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ACTUARIAL FALLACIES
For a number of years I have kept my nagging suspicions to myself. For the sake of the profession I have 
held my tongue. I can control myself no longer. The Emperor has no clothes! The sky is falling! The very 
foundations of our profession have been demonstrated to be specious. Observe the following:

Actuarial Soundness—It is generally agreed than an actuary is "a mathematician with a brand of insanity so 
rare as to be valuable," while sound means to be free from injury or disease.
Actuarial soundness is therefore an oxymoron.

Reserve Adequacy—It has been my experience that reserves are never adequate. There appears to be an 
underlying natural process such that

       R = I + S + K , where
          
R = Required reserve
I  = Indicated reserve
S  = Supplement for conservatism
K = Unanticipated adverse development

Note: K is always positive and is independent of S.

Credibility—Over 20 years, every actuarial study that I have seen presented to company management has 
been labelled as "incredible"—Q.E.D.

Present Value—Think about the question, "What is the present value of $ 100 one year hence?" Obviously, $ 
100 a year from now is no good today; I mean, what can you buy with it? The only
way it has any value at all is if you can convince some sucker to give you something for it. 

If you doubt my contention, ask any child whether he or she would prefer one piece of candy today or two 
tomorrow. If you believe that children simply don't understand the concept of value, ask whether he or she 
would prefer one or two pieces of candy today.

Bayesian Statistics—Come on! I mean, if you already know so much, why do you need a statistical tool at 
all?

Confidence Levels—What does it mean to be 50 percent confident? Does 0 percent confidence imply that 
you simply don't know whether some event will occur, or does it mean that you are
100 percent confident that it will not? I am 90 percent sure there is no such thing as a confidence level.

The Law of Large Numbers—Somewhere along the line this law must have been repealed. Ask a single 
actuary and you receive a well-supported, strongly-held opinion. Ask two actuaries, get two different well-
supported, strongly-held opinions. Ask a group of actuaries and get a Delphi Session where the strongly held 
but divergent individual positions are replaced by a consensus opinion which is supported by all and believed 
by none.

Normal Distribution—If it's so normal, why doesn't it fit anything?

Homogeneity—This is the concept upon which we base a rating scheme that produces a unique price for a 
26-year-old twice-married blue-eyed blond botanist driving a 1951 Studebaker Champion, in Chevy Chase, 
Maryland.

Now, for any reader who might feel threatened by the above, relax—this is meant to be humorous and to 
provide you with a bit of entertainment. And, for those of you who already feel entertained, before you skip 
merrily to the next article think for just a moment about how your highly technical language is perceived by 
non-technicians.
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