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A growth market

Source: Hymans Robertson research

• 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  

• 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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Drivers of supply and demand

Supply

Pension 
funds

 Maturing pension schemes

 Awareness of uncertainty

 Awareness of price 

Catalysts for 
growth

Catalysts for 
growth

Appetite

Appetite

Price 
sweet spot

Demand
Insurers and 

capital market 
investors

 Solvency II risk margin

 Reducing demand for 
existing products

 Capital efficiency from off-
setting mortality with 
longevity
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Longevity risk transfer 
2.   Actuaries’ central expectations  
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The pensions ‘herd’

Nearly all schemes rely on the CMI 
model

Over 60% of schemes use the 
same long term rate

Source: tPR. Scheme Funding Statistics, Tranche 8 schemes in deficit with funding valuations between 22 September 2012 and 21 September 2013

90.5%

Approach to longevity 
improvements

CMI projection model Long cohort

Medium cohortOther / None / Not stated

9.4%

61.5%

13.3%

5.5% 0.8%

Long term rate

Greater than 1.5% 1.5% Greater than 1%, less than 1.5%

1% or less Not stated

Pension schemes & life insurers’ long term views

• Assumptions set by trustees on advice of 
actuaries

• Assumptions required to be set using 
prudent principles

Source: PWC 2015 Pension Scheme Funding Survey Source: Hymans Robertson analysis of 2014 year end PRA returns

Pension schemes ‘Typical’ insurer

• Assumptions set by actuaries

• Assumptions required to be prudent
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Longevity risk transfer 
3.   Articulating the uncertainty  
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Where next?
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Source:

Is this a clear trend reversal?

A single perspective can be misleading
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Or just increased volatility in the data?

Looking at the data from another angle

Range of future outcomes

Separate baseline 
(objective and 
predictable) from future 
improvements (subjective 
and  uncertain)

Wide funnel of doubt in 
the tail of run-off.  
Discounting cash flows 
shrinks the variation 

Granular profiling of in-force 
population materially change the 
shape of baseline 

Interactions with 
other risks are not 
uniform. Extreme 
longevity 
improvements 
would present a 
major challenge to 
economic  
prosperity.    

Pension schemes ‘Typical’ insurer

Typical scheme assumption weaker than insurance reserving. 
Gradual reversion different shape to insurers

High conviction in rapid deceleration 
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Has the tide now turned?

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

Source:

Broad decode of socio-economic groupings:
Comfortable = higher pension income 
Making do = living in top three quintiles (pensions below £7.5k)
Hard pressed = Living in areas of above average deprivationWomen combine making do & comfortable to avoid pension income distortions

Range of future scenarios

-1½%                        +3½%-1½%                        +3½%-16%                         -5%-16%                         -5% +4%                      +10%+4%                      +10%

Estimated liability impact for a ‘typical’ scheme

Higher trend scenariosCentral(ish) scenariosLower trend scenarios

Back to
the fifties

Challenging 
Times

Improveme
nt decline

Health
Cascade

Cancer
revolution

Extended
Youth

Longevity risk transfer 
4. DC Decumulation 
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What age do you think you will live to?

Significant under appreciation of great  news

Another flaw of averages

• 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)  

Source:

Longevity risk transfer 
5. A look to the future  
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Food chain

Retail

• Available products 
(bundled):

– Lifetime annuities

– Variable annuities

• In theory:

– Deferred annuities? 

– Survival insurance? 

Fronting insurer Reinsurer 

Wholesale

Pension fund 
trustee (eg 
mastertrust)

• Indemnity swaps

• Parametric 
derivatives

Capital 
markets 

A future for flexible derivatives? 
Indemnity swaps Parametric

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 

pensioners
c.80%, but deferreds too

Transaction costs High Low

Contract Insurance or derivatives Derivative

Transparent market price  

Breaking down barriers

03 February 2016

Lingua franca

Generally accepted 
data & models

Standardisation 

Price 
transparency

Deep & liquid market
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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.

Questions Comments


