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Question 2 - Week of August 1

You are given the following random sample of observations:
 3  ,  4  ,  6  ,  6  ,  7  ,  7  ,  8  ,  8  ,  9  ,  12

The data is a sample of 10 observations from a compound Poisson distribution for which the
severity distribution is exponential. Apply the method of moments to estimate the Poisson
parameter (mean)  and the exponential parameter (mean) .- )



Question 2 Solution

Let  denote the compound Poisson random variable, and let  denote the Poisson frequencyW R
random variable with , and let  denote the exponential severity random variableIÒRÓ œ \-
with   .IÒ\Ó œ )
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The first moment of the empirical distribution based on the given sample is
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The variance of the empirical distribution is  . "

"! ÒÐ$  (Ñ  Ð%  (Ñ â Ð"#  (Ñ Ó œ &Þ)# # #

According to the method of moments, we have the moment equations
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Dividing the second equation by the first results in     , from which we get the# &Þ)
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