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Revision of the Dynamic Lapse Model in Life Insurance

Makoto Igari  Naoki Matsuyama
Meiji University, 4-21-1 Nakano Nakano-ku Tokyo 164-8525, Japan
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Most of the past studies on dynamic lapse model in life insurance were not empirical but based
on interest rate sensitive models. Also, actuarial practice on EV is an extension of those
interest rate sensitive models.

However, outcomes of the past empirical studies on lapse rate in some life insurance
companies, which were few due to the limitations of data availability, were not
necessarily consistent with interest rate sensitive models.

We estimate a dynamic lapse model driven by economic variables from 25years-long

Japanese life industry-wide statistics and show the fact that the main economic driver of

the lapse is family income factor represented by unemployment rate rather than interest

rate factor. Based on the fact, we propose a revision of lapse risk management of Japanese

life companies.

Keywords: dynamic lapse model, family income factor, unemployment rate, interest rate

risk, liquidity risk
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