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This research uses a diffusion process to model corporate creditworthiness.

We detect changes in creditworthiness based on the behavior of this diffusion, also constructing an
index that gives an alarm in response to declined credit quality. At each point in time, the
computationally simple model designed in this study detects changes in credit risk by utilizing only
the market data and financial statements available until that point. Furthermore, we quantify the
degree of change in creditworthiness detected by our model which is explicitly connected to
observable data. In addition, considering the change in parameters that govern the behavior of a
diffusion process representing creditworthiness, we derived a distribution of the time after which
the recovery of creditworthiness becomes impossible.
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