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Overview	  

•  Living	  longer	  is	  a	  good	  thing	  but…	  
•  Unexpected	  increases	  in	  longevity	  have	  important	  

financial	  impacts	  such	  as…	  

•  People	  outliving	  their	  financial	  resources,	  which	  has	  
knock-‐on	  effects	  on	  

•  Private	  and	  public	  pension	  schemes,	  life	  insurers,	  and	  
governments,	  

•  Which	  is	  a	  long	  term	  problem	  requiring	  immediate	  risk	  
miNgaNon.	  



Longevity	  has	  been	  consistently	  underesAmated,	  
implying	  significant	  longevity	  risk	  
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Life	  curves	  and	  the	  shape	  of	  longevity	  improvements	  	  
(rectangularizaAon	  versus	  expansion)	  

5	  



Simple	  example:	  Same	  life	  extension	  (10	  years)	  but	  PV	  
increases	  very	  different	  (+57.2%	  v	  +40.4%)	  
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On	  a	  global	  scale,	  longevity	  risk	  is	  large	  
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The	  private	  sector	  is	  under-‐saving	  for	  reArement	  even	  
before	  considering	  longevity	  improvements	  	  



Unrecognized	  actuarial	  losses	  are	  material	  for	  some	  
pension	  plan	  sponsors	  
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Plus	  lower	  interest	  rates	  are	  increasing	  longevity	  
risk	  and	  pension	  liability	  present	  values	  
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Policy	  RecommendaNons	  

•  Governments	  are	  the	  ulNmate	  holders	  of	  longevity	  risk	  
directly	  via	  social	  security	  and	  health	  care	  schemes,	  and	  
indirectly	  via	  backstopping	  private	  sector	  shorWalls	  

•  They	  need	  to	  recognize	  these	  exposures	  and	  take	  
measures	  to	  reduce	  public	  balance	  sheet	  vulnerabiliNes	  

•  Longevity	  risk	  needs	  to	  be	  shared	  across	  sectors	  
•  Market-‐based	  transfer	  of	  longevity	  risk	  could	  help	  

•  One	  major	  reform	  is	  to	  link	  the	  reNrement	  age	  to	  
expected	  longevity,	  mandated	  or	  voluntary	  
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Some	  countries	  have	  started	  to	  link	  the	  reArement	  
benefits	  and	  reArement	  ages	  to	  longevity	  
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Some	  market-‐based	  transfer	  of	  longevity	  risk	  is	  
taking	  place,	  mainly	  in	  the	  United	  Kingdom,	  
through	  buy-‐outs,	  buy-‐ins	  and	  longevity	  swaps	  



	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  14	  

Plus	  a	  €12	  billion	  longevity	  swap	  between	  Dutch	  insurer	  Aegon	  and	  
Deutsche	  Bank	  in	  early	  2012!	  And	  a	  $26	  billion	  pension	  buy-‐out	  

between	  General	  Motors	  and	  PrudenNal	  in	  June	  2012!	  



Market-‐based	  transfer	  of	  longevity	  risk	  is	  facing	  an	  
uphill	  ba\le	  on	  the	  “sell”	  side…	  
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…And	  on	  the	  “buy”	  side	  
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Buy-‐Outs	  transfer	  all	  the	  pension	  fund	  risk,	  but	  
buy-‐ins	  can	  transfer	  more	  surgically	  –	  e.g.,	  only	  

longevity	  risk	  
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Longevity	  swaps	  are	  in	  effect	  syntheAc	  buy-‐ins,	  
that	  can	  also	  be	  used	  for	  “surgical”	  transfer…	  
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But	  there	  has	  yet	  to	  be	  a	  successful	  longevity	  bond	  
transacAon…	  
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Life	  (re)insurers	  may	  be	  natural	  longevity	  risk	  buyers	  
but	  their	  capacity	  is	  limited	  

•  For	  life	  (re)insurers	  longevity	  risk	  provides	  a	  parNal	  
hedge	  for	  their	  insurance	  exposure	  

•  But	  the	  hedge	  is	  not	  perfect	  because	  life	  policy	  
cohorts	  are	  younger	  than	  the	  populaNons	  that	  
pension	  schemes	  are	  seeking	  to	  hedge	  

•  Swiss	  Re’s	  KorNs	  Capital	  “longevity”	  bond	  is	  a	  
possible	  prototype	  hedge	  of	  this	  basis	  risk	  

•  But	  in	  any	  case,	  potenNal	  (re)insurer	  longevity	  risk	  
appeNte	  is	  a	  small	  fracNon	  of	  potenNal	  supply.	  



	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  13	  

Developing	  a	  broader	  longevity	  risk	  investor	  base	  

•  Some	  asset	  managers	  may	  be	  ahracted	  by	  low	  
correlaNons	  with	  tradiNonal	  assets	  

•  But	  hedge	  funds	  may	  be	  put	  off	  by	  long	  duraNons	  

•  Investors	  prefer	  standardized	  contracts	  and	  indices	  
•  But	  sellers	  want	  to	  minimize	  basis	  risk	  
•  Insufficiently	  granular	  high	  frequency	  mortality	  data	  
•  Governments	  can	  help	  on	  the	  data	  front	  



Summary	  

•  Why	  worry	  about	  longevity	  risk	  now?	  

•  As	  with	  other	  pension	  issues,	  the	  longer	  you	  wait,	  
the	  more	  difficult	  the	  soluNons	  become	  

•  Also,	  markets	  could	  respond	  to	  vulnerabiliNes	  

•  The	  good	  news	  is	  that	  if	  tackled	  now,	  effecNve	  
measures	  could	  avoid	  hardship	  and	  disrupNon	  

•  Much	  more	  difficult	  measures	  would	  be	  needed	  in	  
the	  future	  
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