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Abstract

The traditional actuarial valuation method dose not take account of market value for both
assets and liabilities. In recent years ideas arising in financial economics have been applied to the
valuation of insurance or pension related liabilities when taken along side the market value of the
assets. This research considers the market or economic valuation and investigates the optimal asset
allocation for the long-term asset liability management. Therefore, we build a stochastic investment
model based on Taiwan financial market. We build this model using causality method under
considering parsimonious parameterization.

With the investment model, we investigate the use of static hedging to establish a first
approximation to the long-term insurance liability. This involves finding optimal hedging strategy
which minimizes the risk of an investment related to the liability. We aim to achieve this using the
standard asset classes used by pension or insurance funds rather than achieve perfect matching of
assets and liabilities using a more complex and detailed range of bonds.

Key words: Stochastic investment model; Granger; Asset-liability management; Static hedging
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