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Derivatives, Credit Event Determination and the Auction Settlement Mechanism
QIAO Hongjun
(Bank of Communications)
Abstract As government bailouts of troubled domestic bond issuers are no longer a certainty, the importance
of credit risk management in the domestic market has increased significantly. This article examines credit event
determination and the auction settlement mechanism of credit derivatives in the international market and the feasibility
of implementing a similar system in China. It concludes that a credit event determination mechanism is necessary
and feasible; however, considering that China's credit derivatives market is still at an early stage, the conditions for
implementing auction settlement are insufficiently mature. Therefore, this article recommends the adoption of a step-
by-step strategy of 'credit event determination first, auction settlement later' in order to achieve a steady development
of the credit derivatives market.
Keywords Credit Risk, Credit Event Determination, Auction Settlement, Credit Derivatives
JEL Classification F34 Gl14 021
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