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Abstract

Central counterparties (CCPs) calculate initial margin (IM) requirements of
their members’ credit default swap (CDS) portfolios by statistically modeling the
CDS spreads along with a simplified pricing method. It is well-known that the valu-
ation of a CDS contract does require a model for the default timing of the reference
entity; this is absent from the current risk management practices at CCPs. We use
the stochastic intensity approach for CDS margin modeling and show that CCPs’
current margin estimates may substantially differ from those produced by intensity
models.
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