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Abstract

Due to the global financial crisis in 2008 that resulted in systematic risks in the
equity and credit market, it creates significant deprecation in the life insurers’ balance
sheet which affect insurers’ solvency. In order to retain prudent supervision and
market stability, the authority has announced capital temporal relief plan that may
make insolvency insurer worse. Recent occurrences of financial distress to some
insurers have raised questions about whether the current guaranty system that charge a
flat levy rate in premium-based is adequate to protect policyholders. A risk-weighted
levy rate in reserve-based has been proposed to establish reasonable contribution
method which can avoid high risk insurers’ moral hazard and protect the other
insurers from further systematic risks.

A brief summary of the advantages of this paper is listed below : (1) By Monte
Carol simulation method, detailed cash flow of insurer’s asset allocation can be used
to describe the risk preference of life insurer. (2) Our stock model incorporates jump
diffusion and stochastic volatility in order to reflect that life insurers face increasing
volatility in capital market. (3) Consider regulatory forbearance to represent
government’s attitude to life insurers.

We calculate fair guaranty premium through Monte Carol simulation method.
We find that : (1) Fair premium increases as extending the period of regulatory
forbearance. (2) As regulatory criterion raises fair premium decreases at first, but
increases if regulatory criterion reaches certain level. (3) Increasing leverage ratio of

the insurer results in increasing fair premium.

Keywords : fair premium ; jump diffusion ; stochastic volatility ; regulatory
forbearance
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