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Building & Maintaining STOCH 
Models
 Introduction

 Building the Model

 All you NEED…



Stochastic Models
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Building the Model

Determi
nistic 

Paramet
ers

Correlati
ons / 

Copulas

Stochas
tic 

Variable
s

 Calibrate 

Distributions Aggregation Mechanism

 Add-on fixed 

Parameters

 Calculation 

Kernel

FINAL REQUIRED 

OUTPUT



All you NEED…

The right 
Equipment 
& 
Expertise

Customise
the model to 
your needs

Understandin
g of 
Stochastic 
Results

Integrate with 
business 
decision 
making!



The Business Application…

 Economic Capital Required

 Enterprise Risk Management

 Return on Shareholder Capital

 Business Planning / Budgeting

 Reinsurance Optimisation
and many more…



What we do now…

GENERAL 

INSURER

 Motor

 Property

 LiabilityDETERMINISTIC 

ANALYSES

 Best Estimate Reserves

 Single Point Risk Premiums



STOCHASTIC ANALYSES…

What more can we do?



Economic Capital Calculation

INSIGHTS into extreme 

unforeseen events!

How capital intensive is your 

business??



Enterprise Risk Management

KEY 

CONSIDERATIONS

 Develop and maintain a risk 

register

 Effectiveness of the risk 

mitigation strategy

 Impact of writing a new line of 

business



Return on Shareholder Capital

TVaR approach to 

Allocate Shareholder 

Capital

= 10% x 37%

Are your Shareholders well compensated for 

their risk??



Business Planning / Budgeting

Application in Large/CAT Losses, LRs, 

prudence loadings



Reinsurance Optimisation

Which reinsurance covers BEST suit your 

needs??



A Word of CAUTION!

The model is part of the decision process; it is NOT 
the decision…!



BEWARE!

Spurious Accuracy

Process Error

Interpretation of 
Results

Multiple 
Conclusions

Model 
Limitations

Calibrating Distributions & 
Correlations

Events NOT in Data

Parameter Error Model Error



Informing the Answer, Not 
Providing it

BUT, and it’s a BIG but, we never will get to a point where we 

can say with absolute certainty that this is “the” correct 

result. Therefore models only advise, models must never 

decide. Intelligent humans, who understand the models and 

the business context they operate in, should use them to help 

make a business call, be it “should I write this risk?”, “should I 

buy this reinsurance cover?” or “should I invest in this stock?”

The model is a part of the decision process; it is 
not the decision.



Summary
Venturing into stochastic modelling may seem like a big 

leap,

however, the overall business application is manifold!

Insights into unforeseen business scenarios …

help you be better prepared for the future and adopt …

appropriate and optimum risk management measures.

Use the results as a guide to informed decision 
making!



Thank You

Please feel free to reach out for any queries:

girinker21@gmail.com

+91 9999804593


