
Accepted Manuscript

Title: Performance-Based Payment Scheme to Hedge Against
Credit Rating Inflation

Authors: Kittiphod Charoontham, Thunyarat (Bam)
Amornpetchkul

PII: S0275-5319(17)30151-4
DOI: http://dx.doi.org/doi:10.1016/j.ribaf.2017.07.117
Reference: RIBAF 807

To appear in: Research in International Business and Finance

Received date: 28-2-2017
Accepted date: 5-7-2017

Please cite this article as: Charoontham, Kittiphod, Amornpetchkul,
Thunyarat (Bam), Performance-Based Payment Scheme to Hedge Against
Credit Rating Inflation.Research in International Business and Finance
http://dx.doi.org/10.1016/j.ribaf.2017.07.117

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/doi:10.1016/j.ribaf.2017.07.117
http://dx.doi.org/10.1016/j.ribaf.2017.07.117


Performance-Based Payment Scheme to Hedge Against Credit Rating Inflation 

 

Authors Details  

Kittiphod Charoontham  

Graduate School of Business Administration, National Institute of Development Administration,  

118 Seri-Thai Road, Khlongchan, Bangkapi, Bangkok, Thailand 10240  

Email: kittiphod.c@gmail.com  

 

Thunyarat (Bam) Amornpetchkul  

Graduate School of Business Administration, National Institute of Development Administration,  

118 Seri-Thai Road, Khlongchan, Bangkapi, Bangkok, Thailand 10240  

Email: thunyarat.a@nida.ac.th  

 

Corresponding Author:  

Thunyarat (Bam) Amornpetchkul  

Graduate School of Business Administration, National Institute of Development Administration,  

118 Seri-Thai Road, Khlongchan, Bangkapi, Bangkok, Thailand 10240  

Email: thunyarat.a@nida.ac.th  

 

Abstract 

Credit rating inflation is a prevalent issue in financial markets. Existing studies have attributed a 

cause of inflated rating to credit rating agencies’ biased conduct for their own benefits. In this 

paper, we propose a performance-based payment mechanism which can be used to align the 

incentives between the issuers seeking ratings and the rating agencies. Under the proposed 

mechanism, the issuer who brings in a risky project for rating can specify the level of 

information to be obtained by the rating agency; whereas, the rating agency can choose whether 

to report the acquired information truthfully. After the rating has been announced and the 

investment decision has been made, the project return is shared between the issuer and the rating 

agency according to the predetermined terms. We show that as long as the issuer carries a 
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