The distribution of actuarial functions

Autor(en):  De Pril, Nelson

Objekttyp:  Article

Zeitschrift:  Mitteilungen / Schweizerische Vereinigung der
Versicherungsmathematiker = Bulletin / Association Suisse des
Actuaires = Bulletin / Swiss Association of Actuaries

Band (Jahr): - (1989)

Heft 1

PDF erstellt am: 25.05.2024

Persistenter Link: https://doi.org/10.5169/seals-967211

Nutzungsbedingungen

Die ETH-Bibliothek ist Anbieterin der digitalisierten Zeitschriften. Sie besitzt keine Urheberrechte an
den Inhalten der Zeitschriften. Die Rechte liegen in der Regel bei den Herausgebern.

Die auf der Plattform e-periodica vero6ffentlichten Dokumente stehen fir nicht-kommerzielle Zwecke in
Lehre und Forschung sowie fiir die private Nutzung frei zur Verfiigung. Einzelne Dateien oder
Ausdrucke aus diesem Angebot kbnnen zusammen mit diesen Nutzungsbedingungen und den
korrekten Herkunftsbezeichnungen weitergegeben werden.

Das Veroffentlichen von Bildern in Print- und Online-Publikationen ist nur mit vorheriger Genehmigung
der Rechteinhaber erlaubt. Die systematische Speicherung von Teilen des elektronischen Angebots
auf anderen Servern bedarf ebenfalls des schriftlichen Einverstandnisses der Rechteinhaber.

Haftungsausschluss

Alle Angaben erfolgen ohne Gewabhr fir Vollstandigkeit oder Richtigkeit. Es wird keine Haftung
Ubernommen fiir Schaden durch die Verwendung von Informationen aus diesem Online-Angebot oder
durch das Fehlen von Informationen. Dies gilt auch fur Inhalte Dritter, die tUber dieses Angebot
zuganglich sind.

Ein Dienst der ETH-Bibliothek
ETH Zirich, Ramistrasse 101, 8092 Zirich, Schweiz, www.library.ethz.ch

http://www.e-periodica.ch


https://doi.org/10.5169/seals-967211

173

NELSON DE PriL, Leuven

The Distribution of Actuarial Functions:

1 Introduction

In the classical textbooks on life contingencies only the expected value
of actuarial functions has been considered in studying life insurances and
annuities. The use of concepts of probability theory such as variance, moment
generating function, probability density function and distribution function
has been largely avoided. By considering only the mean value of the benefits
information is lost on other aspects of the distribution, such as the variability
of the actual benefits paid out.

It is the merit of the recent books by Bowers et al. (1986) and Gerber (1986)
that they have stressed the fact that actuarial functions are random variables
depending on the time until death (for simplicity the interest rate is taken
as constant; this will also be the case in this paper). The much fuller use
of probability theory is apparent e.g. in the calculation of the variance of
actuarial functions, giving a measure for the actual risk of the insurer.

What we have not found in these books, nor in other publications, is a general
and systematic treatment of the distribution of actuarial functions.

Therefore we will give in this paper an explicit expression for the probability
density function and the distribution function of the most common actuarial
functions on a single life. Our main purpose is not mathematical originality
or sophistication, but to give a synthesis of the probabilistic basis of life
insurance mathematics.

For completeness both continuous and discrete actuarial functions will be
considered. In the first approach the future lifetime 1s regarded as a continuous
random variable, in the second a discrete random variable is associated to it.

2 The distribution of continuous actuarial functions

In the continuous model one considers the continuous non-negative random
variable T'(x), further abbreviated as 7, representing the future lifetime of a
life-aged-x.

* The author thanks Mr. T. Bauwelinckx for some preliminary calculations and Mr. J. Dhaene
for helpful comments.
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Using the common actuarial notation, the distribution function (d.f)) of T
can be written as

F([)=PF[TSI]=!qx:1_[px t>0 (1)
with

0dx =0 and lim g =1.

X
=0

The probability density function (p.d.f.)) of 7" is given by
() =F (1) = ;pobtyuy t>0 (2)

where u_ denotes the force of mortality of a life-aged-x.

The present value at policy issue of the benefit payment from a given life
insurance contract can be represented by an appropriate function of 7. The
d.f. and p.d.f. of this non-negative random function S can be found from the
distribution of T.

The formulae will be developed for a benefit equal to a unit amount and the
following financial quantities will be used:

i the constant annual rate of interest, i > 0;

o=In(l+1) : force of interest;
v=1/(14+1) : present value of 1 due in a year’s time;
a— = (1—v")/6 : present value of an annuity-certain of 1 per annum

payable continuously for n years.

The characteristics of the distribution of the most common continuous
actuarial functions are summarized in the Tables 1 to 3 (see Appendix),
respectively dealing with the life insurances, endowment insurances and
annuities. In the first column appears the name of the function and the
International Actuarial Notation for the corresponding net single premium,
that is the expected value of the random variable S which is defined in column
2. The following columns contain the p.d.f. f(s) and the d.f. F(s) of S for
values of s > 0. Since S is a non-negative random variable one has of course
f(s) = F(s) = 0 for s < 0. For some functions one has a mixed distribution
with both a probability mass and a continuous part. Proofs are easy and are
left to the reader.
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3 The distribution of discrete actuarial functions

In this case one associates with future lifetime a discrete random variable
K (x), further abbreviated as K, representing the number of full years to death
of a person aged x. This random variable is defined over the non-negative
integers and one has the relationship K = [T], where the brackets denote the

greatest integer function.

The probability function (p.f.) of K can be written as

Fk)=PrK =kl =Prlk < T < k+1]
= kPx 7 k+1Px = kPx Qx+k =k(qx k=0,1, (3)

with 0/dx = G -
The d.f. of K is given by

F(k) = Pr[K < k] = ;)4 k=0 (4)

where [k + 1] is the greatest integer less than or equal to k + 1.

Remark that one has also that
PrlK < k] = ;14 k>0 (5)

where Jk[ denotes the smallest integer greater than or equal to k.

Analogous to the continuous case the discrete actuarial functions are obtained
by considering appropriate functions of K. The following symbols from the
theory of interest will be used:

d=1—v : discount rate;
;= (1—0v")/d : present value of an annuity-due of 1 per annum
payable for n years;

a; = (1 —v")/i : present value of an immediate annuity of 1 per annum
payable for n years, in the limiting case n = 0 one has
am = (L
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Tables 4 to 7 summarize the results for the distribution of the discrete actuarial
functions. They deal respectively with life insurances, endowment insurances,
annuities-due and annuities-immediate.

Nelson De Pril

University of Leuven
Institute of Actuarial Science
Dekenstraat 2

B-3000 Leuven

Belgium
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Appendix

Table 1

Life insurances payable at the moment of death

1
T=——lIns
0

Life insurance

S I F(s)

whole life Pkl [0S O<s<1 |0 s=0
vl T=0 Py O<s=l
A, 0 clsewhere | | s=1
n-year term v? 0<T<n | ,p, s=0 | ,py 0<s<o"
Py /08 M<s <1 | py "<s< 1

—1
A7 0 T'>n |0 elsewhere | 1 s> 1
m-year deferred | O 0<T <m |4, s=0 |,4, s=0
Plyy. /08 O0<s<v™ | ,.4,+.p, O<s<u™
Ay ol T>m |0 elsewhere | 1 s> 0™
m-year deferred | 0 0T <m | 4+ mynPs $=0 | pqc+ pynPx O0=<s< o™
n-year term o om ST <mtn | pog/ds 0" <s <o | doHop, 0T < s < o

=1

miAx:m 0 T>2m+n |0 elsewhere | 1 sz

LLT



Table 2

Endowment insurances with death benefits payable at the moment of death

1
% =~glns

0

elsewhere

Endowment insurance S f(s) F(s)

v — & U
n-year pure 0 0<T<n |,4, s=0 |4y 0<s<v"
endowment D s="

S )

A OF By o" T=n |0 elsewhere | | szo"

n-year endowment o’ 0<T <n | ,p s=o" |0 0<s<o"
Pxbyyc /05 v <s < | py M<s<|

Zx.m " Tzn |0 elsewhere | | s> 1

’ N o < ¢ m-n
m-year deferred 0 0<T <m |,4, s=0 |49, 0<s<v
n-year endowment o’ m<T <m+n |, .p, s=0" g+ p, VT < s <o
A o T2m+n | pefe/ds v""<s<o™ |1 s= 0"

8L1



Table 3

Continuous life annuities

oc=~éln(1-és) and

p= ~% In(v™ — &)

Life annuity S f(s) F(s)
whole life aPxlyy /(1 —05) 0<s<1/0 | ,4, 0<s<1/s
a T=0

a, 0 elsewhere | 1 s> 1/6

n-year temporary | dm 0<T <n | ,pepo,/(1=35s) 0<s<ay | .49 O<s<agq
nPx s =dp

Ay A T>n |0 elsewhere | 1 s> ap

m-year deferred 0 0<T <m |,q, s=0 |pq, O0<s<o™/d
pPxbrp/ W™ —05) 0 <s<v™/d

miGx a5 — A T>m |0 elsewhere | | s>v™/S

m-year deferred 0 0<T<m | ,q, s=0 |44, 0<s<vay

n-year temporary | dg—dyy m<T <m+n pPxhyrp/ (0™ =035) 0 <s <v™ay

ml @i v™ag Tzm+n |, .p. s=v"a; |1 sz v"an
0 elsewhere

6L1



Table 4

Life insurance payable at the end of the year of death

T = ]~1—5llns[

1
’"\Ax:FI

Life insurance S f(s) F(s)
whole life K4 s = okt 0 5=0
k=0, 1; s
oK+ K =0,1, P O<s<v
A, 0 clsewhere | 1 s=v
n-year term pK+! K=0,1,...,n—1 | .p, s=0 | ,py 0<s<v"
K s = ot Py V<s<uv
k=01,... ,n—1
Al 0 K=nn+1,.. [0 elsewhere | 1 s>v
m-year deferred | O K=01,....m—=1|,q, s=0 | .4 s=0
K4 s =0, wdxtopy  O<s <ot
k=mm+1,...
A oK1 K=mm+1,.. |0 elsewhere | 1 55 gl
m-year deferred | O K=0,1...m=1 | e+ menPs $=0 | ply +minPy 0 <s <™
n-year term K K =m o mn—1 | g, s = R mldy + Py VMM <s < el
k=m,....m+n—1
0 K=m+nm+n+1l.. |0 elsewhere | 1 §i3; L
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Table 5

Endowment insurances with death benefits payable

death

T = }ﬁl-—%lns{

at the end of the year of

men
m| A v

K=m+nm+n+1,...

k41

Kdx S=0770
k=m,... m+n—2

0

elsewhere

1

Endowment q .

: s 1(s) Fls)

insurance

n-year pure ; o

endowment 0 K=01...n—1 14, s=0 1,4, O<s <"
nPx s=0o"

A L or B, o" K=nn+1,.10 elsewhere | 1 s=0"

n-year endowment | pK+! K =01 n—11|,_,p, s=u" |0 0<s <"
14y s = pk+! Px V' <s <t

k=0,1,...,n—2

A o" K=nn+1,. 10 clsewhere | 1 s=v

m-year deferred 0 K=01,....m—1 |,q, s=0 | .4, 0<s <Mt

n-year endowment pltl K=m,_. . m+n—1 i P § = pmtn by F Dy P < gt

§ > UmH
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Table 6

Life annuities-due

o= [4 é In(1 —ds)]

0 elsewhere

Life annuity S f(s) F(s)
whole life w4y S=0,, 1) | alx 0<s<1/d
de = 0; 15y o
g, K =01,
i, 0 elsewhere | | s> 1/d
n-year temporary | i, 7 K=0,1,....,n=1 | ya, s=a,.7) 25 0<s <apy
k=40,1,...,8—2
n—1Px ’
ay.m g K=nn+1,. |0 elsewhere | 1 sz
m-year deferred 0 K =0 lwe gm=1 | ol s=0|pq, 0<=s< v™/d
ikl -;= ':)m?km’
m) aK+ﬂ~am K=mm+1,... |0 elsewhere | 1 s=>v"/d
m-year deferred 0 K=01,..,m—1 | _q, 5=0 | pa, 0<s<v™ig
n-year temporary | i, 1 —dzy K=m. .. om+n—1 1, 4. s= oMa, T
k=01, .0 —2
il i K=m+nm+n+1,.. |, 1P s=v"d5 |1 s=vMag
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Table 7

Life annuities-immediate

o= [~;Tln(v~ds)]

and B= [~ (51 In(™*! — ds)]

Life annuity S f(s) F(s)
whole life Kdx s=ap, 2l 0<s<1/i
k=40,1,...
ag K=01,
a, 0 elsewhere | 1 s> 1/i
n-year temporary | a K=01,...,n—1 K9x s=dap, &% 0<s<ap
k=0,1,...,n—1
nPx S =ag
ay.m asm K=nn+1,..10 elsewhere | 1 s2aq
m-year deferred 0 K=01,....m—11|,..q, s=0 g« 0<s<v"/i
m+k|9x §= Umaﬂ’
k=1,2,...
| ag)— am K=mm+1,.. |0 elsewhere | 1 s=o"/i
m-year deferred 0 K=01,... m—1 —_— s=0 pdy 0<s<v™ap
n-year temporary | dg—dyy K =m,... .m+n—1 mikdx  S=v"ag,
k=12,...,n—1
B v™ag K=m+nm+n+1,... iyaPs s=0"ag |1 s> v"ag
0 elsewhere
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