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Abstract

Credit ratings are commonly used by lenders to assess the default risk, because every

credit is connected with a possible loss. If the probability of a default is above a certain

threshold, a credit will not be provided. The purpose of this study is to test whether

credit ratings contribute valuable information on the creditworthiness of firms.

Employing a large sample of Western German manufacturing firms, we investigate loan

defaults. First, we estimate Probit models with publicly available information.

Subsequently, we additionally use a credit rating and show that it contributes

significantly to the regression fit. However, the publicly available information has an

independent effect aside of the ratings. Simple calculations demonstrate that the

interest rate has to increase significantly to compensate for a possible loss in case of

default, if a firm has a weak rating.
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Notes

 The special issue of the Journal of Banking and Finance, Vol. 25, pp. 1–270 (January

2001), deals with the new Basle Capital Accord in more detail.

 See the special issue of the Journal of Banking and Finance, Vol. 29, pp. 2565–867

(November 2004), for recent research on credit rating, in particular Altman and Rijken

(2004) and Löffler (2004).

 Including operating costs for a bank or any other institution does not alter this result

as long as the costs are a ratio of the credit or of the interest rate multiplied with the

credit.

 For example, see discussions on the paradigms of the ‘liability of newness’ and the

‘liability of adolescence’ (cf. Singh et al ., 1986 or Brüderl and Schüssler, 1990). Another

frequently discussed factor for survival is entry size (see Agarwal and Audretsch, 2001,

for a recent study).

 Cf. for an empirical study on the effects of limited liability for growth and survival

Harhoff et al . (1998).

 Actually, the ifo Konjunkturindex is published quarterly, but we use only the one from

December in period t covering the first half of the year t+1.

 Excluding Berlin. Smaller states were mergerd to one dummy: Bremen with Hamburg

and Saarland with Rhineland-Palatinate.

 The McFadden R  is often called likelihood ratio index (LRI) and is defined as  with lnL

being the log likelihood if only a constant term is included in the model in contrast to

lnL as the maximized value of the log-likelihood function.

 The Veall–Zimmermann R  is defined as  with , where n is the number of obervations.

 According to Model IV, the interest rate would already be 12%.

1

2

3

4

5

6

7

8 2
0

9 2

10



Related Research Data

Young Innovative Companies: the new high-growth firms?

Source: Oxford University Press (OUP)

Does corporate social responsibility matter for corporate stability? Evidence from

China

Source: Springer Science and Business Media LLC

Financial Constraints: Routine Versus Cutting Edge R&D Investment

Source: Wiley

R&D Investment and Financing Constraints of Small and Medium-Sized Firms

Source: Elsevier BV

Public Business Advice in the Founding Process: An Empirical Evaluation of Subjective

and Economic Effects:

Source: SAGE Publications

Circular economy innovations, growth and employment at the firm level: Empirical

evidence from Germany

Source: FID GEO

Is a firm’s financial risk associated with corporate social responsibility?

Source: Emerald

 

Linking provided by  

Related research 

Recommended articles Cited by 

48

Elements of Credit Rating: A Hybrid Review and Future Research Agenda

Prashant Ubarhande et al.

Cogent Business & Management

Published online: 3 Feb 2021



The role of credit ratings on capital structure and its speed of adjustment: an international study

Michal Wojewodzki et al.

The European Journal of Finance

Published online: 20 Jul 2017





People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Ficc%252Fdts039&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fs11135-017-0665-6&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1530-9134.2010.00285.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.1210302&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1068%252Fc10126r&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.23689%252Ffidgeo-4949&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252Fmd-02-2015-0047&type=Scholix
https://scholexplorer.openaire.eu/
https://www.tandfonline.com/doi/full/10.1080/23311975.2021.1878977?src=recsys
https://www.tandfonline.com/author/Ubarhande%2C+Prashant
https://www.tandfonline.com/doi/full/10.1080/1351847X.2017.1354900?src=recsys
https://www.tandfonline.com/author/Wojewodzki%2C+Michal
https://www.addtoany.com/share


THE CREDIT‐RATING AGENCIES AND THE SUBPRIME DEBACLE

Lawrence J. White

Critical Review

Published online: 13 Jul 2009



View more

Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

https://www.tandfonline.com/doi/full/10.1080/08913810902974964?src=recsys
https://www.tandfonline.com/author/White%2C+Lawrence+J
https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

