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Abstract

Several default events of public firms have happened in the last few years, which arises the
concern of public. Investigating the credit risk measurement of public firms is helpful for
establishing a complete credit risk measurement system, stabilizing the financial system and
promoting the development of economy.

This dissertation applies the KMV model to measure the credit risk of firms in steel, machinery
& equipment and non-ferrous metals industries in Chinese stock market. The validity of the KMV
model is tested based on the credit line and the stock market. The main reason for focusing on these
three industries is that they are all strong cycle industries, which can reduce the impact of
differences among industries on credit risk. In addition, at the current stage, the development of
economy in China slows down, the strong cycle industries are facing the situation that the supply of
market exceeds the demand, which creates difficulties and make them more vulnerable to debt
distress.

Due to the local government protectionism, the default events in domestic market are still so
scarce that we cannot directly use them to test the effectiveness of KMV model. The domestic
literatures use the ST firms to replace the default firms, but this replacement also has some
limitations. This dissertation uses the credit line and the performance of stock market to investigate
the effectiveness of the KMV model.

Banks tend to give a higher credit line to the firms with lower credit risk. In addition, we find
that the adjusted credit line has positive correlation with the distance to default in KMV model.
Through regression analysis, it is found that firms with lower distance to default have a lager
decline in the stock market crash in 2015. Moreover, credit risk is mainly reflected in the company's
non-systematic risk, rather than the systematic risk. As a conclusion, the KMV model is effective in

the domestic market.

Key Words: KMV model; Credit risk; Public firms
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