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Abstract


This study aims to build neural network system to predict corporate credit rating, and then to investigate the relationship between credit rating and capital structure for Jordanian companies. The sample of the study includes 57 Jordanian industrial firms that have provided the required financial information for the period from 2000-2007. The study adopts two neural network techniques namely, Kohonen network, and back propagation neural network for the building purposes of a credit rating system. The study also used ordered probit and multinomial logistic regression to investigate the relationship between credit rating and capital structure. Back propagation neural network successfully predicts the credit rating for the selected firms, for the period from 2005-2007, using 19 different financial characteristics such as profitability, leverage ratios, liquidity, bankruptcy, and sales performance. The results of both ordered probit and multinomial logistic regression analyses show that there is no evidence of a relationship between credit rating and capital structure for the adopted sample; however, there is some evidence regarding both profitability and interest coverage ratio that may have an effect on the predicted credit rating. Finally the study recommended developing a neural network for uninvestigated sectors including both different types of financial indicators and study durations. 
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