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Abstract

Life insurance companies are enterprise of run risk. Capital is the foundation of
companies management and development. In order to strength the -capital
management and improve the efficiency of capital, life insurance companies
introduced the concept of "Economic Capital". Economic capital has fully considered
the risk and income, is the direct embodiment of risk and shareholders' value. Under
the restricted capitals, how to accurate measure the risk of assets and effective
economic capital allocation not only strength risk management capability but also
helping to achieve the maximum of shareholders' value. Life insurance company have
to face the problem that how to measure the market risk accurately.

This paper analysis the problems of how to accurately measure the market risk of
life insurance companies and how to allocate economic capital efficiently from
theoretical analysis and the empirical research. We main studied the way to measure
the risk of debt and stock.

The study shows that invest in debt assets is more safer than invest in stock
assets. It also tell us that the ordinary Monte Kalo simulation model overestimate the
market risk level of stock assets. Adopted the Monte Kalo simulation mode which
based on GARCH(1,1) model could better measure the market risk of stock asset.

After comparison, we found the results of a simple risk-based allocation of
economic capital measurement is a passive static configuration, which does not meet
the company's business objectives of maximizing shareholder value; We discover that
pure allocated the economic capital based on the measurement is a static allocated method, which
is not accordding with the target maximum of shareholders' value; We propose that we
should allocate economic capital dynamically and combined with the two
performance measurement indexes: RAROC and EVA. If we just use one of them, we
will be make mistake decision.

Key words: Economic Capital; Measure Risk; Capital Allocation
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