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Separation of “Credit” in Credit Default Swap (CDS)

— Five Categories in Credit Assurance, Four Steps of “Nullification” and Three Steps of “Decoupling” —

Masakazu Sugiura

Abstract

The purpose of this paper is to consider the essence of Credit Default Swap (CDS) which became
the major cause of the 2008 world financial crisis. Buying CDS protection reduces credit risk by
putting it onto a counterparty’s shoulder, whilst selling CDS protection is underwriting huge potential
losses in lieu of short-term cash inflow. Analysis is made on how the essence of “credit” has been
“nullified” through the process of trading and side-betting. Creditworthiness is be a realistic essence
of human beings and the core element which makes economic systems possible, but it was carved out
and decoupled by credit derivatives products and traded as virtual and non-realistic entities. A
framework was developed through ontological and epistemological perspectives and facts were
confirmed through interviews with professionals in financial institutions through practical
perspectives.
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#=1 CDS OETA (outstanding)

Ik T RTEERI IR
2001 4E i 63
2001444 92
20024F i 156 148%31¥4
2002444 219 139%3H4
2003 4FHif 267 71%34
20034F 1% 378 72%34
2004 4FHif 544 104 %34
20044F 1% 842 123% 34
20054F i 1,243 128%3H4
2005444 1,710 103%1
20064F i 2,601 109% 314
2006442 3,442 1019% %
20074FHTF 4,546 75%34
2007442 6,217 81%14
20084EHij 5,461 20%3%

T : ISDA* Survey 2008
* International Swaps and Derivatives Association Inc. 1US F /)L =100 Tk
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YEDSHF LRI EEREHRE L) WEHRD S LIS o T b, s HiEEZ RO 5 L, M
HISWER L 36 o A7 S v ZITHEIEISD . 774 v A 25| ILTLE ),

=AYb+ (Franklin D. Roosevelt) 1. 19334E D KFHBMTAT A7 b — BB 2 R EME—
DZEFBNZDOLDTHS (The only thing we have to fear is fear itself) &L 7z, 19294ED
KB DOTEED S F RO TR VETH 3 F2) T, BRGHICEN 2 & =y 7, 25| &RIT,
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