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1. Drivers of change
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Around 30 “lumpy” longevity swap

deals from pension schemes

First sub £100m swap in December

2015

Buoyant buy-in market, driven by
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Around 30 “lumpy” longevity swap deals from pension schemes

First sub £100m swap in December 2015

Buoyant buy-in market, driven by low interest rates and maturation

Scottish Widows wrote first bulk deal in Q4 2015
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2. Actuaries’ central expectations
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Approach to longevity Long term rate
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3. Articulating the uncertainty
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Period expectations of life derived from calculated crude mortality rates
Expected age at death of a 65 year old, based on crude mortality rates in year of exposure

VitaBank data

Year of exposure

Soure:

VITA
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Total weekly deaths in England & Wales (July - June)
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Chang

in period ife expectancy Years %

Change in pericd life expectancy Years %

Higher socio-economic groups have seen the fastest improvements in longevity in recent past

Broad decode of socio-econor

aroupings:

igher pension incom

ing n top hree quinties (pensions below £7.56)
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4. DC Decumulation
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Significant under appreciation of great news
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Premature deaths have reduced, but still a wide range
« Life expectancy figures hide the idiosyncratic risk
Different shapes in different socio-economic groups (links to postcode areas)
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5. A look to the future
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Retail

Available products
(bundled):

Lifetime annuities

Variable annuities
In theory:

Deferred annuities?

Survival insurance?
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Fronting insurer

Wholesale

Reinsurer

Indemnity swaps

Parametric
derivatives

Pension fund

trustee (eg

mastertrust)

Capital
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Non-pensioners

Extreme risk protection

Yes, but all or nothing

Yes, flexible

Duration

50+ years

Series of 10 year
contracts

Hedge effectiveness

100%, but only for

¢.80%, but deferreds too

pensioners
Transaction costs High Low
Contract Insurance or derivatives Derivative
x v

Transparent market price
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Lingua franca

Generally accepted

data & models

Standardisation

Price
transparency
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Questions

Expressions of individual views by members of the Institute and Faculty of
Actuaries and its staff are encouraged.

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