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Credibility Review

m You observe Ben Franklin dropping a key in a field (He has
learned that putting a key on a kite string is dangerous)

m Your task is to guess where Ben will drop another key

ne 2011 | Philadelphia 4
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Check what Information you have

m If you have NO other information, the best guess is that a future
key dropped will be in the same location

m However, we typically have other information

ne 2011 | Philadelphia 5
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Analyze past, relevant data

® \We might have observations of prior drops

g f ¢ T
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Calculate historical averages

m \We could assume Ben is "aiming" at a target, and we can
estimate the center from the historical information

June 2011 | Philadelphia
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Handling extreme observations

m \What do we do when we have this observed history, and the
latest (circled) observation is so far away?

|
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Question your assumptions

®m Maybe it wasn't Ben in the history
®m Maybe it was Ben but he decided a new location is better

m Do NOT simply credibility weight the new observation with
prior results, as it can be extremely misleading

|
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Exposure and Experience 1/2

m Let's consider
three cases

m Case 1 0.07
— Two indications 0.06
are close
0.05% 1
m Case?2

0.04 4

— Two indications m/Exposure

differ a bit e

N Experience

0.02 A

m Case 3

. . . 0.01 4
— Two indications

differ a lot i

Case 1l Case 2 Case 3

|
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Exposure and Experience 2/2

m Case 1

— Who cares? (with a caveat)
m Case 2

— Credibility may be appropriate
m Case 3

— Credibility is Not your next step

ar | 6-7 June 2011 | Philadelphia
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The caveat?

m Experience and Exposure may both
be wrong

m Talk to Isaac Mashitz for real world
example

inar | 6-7 June 2011 | Philadelphia
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Lessons

m Resolve differences between Exposure and
Experience

m Resolve differences between Historical experience
and recent experience

— What is changing?

m Resolve differences between Exposure and specific
client reality

— Exposure is always an assumption that this client is like a
group of clients for the layers of interest

— Never exactly true, but sometimes badly wrong
m After resolution, what remains should be noise.

m Then credibility can help

2011 | Philadelphia
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Legal notice

©2011 Swiss Re. All rights reserved. You are not permitted to create any
modifications or derivatives of this presentation or to use it for commercial
or other public purposes without the prior written permission of Swiss Re.

Although all the information used was taken from reliable sources, Swiss Re
does not accept any responsibility for the accuracy or comprehensiveness of
the details given. All liability for the accuracy and completeness thereof or
for any damage resulting from the use of the information contained in this
presentation is expressly excluded. Under no circumstances shall Swiss Re
or its Group companies be liable for any financial and/or consequential loss
relating to this presentation.




