@
The Professional Risk Managers’
International Association

& ) SOCIETYOF
ACTUARIES

2015 Enterprise Risk Management Symposium

June 11-12, 2015, National Harbor, Maryland

The Modeling Continuum

By Henry Essert

Copyright © 2016 by Henry Essert. Published by permission of Henry Essert.

The opinions expressed and conclusions reached by the authors are their own and do not represent any official position or
opinion of the Society of Actuaries, Casualty Actuarial Society, or the Professional Risk Managers’ International Association or
their members. The organizations make no representation or warranty to the accuracy of the information.



The Modeling Continuum

Henry Essertt

Abstract

Because there are so many models and so many different ways to build them, the task of organizing our thinking
about models can seem overwhelming. Sorting these differences into a framework should help our understanding
of models and model risk management. The paper proposes four categories that form a continuum from least to
most complex. The categories are identified as "simple factor," "complex single scenario," "constrained multi-
scenario" and "unconstrained enterprise specific." The categories are compared across seven different attributes.
With this comparison as a framework, a number of practical questions are addressed. These include whether some
modeling approaches are better than others, or whether different approaches are better for different purposes,
and whether all models should aim for the same level of model risk management maturity.
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