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An empirical study on the optimization of credit scoring models

and the discovery of a niche market for an insurance company

LIU Yang, LIU Weijiang

(Business School of Jilin University, Jilin Changchun 130012, China)

Abstract: The application of data mining classification techniques in credit scoring involves the process of
building and selecting optimal models. The final model to be put into practice is decided through the efficient
use of available samples, the determination of suitable model structure for various classification algorithms,
and the evaluation and comparison of many alternative models. The paper presents an empirical study on
this optimization process. The main results are: First, propose a two-stage optimization process for credit
scoring models: (1) using the incremental analysis to determine optimal model complexity and suitable
sample size for various algorithms, (2) then using ROC to evaluate and compare the accuracy of credit
scoring models; second, apply the optimization process to a practical problem, the selected optimal model is

used in discovering a niche market for a credit insurance company.

Keywords: credit scoring models; model evaluation; classification techniques; niche market
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