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We find the minimum probability of lifetime ruin of an investor who can 
invest in a market with a risky and a riskless asset and who can 
purchase a reversible life annuity. The surrender charge of a life 
annuity is a proportion of its value. Ruin occurs when the total of the 
value of the risky and riskless assets and the surrender value of the life 
annuity reaches zero. We find the optimal investment strategy and 
optimal annuity purchase and surrender strategies in two situations: (i) 
the value of the risky and riskless assets is allowed to be negative, with 
the imputed surrender value of the life annuity keeping the total 
positive; or (ii) the value of the risky and riskless assets is required to 
be non-negative. In the first case, although the individual has the 
flexiblity to buy or sell at any time, we find that the individual will not buy 
a life annuity unless she can cover all her consumption via the annuity 
and she will never sell her annuity. In the second case, the individual 
surrenders just enough annuity income to keep her total assets 
positive. However, in this second case, the individual's annuity 
purchasing strategy depends on the size of the proportional surrender 
charge. When the charge is large enough, the individual will not buy a 
life annuity unless she can cover all her consumption, the so-called safe 
level. When the charge is small enough, the individual will buy a life 
annuity at a wealth lower than this safe level. 

Submission history
From: Ting Wang [view email] 

[v1] Sun, 24 Jan 2010 19:49:44 GMT (550kb,D)

Which authors of this paper are endorsers?

Link back to: arXiv, form interface, contact. 

Download:
● PDF 
● Other formats 

Current browse context:
q-fin.RM 
< prev | next > 
new | recent | 1001

Change to browse by:

q-fin  

References & Citations
● NASA ADS 

Bookmark(what is this?) 

         

Comments: 50 pages

Subjects: Risk Management (q-fin.RM)
Cite as: arXiv:1001.4270v1 [q-fin.RM]

(Help | Advanced search)

    

Search or Article-id

All papers Go!


