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A New Method of Measuring Default Probability with

Complete Information in Credit Ratings
Zhang Jinbao

(International Business School, Beijing International Studies University)

Research Objectives: Present a new method of calculating default probability by making
a full use of historical data. Research Methods: After analyzing relationship between default
intensity and default probability, this paper provides a new way of estimating default proba-
bility. Specifically, this paper discusses the temporal relation between the beginning and
ending time of loan and inspection horizon of the measuring PD, then proposes a characteris-
tic function to construct a function for describing the time-varied number the loan, and pres-
ents a new formula of estimating default probability. Research Findings; By an empirical
study, we find there is an underestimation of default probability in traditional methods. Re-
search Innovations: Using this method, any loan appeared in the inspection horizon can be
sampled from historical data and used for calculating default probability. Compared with the
traditional methods, this method can make full use of the information implied in historical
data and has more practical application value. Research Value: This paper gives a new way of
calculating probability of default. It can be widely used in the practice of risk management of
commercial banks.
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