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Abstract: There are several reasons for the model risk in finance and, in
particular, its limitation in quantification. The purpose of this study is to
emphasize the epistemological aspect of model risk along with its
predominant technical aspect. Attention to the epistemology of model risk
can be effective by changing and modifying the approach in the application
of quantitative models in finance to identify and reduce model risk. This
research is conducted by qualitative research method. For this purpose,
research results and articles published in journals and specialized sites in the
field of financial risk, audio and video content of lectures, as well as books
related to theoretical research topics have been used. According to the study
conducted in this research, the the model risk is due to several reasons,
including mainly due to erroneous assumptions, misuse and model error. The
nature of model risk has been explained from various aspects by explaining
the basic approaches from the perspective of model risk epistemology. Risk
modeling, regulatory, and quantification constraints are identified in risk
models. Appropriate application methods of quantitative models are
presented according to the epistemology of model risk. Despite the wide
application of quantitative models in finance and risk, while paying attention
to the technical aspect of creating and using models, it is necessary to
address the epistemology of model risk. Also, different approaches to model
risk, along with regulatory requirements and quantification constraints for
models, can complement technical measures in achieving the best practice
with the epistemology of model risk.

Keywords: Epistemology of Risk, Model risk, Quantitative finance, Risk quantification
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