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Changing views
on longevity trends

Improvement trends in male mortality rates ‘dramatically lower’

Strong evidence suggests

It is no longer seriously disputed that we have entered a low national mortality that we have entered a
improvement phase. In the chart below, you will see that we have plotted standardised phase of low improvements
male mortality rates by calendar year since 1?61 1, together with some trend lines. in mortality
The steeper the slope of the trend line, the higher the rate of longevity improvement. :
: At the time of writing, it
Standardised England & Wales mortality rate (males aged 50 to 89 inclusive) seemed likely that the
: number of deathsin England
e e e & Wales in 2017 would be the
.\ Trend 1975-2000 ‘ _ ‘ same asin 2015 - which was
Trend 1961-75 \1 .8% per year) ® The relatlvely hlgh |Oﬂg€VIty : regarded as exceptional at
-300% | (0.7% per year) \ improvements over the final : the time
\ quarter of the last century :
z (1975-2000) -
% \. Trend 2000-1 5 The longgvllty markgt has
(3.1% per year) ® The very high longevity taken thisinformation on
250% 7 improvements experienced board and, following a year
over the first decade of this or more of pricing dislocation,
Extimatdd trend 201117 century (2000-11) it has relocated to pricing
0% (1.0% pe year) ® The dramatica“y lower é that iS fail’ in hiStOl’ica] terms
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 improvement trend that
Year has emerged since 2011
Source: Aon calculations using data from the Office for National Statistics. Note that the value for 2017 is (2011-17)

an estimate based on part year data. The standardised mortality rate (SMR) is based on the subset of the
European Standard Population 2013 for ages 50 to 89 last birthday inclusive.

'The standard Office for National Statistics starts in 19671. This is also a reasonable starting point to
review mortality improvement trends in the modern (ie, post Second World War) period.
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The 2015 was a blip’
argument is no more

The chart on the previous page highlights the stark contrast between recent
annual male mortality improvements of 1% over the seven-year period
2011-20172, compared with those of around 3% the previous decade.

So the debate on whether 2015 was a ‘blip’
or part of a change in trend is essentially over

— and team blip has lost. In fact, the period What does this mean

of 3% improvement now looks to be : )
the outlier when compared with for pemnsion schemes?
historical improvements. National improvement in The debate has now moved on to whether the fall
male mortality continues at in the national trend can be applied unadjusted
to pension schemes. This is because the fall-off in
O/ per sor
mortality improvements may be less marked for
(o) year pension schemes.
compared t(.) over 3% per year Defined benefit pension schemes are biased
for the previous decade

towards the better off because the individuals
able to accrue a meaningful pension will have
been in work for a long period, which implies a
certain level of good health, and because pension
liabilities are weighted towards individuals with
larger pensions.

2 This estimate is based on part year data
for 2017 and a neutral estimate for the
remainder of the year.
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Mortality improvement %pa

Male mortality
improvements

We can take a closer look at this using data
from the Office for National Statistics (ONS)
for male mortality improvements by socio-
economic group. We have used this data to
estimate mortality improvements over five-year
intervals from 2001 to 2016, shown in the
chart below.

Male mortality improvement by socio-economic group over five-year periods

+4% England & Wales

.' _______ .- Low
..‘ Middle

+3% “‘
.
. )
. @~ High
- ‘ .
. ——————— * “‘
. .
+2% . AN

.
+1% * .
A

Nil
2001-06 2006-11 2011-16

Source: Aon calculations using data from the Office for National Statistics. Improvements are for standardised
mortality rates using the subset of the European Standard Population 2013 for ages 50 to 89 last birthday inclusive

The striking features of the chart are:

Mortality improvements were higher for the
better off over all of the five-year intervals

It appears that the situation was beginning
to revert, with the gap in improvements
narrowing for the second period, 2006-11

Improvements for all groups have fallen
dramatically in the last five-year period.

It is important to be wary of over-interpreting
the ONS data, but it seems that there is

a strong case to suggest that mortality
improvements have fallen for all sub-groups
and this should therefore be reflected in
mortality best estimates for pension schemes.

Get in touch
to find out
more here

Matt Fletcher
matthew.fletcher.2®aon.com

Tim Gordon
tim.gordon@aon.com
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Longevity market
dislocation and relocation

Longevity insurers and reinsurers were initially — and understandably —
reluctant to recognise the heavier than expected mortality data, in case it
turned out to be a transient effect. Trustees and scheme actuaries shared
the same concern but, as the evidence continued to mount, they started
to adjust their best estimates to reflect the data. However, reinsurers and
insurers delayed their response. This led to a dislocation in market pricing
during 2016 and early 2017, with pricing materially lagging best estimates.

2016 and early 2017 saw
a dislocation in market
pricing, with insurers
andreinsurers slow to
respond to changing

mortality figures

Aon's experience
enabled us to spot this
dislocation and advise
clients not to transact
if pricing was not
favourable

External pressure

and ongoing low
improvements have led
longevity reinsurers to
adjust their pricing




Our stance

Given our engagement in the market on numerous
potential deals, Aon was well placed to observe
this price dislocation and, as the leading adviser
on longevity swaps, we led the market by calling
out this issue publicly to:

Get in touch
to find out
more here

Ensure our clients did not enter unattractively
priced transactions in the short term

Accelerate the process of price relocation.

This meant that some very large Aon-advised
deals did not proceed, illustrating that we are fully
prepared to advise our clients not to proceed
with a deal when the terms are unfavourable.

Relocation, relocation,
relocation

Partly because of this pressure — and with

further data reinforcing the view that low
improvements are not a blip — longevity reinsurers
have now incorporated lower life expectancies
into their pricing. The longevity market, assessed
in a competitive broking scenario, has relocated
to pricing that we consider to be broadly fair in Martin Bird
historical terms. martin.bird@aon.com
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About Aon

Aon plc (NYSE:AON) is a leading global professional services firm providing a broad
range of risk, retirement and health solutions. Our 50,000 colleagues in 120 countries
empower results for clients by using proprietary data and analytics to deliver insights
that reduce volatility and improve performance.

For further information on our capabilities and to learn how we empower results for
clients, please visit aon.mediaroom.com

Nothing in this document should be treated as an authoritative statement of the law on any particular aspect or in any specific case. It should not be taken as financial
advice and action should not be taken as a result of this document alone. Unless we provide express prior written consent, no part of this document should be
reproduced, distributed or communicated. This document is based upon information available to us at the date of this document and takes no account of subsequent
developments. In preparing this document we may have relied upon data supplied to us by third parties and therefore no warranty or guarantee of accuracy or
completeness is provided. We cannot be held accountable for any error, omission or misrepresentation of any data provided to us by any third party. This document

is not intended by us to form a basis of any decision by any third party to do or omit to do anything. Any opinion or assumption in this document is not intended to
imply, nor should be interpreted as conveying, any form of guarantee or assurance by us of any future performance or compliance with legal, regulatory, administrative
or accounting procedures or regulations and accordingly we make no warranty and accept no responsibility for consequences arising from relying on this document.

Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority. Aon Hewitt Limited Registered in England & Wales.
Registered No: 4396810. Registered Office: The Aon Centre, The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AN.
Copyright © 2018 Aon plc
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