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		Abstract

		This paper analyzes the association between aggregate default and recovery rates on credit assets, and seeks to empirically explain this critical relationship. We examine recovery rates on corporate bond defaults, over the period 1982-2002. Our econometric univariate and multivariate models explain a significant portion of the variance in bond recovery rates aggregated across all seniority and collateral levels. The central thesis is that aggregate recovery rates are basically a function of supply and demand for the securities, with default rates playing a pivotal role. Such a link would bring about a significant increase in both expected and unexpected losses as measured by some widespread credit risk models, and would affect the procyclicality effects of the New Basel Capital Accord. Our results have also important implications for investors in corporate bonds and bank loans, and for all markets (e.g., securitizations, credit derivatives, etc.) which depend on recovery rates as a key variable. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: credit rating, capital requirements, credit risk, recovery rate, default, procyclicality

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Altman,  Edward I. and Brady,  Brooks and Resti,  Andrea and Sironi,  Andrea, The Link between Default and Recovery Rates: Theory, Empirical Evidence and Implications (March 2003). NYU Working Paper No. S-DRP-03-08,  Available at SSRN: https://ssrn.com/abstract=1296371
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Edward I. Altman (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Salomon Center]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Salomon Center  ( email )

			

			
			
				
				
				
					44 West 4th Street
New York, NY  10012
United States
212-998-0709 (Phone)
212-995-4220 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Department of Finance  ( email )

			

			
			
				
				
				
					Stern School of Business
44 West 4th Street
New York, NY  10012-1126
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Brooks Brady

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Standard & Poor's Risk Solutions  ( email )

			

			
			
				
				
				
					55 Water Street
New York, NY  10041
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrea Resti

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Bocconi University - Department of Finance  ( email )

			

			
			
				
				
				
					Via Roentgen 1
Milano, MI 20136
Italy

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrea Sironi

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Bocconi University - Department of Finance  ( email )

			

			
			
				
				
				
					Via Roentgen 1
Milano, MI 20136
Italy

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      123

			

		
		
		
			Abstract Views

			    6,902

		

		
		 
		
			Rank

			   52,219

		

		
	


	
		
            
            	       27 Citations
		

	

	
		
			
				       56 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    New York University Stern School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                New York University Stern School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               42

                                    

                                    
                                        PAPERS

                                            3,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Panagiotis G. Ipeirotis at New York University - Leonard N. Stern School of Business

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Comparative Anatomy of Credit Risk Models

                        
                            By
                                
                                
                                    
                                    Michael B. Gordy
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Portfolio Credit Risk

                        
                            By
                                
                                
                                    
                                    Thomas C. Wilson
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Risk-Factor Model Foundation for Ratings-Based Bank Capital Rules

                        
                            By
                                
                                
                                    
                                    Michael B. Gordy
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Link between Default and Recovery Rates

                            
                                By
                                    
                                    
                                        
                                        Edward I. Altman, 
                                        
                                    
                                        
                                        Brooks Brady, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Link between Default and Recovery Rates: Theory, Empirical Evidence and Implications

                            
                                By
                                    
                                    
                                        
                                        Edward I. Altman, 
                                        
                                    
                                        
                                        Brooks Brady, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Link between Default and Recovery Rates: Theory, Empirical Evidence and Implications

                            
                                By
                                    
                                    
                                        
                                        Edward I. Altman, 
                                        
                                    
                                        
                                        Brooks Brady, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Link between Default and Recovery Rates: Theory, Empirical Evidence and Implications

                            
                                By
                                    
                                    
                                        
                                        Edward I. Altman, 
                                        
                                    
                                        
                                        Brooks Brady, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding Aggregate Default Rates of High Yield Bonds

                            
                                By
                                    
                                    
                                        
                                        Jean Helwege
                                         and 
                                    
                                        
                                        Paul Kleiman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Dependence of Recovery Rates and Defaults

                            
                                By
                                    
                                    
                                        
                                        William Robert Maurice Perraudin
                                         and 
                                    
                                        
                                        Yen-ting Hu
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding the Role of Recovery in Default Risk Models: Empirical Comparisons and Implied Recovery Rates

                            
                                By
                                    
                                    
                                        
                                        Dilip B. Madan, 
                                        
                                    
                                        
                                        Gurdip Bakshi, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.149 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

