ENOTHTA 5: METPH2H KAI AIAXEIPI2H
[TI2TQTIKOY KINAYNOY MEPO2 T

DPs From Equity prices- Ymodewypo R.Merton
Yriodewypa KMV —Distance to Default



YTrodsiypata AIKAIWHNATWY

= XpnoiyoTroinon uEBOOWV QATTOTIMNONG
OIKAIWMATWY VI TNV acioAoynon Tou
OIKAIWMATOC aBETNONG

= XpNOIYJOTIOIEITAlI ATTO TNV TTAEIOVOTNTA TWV
MEYOAWV TpaTTE(WV VIO TNV TTAPOKOAOUBNON
TOU TTIOTWTIKOU KIVOUVOU

* To utTedEIYUa QUTO TIPOOPEPETAl ATTO TNV

KMV Corporation o€ supegia KAipaka




A10pOpOTIKA VTOOELYLOLTO

»E. AMwopBpotikd vrodeiypata
— To vrdoeryua tov Merton (1974)
— To vrdoerypa tng KMV (Moody's)



A10pOpOTIKA VTOOELYLOLTO

» C=f(S, T, X, 1, 6g) otn Anén C=max(S-X,0), ¢ = tyun dikanodpatog ayopds, S =aia
VITOKEIUEVOL (LETOYNG), X= TIUN EEACKNONG, I=EMITOKLO Y®PIC Kivouvo




A10pOpOTIKA VTOOELYLOLTO

» "o ka0e (Loylevuévn) eTaipeion TOL €YEL GLVAWEL OAVELD
TOV 07010V TO KEPAANL0 (OvouaoTiKn aéia) nall pe Toug
TOKOVG €ival (otn ANEN) D ko to omotlo Afyet o€ ypovo T,
1GY(VEL:

» A =S +D, A=evepyntiko ce tpéyovoa asio

» S = a&ilo Tov HETOYIKOV KEPOUAOioV Gg TpEYoVGa atio



A10pOpOTIKA VTOOELYLOLTO

» 21t Aén tov daveiov av A=A, S=0
> Av A =A,, Si=A,-D




METOXOI MOXAEYMENHXZ ETAIPEIAX

» Otav n emyyeipnon daveileTal YpNUOTE, OTNV OVGIN TEPVAEL OTA YEPLL TOV
OOVEIGTOV (KATOYOLS TOV OpoAoyi®mV). H 0¢on (xapTto@uAdKio) Tmv HETOY WMV
NG amoteAeital (1looovvauel) amd TNV TapovGa asiot TOL OUVEIOL (TN
OLoAOYI0G), KOO Kol Eval OTKAIMULA 0lyOPAS TTOV £YEL VTOKEIUEVO TITAO TNV a&ia
TOV EVEPYNTIKOV TNG ETOPELNG, TIUN EEACKNONG TO TOGO TOV 00VEIOL GTNV ANEN
(ovopaoTikn aéio OLOAOYING TEAKNG OTOO0CTG) Kot OLAPKELD 10T LE QLVTY) TOV
OOVELOV

» A&la petoyucov kepaiaiov: S=p(A,D,T,1,0,)



A10pOpOTIKA VTOOELYLOLTO

» P=g(S,T,r.X, og ), P=max(X-S,0) otn A&, P=tiun dicaudpatog
TOANGTG,




A10pOpOTIKA VTOOELYLOLTO

» Av A=A,, B.=D av A=A, By =A,, S=0, 6mov B= a&ia
OavVeELOV

B

A




2XEXH IXOAYNAMIAXZ AIKAIOMATON AT OPAX KAI
[TOAHXHX

>IN AN ———

(Xap/xiol:ayopd petoyng) S ST ST
(Xap/krol:ayopa put) P _
X-S, 0
(Xap/x102: ayopa call) C
0 S-X
(Xoap/x102: enévo. o€ OUOA. X X

yopig kivouvo) PV(X)

A&lo Xap/kiov 1 &2 ot X S
M !




PUT-CALL PARITY

» Amnd tov mivako otn AREN woyvel: SHP=C+X
» Ko 1 wooppomia arbitrage cuvenmdyeton Ot TPV T ANEN 1oy VEL:

» S+P=C+PV(X)
» AvticTtotya yio TNV LOYAELUEVT ETALPELNL
» A+P=S+D (6mov S avtictoryovue 10 A, 6mov C 10 S ko 6mwov X 10 D)
» A+P=S+PV(D), PV(D)=D/(1+r)

» AAAG A=S+B, 6mov B n mapovca a&ia tov D, pe emtdxio npoeEdpAnoNG TV
YTM, B=DeV?!

» S+B+P=S+PV(D) ka1 B= PV(D) -P



[t

» Mot 0dvelo o€ blue chip €xel yaunAo emtokio (amdooon);

» In the money call vs out of the money put



A LENDER’S VALUE

» O1 00VELOTEG TNG ETTLYEIPNONG TOLPVOLY GE AVTAAAAYLLOL TMV
YPNUATOV TTOL £0MGOV UL, OLOAOYIO YWpPic Kivouvo Kot TNV aéia
EVOG OTKOIMUATOC TMANGTG LE VTOKEILEVO TNV a&iol TOV EVEPYNTIKOD
¢ etonpeiog ( Tiun e€doknong X ko owapkela, T, Onwe oto call tov
LETOY V).

Av, A<D otoaveiotéc AapPavovv otn ANén tov oaveiov A =D-(D-

Ar)

omov -(D- Ap) n aila otn ANEN Yo TOV TOANT TOL OIKOLMUOTOG
twAinong max(0, X-S)



MERTON’S NOBEL

» To mocootd TOoL daveiov mov oev Ba elompaydel (Loss Rate)
KaBopileTar EvooyevmC Kot EEaPTATOL OO TNV 0&i0L TOV EVEPYNTIKOD,
TNV UETAPANTOTNTA TOL TO ETLTOKIO TNG OLYOPAS YOPIC KIVOLVO Kol
TV oo Tov oaveiov otn ANEN.

» [IiotoTikoc Kivouvoc 1600VVaUEL LE :

— 1 B<De !

— N =y-r>0, OOV y= EMTOKIO OAVEIOV KO T = TTPIU TIGTOTIKOV KIVOOVOL



MERTON’S NOBEL

» H owcovopukn a&io Tov kivdhvov ypeoxomiac eivat ion pe v aéia
TOV put otV a&iol TOL EVEPYNTIKOD

» B=PV(D) -P

» Av 0 00aveloTNC ayopdoel Eval TETO10 dikaimuo Toinong (X=D) t6te
Oa elompdcel 6T ANEN TV OVOUOCTIKT) oSl TOL daveEIOL Ue

BePardtnta (TANPNS avTIGTAO UGN TOL TIGTOTIKOV KIVOUVOL)



MERTON’S NOBEL

Time

Value oD assets AO AT<:D AT>D
Make loan | _B " A; D
Buy put |-P, D-Aq 0

Total




Merton’s model

» * [Tapatnpovue Ot

» 10 put &yl ceteris paribus, pkpotepn acio 0tav To 1 owENOel
(PV(X) ueiovetan).

» Emiong o011, avénomn tov r onuaivel miovme oavodiky] 01KovVo Ui Kot
GUVETMC YOUNAOTEPT THAVOTNTO ¥ PEOKOTIOGC.

» "ot ddvetlo og etanpia blue chip £yetl yaunAo emitoxkio (amodéd0oon);
» In the money call vs out of the money put



Epapuoyn te Oemploc 6Ty LETPNGT TOL
TLOTWTIKOD KIVOUVOU

> Av Tl 10100 KOt TOL OOVELOKA KEPAAOLO VTTOTILLOVVTOL OTNV
OELTEPOYEVT OYOPQ TOTE TO A O elvarl TopaTPNGLUN
LETOPANTN Ko TO VITOOELYHOL TOL Merton dueca
EQUPUOGIUO

» A = S+B.



A&la evepyNTIKOL, 101V KOl O0VEIK®OV

KeooAol@v kot volatilit

> Eotm 011 Tpelg ¢pidol daveilovron 80 v.u. Ko ETEVOVOVTOGS
TOL LTOAOTO, OO OTKA TOVG KEPAANO CEKIVODV Ul
emEvovon yoptoPuvAaxiov 100 v.u. yio 2 ypovia 0mOTE Kot
0o pELGTOTONGOLY TO YAPTOPLAAKLO XTOV 1 YPOVO
0.ELOAOYOVV TNV TTOPELN TNG EMEVOVOTC YL TUYOV QAANYT|

CTPUTNYIKNG



To mapdoctyna Tov LOYAEVUEVOL YOPTOPVAOKIOD
EMEVOVGEMV




Ao EVEPYNTIKOV, LOLOV KUl O0VELOKAOV KEQUAULOV Kot volatility:

Avaivon pe paon ™ Ocwplo amoTIUNGNS OIKULONATOV

» Eoto 611 1 a&ia tov yaptopurakiov eivar 80 (610 TEAOC TOL £TOVC)
» [lowa efvon 1 a&la TV 101mV TOLS KEQAAUI®V;

» [loinon tov yaptopuiakiov tpog 80 kot ayopd vEOL
YOPTOPLAOKIOV e vYNAOTEPN volatility (kootiCel 80)

» [Towo n a&ia TV Wiov kepalainv TOpa;




To mapdoctyna Tov LOYAEVUEVOL YOPTOPVAOKIOD
EMEVOVGEMV




Ao EVEPYNTIKOV, LOLOV KUl O0VELOKAOV KEQUAULOV Kot volatility:

Avaivon pe paon ™ Ocwplo amoTIUNGNS OIKULONATOV

» Ao mob mpogpyeTon n avEnon e ayopoiog aciog Twv 1dimv
KEPAAALIWOV;

» A@o¥ 1 a&ia Tov evepynTikoD eivon 80 TPEMEL VoL TPOEPYETAL OTTO
LEI®OT NG 0&ioc TV OOVEIOKOV KEQOUAOLWV



Altakopavon tov Evepyntikov kot Métpnon tov HIiotmtikov
Kivoivov

Anheuser-Busch

Market value of assets 28 ,7 52 . 1
Default Point 5 ’4 4,3

Market Net worth 23 ,3 47, 8
Asset Volatility 14% 33%

Default Probability per

0,02%

0.16%



KMYV - Distance to DeDault

MV Assets -Default Point

» Distance to Default=

MV Assets X Asset Volatility




DD

» H etoupio Anheuser-Busch anéyel mepimov 5,8 STDs oo
TO EMITEOO YPEOKOTLOC

» H etoupio Compaq anéyetl mepinov 2,8 STDs and to eninedo
YPEOKOTTLOC



DD

» H DD cvvovaler 3 petafAntég kKAedld yio tny LETPMOoN TOV
TLOTOTIKOV KIVOUVODL: TNV TPEYOVG 0o TOV EVEPYNTIKOV, TOV
EMVYEIPTULOTIKO KIVOLVO Ko TNV oavelokn enxidpuvon (LOyAsvon).

» O1 1pelc LeTaPANTEC AVTOVOKAODV TIC EMOPAGELS TOV TOUEN TN
OKOVOUiaG TOL HeEYEOOVC Kal TOV YEVIKOTEPOL TEPIPAAAOVTOG GTO
OTO10 OPUCTNPLOTOLEITOL 1] ETLYEIPNON.



DD

» H mBavotnta ypeoxomiog (PD) vroloyiletor auecsa amd
TNV omoctac™ oo TNV ypeokomia (DD) av n katavoun

milavotNTOV TG 0ElaG TOL EVEPYNTIKOV Elval YV®OGTN 1)
EUUEGO OV EIVUL YVOOTO TO TOGOGTO Ypeokomiag (the default
rate) yio ogoopEvn DD



KMYV’s Credit Monitor™ and Expected DeDault

Drequency- EDD™

» Extipnon ¢ tpéyovoog a&ilog Kol tne petofAntotnrog
(TLTIKNC ATOKAIGTG) TOL EVEPYNTIKOD U0 TNV TPEYOLCA
aclo Kol LETOPANTOTNTO TOV UETOYIKOV KEPAAALOV KO TNV
AOYIGTIKT] 0EL0 TOV VITOYPEDCEMV

» Ymoloyiouog twv DD xat EDF



EDD

Chrysler Motors Jan 1998

Market value of equity 22.572 bn Share Price X Shares
Book liabilties 49.056 bn Balance sheet

Market value of assets 71.994 bn Option pricing model
Asset Volatility 10% Option pricing model
Default Point 36.993 bn Liabilities payable 1 yr.
DD 4,8 (72-37) / (72X10%)

Empirical mapping




KMV

» YmoAoyilel Tnv extindpevn cvyvotnta ypeokoniog (Estimated Default
Frequency - EDF) mov otnv ovcia gtvar n mbavotnta ypeokomiog otn Paon
evoc voogtypatog BLACK-SCHOLES-MERTON:

» dA=p Adt+o, Adz
» S=N(d,)A-De" N(d,)
» 6.=(A/S)N(d,) o,
» H EDF amotelel pio eEE10IKELUEVT] YO0 KAOE EMYEIPNOT TOCOTIKT KATATAUEN
Ko €Ival cLVAPTNGT TNG KEPAANIOKNS 010pOpmong Kot TG ayopaiog aciog Kot
HETAPANTOTNTAC TOL EVEPYNTIKOV.



To BS otnv amotiunon HETOY®V Kl ¥PEOVS

» Toa ypageia a&toldynonc opordymv (bond rating agencies) émmc ot
Standard & Poor’s kot o1 Moody’s ypnoiponotovv o1dpopec nebodoroyieg
Y10, VoL 0ELIOAOYTICOVV TNV TIGTOANTTIKT TKOVOTNTA TOV ENyEPNoe®Vy. Ot
A€oV GLVNOELC Elvar ) 1 ¥P1IOT OTKOVOUETPIKMV/GTATICTIKMOV LeBOO®V
OOV TO, YOPAKTPLOTIKA TOV ENXLYELPTGEDV YPNOLOTOLOVVTL Y10 TNV
extiunomn g mbavotntog ypewkoniog Kot ) Oempntikd/uodnuatikd
HOVTELD TTOV OIvOUV EVOEIEELC Y10, TNV EMUKIVOLVOTITO TOV ETOUPIKOV
ypEovg. Kot o1 000 pebodoroyieg tedkd Ponbovv otnv opadomoincm twv
EMYEPTGEDV GYETIKA LLE TO PIGKO TOV OVTITPOGHOTEVOVV.

» Epgic 0o dodue Eva onUavTIKO LOVTELD OVTITPOCMOTEVTIKO TNE OEVTEPTC
Kkotnyopiac. Etvar pia epapuoyn tov vrooeiyuatog twv Black & Scholes.

» H e@appoyn tov povtélov yivetor ue Tnv mapadoyn 0T 1 eToupeio
(mepropioévng evBHVN Q) ExEl LOVO Eval TUTO ¥PEOVC TTOL Eivort OLOAOYOL
zero coupon wov Anyovv o€ ypovo T. Ot pé€royot e etaupeiog Oa eivorn
TPOYLOTIKOL 1OLOKTNTEC TOV KEQPAAOI®V TNG ETOPEING LOVO LETA TNV

QTTOTTAT|POUN TOV YPEOVG.




To BS otnv amotiunon HETOY®V Kl ¥PEOVS

>

Enouévmc Bo Oempnoovpe 0t ot petoyec (S) otnv etaipeio Lo 0tvouy to
owkaimua (call option) va amoktiioovue Ta Keeaioa (A) TG eToupeiac oV
aromAnp®covue to ¥peog (D=PAR). Na Quunbovpue tnv ALoyioTikn
eElomwon A =S + B omov B givar n mapovca aia tov ypéovg (D).

» To vmokeipevo ayafo Tov dikaudpUatog amdktnong (ayopds) eivor to
GLVOAIKA Ke@AAona TG eTatpeiog (A), n tiun e€doknong X eivon D
(=PAR) ka1 0 ¥pOvog ANENG TOL AIKAIMUATOS EIvVaL O ¥POVOS ANENG TOL
ypeoug T.

» T'a v ypnon tov vodeiypatoc Black & Scholes Bewpovue yvootod to
aKIvOUVO EMTOKLO (T) LE CLVEYT AVATOKICUO. Ae®POVUE OTL OEV
VITAPYOLVV UepicuaTa (TPAKTIKA OE@POVUE OTL TOL LEPICUATA ETEVOVOVTOL
Eavd otnv etaupein). H afePoromra (6) tov petafolodv 6to vTokeinevo
ayofo aopd To GLVOAIKA KEPAAOLO (KoL OYL TIC LETOYES OTTMC OTO!
oLV ON SIKOOUOTO GE UETOYEQ).

» Xnueiwon: ot cvpufolcuoi TG AOYIGTIKNG ££IGMONG TPOEPYOVTUL OO

A(Value of the assets) = S(Stocks) + B(Bonds)




To BS otnv amotiunon HETOY®V Kl ¥PEOVS

Y nevBopuiCovpe 1o mapadociokd vroderypa Black & Scholes (BS) ywa to dikaiopa ayopdc ¢ Evponaikon
Tomov, (X=D):

¢ = SN(d,) - Xe™ N(d,)

ne  d, = [In(S/X) + (r + 6%/2)T]/(cNT)

kon  dy=d, - VT =[In(S/X) + (r - 62/2)T)/(c\T)

To vrdoerypa BS 6mov n petoyn eivon Eva otkaiopo oto kepdiaio (V) tng etapeiog (av anonAnpwbet to
ypéoc ue PAR=D) eivou:

S = AN(d,) - De™T N(d,)

ue d, =[In(A/D) + (r + 6%/2)T]/(cNT)

kar  d,=d, - oVT = [In(A/D) + (r - 6%2)T]/(cNT)

e oyéon e 1o Tapadoctako BS gyvav ot alhayéc: xovpe v agio Tov HETOYIKOV KEPaAaiov S otV

0€om Tov dikadpATOS, Exovpe To TocO D otnv B€on ¢ Tiung e€doknong, Kal Ta GuLVOMKE KePaioa V
otV 0€om 1oV vVokeipevoL ayafov.

Xe ypovo T xar av V>D, anmonAnpaovetar o ypéoc D kat o1 pétoyot £xovv to A (1] TovAdve T0 A Ko €Yovv
A — D), dropopetikd £yovue ype®KOTIAL.



To BS otnv amotiunon HETOY®V Kl ¥PEOVS

Ap1OunTiKd mopdostypo:

D
A 5 (=PAR) v G T dl N(d1) d2 N(d2)

100 0 75 0.06 0.2 5 1.537704 0.937939 1.09049 0.862251

» Me 1o BS voroyilovue ta d1, d2, kArw. Kot tedikd v a&ia tov call = S (ko Tov put). Gvunbeite
Vv Aoyotikn e€icmwon A = S + B 6mov B &tvail 1 mapovoa a&ia Tov ypEove, EmoUEVOS oo Ta A Kot
S vroroyiCovue B and v oyéon B = A — S. dvoikd 1o B givon n mapovsa atia tov D
(TPoeEOPANUEVODL LE EMTOKIO TOVL TEPIAAUPAVEL EVOL TTPLLL Y10 TO PICKO).

call = S = 45.88608 put = 1.44745
A = 100 S = 45.88608 B = 54.11392 risky rate = 0.065279

» llwc vroloyicape To emtokio (riskyrate) mov mepiéyetl mpiu yio 1o pioko; Amo 1o B = Dexp(-
riskyrate™T) &yovue B/D = exp(-riskyrate*T) kon tehxd riskyrate = -[In(B/D)]/T



To BS otnv amotiunon HETOY®V Kl ¥PEOVS

» AM\o mapddstyuo pe peyorvtepn afepatdotnra “c”

D
A 0 (=PAR) r o T dl N(d1) d2 N(d2)
100 0 75 0.06 0.3 5 1.211475 0.887143 0.540655 0.705627
call = S = 49.50872 put = 5.070087
A = 100 S = 49.50872 B = 50.49128 riskyrate = 0.079137

» Av n afeparomta tov petafordv oto kepaioia (A) avEaveton TopaTnPovUE OTL M
aCilo TOV LETOYIKOV KEPAAOIOV ETIOTC AVEAVETAL EVO 1 OSI0L TOV YPEOVC UELOVETAL. AV
EMOUEVMC 1 O10iIKMNoM NG €TONPEiag EK TpoBEécemc avinaet tnv afePordtnta
(EMKIVOLVOTITA) TOV EXEVOVCEMV, AVEAVEL TNV 0&lo TOV UETOYOV €1C BApog TG atiog
TOV ¥PEOVS (TOV OUVEIGTOV).



To BS otnv amotiunon HETOY®V Kl ¥PEOVS

» Tlapddstyno pe mepiocdtepo doveiouod “D”

> D
A 5 (=PAR) T - T dl N(@d1) 42 N(d2)
100 0 100 0.06 0.2 5 0.894427 0.814453 0.447214 0.67264
call = S = 31.61497 put = 5.696788
A = 100 S = 31.61497 B = 6838503 riskyrate = 0.076003,

» BAémovpe oTL 0TAV 1] ETALPELN EXEL TEPICGOTEPO OUVEIGILO, 0TS EVAL PLGIKO, N a&iol
TOV LETOYIKOV KEPAANIOV Elvor LIKPOTEPT Ko 1 a&io TOV OUOAOY®V EIvarl LEYOADTEPT).
Eniong av&avetot o 00VEIGTIKO ETLTOKIO (1 otyopd CNTdel LeEYOADTEPT ATOOOGT GTO
YPEOC TPOKELUEVOV VO, OOVEIGEL TNV ETALPELN).



To BS otnv amotiunon HETOY®V Kl ¥PEOVS

» Tlapddstyuo pe Aryotepo davelouod “D”

D
A 8 (=PAR) r G T dl N(d1) d2 N(d2)

100 0 50  0.06 0.2 5 2.444351 0.992744 1.997138 0.977095

call = S = 63.08195 put=0.122862

A = 100 S = 63.08195 B = 3691805 riskyrate = 0.060664

» BAémovug 011 pe Aryotepo daveloiod 1 a&io Tov LETOYIKOD KEPAANIOV EIvVOL LEYOADTEPT Kol
N a&io TV oLoAOY®V givon Likpotepn. Emiong 1o daveloTiko emitokio peiwveton (n ayopd
ATOOEYETUL LIKPOTEPT] ATTOO0GT) GTO ¥PEOGC TPOKEUEVOL VO OUVEIGEL GTNV ETALPEILDY).
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