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Table 1: The Sample

This table reports for each ¯rm the issuer name, sample period, number of observations (T), and sample averages

of adjusted relative spread (ARS). ARS is the product of relative spread and senior debt ratio. Relative spread is

de¯ned as the price di®erence between senior and junior bond divided by the price di®erence between default-free

bond and junior bond. For Kroger, Ralphs Grocery Co and Stone Container Corp more than one pairings of senior

and junior bonds are used to calculate ARS:

2 Digit Sample
SIC Code Company Name Period T Average of ARS

78 AMC Entertainment Inc. 9208-9601 42 0.250
80 American Medical Intn'l 9111-9503 40 0.123
49 Coastal Corporation 9002-9305 38 0.614
15 Del Webb Corp 9305-9703 30 0.262
75 Envirotest Systems 9403-9712 46 0.343
58 Family Restaurants 9402-9712 11 0.237
58 Flagstar 9309-9712 42 0.126
30 Foamex L.P. 9410-9706 24 0.284
58 Foodmaker, Inc 9206-9712 35 0.352
54 Grand Union 9207-9506 30 0.181
75 Hertz Corp 9105-9705 48 0.390
33 Kaiser Alum. and Chemical 9302-9712 47 0.140
54 Kroger I 9402-9701 36 0.148
54 Kroger II 9402-9510 21 0.105
54 Kroger III 9208-9712 28 0.162
48 Lenfest Communictions Inc. 9610-9712 15 0.092
37 Newport News Shipbuilding 9706-9712 7 0.057
76 Prime Hospitality Corp 9706-9712 7 0.141
26 Printpack Inc 9704-9712 9 0.178
54 Ralphs Grocery Co I 9506-9712 31 0.154
54 Ralphs Grocery Co II 9506-9712 31 0.185
28 Revlon Consumer Products 9308-9712 52 0.382
26 Riverwood International 9206-9606 45 0.190
54 Safeway Stores Inc. 9703-9712 8 0.033
44 Sea Containers 9412-9712 37 0.175
37 Sequa Corp 9312-9712 49 0.390
26 Stone Container Corp I 9204-9712 59 0.095
26 Stone Container Corp II 9705-9712 8 0.125
30 Sweetheart Cup 9309-9712 35 0.485
59 Thrifty Payless Holding 9404-9505 12 0.058
59 Thrifty Payless 9404-9604 25 0.087
37 UNC Inc 9611-9712 11 0.383
73 Valassis Inserts 9203-9712 60 0.143

18



Table 2: Variation of Implied Recovery Rates Across Industries

This table classi¯es the ¯rms in the sample into ten di®erent industry groups and presents averages of actual

recoveries and adjusted relative spreads(ARS). ARS is the product of relative spread and senior debt ratio.

Relative spread is de¯ned as the price di®erence between senior and junior bond divided by the price di®erence

between default-free bond and junior bond. Industry classi¯cations, and industry average recovery rates in Column

5 are obtained from Table 3 in Altman and Kishore(1996). Industry averages of ARS are calculated by averaging

ARS statistic ¯rst across time, then across ¯rms.

Industry Industry 2 Digit Number of Recovery rates Average of ARS
Number Name SIC Codes ¯rms by industry by industry

1 Public utilities 49 1 0.705 0.614

2 Chemicals, petroleum,rubber 28-30 3 0.627 0.383
and plastic products

3 Machinery, instruments 35,36,38 3 0.462 0.292
and related products

4 Building materials,metals 32-34 1 0.388 0.140
and fabricated products

5 Transportation and 37,41,42,45 4 0.384 0.251
transportation equipment

6 Communication,broadcasting,movie 27,48,78 2 0.371 0.171
production, printing and publishing

7 Construction and real estate 15,65 1 0.353 0.261

8 General merchandise stores 53-59 12 0.332 0.152

9 Wood, paper and leather products 24-26,31 4 0.298 0.147

10 Lodging, hospitals 70-89 2 0.265 0.132
and nursing facilities
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Table 3: Time series estimation of the pure recovery model

The pure recovery model is ARSt =

µ
C(0;¹;¾2)¡ 1¡µ

1¡ps C(¸ps;¹;¾
2)¡ µ

1¡ps C(y
¤;¹;¾2)

1¡ 1¡µ
1¡ps C(¸ps;¹;¾

2)¡ µ
1¡ps C(y

¤;¹;¾2)

¶
where y¤ = ¸ps +

(1¡¸)ps
µ

and

¹t = ¯0 + ¯1RFt + ¯2TANGt: The dependent variable ARS is the product of the senior debt ratio, ps; and the

relative spread (price di®erence between senior and junior bond divided by the price di®erence between default-free

bond and junior bond). The parameters ¸ and µ capture APR violation. . The Treasury rate is RF and TANG

is the sum of current assets and net property,plant and equipment divided by total assets. The model is estimated

by non-linear least squares. The Root Mean Squared Error is RMSE ´
q

1
T

PT
t=1(ARSt ¡ dARSt)2: Estimated

mean recovery is the estimated mean of aggregate recovery, y. Industry recovery-averages in bond defaults are
obtained from Altman and Kishore(1996). For each company and each parameter the ¯rst row reports parameter

estimates and the second row gives conditional t-statistics for ¯1 and ¯2:

Company ¯0 ¯1 ¯2 ¸ µ ¾ Estimated Industry RMSE
(CONST) (RF) (TANG) Mean Recovery Average

AMC -36.556 82.406 38.242 0.579 0.831 2.969 52.2 37.1 0.042
3.56 22.68

American -3.185 3.948 1.607 0.800 0.800 0.500 12.5 26.5 0.037
Medical 0.54 2.02

Coastal -11.645 36.012 11.229 0.782 0.745 0.010 63.3 70.5 0.100
Corp 3.89 17.15

Envirotest -0.552 -37.983 2.947 0.960 0.798 0.118 34.3 46.2 0.075
Systems -5.00 4.88

Flagstar -2.174 0.926 0.008 0.786 0.806 0.713 12.7 33.2 0.045
0.11 0.01

Revlon -35.596 19.259 46.636 1.000 0.999 0.447 40.5 62.7 0.083
2.43 66.75

Sequa -60.847 6.575 88.047 0.321 0.672 0.081 59.2 38.4 0.073
Corp 0.54 76.65

Stone -17.391 -0.395 20.466 0.008 0.979 0.113 9.6 29.8 0.082
Container -0.02 13.79

Sweetheart -67.898 10.808 69.566 0.661 0.814 0.124 56.7 62.7 0.064
Cup 0.97 94.38

Valassis -9.991 40.970 8.911 0.270 0.720 0.010 19.1 46.2 0.086
Insterts 2.55 6.36

Del Webb -3.538 46.952 0.479 0.786 0.795 1.163 39.3 35.3 0.026
Corp 10.61 0.06
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