
Financial Risks
Why traditional risk measurement often fails

DELETE THIS INSTRUCTION BOX BEFORE 

PRESENTING

This is a sample image only. Replace by 

selecting the image, then right-click and choose 

“Change Picture.”

02 November 2022

Werner Kolb
Andy Thai
Henning Schmitt

https://refinitiv.sharepoint.com/sites/brandlibrary


Agenda 

Intro

Who we are

What we do

Why should you care

Risk Models & Market Data 

Challenges

Solutions 

How does price reflect the risk the market takes into account 

Challenges 

Solutions 

Best of both

Risk Models & Market Price 



Financial Risks

• Market Risk / Price Risk

• Volatility (Equity, Commodity)

• IRR (interest rates)

• FX (Foreign holdings)

• Liquidity Risk

• Time / Disruption (performing, non-performing)

• Opportunity Risk (call risk)

• Funding Risk (obligations)

• Operational Risk

• Fraud (in & external)

• Reputational (internal)

• Governance (legal, products, anti trust)

• Physical risk (natural disasters, terrorism)

• Technical risks (business disruption)

• Credit Risk

• Counterparty Risk

• Country Risk

• Concentration Risk

• Reputational (external)

All about G!

Governance



Financial Risks

Visualization Federal Reserve Bank of Chicago

V@R, Independent Pricing, M2M, SA, HS, EVT 

→ OMS, PMS

LoD, Compliance, Lending Decisions, Analytics 

→ CRM

Cash Flow Forecasting / Deposits 

→ LMS

BCG, Dependencies, Legal, Regulations, Testing

→ ORM



Financial Risks

• Market Risk / Price Risk 

→ Historical Correlations Don’t Fit, Data Aggregation, Realtime Data, SME, Non-listed

• Credit Risk 

→ “Proxies Don’t Work”, Single Credit Risks ++, Controversies, old data, SMEs, 

non listed, EBA ESG?

• Liquidity Risk 

→ Spreads, Market depth, Turnover ratio, Return to Volume, Data Aggregation?

•

• Operational Risk 

→ Product Governance, Controversies, New Standards & Regulations?



Credit Risk – The challenge starts with coverage: Approximate Coverage of entities -

Universe by Model

• Regular updated single names CDS: 4,500 Global

• S&P Global Ratings rates over 4,600 corporates globally 9000 entities

• FITCH - 8,000 entities worldwide

• Newswires daily average +20,000 Global

• Smart Ratios Credit Risk: +41,000 Global

• Structural Credit Risk:     +37,000 Global

• Text Mining Credit Risk:  +25,000 Global

• Combo Credit Risk:         + 43,000 Global

• MarketPsych Sentiments: +120,000 Global

Comparison: 

Low 

frequency



StarMine Credit Default Models

• SmartRatios model – Accounting ratio analysis using both financial statement 

data and forward-looking estimate data via the SmartEstimates

• Structural Credit Risk model – Improves upon basic Merton or “structural” 

model

• Text Mining Credit model – Applies text mining and machine learning 

algorithms to textual data from StreetEvents Transcripts, Reuters News, and 

financial filings. 

• Combined Credit Risk - Final estimate of corporate credit risk comprised of 3 

sub-models that is the best estimate of credit risk.

Forecasts Probability of Default for Publicly Traded Companies



CCR = Combined Credit Risk 



SmartRatios Model Structure

SmartRatios Score &
Probability of Default

Growth
(e.g., ROE expansion, 

Stability of EPS 

growth)

Coverage 
(e.g., EBITDA/Interest, 

Cash Flow/Debt)

Liquidity
(e.g., quick ratio, 

Cash/Debt)

Leverage 
(e.g., Net 

Debt/Equity)

Profitability
(e.g., Return on Capital,

Profit Margin)

Industry-

Specific 

Information

Country/

Region 

effects



SmartRatios Model Uses Estimates Instead of Backward-Looking Ratios
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Estimates are better at predicting defaults



Structural Default Model Has Three Types of Inputs

Input Effect on default probability

Leverage (assets/debt) Higher leverage increases default %

Volatility of assets Higher asset volatility increases default %

Drift rate of assets Higher growth rate decreases default %

An example of 

asset paths:



StarMine’s Structural Model Outperforms Both a Standard Altman-Z Model 

and a Baseline Naïve Merton Implementation
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Model Percentile Rank

Accuracy Ratio Comparison

StarMine Structural Credit Risk Model, AR = 0.79

Basic Merton Structural Model, AR = 0.72

Altman Z-Score, AR = 0.56

The bottom quintile is all model ranks below 0.2.

Global stocks. January 1998 – December 2020



Textmining Model - Different Sources Provide a better View of Financial Health

Category Description

Example Resulting 

in a Low Score 

(Higher Risk)

Example of Language 

Resulting in a High 

Score (Lower Risk)

Income Language on earnings 

growth or losses, profit 

margins, and other income 

statement related language

“a net loss” “strong growth this 

quarter”

Structural Language about the 

company’s balance sheet 

and debt structure

“a need to obtain 

additional financing”

“starting a share 

repurchase program”

Legal Language concerning the 

company’s legal obligations

“in talks with its 

lenders to extend 

repayment deadlines”

“focused on strong 

internal controls”

External Language concerning 

factors external to the 

company

“regulatory changes 

may have negative 

implications for next 

year’s earnings”

“a lack of available 

components provides a 

significant barrier to entry 

for our competitors”

Words and Phrases 

by Category and Document Source

Percentage of Dictionary

Words in Common:



Predicting Credit Default: Historical Results

• Text Model captures 82% of default events in bottom quintile

• Altman Z-Score captures 66%



Combining Multiple Sources of Information Adds Value
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CCR = Combined Credit Risk 



Refinitiv MarketPsych 

Analytics 

StarMine MarketPsych Media Sentiment

Global model launched in 2021

StarMine MarketPsych Media 

Sentiment Model

Equity

Sentiment on the big picture, 

price action and price 

prediction

Business

Sentiment on fundamentals, 

earnings, and analyst reports

Management

Sentiment related to 

management and corporate 

events

Sentiment

marketRisk

priceDirection

priceForecast

volatility

analystRating

DebtDefault

Dividends

fundamentalStrength

managementChange

managementTrust

Innovation

laborDispute

Layoffs

Litigation

Mergers

Crime

Fraud

• The StarMine® MarketPsych Media Sentiment 

(MMS) model is a stock ranking system that 

provides a single 1 to 100 daily percentile-ranking

for global stocks.

• MMS complements the StarMine suite of equity 

models and follows a similar methodology in 

research and implementation.

• Uses a subset of Refinitiv MarketPsych Analytics 

providing emotional indicators, buzz metrics, and 

fundamental perceptions based on 2,000+ global 

news sites and social media sources

• 120,000 entities covered

Easy to use company sentiment scores based on 

Refinitiv MarketPsych Analytics



Änderungen der ESG-Daten in Echtzeit und Intraday

MarketPsych Sentiment Scraping / Market ESG Beobachtung

Länder, Regionen, Märkte 

-> Identifikation, Tagging

für mehr als 100 000 Unternehmen 

News Feeds, Content (Reuters etc)

Social Media

(Reddit, FB, 

LinkedIn etc)Analysts, Reports,

official

ANNCs

MRN NLP

ML:

Identifikation

verschiedener

Sentiments, Scoring

API API

Watchlist Companies, Markets

Scores: Significant changes 

100+ of specific Sentiments für Märkte, Länder, 

FX, Kryptos, Unternehmen 

Handelsübe

r-wachung
Trade 

Support 

Alerts

ESG

Kontroversen

Credit Risk  

Events

CRM

Sales Leads

18



Comprehensive security coverage

* Clients also have the ability to create their own user-defined bonds

** Other sources also used within Yield Book

Advanced Mortgage Capabilities

Dynamic Historical Analytics

Accurate Portfolio Analysis

Single Security Analytics
Access extensive single security analytics by 

utilizing Yield Book's powerful suite of fixed income 

analytics to help you deliver differentiated results. 

The platform’s flexible, open architecture allows for a 

wide range of custom inputs, including user-defined 

securities, yield curves and calculation options.

Leverage market-leading mortgage capabilities to 

generate sophisticated analytics for your securitised 

universe including cutting edge prepayment model 

settings, cohort-building and P&L attribution as well as 

tracking of model performance against the market.

Utilize over 10 years of historically validated 

analytical libraries and accompanying Yield Book 

datasets to backfill incomplete fixed income risk 

analytics records, enrich databases for listed and 

OTC products, and align calculations across multiple 

data and index providers.

Aggregate single security analytics for a 

comprehensive portfolio overview and evaluate past 

performance, calculate point-in-time portfolio risk 

characteristics and cash flows, and consider projected 

behaviour through scenario analysis, tracking error 

and VaR reports.

MunicipalsGovernment

• Developed markets

• Emerging markets

• Index-linked notes

Corporate

• Fixed-rate

• Floating-rate

Structured Notes

• Range accrual

• Dual index

• Exotic range 

accrual

• Ratchet bonds

• Callable 

capped/inverse 

floaters

Futures

• Bond

• Eurodollar

• Swap

• Banker’s 

acceptance

Forwards

• Currency

• Interest rate

• Swaps

Options

• Bond

• Futures

• Mortgages

• TBAs

• Currencies

• Swaps

Swaps

• Single security

• Cross currency

• Knock-in/out

• Fixed/Floating legs

• Fixed/Variable annuity

• Investment-grade

• High-yield

• Preferred stock

• Bank loans

Interest Rate 

Derivatives

• Caps

• Interest rate 

options

• Floors

• Forward rate 

agreements

Mortgages

Credit 

Derivatives
• Single name CDS

• Index CDS

Asset-Backed 

Securities

• Manufactured housing

• Home equity loans

• Auto loans

• Credit card

• Covered Bonds

• Generics

• Specified pools

• Adjustable-rate 

mortgages

• CMBS

• Agency CMO

• Non-Agency 

CMO
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The

extensive 

database 

coverage in 

conjunction 

with Refinitiv’s

pricing and our 

market-leading 

models 

underpin our 

analytical 

capabilities:

Our global database covers 10+ million natively supported securities*, driven by 

pricing and reference data from Refinitiv** (now part of LSEG)



Flexible & Granular Single Instrument / Portfolio Analysis



Customizable Scenario Analysis



Recent Launch: Yield Book Calculators available in Refinitiv Eikon & Workspace

Leverage the quality and breadth of Yield Book’s leading fixed 

income analytics and functionality via Refinitiv Eikon

Yield Book’s trusted fixed-income analytics combined with Refinitiv’s market-leading data creates even more possibilities for 

your workflows. With Refinitiv and Yield Book working together as one company under LSEG, fixed-income professionals now 

have a full solution across data and analytics

Combined with exclusive benchmark market data, market-moving 

news, unique analytical tools and click-to-trade functionality from 

Tradeweb®, it’s a one-stop shop for traders’ fixed-income 

needs

Access a combined range of analytics calculators via a single 

distribution mechanism, including options-adjusted analytics and 

other key Yield Book functions

Run historical analytics on-the-fly based on individual inputs and 

assumptions - good for back-testing, user model calibration and 

ensuring firm-wide data consistency
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