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Building the economic value-based pricing methodology in life insurance

Otsuka, Tadayoshi

1,600,000

I created and proposed a new premium calculation method in order to resolve
problems of the traditional life insurance premium calculation method. The traditional method is built
with a deterministic approach based on the principle of equivalence. It does not only disregard the
profitability and risks but also fails to address the cases of unexpected deterioration of mortality and
interest rates.

On the contrary, the new premium calculation method recognizes the necessary cost to maintain an
insurance policy as expense, then explicitly insert it. The profitability of all cells can be equalized
by matching the profit margin explicitly inserted in the premium and the retained earnings in the
profitability benchmark. The proposed method complies with the regulations of Japan and is applicable to
business practices.
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