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When a new research
field emerges, as was
the case about 15 years
ago for the social studies
of finance, it may
translate in various
editorial ways. Whereas
no specialized
academic journal has
been created as of
today, two edited books
have been published by
Karin Knorr Cetina and
Alex Preda in 2005 and
2012. Only one French
contribution, however,
appeared in the first
one, and none in the
second. French
researchers of the field,
then, publishing in
different disciplines,
have never seen their
approaches made
understandable in view
of each other, instead of
appearing as isolated.

This situation will come to
an end next 28th of
February, with the
publication by Les
Presses du Septentrion of
La fabrique de la
finance, coedited by
Isabelle Chambost, Marc
Lenglet and Yamina
Tadjeddine, as the
publisher already
advertises here.

To cut along story short,

Quverture
Opening

Patience, il arrive |
Be patientl!

Jacques-Olivier Charron (jacques-olivier.charron@dauphine.fr)

Méme si on peut trouver des précurseurs, voire reconstituer une histoire assez
longue, les études sociales de la finance en tant que véritable champ de
recherche identifiable, nourri de travaux d’inspiration diverse et menés dans
différentes disciplines académiques mais entrant en interaction, se citant
mutuellement etc., n’existent vraiment que depuis la fin des années 90. On
peut citer deux livres pionniers : Making Markets, de Mitchell Abolafia, publié¢
en 1996, et Les traders, d’Olivier Godechot, sorti en 2001. L’émergence dun
champ de recherche nouveau peut se manifester, sur le plan éditorial, de
plusieurs facons : ce peut étre la création d’une revue académique (ce qui n’est
pas encore le cas, les présents Cabiers ne prétendant pas a ce statut) mais aussi
la parution d’un ouvrage collectif. En France, il a longtemps fallu se contenter
de I'existence de SSFA, association jouant un role de réseau, dotée d’un site
Internet, animant un séminaire et, a deux reprises, des journées d’études. Au
plan international, sous I'impulsion de chercheurs basés a l'université de
Constance, un premier livre est paru en 2005 : The Sociology of Financial Markets,
codirigé par Karin Knorr Cetina et Alex Preda et publié par Oxford
University Press. Les mémes ont dirigé en 2012 la publication d’un deuxieme
opus, The Oxford Handbook of the Sociology of Finance, chez le méme éditeur. On
peut aussi mentionner des ouvrages collectifs portant sur des aspects plus
particuliers, notamment Finance: the Discreet Regulator, codirigé par Isabelle
Huault et Chrystelle Richard et paru en 2012 chez Palgrave Macmillan.

Si ce dernier titre réunissait une majorité de contributeurs francais, on n’en
trouvait qu'un dans le premier ouvrage collectif général, et aucun dans le
second. Les chercheurs francais du champ, qui publient d’ailleurs dans des
revues relevant de différentes disciplines, n’ont pas vu jusqu’a présent leurs
approches réunies dans le cadre d’un ouvrage collectif qui permette d’en
apprécier la diversité, de les confronter et de les comprendre non comme des
démarches isolées ou excentriques mais comme des éléments d’une discussion
qui se poursuit depuis une quinzaine d’années.

Ce sera enfin le cas le 28 février prochain, avec la parution aux Presses du
Septentrion de La fabrigue de la finance, codirigé par Isabelle Chambost, Marc
Lenglet et Yamina Tadjeddine, et déja présenté sur le site de I’éditeur ici. On
peut relever que I'idée d’un ouvrage collectif avait déja été discutée au sein de
SSFA en 2000 et 2001, mais elle a ensuite été laissée de coté pour ne ressurgir
qu’apres le colloque « Reembedding finance » en 2010, le succes de ce dernier
renforcant l'intérét de donner une visibilité a notre champ de recherche.
S’inspirant au départ du Petit bréviaire des idées recues en économie publié par La


http://www.septentrion.com/en/livre/?GCOI=27574100458990
http://www.septentrion.com/fr/livre/?GCOI=27574100458990
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the idea of an edited
book emerged in 2011,
after the successful
"Reembedding finance”
colloquium of 2010, as
another occasion fo
make our research field
more visible. Several
publishers were
approached, the project
evolved and in the end
a classical academic
book is about to appear.

The subtitle, “Pour une
approche
interdisciplinaire” recalls
an important feature of
the social studies of
finance:
interdisciplinarity,
illustrated here by the
fact that, among the 16
contributors, we've got 8
sociologists, 4
management scholars, 3
economists and one
anthropologist. A table
inserted in the foreword
shows in more details the
diversity of theoretical
backgrounds used in this
book.

An edited book is not
easy to sum up, so let’s
just try to explain in
which way this one
makes a difference with
academic financial
economy books. The
point is not to build an
alternative to financial
theory or financial
economics, which would
rely on the same kind of
data and methodology.
Financial economics
and financial theory,
here, are rather seen as
parts of the research
object. This is typical of
the shift to a “"new
regime of knowledge”
as Olivier Godechot
points out in his
infroduction.

Découverte en 2003, suivi en 2008 d™an Petit bréviaire des idées recues en
management, le projet porté depuis 2011 par Isabelle Chambost, Marc Lenglet
et Yamina Tadjeddine aupres de différents éditeurs a finalement été accepté
par les Presses du Septentrion, dans le cadre de la collection « Capitalismes —
Ethiques — Institutions » dirigée par Nicolas Postel et Richard Sobel. 1l a
dailleurs évolué chemin faisant, d’'une premicre esquisse visant un public
assez large a la production d’un ouvrage collectif académique plus classique
dans sa forme, pouvant servir aussi de support d’éventuels cours « SSF ».

Le sous-titte «Pour une approche interdisciplinaire » rappelle une
caractéristique essentielle de cet espace de discussion, qui contribue a le rendre
intellectuellement stimulant mais ne facilite pas non plus son inscription dans
les institutions d’enseignement et de recherche. Concrétement, si on releve,
pour les seize contributeurs, la discipline dans laquelle ils ont soutenu leur
these (et qui ne correspond pas dans tous les cas a leur affectation disciplinaire
actuelle), on trouve huit sociologues, quatre « gestionnaires » (terme impropre,
mais il n’y a pas de mot simple pour dire « ayant fait une thése en sciences de
gestion »), trois économistes et un anthropologue. Plus significative en termes
de contenu est la diversité des références théoriques et des méthodologies,
diversité que permet de visualiser un tableau figurant dans I'avant-propos : ce
tableau croise les quatre parties de 'ouvrage (« Remise en cause du paradigme
classique de la finance », « Analyse des dispositifs bancaires et financiers »,
« Analyse des modes et des pratiques de régulation», «Processus de
financiarisation ») avec cinq entrées possibles, allant du plus « micro » (« Les
instruments financiers ») au plus « macro » (« Les institutions financiéres »), et
fait apparaitre dans chaque cas les approches théoriques appliquées.

Un ouvrage collectif est, par définition, difficile a résumer. C’est encore plus le
cas ici, quand il n’y a pas de « ligne du parti » et que les diverses contributions
ne sont pas lapplication, a différents terrains, d’'une méme approche
théorique. Ce que 'on peut tenter, a défaut, c’est caractériser ce qui différencie
ce livre d’un ouvrage, collectif ou non, de recherche en finance, au sens de
Iéconomie financiére ou de la théorie financiére. La question n’est pas
d’opposer aux théories des économistes et des chercheurs en finance des
théories alternatives en ce sens qu’elles se situeraient sur le méme plan. 11 s’agit
de comprendre la finance comme ce qu’elle est réellement : un univers social
dans lequel ces théories tiennent une place majeure (mais non exclusive) parmi
les outils cognitifs qui sont utilisés, appropriés et interprétés par des acteurs
inscrits dans des institutions. Il ne s’agit pas d’opposer a une théorie qui
prétend dire ce quil en est de la finance a I'aide de raisonnements formalisés
et de recherches n’utilisant comme données que des chiffres issus de bases de
données (elles-mémes d’ailleurs largement calibrées pour ces théories) une
autre théorie qui utiliserait le méme type de données et de méthodologie. Les
approches des économistes hétérodoxes sont certes utilisées par plusieurs
contributeurs, mais pour aider a structurer et conceptualiser des recherches
empiriques qui utilisent d’autres types de données (méme si la encore des
bases de données peuvent étre sollicitées).

La théorie financiere est donc ici intégrée dans l'objet d’étude, ce qui est
typique de 'adoption d’un « nouveau régime de connaissance », comme le dit
dans son introduction Olivier Godechot. Ce dernier note d’ailleurs que ce
nouveau régime ne se limite pas au recours a la notion de performativité,

3
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This book is not an “anti-
handbook” of finance, it
isn't normative either,
but it infends to show,
rigorously, what finance
really is: a social world.
And it does so by making
the discussion on this
issue accessible in a
way, which is both
concise and
representative of a true
variety of approaches.

comme il I'illustre sur la base de son approche sociologique des déterminants
de I'adoption de tel ou tel référent théorique par les acteurs des salles de
marchés. Il souligne aussi que les études sociales de la finance, si elles se
concentrent sur un univers social particulier, le font dans une conjoncture
historique ou la finance tient une place dominante dans I"économie et dans la
vie sociale et donc ou les normes et les facons de faire en usage dans cet
univers ont un impact beaucoup plus large.

Ce livre en somme n’est pas un « anti-manuel » de finance, il ne dit pas non
plus ce que la finance devrait étre, il prétend rendre compte, rigoureusement,
de ce qu'elle est en donnant a la discussion qui a cours sur ce point dans les
sciences sociales depuis quinze ans une forme a la fois synthétique et
respectueuse de la diversité des approches. En méme temps comprendre la

finance c’est aussi comprendre comment elle est entrée en crise en 2007-2008
et comment elle ne parvient pas vraiment a en sortir. En rappelant les
mécanismes qui font que la financiarisation a conduit au retour de la
« stagnation séculaire » et en posant quelques jalons sur ce qui pourrait en faire
sortir, Michel Aglietta dans sa postface devrait donner aussi quelques idées sur
de futurs terrains de recherche.

Papiers de recherche
Working papers

The Political Economy of Financialisation in an Age of Growing Inequality

Thibault Darcillon, Centre d’Economie de la Sorbonne, Université Paris | Panthéon-Sorbonne & LADYSS,
Université Paris 7 — Paris Diderot (thibault.darcillon@univ-paris1.fr)

This article proposes a re-interpretation of the political economy of financialisation in the OECD countries,
which have experienced a continuous rise in income inequality. I show that changes in the income
distribution may threaten the socio-political foundations of financialisation. First, whereas the continuous
increase in income inequality maintain the alliance between financiers, managers and high-skilled workers
intact to support the adoption of pro-minority shareholder, all the consecutive changes in financial and
labour markets have produced increasing institutional incoherence and labour market dualisation, making the
previous alliance more fragile. Second, despite stagnant incomes, middle-class and low-income households
are in favour of higher financialisation because easy credit stimulates their consumption level. Encouraging
credit supply contributes to the rise in household debt, thereby increasing workers’ vulnerability.

Keywords: financialisation; corporate governance; income inequality; instability; political economy

Texte intégoral / Full text

Référence électronique : Thibault Darcillon, « The Political Economy of Financialisation in an Age of
Growing Inequality », Papier de recherche SSFA-2015-02 [En ligne|, Cabiers de la SSFEA, 2, Automne 2015.
URL : http://ssfa.free.fr/hoparticle.php?id art=198 .
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Essais, entretiens et déebats

Essays, interviews and debates

The War Scars of the Credit Derivative Documentation

Albin Spinner (Albin.Spinner@icbcstandard.com)

There has been extensive press coverage on the various Libor fixing scandals and the difficult process of setting a benchmark
interest rate has attracted a lot of attention. This article describes the eventful history of consolidating the credit market using the
credit derivative contract. One of the realisations of this financial infrastructure work is a credit index, which takes the form of a
universal definition for financial defanlt as well as a settlement protocol for the contract. In this process which span over a 15
years period, there were accidents and the documentation still bears the marks of individual situations which did not fit the
definition (the “war scars”). This shows how idiosyncratic events can get in the way of the formation of an idealized financial
concept. This article also shows the role played in financial markets by a certain form of legal and financial knowledge and it can
be seen as a contribution to the social studies of finance as defined by MacKenzie, (2006): “drawing on, and developing the
intellectual resources of the social studies of science and technology in order to embark on a conversation about the technicality of

financial markets.”

Nowhere were the financial markets more
heterogeneous than in the credit markets. Credit
risk, which is the non-performance on a financial
obligation, affects loans, bonds, commercial paper,
letters of credit, derivative payment obligations, ...
The credit derivative “revolution” meant that
those various products are now viewed as different
vectors of assuming credit risk in a similar way that
swaps, forward rate agreements and futures
transform interest rate risk. Those various risks are
made fungible through the creation of a synthetic
contract: a credit default swap. By breaking away
from any underlying instrument and defining a set
of wvarious deliverable obligations, the credit
derivatives market is the ultimate expression of
this trend for integration.

“The only productive invention to come ont of the banking
industry over the past generation was the ATM machine.”
-- Paul Volcker

The CDS was the financial engineering innovation
of the 90’s. Their responsibility in the recent
financial crisis and consequently their financial
efficiency has been widely documented and is not
our focus. The aim of this note is not to go
through an exhaustive historical study of the legal
documentation of credit derivatives. While
describing the difficult process, which led to the
devise of a protocol that is now accepted by the

markets, we want to highlight the difficulties,
which are inherent in the creation of an index. The
construction of an index is the result of a complex
piece of engineering. Its study looks more like
geology and the analysis of the accumulation
sedimentary layers than a pure intellectual idea that
can be distilled to a simple and pure financial
concept. History plays a role in the design of
financial contracts; the credit derivative definitions
look more like common law based precedent
rather than the intellectualized civil law.

Few debates are as old as the one around the
nature of the correspondence of our intellectual
categories to the thing they represent. There are
broadly two schools of thought (See MaclLeod &
Rubenstein, 2006). The proponents of nominalism
make the case that categories are linguistic devices
that are useful to describe the wotld; but one
should not lose sight from the fact that categories
are mostly arbitrary. They are not static. The
proponents of universalism on the other hand
prone the existence of stable categories; they may
be figments of our imagination but they have an
ideal and maybe even universal value.

This classical philosophical debate has an echo in
the financial markets. On the nominalist side lies
the insurance market; on the universalist side, the
derivative markets. Both markets deal with risks.
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The fundamental difference between the financial
and the insurance contract lies in the nature of
their respective settlement. The insurance contract
acts as a compensation commensurate to a loss.
The financial derivative contract on the other hand
would pay on the basis of an objective pre-defined
index.

Let us take the voluntarily extreme and grotesque
example of seismic risk. If you subscribe to an
insurance contract on your house, and it is
destroyed during an earthquake, you should be
compensated by the insurance company. The
amount of your claim will be based on estimation
of your loss, which will be the price of
reconstruction of your home. If we were to define
an equivalent derivative contract, it could pay
based on the severity of the earth quake at a
particular geographical point: you would get paid a
fixed amount if the magnitude of the earthquake
measured on Leicester Square is more than 7 on
the Richter Scale. Your house may not have been
destroyed by the catastrophe; equally, the
earthquake could have been on a lower magnitude
and your poorly built Victorian house might be in
ruins.

Among other fields, the two markets overlap for
credit risk: typically the performance risk of a
mining company could be covered by an insurance
contract. This risk is similar to the default risk that
a financial investor would take holding an
obligation issued by the company. Thus it can also
be covered by a financial credit derivative contract.
The insurance contract compensates for a damage.
The buyer of insurance would need to
demonstrate that they have realized an actual loss:
the mining company failed to deliver the ore which
was already paid for and as a result the insurance
buyer has realized a loss. The insured would then
be entitled under the insurance contract to be
compensated for an amount commensurate with
their loss.

The financial derivative contract on the other hand
would pay based on idealized index; the buyer of
protection does not have to hold any risk to be
paid. His payoff is linked to a predefined index:
the recovery value of the cheapest obligation. If
the buyer was intending to hedge an exposure,
there could be a discrepancy between the loss on
this exposure and the payoff under the financial

contract. The insurance market has a nominalist
approach, which is fundamentally linked to an
effective and specific individual loss. The financial
market on the other hand has a universal approach
and defines idealized value that is linked to a
standard and objective index.

The definition of the default events that will
trigger the contract needs to be carefully crafted to
design a credit derivative. The intellectual concept
is easy to conceive: a company fails to honour its
financial obligations. But like every encyclopaedic
effort, the devil is in the details. The
documentation is typically standardized by the
International Swaps and Derivative Associations
(ISDA). The standardization of the legal wording
is critical to ensure the liquidity of the market: no
dealer wants to spend time reviewing legal nuances
before trading. There were originally 5 distinct
credit events in the original 1999 ISDA credit
derivative definitions: bankruptcy, failure to meet
payment obligations, obligation acceleration,
repudiation/moratorium, and material adverse
restructuring of debt. The exact definitions of
those events can be found in the references ISDA
2014 Credit Derivatives definitions). The event
needs to be publicly observable (typically from a
public source like a newspaper). These definitions
have attracted a lot of interest in the industry.
They have also widely evolved since their first
introduction in the mid 90s.

The settlement process has also been fiercely
debated. The first contracts were settled based on
a physical delivery, whereby the protection buyer
would physically deliver an obligation against a
cash payment. To integrate the various vector of
credit risk, a set of deliverable obligations is
defined. This aggregation is achieved through the
notion of “cheapest to deliver”; the cheapest asset
can be delivered on the contract against a par
payment in case of a credit event. Since then the
industry has evolved to a cash settlement, which is
based on the result of an auction. This auction is
organized by ISDA itself for the purpose of
settling the credit derivative contracts.

We will now review the accidents that the
conception of those definitions encountered. Like
a tortuous tree, which shows the marks of the
elements, the current protocol bears the wounds
of those case studies. Far from a limpid financial
concept, the definition of financial default has
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become a legal monster, described through a
combined set of documents that spans more than

issues and to the 2003 ISDA credit derivative
definitions. In 2009 they were completed by the

89 pages of fiddly legal jargon. It all started with
the 1999 ISDA credit derivative definitions. Some
events in 2001 led to a re-examination of certain

“Big Bang” supplement, which defined the
settlement protocol. The latest definitions date
from 2014.

1999 ISDA Credit Derivatives Definitions

1999 Rite Aid and moral hazard

2000 Conseco and the restructuring event

2001 National power and the successor issue

2001 Rail track and convertible securities

2001 Enron (large volume and counterparty)

2003 ISDA Credit Detivatives Definitions

2003 Tracx introduced

2005 Collins & Aikman first ISDA conducted industry wide CDS settlement
2005 Delphi shows the weakness of the auction process

2009 big bang supplement

2012 Greece is the biggest sovereign default in history

2013 The Dutch government nationalizes SNS Bank and expropriates its subordinated bond holders

+ Rite Aid: In October 1999, Rite Aid announces that
it has completed a restructuring by extension of all $2.7
billion of ifs  outstanding banking facilities. 'The
restructuring only involved the banking debt and
not the bonds. Banks faced an extension of
maturity for their asset, but in exchange they also
benefited from increased pricing and additional
collateral. The additional comfort meant that the
banks were not materially worse off after the
restructuring. For the banks, which were hedged
on their loan, they could still trigger their CDS
hedge and pocket a premium based on the low
price of the longer dated bonds. This underlined
the danger of a moral hazard by which the banks
could restructure a loan favourably and still make
money on their hedge. They could also engineer
the restructuring to make sure that the hedge
would trigger. The default swap, which had been
invented by the banks, was too partial, putting the
asset management community at a disadvantage.
This led to a standard that excludes bilateral
obligations as part of the pool of debt products
that can trigger an event; bilateral obligations
would still be deliverable if an event had been
trigegered by a multiple holder obligation. This and
the Conseco case study also led to a modified
definition of restructuring. Some practitioners

already commented that restructuring was the
problem child of credit derivatives.

+ Conseco: On the first of September 2000, Conseco
announces an agreement with Chase Manbattan Bank and
Bank of America to extend to Sept. 22, 2000, §155
million in loans to Conseco, and §145 million of guarantees
by Conseco with respect to loans made to directors and
officers of Conseco in connection with a stock purchase
program. In a similar occurrence, the restructuring
included a deferral of the loan’s maturity by a few
days but also a better pricing as well as additional
guarantees and additional covenants in favour of
the lenders. So even though the restructuring was
not really materially adverse to the banks, some
delivered long dated bonds as part of their CDS
hedge and pocketed the difference between their
low price and par. Some hedgers benefited
financially even though for example Moody’s did
not consider the restructuring to be a default
because it did not really impact the credit standing
of the obligations. This led to the re-drafting of
the definition of the restructuring event for most
standards. The new “modified restructuring” event
essentially limits the population of deliverable
obligations to a few months after the latest
restructured obligation. This means in this
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example that one would not be able to deliver the
long dated bonds, as they were not affected by the
restructuring event.

+ National Power: On the 29th of September 2000,
the Board of National Power announces that at the
Extraordinary General Meeting of the company held the
resolution to approve the demerger of Innogy from National
Power. The merger was cancelled on the 2nd of
October. The successor company was ambiguous
under the 1999 definitions. Again this led to the
redrafting of the successor definition and added 6
pages to the overall definition document in the
form of a supplement: so much for the idea of a
crisp definition for financial default. Essentially the
new CDS Succession language follows the debt; if
the debt is transferred to only one of the
companies, the CDS reference entity will switch to
the new indebted entity. If the debt is split among
the different successor entities, the CDS contract
would be split between several entities in a
proportion reflecting the debt distribution.

+ Railtrack Plc: On the 8th of October 2001,
Railtrack, the company that controls  Britain's  rail
infrastructure, is put into administration. This case study
raised the issue as to whether convertible bonds
are deliverable under a standard CDS. The usual
definition  excluded “contingent”  obligation
because it can be difficult to compare them with
straightforward  obligations. So  typically a
deliverable obligation has to be “not contingent”.

Some protection sellers challenged the fact that
the  Railtrack  convertible  obligation  was

deliverable. ISDA made the call that even though
the option to convert the securities into equity
made the obligation technically contingent; the
options lied with the holder of the convertible.
ISDA published a statement to that effect on the
18th of October 2001. Again, this case study led to
the drafting of a “Supplement Relating to
Convertible, Exchangeable or Accreting
Obligations”. Although the ISDA memorandum
are not legally binding, market participants tend to
follow their recommendations as an industry wide

consensus makes the delivery process for easier to
handle.

+ Delphi: On the 8th of October 2005, the company
filed for Chapter 11. By 2005, the market would tend
to follow wholesale type settlement whereby ISDA
would organize an auction for deliverable
obligations. The results of this auction would then
be used to cash settle CDS contracts. Although
this was not necessarily the contractual settlement
method (physical settlement was still the standard),
an ISDA organized auction was seen as a
significantly more transparent as well as
operationally far easier. For end investor the
process of an auction was seen as more
transparent. For dealers, operational issues were
significant. A CDS contract would typically follow
a chain: intermediaries would typically need to
know what obligation they would be delivered to
notify they protection seller. This could lead to
significant operational risk as a substantial flow of
information would basically flow at the same time
and the timeframe for delivery is limited in time.

Protection

Reference

Company B Entity

Protection
Dealer 2
il Dealer Company A
Long credit Brotecti B

exposure rotecrion buyer

Short credit exposure

Risk exposure

The physical settlement also had another
drawback: it is the onus of the protection buyer to

find a deliverable obligation in a nominal amount
of the CDS contract. If he fails to deliver, the
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protection buyer is typically not entitled to receive
its cash payment and although its contract may
have been triggered, it may end up worthless. This
could typically lead to a squeeze of the price of
defaulted obligations: those market participants
who had bought naked protection (without having
a corresponding exposure) would scramble to find
deliverable obligations to deliver under their CDS
contracts and would as a result drive the price up.
One could see a technical rally in defaulted debt
after a credit event, which would reflect more the
amount of CDS, which was written on the name
rather than the fair recovery value of the company.

This is what happened with Delphi. The price of
the company’s bonds rose from $58 to $72 after it
declared bankruptcy. The current auction process
is supposed to deal with this issue. The volume of
defaulted debt sold at the auction may only
represent a small fraction of the outstanding CDS
contracts. The CDS contracts are then settled
based on the auction settled price. Of course, this
means that a large CDS seller may be better off
bidding artificially high at the auction if it means
that this will minimize its losses on its CDS
contracts.

+ Bradford and Bingley: On the 30th June 2009,
Bradford and Bingley failed to pay a coupon on its 6.625%
2023 notes. The so-called “Big Bang” amended the
market practices to bring more standardization in
the credit derivative market. From its
implementation in 2009, a Determinations
Committee now decides whether a credit event has
actually happened. It is composed of a total of 15
members: 10 from the dealer community and 5
from the investment management community.
The committee must reach a 80% majority to
declare a credit event. This means in particular that
counterparties no longer decide on a bilateral basis
whether credit events had occurred. This
obviously brings more standardization and
transparency into the market place.

This also has a slight twist on the nature of the
credit derivative definitions: from an attempt to a
purely objective set of definitions, the wording
now implicitly recognizes that there could be
different interpretations to the black and white
occurrence of a credit event. The definition relies
on the opinions of 15 market participants. Those

are specialists and are likely to reach a consensus
but still...

The Bradford and Bingley case is interesting to
illustrate how difficult it can be to make a call as to
whether or not an event has occurred. In
September 2008, the UK treasury was rushed into
taking control of the troubled financial institution.
This was done quickly to avoid a bankruptcy of
the company. The government then sold some of
the best corporate parts and some the preforming
assets of the company to a competitor. Although
this was substantially imparing the credit quality of
the company this was still not a default. Only the
bad assets were left to cover for the debt.

In February 2009, the UK government, the new
owner of the company passed a new law (a
Statutory Instrument), which specifically allowed
Bradford and Bingley to defer the coupon
payment on its subordinated debt without
triggering  a  default under the  bond
documentation. By an order specifically
referencing the prospectus of the Bradford and
Bingley subordinated bonds, the UK government
amended the terms such that coupons could be
deferred. This in itself did not constitute a credit
event, though ISDA debated the situation at the
time but decided against a credit event. The credit
event wasn’t declared until the payment was
effectively not made on the 30th of June 2009.
This constituted a Failure to Pay, which is a
standard credit event under the ISDA credit
definition.

+ Greece: On the 29th of April 2012, the Greek
government forces local law bond investors into a debt swap;
the new instruments imply a haircut of about 60% throngh
a combination of nominal and interest rate reduction. The
Greek default was the biggest sovereign debt
restructuring in history. EUR152 billion of the
EUR177 billion of the bond holders agreed
“voluntarily” to the term of the swap (after huge
political ~ pressure  from  their  respective
governments). The remaining EUR9 billion was
forced into a debt swap after the Greek
government changed the law to include collective
action clauses into the bonds documentation: the
minority of the bond holders who were not bullied
into accepting the swap voluntarily had to accept
the decision of the majority.
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Another aspect of the restructuring was troubling:
various supra-national institutions like the IMF
and the FEuropean Financial Stability Facility
(EFSF) benefited from senior priority status. Even
though the EFSF was buying securities in the
secondary market at below par in the months
leading to the restructuring, it was not part of the
debt swap and as a result did not suffer a loss.
Effectively this meant that private creditors were
subordinated to the supra national institutions.
This is usually the case for any new funding that a
nation receives during a crisis (like an IMF
emergency loan); what was new was that the EFSF
was buying Greek existing bonds in the secondary
market; arguably, the more bonds it was buying in
the market the more recovery value it was taking
away from private investors. Again, ISDA took the
view that the action of the EFSF buying bonds in
the secondary market did not represent a credit
event per se. The credit event was called after the
minority of investors who turned down the debt
swap offer got forced into the restructuring.

+ SNS Bank: Oz the 15t of February 2013, the Dutch
government nationalizes SINS Bank and expropriates the
holder of subordinated debt. As a result, the new ISDA
2014 definitions include a new event of default:
Governmental Intervention. The nationalization
was not explicitly taken into account in the
definitions of restructuring. This additional event
of default is therefore a useful complement to the
existing definitions. It contributes to protect
investors in case governments interfere with the
credit market and take “bail-in” type actions;
investors are then asked to contribute to the
rescue of a financial institution. It is worth noting
that the event “Government Intervention” can
trigger a settlement of the CDS contract even in
the case when the governmental intervention is
not followed by a substantial worsening of the
reference entity’s credit standing.

Conclusion

The credit market community endeavoured to
define an idealized definition of financial default.
As the documentation was gradually tested by real
life defaults, particular cases gradually found their
way back into the documentation. Each time the

financial community would respond with a new
supplement to the definitions. The result is a series
of definitions that bears the marks of the various
bankruptcies of the last few years. This is a clear
illustration that defining an idealized index is a
difficult exercise. The definitions are more akin to
a bricolage, which is more similar to case law and
its aggregation of history rather than a distilled
financial concept.

In that sense, the credit derivative framework (the
auction process, the reference obligations listings,
the determination  panel, legal opinions,
mathematical formulas...) and its definitions in
particular could be viewed as a legal fiction in the
same way that Riles (2011) views collateral.
“Examples of legal fiction include the notion that
a corporation is a person, or the fiction that an
adopted parent is the biological parent of the
adopted child”. Legal fiction is a very old device,
which was already present under Roman law.
Closer to the financial markets, hybrid capital
structures could also be considered as a legal
fiction: they could be viewed as equity capital,
which is really debt. Pre-crisis, banks could issue
perpetual instruments, which were callable by the
issuer; the gentleman’s agreement with the market
was that those “preferred equity” type instruments
would always be called, hence ensuring that they
would indeed have a finite maturity date. With
respect to the credit derivative framework, it is
obviously a legal fiction as it considers a
corporation, itself a fictional person. Furthermore,
the credit derivative definitions define an idealized
financial default by a corporation. This idealized
category in the Universalists’s tradition is a figment
of the imagination.

As noted by Riles: “documentations help to
format or standardize the market because of their
unique ability to spread across boundaries...
cultural boundaries, form of expertise, institutions,
physical distances by virtue of their material and
aesthetic form.” The credit derivative project can
not only be viewed as an effort to standardize
documentation in order to minimize transaction
costs. This project puts in place a market
infrastructure. As Callon (1998) has shown, the
market requires to be able to make certain kinds of
equivalence, to be able to operate. This effort to
idealize the default definitions can be viewed as an
ultimate “disentanglement”. The creation of this
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legal fiction attempts to create a self-contained
contract, which is meant to overarch over the
existing credit products. It is taking the
universalist’s arguments made by Riles a step
further by defining an idealized concept of default.

Riles’s account of the collateral framework set-up
shows how the legal fiction needs to find its
expression in the existing legal framework. She
shows that the problem of “how to fit this private
law placeholder within the existing framework of
[Japanese] law” is not a straightforward legal
challenge. The credit derivative project, by
defining an idealized framework attempts to tackle
this issue by shifting the angle of the problem.
Using a software analogy: each new version of a
software needs to be backward compatible with
previous versions; this can be tricky when new
functionalities are introduced. In this analogy, the
derivative market attempts to create a software at a
higher level of abstraction (an object orientated
language?). The fact that the credit derivative
contracts are settled based on an index does
simplify the legal framework: it goes around the
difficulties of making this new legal fiction interact
with the existing legal framework. The drawback
of course is that the crafting of those definitions is
not trivial, as we have seen.

Another interesting observation by Riles describes
how the market deals with the uncertainty
regarding legal frameworks. We have seen that the
credit derivative definitions have seen quite a lot of
changes in the recent years. Similarly collateral
legal opinions typically have grey areas, especially
when it comes to bankruptcy law, which widely
depends on the jurisdiction. Those opinions are
typically tens of pages long and tend to be highly
technical. However the market mostly acts based
on a sound bite: the contract is viewed simply as
enforceable or non-enforceable. Practitioners
typically take the view that collateral agreements
are enforceable for the most legally stable
jurisdictions (for example: the US, the UK...). As

noted by Riles, the perceived complexity of legal
definitions does not act as a deterrent to their use
in the market. Rightly or wrongly, they are seen as
part of the legal infrastructure of the financial
markets. When one drives over a bridge, one rarely
thinks about the solidity of the bridge (even if we
know the relative of  financial
infrastructure...).

weakness

Those fictions typically impose restriction on
reality, hence influencing market players. For
example, policy makers would view a trigger of the
CDS as a possible escalation of the crisis.
Therefore they would be mindful not to trigger a
default according to ISDA as part of a potential
restructuring (e.g. the case of Greece). Following
Callon (1998), we could say that those definitions
have become performative, ie. they act on the
behaviour of market participants. In the case of
Greece, one should talk about counter-
performativity (MacKenzie, 20006), as the policy
makers will tend to try to avoid an ISDA default
and therefore be tempted to design a restructuring
so that it avoids being captured in the definitions.
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Actualités & événements
News and forthcoming events

“Art and Finance"” and "“Ethics of Debt” — CFPs, Finance and Society

Nathan Coombs (Nathan.Coombs@ed.ac.uk)

The journal Finance and Society has issued two Call for Papers for forthcoming special issues, both scheduled for
publication in 2016.

Finance and Society (http://financeandsociety.org/ ) is a new open-access academic journal devoted to

interrogating the social substance of finance. The first issue (“Hard cash”) was published in June 2015, bringing
together scholars from a range of disciplines to reflect on the nature of money in the context of contemporary
finance. A second issue will be published in December 2015, featuring a forum on heterodox economics with
contributions from leading scholars across the economic humanities. You can read more about our aims and
scope in the journal’s inaugural editorial: http://financeandsociety.org/article/vol-1-no-1-2015-samman-
coombs-cameron/

Art and Finance

The first forthcoming special issue is entitled “Art and Finance” and is guest edited by Suhail Malik
(Goldsmiths) and Gerald Nestler (Independent artist). The issue invites historical, ethnographic, sociological,
philosophical, and artistic engagement in thinking about the flood of money that is entering the art world. In
particular, the issue aims to move from critique towards the construction of new theories and practices able to
make sense of the production, valuation, and circulation of symbolic, pecuniary, and material responses to the
logics of finance.

Please submit abstracts or proposals by 1 December 2015 to both Suhail Malik (s.malik@gold.ac.uk) and
Gerald Nestler (mail@geraldnestler.net) for initial review. Once screened the deadline for complete
contributions will be 15 February 2016, after which they will undergo double-blind peer review. The special
issue will be published as vol. 2, no. 1 in September 2016. For more information:
http://financeandsociety.org/cfp-art-and-finance

Ethics of Debt

The second special issue is entitled “Ethics of Debt” and is guest edited by William Carter (Iowa State) and
Kate Padgett Walsh (Iowa State). Building on the recent contributions of authors such as David Graeber,
Kenneth Dyson, and Miranda Joseph to the enduring topic of debt, this issue seeks bold, post-disciplinary
scholarship exploring how financial practices emerge from and shape the social and ethical dimensions of debt
today. Potential topics include, but are not limited to, financial practices in the history of political economy and
the ethics of financial innovation.

Completed manuscripts of 9,000-11,000 words should be submitted to William Catter (wcarter(@iastate.edu)
and Kate Padgett Walsh (kpadwa@iastate.edu) for initial review by 15 February 2016. The special issue will be

published as vol. 2, no. 2 in December 2016. For more information: http://financeandsociety.org/cfp-ethics-
of-debt/
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Séminaires

Vendredi 4 décembre 2015 (15h30-18h) — Séminaire SSFA, CNAM, 2 rue
Conté, 75003 Paris, Salle 31-2-89.

Jezabel Couppey-Soubeyran (Université Paris 1 Panthéon-Sorbonne) :

« La rhétorique bancaire » & Lena Chercheneff (Université Paris 1
Panthéon-Sorbonne) : « .a mise en ceuvre de ’'Union bancaire : la question
de I’élargissement du mandat de la Banque Centrale Européenne ».

Lundi 7 décembre (10h-12h) — Séminaire Endettement, CSO, 19 rue DECEMBRE 2015
Amélie, 75007 Paris, Salle de séminaire. D L M M J V S
Stéphanie Serve (Université de Cergy-Pontoise) : « Le banquier face au
dirigeant de PME et la décision de financement : une épreuve ? »

1 2 3|45

6|78 910|111 12

Jeudi 10 décembre (14h30-16h30) — Séminaire « Crise et nouvelles
régulations financiéres », EconomiX, 200, avenue de la République, 92001
Nanterre cedex, bat. G, salle 614. 20 21 22 23 24 25 26
Thibault Darcillon (Université Paris 1 Panthéon-Sorbonne & LADYSS) :
« Inégalités et finance : une approche d’économie politique ».

13 14 15|16 |17 18 19

27 28 29 30 31

Mercredi 16 décembre (17h-19h) — Séminaire « Ethique et finance », FMSH. JANVIER 2016
Le France, 190, avenue de France CS n®71345, 75648 Patis.

Thierry Philipponnat (Forum pour I'investissement responsable & AMF) :
« Régulation financiére et société : enjeux de durabilité ». 12

D L M M J V S

Jeudi 21 janvier 2016 (14h30-16h30) — Séminaire « Crise et nouvelles

régulations financieres », EconomiX, 200, avenue de la République, 92001 10 11 12 13 14 15 16
Nanterre cedex, bat. G, salle 614.

Anne-Marie Rieu-Foucault (Banque de France) : « Epistémologie de la
liquidité: une application au systeme bancaire ». 24 25|26|27 28 29 30

17 18 19 20| 21|22 23

Mardi 26 janvier (10h-13h) — Séminaire « Financiarisation et politiques 3

publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648

Paris, salle 2. FEVRIER 2014
}'Iadtie.n Saiag (IIAC-LAIOS) i« La ﬁnan'cmnsatlor} par le bgs : premicres D L M M J V S
discussions a travers deux enquétes de terrain (Rosario, Argentine) ».

1 2 3 45| 6

Vendredi 5 février (15h30-18h) : Séminaire SSFA, CNAM, 2 rue Conté,
salle 31-2-89.
Fabien Foureault (CSO-Sciences-Po/CNRS) : « Stratégies actionnariales et 14 15 16|17 |18 19 20

transformations organisationnelles : le cas d’une entreprise sous LBO » &
Antoine Machut (Université de Grenoble — PACTE) : theme a préciser.

7 819|110 11 12 13

21 22 23 24 25 26 27

28 29
Mardi 9 février (10h-13h) — Séminaire « Financiarisation et politiques
publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648
Paris, salle 2.
Isabelle Guérin (IRD) : « La financiarisation de la micro-finance ».

Mercredi 17 tévrier (17h-19h) — Séminaire « Ethique et finance », FMSH. Le

France, 190, avenue de France CS n°71345, 75648 Paris.
Robert Dimand (Université de Sherbrooke) : theme a préciser.

13
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Mardi 23 tévrier (10h-13h) — Séminaire « Financiarisation et politiques
publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648
Paris, salle 2.

Razmig Keucheyan (Université Paris Sorbonne) : « Assurer dans un
monde incertain : les assureurs face au changement climatique » & Sara
Aguiton (Centre Alexandre Koyré) : « L’assurance des risques climatiques,
innovations technico-financieres et mutation de la protection sociale. Pistes
de réflexion sur une recherche en cours ».

Mardi 8 mars (10h-13h) — Séminaire « Financiarisation et politiques
publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648
Paris, salle 2.

Benjamin Lemoine (IRISSO) : « Une financiarisation des finances
publiques ? La main financiére de I’Etat et la quantification de la dette
publique » & Edoardo Ferlazzo (EHESS) : « Vers une financiarisation de
Iemprunt des collectivités territoriales ? »

Lundi 14 mars (10h-12h) — Séminaire « Endettement », CSO, 19 rue Amélie,
75007 Paris, Salle de séminaire.

Emilia Schijman (LAMES) : « Droit et non-droit dans les situations
d’endettement ».

Mardi 22 mars (10h-13h) — Séminaire « Financiarisation et politiques
publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648
Paris, salle 2.

Héléne Tordjman (Université de Paris XIII & CEPN) : « La
financiarisation de la biodiversité : outils et enjeux de ’émergence d’une
‘finance verte’ ».

Vendredi ler avril (15h30-18h) — Séminaire SSFA, CNAM, 2 rue Conté,
75003 Paris, Salle 31-2-89.

Dominique Manotti & les auteurs de La fabrique de Ia finance :
regards croisés sur 'ouvrage

Mardi 12 avril (10h-13h) — Séminaire « Financiarisation et politiques
publiques », EHESS. Le France, 190, avenue de France CS n°71345, 75648
Paris, salle 2.

Theo Bourgeron (University of Edinburgh) : « Quand les financiers font
du social. La construction d’un ‘business model’ de I'intermédiation
financiére du social » & Philipp Golka (Friedrich-Schiller-Universitat
Jena) : « Impact Investing in the U.K.: ‘Public Benefit’ without Public
Ownership ».

Mercredi 13 avril (17h-19h) — Séminaire « Ethique et finance », FMSH. Le
France, 190, avenue de France CS n°71345, 75648 Paris.
Isabelle Huault (Université Paris-Dauphine) : theme a préciser.
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Collogues et workshops

Mercredi 9 & jeudi 10 décembre 2015
« Valuation et évaluation », EHESS, bat. La France,
http://valuation.hypotheses.org/

Jeudi 10 & vendredi 11 décembre 2015
« I’endettement comme rapport social : limitation ou condition de

possibilité de la liberté ? », Université Paris Ouest Nanterre La Défense,
200, avenue de la République, 92001 Nanterre cedex, bat. T, salle TR11.

Vendredi 8 avril 2016
« Finance et Société », Université Paris Ouest Nanterre La Défense, 200,
avenue de la République, 92001 Nanterre cedex, bat. G, 614.
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