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THE RISK MANAGEMENT OF VARIABLE LIFE INSURANCE
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We consider the risk management of variable life insurance, whose amount of death
benefit depends on market asset prices. In order to keep enough reserve for policy-
holders, insurance companies must keep the portfolio value over the certain amount.
Traditionally a portfolio mainly consists of fixed income securities, which are national
bonds and deposits to risk-free assets. In this study we consider the portfolio with
risky assets for variable life insurance, which has become popular among policyholders
in the recent economy under the very low interest rate. When we take into account the
uncertainty of death, unsystematic risks should be evaluated in the market value of the
insurance. Considering the portfolio of insurance reserve,we value the insurance un-
der the market incompleteness due to unsystematic risks. Therefore, we deal with the
risk assessment method of Follmer-Schweizer to define the strategy in the incomplete
market. This portfolio policy is used to the variable life insurance under scenario fac-

tors such as interest rates, volatility of risky assets, maturity and survival probability.

NGNS

Finally we show the effectiveness of the variable life insurance by simulations.

Key Words: risk management,variable life insurance,market incompleteness
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