
Thejournal

FIXED INCOME
v o i NUMHI:K

' W I i V J.

HAKRV K A ! /

i-\N

he Mibpniiu' i.irkcr h.-cn L;rn\\ini; at

I ) ] . ! • • • ' ! . i l

M.

H.'M ". Uiu>L(.H 1 il

I'E-'ll.ii JL"N< A | I li

At.AY BllAMliKl •Xi

Rom H i T o s c i i i K h . - .

Kl I VI.N La\ II Ncmi

C H ! - R 1

w i i ) L . A S T IN i liK'-

S n v r K U R T / I ) ; I . ,

Bum
M: ARIAS

Al I ISO'S AilA\!s

(.'iiKis HR(i\iN

t.-M(\' MfF.i.i I R

j ' M . l ! l / ; : i - |

s i i i ; : I . v n . i

T
I c u r r e n t h o i i s u m mai ' kv ' i s ] n w \ 1 o w n , i n c r e a s e d d e l i n -
I • . • • M i

* qiieiicics .u)d '•iLK-stionabie niulerw ruuii.-; is creatiii^^ e n o r

i n o u s pi-icL- volatiHty- in s e c u i ' i t i / e d ]->o<.ds nt s u b [ i r n n e loans .

F- t i i ' therniore . t h e r e is I m n t e d ac* csv to s o p h i s n . ' a t e d \ a l i i a t i o n

inodeK tor a nuirket that has iiot set-ii .1 tull c w l e or outctt i i ies. i iciice.

\\'e be^ i i i this issue ot I'hr jonrndl ,it /'iACi/ /i,'>e/Hi \Mth .xn ar l ic le b \

R o b e r t DiinskN and I h o n i a s 1 j o thai p r o \ ides an o p t i o n adjusied

spread \ a l u a n o n m o d e ! lor nu-irti^a^c loans t:LH v.i ' o r p o r a t e s b o i h

detaul t and [ i iv{\ ivment risks. V.ihiauon bas the U H U H I W s e n s u m t i e s

to t h e e x p l a n a t o r y wiriai^iles ot M t ' t > score, loan 10 value ratio, loan

si7e and rei ovvvy rat io, d his m o d e l is ex t remeK- useful tor b o t h re l -

ativ-e valne deeis ioi ts M]d risk m a n a u e n i e n t .

ii; i h e next ar t iele , A n k Ik'ii 1 )or. S u n o n ! ' o l b e n n i k o \ and

lereiliN" Ros te i i pi\)\ idc a IK'W' es t imar ion tei-'hiikjue tor credn det.itilt

swaps that i i K o r p o r a t e s spread le \e l lii spread \ol.!ti i(i t \ \ I he i r risk

i i ieasuic . D u t a t i o n I ' lmes Sj-read, - e n e r a t c s better- vni t -o t - -ani [ i le

volatilitv toi 'ecasts L-ompared t o d u r a t i o n ,iioi;e. N e x t , I ' h i h p p e

jor ion and (i .uyan / . b a n i ; t ind e m p i r k a l e \ i d e n c e i iu t the stock pr ice

effect o f la t in i ; ( h a n g e r de j i ends o n ihe r,uiii;4s pi lor ,uid after the

,HHiouiiceinent . f h e i m p o r t a n e e ol p r io r ra tmt: is si^jrnlieain cnon^ j i

fh.U tlie etlecr o f the i i i \ -es tment-grade b.iri-R-!- VM 1 ibie disappears ai d

t h e i i l fo i 'mat i \eness tii boiKi \ipt;rad'.'s is es tabl ished. I h e n , R ich . i rd

(Cantor and ( l i r i s top l i e r M a n n s h o w that ratine; svsui i is that exist on

I lie s ame stai'^ihtx' aiki a c c u r a e \ r r o n n e r are s i m i b r in their aguivi ia ie

forecast vMpabsliiies. T h e r e f o r e , p i e i e r e i u es tow K\I s(,ib;li:\ or a. ,-ii -

r,K'y will i.1eti.'riuiue a i h e m s c h o i c e >^\ r a t ing s w u ' i n .

.A moelel n f s t r u c t n r a l L-Jiatige is frei |neiitK' I K \ essarv to lietect

n n d e r h ' i i m relat ioi iships Aiulrew n a \ a e s nses .1 r t ' u ime sw ucl in ;J:

t e c h n i q u e to sho \ \ t i n t i iuer^ia t ional b o n d marki.'!s nc i : o \ e r i u \ ! b\-

a c o m m o n IOUL^ r u n rel. i t ion \\ itii occas iona l breaks ! in.ilK; t hris-

ti,iu Kozioi .md Peter Sauerbier derive a mode l diat i.|t antiHes lii |uuliiy

spreads for bonds wub plausible properties, I hc\ aKo prox-ule sup
[X)i"tive empir ical e \ i d e n c e .

We hope yon eiiiov this issue o! 'i'\u joniihii e' / i \ i ' i / bhOinf. Wnw

con t inued support ot ilw |ournal is L^ieatly <ippreciatei.h
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