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The growing proportion of elderly people is triggering a
pensions crisis across Europe and forcing a reassessment of
what retirement will mean in future. For insurers hoping to offer
innovative solutions for the greying populations, the picture is

far from black and white.
By Simon Challis

ore than 1.1 billion people, 13% of the
world’s population, will be above the
age of 65 by 2035, according to the
UN’s population projections. Europe’s
ageing populations have created a pensions time
bomb that governments have sought to defuse
by raising retirement ages and cutting pension
benefits. But the message that living longer means
working longer is taking time to get through.
Europeans are living longer than ever: 2012 EU
mortality statistics show life expectancy of 82.6
years for women and 76.7 years for men. And the
trend of growing longevity looks set to continue.
Pay-as-you-go pension schemes are being
thrown out of kilter. Falling birth rates mean
there will be fewer workers to pay the pensions
of baby boomers when they retire. The problem
is especially acute in countries with the fastest-
ageing populations such as Ttaly and Germany,
where the old-age dependency ratio — the
proportion of over-65s to workers - is already
high and set to almost double by 2050 (see
‘Longevity by numbers), page 7).

Breaking the culture of early retirement
In most European countries, many people
effectively retire long before they can draw their
official state pensions. Portugal and Sweden are
two rare exceptions in the EU where men tend
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to work beyond the state pension age. Some
workers are able to retire early and draw pensions
from their former employers, but others rely on
unemployment benefits until they are eligible for
the state pension.

Austerity measures aimed at reducing bulging
public debts in the wake of the global recession
have forced several European governments
to raise retirement ages and cut their pension
promises. Several countries, including ITtaly, Spain
and the Netherlands, have linked the statutory
retirement age to life expectancy.

Several factors - including reduced values of
retirement savings post-crash and low interest
rates, employers cutting pension benefits, the
abolition of fixed retirement ages and anti-ageist
legislation - have led to a rise of around two years
in average effective retirement ages for men in
Germany, Italy and the UK between 1996 and
2012. In the Netherlands, it has risen by nearly
three and a half years during that period. In
France, however, it has barely moved: 59.7 in
2012, compared to 59.5 in 1996.

Not only are people living longer; they are
enjoying a healthier old age. The International
Longevity Centre’s Healthy Working Life
Expectancy model found that on average in
Europe, between the ages of 50 and 70, men
spend 14.1 years in good health, of which



about half'is spent at work, while
women enjoy 18.5 years, of which
about one third is spent at work. So it is
perfectly possible for healthy old people
to continue working later into their
lives, and many more will have to do so.
Not only have governments changed
pension rules to reflect increasing life
expectancy, businesses have increasingly
moved workers from defined benefit to
defined contribution workplace pensions
schemes, shifting much of the investment
and longevity risk onto the individual.

Mixed messages
Despite the mixed messages coming from
some governments (see box “The growth
of grey power’) the news that workers will
have to make more provision for their
old age is slowly getting through. That
is not to say workers are happy about
it — strikes and protests have become a
common feature across the continent.

The situation is more mixed in some
countries. In Italy, pension rule changes,
political wrangling and major errors have
left workers unclear and disillusioned, says
Paola Luraschi, principal of Milliman’s
Milan practice. “The rules are complex
and change frequently, so it’s confusing
and easy for mistakes to be made.”

Luraschi cites a recent case where a
major error by the pensions regulator
meant some people who were without
work were left without a pension too.
“The complexity is one of the main
reasons why people fail to engage and
why the Italian private pensions market
is underdeveloped.”

The same argument rages in countries
across Europe: whose responsibility is
it to provide for a person’s old age — the
state or the individual? The simple
economic fact is that, in many countries
with ageing populations, the government,
regardless of its political hue, simply
cannot afford to pay more generous
pensions benefits.

So, in future, people will have to
become accustomed to being healthier,
but not wealthier, in their old age.
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The rules are complex
and change frequently,
so it’s confusing and
easy for mistakes

to be made.
Paola Luraschi

The growing acknowledgement that
living longer means working longer
is leading to a changing perception of
retirement, says Chris Lewis, a consulting
actuary with Milliman in London. “In
the future, retirement is unlikely to be
regarded as a once-in-a-lifetime deal,
where you stop working and that is that
until you die. Increasing life expectancy
means retirees may take on part-time
work, or perhaps set up a business. They
might draw down a little money in their
sixties, to supplement their part-time
earnings. But it’s only when people reach
their seventies or even their eighties that
they might scale back work and rely fully
on the pension pots they’ve accumulated.”

While longevity patterns are becoming
clearer, insurers will need to be flexible
and innovative to meet the needs of

THE GROWTH OF GREY POWER

The economic effects of demographic
trends depend on the response of
policymakers. But politicians’ decisions
are increasingly being influenced by
those demographics: in most western
European countries older people are
making up more of the population

and are more likely to vote than their
younger counterparts.

The growing power of the ‘grey vote’
can be seen in the UK government’s
reform of annuities to give people
greater freedom over how to spend
their pension savings, as well as in
controversial pension reforms in
France and Germany.

President Hollande has acknowledged
that growing life expectancy will mean
that French workers will have to work for
longer but has ruled out increasing the
retirement age beyond 62. Some public
sector workers are eligible for generous
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ageing populations. Markets across
Europe differ widely, and longevity risk
is just one part of the equation, with
factors such as taxation and regulation
determining the scope of potential
solutions in different countries.

Indeed, insurers already take a
conservative approach to life expectancy.
“Our estimate for the average life
expectancy of a healthy 60-year-old is 90.
The Office for National Statistics (ONS)
life expectancy forecast for a healthy 65
is around 86, says Tim Gosden, Legal &
General’s head of strategy for its individual
annuity business. “Some insurers are even
more conservative than us. One insurer
forecasts life expectancy of 93

In the absence of positive tax and
regulatory reform, longer life expectancy
makes existing insurance products look
increasingly unattractive. Insurers have
responded to people living longer by
cutting the returns on their guaranteed-
income retirement products.

It was growing disenchantment
with annuities that prompted the UK
government’s recent proposed reforms,

pensions from as young as 50 or 52.

In Germany, Chancellor Merkel has
proposed a plan to cut the retirement
age for those who have been in full-time
work for 45 years to 63, from 65, and has
stated she will reverse a planned further
increase in the retirement age
to 67 from 65.

Although both governments have
justified the reforms on the grounds
of social justice, business groups and
economists have condemned the
reforms for undermining the message
that longer life expectancy means
workers need to work for longer. They
also fear it will put an added burden
on younger generations of workers to
pay for generous pension benefits for
older people that they themselves are
unlikely to enjoy. Instead of defusing
the pensions time bomb, the moves will
speed up the countdown, critics argue.
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enabling people to simply draw down
their pension pots as lump sums, rather
than put them into annuities.

But with the average pension pot in the
UK totalling less than £80,000, critics
warn that many people will simply spend
their retirement nest egg and then be

forced to rely on the meagre state pension.

“As people live longer, you could say
that the guaranteed income provided by
annuities becomes even more important,”
says Gosden.

Cultural differences

Perception and culture play an important
role. In Italy, Luraschi says, older people
tend to be cared for within the family.
“But growing life expectancy will mean
that people will find it harder to do this in
future. Italians are starting to recognise

there is a problem, but they don’t know
how to solve it

In Italy, insurers simply aren’t seen as
being part of the solution - it is broadly
the same across the EU: people are only
dimly aware they will live longer than
their parents and grandparents and the
implications for finances have not been
thought through.

Gosden remains confident that insurers
will play an increasingly prominent role.
“As people come to terms with their longer
life expectancy, I think it will bring about
a resurgence of saving for retirement, as
well as the desire to plan properly.”

There are some signs of innovation:
in the UK there is a growing acceptance
that people will have to pay towards
their care in a home, but the issue of how
much has so far been unclear.
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Milliman’s Lewis says that the recent
Care Bill and pension changes have
helped. “There could now be scope
for a two-step annuity, which pays a
guaranteed income while you're healthy
but could then pay out an increased
income to go towards care fees if you
need to enter a care home.”

Further innovation will be needed
to avoid economies buckling under the
increasing weight of age demographics,
and to do so insurers will need a detailed
understanding of the factors at play.
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