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A Structural Valuation Model of Credit-Rating Linked Coupon Bond

KAzUKI YAHAGIT and KO1cHI MIYAZAKIY

A credit-linked coupon bond pays a coupon associated with its credit rating at the time of
the coupon payment date, rather than an amount equal to the initially fixed coupon. The
only existing corporate bond valuation model for credit-rating-triggered products was formu-
lated by Jarrow, Lando, and Turnbull (1997). However, this model does not incorporate the
fact that increases in the coupon payment resulting from downgrades may cause a further
deterioration of credit ratings and of the likelihood that the company willbe able to make
future coupon payments. In this paper, we present a credit-linked coupon bond valuation

model that considers this issue.
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Fig. 1 The sample path of a firm value
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Table 2 The credit spread values
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Fig. 2 The result of case5(the upper part) and case6(the
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