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PROJECT GOAL:

Quantify the impact of adding an unlisted credit asset to a portfolio of listed credit assets in a manner
that does not rely on economic capital.

PROJECT SCOPE

A range of credit portfolio models are employed to assess the risk and value of credit portfolios. Often,
the parameters required by these models are easily observable in the market. This is, of course, not the
case for unlisted credit assets.

Thus, while the impact of adding liquid, listed credit assets to a portfolio of credit assets is well
understood, quantifying the effects of the addition of an unlisted asset is challenging. For this reason,
decisions about unlisted assets are usually made using fundamental analysis. One would assume that
there is a diversification effect from adding unlisted assets to a portfolio; this needs to be compared to
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the additional risk so that portfolio management decisions can be made. It is thus useful to construct a
metric to better understand the trade-off between diversification and risk.

PROJECT OBJECTIVES

The main objective is to devise a quantitative metric, which allows practitioners to understand the
impact of the additions of the asset to the portfolio and make decisions on the inclusion of an unlisted
asset to a portfolio. The aim is to model each of the assets - listed and unlisted - individually using a
suitable credit model. Using this model a risk measure should be calculated. A metric will then be
proposed which utilizes this measure of risk. Ideally, this metric should resemble a Sharpe ratio and
allow for practitioners to make decisions based on the mean and variance of the portfolio with and
without the unlisted credit asset.

RESEARCH OUTPUTS / DELIVERABLES

PUBLICATIONS: Name(s) / Title(s)

Dissertation Quantifying the Impact of Adding an Unlisted Credit
Asset to a Portfolio of Listed Credit Assets

STUDENTS: Name(s) of Student(s)

PhD (Quantitative Finance) Ralph Rudd

MPhil (Mathematical Finance) Vuyo Makhuvha

OTHER:

APPROACH TO BE FOLLOWED

1) Study relevant literature concerned with unlisted credit asset modeling (or liquidity risk modeling for
credit assets)

2) Construct an appropriate model for individual credit assets

3) Use model to calculate a risk measure

4) Use risk measure in a Sharpe-like ratio

STRATEGIC VALUE TO DIRECTED RISK RESEARCH

This research will propose a methodology to tackle the treatment of unlisted credit assets and liquidity
risk — which are both topical issues in the credit space. It will attempt to unify the treatment of listed and
unlisted credit assets in a single quantitative framework.
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