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Pricing for securitization products of longevity risk:

evaluating under Bayesian approach

Yoshiyuki Kurachi* Atsuyuki Kogure'

Abstract

Pension funds have been concerned about longevity risk in recent years. Longevity risk is
systematic risk which cannot be eliminated by risk pooling which is a conventional method
for risk management in insurance practice. To deal with that of longevity risk, one promising
way is to resort to financial markets to securitize longevity risk. However the existing
research on pricing for securitized products of longevity risk (longevity bond) does not give
enough consideration for the uncertainty in predicting future mortality rates. Then, in this
paper, we proposed Bayesian pricing method for securitization products of longevity risk to
be consistent with other Bayesian approaches to Lee-Carter methodology. And, we show
numerical examples of Bayesian pricing for longevity bond, proposede by Denuit, Devolder

and Goderniaux (2007), under Japanese mortality data.

Key words: Longevity bond, Longevity risk, Securitization, Bayesian approach, Markov-
chain Monte Carlo (MCMC) method, Lee-Carter model, Maximum entropy principle, Risk-

neutralized predictive distribution
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