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Background te the JE Report

Credit Risk Transfer — a topical 1ssue

Elnancial: Stakility: Eerumrs: remit

= Is there a clean transfer of risk?

s Do CRITF market participants understand the: risks
iInvelvea?

a Areithere any undue concentrations; ofi rsk Inside: or
outside the regulated financiall Sector?

Eecus of Joint Eerum Repoit
s Credit denvatives (CDS and CDO)
a1 Recommendations




Understanding Credit Risk Transfer

Rapid growitihr off CRIF market
Credit: Defiault Swaps
m credit risk

Collateralised Delht Onligatiens
m tranches, With own risk characteristics

Indices




Understanding Credit Risk Transfer

Example (from Annex 1. te JE repent)




Sources of iInformation

Rating AGERCIES’ SUnveys
Market participants

s 11 presentations
2 60 IRteRIews

Review: of regulatery. repoerting
Coordination withr EU projects




Clean transfer of risks?

Go0od record te date

Bt lessens being learnt —

x Counterparty: nsk

s Legal centamiy,

x Understanding What sk Is heing| transierread




Understanding| ofi risks?

Generally, participants in CRI markets
appear to: Understand nsks

BUit rIsk-managenent ISSUes anising| —
a [Leverage
x Correlation

s Model risk
s Reliance oni Credit Rating Agencies




Undue concentrations of risk?

Notienal amoeunts Vs. transiier of rsk
Aggregate risk tramnster IS; medest
V@St credit: sk stays! i banking| Sector

Seme: concentration outside hanking)—
s Moneline insurers
» Hedge: fiinds

Concentration In market makers




Other findings In JE Report

Benefits) off Credit Risk liransier market

Longer term efifects, on credit markets
s Impact on cerporate funding costs

Links hetween CRIF market andl other
markets

Potential concentration oif risk
management methodolegy.




Recommendations
— Understanding rsks of credit dervatives

Role ofi Senier managenment

Credit risk

Credit moadel rsk

External ratngs

DynRamic and structureadl transactions
Counterparty’ credit rnsk




Recommendations
— |egal and other operatienall rsks

Legall decumentaion; rsk
ApPproprateness of transactions

Use ot materal nen-puklic infermation
Doecumentation and settiement
Operatienal risk

Market liguidity  risk




Recommendations
— market discipline: and supervision

Disclesure

Aggregate infermation
SUPEnRVIsory. effiorts

SUpervIsery and Regulateny review
SUPEeRISeRy Infermatien shanng




Conclusions

CRII aniinnevative, technically: complex,
and rapidly expanading area
BUt repert contains much that 1s: framiliar —

s Pressures andhazarads, ofi rapidly,grewing anad
developing market

s Need! for Understanding andl analysis: ofi fsks
Py Management and SUPeRnISers

x Importance off adeguate systems and
contrels, Including management Infermation




Summary. and next steps

NG Serieus: evidence: ofi Systemic ISSUes at
present

Need for geod hskimanagenment By fiiimns
and engeing vigilance: by SUPERVISers

IHenece JE recommendations; endorsed oy
Elnancial- Stanility: Eertimiin SeEptemioer:

Implementation guidance: agreed vy JE
Consultation wWith' Industry




