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Abstract

In recent years, with the financial globalization and financial liberalization, more
and more sophisticated financial instruments triggered a variety of operational risk, so
the international financial community began to re-examine the operational risk. In ‘the
New Basel Capital Accord’ published in 2004, the importance of operational risk has
been identified in the risk management of commercial banks. But compared with the
market risk and credit risk whose measuring method is relatively mature and perfect,
the measurement of operational risk generally accepted by scholars and banking
management is still on the way. As the study on operational risk is late in China and
the management level is lagged, operational risk incidents occur frequently and cause
huge losses. Operational risk increasingly becomes the main risk faced by commercial
banks of China. Therefore, how to promote operational risk management and prevent
operational risk by improving operational risk measurement is an urgent task of
Chinese commercial banks. With this background, it is of great significance to study
operational risk measurement of Chinese banking.

This paper introduces the definition, classification and characteristics of the
operational risk, and describes the current situation and causes of operational risk in
Chinese banking. In subsequent chapters, different measurement of operational risk
are discussed in detail through basic analysis and advanced analysis. Meanwhile, the
latest development of the measuring model both home and abroad is included. With
the comparison of different models and its applicability in China, the Monte Carlo
simulation methods, gray dynamic model and the POT model in the Extreme Value
Theory are selected as the measuring method of operational risk in this paper. The
operational risk events of Chinese commercial banks are collected from newspaper,
internet and other published media from1994 to 2009, including 593 operational risk
events with precise loss amount. According to these data, a statistical analysis on the

operational risk loss is made and the Monte Carlo simulation methods, gray dynamic



model and the POT model of Operational-Risk-Loss are applied to get the
value-at-risk of the operational risk in Chinese commercial banks. And then current
situation and problems of operational risk management in Chinese banking is depicted
further. In the end, based on the above analysis and studies, suggestions on improving
operational risk management of commercial bank in China are put forward.

Keywords: Commercial Banks, Operational Risk, Monte Carlo Simulation, Gray

Dynamic Model, Extreme Value Theory
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