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Expected Probability of Default
Combining Financial Data and Stock Prices

Youngsoo Choi, Uk Chang

< Abstract >

The logistic regression model based on the historical finance data and option
model based on the stock prices are used as probability of default(PD) models for
the savings and loan(S&L) banks, but there are some problems on the usefulness
of model and accessibility of data. As an alternative, we propose a new
methodology combining both models: the option model provides PDs for the
exchang—traded S&L banks, which is used as a dependent variable in the logistic
model, and multivariate regression with the corresponding S&L bank's financial data
are used. The empirical results show that 1) variables of Capital adequacy and
Asset quality in CAMEL index are of significance, 2) selection of these variable
are consistent, although the estimation period changes, hence, this method will be
very effective for the implementation of early—warning model, 3) it is very
effective for the forecast of default in case of real defaulted S&L banks.

Key Words: Savings and Loan Bank Default, Probability of Default, Logistic Regression Model
JEL Classification Number: G12, G21
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