

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	An Analysis of Euro Area Sovereign CDS and Their Relation with Government Bonds

	
    
        
            
            







    
    










    
    
    
    











			
                    ECB Working Paper No. 1271
 
        

    
	

	
	
		
		
			49 Pages
		
		

		Posted: 4 Dec 2010
		
		
		
	

	
		
			
			




	See all articles by Alessandro FontanaAlessandro Fontana
European Insurance and Occupational Pensions Authority
Martin Scheicher
European Central Bank (ECB)


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: November 4, 2010

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper studies the relative pricing of euro area sovereign CDS and the underlying government bonds. Our sample comprises weekly CDS and bond spreads of ten euro area countries for the period from January 2006 to June 2010. We first compare the determinants of CDS spreads and bond spreads and test how the crisis has affected market pricing. Then we analyse the â€˜basisâ€™ between CDS spreads and bond spreads and which factors drive pricing differences between the two markets. Our first main finding is that the recent repricing of sovereign credit risk in the CDS market seems mostly due to common factors. Second, since September 2008, CDS spreads have on average exceeded bond spreads, which may have been due to â€˜flight to liquidityâ€™ effects and limits to arbitrage. Third, since September 2008, market integration for bonds and CDS varies across countries: In half of the sample countries, price discovery takes place in the CDS market and in the other half, price discovery is observed in the bond market. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Credit Spread, CDS, government bond, financial crisis, limits to arbitrage

	
	

	
    

    
	

	
	
		JEL Classification: G00, G01

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Fontana,  Alessandro and Scheicher,  Martin, An Analysis of Euro Area Sovereign CDS and Their Relation with Government Bonds (November 4, 2010). ECB Working Paper No. 1271,  Available at SSRN: https://ssrn.com/abstract=1715483 or http://dx.doi.org/10.2139/ssrn.1715483 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Alessandro Fontana (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				European Insurance and Occupational Pensions Authority  ( email )

			

			
			
				
				
				
					Frankfurt
Germany

				

				
			

			
				
				
					HOME PAGE: http://https://sites.google.com/site/alessandrofontanagfri/home
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Martin Scheicher

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: European Central Bank (ECB)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				European Central Bank (ECB)  ( email )

			

			
			
				
				
				
					Sonnemannstrasse 22
Frankfurt am Main, 60314
Germany
+49 69 1344 (Phone)
+49 69 1344 7949 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.ecb.europa.eu
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				    1,151

			

		
		
		
			Abstract Views

			    4,438

		

		
		 
		
			Rank

			   34,461

		

		
	


	
		
            
            	       88 Citations
		

	

	
		
			
				       53 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    European Central Bank Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Central Bank Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,331

                                    

                                    
                                        PAPERS

                                            3,235

                                    

                                

                                
                            

                        

                    

                
	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,944

                                    

                                    
                                        PAPERS

                                           12,497

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    European Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,627

                                    

                                    
                                        PAPERS

                                           14,882

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        John A. Doukas at Old Dominion University - Strome College of Business

                                    

                                
                            

                        

                    

                
	
                    Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,228

                                    

                                    
                                        PAPERS

                                           11,044

                                    

                                

                                
                            

                        

                    

                
	
                    European Economics: Macroeconomics & Monetary Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Economics: Macroeconomics & Monetary Economics eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,134

                                    

                                    
                                        PAPERS

                                           16,210

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marco Da Rin at Tilburg University, Department of Finance, Francesco Giavazzi at University of Bocconi - Innocenzo Gasparini Institute for Economic Research (IGIER)National Bureau of Economic Research (NBER)

                                    

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                              985

                                    

                                    
                                        PAPERS

                                           24,613

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        How Sovereign is Sovereign Credit Risk?

                        
                            By
                                
                                
                                    
                                    Francis A. Longstaff, 
                                    
                                
                                    
                                    Jun Pan, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Pyrrhic Victory? - Bank Bailouts and Sovereign Credit Risk

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Itamar Drechsler, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Pyrrhic Victory? Bank Bailouts and Sovereign Credit Risk

                        
                            By
                                
                                
                                    
                                    Viral V. Acharya, 
                                    
                                
                                    
                                    Itamar Drechsler, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            A Pyrrhic Victory? Bank Bailouts and Sovereign Credit Risk

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Itamar Drechsler, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Pyrrhic Victory? Bank Bailouts and Sovereign Credit Risk

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Itamar Drechsler, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Globalization and Risk Sharing

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner
                                         and 
                                    
                                        
                                        Jaume Ventura
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Globalization and Risk Sharing

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner
                                         and 
                                    
                                        
                                        Jaume Ventura
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Globalization and Risk Sharing

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner
                                         and 
                                    
                                        
                                        Jaume Ventura
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Sovereign Risk and Secondary Markets

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Alberto Martin, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Sovereign Risk and Secondary Markets

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Alberto Martin, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
