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Credit Risks and Bond Special Terms
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Abstract: The credit quality of a bond issuer is the primary factor in determining bond default risk but
the special terms of a bond issue can also have a significant impact. The impact can generally be categorized
as follows: the abuse of the repurchase clause can significantly increase the probability of default, while bonds
with an early repayment clause have a lower probability of default. Additionally, the impact of the redemption
clause on the default rate varies considerably.
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