Long-run and Downturn Credit Risk Estimates for Basel IRB using Bureau Data 
The Basel Credit Risk Model used to estimate minimum capital requirements under the Internal Ratings Based (IRB) approach requires the input of average PDs that reflect expected default rates under normal business conditions and downturn LGD estimates.  
Even though the nature of the underlying model and the required estimates have not changed since 2008, when European banks were first permitted to apply the IRB approach for Credit Risk, regulatory guidelines have been evolving towards more specific requirements for the data and techniques used to quantify PD and LGD. 
European Banking Authority has issued guidelines on PD and LGD estimation in 2017 and on Downturn LGD estimation in 2019, following its final draft regulatory technical standards for IRB published in 2016. ECB issued its own guide in 2018 to provide transparency of its understanding of the applicable rules. 
For UK Banks, PRA has further clarified since 2017 its own expectations related to IRB estimates, including the cyclical behaviour of rating systems, the estimation of long-run PD estimates for Mortgages and the use of external data for model development and calibration.  
This presentation describes a methodological approach for estimating credit risk estimates which employ external data, including Bureau and pooled cross-section data to address own-company data limitations, and reflect economic conditions since 1990.  
Practical issues related to the development and validation of such estimates using pooled crosssection data, the impact of the cyclicality of rating systems, the regulatory landscape regarding the use of external data for IRB are also discussed. 
 
