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		Abstract

		Does loss given default (LGD) depend on the economic cycle and if so how can it be measured? This question still concerns risk modellers and regulators as part of their comprehensive risk assessment. In 2013 GCD published a first downturn LGD study based on the GCD large-scale LGD database. This report provides an update of the analyses presented back then on a now significantly enlarged data set provided by over 50 member banks and covering over 15 years of default history.  

For all banks applying the Basel advanced IRB approach for calculating minimum capital requirements, the modelling of the regulatory required downturn LGD calibration is of utmost importance, as capital requirements are directly proportional to the LGD values used in the calculation. Understanding the effect of economic downturns on the amounts recovered during the work-out process of defaulted loans allows estimating downturn LGD more precisely and facilitates the implementation of new regulatory requirements provided by EBA and ECB in Europe.  

Other requirements such as IFRS9/CECL or stress testing/CCAR create the need for more detailed default and loss modelling, especially in respect of term structure and macroeconomic dependency.  

This report focusses primarily on the asset classes large corporates (LC unsecured) and commercial real estate (CRE) in Europe, as well as Financial Institutions globally. 
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