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(2.4)

AL )

Foye A 114 BIAS] 7H0] 2, 8, ()= A4 0014 54 39 F0) BF T4
7} E8o] 753}

TAR ZHFel Aok webA 5,0) = FO)0l2 & 5 AT 12T A Qe T
o}
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2.5)
FOY1 +¢), max{S,(r), s<T<1> B,

F(O)} + Rgpa) = {

olull, K = §;(0)(1 + g/a)o]th. A (2.5)+= Indicator functionS ©]-&3te] T}-S3} o] B3 4 Qirt

[FO)1 + )+ amax(S;(T) - K, O)//[max{S:(1), s <7<t} < B] (2.6)
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v o1 poio (2.8b)
PO 10 o5

& 7P 8th A by, kol T B4 g(((X1(1), Xa(7)), 0 < 7 < THel thshe]

E [exp(hi Xi(T) + o Xo(T)g ({(X1 (), Xo(2)), 0 <7 < T})] (2.9)

exp(h Xi(T) + hy Xo(T))
E [exp( Xi(T) + h2 Xo(T))]
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Hi2{0] M| LIX{E X|ASH HEME| 719 EH 253

3. MCHE! ETAQ| THSH 1A 3BA K&

of FollAle 28N A AXT dFe] Wrlo] FAA EA 2 FAE bPEIrLH“ A (272)% (2.Tb)
2 2708 AAE 00lA THEZAE frETTh 4] (2.72)9 AR 004 7HA L T3 2

TS, (01 +¢). 3.1

A (2759 A1A odllAle] AL A7 A A A o] B(Fundamental Theorem of Asset Pricing) & 288}
| o3t 2

¢S 1(0)(g ~ E"[I (max{S(r), s <t <1} < Bl] G2

oldf, E*& 7\thgke} Alatol 9185 Y& S (risk-neutral measure) Bt A o] Fojx R o] fE2E FF

2ce Xz(f)g; BEL porhAl (r - 1/202)r2 vhe] Axlstd Atk o714 228 BL 9859

FEE 4 (211a), 2.11b), 2.11c) R 21109 §4E ZEth oA 4 3.2)9) 71zt 22 At
W okt 2

E'[I1max(Sy(r), s < 7 < 1} < B]] = Pr" (max {$,(0)e™”, 5 <7 < 1} < B) (3.3)
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H — r—icrz I m— f"—zO’i S 5
Pr (My(s,1) <m) = @, ;\ﬁ (3.6)
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= E*[S ((TYE™UMa(s, 1) < m, X,(T) > k1)
= E*[S (T)IPr™*(Ma(s, 1) < m, X\(T) > k),
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m~ r-——~2-+pc71crz t m~- r-—«?+p010'2 s
s
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’ o2 Vi 72V \[,
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+ exp m| X Q3 - d
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T [s _\/?
7p T’ P Tv ¢ .

whebA] A (3.14) o83t 4 3.7 Hes Hi vg3 2

T aE [max(S(T) — K, 0)I[max{S,(7)} < B]]
714 A 2.112)E o] g3

= e TaE* [S (TP (Ma(s, 1) < m, X1(T) > k) — € " aKPr*(My(s, 1) < m, X1(T) > k),
=t

(3.15)
e TE[S1(T)] = $1(0) (3.16)
Zormg A (3.15% v Zo] vehd 4= 9ol
aS 1 (O)Pr** (Ma(s, 1) < m, X(T) > k) — e T aKPr*(Ma(s,t) < m, X (T) > k). (3.17)
QoA S8t A0l A 3.D)F B4 (3.6)2 N3 A 3.17)L TFH B R4 A¢s 4
9 A1A 091M 9] 7442 o33} 2}
eTS,0)1 +¢)
+e7 T8 (0)(g — OPr* (My(s,1) < m)
=TS ,(0)(1 +¢)

(3.18)
+ oS (0)Pr™* (My(s, ) < m, X(T) > k) — e T aKPr*(My(s, 1) < m, X,(T) > k)

[-57)r m--3)
m—|r—-o5|t m—|r—=o5]|s
+ TS, (0)(g — ¢) X { D, 2 2 \/E
1 - , ;
o2Vt o Vs !
1 1
Z(r - 50'%) -m— (r
p >

1
50’%)1‘ m+(r—50'%)s' \/;
oVt | o2 Vs | t
(-5 o) |
m-— r—7+po'|a'2 t m—|r
+a$;(0)x{ D,

o2
0’2‘/; |

2
) P02

72 Vs )S;\/g
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FAL FolA H4 W Fo] &3} Rebate D o] 712 O W] 7MR g Fol&o] BAE AT EAL
Z AR50 ZEtd uf Fo]82o] 3 AAE] BT Rebate T2 Foi &2 AA % ALt
T3 FE7)7), F71e] WEA, oA W3, AuASe] Wile] wetr Folgo] olBA 2AHE
A= Azt the 270] FYthd Fojgo] ow A o| gr]o) 429)e] FopA] 7] wiEel Al F
09] 7}A 0] ZolA A Hu g Fol-g7 714 S JAAZS 71A 1 Y} 473 E Fol&o] Alte] 24
2 gEoA =2 & AT ASE HAT u Fol &S F7A7E Bt Yok Fe & 7HA 9
A@A N g3lo] I W 7HEE AAaA T 890 = 4o 7kttt

X AS Yate] A4} o) WMS REAF BETS0] AL Drezner (1978, 1994)2] €12
22 o) g3ty A4 BEAT BEFL AL o]if EFEATF EXZTSFE ol &5t FAAE
9] %9 Gaussian QuadratureS 2-§-3kc}. v|A 8 WA HE 7517] fske] Method of False Po-
sitiong AME8tth. X304 7ML Burden®} Faires (2005)2 =z 3lel. ALget =289 Adol=
VBA(Visual Basic for Applications)©]t}. VBAL oAl (Microsoft Excel)oll W4= o] QoAA A&7
Hel sy 53] A8 ¥ 25} £3 2 Ul(User Interface) 7F §-01 8 34 71211 Yok

4.1, BO{E(@)2 YHA
H 2R Zol&(g)ol wet ol &(a)S Erte Aol 7} o ZAE AHEEE AL 2 =
of| 4 AjotE AE2] AIAE 00149 71A & th33 2ot
F0)=eT5,(0)1 +¢) 4.1)
+¢7781(0)(g - OPr*(My(s, 1) < m)
+aS 1 (0)Pr™* (My(s, 1) < m, X((T) > k)

Mg

— TS (0) (1 + %)Pr*(Mz(s, N <m X|(T)> k)

olm] F(0) = §,(0)°)E& 2] (4.1)2] ¥ HE FO)22 Wro] 31 1€ Wid th3-3 Zh.

e Tl +¢) ‘ 4.2)

+e7T(g = c)Pr (Ma(s, 1) < m)

+ aPr**(My(s,t) < m, X\(T) > k)

- e—'Ta(l + %)Pr*(Mz(s, H<m, X\(T)>k)-1

=0.
VA A (42)9] & FoRe Aol ool AT A, A @2 AT PO BR 0 gt S FoE
AL 71tks) 2lo] Eol7 = BrH53)7) ul 2ol 4=x]3] 4 ¢l Method of False Position& AM&-$tct.
o] WL Bisection Method £+ Secant Method®] Z8F Hed &1 8 Z o)1 Bisection Method2] T3
ol & A4t £ %9} Secant Method®] B8l EeHA 3 8 2718 FE 37| 9 8te] 7/igd dxrg]Eol
t}. Method of False Position< Bisection Methodol] B3] A4 £ 571 w9 wi=2r] HFH O R &
F-5H= A o] gt =3 Newton Method9} 28] £3-E 3 I8 = ¢tk :

TR It o] HolA AR WA A (4.2)2] 71EA QA AL F 1S FRoe #E 204 &

871212 o7 B & 19 /P8-S AR A T ZHA Mg dBE MRS ol 7HK 88 e AN
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z1: 712 AR
718 714
o| &g r 5%
a7 T 10d
barrier level B 3
Rebate ¢ 10%
ay 0.3
[45) 0.3
S1(0) 1
S2(0) 1
A 4 0.4
s 1
t 2
E 2 #E77 83 g8 Foig
HaBAFAE(10d B7)
[s.1) 10% 0% 30% 30% 50% 0%
[1,2] 0.6955 0.6287 0.5531 0.4657 0.3601 0.2133
[1,3] 0.7105 0.6417 0.5639 0.4741 0.3657 0.2147
[1,4] 0.7320 0.6603 0.5793 0.4860 0.3736 0.2164
(1,5] 0.7575 0.6821 0.5974 0.5000 0.3828 0.2183
[1,6] 0.7856 (4.7062 0.6173 0.5154 0.3928 0.2200
[1,7] 0.8157 0.7320 0.6383 0.5316 0.4033 0.2215
[1,8] 0.8475 0.7592 0.6608 0.5487 0.4143 0.2228
[1,9] (.8809 0.7876 0.6841 0.5664 04256 0.2238%
ES #EZ7 42848 F98
(5.1] 2R geds(10yd U7))
’ 10% 20% 30% 40% 50% 0%
[1,2] 0.6955 0.6287 0.5531 0.4657 0.3601 0.2133
12, 3] 0.7101 0.6413 0.5636 0.4739 0.3656 0.2147
[3,4] 0.7299 0.6584 0.5778 (0.4850 0.3731 0.2168
[4,5] 0.7522 0.6778 0.5940 0.4976 0.3816 0.2193
[5, 6] 0.7762 0.6984 0.6112 0.5112 0.390% 0.2221
[6,7] (.8013 0.7201 0.6293 0.5254 0.4006 0.2252
[7,8] 0.8273 0.7426 0.6481 0.5402 0.4108 0.2286
[8,9] 0.8542 (.7658 0.6675 .5555 04214 0.2321
so chokat 4 ATS AN ASAEY Y ABS BIRFOIRT Ik 108 e AR
)t w217k 10del g 10d F o 23 FH-8 1A 522 Rebae s} H AR Oki &
o7 HdAsto]of il §,(0) = 10] 3L barrier level B = 391 7}3-2 barrier asset¢] 7] 7}7—3,53} 3uj
7+ E ¥ Rebate® RH7lo] DA BL @t o3k or F7be) 2258 BEAAE ofviev]

A(year) 7]

2oz 1A ol oL FAHAL

compound interest rate) WA ol A Aol o] & 7]F9 o
Tl A exp(rT)E EA ETh

2 o
g}‘é‘a

=3t

oq_fs_‘a

RS ]

e 2] (Continuously
olct. whebd A1 0ol A 1 kel A)A
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= 4: Rebate &2 I &

A2 Z5 A E104 W)

10% 20% 30% 40% 50% 60%
70% 0.6955 0.6287 0.5531 0.4657 0.3601 0.2133
80% 0.6943 0.6275 0.5518 0.4644 0.3586 02111
90% 0.6931 0.6263 0.5506 0.4630 0.3570 0.2088
100% 0.6919 0.6251 0.5493 0.4617 0.3555 0.2066
110% 0.6906 0.6238 0.5480 0.4603 0.3540 0.2043
120% 0.6894 0.6226 0.5468 0.4590 0.3525 0.2021
130% 0.6882 0.6214 0.5455 0.4576 0.3509 0.1998
140% 0.6870 0.6202 0.5443 0.4563 0.3494 0.1974

42. BEIIRII B 2B EL B £EY H08()2 EH

E 19] 7PN #E7I719) A TR 58} 1E WA HaRFFAE o $EER
&g A A E 29 Ytk 7N HARAFAES A7 31 Folgo] FHoAn A5Vt
° %017\1“4 Rebate® ¥ & 7F5 4] ok B2 ol go] Foldch Hargsolgol 10d 7%

AT HangroEel B Aol B27170E HAY o B89 /b Fo ANW
A/\EX‘* Aol & Aol HE/7E BHP w) Fol o) FA4Eo) vlnA 2A k. Haw
A5 go] 0% A9olE wrle] 277} et AeolE 437 AT 0% F742 27 U E
o ol gol 0213304 0218308 e AL Fdt Avetm & £ Ak ok FAPAEE)
£22 Yrhd 64.87%2) 980 2HF B2 EIAY £9 5o NTY FLL ¥ T4 Uk 74
B Zel 89 QA Foto] BE7I700) Holud 7o) s1Ete & 4 ok

38 E 29 MISAA W (5,18 AT W) H o] ok 59k ro] 18 AL AXA GAE ol Aol
7 9tk BETZl o5 u) FHolgo] A% AA B L 4 Yov HauAF AR $F] A
] Zo-go] ol A o] 011:} & 7o) A A QoA 7t Bigo g7 o|E 8l 77} A=
247} 9o B2 RebateE e 1540l Fold /] tRo) 1AL 27l Aoz folg @A ot
AHEz Fodgo] ottt 7147 Foigo] GAAE Fdlod RSV AR 004 v BFo
2 o|53A 7HZo] setee ¢ 4 ok B FH AP AEL M S SIITIE 2490 A e

o}.

43. Rebate® 0|XH8 Y Bl AR TS g| £5Y HO B 2N

ol -4 oy ¢+EEE Folgg AL 439
ot}. barrier asseto] FHZ7]7F Z9t barrier level & d.2W 10yd BH7]of] Rebated LA HE= 540l
91 B2 Rebate® oW Hojfo] RolxE AL FAsIch HARFFAEY o8 75 EE Re-
bate®] W32 Q15te] A7 Holg9] FAashs ARt vissity. 71A Fojgo] dAAE S5
Rebate 7} 27151 7432 7132 & 4= ok
3 o)-g] Msjo] Aodgol oWA Lo 4 YA LA T 5§ Fzohu UPES
89 @ 4 gtk HAARPLBEC] 10%9 Aol olAHg 5% ] o} &o] 0.69550]
6% ] 0.77330] Tch. o|AH& 1% Wk olGol JPE Wol F7 9L & 5 Ak SR
ANME MAAAR olaHg2] W7} Folgol GFo] At webA 4EE B u ojx29] 2
ol v e F28 2otk 7HAT Pl ge] WAL Bt o)At o] FIeE AL FaPE &

% gle

F 4= E 19 7|E 7} oA Rebate c&} FH A HF<
le]

—
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H5: o)AE 7ol thE o Fol g

HaE A dg10d B

10% 20% 30% 40% 50% 60%
5.0% 0.6955 0.6287 0.5531 0.4657 0.3601 0.2133
5.5% 0.7369 0.6781 0.6121 0.5371 0.4499 0.3429
6.0% 0.7733 0.7215 0.6637 0.5986 0.5246 0.4381
6.5% 0.8053 0.7597 0.7089 0.6521 0.5884 0.5157
7.0% 0.8336 0.7933 0.7486 0.6989 0.6436 0.5814
7.5% 0.8585 0.8230 0.7836 0.7400 0.6916 0.6379
8.0% 0.8805 0.8492 0.8145 0.7761 0.7338 0.6870
8.5% 0.8999 0.8724 0.8418 0.8080 0.7708 0.7299

I 6: barrier &=F o] thE uf} ol g

EENETE NS

barrier 10% 30% 30% 40% 50% 0%
150 07635 0.6833 0.5933 04898 03638 01748
175 0.7415 0.6669 0.5828 0.4860 0.3690 02017
2.00 0.7241 0.6528 0.5723 0.4796 0.3675 0.2099
2.25 0.7120 0.6427 0.5644 04741 0.3650 02125
2.50 0.7039 0.6360 0.5590 0.4702 0.3628 0.2133
2.75 0.6988 0.6316 0.5554 0.4675 0.3612 0.2134
3.00 0.6955 0.6287 0.5531 04657 0.3601 02133
3.25 0.6934 0.6270 0.5516 0.4646 0.3593 0.2131
3.50 0.6921 0.6258 0.5507 04638 0.3588 02130
3.75 0.6913 0.6251 05501 04634 03585 02129
400 0.6908 0.6247 0.5497 0.4631 0.3583 02128

4.4, barrier level ¥} FIPHE AL Q) £ A B AA0IR 0} 2yl X0 2(e)0) BAH

718 7} ol A] barrier level 2

15914 4.07}4] 025’*‘ 57}*174/\1 }l&ié‘r@%%i’% Ei “/r\’%ﬁéi Zol-g-g Askel H & 60] H
t} & 65 #2519 barrier level & Fo] 88 74X 7] 290 Hu HaRApFo] A A5
e u Bop uA A4 H9lS ) Felgol 7 = gtol & 4= o}, wE AN
o182 A E £33} barrier levelo] Z7}511 714 o

olA 7 WEA o] Frofgofl VA= S BaE] BHah 1o 7R 7V”<>ﬂf\i SR v

AL 02,03, 042 2tz WA B T 7oA Folgel A4t A7 golg 4 gir}. payoff assetv«l
WA Z7h= Folg o] atetsbA| stct. uHthE barrier assetA A5 7k FojEel S5

i

¢

St} 814 2k payoff asset®] W54 o] barrier asset2] HEAJo] v)5to] AR o7 Fol-go] Z7ho A
g Wol 3 ok =3 AT Folge] JAAE %3}‘04 payoff asset®] WEgo] 7H4e] 7} 8
Qo)1 barrier asset2] WEA-L /1A 744 Q¢1o) ALt

4.5. 22 H 2t barrier?] &Y U ()2 2

o] ol A+ payoff asseta} barrier asset2) AF2A|49} barrier?] o8] £2E 2 Fo] 8-S AL

T R EAS R4S Bk 19 712 7R ABASE -0.590A4 05714 014 SUHAI71H
barrier level & 15-8] 4712] 052 7 A A X 2t 282 o8-8 ALtsith. HaR 380 30%
ZFEEch & 88 Fxsrd A Fo 8-S 7719 barier level & Fol&& F7A17Th ®
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H2 BG5S B0 W)

i 72 10% 20% 30% 0% 50% 60%
02 0.8236 0.7664 0.6970 06112 0.5002 03314
02 03 0.8782 0.7705 0.7004 06140 0.5021 03319
04 0.8380 0.7790 0.7075 06194 0.5054 03311
02 0.6901 0.6241 0.5492 0.4627 0.3580 02127
03 03 0.6955 0.6287 0.5531 0.4657 0.3601 02133
04 0.7070 0.6385 0.5611 04717 0.3636 02130
02 0.5920 0.5243 0.4501 03675 02717 0.1470
0.4 03 0.5979 0.5204 0.4543 03707 0.2738 0.1476
04 0.6105 0.5399 0.4628 03769 02776 0.1477

E 8: barrier $EEE FAAFT THE A FASEFH 2R FF I E ] 30% 7HF)

barrier <)

kv 2~
EAAF 1o 15 2.0 2.5 3.0 35 4.0

-05 0.2622 0.4602 0.5180 0.5385 0.5454 0.5478 0.5436

-0.4 0.2763 0.4700 0.5218 0.5397 0.5439 0.5479 0.5487

-0.3 0.2919 0.4807 0.5260 0.5412 0.5463 0.5481 0.5487

-0.2 0.3093 0.4926 0.5307 0.5429 0.5469 0.5483 0.5488

-0.1 0.3288 0.5056 0.5360 0.5448 0.5476 0.5486 0.5489
0.0 0.3505 0.5199 0.5419 0.5470 0.5484 0.5489 0.5490
0.1 0.3749 0.5356 0.5484 0.5495 0.5494 0.5492 0.5491
0.2 0.4026 0.5530 0.5556 0.5523 0.5503 0.5496 0.5493
0.3 0.4339 0.5722 0.5635 0.5555 0.5517 0.5501 0.5495
0.4 0.4696 0.5933 0.5723 0.5590 0.5531 0.5507 0.5497
0.5 0.5107 0.6168 0.5820 0.5630 0.5547 0.5513 0.5500

D3 Fol g3 Aol w3
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X T 74
HE7)7HER) =7} FIP
AE 71T =7} e
Hangsos Za 37

Rebate 4 =7}

ol zHg 57 e
barrier level P4 Z7t
payoff asset 7154 s =7t

barrier asset 5= 7} 541 Zz7} o

AT 27 A

B 7143 Folgo) ARAE Boked FBATE 1AL A 20]0] barrier level £ 71 &

ezl 290

B =RoAE £U4E8E 2R FAGe) AFES B RE A% TR E HE
R4 2 AF235H= Outside Barrier”} WAIE RE AZE-S Aokstgth. &3] Outside Barrier 2742 23
< A%71ZF AR 7L obd AFrre] dRB o7 AAJ Ao] EAolt) T $AE TS WY
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= 7t FAE 71 ALE 589 R A 71HE o] &3t AR olE, Rebate,
barrier 5, F71 WHEA, ARA T 2 BAF7I10 5 H7t Foi &) 2 oFH JEq2 v A=AE
EAstin). & 20]A 871x) Fakebd 8 98 Q ok 4 Qo).
mpAlEto 2 B Aol AAE &5 A7 A E AR IA gk B A7 M 7HE 34
et A A Ao gt A2E B ]027 “%lﬁ‘ﬂ AFo AZds) = A8FH A7 Bt B
7]/‘1 FEE ZAL de A 7R & Al2dkn Yvf. =3 F712 3L Variance gammaZt
B RYPog ALste] nlus] B 315'. 2jul 7} 9ok

rlo i o
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o
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Pricing an Outside Barrier Equity-Indexed Annuity with
Flexible Monitoring Period
Seung Hee Shin?, Hangsuck Lee!-?

“National Pension Research Institute,
bDept. of Actuarial Science/Mathematics, Sungkyunkwan Univ.

Abstract

Equity-indexed annuities(EIAs) provide their customers with the greater of either the return linked to the
underlying index or the minimum guaranteed return. Insurance companies have developed EIAs to atiract cus-
tomers reluctant to buy traditional fixed annuities because of low returns and also reluctant to buy mutual funds
for fear of the high volatility in the stock market. This paper proposes a new type of EIA embedded with an
outside barrier option with flexible monitoring period in order to increase its participation rate. It also derives
an explicit pricing formula for this proposed product, and discusses numerical examples to show relationships
among participation rate, barrier level, index volatility and correlation.

Keywords: Equity-indexed annuities, minimum guaranteed return, outside barrier option, partici-
pation rate.
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