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Risk aggregation in ERM system
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Abstract Copula is not an efficient tool for risk aggregation. Correlation coefficient model is an important
method in the area of risk aggregation. But it is criticized for ignoring the marginal distributions and not
capturing the tail correlation between risks. Based on some assumptions, this paper does research on these
two subjects with copula and Monte Carlo. It concludes: first, under certain conditions, the choice of
marginal distributions does not affect the estimation of the total risk; second, correlation coefficient model
may underestimate the total risk if the marginal distributions are tail correlated. At last, this paper defines

the concept of tail correlation coefficient and modifies the risk aggregation model.
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Aty S RV HG A3 38R L5 s 2o SR P i % B P A DA gl HE AR, i B8 R [A) AN RS A D L 450, 4%
X [E] g H R AE SR L AR, T AH ST B A S PSR AN A B, T HAH X B A A I
TR A 2 LRSS, AHOC RBUBIHUAIC A SRR A Ho 5138 L EATK.
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15, B=FBHTRF 100 JTTERE T LIESRIE, 100 JCEBE TURIERAS, R8T R8RS, B &b y™
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SR 100 K. BEUZERR, HRm B XY 5.32. S5 MM RBEA, HHRAEIR B XY 4.72. 7
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