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Pricing of Credit Default Swap Based on
Credit Rating
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China; 2. College of Economics and Management, Tongji University,

Shanghai 200092, China)

Abstract: This paper presents a study of the pricing of credit
default swap (CDS) of the reference bond with credit ranks.
Based on the fact that the default probability and recovery rate
are always changing, two ordinary differential equation(ODE)
systems corresponding to coupon leg and default leg are
obtained by transition matrix and recovery vector.
Furthermore, both explicit solution of ODE system are given
to determine the premium of CDS. Finally numerical analysis

verifies the effectiveness of the proposed model.
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