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UK annuity market

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

“Some £2.3bn of lifetime annuities
were sold in the first half of 2023, up
from £1.7bn for the same period in
2022, according to the Association of
British Insurers.”

05 Sep 2023, Financial Times.

“2023 was a milestone year for an-
nuity sales which totalled £5.2 billion,
ABI data shows”

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 annuity market

UK pension scheme direction

Workplace pension (퇴직연금)에대한부분이나사적연금전반에대한방향으로이해할수있음
How we can provide better security for members in retirement?

1 Boosting returns and managing risk

2 Reducing complex financial decisions

3 Supporting awareness and informed decisions

4 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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UK annuity market

UK annuity market vs. Korea annuity market

• 금리상승으로종신연금의가격이하락하여연금소비자의관심이급격하게늘어남
⇒한국은인출시장보다는적립시장위주;인출상품도공시이율에영향을받아조정속도가느림.

• 대형생명보험사를중심으로연금보험료조종이빠르게일어났고매출도급격히증가함
⇒ Annuity Prices are more sensitive to an increase than to a decrease in rates (Charupat et al.,
2016).
⇒공시이율에의존적인한국시장은보험료의이자율민감도가낮음

• DB퇴직연금시장을통한 bulk annuity (buyout, buy-in)에대한수요도크게증가함
⇒한국의 DB급여구조상 bulk annuity사업이형성될수없음
⇒월적립식사적연금및연금보험매출에의존적인한국의생명보험사와대조적임

• 종신연금상품도일반종신연금외, enhanced annuity와 inflation-linked annuity도구매가능함
⇒한국의생명보험사는적립시장에서는타업권에경쟁력이밀리고인출상품도다양하지않음

• Deferred income annuity (longevity annuity)구현에관심이있으나상대적으로낮은보험료중
longevity risk에대비해야부분이상당이여서매출과수익성이낮은것으로보고있음
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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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Longevity risk

Next,

2. Longevity risk

• Individuals

• Life insurers or annuity providers
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Longevity risk Individuals

Longevity risk

• Longevity 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?

1 Higher salary, more savings, and greater investment returns - not always achievable
2 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

적절한시기에적절한양의연금을계속하여구매하는것이이상적임.연금의형태또한보험에한정하지
않고부동산,주식등으로넓힐수있음.적절한시기는선호,습관,성별,나이,자산의형태,크기와배분,
시장상황,구매가능한연금상품등에따라달라짐.
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Longevity risk Individuals

Longevity risk - a behavioural finding

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

Source: Jeong et al. (2023); SSA 2019 male; 2019 Survey of Consumer Finance.
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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

보험사는자본이무한하지않기때문에 Risk Budgeting을해야하는데, Deferred Income Annuity or
Longevity Annuity의경우낮은보험료대비높은장수위험을감당해야함.
이는사업의수익성에도좋지않은영향을미칠수있음.

이런이유로,개인의장수위험관리하는데 DIA or LA을활용하는것을학계나정부에서권장함에도
불구하고,보험사가관련상품이나사업을시행하는데어려움이있음.
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Deferred annuities (longevity annuities)

Next,

3. Deferred annuities (longevity annuities)

• Supporting academic papers

• Longevity risk sharing

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

Supporting academic papers

Deferred annuity or deferred income annuity or longevity annuity을활용했을때,개인의생애주기에
걸치효용이증대되거나소비가증가한다는학술자료는상당히많음.
⋇여기서 Annuity은 irreversible contract으로해지가가능하지않고사망해지에대한급여도없음.

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.

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

Figure: Average wealth composition (×$1,000) over lifetime in terms of financial assets, mortgage, home reversion, and
annuities (DA60, DA70, DA80 start paying out at ages 60, 70, 80 resp.) for cases A and C. Abbreviations: DA = Deferred
annuities. HR = Home reversion. (+) = 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

it0+k =
k pref

x0
(t0)

k pobs
x0

(t0)
.

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

⇒ Longevity risk partly transferred to policyholders; i.e., systemic risk ⇓.

통계청장공시 ∆기대여명+α활용한조정도고려⇒보험사가감당해야하는장수위험이크게줄어듦.
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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.
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Implementation in Korea
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Implementation in Korea

Are they all available in Korean annuity market?

한국에서아래와같은연금상품을구매할수있을까요?

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

인출상품을다양화(특히연금소득및장수위험보장이강화된)하고생보사의역할을강화하기위해서는

1 상품개발을제약하는제도는없애거나개선되어야합니다.

2 새로운이율체계를만들어 equity-index annuity운영을일반계정에서가능하게해야합니다.

3 장수위험을보장하는보험상품에대한세재혜택및지원을늘려야합니다.

4 모집수수료등의정보를투명하게전달하고모집수수료가없는채널도만들어야합니다.

5 노후소득보장및장수위험관리에대한연금투자및연금화에대한교육을확대해야합니다.

6 생애주기연금투자및연금화행태를모니터링하고이해를넓힐수있도록기초연구및후속연구에
대한규모있는지원이필요합니다.
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