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	Work on dissertation
	 

	Synopsis (1- 2 pages)
	 

	A concept of copula functions has a wide range of applications in different spheres of science. In finance it is a simple and understandable approach which enables a valuation of financial instruments with several underlying assets. Such financial instruments are asset-backed securities with various underlying.
In 2009 I received a grant from a Grant Agency of Charles University (GAUK 114109/2009 – Alternative Approaches of Collateralized Debt Obligation (CDO) Valuation) where I want to devote myself to a collateralized debt obligation valuation (CDO). CDO is a structured credit derivative whereas upon investor’s risk profile and risk aversion the investor may choose among a number of CDO tranches. By investing in lower tranches the investor bears the risk of first couple of defaults, the highest tranche on the other hand usually entails the risk of more than 15% of defaults. 

A volume of CDOs issued started to boom in 2004 (97 bn. USD) and it multiplied more than four times and reached its top in 2006 (445 bn. USD[footnoteRef:2]). The highest tranches often earned the highest possible score from independent rating agencies; therefore it was considered a very safe investment. However, with the first signs of US mortgage crisis, the issuance of CDOs fell dramatically and the premiums the issuers were willing to pay for a credit protection skyrocketed. At the end of 2008 the CDO market was frozen and 67% of the CDOs issued since late 2005 to middle 2007 were in formal state of default[footnoteRef:3].  [2:  www.abalert.com]  [3:  Thomson Reuters credit news on 22/10/2008] 


Similar advancement can be observed also by other ABS where underlying assets mortgages, credit cards, student loans or car loans. 

In my diploma thesis I already discovered the main flaws of the CDO market: the tranches were mispriced due to insufficient underlying assets analysis, correlation mispricing and little awareness of existing risks. Moreover the mark-to-market valuation principle was not taken into account when CDOs were purchased by financial institutions. 

The approach to CDOs and ABSs thus has to be revalued and a new concept adjusting the CDO and ABS terms and valuation should be introduced. The working papers constituting a basis of my dissertation thesis will therefore be focused on the copula function approach and its modifications and assumptions that lead to a model better evaluating the associated risks and better applicable in distorted markets. 

A concept of ABS and especially a concept of a CDO is complicated. In recent years there have been several papers focusing on a calibration of advanced mathematical approaches to its valuation. The resulting models were so sophisticated that CDO investors rather relied on rating agencies’ scores without understanding the logic behind the products. Current financial crisis has been enlightening in such a way that it pays off to do a deeper analysis of any purchased product. This tends to be very complicated by e.g. a CDO squared (CDO where underlying assets are other CDOs). Such creative financial engineering might not survive the crisis. On the other hand securitization and ABS can be also useful and needed. In my research I will therefore also focus on a future of ABS and CDO by defining the conditions enabling further existence of these products.
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	Harmonogram of works 
	 

	2009/2010
First dissertation paper “Collateralized Debt Obligation: Valuation and Sensitivity Analysis”
Work on a Grant received in 2009 

2010/2011
Second dissertation paper “ABS Stress-testing and Valuation Recommendations”
Work on a Grant received in 2009

2011/2012
Third dissertation paper
Finalization of work on dissertation

2012/2013
WS: Pre-defense
SS: Defense


	 
	 

	Planned publication of results
	 

	2009/2010
WS - sending a paper to IES WP: “Collateralized Debt Obligation: Valuation and Sensitivity Analysis”
SS – sending the paper to EconLit journal 
SS – sending the paper to an international conference – financed by GAUK

2010/2011
WS – sending a paper to IES WP: planned title “ABS Stress-testing and Valuation Recommendations”
SS- sending the paper to EconLit journal
SS – sending the paper to an international conference – financed by GAUK

2011/2012
WS – sending a paper to IES WP: title unknown
SS – sending a paper to EconLit journal

	 
	 

	 Concretization of study plan for 1st year of study
	 

	Work on dissertation:
     Work on a first dissertation paper “Collateralized Debt Obligation: Valuation and Sensitivity Analysis”

Planned publication:
     WS: Publication of IES WP written on the basis of diploma thesis – Collateralized Debt Obligation: 
             Valuation and Sensitivity Analysis”
             Sending the paper to EconLit journal.

Teaching 2009/2010:
     WS: JEM092 – Potrfolio Analysis and Risk Management
     SS: JEM036 – Financial Markets Instruments II / JEB034 – Corporate Finance

Doctoral Seminars:
     WS: ELBF – Economics and Law of Banking and Finance 
     SS: ELBF - Economics and Law of Banking and Finance

Planned grant activities:
      Continuation with my present GAUK 114109/2009 – Alternative Approaches of Collateralized Debt Obligation (CDO) Valuation received in 2009.

Other activities:
     WS, SS: participation in defenses (at least 50%)
     WS: Participation on the following conferences: 
1. International Finance Symposium, Marmara University, Istanbul
Presentation of a paper: Imperfections of Collateralized Debt Obligation´s Valuation
2. 12th ICFB: Structural and Regional Impacts of Financial Crises, Ostravice
                    Presentation of a paper: The Dark Side of Collateralized Debt Obligation´s: Valuation during The 2008/2009 Financial Crisis
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