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UK annuity market

“With £100,000 from their pension pot, a healthy 65-year-old could now buy an
annual income worth £7,465, compared with just £4,950 three years ago — up over
50 per cent, based on data from annuity broker Retirement Line.”

31 Aug 2023, Financial Times.

“In October (2022), a 65-year-old using £100,000 to buy an annuity could have
found deals paying £7,586, compared with £6,781 today, ... However, ... higher than
the £4,626 ... in January 2021.”

“Hargreaves Lansdown says a 65-year-old with a £100,000 pension would get a
starting income of £4,316 from an RPI-linked annuity compared with £6,781 from a
level one.”

“After years in the retirement planning wilderness, annuities — guaranteed in-
comes for life — are back in the limelight, due to rising interest rates.”

02 Feb 2024, Financial Times.
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UK annuity market

UK annuity market

Providers have reported an uptick in annuity sales as rates improved “Some £2 3bn Of Ilfetlme annUitieS
e e el ) were sold in the first half of 2023, up
s from £1.7bn for the same period in
2022, according to the Association of
British Insurers.”

Aviva
Canada Life

Just Group

05 Sep 2023, Financial Times.

Legal & General

Liverpool Victoria

“2023 was a milestone year for an-
nuity sales which totalled £5.2 billion,
100 200 300 400 500 ABI da ta ShOWS 1

Scottish Widows*

*Figures include bulk annuifies
Source: Companies, FT Research
©FT

16 Feb 2024, Financial Times.
These sales figures include both lifetime annuities and fixed-term products, giving an income for a set period such as 10 years.”,
25 Aug 2023, Financial Times
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UK pension scheme direction

T 0

How we can provide better security for members in retirement?
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Boosting returns and managing risk

Reducing complex financial decisions

Supporting awareness and informed decisions

Inclusiveness and equality

After 15’ pension freedome and 12’- 18’ automatic enrolment, government focus is on

* A pot for life - introducing a lifetime provider for automatic consolidation (< 1, 000)
® Collective defined contribution in accumulation and also in decumulation
® Pension dashboard programme
® Value for money framework

Source: Department for Work & Pensions, "Government response to ending the proliferation of deferred small pots”, Updated 22
November 2023.
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https://www.gov.uk/government/consultations/ending-the-proliferation-of-deferred-small-pension-pots/outcome/government-response-to-ending-the-proliferation-of-deferred-small-pots
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UK annuity market

UK annuity market vs. Korea annuity market
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= Annuity Prices are more sensitive to an increase than to a decrease in rates (Charupat et al.,

2016).
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UK annuity market

A message

The limitation of annuity markets and lack of product information significantly in-
crease the welfare costs.

Koijen et al. (2011)
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Next,

2. Longeuvity risk

e Individuals

e Life insurers or annuity providers
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Longevity risk

® | ongevity risk is the possibility of an individual outliving his financial resources.

® Can be weakly defined, the probability that an individual is not able to pay his essential
medical and health cares.

How can individuals reduce or eleminate the logevity risk?

Higher salary, more savings, and greater investment returns - not always achievable
With pension schemes, annuities, and insurance products
® Diversified investment portfolios + guarantees + tax exemption/relief
® Annuities - immediate, deferred, inflation-protected, LTC, home equity release
® They all require good strategies, such as timing, allocation, and preferences
Aok AD|Of A 4o ASS AIES5H0] F0iSt= A0| O|4H Y. HS9| e Lot EF0)| 5HYSHA|
2 Bsth A S02 {d £+ U A A= HE, &2 g8, LH0], AHLte] Ef, 37|2t BiE,
A8, FO0tsE Hads S0l et Eatd.
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Longevity risk - a behavioural finding

The young underestimates survival and the old overestimates survival (Heimer et al., 2019).

€20 €40 €60 €80 €85 €90 €95 €100

Objective 57.51 39.14 2203 847 594 395 256 178
Subjective (p,-scaling) 50.29 3324 1936 823 6.18 445 3116 2.13
Subjective (u,-scaling) 5262 3406 1922 772 569 405 278 1.82

Table 2: Life expectancy at different ages with objective mortality and subjective mortality (under both p.- and
p,-scaling)

Source: Jeong et al. (2023); SSA 2019 male; 2019 Survey of Consumer Finance.
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https://www.ssa.gov/oact/STATS/table4c6_2019_TR2022.html
https://www.federalreserve.gov/econres/scfindex.htm

Longevity risk Life insurers or annuity providers

Longevity risk - life insurers or annuity providers

Longevity risk is the risk that policyholders, pension scheme members or other underlying
beneficiaries, in aggregate, live longer than expected.

Greater longevity risk = Higher SCR and MCR = More quality assets required

HSIALS 2120| 2351512| 97| M 20] Risk Budgeting2 3l{0f 5H= ¢,
Longevity Annwtyol —C.’- e HE R OfH| =2 A42/de ?:,FEOF%HOF?:,F.
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Deferred annuities (longevity annuities)

Next,

3. Deferred annuities (longevity annuities)
e Supporting academic papers
e Longevity risk sharing

e Equity-linked
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Deferred annuities (longevity annuities) Supporting academic papers

Supporting academic papers

Deferred annuity or deferred income annuity or longevity annuity=S 2H-2312 I, 71212 AOiZE7|0|
42| 2E0| SUE|HLE 8|7t S7etChe Shaitz e Y35 E;%.
% 07| A Annuity2 irreversible contract® 2 Sl A7} 7HsatA| Q1 AFUSH 2|0l CHEt 201E Sl

Accumulation phase

The optimal strategy is to start to purchase deferred annuities early (from age 40) and to keep
purchasing them over time up to about 80% of the final portfolio at retirement (Scott, 2008; Maurer
et al., 2013; Horneff et al., 2010; Huang et al., 2016; Owadally et al., 2021a,b).

Decumulation phase
Purchasing deferred income annuities can enhance welfare for all sex and education groups (Horneff
et al., 2020, 2023; Chai et al., 2011; Jang et al., 2022; Chen et al., 2023)
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Deferred annuities (longevity annuities)

Supporting academic papers

Jang et al. (2022) - optimal asset allocations with deferred annuities

Deferred income annuity (longevity annuity) has a significant role in optimal lifetime investments.

500.00 + 500.00 -
400.00 4 400.00
300.00 4 300.00 -
200.00 + 200.00 -
100.00 4 100.00 A
0.00 0.00 1
-100.00 - -100.00 -
30 40 50 60 70 80 30 40 50 60 70 80
Age Age
B Mortgage B House Asset B Home Reversion B Mortgage W House Asset m Home Reversion
BDA60 BEDA70 BEDASO BDA60 BEDA70 BDAS0
m Cash BBond B Equity m Cash =Bond B Equity

(a) Case A: DA(-), HR(-) (b) Case C: DA(+), HR(=)

Figure: Average wealth composition (x$1,000) over lifetime in terms of financial assets, mortgage, home reversion, and
annuities (DA60, DA70, DA8O start paying out at ages 60, 70, 80 resp.) for cases A and C. Abbreviations: DA = Deferred
annuities. HR = Home reversion. (4) = available. (-) = not available.
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Deferred annuities (longevity annuities) Longevity risk sharing

Denuit et al. (2011), Longevity risk sharing

Suggest that the annuity benefit at time k is adjusted by the factor
; kp§‘§f(to)
otk = ~ _opesa Nt
ot kP2 (to)

The annuity benefits depend on the “expected/actual” ratio of reference population
data.

= Longevity risk partly transferred to policyholders; i.e., systemic risk .
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Deferred annuities (longevity annuities) Equity-linked
Equity-linked

Horneff et al. (2023) and Maurer et al. (2013) shows how investment-linked deferred annuities can
enhance welfare.

Table 2: Welfare Analysis I: Alternative Ways to Annuitize Defined Contribution Assets,
Fixed vs Variable DIA and Delay Claiming (Reference case Setting 1, Figure 3)

Claim @66 Claim @67

Sex Education Fixed DIA Variable DIA w/o DIA
Female Coll+ 38,804 41,305 20,594
HS 14,528 16,264 11,560
<HS 3,410 4,295 7,725
Male Coll+ 46,870 50,207 26,809
HS 16,215 18,635 14,767
<HS 6,360 7,939 10,641

Note: The reference case in this table is “claim @66, w/o DIA.” The values given refer to the additional amounts
that must be paid into the DC plan that would yield the same utility to the individual who claims her Social Security
benefits at age 66 and has no access to a DIA, versus the three settings indicated. Both DIAs (columns 1 and 2)
start payouts from age 85, while the Variable DIA uses a 50/50 stock bond portfolio. In column 3, the individual
delays claiming Social Security to age 67, and withdraws from her DC plan to finance consumption that year.
Source: Authors’ calculations.
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Next,

4. Implementation in Korea
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Implementation in Korea

Are they all available in Korean annuity market?
St 0f| M Ofefiet &
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Single life annuity with no Increases or
guaranieed period, pold annually In arears

Single lifle annuity with no Increases or
guaranteed period, pald monthly In arrears

Single life annuity with no Increases, paid monthly
In amears, including a 30year guaranteed period

Single Iife annuity increasing by 3% each

year, with no guarantsed peried, paid monthly
In arears

Single Iife annuity with annual Increases in line
with Inflation, with no guaraniee pericd, paid
monthly In anears

Annutty paid monthly In arrears with o 1008
spouse’s pension for a healthy 57- year old
SpoUse, No INCRases of guaranized period

£6,747

£6,531

£6,929

£4,468

£3,801

£5,729

This is based on a healthy 60-year old Londoner with pensions savings of £100,000.
Source: 2023 Annuity Guide, Fidelity International
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Implementation in Korea

Implementation in Korea
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