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Abstract

Severalrealworld classificationproblems are exampledependent cost
sensitivein nature, where the costsdue to misclassificatiorvary between Logistic Regression
examples Credit scoring Is a typical example of costsensitive
classificationHowever,it is usuallytreated usingmethodsthat do not take
Into accountthe real financialcostsassociatedwvith the lendingbusiness
In this paper,we proposea new exampledependentcost matrix for credit Cost function
scoring Furthermore, we propose an algorithm that introduces the
exampledependent costs into a logistic regression Using two publicly
avallabledatasets we compareour proposedmethod againststate-of-the-
art exampledependentcostsensitivealgorithms Theresultshighlightthe Analysis of the cost function
Importanceof usingreal financialcosts Moreover, by usingthe proposed
costsensitivelogisticregressionsignificanimprovementsare madein the
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CostSensitive Logistic Regression

CostSensitiveEvaluation Measure Implicit costs for the different outcomes

Including the real financial exampidependent costs

Actual costs per example

Where:

N Is the lossof profit by rejecting customeri, % s the
credit limit of customeri, . «IS the lossgivendefault and

0/6)é s expectedincomeof an alternativeborrower

Proposed exampldependent cossensitive cost function
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Experiments
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