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Optimal Proportional Reinsurance and Pairs Trading Polices for Insurer
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Abstract: This paper discusses optimization problem which the insurer transfer the claims risk by proportional
reinsurance and manage the wealth by pairs trading. The surplus of claims is modeled by compound Poisson process. And
the insurer can invest it’s wealth into pairs portfolio which include a long position on one stock and a short on another
stock. The price spread of this pair follows a mean-reverting stochastic process. Under maximizing of expect exponent
utility of the terminal wealth,the optimal proportional reinsurance and pairs trading polices and value function are solved
by stochastic control theory.
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