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ABSTRACT

The purpose of this study was to investigate the effects of credit rating, credit granting quality, and non-performing loans (NPL) on

market value added using Logistic Regression. The research subjects were domestic OTC and TSE listed banks, and the research

period spanned from 2004 to 2006. Three major conclusions were induced: (1) Credit rating has negative effects on NPL. That is to

say when banks have a higher credit rating, they have a lower loan overdue ratio, a higher NPL coverage ratio, better debt-paying

ability, and a lower occurrence rate of NPL. (2) Credit granting quality has negative effects on NPL. In other words, when banks

have higher credit granting quality, they have a better credit management system, a stricter auditing procedure, and more

comprehensive risk control, so they can effectively reduce loan overdue and avoid the occurrence of NPL. (3) NPL has negative

effects on market value added. In other words, more NPL indicates more loan overdue and weaker NPL coverage ratio and will

cause the rising of bad debts amount, erosion of bank’s benefits, loss of the bank, loss of investor’s confidence, stock price slump,

and the decrease of bank’s market value added. Currently, as domestic banks are experiencing integration and merger, the above

findings may serve as a reference for bank managers and investors.
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