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Abstract: We conduct an empirical study on exogenous factors that affect the price of credit risk

mitigation (CRM) products traded in China. Our results suggest that the change in financial
leverage, the reference firm’s equity volatility, bond duration and the firm size have significant
impact on the credit spread of the bond, which is crucia to determine the CRM’s price
Meanwhile, we find that the bond duration is negatively related to its credit spread level in China’s
marketplace, contrary to what the classical structural gpproach predicts. We believe that this
finding is consistent to the fact that the China’s regulatory authority prefers allowing issuing
long-term corporate bonds based upon high credit quality of the firm.
K eywords: credit risk mitigation, credit spread, duration
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