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Abstract

Risk aggregation and capital allocation are of paramount importance in the business world, as they play
critical roles in product pricing, risk assessment, risk management, project financing, performance
management, financial reporting, regulatory supervision, and so on. The conventional approach, which
is rooted in nearly all existing business practices involving risk assessment, is to sequentially perform
the two components. More precisely, there is a "natural" sequence of actions: (i) identifying all risks
involved; (ii) aggregating individual risks to determine required capital at a group level; and (iii)
allocating the total capital back to the granular levels. In this talk, we challenge this conventional
thinking underlying the current business practices and propose an alternative approach, which takes
into account both aggregation and allocation simultaneously at both individual and aggregate levels.
This talk is based on a joint work with Runhuan Feng and Longhao Jin.
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