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Concentration risk arises from the imperfect 

diversification of real-life credit portfolios with 

respect to single-name, sectoral and 

geographic risk factors. Pillar one capital 

requirements for banks do not reflect 

concentration risk, which often receives less 

attention compared to other type of risks. After 

providing a survey of the relevant literature and 

regulatory guidelines, we review some ways to 

assess concentration and describe a framework 

to build an effective set of internal limits for 

large exposures. 
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