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Abstract

Credit risk isthe leading risk factor facing China's banking and the entire finance
industry. From micro perspective, credit risk can bring direct or potential losses for
economic entities, increase administrative and transaction costs, thus threaten their
viability and development. From macro lens, credit risk can have a great impact on
the overall stability and development of national and global economy.

Qualitative analysis is the major approach adopted by our bankers in credit risk
management. Under such approach, subjective judgment and ratings are made based
on the comprehensive analysis of various information. Besides lacking of
professionalized division of work, the valuation model used needs to be improved.
Quantitative approaches like Credit Metrics, KMV, Credit Risk+ were widely used
abroad in risk management. How to use new technologies to manage credit risk has
become an important issue when facing the sharp competition in the market.

In this paper, after conducting a comparative analysis of the major credit risk
models together with Chinas national conditions, we found that the assumption of
inter-loan independence in CreditRisk+ model . the special requirements of data and

neglect of the micro-economic factors in CPV model and the specia choice of datain
KMV model had hindered their respective uses. And we pointed out that
CreditMetrics model will be more suitable and should be a realistic choice for our
banks. Then the paper conducts an in-depth analysis on CreditMetrics model and
simulates the usage of it , and further points out that the key factor is credit rating. In
addition, this paper analyzes our commercial banks present and future situations. It
also provides some useful proposals, including risk management techniques and

system construction and credit culture construction.

Keywords: Commercial bank; Credit risk; Risk quantification; CreditMetrics
model
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