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Credit Risk Mitigation Warrant Market and CRMW Pricing

BAI Zhen-zhen', WANG Cheng-xiang”, BAO Qun-fang’, HUANG Wen-li*, TAO Xiang-xing"
( 1.Faculty of Science, Ningbo University, Ningbo 315211, China;
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3.Department of Statistics and Finance, University of Science and Technology of China, Hefei 230026, China;
4.Institute of Applied Mathematics, Zhejiang University of Science and Technology, Hangzhou 310023, China )

Abstract: Through introduction to and pricing for the eight CRMW products launched during the period of pilot
business, and using reduced form model, the CRMW’s pricing method is formulated. Key factors for CRMW
pricing are properly chosen of credit curve and estimation of recovery rate for underlying obligation. The
CRMW can be effectively valued with credit curve bootstrapped from market yield data. Combined with the real
data, the market consensus on undervaluation of CRMW is confirmed.

Key words: credit risk mitigation warrant; credit default swap; derivative pricing



