
Accepted Manuscript

On the cyclicality of default rates of banks: A comparative study of the
asset correlation and diversification effects

Oliver Blümke

PII: S0927-5398(18)30025-2
DOI: https://doi.org/10.1016/j.jempfin.2018.03.003
Reference: EMPFIN 1041

To appear in: Journal of Empirical Finance

Received date : 13 June 2016
Revised date : 2 November 2017
Accepted date : 12 March 2018

Please cite this article as: Blümke O., On the cyclicality of default rates of banks: A comparative
study of the asset correlation and diversification effects. Journal of Empirical Finance (2018),
https://doi.org/10.1016/j.jempfin.2018.03.003

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form.
Please note that during the production process errors may be discovered which could affect the
content, and all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jempfin.2018.03.003


On the cyclicality of default rates of banks: A
comparative study of the asset correlation and

diversification effects

Oliver Blümke1,∗

Raiffeisen Bank International AG, Am Stadtpark 9, 1030 Vienna, Austria

Abstract

In credit portfolio modeling the asset correlation parameter is used to describe

the degree of default rates fluctuations. In this article we estimate the asset

correlation parameter for banks and other industry sectors from default data.

We find that estimates of the asset correlation vary substantially among the

different segments and that banks exhibit a much larger asset correlation pa-

rameter, larger also than the regulatory value of the Basel Accord. For pooled

data the asset correlation parameter shrinks due to diversification effects.
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