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ABSTRACT

This study investigates the critical role of credit risk measurement in commercial bank lending

operations. While lending is essential for economic growth, it also poses significant financial

risks for banks. This research aims to:

Evaluate different credit risk measurement methodologies, including Basel models,
financial statement analysis, and credit scoring models, identifying their strengths and

weaknesses.

Analyze how banks utilize risk measurement outcomes to determine loan terms such as

interest rates, credit limits, and collateral requirements.

Assess the effectiveness of current risk measurement methodologies in predicting loan

defaults and their predictive accuracy.

Propose recommendations to improve risk management and loan decision-making

processes within commercial banks.

The study employs a descriptive-analytical approach, complemented by historical,

deductive, and case study methodologies. It reveals the following key findings:

Credit risk measurement is a crucial element in rationalizing loan decisions, allowing
banks to identify potential risks, evaluate their impact on profitability, and inform

customer selection, terms, pricing, and ultimately, mitigate default risk.

Commercial banks are adopting best practices in risk measurement, such as advanced
credit scoring models, expected credit loss (ECL) estimations, and optimized risk
management efforts, to ensure accurate and reliable credit decisions and long-term

stability.

Keywords: Financial risk, Decision-making, Loans, Commercial banks.

117



