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Business Default Volatility
Default rates vary for a myriad of reasons. They vary over time. They vary across geographies and industry sectors. And
they vary across business size. Understanding this variation is important for constructing and managing credit portfolios.
The WAIN Street Business Default Index database contains all the details necessary for gauging this variability. We present
here a new measure designed to capture the variability in default rates—Business Default Volatility.
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Map 1: Business Default Volatility by state and industry sector.

In the map above, segments based on industry sector and state are ranked using their default volatility. At 7.98%, DC
businesses in the Management of companies industry sector have the highest volatility. And at 0.14%, UT based
‘Professional, Scientific & Technical services’ businesses have the lowest default volatility.
By using the appropriate business size sub-index as the base, Business Default Volatility provides us an additional
perspective on credit risk and a tool for pricing exposures.

Methodology
We use 36 months of default data. For each segment, we calculate the
difference between the segment’s default rate and the index. The difference can
be higher or lower and is not symmetric. We weight the average higher and
lower difference for each segment with the proportion of time periods the
difference is higher or lower to compute the expectation of the higher and lower
differences, respectively. The default volatility is the square root of the sum of
the squared expectations.
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Default volatility = √(eh2 + el2)
eh = ps * dh
el = (1— ps) * dl
dh = average ds when ds > 0
dl = average ds when ds < 0
ps = proportion of time periods ds > 0
ds = rs—r
rs = segment default rate
r = index default value
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About WAIN Street
WAIN Street empowers credit markets to better serve middle-market and small business enterprises. By harnessing data
on nearly 30 million US businesses, the WAIN Street Business Credit Health Index™ (BCH Index) provides an aggregate view
of credit health trends with the ability to drill-down to granular demographic segments. The BCH Index is a platform that
enables consistent measurement of middle-market and small business credit portfolio quality. This facilitates coherent
industry-wide communication around portfolio credit risk and unlocks new opportunities.
Middle-market and small businesses account for over $1 trillion of aggregate credit exposure. The BCH Index and
complementary WAIN Street services facilitate discovery, more effective management, and pricing of risks and
opportunities that exist in this market. These capabilities create greater financing options for middle-market and small
businesses, enhance liquidity for lenders, and promote financial innovation to stimulate entrepreneurship and new job
creation in the US.
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Copyright Notices and Legal Disclaimers
The opinions expressed in this publication are for general information only and are not intended to provide or be construed as providing
specific investment advice or recommendations for any entity. No content may be modified, reverse engineered, reproduced or
distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of WAIN Street.
This publication is based upon information obtained from sources believed to be reliable. However, due to the possibility of human,
mechanical or other error or omission, WAIN Street does not guarantee the accuracy, adequacy or completeness of the material, is not
responsible for any errors or omissions therein and makes no representations or warranties as to the results to be obtained from its use.
In no event shall WAIN Street be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses in connection with any use of the content even if advised of the possibility
of such damages.
© 2014 WAIN Street, LLC. All rights reserved. Redistribution, reproduction and/or photocopying in whole or in part is prohibited without
written permission.
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