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ABSTRACT

ESTIMATION OF DEFAULT DEPENDENCY USING HISTORICAL
DEFAULT DATA - MAXIMUM LIKELTHOOD ESTIMATION OF ASSET
CORRELATION WITH 2-FACTOR MODEL —

Toshiyuki Kitano
Tokyo Institute of Technology

In the thesis, I discuss the estimation of default dependency using historical default data. 2-factor
model is used to represent category-separated variability of latent variables as proxy for obligor credit. For
simplification, one numerical calculation for maximum likelihood estimation of factor loading and in turn
asset correlation is employed. By Monte Carlo analysis of the estimator’s robustness and by real estimation
with historical default data, it is confirmed that the model requires less computing power than existing
methods, and generates more robust estimator than other category-blinded models that deal with real data.
This shows that it is important for the robust estimation of default dependency to use multiple-category
default data and estimate inter-category correlation, even when only correlation within one category is
required for estimation.
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