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Autoregressive conditional duration model for portfolio default contagion

ZHENG Yu-hua, ZHANG Di-xin
(School of Business s Nanjing University, Nanjing 210093, China)

Abstract; An autoregressive conditional duration (ACD) model for explaining default contagion in loan
portfolios was discussed. In order to model how a default event might trigger other default events, an ACD
model using intervals between defaults was presented, and the default interval statistics and default
number distribution on a simulation were analyzed. The results indicate that the model can describe the
default contagion cluster characteristic, embody default internal volatility which is not to be explained by
common economic factors in loan portfolios and reveal the fat-fail feature of default number distribution.
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