Stochastic Models in Credit Portfolio Management

Ludger Overbeck

Frankfurt, Germany

Abstract

In the talk we present the basic probabilistic concepts in modeling the credit risk in large portfolios. Then a new risk capital allocation scheme based on the notion of coherent risk measures is constructed and compared with classical approaches based on variance/covariance analysis. In the following part of the talk we show how this model can be applied to the valuation of CLO (Collaterized Loan Obligations) and similar structured transactions. In this context we also propose some concepts to model the default time as a first hitting time of a simple transformation of a multivariate correlated Brownian motion. Then we comment on two statistical questions, namely the estimation of correlation and the validation of credit risk models.