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Time for a probabilistic gut check 

1. Being audited by the 
IRS 

2. Catching a foul ball 
at baseball game 

3. Being on a plane 
with a drunken pilot 

1-in-100 1-in-200 Expected 1-in-500 



Our focus depends on who we want to be! 



How can probabilistic models help? 

Economic Capital 
Framework 

 
 

Providing Perspective 
to Current Results 

 
 

Strategic Portfolio 
Management 

 
 

Annual Business 
Planning 

Growth 

Risk-Adjusted Returns 

Risk Model 



Demystifying the black box… 

• Focus on “positive analysis” & intuition 

or “Beware of geeks bearing formulas!” 

Can Model Results be Tested? 
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Demystifying the black box… 

• Focus on “positive analysis” & intuition 

or “Beware of geeks bearing formulas!” 

Are Model Results Intuitive? 
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From demystifying to enlightening 
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From theoretical to practical 

• Economic capital is theoretical and strategic, but the near-term matters too! 
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Providing Perspective to Current Results 



Driving action with model results can be done elegantly… 

Strategic Portfolio Management 
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Business “Asset” Portfolio 

• Optimizing risk & return requires coordination across entire business system 



…and simply! 

Annual Business Planning 

• Optimizing risk & return requires coordination across entire business system 

Growth to be Emphasized in Accretive Markets 

Broadly Grow 
Exposure 

Selectively Grow 
Exposure 

Maintain Exposure 
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