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Abstract

This study proposed a model for calculating the value of benefit
guaranty in the retirement benefit guaranty system and analyzed the
model by applying it to actual data. The Ronn & Verma(1986) model
used in previous study has more or less shortcoming in respect of
modelling on grounds, which fails to consider the financial status of DB
funds. In order to solve this kinds of problems, we adopted the
exchange option model proposed by Margrabe(1978) for calculating the
value of retirement benefit guaranty. By applying the model, we find
out that the value of benefit guaranty is higher, when the correlation
between return on assets and the liability growth rate is low and also
we have the same results in each of following cases that (1) the
funded ratio was low and (ii) the volatility on asset returns and on
liability growth rates each is high. These findings are also supported by
the results of empirical analysis on five companies, whose funded ratio
is between 60 100%. Therefore, if the value of benefit guaranty
obtained by the exchange option model is used as the risk based
premium of the guaranty system, it may prevent companies’ moral
hazards and adverse selections and then it would maintain the finance
soundness of benefit guaranty corporations. Moreover, it would be

expected to have a positive effect on the activation of ALM.

* Key words: Retirement Benefit Guaranty, Pension Put Option, Volatility
of Pension Asset and Liability, Funded Ratio, Exchange

Option
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