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Longevity derivative

For the risk management of pension fund there exists new derivatives;
Longevity bond and Longevity swap. Longevity bond has theoretical potential to longevity risk
management instead of the significant front-end investment cost, which is shown by the numerical
simulation. The market popularity of longevity risk management is to longevity swap. The portfolio
to minimize longevity risk of pension fund is to include longevity swap to pension portfolio. The
optimal portfolio including longevity swap is calculated by minimal martingale probability. The
algorithm is derived by local risk minimization. We calculated the optimal portfolio which includes
longevity swap or longevity bond in numerical simulation.
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