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Technology Innovation Activity and Default Risk

Jin-Su Kim

Abstract : Technology innovation activity plays a pivotal role in constructing the
entrance barrier for other firms and making process improvement and new product. and
these activities give a profit increase and growth to firms. Thus, technology mnovation
activity can reduce the default risk of firms. However, technology innovation activity can
also increase the firm's default risk because technology innovation activity requires too
much investment of the firm’s resources and has the uncertainty on success.

The purpose of this study is to examine the effect of technology innovation activity on
the default risk of firms. This study’s sample consists of manufacturing firms listed on
the Korea Securities Market and The Kosdag Market from January 1,2000 to December
31, 2008. This study makes use of R&D intensity as an proxy variable of technology
innovation activity. The default probability which proxies the default risk of firms is
measured by the Merton’s(1974) debt pricing model.

The main empirical results are as follows. First, from the empirical results, it is found
that technology innovation activity has a negative and significant effect on the default
risk of firms independent of the Korea Securities Market and Kosdag Market. In other
words, technology innovation activity reduces the default risk of firms. Second,
technology innovation activity reduces the default risk of firms independent of firm size,
firm age, and credit score. Third, the results of robust analysis also show that technology
innovation activity is the important factor which decreases the default risk of firms.

These results imply that a manager must show continuous interest and investment in
technology innovation activity of one’s firm. And a policymaker also need design an

economic policy to promote the technology innovation activity of firms.

Key Words : Technology Innovation Activity, Default Risk, Default Probability, KIS
Credit Score
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