SSEN Product Submit
& Subscribe  a Browse  Rankings Blog 2  Contact

(https://www.ssrn.com/)ser_viCes paper

% Download This Paper (Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1&type=2)

* Add Paper to My Library
Share: ¥ ¥ = &

Implied Default Barrier in Credit Default Swap Premia

Banco de Espafia Research Paper

47 Pages
Posted: 6 Feb 2007
Last revised: 30 Jul 2008

Francisco Alonso (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=716755)

Banco de Espafia

J. Manuel Marqués (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=744332)

Banco de Espafia

Santiago Forte (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=477909)
ESADE Business School, Ramon Llull University

Date Written: July 1, 2008

Abstract

Q

1=]

(https://papers.ssrn.com/sol3/ShoppingCar

This paper applies the methodology developed by Forte (2008) to extract the implied default point in the premium on credit default swaps (CDS). As well as considering a more
extensive international sample of corporations (96 US, European and Japanese companies) and a longer time interval (2001-2004), we make two significant contributions to the
original methodology. First, we calibrate bankruptcy costs, allowing for the adjustment of the mean recovery rate of each sector to its historical average. Second, and drawing on
the sample of default point indicators for each company-year obtained, we propose an econometric model for these indicators that excludes any reference to the credit
derivatives market. With this model it is thus possible to estimate the default barrier resorting solely to the equity market. Compared with other alternatives for setting the
default point in the absence of CDS (such as the optimal default point for shareholders, the default point in the Moody's-KMV model or the face value of the debt), the out-of-
sample use of the econometric model significantly improves the capacity of the structural model proposed by Forte (2008) to differentiate between companies with an investment

grade rating (CDS less than 150 bp) and those with a non-investment grade rating.
Keywords: credit risk, structural model, credit default swap, implied default barrier
JEL Classification: G13, G33

Suggested Citation >

Show Contact Information >

“%. Download This Paper (Delivery.cfim/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1&type=2)

0 References

0 Citations

Fetch Citations

D)

Do you have a job o ening that you on<|d like to prom te on SSRN?

We uSe cookies that“are necessary t& make olr site work. We may also use additional cookies to analyze,

ianS ve,jn% %rsonalize ﬁur content andlzyour diiital e))(J)e]gie ce. For more information, see our Cookie
ace Jo enin ttps://www.ssrn.comjindex.cfm/en/Announcements-Jobs
Rolicy (%t DS://W\EW.G se%igr.cgm//(egallcoo ienotice) 7 / T 7§

P, Cookie Settings Accept all cookies



https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=716755
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=744332
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=477909
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1182640_code477909.pdf?abstractid=961356&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://www.elsevier.com/legal/cookienotice

DOWNLOADS 648

ABSTRACT VIEWS 5 680
RANK 78,528
4 Citations

PlumX Metrics

(https://plu.mx/ssrn/a/?
| Sstrtnplé/% §J8ur41/a|s

American Finance Association Meetings (AFA) (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=239868)

Follow ®

Banco de Espana Research Paper Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1027959)

Follow ®

View more >

| Recommended Papers

Explaining the Rate Spread on Corporate Bonds (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1299452&rec=1&srcabs=961356&pos=1)
By Edwin J. Elton (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17581), Martin J. Gruber (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=20851), ...

The Determinants of Credit Spread Changes (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=191668&rec=1&srcabs=961356&pos=2)
By Pierre Collin-dufresne (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=130896), J. Spencer Martin (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=94050), ...

How Much of Corporate-Treasury Yield Spread is Due to Credit Risk? (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=307360&rec=1&srcabs=961356&pos=3)
By Jing-zhi Huang (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=739) and Ming Huang (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1437)

View more >

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submission.cfm)

SSRN Quick Links v
SSRN Rankings v
About SSRN v

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/4934092
trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)

(http://www.elsevier.com/)


https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1299452&rec=1&srcabs=961356&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17581
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=20851
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=191668&rec=1&srcabs=961356&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=130896
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=94050
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=307360&rec=1&srcabs=961356&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=739
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1437
https://plu.mx/ssrn/a/?ssrn_id=961356
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=239868
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1027959
javascript:void(0);
https://hq.ssrn.com/submission.cfm

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings.

(http://www.relx.com/)

https://papers.ssrn.com/sol3/updatelnformationLog.cfm?process=true
ps://pap p g p


http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

