
*

** 100 2 10

TEL 886-2-2381-3939 FAX 886-2-2311-4924 E-mail steven.ching@jcic.org.tw

Academy Papers 69

94 69-90

*

Loan Pricing Behavior of Financial Institutions--Empirical Study from

SME Non-Securitized Transactions

**

Steven Ching

Joint Credit Information Center

( )

( )

Dora Hsu

Joint Credit Information Center



Review of Financial Risk Management

70 94 12

This study purports to examine the pricing behavior of financial institutions issuing unsecured loans

to SME of varying types. Through data analysis, we hope to answer the following three questions: (1) Do

the pricing behavior reflect the credit quality of these customers? (2) Do borrowers of low credit quality

exhibit humped-shaped and downward sloping interest rate term structures? (3) For borrowers of the same

ratings with or without accounting information provided, are the firms providing these information

encouraged with preferential loan rates?

To answer the first question, we include firms with different credit ratings, with loans backed with

guarantees or not. As we include only the non-securitized transactions in our study, securitized transaction

is not under the discussion of this study. The results indicated that the loan rates financial institutions issue

to firms with different risk profiles, with varying credit ratings and loan maturities, are statistically

different. The higher the credit rating of an obligor, the lower the loan rate that is given, and vice versa.

The result with loans backed by guarantees seems controversial. No significant difference exhibited

between loans backed with guarantees and those that do not. This may be due to the current prevailing

practice that financial institutions accepted guarantees come generally from the important related parties of

the borrowing firms (such as the chairman or the board of directors), the high risk association grant the

accepted guarantees to be little worth in practice.

The framework of traditional credit risk model seems to imply that low grade customers may exhibit

higher asset growth opportunity with compare to high grade customers. On our second question, we fine

that time-series wise, the term structure of interest rate increase with maturity for higher-grade firms, while

for low-grade firms they decrease, resulting in a hump-shaped risk structure. Our results seem to agree

with the assumption. One of the reasons may be due to the intents of financial institutions to establish

longer term loan relationship with their SME customers.

In the third question, we regard firms that provide accounting statements to have more complete

information transparency. Our results indicated that under the same credit ratings, firms that provide more

complete information is able to obtain better loan rates.

In sum, empirical results show that differential pricing considerations are made by financial

institutions to firms with different risk profiles. In subsequent research, we wish to further explore the

possibilities of using this information to set up a market index for credit risk evaluation and as a reference

to help enhance the comprehensiveness of our credit risk model building.
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