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Abstract

The paper offers a simple framework for ranking the common reinsurance structures in
practice with the theory of stochastic orders. The basic idea is to slice the space of
reinsurance structures into groups by expected loss cost to facilitate the comparisons
within the group and between groups. Given the standard risk aversion assumption in
economics, a spectrum of reinsurance structures with the same expected loss cost can be
compared analytically with one another and sequenced based on their risk coverages
under the convex order. The paper then expands the dimension of the comparison to
groups of reinsurance structures with different expected loss costs, which can be ranked
under the increasing convex order and the usual stochastic order. As such, the paper maps
out the ordering for the entire space of reinsurance structures and presents it in a matrix
format for quick reference. The implication of this stochastic ordering to reinsurance
pricing is also investigated.

* GC Analytics, Guy Carpenter, 1717 Arch St., Philadelphia, PA 19103. | am grateful to Chuck Thayer for
his detailed comments and suggestions on an earlier draft. | have also benefitted from numerous
discussions with David Homer. Helpful comments from John Major and Dave Clark are also gratefully
acknowledged. All remaining errors are mine.





