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We propose a dynamically consistent framework that allows joint

valuation and estimation of stock options and credit default swaps

written on the same reference company. We model default as controlled

by a Cox process with a stochastic arrival rate. When default occurs, the

stock price drops to zero. Prior to default, the stock price follows a jump-

diffusion process with stochastic volatility. The instantaneous default

rate and variance rate follow a bivariate continuous process, with its joint

dynamics speci�ed to capture the observed behavior of stock option

prices and credit default swap spreads. Under this joint speci�cation, we

propose a tractable valuation methodology for stock options and credit

default swaps. We estimate the joint risk dynamics using data from both

markets for eight companies that span �ve sectors and six major credit

rating classes from B to AAA. The estimation highlights the interaction

between market risk (return variance) and credit risk (default arrival) in

pricing stock options and credit default swaps.

https://doi.org/10.1093/jjfinec/nbp010
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/jfec/search-results?page=1&tax=JEL/C13
https://academic.oup.com/jfec/search-results?page=1&tax=JEL/C51
https://academic.oup.com/jfec/search-results?page=1&tax=JEL/G12
https://academic.oup.com/jfec/search-results?page=1&tax=JEL/G13
https://academic.oup.com/jfec/search-results?f_TocHeadingTitleList=Article


Sign in Get help with access

Personal account

Sign in with email/username &
password

Get email alerts

Save searches

Purchase content

Activate your purchase/trial code

Add your ORCID iD

Sign in  Register

Institutional access

Sign in through your
institution

Sign in through your institution

Sign in with a library card

Sign in with username/password

Recommend to your librarian

Institutional account
management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic

Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Stock Options and Credit Default Swaps: A Joint Framework for Valuation and Estimation -
24 Hours access

EUR €53.00 GBP £44.00 USD $58.00

Rental

This article is also available for rental through DeepDyve.

https://www.deepdyve.com/lp/ou-press/stock-options-and-credit-default-swaps-a-joint-framework-for-valuation-hVjB56kVZt?key=OUP
javascript:;
https://academic.oup.com/my-account/register?siteId=5193&returnUrl=http%3a%2f%2facademic.oup.com%2fjfec%2farticle-abstract%2f8%2f4%2f409%2f784184%3flogin%3dfalse
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=jfec
javascript:
https://academic.oup.com/jfec/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5193&returnUrl=https://academic.oup.com%2fjfec%2farticle-abstract%2f8%2f4%2f409%2f784184

