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Insurer’s optimal investment strategy under constant elasticity of
variance model
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(School of Science, Tianjin University, Tianjin 300072, China)

Abstract Research insurance funds investment based on constant elasticity of variance (CEV) model,
consider a model which the risky asset is modeled by CEV model and the aggregate claims are modeled
by a Brownian motion with drift. As employment of premium is different from ordinary, which means that
the insurer should keep an eye on underwrite risk when he use insurance funds, assume that investment
risk has a linear correlation with underwrite risk. According to stochastic control theory, derive the HJB
equation related with insurance problem. This equation is non-linear partial differential equation, yet it is
difficult to solve it, change primary problem to the dual problem by using Legendre transform. Through
setting the parameter values, the optimal investment strategy for an insurer with CARA or CRRA utility
function is presented and the relevant analysis is given, which provides important practical significance for
an insurer to invest.
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