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• Online 

---  A recording of the talk will be published on the NITheCS YouTube channel afterwards  --- 

 

ABSTRACT 
Stress testing is an important tool for the evaluation of the impact of economic factors 
on an entity's cash flow. This talk explores the use of mixed-effect models as a 
powerful tool for stress testing financial portfolios. It discusses a methodology for 
predicting the financial statements and, consequently, the cash flow of individual 
companies within a portfolio under various macroeconomic stress scenarios. 
Traditional stress testing methods often struggle to simultaneously capture both broad 
economic shocks and company-specific vulnerabilities. By employing mixed-effect 
models, we can account for fixed effects, such as market-wide macroeconomic 
factors, and random effects, which capture the unique characteristics and responses 
of individual firms. This approach allows for a more accurate assessment of how a 
diverse portfolio would perform under duress, providing a robust framework for 
evaluating the impact of economic downturns on an entity's financial health. 
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