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Options for managing longevity risk?

Monitoring
 Understand experience of particular scheme by 

looking backwards 

Investment
 Invest in assets with correlation to increasing 

longevity

Source 
offsetting risks

 Increase exposure to mortality risk

g
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Insuring
 Find a counterparty able and willing to transfer the 

risk

Insurance is currently the only viable option to mitigate longevity risk 

Why are reinsurers the natural home for longevity 
risk?

Di ifi ti
 Global reinsurers cover a wide range of non-

Diversification
g

correlated risks

Opposite peril

C lid ti
 Reduce basis risk through consolidation of many 

 Significant mortality books
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Consolidation
educe bas s s t oug co so dat o o a y

portfolios 

Large diversified global reinsurers have significant expertise and a strong 
rationale to write and hold longevity risks
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... and this is demonstrated in practice

RSA
Goldman Sachs / 

Rothesay Life
£1.9 bn Reinsurers

Royal County of 
Berkshire

BMW

Rothesay Life

Reinsurer

Deutsche Bank / 
Abbey Life

£1.0 bn

£3.0 bn Reinsurers

B b k
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Babcock 
International

Credit Suisse£1.2 bn Reinsurers

In all transactions to date longevity risk primarily ends up with a reinsurer  

How insurance of longevity risk adds value to a 
pension plans

Pension plans do not have a natural rationale to hold longevity risk

Stand-alone
risk Diversification

Opposite risk

Consolidation
Capital for 
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p
pricing

Insurance pricing reflects capital held to back the risk, not the standalone 
cost of the risk



18/03/2011

4

How does longevity insurance work?

Annuity
Longevity 
insurance

Single premium 
up front

Period over 
which premiums 
paidOver 60 

years
The shorter the premium schedule the 
more the longevity insurance looks like an 
annuity
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Longevity insurance is simply an annuity where premiums are spread  over a 
number of years instead of being paid upfront

Practical considerations

Key rating 
factors

 Post-codes

 Mortality and demographic experiencefactors

Data cleansing

 Policy can allow for routine data and benefit 
changes with no impact on pricing

 Price movements during due-diligence

Membership 
characteristics

 Concentration of liability

Concentration of socio economic gro p

 Mortality and demographic experience
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characteristics  Concentration of socio-economic group

Plan features
 Member options

 Watch for selection risk
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Accessing longevity
Operating at different levels of the value chain

All / selected 
risks

Longevity 
risks

Defined

DB pension plan 
liabilities

Insurers, banks 
and reinsurers

Reinsurers

Capital 
markets –

only once/if 
developed

Reinsurer longevity book

Pension plan 
assets

Self insure Reinsurer can write 
direct pension business

Acting as traditional 
reinsurer

Some liabilities never insured (eg
income drawdown)

Reinsurers can provide 
new business treaty 
reinsurance support

Reinsurers acting in a 
traditional role

Individuals

Defined
benefit

Defined
contribution
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Annuity 
products

Longevity 
risks

contribution

DC pension 
arrangements

Insurers Reinsurers

Direct pension activities, and reinsurance activities

Growing reinsurance opportunities

Defined Benefit
Defined 

Contribution

Longevity is a global risk and business
There is a practical limit on capacity

Occupational defined benefit pension plans
Total global amount: $13.9tn

Immediate annuity 
reserves
Total global amount: $0.7tn

USA, 
$62bn

UK, 
$219bn

Japan 
$121bn

Spain 
$62bnUSA, $4630 bn

Japan, $655 bn

Germany, $564 bn

Switzerland, 
$500 bn

Denmark, $348 bn

Sweden, $322 bn

South Africa, 
$203 bn

Finland, $177 bn

Other, $609 bn
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UK, $4030 bn

Netherlands, $1010 
bn

Canada, $819 bn
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As capacity gets utilised, pricing drifts upwards

Stand alone

CURRENT

Stand alone

FUTURE
Stand-alone

risk

Diversification

Opposite risk

Consolidation

C i l f i i

Stand-alone
risk

Diversification

Opposite risk

Consolidation

Capital for pricing
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Capital for pricing

Mitigants

 Increasing pricing = less demand

 Capital market investment may increasingly be 
attracted by the resulting higher returns

Medics the actuaries of the future?

Increasing R&D in 'future looking' causal models 

Pricing  Less uniform across different portfolios?
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Index hedges
 Cease to be affective valuation hedges other than 

for "super large" portfolios?
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Conclusions

How do reinsurers 
view longevity 

i k?

 Why reinsurers are currently the natural home for 
longevity risk

 Data issues

 Pension scheme features

risk?  How this adds value for pension plans

Practical 
considerations

How does 
longevity 

insurance work?

 A simple insurance product,  not a complicated 
derivative

 Pension scheme features

12

considerations

 Pricing

 Capacity

Outlook for the 
future

Questions or comments?

Expressions of individual views by 
members of The Actuarial Profession 
and its staff are encouraged.

The views expressed in this presentation 
are those of the presenter.
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Legal notice

©2011 Swiss Re. All rights reserved. You are not permitted to create any 
modifications or derivatives of this presentation or to use it for commercial or other 
public purposes without the prior written permission of Swiss Republic purposes without the prior written permission of Swiss Re.

This presentation is for information purposes only and contains non-binding 
indications as well as personal judgement. It does not contain any recommendation, 
advice, solicitation, offer or commitment to effect any transaction or to conclude any 
legal act. Swiss Re makes no warranties or representations as to this presentation’s 
accuracy, completeness, timeliness or suitability for a particular purpose. Anyone 
who interprets and employs this presentation shall do so at his or her own risk 
without relying on it in isolation.
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In no event shall Swiss Re or any of its affiliates be liable for any loss or damages of 
any kind, including any direct, indirect or consequential damages, arising out of or in 
connection with the use of this presentation.


