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Pricing High-Yield Bonds from Overseas Recovery Rate Models
YUAN Haixia PENG Yueliuting WANG Chen

(Research Institute,China Chengxin International Credit Rating Co.,Ltd.)
Abstracts With the normalization of default risk in China's bond market, there has been a gradual accumulation
of default and recovery disposal cases. Credit risk pricing has shifted from focusing exclusively on default rates
to a comprehensive credit risk pricing mechanism that is centered on both default rates and recovery rates. This is
especially the case for speculative-grade bonds with a high default risk, making recovery value an important pricing
tool for high-yield bond investment. After years of accumulated data on defaults and substantial experience in the
disposal of defaulted bonds, the three major international rating agencies have established a high-yield bond pricing
mechanism with recovery rate rating as the core. This paper briefly introduces the definition of default recovery rates
as determined by the three major international rating agencies and examines the default recovery rate in the U.S.
bond market. It also analyzes the pricing and rating models for determining recovery rates. Lastly, the paper offers
suggestions on improving the pricing of high-yield debt and the design of recovery rating models in China.
Keywords Recovery Rate, High-Yield Bond Pricing, Rating Method, Default Bond Trading
JEL Classification G12 G24 G31
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