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Very little thought goes into decumulation

Yet it iIs THE most important stage in any pension plan



Need to brainstorm on ...

e |s It best to annuitize?
e |If so, when?
e |If so, what type of annuity?

e |s there a role for government?
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Individuals underestimate how long they will live
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Is It best to annuitize?

e Ever since Yaari (1965) economists have
sald ‘YES’

e Annuities are the only financial
Instrument ever devised that can give

lifetime income security however long an
individual lives

e But:
- They are regarded as being poor value
- And what about bequests?
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If so, when?

e Perhaps not immediately
e Glving up the equity risk premium

e To begin with the mortality cross subsidy
IS very low
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If so, when?

Annual Mortality Cross Subsidy

Limited Value from —— _
annuitization essential

20% - annuitization — Death Lzl _
0 benefit seen as more to provide income for life
n 15% - valuable.
> /
S 10%
o
5%
0% -

P & @ADL AN YL S AGE

Pensions
Institute



If so, what type of annuity?

e | evel
e Index-linked
e |nvestment-linked/ variable rate

e Money back/ premium refund
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Money-back/premium refund annuity
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MBA defers annuitisation
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All very clever....

... but consumers are still not rushing in



Is there a role for government?

e In improving education about annuities?

e In making annuitization compulsory by a certain
age?

e In increasing the perceived value of annuities
by helping to hedge an aggregate risk that
annuity providers cannot hedge alone:

- Longevity risk?
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Longevity fanchart for 65-year old males
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How about this new advertising
message?

SPORT:

e Annuitize now and spend
more today!
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Questions

e |s It best to annuitize?
- What about bequests?

e |f so, when?

e |s there a role for government?
- In Improving education about annuities?

- In making annuitization compulsory by a
certain age?

- In helping to hedge longevity risk?
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