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We are interested in pricing the inflation-indexed life

annuities in an economy with higher level of inflation.
An autoregressive-moving average model is fitted for the force of

inflation, based on yearly consumer price index in Spain during 1962-2002
period. This model is used to simulate the future paths for level of
pensions. In the traditional approach of pricing, the expected value
computed from the empirical distribution obtained for the present value of
indexed pension shows a very high costs and high volatility.

Next we examined the price of inflation-indexed pension supposing
that the life insurance companies guarantee some levels for the real rate
of interest (e.g., 1 percent). In this approach the future paths for the
level of pension, and also for the nominal rate of interest used as a
discount rate (being estimated by the sum of real rate of interest and the
rate of inflation) are simulated. The empirical distribution obtained for
the present value of indexed pension using these assumptions shows some
interested results. The assumption of deductible rate of inflation is also
considered.
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