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PROJECT TITLE: Profitability optimisation based on group cluster characteristics

PROJECT GOAL

Develop a pricing optimisation model based on product and behavioural characteristics for Business
Banking.

HIGH LEVEL DESCRIPTION OF PROBLEM

Traditionally a client will be priced at origination of a product and then again annually or when the
loan is restructured. The pricing is done based on the segmentation of the client which is
determined by the annual credit turnover for the company. The lower income group is priced on a
fixed basis with no negotiation options. The larger company will be able to negotiate fees based on
prospective business that they will be bringing to the bank in form of liabilities or additional
transactions. The pricing model looks at the potential profit of the client over a certain period based
on the client risk and prospective business. Once the pricing is finalised the client then has an
option to take up the offer if they deem it fair and suitable to their needs.

This process and method of pricing is restrictive and flawed.
Constraints include:

1. Flat/Standard rates applied to the lower income businesses with no regard to potentially
profitable behavior or costly behavior.

2. Fixed frequency of pricing

3. Inconsistent/ Inaccurate segmentation

4. Single variable used to define a vast diverse base of businesses each with their own needs

and behavior.

Monitoring of prospective business is difficult and more often than not goes undelivered.

Manual process with human intervention

The correct infrastructure would need to be in place to accommodate the manual pricing

process.
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PROJECT OBJECTIVES
The objectives of this project are:
e To model the characteristics and define the segmentation of the business portfolio.

e To build a dynamic pricing model that will optimise profitability taking client behaviour into
account.

OUTPUTS REQUIRED
e A paper in the academic financial literature.
e A prototype implementation

e Guidance on the practical implementation.

STRATEGIC VALUE TO DIRECTED RISK RESEARCH

This research will contribute conceptually and possibly materially to the risk/reward management of
client portfolios in the banking industry.
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