Explaining credit
Former CDS trader Terri Duhon tells
Edward Russell-Walling about her
journey from the backwaters of Louisiana
to running a highly successful education
and consultancy business.

I

t’s an old complaint: no one
really understands the complex
world of financial derivatives.
Well, some people do. Having
dealt in derivatives, Terri
Duhon built a second career out
of explaining them to others.
Now she is using that as a
platform for a third career.
Duhon was a bright child from
a poor community who used her
brains to build a completely
different life. Born into a Cajun
family in Louisiana, Duhon’s
educational trail out of the bayou
began with her maternal
grandmother, the first person in
her family to graduate from high
school. Her father was the first to
go to college, so no one was
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entirely surprised when she won a
place at a special high school for
gifted children, known in the US
as a ‘magnet’ school. That was the
start of what became her life. “I
couldn’t have done any of the
things I do today without it,” she
admits.
After winning a place at the
Massachusetts Institute of
Technology (MIT), Duhon’s idea
was to do mechanical engineering
because she wanted to design
racing cars. Then she discovered
that real automotive
manufacturing was rather more
humdrum, so she switched to
mathematics. While she wasn’t
entirely sure where this would
lead, the many recruiting banks
that swooped on MIT seemed to
offer possibilities. “I went to some
presentations and thought this is
really interesting. And then I read
Liar’s Poker.”
Michael Lewis’s racy memoir of
life as a Salomon Brothers bond
salesman conveyed the energy
and excitement of the financial
markets. So some interviews later
Duhon found herself on a

graduate programme at JP
Morgan and, in no time at all,
worked out what she liked best.
Given her numeracy and quick
comprehension, the company
liked her too, and she started
work as an interest rate swaps
trader. It was 1994.
“It was a nice place to work and
I spent three years there,” she
recalls. “Then, in 1998, I was
asked to move into credit
derivatives.” These were early days
for the credit default swap , created
by JP Morgan and still very much
a bespoke business. “There were
some standardised definitions, but
every bank had its own idea of
what it wanted on the contract.”
Working alongside a so-called
‘single name’ CDS trader, who
was doing about five trades a
month, Duhon was the ‘exotics’
trader, which meant doing just
about everything else. “We did a
handful of trades in 1998,” she
says. “It was kind of exciting,
though at first I wasn’t sure about
having moved from the interest
rate swap desk, which was a
successful business and one of the
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largest in the market.”
The JP Morgan credit
derivatives team was, in Duhon’s
words, “pretty special”, and many
of them moved on to do other
interesting things. One was
Blythe Masters, who later became
JP Morgan’s global head of
commodities. Masters reported to
Bill Demchak, now chairman,
president and chief executive
officer of PNC Financial Services.
Andrew Feldstein, also part of the
team, went on to found Blue
Mountain Capital Management.
Peter Hancock, who established
the global derivatives group, was
recently appointed chief executive
officer of AIG. Another of JP
Morgan’s early credit derivatives
pioneers was Tim Frost, who
founded Cairn Capital.
The early deals were called
Bistro trades, as in Broad Index
Secured Trust Offering, and were
used to take credit risk off banks’
balance sheets by pooling
identifiable loans (not mortgages),
tranching them up and selling the
result to investors. “It was about
capital efficiency and risk
management, and the driver was
how regulatory capital worked,”
Duhon says. “Investors had no
idea what the product was, so we
spent a lot of time educating
them. That was the fun bit.”
The educating ‘bit’ was going to
assume a lot more importance in
her life. In the meantime, other
banks started structuring similar
products and the CDS market
took off. There was much
poaching of JP Morgan staff,
particularly during the merger
pains following its 2000 takeover
by Chase Manhattan. “Two or
three years after the Chase
merger, the JP Morgan team was
distributed around the Street, and
you knew someone everywhere.”
Duhon stuck around for a
couple more years, although,
importantly, she moved to the
London office in 1999 as the
European business began to take
off. It was here that she met
husband-to-be Matthew Peacock,
founder of Hanover Investors. In
2002, she was lured away to ABN
Amro as global head of credit
structuring.
Duhon remembers this time as
a growth phase for the CDS
market but also as a difficult

period involving a lot of credit
events, including the collapse of
Enron, Swissair, WorldCom and
Parmalat. With hindsight, she
says the market could have
learned a lot more from these
early difficulties.
She had the first of her three
children in 2003 and when she
returned from maternity leave,
the excitement she had felt for her
work was gone. She worked for
another six months before
making an amicable exit. “It was
always going to happen, but
maternity leave was the trigger,”
Duhon says. “I’m a mother now
and I need flexibility.”
What did she have that others
might want? One thing was an
intimate knowledge of this
complex market, so she decided to
build an education and
consultancy business around that.
There was a clear need for
expertise from outside the banking
world, but in 2004 many insiders
had packed up and left so there
weren’t many experts around. The
parties who needed to bone up on
CDS were many and varied.
“There was real demand from law
firms, regulators, operations and
sales people in banks, asset
managers and hedge funds,”
Duhon remembers.
It was a heady time. Credit
derivatives were transforming the
industry. Before they came along,
banks used merely to give out
loans. Now they were “originating
credit risk”, repackaging it and
distributing it. “We were using
bank balance sheets more
efficiently and providing new
investment products to clients,”
says Duhon. “That meant banks
could offer more capital to
borrowing clients and more
investments to investing clients. It
looked like a win-win. With
hindsight, it was building a
leverage bubble in the system.”
Be that as it may, everyone was
looking to get a handle on the
market and demand for Duhon’s
strategic consulting and financial
products training services was
intense. “I worked more than I
have ever done in my whole life –
weekends, holidays. But it was
exciting. I was building
something.” As the business grew
in New York as well as in her
home base of London, she hired

other trainers and consultants,
experienced women like herself
who were looking to do
something outside banking. She
called the new firm B&B
Structured Finance. B&B? Bed
and breakfast? She looks slightly
wary. “Oh well, I guess everyone
knows anyway. Bitches and
bonds.”
Why that? Why not? she
replies. Because she could. It was
an inverted reference to the
shortage of females in high
finance, but it also expressed the
confidence of women who knew
they were good at what they did.
Mind you, what they did was
sometimes too late to be helpful.
Duhon remembers getting a call
from one risk manager who said
he had just bought a $1bn
securitisation. “Can you tell us
what they are?” he asked.
There was also, it turned out, a
demand for expert witnesses in
litigation around credit
derivatives. This side of the
business began in quite a small
way, but in 2007, as the credit
crunch kicked in and Duhon
could see trouble ahead, she made
a major effort to build it up. It
requires an ability to take a very
complex product and describe it
in plain language which can be
understood by lawyers and judges.
That often means explaining not
just how something works but
why it works, and what people
were thinking when they did what
they did. Being something of an
educator is crucial to that. “There
are lots of experts, but they are
not all good at explaining things.
It’s a skill to be able to take
something complex and make it
simple.”
The expert witness activity has
the benefit of being countercyclical to training. Training is
seen as a non-essential expense so
it falls off when the industry is
not doing much business. It’s
precisely then that they are more
likely to be litigating.
Ironically, 2008 was B&B’s
biggest training year. Clients had
large training budgets and plenty
of demand. Then, in the fourth
quarter, as the following year’s
budgets were being prepared,
demand fell off a cliff. “In 2009, I
thought the business was over,”
Duhon confesses. As it turned
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“When you put together the
structure, you needed to think
about how to unwind it”

There was a need for
consultancy in the
carnage that followed the
Lehman Brothers collapse
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out, there was a need for
consultancy in the carnage that
followed the Lehman Brothers
collapse as piles of derivatives
contracts were unwound.
“Through the bull market it
was clear that, when you put
together the structure, you
needed to think about how to
unwind it,” Duhon explains. “But
unless you’re very experienced,
you think it will never happen
and it’s not important. The result
is sloppy documentation.”
When the losses started, the
contracts actually did need to be
unwound. But many were
inconsistent, ambiguous or
unclear, and someone had to help
determine how to do it. That
generated a lot of work for
B&B. The education
business is still running,
although it has broadened
its focus from credit
derivatives in particular
to financial markets in
general, offering courses
ranging from an
introduction to markets
through different
asset classes to
exotics trading.
“We have made it
very dynamic to
suit a financial
markets
audience,”
Duhon says.
“It’s not that
they have a
short attention
span, but they
are used to
being

constantly engaged and
stimulated. So it needs to be a
high energy experience.”
When Duhon started B&B, she
quickly realised that the key to its
success as a training company was
fulfilling the demand for generic
knowledge about the trading
floor. So her next step was to
write a book about it. How the
Trading Floor Really Works is
aimed at a wide audience –
pending or recent graduates,
financial market professionals not
directly involved in trading, and
anyone else who is interested.
Like the training courses, it uses
lots of real life stories to make its
point because, as Duhon puts it:
“Facts are slippy, but stories are
sticky.”
If Duhon’s first working decade
was the corporate experience, the
second was the life of the
entrepreneur. The present, third
decade is more of a portfolio: a
medley of different projects, some
of them, as she says, quite
“meaty”. She remains an adviser
to B&B, mixing that with some
consulting. She has worked with
various regulators, on topics such
as CDO mis-selling and market
manipulation. Other projects
include a probe into anticompetitive behaviour and a
study of what the financial
services industry could look like
in the future.
She has also been invited onto
some boards. Since last year, for
example, she has been one of
three independent directors on
the board of the UK payments
system, CHAPS. It’s owned by

the banks that use it so, for
governance reasons, the Bank of
England insists on independents
who can veto matters posing
systemic risk. She is also on the
board of Operation Smile, an
international charity that funds
reconstructive surgery for
children with facial deformities.
As an American from the
trading floor, Duhon’s
unashamedly direct manner can
have a bracing effect in British
boardrooms. A colleague on the
CHAPS board says she’s fearless
about putting the one question
that needs to be asked.
“It never occurred to me to look
at this as a male industry that I
couldn’t be a part of,” she says.
“Some people say that if it had
been Lehman Sisters instead of
Lehman Brothers it wouldn’t have
gone bust. That’s not totally true
but it is something to think
about, and I would like to see
more women in finance.”
Some women in male
dominated industries, such as
investment banking, find it easier
to get on by behaving like men.
Duhon is no shrinking violet but
says that she was never other than
herself on the trading floor. The
generalisation says that women
have better interpersonal skills
while men are more analytical
and aggressive. “On the trading
floor I felt comfortable in all
those roles,” she says. “Being
yourself is the key to finding the
place that makes most sense for
you. If you play anyone other
than yourself, you may still
succeed, but it will be harder.”

