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A Study on the Introduction of Life Settlement
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Abstract: This study investigates the insurance contract design in a
monopolistic life insurance market when the insured can surrender the
contract. In equilibrium, the insurer can fully extract the consumer
welfare, and the insured can fully hedge the risk. The insurance premium
1s determined as a level premium, and the surrender value can set to be
positive. In this case, the introduction of the life settlement makes the
settlement price a net contract value. The above results hold even when
the surrender value is regulated but lower the settlement price. If the
regulated surrender value is higher than the settlement price, settlement

market would vanish and the monopoly rent will be decreased.



Key words: life insurance, life settlement, surrender value, long-term
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