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Pricing of CDO^2  

Review:                           VECTOR

Dr. Ulrich Nögel
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Monte-Carlo Simulation

• Firm Value Model (Merton)

• Threshold: Rating + proprietary information („Fitch CDO Default 

Matrix“) 

• Multi- Period Monte-Carlo Simulation (largestep, no path-dependence)

• Gauss Copula

• Multi-Period Monte-Carlo allows change in parameters through

conditional thresholds

M. Neugebauer.„Analysis of Synthetic CDOs of CDOs“. Fitch Ratings, 
Global CDO Criteria Report 2004
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Input and Simulations
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Simulated Losses
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Portfolio Loss Distribution
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Further Analysis

• Rating of the Master CDO

• Correlation and LGD
Inner CDO LGD, Correlation between CDO Tranches (Asset Corr., 
Overlap, Diversity)

• Sensitivity Analysis
Inner vs. outer Subordination, High Grade ABS, Number Of inner  
CDOs, Term (time evolution)   

No Pricing!

But: May be included based on time dependent Loss distribution!


