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Research Article Arastirma Makalesi

CDS Returns' Volatility and Traders' Reactions

CDS Priminde Yasanan Oynakliklar ve Yatirimcilarin Tepkisi

ABSTRACT

Credit default swap (CDS) premiums on a country's bonds are significant indicators of its risk
profile. A decline in CDS premiums is perceived positively by investors, often triggering
expectations of a rise in stock markets, and vice versa. This study examines the effects of
significant changes in Turkiye's 5-year CDS premiums on investor behavior, using daily data
from 03/03/2008 to 31/10/2024 for the XBANK index, representing the banking sector, and
the XU100 index, representing the aggregate market. For examining market reactions, an
event study approach was adopted. The days during which changes in daily CDS prices
exceeded +5% were specified as event days, and comparisons were made by evaluating
stock returns between opening and closing market prices on indices for those days. The
analysis indicates that market participants reacted to changes in the banking sector to a
higher extent compared to changes in the aggregate market, as well as to a larger extent to
an increase compared to a decrease in CDS prices. Buy-and-sell strategies simulating these
reactions showed positive returns.

JEL Codes: C6, H12, C8, D03

Keywords: CDS, BIST, Investment, Portfolio

0z

Bir Ulke tahvili Gzerine vyazilan kredi temerrit swaplari (CDS) primleri Glkenin risk
durumunu gosteren 6nemli o6lclitlerden biridir. CDS primlerinde dusts (yukselis)
yatirimcilar tarafindan olumlu (olumsuz) algilanabilmekte ve borsalarda yikselis (dusts)
beklentisi olusturabilmektedir. Calismada, Turkiye'nin 5 yillik CDS primleri, bankacilik
sektortinl temsilen XBANK ve genel piyasayl temsilen XU100 endekslerine ait 03/03/2008
ile 31/10/2024 arasindaki gtinltk veriler ve vaka calismasi metodolojisi kullanilarak CDS
primlerinde meydana gelen biylk degisimlerin yatirimcilar Uzerinde yarattigi etkiler
arastiriimistir. CDS primlerinde meydana gelen glinltik % £5 ve Ustl degisimlerin yasandigl
ginler olay kiimesini olusturmus ve belirlenen giinlerde endekslerdeki acilis ve kapanis
fiyatlari arasindaki getiriler incelenerek karsilastirmali analizi yapilmistir. Yatirimcilarin,
bankacilik sektorl Gzerinden genel piyasaya kiyasla daha fazla tepki verdigi gorilmustar.
Ayrica, yatirimcilarin CDS primindeki artis yonli degisimlere, azalis yonli degisimlerden
daha fazla tepki verdigi gozlemlenmistir. Bulgular Uzerine yapilan alim ve satim
simulasyonlarinda, stratejilerin pozitif getiriler sagladigi gézlemlenmistir.

JEL Kodlari: C6, H12, C8, D03

Anahtar Kelimeler: CDS, BIST, Yatirim, Portfoy
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Introduction

Credit derivatives are imperative risk management
instruments or solutions in the currentfinancial markets.
Derived from these credit derivatives is the Credit Default
Swap (CDS), which is distinctive since it allows for the
effective distribution of risk exposures (Tekin & Senoal,
2025). Being special derivatives for shielding against the
risk of default of sovereign bodies, the roles of the CDS
spread in the markets include more than mere risk
management since it is the reaction of investors to abrupt
changes in such premiums that influence markets
significantly. Unlike credit ratings that are often stagnant,
the instrument is a rapid numerical risk indicator that is
sensitive to unforeseen markets (Ulusoy & Yilmaz, 2017).

As the risk of sovereign bond CDS is determined by the
market through freedom of risk perception, these data
have become an important indicator of the financial
soundness of any country. Usually, any fall in the sovereign
bond CDS spread indicates soundness, often fuelling
optimism in the stock market, while any sharp increase
often sparks the opposite (Altuntas & Ersoy, 2020).
However, these markets are not only triggered by logical
assessments of risk but are also propelled by behavioral
forces. Behavioral finance explains that often, risk
perception is clouded by emotional influences or 'herd
behavior' that often distorts investment choices, making
markets overreact or underreact to critical risk indicators.
Thus, any steep increase in the CDS spread often sparks
risk aversion among investors, often fuelling sell-offs in
bonds or the stock market, while any steep fall often
triggers 'buying frenzies' by investors who often derive
their optimism from better risk perception.

Even though the Efficient Market Hypothesis (EMH)
states that security prices incorporate all information
(Fama, 1970), some models of behavioral finance propose
the opposite by pointing out that markets systematically
mistake new information. Data related to the overreaction
hypothesis, which initially was developed by De Bondt &
Thaler in 1985 to study portfolios with unusually high
preceding gains or losses by attributing these to
overreaction or underreaction of markets respectively,
proposes that the strength of the corrective adjustment is
directly proportional to the initial variance of the shock
(Dogukanh & Erglin, 2011).

It is established in previous studies that the effect of
CDS spreads is more significant in instances of large trading
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volumes (Kliber, 2011) and that in developing markets,
products linked with CDS spread quicker (Pollege & Posch,
2013). However, for this research, the Turkish market is
selected as a separate case owing to enhanced levels of
market variability coupled with their special response
patterns to global economic conditions calloc. As a country
situated between Europe and Asia, Turkiye is a developing
nation with a thriving economy, where fluctuations in CDS
often contribute to considerable levels of market
movement. It is here that CDS spread is taken into
consideration as a significant risk indicator for the country,
integrating influences of national economic policies, geo-
political events, as well as global economic trends.
Historically, the Borsa Istanbul, more so the banking
community that is diligently sensitive to relevant macro-
financial risk factors, has displayed considerable
responsiveness to fluctuations in the spread of CDS
(Altuntas & Ersoy, 2020; Girsoy & Kilig, 2021). Therefore,
the significance of comprehensively identifying the
influence of CDS spread on investor behavior in the Turkish
market is imperative.

There is a strong relationship between the change in
CDS spreads and the probabilities of bank failure, which
further affects equity prices. A one-standard-deviation
increase in CDS spread is shown to significantly enhance
the possibility of bank failure, which results in decreased
equity prices as investors revalue risk (Avino et al., 2015).
This is because banks are more sensitive to the credit risk
cycle of the equity markets, unlike other firms, resulting in
more extreme reactions triggered by the corresponding
fluctuations in the CDS spread (Calice et al., 2009).
Consolidating previous findings related to the link between
stock prices and CDS spreads, this work focuses on the
effect of large daily CDS spread variations on banking
equities traded on the BIST, while presenting a contrast
between the banking and the total market. Using the
XBANK index for banking shares and the XU100 for the
total market as a whole, despite the established linkage
between stock markets and CDS spreads, previous
research still lacks comprehensiveness on the effects of
unusually large variations of the latter on shares.

This paper is organized as follows. The second section
describes related literature study. In the third section, the
data sources or datasets used in this study would be
discussed. While in the fourth section, the result of the
study would be shown and interpreted. Finally, conclusion
would be given in the fifth section.



Literature Review

A number of researchers have given great attention to
investigating the determinants of sovereign credit risk with
special emphasis on the interactions between global
factors and regional economic fundamentals. Research
evidence among East European markets between 2008-
2010 indicates that the spread of sovereign credit risk
among emerging economies is not determined by one
unique factor but by a complex combination of risk
appetite, economic fundamentals, and global spillovers
(Anton, 2011). Institutional factors are also crucial here.
According to Benbouzid et al. (2017), sound non-core
banking systems with low levels of risk correlation
between banks are key in reducing CDS spreads, while
macro-instability with highly developed banking systems
increases such spreads. All these observations add further
evidence that credit risk is driven by factors related to both
resilience and global vulnerabilities.

However, the risk rating relationship with equity
markets is more variant in developing countries. For
instance, the study of the BRICS nations shows that the
Chinese equity market is sensitive to various risk factors,
while the Brazilian equity market is sensitive to economic
factors, whereas Russia and China are sensitive to political
instability (Hammoudeh et al., 2011). It is interesting to
note that the risk factors related to finance tend to be
more significant in causing equity markets to react in
contrast to political or economic risk factors, taking into
account the risk aversion of developed nations' monetary
policies.

Commodity markets, especially oil markets, also exhibit
a strong relationship with credit risk. Using asymmetric
TVP-VAR analysis, a recent study by Tekin & Senol (2025)
revealed that crude oil is a total shock receiver for the CDS
premiums of oil-exporting countries. This indicates a
negative value for hedge, indicating the presence of a
natural and low-cost hedge between the CDS premiums
and crude oil markets. This association is further
differentiated by evidence that suggests the CDS
premiums of oil-exporting countries are more sensitive to
the bond markets of developed economies than equity
markets (Naifar et al., 2020).

In relation to the predictive capability of the CDS spread
series, Castellano and Scaccia (2014) found that the
oscillations in these spread series have often tended to
predict stock market movements in the European and
American markets. This happened through a rapid, acute
effect, such that Pan and Ni (2011) found that a one-

standard-deviation increase in these premiums could
reduce the average US stock price by 1.29% in just two
days. Moreover, the aftermath of such phenomenais often
differentiated between positive or negative shocks. Ural
and Demirel (2015) found that positive shocks (risks of
perception) are more significant in their influence
compared with negative shocks, a situation that is more
evident in high-beta markets such as Turkey and Brazil.

Studies on the Case of Tiirkiye

In the context of the Turkish case, the relationship
between country risk factors and market performance has
engaged various studies. Using the ARDL approach, it was
observed that political risk, financial risk, and economic
risk each influence the stock market in the long term, but
in the short term, the influence of political risk and
financial risk is significant. This implies that risk-sensitivity
among investors is not dependent only on risk levels but
also on risk type.

The correlation between portfolio flows and risk
premiums also shows interesting patterns. Sevil and
Unkaracalar (2020) found a negative correlation between
portfolio investment and CDS premiums in the long term,
with a causality relationship in the opposite directionin the
short term. This means that capital flows are able to
predict CDS premiums in the short term, while keeping the
opposite correlation in the long term. Volatility spillovers
are also important in this regard. Girsoy and Kilig (2021)
found that there is a strong relationship between the 5-
year CDS premium of Tilrkiye and the banking index, with
a bidirectional relationship between volatilities. Similarly,
Altuntas and Ersoy (2020) found a bidirectional causality
between the premium of the CDS and the banking index,
but a one-directional relationship with the BIST 30, from
the index to the premium of the CDS. Previous research
works have broadened their research horizon to
encompass credit ratings and foreign direct investment
(FDI). Their findings revealed that CDS premiums, credit
ratings, and the XU100 index correlate with each other in
the long run. At the same time, ilter and Gék (2021) found
that FDI has a one-way relationship with CDS premiums,
whereas the relationship between CDS premiums and
portfolio investment is two-way. Not all research works
found a direct correlation; Onem (2022) established that
there is significant transmission of volatility between CDS
premiums and BIST indices but could not establish a direct
relationship using opening daily stock values. This study
reiterated that daily changes in CDS premiums influence
investors’ behavior in Borsa Istanbul significantly,
emphasizing the need for risk monitoring by stakeholders.
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Recently, the negative effect of financial stress indices on
the XU100 was emphasized by San and Yigiter (2024), who
argued that such indices could be used as an early warning
system for crises. At the micro-level, individual financial
indicators influence equity markets; for example, the net
profit is determined to influence the stock price of isbank,
while equity profitability is more significant for equity
markets of Albaraka Tiirk (Ahmetogullari, 2024). Although
the preceding research papers provide important insights
into the macro relationship between sovereign risk and
equity markets, they do, however, encompass some
pitfalls. Firstly, the overwhelming majority of research is
conducted using data that is either monthly or quarterly,
often masking the instantaneous behavioral responses of
investors faced with risk shocks. Moreover, despite the
pervasive utilization of CDS cross-sections as a risk proxy
for a nation, it is observed that there is limited work that
focuses on instantaneous daily risk fluctuations, especially
for a ticker like TR through which markets such as the
Turkish equivalent of the New York Stock Exchange or
London Stock Exchange could be represented. Most
importantly, very few research works tend to investigate
into the asymmetric relationship between risk shocks; that
is, the degree to which panic is induced by risk hikes in
contrast to risk rebound or rejoicing. This research paper
intends to fill the mentioned research lacunae by using an
event study approach on a daily timeframe.

Material and Methods
Data Selection and Process

Market risk perception dictates the valuation of Credit
Default Swap (CDS) premiums for Turkish bonds, with the
5-year contract serving as the standard benchmark. Given
that these instruments see their heaviest trading volume
in the London swap market—which commences
operations at 10:00 Turkish time—our analysis hinges on
daily opening values. To isolate significant market shifts,
we applied a filter to identify days where CDS premiums
swung by 5% or more. We then analyzed the
corresponding movements in the XU100 and XBANK
indices to gauge their sensitivity to these fluctuations.
(Detailed justification for this specific filter appears later in
the text). All statistical computations were executed within
the R programming environment.

The dataset spans the period from March 3, 2008, to
October 31, 2024, a timeframe determined by the
availability of concurrent data for all variables. We sourced
daily figures for Tlirkiye's 5-year CDS premiums, the XBANK
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index, and the XU100 index from investing.com. The
XBANK index was specifically targeted under the
hypothesis that banking equities are uniquely vulnerable
to sovereign risk pricing, while the XU100—comprising the
exchange's top 100 equities—serves as a proxy for the
broader market to facilitate comparative analysis.

Methodology of Research

The study utilized a case study model, which is a
guantitative methodological approach (Chmiliar, 2010).
First, daily changes for CDS premiums were calculated
using the following formula:

(1)

where R; represents the change in CDS premium on
day i; P; indicates the CDS premium's opening value on day
i;and P;_qrepresents the CDS premium's opening value on
the previous day. This allows for the quantification of daily
CDS premium fluctuations as a percentage, enabling the
identification of significant changes in the market.

Daily returns for XU100 and XBANK are calculated using
the formula below:

P i,close

R, = —=2% 1,
Pi—l,close

(2)

where R; is the daily returns of the indices on day i;
P; ciose is the closing value of the indices on day i;
P;_1 ciose s the closing value of the indices one day before
day i.

Number of Observations and Event Set

The daily returns were calculated using the previously
mentioned formula, and the observation counts
corresponding to daily CDS premium changes are
presented in Table 1. The total number of observations is
4,216, with only two instances of the CDS premium
dropping more than 20% daily.

Key observations:

- Days with a decline greater than 5%: 149 days (3.5%
of total population)



- Days with an increase greater than 5%: 211 days (5%
of total population)

Table 1.

Number of Observations for Different Filters

< >
filter -20 -10 -5 5 10 20
# 2 26 149 211 40 13
% 0.04 0.6 3.5 5 0.94 0.3

Total number of observations is 4216. “Filter” in
the first row represents the percentage change in
CDS premium greater and less than zero. The #

Note represents the number of observations and the
row with % represents the proportion of
observations at the respective filter level in the
total population.

The filter level was selected as 5% based on these
observations, inspired by the methodology used in Dunis
et al. (2006), who also identified threshold values to
capture extreme market movements in their event-based
analysis. The rationale for this selection includes:

1. Sufficient number of observations to create a
consistent model

2. Representation of anomalous sample levels
3. Balanced distribution of significant change events

These criteria ensure a meaningful analysis while
capturing notable market fluctuations.

Ri> fpr
Ri< fnr

_ f»€{0.05}
Event Set = { fnpe {—0.05}

(3)
In the formula:

Ri, represents the CDS spread return on day i; f, denotes
the positive filter level; f, represents the negative filter
level, which is the threshold for filtering.

The "Event Set" defines two conditions based on
whether the CDS spread return exceeds the positive filter
level or falls below the negative filter level.

Two separate event sets were established,
encompassing both positive and negative changes as
previously described. The analysis proceeded by
exclusively examining the changes occurring on the days

constituting these specific sets.
Research Findings

Table 2: Average daily return for the XBANK and XU100
indices, together with the statistical significance test and
number of positive versus negative instances. Our filtering
process identified 202 trading days marked by a severe
surge in risk- those with CDS premiums increasing >5%.
Days reflecting ease in risk perceptions- those with CDS
premiums falling>-5%- are fewer, vyielding 146
observations.

Against this, in periods of increasing risk-where the CDS
premiums jumped over 5%381-the banking sector had
been much more fragile compared to the general market.
More specifically, while the XBANK index declined by an
average of 2.7%, losses for the broader XU100 were
somehow limited to 2%. What is fascinating in that regard
is the persistence of this downward pressure: on 168 out
of the 202 threshold days identified, banking stocks ended
in the red, which corresponds to an 83% probability of
negative returns within these shock events. For the
cumulative market, the pattern was practically the same:
on 82% of the days when the threshold was breached,
losses were recorded. Welch's t-tests confirm these
findings as strong, and thus the negative returns are
statistically different from zero rather than just noise in the
market.

Table 2.

Daily Index Returns on Event Days

XBANK XU100

f>5% f<-5% f>5% f<-5%
Mean -2,7% 2,37% -2,0% 1,88%
t-test p<.001 p<.001 p<.001 p<.001
# 168 119 167 125
% 83 81 82 85

When market tensions relaxed—indicated by a CDS
drop of over 5%—the XBANK index responded with vigor,
posting an average daily return of 2.37%. The broader
XU100 index also rallied but with less intensity, limiting its
average gain to 1.88%. In terms of consistency, the trend
is robust: across the 146 days in this "relief" sample,
banking stocks finished in the green 119 times (81%).
Interestingly, while the banking sector offered higher
returns, the general market (XU100) showed slightly
higher consistency, closing up on 125 occasions (85%).
Statistical analysis confirms that these returns are
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significantly different from zero, validating the positive
impact of falling risk premiums.

Comparatively, the data underscores that banking
equities are far more sensitive to CDS volatility than the
aggregate market. Moreover, an asymmetry in investor
behavior emerges: the market's reaction to rising risk
(what we might call "bad news") is noticeably more intense
than its relief during falling risk. While the XU100 index
boasts a higher frequency of positive closes during
recovery periods, the magnitude of the price movement is
statistically stronger in the banking sector. T-tests and
average return comparisons corroborate this, confirming
that banking investors reprice assets more aggressively in
response to significant shifts in sovereign risk compared to
the general market

Simulation

Having gained intuition about the acute reaction of
banking equities to big changes in their respective CDS
levels, we now turn to the application of this
understanding. More concretely, we examine the viability
of a trading algorithm targeting precisely such differences.
In order to test for the profitability of such a trading
strategy, the following core assumptions are made:

Entry and Exit: Trades are made purely on the basis of
morning changes in the CDS spread and occur exactly at
the time of opening of Borsa Istanbul. Though it is true that
various factors influence the opening of markets, for the
purposes of this study, CDS is taken as the major
determining factor. To remove risk that is exposed
overnight, it is ensured that both long and short positions
are intraday.

Portfolio Construction: Instead of  the stock-
picking approach, the technique that is used is the
passive indexing method. In portfolio construction,

the portfolios are designed to replicate
the same composition as the respective indices, namely t
he XBANK and XU100 indices. Therefore, the
trading outcomes would capture the systematic risk of
a certain sector of the market or the market as a whole.

Mechanics of Short Selling: It is assumed that the
mechanics of the short selling process are frictionless,
allowing for replication of the indices on the short side
without the need for borrowing costs or margin calls.
Although it is easier to test theoretically in this manner, it
is recognized that in practice, borrowing costs of stock
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would affect the net profit realization of such a strategy.
Transaction Costs: We assume a normalized commission
charge of 0.05% per side, implying a total round-trip
commission of 0.1% for entering and exiting each daily
portfolio. Because of the lack of data granularity, bid-
ask spread effects are not taken into consideration in this
cost analysis; therefore, the commission cost is the lone
consideration.

Strategy Process

During the specified time period, the number of days
when the CDS premium decreased by more than 5% was
146. On these days, investors are assumed to open
positions during the opening session and close them
during the closing session. The return for each transaction,
as well as the cumulative return, will be calculated using
the following formula:

Ri < fn'
fn€{—0.05}

_ Pi,close/ _
Rl - Pi,open 1

RC: (1+ Rl)*(1+ Rz)** (1+ R146)_1
(4)

The number of days when the CDS premium increased
by more than 5% was 202. On these days, investors are
assumed to execute short sales during the opening session
and close these positions during the closing session. The
return for each transaction, as well as the cumulative
return, will be calculated using the following formula:

Ri > fp'
fp €{0.05}
Ri — Pi,open/ -1

i,close

RC = (1 + Rl) * (1 + Rz) * Lk (1 + Rzoz) -1
(5)
Results

Having identified that banking equities are more
sensitive on event days, we proceed to investigate the
economic feasibility of exploiting this message. Summary
statistics for the results of simulated buy-sell strategies
described previously are provided in Table 3. Consistent
with the asymmetry in the behavior documented above,
the market's rebound to a rise in CDS spreads is much
stronger compared with its exuberance from a decline—a



pattern in both the banking and aggregate gauge. More
importantly, even after accounting for transaction costs-in
particular, the buy-sell commissions-the short-selling
strategy was very profitable. For days when the CDS rose
by more than 5%, opening a short position in banking
stocks at the beginning and covering this position at the
end resulted in an average net gain of close to 1.9%.

Table 3.

Cumulative Returns for The Strategies
XBANK Xu100

f>5% f<-5% f>5% f<-5%

Mean 1.9% 1.2% 1.2% 0.9%
t-test p<.001 p<.001 p<.001 p<.001
# 146 103 143 108
Cumulative

3408% 435% 1033% 264%
Return

As further illustrated in the table, out of the 202 short-
sale transactions, 146 yielded positive returns. When this
strategy was applied on every day that CDS premiums
exceeded the specified threshold, the cumulative return
reached an impressive 3408%.

When the same scenario was applied to the XU100
index, the cumulative return was significantly lower.
Despite 143 out of 202 transactions yielding positive
results, the cumulative return was only 1033%, with an
average return per transaction of 1.2%.

On days when CDS premiums decreased by more than
5%, executing a buy transaction at the session opening and
closing it by the session end resulted in an average return
of 1.2% for the banking index and 0.9% for the portfolio
replicating the XU100 index. The results of the buy-sell
simulation further indicate that the return outcomes
associated with investors' reactions to negative news are
higher than those from reactions to positive news. In this
scenario, the average returns for both indices were lower.
For the portfolio replicating the banking index, the strategy
yielded positive returns in 103 out of 146 transactions,
corresponding to approximately 71% of the event days. For
the portfolio replicating the aggregate market (XU100),
this number was 108 out of 146, or about 74% of the
observations. Although the XU100 index had a slightly
higher number of profitable trades, the cumulative returns
were greater for the banking index portfolio. This result
indicates that while the aggregate market provided more

frequent—but relatively smaller—positive outcomes, the
banking index offered fewer profitable trades with higher
average return per trade, ultimately leading to a greater
cumulative gain. The finding suggests that investors
reacted more strongly to CDS premium changes in banking
equities than in the overall market, reflecting the sector’s
greater sensitivity to sovereign risk and its closer linkage to
credit conditions. As a result, the banking index exhibited
both higher volatility and greater return potential,
especially during periods of sharp risk repricing.

The cumulative return from this strategy was
significantly lower compared to the previous strategy,
reaching 335%. In both cases, the returns were statistically
significant and found to be different from zero.

Conclusion and Recommendations

Our findings confirm that the Banking Index is much
more prone to volatility emanating from sovereign risk
shocks than the general market. Characteristic of these
movements is a distinct asymmetry: the intensity of the
market's recoil during the rise of CDS premiums, or so-
called negative events, is much greater than its relief
during periods of recovery. This behavior iswell in line with
the concept of "loss aversion" in behavioral finance--as
Elmas et al. (2024) note, the fear of loss is usually the
leading motive of investor sentiment, easily explaining the
strength of the sell-off during the sudden spike in risk
perceptions.

The performance gap is quantifiable: on those days
when risk premiums jumped above our threshold, the
XBANK index declined by an average of 2.7%, outpacing
the decline in the XU100 of 2%, while on those days when
tensions relaxed-a drop in CDS >5%-banking stocks rose
2.37%, again leading the aggregate market’s increase of
1.88%. Such findings are in tune with recent works by
Altuntas and Ersoy (2020) and Onem (2022), further
solidifying previous findings that connect pricing of
sovereign risk to the sectoral movements in Borsa Istanbul.

Profitability simulations further illustrate this
sensitivity. Although portfolio strategies tracking both of
the indices generated positive returns on event days, the
gains were disproportionately concentrated in "short"
strategies executed during high-stress periods. Even after
factoring in transaction costs, betting against the market
on CDS spikes proved significantly more lucrative than
riding the recovery. This observation cements the notion
that bad news is always priced in with greater
aggressiveness compared to good news.
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Comparing the two results in a subtle twist in investor
appetite: though the cumulative market had a higher
frequency of profitable trades during the recovery phases
of the market, banking sector returns were better due to
the sheer magnitude of the price swings. This underpins
the banking sector's role as a high-beta proxy for investor
sentiment regarding Tiirkiye's creditworthiness.

From a policy point of view, such extremes indicate the
necessity of regulatory circuit breakers or even targeted
stabilizing measures in periods of erratic CDS movement.
From the perspective of the academic community, this
research opens a number of avenues. Future research
could be enriched by establishing a comparative timeline
between predisaster and postdisaster market behavior or
by contrasting these findings with data from developed
economies to isolate those anomalies that are specific to
emerging markets. Every methodological choice is a trade-
off. By setting a filtering threshold of +5% for the daily
changes in CDS, we deliberately had to favor extreme
market reactions in exchange for statistical clarity. The
high-pass filter reduced our sample size while sacrificing
moderate fluctuations-such as those between +3% and
14,99%-which might still be behaviorally relevant. While
effective in capturing shock events, this approach might
well overlook the potential cumulative impact of lower-
volatility days. Future investigations could reduce this by
utilizing dummy variables for several intensity intervals or
using regression-based models. Such an approach would
therefore serve to allow a more continuous mapping of the
impacts of sovereign risk, offering a granular view of the
way in which varying degrees of risk perception ripple
through financial markets.
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Genisletilmis Ozet

Bu calisma, olay calismasi modeli ile kredi temerriit swapi (CDS) primlerindeki ani degisimlerin, ézellikle de Borsa istanbul'da
islem gdren banka hisse senetleri tGzerindeki etkilerini inceliyor. CDS primleri, bir Glkenin borglarini 6deyememe riskini gdsteren
bir finansal aractir ve bu primlerdeki dalgalanmalar, yatirimcilarin piyasalardaki risk algisini énemli olglide etkileyebilir.
Calismanin temel amaci, CDS primlerindeki blyUk artis veya disUslerin, BIST'teki banka hisse senetleri ve genel piyasa endeksi
(XU100) Gzerindeki etkilerini belirlemektir. Calismada, CDS primlerindeki blyik artislarin banka hisse senetlerinde satislara ve
genel pivasada disUslere yol acacagi, blyUk disUslerin ise alim faaliyetlerini tetikleyecegi hipotezi test edilmektedir. Calismada,
Tarkiye'nin 5 yillik tahvilleri igin Londra swap piyasasinda islem goren CDS primleri kullanilmistir. CDS primlerinde glinltk %5 ve
Uzeri degisimlerin yasandigi ginler analiz icin secilmistir. Bu esik degeri, 5nemli fiyat hareketlerini yakalamak icin belirlenmistir.
CDS primlerindeki blylk degisimlerin oldugu ginlerde, XU100 ve XBANK endekslerindeki hareketler incelenerek, aralarindaki
iliski arastiriimistir. CDS primlerinin %5'ten fazla yikseldigi ginlerde 202, dustugi glnlerde ise 146 gdzlem yapilmistir. CDS
primlerinin yUkseldigi glinlerde XBANK ve XU100 endeksleri negatif getiri gostermistir. CDS primlerinin distigu ginlerde ise
her iki endeks de pozitif getiri gbstermistir. CDS primlerindeki artislar (negatif bir olay olarak degerlendirilir), yatinmcilari daha
glcli bir sekilde satis yapmaya yoneltmistir. Ozellikle bankacilik hisselerinde bu durum daha belirgindir. CDS primlerindeki
dususler (pozitif bir olay olarak degerlendirilir), yatirimcilari alima yénlendirmistir. Ancak, bankacilik hisselerinde bu etki, BIST
100 endeksine gore daha glgcll olmustur. CDS primlerindeki degisimlere bankacilik hisseleri, BIST 100 endeksine gére daha
duyarl tepki vermektedir. Yatirimcilar, kétl haberlere (CDS primlerindeki artis) iyi habere (CDS primlerindeki dusis) gére daha
glclU tepki vermektedir. CDS primlerindeki biyik degisimlere bagl olarak bir alim satim stratejisi tasarlanarak karlligi
simUlasyon ile test edilmistir. CDS primi yikseldiginde aciga satis (short) yaparak; primler distiginde ise alim pozisyonuna
girilerek stratejilerin kazang oranlari incelenmistir. Yapilan simulasyon, CDS primlerindeki blylk degisimleri takip ederek alim
satim yapan bir stratejinin karli olabilecegini gdstermistir. Ozellikle, CDS primlerindeki yikselislere karsi aciga satis yaparak daha
yUksek getiri elde etmek mimkin olmustur.

Trends in Business and Economics



	Introduction
	Credit derivatives are imperative risk management instruments or solutions in the currentfinancial markets. Derived from these credit derivatives is the Credit Default Swap (CDS), which is distinctive since it allows for the effective distribution of ...
	As the risk of sovereign bond CDS is determined by the market through freedom of risk perception, these data have become an important indicator of the financial soundness of any country. Usually, any fall in the sovereign bond CDS spread indicates so...
	Even though the Efficient Market Hypothesis (EMH) states that security prices incorporate all information (Fama, 1970), some models of behavioral finance propose the opposite by pointing out that markets systematically mistake new information. Data re...
	It is established in previous studies that the effect of CDS spreads is more significant in instances of large trading volumes (Kliber, 2011) and that in developing markets, products linked with CDS spread quicker (Pollege & Posch, 2013). However, for...
	There is a strong relationship between the change in CDS spreads and the probabilities of bank failure, which further affects equity prices. A one-standard-deviation increase in CDS spread is shown to significantly enhance the possibility of bank fail...
	This paper is organized as follows. The second section describes related literature study. In the third section, the data sources or datasets used in this study would be discussed. While in the fourth section, the result of the study would be shown an...
	Literature Review
	A number of researchers have given great attention to investigating the determinants of sovereign credit risk with special emphasis on the interactions between global factors and regional economic fundamentals. Research evidence among East European ma...
	However, the risk rating relationship with equity markets is more variant in developing countries. For instance, the study of the BRICS nations shows that the Chinese equity market is sensitive to various risk factors, while the Brazilian equity marke...
	Commodity markets, especially oil markets, also exhibit a strong relationship with credit risk. Using asymmetric TVP-VAR analysis, a recent study by Tekin & Şenol (2025) revealed that crude oil is a total shock receiver for the CDS premiums of oil-exp...
	In relation to the predictive capability of the CDS spread series, Castellano and Scaccia (2014) found that the oscillations in these spread series have often tended to predict stock market movements in the European and American markets. This happened...
	Studies on the Case of Türkiye
	In the context of the Turkish case, the relationship between country risk factors and market performance has engaged various studies. Using the ARDL approach, it was observed that political risk, financial risk, and economic risk each influence the st...
	The correlation between portfolio flows and risk premiums also shows interesting patterns. Sevil and Ünkaracalar (2020) found a negative correlation between portfolio investment and CDS premiums in the long term, with a causality relationship in the o...
	Material and Methods
	Data Selection and Process
	Market risk perception dictates the valuation of Credit Default Swap (CDS) premiums for Turkish bonds, with the 5-year contract serving as the standard benchmark. Given that these instruments see their heaviest trading volume in the London swap market...
	The dataset spans the period from March 3, 2008, to October 31, 2024, a timeframe determined by the availability of concurrent data for all variables. We sourced daily figures for Türkiye's 5-year CDS premiums, the XBANK index, and the XU100 index fro...
	Methodology of Research
	The study utilized a case study model, which is a quantitative methodological approach (Chmiliar, 2010). First, daily changes for CDS premiums were calculated using the following formula:
	,𝑹-𝒊.=,,𝑷-𝒊,𝒐𝒑𝒆𝒏.-,𝑷-𝒊−𝟏,𝒐𝒑𝒆𝒏..−𝟏,
	( 1)
	where ,𝑹-𝒊. represents the change in CDS premium on day i; ,𝑷-𝒊. indicates the CDS premium's opening value on day i; and ,𝑷-𝒊−𝟏.represents the CDS premium's opening value on the previous day. This allows for the quantification of daily CDS prem...
	Daily returns for XU100 and XBANK are calculated using the formula below:
	,𝑹-𝒊.=,,𝑷-𝒊,𝒄𝒍𝒐𝒔𝒆.-,𝑷-𝒊−𝟏,𝒄𝒍𝒐𝒔𝒆..−𝟏,
	( 2)
	where ,𝑹-𝒊. is the daily returns of the indices on day i; ,𝑷-𝒊,𝒄𝒍𝒐𝒔𝒆. is the closing value of the indices on day i; ,𝑷-𝒊−𝟏,𝒄𝒍𝒐𝒔𝒆  .is the closing value of the indices one day before day i.
	Number of Observations and Event Set
	The daily returns were calculated using the previously mentioned formula, and the observation counts corresponding to daily CDS premium changes are presented in Table 1. The total number of observations is 4,216, with only two instances of the CDS pre...
	Key observations:
	- Days with a decline greater than 5%: 149 days (3.5% of total population)
	- Days with an increase greater than 5%: 211 days (5% of total population)
	The filter level was selected as ±5% based on these observations, inspired by the methodology used in Dunis et al. (2006), who also identified threshold values to capture extreme market movements in their event-based analysis. The rationale for this ...
	1. Sufficient number of observations to create a consistent model
	2. Representation of anomalous sample levels
	3. Balanced distribution of significant change events
	These criteria ensure a meaningful analysis while capturing notable market fluctuations.
	𝑬𝒗𝒆𝒏𝒕 𝑺𝒆𝒕= ,,,𝑹-𝒊.>, 𝒇-𝒑.,          ,𝒇-𝒑. 𝝐 ,𝟎.𝟎𝟓.-,𝑹-𝒊.<, 𝒇-𝒏.,          ,𝒇-𝒏. 𝝐 ,−𝟎.𝟎𝟓...
	( 3)
	In the formula:
	Ri, represents the CDS spread return on day i; fp denotes the positive filter level; fn represents the negative filter level, which is the threshold for filtering.
	The "Event Set" defines two conditions based on whether the CDS spread return exceeds the positive filter level or falls below the negative filter level.
	Two separate event sets were established, encompassing both positive and negative changes as previously described. The analysis proceeded by exclusively examining the changes occurring on the days constituting these specific sets.
	Research Findings
	Table 2: Average daily return for the XBANK and XU100 indices, together with the statistical significance test and number of positive versus negative instances. Our filtering process identified 202 trading days marked by a severe surge in risk- those ...
	Against this, in periods of increasing risk-where the CDS premiums jumped over 5%381-the banking sector had been much more fragile compared to the general market. More specifically, while the XBANK index declined by an average of 2.7%, losses for the ...
	When market tensions relaxed—indicated by a CDS drop of over 5%—the XBANK index responded with vigor, posting an average daily return of 2.37%. The broader XU100 index also rallied but with less intensity, limiting its average gain to 1.88%. In terms ...
	Comparatively, the data underscores that banking equities are far more sensitive to CDS volatility than the aggregate market. Moreover, an asymmetry in investor behavior emerges: the market's reaction to rising risk (what we might call "bad news") is ...
	Simulation
	Having gained intuition about the acute reaction of banking equities to big changes in their respective CDS levels, we now turn to the application of this understanding. More concretely, we examine the viability of a trading algorithm targeting precis...
	Entry and Exit: Trades are made purely on the basis of morning changes in the CDS spread and occur exactly at the time of opening of Borsa Istanbul. Though it is true that various factors influence the opening of markets, for the purposes of this stud...
	Portfolio Construction: Instead of the stock-picking approach, the technique that is used is the passive indexing method. In portfolio construction, the portfolios are designed to replicate the same composition as the respective indices, namely the XB...
	Mechanics of Short Selling: It is assumed that the mechanics of the short selling process are frictionless, allowing for replication of the indices on the short side without the need for borrowing costs or margin calls. Although it is easier to test t...
	Strategy Process
	During the specified time period, the number of days when the CDS premium decreased by more than 5% was 146. On these days, investors are assumed to open positions during the opening session and close them during the closing session. The return for ea...
	,𝑹-𝒊.<, 𝒇-𝒏.,  ,𝒇-𝒏. 𝝐 ,−𝟎.𝟎𝟓.= ,,,𝑹-𝒊.= ,,𝑷-𝒊,𝒄𝒍𝒐𝒔𝒆.-,𝑷-𝒊,𝒐𝒑𝒆𝒏..−𝟏       -,𝑹-𝒄.=,𝟏+ ,𝑹-𝟏..∗,𝟏+ ,𝑹-𝟐..∗….∗,𝟏+ ,𝑹-𝟏𝟒𝟔..−𝟏..
	( 4)
	The number of days when the CDS premium increased by more than 5% was 202. On these days, investors are assumed to execute short sales during the opening session and close these positions during the closing session. The return for each transaction, as...
	,𝑹-𝒊.>, 𝒇-𝒑.,  ,𝒇-𝒑. 𝝐 ,𝟎.𝟎𝟓.= ,,,𝑹-𝒊.= ,,𝑷-𝒊,𝒐𝒑𝒆𝒏.-,𝑷-𝒊,𝒄𝒍𝒐𝒔𝒆..−𝟏       -,𝑹-𝒄.=,𝟏+ ,𝑹-𝟏..∗,𝟏+ ,𝑹-𝟐..∗….∗,𝟏+ ,𝑹-𝟐𝟎𝟐..−𝟏..
	( 5)
	Results
	Having identified that banking equities are more sensitive on event days, we proceed to investigate the economic feasibility of exploiting this message. Summary statistics for the results of simulated buy-sell strategies described previously are provi...
	As further illustrated in the table, out of the 202 short-sale transactions, 146 yielded positive returns. When this strategy was applied on every day that CDS premiums exceeded the specified threshold, the cumulative return reached an impressive 3408%.
	When the same scenario was applied to the XU100 index, the cumulative return was significantly lower. Despite 143 out of 202 transactions yielding positive results, the cumulative return was only 1033%, with an average return per transaction of 1.2%.
	On days when CDS premiums decreased by more than 5%, executing a buy transaction at the session opening and closing it by the session end resulted in an average return of 1.2% for the banking index and 0.9% for the portfolio replicating the XU100 inde...
	The cumulative return from this strategy was significantly lower compared to the previous strategy, reaching 335%. In both cases, the returns were statistically significant and found to be different from zero.
	Conclusion and Recommendations
	Our findings confirm that the Banking Index is much more prone to volatility emanating from sovereign risk shocks than the general market. Characteristic of these movements is a distinct asymmetry: the intensity of the market's recoil during the rise ...
	The performance gap is quantifiable: on those days when risk premiums jumped above our threshold, the XBANK index declined by an average of 2.7%, outpacing the decline in the XU100 of 2%, while on those days when tensions relaxed-a drop in CDS >5%-ban...
	Profitability simulations further illustrate this sensitivity. Although portfolio strategies tracking both of the indices generated positive returns on event days, the gains were disproportionately concentrated in "short" strategies executed during hi...
	Comparing the two results in a subtle twist in investor appetite: though the cumulative market had a higher frequency of profitable trades during the recovery phases of the market, banking sector returns were better due to the sheer magnitude of the p...
	From a policy point of view, such extremes indicate the necessity of regulatory circuit breakers or even targeted stabilizing measures in periods of erratic CDS movement. From the perspective of the academic community, this research opens a number of ...
	References
	Bu çalışma, olay çalışması modeli ile kredi temerrüt swapı (CDS) primlerindeki ani değişimlerin, özellikle de Borsa İstanbul'da işlem gören banka hisse senetleri üzerindeki etkilerini inceliyor. CDS primleri, bir ülkenin borçlarını ödeyememe riskini g...

