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TITLE

Probabilistic Weather Forecasts for Insurance Risk Assessment and Pricing of Weather Derivatives

PURPOSE

To develop a system for forecasting probability distributions of selected weather indices to assist insurance risk assessment and the pricing of weather derivatives. The best possible forecasts will be achieved by incorporating information from both statistical and dynamical forecast models.

RELEVANCE

Current risk assessment strategies do not exploit all the information that is available about future weather. A rapid growth in demand for financial products to protect against weather risk has already begun and is expected to continue. Fierce competition for the supply of these products will mean that successful companies must have access to the very best forecasts possible.

RESEARCHER(S)

Dr. Rowan Sutton, Dr. Chris Thorncroft, Professor Alan O.Neill

Department of Meteorology, University of Reading.

PLAN OF RESEARCH

We propose to develop first the forecast system for Heating Degree Days (HDD) and Cooling Degree Days (CDD) at a number of selected stations; systems for other variables will be developed in due course.  Development of the forecast system will involve, first, improvements to an existing statistical forecast model.  Secondly, 

we will significantly enhance the forecast system by merging information from dynamical forecast models.   This second stage will involve the development of techniques to address key problems such as systematic model error.

DELIVERABLES

Forecasts for the year 2000 of HDD and CDD for selected stations and time periods.

TIME-SCALE

6 months

COSTS (SALARY/DIRECT COSTS/OVERHEADS)

Direct salary costs for 6 person-months:
£15,000
Overhead:
£7,500
PC: 
£2000
Travel:  
£200
Total:  
£24,700

SPONSORS (TO BE COMPLETED LATER)

RESOURCES (PERSON MONTHS)

9 person-months (of which 3 months to be funded from non-TSUNAMI sources.)

EXPLOITATION

This project will contribute to the development of a multi-variable probabilistic weather forecasting system and thereby the provision of state-of-the-art forecasts to a wide range of insurance companies and others involved in weather risk management.

PROMOTION
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