ingersoll-Ross mou meprypddoapue, uropolue
yio o dedopévn Ty tou Credit Swap Spread evég CDS va Bpolue 10 cuvduacuod
oV Topauétowy O yéooc Twv evidoewy ) xou o ( UeToBAnTtéTNTa) TOou dlvouv TN
ouyxexpyévn T, ‘Etol oe pla cuvaddoyr pe CDS unodétoviag ot efyacte o1
Véom tou ayopao T Yo Umopolcoue amd TNV TYF| TOU, VoL EYOUUE Lol EXTUNGCT Yiol TOV
GUYBLAOHO AUTEOY TV 600 TUPUUETEWY TIOU Yenoudomotinxay yio Ty Tiworéynon. H
OLadtxaolar auTr TEoxTIXd Yivetar pE Tov oxolouto TeoTo. Alvoupe Wi apyixr TN
0TI TopopETEOUS 0, 0 xou madpvouue war Ty avapopds yia to Credit Swap Spread
NV omolot YewpoUUE WS THWA TOANONS Yol TO TEONYOUUEVO TUEAOELY Y. LT CUVEYELL
OfVOUUE [LoL OLOPORETIXH TWT 0TO 6 o ol YounAy T exxivnong otn maedusTteo
G %Ol TPOGOUOLWVOUUE CUVEYMOS TO UOVTEAD aLEAVOVTOS TO 0 Uéypel 1 TWi mou Va
mdpoupe va efvar xovtd ot Twh avagopds ue amoxAor 0.02. ‘Oiec ov undhoineg
TopdueTeol TI¢ eéiowong 3.2 Yewpolvtar YVwoTol xon €youv TS TETOEC MOTE av
0WOOLUE OTIG UETABUNNOUEVES TUPAUETEOUS 6 %o 0 TIG pYIXES TOUC THIES Vol TapVouuEe
™ Ty avagopdc tou Credit Swap Spread. Ytoug mivaxeg mou axoroutolv gaiveton
0 GLVBUUCUOS TwV B xou o oL omolot pog divouy TNy T avapopds U.

3.5.1 Xuvprnepdopota

[o otadepeg evtdoelg aétnong ot mopdueteot ¢ xaw o cuvdEovtal and Tr oyEoT

R A
Q—U(k—At +A_tk‘+)\t

n onola amotelel e€loworn evdelag g wopphc ¥ = ax + B. To va Yewproouue ouwe
oTL oL evidoelg aétnorng elvan otadepeg amoTteAel YeYdAT anAoUGTEUOT Yo TN OYEoT
WY 0V0 TOPAUETEEY Tou VéAoupe Vo ueAeTriooude. Autd cupPaivel BLOTL oL EVTAOELS
adétnong mpoximTouy and TNy otoyuoTh eloworn 3.2 v xde t;, ¢ = 1,2,..., N
xou €C0PTAOVTOL XL oo TN ToEdUeTeo Fy 1 omola elvon évag Tuyalog aprduog and tny
xorrovoury N (0, Ay). Xuvende Sev umopolue va tic Vewpriooue otoepés, unopolue
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U =0.40 U =0.50 U =0.281
O o ¥ o O o
0.40 2.90 0.50 3.90 0.70 0.90
0.41 2.90 0.51 3.98 0.71 1.21
0.42 3.05 0.52 4.52 0.72 2.08
0.43 3.37 0.53 4.64 0.73 3.63
0.44 3.56 0.54 5.02 0.74 4.94
0.45 5.42 0.55 7.26 0.75 5.92
0.46 7.08 0.56 7.50 0.76 6.46
0.47 7.44 0.57 8.90 0.77 9.15
0.48 8.08 0.58 11.11 0.78 10.19
0.49 14.81 0.59 13.44 0.79 25.81

Hivoxag 3.1: Xuvdlaouog twv mapauétewy 6 xan o yio cuyxexpiuévo U.

001600 péoo Tic Yetddou Monte Carlo xou yio €vay yeydho aprdud emavolfPewmy va
mdpoupe o extiunon.

Y1c ypagpinée mapactdoelg 3.8a, 3.80 xou 3.8y mapatnpoUUE OTL Ol YapuXH To-
pdoTaoT oL ameEoviLEL T oy€oT TeVY 6V0 TapauéTEnY elvar abiouca XK 1 adEnon
NG TWAS TOL PECOL TWV EVIACE®Y 00NYel o€ abénomn tng LeTaANTOTNTOC 1) OTtolal TIEO-
UNVOEL PEYIAEC QENOELS 1) MELOOEIC TV evidoeny aétnone. Emlong moapatnpolue
OTL eV oTNV apy | xde ypapuxrc TapdoTaong Wi txer| adinon tne wiag mapouéteou
odnyel oe pxet|, oyetixd, adinomn tng dhing, 6co auidveton To ¢ auth 1 Slapopd Ue-
g0 Toug Tebvel var ylvetar 0ho xou YeyollTepn. ‘Oco dnhadr auidvetar o yéoog Twv
EVTAOEWY TOGO 1) PETOPBANTOTNTY TTodpVEL UEYUAVTERES THIES MOTE VO TEQOUNE TN TN
mou Yéroupe Yy To Credit Swap. Kotoahyouue Aowmdv oto cupnépacua meg xadog n
TWn TN mopopéTeou 0 auidveton 1) ueTaBAnToTnT YivETonw 6o xou o evaicdnTn oTNY
avnon auTH.
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0 n L L L L L L L
0.7 0.71 072 073 074 075 076 077 078 079 0.8
v

(v) U=0.81

Yo 3.8: Teapunr} mopdoTooy ToU GUYBLIGUOY TV TULUUETEWY 6 XoL 0 Yo TOUg
mtivaeee 3.1



Kegpdhawo 4

Koataoxeur] xoouxo xou
CUVUOTNOEWY

Y10 xepdhono auté yivetan 1) avohutixd eneynor Tou xdwa pe ovoua Cirlntensity Models
X0 TOV GLUVORTYOEWY Tou yerotporotdnxay yio TNy ueheTr Tou wovtéhou Cox-Ingersoll-
Ross. To mpdypoppa mou yenotlonotinxe yioo TNV XUTAOKELT TOU XOOXO XU TGOV
ouvapthoewy eivan To MATLAB_R2015b.

H ene€Aynomn tou x@oixa yiveTon avor XopudTiar Xou 0To TapdeTNUo TUpOUCLELETAL O
XX OhOXANEWUEVOS Pall UE TIC CUVOPTHOELS TOU TEQLEYEL.

4.1 O Baowxdg ndoxag

4.1.1 TIlapaywyn Twyv evidoewy ad€tnong

To meohTo xouudTL TOou (WA ToL Yo avahdGoUUE Evan To axdroudo:

% Cox—Ingersoll—Ross Model
h=100;
rs=0.7; mu=0; 1=0; m=0.2; v=0.09;
T=8; N=240; dt=T/N; lzero=m;
for u=1l:h
lt=1lzero; tint=0; DJ=0;

for j=1:N
Nt=pointpoissonNt (1, j);
if 3>2 && Nt7=0;
J(3)=CPP (mu,Nt,v);
DJ=J(3)—=J(3-1);
else
DJ=0;
end
et (j)=normrnd(0,dt) ;
ltdt = rs* (m—1t)*«dt+vrsgrt (1t) xet (j) +1t+DJ;
if 1tdt<o0
1tdt=0;
end
lt=1tdt;

41
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lamda (u, j)=1tdt;
t (j)=tint+dt;

tint=t (j);
mo (j)=DJ;
end
end

ZEXVOVTOG ONAWMVOLUE TIC TUQUUETEOUG !
o N : emovadleg tne pedddouv Monte Carlo.
® s ToyUTNTA EMOTEOPNC OTO YECO K.
o mu : PECOC TOU UEYETOUC TWV AAUATOV.
o [ : 1 ypovx cuYVOTNTA TV AAUATOLY.
® m : 0 P€COC TWV EVIAGEWY alETNomC.
e 7 1 1 UETUPANTOTNTAL
o T': n diudpxelo tou CDS.
e N : o meplodol oTig onoleg ywplooue tnv didpxeta tou CDS.
e di : to urxog x«&de wdc ano g N meptddoug.

Me tnv evtohr| lzero = m Sivouue oty €viaon ad€Tnomng yio Tn YeovIXr) OTiYUr Undév
TNV TYT| M XL 1) TEOTN) EVTOAT| for Tou TEQIEYEL OAOXNPO TO XWOLXA APopd T1) UEV0d0
Monte Carlo.

270 TPWTO XOUPUATL TopdyovTon ol evidocelg adétnong vy tic N meptddoug U€co
¢ eviohfc emavéindne forj = 1 : N. H petafinth Ny nepiéyel tov aptdud tov
oty oL ETGTEEWEL 1| cUVEETNOY pointpoisonNt.!

Av o apriude Twv audtonv Ny elvar 818popog Tou UNBEVOS xou 0 OEiXTAS j UEY -
Aotepoc tou 2%, pe Ty eviod] J(j) = CPP(mu, Nt,v); anodnxebovuon otov nivaxo J
Ty T Tou emtotpéget 1) ouvdptnon CPP?, dnhadi o dipotoua Twv aludtenv péypt
™V oTiypn .ty etoBanth DJ anodnxedoude T Slopopd TG TWAC TOV AAUATOY
Yl TIC Yeovuée oTiyués j, 7 — 1. Awgpopetind, av Ny = 0, n yetafSint DJ naipve
NV THY| UNOEV.

X1 ouvéyelo pe Ty eviold et(j) = normrnd(0, dt); mopdyouyue yia x&de Bruo j
evay Tuyado apriud amd TNY XUVOVIXY| XUTAVOUY| UE UECO UNOEV xaL dlaoTopd dt Tou
avtiotolyel oty petaBanth By tne ellowong 3.2. 'Etol tehind xatooxeudlovye Ty
ellowon 3.2 pe TNy evIohn

ltdt = rs* (m —It) * dt +v = sqrt(lt) x et(j) + It + DJ;.

H eliowon agopd xar 1o amhé povtého oe mepintwon mov mu,l civon undév, ondte
Ny = 0 % DJ = 0, ahh& xon T0 povieho Ue dhuato og nepintworn mou to IV, elvor
blopopo Tou UNBEVOS (OTOTE X0 TEYUAUTOTOOUVTOL GAUOTAL ).

'H ouvdptnomn avalleton 670 ENGUEVO UTOXEPINALO.
20 delxtne Eoxavder va petpdet amo T ypovixh oty 1 otny onola dev mporypatonoteiton Sy,
3H ouvdptnon ovohlEToL 0TO ETOUEVO UTOXEQEAOLO.
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Me v evtohy| It = ltdt divouye otny ueTaBAnTA It TNy T g éviaong adétnong
OV OVTIOTOLYEL OTNV YEOoVIXY GTLYUT| J WOTE VO YENOWOTOCOVUE TNV It yio vou amo-
Unxeboouue TNV T yioe TNV yeovixh otiypur j + 1. ‘Okec ot Twéc ltdt twv evidoewy
adémone amodnretovtar otov mivaxa lamda(u, j) pe v evtolf) lamda(u, j) = ltdt;,
omou u ebvon o apriuog e emavaindne e uedosov Monte Carlo. Téhog 1 eviohn
t(j) = tint + dt; amodnxeler ) ypovin oTiyur| Tou avTiototyel oe xdie Bruo j xou 1
evioly mo(j) = DJ; Snuioupyel évay mivoxo o onofog oe xde €va amo Tor j XA Tou
TEPLEYEL TNV avTioToly N TWH TOU dAUdTOC.

O nivoxag mean_lamda mepiéyel Tig p€oeg evidoelg aléTnorng, YLo TaEddELYud 0TO
TenTo amo To N xeEMd TeplEyel To dlpotoua Tou TE®MTou GTotyelou xdde Ypuuuc Tou
mivoca lamda Sronpepévo pe tov aptiud h twyv etavolfewy tne uedédou Monte Carlo:
mean_lamda = sum(lamda)/h; .

4.1.2 YTroloyiopog Twv mdavothtey enifBlnong.

210 endpevo xoppdt Yo avahOGOUUE TOV XWOWXO TOV OTIOl0 YENOLLOTO|CUUE YLd TOV
UTOAOYLOUS TV TavOTATLY emPBiwong HEoo TV XAEWGTOV TiTwWY 3.5 xou 3.6, Tou
adpolopatog Riemann xaw tou aprdunTinol uTohoyiopoo.

Me pla emovéindm for i = 1 : N 9o untoloyicoupe tic miavotntee emPlwong yia
x&de meplodo. Apyixd amodmprelovue ot YETAPANTA s TNV ypovixh otiyud t(i)*. T
ouvéyeta ano 1o Tomo 3.4 xou pe TV eviol sp = exp(a_function(rs,m, s, mu,l) +
b-_function(rs, s) * lzero); Beloxoupe Ti¢ TWES xou TiC anoVnxebouvual GTov mivoxo
surv_prob(i) ye v evtohn| surv_prob(i) = sp; .

for i=1:N

s=t (1);

sp=exp (a_-function(rs,m, s, mu, l)+b_function(rs,s)*lzero);
surv_prob (i) =sp;

end

o Tov umohoyioud twv miavottey emPlnong ue adpolouato Riemann dnidvouue
apEyd o€ TOoEC UTOTERLOBOUC Va ywploouue TNV xdle teplodo pe Ty evioly| n = 100;,
ot ouvéyeta 1 eviohy Rsurv_prob(i) = exp(—rsuml(mean_lamda,0,s,n)); xohel
TNV GLVAETNOM rsuml® 1 omolo d€yeTon we oploparta Tig PeTAANTES : To Thvaxa lamda,
™V oy h TN TEELOBoL 0, xaddg xot TwV aEtiUd TWV UTOTERLOdWY N.

for i=1:N

n=100;

Rsurv_prob (i)=exp(—rsuml (mean_lamda,0,s,n));
end

Téhoc vl Tov uTohOYIoUS TV TWavoTHTLY ETBiong ue apriunTind VToloyloud, uéoa
oe uio evtol| enavdhndng for @ = 1 : N dnuovpyolue ula petaBAnTy| Ye dvoua cint
1 omola UETPdEL To Glpoloua TwY EVIAoEWY adéTnong Uéypl TNV ETavaAngn @, e v
evtol lint = 0; cint = lint + meanyamda(i);. "Etor Yo unohoyicouye amo tov t0no
3.4 v mbavomta emBiwone pe Ty eviol| Nsurv_prob(i) = exp(—cint * s);

Irepiéyel Tic ypovixée oTiypés TV N TEQLODLV.
°H ouvdptnon ovohDETHL 0TO ETOUEVO UTOXEQINLO
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for i=1:N

1lint=0;
cint=lint+mean_lamda (i) ;
Nsurv_prob (i) =exp(—cintxs);
lint=cint;
end

4.1.3 O ypagpixeég ancixovicels.

Axohouvdolv ot evtoréc plot ol omoieg pog divouv TiC YRaPIXES ATEIXOVIOELS !

e figure(1): tic evtdoelc adétnone.

figure (1)

plot (t,mean_lamda) % plots the columns of lamda versus their index.
xlabel ("\bf t')

ylabel ("\bf lambda (t)"')

title('mean default intensities ')

o figure(2): olyxplon twv pedddwy.

figure (2)

yl=surv_prob;
y2=Rsurv_prob;
y3=Nsurv_prob;

plOt (tryll 'r'rtlyzl ’ki'ItIYBI 'g-*');
title('comparison of methods')
grid

legend('closed form', 'Riemann sum', 'Numerical estimation')

o figure(3): mbavotntee emBlwong pe xAetotd toNO.

figure (3)

plot (surv_prob)

xlabel ("\bf t')

ylabel ('"\bf surv. prob(t)"')

title('survival probabilities via closed form')

o figure(4): mbavotnte emBiwone pe adpoloyata Riemann.

figure (4)

plot (Rsurv_prob) ;

xlabel ("\bf t')

ylabel ('\bf surv_ prob(t)")

title('survival probabilities via Riemann sum')
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o figure(5): mbavotnteg emPBiwone pe aprduntid utoloylouod.

figure (5)

plot (t,Nsurv_prob);

xlabel ("\bf t')

ylabel ("\bf surv. prob(t)")

title('survival probability via numerical estimation')

[o Tov LTOAOYIOUO TNG ATOXAIOTG TWV TELWY PEVOdWY Vo xaTaoxevdcouue Teelc
nivaxee difsR(i), difsN(i), difNR(i) ot onotol Yo tepiéyouy oe xdle xehl i tn dopopd
avTioTOLY O TWV TYWOY TRV YEVOdWY:

o surv_prob(i) — Rsurv_prob(i)
e surv_prob(i) — Nsurv_prob(i)
o Nsurv_prob(i) — Rsurv_prob(i)
Anhady| Tn SLopopd TV EVIGoEwY adéTnong Yo Tic Yedddouc:
® XheloTog TUTOC - adpoiopota Riemann.
® XAELOTOC TUTOG - oELIUNTIXOS UTTOAOYIOUOC.

o opulunTindg unoloyloude - adpoloyata Riemann.

for i=1:N
difsR(i)=surv_prob (i) 1)
difsN(i)=surv_prob (i)—Nsurv_prob (i)
difNR (i) =Nsurv_prob (i)—Rsurv_prob (i
end

14

—Rsurv_prob (

)

4.1.4 Kodwxag TLLOAOYNONS OLOAOYOU

Y aut) T Topdypapo Yo avahOGOUUE TOV XWOWA O OTO{0g YENOWOTOLRUNXE Yior TNV
TIWOAGYNOT Tou opordyou. Apywd opilouue Tig véeg YeTaBANTES xou BIVOUNE XATOLES
OPYIXES TUIES:

o K1 0pIIUOC TANEWUOY XOLUTIOVIWY 0T0 Ypovixd ddotnua [0,T].
o par_value: ovopooTxt| oa&io opoAdYOUL.

® COUpON: XOUTOVL OUOAGYOU.

® 71 EMTOXIO TEOELOPANOTG.

O vnoloylopog Tne mapolcug aglag Yo yivel xou e Toug TeelS TedToUS Tou avapEpdnay
OTIC TPOTNYOUUEVES THROY PAPOUC.

o Tov unoloyloud amo 1o xAeloTé TOTo opiCoupe U eviolr) for @ = 1 1 Kk oTe
vo. utohoyicoupe v Topoloo olio yio xdde plo amo TIC K TANPWUES. TN CUVEYELH
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Yl OAEC TIC TANPWPES eXTOC Tne Teleutalag (i < k) Bploxoupe Ty Topoloo a&io amo
Tov TOTO )
coupon x e x e~ Jo Aw)du

UE TNV EVIOAA

if i<k
c(i)=coupon;
pv(i)=c (i) *exp(—r*t (i* (N/k)))+surv_prob (ix (N/k));
Y ouvéyeto utohoyiCouue TNV TeheuTaiol TANEWUT UE TNV EVTOAY (og ouvéyewa ™me
eviolic i f)

else
c(i)=par_value;
pv(i)=c(i)*exp(—r*t (ix (N/k)))*xsurv_prob (i (N/k));
end
end
spv=sum (pvVv) ;
Avtl vy (i) otic mopamdve evioléc ypnowonotoUue to t(i x (N/k)) 6iotL amo Ttov
ivaxa £(2) YENOUUE TOUC YPOVOUC TIOU aVTLOTOLYOUV GE TANPWUES xouroviev®. Etot
av Yo napdderypa N/k = 4, tote ano tic othke Tou mivaxa Yo tdpouye Tic TES Tou
4,8 12,... XAt ©x€AOV.

Axoloudolv o umohoyiouog e tng mopoloog aliog ye adpolopato Riemann xou
aprdunTied. O xooxag ebvon o (Btog pe Ty dLagopd ot avtl yiol Tov Ttivoxa surv_prob,
Yenoylomololue toug mivoxeg Rsurv_prob xa Nsurv_prob avtiotorya. Xto Ttéhog
x&de evtolrc if madpvouue avtictowya Ti¢ yetaBAnTéc spuv, Rspv xa Nspv ol onoleg
TEPLEYOLY TIC TopoVoeS a&leC.

for i=1:k
if i<k
c (i)=coupon;
pv(i)=c (i) *exp(—r*t (ix (N/k))) *Rsurv_prob (i* (N/k));
else

c(i)=par_value;
pv(i)=c (i) *exp(—r*t (i* (N/k)))*Rsurv_prob (ix (N/k));
end
end
Rspv=sum (pvVv) ;

for i=1:k
if i<k
c (i)=coupon;
pv (i)=c (i) +exp(—r*t (i* (N/k)))*Nsurv_prob (i* (N/k));
else

c(i)=par_value;
pv(i)=c(i)+exp(—r*t (i* (N/k)))*Nsurv_prob (i* (N/k)) ;
end
end
Nspv=sum (pv) ;

600 pénet to N/k va ebvon axéponoc aprdude.
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4.1.5 Ymroloyiwopog tou credit swap spread.

Téhoc unohoyilouye pe TNy cuVdETNON pppu” TNV AVOPEVOUEVT) Topo0oo a&io TwV TAT-
EWUMY TV XOUTOVIWY UE TNV evioh) A = pppu(r, meanamda,t, N, k, ¢, par,alue);
OToU oL UETAPBANTEG oL omoleg BEyeTaL ooV OploUaTo TEQLYRAPNXAY GE TEOTYOUUE-
veg mapaypdgouc. H petofAntd) g €lvor 10 TOGOGTH avdXTNONG XU UE TNV EVIOAA
M = par,alue; divouue otny petofAnth M v ovopaotixr olio Tou oyAdyou. Ltnv
ueToBANTY V' amodnxebouue Ty mapoloa aliol TwV OVAUEVOUEVOY ATWAELWY TNV oTtola
ETUOTEEPEL 1) CUVAETNOT) elpv®, 1o oplopata tng onolog enlong €youv mepypapet.

A=pppvVv (r,mean_lamda, t,N, k,c,par_value);
g=0.2;

M=par_value;

V=elpv (r,t,mean_lamda,g,M,N, k) ;

‘Etot unohoyiCoupe tehxd tn Ty tou credit swap spread ano tny eviohr| css = V/A;

4.2  Ou ocuvoptrosls.

4.2.1 O ocuvvapthoelg at) xow B(t)

Axohouvdoiv ol cuvopthoelc a_fuction xou b_function ol onolec utohoyilouv Ta o xou
[ 1wy Ty 3.5 xo 3.6 .

H ouvdptnon a_fuction déyetan we oployota Tic HeTUBANTES, Ol OToleC TEPLYEAPT-
%oV 6oV Bacind xMoxa, s, m, t, mu xou [, oL omoleg divouv TIg TS TOUG OTIC VEEC
METOPBANTES TIc ouvdptnong: g = m, k =rs, J = mu xou ¢ = [. X1 cuvéEyela o TOTOg
omdeL o Tpla XoupdTIL.

e Y10 TPWTO xouudtt utoloyilouye to TE®To b6p0: al = —g(t — (1 — e;:t))

c
J+k

oaxohoLlel 0 TEWTOC ToEdYOVTAC TOU BEUTEPOL 6GPOL: a2 =

e 10 Gplopa Tou Aoyapiduou: aln =1+ 1*‘;_“ J

€tol Snuoupyolue To BelTepo TopdyovTa Tou deltepou Gpou: a3 = Jt —In(aln)

Téhog 1 eviodr) a = al — a2 * a3; dnuiouvpyel Tov ToTo 3.5.

function a = a_-function(rs,m,t,mu,l)
g=m;

k=rs;

J=mu;

c=1;

al=—gx* (t— (1—exp (=kx*t)) /k);

a2=c/ (J+k);
aln=1+[ (l—exp (—k=*t))/k]*J;
a3=Jxt—log(aln);

a=al—a2+*a3;

"H ouvéptnon avehDETOL OTO ENGPEVO UTOXEPSALO
8H cuvdptnon ovohDETHL OTO ETOUEVO UTOXEPIAOLO
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[ Ty Beltepn ouvdptnon B(t), n omola déyeton we oplopata Tig YETUBANTES s Xau L,
onutovpyolue TN UETABANTA k 1 omolo mafpvel T Ty TN s xoL ot cuvéyel ot b,
kt

TNV omolol EMOTEEPEL 1) CUVEETNOT), ONULOVEYOUUE TO TUTO —1_%
function b = b_function(rs,t)
k=rs;

b=—[l—exp(—k*t)]/k;

4.2.2 H ovuvdptnon rsuml

H ouvdptnon rsuml vroloyiCet to dbpotoua Riemann pioc cuvdptnong oto didotnua
[, 5] e pio Detnr| Srapéplon oe n pépn. Aéyeton we oployata to tivaxa mean_lamda
xou TiC UETOPBANTES ¢, S xaL 1 OGS TEPLYRAPTXAY 0TO Bacind xwoixa. Apyixd divoupe
O0TI¢ YeTABANTES @ %o b Tig TWES avTloTol o TNG 0Ey S X0t TOU TEAOUC TOU BLUGC THUATOG
XL 0T CUVEYELW OTY METUPBANTY d To prxog xdie evog ano ta n dwc thpata. Méoa
o€ pla evtolt| emavdhndng for urnohoyillouye xdie popd e molo xata oelpd optoywvio
Betoxduacte Ye TNV EVIOAY| ¢ = a+k*dx;, ot cuvéyela 6T PETOBANTY ¢ amodnxeLou-
UE TOV cprlud TOU BLIC TAUATOC CTEOYYUAOTONUEVO WOTE Vo BoOUUE amo Tov Tivoxa
mean_lamda tnyv évtaon adétnong mou Tou avtiototyel. ‘Etol adpdlouvue ohéc autég
Tic Tpég ot peToBANnTA value xan tehixd Bploxouue to eYPodoy morhamhactdlovTog
TNV TWH AUTH UE TO W0 TWV Do TNUATWY d.

function value=rsuml (mean_lamda,t,s,n)
a=t;
b=t+s;
dx = (b—a)/n;
value=0;
for k=1:n
c=a+kxdx;
i=round(c) ;
value=value+mean_lamda (1) ;
end
value = dxxvalue;

4.2.3 O ouvaptrosilg pointpoissonNt »xouw C'PP

Ot ouvoptioeic pointpoisson Nt xou C PP yenolomololvTal YL TNV Te0CoUoko) Ulog
ouvietng dwadwactag Poisson. H oUvdetn dwadicacio Poisson eivon plo otoyactind
Sodixacion (oe ouveyt) ypovo) e dhdata T omolo cupPaivouv Tuyola, GUUPWVO UE
ula dradxaota Poisson, adda xou pe tuyato péyedog aAudtwy to omolo oxohouvlel pa
CUYXEXQUEVT xaTovour] TdovoTnToC. XTO Topoxdte xwdxa tne cuvdptnone CPP
UTdEY oLV BVO ETAOYES Yo TNV Tuyoka PETOPANTA Z, elte va hauPdvel €vay aprdud amo
v exdetin xotovouy| Ye mapdueteo mu (o uéoog tou yeyédous TV ahudtwy) dtov
yenowonotolue toug tonoug 3.5, 3.6 6nwe avagépeton oto (1], elte va AauBdver évory
aprduod amd TNy xavovxr xotavour|. Autd cuufolvel B16TL To cwpeuTind ddpoloua j Tou
x@oxa Byatvel uepBoAxd ueydho av xdie pdpa tpootiieton Evag VeTnds apLiudg omd
Vv exVeTixn xatovour xou divel Addog amotehéouato 6ToY Y eNCLLOTOLVUE adpolopota
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Riemann. H ocuvdptnon pointpoissonNt eivou yior amhry diadwocio Poisson 1 onola
EMOTEEPEL TOV opLiUd TV ahudtev Ny XN cuvéyela 1 ouvdptnon C'PP unoloy(Cet
T0 dpotoua

Y(t) = iDi

omou ta D; elvon Un-apvnTIXEG axEQUIES TUYUUEG UETAUBANTES.

H ocuvdptnon pointpoisson d€yeton we oplopota g UeTaBANTeS [ xou t. Eexvévtog
amotnxevoude otn uetoBAnTh Tkzero évay aprdud ano tny exdetind xatavour| exp(l).
3 ouvéyeta plo eviod eravéhndne for k=1 : 200 v 2007 enavaliec tpoodéte
x&e popd oty Tkzero évav aprdud omo v exp(l), étot av 1o dbpolopa autd eivor
UXEOTERO TNS UETABANTAC ¢ TOTE amotnxeleton o aprdude éva 6° €vay Tivoxa Ue Gvoua
z(k), dpopetind amodnxedeton atov (Blo mivoxo 1) Ty undév. Xto télog xdie ena-
vandne diveton ot petaBnty Thzero n ti tne Th(k). Téloc adpollovtoc to xehla
Tou Tivaxa (k) TolpVOUUE TOV 0ELUd TV UAUATWY TwV 0Ttolo ot omoUnxeVOVUE oTN
LeTOBANTY Ny

function [Nt]=pointpoissonNt (1,t)
Tkzero=exprnd(l);
for k=1:200

Tk (k) =Tkzero+exprnd(l);

if t>Tk (k)
x(k)=1;
else
x (k) =0;
end
Tkzero=Tk (k) ;
end
Nt=sum (x) ;
end

H cuvdptnon C PP déyeton ¢ oplopota Ti¢ UETHBANTES mu, Ny xou v xo ETLGTEEQPEL
10 Yéyedog Tou dApatog J. Eexwvovtog divouue otny UetaSAnTh h v T NV Tou
ETMUOTEEPEL 1) GLUVAPTNOY POINEPOLSSON KoL GTNY UETABANTA 22ero TNV Ty undév. XN
ouvéyeta o pla eviohd enavéindne for k=1 : h yio h enavoriec (doa etvon o to
dhgorar ) amodnxevovde ot HETOBANTH 2 Evoy aptdud omo TNV XAVOVIXY| XOTUVOuT| UE
Héoo mu xou dtoomopd v? xou dnuoupyolue plo yetafhnth j n omolo modpvel we T
TO CWEELTXO XAV Popd dipotoua TV PETHBANTOY 2. XTo Téhog xdle emavdAnelc
otvouue otn zzero TNy T TG J %ot Téhog madpvouue TNy YetaBAnTy J 1 omola teptéyet
TO CWEELTXO GUPOLOUA TWV Z.

function [J]=CPP (mu,Nt,v)
h=Nt;
zzero=0;
for k=1:h
z=normrnd (mu,v~2);
% z=exprnd(mu); %otan theloyme apotelesma apo ton kleisto typo
to gyrname apo kanoniki se ekthetiki

o\°

90 apriude etvan evdetinde xou uropel vo ahhdEel yoplc vor dnuioupyel aotddels oTov xGIXAL.
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Jj=z+zzero;
zzZero=7j;
end
J=3;
end

4.2.4 Ou cuvopTfoelc pppu xow elpy

H ouvdptnon pppv urohoyilel Ty avopevouevn topoloa ala Twy premium payments
ONAadT) TV Tapovopas T Tou TUToL 3.9, eV 1 cLVAETNOT elpv uohoyilel TNV Topolow
a&lot TRV VOUEVOUEVWY ATWAELWY, dNAXDY| Twv aptiunts Tou Tinou 3.9.

H ouvdptnon pppu déyetan w¢ oplopata T YetafAtec r, mean_lamda, t, N,
k, ¢ o par_value 6mog aUTEG TEPLYRAPNXAY OTOV BAUCIXO XWOXI XL ETUCTREEPEL TNV
ueTaBAnTH A 1 omola TEPLEYEL TNV LT TOU ToEovVoUaoTH Tou T0Tou 3.9. Me pla eviohn
fori=1:Fk xou aprduéd enovaripewyv (oo ye tov aprdud mhnewuny k tou ogordyou,
umohoyilouyue o e~ (ity()T() Yo xdde emavandn xon anoUnxeloupe TIC TWES OF €val
nivaxa a(i). Etor adpoilovtoag ta xehio tou mivaxa naipvoupe ) {nroduevn i, N
omolo EMOTEEPETUL WS TN TG peTaBAnThc A.

function A = pppv(r,mean_lamda,t,N,k,c,par_value)

for i=1:k
a(i)=exp(—[r+mean_lamda (i* (N/k)) I+t (ix (N/k)));

end

A=sum(a) ;

end

H ouvdptnomn elpv deyetan w¢ oplopata tig yetaAntés r, t, mean_lamda, g, M,
N xou k. Zexwoévtag dlvoupe otn YetaSAnTA ue dvopa t_zero tnv T UndEv xou
urohoyiloupe Yo i = 1 tov aprdunth e YT (e AT _e=X4T0)) 1oy t0m0U 3.9. L1
oLVEYELXL Vol YENOWOTOWCOUUE Yol EVIOAT| ETavaAndne for 2 : k yia Tov UTOAOYIGUO
TV UTOAOTGY Teoc¥eTéwy Tou oprdunty| o onola anodnxedovtal o€ plo yetaBAnTA
ue 6vopa vint(z). O héyoc mou vnohoyiloupe Zeywpeotd Yoo i = 1 xou 1 evioln
emovahndne Eexwvdel ano tov aprdud 2, ebvar S1oTL oTo TOTo LTdpEyel To T'(i — 1) %o yia
i = 1 nadpvoupe T'(0) to onolo onuoiver 1o undév xehl tou mtivaxa T to omolo xou dev
otéxet. Telxd yio Tov unohoyloud tou aptdunth tpoctétoupe tor xehio Tou vint(i)
xou o TOAAAmAAGLECoupE PE To 1 — g WoTE vor TEoXOPEL xou TO TEAXO AMOTEAEGUA TO
omoio armodnxeleETon OTNY EMOTEEPOUEVT PeTaSAnTh V.

function V=elpv(r,t,mean_lamda,qg,M,N, k)

% expected losses present value function

t_zero=0;

vint (1) =exp (—r*t (1% (N/k))) * (exp(—mean_lamda (1 (N/k)) *t_zero)—

—exp(—mean_lamda (1% (N/k) )t (1x (N/k))));

for i=2:k
vint (i) =exp(—r*t (1% (N/k))) * (exp(—mean_lamda (i* (N/k) )+t ((1—1)*(N/k)))—
—exp (—mean_lamda (ix (N/k) )+t (ix (N/k))));
end
V=(1l—g) *sum(vint) ;
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4.2.5 O x)dOAC TNG TEXUARTAS KETAPANTOTNTAS

O mopoxdte xOOXE YeNoWoTolUnNXe 6To xe@dhono 3.5 yiot TNV EXOUIEUCT) TNG UE-
TofAnToTnToC.  Apyind dnhwvoupe Ti¢ UeToBANTéG v xou m 6mou eivon avtioToya N
METOPBANTOTNTA 0 %0k O UECOG TV EVIGOEWY alETnong m. XMTr CUVEYEL YIAUTES TIC
Tée Tpéyoude To Paokd xmdxall, apol xdvouue GTpoyyLAOTOINGT GTNY TYWH TOu
credit swap spread mou TG TEEPEL 0 XWOIXAC, AmOVNUEDOUUE TNV TUY| 0TN UETABANTA
ue Gvopua Uyt

v=2.9;

m=0.4;
CirIntensityModels
Ug=round (css, 2) ;

Ynv evtolt| for mou axohoulel auidvouue T YeTaBAnTh m xatd 0,01 xon Teéyouue
Eavd Tov alyoprduo CirlntensityModels. H Ty mou emoteépel o ahyopriuog aro-
UnxedeTon oTEOYYUAOTOINUEVT), 6TO 0e0TERO BeXadd Ymelo, otn uetofAnth Uy,. X1
ouvéyewr oTr YeTBANTYH d anoUnxedetar 1) Slapopd Uy — Uy, twv 800 Tyov. Av auti
1 Stapopd eivor avdpesa oo didotnue (-0.005,0.005 ) téte 1 evioly for teppatileta,
OLopope TG Ue pla evToAr) while Tpéyouue ocuveywe to xWdwa CirlntensityModels
awgdvovtac xdie gopd tn wetoAntr v xatd 0.01 (m otadepd ) péypl n Sopopd Tng
THNS TOU d VoL AVAXEL GTO DLIC TN (-0.005,0.005 ). Téhoc 1) CLVAETNOT) ETULC TEEPEL TOV
nivaxa tarray o onolog mepLEyEL I-ypouués (6oec xau oL emavolUeg g eviolrg for
) xou tévie otethec. O OTHAES ToU Thvoa Yo xdie ypouur TEQLEYOLY TG UETUPANTEG:
m, v, Uy, Uy xou d.

for 1i=1:9

m=m+0.01;

CirIntensityModels

Uw=round(css,2);% h metavalomeni timi toy css

d=Uw—Ug;

while d<—0.005 || d>0.005
v=v+0.01;
CirIntensityModels
Uw=round (css, 2);
d=Uw—Ug;

end

tarray=[m, v, Uw, Ug, d]

end

10CirIntensityModels.
" Arotedel tn Tiwh otdyo mou Yéhouye va tetdyel To credit swap spread.
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ITapdotnua A’
Kwowxeg o cuvapTtroelg

YT TopordTe xEQIAUO TAPOLCIALOVTOL Ol GUVIRTAGELS Xt O BACXOC XOOXAE TOU
avoAbUnxay 6to Kegdhowo 4 ohoxhnpwuevor.

A1 O Boaowdg xwowag CirlntensityModels
% Cox—Ingersoll—Ross Model
h=10; % the number of mc

rs=2.7; mu=0; 1=0;% input values for the variables: return speed (rs)

m=0.01; %1 xroniki syxnotita almatwn, mu o
v=0.9; %¥mesos toy megethoys twn almatwn
% the long—run mean (m) ,parameter of CPP (mu)
% volatility coefficient (v),parameter
% of point poisson process N(t) (1)
T=8; N=240; dt=T/N; % discretize a T period to N pieces with length dt
lzero=m;
for u=1l:h

lt=1zero;
tint=0;
DJ=0;

for j=1:N%xwrizoume to T se N periodoys diastimatos dt kai theloume ti timi
% toy lamda gia kathe mia apo aytes tis periodoys
Sxxx Jumps
Nt=pointpoissonNt (1, j);
if 3J>2 && Nt7=0; &% prepei kai Nt>0 alla einai etsi k alliws gia j>2
J(j)=CPP (mu,Nt,v);
DJ=J(J)—J(J—1);
else
DJ=0;
end
et=normrnd (0, sqrt (dt)) ;
ltdt = rsx(m—1t)xdt+vxsqgrt (1t) xet+1t+DJ;
if 1tdt<o0 % any negative outcome for ltdt

23
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1tdt=0; % could be trancated at zero
end
1lt=1tdt; % redifine the 1t
lamda (u, j)=1tdt; % save ltdt values to lambda(j) matrix
t (§)=tint+dt;

tint=t (Jj);
mo (j)=DJ;
end

end

$ypologismos toy mesoy twn entasewn
mean_lamda=sum(lamda) /h;

for i=1:N

%$estimation of the probability surv_prob(t,s) of no default before time s,
% in the event of no default by t

s=t (1);

sp=exp (a_-function(rs,m,s,mu,l)+b_function(rs,s)*lzero);

surv.-prob (i) =sp;

%$estimation of the probability surv_prob(t,s) via Riemann sum
n=100;%1i diamerisi toy diastimatos t,t+s...
Rsurv_prob (i)=exp (—rsuml (lamda, 0, s,n));

$numerical estimation of the probability surv_prob (t,s)
1lint=0;
cint=lint+mean_lamda (i); %ta athroismata twn lamda
Nsurv_prob (i)=exp(—cintx*s)
lint=cint;

end

4

figure (1)

plot (t,mean_lamda) % plots the columns of lamda versus their index.
xlabel ("\bf t')

ylabel ("\bf lambda (t)"')

title('mean default intensities ')

figure (2)

yl=surv_prob;
y2=Rsurv_prob;
y3=Nsurv_prob;

plOt (tlyll 'r'rt/y2/ 'k_'rt/y3l 'g-_');

title('comparison of methods')

grid

legend('closed form', 'Riemann sum', 'Numerical estimation')
figure (3)

plot (surv_prob)

xlabel ("\bf t')

ylabel ("\bf surv_ prob(t)")

title('survival probabilities via closed form')
figure (4)

plot (Rsurv_prob);

xlabel ("\bf t")

ylabel ("\bf surv_ prob(t)")

title('survival probabilities via Riemann sum')
figure (5)
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plot (t,Nsurv_prob);

xlabel ("\bf t')

ylabel ("\bf surv. prob(t)")

title('survival probability via numerical estimation')

Sypologismos tis diaforas twn triwn methodwn
for i=1:N
difsR(i)=surv_prob (i)—Rsurv_prob (i)
difsN(i)=surv_prob (i)—Nsurv_prob (i)
difNR (i) =Nsurv_prob (i) —Rsurv_prob (i
end

14

)i

$xxx Paradeigma timologisis omologoy
k=8; % arithmos plhromwn sto xrono [0, T]
par_-value=100;

coupon=5;

r=0.01; S%epitokio

5}

S*x*x* ypologismos paroysas axias xrimatorown apo kleisto typo

for i=1:k
if i<k
c (i)=coupon;
pv(i)=c (i) *exp(—r*t (ix (N/k))) *surv_prob (ix (N/k));
else
c(i)=par_value; $teliki plirwmi
pv(i)=c (i) *exp(—r*t (ix (N/k))) *surv_prob (ix (N/k));

o\

pv (i) =etpar_value;
end
end
spv=sum(pv) ;

$to 1xN/k prepei na vgazei

%$to ix*N/k prepei na vgazei

$xx*x ypologismos paroysas axias xrimatorown apo me athroismata Riemann

for i=1:k
if i<k
c (i)=coupon;

pv(i)=c (i) *exp(—r*t (ix (N/k))) *Rsurv_prob (i* (N/k))

else
c(i)=par_value; $teliki plirwmi

pv(i)=c (i) *exp(—r*t (ix (N/k))) *Rsurv_prob (i* (N/k))

o\

pv (i)=etpar_value;

end
end
Rspv=sum (pVv) ;
$x*xx ypologismos paroysas axias xrimatorown arithmitika
for i=1:k
if i<k

c (i)=coupon;

pv (i)=c(i)+exp(—r*t (i* (N/k)))+Nsurv_prob (i* (N/k))

else
c(i)=par_value; $teliki plirwmi
pv(i)=c (i) *exp(—r*t (ix (N/k))) *Nsurv_prob (i* (N/k))
% pv (i) =e+par_value;
end
end

Nspv=sum (pv) ;

$to ixN/k prepei na vgaze.

$to 1*N/k prepei na vgazei

$to 1xN/k prepei na vgaze.

%$to ix*N/k prepei na vgazei
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Sxxxx%x estimation of the expected present value of premium payments
A=pppvVv (r,mean_lamda, t,N, k,c,par_value);

g=0.2;% recovery rate

M=par_-value;% face value of bond

V=elpv (r,t,mean_lamda,g,M,N, k) ;

Sx*xxxestimation of credit swap spread***x*x*

css=V/A;

A’.2 O ocuvapthoeic alt) xou [(1)

function a = a_function(rs,m,t,mu,l)

g=m;

k=rs;

J=mu; %the Jjump sizes are normally distributed with mean J

c=1; $that jumps occur at Poisson—arrival times with an intensity c

Sxxxclosed form with Jumpsx**xx*x*
al=—gx (t—(l—exp(—kxt)) /k);

a2=c/ (J+k);

aln=1+[ (l—exp(—k*t))/k]*J;
a3=Jd*t—log(aln);

a=al—az2+*a3;

function b = b_function(rs,t)
k=rs;
b=—[l—exp(—k=*t)]/k;

A’.3 H ouvdetnon rsuml

function value=rsuml (lamda, t, s, n)
a=t;
b=t+s;
dx = (b—a)/n;
value=0;
for k=1:n
c=a+k+*dx;
i=round(c) ;
value=value+lamda (k) ;
end
value = dxx*value;

A’.4  Ou cuvaptioelg pointpoissonNt xouw CPP

function [Nt]=pointpoissonNt (1l,t)
Tkzero=exprnd(l);
for k=1:200

Tk (k) =Tkzero+texprnd(1l) ;
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if t>Tk (k)
x(k)=1;
else
x (k) =0;
end
Tkzero=Tk (k) ;
end
Nt=sum (x) ;
end

function [J]=CPP (mu,Nt,v)
h=Nt;

zzero=0;

for k=1:h

z=normrnd (mu,v”~2) ;

z=exprnd (mu); %$otan theloyme apotelesma apo ton kleisto typo
to gyrname apo kanoniki se ekthetiki

j=z+zzero;

zzero=7j;
end
J=3;
end

o
°
)

<

A’.5 Ou cuvapTtioelg pppu xou elpy

function A = pppv(r,mean_lamda,t,N,k,c,par_value)
%$pppv is a function which estimate the expect present value of premium
%$payments
for i=1:k
a(i)=exp(—[r+mean_lamda (i* (N/k)) It (ix (N/k)));
end

A=sum(a) ; $prosthetoyme kai to 1 wste to a8roism na ksekinaei apo to O

end

function V=elpv(r,t,mean_lamda,qg,M,N, k)

% expected losses present value function

t_zero=0;

vint (1) =exp (—r*t (1% (N/k))) * (exp(—mean_lamda (1 (N/k)) *t_zero)—

—exp(—mean_lamda (1% (N/k) )t (1x (N/k))));
for i=2:k
vint (i)=exp(—r+*t (i* (N/k)))* (exp(—mean_lamda (ix (N/k))*t ((1i—1)*(N/k)))—
—exp (—mean_lamda (ix (N/k) )t (ix (N/k))));

end

V=(1—g) *sum(vint) ;
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A6 O %x®OXAS TNG TEXUARTNS ETABANTOTN TS

v=0.9;

m=0.01;
CirIntensityModels
Ug=round (css, 2) ;
for 1i=1:30
m=m+0.03;

v=0.01;
CirIntensityModels
Uw=round (css, 2) ;
d=Ug—Uw;

while d<—0.02 || d>0.02
v=v+0.01;
CirIntensityModels
Uw=round(css, 2);
d=Ug—Uw;

end

tarray=[m, v, Uw, Ug,d]

end
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