Internal Rating Systems and
the Bank-Firm Relationship

Valuing Company Networks

Bernardino Quattrociocchi




Palgrave Macmillan Studies in Banking and Financial Institutions

Series Editor: Professor Philip Molyneux

The Palgrave Macmillan Studies in Banking and Financial Institutions are
international in orientation and include studies of banking within particu-
lar countries or regions, and studies of particular themes such as Corporate
Banking, Risk Management, Mergers and Acquisition. The books’ focus is on
research and practice, and they include up-to-date and innovative studies on
contemporary topics in banking that will have global impact and influence.

Titles include:

Miao Han
CENTRAL BANK REGULATION AND THE FINANCIAL CRISIS
A Comparative Analysis

Pierluigi Ciocca
STABILISING CAPITALISM
A Greater Role for Central Banks

Anabela Sérgio (editor)
BANKING IN PORTUGAL

Michele Modina
CREDIT RATING AND BANK-FIRM RELATIONSHIPS
New Models to Better Evaluate SMEs

Jes Villa
ETHICS IN BANKING
The Role of Moral Values and Judgements in Finance

Dimitrios D. Thomakos, Platon Monokroussos &
Konstantinos I. Nikolopoulos (editors)

A FINANCIAL CRISIS MANUAL

Reflections and the Road Ahead

Elena Beccalli and Federica Poli (editors)
BANK RISK, GOVERNANCE AND REGULATION
LENDING, INVESTMENTS AND THE FINANCIAL CRISIS

Domenico Siclari (editor)

ITALIAN BANKING AND FINANCIAL LAW

Supervisory Authorities and Supervision

Intermediaries and Markets

Crisis Management Procedures, Sanctions, Alternative Dispute Resolution
Systems and Tax Rules

Dr. Fayaz Ahmad Lone
ISLAMIC FINANCE
Its Objectives and Achievements



Valerio Lemma
THE SHADOW BANKING SYSTEM
Creating Transparency in the Financial Markets

Imad A. Moosa
GOOD REGULATION, BAD REGULATION

Elisa Menicucci
FAIR VALUE ACCOUNTING
Key Issues arising from the Financial Crisis

Anna Omarini
RETAIL BANKING
Business Transformation and Competitive Strategies For The Future

Yomi Makanjuola
BANKING REFORM IN NIGERIA FOLLOWING THE 2009 FINANCIAL CRISIS

Ted Lindblom, Stefan Sjogren and Magnus Willeson (editors)
GOVERNANCE, REGULATION AND BANK STABILITY
FINANCIAL SYSTEMS, MARKETS AND INSTITUTIONAL CHANGES

Gianluca Mattarocci
ANOMALIES IN THE EUROPEAN REITS MARKET
Evidence From Calendar Effects

Bernardino Quattrociocchi
INTERNAL RATING SYSTEMS AND THE BANK-FIRM RELATIONSHIP
Valuing Company Networks

Palgrave Macmillan Studies in Banking and Financial Institutions
Series Standing Order ISBN: 978-1-403-94872-4
(outside North America only)

You can receive future titles in this series as they are published by placing a
standing order. Please contact your bookseller or, in case of difficulty, write to
us at the address below with your name and address, the title of the series and
the ISBN quoted above.

Customer Services Department, Macmillan Distribution Ltd, Houndmills,
Basingstoke, Hampshire RG21 6XS, England




Internal Rating Systems
and the Bank-Firm
Relationship

Valuing Company Networks

Bernardino Quattrociocchi

Associate Professor of Economics and Business Management,
La Sapienza University, Italy



© Bernardino Quattrociocchi 2016
Softcover reprint of the hardcover 1st edition 2016 978-1-137-49724-6

All rights reserved. No reproduction, copy or transmission of this
publication may be made without written permission.

No portion of this publication may be reproduced, copied or transmitted
save with written permission or in accordance with the provisions of the
Copyright, Designs and Patents Act 1988, or under the terms of any licence
permitting limited copying issued by the Copyright Licensing Agency,
Saffron House, 6-10 Kirby Street, London ECTN 8TS.

Any person who does any unauthorized act in relation to this publication
may be liable to criminal prosecution and civil claims for damages.

The author has asserted his right to be identified as the author of this
work in accordance with the Copyright, Designs and Patents Act 1988.

First published 2016 by
PALGRAVE MACMILLAN

Palgrave Macmillan in the UK is an imprint of Macmillan Publishers Limited,
registered in England, company number 785998, of Houndmills, Basingstoke,
Hampshire RG21 6XS.

Palgrave Macmillan in the US is a division of St Martin’s Press LLC,
175 Fifth Avenue, New York, NY 10010.

Palgrave Macmillan is the global academic imprint of the above companies
and has companies and representatives throughout the world.

Palgrave® and Macmillan® are registered trademarks in the United States,
the United Kingdom, Europe and other countries.

ISBN 978-1-349-56366-1 ISBN 978-1-137-49725-3 (eBook)
DOI 10.1057/9781137497253

This book is printed on paper suitable for recycling and made from fully
managed and sustained forest sources. Logging, pulping and manufacturing
processes are expected to conform to the environmental regulations of the
country of origin.

A catalogue record for this book is available from the British Library.

Library of Congress Cataloging-in-Publication Data
Quattrociocchi, Bernardino.

Internal rating systems and the bank-firm relationship : valuing
company networks / Bernardino Quattrociocchi.

pages cm.— (Palgrave Macmillan studies in banking and financial institutions)
Summary: “In response to the complexity of the corporate environment and
competition, companies are seeking a new organizational set to maintain their
competitive advantage. Various empirical studies have been conducted which
demonstrate firms’ abilities to increase value through network creation. From
a lender’s point of view, a member of a network deserves more attention and a better
rating because it is seen as innovative in pursuing internationalization and overcoming
a size gap and any capital shortage. This book provides the conceptual and operational
tools for understanding the mechanisms for assigning a rating to a network of
companies. In it, the author explores the rating systems of corporate networks
and analyses the link between rating and an enterprise network. The first part of
the book investigates the criteria for the classification of networks and the methods
and types of inter-company connections. The second part of the book configures
possible paths of rating assignments in relation to the quantification of a corporate
network. The third part of the book addresses practical guidelines for quantifying
the award-network and proposes possible ways of rating assignment. Finally, the
author offers insight and practical guidelines for the quantification of the “premium
network”, examining the real worth of network rating to a corporation. This book
offers theoretical and practical insight into a topic of significance to anyone with an
interest in credit and risk management, banking, accounting and finance. It is an
excellent source of research for students and teachers alike, and a valuable reference
work for undergraduate, post-graduate and PhD students in relevant
subjects” — Provided by publisher.
ISBN 978-1-137-49724-6 (hardback)
1. Business enterprises—Computer networks. 2. Corporations—Ratings and
rankings. 3. Corporations—Finance. 4. Banks and banking. I. Title.
HD30.37.Q83 2015
658'.046—dc23 2015029081



Contents

List of Figures and Tables

Introduction

Part I Logic and Criteria for the Classification of
Networks

1 Enterprise Networks
1.1 Enterprise networks: a reasonable survey
1.2 Literature review

2 Classification of Networks
2.1 The intercompany
2.1.1 Types of networks
2.2 Groups and networks: reasons for a separate analysis

3 Estimate of Cohesion between Companies in a
Network
3.1 Social network analysis
3.1.1 Graph theory
3.1.2 The graph
3.2 Density and centrality
3.2.1 Indicators

Part II Governance and Path Assignment and
Quantification of the Network Rating

4 Network Governance

4.1 Network coordination methods and connection
types between nodes

4.2 Relationships within network governance

4.3 The model of network governance

4.4 The evolution of the governance of the network

4.5 The phases of proper strategic planning
of business networks

vii

15
15
16

25
25
27
30

32
32
33
33
35
37

45

45
46
49
50

52



vi Contents

5 Risk of Network Insolvency

5.1

5.2
5.3
5.4
5.5

5.6

The theoretical framework to support a network
rating

The financing of business networks

Insolvency risk and financial stability of networks
Rating for business networks

The theoretical framework to support the premium
network

Possible paths of rating assignment to business
networks

Part III Guidelines in Calculating the Premium
Network

6 Premium Network

6.1
6.2
6.3

6.4

6.5

6.6

6.7

Definition and meaning of the premium network

Qualification of the network rating

Evolution of the network: the Italian experience

6.3.1 Elements required and optional enhancing
of the premium network

6.3.2 The elements needed

6.3.3 Optional elements of the network

6.3.4 Other optional elements

Risk profiling of the elements of judgment

6.4.1 Qualitative elements related to the business

6.4.2 Qualitative elements related to governance

6.4.3 Quantitative elements related to financial
aspects

6.4.4 Quantitative aspects related to reality

Proposal of the analysis model

6.5.1 Assigning weights to the indicators

The role of banks in financing networks: the case of

Unicredit

Conclusions

References

Index

56

56
57
59
61

62

68

75
75
77
80

81
83
85
87
88
89
94

94
96
97
97

99
101

103
111



List of Figures and Tables

Figures

3.1
3.2
3.3
5.1
5.2
6.1

Graph of a social network with v =4 players
Undirected graph

Maximum number of arcs in a graph with n=4 knots
Classification of networks per financial viability

The network rating

The rating of network

Tables

1.1
6.1
6.2
6.3
6.4

Theories of business aggregations

Summary of requirements for type of contract
Assessment of the business risk

Risk assessment of governance

General view of the elements of risk assessment
network

vii

35
35
36
58
69
80

18
88
91
95

98



