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Abstract : One of the most important tasks in the risk management is the correct determination of probability of default (PD)
of particular financial subjects. In this paper a possibility of determination of financial institution’s PD according to the credit-
scoring models is discussed. The paper is divided into the two parts. The first part is devoted to the estimation of the three
different models (based on the linear discriminant analysis, logit regression and probit regression) from the sample of almost
three hundred US commercial banks. Afterwards these models are compared and verified on the control sample with the view
to choose the best one. The second part of the paper is aimed at the application of the chosen model on the portfolio of three
key Czech banks to estimate their present financial stability. However, it is not less important to be able to estimate the
evolution of PD in the future. For this reason, the second task in this paper is to estimate the probability distribution of the
future PD for the Czech banks. So, there are sampled randomly the values of particular indicators and estimated the PDs’
distribution, while it’s assumed that the indicators are distributed according to the multidimensional subordinated Lévy model
(Variance Gamma model and Normal Inverse Gaussian model, particularly). Although the obtained results show that all banks
are relatively healthy, there is still high chance that “a financial crisis” will occur, at least in terms of probability. This is
indicated by estimation of the various quantiles in the estimated distributions. Finally, it should be noted that the applicability
of the estimated model (with respect to the used data) is limited to the recessionary phase of the financial market.
Keywords : credit-scoring models, multidimensional subordinated Lévy model, probability of default
Conference Title : ICEF 2014 : International Conference on Economics and Finance
Conference Location : London, United Kingdom
Conference Dates : December 22-23, 2014

World Academy of Science, Engineering and Technology
International Journal of Economics and Management Engineering

Vol:8, No:12, 2014

O
pe

n 
Sc

ie
nc

e 
In

de
x,

 E
co

no
m

ic
s 

an
d 

M
an

ag
em

en
t E

ng
in

ee
rin

g 
Vo

l:8
, N

o:
12

, 2
01

4 
pu

bl
ic

at
io

ns
.w

as
et

.o
rg

/a
bs

tr
ac

ts
/1

94
63

.p
df

ISNI:0000000091950263International Scholarly and Scientific Research & Innovation 8(12) 2014 1

https://publications.waset.org/abstracts/19463.pdf

