
Index

actuarial fairness, 31, 201, 202
adverse selection, 41, 142, 190, 191, 219
aging, 6, 8, 145, 225–30
allocated annuities (Australia), 26
annuities

guarantees on, see guarantees
history of, 1
group purchases, 182
inhibitions on demand for, 31–43
investment alternatives to

residential investment, 205–6
risky financial assets, 206–8
tax-favored competing assets,

34–5
role in mitigating shortfall risk in

retirement, 53–5
taxation of, see taxation of annuity

income,
theoretical superiority of, 28–31
varieties, 22

annuitization
deferred, 52, 167
extent of, 140–7
individual preferences and, 144–5
mandatory, see mandatory

annuitization
annuity pricing and premiums, 43–5,

72
annuity provision/supply, 142

actuarial function, 142
administrative function, 142
cost of supplying, 75–7

administrative, 75–6
marketing, 75–6

reserving, 77
investment function, 142

anti-discrimination law (U.S.), 43
appeals process under mandatory

annuitization, 145
Arrow�Pratt coefficient of risk aver-

sion, 195
asymmetric information, 82, 142, 187

bad choices, 140, 189
insights of behavioral finance into,

140, 189
measures to avoid, 189–90

bankruptcy, see life insurance
companies,

bequest, 31, 198, 199
accidental, 32, 33
altruistic, 33
deliberate, 32
exchange, 33
expected value of, 201, 202
motives for, 32
premature death and, 199, 200
size of, 198, 199

behavioral finance, 140

Central Provident Fund (CPF)
(Singapore), 25, 188

Chilean Pensions Superintendency, 188
compulsory participation in public

pension plans, 138, 139
consumer education, 84
contingent security, 29
corporate transparency, 86
CRRA utility function, 194
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debt management office (U.K.), 64
declining (income replacement)

schedule, 147
defined benefit pension plan, 10–2
defined contribution plan, 11
demographic transition, 6
discount rate, 68
distributions from individual accounts,

178
after retirement, 146–7, 149–54

form of annuity, 179–80
share of account balance to be

annuitized, 178–9
before retirement, 147–9

efficiency of private annuity market, 187
employer-provided pension plan, 138–9
European Investment Bank, 70
Exemption from mandatory

annuitization, 147
expected capitalized value, 168
expected rate of return, 65, 217
expected value, 33

framing effect and choice among
alternatives, 140

government regulation, rationale for,
143

group purchase of annuities, 182
guarantees

on individual account balance, 154–6
on regular annuity payment, 170–2

guaranteed annuity options (GAOS)
(U.K.), 101

immunization of life insurance
company portfolios, 63, 214–16

indexed annuity, 27, 149, 151
indexed bonds, 62
indexed debt, 62
individual accounts reform and

population aging, 229–30
individual capital assessment (ICA)

(U.K. regulatory system), 102
individual capital guidance (ICG)

(U.K. regulatory system), 102

inflation and impact on real value of
annuity payment, 149

insurance value of annuities, 49, 221
interest rate fluctuations, 165
international association of insurance

supervisors (IAIS), 96
internet, 188
investment in residence, 184 see

annuities, investment alternatives
to

IRA (U.S.), 35, 139

liabilities of life insurance companies,
63, 67

liberalized withdrawal from individual
accounts, 144, 149

libertarian paternalism, 139–41
life annuities, 5
life insurance companies 202

accounting procedures, 85
actuarial assumptions, 85
capital adequacy, 85, 96
corporate governance, 85
failure of, 103–4
financial difficulties of, 171
funding practices of, 85
guarantees on annuity

payments, 85
insolvency procedures, 85, 94
investment practices, 85
pricing practices, 85
qualifications of staff, 85
regulatory change and, 85–6
reserve adequacy, 96, 98

life tables, 73
cohort life table, 73
period life table, 73

life-cycle saver, 136
long-term insurance capital

requirement (LTICR)
(U.K. regulatory
framework), 100, 101

lump-sum withdrawal, 152, 203

Macaulay duration, 214
mandatory annuitization, 41, 137, 144
maturity spectrum of a bond portfolio,

62, 63
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maturity structure of a bond portfolio,
211–4

minimum capital requirement, 100
money’s worth ratio, 45, 47, 48
moral hazard, 43
mortality rate, 72
MW ratio see money’s worth ratio,

non-matching payments and receipts,
214

occupational pension plan, see
employer-provided pension plan,

OECD (Organization for Economic
Cooperation and Development),
35, 92

parametric reform of public pension
systems, 228

impact on GDP, 229
paternalism, 137
PAYG (pay as you go), 124, 159
payout, 189
pension reform (see also reforms), 8–10,

24
phased withdrawal from individual

accounts, 152
PPD (premium per dollar),

219–21
precautionary expenditure, 31
premium differentiation, 167, 182

by health status, 182
by sex/gender, 182

premium level, 163
premium variability, 165, 166
preservation age (Australia), 26
private annuity markets, 6, 21

Australia, 26–7
Chile, 24–5
France, 27
Germany, 27
Israel, 27
Italy, 27
Japan, 27
Singapore, 25–6
Switzerland, 25
United Kingdom, 24
United States, 23–4

private annuity provision, 66, 141, 163,
175, 181, 185

premium variability, 181
educational programs for, 175
exemptions to mandatory

annuitization under, 176
guarantees, administration of, 176
notification system for, 176
regulation of eligibility annuity

providers, 176
advantages of, 185

prudent person rule, 85–7
public pension system, 5, 38–40, 208–10

quantitative restrictions on
insurance company portfolios, 92

advantages, 91
defects, 87

realistic liabilities (U.K. regulatory
system), 100

reforms, 106, 164
Argentina, 119
Bolivia, 119
Chile, 106–19

AFP (administrador de fondo de
pensión), 107, 118

brokers, 116
contribution rate, 108
deferred annuity, 117
guaranteed annuities, 112
immediate life annuity, 112
indexed instruments, 109
limits on holdings of AFPs, 110
mortality table, 116
MW ratio, 116
programmed withdrawal, 112
recognition bond (bono de

reconocimiento), 111–2
regulation of investments, 110
retirement pension, 112

early retirement, 112, 117
regular retirement, 112

SAFP (superintendencia de
administradores de fundo de
pensiones), 107, 118

UF (Unidad de fomento), 109
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reforms (cont.)
Colombia, 119
Costa Rica, 119
Croatia, 125
El Salvador, 119
Estonia, 124
Europe, 124
Hungary, 124, 125
Kazakhstan, 124
Mexico, 119
Peru, 119
Poland, 124
United Kingdom, 24
Uruguay, 119

regulation of life insurance companies,
81, 85–7

direct approach, 86
of discount rate, 122
indirect approach, 87
mixed approach, 91
prudent person rule and, 87
rationale for, 82

regulation of withdrawals, 138
regulatory agency, 98
regulatory issues, general aspects of

in design of reform, 192
regulatory peak (U.K. regulatory

system), 99–101
reserve measurement system, 65
resilience capital requirement (RCR)

(U.K. regulatory system), 100
retirement planning, 135
reverse mortgage, 36

bequest motive and, 37
impact on demand for

annuities, 38
market in United Kingdom, 36
market in United States, 36

risk, 60
business risk, 59, 61
capital risk, 60
credit risk, 59, 60
investment risk, 59, 60
interest risk, 60
liquidity risk, 59, 60
mortality risk, 59

aggregate, 59, 96

select, 59, 70–2
persistency risk, 101

risk capital margin (RCM) (U.K.
regulatory system), 101

risky assets, 206
Roman law and capitalization of

annuity income, 1–6
RRSP (Canada), 139

self-control, problems of, 135
shortfall risk in retirement, 54
single premium immediate life annuity

(SPIA), 21, 28
social safety net, 154, 180

account guarantees, 180
disability benefits, 180
family benefits, 180
redistributive concerns, 180

social solidarity, 168
state second pension (U.K.), 24
subjective discount factor, 196
superannuation guarantee (Australia),

26
survival probability, 196, 220
survivor bonds, 71

taxation of annuity income, 172–4, 191
and classical model of income

taxation, 192
in OECD member countries, 172

tax-favored competing assets, see
annuities, investment alternatives
to 34

teacher’s insurance company
TIAA-CREF, 71

temporary annuity, 72
term life insurance, 70
transparent accounting, 85
treasury inflation protected securities

(TIPS), 27
twin peaks regulatory approach of the

U.K., 99, 102
two-period life-cycle model, 194

U.K. financial service authority (FSA),
99

U.S. social security, 154
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variable annuity, 149, 151
variance of return, 217,

218
voluntary annuitant, 164

withdrawal rules for individual
accounts, 134

with-profit insurance capital
component (WPICC) (U.K.
regulatory system), 101

yield curve, 65

zero-coupon bonds, 212, 213
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