Valuation of Variable Annuity Guarantees

Prof Pavel V. Shevchenko, Macquarie University; e-mail: Pavel.Shevchenko@mg.edu.au
http://www.businessandeconomics.mg.edu.au/contact the faculty/all fbe staff/pavel shevchenko

Abstract

In this talk we discuss methodologies for fair pricing of variable annuity guarantees such as Guaranteed
Minimum Withdrawal Benefit (GMWAB). These products offer protection from market downturns and
gain from market upside, and may include additional death benefit guarantees. Valuation of these
products should simultaneously deal with financial risk, mortality risk and human behavior. We
consider valuation under the “optimal” and pre-defined policyholder behaviors, extensions to stochastic
mortality and stochastic interest rate models, and valuation in a presence of management fees charged
for the management of underlying investment account.
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