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asset correlations are high. Moreover, the relationship between asset correlation and probability of 
loan portfolio loss is only consistent at very high quantiles of the portfolio loss distribution. These are 
precisely those adopted by the Basel II Capital Accord for the calculations of capital adequacy 
provisions. So, although the counterintuitive properties of the KMV model do not extend to Basel II, 
they do restrict its generality as a model of credit portfolio loss. 
 

THE ROLE OF THE RISK CONTROL FUNCTION  
UNDER THE BASEL II FRAMEWORK                                                                                             40 
 
Thomas Dietz 

 
The internal governance structure of a bank is crucial for surviving stress situations or for avoiding 
them at all. This has been proved once again during the financial crisis, where institutions with a bad 
internal governance structure were hit the hardest. A crucial part of the internal governance structure 
is an independent risk control function providing independent reporting to the management body and 
senior management. Basel II aims at strengthening risk management within the institutions in order 
to enhance financial stability. Has Basel II failed because it could not prevent the financial crisis 
starting in summer 2007? This popular argument cannot really be subscribed to. The following article 
takes a closer look at the provisions and – primarily driven by the financial crisis - at current 
suggestions for strengthening the rules further.  
 

ON THE OPTIMAL DESIGN OF RISK RETENTION IN SECURITISATION                          50 
 
Metin Kaptan 
 
This paper examines the optimal design of retention in securitisation, in order to maximize welfare of 
screening per unit of retention, assuming that screening is costly and that the bank intends to 
securitise its loans. In contrast to the focus of previous literature on tranche retention, we deviate from 
the constitutional mechanisms of tranche retention to present a pareto-optimal method of tranche 
retention. Unlike the current ad-hoc-regulations, we derive the optimal design of retention from a 
utility maximization problem. We show that the level of retention per tranche should be dependent on 
the rate of credit default, i.e. the higher the rate of default, the higher the optimal rate of retention 
required to provide an incentive to screen carefully. From this approach, it follows that the rate of 
retention per tranche should be higher, the higher the position within the ranking order of 
subordination. Accordingly, the efficiency of tranche retention can be enhanced, reducing the level of 
retention required to maintain a given level of screening-effort. This retention design entails a recovery 
of the bank’s equity capital, thereby increasing liquidity and lending capacities. 
 

NORMS AND INTERNATIONAL STANDARDS RELATED TO 
REDUCE RISK MANAGEMENT: A LITERATURE REVIEW                                                      58 
 
César Fuentes, Edmundo R. Lizarzaburu, Edgar Vivanco 
 
The current work aims to develop a revision of the literature within the main concepts in the 
international rules and standards related to risk management in companies. By this way, there will be 
an analysis of issues such as the COSO - ERM model, an introduction to the ISO 27000 and 31000 
standards; and the Project Management according to PMI targeted at risk management. 
 

SUBSCRIPTION DETAILS                                                                                                                   74 
 

 


