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The Probability of Default

✤ The probability of default 
(PD) describes the 
likelihood of a default over 
a particular time horizon.

✤ As we have seen in Week 1, 
the PD is a fundamental 
quantity in credit risk 
management.

http://en.wikipedia.org/wiki/Default_(finance)
http://en.wikipedia.org/wiki/Default_(finance)
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The Probability of Default

Do you remember?

✤ The probability of default 
(PD) describes the 
likelihood of a default over 
a particular time horizon.

✤ As we have seen in Week 1, 
the PD is a fundamental 
quantity in credit risk 
management.

http://en.wikipedia.org/wiki/Default_(finance)
http://en.wikipedia.org/wiki/Default_(finance)
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PD

Ratings Models of Default

External
Ratings

Internal
Ratings

Structural
Models

Other
Models

Rating Agencies Altman’s Z-score Merton, KMV, 
CreditMetrics

CR+
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CDS and 
other tools
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Thank You


