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		Abstract

		We investigate a structural model of market and firm-level dynamics in order to jointly price long-dated S&P 500 options and tranche spreads on the five-year CDX index.  We demonstrate the importance of calibrating the model to match the entire term structure of CDX index spreads because it contains pertinent information regarding the timing of expected defaults and the specification of idiosyncratic dynamics. Our model matches the time series of tranche spreads well, both before and during the financial crisis, thus offering a resolution to the puzzle reported by Coval, Jurek and Stafford (2009). 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: CDX tranche spreads

	
	

	
    

    
	

	
	
		JEL Classification: G13, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Collin-Dufresne,  Pierre and Goldstein,  Robert S. and Yang,  Fan, On the Relative Pricing of Long Maturity S&P 500 Index Options and CDX Tranches (January 26, 2010).  Available at SSRN: https://ssrn.com/abstract=1542873 or http://dx.doi.org/10.2139/ssrn.1542873 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Pierre Collin-Dufresne

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Ecole Polytechnique FÃ©dÃ©rale de Lausanne  ( email )

			

			
			
				
				
				
					Quartier UNIL-Dorigny, BÃ¢timent Extranef, # 211
40, Bd du Pont-d'Arve
CH-1015 Lausanne, CH-6900
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Swiss Finance Institute]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Swiss Finance Institute 

			

			
			
				
				
				
					c/o University of Geneva
40, Bd du Pont-d'Arve
CH-1211 Geneva 4
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Robert S. Goldstein (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Minnesota - Twin Cities - Carlson School of Management  ( email )

			

			
			
				
				
				
					19th Avenue South
Minneapolis, MN  55455
United States
612-624-8581 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Fan Yang

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Connecticut - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Connecticut - Department of Finance  ( email )

			

			
			
				
				
				
					School of Business
2100 Hillside Road
Storrs, CT  06269
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      320

			

		
		
		
			Abstract Views

			    2,677

		

		
		 
		
			Rank

			  141,405

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       48 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Columbia Business School Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Columbia Business School Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,085

                                    

                                    
                                        PAPERS

                                            2,218

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Oded Netzer at Columbia University - Columbia Business School, Marketing

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Default Risk in Equity Returns

                        
                            By
                                
                                
                                    
                                    Maria Vassalou
                                     and 
                                
                                    
                                    Yuhang Xing
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        News Related to Future GDP Growth as a Risk Factor in Equity Returns

                        
                            By
                                
                                
                                    
                                    Maria Vassalou
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        News Related to Future GDP Growth as Risk Factors in Equity Returns

                        
                            By
                                
                                
                                    
                                    Maria Vassalou
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            In Search of Distress Risk

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell, 
                                        
                                    
                                        
                                        Jens Hilscher, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            In Search of Distress Risk

                            
                                By
                                    
                                    
                                        
                                        John Y. Campbell, 
                                        
                                    
                                        
                                        Jens Hilscher, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Forecasting Default with the Kmv-Merton Model

                            
                                By
                                    
                                    
                                        
                                        Sreedhar T. Bharath
                                         and 
                                    
                                        
                                        Tyler Shumway
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Exchange Rate and Foreign Inflation Risk Premiums in Global Equity Returns

                            
                                By
                                    
                                    
                                        
                                        Maria Vassalou
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Assessing the Probability of Bankruptcy

                            
                                By
                                    
                                    
                                        
                                        Stephen A. Hillegeist, 
                                        
                                    
                                        
                                        Elizabeth K. Keating, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equity Returns Following Changes in Default Risk: New Insights into the Informational Content of Credit Ratings

                            
                                By
                                    
                                    
                                        
                                        Maria Vassalou
                                         and 
                                    
                                        
                                        Yuhang Xing
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy Prediction With Industry Effects

                            
                                By
                                    
                                    
                                        
                                        Sudheer Chava
                                         and 
                                    
                                        
                                        Robert A. Jarrow
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.140 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
