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Solve the DVA/FVA Overlap Issue and Effectively Manage Portfolio Credit Risk

Counterparty Risk and Funding: A Tale of Two Puzzles explains how to
study risk embedded in financial transactions between the bank and its
counterparty. The authors provide an analytical basis for the quantitative
methodology of dynamic valuation, mitigation, and hedging of bilateral
counterparty risk on over-the-counter (OTC) derivative contracts under funding
constraints. They explore credit, debt, funding, liquidity, and rating valuation
adjustment (CVA, DVA, FVA, LVA, and RVA) as well as replacement cost
(RC), wrong-way risk, multiple funding curves, and collateral.

The first part of the book assesses today’s financial landscape, including the
current multi-curve reality of financial markets. In mathematical but model-free
terms, the second part describes all the basic elements of the pricing and hedging
framework. Taking a more practical slant, the third part introduces a reduced-
form modeling approach in which the risk of default of the two parties only
shows up through their default intensities. The fourth part addresses counterparty
risk on credit derivatives through dynamic copula models. In the fifth part, the
authors present a credit migrations model that allows you to account for rating-
dependent credit support annex (CSA) clauses. They also touch on nonlinear
FVA computations in credit portfolio models. The final part covers classical tools
from stochastic analysis and gives a brief introduction to the theory of Markov
copulas.

The credit crisis and ongoing European sovereign debt crisis have shown the
importance of the proper assessment and management of counterparty risk. This
book focuses on the interaction and possible overlap between DVA and FVA
terms. It also explores the particularly challenging issue of counterparty risk in
portfolio credit modeling. Primarily for researchers and graduate students in
financial mathematics, the book is also suitable for financial quants, managers in
banks, CVA desks, and members of supervisory bodies.
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Solve the DVA/FVA Overlap Issue and Effectively Manage Portfolio Credit Risk

Counterparty Risk and Funding: A Tale of Two Puzzles explains how to study risk embedded in financial
transactions between the bank and its counterparty. The authors provide an analytical basis for the
quantitative methodology of dynamic valuation, mitigation, and hedging of bilateral counterparty risk on
over-the-counter (OTC) derivative contracts under funding constraints. They explore credit, debt, funding,
liquidity, and rating valuation adjustment (CVA, DVA, FVA, LVA, and RVA) as well as replacement cost
(RC), wrong-way risk, multiple funding curves, and collateral.

The first part of the book assesses today’s financial landscape, including the current multi-curve reality of
financial markets. In mathematical but model-free terms, the second part describes all the basic elements of
the pricing and hedging framework. Taking a more practical slant, the third part introduces a reduced-form
modeling approach in which the risk of default of the two parties only shows up through their default
intensities. The fourth part addresses counterparty risk on credit derivatives through dynamic copula models.
In the fifth part, the authors present a credit migrations model that allows you to account for rating-
dependent credit support annex (CSA) clauses. They also touch on nonlinear FVA computations in credit
portfolio models. The final part covers classical tools from stochastic analysis and gives a brief introduction
to the theory of Markov copulas.

The credit crisis and ongoing European sovereign debt crisis have shown the importance of the proper
assessment and management of counterparty risk. This book focuses on the interaction and possible overlap
between DVA and FVA terms. It also explores the particularly challenging issue of counterparty risk in
portfolio credit modeling. Primarily for researchers and graduate students in financial mathematics, the book
is also suitable for financial quants, managers in banks, CVA desks, and members of supervisory bodies.
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Editorial Review

Review

"… a fresh take on mitigation of counterparty risk … [the book] gives a ground-up approach for analysis and
managing of risks associated with non-payment of promised cash flows due to the default by a party in an
over-the-counter derivative transaction. It should be of value to researchers, graduate students, financial
quants, managers in banks, CVA desks, and members of supervisory bodies."
?hedgeweek.com, July 2014

"The landscape of the rates and credit markets has changed so drastically since the 2008 crisis that older
textbooks are barely relevant and, from an analytic perspective, appropriate methods have to be rethought
from scratch. The present volume is one of the best contributions in this direction, featuring a clear
description of the various ‘value adjustments,’ new models for portfolio credit risk, a unified analytic
framework based on BSDEs, and detailed treatment of numerical methods."
?Mark Davis, Imperial College London

"Understanding the subtle interconnections between credit and funding is key to a modern valuation of
derivatives. This timely contribution, written by world-class academics who are also well-recognized experts
in the field, offers a rigorous and comprehensive treatment of the main theories underpinning the new
valuation principles. Numerical examples are also provided to help the reader grasp key concepts and ideas
of the advanced models and techniques here presented. Overall, an excellent textbook. Brigo’s dialogue is
the icing on the cake."
?Fabio Mercurio, Head of Derivatives Research, Bloomberg LP

"A big hooray for this book on CVA, DVA, FVA/LVA, RVA, TVA, and other three letter acronyms
(TLA!)."
?Peter Carr, PhD, Managing Director, Morgan Stanley, and Executive Director, NYU Courant Master of
Science Program in Mathematics in Finance

Users Review

From reader reviews:

James Smith:

Do you have favorite book? In case you have, what is your favorite's book? Reserve is very important thing
for us to learn everything in the world. Each e-book has different aim or even goal; it means that reserve has
different type. Some people sense enjoy to spend their the perfect time to read a book. They can be reading
whatever they take because their hobby is actually reading a book. What about the person who don't like
reading through a book? Sometime, particular person feel need book if they found difficult problem or
perhaps exercise. Well, probably you will want this Counterparty Risk and Funding: A Tale of Two Puzzles
(Chapman and Hall/CRC Financial Mathematics Series).
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Joe Garner:

A lot of people always spent their free time to vacation or go to the outside with them family or their friend.
Are you aware? Many a lot of people spent they free time just watching TV, as well as playing video games
all day long. If you would like try to find a new activity that's look different you can read a new book. It is
really fun in your case. If you enjoy the book that you simply read you can spent the entire day to reading a
publication. The book Counterparty Risk and Funding: A Tale of Two Puzzles (Chapman and Hall/CRC
Financial Mathematics Series) it is quite good to read. There are a lot of people who recommended this book.
These were enjoying reading this book. In the event you did not have enough space to create this book you
can buy the e-book. You can m0ore easily to read this book through your smart phone. The price is not to
fund but this book features high quality.

Anne Shibata:

Many people spending their time frame by playing outside with friends, fun activity having family or just
watching TV all day long. You can have new activity to pay your whole day by examining a book. Ugh, do
you consider reading a book can actually hard because you have to use the book everywhere? It okay you
can have the e-book, bringing everywhere you want in your Cell phone. Like Counterparty Risk and
Funding: A Tale of Two Puzzles (Chapman and Hall/CRC Financial Mathematics Series) which is having
the e-book version. So , try out this book? Let's observe.

Heather Bly:

Reading a e-book make you to get more knowledge from this. You can take knowledge and information
from a book. Book is prepared or printed or outlined from each source in which filled update of news. With
this modern era like today, many ways to get information are available for a person. From media social
including newspaper, magazines, science reserve, encyclopedia, reference book, fresh and comic. You can
add your knowledge by that book. Isn't it time to spend your spare time to open your book? Or just searching
for the Counterparty Risk and Funding: A Tale of Two Puzzles (Chapman and Hall/CRC Financial
Mathematics Series) when you required it?
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