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An Empirical Study of the Credit Risk of the

Publicly Traded Companies in China Based
on the Leland-Toft Model

WANG Xiao-hua', SHAO Bin?

(1. School of Finance, Shanghai University of Finance and Economics,
Shanghai 200433, China;2. Asset Securitization Quantitative
Modeling, Banc of America Securities LLC, NY 10019, USA)

Abstract: This paper presents the first empirical study of the credit risk of the
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Listed Companies Fraud Punishment and
Investor Protection

CHEN Guo-jin* ,ZHAO Xiang-qin', LIN Hui?
(1. Department of Finance, Xiamen University, Xiamen 361005, China
2. Party School of Party Committee , Xiamen University, Xiamen 361005, China)

Abstract: In this paper, we discuss the issue of securities law enforce-
ment and investor protection. Theoretically, strengthening the law enforce-
ment will restrict the action of potential law-breakers and protect the small
investors. However, after the event study of the punishment of the listed
companies during 2001 —2003 in China, we find that near the announcement
day, the A shareholders get negative abnormal returns. Therefore, we pres-
ent a modification to the securities law in China.

Key words: listed companies; fraud punishment; investor protection
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(E#% 47 )
publicly traded companies in China using the l.eland-Toft model. The results
show that the expected default frequencies (EDFs) calculated from the mod-
el can give a good description of the credit risk of the publicly traded compa-
nies. Since the EDFs vary substantially for companies with different credit
ratings, the model is quite effective in assessing the credit risk of the public-
ly traded companies in China. By Xinhua Far East’s credit rating system,
we find that the EDFs calculated from the Leland-Toft model are close to ze-
ro for maturities less than three years, one year and half year if companies
are rated AA or above, BBB or above, and below BBB, but that long term
EDFs of Chinese companies are very high.

Key words: credit risk; Leland-Toft model; expected default frequency
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