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Credit Risk — Estimating Default Probabilities



Credit Risk — MwotwTtikoc Kivouvoc

O TUOTWTIKOC KivOuvOoCg amoppEEL Ao TNV mbavotnTa Vo TTwYXEVCOoUV ol
davellopevol, oL €kOOTEC OMOAOYWV Kol oL oavtloupBaAlopevol o€
ocupBoAala tapaywywv.

OL ETOTTIKEC OPXEC EAEYXOUV OTEVA TIC TPATE(EC YLOL TOV TILOTWTLKO
Kivbuvo, evw UTIApXEl Kal TPOPBAsdn vy UTMOXPEWTIKA OlaBEoiua
kepalata avaloya pe to UPo¢ tou oavaAapPOVOUEVOU TILOTWTLKOU
KtvdUuvou.

Ou tparnelec, pe enifAedn kot Adela anod Toug EMOMTEC TOUC, UtopoUlV va
XpNoLUomololV SLKA TOUG UOVTEAQ METPNONG TOU TILOTWTLKOU Klvouvou,
woTte va kaBopiletal to UPoc Tou KepaAaiou Tou TPEMEL va SLakpatoUv.

AuTO £€xeL odnynoeL TIg tparmelec va BEATLWVOUV CUVEXWC T HOVTIEAQ
LETPNONC TOU TILOTWTLKOU KlvOuvou.



Etaipelec MotoAnmriknc A¢lohoynonc — Credit Rating
Agencies

Moody’s, S&P, Fitch, avapeoa og dAAec.

AAA, AA, A, ..., n KAipaka Sladepel petall Twv etalpelwv aflohoynong. Kabe
BaBuoc avtloTtoKel o€ pia mBoavotnta XpEOKOTILOC.

AflohoyoUV TO QfLOXPEO TWV ETALPLKWYV OHOAOYwWV. MEVIKA, T opoAoya piog
gTOLPELOC €XOUV TOV (OL0 Babud atlohoynong, o omoiog ekdppalel TNV €talpeia
auTn KaBsauTn.

Otav véa mAnpodopia ptavel otnv ayopd, pmopet o Babuoc afloxpeou piog
gTOLPELOC VA AAAEEL.

Ta Credit Rating Agencies nmpoomnaBouv va pnv aAAalouv cuxva touc PaBuolc
aéloAoynong, yLa va dtatnpouv Tnv a&lomLoTiol Tou .

OuL oikol a&loAoynong, AauPavouv umoPn TOUG KOl TNV VYEVIKA OLKOVOLLKN
kataotaon. Edav Adyw Udeonc avénbnke n mBavotnta xpeokomiog piog
ETOLPELOC HECO OTOUC ETMOUEVOUC 6 UAVEC, AAAA OXL N avtioTtolxn mbavotnta yLo
dtaotnua 2 A 3 etwy, dev Ba aAAaéouv Tov BaBuo NG eTatpeiac.

Etapeiec aflohoynong onweg n Moody’s, n KMV kat n Kamakura mpoodEpouv
EKTLUNOELC YL TNV TIOAVOTNTA XPEOKOTIOG €TALPEWWV HE BAon otolxela Twv
LETOXWV TOUC. Aev oTOoXEUOUV TOCO OTNV OTABOEPOTNTA TWV EKTILACEWV TOUG,
aAAQ OoTNV Ypryopn evowpatwon veag tAnpodoplac.



Etatpetec MotoAnmrikne AétoAoynonc — Credit Rating
Agencies

Moody's S&P Fitch
Aa1 AA+ | AA+
Aa3 AA- AA-
A2 A A

Baa1 BEB BBB+

Baa2 | BBB | BBB

Baa3 BBB- | BBB-
Bal | BB+ | BB+
Ba2 BB BB
B1 B+ B+

B2 B B
B3 B- B-
Caa2 CCC | CCC

Meaning




EowTtepikec MotoAnmrikec AELOAOYNOELC

e OL tpamelec €xouv Ta OLKA TOUC EOWTEPLKA HOVIEAQ TILOTOANTITIKAC
aéloAOyNnon¢g Twv NMEAATWVY TOUC.

* O Aoyoc eilval otL ot oikol a&loAoynonc BaBpoloyolv HEYAAEC ETOLPELES, EVW
HLEYAAO HEPOC TWV YaptoduAakiwv Twv Tpamelwv meplthappBavel davela oe
LOLWTEC KOl ILKPEC N LECQLLEC ETTLXELPNOELC.

* Ta eOWTEPLKA povTEAA TiepLAaPAvVOUV oTolxeia Omwe: deikteg kepdodopiag
(RoA, RoE) kaBbwc kat Selktec armod Tov LooAoylopo tNne etatlpeiac (Evepyntiko
/ Ynoxpewoelg, Xpgoc /16wa Kepaiara).



Altman Z-score

* O Edward Altman (1968, Journal of Finance) Atav amd Tou¢ MPWTOTIOPOUC
oTnV Xprion AoyLotikwy SEIKTWVY yLa Tnv poBAed N TwV XPEOKOTILWV.

e Xpnowuomowwvtag Hia otatotikl pebodoloyia n  omoia ovopdletol
discriminant analysis, mpoomd®nos va TpoPAEPEL TIC xpeokomieg amo 5
AoyLoTikoUC HeiKTEC:

X1: Working Capital / Total Assets

X, : Retained earnings / Total Assets

: Earnings before interest and taxes / Total Assets

X, : Market value of equity / Book value of total liabilities

X: : Sales / Total Assets

xR N N
><
w

[l etopeiec mou Olampaypatevovial oTo XPNUATLOTAPLO TO Z-score
uTtoAoyloTtnke wg:

e Z=1.2X, +1.4 X, +3.3 X5 +0.6 X, +0.999 X:



Altman Z-score

Z > 3, onpaivel OTL n sTatpeia eivol amiBavo va XpEoKOMAOEL.
2.7 < Z <3, onuaivel OTL n €Talpeia eival o€ KATAOTAON CUVAYEPUOU.
1.8 <7< 2.7, onuaivel OTL UTIAPXEL Hia oNUOVTLKA TIOAVOTNTA XPEOKOTILOG.

Z < 1.8, onuaivel otL N etaLpeia €xeL oAU vPnAn mBavoTnTa XPEOKOTILOC.

OL TOPAUETPOL TOU MOVTEAOU EKTLUNONKav peE TNV Xpnion 66 dnuoola
SlampaypateVoUwWyY  Blopnxavikwy etopewv (ot 33 amd aUuTEC TEAWKA
XPEOKOTINCAV LECA OE EVAV XPOVO EVW OL UTIOAOLTTEC 33 OXL).

To povtéAo Aewtoupyoloe KaAd akOpn Kol e€dv eéetalotav pe Oedopéva
ETOLPELWV OO AAAO Selyua.

Tooo to XIdpaApa Tumou | (etalpele¢ mou Oev umnApxe mpoBAsn va
XPEOKOTINoOUV aAAQ xpeokomnoav) 6co to XdaAua Tumou Il (etalpeiec mou
uTtNPXE TPORAePN va xpeokomrioouv aAAd Sev XpeokoTnoav) ATAV TTOAU HLKPO.
(To 2paApa Tumou | mpodavwe ivatl TTOAU TILO ONUOAVTLKO yLa TLG TPATteleC).

NopaAlayec tou povieéAou TeplhapBavouv pn-6nuoota SlampayUateUOLUES
LETOXEC, AAQ KOlL LETOXEC aTto AAAouC KAASOoUC.



Altman Z-score - MNMapadelypa

Eotw pia etatpeia pe working capital = 170,000, total assets = 670,000,
earnings before interest and taxes = 60,000, sales = 2,200,000, market value
of equity = 380,000, total liabilities = 240,000 and retained earnings =
300,000.

Mowd eival n kataotaon auvtng TnG €talpeioc ooov adopd tnv nmbavotnta
XpEoKoTtiag, pe Baon to Altman Z-score;

Z=1.2%0.254 + 1.4*0.448 + 3.3*0.0896 + 0.6*1.583 + 0.999*3.284 = 5.46.

To Z tn¢ etatpeiog eivol apKeETA HEYOAUTEPO OO TO 3, CUVETIWCE SEV UTTAPYEL
KLvOUVOC XPEOKOTILOC YLOL TOV ETIOUEVO XPOVO, CUUDWVA UE TO OUYKEKPLUEVO
LETPO.



lotopikec MBavotntec MNtwyevonc

 OL €TOLPELEC TMLOTOANTITIKAC a&LoAOYNONG TOPEXOUV TILVOKEC HE OTOLXEL
OXETLKA PE TLC TITWYXEVOELC ETALPELWY (OTO MEPACUO TOU XPOVOU) AVOAOYWC
TNV MLOTOANTITLKY Tou¢ BaBpoAoyia (oto onpepa).

Time (years) Source: Moody's, 1970-2010

1 2 3 4 5 7 10

Aaa 0.000 0.013 0.013 0.037 0.104 0.244 | 0.494
Aa 0.021 0.059 0.103 0.184 0.273 0443 | 0.619
A 0.055 0.177 0.362 0.549 0.756 1.239 | 2.136
Baa 0.181 0.510 0.933 1.427 1.953 3.031 | 4.904
Ba 1.157 3.191 5.596 8.146 10.453 14.440 | 20.101
B 4.465 10.432 | 16.344 | 21.510 26.173 | 34.721 | 44.573
Caa 18.163 | 30.204 | 39.709 | 47.317 53.768 | 61.181 | 72.384




lotopikec MBavotntec MNtwyevonc
Y€ KAOE ypoppn UTIAPXEL Evac BaBuocg miotoAnmTikng aéloAdynong.

KaBe otAn (oo tnv 2n péxpt kat tnv 8n), divel tnv abpolotikr) mbavotnta
XPEOKOTILAC O€ XPOVLKO opilovta armo 1 €wg 10 €tn yla kaBe PabLo.

Ta Oebopcva autd Paocifovial oe LOTOPKEC mapatnpnoelg, dnAadn n
gToLpela afloAdoynong e€€taoe TOOEC ETALPELEC TTWYXEUCAV KOL OE TIOLO
XPOVLKO onueio, avaloya pe tov BaBuo nou siyav napeL.

Mo mapadeypa, €va opoAoyo pe Babuod Baa €xel 0.181% mbavotnta va
MITWXEVOEL HEXPL TO TEAOG TOou 1ou xpovou, 0.510% va mMTwyeVoEL LEXPL TO
TEAOC TOU 20U Xpovou (dnAadn eite otov 1o, ite otov 20), KOK.

H mBavotnta va NTwYXEUOEL €va OMOAOYO Kotd TNV OlapKela €vOg
OUYKEKPLUEVOU ETOUC ETILONG UIMOPEL va uTtoAoYLoBEel o tov mivaka.

Mo mapdadetypa n mbavotnta va opoAoyo Baa va mtwyeVoeL LECA OTOV 20
xpovo eival 0.510—-0.181 = 0.329%.



lotopikec MBavotntec MNtwyevonc

Onwc¢ ¢paivetal kal oo Ta oToLXEla TOU Ttivaka, N mlavotnTa va MTwXEVOoEL
£VOL OOAOYO KATA TNV OLAPKELOL EVOC CUYKEKPLUEVOU £TOUC AUEAVETAL XPOVO
LLE TOV XpOVo (yla Tat opoAoya pe upnAn aéloAoynon).

Mo mapadelypa va opoAoyo e BaBuo Aa €xel mBavotnteg va MTwXEVOEL
néoca ota €tn1/2 /3 /4 ko 5, 0.021% / 0.038% / 0.044% / 0.081% kot
0.089%, avtiotolxa.

O AOyo¢ €ival OTL 000 TIEPVAEL O XPOVOC, N TBavotnta €vac PePEYYLOC
ekOOTNC va AVTLUETWTTILOEL TtpoBARpaTa, auéAveTal.

Ml opdAoya pe xopnAn aétohoynon cupBaivel to aviiBeto. Oco mepvael o
XPOVOC N TLBAVOTNTA TITWYXEUONC VLA L0 CUYKEKPLUEV XPOVLA LLELWVETOAL.

Mo tapadelypa €va opdAoyo pe PaBuo Caa €xetl mBavotTNTEC val TTWXEVOEL
neoaota €t 1/2/3/4 ka5, 18.163% / 12.041% / 9.505% / 7.608% kot
6.451%, avtiotolxa.

O Adyocg eival OtTL v €va TETOLo opoAoyo dev MTWYXEVOEL HECA OTA TIPWTA
£€tn, owéavovtal ol mBavotnte va PBeAtwbdel n  XPNUOTOOLKOVOULKN
KOTAOTOLON TOU €KOOTN.



Aeopevpevn MBavotnta

Agopevpévn miBavotnta eivat n mbavotnta va cupPel to evOeXOUEVO,
debouEvou OTL EXOULE KATola TTAnpodopia.

Autl n mAnpodopia duvnTikd pmopel va aAldéel tnv mBavotnta Tou
TIPOCATTOVUE Vo cUUBEL To evdeyxouevo.

My mBavotnta os pidn Laplov va £pBet o aplBUOC 6 sivat 1/6.

Av Opw¢ yvwpiloupe OTL To {ApL aUTO £XEL 2 OPELC pe Tov aplBuo 6, TOTE N

rubavotnta sivo 1/3.

P(ANB)
P(B)

TUmog tne deopsvpévne mbavotntoc: P(A|B) = , orou P(B) > 0.

Law of Total Probability: Na tn dtapéplon tou deypatikov xwpou By, B,,...,
B,, P(A) = Y-, P(A|B;)P(B;).

Napadewypa: Teot moAvypadou. Eotw — eival n €voelén touv noAvypaddou
OTL TO UTTOKE(MEVO eime PEpata, + elval n €vdelen tou moAuvypadou OtL To
UTtOKELEVO lmte aAnBeLa, L To evOEXOUEVO TO UTTOKELLEVO VAl ELTIE OVTWC
JEpata kat T to evbexopevo va eime oviwe aAnBeta. Epeguveg €xouv deiel
OtL P(—|L) = 89%, P(+|T) = 90%. YrnoBtovtoc ot P(T) = 95%, o1l
dnAadn oL avBpwrol Aéve aAnBela pe peyain mBavotnta, UTOAOYLOTE TO
P(L|-)



lotopikec MBavotntec MNtwyevonc — Hazard Rates

ATtO TOV TTivaoKal UTTOPOUE va UTtOAOYiooUE TNV TiBavotnTa Evol OpOAoYoO,
yla tapadeypa Caa, va mtwyxevoeL kata tnv dtapkela touv 3ou £touc: 39.709
—30.204 = 9.505%.

Autn elval pla adcéopeutn rBavotnta mtwyxevong (unconditional default
probability).

H mBavotnta va pnv mTtwyeVOoEL AUTO TO OMOAOYO HEXPL TO TEAOC TOU 20U
£€Tou¢ lval ton pe 100 —30.204 = 69.796%.

Eav B€Aoupe va umoAoyilooupe tnv riBavotnta vo MTWYXEVOEL TO OOAOYO
Tov 30 Xpovo, dedopEvou OTL Oev €XEL MTWYXEVOEL TA 2 TIPWTA Xpovia, Ba
MPETEL va. uTtoAoyiooupe tnv deopevpevn rBavotnta (conditional default
probability): 0.09505 / 0.69796 = 13.62%.



lotopikec MBavotntec MNtwyevonc — Hazard Rates

Eav Béloupe va umoloyiooupe tnv deopevpevn mBavotnta ylo €va oAU
ULKPO XPOVLKO Slaotnua At (kat oxL yia 1 €To¢ OMwE 0To MAPASELYUA TNG
nponyovpevne dtadavelacg), Ba umoloyicoupe 1o hazard rate n default
intensity.

To hazard rate A(t), oto xpoviko onpeio t, opiletal wote n noocotnta A(t)At va
elval n mBavotnta XpeoKomiag HETAED TWV XPOVIKWV ONUElwV t Kot t+At,
dedopEvou OtL Hev £XEL UTIAPEEL XPEOKOTILAL LETAEY TWV XPOVIKWV onueiwv O
Kol t.

Eav V(t) elvat n aBpolotikn mBavotnta n €Talpeia va pHnv MTwWYXEVOEL LEXPL
TO XPOVIKO onueio t, n adgopevutn mBavotnta Xpeokormiag HeTa€L t kat t+At
elvat n: [V(t) = V(t + At)].

H riBavotnta xpeokoriag petaly t kot t + At, Sebopévng TNG KUN-XPEOKOTILOG
nExpLto t, etval n: [V(t) — V(t + At)] / V(t).



lotopikec MBavotntec MNtwyevonc — Hazard Rates

JUVETIWG LOXVEL OTL:

V(t+AD) -1 (1) A7)

V)y=V(t+Ar)
0 = A1) At A ~

Maipvovtac Ta opla:

AV (¢)

SEI040

ATto to omolo: V(t) =e o
Opilovtac wc Q(t) tnv mBavotnta xpeokomiog ewc 1o onueio t, Q(t)=1 - V(t):

O =1-¢ W% A O(t) =1 7"

Ormovu i(t) To Y€oo hazard rate petaél tov onueiov 0 kol Tov onueiov t. 15



lotopikec MBavotntec MNtwyevonc — Hazard Rates -
Noapadeypa

‘Eotw oOtL to hazard rate eival otaBepo kal ioo pe 1.5% 10 £T0C.

H miBavotnta mtwyevong LEXPL TO TEAOC Tou 1ou £Touc eival:
1-e7001>*1 = 0,0149.
H mBavotnto mtwyevong LEXPL TO TEAOC TOU 20U £TOUC £lval:
1-e700152 = 0,0296.

H mBavotnta mtwyevong HEXPL To téAog tou 3ou, 4ou & 50u €toug, eival
0.0440, 0.0582 kat 0.0723, avtiotowya.

H adcopeutn mboavotnta xpeoKomiag Kot tnv SlapKkela tou 40U £TOUC,
elvat n: 0.0582-0.0440 = 0.0142.

H Seopeupevn rmBavotnta XPEOKOTILAG KATA TNV SLAPKELX TOU 40U €TOUC
(6nAadr) bedopévou tou OtTL Hev €xeL UTTIAPEEL XPEOKOTILOL LEXPL TO TEAOC TOU
30u £€touc), elvar n: 0.0142 / (1 — 0.0440) = 0.0149.
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Recovery Rates — Nocootd Avaktnong

Y€ TEPLMTWON XPEOKOTILOG LLOG ETALPELOG OL TILOTWTEG TNG KAVOUV QTTOLTNTEC
TIC 0PELAEC TNC ETALPELAC TTPOC QLUTOUC.

Kamolec d¢opec yivetal avadlopydvwon TnG ectalpsioe HE HEPLKA
QTTOTIANPWH TWV TILOTWTWY, VW AAAEC POPEC N ETOLPELX PEVOTOTOLELTOL
Kal o umelBuvoc dopeac mpoomabel vo amolnuUlwosl 600 1o Suvatov
TIEPLOOOTEPEC OTO TLC ATIOLLTNOELC.

KAmoleg amalttoeLg £XOUV MPOTEPALOTNTA EVOVTL AAAWV.

O puBuoc avaktnong opiletat WG N TWWA TOU OMOAOYoU, OTWC
Stampaypatevetal 30 nNUEPEC META TNV TTWXEUON, WC TOOOOTO TNC
OVOUOOTLKNG Tou atlac (face value).



Recovery Rates — Nocootd Avaktnong

2tn Baoweia Il xpnoiwuomoleital n €vvola tou Loss Given Default (LGD),
dnAadn anwAela (o % tn¢ aéiac tou opoAoyou) dedouévou Tou OTL UTNPEE
XPEOKOTILAL.

Yuvenwc: Recovery Rate =1 — LGD.

Ta mMooooTtd OVAKTNONC €XOUV ONUOVTLKA OPVNTLK) OUOYETILON HE TNV
nBavotnta xpeokomiac. AnAadr), otav n mBavoTnTA XPEOKOTILAC E£lval
vPNAR TA TTOCOOTA AVAKTNONG Elval XonAa!

AUTO onuaivel OTL Eval KOKO £€TOC yLaL TNV TiBavoTnTa Xpeokormiag, eivol Suthd
Kako ylati 6o ouvodevetal amo xapunAo puOuo avaktnongc.



Recovery Rates — Nocootd Avaktnong

Class Ave Rec Rate (%)
First lien bank loan 65.8
Second lien bank loan 29.1
Senior unsecured bank loan 47.8
Senior secured bond 50.8
Senior unsecured bond 36.7
Senior subordinated bond 30.7
Subordinated bond 31.3
Junior subordinated bond 24.7

Source: Risk Management and Financial Institutions 3e, Chapter 16, Copyright @ John C. Hull 2012
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Credit Default Swaps - CDS

H ayopad twv CDS €xeL avénbel mapa moAU amo ta TEAN TNG OEKAETLAC TOU
1990.

Eva CDS eivat €va ocupPololo-acpAAela, TO OO0 OTMOTANPWVEL OF

nepilmtwon mtwyevong piag etatpeiog (Q KoL evog KpAtoug).

H etatpeia tnv omoia adopd to CDS ovouadletal reference entity (ovtotnta
avadopAc) evw TuXOV TTWYEUONR TNG ovopadletal credit event (MIOTWTIKO

YEYOVOC).

Aeltoupyla: e TePUMTWON TILOTWTLKOU YEYOVOTOG, O ayopaotng twv CDS
(6nAadn tng aodaAelag) €xeL To Sikalwpa vor TTOUAACEL TA OXETLKA OpOAoya
otov nwAntA twv CDS, otnv ovopaoTikr) toug T (face value). O mMwANTAC
Twv CDS eilval UTOXpPEWMEVOC va ayopACEL aUTA TA OpOAoyo OTnv
OVOMOOTLKA TOUG TLUA.

H ouvoAwkr) ovopooTiky aflo Twv OHOAOYWV TOU UImopouv va TtouAnBouv
HLEoA oTto cupPBoAalo eival yvwotr we notional principal.



Credit Default Swaps - CDS

O ayopaotr¢ twv CDS H Sdopn evog CDS.

MAnpwvel meplodikd eva

aodaAloTpo oTOoV MWANTH \

twv CDS. -

90 bps per year

Default i Default
Protection Protection
Buyer, A < Seller, B

Payoft if there is a default by
reference entity=100(1-R)

R: Eival n afia Twv MTWYEUVHEVWY OLOAOYWV 0TV ayopa, OLLECWCE ETA THV MITWYEVON.

Source: Risk Management and Financial Institutions 3e, Chapter 16, Copyright @ John C. Hull 2012
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Credit Default Swaps — CDS - Mapadeypa

Eotw OTL 2 aviloupPardopevol umoivouv oe eva 5-etéc CDS, oTLC
20/12/2016.

To notional principal (ovopaotiko kepdaAaro) eivat €100ek.

O ayopaotnc tou CDS Ba mAnpwvel 90 b.p. ava €toc (oe TPLUNVLIOLEG
dooeLc).

b.p. : povadecg Bfaong, 1 b.p. =0.01%

H d6on tou CDS umoAoyiletal pe to % ava £€1o¢ Kal peta diatpeital dwa 4
yla va kaBoplotel n tptpnviaio doon.

2to CDS tou Slaypappoatoc, v dev umtapxel credit event, o ayopooTtic
dev naipvel kamola anolnuiwon, aAAd TTANPWVEL 0TOV TWANTA TEpimou
€225,000 10 Tplunvo. (ouvnBweg uUTAPXOUV  TIPOKAOOPLOUEVEC
NUEPOUNVLEC TANPWHWYV, OTIWC YEVLKA OTA TIALPAYWYQL).

Eav umdapéel KATOLO TILOTWTILKO YEYOVOC, O ayopaotnc Ba Adfel €va
ONUAVTLKO TT00O WG anolnuiwon.



Credit Default Swaps — CDS - Mapadeypa

Ac umobgooupe OTL 0 ayopaotng, €Oomolel Twv TWANTA yw £va
TILOTWTLKO Yeyovoc otic 20/5/2019 (5 punRvec péoa otov 30 XpOvo).

Eav to cupBoAlato mpoBAEmnel duolkn mapadoon, o ayopaotnc tou CDS
Ba €xeL to Skailwpa va ouAnosl oto nwAnt tou CDS, opoAoya tou
reference entity, pe ovopaotiki tun €100k, yio €100&k.

Eav, omwc¢ elval Kal To 1o ouvnBLopEVO, UTIAPXEL OLOLKAVOVIOMOC WE
LETPNTA YLa TNV Stadopd Twv aélwv, uTtoAoyiletal To recovery rate Kot o
NwANTAC tou CDS mAnpwvel tTn dtadopa.

Ac¢ umoBéooupe OtL TO recovery rate eival €35ek. yia kaBe €100¢k.
OVOUOOTLKAC aélac.

AutO onpaivel otL o MwAntA¢ tou CDS Ba mpémel v TANPWOEL OTOV
ayopaotr tou CDS, €100k — €35ek = €65¢K.



Credit Default Swaps — CDS - Mapadeypa

Ol MANPWHEC Ao Tov ayopaoth otov MwAntA tou CDS otapatdve otav
UTTAPXEL TILOTWTLKO YEYOVOC.

MNopoAa autd, o ayopaoTtnC Ba MPEMEL val TANPWOEL OTL OVTLOTOLKEL o
v 600N Tou TPLUAVOU TtIou ouvERN To credit event.

Y10 mopadelyud pag, to credit event cuvePn otic 20/5/2019.

Edv n teAevtaia mAnpwun mpaypatonowndnke ot 20/3/2019, tote o
ayopaoTnC Ba MPEMEL va MTANPWOEL TO AvVTioTowo AocPpAALOTPO yla TNV
neptodo 20/3/2019 péxpt 20/5/2019 (nepimouv €150,000), AN KOULA
AAAN TTANPWUN.



Credit Default Swaps — CDS - Mapadeypa

To GUVOALKO TTOCO TIoU TANPWVEL 0 ayopaotng tou CDS otov mwAntn, HEoa
0€ €va XPOVO, WC TTOCOOTO TOU OVOMAOTIKOU TtoooU, £lval yvwoto w¢ CDS
spread.

Yriapyxouv CDS mmoAAwV S1o.dbOpPETLKWV XPOVIKWVY TIEPLOSWV.
2 NUAVTLKO yla €val CDS eival o oadric oplopog tou credit event.

2uvnOwc gival n aduvapia MANPWHAC eykaipwc piag doong (evog koumoviov
€AV €lval opoAoyo), n avadldpBpwaon Tou XPEOUC N N XPEOKOTILAL.
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Credit Spreads

Credit spread: Eival n emutAéov emitoklakn anodoon ava £To¢ ToU AToLToUV
oL EMEVOUTEC YL Vol AvaAABOUV KATIOLOV CGUYKEKPLUEVO TILOTWTLKO Kivouvo
(credit risk).

Ta CDS spreads sival €vac tumoc credit spread.

‘Evac aAAog tumocg sivat ta bond yield spreads: n dtadopd tng amodoonc
LETAEL EVOC ETALPLKOU OLLOAOYOU Kl EVOC Katd Tt dAAa (&lou opoAoyou mou
Opwe Hev €xeL kKivduvo.

Ta CDS spreads yLo €va opOAoyo yevika Ba mpemel va eival toa pe ta bond
yield spreads.



Credit Spreads - MNMapadeypa

‘Eva CDS pmopel va xpnotpomnolnBet ywa va avtiotabulotel o kivbuvog amo
lia O€on oe €va opodAoyo.

Eotw OTL €vag emevOuTnC ayopalel Eva 5-eT1€¢ opoAoyo pe anodoon 7% to
XPOVO (TAVW OTNV OVOMOOTLKN TOU TLUN) Kot TNV OLa otypun ayopalel eva
CDS mavw oto (6o opoloyo (N mavw oto afloXpeo TOU E£KOOTN TOUL
OUOAOYOU), UE OVOUOOTIKA TLUN Ol pe tnv ala Tou OMOAOYyoU Kol HE
nAnpwun 2% tov Xpovo.

MropoUUE va TTOUME OTL QUTH OTPOTNYLKA HLETATPETEL, OE VEVIKEC YPOAULUEG,
TO OLLOAOYO O€ £va oplOAoyO XwpLic kivouvo.

Edv 1o opoAoyo dev mtwyevoel o emevduTn¢ Oa amokouilel 5%/€toc.

Edv o ek6OTNC TOU OOAOYOU TITWYXEVCEL, 0 €MeVOUTAC Ba amokouilel 5% wcg
TO XPOVLKO onUelo TNC xpeoKkoTiag, aAld dev Ba xAdoeL to KePAAALO TOU.

To kedbAAald TOU WUIMOPEL ywa TO UTOAouto Slaotnua Twv 5 €Twv va Tto
enevOUOEL O€ pHila eMEVOUON XWPLG Kivouvo.



Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads

OL mBavotnteg xpeokoriag (default probabilities) pmopouv va géaxBouv
arno ta credit spreads.

Napddewypa: Eotw OtL T0 5-eT£C credit spread (eite CDS spread, site bond
yield) yla pia etatpeia eival 2.4% kot OTL T0 recovery rate eival 40%.

O KATOXOG QUTOU TOU EUTOPLKOU OUOAOYOU aVOUEVEL (BewpnTIKA) va XAVEL
2.4% tov XpOvo AOyw XpEOKOTILOG.

Aebopévou tou recovery rate (40%), umopoU e va uTtoAoyicoupe pio péon
gTnola mbavotnta xpeokoriag yla pia nmepiodo 5 etwv, Sedopévou OtL Hev
EXEL TTWXEVOEL VWwpLtEPA TO OpOAOYO:

s(T)
1—R

A=

s(T) elval to credit spread yia pia tepiodo T, R eival to recovery rate kat A
gelval o p€ooc puBuoc xpeokormiag (hazard rate) petau tou Ypovikou
onpeiov 0 Kal Tou Xpovikou onpeiou T.



Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads

* JTO MOPASELYUA HOC, O LECOG ETNOLOC PUBLOC XpEOKOTILOC YL TNV ETALPELQ
nov adopa to credit spread eivat:

 0.024 / (1 — 0.4) = 0.04 (4%, ava €toc, Sbebopevou OTL dev €xeL UTTAPEEL
vwplitepa xpeokortia).

* Eav €xoupe otnv 6waBeon pog credit spreads ywa dtadopetikd maturities
UIopoU e va uTtoAoyioou e €va term structure amo hazard rates.
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads - MapadeLlypa

‘Eotw otL tat CDS spreads eivat 50, 60 kat 100 b. p. yia taptlkd opoloya 3-,
5-, kat 10-eTwv, avtiotowa. (tng idlac etatpeiog)

‘EOTw aKOUN OTL TO QVOLLEVOLEVO recovery rate gival 60%.
Average hazard rate (3-year): 0.005 / (1 —0.6) = 0.0125 (1.25%)
Average hazard rate (5-year): 0.006 / (1 —0.6) = 0.015 (1. 5%)
Average hazard rate (10-year): 0.01 /(1 - 0.6) = 0.025 (2.5%)

ATIO QUTO, UTOPOUKE va UTTOAOYLOOUME OTL O MECOC PUBUOC XPEOKOTILOG
neta€L 3ou Kkat 5ou €toug, sivat: (5*0.015 — 3*0.0125) / 2 = 0.01875
(1.875%).

O pEoog pubpoc xpeokoriag petaél 5ou kat 10ov €toug, sival: (10*0.025 -
5*0.015) /5=0.035 (3.5%).
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

Ta mapanavw doulevouv kala otav to credit spread eival to CDS spread,
N otav eival to bond yield— apkel n TLpn Tou opoAdyou va eivatl Kovtd otnv
OVOMOOTLKA TOU TLUN.

YriapxeL €vog akplBEotepoC TPOMOC UTIoOAOYLOopMOU TNG Tibavotntog
XPEOKOTILOG, OTAV N TIMA TOU OLOAOYOU QTTEXEL OO TNV OVOLOOTLKA TOU
TLUA.

Napddewypa: Eotw 5-et€¢ opoAoyo pe ovopaotikn tipni 100, to omoio divel
KOUTIOVL 6% 10 £T10CG (TO omoio MAnpwVEL ava 6-pnvo) Kat otL N anodoon tou
opoAoyou (yield) eivat 7% ava £€toc (Le CUVEXHN OVATOKLOMO).

‘Eotw akopn otL n amodoon evog MapoOUoLoU OpoAOYyoU aAAd xwpig Kivbuvo
elval 5% ava €toc (emiong pe ouvexn avVATOKLOUO).
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

Ta vyields poac &ivouv tnv mAnpodopiat yla TIC TPEXOUOEC TLUEC TWV
oloAOYWV (gav epappocoupe ta yields otnv mpoeéddAnon Twv powv Twv
OHOAOYwWV oL mapouoeg aélec mou Ba AdBoupe Ba ival oL TPEXOUOEC TLLEG
TouG): 95.34 kat 104.09.

H oavapevopevn amwAelo omod Xpeokormio yia tnv 5-etr] Sudpkela tou
opoAoyou pe kivbuvo, eival: 104.09 —95.34 = €8.75 (ava €100 atiog).

AC uTtOBECcOUE — Yla EUKOALOL — OTL N AOEOUELTN TILOAVOTNTA XPEOKOTILOG
glva n dla yla kaBe €toc kot ton pe Q.

AKOUN, UTTOBETOULE — TIAAL VLo EUKOALDL - OTL N XPEOKOTILAL UIMOpEL vat cu et
otou¢ OLakpttoug xpovoug 0.5, 1.5, 2.5, 3.5, kat 4.5 yxpovia (mpwv TV
MANPWHA TOU KOUTtovLoU).

Antodoon xwpic kivbuvo 5% (ouvexnc avaToKLOMOC) Yot OAEC TIG OLAPKELEC
Kol recovery rate ioo pe 40%.
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

MrmopoUpe va uttoAoyilooupe TNV anmwAegLla oo xpeokormia pe Baon to Q
(6nAadn pe Baon tnv adéopeutn mBavoTnTa XpEOKOTILAC).

ATIO TIC TIMEC TWV OHOAOYWV, YVWPLIOUUE TNV QVOUEVOUEVN OTIWAELD OO
XPEOKOTILAL.

JUVETIWC UITOPOUUE VO EELOWOOULLE Kol val AUCOUE w¢ Ttpog Q, Bplokovtog
NV mBavotnta Xpeokoriag armo ta dedopeva.

[l kKABe mBavo onpeio xpeokormiag, 6a umoAoyiloupe tnv mapovoa asia
TOU KOOTOUG XpeoKoTtiac (w¢ cuvaptnon tou Q).

TNV oUuvEXela, Ba abpoicoupe TIC TAPOUOCEC afleC ATO TA ETUEPOUC
XPOVIKA onuela mBavnc xpeokoriag, uroAoyl{ovtac To CUVOALKO KOOTOC
Xpeokoriac, emiong pe faon to Q.

AuTO Ba To EELOWOOULE, LLE TO KOOTOG XpEOKOTILAC o To bond yield spread
(€8.75) yLa va Bpoupe to Q.
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

Oa doupe MWC AELTOUPYEL yLa Eva XpOVLIKO onuelo, €éotw ta 3.5 xpovia.

H avapevopevn aéio evoc opoAoyou xwpic kivbuvo ota 3.5 xpovia sivat:

3+ 3700505 4 307005410 4 103 70-05+15 = €104.34

H anwAela dedopévng tng xpeokormiag sivatl n dtadopd petafl TLUNG Kot
recovery rate: 104.34 — 40 = €64.34.

H mapovoa afla tng amwAeswag dedopevng tng xpeokormiag eival 54.01,
OUVETIWCE N OVOLLEVOUEVN amwAELa Elval To yivopevo: 54.01Q.
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Exktipnon mbavotntac xpeokormiac aro ta Credit

Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

Time | Def Recovery Risk-free Loss Discount PV of Exp

(yrs) | Prob Amount Value Factor Loss
0.5 0 40 106.73 66.73 0.9753 65.080
1.5 0 40 105.97 65.97 0.9277 61.200
2.5 0 40 105.17 65.17 0.8825 57.520
3.5 0 40 104.34 64.34 0.8395 54.01¢0
4.5 0 40 103.46 63.46 0.7985 50.670

Total 288.480

Source: Risk Management and Financial Institutions 3e, Chapter 16, Copynight © John C. Hull 2012
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Exktipnon mbavotntac xpeokormiac aro ta Credit
Spreads — AkpLBEoTEPOC UTTOAOYLOUOC

e Juvenwc: 288.48Q = 8.75, apa Q = 8.75/ 288.48 = 3.03%.
e AUTA £lval n mBavoTnTa XpEOKOTILAC.

* MrmnopoUpe va:
* OEWPrOOUUE OTL OL XPEOKOTILEC UITOPOUV va. cupfaivouv cuyvotepa.

* Qswprijoovpe OtL Oev elvol otaBepny n adeéopeuvtn TBAvOTNTA
Xpeokortiag, aAAd va uttoB€ooupe otabepod hazard rate i kamota dourn)
otnv dlaxpovikn HeTa oA TNE mBavoTNTOC LECO OTOV XPOVO.

* Xpnotpomotlyooupe SLadpopeTIKA OpOAoya yLa VoL SNULOUPYHOOUUE EVal
term structure amno mBavotnTeC XpeoKoTiac.
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Real World Vs Risk Neutral Default Probabilities

e OL IBaVOTNTEC XPEOKOTILAC TTOU €EAYOUE ATIO TIC TLUEC TWV OMOAOYWV N
and ta CDS eival risk-neutral default probabilities (7 implied default
probabilities).

* Ta HOVTEAQ TO OOl XPNOLUOTIOLOUE WOTE VA €EAYOUME TLC TILOAVOTNTEG
QUTECG, Bewpouv OtL ol emevduTeg ival risk neutral, dnAadn dev armattolvv
neyaAutepn anodoon yla tnv avaAnyn Kivduvwy.

e J10 Tponyouuevo napdadelypa, mpoesopAnoape pe to risk-free rate, otav
oTNV MPAEN oL ETEVOUTEC Umopel va arattolv peyaAutepn anodoon.
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Real World Vs Risk Neutral Default Probabilities

* OL TBavotnteg Xpeokormioc mou uttoAoyilouvpe amod Lotoplkd dedopéva
elvai ot real world default probabilities (i physical default probabilities).

e JUyKplon: 7 year hazard rates from the Moody’s data (real world default
probabilitites) Vs 7 year default intensities from Merill Lynch data (risk
neutral default intensities). (emopevn dtadavela)
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Real World Vs Risk Neutral Default Probabilities

Rating Historical Hazard Rate | Hazard Rate from bonds | Ratio Difference
(% per annum) (% per annum)
Aaa 0.03 0.60 17.2 0.57
Aa 0.06 0.73 11.5 0.67
A 0.18 1.15 6.5 0.97
Baa 0.44 2.13 4.8 1.69
Ba 2.23 4.67 2.1 2.44
B 6.09 8.02 1.3 1.93
Caa 13.52 18.39 1.4 4.87
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Real World Vs Risk Neutral Default Probabilities

[Moleg IBAVOTNTEC TIPETIEL VAL XPNOLLLOTIOLOU LLE TEALKA,

E€aptatol arnod to Tt O€Aoupe va UTTOAOYLOOUE.

[la AOyOouC OOTLUNONG TIOTWTIKWY TIOPAyWYywV ) yla TNV HETPNOoN tNng
enibpaonc tnc mBavoTNTAC XPEOKOTILOC OTIC TLUEC AAAWV TIEPLOUCLAKWVY
otowxeiwv: risk neutral default probabilities.

Otav kataokevAloupe oevapla yla TLC TOaVEC amwAELEC 0TO HEANOV aTto
XPEOKOTILEC, xpnolomolov e tic real world default probabilities.

AUTEC XPNOLLLOTIOLOUE KOLL YLOL TOV UTTOAOYLOMO TWV ETOTITLKWVY KEPAAALWV.
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