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Credit risk remains one of the major risks faced by most financial and credit institutions. It is
deeply connected to the real economy due to the systemic nature of some banks, but also
because well-managed lending facilities are key for wealth creation and technological
innovation. This book is a collection of innovative papers in the field of credit risk
management. Besides the probability of default (PD), the major driver of credit risk is the
loss given default (LGD). In spite of its central importance, LGD modeling remains largely
unexplored in the academic literature. This book proposes three contributions in the field. Ye
& Bellotti exploit a large private dataset featuring non-performing loans to design a beta
mixture model. Their model can be used to improve recovery rate forecasts and, therefore, to
enhance capital requirement mechanisms. François uses instead the price of defaultable
instruments to infer the determinants of market-implied recovery rates and finds that
macroeconomic and long-term issuer specific factors are the main determinants of market-
implied LGDs. Cheng & Cirillo address the problem of modeling the dependency between PD
and LGD using an original, urn-based statistical model. Fadina & Schmidt propose an
improvement of intensity-based default models by accounting for ambiguity around both
the intensity process and the recovery rate. Another topic deserving more attention is trade
credit, which consists of the supplier providing credit facilities to his customers. Whereas this
is likely to stimulate exchanges in general, it also magnifies credit risk. This is a difficult
problem that remains largely unexplored. Kanapickiene & Spicas propose a simple but yet
practical model to assess trade credit risk associated with SMEs and microenterprises
operating in Lithuania. Another topical area in credit risk is counterparty risk and all other
adjustments (such as liquidity and capital adjustments), known as XVA. Chataignier & Crépey
propose a genetic algorithm to compress CVA and to obtain affordable incremental figures.
Anagnostou & Kandhai introduce a hidden Markov model to simulate exchange rate
scenarios for counterparty risk. Eventually, Boursicot et al. analyzes CoCo bonds, and find
that they reduce the total cost of debt, which is positive for shareholders. In a nutshell, all the
featured papers contribute to shedding light on various aspects of credit risk management
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MDPI Books offers quality open access book publishing to promote the exchange of ideas and
knowledge in a globalized world. MDPI Books encompasses all the benefits of open access – high
availability and visibility, as well as wide and rapid dissemination. With MDPI Books, you can
complement the digital version of your work with a high quality printed counterpart.

Open Access
Your scholarly work is accessible worldwide without any restrictions. All
authors retain the copyright for their work distributed under the terms of the
Creative Commons Attribution License.

Author Focus
Authors and editors profit from MDPI’s over two decades of experience in open
access publishing, our customized personal support throughout the entire
publication process, and competitive processing charges as well as unique
contributor discounts on book purchases.

High Quality & Rapid Publication
MDPI ensures a thorough review for all published items and provides a fast
publication procedure. State-of-the-art research and time-sensitive topics are
released with a minimum amount of delay.

High Visibility
Due to our global network and well-known channel partners, we ensure
maximum visibility and broad dissemination. Title information of books is sent
to international indexing databases and archives, such as the Directory of Open
Access Books (DOAB), and the Verzeichnis Lieferbarer Bücher (VLB).

Print on Demand and Multiple Formats
MDPI Books are available for purchase and to read online at any time. Our
print-on-demand service offers a sustainable, cost-effective and fast way to
publish MDPI Books printed versions.
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