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General approaches to stress testing and scenario analysis:
some basic intuition

Stress testing
univariate multivariate historical

»  Shock of a single »  Shock of two or » Historical scenario » Subjective scenarioc  » Development of risk
risk factor more risk factors (typically severe) » Scenario severity factors tied to a

» No knock-on effects simultaneously » Example: repeat of and specific impact common macro-
on other factors »  Multiple hits”, but the events leading (risk factors) fixed economic scenano

» Example: PDs in individual factors up to the burst of by expert opinion »  Scenario severity
retail portfolio not necessarily the Dot Com » E.g. potential ﬁxe_gd b‘f expert
increase by 5% comrelated bubble market scenarios calibration

olker Gerth, CFA | Credit Risk Summit 2010 | Lendon £ 14.10:2010 6
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Micro-prudential analysis Macro-prudential analysis
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Banks’ own
stress testing

Capital

Liquidity

Reverse stress-
testing

~

Policy Statement 09/20: Stress and Scenario Testing, FSA, December 2009 :nijpn .1

Supervisory
stress testing

Stress testing
of specific banks

Assessment
against minimum
specified capital

and liquidity

requirements

N
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System-wide
stress testing

Simultaneous
stress testing

Financial
stability
purposes
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