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credit event dependencies 623–4
dependencies 620–2
discrete variables 623–4

joint defaults
simulations 626
structural model 620–2
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625–6
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joint migrations
simulations 626
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conditional probability 397–8
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interest rate gaps 298
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credit portfolio models 663–7
generation of portfolio value distribution 666
portfolio optimization 666–7
revaluation of facilities at horizon 665–6
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one-factor model 408–13
two-stock portfolio 410–13
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partial differential equations (PDEs)
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payoffs
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interest rate options 96–8
options 75–7
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PDEs see partial differential equations
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defining 131
distribution functions 131–3, 135
financial applications 131–2
number of default events over a given horizon 131–2
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business dimensions 747–50
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Monte Carlo simulations 654–8
portfolio analysis 737–8
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simulations 652–61
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structural model 638–46, 654–8
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portfolio risk
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multiple factor models 413–15
orthogonal factors 426
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portfolios of derivatives, credit risk potential exposure 
594–5
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derivatives 69–70
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short 69–70
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see also credit risk potential exposure
foreign exchange swaps 587–8
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prepayments modeling, implicit options risk 321–2
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credit derivatives 115
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term structure of interest rates 505–6

probability of default (DP)
see also default probability
Basel 2 Accord 235–6
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