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Agenda 

• Why retail banking 

• Credit risk assessment 

• Issues in practice 

• Examples 

• Areas for further research 

 



Why retail banking 

• Retail credit risk under published relative 

to corporate credit 
• Except credit scoring 

• Credit underdeveloped in actuarial circles 
• Similar to casualty/non-life 

• South African experience 

• Banking exam 



Credit Risk Assessment 
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Impairment Forecast Process 



Need for Extrapolation 



Forecasting 
Development 
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Example: Over-reliance on a 

single parameter 
• For non-performing loans impairments are set 

equal to: 
•  probability of write off * loss given write off 



Example: Over-reliance on a 

single parameter 
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Example: Conditional 

probabilities 
• For non-performing loans impairments are set 

equal to: 
•  probability of write off * loss given write off 

 

 

Time in default 



Common actuarial techniques 

• Exposed to risk 
• Historical trend analysis 

 

• Actuarial control cycle 
• Analysis of change & 

back-testing 

• Model control 

environment 

 

 

 

• Statistical & predictive 

modelling 
• Frequency * Severity 

• Scoring 

• Regression analysis 

• Hazard rates 

• Survival models 

• Migration matrices 

 



Areas for further research 

• What are suitable risk measures for a credit 

risk portfolio? 

• Impact of the economic cycle 

• Stress testing 

• Predictive modelling 

• Portfolio optimisation 
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