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Assessing default risk of Israeli companies using a structural model

Ana Sasi-Brodesky*

Abstract

The goal of this research is to estimate the pntibabf default by companies, and to

examine the extent to which the default risk expanarket prices of Tel Aviv Stock

Exchange (TASE)-traded bonds. The paper examinesethssues within the

framework of the model proposed by Merton for prigitradable debt securities,

implemented on a large number of companies whoséies| traded on the TASE

between 2004 and 2010. These companies are maadedst a database which
includes all the companies that entered a dehtuetsting process during the course
of the financial crisis starting in 2008. The réswdhow that the model does in fact
provide the ability to predict which companies wibehcounter distress, though with
notable errors in identification. The research alsows that default risk explains only
a very small part of the corporate bond price gpraserved in the market—whiles
other market risks, along with assumptions abowt tbsts of bankruptcy, can

contribute to explaining these spreads.

* This research is part of a thesis submitted toJémisalem School of Business Management, the
Hebrew University of Jerusalem, under the supeswisif Professor Dan Galai.
The views expressed in this paper are not necgstarse of the Bank of Israel.
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N0 YTTN VY 1IVNN NOYW NPT 22D 1IN D N2 DHPYINTN .MIIN NV P NUNY
;)2 195 .1113NN IRY MY DN ITONY IDIDY NNAND NP IN2Y DY DXTTHN NI NIIN]
MININT MY)HT DR XN 24 DOWIN .I2VNN TONNI 12ININD MNP SNV P2 NININ MWD
PYNA PTIY 295 NIVN MNIN NMAMNNNN DY T NHVN NN2> RNDP-n 2won Sv
,MIXIAPN ONYS MIANDNN NN NDYTHIN PTIN TN NIIND 2D MNID 1N INNRNN DY OTIPN
MY YPY NI 72T ,DOVINTN NMINIY Y, NINT OY TN .MIANDNN MLPNY NN INNP)
NN NYAVIN NPN MXIAPN PNV P2 HTINN DY NTIONN NI 2D NPVLDLLON MPPT1a

AMYN

MPT2) ,XOW NONID DMYPY 10DW MNP TIdNY DTN MIOSN OND PITAD >1D

mMH2NN DY VONININ 21N TYNRD 2008 12NNTY 2007 20NT,2006 920872 RNDP S mnan
.2009 MV THNNA YNDY DOYPN DY WTIN DX TH2

D»YPY 10w MHann S¥ RNDP-n »ayw naywnn npd>1ad »Munas XY jnan nwuyd

S(Mann-Whitney U jnan) 0»wpb 19)9) Now N13nn ¥ D9%2pnn 099900 9N DM
Y JN21 .2008-1 2007 ,2006 NO — MMPNN WIDY DD MY PN KXY N3 1NN IV OXTNID
.2007 920XT 912Y P PN RNV 179N Iy DY P NUYIn

Mann - Whitney Unan —2 nbav

"7 DATAN D
NI'oXN p-value p-value (0"wi77 10121/10101 XY7) NI'o¥n
0.18 17/59 0.00 29/189 06-7anyT
0.09 18/69 0.00 31/214 07-7anxT
0.18 15/75 0.00 28/230 08-1anxT

PODIIN .2IN NN DOYPY DD DV INPIAN MNwNN Yy logit STim ¥ 1n Xan 2dva

921872 N7ann Y¥ RNDP — 70X 92010 mnwn 7N 0y 992 9URD ,009¥9 vIDY N8N
.2008-1 2007 ,2006

2110 skewnessoya bm MYNNIN DM9ann o RNDP-1 »>y °
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logit NP7 MINSIN — 3 NYAV

n"1>'on NX n'7'Tan RNDP-2 1% 7w nv'7y 7v DTN
22 0"'wiZ? 012'n? NNan Y RNDP phally
3.81 -2.32 06-nanxT
0.00 0.00 P-value
3.88% 0.11 Pseudo R?
4.32 -2.45 07- nanxT
0.00 0.00 P-value
4.41% 0.10 Pseudo R’
2.36 -3.24 08- nanxT
0.00 0.00 P-value
2.39% 0.09 Pseudo R®

01515 MHanoNN Yy RNDPSw nyswnn nyonan widvy 951 ,n%a0nn MIXID YNNIV 9D
NMPNN 992 NYY DTN ITOA NNITY NPNAN NN OOYPD

NN Pa (discriminate 79919 Yow N9 PIYTH DTN NND TY MINIY N8I MWD 25va

YODIY MMNAND I9DN) NYRI NDN NMYVLN 1NN JN) Td DWY .NXOY NONID DOYPD 10V
NPO DTINNY ATOND 1012 ROYW MNIAND 19010) MY (MMLIAD PO DTINNY I1TOND
4 N2V .MMV MNP ’NOONN IODI” HY NINMY MNIT NAY NV YTINNY (NPHMYId
55975 WHRYD MN2ONNN YW DNV QD N2 DYH D02 UKD ,NPYTAN DY MINSIND NNSIN

NPYNI NON MYLN DY IO ONMYID TN NNDONINN INY YOP HNKRY DID NVHNNN
DY NDN MYLN MV

STIIN HY NTIONN NDID NPYTA MNSIN — 4 1DV

00 210
20% 30% 40% nion DATN
40.0% 34.3% 22.9% [ 06-12n¥T
54.0% 42.2% 49.6% I
0,

42.9% 37.1% 20.0% I 07-1anyT
25.8% 34.8% 42.6% Il
48.6% 31.4% 20.0% [

08-1anxT
22.1% 30.3% 39.3% Il

MH2N 2D ATOND IDIDIVW MIIN P TIMY 1IN DY 1NN VN G0N YD NN NDAVIN

902 NP2 NV STINN DY NTIONN NI .NNDINNN DY DNPOYN 30%-1 2220 NI NIMLA
YIVON TTRO INNYNA .NXIP D52 MIINNN WIHWI NNDI XD IMNDN P>TY DTN TN ,2008
DY MMANN DINNN DX DYDY NNINA L(2010) PINYY 1DI2D73 1AWONY YOI PIVN NIY
26.9% Sy NTNIY DXTHN TINA PYNXI NDN MYLNY N, NPNMYIN MIANND NXAPA TTIN

13



DNV NUKXI NDHN MYVLN DXTHY XINK .2007 GID TN Y NIY 39.4% DY NV NON MYLMN
.NI2NN P2 DMYT NTI9N NI’ DY DODTIND NV, I .41.3%-D MY NDN MYV ,DIND

INTY,)2IN NN DMOWYPD DI MNDYN MIAN MIND NYONN STINN 2D 10D 112 DI1DDY

MYNHN NPT NMIYOLM DN DTINN DY PYTN NN NNT DY TN WUNRIN VIDW-DPNIV N

MHaN P2 902 M Oy RNDPSY y12p 90 91apd 100 XD L1915 .79y DIDINK DOWIOYD
.MXAPN NV NAY DY N0 YTTI NIV NMPNIY PP ,MN MIINY NPN»YI

PONMNN ANV IWIN .6

NI Y PN NN M5,V 00050 Yv pwn nnY mv ,D 2NN Sv pivn pnn

L9 WD MYTN DY N0 XYY 2NN MNWI NN NN PNN DY HONONY NINN TIT .S
MINY NN NV 7D OHYD 2INN HYA TIVOYW NV NMHID NN ,NDPD NIDN NP2 NN
.192NN DY YYD VIV NIXO T

D=V - S=VN(-d,) + Be "N(d,)=Be™ —P

(7)
P=-VN(-d,) + Be " N(-d,)

9 MV S TINNN TN NN DY 2IND MMNAPNNN DY SONNINND NNINM

y—r:—ilnR—r:—lln [? (8)
! T B T (Be"

WT95 01V T-5 2NN Sy PMVN IRIVNN 1T Y TWUNRD

NN 991970 NN SNYNNYN PIYI NN YPNND DMOVNNINN DXNNIND P2 IXNVIN DVD
T2 DNPIN DX THN .2010 59 TY 2005 AN DNV KNIV MIPNDN NIN-N DI DY PIwn 1IN
TN (1) NPT NN NN ,NINND NN KXID) MLV NPIXNP NIR P N0V
P20 ,AIRD DY IRIWNN P WIANT AVIN DP9 NNIND IWIND .DTHND NID IN TTHD
YWINM IN DN — DIRNNN DIXRND DIPYN NIRD DY 1N’NN-1N 79y NNINNND INIYND
YSINT NN ANDND NN NPDI NN 935,190 INRD NN DY NTNRNNN MIMINND DRNNA
DRNYN INNRD .NIINN DY NMWYN MITON DY DXNNIND P2 (NPANN DTN ON*1) DOPIvnNn
NTN AN NIIND NMIPNNN DY NPTN NYIAPY .NIaN 214 MINWI YN DY DXITHN DY
2Ny MIPRND DY NrNN-N L,N0ND NIV NINNN DYDY .NI2NN DY MITON PN NP2 10N
YAIN DY NNIAPA 19D DIV YAIND DY 17NN MDY NN DD TURD 2PN YWD 190105
.DNY

2VINKN YHPHNN DINN DIPYL WIDYW DTIPNRI NWYI 1NN DY SONNNN NNINN 2IWwND
— DNN N2 772NN NMONNN 925 DNMNN PVNNOND NNINM 13 25 DOWY ¥ SN 7112
NN ,N2NN IMIAPNNN TO TINN NMND 9¥a YW SO PONN NN NIYNL NPIY 1N NIN
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5S¢ YSINH PYHD INNN PONNNN NNINNY TD .DWNN Pa MNTPN 17O YOMNN DMIPN
APYIN NS DPONNNN DNANINN MIXN .NIINN YW 21NN SY DNWN DPOINN By DNNINN
AINAN N92VN .NPIND DY IN 2NN SV OIPHIRD BINN-9 INYIPN I N7HNRY NI NN N9Y
TNXM 13 10 NPT MXIAP 195 ,0OVNNIM PIVL , 0NN HY IPIND YW INNYN N8N

T NXAP Y92 NPOXNM SV PN NPLD

2007 920%T 7Y 2005 AN ,0PVNNIN DXNNINI PIY INNIN )PIN —K5 1YV

AN'T
niAITA X7 A+ 7 nnnn AAA - AA-

4.72% 2.42% [ T97 DY 1 7IW [I'xN
3.19% 2.07% 0.69% [I"T97 DY 2 71V |I'¥N
3.39% 1.62% 0.82% [I'T97 1w 3 71V |I'¥N
3.27% 1.66% 1.08% [I'T97 DY 4 71V |I'¥n
3.33% 1.69% 1.05% [I'xn >"no
5.39% 0.98% 0.30% [7D N"'0O
0.12% 0.07% 0.01% T, =4 Merton ji¥n
12.90% 1.84% 0.78% Merton |7n n"vo
3.51% 4.09% 1.12% 77mn 7w 7200 7!
0.07% 0.03% 0.00% T, =3 Merton ji¥n
0.18% 0.11% 0.02% T, =5 Merton ji¥n
0.46% 0.31% 0.08% T, =10 Merton jr¥n

2010 »» Ty 2008 NI ,0MVNNN ONNINI PIV OXNNIN JPNN —25 1DV

ANTT
niAITNA X7 A+ 7 nnnn AAA - AA-

13.82% 11.27% 1.70% [I'T97 DY 1 7IW [I'xN
15.83% 5.62% 1.38% [I'T97 DY 2 7IY [I'XN
13.89% 6.26% 1.68% [I'T97 DY 3 IV [I'xN
8.28% 3.99% 2.10% [I'T97 DY 4 1Y [I'xN
13.69% 5.14% 2.05% ['xn >"no
26.80% 13.66% 2.23% |71 N'"'VO
0.39% 0.25% 0.10% T, =4 Merton ji¥n
20.94% 10.95% 5.75% Merton |7n n"vo
2.82% 4.92% 4.96% 77Tmn 7w 1200 7!
0.25% 0.16% 0.06% T, =3 Merton ji¥n
0.52% 0.34% 0.14% T, =5 Merton ji¥n
1.08% 0.74% 0.26% T, =10 ,Merton jr¥n

TIVa ,0NNR-N DY N9 PIYA DXANIBN DIPY M) NPT NPOXN NIAY P NYUXRIN DING
M2IN NPTN MNP TV DIPY YW NN DT DO Y¥a DIPYN NPINLVPN IV

NPIXNP NN DY 0NN OpTan Sarig & Warga (1989w o xsnnd nnxin Any
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nvn | Pitts & Selby (1983 xmw %95 , 1090 YT .9 »IDWN XYY MPaNNn 2717INa
22PN 1-nD TINI NN NPV MY MIAN NIY — NINIK MIAN NAY 1IN NYDIND NN 1D D)
MYYa MNIN NIAYY TIYa 19N INKD TIM IMIXPN PTIN MANPNI NN MNIWN 0IPY
TN PN DIND ,2008 AN MINK ,IVN DINGT IDNN DY TV DIPYN NN MY NPDH
MINTIN OR YPI DY TRND DTY NINPN NPND DXNNINN NPT MNP D52 NN ,1IYNIYNI

.PIVI NN NPNI NIWY 1IWNN 1IAD

LDTINNN I PIYV )N LYY 29 DY DINNIND DY DNPINN MINNIND NN NN NI DOWIND
NVNTI PN DXITHN NMPN NP2 TWR NN YD MDD NPTN NXIAPA NPT MNP Y
7PN N2V MNNDN NPAXN DINX PN) NNNTHN MIINN D DX H9D Nwynd mv BB+ Syn

PN OYVIvAY NN ,IMIDD ,MNANN IRY DD 1DD) NN NPTN NXIAPA (AN T NPT
: DXTHN NP NP2 NPT NOD

AT 2 DY PV D1VNNINN DXNANINN MNNINN — 5 OVIN

40% 4.0%
N122 AT - PIY NINN A
35% 1 3.5%
1M1 AN T - PIY NINN / \
0, 4
0% 1 e (10 1Y) N2 AN - TR NN / \—\ 3.0%
2504 1 =0 (1t ArY) 1N AN'T - 7TIn NiNn / \ 2.5%
20% | —“‘ - 2.0%
15% - :' . | T 1.5%
10% 1.0%
5% - T 0.5%
0% - =L 0.0%

» ©
O \)

Q Q Q
LN A

Q Q
0\> 0\> 0'\> Q

® ® o o
Q Q' \) N
Q Q Q Q Q
AN S\ S N
SO

19IND DN DTINNN DN OOVNNINN DXNNIIN XD DIWINNINI NYIVNN MNXID NN

OYOMNNNN OXNNIND P2 HNN MTIPI Y9N ,10 1D .PIva D3N DINNININND YMYNYN
Q0N 19IND AN N2 DY IPNN NMVO LNTIV NVIRD MONRY 93D 5T) K9 DONINY
0592 DT2NN N DY ,PIVA DXNNIND DY ND NNNI INY XD NPVNININN NPANNN 1P
DINK DNR) Y0NNONT NNIND 7Y 120 DD NNINNN PON DR DIPTIA IUNRD .DNNY
12992 5% 5y N2 1PN 1Y 1201 D DN (93191 ©XNNIND TINK YONNINN NNINM 100
TN VN DINSD A+ D Dyn NPTN NXIIPA 20 INY VYN NN NADNN IYRD ,MTINYN
WP OMP YD DWW DOWINNN IYNIN DINST NP NMAN NPTH NXIAP NAY ThPNIA
MXIAPN dNWA TPINONPN) AT N9 DY PV DXANINM OPVNNONN DXNANINN NMINNINNA
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Y MXID I ,I2WNN NMPN L(DOVNNONN ONNIND PIva ONNINND P2 0.9 DY NTMY
IUNN INY M) ROWD YN NNIND NNNTHN MIIND N¥IAPA XPNT DPONININN OXNNINI
PV DONNINY TN, NNNTH XON MIAND NP

Y DR ,A7NINT NPNVON PYPY MOTN NN Yy Junona Elton et Al. (2001)

;7292 537 NVOWD PNION NN ,PTAD MY Y NMPNY A 1T MIN DY YXINNN NNIBN
oNwa AAA-AA 010 Drapnn) BBB 1T Yy nnny Tiva ,0.04%-2 mIv nvno N
NMY X Merton51mnn Mmoapnnn MININD 919195 .0.11%-5 ANY NN 7N (S&P a5
TPNONID ONYNL SNOVDINN PYPAN MITH NIX0N DMIITNN DINNIND JNOY DTN 1T02
95V NNINA,PIYA PNNN NN PIDNY T NN DX MYITIN JPNN NPV NN NAVNNN
PIYVA N7ARD DY NN SAWNRNYN 7D DWY 7292 SNIUNX NDDN Y21 PIvA NONIN NIYIND

2NN Y2 HYHOLNNON PIY TIY PNDDPY ,NHANN NMAONNN DD NPNY DINNND NNINND NN
DYUON PIV MY NN XY NMND DY PIvn MNYY NN DY SONNONN PV MY DIOD

L0y, %N D02 JPNN NV NN INTDP (3) INNYN NI (1) AN 299) JONNINN
PN MVD YINN . o' NI NYITIN PN NPV NN SNIYWN (5) INNWNN )10 INNY

PN IMVO DY ,57%-9 MY DITNA MIAND 93 - T - DPNVDN DININ NIVINKN NN
989 ANINNHN SONNONT NN NN NPINA JPNN NNVD YN NNRT N .42% SV
NP NI MM JPN NPV 1NTH 1M .107% HW 1PN NV DY 168%-5 MW , o'

A0 TN N
939 VIV NYa N7INN YHYaY NN HY *pYn 9NN 6.1

MYTN DY aNNY NI NI2NN IWYNRD D NNXNN DY THNDN OOONNONN OXPNIND WD
NN OIN IINIY D00 DY OMUN RIDHN NN DDAPNY NIANN DY DXOONYN 2NN YA NV
TV 12V 28N IN,NIIN DY DX NVIVA NYA OV 121N YONN OPONY DNXIND DIDIIN NV
— 79TV HVY N2 NHANN 0N DNDH PON 2INN DYA DXTANND ,2INN NN MNIN DY N
)2 100 MDY Nya 192N MNY NNMIYY P19 NYA NN NV L PT IONY DINNID DIMYUN
TMAMNNN MNMPY 1D 192NN Y0210 XONN YONN TIVN NN DAPD DINIT DN DN DINYD
PIVNN DPYTY 23D AIND DY N DY MNP OYYa ANy M) TN DMINN OO
50-80% DY MV DY 2NN DY OIVOND NN ONIN YY 0N DY ANNA IPDMINRD

.(Franks and Torous (1994)»pnn nM2a»nnnnn

YAV TN NPT DX NVOW DY NIPNA 1IN DY OPON NN DY NYIWNN Np>Ta DwWH
DN NIRN DY 2D DXNMNN TYNRD N DX NVOWI NMDY DTIND DXDIN TYNRD 1NN NN
.192NN MMI1NNN NN DN NP MNIN 2NN POY1
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959 NVIVA NPYY 6.1.1

,C 90 noows nmdy H1ind on Delianedis and Geske (2004Y oanxnd qunna
: NIN )PORN NN MYAPNHN

0 V; >B
= (9

Q-a)V V; <B
T2 DX DI NVIV NPDY NN NPAIND DYDY DIMDWNN IO

537 NVIYA MMBDY DY NMIN NNN NN YYD DIYVYNN — 6 DOVIN

B VA

NPINN DYDY OINMOVUNN DY YAVN INNI 1292 2NN OHYA DY YA HYIN NVIV MMDY HV)
SV DTIPN PON2 DWW NYIS MOTND NMHIANONN 2w N V N1ann 7y 2N Dy XY 0) 1PN
22NN MY DY NYAVN Y ¥, ODIN ININNDN
D=V-S-C=Be" -P

“ (10
P, =—aVN(-d,) + Be " N(-d,)

N7AND S92 YUY INYTPN 910 6.1.2

DOYNN MNP TO MATD ,NHANN DY 2NN MM T272 OINT 0NN VTN, PIDOND

NINY DN NP2 MNIN 2IND DY DN NPIND YA — TINNPN MIVARD NN NI ,0NVN

NRM DY 09137 2PN PNV TN D)7 NVIWIL NN TWND DX ,19I0I .1IANN NMAONNN
: 7Y 2NN NORD YDYIAD DPYNN NN INNND XA DOWIND .0WI 1D IMPND
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ANY 999 DN YINN 2IND NINNI HY NNIN DN N7AND DY DIDWNN — 7 DOWIN
DYINND DOYIN

"[U - B = Bbond + Bother
MIPIN MMAANNNN
DYO0Y MY NHANN YW
NN DY NAPNNNIN
MINX MMAPNNM

AMAPNNNN - Byyg 2
NN YoY27

IMAPNNM - By,
DINN DOVND

Bother B VT
. ~ J
Bbond

YHya YW 2NN NV DY NYAVNN DIPUNN YIVIN ION ,V ,NI2NN TIY VN NT NIPNI D)
: N2 I9IND NAVIND N7IND
Diond =V — Dother — S=C(V, Bother) - S=
=VN(K;) — B "™ N(K;) ~VN(d,) + Be """ N(d,)
(11)
1,
IN(V / Byype,) + (re 7 + EO-V )T

K —
1 O'V\/?

k, =k, — o T

NN oy V 9020 023 Y w1 NN Y v on»nn C(V, B ,,.,) 172700 TwNd

other
Bother LAlARA
0NN OXNNINN Sy mnrtp 990/9)9 NVIYD MNTY HY Nyawnn nPr1a 6.1.3

DNNINM PV ONNINND DY DIVINN P IRNYD MXIN  OONIN DDOVWINI
LDMNN 2N OHYAD DIVYN IN DX NVIV MNDY NIDINND NRSIND ODIAPNNN OOVNNINN
(o) DMYY HY MNI 990D MY NIXIN Y1 NVIVY DY MMDY NIDIN
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T2 D), @YY DMV DXDIY NIY DTINNHD DMIINN DIMIINN DNINII 18- N8 DIDOWINI
MIRSIND NN ONNPN AXN TYNRD AN NN 2INN NIX DIPXINN NPARD Y9V ¥ NN
NV MM @ =0 1Y ;72T DY DWAPN RY NN DY HYI NVLIWS NYAV NNINN NNN
DNNN NPINDIOPN D)7 NVIWS NMNDY DY 281 .DMINNN DXDIIN NN 100%-5 MYN)N Y390
INY PITH YN NPT PN OXR D), ;IDN PN NNIND TN NINDNIL )1OY OON
MOY 513> N KD OMWN IND YPON DY NNINN ,NIANN DY DIVIN DY MNYTPN ITO 120D
.o =0 11w 2392 O 0NNONN NNINN DY MY Y

MY P MNY NNPONY NN NN DYAD HPON NN I2T2 NI NADIN YD MINIY 1N
27 DLW NPLY DY NN NN O) ,NNNTH KON MIIAND NP NIY ; NPT MNP
92WNN YV INOWI D) Piva DONNINY DN DD DMIMI YTINNND DINNIND ,NPINDIOPN
NYYNDIOPN Y37 NVOWS NPDY DV NNIN NNN ,MAXN NPTH NXIAP ,NNT DN . PNINKD
YN HINK MTIPI 10-3 ,HINK MTIPI 23-3 HYW N1NIY 12WNA DN DTINNN DMIDIN DXNNINN
NN 2N DXPAINN NPIND OOV 1D NIMIND NIAY N2APNN DT NRIIN .PIv DXNNIND
DXNNINIY DNNI2 OMNTN D1VNNN DIXNNIND NN T NNIN MDD NITH NP N
OXNNIND ,TIN NPTN NPV Ty ,MINK MNPNA NP 0N 12WNN T2 HYva
.DMVNNINN ONNININ N NN DN PITY D92

40% Sv TOON I¥MN NY T .60% Yw Ty Delianedis & Geske (2001)na ,0vnxn2

.DMINK DYYI DY DYDI32 MPINNNNI NI NMIRNIN 93T NVIWI MINKIND YININ N7IND YYD
D>120N M GP°N2 937 DLW NPYY DY DXAVINHDN DMVNNNN DXNNINIM 2D DN ON
399 9102 NPT AR DY 20%-Y APY M) NPT NAR DY PIva DINNININ 5%-3 P

0.14%-5 MMV NN PIY 50 NVXWa NMdY by BBB »1T Sy nnan ,0ndv 0d2wvwnn

DTNN TO2 OMMYTN OINNIND XN 40% YV TOINY MINIY 1M DY OPWININ .0.26%
N1 NMINN INN NIN NPIRD YDYAD 2NN ¥ NN HNN DMIAPNNN DNNIND DDV

YMYNVYN JOINT DNVP DTN Y DNRMNIN DINNIND DY DTNHN 2ITOY MY 0N
V> DRN )N2D N8, NV MNDY DD DX D) ,DXIPNN 12992 YN DXNNININ
oY PIVA DNNINI DONN DMIPYN NN A0NY MVINDI MXNNAN D1VNNNN DXNNINI
DYONNNN DNNIND .PIYA DNNINN DY DIPSNN DY NPDINT WY 7D DYDY .9t N9
N2 WYY 51192 NNIND JN DX VLIV DMLY 40% S NNIN TIN 1IWIN NTNRND IWDIVY
,NPONIN 932 100-2 1099 %-2 DIMONN DXPIADNN DINWNN DI 1) NONN MNWNN
172> P2 YINI NPDINID ITHN DINRN DIPY NI MDY .HINK MTIPIA DWW DN IV
LDAND DIPYN NMIVD THPOPNINN NN P2 DIV YIIND MIO1NY
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1T M¥IAP 299 DNPIN YW PO — 6 1920

niaITA XY A+ 7 nnnn AAA - AA- 1'20Nn NINYN
1.76%** 2.77%* | 0.86*** 1.19%* | 0.18*** 0.43*** (%) 1tn niNn
[12'0 NNON N'aN

1.67 -0.21 -0.32%** (%) mw'7 n'2amn
0.01 0.52 -0.01 (%) n'an nijpy viow
N'WUTIN |70 N"'0O

0.29*** 0.07*** 0.03*** (%) 258"n nyxin
NI20X¥N N'YWTIN NRIYN
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40N PADN MNYN DIV DD RY WX D) ;>THY DM NPONIN Y52 120NN N
NNYN DD TIWNRD ,80%-2 70% P2 NN 2220 NN 920NN N> ORNN NN TION

P2 DSONPN NPT MNP VIOV D51 .90% Hv NN N0 MMa R-N 090N pn
MOLP N MXONP .NNPNN D35 0.85 220 NYI DOVNNONN ONNIND PIYNN OPNINN
NTIM (awnNn XOD) 2008 INW-2005 AN NMPND OXTHN NN DODX2N IUND N2 NTPNA
Y MOON NNID INNTR-NON NP NP2 MAN NPT NP MNay 0.3 v nnd
P2 8PN N8 ©>p1an Delianedis & Geske (200) nnyT 13 NNXIN DN NXIAP

mM2apPNNN NPXONPN ;1991-1998 NHPNA 27NIN NAY DOVNNON ONANIND PV SININ
DONONIN IYUND N NN MO ,NND NMPNN HY DVONDN TWND MM DINNNI
1PN DOND 1P DIPY NV YD MNXIY 17 1998 ynoa LTC/moN 9avn X DY 1Hrnn
NN DY TOMYNYN NYIWN PR 25 X7N2 PINKRD YTIND DINWND MDY GR2 PRam
YTIND ININ NYNINNDN JPNN NMVDA NV MY NIY 195 NMNN PIva )12P0Y 09N 7wl
DYTIPY DD NYTY AWUN NYOYN 98N NI ,ANINN DY NPNAM NYOWN ¥ ,25 NN 1102
PIVYN MINWN NADIN INKD NPT RIS TINI NPT MIIND MNP LID 1D .N7IND MINI
M) M NPT MINAND DY DO, ANT NDIYY .OMPNNND DXTIAND MDD YOMN

DI DONNVNN DINWNN 7Y 1201 IMNY VAP 19

Y IRNYND DMI12I1Y TYUND NIDM DTN NNMD IV ONNIND STIND DY 92000 DD

D) V> )2 NPANN 8,715 MN»P ,0)THI MI2NN 214 TINN .DNIVIN DIPNI MTTA NN
, ANV MONNWNN MIAND 214 TINN DVNNIN NN DY DN ON PIY NN DY DN
NITOY DPOVNNONN ONNIND NITO P2 RPN NdAVN TPIONP W (58%) Y 125 T2y
1210) NNNTRN MIAND NIY INY DN NON OVINX 1D 1N .PIVNN DXMPIN DPNINND

IYUPN NN NMINID 1N 1 NADIA .44%- NMNNTH XD MHAND NNNWNA,71% - (BB+ Syn 7mnNo

092 PN DTPHRNY DMYNVN *-) ** *** APDIT HY MINNIN NOINN NINAD MINIIV 932 191 1T NYaVa 6

.NNNNNA 10%-) 5% ,1% DY

22



NN (N DIDINA INDYN XOY) MIAN 1901 N2Y ITINNNI TN NNIND PIVI NNIND P2
MIAMNNN PP NN DT, NMYYN Y9 DY PN

72NN MNTY INN MPND NYAVN - PIY NNIN DY SONNIN NNIN DY MO — K7 1YV

qima an'T
X7 IX aN'T NIN'No NIN'No niN'no

nnmiTn niaa NN n1ana noIM DaATAN ' 1'a0Nn NINWN

0.22%** 0.31%** 0.43*** 0.31%** 0.09*** 0.23*** (%) 1tn niNn

11.68*** 3.91%** 2.66%** Q.22%** 10.63*** 7.73%** NN

4,196 4,297 2,490 4,585 1,418 8,493 NI'o¥N

0.06 0.20 0.29 0.09 0.02 0.08 R?

mi' ANoN IThN

n"axa yxinn

0.38 2.9 4.68 0.39 0.21 1.62 (n"w 11'rn)

DXTIN YO0 MY .PIYA NNIND DY PONNINN NNINN DY NPDININ IR DPNN N7 N1Y20

2NV TON NYAN HTIND DIV NPIOIN NPYIN NNN 8% Yw ¥y Ty R? Yapnn
NN Y YYN DMP D DY .NIANN NI DY INDNN NI DY IHIMYNYN NN W 57NN
LD YN MYV NIV PNNN DY JPNN NMVD NWN PVN PN PIT MIPND YPOIRY
YN MMINN DY NI MPND JPNN NPVD 2IWINT MIVIRD POVNY GONA .00 PN
N NITYI NN PHVLN PIPON IR ITHY NN — HTINN DY NPVLNNOINN MNINN NNNA
IN) PPNV NN NZIRD TN P2 NI NINNN YNID TN W D0 917 Y8ID 2T .07aND
PHAY NN PNN P2 PN DR DWONND 1PIND DY N1 MPND .(NPIND JY NPXNIN
P2 PN DY NYIWN W 1NN DY MPNDN NTMND DR NPT 1D DY DTN ININNN NIND
mMH2N — MNP VIOV DXTHN DX ONPION Td OV .PIVN XNNIND DMVNNINN ONNIND
,(MN2 INDN MN DN YTIND DM NIYYN MND DY ¥YXINN) NN NI MIPND MdOYI
Syn) M) MIPND MOY2 MIIN (WTIN INDN 13> 20 Ty 10) NYXINN MIPND MYY2 MIIN
D)7 PR DN YXIAY MYRIN NPON YPI DY 00PN INDN 1M ,wTINa INDN M 20

DY STIYRYN 1IN 1Y RZ-1 71985 .wTiNa DYXINND INDN 33> YIINND NN MY NN
DN DYP N7 19202 ININKD NIV MXID 1NNV 29D 10 10D .7MNH MIPNDA MOYN
D) NOW T5 PPN MPND NXAPA ODYY YD) ,AIND MPNDD 71PMINN MIPND P M)
VO DY INY NPYTIN DTHRRD TN 1D HY .NIIN NN DY NIND YSINHND INDND NINND
oY NN INY NI M) NMNI OWNY ,MADN NPIVIN MYIVN D) IND ¥ pnn

N PIDTY TPNNNOPN GPYNN NPIN-T PNN MR OHY IN N7IND

oy ,(BB+ Syn) Ma) 1772 MAHaN 72y 9Ny PN PIva NN SONMNONN NN P IWPH

NP NIROY NTAYN NXRD NN NPN T IRIN NPT XOY IN TN NPT MI2N N9

DNNYNL NP DM N7INA INDN PNINHDI ,INY MPND NMN YNNI ¥ MDD NPT
IYTI-NOMY TN NPT NNAPD
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L2392 NNIND YONNINN NNINN P2 YN NN 20N MINODNN NN MPNN I7) 27 NINDIV
MDY NIINN DY DIMINMDY PIY INUN NADIN MY

172NY DN DNINWN NODIN — 27 NYIV

6 5 4 3 2 1 220N NINWN
0.79**  0.16*** 0.16%** 0.23*** 0.17%** 0.24*** (%) 1tn niNn
0.12 2.48%** 2.71%** 2.68%** Qnm
-0.82*** 0.15 -1.06*** -1.04%** NN 'o02 Y 17
-2.36*%**  -3.07*** n"nn
-0.41%** (%) nroo1a |7n nrwo
3.57%* 4 52%** 5.33%** 5.38%** 7.34%** 7.36%** M1 anT MmT
24.43** 13.49** 10.83**  12.38*** 2.50%** 4,18*** Jnin
8,493 8,493 8,493 8,493 8,493 8,493 NI'9¥N
0.34 0.24 0.18 0.16 0.17 0.15 R?

OMYNYN NNNN NNN-N NN YD 27 NAVN NDIY NIAND DM TINMN DINWNN NIDINN

IND NN TN PN NNINN DY MDD 19IND WAWN 1NNN-1 .PDNIN DY 120NN IWI1DD
N2> APTAD ML DY TIPN ONNIN OIPY DAPNN NTN NPINLVP NNV DTN
N2 OPVNNONT NNINN YN 2IND YITHY AT NNVY TIN MY MDD N’NN-N DY 720NN
N2 PP ,NIAND MMANNND DY )TN NNV DY INY POTH YT 1NN XMPIV 19N
Sy YDOOY I9IND 5772 WaAVN (ND) NIAND DTN OTINNND NNIND 2WONA N NYOVN D135
NYOYNN .PIYI NNIND DY 12PN I9IND 77T WAYN NIINN DY NPHNN DN .7V NN
5y RNDPSw nyawnd q0n 937 nVYvad mnanonn Yy N1ann )Hadn DY mIa»nn npnamn

DO IWRD NNt oy T .Tudela and Young (2003)xx D) nYapnn % mMIHanon
ONY NN TNM PN OYOVW DTPN HAPN N MINWN 000N DY 1NN NMVD NN DI
MIANONN MPNA JPNN NMVLD MHNWYND TNPNA v Merton 57m oIS RYY NN
N210) MY MNWND PIVYN MYV D DY MYIANND MDD MRHNY Tya )W MOTND
DN IPN (XD XN WNY) NN YHINND INDND NMNND DY VIVN MINYH NIDIN .INY

NPONIN HY 120NN WD
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YIPN MNNWN NN — I7 NDAV

nin'no
nnna qima an'T N AT DATAN D 10N NINWn
0.51*** 0.65*** 0.51%** 0.62*** (%) 1rn niNn
1.09* 0.03 0.11 0.18 qQinm
-1.15%** -3.31%** -1.09*** -1.92%** n"'nn
-0.16*** -0.34%** -0.23*** -0.32%** (%) 0'od1a |7n nvwo
-0.08 -0.65* -0.54%** -0.89*** (%) mw'7 n'21'n 1>'o nYon nan
0.54 -0.33 -0.73** -0.75* (%) n'an oijpy viow
-0.03 0.06 0.02 0.02 (%) 25 X"n 7y NNavX¥N N'YUTIN ARIYDN
0.09*** 0.58*** 0.23*** 0.41%** (%) 25 X"n nyxin N'YTIN [7N N"OO
6.56%** 1 aneT mT
6.55%* 12.72%** 7.32%x* 7.74%x* nin
2,170 4,196 4,297 8,493 nI'oxn
0.45 0.38 0.45 0.41 R?

,PIV DXNNINY NPDIIN DY 120NN NDID NN ONIVHYNI 19INI NDITIN PIY INWUN NN
9531 .9NP2 MPNDN NPIND MY NIND NIV, NNNTIN MIINN NXIAP NIy VI
OO NP DD JPNN NV NYAVN .NPNAI NOPDXHY NYAVN ¥ N’NHND NPDININ
MINND ANIND DN PIVI NNIND DX NPLPN JPNN NMVDL NNN NTIPIA NMYY — NN D)
9N MOLP I NYOWN IYND )7 NP2V DXITHN DI DY POININND N2 290 HINK MTIP) 0.32-2
ST NT NN NIY INY DI M) NPT MHAN N1AY

1YY — DXNNINN DY NPNAIN TPHITD MYNWN ¥ 25 NN TTH DY JpNn NMVDL OMNPYH
oV PIVA NMNIND IR HNX MTIPI 0.23-2 1YY THIN NMNN PIYA JPNN NNV HINK NTIPI DY
Sy NPDINI MNIND NNYITL TN NPT NN DY ANIND DX 0.58-21 MY NPT NN
12y 7291 ,NPONIN NN NPNAN NYIYN PR NPT DIPY DY L6 NYIVI DIPINN
592 VYNNI NAPNDN THPDOY NYIYN ¥ MY PIDDN NIDN NIY .M NPT NN
NPIINPN A7IRND DM NN ,NDY NPON NION MDD IURD 19D . APONIN
MNP IOW qwp vsn Dufee (1998) Longstaff and Shwartz (199%) .oxnvsn
NNV PAY PIVIA NN

™MN Yy DXVYN A MDY NMNN PIY DY DIOWIVYNT DM D ALY NPONINN
1 L0952 NYNNND NNM) Merton 51 SY LVNINONN NNVDNI AN PNN PADND
NPNNNID Dya MYPYN PPN NPIND Y NN DY NYPIN MDTN NP0 IR DOYND
DO NN NITYDY L,VPINT JPIND YN NPINMID DY DHNNRNM IM NP DY MNONNND
12190 .NOX0 NMNIY DY NNYPY NPTSN MNINONL PN 1D O ,5999WN PIva 90N oD
NPIDY PN AN NN NN INDNN L,VINY VDN MNIND DX DPPN PN Y92 PIvnY
MMM DOVINTY MNINN YN PIVA NPIRD DY NNININ PN 1PN 10 Dy .M 10N
POIVND NYPHN MYTN NP NN DDYND DNDIDY ON NN MYPYNN
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NN PIAONY N/ON NDID Y DTINNND DIITND NN SNNINY D MINDIVNIN NDY TIY

MINN NNINN DY DTPNNY DN ,NPDIIN NN ,NNT DY TN .7V NN DY DPNIND

DOTI DY DXAWIN TYND VI OPINNRN DNNINN DY NIDIYD NYIWN NAIN W PR PN
DIV DONNINY DN DIVLNNINN DNNINN DY YOPN

YT 19INA HNINN HTINAN D IND NN 1NY MIAND NN PPONN NN 6.2
191Wa 9NN HNIY

YONNINT DINN VNN PA VPN 1N MIIND NXAP NN ONTION VINRNN DY N PONa
72NN IRYHD DMK DYTAD) 1N NXIIAP PIANAD NN NMINID XTI ,INY PIN PIva NN PHND

PAD O3 NIND DY PIVD SNNIN P2 M) DXNND DMP JHIY MIHaN >NIN2 1O DY
1N NINAN NDAVA .TMIAN 43 NY YPIVIPN DY .(0.75-0 NMAX PXYNP) OMINN ONNIND
: DXTHN NMDIYOIN HHID DN 1H5N NMHNANN DY DIIMAND 19DND NINIYD

PV NNY NMIT 2NN NIX INHNN STIND TNIY MIAN MMINND — 8 1YV

uxInmn [0 N''uo uxInn

n¥np DATN2 N'0I70IN
7,414.5 9,917.8 3,905.1 (n"w ') 0roo1n W
7,342.6 9,673.1 3,133.7 (n"w 21"7'0) niaza NratNNN N0
1,318.0 3,718.5 1,191.5 (n"w ') nimn v Y
0.2 0.5 0.3 aInn 0% "Ia'y aIn ont
9.8 (BBB) 8.2 14.1 (B+) yxmn an'T
23 3.4 1.7 (n"w 11"7'n) N"aNa y¥mn Wnon Itnn
0.81 0.33 0.73 qQim on'
17.8 5.0 15.2 VYXINN2 WTIN2 02N TNoNn M' Moon
45,2 17.8 38.7 (67 71IMn) y¥imn nI'oxn 1o0n
1.1 1.0 0.9 T0IIN'T NINN/FIY NINN

9PN DY ,YNINND HON MDY MHANA 1VTHY NIN DXODAN DMYNIN DMATH THN
MI2N 0 NONX MI2N ,JD 1D SVITIDIN 1PINT ON (NIN) dON 19INA D), NMN2APNNN
SVIARM I NPIND YN — AN OO DY TIVN N LM IN NPT MOYA — IN» NNVl
P2 .0XTIN YOO INNYNA NN 2IN NNIYD YD 1IN MND JNY W DN 19N, NNT DY TH°
mMoya 0) 11,91 MOYTY 1Y MIN OHDD 19IND ,19IDD — 22PN WP W DIMINNDNN PN
12X 17,90 THiNd 2IN TOY YN 1IN PON,INY M) PIYV OINY AN MN) NMNAPNNN
MYINN P2 AN M) LYH DN ,IANY NPND N AN DX NZIN INDND INNN ,INY
DY TIDTYY NPNT TPXNMAPN ANV NHMP PIVA YD PIAD SUNNOND NNINN PV PIva
970N P2 1991 ,MD7) NMNI9ND MNS DXWIINT ,DIDTY DXPNNI NOPAVNN VYN MIAND
MTNN NS W 9N DININ D1N DINNINY IO NNYP DXPNNN NN PA0ND DTN NNONN
N N1 MM NMHNIN OXPNNI MTN

192NN DT P2 WP N8I XD MOIYIIND ,NXIAPN MNIAY NIV NNXINN MNHINDN NNV
L7 A NIV MDTN 1D YON? 1IN ¥ 11 NN MOYA MIAND .AYY NN NN Pav

26



DINXNYNL NT N0 OMPYN INY N2 DTN YOI NPND PIS DIV PhN D) 9005
210 20N STINN DT NDN MIIN NIAY RPNT NNY PIADNY NN (MM 1)D) DINK DMNDIDD
1292 Y9N MOTN )12 NN INHNNI XN MINY PIVN PHN DX INY

oo 7

Merton »7y YNV 1PNY NI2N DY 2N NNNND M)HANN DTN VDY NWIY MY IINND

AN NNPNA ,MPND NPINY NVIN MOY2 NPDIVY XY NPONRIY MIIN M) Yy (1974)
NYNKIN ; DOVPADN MW DTN DY NHNM NMNIN N2> NN P72 IINRNN 2010 Y51-2005
MHIN OXTHN 5991 TN NIANN DY IXIYUND PO DX TIWNY DTN DY NN NN
SV DIV YPNN DX PADND DTIND DY INDID XIN NIYN 12N NN OOYPD DIDND MTNYY

PIINNP NN

MIIN MM MONN 57NN D N2 IIRNDD DY SWNNN PHNA WIAPHNY NINNININ

TN DY NMININN N UKD VIDY-DMOMY GX NIXD 12N TNNA DOYPD DINNY MNOYN
My - 1 NN M2 NPV NOMN NN ROY NYNDD DOYPY 10IDM»Y MHaN Pa
DN DY DXODINN ODTIN DY 1T NDAN NPNX NI DTN 702 MYV .TIVA DOVINN DOVHYD
STINNN OMIITNN NXON YTTH OONIVIN PIYD DRMND JPVON TTH D , 7202 OOPNRNIYN
,0792 .1172N DY MDY NOIWYND , 090N DMPNA TN XD OX ,DOVN 1NN NNNY O
MO MIAN DY MOOM MOLP MNOD INNYNA NN NHAN DY 2vND 1N TTHN NN
D11 YODI12N DXTTH2 10D YA NNN NI P8I J9IND 1DTYNN NI, NPT MHaN DY apynd
DTN NN TTHN ,I2YN NN DXIRNNDN OPRNIYN DN NNV )OO . T1H2 DORNIVN

PR 1Y PND XD 1IN MOY2 MHIN MY T7H2 wonwnd 1n qona forward-lookingxn

DY DMIM ¥ 1NIY MIAND DD RIN ,NNT DY .PIYI DNNINDT MIXIVND YA MDINNNIPN
N D) DTN HAPD YT NPND INPY NN MIIN TY NIXT 1IN INDNN

DY NN AMANNN DY PIVN NN NIY DTINNN DDAPNNN D1VNINNN DONNINN
L2392 NNINNN NPYIHIND P DX PIADMY ,PIYE DINNINY IXNYNL TINIYIYNI NN DIV
MINNIND NNIT I ININ .IND TIVN 40% DY NN YT NVIVA NNDY DI TYUNRD NNT DN
NYPIN MITN N0 DY NN N DY DOWIANNN DN WYY DMIPNNI WIAPNNIY
DY NNINNY MNNONL NYAIPHNN DYNINN NNV .NPIISNP NN DY JDPHN NN PADND
2OM92 1T PDDN NMNYRID UKD YN NPNOWNN N7IRD IRNYIL NPIINNP NN SPNN
92012 MDY PN ORIYNRD N0 1272 MNP0 MINM ,INY NN OO Piva ©OPNINND
PIYN MDY ONYP NNIND MIANY TRND DNDNNN OINN DI .ANIND DY 127 NN
)2 109 .12 NI PIVN JPNN NMVO DY NPINN NYIWNA MV Y PH DINID) MDD 19N
— PND NN NMN MOYI MIAN NIY NNINDNI INY DT PON 20N NYION MYTH N1ID
AN N9 M NN YN DTN DY AN NPYTHN DTN NN YN YA 927
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Crosbie & Bohn (2003), Bharath &xv511m°0 19182 015V jpNn 1000 NX) N72NN YD)
NPNTHNNIY NP NI NN ITINND NTPHRNR DR 19WY VY 1 Vv .(Shumway (2008)
(DTN ONANINN DY NPNTNNM) DTN NTHRND NOAPNNN DXON DY JPNN N»LLI
720NN MO NN NI NNX2 PLVPH (Outliery MPIN MNKIN N7 ;50N> PN TR NN

YT DY NP .DNPSNN NDININ MYAPNNN MNSIND INNYNA TI92 12N D30 DTN Y
9701 MNILA ,2IND XDIIN HY NPT ONNV VI PN — NIANND NMPNNN DY NP VNN

DRNYNN DX OVNNONT NN DY DTHRN NI NN NI D) 19w (priority rules mnm>1p
PV NN

IVAN DX NVIW 1D — PIPRIPN TPXINTD 2NN NN INHNN 001N Mertonymn

2D NN DY T NIANN DY ODININ NANNYI D92 . T 2P0 2NN NN Ty P
217 171199 NDIIN DI TONN NWIY NNKY NIANNY IN TP NYIAD 1IN NN TRYND OVNT
"y (barrier options”7oonN” NDN NPXINI NIANT MNAONNN NNHN LJD DY .N7IRD PHya
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D»YPY DN MTNYY MNIN DY N NIV NTION MIVANDN NIRIIN DDAPN MY NON
Rulddvihbh]

DYV DAY HY DMV DX TIWNY YTD YTINN NN OINIY ¥ D»P DPN MIID2

NDOON TN NN AOWY 1NN ; NNMNYYA PO NIIWNN DY MDY NN VI ,NYIYO]
Gray et) 095955171 YTV NN PYNI DI0IHN DX NIAY 22070 DTINNN DTN
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(Gray et. Al (2010)D79% 1901 712y NYN N0 Y111 DY NIMWNN
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7M9N23 MHM2N N2y PIYVNNI O1”VNINH 0NN — 1 NAD)

PV DONNIN ,NIIN DT ,NOUYN P9Y DY NN POV T 1IN NVN NHXINT MIAND

DNNINN DXNNINN MY NMNMIDN NN NIAY 2D NINIY I .AMDNNN TOO IND 1IN ONN

,MINND ANV 29D NI WP DMP R MINK MIIN NIAYY T ,NPNN TIHINRD NMT 19N
N PIN NPND NOVN WP PYNI MOITHN MI2ANND NIY

Tmaann 53%9N)

oy NYNIp
D'NINAN 7Y 1w 2N nI'ANNN 10 10 Q1Y n7an o
A nirann a'no n'oM

0.50%** 245 601 5,698 5,316 94 001
0.86*** 287 493 2,445 2,139 95 002
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