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Introductory Remarks

During the crisis, credit derivatives "enjoyed" particular attention by politicians, regulators 
and the media (as well as securitizations and structured credits).

Regulation, processing, standardization and central clearing of OTC derivative markets 
have been debated for years.

CDS sometimes became a sort of scapegoat for the financial market crisis (Buffet, 
Soros, Dinallo, Petersen, etc.). But not the instruments failed, investment strategies did.

“Naked” CDS long; opaque market; central counterparty clearing

The demise of Bear Stearns, Lehman Brothers and, last but not least, the bailout of AIG 
(Financial Products) put the industry under intense pressure to improve the resilience of 
the market with respect to counterparty risks.

Some not-so-constructive proposals are not yet entirely off the table, but much has 
changed during the past 11 months

"Financial regulatory overhaul", "Resilience of OTC derivatives market", ISDA, ICE
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From more than 100% annual growth to a 50% decline

Source: ISDA, UniCredit Research

CDS outstanding volumes (ISDA semi-annual primary member survey)
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Shrinking global CDS volumes indicate change in 1H08

Source: BIS, UniCredit Research

CDS outstanding volumes (BIS semi-annual G10 survey data)
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Gross market value surges to USD 5.7tn at YE 2008

Source: BIS, UniCredit Research

Global CDS gross market values (BIS semi-annual survey data)
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CDS gross market value grows at fastest pace

Source: BIS, UniCredit Research

Global OTC derivatives gross market values (BIS semi-annual survey data)
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DTCC covers about 80% of the market

Source: ISDA, DTCC, UniCredit Research

ISDA semi-annual primary member survey compared to DTCC TIW data
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Premium Leg

Default Leg
Effective Date Maturity Date

Premium Payments

Single-name CDS – The most simple contract

(A) No default event

(B) Default event

Premium Leg

Default Leg
Effective Date Maturity Date

Default Payment
(1 – Recovery)

Accrued Premium
at Default
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Index CDS – The cornerstone of CDS liquidity

Example with two default events

Reference notional

Effective date Maturity date

Reference notional will 
be reduced by 1/125

Default payment
(1 – Recovery)/125

Reduced premium payments

Effective date Maturity date

Premium leg

Default leg
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Credit derivatives referencing corporate and sovereign credit risk

Risk type

Credit Default Swaps (CDS)
Digital Default Swaps (DDS)
Forward CDS
Constant Maturity CDS

Linear 
Spread 

Risk

Single-name Portfolio

CDS Indices (iTraxx, …), Futures
Bespoke Linear Baskets
Dynamic Leverage Note (e.g. CPDO)
CPPI Structures

Default
Correl.

First-to-Default (FTD) Baskets
Index Tranches (iTraxx, CDX)
(Bespoke) Coll. Debt Obl. (CDO)
CDO^2
Equity Tranches, POETs, Tranchelets

Credit Default SwaptionsSpread
Volatility

CD Swaptions, Variance Swaps
Options on Futures / TR Locks

Hybrid Capital (Financials/Non-Fin.)
Sub CDS, Equity Default Swaps
Capital Structure Arbitrage

Hybrid
Risk

First-to-Trigger Baskets on EDS
Collateralized Fund Obligations 
(CFO)
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Outstanding CDS volumes continue to shrink in 2009

Source: DTCC, UniCredit Research

Aggregated CDS gross volume (DTCC trade information warehouse, weekly data)
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Dealer vs. customer – Who buys CDS?

Source: DTCC, UniCredit Research; effective date: 18 September 2009

Global CDS breakdown by CDS type, CDS buyer and seller (DTCC)
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Investment-grade CDS indices are most liquidly traded

Source: DTCC, UniCredit Research; effective date: 11 September 2009

Gross notional: Break-down by index/index tranche family
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Index-CDS standardization facilitates trade compression

Source: DTCC, UniCredit Research

Aggregated index CDS gross volume (DTCC TIW, weekly data)
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The fingerprints of index-portfolio compression trades

Source: DTCC, UniCredit Research; *DTCC only releases data for a particular index series if a minimum activity level is reached within the respective week.

New-trade volumes of iTraxx Europe Main, index & tranched-index (not complete*)
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During the crisis sovereign and financial CDS gained in importance

Single-name corporate and sovereign CDS: breakdown by sector and CDS seller

Source: DTCC, UniCredit Research; effective date: 18 September 2009
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iBoxx € Corporates credit risk – Cash outweighs CDS

Source: Markit, DTCC, UniCredit Research; effective date 24 July 2009; CDS volumes for iBoxx-DTCC entities and single-name CDS only; 
iBoxx-DTCC entities are iBoxx € issuers which are also listed among the most important single-name CDS reference entities by the DTCC TIW 
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CDS market only became illiquid in 4Q08

iTraxx Europe index skew (index fair value vs. traded spread)
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Are single-name CDS for trading or hedging?

Aggregate single-name contract volume by maturity

Source: DTCC, UniCredit Research
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Single-name CDS market activity: Staying liquid vs. cash-hedging
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Single-name CDS market activity: 5-year is king
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CDS central counterparty – A simple notion that bears subtleties

A clearinghouse acts as the buyer to every seller and seller to every buyer, reducing the 
risk of a counterparty defaulting on a transaction. It also provides one location for 
regulators to gain insight into traders’ positions (and possibly their prices).
Assuming the existence of 2 CCPs and around 20 major dealers, the number of bilateral 
relationships is reduced from 190 to 40 by using the CCP CDS settlement model.
The schematic view depicted above hides the complexities that are associated with 
switching from one regime to the other: Credit event settlement, efficient and prudent 
margining/risk management, trading model.

Major CDS DealerMajor CDS Dealer
Central Counterpart Major CDS DealerCentral Counterpart Major CDS Dealer

Purely bilateral trading and settlement Central counterparty clearing of CDS

CDS central counterparty
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ICE Trust US cleared USD 2.1tn CDS to date

Source: ICE Trust US, ICE Clear Europe, UniCredit Research
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On-the-run iTraxx Europe avg weekly turnover exceeds EUR 40bn

Weekly turnover in the most liquid euro-denominated CDS: iTraxx Europe S11

Source: DTCC, UniCredit Research
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On-the-run iTraxx Europe avg weekly clearing volume is EUR 20bn
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"G15" committed to clearing 80% of historic "eligible" CDS by Oct.

Source: DTCC, ICE Trust US, ICE Clear Europe, UniCredit Research; effective date is 18 September 2009
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How many single-name CDS will be offered by CCPs?
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Top-500 CDS references (indices, single-names) represent ~80% of gross volume
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Buy-side access to central clearing will be launched in October 09

Non-dealers get access to ICE via account seggregation, separating the customers' 
margin payments and positions from those of their dealers.
Who is eligible to become an ordinary clearing member?
How many clearing houses will emerge for CDS?
Will regulators sanction bilateral trades among non-dealers?

Source: ECB, UniCredit Research
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Disclaimer

The information in this publication is based on carefully selected sources believed to be reliable but we do not make any representation as to its accuracy or completeness. Any opinions herein reflect our judgement at the date hereof and are 
subject to change without notice. Any investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. Any reports provided herein are provided for 
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publication is intended to create contractual obligations on any of the entities composing UniCredit Markets & Investment Banking Division which is composed of (the respective divisions of) Bayerische Hypo- und Vereinsbank AG, Munich, 
Bank Austria Creditanstalt AG, Vienna, and UniCredit S.p.A., Rome.
Bayerische Hypo- und Vereinsbank AG is regulated by the German Financial Supervisory Authority (BaFin), Bank Austria Creditanstalt AG is regulated by the Austrian Financial Market Authority (FMA) and UniCredit S.p.A. is regulated by 
both the Banca d'Italia and the Commissione Nazionale per le Società e la Borsa (Consob).
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and/or UniCredit CAIB Securities UK Ltd. and/or UniCredit CAIB UK Ltd.) who (i) have professional experience in matters relating to investments being investment professionals as defined in Article 19(5) of the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2005 ("FPO"); and/or (ii) are falling within Article 49(2) (a) – (d) ("high net worth companies, unincorporated associations etc.") of the FPO (or, to the extent that this publication relates to an unregulated 
collective scheme, to professional investors as defined in Article 14(5) of the Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 and/or (iii) to whom it may be lawful to 
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available to Relevant Persons or will be engaged in only with Relevant Persons. Solicitations resulting from this publication will only be responded to if the person concerned is a Relevant Person. Other persons should not rely or act upon this 
publication or any of its contents. 
The information provided herein (including any report set out herein) does not constitute a solicitation to buy or an offer to sell any securities. The information in this publication is based on carefully selected sources believed to be reliable but 
we do not make any representation as to its accuracy or completeness. Any opinions herein reflect our judgement at the date hereof and are subject to change without notice. 
We and/or any other entity of the UniCredit Markets & Investment Banking Division may from time to time with respect to securities mentioned in this publication (i) take a long or short position and buy or sell such securities; (ii) act as 
investment bankers and/or commercial bankers for issuers of such securities; (iii) be represented on the board of any issuers of such securities; (iv) engage in "market making" of such securities; (v) have a consulting relationship with any 
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Notwithstanding the above, if this publication relates to securities subject to the Prospectus Directive (2005) it is sent to you on the basis that you are a Qualified Investor for the purposes of the directive or any relevant implementing legislation 
of a European Economic Area ("EEA") Member State which has implemented the Prospectus Directive and it must not be given to any person who is not a Qualified Investor. By being in receipt of this publication you undertake that you will 
only offer or sell the securities described in this publication in circumstances which do not require the production of a prospectus under Article 3 of the Prospectus Directive or any relevant implementing legislation of an EEA Member State 
which has implemented the Prospectus Directive.

Note to US Residents:
The information provided herein or contained in any report provided herein is intended solely for institutional clients of UniCredit Markets & Investment Banking Division acting through Bayerische Hypo- und Vereinsbank AG, New York Branch 
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