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The traditional actuarial method is generally based on deterministic
assumptions. This might cause a lot of risks to the insurance company
because of inaceurate predictions. In recent years, the actuarial profession has
proposed the use of stochastic technique to the valuation of the insurance or
pension related liabilty. In this study, we attempt to build a stochastic
investment model similar to the work of Wilkie (1995) for actuarial use in
Taiwan market. This stochastic investment model is based on causality
method and under consideration of parsimonious parameterization

For illustration purpose, we apply the proposed stochastic investment
model in this paper to work out the asset allocation for long-term liabilities. A
static hedging strategy is investigated. The methodology used in this paper

can be applied in actuarial practice.
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