
Index

ABX, 200
Accrued interest for bonds, 61
Archimedean copulas, 277
Asset swap, 72

market asset swaps, 78
risk, 78
valuation, 76

Asset swap spread, determination, 74

BBA, British Banker’s Association, 10
Bernoulli, 45
Bonds

convexity, 65
credit ratings, 59
duration hedging, 64
yield measures, 62

Bootstrap, Libor curve, 22
Bottom-up correlation models, 471
Building the Libor curve, 21

Caching discount factors, 25
CDOs, 230
CDS

cash settlement, 86
credit DV01, 131
delivery option, 88
determining spread from bonds, 90
IMM dates, 83
Interest Rate DV01, 133
mechanics, 82
physical settlement, 86
premium leg, 84
protection leg, 85
recovery rate risk, 136
restructuring clause, 89
risk management, 127
settlement after a credit event, 86
spread convexity, 132

spread gamma, 132
the CDS-cash basis, 92
theta, 134

CDS portfolio indices, 183
index curve, 190
intrinsic spread, 192
mechanics, 184
valuation, 188

CDS valuation, 97
CDX, 183
Cholesky decomposition, 272
Clayton copula, 278
CMDS, 169

hedging, 178
mechanics, 170
valuation, 171

Collateralised debt obligations, 230
Concordance, 266
Conditional loss distribution,

building, 345
Conseco, Inc., 89
Constant maturity default swaps, 169
Convexity for bonds, 65
Correlation 01, 320
Correlation products, 219
Correlation, hedging, 338
Correlation, rank, 265
Cox process, 46
Credit DV01

CDS, 131
Credit default swap (CDS), 81
Credit events, 86
Credit ratings table, 59

Default baskets, 219
mechanics, 219

Default clustering, 256, 462
Default copulas, 263
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Default statistics, 32
Default swaption, 156

exercising, 158
hedging, 167
mechanics, 156

Default swaptions
valuation, 158

Dependence, measuring, 264
Dependency limits, 262
Discordance, 266
Discount factors, caching, 25
Discount margin, 72
Doubly stochastic, 46
Dynamic Top-down correlation

models, 471

Elliptic copulas, 270
European Banking Federation, 10
Exponential random variable, 458

Financial Times, 87
Fixed rate bonds, 59
Floating rate notes, 68

risk management, 70
Floating rate payment, valuation, 26
Forward CDS

hedging, 155
Forward CDS curve shape, 154
Forward CDS spread, determination, 153
Forward rate agreements

convexity adjustment, 15
futures rate, 16

Forward Rate Agreements (FRAs), 12
Forward starting CDS, 151

valuation, 152
Fréchet–Hoeffding bound, 262
Front end protection, 163

Gamma distribution, 458
definition, 458
parameters and moments, 458

Gamma process, 459
Gamma trading, 336
Gaussian copula, 270
GCD

Euclid’s algorithm, 348

Hazard rate model, 44
Hull–White, 158

Idiosyncratic delta, 328
Idiosyncratic gamma, 331

IMM, 14
Intensity gamma model, 458
Interest rate futures, 13
Interest rate swap

fixed leg valuation, 17
floating leg valuation, 18

Interest rate swap
mark-to-market valuation, 18
risk sensitivities, 20

Interest rate swaps, 16
ISDA, 81

definitions, 81
iTraxx, 183

Jamshidian, 158
Joshi, M.

intensity gamma model, 458

Kendall’s τ , 267, 271, 274

LCDS, 94
LCDX, 201
Leverage ratio, 318
LH+, Model description, 324
LIBOR, London Interbank Borrowed Rate, 9
Linear correlation, 264
Loan CDS, 94

Marshall–Olkin copula, 276
Martingale, 160
Measuring dependence, 264
Merton model

Limitations, 41
Merton model of corporate default, 38
Money market deposits, 10

Numeraire
change of, 160

On-the-run index, 203
Option adjusted spread (OAS), 68

Par floater spread, 72
Participation rate, CMDS, 176
Pearson correlation, 264, 271, 274
Protection buyer and seller, 82
Put–call parity, 163

Rank correlation, 265
Recursion

homogeneous losses, 346
non-homogeneous losses, 348
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Reduced form models, 42
Restructuring credit event, 86
Reuters, 87
Risk-neutral pricing, 35
RPV01

Tranche, 318

Schönbucher, P. 158
Short rate model, 49
Single tranche CDO, 232
Sklar’s theorem, 263
Spearman’s ρ, 268, 274
Stacey, A.

intensity gamma model, 458
Standard error, of a ratio, 280
STCDO, 232
Stochastic hazard rate model, 49
Structural models of default, 38
Survival copulas, 263
Systemic delta, 318

Systemic gamma, 322
Systemic risks for tranches, 318

Tail dependence, 269
Tail dependency, 271, 274
The gamma process, 458
Theta

for CDS, 134
Time-stationary, 256
Tranche hedging, 334

Value on default
standard tranches, 332

Volatility, estimating spread, 164

Wall Street Journal, 87

Yield measures for bonds, 62

Zero volatility spread (ZVS), 68
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