
It is common sense that risk and return are linked. Higher risk 

needs to be compensated with higher return, otherwise inves-

tors would be unwilling to make riskier investments. So, lower 

risk goes hand in hand with lower return on average, and higher 

risk goes with higher return on average.  

The general concept of a relationship between risk and return 

allows to establish an idea which part of the return compensates 

for which risks. The allocation of the return to particular risks is 

usually not ’precise’ in a scientific sense but more a rough alloca-

tion of yield to various risk buckets. This is due to the fact that 

single risks often can’t be segregated and that many risks interre-

late to each other.  

There are several take aways of such a risk-reward split. A major 

advantage of this concept is that it allows to assess how the re-

turn level of an asset class may develop under certain scenarios.  

How will the interest rate increase impact the life settlement 

markets?  

We saw a pronounced increase of the interest rates since the 

beginning of the year, compare the following chart. Our AAP Life 

Settlement Reference Rate—Main Market, however, does not 

mirror so far the shifts on the interest rate side, the yield gap 

between fixed income securities and the Reference Rate conse-

quently narrowed considerably. And it is therefore a question how 

the level of projected return in our markets may be impacted. And 

for this question a risk-reward split of the projected IRR is helpful.  

The projected IRR of life settlements can be roughly allocated to 

the following risks, compare the following chart:    

- Risk free rate: we use here the 10 years US Gov Bond yield. 

-  Credit risk premium: is linked to a potential default of the insur-

ance carrier; we consider this risk premium to be very low.  

- Illiquidity premium: life settlements are rather illiquid, and we 

estimate this premium to be about 3% on average. 

- Longevity risk premium: remunerates an investor for the risk 

that the life expectancies are too short on average.   

- Various: for instance the size of a policy, the premium financing 

status and so forth. 

 

The increase of the risk free rate from about 1.5% to roughly 4% 

since beginning of the year compressed the compensation of the 

investors for the longevity risk since the remuneration of the other 

risk pockets remained stable. And it is an open question whether 

investors will require a similar reward for taking longevity risk in 

the future as in the past, which would consequently lead to an 

increase of the projected IRRs in our market.   

How will the raising interest rates impact projected IRR?  

Data Sampling and Data Provider  

The information in this report is 
based on data which is collected by 
AAP on a multi provider basis. The 
transparent life settlement providers 
are (in alphabetical order): 

• FairMarket Life Settlements 

• Habersham Funding LLC 

• Life Capital Group 

• Life Equity 

• Life Policy Traders 

• Life Settlement Solutions 

• LifeTrust, LLC 

• Q Capital Strategies 

• RiverRock Partners, LLC 

• Settlement Group, Inc. 
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Life Settlement Market Activity
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Disclaimer  

This report has been prepared by and the opinions expressed are those of AA-Partners Ltd. as of the date of writing. 

This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation 

that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise 

constitutes a personal recommendation. It is published solely for information and illustration purposes and may not be relied on in any way. It does not 

constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any 

jurisdiction. No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the infor-

mation contained herein, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the re-

port. AA-Partners Ltd. does not undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability 

for any investment losses. Investments involve risks and the report should not be regarded by recipients as a substitute for the exercise of their own 

judgment. Any opinions expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other 

market participants as a result of using different assumptions and criteria. AA-Partners Ltd. is under no obligation to update or keep current the infor-

mation contained herein. 

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Any reference to past performance is 

not necessarily a guide to the future.  Foreign currency rates of exchange may adversely affect the value, price or income of any security or related 

instrument mentioned in this report. Neither AA-Partners Ltd. nor any of its directors, employees or agents accepts any liability for any loss or damage 

arising out of the use of all or any part of this report. AA-Partners Ltd. does not provide any legal or tax advice. 

Issuers of the securities referred herein or AA-Partners Ltd. may have acted upon the information and analysis contained in this publication before 

being made available to recipients. AA-Partners Ltd. may, to the extent permitted by law, participate or invest in other financial transactions with issu-

ers of the securities referred herein, perform services or solicit business from such issuers, and/or have a position or effect transactions in the securities 

or options thereof.   

The disclosures contained in research reports produced by AA-Partners Ltd. shall be governed by and construed in accordance with Swiss law. The re-

port is assigned to the use of the subscriber to this publication. AA-Partners Ltd. prohibits the redistribution of this material in whole or in part without 

the written permission of AA-Partners Ltd. to any other person or company or legal entity, and AA-Partners Ltd. accepts no liability whatsoever for the 

actions of third parties in this respect.  
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AA-Partner is a boutique company specialized on life 

settlement consulting. AA-Partner is the sponsor of the 

AAP Life Settlement Index and the AAP Life Settlement 

Market Review. The company is domiciled in Zurich, Swit-

zerland and provides consulting services as independent 

3rd party for institutional clients. AA-Partner is a member 

of ELSA, the European Life Settlement Association.  
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