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Abstract

A hierarchical credibility model is a generalization of the Biihlmann credibility model and
the Bithlmann-Straub credibility model with a tree structure of four or more levels. This
project aims to incorporate the hierarchical credibility theory, which is used in property
and casualty insurance, to model the dependency of multi-population mortality rates. The
forecasting performances of the three/four /five-level hierarchical credibility models are com-
pared with those of the classical Lee-Carter model and its three extensions for multiple
populations (joint-k, cointegrated and augmented common factor Lee-Carter models). Nu-
merical illustrations based on mortality data for both genders of the US, the UK and Japan
with a series of fitting year spans and three forecasting periods show that the hierarchical
credibility approach contributes to more accurate forecasts measured by the AMAPE (av-
erage of mean absolute percentage errors). The proposed model is convenient to implement
and can be further applied to projecting a mortality index for pricing mortality-indexed

securities.

Keywords: Hierarchical Credibility Theory; Bithlmann Credibility Theory; Lee-Carter
Model; Multi-population Mortality Model
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Chapter 1

Introduction

As medical services, health care and living conditions have improved dramatically, the life
expectancy of human have increased over the recent decades, which greatly affects life in-
surance, annuities, pension plans, and social security systems. Policyholders pay premiums
to insurance companies in exchange for financial protections. With accurate forecasts of
mortality rates, the companies can sell their products with competitive premiums, set up
adequate reserves, and maintain financial solvency. However, inaccurate mortality forecasts
may lead insurance companies to financial insolvency due to underpricing or loss of market
shares because of overpricing. Therefore, constructing an effective and accurate mortality
model is essential to pricing and reserving of life insurance, annuities, and mortality-linked

securities.

In a global world, medicine, public health and living environment of developed countries
progress at a similar pace. Therefore, the mortality rates for these well-developed coun-
tries are inclined to be correlated. Especially, within a country, the mortality experience
of the female population is highly correlated to that of the male population since they are
exposed to the same medical and environmental situations. A mortality index is a weighted
average of the realized mortality rates over an age span and both genders of some selected
countries. Recently, mortality-indexed/-linked securities and derivatives, such as longevity
bonds, longevity index, and longevity swaps, are arising. Life insurance companies and pen-
sion providers are interested in those financial securities and derivatives to hedge mortality
and longevity risks. Consequently, building a multi-population mortality model that takes
into account the dependency of multi-population mortality rates and provides a high degree

of accuracy in projecting mortality rates and index is important in these days.

Credibility theory is widely applied in property and casualty insurance, where the cred-
ibility estimate for the next year is a weighted average of the sample mean of the past claim
data of a policyholder and the true mean of claims. The claim data can be severities or

frequencies of claims, and the claim data for all policyholders in a group can be treated as



a tree structure of three levels. Taking group auto insurance as an example, level one is
the individual claim data in the past years for each policyholder, and level two represents
the group risk to which the policyholder belongs, which is shown within the dashed box of
Figure 1.1. The sample mean is calculated based on the past experiences of a given policy-
holder, and the true mean can be estimated from the past experiences of all policyholders
in the whole group. Tsai and Lin (2017a, b) incorporated the Biithlmann credibility model
to forecast mortality rates for a single population, which provides more accurate forecasts
than the Lee-Carter model.

Level
4 | Business Line Yo, 0,00
3 [Region1]....[Regionr]....[RegionR| Y7, 0, 0
2 | Group1 || Group g || GroupG | Vr,g e,
1 PH1 |....[ PHp |....[ PHm |I VYr,gp,e
0 | Year1 |....| Yeart |....| Yearn

Figure 1.1: Five-level tree structure

Hierarchical credibility is similar to the classical credibility theory. Actually, it is a
generalization of the credibility theory with a tree structure of more levels. Using the
same example for illustration, hierarchical credibility can be used to model claim severi-
ties/frequencies in a tree structure of five levels. As the tree structure shown in Figure 1.1,
level two stands for groups with a number of policyholders for each group, and level three
represents regions with a number of groups for each region, operating a specific business
line. The non-parametric Biihlmann estimate follows a procedure where the sample means
are calculated in a hierarchical order from bottom to top: firstly, the sample mean of the
past claim severities/frequencies in level zero for policyholder p of group g in region r is
calculated to get the policyholder sample mean YT,g,p,. for all policyholders in level one;
secondly, the average of the policyholder sample means Y, 4, o over all policyholders of

group ¢ in region r is computed to get the group sample mean YT,g,.,. (an estimate of



the true mean of claim severities/frequencies for group ¢ in region r) for all groups in level
two; thirdly, the average of the group sample means YT,g,.,. over all groups in region 7 is
calculated to obtain the region sample mean 77“7 000 (an estimate of the true mean of claim
severities/frequencies for region r) for all regions in level three; and finally, the average
of the region sample means ?7"707-7' over all regions is computed to achieve the business
line sample mean Yo o o o (an estimate of the true mean of claim severities/frequencies for
the business line) in level four. Four weights determined by Biihlmann and Gisler (2005),
summing to one, are assigned to the policyholder sample mean Y, 4, o, the group sam-
ple mean ?,,797.7., the region sample mean ?T7.7.7., and the business line sample mean
Yo, e e, respectively. The non-parametric hierarchical credibility estimate for region r,
group g, policyholder p and the next year is then obtained by a weighted average of the four
sample means. That is, the credibility estimate is determined by the four sample means and
corresponding weights, and thus each of the past claim data for all policyholders, groups
and regions has a different degree of contribution to the value of the hierarchical credibility

estimate.

We notice that the multi-country mortality data also have a hierarchical structure.
Therefore, the aim of this project is to generalize the Bithlmann credibility mortality model
from a single population to multiple populations by incorporating the hierarchical credibility
approach into multi-country mortality data. To apply the four-level (five-level) hierarchi-
cal credibility to multi-population mortality data, the levels from bottom to top are year,
age, and gender (year, age, gender and country). Same as the Bithlmann credibility model
approach to modelling mortality rates (see Tsai and Lin, 2017a, b), there are two strategies
for forecasting mortality rates for two and more years, the expanding window (EW) and the
moving window (MW). We compare the forecasting performances with an error measure
among the three-level, four-level and five-level hierarchical credibility mortality models and
the classical Lee-Carter model and its three variations for multiple populations. Numeri-
cal illustrations show that the proposed hierarchical credibility approaches produce more

accurate forecasts.

The remainder of this project proceeds as follows: Chapter 2 provides the literature
review on existing single and multi-population mortality models, including the Lee-Carter
model and its extensions, the CBD model and other models; it also reviews the Bithlmann
credibility model and the hierarchical credibility model. In Chapter 3, we introduce the
four-level and five-level hierarchical credibility approaches to modelling multi-population
mortality rates, and apply them to projecting mortality rates for six populations (US male,
US female, UK male, UK female, Japan male and Japan female). Chapter 4 compares
the forecasting performances of the proposed hierarchical approaches with the Biihlmann

credibility mortality model and the Lee-Carter model and its variations for multiple popu-



lations. The comparisons are shown in seven figures and three tables. Chapter 5 concludes

this project.



Chapter 2

Literature Review

2.1 Mortality

Over the last few decades, lots of mortality models were developed to provide accurate
predictions of mortality rates. The Lee-Carter model proposed by Lee and Carter (1992)
is a significant milestone. As an effective and most popular mortality model in actuarial
literature, it provides long term forecasting by modelling the logarithm of central death
rate as a function of a period-specific factor and two age-specific parameters. Another
famous mortality model is the Cairns-Blake-Dowd (CBD) model proposed by Cairns et al.
(2006). The CBD model focuses on forecasting post-age-60 mortality rates by a two-factor
stochastic model where one factor has the same influence on all ages and the other factor
has more influence on elder ages than younger ages. Tsai and Yang (2015) introduced a
linear relational approach to modelling mortality rates, which is easy to implement and
understand, and also provides features and potential applications that are not available
in the Lee-Carter and CBD models. Tsai and Lin (2017a, b) incorporated the Bithlmann
credibility theory, which is commonly applied in property and casualty insurance, into
modelling of mortality rates. Comparing its forecasting performances with the Lee-Carter
and CBD models, the model proposed by Tsai and Lin (2017a, b) has better forecasting

performances based on the measure of MAPE.

Numerous extensions of the Lee-Carter and CBD models were developed. Renshaw and
Haberman (2006) generalized the Lee-Carter model to a non-linear model which includes
age-specific cohort effects and age-specific period effects; Li et al. (2009) proposed an exten-
sion of the Lee-Carter model that provides more conservative interval forecasts of the central
death rate by considering individual differences in each age-period cell; Plat (2009) gave a
model that combines some nice features of the Lee-Carter, CBD and Renshaw-Haberman
models while eliminating the disadvantages of those models; Mitchell et al. (2013) intro-
duced a model based on the idea of bilinear modelling of age and time from the original

Lee-Carter model but it suggested to model the change in the logarithm of central death



rate instead of the level of central death rate. Lin et al. (2015) proposed AR-GARCH
models to forecast mortality rates for a given age and employed a copula method to capture

the inter-age mortality dependence.

Besides the single population mortality models, there are intensive developments in
multi-population mortality models. Various extensions of the Lee-Cater model focus on
modelling the dependency of multi-population mortality rates. Carter and Lee (1992) pro-
posed the joint-k£ model to reflect the relation between two populations by using a common
time-varying index for both populations. Li and Hardy (2011) suggested that the time-
varying index for population j (j > 2) is linearly related to the time-varying index for the
base population, which is called the cointegrated Lee-Carter model. Li and Lee (2005) gave
the augmented common factor Lee-Carter model to model and forecast mortality rates for
multiple populations in a coherent way, which not only considers the commonalities in the

historical experience but also includes the individual differences in the trends.

Mortality rates in different countries might be correlated with each other. Besides the
extensions of the Lee-Carter model, there are vast literature focusing on multi-population
mortality modelling. Cairns et al. (2011) proposed a Bayesian stochastic mortality model
to deal with the dynamics of mortality rates in a pair of populations, which is designed
for a large population coupled with a small sub-population. It models the difference in the
stochastic factors between two populations using a mean-reverting autoregressive process.
Therefore, the mortality forecasts do not diverge over the long run. This model fully allows
parameter uncertainty and has flexibility to deal with missing data. Zhou et. al (2014) gave
an intuitive extension which models stochastic factors using a vector error correction model.
Yang and Wang (2013) suggested a vector error correction model to deal with multi-country
longevity risk. Kleinow (2015) introduced a common age effect model to govern the multi-
population mortality rates. Copula models have been incorporated into multi-population
mortality rates modelling in the last few years. Wang et. al (2015) captured the mortality
dependence between multi-country mortality rates with a time-varying copula model. The
typical multi-population mortality models, taking the models above as examples, assume
the mortality rates across different countries converge in the long time. Chen et al. (2015)
thought this assumption is too strong to model short-term mortality rates and proposed a
two-stage procedure, an ARMA-GARCH process followed by a one-factor copula model, to

model the mortality dependence for multiple populations.

2.2 Credibility

Credibility theory is widely applied in property and casualty insurance such as auto insur-
ance, workers’ compensation and fire insurance. Bithlmann (1967) proposed a distribution-

free credibility formula to determine the credibility premium based on the past experiences



of the risks. The premium is calculated by the weighted average of the collective mean and
the individual mean, where the weight is determined by the least expected square devia-
tion of the expected value and its linear estimation. Biihlmann credibility theory has built
the foundation of credibility model. Furthermore, Bithlmann and Straub (1970) extended
the Biithlmann model by allowing unequal number of exposure units for each risk, which
enlarges the applicable situations. For such a model, drivers with different number of years

of experiences can be grouped together to determine their premiums for the next year.

The Biithlmann and Biithlmann-Straub credibility models assume claim counts or sizes
are independent over their associated risks, which simplifies the premium calculations. How-
ever, it is obvious that the assumption is not practical. Over the past few decades, numerous
extensions of Bithlmann and Bithlmann-Straub credibility models were proposed to account
for the dependency of risks. Jewell (1975) modified the credibility formula by using the col-
lateral data, and built a hierarchical model to include the correlation among the risks.
Dannenburg (1995) generalised Jewell’s hierarchical model and introduced the crossed clas-
sification credibility (CCC) model which governs all risk factors symmetrically, with an
assumption that the numbers of risk factors are the same for all contracts. Goulet (2001)
proposed a generalized crossed classification credibility model (GCCC) by allowing a vari-
ous number of risk factors for each contract. To allow the risks to be generally dependent,
Wen and Wu (2011) extended the Bithlmann and Bithlmann-Straub models to a regression
credibility model by re-building the credibility estimators under a general dependence struc-
ture. Yeo and Valdez (2006) and Wen et al. (2009) focused on modelling the dependence
caused by common effects. Poon and Lu (2015) studied the Bithlmann-Straub credibility
model by considering two kinds of dependences, the dependence among risk factors and the

conditional spatial cross-sectional dependence.

Hierarchical structure is frequently used in calculating premiums. The expected ag-
gregate premium of a line of insurance is calculated and then distributed to lower levels,
such as regions and individuals. Biithlmann and Gisler (2005) incorporated the idea of hi-
erarchical structure to the credibility theory to achieve the hierarchical credibility model.
The observations are assumed to be independent conditioning on their next higher level of
risk parameters. It can be seen that the hierarchical credibility is a generalization of the
Bihlmann model and the Bithlmann-Straub model with a higher order of tree structure.
This project applies the hierarchical credibility approach to modelling multi-population
morality rates, which accounts for the dependence among populations and makes decent

contributions to the multi-population mortality modelling.



Chapter 3

Hierarchical Credibility Mortality
Model

This Chapter applies the hierarchical credibility idea from Bithlmann and Gisler (2005) to
propose a hierarchical credibility mortality model for multi-country populations, which is
a generalization of the non-parametric Bithlmann credibility mortality model for a single

population proposed by Tsai and Lin (2017b).

Indices of
Level Tree Structure Variables Variables
4 | Multi-Country |
3 |Country1|.....[Countryc|....Country C| W c

2 |Gender M Gender F (6] C g

1 | Age x, || Age x || Age x, | ® C,8X

0 | Year t, || Yeart || Year t, | Y ¢ g Xt

Figure 3.1: A five-level hierarchical tree structure for multi-country populations

Figure 3.1 structures mortality data for multiple countries in a five-level (levels 0—4)
hierarchical tree with the top level (level 4) being the multi-country, which consists of
mortality data from C' countries. Each country is broken down into G genders (G = 2).
Within each gender, there are consecutive ages zp, --- ,zy. Finally, each age has yearly

data from year t; to year ty, which is the bottom level (level 0). Denote ¥ the risk



factor related to countries, ® the risk factor related to countries and genders and © the
risk factor related to countries, genders and ages. Denote m¢ 4, .+ the central death rate
for country ¢, gender g, age = and year t. The Lee-Carter model and its three varia-
tions for multiple populations use In(me, g,,¢+) to model mortality rates. Figure 3.2 shows
that the historical mortality data In(me g, ¢)s from the Human Mortality Database for
the US, the UK and Japan display a downward trend over year t = 1950, ---,2010 for
x = 25,50,75. As with the Biithlmann credibility mortality model proposed by Tsai and
Lin (2017a, b), we apply the hierarchical credibility approach to modelling Ye 4 2 =
In(me, g,2,¢) —In(me g 2,¢—1), the yearly decrement of the logarithm of central death rate for
country ¢, gender g and age x over [t — 1, ], in order to eliminate the downward trend (see
Figure 3.3) and more importantly make the yearly decrement Y, 4 . ; for all ¢ be indepen-
dent and identically distributed given ¢, g and x. Since we will use indices x =1, --- ; X
andt =1, ---, T for simplifying notations, given mortality data In(mec, ¢ 4 +)s in an age-year
rectangle [z, xy] X [tr, ty] for a population of country ¢ and gender g, the age span [z, xy]
and the year span [ty ty] for In(me, 4, »,¢) correspond to [1, X] and [1, T] for Y, 4 4+, respec-
tively; that is, Ye g 2,¢ = In(me, g ap+a—1,t,+¢) — I(Me g 2y +a—1,t,+¢—1) for . =1,--- | X
andt =1,---, T, where X =2xy —zp +1 and T =ty — tr. Our goal is to apply a hier-
archical credibility approach to the yearly decrements Y. 4 , s to obtain the hierarchical

credibility estimates }qug,w’Tth fort =1,---,7. Then the hierarchical credibility estimate

1n<mca97$L+$_LtU+7') = In(m,, g, epta—1ty) T Oi—1 Ye g @, T+t

A : A : I :
S T 3 TT— -3W“_\\
4t : 4 : 4t -
T — g R e

T P Rt AN
! gh !

3w —n g —n 3w — 5

g g g

060 1950 170 1980 1990 2000 2000
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'g———zs ----- 0 —T5 ‘
1950 1960 1970 1980 19%0 2000 2000

(d) US Females

100 1950 10 1980 1990 2000 2000
(b) UK Males

.............................
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e
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(c) Japan Males

QB =T
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Figure 3.2: In(me, ¢, 4,¢) against ¢ for age x = 25, 50 and 75
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Figure 3.4: Q-Q plots of Y. 4 - for UK males

3.1 Assumptions and Notations

This section first gives the assumptions and then the notations for conditional means, mean,

conditional variances and variances for a hierarchical tree based on Chapter 6 of Bithlmann

and Gisler (2005). The assumptions for levels 0-3 of a hierarchical tree are given as follows:
o Level 3: W, c=1,---,C, at level 3 are independent and identically distributed;

e Level 2: given VU, at level 3 for fixed country ¢, ®.4, g = 1,---,G, at level 2 are

independent and identically distributed;

10



Level 1: given ®. 4 at level 2 for fixed country ¢ and gender g, O ¢ 2, x =1,--- , X,

at level 1 are independent and identically distributed; and

Level 0: given O, 4 , at level 1 for fixed country ¢, gender g and age x, Y ¢ s ¢,

t=1,---,T, at level 0 are independent and identically distributed.

The Q-Q plots of historical yearly decrements for UK males aged 30, 50 and 70 are

plotted in Figure 3.4 as an example. The Q-Q plots follow the line y = x which indicates

the yearly decrements for all ¢ are independently and identically distributed given country,

gender and age.

First, we denote the mean for level 4 and the conditional means for levels 1-3 below:

A
Level 4: py = E[Y, 4 4.+], the unconditional expectation of Y, 4, for all years ¢,
ages x, genders g, and countries ¢ at levels 0-3 (the common mean is one of the key

assumptions for the classical Bithlmann credibility model);

Level 3: pus(¥,) = E[Y g, 2,¢|¥.], the conditional expectation of Y 4 . ; for all years
t, ages =, and genders g at levels 0-2 under country c, given ¥, at level 3;

Level 2: pa(®c, q) = E[Y. g, 2,t|®c, ¢, the conditional expectation of Y. 4 . ¢ at for all
years t and ages x at levels 0-1 under gender g and country ¢, given @, , at level 2;

and

Level 1: 111(©¢, g, ) 2 E(Ye, g.2,t|Oc,g,2), the conditional expectation of Y. 4 » + for all

years t at level 0 under age x, gender g and country c, given O, 4 , at level 1.

By the law of total expectation, we can show that

N2(q)c,g) = E[Y7

cvg] :E[E(Y7

c,g,w)@c,g] = E[Nl(ea g,w)’q)c,gL
n3(We) = ElYe, g.0,t|Ve] = E{E[E(Y, g,2,t|Oc,g,2)|Pe, gl| Ve = Elpa(Pe,g)|¥c], and
pa = E[Ye g2e] = E{E{E[ (Ye,g,2,t10¢,g,2)[Pe, gl [We}} = Elus(Pe)].

Next, we denote the following conditional variances for levels 1-3:

Level 3: 03(¥,) = Var[ug( e.9) W] = E{[p2(®c,g) — p3(V.)]?|P.}, the conditional

variance of p12(®c, 4) at level 2 given W, at level 3,

AN
Level 20 03(Dc,g) = Var[ui(Oc,g,2)|Pe,g] = E{[11(Oc,g,2) — 112(Pc, ¢)]?|Pc,q}, the
conditional variance of 111(O, ¢, ») at level 1 given &, 4 at level 2; and
2
o7 (© A
71Oc02) 2 yarly, ;o 110cigial = E{Yorgot — 11(8erg,)O0ps)s the

wc’ g7 x7t
conditional variance of Y. 4 - : at level 0 given O, 4 , at level 1, where w¢ g 4.+ is a

Level 1:

known exposure unit and not necessarily equal for all ¢, g, z and ¢ (the traditional
Biithlmann-Straub credibility model allows unequal exposure units for more applica-

tions, but the Bithlmann one requires equal exposure units).

Last, the variance for level 3 and the expected conditional variances for levels 0-2 are

denoted as follows:

11



e Level 3: o2 2 Var{us(U,)], the variance of us(%.) at level 3;
e Level 2: o2 2 E[o3(V.)] = E{Var[us(®., 4)|¥.]}, the expectation of the conditional
variance of ia(®., 4) at level 2 given ¥, at level 3;

e Level 1: o} 2 E[03(®c,4)] = E{Var[ui(Oc,g,2)|®c 4]}, the expectation of the condi-

tional variance of p1(©, g,.) at level 1 given ®. 4 at level 2; and

e Level 0: o} 2 E[0}(O¢, g.2)] = E{we, g,2,t - Var[Ye, g 4,t|0c. ¢, 2]}, the expectation of

We, g, 2,¢ times the conditional variance of Y, 4 » ¢ at level 0 given O, 4 , at level 1.

It can be shown by the law of total expectation that of = E{we g a1t [Ye g2t —
#1(66,9790)]2}7 U% = E{[Nl(GC,g,w) - N2((I)c,g)]2}a U% = E{[NZ((I)C,Q) - NB(\PC)]Q}7 and 0'?2> =
E{[p3(Ve) — pal?}.

Note that by the law of total variance, we have

Var[pa(®c,g)] = E{Var(ua(®c,g)|¥c]} + Var{E[u2(Pc )| Vc]}
= a% + Var[us(¥V,.)] = ag + ag,

and

Var[ﬂl(Gc,g,x)} = E{VQT[HI(@c,g,:C)‘(I)C,g}} + VGT{E[MI(@c,g,w)’(I)c,g]}
= U% + Var[p(®.,4)] = a% + U% + 0%.

3.2 Model Prediction

The estimation of structural parameters and determination of credibility factors given in

Bithlmann and Gisler (2005) are quite complicated, and thus are placed in Appendix B.

When we, g, 4,¢+ = 1 (equal exposure units) forc=1,---,C,g=1,--- G,z =1,--- , X,
and t = 1,---, T, the hierarchical credibility estimate of the decrement over [T, T'+ 1] in
the logarithm of central death rate for country ¢, gender g and age x under this special case
(refer to (A.6)) is

A

ch,g,:s,T—i—l = 65(1) . ?c,g,m,o + [(1 - &(1)) : 64(2)] '?c,g,o,o
+[(1 - @(1)) (1 - a2y .
H(1—aW) - (1-a?) . (1-a®)] . Ve o, (3.1)

) 9y @y

where the expressions for @), &) and &®) in (3.1) are given in Table B.3. Note that

Ye g2, 7+1 is the credibility-factor-weighted average of

A T T
o Vegae =111 Yegat = 7 im0 gop a1 e, +0) = (M g 0y 4a-1,046-1)]
(the average annual decrement of {In(me¢, g, 2, 12-1,6,4¢) 1t =0,---, T}, the age time

series over [0, T for age = under gender g and country c);
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Figure 3.5: Time series for four different levels

i ?c,g,O,o = %Z?:l YC,g,O,t = %Z?zl[ln(mC,g,',tL+t) —In(me, g, e,t;+¢—1)] (the average
annual decrement of {In(me, g o ¢,4t) = % X In(me, g,ap+a—1,t,4¢) 1t =0,--- T},
the gender time series over [0, 7] for gender g under country c);

® Veeoo=711Y o0t =7 t-1[I0(Mc 0 0,+0) = (M 0 0,1,+1-1)] (the average
annual decrement of {In(mc, e 0,1;4+1) = & 25:1 In(me, g, 0 tp,4+¢) : t =0,---,T}, the
country time series over [0, T'] for country c); and

¢ Veeoo=751 Ve oot =710 o0t 1) —I0(Me o o, 41-1)] (the average
annual decrement of {In(1Me e e t;+t) = & Yoot (M 0 0,t,4¢) 1t = 0,-+, T}, the

multi-country time series over [0, 7] for all C' countries).

Figure 3.5 displays time series for four different levels: {In(mc, 4, 50,1950+¢) : t = 0,--- ,60},
the age time series for age 50 under gender g and country c¢; {In(me, g e 19504¢) @ t =
0,---,60}, the gender time series for gender g under country c¢; {In(mc, ¢ o 19504¢) @ t =

0,---,60}, the country time series for country ¢; and {In(me. e e 19504+¢) : t = 0,---,60},

) ¥y ¥y

the multi-country (US, UK and Japan) time series. Taking the first-order difference of
each time series to get the yearly decrement data and then calculating the average of the

resulting yearly decrements for each level produces Y. 4 o (called the age sample mean),

?c,gy.j. (called the gender sample mean), Y. o o o (called the country sample mean), and

Ye o e (called the multi-country sample mean).

)y 9y @y
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(a) Expanding Window (EW) (b) Moving Window (MW)
Figure 3.6: Expanding Window (EW) and Moving Window (MW)
The expression in (3.1) gives the hierarchical credibility estimate f’c g,z,T+1 for country

¢, gender g and age x in year T+ 1. To obtain the hierarchical credibility estimate f/c 9,7, T+
for year T'+ 7 (7 > 2), which is denoted by

Vegurer = a0Vl o+ [(1-al) -] VT
H(1-a) - (1 - a®) - 6] T
H1 - a)- (1-aP) - (1 -V, L (3.2)

) Oy ¥

we adopt the same two strategies, the expanding window (EW) strategy and the moving
window (MW) strategy, as those in the Bithlmann credibility mortality model of Tsai and
Lin (2017b).

Strategy EW: Expanding window by one year

The EW strategy expands the original fitting year span by 7 — 1 years to [1, T + 7 — 1]
from [1, T] by adding {}A/Qg,x’T_H, cee ,}A/(;7g7x7T+7—_1} to the end of {}/c,g,a:,ly cee ,}/07973577“}
for all ¢, g and z; see Figure 3.6 (a).

First, the average annual decrement over the year span [1, '+ 7 — 1] for country c,

T+1

gender g and age z, Y , T > 2, is calculated by

C? 97 x7 L4
T4 1 T T4+7-1
T N
YC:.%%' = T_I_ 1 |: YC,Q,CE,t + Z YC,Q,CE,t:|‘ (3'3)
T b3 t=T+1
The quantities ?Z;T.’ o YCTJ:T, ., and YTJ:T, . are obtained, using the same formula as
T = 1, by X
—1I+T 1 1+T
YC,Q:%’ = Y ZYC’QHUN’ (3'4)
=1
AL +T 1 I+7
YC,',.,. - 5 Zycvg’.7.7 (3'5)
g=1
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and

.7.7.,. C C:1 C,.7.7.
~(1) S . T2 .
Next, &z, the credibility factor assigned to Y., ,, is calculated as
2
T THr—1) 67+062 3.1
The other two credibility factors @9) and @53) are given by
A1) A N
A0 _ X -ail . 62 _ X(T+7-1)-63 (3.8)
Tox.aM 246 X(THT-1)-63+(T+7-1)-61+65 '
and
~(2) A
T A(2)  s2 | 22
G- &y
_ GX(T+7-1)-63 (3.9)

GX(T+7-1)-63+X(T+7-1)-63+T+7-1)-624+63
Also note that the values of 63, 62,63, 6§ are unchanged as 7 increases.

Finally, the hierarchical credibility estimate 170797967 7++ for country ¢, gender g and age
x in year T' + 7 is obtained by (3.2).

Strategy MW: Moving window by one year

The MW strategy moves the original fitting year span by 7—1 years to [r, T4+7—1] from
[1, T] by appending the hierarchical credibility estimates {};'c’g7x7T+1, . ,f/};,gvxypﬂ_l} to
and removing {ffc PERTREE ,Yc’g,x,T_l} from {Ye g 2,1, -+, Ye, g,2,7} for all ¢, g and « where

Ve gat = Yo g 2.t for t < T; see Figure 3.6 (b).

TH+T

First, we obtain Y, ;' o,

for country ¢, gender g and age x, by

the average annual decrement over the year span [7, T+ 7 — 1]

T4 1 T471—-1 .
Vegaoe=m > Yegat (3.10)
t=T1
and ?TJrTo o YTfT. ., and ?.TJ:T. . are calculated using (3.4), (3.5) and (3.6), respectively.
¢ 9,9, Cc,0,0, ,0,0,

T .67
is achieved b d(l) = - ‘L _
YT T 75T 62
2 A2

~2 A2 A2 A ~(1 N (2 N ~(3 N
o5, 01, 53, 0§ are unchanged for all 7, we have ag) = aW, ag) = a® and a(T) = a®.

Therefore, d(Tl), d(TQ) and d(T3) are constant in 7 under the MW strategy. Finally, we can

T+T
C7 g7 ‘/1:7 o

Next, the credibility factor assigned to Y . As

calculate 170 .z, T+r, the decrement over [T'+ 7 —1, T'+ 7] in the logarithm of central death

rate for country ¢, gender g and age x, using (3.2).
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3.3 Properties

In this section, we propose some properties for the EW and MW strategies with two propo-
sitions under the five-level and four-level hierarchical credibility mortality models. The
proofs of Propositions 1 and 2 under these two models are similar, so we only give proofs

of Proposition 1 for the five-level hierarchical credibility mortality model in Appendix C.

Proposition 1. (a) Under the EW and MW strategies, the average of the hierarchical cred-
1bility estimates }A/C g,z, T+r5 over ages 1,--- X, genders 1, --- , G, and countries 1,--- ,C

for year T 4+ 7 equals the average on (given in (3.10)) over the same age, gender

cga:o

and country spans for year T'+ 7. Specifically,

> T T
e 930 DI NRUEE ST e B) D5 DR A FRMNE S RN
c=1g=1z=1 c=1g=1z=1
(b) Under the EW strategy, the overall average of the hierarchical credibility estimates for
year T+, ?.T’i:., T=1,2,---, are constant in T, i.e. Y.Tf: .= Y.Tfl. “T=23,-

Cc naer e strateqgy, € nirerarchicatl Creatovity esttmate Ye g c. T+t 1s constant for
Under the EW strategy, the hierarchical credibility estimate Vs g o 14 tant f
T = 17 27 Tty that 'iS, }A/c,g,x,T+T = f/c,g,a:,T+1vT = 2)37' o

From Proposition 1 (c¢), under the EW strategy we have

3

A

ln(mcvg)xLJ’_x_l’tU'i_T) - ln(mc7g)rL+w_1’tU) + 9,7, T+t

—_

t
= (e, g op4a-1,t0) + Yergom41) - 7

which shows that In(7, g, 2, +2—1,t5++) is a linear function of 7 with slope }70,9735,T+1 and
intercept In(me, g, 2, +a—1,1,)-
Proposition 2 below gives the properties under a four-level hierarchical credibility mor-

tality model.

Proposition 2. (a)Under the EW and MW strategies, the average of the hierarchical cred-
ibility estimates Yg z, T+75 over ages 1,--- , X and genders 1, --- , G for year T' + 7 equals

the average on over the same age and gender spans for year T + 7. Specifically,

ga:o

G X
ZZ 97IT+T:7XZZ ;;T.:ioTtTu T=12---.

gl:cl

(b) Under the EW strategy, the overall average of the hierarchical credibility estimates
ST+ . R —T+1
for year T + T, Y.y,j,, T=1,2,---, are constant in T, i.e., Y, .T, =Yeae T=23,"
(¢) Under the EW strategy, the hierarchical credibility estimate Y, g,c, T+r 1S constant for

T = 17 27 Tty that ’iS, }/g,l‘,T+T = Yg,I,T+17 T = 2737” ’
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Chapter 4

Numerical Illustrations

This chapter applies the model and parameter estimations introduced in Chapter 3 to fore-
casting mortality rates for both genders of three developed countries for illustrations. The
mortality data are obtained from the Human Mortality Database (HMD). We fit three-level,
four-level, and five-level hierarchical credibility models with a wide age span and a series of
fitting year spans, and make out-of-sample forecasts for future consecutive years. The same
data set is also fitted to the classical Lee-Carter model, the joint-k, the cointegrated, and
the augmented common factor Lee-Carter models (please refer to Appendix A) with six
populations and two populations of each of three countries, respectively. The forecasting
performance is measured by the average of mean absolute percentage error (AMAPE), which
shows that all of the three-level, four-level and five-level hierarchical credibility mortality

models overall outperform the classical and three multi-population Lee-Carter models.

The structure of this chapter is as follows. Section 4.1 gives the assumptions for numer-
ical examples. In Section 4.2, the definition and formula of AMAPE are presented. Lastly,
seven figures and three tables are provided in Section 4.3 to numerically compare the fore-
casting performances of the underlying mortality models; some informative observations

from the figures and tables are also summarized in this section.

4.1 Model Assumptions

4.1.1 Mortality Data

The mortality data applied in this project come from the Human Mortality Database (HMD,
www.mortality.org), which is a public database providing detailed mortality and population
data for thirty-nine countries or areas around the world. This database contains data such
as birth counts, death counts, and life tables for male or female. The six populations used
in this project are both genders of the US, the UK, and Japan.
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For each of the three-level, four-level, and five-level hierarchical credibility models, the
EW and MW strategies are adopted to forecast mortality rates for 10, 20 and 30 years.
We denote EW-[ and MW-I for the EW and MW strategies, respectively, under the [-level
hierarchical credibility model where [ = 3,4, 5. The three-level hierarchical credibility model
with a tree structure of year, age and population (male or female of a country) is applied to
each of the six populations. Under the four-level (five-level) hierarchical credibility model,
the tree structure from the bottom to the top is specified as year, age, gender and country
(year, age, gender, country and multi-country), and is applied to two genders of each of
three countries (all six populations). To compare the forecasting performance of the three-
level hierarchical credibility models, the mortality data for each of the six populations are
respectively fitted to the classical Lee-Carter model, which is denoted as LC1-Ind; and
to compare the forecasting performance of the four-level (five-level) hierarchical credibility
model, the mortality data for both genders of each of three countries (six populations) are
respectively fitted to the joint-k, the cointegrated, and the augmented common factor Lee-
Carter models with the male of a country (the US male) as the base population for the
cointegrated Lee-Carter model, which are denoted by LC2-JoK, LC2-Col and LC2-ACF
(LC6-JoK, LC6-Col and LC6-ACF).

4.1.2 Age Span, Fitting Year Span, and Forecasting Year Span

Let [T1, T5] be the study period where mortality rates are available. Assume that we stand
at the end of year ¢y and would like to fit the models with mortality data in the rectangle
[z, zy] X [tr, ty], project mortality rates for the rectangle [xr,zy] X [ty + 1, T], and
evaluate the forecast performances of the underlying mortality models. Below are detailed

assumptions.

e For the age span [z, zy], we choose 20-84, i.e. 1, = 20 and zy = 84 and the length
of the age span m = 65.

e For the study period [T1, T3], we use a 63-year period 1951 — 2013, i.e., 73 = 1951
and 75 = 2013 which is the most recent year where the mortality rates are available
for both genders of the US, the UK, and Japan.

e For the fitting year spans [tr, ty], a series of periods, [1951, ty],..., [ty — 4, ty], are
selected where ty takes three values, 1983, 1993 and 2003, and the shortest period
[ty — 4, ty] is five years.

e For the forecasting year span [ty + 1, Ta], we choose [2004, 2013] (10 years wide),
[1994, 2013] (20 years wide) and [1984, 2013] (30 years wide).

The following table displays the three forecasting year spans conducted in this project.
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Table 4.1: Summary of the fitting and forecasting year spans

[1951, 2003] [1951, 1993] [1951, 1983]
. [1952, 2003] [1952, 1993] [1952, 1983]
Fitting year spans [tr, tu] _ _ _
[1999, 2003] [1989, 1993] [1979, 1983]
Ending year of fitting year spans ty 2003 1993 1983
Number of fitting year spans J 49 39 29
Forecasting year spans [tv +1,T5] | [2004,2013] [1994,2013] [1984,2013]
Width of forecasting year spans T —ty 10 20 30

4.2 Forecasting Measurements

We compare the forecasting performances of the hierarchical credibility models with the clas-
sical, the joint-k, the cointegrated, and the augmented common factor Lee-Carter models by
the measure of mean absolute percentage error (MAPE), which is a common measurement
as used in Tsai and Lin (2017a, b). Specifically, the MAPEr[:ngﬁZJ]JrI,TQ] for gender g and
country ¢ over the forecasting age-year window [z, xy] X [ty + 1, Ta] with the fitting year
span [tr, ty] is defined by

To—t A
1 1 2 U TUu

Z Z qC,g,l":tU‘FT — qc7g7m7tU+T , (4.1)

=1 T=x], qC,g,ZB,tUJr’T

[tL)tU} _ .
MAPEC,% tu+L.T2] ™ Ty — . m

where §¢ g, 2, 1,4+ is the forecast mortality rate, qc ¢ z,¢,++ is the observed mortality rate,
and Gc, g 2 14+ = 1 —e Moo= tu+ is based on the assumption of constant force of mortality

over [z, x + 1] X [ty + 7, ty + 7 + 1]. The value of MAPEC[tZ’ lEtUU]H 1;) largely depends

on the fitting year span [tr, ty]. To evaluate the overall forecasting performance of a

mortality model, we average the M APEC[tLg IEZJ} T

tp=T1, Ty + 1, ,ty — 4 to get the AMAPE, 4 1,41, 1,)- Specifically,

| over the fitting year spans [tr, ty] for

1 e ltr. tv]
AMAPE g 1,1 = =g — w1 2w MAPELG (i, ma)
tr, =T

A smaller AMAPE, ; 1, +1,1,) Produced from a mortality model indicates an overall
more accurate forecast for the period [ty + 1, T2]. The underlying mortality models in this
project will be ranked based on the AMAPE, 4 (1,41, Ty]-

4.3 Numerical Results

Based on mortality data from the Human Mortality Database, we produce seven figures
and construct three tables for three forecasting year spans [2004, 2013], [1994, 2013] and
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[1984, 2013]. Figures 4.1-4.6 display the MAPEEZ’,I[ZUU]HJOB] against t7, where ty =

2003, 1993,1983 for three forecasting year spans, for each of six populations (US male,
US female, UK male, UK female, Japan male and Japan female), respectively, and Fig-

ure 4.7 exhibits the average of the M APE([fZ’ 'EfU] +1,2013) OVer the six populations against

tr,. Within each figure, the M APEELg ’ gﬁ +1,2013] plots for three forecasting year spans are

shown in three rows, and those for a single population, two populations, and six populations
to which the models are respectively fitted are given in three columns. Specifically, the first

column displays the M APEC[tLg ’IEZJ +1,2013] against ¢y, (the start year of the fitting year span)

for the three-level hierarchical credibility model and the classical Lee-Carter model for a

single population; the second column exhibits the M APEELg ’jfU] +1,2013] against t, for the

four-level hierarchical credibility model and the three Lee-Carter models for two popula-

tions; and the third column presents the M APEC[tZ’ lEfU] 11,2013 gainst ¢z for the five-level

hierarchical credibility model and the three Lee-Carter models for six populations. Note
that the M APEEZ I[tffju] 11,2013 under the three Lee-Carter models for two populations and
six populations are different. For the two-population graphs, the joint-k, the cointegrated,
and the augmented common factor Lee-Carter models are fitted into both genders of a
country; for example, the three Lee-Carter models are applied to both genders of the US,
and the corresponding M APEELg Et’ﬁ +1,2013] for the US male and female are given in (b),
(e) and (h) of Figures 4.1 and 4.2, respectively. For the six-population graphs, the joint-k,
the cointegrated, and the augmented common factor Lee-Carter models are fitted to all six
populations, and the corresponding M APEEZ@UU] +1,2013]
given in (c), (f) and (i) of Figures 4.1 and 4.2, respectively. Observations from the figures

for the US male and female are

are summarized below.
e The M APEC[tZ IE;JU] 1,73 values for the hierarchical credibility models and Lee-Carter
models are generally decreasing in ¢y, which means the wider the forecasting period,

the higher the MAPEELg’?ZJ]_i_l 7,) Value.

e The M APEC[tLg’ 'E;JU] 1, 7] values for all models and two strategies are neither mono-
tonically decreasing nor increasing with ¢ (the start year of the fitting year span),

i.e., the MAPEEZ’BIL]H ] values depend on the length and location of the fitting

year span. The pattern of M APEC[tLg’fo] 41,7 curves largely depends on the data

set. For example, the MAPEELg’IEZJ]H 7, curve for the MW strategy in Figure 4.2

(h) increases for the first twenty ¢;, values, then decreases for the next five ¢, values,
and finally increases in the last few t; values. However, Figure 4.3 (h) shows the

M APEEZ ' 'Eg]] +1,1,] Curve for the MW strategy is decreasing in 7, except for a few ¢,

values at both ends of the domain. Since we do not know which fitting year span will

result in the lowest MAPEELQ’YEZJH 7] We calculate the AMAPE, ; 11, 11,15) (the av-

erage of the M APEC[tLg 'E;’U} +1,1,] OVer all values of t1,) and use it to rank the underlying

mortality models for their forecasting performances.
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e The MAPE!" "/

[tU+17 TQ]

values for the EW and MW strategies of the hierarchical

credibility models are overall lower than those for the Lee-Carter models except for a

few cases, for example Figure 4.1 (i) for the US male, Figure 4.2 (i) for the US female,

and Figure 4.5 (h) for the Japan male; the corresponding AMAPE, 4 (1, 41,1, values
are shown in Table 4.4. Moreover, the M APE [t tu]
look smoother in ¢;, than the EW one.
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over six populations against t; with age

Below are observations from Tables 4.2-4.4, which exhibit the AMAPE, 4 (1,+1,2013]5
the “Avg 2”7 (the average of the AMAPE, g (1,+1,2013 over both genders of a country)

and the “Avg 67 (the average of the AMAPE, , 1,41 2013 over all six populations) for
ty = 2003, 1993 and 1983, respectively.
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e Observing the values in Tables 4.2-4.4, it is obvious that the AMAPE, , (41,2013
values become larger as the length of the forecasting year span increases from 10
to 30 years, which is consistent with the observations in Figures 4.1-4.6 that the
M APEE’ZJ t[tUU] LT values increase in the width of the forecasting year span.

e Based on the average of the AMAPE, , 1, 41,2013 over six populations (“Avg 67),
we observe that the hierarchical credibility model with more levels provides more
accurate forecasting performance. However, this conclusion does not apply to “Avg
2” (the average of the AMAPE, [ty +1,2013] over both genders of a country). The
forecasting performance ranking based on “Avg 2” depends on country. For example,
according to the “Avg 2” in Table 4.4 for the forecasting period [1984,2013], the five-
level hierarchical credibility model has the worst forecast accuracy and the four-level
one performs the best for the US, whereas the five-level hierarchical credibility model
has the best forecast accuracy and the four-level one performs the worst for Japan.

o The AMAPE, 4 1,+1,2013 values and their averages “Avg 6” and “Avg 2” under both
of the EW and MW strategies, given the same level of the hierarchical credibility
model, are close to each other.

e Among the three Lee-Carter models applied to six populations, “Avg 6” (the average of
the AMAPE, 4 1,+1,2013) over all six populations) shows that the augmented common
factor model LC6-ACF is the most accurate for the forecasting periods [2004, 2013]
and [1984, 2013], the cointegrated model LC6-Col performs the best for the forecasting
period [1994, 2013], and the joint-k model LC6-JoK is the least accurate for all three
forecasting periods. Moreover, the LC2-JoK model outperforms the LC6-JoK model
for all three forecasting periods, the LC2-Col model is better than the LC6-Col model
for [2004, 2013] and [1984, 2013], and the LC2-ACF model is worse than the LC6-ACF
model for [2004,2013] and [1984,2013].

e From Tables 4.2-4.4, we observe that most of the AMAPE, , (;,41,2013) values under
the hierarchical credibility models for all three forecasting periods and six popula-
tions are lower than those under the Lee-Carter models. As a result, the averages
of the AMAPE, ; (1,,+1,2013 over both genders of a country and over six popula-
tions for all the three forecasting periods under the hierarchical credibility models
are far lower than those under the Lee-Carter models. For example, for the 30-year
forecasting period [1984,2013], the averages of the AMAPE, ; 1,41 2013 over six
populations for the joint-k, the cointegrated, and the augmented common factor Lee-
Carter models applied to six populations and two populations and for the classical Lee-
Carter model applied to a single population are 19.57% (LC6-Jok), 17.97% (LC6-Col),
17.26% (LC6-ACF), 18.40% (LC2-Jok), 17.92% (LC2-Col), 18.41% (LC2-ACF) and
18.25% (LC1-Ind), respectively, whereas those for the EW and MW strategies under
the five/four/three-level hierarchical credibility models are 14.01% (EW-5), 14.02%
(MW-5), 14.60% (EW-4), 14.28% (MW-4), 15.03% (EW-3) and 14.55% (MW-3), re-
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spectively. Therefore, the numerical illustrations highly support the conclusion that

the hierarchical credibility models outperform the Lee-Carter models.

AMAPE | Country USs UK Japan
Model Avg 6 M ‘ F ‘ Avg 2 M ‘ F ‘ Avg 2 M ‘ F ‘ Avg 2
Hierarchical Credibility (HC) model

EW-5 6.63 5.58 | 4.92 | 5.25 9.48 | 7.87 8.68 5.74 | 6.20 5.97
MW-5 6.66 5.60 | 493 | 5.26 9.57 | 7.95 8.76 5.77 | 6.16 5.97
EW-4 7.23 6.36 | 5.53 | 5.95 9.86 | 8.24 9.05 5.86 | 7.52 6.69
MW-4 7.16 6.41 | 5.56 | 5.99 9.79 | 8.17 8.98 5.76 | 7.27 6.52
EW-3 7.47 6.00 | 6.04 | 6.02 9.78 | 8.33 9.06 5.83 | 8.85 7.34
MW-3 741 596 | 6.14 | 6.05 9.61 | 8.36 8.98 5.85 | 8.54 7.19

Lee-Carter model applied to all six populations (LC6)

LC6-JoK 10.61 10.27 | 8.54 | 9.40 15.10 | 10.23 | 12.66 || 7.98 | 11.56 | 9.77

LC6-Col 9.69 9.23 | 857 | 8.90 12.64 | 9.79 | 11.22 || 7.93 | 9.95 8.94

LC6-ACF 9.22 7.46 | 8.45 7.96 13.94 | 8.24 11.09 | 6.26 | 10.96 | 8.61

Lee-Carter model applied to both genders of a country (LC2)

LC2-JoK 9.77 10.06 | 8.75 | 9.41 12.95 | 889 | 10.92 || 7.61 | 10.39 | 9.00

LC2-Col 9.59 9.23 | 8.57 | 8.90 12.28 | 9.32 | 10.80 || 7.63 | 10.50 | 9.06

LC2-ACF 9.60 9.58 | 8.25 | 8.92 12.16 | 9.26 | 10.71 || 7.57 | 10.77 | 9.17
Lee-Carter model applied to a single population (LC1)

LC1-Ind 9.64 [ 923 [857] 890 [[12.28] 9.36 | 10.82 [ 7.63 [ 10.77 [ 9.20

Table 4.2: AMAPE, ; 1900420135 (%)

AMAPE | Country Us UK Japan
Model Avg 6 M | F [Ag2|| M | F [Avg2|| M | F [Avg2
Hierarchical Credibility (HC) model

EW-5 10.41 10.12 | 7.56 8.84 14.00 | 9.05 11.53 8.52 | 13.18 | 10.85
MW-5 10.55 10.41 | 7.13 8.77 14.39 | 9.45 11.92 8.66 | 13.24 | 10.95
EW-4 11.85 13.77 | 6.05 9.91 14.94 | 10.03 | 12.48 12.19 | 14.10 | 13.15
MW-4 11.74 14.39 | 6.12 | 10.26 15.07 | 10.14 | 12.61 11.17 | 13.56 | 12.37
EW-3 11.98 14.97 | 6.14 | 10.55 15.57 | 9.50 12.53 10.05 | 15.63 | 12.84
MW-3 11.81 15.04 | 6.32 | 10.68 15.48 | 9.79 12.63 9.49 | 14.75 | 12.12

Lee-Carter model applied to all six populations (LC6)

LC6-JoK 14.71 16.64 | 9.59 | 13.11 || 19.11 | 13.63 | 16.37 || 12.93 | 16.37 | 14.65

LC6-Col 13.98 16.48 | 8.32 | 12.40 || 18.71 | 13.81 | 16.26 || 11.31 | 15.27 | 13.29

LC6-ACF 14.25 18.19 | 8.95 | 13.57 || 18.92 | 10.75 | 14.83 | 11.30 | 17.39 | 14.34

Lee-Carter model applied to both genders of a country (LC2)

LC2-JoK 14.31 16.75 | 8.55 | 12.65 || 17.64 | 13.05 | 15.34 | 13.19 | 16.71 | 14.95

LC2-Col 14.14 16.48 | 8.32 | 1240 || 1743 | 13.12 | 15.28 || 12.74 | 16.73 | 14.73

LC2-ACF 14.02 16.36 | 7.61 | 11.98 | 17.34 | 13.01 | 15.17 || 12.68 | 17.14 | 14.91

Lee-Carter model applied to a single population (LC1)

LC1-Ind 1423 [[16.48 [ 850 | 1249 [ 17.43[13.07 [ 15.25 [ 12.74 [ 17.14 | 14.94

Table 4.3: 14]\414PF)C797 [199472013}8 (%)
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AMAPE | Country Us UK Japan

Model Avg 6 M ‘ F ‘ Avg 2 M ‘ F ‘ Avg 2 M ‘ F ‘ Avg 2
Hierarchical Credibility (HC) model
EW-5 14.01 13.57 | 17.33 | 15.45 16.94 | 10.63 | 13.78 10.69 | 14.90 | 12.79
MW-5 14.02 13.48 | 18.26 | 15.87 16.44 | 10.60 | 13.52 10.85 | 14.50 | 12.67
EwW-4 14.60 11.45 | 13.42 | 12.44 | 18.00 | 10.03 | 14.01 17.63 | 17.09 | 17.36
MW-4 14.28 11.63 | 15.38 | 13.50 || 17.03 | 9.53 13.28 16.12 | 15.98 | 16.05
EW-3 15.03 11.71 | 15.41 | 13.56 19.26 | 9.56 14.41 13.88 | 20.39 | 17.13
MW-3 14.55 11.83 | 16.37 | 14.10 || 17.98 | 9.58 13.78 12.62 | 18.94 | 15.78

Lee-Carter model applied to all six populations (LC6)
LC6-JoK 19.57 14.43 | 17.01 | 15.72 24.29 | 16.90 | 20.60 19.99 | 24.79 | 22.39
LC6-Col 17.97 13.43 | 15.60 | 14.52 23.86 | 17.15 | 20.51 16.39 | 21.37 | 18.88
LC6-ACF 17.26 12.32 | 16.15 | 14.24 23.02 | 13.30 | 18.16 15.36 | 23.43 | 19.40

Lee-Carter model applied to both genders of a country (LC2)
LC2-JoK 18.40 13.42 | 17.11 | 15.27 || 22.63 | 16.59 | 19.61 || 17.99 | 22.61 | 20.30
LC2-Col 17.92 13.43 | 15.60 | 14.52 || 22.53 | 16.62 | 19.58 || 17.05 | 22.26 | 19.65
LC2-ACF 18.41 14.32 | 16.49 | 15.41 || 22.43 | 16.89 | 19.66 || 16.90 | 23.46 | 20.18

Lee-Carter model applied to a single population (LC1)
LC1-Ind 1825 [[13.43 [16.26 | 14.85 [ 22.53 [ 16.78 [ 19.66 || 17.05 | 23.44 [ 20.24

Table 4.4: AMAPE, ; 11984, 2013)5 (%)

In summary, a hierarchical credibility model with more levels produces better prediction
results, and the EW and MW strategies have similar forecasting performances. Regardless
of the length of the fitting year span and forecasting year span, the hierarchical credibility
models overall provide more accurate forecasts than the Lee-Carter models. Therefore,
we conclude that the hierarchical credibility model is an effective approach to modelling

multi-population mortality rates.
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Chapter 5

Conclusions

This project applies the hierarchical credibility theory with tree structures of three, four and
five levels to modelling multi-population mortality rates. The five-level tree structure from
the bottom to the top is “year t”, “age z”, “gender ¢g”, “country ¢” and “multi-country”,
and the four-level tree structure is “year t”, “age x”, “gender ¢” and “country ¢”. The
hierarchical credibility mortality models are fitted with male and female mortality data of
three developed countries (the US, the UK, and Japan) from the Human Mortality Database
for an age span 25-84 and a series of fitting year spans. The classical Lee-Carter model and
its three extensions for multiple populations (joint-k, cointegrated and augmented common

factor) are also fitted with the same data set for comparisons.

The formula for }A/Qg,x,T_i_l, the hierarchical credibility estimate of the decrement over
[T, T + 1] in the logarithm of central death rate for country ¢, gender g and age z, under
a five-level hierarchical structure for the special case (we g,4,¢ = 1 for all ¢ = 1,---,C,
g=1,---,G,x=1,---,X,and t = 1,---,T) is a credibility-factor-weighted average of
Yegoe Yegee YeeeealdYe e, the average annual decrements of the time series
{In(me, g,z 4o—1,64¢)}s {In(me g, 0,t,44)}, {IN(1nc, 0 0,t,+¢)} and {In(1me e e,¢,4¢)} for four
different levels. For the hierarchical mortality model, we also adopt the expanding window
(EW) and moving window (MW) strategies proposed by Tsai and Lin (2017a, b) to forecast
mortality rates for two or more years. Under the expanding window strategy, the hierarchi-
cal credibility estimate }A/C 9,3, T+7 = Aqg,% 741 for 7 =2,3,---. Thus, In(7c, g, 2 +2—1, ty++)

is a linear function of 7 with slope Y, 4 5 741 and intercept In(me, g, 2; +o—1,¢y)-

The forecasting performance is measured by the MAPE resulting from a single fitting
year span. Based on the figures displayed in Chapter 4, we conclude that models have larger
MAPESs as the forecasting year span gets wider. Since we do not know which fitting year
span will produce the lowest MAPE, and actually the MAPE varies largely in the fitting year
span, we rank the models according to AMAPE, the average of MAPEs over all the fitting

year spans. From Tables 4.2-4.4, we conclude that the hierarchical credibility model with
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more levels overall yields better prediction, which means that modelling mortality rates for
multiple countries together with a five-level hierarchical tree structure can produce overall
more accurate prediction than modelling those for a single population separately with a
three-level hierarchical tree structure. Moreover, regardless of the forecasting year span of
10-, 20- or 30-year width, the hierarchical credibility models overall provide higher accurate

forecasting results than the Lee-Carter models.

The proposed model contributes to the literature of multi-population mortality mod-
elling by incorporating the hierarchical credibility theory, which is widely used in property
and casualty insurance, to model multi-population mortality rates. The model is conve-
nient to implement, and can be applied to a hierarchical tree of any arbitrary level to fit
a data set. It is a generalization of the credibility mortality model proposed by Tsai and
Lin (2017b), which can be considered as having a three-level tree structure with popula-
tion, year and age. The mortality rates predicted from the hierarchical credibility mortality
model for multiple populations can be further used to construct a mortality index for more

accurately pricing mortality-indexed securities.
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Appendix A

Lee-Carter model and its three

extensions for multiple populations

A.1 Independent Lee-Carter model

Lee and Carter (1992) introduced the famous Lee-Carter model to forecast mortality rates.
It models the natural logarithm of the central death rate using a bilinear function of two
age-specific factors and one time-varying factor. The model for a specific population 4 is

presented as follows:
ln(mi,z,t):ai,x‘i‘ﬁi,msz‘,t+€i,r,t7 r=xr, - ,2ry, t=tr,--,ty,

where «; , is the average age-specific mortality factor at age x for population i, k; ¢ is the
index of the mortality level in year ¢ for population i, 3; , is the age-specific reaction to
ki + at age = for population ¢, and the model errors for population ¢, €; 4.+, t =tr, - ,tv,
capturing the age-specific effects not reflected in the model, are assumed independent and
identically distributed.

The independent Lee-Carter model is subject to two constraints, Ziim ki + = 0 and
o0, Bioz = 1. The first constraint leads the estimate of a; , to

T=x],
ty )
A~ Dot In(m;, z,¢) _
QG = ) T =L, " ,TU,

’ ty —tr, +1

and the second constraint gives the estimate of l%i,t as

U

kije =Y M(miae) — Qial, t=tr, - tu.

T=x]
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Finally, to get B, 2, we regress [In(m; » ) — &; ] on I;:i,t without the constant term for each

age x.

The time-varying index /Af, ¢ is the key to project future mortality rates. Lee and Carter
(1992) suggested to model the time-varying index k‘Z ¢+ by a random walk with drift 6;, that
is, k = k:z t—1 + 6; + €, ¢+, where the time trend errors €; ¢, t = tr,--- ,ty, are assumed
to follow an independent and identically distributed, and independent of the model errors
€ z,t- The assumption above implies that (l%zt — 1%2-7,5_1) are independent and identically

distributed for all ¢, and the parameter 6; can be estimated by

A ~

ty
: k ) ki — ks
p= e Y (e ki) =
Ut 1 v —tr

The natural logarithm of the central death rate for age x in year ty + 7 and population i is

forecasted by

(7, 0t 1r) = Qizt Biw X kityir = Qi g+ Bio X (ki +7 % 6;)
= 1n(mi,x,tU)+(Bi,CC Xél) X T, 7—21)2)"' )
a linear function of 7 with intercept In(my;, » ¢, ) and slope (B,x X 0}), where In(m;, 2,1, ) =
Qi ¢ + @w X f“i,tu- Then, the projected central death rate is given by
M, 2, ty4r = €XP[Qi ¢ + Bi oz X (Kit, + 7 X 05)],
and the predicted one-year death rate for age = in year ¢y + 7 and population 7 is given as

iz tyrr = 1 — exp[— exp(dy,» + Bio X (kioy + 7 % 6;))].
A.2 Joint-k Lee-Carter model

Carter and Lee (1992) proposed the joint-k model to govern the co-movements among the
mortality rates for multiple populations. The joint-k model is constructed in the same
way as the independent Lee-Carter model except that the time-varying index k; ; = k,
i=1,---,r. The logarithm of central death rates, In(m;, ), for lives aged z in year ¢t and

population i can be expressed as
In(mi,x,t):ai,x+ﬁi,xth+5i,x,tv izl)"'vr7 T =2XL, " ,TU, t:tLv"'atUa

where «; , is the average age-specific mortality factor at age x for population 4, f3; , is the
age-specific reaction to k; at age x for population 4, k; is the common index of the mortality
level in year ¢, and the model errors €; . ¢, t =tr,--- ,ty, capturing the age-specific effects

not reflected in the model, are assumed independent and identically distributed.
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There are two constraints Ziim ky = 0and Y ;> 7Y, Bi . =1 for the joint-k Lee-

=Xy,

Carter model. The first constraint Y77, , ki =0 gives the estimate of a,,

AL Ziit@ ln(mi7x,t) - )
1, T tU _ tL + 1 ) Ly , LU,
and the second constraint >2;_; >3V, fB; » = 1 implies the estimate of k,
N T U
ky = Z Z In(m; z.¢) — & 2], t=tr, -, tu.
1=1x=x],

Finally, we regress [In(m; » ) — &; o] on k; without the constant term for each age z to
obtain B,z

The common time-varying index k; is assumed to follow a random walk with drift 6 for
mortality prediction: by = ki +60+ €;, where the time trend errors €4, t =t +1,--- , ty,
are assumed independent and identically distributed, and independent of the model errors

€i,z,¢t- Then we can estimate the drift parameter 6 with

. L

A 1 . ki, — k

0=—— > (i — k)= L—L
tv —tL, tv —tr

The logarithm of the projected central death rate for age x in year ¢ty + 7 and population

1 is given by
(7, 2,1y 1) = Qo + Biw X (kiyy +7 X 0) = (10 01,) + (Biw x 0) x7, T=1,2,---,

a linear function of 7 with intercept In(7; » ¢,) and slope (B“c . é), where In(7; 2. ¢,) =

CAMZ'“T +Bi,x X ]AﬁtU.
A.3 Cointegrated Lee-Carter model

Unlike the joint-k model, which assumes that all populations have the common time-varying
index k, the cointegrated model proposed by Li and Hardy (2011) assumes the time-varying
index for population i (¢ > 2) is linearly related to the time-varying index for population 1,
the base population. Therefore, the time-varying index for population i (i > 2) needs to be

re-estimated in this model.

Assume that the mortality rate for lives aged z in year ¢ and population ¢ follows the

independent Lee-Carter model as follows:

ln(mi,x,t):ai,m+5i,zin,t‘{'si,z,t; 1::1,"',7“, r=2xr, " ,2U, t:tLv"'atU'
There are two constraints Ziim kit = 0 and >0Y%  Bi, = 1,i = 1,---,r, for the

cointegrated Lee-Carter model. The estimate of «; , can be obtained by the constraint
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Zii% kit =0 as
S, W)
b ty —tr+1

and k; ; can be estimated with the remaining constraint » 77 . Bi,e =1 as

y L =2TL, 20U,

Tu

ki ¢ = Z In(mi z ) — &g, =L, - ,2y.
T=x7,

Again, we regress [In(m; 5 ) — &; 5| on ]%i,t without the constant term for each age x to get

~
/Bi,x‘

The time trend l;:i’t is assumed to follow a random walk with drift 8; for mortality
prediction: ffz’,t = l::i,t_l + 0; + €;,¢, where the time trend errors ¢ ¢, t = tr, +1,--- , 1y,
are assumed independent and identically distributed, and independent of the model errors
€i,z,t- Then the drift parameter 6; for population i can be estimated by 91 = (]Afi,tu —

A~

kiv,)/(ty —tr),i=1,--- .

The cointegrated Lee-Carter model assumes there is a linear relationship plus an error
term e; ; between El,t and ]%i,t for i = 2,--- ,r. Specifically, ]%i,t =a; + b; x l%l,t +eit, 1=
2,---,r. Then we re-estimate k; ; using the simple linear regression as l;:i,t = &H—Igi X l%l,t for
i =2,---,r,implying that the estimate of the drift of the time-varying index for population

i, 0;, is given by

t . .
1 - > k1, — k1t s
. PR > (/‘Cl,t—kl,t—ﬁ:%zﬁl, i=1,
Ai— AU_ Lf:tL"rl U— 1L
[— o kg, —k A,
M:bix 1ty 115L:bZX017 i—2 .
ty —tr ty — 11,

The logarithm of the forecasted central death rates for lives aged = in year ty 4+ 7 and

population ¢ is given as

5>

ln(mi,x,t(]—i-T) = &i,x +Bi,z X (l%i,tU +7X éz) = hl(mi,x,tU) + (B@,x X z) xT, T=1,2---,

a linear function of 7 with intercept In(r; 4+, ) and slope (BALI . GAZ), where In(m; 4 ¢,) =
Qi 2+ Bix X kit

A.4 Augmented common factor Lee-Carter model

To deal with the divergence in forecasting multi-population mortality rates over the long-
term, Li and Lee (2005) proposed the augmented common factor model which not only
considers the commonalities in the historical experience but also includes the individual

differences in the trends.
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First, the independent Lee-Carter model is modified to a common factor model by
setting a common age-specific term §; (8;,, = fz) and a uniform time-varying index k;

(ki,+ = k¢) for all populations as follows:
1n(mi,x,t):ai,x+ﬁzth+5i,x,ta izlv"'aTy T =XTL,  ,TU, t:tLa"'th7

subject to two constraints, Z;UtL ki =0and 37/ >7%, w; By = 1, where w;, set to be 1/r
in this paper, is the weight for population ¢ and Y ;_; w; = 1. We can similarly estimate
Q5 g by
A Zt tr, ln(mivxyt)
QG ¢ =
ty —tr, +1

y LT =TL, " U,
and k; as

r
Z sz ln mzazt) &i,x]v t=tr, - ,tu.

i=1xr=T[,

Then Ba, can be similarly obtained by regressing Y i_; w; X [In(m; 4 ) — &; 4] on k; without

the constant term for each age x.

To include the individual differences in the trends, Li and Lee (2005) added a factor

» % ki ; to the common factor model to get

In (mzxt)—azx+ﬁxth+ﬁszkzt+5zxt,

/

with an extra constraint > 77, f; .

= 1, which is called the augmented common factor
model. The extra constraint implies k:l ¢ = 2oy, (M 2 1) — Qi o — Bz x k], and ﬁA;x can
be obtained by regressing [In(m; 5 ) — &;, o — Bx X k:t] on k‘i,t without the constant term for

each age x.

Similarly, we assume that both time trends k; and lg:;t follow a random walk with drifts
0 and 6;, respectively. Specifically, ki = ky—1 + 0 + €, and l%;t = ]%;,t—l + 0, + €; ¢, where
each of the time trend errors ¢ and € 4, t =t + 1, -+ ,ty, are assumed independent and
identically distributed, and all of the three error terms, €; , ¢, € and €; ¢, are assumed

to be independent. Again, the drift parameters 6 and 6, can be similarly estimated by
0 = (ki — ki) /(ty — tr) and 6] = (k] ,,, — K} ,,)/(tv — o).

Finally, the logarithm of the predicted central death rates for lives aged z in year ty 4+ 7
and population ¢ can be expressed as
ln(miyf,tU‘i‘T) = OAél,iﬂ—i_Bm (ktU_'_Txg)—i_ﬂzx ( ztU+TX0/)

= ln(mi,m,tU)+(5x><0+6i,z><0§)><T, T=12,---,

a linear function of 7 with intercept In(7; 4,4, ) and slope (ﬂx 9—!—5 ) where In(m; 5 ¢,) =
ai,w +ﬁa: X ktU + 67,'71‘ X k/

ity
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Appendix B

Estimation of structural
parameters and credibility factors
for the hierarchical credibility

model

Credibility estimators

From Section 6.4 of Bithlmann and Gisler (2005), to find the hierarchical credibility
estimator }A/:;’g’m7T+1 for age x and gender g and country c in year T+ 1, we need to first
find the credibility estimators }qug and }A/c,gw. All three credibility estimators }7079, Yc,g,x
and }7679’$7T+1 can be seen as weighted averages of Bs (B(C?’), B(C??q and B(cl)gx) and the

overall mean fi4 as follows:

Yeg=a@ - BY +(1-al?) - fu, (A1)
Vogo = a2y BE+(1-a62) Yo, (A2)
= a2y BE +1(1-a2y) 6P B +1(1-aly) - (1-ad)] - fu,

and
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A

&) g,JL‘,T+1

= A(cl,)g,m‘Bt(:,lg,z—’_(l_&(cl,)g,x)'}A/ngz
= ally .- B L+ [(1=a), ) -aP]- BE) +[(1-al) ) - (1—a2)] - Ve,
~(1 ~(1 ~A(2 A (1 ~ (2 A
=B (A%, )60 BE,+ (1 - 6l ) (1 - 68 6P B
+[(1 - dcl,)g,x : (1 - OA‘(CQ,)g) ' (1 - &(cd))] ' la47

(1) ~(2)

where &¢ g2, G¢g and G

~(3)

are the corresponding credibility factors for levels one, two

and three, respectively. The expressions for B(cl,)g,m, B(C?)g and B(CB), the credibility factors

(oz(cl)w, d(c2)g and & )) and fi4 by theorem 6.4 of Bithlmann and Gisler (2005) are given in
Table B.1.
B(l) _ 'U}cyg z,t Y. (1) A(1) _ wgvlé)hfﬁ 6-%
0797$_Z (1) ) C,g,(E,t wc,g,a} wc g’xt ac"%w_ (1) A2 pat
t=1 We¢ g, t=1 We, g, * 01 + 0,
2) X dcl,)gw 1) (2) X A (1) . (2) w((:i);'&%
BC,g = Z (2) BC,g,I wc,g = Zaczgvz ac’g = (2) A9 A9
z=1 Wc,g =1 We, g - 03 + o1
BY — EG: 02y . B®@ w® — EG: &® NONS w” - 63
c (8 Te9 c &9 ¢ () A2 | A2
g=1 Wc g=1 We 03 + 04
C CA]é(S) C
~ c 3 ~(3
MBZZU}M).Bé) w(4):2a(c)
c=1 c=1

Estimation of the structural parameters

‘We observe from Table B.1 that

w
o B(cl)g,;p = Z SRICA Ye gzt for level 1 is an exposure-unit-weighted average of

(1)
t=1 We,g,x

Y. g,z 8 over all years ¢ at level 0 under age x, gender g and country ¢ with the weight

(1)

[We, g, 2.t/ wc,g,z], where we, g, is the sum of the level-zero exposure units we, g, »,¢ for

t=1,--,T.
L (1)

X
° B(c?)g Z Gejga .BY forlevel 2 is a credibility-factor-weighted average of B(cly)g,zs

@ c, g, T
z=1 We,g

(2)

at level 1 with weight [a(cl)g, / w((;in], where w¢ g is the sum of the level-one credibility

(1)

~ 2) @c We, g, x,t ..
factors aey,» for z = 1,---, X; since BS; g E E g’ . g’ Y g2t it is

rx=1t=1 'wcg wcg,

also a weighted average of Y, 4 . s for all ages x and years t at levels 0-1 under gender

g and country c.
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~(2)

° B(CS) = Z Qeg B(Q) for level 3 is a credibility-factor-weighted average of B( ?qs at

3)

g=1 Wc
level 2 with weight [d(c%)g / w£3)], where w£3) is the sum of the level-two credibility factors
G X T a2 40
(c)gforgzl,- , G; because B() ZZZ g acg’ wc’g’z’t'YC,g,x,t,it is

(1)
g= lz=1t= 1 Cg ¢ 9,z

also a weighted average of Y. 4 . ¢s for all genders g, ages x and years t at levels 0—2

under country c.

C ~(3
ad @)

® iy = Z @ ) for level 4 is a credibility-factor-weighted average of B¢"’s at level 3

c=1
~(3)

with weight [a£3)/w(4)], where w(*® is the sum of the level-three credibility factors &\
CE XZI 4B () A (1)

& w
forc=1,---,C; furthermore, M4_ZZZZ @ z C(gsx. C(fft Yo g ot
c= lg 1lxz=1t=1 w wczg wc,g,z

is also a weighted average of Y, 4 » s for all countries c, genders g, ages x and years
t at levels 0-3.

o4 = E[07(Oc,g,2)] 91 (Oc,g,2) = We,g,a,¢ - Var[Ye, g,2,¢|Oc, g,4]
1 C G X
N A2 o JAN 1 2
Ug:C G XZZZUl(@c,g,z) U%(@c,g,z = 7lszQZt ngt B<7;’ }
c=1 g=1 z=1
X @ X o
1 1 5 c,g,x 1
of = B{Var[n(Oe,g,2)|®e, o1} 2= wlhe Boge=) —it Bl
=1 =1 ¢ g
1 —1
Ay X1 Zwﬁi, , 17w5)gz
o X (M )
=1 ¢ 9 Zeg
—m 17 X
~2 (1) ~(1) w(‘, ) (1) 1 A2
- Gzzmax 70, 0] 7)) { - Z o {BC ) B } . .UO}
c=1 g=1 c, g
@\ @ _ = w)
2 2 %) C, ¢ 2
03 = B{Var[pa(®c )| ¥]} 2P =3 wl, BL=) “5r-BE)
g=1 g=1 Ze
G 2 2 -1
@ Z G-1 {Z wﬁﬁ, . l:l_ wﬁﬂ}
G g e e
C el 2) 2
1 . . G w! —(2 G
22 (2) @ _ (2 c9 | p2 (2) 2
) e =m —w®
03 = Var| us(¥.)] 20 =3 wd B =) T BY
c=1 c=1
SN C)) 37yt
6(3)20_1' ch . 1_7-Uc
C 2(3) 2(3)
c=1
®w]* C
52 7(3) F3) — B® _g®| _ &Y 52
63 = max[ T, 0] ™ = { 1 Z B |: — B, :| e 02}

Table B.2: Hierarchical credibility estimation of o, 0%, 05 and 03
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It is possible that Tc(}g), AC(Q) or T3 given in Table B.2 is negative because of a subtrac-
tion. In this case, we set it to zero. Note that for a four-level tree structure, we can set
éu(cg) = 1 and do not need to calculate fi4 and w® in Table B.1. Similarly, to obtain the
corresponding formula (A.3) for a three-level tree structure which is the Bithlmann-Straub
credibility model, we let @(03) = d(f,)g =1 and it is not necessary to calculate Bg’), w£3), o

and w®.

To get the credibility estimate Yc .z, 7+1 in (A.3), we need the estimates 63, 6%, 63 and
3. The estimation of 03, 02, 03 and o2 is given in Table B.2. For the detailed estimation,
please refer to Section 6.6 of Bithlmann and Gisler (2005). From the formulas in Table B.2,

we notice that the values of 67, 53 and 3 can be zero, which leads to the values of d(cl,)g,x,

d(c%)g and 07(@3) being zero, respectively. Since the structural parameters are estimated from
the bottom to the top of the tree structure, it is easy to extend them to a tree structure with
higher levels. However, a hierarchical tree structure with higher levels has more structural
parameters. As suggested by Biithlmann and Gisler (2005), one should be careful choosing

the number of levels in the hierarchical credibility model.

It is obvious that the tree structure of the hierarchical credibility model covers that of
the Bithlmann-Straub credibility model, which can be obtained by applying a three-level
tree structure with only levels zero, one and two in Figure 3.1 for a specific population
of country ¢ and gender g. Therefore, the five-level hierarchical credibility model is a
generalization of the Biihlmann-Straub credibility model. Given a specific population of
country ¢ and gender g for a three-level hierarchical tree structure, the Biihlmann-Straub
credibility model reduces to the Biihlmann one if we further set we 4,5+ = 1forx =1,--- | X
andt=1,---,T.

Next, we give a special case where all of the exposure units we, ¢, ¢S are set to 1 (equal
exposure units). We will use this special case for our hierarchical credibility mortality

model.
A special case

Ifweg et =1foralle=1,---,C,g=1,--- ,G,z=1,--- ,X,and t =1,--- ,T, then the
quantities in Tables B.1 and B.2 simplify to those in Tables B.3 and B.4. Moreover, the
credibility factors 07(017)5,,96, d(c%)g and @(63) become subscript-free ones &1, &2 and 4, and
BY), .+, B, BY and fiy Simplify t0 Ve g 2. 0) Ve g 0.0; Yo 0,00 ad YV o o o, respectively.

Note that
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T A2
n _ 1 A5 W _ b |l T AL
B = — Y, =Y o || W =T=w & = — — =
c, g, T; c,g,x,t g, c, g, c, g, T O'%-i—O'(Q]
2) 1 X (1) A — 2) ~(1) ~(2) Xd(l) 6’% A ~(2)
Bua =g 2 Boaa=Vogee |wig=X-a Ges= ¥ am 347 ©
G ~(2) | 52
3 _ 1 2) Avr B3) _ A2 3 G-av-o5 AL
Be _G;BC’L_YC"" wel =G 6 = e iy =AY
c
1 _
c=1

° ?0797967. (called the age sample mean) for level 1 is the average of Y, 4 ;. ¢s at level 0
fort =1,---,T, or the average of all entries Y. g 545 (t =1,---,T) ina 1 x T row
vector, for age x under gender g and country c;

® Y. ;e (called the gender sample mean) for level 2 is the average of Y 4 4 o at level 1
forx =1,---, X, or the average of all entries Y. g » s (z =1,--- , X andt =1,--- | T)
in an (X x T') matrix or rectangle, for gender g under country c,

° 757.,.’ « (called the country sample mean) for level 3 is the average of 707 g,e, e at level
2for g=1,---,G, or the average of all entries Y, g o s (9 =1,--- ,G, z=1,---, X,
andt=1,---,7T) in a (G x X x T) matrix or solid, for country ¢; and

® Yoo oo (called the multi-country sample mean) for level 4 is the average of Y. o o o
at level 3 for ¢ = 1,---,C, or the average of all entries Y, 4 545 (¢ = 1,---,C,
g=1,--- Gyz=1,--- , X,and t =1,--- ,T) in a C x G x X x T matrix or in C
(G x X x T) solids for the multi-country population.

Under this special case that all we g o+ =1, (A.1)-(A.3) turn out to

}/Cg:&(g)‘?07.70,0"‘(1_&(3))'}/00.07 (A4)

) ]

¢ 9

f/c,g,x = d(2)’?6,g,°,o+(1*d(2)) f/
Y

= @(2).*6797.7.+[(1_d(2)) a3 )]. 67.’.7.+[(1 A(2)).(1_5[(3))].?.7.,.7.’
(A.5)
and
}A/c,g,x,T—i—l = d(l) '?c,g,m,o + ( )
- &(1)'?c,g,m,o+[( 65 )) ] c,g,e,@
+H(1=aW) - 1-a®)- 4] Ve
H(1—aW) - (1-a@). (165 V4 e (A.6)
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08 = E[U%(@c,gw)]

U%(@c,g, w) = VC”’[Yc, 9,5,t|9c, g, x]

1 C G X
62 = m;zzlaf(@c,g,m
por o

>

1(Oe, g,2)

1 T 2
g 30 Ve = Vo]
t=1

of = E{Var[p1(Oc,g,2)|Pe, ]}

=X-T, Bilje=Yegoe =1

c G
R 1 X
6% = tolel ZZmaX[Té};, 0]

c=1 g=1

1 X 2,

.1 — — 0

C<,3_X_lzliyc,g,z,-—yc,g,c,o:| —TO
x=1

03 = E{Var|uz(®c,q)|Pc]}

Z<62) = G . X N 6{<1>, EE?). = ?c,o,.,o, CS;Q) = 1

1

G-1

M

7 _

2 &2
?c o'_?cooo - 71
[ o ’ Y ’ , ] [X +

1

g

P =0.G-6®, BY =Veees @=1

62 = max[T®, 0]

2 ~2

C 2
. 1 _ _ 5
TG = o1 Eil l:Yc,o,o,o — Yo,o,o,o:| - |:GC§ + Go:lX + axX.T

Table B.4: Hierarchical credibility estimation of 0(2), a%, 0% and a§ under all we, g z,¢ =1

From (A.4)-(A.6), we observe that

e the common credibility estimate }A@g for all genders g (9 =1,---,G) at level 2 under
country c at level 3 is a weighted average of ?C,.’., and 7.7.7.7.;
e the common credibility estimate Y, , , for all ages z (z = 1,---, X) at level 1 under

gender g at level 2 and country c at level 3 is a weighted average of Y 4 o o and }Afc, g

which results in a weighted average of 70797.., 707.,.7. and Y,

o o o; and

) Oy ¥y

e the credibility estimate Y/c,g,x,T—&-l for year T+ 1 at level O under age x at level 1,

gender g at level 2, and country c at level 3 is a weighted average of Y. 4, « and

ffc’ g,z» which leads to a weighted average of 7639’17., ?Cyg,.y., ?67.7.7. and 7.,.7.7..

We use subscripts (g, z, t) for gender g and age z in year t for a four-level hierarchical

structure being applied to a country. The structural parameters for a four-level hierarchical

tree can also be estimated from those for the five-level hierarchical tree by setting C = 1

(for a specific country) and &) = 1, and we do not need to calculate 7® and 43 in Table

B.4. Then the hierarchical credibility estimate of the decrement in the logarithm of central

death rate over [T, T'+ 1] for gender g and age x under the special case is

A

Yoo =aD Yoot [(1-a")-a?) Voo +[(1-aD)- (1-a®)] - Ve (A7)




Note that 62, 67 and 63 in the expressions for &1 and @&®) (see Tables B.3 and B.4) become

, 1 G X 1 T o ,
R O ID I P D DL AT PP}
g=1lz=1 t=1
61=24 Z?:l maX[Tg(l), 0] and 62 = max[7'®, 0], where
X 2 A2
N 1 — — 0,
1) _ 0
Tg()_X_l — |: g,x,® ng.y.:| ?’
=1
and

~(2) 1 e - * 1t 43
T - = 4 Y oo_Yooo |~ .
G_lgz:l|: g9, 7>:| |:X+XT:|

If C = G =1 (mortality data are applied to a specific population of gender and coun-
try), the five-level hierarchical structure reduces to three-level one, and the non-parametric
classical Biithlmann credibility model recovers. In this case, p1(0c, g,2) = E[Ye, g,2,¢|O¢, g, 2],
01(Oc,g,2) = Var([Ye,g,4,t10c,g,a), 12(®e,g) = E[E(Ye,g,2,t1Oc,g,0)|Pe, g, 0F = E[0F(Oc,g,2)];
and 07 = E{Var[u1(O¢, 4,)|®c, 4]} become (we use subscripts (z, t) for age x in year ¢ un-

der a three-level hierarchical structure, and ignore subscripts (¢, g) = (1, 1) for simplifying

notations)

e 111(0;) = E[Y; +|O4], the hypothetical mean;

e 07(0;) = Var[Y; /0], the process variance;

o 2 = E[p1(0;)] = E[E(Y;,t|©4)] = E[Yz,+], the expected value of the hypothetical
means;

e 03 = E[0?(0,)], the expected value of the process variance; and

e 02 = Var[ui(0,)], the variance of the hypothetical mean.
1 [:U’ ( 9 yp

Then the non-parametric Biihlmann credibility estimate of the decrement in the logarithm of
central death rate for age x over [T, T+1], }A/%TH, can be obtained by setting @2 = 4®) =1
in (A.6) as (see also Tsai and Lin (2017b) and Klugman et al. (2012))

A

Veri=aM YV, o+ (1-aM).Y,., (A.8)

where ?%. = %Zthl Yy and fig = ?,7. = %Zle ?Z7. = ﬁfo:l Zthl Y, +. Note
that 62 and 67 (given in Table B.4) in the expression for &1 (see Table B.3) become

1 X I 2
A2 -
A= [y (7o) |
Xa:zl T_ltzl
and 62 = max[T'(", 0], where
X 2 A2
N 1 — — 0,
T =~ {Y Y, ] -2,
X—lg;1 © ’ T
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Appendix C

Proof of Proposition 1

C.1 Proof of Proposition 1 (a)

Proof: By (3.2),

cC G X cC G X cC G X
DD Y Vegarir = VY SNV [0 -a) 6PN NIV,
c=1g=1z=1 c=1g=12=1 c=1g=1z=1
cC G X
(1= al)- (1-al) - a®13 3 3 Ve
c=1g=1z=1
G X
HA—al) - (1-aP) - (1= a) 33 YV,
c=1g=1z=1
= aV.c.¢-x Y., +l0-aD)a®) 06 x Y,

9y @y

&
(1_d7('1)) ( A(Q)) 5'3)] C‘G'X'?o,oao

1 cC G X . s 1 Cc G X*T—&-T
mZZZYCfinﬂ-T*Yo,.,.,.:mzzz ¢, g,x, "

C.2 Proof of Proposition 1 (b)

Proof: This proposition is proved by mathematical induction on 7. First, for 7 = 2, by

definition, (3.3) and Proposition 1,
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v 1+2

e 0 00

T

Next, assume that Y. e.0.0 = Y ¢ o o ¢ h0lds. Then

_ 1
L+l

e 0 00
o=

T _
: = YTtlo o
_|_ 1 9, @,

v (3.3) and Proposition 1 lead to

cC G X

CGXZZZ

fT+T+1
c,g,x,
lg=1z=1

T+1—1

T
Y;: xt+ Y;: x,t
(X Vamnet 2 Ten

t=T+1

) ch, g, z, T+T1

I+

T'+71-1
T+

Therefore,

S

we prove that Y, o g ¢ =Y, ¢ 46 for 7=2,3,-

[T+T—1 Y

}

¢g,%,® + }/C,g,l’,T-f—T

4i7
T+ T

14T

e 0 00

1+1

o 0 0 0

e 0 00

1 +T —1+1

- under the EW strategy.

C.3 Proof of Proposition 1 (c)

Proof: Let f, = (T+7)-63+63,9- =X -(T+7)-63+ frand h, = G- X - (T+7)-63 +g-.

Then by (3.7), (3.8) and (3.9

_ fol_&(Q]

Qr o fT 1 ’ 1
(2) gT 1— fT 1 1
T gr—1 ’

"(3) — h‘r—l_g‘r—l 1
T hr—1 )

), we have

From (3.2), we can express Y, 4 z 747 as

}A/c,g,x, THT
_ 1 [
fT—l gr-1 h’T—l Ir-

+a'8 (hr—l - gT—l)

)y 9y @y

62 ~(D)y ~(2 62(gr—1—fr—
at) = 7 (1-a)a? = 055_;9:‘_;2);1
o = I= (1-al) (1 - o) o) = Alere)
2
o == 1-at)(1-a?)(1-ad) = ;A
1 +7 1 +7
1 hr—1 (fro1—63) - Ychrw.Jon (gr—1— fr-1) hro1 - Yc—;o,o
T 1

fT—l Yc—l—Too—i_o-OfT 19r—-1" o—tTo o} (Cl)
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Our goal is to show f; g h; Yc g, 2, T+r+1 = fr gr hr YC g,z, T+r, Which implies }A/C’g,%TJrTH =
YQg,%TjLT,T—l 2, , and thus}/;;gl-TJ,_T—Y’g’zT_Arl,T—Q 3, . First, we let

DIFF = frgr-hr - Ye g o Tiri1 — fro1 Gro1 hre1 - Yo g, o Tr-
Then our goal changes to prove
frgrhr-Ye g2, T+r = fr gr hr - Y., g2, T+74+1 = fr—19r—1hr—1-Ye g 2 74+ + DIFF,
or equivalently, DIFF = (f; - gr - hr — fr—1-Gr—1-hr_1) - Yo g 2. 747

By (C.1), DIFF is the sum of the following four expressions (C.2)—(C.5):

N —T+7+1 —T+
9r hr (f‘l' - 0-(2)) : Yc g,Tx ¢« —gr—1 hr—1 (fT 1= 0-8) Yc g,Tx °

T+t T+71—-1
:6%|:gr T<ZYch7zt+ Z }/cg,xt> —gr— 1h7' 1<Zycg,xt+ Z ch,xt)]

t=T+1 t=1 t=T+1
T4+71-1 .
= OA-% [(gT hy —gr—1hr—1 (Z ¢, g,z,t T Z ¢, g,T, t>+gr h - ch,g,m,T—s—’r
t=T+1
—S1T+7
= (gThT—gT—lhT—l) (fT 1_00) chzo+algTh }/cg,x T+ (02)

524 1 ~ 1
( — fr) he - Yc;Tjo_ 2(9‘1’ 1= fr—1) hr—1- Yc;‘;.

T+1 T4+71-1
:5' 5§|: Z<Z}/cg,xt+ Z chg,:ft) T— 1Z<Zifcg,zt+ Z cg,mt)]

t=T+1 t=T+1
X Ttr—1
—68&§[<h7—h7 ) Z(an,m+ ) ch,mt)+h ZYCQ,”M
=1 t=T+1

T+T1 N

= &8 (hT - hT—l) (97—1 - fT—l) '?c,g,o,o 9 5’ ¢, g,z, T+7> (03)

||M><
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N —1T+7+1 N 1+
68 (hr —9r) fr Y uwe— 08 (hre1 = Gro1) fro1-Yeaes

G X T+1
:6-(2)6- |:f7' ZZ(Zch,xt+ Z chg,xt)
g=1a=1 t=T+1
T+1—1

G
7f7' 122(2 cg,xt+ Z cg,xt):|
g=1lz=1 t=T+1
T4+71-1 G X R
= 5363 |4 ~ fo) zz(zng,m 5 Vgt +h 303 Vagunren
g=lz=1 t=T+1 g=lz=1

= 5'8 (fT_fol) (hTfl_ngl)'Yc,qTo,o (2)6-?3 ZZY g,x, T+ (04)

T+T+1 T+ T

gOngT' oooQ_OA—OfT—lgT—l'Yooooza—g(ngT_fT—lgT—l)'Yoooo (05)

) ¥y ¥y ) ¥y ¥ ) Oy ¥y

Next,

ngThT_folnglhTfl = (f‘l‘*l_'_a-%)g‘l'hﬂ'_folnglhTfl = a'%gfh‘r‘i'fol(gThT_g‘rflhTfl)y

and

(Frgrhe—fro1Gr—1hr—1) Ve g o747 = 62Grhe Ve g o 7rrt Fr—1(grhr—Gr—1hr—1)-Ye g 0. Tr-

(C.6)
The first term of (C.6) cancels out the second term of (C.2), and the second term of (C.6)
by (C.1) gives

~2
1+T T+T
(grhr = gr—1hr—1)(fr—1 — (%) Yc,g,x7o + 01 (grhr = gr—1hr—1)(gr—1 — fr—1) - Y c,g,e,®
—
0'2 —T
+ L (gThT - nglhTfl)(hTfl - ngl)fol . Y07f7.7.
gT—lhT—l
52 T
+h 01 (gThT gr— 1h7' 1)f'r 1° Y.:T.,. (07)
—
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The first term of (C.7) cancels out the first term of (C.2), so the remaining task is to prove
that the sum of the last three terms of (C.7) equals the sum of (C.3), (C.4) and (C.5). Since

X
y — X A2\ | A2 ST+r
x:1Yc,g,m,T+T —m{ [gr—lhf—l(fT—l —060) +65(9r-1 — fr—l)hf—l} Yoo
A 1 ~ 71
+ U(%(h‘f'*l - ngl)fol : YC,J:,TQ,Q + 0-(2)]07'*197'*1 : Y.,t:ro,o}
X 14T
= | fr—1h - -6 Y
fT*lnglh‘Tfl [f‘l' v 1(97' ! 00) 9
A 1+T N 51 +T
+ Ug(h’f'—l - gT—l)fT—l ’ Yc7o7o7o + U(%fT—lgT—l ’ Yo7o,o,o:|
:X(QT—1 —63) YT X63(hr—1 — gr—1) YT X63 T+
Gr_1 ¢, g,e,0 gT—lhT—l c,0,0 0 h, 1 e 0 00
(C.8)
and
G X
Y GX ~ ~ 1+T
Z Z Yo g0, 747 :—{ [fT—lhT—l(gT—l - G(%) + US(hT—l - gT—l)fT—l} Y aee
g=1z=1 fT—lgT—lhT—l T
A <1
+ U(%fT*lngl : Y.:‘:Tg7.}
_GX(hr - 63) —T4r GX63 —14r (C9)

"lcie 00 "1 oe,0,0 0
h’T—l h‘r—l

comparing the coefficients of ?Z;T,’,, 72:1, and ?,TJ:T, . in the last three terms of (C.7)

with those in (C.3), (C.4) and (C.5) associated with (C.8) and (C.9), it is sufficient to show

1. coefficient of YZ;T,’.:
63 . X6363h:(gr—1 — 63
0 (thr—gv—lhT—l)(gr—l _f’T—l) = Ug(hT_hT—l)(gT—l_fT—1)+ 02 T(gT ! 0);
gr—1 gr—1
(C.10)

9. coefficient of Y21

c 0,0 0"
~2
%
gr-1 h’T*l

Ad A2
XUOO-QhT(hTfl - g‘rfl)

~2
= T JT— h’T— - Yr—
h + 63 (fr = fro1)(hr1 = gr1) +

(9rhr = gr—1hr—1)(hr—1 — gr—1) fr—1

GX&(%‘&%fT(hTfl - 53) .
hT—l 7
(C.11)

3. coefficient of YIJ:T.’.:

+ 6'(2] (fr 9r — fr-19r—1). (C.12)

>

~2 A4 A2 A4 A2
0, Xa6565h GXé6505f
0 (gThT _gT—lhT—l)fT—]. = hO 2 7 + h 0-3/7
T—1 T—1 T—1
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After rearrangement and simplification, the three equations (C.10), (C.11) and (C.12)

we need to show become

(97'71 - fol)(gT - g‘rfl) = Xa—%(ngl - 6-(%)?

(h’Tfl - ngl)(folgThT — frgr—1hr—1 — Xﬁga’%h-r) = GXa-ngngl(hTfl - 6%)7

gT(fT—].hT - fThT—].) = Xﬁg(ﬁghr + G5§f7)a

respectively, which can be verified directly by the definitions of f., g, and h.
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