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Abstract

To control downside risk of a defined benefit pension plan arising from unexpected

mortality improvements and severe market turbulence, this article proposes an

optimization model by imposing two conditional value at risk constraints to control tail

risks of pension funding status and total pension costs. With this setup, we further

examine two longevity risk hedging strategies subject to basis risk. While the existing

literature suggests that the excess-risk hedging strategy is more attractive than the

ground-up hedging strategy as the latter is more capital intensive and expensive, our

numerical examples show that the excess-risk hedging strategy is much more

vulnerable to longevity basis risk, which limits its applications for pension longevity risk

management. Hence, our findings provide important insight on the effect of basis risk

on longevity hedging strategies.
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Notes

Normal contribution or service cost, C, is the cost of additional benefits earned by

employees for their service each year, which depends on salary levels, employee

turnover and mortality. However, the ultimate cost is usually uncertain. To measure this

cost, in practice, pension firms often first estimate their future pension obligations

using actuarial assumptions and then attribute these obligations to service years to

derive an annual service cost (Competition Commission 2007). In our example, we

calculate future pension obligations based on the retirement benefit B and then

determine the optimal annual normal contribution C with our proposed model.

Available at http://www.mortality.org or http://www.humanmortality.de (data

downloaded on November 22, 2011).

Withdrawals from DB pension plans are often not permitted, or if permitted are subject

to excise taxes. As a robustness check, we resolve our optimization problems with and

without hedging at a higher withdrawal penalty factor of ψ =0.5 that equals the

prevailing excise tax rate in the United States. Overall, the results confirm the findings

based on the withdrawal penalty factor of ψ =0.2 shown in this article. To conserve

space, we do not report the results. The results are available upon request.

Previous article View issue table of contents Next article 

2

2

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F10920277.2011.10597616&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.insmatheco.2009.09.012&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1539-6975.2006.00193.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2202%252F2153-3792.1029&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F10920277.2007.10597464&type=Scholix
http://www.mortality.org/
http://www.humanmortality.de/
https://www.tandfonline.com/doi/full/10.1080/10920277.2013.861340
https://www.tandfonline.com/toc/uaaj20/18/1?nav=tocList
https://www.tandfonline.com/doi/full/10.1080/10920277.2013.852463


Scenario generation and stochastic programming models for asset liability

management

Source: European Journal of Operational Research

The Blind Side: Managing Downside Riskin Corporate Defined-Benefit Plans

S Th J l f P tf li M t

Related research 

Recommended articles Cited by 

27

Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

   

Keep up to date

Register to receive personalised research and resources by email

Copyright © 2026 Informa UK Limited Privacy policy

Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0377-2217%252800%252900261-7&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3905%252Fjpm.2013.39.3.065&type=Scholix
https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

