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A model is a simplified mathematical description that is constructed based on the
knowledge and experience of the actuary combined with data from the past. The data
guide the actuary in selecting the from of the model as well as in calibrating unknown
quantities, usually called parameters.

The model provides a balance between simplicity and conformity to the available
data. The simplicity is measured in terms of such things a s the number of known
parameters (the fewer the simpler); the conformity to data is measured in terms of
thediscrepancy between the data and the model. Model selection is based on a
between the two criteria, namely, fit and simplicity.
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“All models are wrong,
but some are useful.”

George E. P. Box
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