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Week of February 4/08

W R \" " has a compound distribution with frequency  and severity 
and  has a compound distribution with frequency  and severity .W R \# #

R Ð+ß ,ß !Ñ is from the  class of distributions.

\ W" " has an exponential distribution with mean , and the mean and variance of )

are  72  and  2268 .

\ Ð!ß Ñ \# " has a uniform distribution on the interval  (same value of  as ), and the mean and) )

variance of are  36  and  351 .W#

Find   .TÐR œ !Ñ

The solution can be found below.



Week of February 4/08 - Solution

IÐW Ñ œ IÐRÑ ‚ IÐ\ Ñ œ IÐRÑ ‚ œ (#" " )    (Eq. 1)
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From Equations 2 and 4, we get   # ‚ Z +<ÐRÑ ‚ œ "*%%)#

so that    , and then from equation 2 we haveZ +<ÐRÑ ‚ œ *(#)#

IÐRÑ ‚ œ "#*')#  .  Now from Equation 1, we get
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IÐRÑ‚ (#
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From this we get    and   .IÐRÑ œ % Z +<ÐRÑ œ $

Since  is in the  class, it must be either Poisson, Negative BinomialR Ð+ß ,ß !Ñ

or Binomial. Binomial is the only one of these with   ,Z +<ÐRÑ  IÐRÑ

so  is binomial.  If the parameters of  are  and , thenR R 7 ;

7; œ % 7;Ð"  ;Ñ œ $ "  ; œ ; œ 7 œ "'  and   , so that   , and    and  .$ "
% %

Then   .TÐR œ !Ñ œ ; Ð"  ;Ñ  Ð Ñ œ Þ!"!!ˆ ‰"'
! %
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