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Abstract 

 
The respective study focus on three aspects; factors determining credit rating, the impact 

of CR on act of firm & the relation between return of stocks and credit rating. The study 

focuses on the firms listed in Karachi Stock Exchange (KSE) of Pakistan. The empirical 

analysis uses the data of 49 firms rated by Pakistan Credit Rating Agency (PACRA) for 

the time period of 6 years, 2009-2014. Two estimation techniques have been applied, 

Ordered Probit Model and Panel data Regression. Our findings illustrate credit ratings are 

predicted by important firm specific factors (size, growth opportunities and capital 

intensity, asset returns, sector type). Moreover, it is suggested further that firm with 

higher credit rating tend to have better performance (measured byTobin’s Q& ROA) of 

listed firms. Likewise, higher rated firms tend to achieve higher returns on their stocks.  
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SECTION I: Introduction:  
1.1 Background: 

 

The current study tends to examine the effect of CR on performance of companies and 

stock returns considering Pakistan. The credit rating concept of a firm is the reflection of 

its creditworthiness and its overall capacity to placate the financial obligations of the 

company and these ratings are reflected by the opinion of credit rating agencies (Standard 

& Poor’s, 2002). Various financial institutions as well as numerous investors rely on 

these credit ratings because their creditworthiness is summarized in a solitary grade. 

Some of the main ratings used worldwide are Fitch, Standard & Poor's (S&P) and 

Moody’s. 
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