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		Abstract

		Concerns have been raised, especially since the global financial crisis, about whether trading in credit default swaps (CDS) increases the credit risk of the reference entities. This study examines this issue by quantifying the impact of CDS trading on the credit risk of firms. We use a unique, comprehensive sample covering 901 CDS introductions on North American corporate issuers between June 1997 and April 2009 to address this question. We present evidence that the probability of a credit downgrade and of bankruptcy both increase after the inception of CDS trading. The effect is robust to controlling for the endogeneity of CDS introduction, i.e., the possibility that firms selected for CDS trading are more likely to suffer a subsequent deterioration in creditworthiness. We show that the CDS-protected lenders’ reluctance to restructure is the most likely cause of the increase in credit risk. We present evidence that firms with relatively large amounts of CDS contracts outstanding, and those with “No Restructuring” contracts, are more likely to be adversely affected by CDS trading. We also document that CDS trading increases the level of participation of bank lenders to the firm. Our findings are broadly consistent with the predictions of the “empty creditor” model of Bolton and Oehmke (2011). 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Subrahmanyam,  Marti G. and Tang,  Dragon Yongjun and Wang,  Sarah Qian, Does the Tail Wag the Dog? The Effect of Credit Default Swaps on Credit Risk (January 2012). NYU Working Paper No. 2451/31421,  Available at SSRN: https://ssrn.com/abstract=1983079
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Marti G. Subrahmanyam (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Leonard N. Stern School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Leonard N. Stern School of Business  ( email )

			

			
			
				
				
				
					44 West 4th Street
Suite 9-160
New York, NY NY 10012
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Dragon Yongjun Tang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				The University of Hong Kong - Faculty of Business and Economics  ( email )

			

			
			
				
				
				
					KKL 1004
Pokfulam Road
Pokfulam
Hong Kong
(852)22194321 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Sarah Qian Wang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Warwick - Warwick Business School  ( email )

			

			
			
				
				
				
					Coventry CV4 7AL
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      373

			

		
		
		
			Abstract Views

			    4,960

		

		
		 
		
			Rank

			   31,514

		

		
	


	

	
		
			
				       43 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    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

                                           40,900

                                    

                                

                                
                            

                        

                    

                
	
                    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

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Empirical Studies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Empirical Studies eJournal

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

                                
                                    
                                        FOLLOWERS

                                              659

                                    

                                    
                                        PAPERS

                                            8,793

                                    

                                

                                
                            

                        

                    

                
	
                    New York University Stern School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                New York University Stern School of Business Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                               42

                                    

                                    
                                        PAPERS

                                            3,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Panagiotis G. Ipeirotis at New York University - Leonard N. Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Credit Default Swaps and the Empty Creditor Problem

                        
                            By
                                
                                
                                    
                                    Patrick Bolton
                                     and 
                                
                                    
                                    Martin Oehmke
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Equity and Debt Decoupling and Empty Voting II: Importance and Extensions

                        
                            By
                                
                                
                                    
                                    Henry T. C. Hu
                                     and 
                                
                                    
                                    Bernard S. Black
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Debt, Equity, and Hybrid Decoupling: Governance and Systemic Risk Implications

                        
                            By
                                
                                
                                    
                                    Henry T. C. Hu
                                     and 
                                
                                    
                                    Bernard S. Black
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Corporate Leverage, Debt Maturity and Credit Supply: The Role of Credit Default Swaps

                            
                                By
                                    
                                    
                                        
                                        Alessio Saretto
                                         and 
                                    
                                        
                                        Heather Tookes
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does the Tail Wag the Dog? The Effect of Credit Default Swaps on Credit Risk

                            
                                By
                                    
                                    
                                        
                                        Marti G. Subrahmanyam, 
                                        
                                    
                                        
                                        Dragon Yongjun Tang, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Investment Risk, CDS Insurance, and Firm Financing

                            
                                By
                                    
                                    
                                        
                                        Murillo Campello
                                         and 
                                    
                                        
                                        Rafael Matta
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Anti-Bankruptcy

                            
                                By
                                    
                                    
                                        
                                        Douglas G. Baird
                                         and 
                                    
                                        
                                        Robert K. Rasmussen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Frictions as a Constraint on Tax Planning

                            
                                By
                                    
                                    
                                        
                                        David M. Schizer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Anatomy of the CDS Market

                            
                                By
                                    
                                    
                                        
                                        Martin Oehmke
                                         and 
                                    
                                        
                                        Adam Zawadowski
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

