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» A peculiarity exists in Eurozone in that a country could leave
the currency union but honor its debt.

» Since 2014 (!) CDS take this into account through
first-to-default swaps on redenomination and default; for G7
countries or AAA-rated OECD sovereign debt both type of
contracts exist.

» When both contracts are available we can decompose the risk
traded in CDS into redenomination and default risk.

» Redenomination is likely to come before default for some
countries while others might not default after redenomination.

» One of the main findings: an increase in the redenomination
risk in one country is associated with an increase in default

premia and bond spreads in other Eurozone countries.
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» What is the economic importance of this market? (Say
relative to outstanding debt. Who are the end-users and
major players?)

» Volumes are only available on an aggregated basis rather than
by contract type (2014 clause versus default clause)

» Net notional market for ltaly is about twice as large as for
France or Germany.

» Differences across the contracts: liquidity and recovery
clauses.

» What is the correlation between denomination and default?

» Has denomination risk increased over time?
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Economic questions

» CDS premium varies due to variation in risk premium (default,
redenomination, liquidity, etc.) and probabilities of events

» Since this is hard to disentangle it is hard to interpret some of
the results

» ‘Redenomination risk is mostly idiosyncratic to each Eurozone
sovereign.’

» Shocks to France are associated with a higher default
premium for Germany, Italy and the Netherlands; shocks to
Germany are associated with a higher default premium for the
Netherlands; and shocks to ltaly are associated with a higher
default premium for Germany
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