Swaps

Department of Finance, Hallym University

Ly
\)
o
=
2
El

Sun-Joong Yoon, Ph.D.

1. IRS/CRS




Basic Concept of Swaps

4 Of: W EtGHCH/ HE 3 CH = swap A for B
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Introduction to IRS

O MS2 Intel®| 34 | =24
* 31922
o MSO X2 8358 H2 5%
< Intel? X2 #255: 6JI2 USD LIBOR
< OIXIXIZZD1: 0f 624 OCt

% MSC =58

LIBOR FLOATING FIXED Net
Date Rate Cash FlowCash Flow Cash Flow
Mar.5, 2001 4.2%

T~
Sept. 5, 2001 4.8%\+2.10 —2.50 -0.40
Mar.5, 2002 5.3%\+2.40 -2.50 -0.10
Sept. 5, 2002 5.5%\+2.65 -2.50 +0.15
Mar.5, 2003 5.6%\+2.75 -2.50 +0.25
Sept. 5, 2003 5.9%\+2.80 -2.50 +0.30

Mar.5, 2004 6.4% +2.95 —2.50 +0.45




Typical Uses of IRS

O 2 M (liability) 2 HE

5%
LIBOR + 10bps ° R 5.20%
< MS Intel ———*
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O XHaH(Asset)2 HE
4.70% 5%
s MS L " Intel LIBOR-20bps
LIBOR
e MSe &= a2 Aotoz MEHE 4= 3
TN Aato gz Meteh = A3

IRS When F.I. 1s Involved
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% A& XA X (Market maker)
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Comparative Advantage Argument

O 81w << 0f CHet ol Al

piR ¥zl SiRE=el
AAA 10.0% 6M LIBOR + 0.3%
BBB 11.2% 6M LIBOR + 1.0%
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(2 «— AAA | FI : BBB >
9.93% 9.97%
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O Jl2 JHE (Economic Meaning of IRS Rates)
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IRS Rate

0 A2290| 23 (Determination of IRS Rates)

< 601, 1200 €, 18042, 24042 20/ H LIBOR Ol X S01 22t 4%, 4.5%, 4.8%, 4.95%
(A==2)

— /T

o 29 Q] A OIXHE?

3 LIBOR rate (Zero Rates)2| 2 &
% 6IHE, 12008, 18JHE® 20/E LIBOR 0| XHE0| 22 4%, 4.5%, 4.8% (H£=22))
& 263 O] A2 022 H 5%
< 24J1E BtJ| 20/ LIBOR 0l X227

Valuation of IRS

O Ol X

BFJ|DF 1.25@ &2 IRS

612 LIBOR X2 + & 8% NX=Z2| £
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Introduction to CRS

O SatAZ2 Atdl

L)

% IBM 1} British Petroleum?2t2| 5% 0t)| S3tA &

» AZ2 22 $15M, £10M

% IBMQ X2 s=2s58: 2= s2 A1

% British Petroleum?@| X2 8235 &: E3t 2 A 8%
» Ol XIZFD]: A 138
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» IBM2 8358

2001 -15.00 +10.00
2002 +1.20 -1.10
2003 +1.20 -1.10
2004 +1.20 -1.10
2005 +1.20 -1.10
2006 +16.20 -11.10
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Typical Uses of CRS

O 22 HS (Transform a Liability)

| R3elssy £11% . £11%
< IBM B.Pet
$8%
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o HEE HEscle 242 ,
O Xt&Fel 1S (Transform an Asset)

WA EXS0IE: £11% £11% . $8%

[
&=
=
v
}-U
©

< IBMOo &2 KFAE A
% British Petroleum® &< a2 Aaroz MEeh = A3
St

o MetE S L8 2t

g0

0(0

12




Comparative Advantage Argument

O Ol Al
s USD AUD
GM 5.0% 12.6%
Quantas Airways 7.0% 13.0%
% GMS H 2%
< Quantas Airways2 Bl 1 R <:
USD 5% AUD 11.9‘{ AUD 13%= AUD 13%
(1) < GM L FI | Quantas >
USD 5% USD 6.3%
USD 5% AUD 11.9% AUD 11.9% AUD 13%
@) < GM |« FI L Quantas >
USD 5% USD 5.2%
0 AUD 13%
USD 5% AUD 13% ’ AUD 13%
(3) < GM | FI Quantas >
USD 6.1% USD 6.3%
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Valuation of CRS
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Swap Markets

=R 0lAE A28 & Sat A8 AlE
% USDIRS
> 6M USD LIBOR2} DX 32| n&
< KRW IRS
> 3M KRW CD2t D& 32| n&t
% KRW-USD CRS
> 6M USD LIBOR2} 25t D& 32| wa

O A2 HHC A2 E(Credit Risk)

S B A0 IR (+)Q B0 AERAB 0 5
¢ SYAIS OIS LY R EXNU HERLH AR MBS BN

O JIEt A&
» AL A2 (Equity swap) / &2 A& (Commodity swap) / HS A A (Volatility swap)
% A2 A2 (Amortizing swap) / 8 & A& (Forward swap) / S 2| A& (CMS)

2|

| YA (In-arrears swap) /2 & A2 (Extendable swap) / IS5 & A& (Puttable
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Swap Rate Quotes

IRS(KRW/KRW)} 2009-01-16 15:37 CRS{USD/KRW) 2009-01-16 15:37
Azk Y| Bid Y| i Ask Y| Bid Y|
2,80 ADDE 276 A0, 06 1y 0.4 AL 65 -0E ADER
2.00 - 2,96 - 2y 095 0,25 -0.05 AD 25
215 ¥0.01 11 ¥0.01 3y 1,25 A0,25 0.25 AD 25
223 ¥0.02 219 ¥0.02 ay 1,68 A0,25 0.ES AD 25
2,30 ¥0.02 226 ¥0.02 Gy 1,95 0,25 0,95 A0 25
2,40 ¥0.01 2.3 ¥0.02 Ty 2.2 0,25 1.2 A0 25
2,54 ¥0.01 250 ¥0.01 10y 235 0,25 1,35 A0 25

- - - - 12y - - - -

- - - - 15y - - - -
& 1Y 2 3 ay 5Y 7Y 107 AlZE
IRS 274 2.00 216 225 232 .41 2.55 1537
CRS -0.25 0.70 1.00 1.40 1.70 1.95 210 1537

IRS-EOND | aZ74 A3.00 A31E A325 A3.32 A3 41 A5G

CRE-BOND w025 ADTD Al00 Al40 AlT0 Al95 A2.10

CRES-RS A L ¥za0 ¥z 16 ¥1.05 ¥i.62 ¥1.46 ¥1.45
** KSDA
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