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A B S T R A C T  

We develop a stochastic generator for the generation of scenarios of the S & P 500 index, dividend 
yield, consumer price index, and U.S. Treasury yields. We first create a set of 'stylized facts' for 
these series. We estimate statistical models for these series. These in-sample statistical models are 
themselves not suitable for generation of scenarios for decision making, but instead are additional 
'stylized facts' that assist in model development. The 'best' statistical model according to standard 
statistical model selection criteria can easily lead to a model that is highly unsuitable for 
generation of scenarios for decision making. We develop a stochastic generator that is suitable for 
decision making under uncertainty. 

Some key words : Stylized facts; Double mean reverting process; ARIMA models; Transfer 
functions; Green's functions; Diffusion models; Rational decision making; Insurance; Pension; 
Uncertainty. 
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Residual Formulae 
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A Matr ix  
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T o t a l  R e t u r n  
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