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Abstract

In this paper, we propose a procedure to calculate default correlations using market data. We call
it implied default correlation. Specifically, we propose a reduced form model with OU process which
gives a simple result. The implied default correlation formula with a hazard correlation coefficient and
the GLS hazard estimation method are shown. Furthermore, we estimate the parameters and show actual
examples of the implied default correlation matrix. Finally, we conclude that this procedure is applicable
when we calculate default correlations for a large credit portfolio or high-rating companies.
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