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Abstract:

In this paper we analyse recovery rates on defaulted bonds using the Standard and Poor’ SPMD
database for the years 1981-1999. Due to the specific nature of the data (cbservations lie within O
and 1), we must rely on nonstandard econometric techniques. The recovery rate density is
estimated nonparametrically using a beta kernel method. This method is free of boundary bias,
and Monte Carlo comparison with competing nonparametric estimators show that the beta kernel
density estimator is particularly well suited for density estimation on the unit interval. We
challenge the usual market practice to model parametrically recovery rates using a beta
distribution calibrated on the empirical mean and variance. This assumption is unable to replicate
multimodal distributions or concentration of data at total recovery and total loss. We evaluate the
impact of choosing the beta distribution on the estimation of credit Value-at-Risk.
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