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Table 1

Summary Statistics for the CDX North American Investment Grade Index and Index Tranches. This table reports summary statistics
for the market spreads (measured in basis points) for the indicated time series. Results are reported for the combined on-the-run time series. The
sample period is from October 2003 to October 2005.

Standard Serial
Mean Deviation Minimum Median Maximum Correlation N
CDX Index 54.52 6.95 41.00 54.50 78.00 0.977 435
0—3 Tranche 1758.87 245.30 1282.52 1780.28 2914.55 0.978 435
3—7 Tranche 240.07 85.66 103.50 232.00 411.00 0.992 435
7—10 Tranche 82.27 36.73 24.75 74.75 158.00 0.992 435
10—15 Tranche 34.43 14.49 11.88 29.50 66.50 0.989 435
15—30 Tranche 11.54 2.89 5.00 11.88 20.75 0.962 435




Table 2

Correlation Matrix for Daily Changes in Spreads. This table reports the sample correlations for the daily changes in spreads for the indicated
time series. Results are reported for the combined on-the-run time series. The sample period is from October 2003 to October 2005.

CDX 0-3 3-7 7—10 10—-15 15-30
CDX 1.000
0-3 0.992 1.000
3-7 0.790 0.762 1.000
7—10 0.685 0.648 0.879 1.000
10—-15 0.690 0.662 0.839 0.861 1.000
15-30 0.669 0.651 0.773 0.751 0.764 1.000




Table 3

Root Mean Squared Errors (RMSE) from Model Fitting and Tests of the Number of Factors. This table reports the overall RMSEs
and the RMSEs for the individual CDX index tranches resulting from fitting the indicated models. All RMSEs are measured in basis points. The

p-value is for the test of n vs. n — 1 factors. IV denotes the number of observations for the indicated CDX index. The sample period is from October
2003 to October 2005.

Tranche RMSE

Number Overall
of Factors Index 0-3 37 7—10 10—-15 15-30 RMSE p-Value N
One Factor CDX 1 13.13 78.55 17.78 40.15 13.44 41.11 — 65
CDX 2 26.90 54.02 47.08 47.50 13.37 40.73 — 108
CDX 3 39.21 65.48 41.22 24.75 9.29 40.55 — 118
CDX 4 31.81 39.76 47.65 23.28 12.38 33.35 — 127
CDX 5 49.58 29.92 26.37 13.83 6.21 29.25 — 17
Two Factors CDX 1 9.89 20.24 8.46 6.73 9.82 12.01 0.000 65
CDX 2 5.60 17.17 5.12 5.89 3.02 8.90 0.000 108
CDX 3 3.78 5.77 3.28 1.68 3.07 4.74 0.000 118
CDX 4 22.40 14.30 9.95 7.39 10.85 13.98 0.000 127
CDX 5 2.24 1.95 7.13 6.99 0.66 4.67 0.000 17
Three Factors CDX 1 11.01 4.62 8.68 10.37 8.31 8.88 0.997 65
CDX 2 2.52 1.31 3.04 6.08 4.68 3.90 0.000 108
CDX 3 0.99 0.76 3.36 2.80 2.06 2.23 0.000 118
CDX 4 1.18 1.19 4.52 2.27 2.46 2.63 0.000 127
CDX 5 0.29 0.28 1.10 0.61 0.46 0.63 0.000 17




Table 4

gar%meter Estimates. This table reports the parameter estimates for the indicated CDX indexes. The sample period is from October 2003 to
ctober 2005.

Index Y Y2 Y3 o1 o9 o3 N
CDX 1 0.00453 0.06093 0.17091 0.03016 0.10847 0.00098 65
CDX 2 0.00411 0.06498 0.35104 0.20854 0.19569 0.14246 108
CDX 3 0.00402 0.06621 0.35347 0.11955 0.16863 0.18110 118
CDX 4 0.00387 0.05260 0.51615 0.14003 0.25083 0.16539 127
CDX 5 0.00469 0.05628 0.33801 0.17315 0.27763 0.29674 17




Table 5

Summary Statistics for the Estimated Intensity Processes. This table reports summary statistics for the first, second, and third intensity

processes for the indicated CDX indexes. Values for the intensity processes represent estimates under the risk-neutral pricing measure. The sample
period is from October 2003 to October 2005.

Intensity Standard

Process Index Mean Deviation Minimum Median Maximum N
First CDX 1 0.72561 0.04280 0.64748 0.73229 0.80964 65
CDX 2 0.85419 0.02374 0.79102 0.85175 0.90252 108

CDX 3 0.76570 0.04105 0.68886 0.75330 0.86144 118

CDX 4 1.02303 0.15058 0.73804 1.00283 1.51795 127

CDX 5 0.81643 0.02452 0.79326 0.81125 0.86468 17

Second CDX 1 0.03063 0.00307 0.02336 0.03108 0.03560 65
CDX 2 0.03489 0.00450 0.02367 0.03632 0.04309 108

CDX 3 0.02115 0.00411 0.01464 0.01999 0.03077 118

CDX 4 0.01639 0.00669 0.00841 0.01395 0.03216 127

CDX 5 0.00869 0.00065 0.00790 0.00864 0.00978 17

Third CDX 1 0.00263 0.00118 0.00029 0.00261 0.00498 65
CDX 2 0.00092 0.00040 0.00001 0.00091 0.00188 108

CDX 3 0.00093 0.00013 0.00062 0.00095 0.00119 118

CDX 4 0.00136 0.00048 0.00043 0.00127 0.00244 127

CDX 5 0.00102 0.00013 0.00087 0.00101 0.00131 17




Table 6

Percentage of the Spread Due to Different Types of Default Risk Events. This table reports summary statistics for the percentages of the

total CDX index spread due to the indicated Poisson processes. The percentage for the first Poisson process is given from the ratio of v; A1 to the
total CDX index value, and similarly for the other two Poisson processes. Sample period is from Octoger 2003 to October 2005.
Poisson Standard
Process Index Mean Deviation Minimum Median Maximum N
First CDX 1 58.83 2.24 53.36 58.43 63.59 65
CDX 2 57.70 2.38 54.11 56.85 64.44 108
CDX 3 64.19 2.26 59.08 64.85 67.54 118
CDX 4 71.56 4.37 61.57 72.91 80.01 127
CDX 5 82.17 1.41 79.23 82.79 83.50 17
Second CDX 1 33.34 2.79 29.34 32.19 40.24 65
CDX 2 37.02 3.17 29.02 38.00 41.99 108
CDX 3 28.88 2.98 23.65 28.20 34.82 118
CDX 4 15.92 7.11 7.81 13.24 30.16 127
CDX 5 10.48 0.69 9.83 10.12 11.71 17
Third CDX 1 7.83 3.03 0.91 7.83 13.31 65
CDX 2 5.28 2.32 0.06 5.27 10.82 108
CDX 3 6.93 1.18 4.07 6.86 9.77 118
CDX 4 12.52 3.77 5.04 12.26 19.97 127
CDX 5 7.35 0.84 6.38 7.29 9.43 17




Table 7

CDX Index Tranche Pricing Errors. This table reports summary statistics for the pricing errors for the indicated CDX index tranches. The
é—os(‘%%tistié for k;uhe;(r;ggn is corrected for first-order serial correlation. Pricing errors are measured in basis points. The sample period is from October
to October .

Standard t-Statistic
Tranche Index Mean Deviation for the Mean N
0—3 Tranche CDX 1 —7.00 8.56 —1.66 65
CDX 2 —1.27 2.18 —1.33 108
CDX 3 -0.19 0.97 —0.26 118
CDX 4 —0.20 1.17 —0.55 127
CDX 5 0.02 0.29 0.32 17
3—7 Tranche CDX 1 —-3.21 3.34 —1.98 65
CDX 2 —0.51 1.21 —1.16 108
CDX 3 —0.21 —-.73 —0.55 118
CDX 4 0.00 1.19 0.01 127
CDX 5 —0.03 0.28 —0.42 17
7—10 Tranche CDX 1 —2.60 8.34 —0.66 65
CDX 2 0.03 3.06 0.04 108
CDX 3 0.61 3.32 0.30 118
CDX 4 —0.27 4.53 —0.15 127
CDX 5 0.16 1.12 0.51 17
10—15 Tranche CDX 1 —6.62 8.05 —1.67 65
CDX 2 —2.07 5.74 0.57 108
CDX 3 —0.45 2.77 —0.22 118
CDX 4 —0.27 2.26 —0.53 127
CDX 5 —0.76 0.62 —0.31 17
15—30 Tranche CDX 1 —8.09 1.88 -9.13 65
CDX 2 —2.98 3.63 —1.66 108
CDX 3 —0.83 1.90 —0.64 118
CDX 4 —0.62 2.39 —0.72 127
CDX 5 0.06 0.46 0.45 17




Table 8

Regression of the Standard Deviation of the Loss Distribution on the CDX Index Sgread and CDX Index Dispersion. This table
reports the results from the regression of the standard deviation of the loss distribution implied by the fitted model each day on the correspondin
CBX index spread and the cross-sectional standard deviation of the CDS spreads for the 125 individual firms in the CDX index. The sample perio
is from October 2003 to October 2005.

Std.Deviation; =a + b CDX; + c Dispersion, + ¢.

0.0089 3.3763 0.8002 10.59 18.95 10.30 0.681 435
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Fig. 1. CDX Index and Tranche Spreads. This figure graphs the time series of the
CDX index and its tranche spreads for the October 2003 to October 2005 sample period.
Spreads are in basis points. The vertical division lines denote the roll from one CDX index
to the next.
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Fig. 2. Principal Components of Daily Changes in Tranche Spreads. This figure
graphs the first three principal components of the daily changes in CDX tranche spreads for
the October 2003 to October 2005 sample period.
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Fig. 3. Intensity Processes. This figure graphs the estimated intensity processes. The
vertical division lines denote the roll from one CDX index to the next.
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Fig. 4. Time Series of Overall RMSEs. This figure graphs the time series of daily
overall root mean squared error (RMSE) from the fitting of the five CDX tranches. RMSEs
are measured in basis points. The vertical division lines denote the roll from one CDX index
to the next.



CDX 0-3

10 10
0 F_//‘/‘WMM/\MV“N I
0 10 ]
10 20 '
~30

3-7 7-10
10 20
(1P e i I WA Vs F
~10
-20
—20
10-15 15-30
10 10

o Al I o

30 0
2004 2005 2004 2005

Fig. 5. Pricing Errors. This figure plots the difference between the model implied and
actual market spreads for the indicated CDX tranches. Pricing errors are measured in basis
points. The vertical division lines denote the roll from one CDX index to the next.





