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he subprime mortgage tarket has been growing at
unprecedented Tevels vver ghe bt soveml vears The
current housig market sowdown, inereased define
gquencies and guestonable tnders g s creatingg enor
mous price volatility i secunitized pools of sab prive Toans,
Furthermore, chere s hnuted soces 1o sophstioated valuation
miadels for @ marker that has notseen ol evele or outcomes. Henee,
we begin this tssuc of Phe Jorrnal of Dived Tncese with anarocle iy
Robert Dunsky and Thonas o thae provides an opoon adiuseed
spread viluatton maodel tor mortgage Joans shat moorporates bunh
default and prepaviment risks, Valuagion us the monmove sensinnvites
to the explmatory vanables of FICO score Joan-to-vilue ratio, Joan
size and recovery ratio, This model i extremcely usetul tor both rel-
ative value decistons and vk management
in the nest arocle, Artk Ben Dors Simen Poibenmikov and

Jeremn Rosten provide a new ostimation techoique for oredie detaule

swaps that mcorporstes spread level i spread volstifue: Thew rek
measure, Duration Times Spread. conerates better out-ot-sample

volatility torecasts compared to duraoon slone. Next Philippe

Jorion and Gaivan Zhang tind empinical evidence that the seock price

ctteer of raung changes depends on the ratings prioe and atrer the
announcenent, The inportance of prior ranngs »osaghcant cnougch
that the offecr of the investment-grade barrier variable disappears aed
the intormativeness of bond upgredes 1 esablished. Then, Richard
Cantor and Christopher Mani show that ratmg sysems that exist en
the same stabihee and aceuracy rroneer are sinb e their agperepate
forecast capabilivies. Theretore, profercnces twand sy or e
racy will deterinine wehentsy choce of rang soten,

A model of structural change s trequentdy necessary to detest
underlving relationships. Andrew Travies tses o regime swechin
technigue to show that meernatonal bond marken e soverned by
acommon long run relation with occastonal bresks Prnallv Chire
tan Kozoland Peter Saucrbier derive o model that quantities Tiguidiry
spreads for bonds with plausible properaes. Thev also provide sap
porove empirieal evidenee,

W hope vou enjoyv this bsue of T Jorral of Fived Do, Your

continued support of the Journal i ereatly approcioted.
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