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6 MISSOURI AGRICULTURAL EXPERIMENT STATION

Population 1 Population 2

Proportion of Loans

Yy Ye Yy

Figure 1. Classification for two populations and one variable: Population param-
eters known.

equal significance, the cut-off point would be Y. on Figure 1. This point can
be determined algebraically:
Ye= UAYP +0,Y,
0,+0p
where
0, =the standard deviation of the Y-values for the acceptable loan group
0 =the standard deviation of the Y-values for the problem loan group
Y \=the mean Y value of the acceptable loan group
Y p=the mean Y value for the problem loan group.
After determining the cut-off point (Y,) a Z statistic® can be computed for
both Y, and Yp. The Z statistic for Y, is determined according to the follow-
ing formula:

Z.=Yo-Y A
G
Similarly, a Z statistic can be computed for Y
Ze=Yc-Yp
Op
*The Z statistic is distributed almost normally with variance 0z*= 1

n-3


















12 MISSOURI AGRICULTURAL EXPERIMENT STATION

Since FICB credit analysts would like to examine all loans with a credit
rating which is less than fully acceptable, all acceptable loans with significant
credit weaknesses, problem loans, and loss loans were categorized into the prob-
lem loan group. Thus, for examination purposes, the Missouri Valley PCA sam-
ple consisted of 300 acceptable and 78 problem loans.

When coefficients of the discriminant model were applied to the Mississippi
Valley PCA borrowers’ financial data, the results (Table 5) were encouraging.
One hundred fifty-six (52.0 percent) of the 300 acceptable loans were classified
accordingly. In addition, only one of the 24 acceptable loans with significant
credit weaknesses was classified into the acceptable loan group. None of the 54
problem and loss loans were misclassified. From an aggregate point of view, 61.6
percent of the acceptable and problem loans were accurately categorized into
their respective loan groups.

TABLE 5--NUMBER OF ACCEPTABLE AND PROBLEM LOANS CLASSIFIED BY
FICB CREDIT ANALYSTS AND THE LINEAR DISCRIMINANT MODEL,
MISSISSIPPI VALLEY PRODUCTION CREDIT ASSOCIATION,

PITTSFIELD, ILLINOIS, 1970

Method of Loan Classification Group
Classification Acceptable Problem
Credit analyst 300 ) 18

Discriminant function 156 77
















	age000997p0001
	age000997p0002
	age000997p0003
	age000997p0004
	age000997p0005
	age000997p0006
	age000997p0007
	age000997p0008
	age000997p0009
	age000997p0010
	age000997p0011
	age000997p0012
	age000997p0013
	age000997p0014
	age000997p0015
	age000997p0016

