Confidence in European Bonds Surges, Credit-Default Swaps Show 
Oct. 27 (Bloomberg) -- Investor confidence European companies will repay their debts has risen to its highest in more than two years on optimism economic growth will boost earnings, according to traders betting on the creditworthiness of companies in the credit-default swap market. 

The perceived risk of owning European company debt has fallen to the lowest since iTraxx created an index in July 2004 to measure the creditworthiness of 125 benchmark investment grade companies. Credit-default swaps are financial instruments based on corporate bonds and loans that are used to speculate on a company's ability to repay debt. 

Investors are more bullish on profit growth after reports this week showed business confidence in Germany, Europe's largest economy, and France are the highest in at least five years. Earnings for companies in the benchmark Stoxx 600 stock index may rise 13 percent this year, according to estimates compiled by FactSet Research Systems Inc., up from 8.2 percent in March. 

``This week's confidence figures point to a continued benign environment for corporate profitability,'' said Raja Visweswaran, head of European credit strategy at Bank of America Corp. in London. ``The trend has been positive for the price of risk assets such as credit.'' 

The iTraxx index dropped 10 percent this week, reflecting an improvement in creditworthiness. Investors use credit-default swaps as a proxy for buying and selling company bonds. The contracts, conceived to protect bondholders against default, pay the buyer face value in exchange for the notes should the company fail to adhere to its debt agreements. 

ITraxx Falls 

Europe's iTraxx index, which includes credit-default swaps based on AXA SA, Europe's second-largest insurer, and carmaker DaimlerChrysler AG, has fallen for eight straight days. The average cost of five-year contracts covering 10 million euros of debt declined to 24,250 euros from 27,250 euros in the past week. Companies in iTraxx index have about 2 trillion euros of bonds outstanding. 

The Dow Jones CDX index in the U.S., which is based on the debt sold by companies including International Business Machines Corp. and drugstore chain CVS Corp., dropped 6 percent in the past week to $33,750. Companies in the CDX index have more than $2.7 trillion of bonds outstanding. 

``Positive earnings results have injected life in to credit markets and as a result the iTraxx indexes have moved decisively tighter,'' Benoit Hubaud, Societe Generale SA's Paris-based head of credit and interest-rate research, wrote yesterday. ``Third- quarter earnings season will be the driver for credit.'' 

Expectations that economic growth will help earnings pushed Europe's Stoxx 600 stock index to a record yesterday. The index has gained 3.9 percent this month. 

Confidence Surges 

In Germany, company executives' confidence rose to the highest since 1991 after a decline in oil prices bolstered economic growth prospects, according to a survey published Oct. 25 by the Ifo Institute in Munich. 

French business confidence reached the highest in almost 5 1/2 years. Europe's third-largest economy is headed for its fastest growth in six years. 

The growth outlook was bolstered after the Federal Reserve this week left its benchmark interest rate unchanged for a third month and said it is confident of ``moderate'' growth and abating inflation pressures. 

The iTraxx Crossover Index, which includes 45 companies with investment-grade and non-investment grade ratings, has fallen to 248,300 euros, the lowest in six weeks, according to Bloomberg data. Companies in the Crossover Index have more than $80 billion of bonds outstanding. The average daily fluctuation of the index is 1.5 percent, according to Bloomberg calculations. 

Credit-default swaps are the fastest-growing part of the $298 trillion market for derivatives, financial instruments derived from stocks, bonds, loans, currencies and commodities, or linked to specific events like changes in the weather or interest rates. The five-year contracts, conceived to protect bondholders against default, pay the buyer face value in exchange for the notes should the company fail to adhere to its debt agreements. 
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