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Here are three studies that are relevant to the impact of priority in bankruptcies affecting the cost of credit.
Melborne Center for Financial Studies ‐ Employee Entitlements and Secured Crditors SSRN‐id853524, September 28,
2005
Kevin Davis
Commonwealth Bank Group Chair of Finance
Department of Finance, The University of Melbourne
Director, Melbourne Centre for Financial Studies*
and
Jeannette Lee
Risk Analytics Group
Ernst & Young
Melbourne

"This paper analyses and provides quantitative estimates of the
consequences of changing creditor priority in this manner. Contrary to conventional
wisdom and arguments mounted in opposition to such a change, the effect on corporate
funding costs would be extremely small. The paper argues that legislation to effect such a
change warrants further consideration as a complement to the existing compensation
scheme."
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Corporate Pension Funding and Credit Spreads, Mirko Cardinale, Watson Wyatt, June 2005

1. From Table 5 results in Panel A and Panel B for the two overall
samples it appears that the relative size of pension deficits
is priced by corporate spreads, supporting the extended balance
sheet hypothesis and consistently with the results of credit ratings
models such as Carroll and Niehaus (1998). Moreover,
in both samples estimated coefficients for relative pension
deficit exposure are twice as large in magnitude as coefficients for
ordinary leverage, which could be a reflection of market perception
of additional risk in unfunded pension promises compared to
more traditional forms of debt.
2. The unfunded pension leverage effect on credit spreads appears
to be economically significant. Using sample mean values in
Table 4 we derive the average investment grade and aggregate
spread predicted by the model for each year, as reported in Table 7.
For instance in 2002, when the relative size of pension deficits
was highest (2.70%), the average predicted spread was 1.8% in the
investment grades sample and 2.8% in the aggregate sample.
Keeping everything else constant but setting the pension deficit to
zero, the model in 2002 predicts spreads which are respectively
16 and 40 basis points lower, implying a 9% decrease in the
investment grades sample and a 15% shift in the aggregate one.
Conversely in 2003, when the average ratio of pension deficit to
enterprise value was 1.85%, the model predicts spreads 20 basis
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points higher in the investment grades sample and 30 basis
points higher in the aggregate one (this is respectively a 20%
and a 30% shift) if the relative size of pension deficit is set to
5% while everything else stays constant. These numbers suggest
that cross-sectional variation in spreads driven by pension
deficits could potentially become very large in the presence of
substantial unfunded liabilities.
Credit Spread Puzzle ‐ Jeffrey Amato & Eli Remolona
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