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Surrender value

Insured with age x surrenders an insurance early, say after m years and receives

S(m) = Q% - 5%(m)

Surrender value  het premium reserve  surrender fee.

I reality: expense loaded premiums + possibly participation in profits

~ Justifications
» Increasing the relative fluctuation of risk:
» Loss due to liquidation of investments
> Negative risk selection
> Underwriting expenses not yet paid
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Liquidity Characteristics of Insurance Contracts

The liquidity of liabilities cashflows is linked to certain contracts features.

* Ability to lapse or surrender a policy

Life  Surrender penalties
* Tax incentives on surrenders (e.g. surrender values are tax-free)
* Valuable options or guarantees

I n S u ra n ce * Policy term to maturity (longer term -> less liquid)

* Medium duration (3 ~ 10 years)

* Annual policy term with some exemptions (e.g. engineering.

G e n e ra ' multi-year policies)

* A policy cancellation option normally exists in terms and
conditions.

I n S u ra n ce * Lapse value -> unearned premium

* Short duration (1 -3 years)
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er 65 attacks 0N merchant vessels alt

Red Sea route.

. A shipping route that plays 2 crucial £
accounting for approximatelv 12% of al

. Major shipping companies such as Ma
Hapag-Lloyd (Germany) decided to aV
the Suez Canal altogether and are Of
routes instead.

. ?mpact on global supply chains but is

increase insurance fisk premia for

forwarders and shipping companies.
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Axiomatic construction

Tlese are special properties that should be satisfied in order for the

function to be called a probability metric

; — =t
A functional d mapping a couple of rv’s (X,Y) to R* = R* U {400} is
said to be a probability metric if it possesses the following three
properties: for all rv’s X, Y and Z defined on the same probability
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\ Q PrX=Y)=1=d(X.,Y)=0;

9 d(X,Y)=d(Y,X) for any X,Y;
xpévia, Q d(X,Y) <d(X,Z)+d(Z,Y) for any X,Y, Z.
osaaa (Denuit et al., 2005)

w2 B I
w2 b | ¥

MANENIZTHMIO MEIPAIQZ

The cost of advertising:
Real option estimation through

NMarkov Chains

icol, R. De Blasis? and V. Vigna®*

1.  Department of Economics _“ ‘Injversity, Chieti - Pescara, Italy;
2.  Department of Mar :

Department of N¢ iences, “G. d’Annunzio” University, Chieti - Pescara, Italy.

N
espondence: verf /

[

»tniversity, Ancona, Italy;
=

£
i 7

‘\-_ o/



The cost of advertising:
Real option estimation through
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! State O

) (ugfper state) from p+0/2 up tgfthe greatest value.

Auditel, a company that collects the Italian TV

audience every day, provides us, freely, monthly
Average Audience, Or “pverage Minute Rating”
(AMR) which is the average number of viewers for
each of the individual minutes of each of the
following 8 time slots from January 2017 to
December 2021:

- 2:00 AM — 7:00 AM;

-00 AM — 9:00 AM;
AM — 12:00 AM;




Random path of the underlying
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Figure: A random realization of the price pr
represent the inspection times while the gree)
jumps. As stopping time, it is considered the
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