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Retail Banking Credit Risk

Credit risk is a type of risk that an individual or institutional borrower will default either in part or full in loan repayments. The retail banking units of Wells Fargo offer several types of credit which include home development loans, household re-development loans, insurance, credit card, car financing, and personal finance loans among others. These various financial services expose the bank to credit default risk and concentration risk. The array of products offered to individuals usually exposes a retail bank to credit default risk, which arises when the borrower may unlikely fulfill its full loan obligation or the repayment default has exceeded ninety days after the due date. Institutions that borrow from a retail bank and fails to pay may, in addition to credit default risk, expose it to concentration risk (Wu & Olson, 2010). This risk, which may be single or group, usually results in losses that may liquidate the bank 
Well Fargo retail banking services for individuals include checking and saving accounts with cash deposits, debit and prepaid cards, credit cards, online banking, transfers, mobile banking, overdraft services, online bill payment services, and global remittances services among others. It offers working capital financing, investment banking, treasury management, institutional services, and corporate trust services among others. An application by either an individual and institutional customer for credit is assessed for by using five parameters namely credit history, capacity, collateral, capital, and conditions (Minton, Stulz & Williamson, 2009). The bank’s risk management plan includes methods for mitigating risks that may arise from failure by borrowers to fulfill their obligation to the bank. One of such methods is the use of credit constraints, which places restriction of certain category of debtors. Also, loan pricing and portfolio diversification are other methods used by the bank to mitigate credit risks. 
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