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Mortality and especially disability risk are often overlooked, despite how many 

are actually affected and how severe the financial consequences can be.
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Most consumers have a limited understanding and interest in investment risk. 

For example, studies (e.g., by ICI [6]) show that few consumers actively 

manage the investments in their DC plans. The vast majority of consumers 

would do best with an automatic investment strategy. 

 

A decreasing risk profile has several advantages. First, it decreases timing risk 

at retirement. Second, it allows time to make corrective actions after the early, 

high-risk years. A sound economic model will yield the decreasing risk profile 

of savings by setting a constant risk exposure of the consumer’s total 

retirement savings, i.e., including future savings.  

 

It is possible to incorporate pseudo-guarantees in several ways; here is an 

example. Set a guarantee level either by default or with the consumer’s input. 

Hedge this like a real guarantee, e.g., with an individual CPPI-strategy, which 

is very effective particularly in a plan with a regular premiums. The consumer 

should be left with negligible tail risk at a lower cost than regulatory capital 

requirements would lead to. 

 

Lastly, unless one feels strongly that actively managed fund are worth the 

fees, ETF’s are a sensible choice if nothing else for the easy-to-convey 

message of low fees. 
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For the individual, systematic risk is much less important than unsystematic 

(idiosyncratic) risk. For insurers, the opposite is true. Several types of 

annuities exist, which can help both groups. One variety is called pooled 

annuity funds* [7] 

 

The idea is that benefits are determined, e.g., annually, by the individual 

annuitant’s fund value and a best-estimate fair value of a life annuity. Mortality 

credit* awarded to survivors is set so that the pool shares the funds of the 

deceased annuitants. This has the following very appealing characteristics: 

• Consumers are left with only systematic risk 

• Insurers are left with little or no risk 

• Consumers are free to invest as they please. 

 

For practical reasons, the insurer may choose to use 
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Disability insurance may be the most important risk reducer for young people, 

as they have little savings, and it is too late to correct for it if disaster strikes. It 

is worth noting that many US employee benefit plans don’t include LTD. 

 

While most consumers have life and disability insurance, the covers are often 

not updated adequately. They may be set initially at the time of entering into a 

retirement plan, but life events have a big effect on the need for insurance. 

When getting married, having children or buying real estate these needs 

change drastically. 

 

It is difficult to create individual products that  adjust in a timely fashion. A true 

and tested solution are group products, but these are decreasingly popular in 

part because they are seen as being unfair, e.g., to people without children. An 

other way to solve this is to contact consumers at regular intervals to check up 

on needs, for example through automated questionnaires. 

 

For disability insurance, it is important to remember that a loss of earning 

capacity has two consequences. In addition to decreasing income now, it also 

adversely affects retirements contributions. This should be remembered in 

setting coverage levels. 
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The importance of clear information and advice has already been stressed. 

We can’t predict the future but we can probably make a better estimate than 

most. It is important to realize that an educated guess is better than no guess. 

The goal should not be to hit the bull’s eye with our prognoses, but to get 

reasonably close. As retirement approaches our guesses will get better and 

better.  

 

The key is to find the right balance between keeping it simple and taking more 

information in. Each added piece of data will make the advice process more 

complicated, confusing consumers and increasing costs. 

 

With select data like age, income, wealth, retirement savings, marital status, 

age of children etc. it is possible to build a prognosis model that can advise on 

the above elements in a way that will be adequate for all but the most 

complicated consumers.  

 

The model needs to include projections of social benefits, retirement plan 

benefits, savings other than retirement savings and real estate. Each of these 

carry different investment risks and some of them will cover longevity while 

others won’t; both will affect the advice given. 
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