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We study a structural model of credit risk in which the debt repayment is
partially done by refinancing. We further extend the model by allowing the bank®s option to postpone
the date of debt maturity, given the observation that under the Japan®s main bank system, the main

bank of the firm sometimes postpones the firm' s repayment on default. In the model without
postponement option, the lower asset recovery rate leads to higher bankruptcy risk and lower
debt/stock values. While introducing the bank"s postponement option has a very limited effect when
the recovery rate is high, it reduces bankruptcy risk and hence increases the stock values
dramatically, when is the recovery rate low.
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ig. 1 Debt values. (i) @ = 0.8 (top) and (ii) & = 0.5 (bottom) The figures give the debt values for & = 0.8
and 0.5 as a function of the current asset level|

2 -
18
~ =~ Model Il (N=1)
16 Model 11l (N=1) 1
Model IV
14 q

Stock value

0 L L L
0 R 1 15 2 25 3

Current asset level A

Mode! Ill (N=1)
Mode! IV

08

Stock value

06

04

0.2

Current asset level A

Fig. 2 Stock values. (i) a = 0.8 (top) and (i} & = 0.5 (hottom) The figures give the stock values for

Merton (1974) = 0.8 and 0.5 as a function of the current asset level
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