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Ak BEAI7] F¢E AlS- ol Bk =0 R =E(PD; probability of default)& F4
2 AME vbd REEAE(LGD; loss given default)’> A& o2 A53] thFo]z o
th ResAES APA7E RAA RS oSt = ofdshR] 1 - AHATE AA 2
20 =R A

A8 aaoltt REEAELS 194 34=E&(recovery rates)
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J9HY Bakshi et al.(2001), Hu and Perraudin(2002), Altman e
Bruche and Gonzalez—Aguado(2010)2] AF= 342 AAEZH H
S0l A71WMs AT ks 2l AIXFHSk| whet ekt Al
ot &, Fra(default rate)o] F7HEH )= 47 =271(ZF7]) BIEES:
7hotes SAE AAGE Aoltt, o] AL Ipgo] EHA gAY deay FEgEe] 59
Aolghz T 71 stolA= 488l AAEY BagrhE 4 USS ulste Aol
AAZ Altman et al.(2001), Bruche and Gonzalez—Aguado(2010)9] A&HA Aule
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1) R=&4ES BISOIAM= LGD(oss given default)2t 421 EEAl= LIED(loss in the event of default)2te= 2t

2) tiE3sle20] 2et 27| 43X H7= Altman et al.(1977)0] UX|TE LIES|»E A= Z|200| 2Es| THET U

3) Altman et al.(2001)2 ZEIZZ AIE2I0|ME 0|83l 3|pE8S M2 7HYME Ml 99% VaR(Value at Risk) &
Ct 381 B=gol Ho| Amtg ZEst 2goz =St VaR7t 1.1% =4 £8Es YSsHCh Bruche and
Gonzalez-Aguado(2010)= E=&E0 HEXQ 28 5|4+80 HEXQ 28 SEXN ScsiEn S5 3|4+29
Hla2 2, SN 2xsEN SEX 329 4HUZYS Soll 99% VaRel EXUS Hlws 2 dut Rx=stEnt
S8 RFE SHEMOR JPISt 4EEYO| VaRIt 71 I SHERUCE J2iU F A7 SE0|HNM SEXNCR
P88t B¥o| VaRyt BEEED SHEMOI 2FO| VaRet RAGIH HE ZEEZR MEAY STUR RxE9

HS0| 2 FYS W A= Sl
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_4:_ ‘:01 Al u}zl
(securitization) 0]+ S3HA|
Fe5aH
7]%L
=3k ’“JH JﬂL—r5P7] ‘Iﬂ—roﬂ 3

é}tﬂ A A}
]

F(New Basel Capital Accord)®] A& dj&2o Fd3}
ATFE A THAK A7I7F =

AE fEe PEEAE
(AIRB; advanced internal rating based approach)
FAo=g X}UM QTgE 574
dqs

£&5 AR (regulatory capital) A& o] 43 4 &
\— [€]
A O
Tel

gt
oick. AupAgore
ezt Lol Ao 3
% 3l&stuA AIRBE o E &
of gt #halo] o= U
3l Z10]
et
Atoll mA A EEA| 2= AA A
e wnd B4l Hols
i— £ 2=t v EHEQ‘I‘EL
Aoltt, Asarnow and Edwards(1995), Hurt and
AL fE3eeol w2

ALY F
O—:—
Oﬂ 2
el
= dEE ¥ (uni—modal)
H 2] .0

tok
N
o

5
= - o;
51 2O
T
e a3k FA1A Gt

OE‘QE%
A3 & nYE
Ay & :
Felsovalyi(1998), Schuermann(2004), Dermine and Neto de Carvalho(2005)
Grunert and Weber(2009), Calabrese and Zenga(2010)9]
= A& AR T Qe
A gt ote g AF+AE
89 AA 0o thofst Q05 A|ASFAL Qlth Araten et al.(2004) 5 &
Chalupka and
7} 9] 3

g2 (bi-modal) &
A H gl
£-9] o]t EAJo] o] QelogHE A=

TR A HRIA S 2=
Dermine and Neto de Carvalho(2005)
1 0
7119l A€%= Varma and Cantor(2005)= A

st

Ao} o™
H

=

Kopecsni(2009)+= &7+ % (loan size), 7192 Ad(age), 71972 ¥4, Grunert and
<& AAbSEL
2

=3
=34
H(collateral)
Weber(2009)= 7| QX (firm size)
AHE Q800 F E%E}f’)
AT Yo A= REEAE s 45 o] A A A
EEAE gk 7|24 ols|xA} oy AAo|th, H 7HA| o] {7
A oA RresidEge] gk ol2 2y o WS 7t A2 oS didsict
Aet o] ERY S =ot= Al R Eo| I3k 7|2 EAS Y st7] Hd U
4) BE AF|M hES|SE0| WEEZE AlSist Z42 Ot} Carty and Lieberman(1996)2 1989A2E 1996 7|
7t S0t ZAT|YUE MOZ E34E88 FHIMS I BH0| 79%UH, 3480 BERE x50 71 2|2 2=
EZE LIEHARAC
5) MATFME =2 201H 3200 st F&0| 2UXISte BR7H ERUACE 0|22 Grunert and Weber(2009)2]
2 2Mof 0|8 Xtz L 2447|2te| Xl0|, tiE ZEE2|22| E49| Xfo|of| 2 ZAnt2 THHHEICE
A7 |US8YUT 157
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HE AR = (cross default)oll Wt g FAJA|7F o o RAFHo| ol 5 7I1E

o ghatsto] HAGHS AFEsHQ AL, A olF 43d71A] I AN EETS
Akste] slemdo g Aosieint, 1efA 2003d ] A7} o] 3YH 7 Ll
TR 7} 8]4717b0] 31, 200498 2007971, 200598 2008 W 7HA| 7} B]47] ko]t

| 21 =2ME=oixm
20034 20044 20054 Al
iAo 369 464 541 1,374
-== (6.1%) (7.6%) (8.1%) (7.3%)
3ol 873 898 917 2,688
°es (14.3%) (14.6%) (13.7%) (14.2%)
=AY 2,524 2,605 2 864 7,993
(41.4%) (42.4%) (42.8%) (42.2%)
AHIAZ] 1533 1328 1353 4,214
(25.1%) (21.6%) (20.2%) (22.3%)
oy 798 848 1,017 2,663
ees (13.1%) (13.8%) (15.2%) (14.1%)
A 6,097 6,143 6,692 18,932
(100%) (100%) (100%) (100%)
) 0] B 3l47|YEE0 Aol HYHAGIEY ERE BASH Z0|ct AS stZEEMERTC 8xto| ¥ T A}
2| £X17} 01, 02, 05, 10, 11, 12, 15, 16, 17, 18, 19, 20, 21, 22, 26, 36, 37, 40, 410|H ZZY 23 24, 25 27,

28, 29, 30, 31, 32, 33, 34, 350|H &3¢, 45, 460|H AN 50, 51, 520|H =ADHY, 55, 60, 61, 62, 63,
64, 70, 71, 72, 73, 74, 75, 80, 85, 86, 87, 88, 90, 91, 92, 930|H MH|AY¥o= EISIUCH
HOIM ()of HEE2 ATEZ 212o] LY]0| XIXsle HE2Q| WEES 2n|gict

e SAYAS
Aol Ao A7tAE o838l Ires }ﬁﬁ}‘:} é
eo7ts FefHY] HAFHO R o] I ,
Wt vmol A B He 7HAo] B o] i 14U R E 60U7HA] 7ISH, Carty

and Lieberman(1996)-2 FEaHe] 2504 85 Afo]<] A|A714
= ReAd9) 119(30Y) 39] 714, Acharya et al.(2004)2 F=dxFo] HHU7MA E+=
B 2o YUAL o] L3 ﬂ—rgg =45}t} o] WAL A Abo] Thast A o] 9l A|uk
= {o] Aefj7hA o] ZASHA| %= T e A Aol kA b= AT Sl
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2 q, a4 BE RA719e) QA (workout) 717k Bl4E RE AREE
AAgH ol R A7 35FAS o] &5te] AT} Araten et al.(2004),
Dermine and Neto de Carvalho(2005), Grunert and Weber(2009), Calabrese and
Zenga(2010)7} o] HAlZ w2t} E3] Moody'se THAPEAIZF A= A -FA QAR
7F AAR Fpdts BEIeadS 483 IR ST 2FE & (ultimate recovery
rate)e AFESHAL Qlth, T oj2el WAL WM AT HAo] dEiA dees

= l
ST 5 e Aol AT ALEAT)E BAoRAL dRles o9 A Ysti=rtel| wet 9

_I_4

Mo ok

= 2AME FrEdE Hidt AREA L oJsfE Alalste Aol A B E2]E&(nominal
recovery rate)= | ¢ ‘E‘ﬂxﬂ%‘lﬂol g 47 sl Ol 1= 2|5t
=

HuiAZo] 82a 245
SAEE 0<LGD<10]ooF 3ttt Friedman and Sandow(2003), Araten et al. (2004)
Grunert and Weber(2009)«1 APAFlXE daide] dafasitt = o 1o &
FredEe] AN, FafES LY 2 AHoA dafide] Wi = o R
EAE] SR ZX4517]5 SHAt, ojuf AFAES 3lgEo] 0<RR<19 HEE "oy
v #S5AE AATHAY Jd+e FAS A% 24359, Friedman and
Sandow(2003)+= 3|&0] 1.2 ol/o|d oA A A= 5elth wepi] & £42 7
=EAES 0<LGD<1Y He= AT 77| §J8l a0l 1+ A3lst= 7Ide FolA
A A3}

P

Ao 207 o' Yo 7t
Aok IS SEfiA 2 A
| < RI=E YEY
o] & WA Nl=E AlFstaL Ut} o] Ait= I4go] Aei
Z2t= Dermine and Neto de Carvalho(2005), Grunert and Weber(2009),
Calabrese and Zenga(2010)8] E4Z2435 A A[sfErh, ohgt 2oz} o MY A+
FEEAEC] A 7 2 FRIAE 2= v 2 42 A9 ol A 7P 2 A
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(a) X

T T T
74 2 gr
uonoel

uonoel

Loss Given Default

Loss Given Default
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Loss Given Default

Loss Given Default
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| B2 AR RcaMzo| sy
T8 BEX | W®F | BYS  EEEi AP AN HE | HE
AMY 1,374 0.653 0.754 0.329 0 1 -0.698 2.159
43 2,688 0.717 0.849 0.320 0 0.999 -1.038 2.771
A 7,993 0.678 0.818 0.342 0 0.999 -0.831 2.272
MH|AH 4,214 0.646 0.761 0.346 0 0.999 -0.668 2.007
AMY 2,663 0.674 0.791 0.330 0 0.999 -0.796 2.273
oA 18,932 0.674 0.802 0.338 0 1 -0.806 2.252

S| AR FAARSY Ads R W= FEsk=rrel wet Ex FEjrE W 4= Qe o
of H]E = (nonparametric) PP L= AILE(Kernel density)E 43 24& [F
F1lol FAISHT [FE1A e RedEdE AdUE FHZ07L Bt 2= Yebdt)

A ReEAEY Ve AT [E2]o] FAIE Sk, AA| 229 Bt FEEAHE
2 0.674°]3L, ot FedAE] 7MY 2 AY2 BEFUCE 0.717, 7H F& AFY2 A
H Ao R BRuEiAEL 0.6460|ch AAAQ £xo FeHE AHEY] 9gt 1 3F

[T 2]0) A ARES] FAE F945 Yu|stal ALY ohehe 1AHES

= [Z™2]e] ith.

TR OJET gho] 22 BSATF 25%UE ofv|etal, gAY A2 3AREHFR oK 2}
< e e BSAVE 15%US dnient. A flotel Aol v Al W (fence) 7t
TR 2 JojA Qe ol ol AAE Tetsy] At ALR WA Hujo YA a2 o
FHer Fste] oz FARMY [I™2]E 29 B Ao vls| Auj2ibg]o] wlnA
W HEFEHE A FEdo] WA ExYe & ¢ AL [F2]9] o HEE FHA
= glsl & 4 Aot

6) HHA=3AZ R +1.55BARE R —1ARZ fI), SHIHIA =1AIZ | —1.5+(CARE 1= — A2 2I)

6212010.12

o



|

=13 2010.12.28 3:7PM I °[ % 63 4@7

rr
Kl

Journal of SME Finance

| Jm2 Mo 2eassol Mxioy
5
3
Jo)
[a)
C
[0
2
&
]
S
F) EE2 AZE2EH MY (construction), d&Y (Ilght), EANS(retail), MH|A™(service), 2 (heavy)S LIEHH
O O] AXtOZoIM AXtote] BM2 Zo|4 MXISITIS 1AHESIS, MRIMTES SAHE4-0|T AXtgh ATt SMe

OZ

HA(upper fence), At StE EM2 ﬁf [HA(ower fence)S 2|O|stct,

Loss Given Default

n
w
NN

F) E=0|M 12 2272t 10|, 2= 2H0|L, 32 3HO|L, 4= 4H0[LHE 2lo|gict, o] ARt AXtoto| &
M2 Sl4, MAISHEH2 1AM, AXINTE AR 0| AR o 2M2 MHA(upper fence), AXte}
Sttt M2 SHHEA(lower fence)% ojn|stet,
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| am4  7igaMe BEaMzo| MEs
(a) 7|PHY HediE
— ° ® ° .
L]
s @ . . =
8 ° 8
Jo) Jo)
a a
C (.O C
2 2
& &
@~ ° 2
S ]
o
e T T T T T T
0 200 400 600 800 50
Firm Size(Total Asset, 100m.won)
3 E
o) o)
a a
C C
2 2
0] 0]
1] 173
S S
4IO 0 1IO 1:5 2IO
Firm Age(year) Loan Period(year)
F) 7GRt BATRe MM SF2 T7F ARo|n, gt Hel|ztel thels Holct
| B3 Rzausaze 7idadol Mzbis
BoEME 7| XA R BEdqE = 7{2f 7|2t
SooMs 1
7| GR R 0.084 1
= 0.165 0.563 1
P -0.017 0.172 0.174 1
el 7|zt 0.037 0.244 0.247 0.671 1
64]2010. 12
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| 225 Faex aad sag0 AXIa AL

(c) 7HX2 of% (d) Tt o=

Loss Given Default
Loss Given Default

(f) Szt K2

Loss Given Default
Loss Given Default

Loss Given Default
Loss Given Default

) 21210 FHPAL AH0IM 02 ST SH0| K| g B, 12 EaEs S olnlsich ARIoIN Axfer
of HM2 F9U4 MXISITHS 1AZSIS, ARIIER SARELI40IT AR AEH HMS A9IHA(Upper fence), 4
RHdt BiEH BIMS SIIHA(ower fence), HAL HSS OMXIS lnjaict

(Y519 (@M ol SR AFSAAG A 79T T8 e 719e R
Aolth, RESUEY Z95E vwYPS o) sl dR T ] BESUE] &
Ao HEHQT, (%3]0 Bel that tARE FAHOE §olHololA THAF of Ho]

:
HEEUEY A fol7k EASE ACE Uehdth (4183 olRt A1g3%
LA olso] B2 BEEAFT FI4E 2 1
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AE9| U (Kernel density)E

0| =¥ &= H|Z4X(nonparametric) 22 FHUHOZ Hea
Mt Ziolct, HLEE4= EpanechnikovE+E 0|25HRLCt
(a) T
Kernel density estimate
o
w_|
[aV)
>
= o
C
o)
S o
[ty
T T T T T T
0 2 4 6 1
Loss Given Default
Kernel = epanechnikov, bandwidth = 0.0425
(b) 1M
Kernel density estimate
o~
|
—
2
C
JoR—
a
L{)__
o
T T T T T T
0 2 4 6 1
Loss Given Default
Kernel = epanechnikov, bandwidth = 0.0699
(c) 23
Kernel density estimate
('{)J._
~
>
2
c
o J—
a
L{)__
T T T T T T
0 2 4 6 1
Loss Given Default
Kernel = epanechnikov, bandwidth = 0.0595
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Density
15

(d) =401

Kernel density estimate

14

Density

' 2 4 6
Loss Given Default

Kernel = epanechnikov, bandwidth = 0.0510

(e) MH|A

Kernel density estimate

Density
15

5
Loss Given Default
Kernel = epanechnikov, bandwidth = 0.1075

() 53¢

Kernel density estimate

2 4 .6
Loss Given Default

Kernel = epanechnikov, bandwidth = 0.0525
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| (@) 315712t
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Fa kil 43d L= e MH|A™
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53¢ 0.020(0.640) -0.043(0.000) -0.004(1.000) 0.028(0.008)
| (© 71Kz
— 52~ 10212~ 30242~ 50242~
TE s 104¢ ojgt 30<¥ oj2t 50 OJok 70 ojgt
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8212010.12

o



|

=3 2010.12.28 3:7PM I °[ % 83

£z
| () =
0A~5tHD0)T 5E~100|2t
5@~10HD[2t -0.004(1.000)
10014 0.020(0.028) 0.024(0.011)
| (o) 2uzy
0.25% ozt 0.25%8~0. .54 &ojat 0.5%&~1<fo|2t
0.25%¢~0.59&0|2t 0.0057(1.000)
0.5 &~140|2t 0.031(0.002) 0.026(0.022)
12120l 0.110(0.000) 0.105(0.000) -0.078(0.000)

| () Hzpas

0~2H oot

2d~4AD|at

4A~6H0)T

6A~8H0|2t

8d~10:n|at

29 ~4E0|gt

-0.026(0.000

4d~pHAD|gt

-0.030

0.000

-0.003(1.000)

( )
( )
-0.006(1.000)
( )
( )

6A~8H0|2t 0.020(0.581) 0.024(0.276)

8H~10H0|T | -0.010(1.000) | -0.037(0.232) | -0.041(0.128) | —0.016(1.000)

10H0[4 -0.033(0.454) | —=0.060(0.001) | -0.064(0.000) | -0.039(0.331) | —0.023(1.000)
| (o digsE

AA A BBB BB B CCE CE

A 0.329(1.000)

BBB | -0.384(1.000) | -0.054(1.000)

BB | -0.308(1.000) | 0.021(1.000) | -0.076(1.000)

B | -0.325(1.000) = 0.004(1.000) | -0.058(1.000)| 0.017(1.000)

CCC | -0.311(1.000) | 0.017(1.000) 0.072(1.000) | -0.003(1.000) | 0.013(1.000)

CC | -0.337(1.000) | -0.008(1.000) |  0.046(1.000)| —0.029(1.000) | -0.012(1.000) | 0.025(1.000)

C | -0.283(1.000) | 0.046(1.000) | 0.101(1.000) | 0.025(1.000) | 0.042(0.007) | -0.028(0.280) ~0.054(0.009)

o



|

=13 2010.12.28 3:7PM IO X| 84

£z
| (h) AgRa|yesSEAL
0 1~100]|3t 10~200|5}
1~100|3} 0.519(0.000)
10~200]5t 0.608(0.000) 0.089(0.000)
20~300]35} 0.641(0.000) 0.122(0.000) 0.032(0.002)

| () o=y

10 0|5t 104 ~504 20|35 5043 ~100 0[5
109 ~504&0]ot 0.074(0.000)
50&~1004 0|5t 0.130(0.000) 0.055(0.022)
100204 0.133(0.000) 0.058(0.082) 0.003(1.000)
| () mz2s7te
—50%0|s} —50%~0%0|5} 0%~20%0|st
-50%~0%0|5t 0.045(0.264)
0%~20%0|5t 0.061(0.073) 0.015(1.000)
20%0[4¢ 0.036(0.712) -0.009(1.000) -0.024(0.853)
| () Sz
100%0|5} 100%~250%0I|5t 250%~500%0|35}
100%~250%0|st 0.047(0.025)
250%~500%0]5t 0.061(0.002) 0.014(1.000)
500%0[+& 0.042(0.115) -0.004(1.000) -0.018(1.000)
| () BxiazolelE
0%0]5t 0%~5%0|st
0%~5%0|5t 0.014(1.000)
5%0|4 0.016(1.000) 0.002(1.000)

84]2010.12

o



|

=3 2010.12.28 3:7PM I ° %] 85 4@7

Journal of SME Finance

rr
Kl

| (m) EBITDA/ERHA

oolst 0~0.10|st
0~0.10]s} 0.010(1.000)
0.1014 0.043(0.074) 0.033(0.028)

an=sw |

—_

HI

. Acharya, V.V., S.T. Bharath, and A. Srinivasan(2004), "Understanding the

Recovery Rates on Defaulted Securities,” Working Paper, London Business
School

. Altman, E.I., R, Haldeman, and P. Narayanan(1977), "Zeta Analysis: A New

Model to Identify Bankruptcy Risk of Corporations,” Journal of Banking
and Finance 1, No. 1, pp. 29-54

. Altman, E.I., A. Resti, and A. Sironi(2001), "Analyzing and Explaining

Default Recovery Rates," A Report Submitted to the International Swaps

and Derivatives Association

. Altman, E.I., B. Brady, A. Resti, and A. Sironi(2005), "The Link between

Default and Recovery Rates: Theory, Empirical Evidence, and

Implications," Journal of Business 78, pp. 2203-2227

. Araten, M., M. Jacob Jr., and P. Varshney(2004), Measuring LGD on

Commercial Loans: an 18-year Internal Study, Journal of Risk

Management Association 4, pp. 96-103

. Asarnow, E. and D. Edwards(1995), "Measuring Loss on Defaulted Bank

Loans. A 24-year—study,” Journal of Commercial Lending, Edition 77(7),
pp. 11-23



|

=13 2010.12.28 3:7PM I ° % 86 4@@7

Journal of SME Finance

10.

11.

12.

13.

14.

15.

16.

rir
kl

. Bakshi, G., D. Madan, and F. Zhang(2001), "Understanding the Role of

Recovery in Default Risk Models: Empirical Comparisons and Implied
Recovery Rates,” Finance and Economics Discussion Series 2001-37,

Federal Reserve Board of Governors, Washington D.C.

Calabrese, R. and M. Zenga(2010), "Bank Loan Recovery Rates: Measuring
and Nonparametric Density Estimation," Journal of Banking and Finance
34, pp. 903-911

Chava, S., C. Stefanescu, and S.M. Turnbull(2008), "Modelling the Loss
Distribution," Working Paper.

Basel Committee on Banking Supervision, International Convergence of
Capital Measurement and Capital Standards: A Revised Framework, BIS
Report, 2004

Bruche, M. and C. Gonz?lez—Aguado(2010), "Recovery Rates, Defualt
Probabilities and the Credit Cycle,” Journal of Banking and Finance 34,
pp. 754764

Carty, L.V. and D. Lieberman(1996), "Defaulted Bank Loan Recoveries,"

Moody's Investors Service,

Chalupka, P. and J. Kopecsni(2009), "Modeling Bank Loan LGD of
Corporate and SME Segments: A Case Study," Czech Journal of Economics
and Finance 59, 2009, pp. 360-382

Dermine, J. and C. Neto de Carvalho(2006), "Bank Loan Losses—Given-—
Default: A Case Study,” Journal of Banking and Finance 30, pp. 1219-
1243

Emery, K., R. Cantor, D. Keisman, and S. Ou(2007), "Moody's Ultimate

Recovery Database,” Moody's Investors Service

Friedman, C. and S. Sandow(2003), "Ultimate Recoveries," Risk 16, pp.
69-73

86| 2010.12



|

=3 2010.12.28 3:7PM I °[ % 87 4@@7

Journal of SME Finance

17.

18.

19.

20.

21.

22.

rr
Kl

Grunert, J., and M. Weber(2009), "Recovery Rates of Commercial Lending:
Empirical Evidence for German Companies," Journal of Banking and
Finance 33, pp. 5605—513

Gupton, G.M. and R.M. Stein(2002), "LossCalcTM: Moody's Model for
Predicting Loss Given Default(LGD)," Moody's Invertors Service

Hu, Y. and W, Perraudin(2002), "The Dependence of Recovery Rates and
Defaults," Birkbeck College, Working Paper

Hurt, L. and A. Felsovalyi(1998), "Measuring Loss on Latin American
Defaulted Bank Loans: A 27-Year Study of 27 Countries," Journal of
Lending and Credit Risk Management 80, pp. 41-46

Schuermann, T.(2004), What Do We Know about Loss Given Default?, in
Shimko(ed) Credit Risk Models and Management, 2nd edition, Risk Books

Varma, P. and Cantor, R.(2005), "Determinants of Recovery Rates on
Defaulted Bonds and Loans for North American Corporate Issuers: 1983—
2003," The Journal of Fixed Income, pp. 29-44



|

=13 2010.12.28 3:7PM I °| %] 88 4$7

rir
kl

Journal of SME Finance

A Study on Characteristics of Loss Given Default
Young Min Jang*

| Abstract

Over the last several decades, academic research with regard to credit risk has mainly centered on
how to assess probahility of default. In the recent years, in line with New Basdl Capita Accord capital
guidelines and prevaence of loan securitization financia ingditutions have paid much attention to
gauge loss given default-hereafter LGD-that is calculated as one minus the recovery rae. A large
body of literature has provided evidences that recovery rate is negetively related to probability of
default and islikely to be largely affected by a variety of factors such as contractual conditions and
firm-specific factors. Unfortunately, theoretical or empirica domestic andysis on LGD is rare to
nonexistent.

This paper is aimed at identifying the distinctive nature of LGD at corporate lending market in
Korea. Tothisend, | examined distributiona features of LGD by various factors based on descriptive
datistics and oneway ANOVA or t-test ingtead of specifying aempirica modd for expected recovery
rate. The main results of this andysis can be summarized as follows: Firgt, LGD shows a bi-modal
distribution with peaks near the ends of the scales. This evidence supports the empirica results of
some previous studies. Second, as compared with other industries, LGD mean of service indudtry is
the lowest and that of light industry isthe highest. In addition, firm size, firm age, and the amount of
defaulted loan are dl likely to be postively related to LGD. Among the debtor-specific attributes,
whether the creditor has the collatera right on the debtor or not seems to be crucial for determining
LGD. These things show that it may be safer to say that both firm-spedific factors and debtor-specific
attributes play important rolesin estimating LGD.

« Keywords : Loss Given Default, Recovery Rate, Bi-modal Distribution, Firm-specific Factors,
Debtor-specific Attributes
« JEL Classification : G21, G32
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